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HOW TO USE THIS VOLUME

Scope of the Volume...

This Volume, which is a reprint of the looseleaf edition, brings
together for continuing reference a set of nonauthoritative audit tools
and illustrations prepared by the staff of the Technical Information
Division of the American Institute of Certified Public Accountants.

How This Volume Is Arranged...

The contents of this Volume are arranged as follows:
Introduction
Engagement Planning and Administration
Internal Control
Audit Approach and Programs
Working Papers
Correspondence, Confirmations & Representations
Disclosure Checklists
Review and Report Processing
Accountants’ Reports

Financial Statements

How to Use This Volume...

The arrangement of material is indicated in the general table
of contents at the front of the Volume. There is a detailed table of
contents covering the material within each major division.

The major divisions are subdivided into sections, each with its
own section number. Each paragraph within a section is decimally
numbered. For example, AAM section 7100.01 refers to the first
paragraph of section 7100, Control of Confirmations and Correspondence.
Section and paragraph numbers located on each page are provided
as corner references at the bottom of each page.

The Appendixes provide cross references from pronouncements of
the American Institute of Certified Public Accountants and the
Financial Accounting Standards Board to sections in the text.

AICPA Audit and Accounting Manual






1001

AM Section 1000
INTRODUCTION

This manual has not been approved, disapproved,
or otherwise acted upon by any senior technical
committees of the American Institute of Certified
Public Accountants or the Financial Accounting
Standards Board and has no official or authoritative
status.

.01 This manual has been prepared by the staff of the American
Institute of Certified Public Accountants and issued as a nonauthori-
tative kit of practice aids. The materials included in it are designed
to serve as working tools and illustrations for timesaving purposes.
They are not intended as a substitute for the professional judgments
which must be applied by practitioners in any engagement. The
manual, where practicable, offers choices and alternatives rather than
particular positions. The manual is not a substitute for authoritative
technical literature and users are urged to refer directly to applicable
authoritative pronouncements for the text of technical standards.

.02 Some sections of the manual include quotations from State-
ments on Auditing Standards and other authoritative pronouncements.
Those quotations are intended only to illustrate certain matters, not
to serve as a substitute for careful study of the relevant pronounce-
ments. References are made throughout the manual to the original
authoritative pronouncements and to their section numbers in 4ICPA
Professional Standards to help users locate those authoritative pro-
nouncements.

.03 The authors hope that the manual will be helpful to local firms
and practitioners in the conduct of their audit and accounting practice.
However, no generalized material, such as that included in this
manual, can be a substitute for development and implementation by a
firm of a system of quality control which is appropriately compre-
hensive and suitably designed in relation to the firm’s organizational
structure, its policies, and the nature of its practice.

.04 The manual is in looseleaf format in anticipation of updating
and expansion. Changes are expected to arise from three main sources:

(1) Comments and suggestions from practitioners. Since this man-
ual is a product of AICPA staff, not of a committee of practi-
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1002 Introduction

tioners, it is particularly important that practitioners advise
the staff of any suggestions for material that could be improved
or added.

(2) Issuance of new official pronouncements.

(3) Other additions to or deletions from the manual as a result
of continued staff study.

Comments and suggestions should be addressed to:

Technical Information Division
AICPA

1211 Avenue of the Americas
New York, NY 10036

.05 The authors wish to acknowledge the contributions of Dennis
Alfredo, Mary Greenstein, Richard Pannell, Richard Rikert and Jack
Shohet of the technical information division, and the secretarial serv-
ices of Gail Shoffner and Carolyn Piccoli.

George R. Dick, Director, Technical Information Division
Morris W. Wishnack, Manager, Technical Information Division

Thomas P. Kelley, Managing Director—Technical

AAM § 1000.05  cCopyright © 1980, American Institute of Certified Public Accountants, Ine.



AAM Section 3000

ENGAGEMENT PLANNING AND
ADMINISTRATION

3001

This manual is a nonauthoritative kit of practice aids and
accordingly, does not include extensive explanation or
discussion of authoritative pronouncements. Users of this
manual are urged to refer directly to applicable author-
itative pronouncements when appropriate.

The samples are for illustrative purposes only. They are
included as conveniences for users of this manual who
may want points of departure when drafting engagement
letters to meet their individual needs.

Much of the material in this section has been extracted
from the MAP Handbook and has been edited for this
manual. Information with respect to compilation and re-
view engagements has been taken from Statement on
Standards for Accounting and Review Services No. 1.

Section

3100
3200

3300

TABLE OF CONTENTS

Paragraph
Planning the Engagement .. .. ... ... ... .. .. ... .01-.08
Preparing an Engagement letter .. ... .. . .. .. .01-.14
Reasons for Engagement Letters . . ... .. .. ... ... .. .06-.07
Special Considerations . . . ... ...... .. .. ... .. ... .08
Checklists for Engagement Letters . .. .. ... ... ... . .09
Client Approval . . ...... .. ... ... ... ... .. .... .10
Addressee of Letter . . . . ... .. ... ... ... ... 11
Investigatory Procedures for Individuals . .. .. ... .. 12-.13
Filing of Engagement Letters . . . . ... ... .. ... .. .. 14
Sample Engagement Lletters .. ....... ... ... . .. 01-.09
Audit Engagement Leading to Opinion . .. .. ... . ... .02
Audit Engagement Leading to Opinion {Including Finan-
cial Information for Form 10-K). ... . ........ ... .03
Contents
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Section Paragroph
Change in Circumstances from Those Contemplated in
Original Engagement Letter ... ... ... ... .. ... .04

Conditions Encountered Which Do Not Permit Expres-
sion of Opinion as Anticipated in Original Engage-

ment Lefter ... ... . ... . ... . ... . ... .05
SEC Engagement: Initial Registration, Form S-1. ... .. .06
Compilation of Financial Statements and Tax Services .07
Review of Financial Statements and Tax Services. . . . .08
Sample Engagement Memorandum (When No Formal
Engagement Letteris Sent) .. ... ... ... ... .. ... .09
3400 New Client Reports .. ... ....... ... ... ... .. .01-.07
New Client Report—Sample A. . ... .. ... .. ... .. .05
New Client Report—Sample B. .. ... ... ... ... .06
New Client Report—Sample C—Designed as a Client
Data Sheet . ... . ... ... ... ... ... . 07
3500 Client Master Records .. ...................... .01-,07
Client Master Record—Sample A. . ........ ... ... .05
Client Master Record—Sample B ... .. ... ... ... .. .06
Client Master Record—Sample C . . ... ...... ... .. .07
3600  Audit Assignment Controls . ....... ... ... ... .. .01-.12
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Engagement Status Report . .. ... ... .. ... ... ... a2
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3101
AAM Section 3100
Planning the Engagement

.01 An important part of every engagement is the planning stage.
It is during this phase of the engagement that the partner and the
staff obtain (or renew) the necessary level of knowledge of the client’s
business and the industry in which it operates and develop an overall
strategy for the expected conduct and scope of the engagement. Al-
though it is not required by authoritative auditing literature, an
engagement letter—discussed in the next section—makes good busi-
ness sense. It should be prepared before any significant work 1is
undertaken on the engagement.

.02 The need for planning is highlighted by item C, Rule 201,
General Standards, AICPA Code of Professional Ethics, which states
that:

A member shall adequately plan and
supervise an engagement.

.03 Planning is also addressed in the first standard of field work
of Generally Accepted Auditing Standards; SAS No. 22, “Planning
and Supervision” (AU section 311), provides authoritative interpretive
guidance on the first standard of field work.

.04 Aside from the requirements in authoritative literature, proper
planning makes good business sense.

.05 Two common planning vehicles are the planning memo and
the planning checklist. The style and complexity of these documents
will depend on firm preference and engagement needs. The same
memo or checklist may be used in the review process to ensure that
the items highlighted in the planning phase are given adequate atten-
tion during the audit engagement.

.06 The following list of topics to consider in planning an audit
engagement is taken from SAS No. 22:

® Matters relating to the entity’s business and the industry in
which it operates, such as type of business, types of products
and services, capital structure, related parties, locations and
production, distribution and compensation methods. Also, eco-
nomic conditions, government regulations, changes in tech-
nology, accounting practices common to the industry, competitive
conditions, and, if available, financial trends and ratios should
be considered.

AICPA Audit and Accounting Manual AAM § 3100.06



3102 Engagement Planning and Administration

¢ The entity’s accounting policies and procedures.

® Anticipated reliance on internal accounting control.

® Preliminary estimates of materiality levels for audit purposes.
¢ Financial statement items likely to require adjustment.

® Conditions that may require extension or modification of audit
tests, such as the possibility of material errors or irregularities
or the existence of related party transactions.

® The nature of reports expected to be rendered.

.07 SAS No. 22 notes that “Procedures that an auditor may con-
sider in planning his examination usually involve review of his records
relating to the entity and discussion with other firm personnel and
personnel of the entity.” It provides the following examples of those
procedures:

® Reviewing correspondence files, prior year’s audit working
papers, permanent files, financial statements, and auditor’s
reports.

® Discussing matters that may affect the examination with firm
personnel responsible for non-audit services to the entity.

® Inquiring about current business developments affecting the
entity.
® Reading the current year’s interim financial statements.

® Discussing the type, scope, and timing of the examination with
management of the entity, the board of directors, or its audit
committee.

¢ Considering the effects of applicable accounting and auditing
pronouncements, particularly new ones.

® Coordinating the assistance of entity personnel in data preparation.

® Determining the extent of involvement, if any, of consultants,
specialists, and internal auditors.

¢ Establishing the timing of the audit work.
® Establishing and coordinating staffing requirements.
.08 SAS No. 22 requires the preparation of a written audit program

as part of the planning process. Section 5000 of this manual discusses
audit programs.

MW—> The next page is 3201. <&
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3201
AM Section 3200
Preparing an Engagement Letter

.01 In an engagement letter, the firm and the client indicate their
mutual understanding and agree to the nature and terms of the
engagement. Engagement letters are not a professional requirement,
but a matter of sound business practice. They cover the scope of
services rendered and the responsibility the firm assumes. Therefore,
they should be prepared with the care exercised in entering inta other
contracts.?

.02 Any limitations the client imposes on the scope of the audit
are specifically stated. Every letter covering audit, compilation and
review, or accounting services should point out the limitations in the
accountant’s responsibility for the discovery of fraud and other
irregularities.

.03 The engagement letter should also describe the terms of billing
and payment. If unusual or extraordinary services are to be per-
formed, the engagement letter should completely describe them.

.04 If the auditor has reason to believe the client may publish all
or a portion of an audit report, he should advise the client (preferably
in the engagement letter) that firm policy is to read printer’s proofs
of the report and any other accompanying material. This precaution
will protect both the client and CPA against condensation of financial
statements, omission of footnotes, erroneous layout, or other errors
such as misstatement of figures used in a president’s letter, other
narrative or statistics.

.05 An engagement letter should be used for every engagement. A
letter need not be issued more often than annually. Thus, interim
audits or unaudited financial statement preparation can all be pro-
vided for in one annual letter. The letter should be sent to the client
in duplicate so he may sign a copy and return it for the CPA’s files.
Alternatively, the CPA may decide not to request that the client sign
and return a copy of the letter. In that case, the letter should be sent
to. the client with an additional paragraph stating that, unless the
client replies to the contrary, the CPA will assume the client agrees
to the arrangements described in the letter. In those rare instances
when the CPA decides that even this approach is not suitable, an
engagement memorandum should be prepared for the file. This should

* Paragraph 8 of SSARS No. 1 states that “The accountant should establish
an understanding with the entity, preferably in writing, regarding the services to
be performed.”

AICPA Audit and Accounting Manual AAM & 3200.05



3202 Engagement Planning and Administration

provide all relevant information which would have been included in
an engagement letter.

.06

Reasons for Engagement Letters

1. Avoid misunderstanding with the client. In today’s environment,
an engagement letter is needed for both old and new clients. To
avoid misunderstanding, the engagement letter describes in detail
the services to be rendered, the fee, and other terms and condi-
tions of the engagement. Oral agreements may result in differences
of recollection or understanding between the CPA and the client.
They become completely valueless on the death of either.

2. Avoid misunderstandings with the staff. The members of the
staff working on the engagement must have a complete under-
standing of what is required of them. A copy of the engagement
letter in the working papers provides them an authoritative
reference to supplement their oral instructions. This will elimi-
nate confusion and misunderstanding as to the type of engage-
ment to be performed, the date and period covered by the financial
statements, and the nature of the report expected to be rendered.

3. Legal liability. The engagement letter should establish the
scope and the nature of the accountant’s contractual obligation
to his client by setting forth, clearly and specifically, the duties
the accountant has agreed to perform. Many adverse conse-
quences may result from failing to obtain a written engagement
letter.

4. Practice management. Generally, the executive (managing)
partner would review an engagement letter before the firm issues
it. A timely review may be the vehicle that permits the executive
partner to correct or amend the terms of the engagement, review
the proposed fee and method of payment, and set up guidelines
to minimize possible collection problems.

5. Conmtractual obligation. Engagement letters recognize that a
contract is created when the accountant agrees to render services
and a client agrees to pay for them. The engagement letter
should be clear-cut in delineating the duties and responsibilities
of the client and of the firm.

6. Other. An engagement letter permits the orderly assessment
and review by partners and staff of the services performed and
the terms of the engagement. This review facilitates drafting
extensions or amendments to current or succeeding years’ en-
gagements.

AAM § 3200.06  copyright © 1979, American Institute of Certified Public Accountants, Ine.



Preparing an Engagement Letter 3203

07 Some firms use one engagement letter to cover several types
of services; others use separate engagement letters for each service
rendered. In any case, firms should consider keeping separate internal
records for time incurred on the separate types of services.

.08

Special Considerations

1.

Type of engagement (audit, compilation or review, or other

accounting service).

2.

Do the circumstances preclude an unqualified opinion? Ex-

amples:

3.

a. The auditor is retained after the beginning of the client’s
fiscal year and did not observe inventories or confirm receiv-
ables at the beginning of the year and was unable to satisfy
self through application of alternative procedures.

b. The client imposes restrictions on the scope of the audit
and anticipated effect on the report. (SAS No. 2, paragraph
12; AU section 509.12)

c. Significant litigation or other matters exist which may
affect the opinion.

Should fee be stated as a range, in hourly rates, as standard

per diem charges for the engagement, or (in unusual cases) as a
maximum or flat fee?

4.

© ® N @@

‘To whom should reports be addressed?

How many, copies of the report and to whom distributable?
Deadlines for reports or analyses.
Out-of-pocket costs.

Additional work not contemplated in original engagement.

Condition of records or circumstances other than those con-

templated in engagement letter (e. g., deficient internal control, etc.).

10.
11.
12.
13.
14.

Retainer.

One-time engagements.

Start-up costs when client changes accountants.
Underwriters’ requirements in connection with public offerings.

Long-time clients who have not previously been requested to

approve engagement letters.

15.

Part of work to be done by other accountants.

AICPA Audit and Accounting Manual AAM § 3200.08



3204 Engagement Planning and Administration

.09

Checklists for Engagement Letters
1. Items ordinarily covered in engagement letters:

a. Name of entity (and subsidiaries, if any) and its year end.
b. Statement(s) to be examined, compiled, or reviewed.

c. Scope of services, as detailed as necessary—include limita-
tions imposed by client.

d. Type of opinion, disclaimer or other report to be rendered.
e. Disclaimer of responsibility for detecting fraud.

f. Obligations of the client’s staff to prepare schedules and
statements (see checklist 2, below).

g. Requirement that accountant read all printed material in
which his report appears.

h. Responsibility for preparation or review of tax returns and
subsequent tax examinations.

i. Fee or method of determining fee (see section 3300).

j. Frequency of billing and client’s obligations for payment,
including retainer if applicable. '

k. Provision for client’s acceptance signature and date.

1. Expression of thanks for being selected as auditors or to
perform other services.

m. In new engagements, the client-should take the responsi-
bility for getting the cooperation of the prior accountant.

2. Preparation work to be performed by client's staff. The following
is a checklist of instructions to a client’s accounting staff. It
includes analyses a CPA may expect them to prepare for his
examination. Either include this list (or part of it) in the engage-
ment letter, or refer to it and then submit it as a separate
memorandum.

® Balance the general ledger.
® Prepare a reconciliation for each bank account.

e Fill in and sign bank confirmation forms, to be provided by
the CPA.

® Prepare a trade accounts receivable aging.

® Prepare accounts receivable confirmation letters, using drafts
to be provided by the CPA.

® Prepare a schedule of accounts receivable from officers and
employees.

® Prepare a schedule of bad debts written off during the year.

AAM § 3200.09 Copyright © 1979, American Institute of Certified Public Accountants, Ine.



Preparing an Engagement Letter 3205

e Prepare a schedule of notes receivable. The notes should be
available for inspection.

® Prepare a schedule of transactions with affiliated enterprises.

e Price, extend, and foot the original inventory sheets, and
have them available.

® Analyze all transactions affecting marketable securities.

® Prepare an insurance schedule. The policies should be avail-
able for inspection.

® Prepare a schedule of property and equipment additions and
retirements.

® Prepare a depreciation schedule.
® Prepare a schedule of life insurance for officers.

® Prepare a schedule of accounts payable. The creditor’s regu-
lar monthly statements for (date) should be retained and
made available.

® Prepare a schedule of notes payable.

e The corporate stock book and minutes should be up to date
and available for inspection.

® Prepare a schedule of all transactions to partners’ capital and
drawing accounts.

® A copy of the partnership agreement or corporate charter
should be available for inspection.

® Copies of all leases, including equipment rental contracts,
should be available for inspection.

® Copies of employment contracts with salesmen or executives
should be available for inspection.

® Copies of pension, profit-sharing, deferred compensation, and
stock option agreements, and letters of acceptance from the
Treasury Department should be available for inspection.

® Prepare a schedule of repairs in excess of $.........

® Prepare a schedule of each officer’s salary and expense ac-
count payments.

® Prepare a schedule of contributions.
® Prepare a schedule of tax expense.

® Prepare a schedule of professional fees.

3. Optional inclusions in engagement letter

a. Description of particular audit procedure, if requested by
client or deemed necessary for protection of the auditor (the

AICPA Audit and Accounting Manual AAM § 3200.09



3206 Engagement Planning and Administration

detailed audit program should not be made available to client
personnel, orally or otherwise).

b. Extent and timing of interim auditing.

c. Name of client’s personnel to be contacted during engage-
ment.

d. Review of internal control and report thereon (this would
be a special engagement, not a part of the normal audit
routine).

e. Interim contact and cooperation with internal auditor.
f. List of services specifically excluded.

g. Acknowledgement by the client of its responsibility for the
financial statements. (Because auditors of smaller, nonpublic
entities often may maintain accounting records, prepare finan-
cial statements, and advise management about appropriate
accounting principles, such an acknowledgement may be par-
ticularly appropriate for such clients.)

h. A statement that the client will be informed of any material
weaknesses in internal accounting control that come to the
auditor’s attention during his audit of financial statements.
(Such a communication, either orally or in writing, is required
by SAS No. 20, Required Communication of Material Weaknesses
wn Internal Accounting Control [AU section 323]).

4. Common engagement letter deficiencies

a. Reference in the letter to examination of the books and
records rather than the examination of financial statements.

b. Adverse comments about other firms.

c. Failure to specify i detail the services to be rendered when
a maximum fee is quoted.

d. Inclusion of a review of internal control as one of the
services when what is really intended is the study and evalu-
ation of internal accounting control as required by auditing
standards.

e. Failure to identify accounting or other problems which may
have an effect on the opinion.

f. Failure to change, in writing, the terms of the engagement
when conditions are found to be different (such as the inability
to express an opinion without extensive additional auditing
because internal accounting control was found to be deficient).

g. Failure to include fee basis and payment terms.
h. Failure to identify subsidiaries.

i. Failure to identify specific tax returns to be prepared.

AAM § 3200.09  (Copyright © 1982, American Institute of Certified Public Accountants, Ine.



Preparing an Engagement Letter 3207

Client Approval

.10 , It is recommended that the client’s written approval of general
arrangements for the engagement be secured by the accountant be-
fore proceeding with the engagement (especially in new cngage-
ments). The addressee of the letter is usually the one asked to approve
the engagement. In some situations, the accountant may not feel it
advisable to send a client an engagemecnt letter which requests his
signaturc. An alternative approach might be to send the client a
letter' confirming the terms of the engagement, without asking him
to sign it, but asking him to reply if he does not agree with the terms.

Addressee of Letter

.11 Ordinarily, the accountant should address the letter to whom-
ever retained the firm. If it is a corporate client’s board of directors,
the letter should be addressed to the board, its chairperson, or the
chief executive, depending on the arrangement. If the CPA is ap-
pointed by an audit committee, it is appropriate to address the letter
to the committee chairperson. If the engagement was arranged with
a corporate official, the letter may be addressed to him, personally,
indicating his title, followed by the name of the corporation.

Investigatory Procedures for Individuals

.12 When credit information is requested about individuals who
are new clients, the investigative procedures are subject to the Fair
Credit Reporting Act of 1971.

.13 An individual should be informed in writing that an investigative
consumer report, including information as to his character, general
reputation, personal characteristics and mode of living, is being made.
The individual should also be advised, within three days of the time
the rreport is requested, that he may within a reasonable period of
time, by written request, be furnished disclosure of the nature and the
scope of the investigation.?

Filing of Engagement Letters

.14 The signed engagement letter (or original of the confirming
letter) is a contract and should be filed in the client’s permanent file.
A copy may also be filed with the current working papers, if desired,
because of the possible overlapping of billing and collecting as com-
pared to the term of the actual engagement. This also permits easy
access when reference to the previous year’s letter is needed to prepare
the letter for the following year’s engagement.

M= The next page is 3301. <—&

*For a more complete discussion, see Carlos Martinez, “A Guide to the
Fair Credit Reporting Act,” The Practical Lawyer, December 1972,
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MM Section 3300
Sample Engagement Letters

.01 Following are illustrative engagement letters (and one en-
gagement memorandum). They may be used as guides in the design
of spéciﬁc letters, tailored to satisfy the terms of a particular en-
gagement.

.02 - Audit Engagement Leading to Opinion
SWIFT, MARCH & COMPANY Certified Public Accountants
(Date)

Mr. Thomas Thorp, President
Anonymous Company, Inc.
Route 32

Nowhere, New York 10000

Dear'Mr. Thorp:

This will confirm our understanding of the arrangements for our
examination of the financial statements of Anonymous Company,
Inc., for the year ending (Date).

We will examine the Company’s balance sheet at (Date), and the
related statements of income, retained earnings, and changes in finan-
cial position for the year then ended, for the purpose of expressing
an opinion on them. Our examination will be made in accordance
with: generally accepted auditing standards and, accordingly, will
include such tests of the accounting records and such other auditing
procedures as we consider necessary in the circumstances.

Our procedures will include tests (by statistical sampling, if feasible)
of documentary evidence supporting the transactions recorded in the
accounts, tests of the physical existence of inventories, and direct
confirmation of receivables and certain other assets and liabilities
by correspondence with selected customers, creditors, legal counsel,
and banks. At the conclusion of our examination, we will request
certain written representations from you about the financial state-
ments and matters related thereto.

Our engagement is subject to the inherent risk that material er-
rors, irregularities, or illegal acts, including fraud or defalcations,
if they exist, will not be detected. However, we will inform you of
any such matters that come to our attention.

AICPA Audit and Accounting Manual AAM § 3300.02



3302 Engagement Planning and Administration

We will review the Company’s federal and state [identify states]
income tax returns for the fiscal year ended (Date). These returns,
we understand, will be prepared by the controller.

Further, we will be available during the year to consult with you
on the tax effects of any proposed transactions or contemplated
changes in business policies.

Our fee for these services will be at our regular per diem rates,
plus travel and other out-of-pocket costs. Invoices will be rendered
every two weeks and are payable on presentation.

We are pleased to have this opportunity to serve you.

If this letter correctly expresses your understanding, please sign
the enclosed copy where indicated and return it to us.*

Very truly yours,

SWIFT, MARCH & COMPANY

Partner
APPROVED:

*Some accountants prefer not to obtain an acknowledgement, in which case
their letter would omit the paragraph beginning “If this letter . . .” and the
spaces for the acknowledgment. The first paragraph of their letter might begin
as follows: “This letter sets forth our understanding of the terms and objectives
of our engagement . . .”
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.03 'Audit Engagement Leading to Opinion (Includ-
ing Financial Information for Form 10-K)

SWIFT, MARCH & COMPANY Certified Public Accountants
(Date)

Mr. Frederick Mead, President
Thor Tool Co., Inc.

473 Canyon Road

Noplace, NJ 07000

Dear Mr. Mead:

This jletter confirms our arrangements with Thor Tool Co., Inc.
for the year ended (Date).

We will examine the Corporation’s balance sheet as of (Date),
and the related statements of income, retained earnings, and changes
in financial position for the year then ended. Our examination will
be made in accordance with generally accepted auditing standards
and, accordingly, will include such tests of the accounting records
and such other auditing procedures as we consider necessary in the
circumstances.

Our procedures will include tests (by statistical sampling, if fea-
sible) of documentary evidence supporting the transactions recorded
in the aoccounts, tests of the physical existence of inventories, and
direct confirmation of receivables and certain other assets and lia-
bilities by correspondence with selected customers, creditors, legal
counsel, and banks. At the conclusion of our examination, we will
request certain written representations from you about the financial
statements and matters related thereto.

Your: accounting department personnel will prepare the necessary
detailed trial balance and supporting schedules. We will assemble
and examine the financial information required for Form 10-K and
for the annual report to stockholders. Both must be submitted to
us for approval before publication.

Our -engagement is subject to the inherent risk that material er-
rors, irregularities, or illegal acts, including fraud or defalcations,
if they exist, will not be detected. However, we will inform you of
any such matters that come to our attention.

Fees for these services will be at our standard per diem rates. In-
voices, including out-of-pocket expenses, will be submitted every
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two weeks as the work progresses, and are payable on presentation.
We estimate that our fee for this engagement will be between $10,000
and $12,000. Should any situation arise that would materially in-
crease this estimate, we will, of course, advise you.

Please indicate your agreement to these arrangements by signing the
attached copy of this letter and returning it to us.*

Sincerely,

SWIFT, MARCH & COMPANY

Partner
APPROVED:

*Some accountants prefer not to obtain an acknowledgment, in which case
their letter would omit the paragraph beginning “Please indicate your . . .” and the
spaces for the acknowledgment. The first paragraph of their letter might begin
as follows: “This letter sets forth our understanding of the terms and objectives
of our engagement . . .”
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.04 [Change in Circumstances from Those Contem-
plated in Original Engagement Letter

SWIFT, MARCH & COMPANY Certified Public Accountants
(Date) |

Mr. James Johnson, Treasurer
Birdie Country Club

64 Eagle Road

Noplace, New York 10000

Dear Mr. Johnson:

As we agreed in our original engagement letter dated (Date) we
are notifying you that our examination of your (Date) financial
statements requires additional procedures.

We have found that certain guest checks are held for only three
months after they are paid. Thus, a substantial number of guest
checks are not available for examination. Fortunately, your system
of internal control allows us to use alternative procedures to satisfy
ourselves on this part of the examination. However, this will require
substantially more time than examining guest checks.

The fee for these additional services will be billed at our standard
per diem rates and added to the $5,000 fee quoted in our previous
letter..

The problem has been discussed with your controller, who assured
us that in the future all guest checks will be kept for two years.

Please indicate your acceptance of these added terms by signing the
copy of this letter and returning it to us.*

Very truly yours,

SWIFT, MARCH & COMPANY

* Some accountants prefer not to obtain an acknowledgment, in which case
their letter would omit the paragraph beginning “Please indicate your .. .” and the
spaces for the acknowledgment. The first paragraph of their letter might begin
as follows: “This letter sets forth our understanding of the terms and objectives
of our engagement . . .”
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.05 Conditions Encountered Which Do Not Permit
Expression of Opinion as Anticipated in Original
Engagement Letter

SWIFT, MARCH & COMPANY Certified Public Accountants
(Date)

Ms. Helene Brown, President
ZYX, Inc.

1234 West Street

Noplace, New York 10000

Dear Ms. Brown:

Our March 15, 197X letter described our present engagement as an
examination for the purpose of expressing an opinion on the com-
pany’s (Date) financial statements. This letter is to inform you that
because of the circumstances described below, we will be required to
qualify our opinion on these statements.

As you know, the Internal Revenue Service has proposed total income
tax assessments of approximately $180,000 for the three fiscal years
ended (Date). Your tax counsel has advised us that although you
have a defensible position and will protest the assessments, counsel
cannot offer an opinion as to your ultimate liability. No provision for
this assessment or any portion of it is included in your (Date) finan-
cial statements, nor do 'you feel any is necessary. You agreed, how-
ever, that the proposed assessment and its present status will be
disclosed in the notes to the financial statements.

Because of the uncertainty as to your ultimate liability, we will be
unable to express an unqualified opinion. Our report will state that
the financial statements are subject to the effects of such adjustments,
if any, as might have been required had the outcome of this income
tax matter been known.

You and your tax counsel have advised that you will inform us of any
new developments in the proposed assessment before our report is
issued so that we may consider their effect on your financial statements
and on our report.

Very truly yours,
SWIFT, MARCH & COMPANY

Partner

Note: The client is not asked to sign this letter. Its purpose is to inform him of
the altered circumstances and the effect on the opinion. There is no change in the
terms of the engagement. However, it might be desirable to have the client
acknowledge receipt of this letter by signing a copy and returning it where—for
example—it is a problem client, or when there has been a history of misunder-
standings.
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.06 SEC Engagement: Initial Registration, Form S-1
SWIFT, MARCH & COMPANY Certified Public Accountants
(Date)

Mr. John James, President
Odin Company, Inc.

3 Bay Drive

La Mancha, California 99999

Dear Mr. James:

This letter confirms the arrangements for our services for the registra-
tion statement Odin Company will file with the Securities and Ex-
change Commission.

We will examine the consolidated balance sheet of Odin Company, Inc.,
as at December 31, 197X, and the related statements of income, re-
tained earnings, and changes in financial position for the three years
then ended, which will be included in a Form S-1 registration state-
ment. | Our examination will be made in accordance with generally
accepted auditing standards and, accordingly, will include such tests
of the accounting records and such other auditing procedures as we
consider necessary in the circumstances. We will assemble and ex-
amine the financial information necessary for the S-X schedules in the
registration statement.

We \;vill perform these services as expeditiously as possible. Your
accounting personnel will assist us and cooperate in the timely prepa-
rat1on of trial balances, schedules and account analyses, and provide
clerical assistance as needed. Mr. John Brown of the law firm of
Green & Brown will be liaison with counsel.

If during our engagement we find that we are unable to express an
unqualified opinion on the financial statements or that we are other-
wise unable to comply with the requirements of Form S-1, we will
notify you of the problems encountered.

We will also fulfill the portion of the underwriter’s agreement directed
to the independent accountants, provided the requirements are within
the purview of Statement on Auditing Standards No. 38 (Letters for
Underwriters), issued by the American Institute of Certified Public
Accountants, and provided the material can properly be reported on
by accountants pursuant to that Statement. In this regard, we require
that a copy of the tentative underwriting contract be given us as soon
as it is available. Should that portion of the underwriting contract
that deals with the details of the comfort letter be available before the
balance of the underwriting contract is completely drafted, you will
arrange for us to receive a copy of it.
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Our engagement is subject to the inherent risk that material errors,
irregularities, or illegal acts, including fraud or defalcations, if they
exist, will not be detected. However, we will inform you of any such
matters that come to our attention.

It is our policy that all printer’s proofs of reports to be filed with the
Securities and Exchange Commission be submitted to us for approval.
This requirement extends to the entire registration statement and all
other material which accompanies the financial statements.

Our fee for services will be computed at our standard per diem rates,
and will be billed to you, together with out-of-pocket costs, every
two weeks. Invoices are due and payable on presentation. Before
our services begin, you have agreed to pay us a $15,000 retainer, which
will be applied to the final billing for this engagement.

We appreciate your confidence in our firm by retaining us as your
independent certified public accountants.

If this letter correctly expresses your understanding, please sign the
enclosed copy where indicated and return it to us, together with your

check for $15,000.
Sincerely,

SWIFT, MARCH & COMPANY

Partner
APPROVED:

AAM § 3300.06 Copyright © 1981, American Institute of Certified Public Accountants, Inc.
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07 ;Compiluﬁon of Financial Statements and Tax Serv-
ices

SWIFT, MARCH & COMPANY Certified Public Accountants
(Dateb

Mr. Tom Jones, President
ZYXWYV Freight Corporation
648 Crystal Lane

Noplace, Anystate 00000

Dear Mr. Jones:

This letter is to confirm our understanding of the terms and objec-
tives of our engagement and the nature and limitations of the services
we will provide.

We will perform the following services:

1. We will compile, from information you provide, the annual and
interim balance sheets and related statements of income, retained
earnings, and changes in financial position of ZYXWYV Freight
Corporation for the year 19XX. We will not audit or review such
financial statements. Our report on the annual financial statements
of ZYXWYV Freight Corporation is presently expected to read as
follows:

The accompanying balance sheet of ZYXWYV Freight Corpo-

ration as of December 31, 19XX, and the related statements of

+ income, retained earnings, and changes in financial position for
the year then ended have been compiled by us.

A compilation is limited to presenting in the form of financial
statements information that is the representation of management.
‘We have not audited or reviewed the accompanying financial state-
ments and, accordingly, do not express an opinion or any other
form of assurance on them.

Qur report on your interim financial statements, which statements
will omit substantially all disclosures, will include an additional
paragraph that will read as follows:

Management has elected to omit substantially all of the
disclosures required by generally accepted accounting prin-
ciples. If the omitted disclosures were included in the financial
statements, they might influence the user’s conclusions about
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the company’s financial position, results of operations, and
changes in financial position. Aoccordingly, these financial
statements are not designed for those who are not informed
about such matters.

If, for any reason, we are unable to complete the compilation of your
financial statements, we will not issue a report on such statements
as a result of this engagement.

2. We will assist your bookkeeper in adjusting the books of account
so that he will be able to prepare a working trial balance from which
financial statements can be compiled. Your bookkeeper will pro-
vide us with a detailed trial balance and any supporting schedules
we require.

3. We will also prepare the federal and state [identify states] income
tax returns for ZYXWYV Freight Corporation for the fiscal year
ended December 31, 19XX.

Our engagement cannot be relied upon to disclose errors, irregulari-
ties, or illegal acts, including fraud or defalcations, that may exist.
However, we will inform you of any such matters that come to our
attention.

Our fees for these services . . . .
We shall be pleased to discuss this letter with you at any time.

If the foregoing is in accordance with your understanding, please
sign the copy of this letter in the space provided and return it to us.*

Sincerely yours,

Swift, March & Company

Acknowledge:
ZYXWYV Freight Corporation

* Some accountants prefer not to obtain an acknowledgment, in which case
their letter would omit the paragraph beginning “If the foregoing . . .” and the
spaces for the acknowledgment. The first paragraph of their letter might begin
as follows: “This letter sets forth our understanding of the terms and objectives of
our engagement . . .”
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.08 Review of Financial Statements and Tax Services
SWIFT, MARCH & COMPANY Certified Public Accountants

(Date)

Mr. Tom Jones, President
ZYXWYV Freight Corporation
648 Crystal Lane

Nowhere, Anystate 60000

Dear Mr. Jones:

This letter is to confirm our understanding of the terms and ob-
jectives of our engagement and the nature and limitations of the serv-
ices we will provide.

We will perform the following services:

1. We will review the balance sheet of ZYXWYV Freight Cor-
poration as of (Date), and the related statements of income, retained
earnings, and changes in financial position for the year then ended, in
accordance with standards established by the American Institute of
Certified Public Accountants. We will not perform an audit of such
financial statements, the objective of which is the expression of an
opinion regarding the financial statements taken as a whole, and, ac-
cordingly, we will not express such an opinion on them. Our report
on the financial statements is presently expected to read as follows:

We have reviewed the accompanying balance sheet of ZYXWV
Freight Corporation as of (Date), and the related statements
of income, retained earnings, and changes in financial position
for the year then ended, in accordance with standards established
by the American Institute of Certified Public Accountants. All in-
formation included in these financial statements is the repre-
sentation of the management of ZYXWV Freight Corporation.

A review consists principally of inquiries of company personnel
and analytical procedures applied to financial data. It is substan-
tially less in scope than an examination in accordance with generally
accepted auditing standards, the objective of which is the expres-
sion of an opinion regarding the financial statements taken as a
whole. Accordingly, we do not express such an opinion.

Based on our review, we are not aware of any material
modifications that should be made to the accompanying finan-
cial statements in order for them to be in conformity with
generally accepted accounting principles.
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If, for any reason, we are unable to complete our review of your
financial statements, we will not issue a report on such statements
as a result of this engagement.

2. We will provide your chief accountant with such consultation
on accounting matters as he may require in adjusting and closing the
books of account and in drafting financial statements for our review.
Your chief accountant also will provide us with a detailed trial balance
and any supporting schedules we require.

3. We will also prepare the federal and state [identify states] in-
come tax returns for ZYXWYV Freight Corporation for the fiscal year
ended (Date).

Our engagement cannot be relied upon to disclose errors, irregu-
larities, or illegal acts, including fraud or defalcations, that may exist.
However, we will inform you of any such matters that come to our
attention.

Our fees for these services. . ..
‘We shall be pleased to discuss this letter with you at any time.

If the foregoing is in accordance with your understanding, please
sign the copy of this letter in the space provided and return it to us.*

Sincerely yours,

........................

(Signature of accountant)

Acknowledge:
ZYXWYV Freight Corporation

* Some accountants prefer not to obtain an acknowledgment, in which case
their letter would omit the paragraph beginning “If the foregoing . . .” and the
spaces for the acknowledgment. The first paragraph of their letter might begin
as follows: “This letter sets forth our understanding of the terms and objectives
of our engagement . .. .”
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.09 Sample Engagement Memorandum (When No
Formal Engagement Letter Is Sent)

Engagement Memorandum
(Date)
|

Client

Address

Phone,

Final arrangements made with
!

Date final arrangements made

Client’s personnel responsible
for accounting matters

Responsibilities of client’s per-
sonnel in preparation for en-
gagement

Reports to be addressed to
Finangial statements to be ex-
amined

Nature of engagement

Date audit to commence

AICPA Audit and Accounting Manual

ABC, Inc.

711 Easy Street, La Mancha, Calif.
99999

QUincy 7-1234
Oscar Brown, President

February 15, 197X at a meeting in the
ABC offices

Tom Smith, Treasurer
Joe Green, Controller

Trial balance of G/L and completion
of schedules, a list of which we will sub-
mit two weeks before beginning of en-
gagement

Board of Directors (twelve copies)
Balance sheet at March 31, 197X and
statements of income, retained earnings,
shareholders’ equity and changes in fi-
nancial position for year ended March
31, 197X

Opinion audit and federal and state in-
come tax returns for year ended March
31, 197X

Approximately April 24, 197X (check
with controller about April 10)
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Estimated time required About three weeks

Staff requirements Manager, supervisor, an in-charge se-
nior, and two staff assistants

Billing arrangements Every two weeks, at standard plus out-
of-pocket costs; invoices to attention of
Tom Smith; payable on presentation

Special accounting problems Client was involved in a substantial sale
and lease-back transaction during the
year

Imputed interest may be required on
long-term liabilities resulting from pur-
chase of business

Other comments Client is presently negotiating with ma-
chinists union

MW—> The next page is 3401. <—&
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MM Section 3400
Neq‘! Client Reports

.01 When an accounting firm obtains a new client, a responsibility
is incurred to perform certain work within specific deadlines. To
meet this obligation, it is important that the firm have standard
procedures for recording facts about the engagement. The informa-
tion that follows is extracted from the MAP Handbook. Firms
may wish to insert here copies of their own procedures and forms.

02 The first step is to prepare a New Client Report or Client
Data Sheet (samples A, B, and C, paragraphs .05, .06, and .07, re-
spectively). A new client report is prepared when (a) a mew client
is engaged (including a newly acquired or newly formed entity of
an existing client); (b) an existing client is transferred from another
officé of the firm; and (c) a “one-time” client engages the firm to
perform recurring services.

03 The person responsible for the initial contact with the client
usually prepares this form, and the partner having authority to ac-
cept inew clients approves it. It is good either to circulate the report
throughout the office or to inform those not familiar with the en-
gagement of the name of the new client, the type of business, and
the nature of the services to be rendered.

04 A new client report should be prepared immediately upon
receiving the signed acknowledgement copy of the proposal or en-
gagement letter from the client. After the partner has approved the
new, client, the new client report can be used as the basis for pre-
parihg the client’s master card, assignment of the client’s number,
changes in mailing and phone lists, staff assignment sheets, engage-
ment ledgers, and other records. While some firms include a great
amount of such detail in the new client report, many firms find it
more practical to enter it on a Client Master Record (samples A, B,
and C, paragraphs .05, .06, and .07, respectively) or on Operations
Cards.

i
!
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.05 New Client Report - Sample A

Office

Date
Client’s name Fiscal year
Address
Phone ________ Major contact at client Title
Nature of business S.L.C. code number*
Latest year Sales Profits

Form of Organization: O Individual O Partnership O Corporation O Other—indicate
Publicly held: O no 0O yes—indicate: O O.T.C.; O N.Y.S.E.; O A.S.E.; O Other

a. Source of client: O Personal acquaintance of partner or staff member; 0 Client; O Attorney;
O Bank; [0 Another office, new client; [0 Another otfice, existing client; 00 Other

b. Name of source

c. Name of partner or statf member responsible for source contact

d. Acknowledgment to source by

Partner in charge Client code number
Nature of assignment and assignment code number:
0 Audit ————— O Taxreturns — 0O MAS
O Compilation of Financial O Specialtax O Monthly service
Statements
O Review of Financial
Statement
Estimated fees: a) Annual b) Nonrecurring or special

Previous auditors

Reason for change (if known)

Attorney and law firm

State unemployment Sales tax
Federal identification no. insuranceno. —____ registration no.
Comments re assignment, fees, audit, etc.
Related clients, parent, or affiliates
Approved By
Managing Partner Account Administrator
INSTRUCTIONS

1. This report should be prepared on all new clients.

2. This report should also be prepared when an existing client is transferred from one office of the
firm to another.

3. Multiple copies of this report should be prepared and distributed as indicated at the top of
each copy.

4. Estimated fees must be recorded.

5. The report must be approved by the managing partner.

*Standard industrial classification code number
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.06 ' New ClientReport - Sample B
Date
1. Client | Account number
2. Address
3. Telephonq number: Office Home
4. Form of orpanization
5. Nature of business S.1.C. code number®
6. Names of key personnel and titles:

!
T

~

Name of person authorizing engagement

®

Name of comptroller/bookkeeper

©

Client’s attorney
Address :
10. Person referring our firm

Was "Th;nk You' referral letter sent? Yes D NoD

If no, why?
11. Was engé[lgement letter prepared: Yes D No D
If no, state why

Ifyes, shprt description of work to be performed

12. Was method of billing and fee discussed? Yes[ | No[ |

Estimatéd fee arrangements

13. Member(s) of tirm discussing arrangements:

Partner Statf member (if appropriate)

*Standard industrial classification code number
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07 New Client Report — Sample C - Designed as a Client Data Sheet

Date

Prepared by.

Client Information

Follow-up Procedures

Type of entity Client number
Year end Person originating account
Partner-in-charge

Name

Attention Referred by

Address Previous accountant

City, state

Telephone ; Special fee arrangements (if any):———— —

ID no: Federal
State Approximate annual fee
City Send thank you note

Affiliated companies histed on reverse side O Yes
Officers or principals:

Name Title

Description of business

Attorney
Bank
Banker
Insurance agent

Work Required
Time Period
M Q 5A A
Compilation Ooa o m}
Review oo o m]
Other Unaudited Services oo o o
Audit 0o ago o m]
Management Advisory
Services g0 o 0
Other oo a a
Fed. State City Other
Income taxes [m} [m] O @]

Pension and

profit-sharing m} a =} o
Payroll taxes (w} a a [m}
W-2s and 1099s o m] [m] o
Franchise and annual

report jui] ] 0 ]
Estate and trust a 0 [m} }
Other o a [m] 0

Letter of understanding
Engagement letter
Standard industrial classification code no.

Clerical and File Setup
Check |Initials|Date

1. Assign client number
2. Prepare alphabetical and
numeric rolodex cards
3. Enter client on client
header sheet
4. Enter name on firm
mailing list
5. Prepare tax engagement
memo:
Income
Franchise
Estate and trust
Pension and
profit-sharing
Other
6. Prepare report
engagement memo
7. Set up files
Tax wallet
Current year tax file
Prior year tax file
Workpaper wallet
Workpaper file
Permanent file
Correspondence file
Financial statement file
Miscellaneous tax file
Notebook
EDP binder
Payroll EDP binder
. Other

FrFT T FR Mo D TP

> The next page is 3501. <—&
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AAM Section 3500
Client Master Records

.01  While the new client report can be designed as a client data
document, in most firms it is more frequently used only for new
engagements as a document that initiates other records. Therefore,
it is ordinarily supplemented by a Client Master Record (samples
A, B, and C, paragraphs .05, .06, and .07, respectively) which is a per-
manent record of all the engagement data.

.02, The client master record can be used to help generate notices
to other parts of the record system, such as telephone operators, mail
departments, staff schedulers, and billing department, if the informa-
tion is not picked up from the new client report.

.03 One of the problems most firms have with master records is
keeping them up-to-date. Imformation must be updated; if it be-
comes$ obsolete, the control of accounts may break down. It is essen-
tial that responsibility be assigned for keeping the records for each
client current. One way of accomplishing this is to furnish a photo-
copy of the record to the in-charge accountant for review during
preliminary or year-end work. Follow-up is maintained to assure
that ithe corrected photocopies are returned for posting in the
master file. Some firms handled the problem by storing the master
record information on computer tape so that mailing labels and
other information lists can be produced automatically. Periodically,
a printout is prepared to permit review and to correct obsolete
inforination.

.04 All client master records should be filed in one place for
easy 'reference.
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05 Client Master Record -- Sample A
Client number

Client’s name Corporation O Partnership O

Individual O Fiduciary O
Address Tel. Other

State of incorporation
City State Zip Date org. or incorp.
Principals

Mail reports to

Partner contact Referred by
Related clients
Attorney
Banker

Type of business

Recurring Operations
O Annual Audit

Compile Financial Statements
O Monthly

0O  Quarterly

0O Yearly

Nonrecurring
Operations

Review Financial Statements ~ State tax returns and due dates Description Date maited

O Monthly

O Quarterly

O Yearly
Ending Special tax matters
Monthly work,

no report
Other

Special reports
0 1120 0O 1065

0O 1040 O 1040ES

Other

Remarks

1 2| 3 4|5 s 7 | 8 | 9 |10 {11 ]12 | Year
ends
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; Client Master Records
.07 Client Master Record — Sample C
Name
Address Tel.
City i State Zip Code
Principals Date of first service _.

Mail reports to

Type of business

Corpn.étate Date Referred by . ——
Yearends ___________ Related clients ____ ___
Type of work Attorney JUR
Yearly fée information summary ___
, Actual Fee only
! rate Billing
Date Hours per hour Actuat Standard Expense total
1
! M—> The next page is 3601. <—&
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AAM Section 3600
Audit Assignment Controls

.01 Effective control of an assignment requires preparing a time
budget against which the actual time spent can be measured. The
more detailed the budget, the easier it will be to identify segments of
the assignment on which a disproportionate amount of time was
spent.

.02 Time requirements should be estimated objectively on the
basis of a review of the records being audited and a knowledge of
the work involved. The resulting estimate should then be compared
with the previous year’s actual time spent; such a review might
furnish clues to problem areas. Time budgets should not be pre-
pared based solely on the prior year’s experience without analysis,
since a unique situation encountered in the previous year might make
it an unrealistic basis for this year’s estimate.

.03 Time budget forms differ depending upon firm preference and
needs. Some firms use separate forms for the time budget report and
the job progress report or analysis (Audit Time Budget—Sample A,
paragraph .07) whereas others combine these reports into one form
(Sample B, paragraph .08).

.04 Longer, more detailed sets of forms are sometimes used. These
forms combine the features of a time budget, a source document for
staff scheduling, and a job progress report that compares each as-
signed person’s actual daily hours to the budget. Some firms use
a shorter, less-detailed form for jobs of under a predetermined number
of staff hours (for example, 100 hours) (Audit Time Analysis—Short
Form, paragraph .09) and a longer form for jobs requiring more
time (paragraph .10). Some firms use a Weekly (or daily) Progress
Report (paragraph .11). This report, submitted weekly by the in-
charge accountants, shows the time actually spent in relation to
the estimate, the estimated additional time required, and the esti-
mated variance from the original estimate. Some firms also use an
Engagement Status Report (paragraph .12).

.05 When the combined time budget and progress report form
is used, it must be kept current with the progress of the assignment.
This form is carried in the working papers file and is filled in daily by
the in-charge accountant for all persons applying time on the assign-
ment. This procedure is vital to identify and control time as it is
applied so that it can be compared to the budgeted time for that
phase of the engagement.
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3602 Engagement Planning and Administration

.06 Irrespective of the type of form used, the prompt identification
of actual time variances from the original time estimates is impor-
tant so immediate corrective action ean be initiated. In some cases,
this may entail arranging with the client an additional fee for un-
foreseen work when the engagement was arranged; in other cases,
alternative or more efficient procedures may be used for the balance
of the assignment.

.07 Audit Time Budget ~ Sample A
Client Examination date
Prepared by
Approved:

Supervisor Date Partner Date
Preliminary work: Final work:

Start End Start End

Budget (in hours)
May to Nov. Dec. to April

Cash
Receivables:

Confirmation of balances

Review ledgers, etc.
Inventories:

Observation of physical counts

Price tests, etc.
Securities and investments
Property, plant, and equipment
Accumulated depreciation and amortization
Other assets
Notes and accounts payable
Tax accruals .
Other liabilities R —
Capital stock
Retained earnings
Other equity accounts ..
Income accounts .o . —_——

Costs and expense accounts

Current provision for taxes

Other income and expense accounts
Minutes, agreements, etc.
Conferences with client

General supervision and planning

Review computer programs and auditability
Review of internal control

Review and update permanent files

Travel . .

Report and statement review

Other matters

Total budgeted hours
(Excludes tax and report departments’ time)
10/77 Rev.
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Audit Assignment Controls
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11
Weekly Progress Report
Date
Supervisor ____ In-charge accountant
Client Case

Staff days—seven hours

Original Used Est.to
Estimate  todate Unused - compiete Variance

In-charge dccountant

Assistants (list):

Total assistants

Grand total

AICPA Audit and Accounting Manual AAM § 3600.11
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AAM Section 4000
INTERNAL CONTROL

4001

The material included in these sections on internal account-
ing control is presented for illustrative purposes only. The
comments and illustrations are neither all inclusive nor are
they prescribed minimums. They are intended as con-
veniences for users of this manual who may want assist-
ance when developing materials to meet their individual
needs.

This manual is a nonauthoritative kit of practice aids and,
accordingly, these sections on internal accounting control
do not include extensive explanation or discussion of au-
thoritative pronouncements. Users of this manual are
urged to refer directly to applicable authoritative pro-
nouncements when appropriate.

TABLE OF CONTENTS

Section Paragraph

4100 Introduction. ... ... ... ... .. .. ... . ... . ... ...

4200 General Approach . ... ... .. ... .. ... ...,
Aids Used in Performing the Study and Evaluation
Special Considerations for Public Companies. . . . .

Organization of Checklist Questionnaires and Other
Generalized Aids .. .....................

4250 Control Considerations in a Minicomputer
Environment ... ... ... ... .. ... ... .......

Lack of Segregation of Functions Between the
EDP Department and Users . ..............

Location of the Computer . .. .......... .. ...

Lack of Segregation of Functions Within the EDP
Department ...........................

Limited Knowledge of EDP . ................
Utility Programs . ... .....................
Diskettes .............. ... ... ... ... ....

AICPA Audit and Accounting Manual

.01-.05

.010-.110

030
.040

.050
.060
.070
.080

Contents



4002 Table of Contents

Section Paragraph
4250 Control Considerations in a Minicomputer
Environment—Continued

Terminals .. ... ... . ... ... . . . 090
Software Packages . ........ ... ........... .100
Documentation ... .. ... ... ... ... .. ...... ... 110
4300 lllustrative Internal Accounting Control
Questions—Small Business .. ....... .. .. ... .010-.120
l. General ... ... ... ... ... ... ........ ... .020
1. Revenue Cycle ... .................... .030-.040
A. Revenue and Accounts Receivable. . . . .030
B. Cash Receipts . . .............. .. .040
lll. Expenditures Cycle .. .................. .050-.070
A. Purchases and Accounts Payable. . . . 050
B. Payrolls ... . ... ... ... ... .. ...... 060
C. Cash Disbursements ... ... ..... ... 070
IV. Production or Conversion Cycle ... ... ... .. .080-.090
A. Inventories and Cost of Sales . ... .. .080
B. Property, Plant and Equipment . .. ... .090
Y. Financing Cycle . ......... ... .......... .100-.120
A. Notes Receivable and Investments . . . .100
B. Notes Payable, Debt and Other Term
Obligations (Such as Leases). . . ... J10
C. Owner's Equity ................. .120
4400  lllustrative Specific Internal Accounting Control
Obijectives and Related Questicns—Medium
tolargeBusiness .. ............. ... ... ... .010-.470
I. General
Organization . ..................... .050
General Accounting . ................ .060
Preparation of Financial Statements. . . .. 070
Il. Revenue Cycle
A. Revenue and Receivables
Sales Orders ................ .080
Credit ..................... 090
Shipments . ................. 100
Billings and Records. . ... ... ... 110
B. Cash Receipts
Processing Collections . ........ 120
Recording Collections . .. ... .... 130
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AAM Section 4100

Introduction

.01 The second standard of field work states, “There is to be a
proper study and evaluation of the existing internal control as a basis
for reliance thereon and for the determination of the resultant extent
of the tests to which auditing procedures are to be restricted.”

.02 SAS No. 1 includes discussion of the subdivision of internal
control into internal accounting control and internal administrative
control (SAS No. 1, sections 320.12 and 320.27-29; AU § 320.12* and
AU §320.27-291) and states that, “accounting control is within the
scope of the study and evaluation of internal control contemplated by
generally accepted auditing standards while administrative control
is not” (SAS No. 1, section 320.49; AU § 320.491). Accordingly, the
term “internal accounting control” is used throughout these sections.

.03 The following Statements on Auditing Standards present au-
thoritative interpretation of the second standard of field work:
® SAS No. 1, section 320 (AU section 3201), “The Auditor’s Study
and Evaluation of Internal Control.”

For convenience, the subheadings within section 320 of SAS
No. 1 are repeated here as follows:

Paragraph

Introduction .01-.05
Purpose of auditor’s study and evaluation .06-.08
Definitions and basic concepts 09-.48
Previous definitions .09-.12
Need for clarification 13-.18
Safeguarding of assets 14-16
Reliability of financial records 17-.18
Flow of transactions .19-25
Revised definitions 26-.29
Administrative control 27
Accounting control 28
Basic concepts .30-.48
Management responsibility 31

* Section reference in AICPA Professional Standards.
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4102 Internal Control

Paragraph
Reasonable assurance 32
Methods of data processing 33
Limitations .34
Personnel .35
Segregation of functions .36
Execution of transactions 37
Recording of transactions 38-41
Access to assets 42
Comparison of recorded accountability with
assets 43-48
Study of system 49-.63
Scope of study 49-.50
Review of system 51-.54
Tests of compliance .55-.63
Nature of tests .57-.59
Timing and extent of tests .60-.63
Evaluation of system 64-.68
Correlation with other auditing procedures 69-75

® SAS No. 3 (AU section 3212), “The Effects of EDP on the
Auditor’s Study and Evaluation of Internal Control.”

® SAS No. 20 (AU section 3232), “Required Communication of
Material Weaknesses in Internal Accounting Control,” as amended
by SAS No. 30, par. 62 (AU section 642.62).

® SAS No. 39 (AU section 3502), “Audit Sampling.”

.04 Guidance on internal accounting control is also presented in
the various AICPA industry audit guides and in the audit guide,
“Audits of Service Center Produced Records,” and the audit and ac-
counting guide, “The Auditor’s Study and Evaluation of Internal
Control in EDP Systems.” Another source of information is “The
Report of the Special Advisory Committee on Internal Accounting
Control” (AICPA, 1979).

2 Section reference in AICPA Professional Standards.

AAM § 4100.04 Copyright © 1981, American Institute of Certified Public Accountants, Inc.



Introduction 4103

.05 These sections include comments on working tools used in per-
forming the study and evaluation of internal accounting control and
illustrative examples of the following:

e Internal accounting control questions—small business.

® Specific internal accounting control objectives and related ques-
tions—medium to large business.

® Internal accounting control flow charts—small business.

> The next page is 4201. <—&&
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AAM Section 4200
General Approach

.01 The auditor usually starts obtaining or updating current knowl-
edge and understanding of the client’s prescribed internal accounting
control procedures at the beginning of field work. This timing is im-
portant because the auditor uses this current understanding in deter-
mining the nature, extent and timing of compliance and substantive
tests to be applied in performing the audit. During preliminary meet-
ings with the client, before commencing field work, the auditor may
make inquiries about the client’s system or about significant changes
in the system since the last audit, In this sense, the auditor starts the
review even before starting field work.

.02 Ordinarily, the auditor obtains knowledge and understanding
of the client’s internal accounting control procedures through discus-
sions with appropriate client personnel and reference to documentation
such as procedures manuals, job descriptions, flowcharts and decision
tables. Some auditors follow the practice of tracing one or a few of
the different types of transactions through the related documents and
records as part of their review of the system. They believe this prac-
tice is helpful to clarify their understanding. This technique is referred
to by various terms, such as “walk through,” “transaction review,”
and “transaction flow review.” This practice also may be considered
as part of the tests of compliance. Some auditors, as a matter of policy,
require this practice as part of their reviews before making a prelimi-
nary evaluation to identify the procedures to be subjected to com-
pliance tests.

.03 After obtaining sufficient knowledge and understanding of
prescribed internal accounting control procedures, the auditor makes a
preliminary evaluation (see SAS No. 1, sections 320.54 and 320.64-.68)
to identify those prescribed procedures he may wish to rely upon in
determining the nature, timing and extent of substantive tests of par-
ticular classes of transactions and balances. The auditor performs
compliance tests of those prescribed procedures to be relied upon to
obtain reasonable assurance that they are applied as prescribed. Com-
pliance tests are not necessary for other prescribed internal accounting
control procedures which the auditor decides not to rely upon in
designing substantive tests. The auditor may decide not to rely on a
client’s prescribed internal accounting control procedures because he
concludes either (a) that the procedures are not satisfactory for that
purpose, or (b) the audit effort required to test compliance with the
procedures to justify reliance on them in making substantive tests would
exceed the reduction in effort that could be achieved by such reliance.

AICPA Audit and Accounting Manual AAM § 4200.03
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04 At the conclusion of compliance testing, the auditor again
evaluates internal accounting control (SAS No. 1, section 320.64-.68)
based on both his understanding of prescribed procedures and the
results of his compliance tests. Using this evaluation as a basis, the
auditor prepares or revises the program for substantive tests necessary
to complete the examination. This may also be an appropriate time
to bring to the client’s attention such matters as material weaknesses
in internal accounting control (SAS No. 20, paragraph 5; AU section

323.05).

Aids Used in Performing the Study and Evaluation
.05 The auditor may record his understanding of the system ob-
tained from the review in the form of answers to a questionnaire,
narrative memoranda, flowcharts, decision tables, a combination of
these forms or any other form that suits the auditor’s needs or pref-
erences. Some auditors have preferences for a particular form such as
flowcharts and require the form as a matter of firm policy.

.06 Auditors may find aids such as questionnaires, checklists, in-
structions or similar generalized materials to be useful tools in making
their study and evaluation of internal accounting' control. These aids
generally present questions or statements about internal accounting
control objectives and specific procedures or techniques. These aids
also generally include caveats that the auditor must use professional
judgment in applying them in actual circumstances (including recog-
nition of when to modify their content and when to prepare or obtain
supplementary material).

.07 Some auditors design the aid to serve as a working paper when
properly annotated. This type of aid is generally in checklist or ques-
tionnaire form. Others design the aid as a reference document with
explicit instructions that it is intended for reference purposes and not
to be annotated for use as a working paper document. Auditors who
incorporate checklists or questiomnaires into their working papers
believe that they provide efficiency and evidence that certain predeter-
mined matters were considered.

Auditors who use reference type aids rather than aids designed to be
annotated and retained in the working papers are concerned that
standardized checklists may be prepared by rote. Both approaches
require that the auditor use professional judgment in the circumstances.
Both approaches also require that the auditor remain alert to any
matters that may not be covered in the checklists or reference material.

Special Considerations for Public Companies

.08 Auditors of public companies should be aware of the Foreign
Corrupt Practices Act of 1977 which, among other things, requires
public companies to “. . . devise and maintain a system of internal

AAM § 4200.04 Copyright © 1979, American Institute of Certified Public Accountants, Ine.
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accounting controls . . . ” In 1979, the SEC had proposed rules which
would have required inclusion of a statement of management on in-
ternal accounting control in annual reports on Form 10-K and in
annual reports to security holders and that such a statement be exam-
ined and reported on by an independent public accountant. In 1980,
the SEC withdrew this proposal and decided to allow existing volun-
tary and private-sector initiatives for public reporting on internal
accounting control (by both registrants and accountants) to continue
to develop. The SEC stated its intention to monitor closely the results
of such developments and revisit the issue in the spring of 1982. The
AICPA Auditing Standards Board has issued SAS No. 30, “Reporting
on Internal Accounting Control,” which describes the procedures an
independent accountant should apply concerning various types of en-
gagements to report on an entity’s system of internal accounting
control, and also describes the different forms of accountant’s report
to be issued in connection with such engagements. -The AICPA
Auditing Standards Division has issued Auditing Interpretation No.
2 of SAS No. 17 (AU section 9328.03—.06) that provides guidance
when a material weakness in internal accounting control of a public
company comes to an auditor’s attention.

Organization of Checklist Questionnaires and Other
Generalized Aids

.09 Checklist questionnaires and other generalized aids on internal
accounting control typically present numerous questions, statements,
or a combination of both, about specific internal accounting control
objectives, procedures, and techniques. These materials are generally
organized into groupings to aid the auditor in identifying each sig-
nificant class of transactions and obtaining an understanding. of the
flow of transactions. Auditors differ in how they structure their
materials on internal accounting control. Some auditors group their
internal accounting control material into balance sheet and related
income statement classifications to ease cross-reference with sections
of their working papers on substantive tests. Other auditors organize
their material into broad transaction cycles. For example, purchases
and accounts payable, payrolls, accrued expenses, and cash disburse-
ments may be grouped as an expenditures cycle. This approach transcends
the differences in how companies are organized and helps to get an
overview of all the effects of transactions across various functional
lines within a company. Other auditors organize their material by
functions within a company. Examples are requisitioning, purchasing,
receiving, invoice processing, accounts payable recording, and payment
functions which may be grouped as purchases and payables This
approach follows the established organizational lines in a company
and aids in determining who is responsible for performance of pre-
scribed internal accounting control procedures. These approaches are

AICPA Audit and Accounting Manual AAM § 4200.09
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conceptual notions and may be applied to large or small organizations.
The decision to structure internal accounting control material on the
statement classification approach, cycle approach, business function
approach, or any other suitable approach rests with the individual
auditor or firm. Following are some further illustrations of these group-
ing approaches:

® Related Balance Sheet and Income Statement Classifications:
(1) general; (2) cash receipts, disbursements, and balances;
(3) accounts receivable and sales; (4) inventory and cost of
sales; (5) property, plant and equipment, and related deprecia-
tion; (6) investments; (7) accounts payable and purchases; (8)
payroll; (9) debt; and (10) equity capital.

® Transaction Cycles: (1) revenue (customer acceptance, credit,
shipping, sales, cash receipts, receivables, allowances for doubt-
ful accounts, sales warranties, etc.) ; (2) expenditures (purchases,
payrolls, cash disbursements, accounts payable, accrued expenses,
etc.); (3) production or conversion (inventory, cost of sales,
property and related depreciation, etc.); (4) financing (invest-
ments, debt, leases, equity capital); and (5) financial reporting.?

® Groupings of Business Functions: (1) financial reporting (con-
trollership, general accounting); (2) EDP; (3) financial man-
agement (cash receipts and disbursements, cash balances and
investments, debt, leases, and equity capital); (4) sales and
credit (order entry, credit, shipping, billing, receivables and col-
lections) ; (5) inventory and production costs (production plan-
ning and operations, cost accounting, inventory recordkeeping,
and inventory custody); (6) productive assets (planning and
authorization for capital assets, accounting for property and
related depreciation, maintenance, and asset custody); (7) pur-
chases and payables (purchasing, receiving, invoice processing,
and disbursements); and (8) employee compensation and benefits
(personnel, employee supervision, payroll preparation and re-
cording, and disbursements).

Formats of Checklist Questionnaires

.10 Checklist questions are usually worded so a “yes” answer
indicates that the client uses a particular procedure or technique.
“No” answers serve as signals that the client may have an internal
control weakness unless the client has other procedures that accom-
plish the same objectives as would the absent procedure. “No”

M Deleted. .

*The financial reporting cycle would include general accounting and preparation
of such reports as financial statements, tax returns and reports to regulatox:y
bodies. For nonpublic companies which work closely with their auditors in
preparing such reports, review of internal accounting control for the financial
reporting cycle may be a moot point.
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answers pose an especially important documentation problem because
they require consideration of the following:
® Should the absent procedure be dismissed as not applicable
because it is not relevant in the client’s circumstances?
® Does the client have other procedures that accomplish the
objective of the absent procedure so that the answer does not
indicate a weakness?

® Does the weakness require modification of the audit program
for substantive tests or are the tests adequate despite the
weakness?

¢ Is the weakness a material weakness requiring communication
in accordance with SAS No. 20 (AU section 323)?

® How should other weaknesses be communicated to the client?

Because of these considerations, the formats of questionnaires usually
call for information in addition to simply checking yes and no answers.
Some questionnaires provide an additional column for “not applicable”
and a wide column for additional comment on conclusions about other
compensating procedures and the needs for program modifications
and/or written communication to the client.

.11 Some questionnaire formats provide additional columns for
information such as the following:

® Name of client’s employee or group of employees who perform
the procedure.

® Specific cross-reference to flowcharts and/or narratives included
in the auditor’s working papers.

® Specific cross-reference to working papers on compliance tests.

® Specific cross-reference to compensating procedures for absent
items; compensating procedures may be represented by other
checklist items or noted in complementary memoranda or pro-
cedures not anticipated in the questionnaire.

® Specific cross-reference to memoranda on internal accounting
control weaknesses and their effect on the audit program and
development of management letter comments.

.12 Some questionnaires provide for the auditor to initial and date
each item. Others provide entry of the date and auditor’s signature
after each group of questions for a particular transaction cycle or func-
tional grouping. Some questionnaires also include blank formats with
preprinted captions on which the auditor may prepare annotations about
specific internal accounting control weaknesses, conclusions about
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findings, and proposed amendments (if any) to the audit program.
These preprinted captions for example, may include the following:

® Explanation of a specific weakness or new strength (generally
cross-referenced to a specific item in the body of the checklist).

® Cross-reference to a specific compensating internal accounting
control procedure, if any.

® Whether amendment of the audit program is needed concerning:
(a) Further restriction of-audit procedures.
(b) Extension of audit procedures.

(c) Modification of the extent or timing of audit procedures.

> The next page is 4227. <—&&
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AAM Section 4250

Control Considerations in a
Minicomputer Environment

.010 The use of minicomputers to process accounting applications
is becoming increasingly common in entities of all sizes. In a mini-
computer environment, as elsewhere, the auditor studies the system
of internal accounting control, which includes both the EDP and non-
EDP features of the minicomputer system. In 1981, AICPA published
“Audit and Control Considerations in a Minicomputer or Small Busi-
ness Computer Environment” as part of its Computer Services Guide-
lines. That document discusses, among other things, audit and
planning considerations, substantive audit techniques, and computer-
assisted audit techniques in a minicomputer environment. It may be
helpful to auditors who wish to acquire more knowledge about the
effect of the use of a minicomputer on the audit plan.

.020 “Audit and Control Considerations in a Minicomputer or
Small Business Environment” includes a table that lists the risks and
controls associated with characteristics frequently found in a mini-
computer environment. That table is reproduced below as an aid to
auditors performing a study and evaluation of internal accounting
control in a minicomputer environment.

.030 Lack of Segregation of Functions Between the EDP Depart-
ment and Users

(Personnel in the user department initiate and authorize source
documents, enter data into the system, operate the computer,
and use the output reports.)

Risks

Perpetration and concealment of errors or irregularities.
Unauthorized changes to master files.

Inaccurate and incomplete processing of data.
Processing errors.

Incomplete or erroneous data.

Uncorrected errors.

Lost, added, or altered data.

Controls

Maintenance of transaction logs and batch controls by user depart-
ment.

Independent review of processing logs, transaction logs, and batch
control information.

Management supervision.
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Passwords to control access to files and libraries.

Required vacations and rotation of duties.

Reconciliation of record counts or hash totals.

Use of application programs to make changes in master files.

Independent reconciliation of transaction totals recorded in batch
control logs with input and output totals.

Comparison of system manufacturer’s utility program with author-
ized application version.

040 Location of the Computer

(The computer is located in the same area as the user department.)
Risks

Improper use or manipulation of data files.

Unauthorized use or modification of computer programs.
Improper use of computer resources.

Controls
Menus and procedures to control processing access.
Management review of usage reports (history logs).

Periodic comparison of usage reports with processing schedule,
Physical control over data entry devices.

.050 Lack of Segregation of Functions Within the EDP Depart-
ment

(There is no segregation between programmers and operators.)

Risks

Unauthorized access to information and programs.

Perpetration and concealment of errors or irregularities.

Errors caused by improper use or manipulation of data files or un-
authorized or incorrect use of computer program.

Application programs that do not meet management’s objectives.

Controls

Use of a compiler to convert the source code into object code.

‘Comparison of library directories with manual records.

Comparison of program in use with an authorized version.

Use of interpretive language programs,

Passwords to control access to libraries and files.

Software controls to limit system access capabilities according to
employee function.

Test libraries.

Management review of usage reports (history logs).

Systems of transaction logs, batch controls, processing logs and run-
to-run controls.

.060 Limited Knowledge of EDP

(Supervisor responsible for data processing fxas limited knowledge
of EDP.)
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Risks

Failure of systems to meet management objectives or operate ac-
cording to management specifications.

Lack of adequate application controls.

Inadequate testing and review of systems.

Controls

Operations documentation.

Program documentation.

Systems documentation.

Use of third party to review new and modified programs and systems.

.070 Utility Programs
(Utility programs are used extensively to enter and to change data.)

Risks

Unauthorized access and changes to data.

Undetected errors in file manipulation.

Lack of adequate application controls.

Processing of unauthorized transactions and omitting of authorized
transactions.

Perpetration and concealment of errors or irregularities.

Controls

Use of passwords to control access to data files.

Use of application programs to update files.

Independent control over transaction and master file changes, such
as item count, control total and hash totals.

Limited access to utilities.

Removal of utilities from system when practical to do so.

080 Diskettes

(Diskettes are used extensively for file storage.)
Risks

Processing of the wrong file.

Inability to detect errors in file changes.

Inability to highlight operator errors.

Controls

Control over access to diskettes.

Storage of data in format not readable by key entry devices.
Use of manual logs to control diskette library.

090 Terminals

(Terminals are used for transaction data entry, inquiry, and other
interactive functions.)

Risks

Unauthorized input.

Erroneous or fraudulent data.
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Errors caused by improper use or manipulation of data files or com-
puter programs.
Erroneous or incomplete data,

Controls

Use of software that will allow only certain terminals to be used
for specific functions.

Use of physical controls to limit access to data files.

Use of passwords to control access to data files.

Encryption of data and programs.

On-line computer edit procedures.

Record counts, batch controls, run-to-run controls, verification.

Error handling control procedure and error logs.

Use of menus and procedures.

.100 Software Packages
(Purchased software packages are used extensively rather than in-
ternally developed application software.)

Risks

Failure of systems to meet management and user objectives.
Lack of adequate applicator controls.

Inadequate testing of systems.

Controls
Use of third party to review and evaluate proposed software pack-
ages.

.110 Documentation
(Available system program, operator, and user documentation may
be limited or nonexistent.)

Risks
Undetected errors during processing and system maintenance.

Controls
User-based controls.

$»—> The next page is 4301. <—&

AAM § 4250.100 (copyright © 1982, American Institute of Certified Public Accountants, Ine.



4301

AAM Section 4300

I{lustrative Internal Accounting
Control Questions—Small Business

.010 The following is a list of illustrative internal accounting con-
trol questions an auditor might raise concerning a small manufactur-
ing operation owned by one person who also serves as the general
manager and has only a few employees involved in the accounting
function. These illustrative questions are numbered merely for
organization purposes; the numbers are in mo way intended to infer
completeness or a preferred sequence. This list will require modifi-
cation for other types of entities. Because this list is merely illustra-
tive, some auditors may find it not extensive enough, while others may
find it too detailed. Others may prefer a different organization or
sequence for the inquiries. A firm that believes the questionnaire
approach is appropriate for its practice should develop its own internal
accounting control questionnaires based on its own needs and pref-
erences. In any event, users of checklists and questionnaires should
recognize that important matters in a particular set of circumstances
may not be covered in a standard checklist.

.020

I. General
1. Is a complete and current chart of accounts used?
2. Is a double entry bookkeeping system in use which includes a

general ledger, books of original entry and suitable subsidiary
records?

3. Do the records provide for efficient accumulation of entries and
avoidance of unnecessary or duplicate work?

4. Are standard journal entries used to the extent practicable?

5. Are journal entries understocod and authorized by the owner?

6. Does the owner reasonably understand the form and content of
the financial statements and such required reports as tax returns?

7. Does the owner use operating budgets and cash projections?
If so,
a. Do the budgets and projections lend themselves to effective
comparison with actual results?
b. Are material variances reviewed and explained?
8. Are monthly comparative financial reports prepared which are
sufficiently informative to highlight abnormalities?
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9. Are the books of original entry posted promptly and the general
ledger and subsidiary ledgers kept current and balanced periodi-
cally (monthly)?

10. Is there adequate control including a reporting schedule and
assigned responsibility for preparation of required financial
statements and government regulatory reports?

11. Are the personal funds of the owner including his personal
income and expenses completely segregated from the business?

12. Is the bookkeeper required to take annual vacations and does
someone else perform the bookkeeping duties during that time?

13. Are there adequate safekeeping facilities for custody of the
accounting records such as fireproof storage areas and restricted
access cabinets?

14. Ts there adequate fidelity bond coverage of employees who handle
cash, securities, other valuable assets and accounting records?

15. Is the adequacy of insurance coverage periodically reviewed?
16. Is there a suitable records retention plan?

17. Is the owner satisfied that all employees are competent and
honest?

Il. Revenue Cycle (Revenue, Receivables & Cash
Receipts)

.030 A. Revenue and Accounts Receivable
1. Is credit approved by the owner or a designated credit manager?

2. Are credit files maintained on a current basis for significant
customers?

3. Are commission rates set or approved by the owner?

4. Are sales orders or work orders approved by the owner or a
responsible employee for:

a. Price?
b. Terms of sale, including delivery dates?

c. Credit?
d. Account balance limits?

5. Are all sales orders (or work orders) recorded on pre-numbered
forms and are all numbers accounted for?

6. Are shipping documents:
a. Prepared for all shipments?

b. Pre-numbered and all numbers accounted for?
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Illustrative Internal Accounting Control Questions— 4303

Small Business

c. Based on approved sales orders and matched with sales
nvoices?

d. Processed promptly?

Are all sales invoices:

a. Pre-numbered and all numbers accounted for?

b. Compared to shipping documents?

¢. Checked for price and terms?

d. Checked for clerical accuracy?

Recorded promptly?

®

Are all credit memos pre-numbered and all:

a. Numbers accounted for?

b. Approved?

c. Recorded promptly?

Is there a proper cut-off of sales at month end?

Are monthly statements of account for all trade receivable

balances:

a. Reviewed by the owner before mailing?

b. Mailed by the owner or a responsible employee other than
the bookkeeper?

Is the accounts receivable subsidiary ledger balanced monthly to

the general ledger control account?

Is an aging schedule or schedule of past due customers’ accounts
prepared monthly?

Does the owner or credit manager review monthly listings of
past due customer accounts and investigate delinquent accounts
and unusual items?

Are write-offs and other adjustments to customers’ accounts
authorized by the owner?

.040 B. Cash Receipts

1.

AICPA Audit and Accounting Manual

Does the owner or a responsible employee other than the book-
keeper or person who maintains accounts receivable detail:

a. Open the mail and prelist all cash receipts before turning them
over to the bookkeeper?

b. Stamp all checks with the restrictive endorsement “for deposit
only” before turning them over to the bookkeeper?

c. Subsequently compare the daily prelisting of cash receipts
with:
(i) The cash receipts journal?
(i1) The duplicate deposit slip?
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2. Are cash receipts deposited intact on a daily basis?

3. Are cash receipts posted promptly to the accounts receivable
subsidiary records?

4. Are discounts taken checked for conformity with an authorized
policy?

5. Are cash sales controlled by cash registers or prenumbered cash
receipt forms?

6. If cash registers are used does a responsible employee other than
the cash register operator (cashier)—

a. Have custody at all times of the key to the cash register tape
compartment?

b. Take periodic readings of the register and compare such
with the cashier’s record of cash receipts?

ill. Expenditures Cycle
.050 A. Purchases and Accounts Payable

Purchasing
1. Does the owner or a designated person other than the book-
keeper do the purchasing?

2. Are all purchases over a predetermined dollar amount approved
by the owner?

3. Are purchases of services, property and equipment, investments
and other non-routine items approved by the owner?

4. Are all purchases based on purchase orders which present descrip-
tions, quantities and prices which are approved before issuance?

5. Are all purchase order forms prenumbered and is custody of
unissued forms adequate to prevent their misuse?

6. Are issued purchase orders listed in detail showing order num-
bers, vendors’ names, quantities and prices to control their issu-
ance and disposition? (This may be in the form of a register,
log, or file of copies of issued purchase order forms.)

7. Are open purchase orders periodically reviewed for delivery
period so that past due orders may be brought to the owner’s
attention?

Receiving
8. Are all materials inspected for condition and independently
counted, measured or weighed when received?

AAM § 4300.050  Copyright © 1979, American Institute of Certified Public Accountants, Ine.



Illustrative Internal Accounting Control Questions— 4305

Small Business

9. Are receiving reports used and prepared promptly? (Note:
copies of purchase orders with the quantities blanked out may
serve this purpose.)

10. Are receiving reports subjected to the following:

a. Prenumbering and accounting for the sequence of all numbers?
(This may be coordinated with accounting for all purchase
orders—see items 5 and 6 above.)

b. Promptly provided (by copies) to those who perform the
purchasing and accounting (accounts payable) functions?

c. Controlled so that the liability may be determined for materials
received but not yet invoiced?

Accounts Payable

11. Are vendor’s invoices:

a. Matched with applicable purchase orders?

b. Matched with applicable receiving reports?

c. Reviewed for correctness of :

(i) Quantities received?

(i1) Prices charged?

(iii) Clerical accuracy (extensions & footings) ?
(iv) Account distribution?

12. Are all available discounts taken?

13. Is there written evidence that invoices have been properly pro-
cessed (for example, a block stamp, attachment of a voucher
form, annotations) before payment?

14. Are duplicate invoices conspicuously stamped or destroyed as a
precaution against duplicate payment?

15. Are approved debit memos used to notify vendors of goods
returned to them and other adjustments of their accounts?

16. Are there procedures which provide that direct shipments to
customers, if any, are properly billed to them?

17. Does the owner verify that the trial balance of accounts payable
agrees with the general ledger control account?

18. Does the owner verify that other key accounts agree with the
subsidiary records?

19. Are vendors’ statements reconciled with accounts payable detail ?

20. Are vendors’ statements checked by the owner periodically for

AICPA Audit and Accountng Manual
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21. Are expense accounts:
a. Submitted promptly?
b. Adequately supported?
c. Approved before payment?

060 B. Payrolls
1. Are all employees hired by the owner?
2. Are individual personnel files maintained?

3. Is access to the personnel files limited to the owner or a designee
who is independent of the payroll or cash functions?

4. Are wages, salaries, commission and piece rates approved by
the owner?

5. Are proper authorizations obtained for all payroll deductions?
6. Is gross pay determined using authorized rates and:
a. Adequate time records for employees paid by the hour?

b. Piece work records for employees whose wages are based
on production?

c. Are piece rate records reconciled with production records,
or are counts spot checked ?

d. Salesmen’s commission records reconciled with sales records?

7. If employees punch time clocks, are the clocks located so they
may be watched by someone with authority?

8. Are time records for hourly employees approved by a foreman
or supervisor?

9. Would the owner be aware of the absence of any employee?
10. Is the clerical accuracy of the payroll checked ?
11. Are payroll registers reviewed by the owner?

12. Is an imprest bank acoount used for payroll, and does the owner
compare deposits to the account with the payroll register?

13. Does the owner approve, sign and distribute payroll checks?

14. If employees are paid in cash, does the owner compare the cash
requisition to the net payroll ?

15. Does the owner maintain control over unclaimed payroll checks?

.070 C. Cash Disbursements
1. Are all disbursements except from petty cash made by check?
2. Are checks prenumbered and all numbers accounted for?

3. Are all checks recorded when issued?
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4. Are all unused checks safeguarded (i.e., is access limited to the
owner) ?

5. Is a mechanical check protector used to inscribe amounts as a
precaution against alteration?

Are all voided checks retained and mutilated?
Are all checks signed by the owner?

If a signature plate is used, is it under sole control of the owner?

Y %N

Are supporting documents (processed invoices, receiving reports,
purchase orders, etc.) presented with the checks and reviewed
by the owner before he signs the checks?

10. Are supporting documents for checks properly cancelled to avoid
duplicate payment?

11. Are checks payable to cash prohibited?

12. Are signed checks mailed by someone independent of the accounts
payable function?

13. Are bank statements and paid checks:
a. Received directly by the owner?
b. Reviewed by the owner before they are given to the book-

keeper?

14. Are bank reconciliations prepared :

a. Monthly for all accounts?

b. By someone other than the cashier or persons authorized
to sign checks or use a signature plate if they are other than
the owner?

15. Are bank reconciliations reviewed and adjustments of the cash
accounts approved by the owner?

16. Are all disbursements from petty cash funds supported by
approved vouchers which are prepared in ink and cancelled to
prevent reuse?

17. Is there a predetermined maximum dollar limit on the amounts
of individual petty cash disbursements?

18. Are petty cash funds on an imprest basis and :
a. Keptin a safe place?

b. Reasonable in amount so that the fund ordinarily requires
reimbursement at least monthly?

c¢. Controlled by one person?

d. Periodically counted by someone other than the custodian?
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1IV. Production or Conversion Cycle
.080 A. Inventories and Cost of Sales
Physical Inventories
1. Are physical counts made of all classes of inventory at least once

a year?

2. Are physical inventory procedures supervised by the owner or a
responsible employee?

3. Do written inventory procedures exist and, if so, are they deter-
mined or approved by the owner?

4. Do the inventory procedures adequately address the following
matters:

a. Location and orderly physical arrangement of inventories?

b. Identification and description of the inventories by persons
familiar with it?

c. Segregation and proper identification of goods that are not
property of the client, such as customers’ goods and goods
held on consignment?

d. Method of determining quantities such as weight, count or
measure?

e. Identification of stock counted to determine all items are
counted and to preclude duplicate counting?

Cut-off of receipts and deliveries?

g. Control of physical inventory records, such as prenumbering
of all count sheets, count tickets, and accounting for all num-
bered records issued and used?

h. Identification of slow moving, obsolete and damaged items?
5. Are inventories under physical control of a designated store-

keeper who is responsible for quantities and who is also not the
bookkeeper?

6. Are there reasonable safeguards against theft or pilferage such
as fences or locked areas?

7. Are the inventories adequately insured?

Perpetual Inventory Records
8. Are perpetual inventory records maintained and, if so,—

a. Are the perpetual records controlled by general ledger ac-
counts and adjusted to periodic physical inventories at least
once a year?

b. Are the perpetual records kept by someone other than the
person(s) who have custody of the physical stock?
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c. Are differences between physical counts and perpetual records
investigated?

d. Are adjustments to the perpetual records approved by the
owner ?

Costs

9. Do the accounting records provide for properly classified accumu-
lation of the costs of raw materials, direct labor, and overhead
(including indirect labor) ?

10. Do the accounting records accumulate quantities or units of
finished products sold and units of raw materials used in pro-
duction in sufficient detail and with proper cut-off to provide for
adequate determination of cost of goods sold and cost of in-
ventories?

11. Does the client’s production process lend itself to accumulation
of costs by job order or units processed, and if so, is an appro-
priate cost accounting system used?

12. Is the cost accounting system tied in with or reconciled to the
general ledger?

13. Are production cost budgets and production reports prepared

periodically ?
a. Do the budgets lend themselves to comparison with actual
costs?

b. Are differences between budget and actual costs investigated
and explained?

c. Are production cost budgets and comparisons with actual
costs reviewed by the owner?

Receipts, Usage and Shipments
14. Do receiving personnel verify the quantity and quality of ma-
terials purchased and prepare formal receiving reports?

15. Are signed requisitions required for release of all materials from
the storeroom and, if so, are the requisitions prenumbered and
all numbers accounted for?

16. Are all shipments of finished goods based on approved shipping
advices?

17. Are shipping and receiving areas separate from inventory storage
areas?
.090 B. Property, Plant and Equipment
1. Are all additions authorized by the owner?

2. Does the owner understand and approve the estimated lives and
methods of depreciation for depreciable property?
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3. Does the owner authorize all retirements?

Are there detailed records of property, plant and equipment

which—
a. Identify specific assets including their costs and acquisition
dates?

b. Show related depreciation?

c. Are balanced periodically (at least annually) with the gen-
eral ledger control accounts?

5. Are there adequate detailed records for leased property under
capital leases?

6. Are periodic physical inventories or inspections made of prop-
erty, plant and equipment?

7. Are depreciable lives periodically reviewed for adequacy in
relation to unanticipated use or obsolescence based on actual
experience?

V. Financing Cycle
.100 A. Notes Receivable and Investments

1. Does the owner authorize all notes receivable?
2. Are all investment purchases and sales authorized by the owner?

3. Is a detailed record of notes and investments maintained in-
cluding related income?

a. Isthe record kept current?

b. Is the record reconciled to the general ledger control accounts?
Are investments registered in the name of the company?
Does owner have sole access to notes and investment certificates?

Are investments kept in a safe place?

N o w» o

Are investments counted or confirmed periodically ?

.110 B. Notes Payable, Debt, and Other Term Obligations (such
as Leases)
1. Does the owner negotiate all borrowings?

2. Does the owner understand the terms, conditions and finance
cost (interest) of all debt and lease obligations of a financing
nature?

3. Are detailed, up to date, records maintained of notes payable,
long-term debt and other term obligations such as leases?

4. Are the company files adequate regarding copies of outstanding
notes, bonds, mortgages and leases?
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5. Are paid bonds and notes effectively cancelled and retained
in the company?

.120 C. Owner’s Equity

1. If doing business as a corporation :

a. Are the owner’s records safeguarded and in order regarding
the certificate or articles of incorporation, bylaws, unissued
stock certificates (if any), and relevant correspondence with
legal counsel ?

b. Does the general ledger include appropriate capital accounts?

c. Are minute books maintained and properly safeguarded?

2. If doing business as a sole proprietorship, does the general
ledger include appropriate capital accounts?

> The next page is 4401. <—&
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AAM Section 4400

llustrative Specific Internal
Accounting Control Objectives and
Related Questions—Medium to

Large Business

010 This section lists specific internal accounting control objec-
tives and related questions that an auditor might raise concerning
a medium to large business with enough employees to be able to
achieve a reasonable segregation of duties. These illustrative objec-
tives and related questions are organized into a general category
and four broad transaction cycles which are further divided into
various subheadings. This is to provide some additional illustration
of the concepts discussed in AAM section 4200.09 on organization of
checklist questionnaires and other generalized aids.

.020 As discussed in AAM section 4200.05-.07, auditors develop
various generalized materials as aids for studying and evaluating
internal accounting control. Many of these aids consist of questions
or statements about particular procedures or techniques but do not
include specific internal accounting control objectives. Some recently
developed materials, however, include statements of specific internal
accounting objectives in addition to the traditional questions or state-
ments on procedures and techniques. The common aspect of these various
sets of specific objectives is that they are derived from the discussion of
internal accounting control in SAS No. 1, section 320.28-48. The
number and degree of detail of the sets of objectives included in these
materials vary. For example, they range in number from about 40 to
over 100. These variations depend on the needs and preferences of
the auditors who developed the materials.

.030 The illustrative material in this section includes 62 specific
internal accounting. control objectives accompanied by related ques-
tions concerned with how the objectives may be accomplished. In
a number of instances the questions require a comment rather than a
simple yes or no answer; these instances should be self evident.
Because some procedures and techniques may accomplish more than
one objective, there are instances when a group of questions is asso-
ciated with two or more objectives. Likewise, there is some repetition
among the various groups of questions associated with different
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specific objectives. Some of the questions are of a general nature
and are accompanied by examples of more specific procedures and
techniques.

040 A firm should develop or adopt guidance material which is
appropriate for its own needs and preferences. In any event, users
of this illustrative material or other such material must use profes-
sional judgment and be alert for important matters in a particular
set of circumstances which may not be covered in the illustrative
material. For example, some companies may have developed addi-
tional specific internal accounting control objectives to meet special
circumstances. Also, some of the specific internal accounting con-
trol objectives included in generalized material may not be appli-
cable to some companies because of the absence of certain types
of transactions.

. General
.050 A. Organization

Objectives

® Definitions of responsibilities and authority assigned
to specific individuals permit identification of whether
persons are acting within the scope of their authority.

© Reports prepared for management planning and con-
trol purposes permit systematic comparison of actual
with expected results to deter and detect errors and
irregularities.

Questions

1. Does the entity have a current organization chart and related
materials such as job descriptions and lists of particular indi-
dividuals which clearly identify:

a. The responsibilities and authority assigned to senior man-
agement personnel?

b. Individuals specifically authorized to initiate and execute
transactions?

¢. Individuals with specific responsibility for custody of vari-
ous classifications of assets?

d. Individuals with specific responsibility for financial control
functions?

2. Are financial reports prepared for management at reasonable
intervals (for example, monthly) which permit comparison
of recorded transactions and account balances with expected
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results based on such sources of information as budgets, stand-
ard costs, engineering estimates, prior experience, and the per-
sonal knowledge of management?

3. If operating budgets and cash projections are used:

a. Do the budgets and projections lend themselves to effective
comparison with actual results?

b. Are material variances reviewed and explained?
4. If an internal audit function is present:

a. Are the internal auditors independent of the activities they
audit?

b. Do they perform studies and evaluations of internal ac-
counting control including performance of compliance tests?

c. Do they perform substantive tests of the details of trans-
actions and account balances?

d. Do they document the planning and execution of their
work by such means as preparation of programs and work-
ing papers?

e. Do they render written reports on their findings and con-
clusions?

f. Are their reports submitted to the board of directors or to
a committee thereof?

5. Are there regular meetings of the board of directors (or com-
parable bodies) to set policies and objectives, review the en-
tity’s performance and take appropriate action, and are minutes
of such meetings prepared and signed on a timely basis?

6. For positions of trust such as those involving direct and in-
direct access to cash, securities and other assets convertible
into cash:

a. Are appropriate investigations made of applicants’ back-
grounds before hiring?

b. Is fidelity bond coverage considered?

.060 B. General Accounting
Objectives

® Accounting policies and procedures, including selec-
tion among alternative accounting principles, are de-
termined in accordance with management’s authorization.

® Access to the accounting and financial records is lim-
ited to minimize opportunities for errors and irregu-
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larities and to provide reasonable protection from physical
hazards.

® Accounting entries are initiated and approved in ac-
cordance with management’s authorization,

® All accounting entries are appropriately accumulated,
classified and summarized in the accounts.

Questions

I. Does the entity have adequate written statements and explana-
tions of its accounting policies and procedures?

(Written accounting policies and procedures may include such
matters as:

(i) Chart of accounts accompanied by explanations of the
items to be included in the various accounts.

(ii) Identification and description of the principal account-
ing records, recurring standard entries, and requirements
for supporting documentation. For example, this may
include information about the general ledger and jour-
nal, and the subsidiary transaction registers, accounts,
and detail records for each of the various significant
classes of transactions.

(iii) Expression of the assignment of responsibilities and
delegation of authority including identification of the
individuals or positions that have authority to approve
various types of recurring and non-recurring entries.

(iv) Explanations of documentation and approval require-
ments for various types of recurring and non-recurring
transactions and journal entries. Documentation re-
quirements, for example, would include the basis and
supporting computations required for adjustments and
write-offs.

(v) Instructions for determining an adequate cutoff and
closing of accounts for each reporting period.)

2. Is responsibility assigned for initiation and approval of revi-
sions in the accounting policies and procedures?

3. Are the entity’s accounting policies and procedures adequately
communicated to appropriate personnel (for example, by dis-
tribution of written instructions and manuals to persons who
need them)?

4. Does the principal accounting officer of the entity have ade-
quate authority over accounting employees and principal ac-
counting records at all locations?
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(Accounting employees of an operating division or subsidiary
may report to the operating manager in charge of the division
or subsidiary. In these situations it is especially important
that those responsible for accounting and reporting at the divi-
sional or subsidiary level be fully advised of the accounting
and reporting policies they are expected to follow.)

5. Is maintenance of the general ledger performed by persons
whose duties do not include:

a. Direct access to assets such as handling cash receipts, cus-
tody of marketable securities, receiving of purchased goods,
and shipping of finished product?

b. Performance of functions which provide indirect access to
assets such as signing checks, approving invoices, approv-
ing purchase orders, authorizing production, extending credit
and approving sales orders?

c. Maintenance of subsidiary ledgers and records?

6. Is access to the general ledger and related records restricted
to those who are assigned general ledger responsibilities?

7. Are there adequate facilities for custody of the general ledger
and related records?
(Examples of such facilities include fire resistant locked cab-
inets, vaults, physical barriers, separate rooms, limited access
to work areas, alarms and other detection devices.)

8. Is appropriate insurance coverage maintained in accordance
with management’s authorization?

(Such insurance may include loss of records coverage and fidel-
ity bonding of employees in positions of trust.)

9. Are all journal entries reviewed and approved by designated
individuals at appropriate levels in the organization?

(The levels at which journal entries are reviewed and approved
will usually vary depending on whether the entries are recurring
or non-recurring, routine or unusual, accumulations of routine
expected transactions or adjustments of balances requiring
estimates and judgments.)

10. Are all journal entries adequately explained and supported?

(Explanation and support for an entry should be sufficient to
enable the person responsible for its review and approval to
reasonably perform this function.)

11. Are the individuals designated to review and approve journal
entries independent of initiation of the entries they are author-
ized to approve?
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12. Do all journal entries include indication of approval in accord-
ance with management’s general or specific authorization?

13. Are all accounting entries subject to the controls over complete-
ness of processing?

(Examples of controls over completeness of processing include
prenumbering of journal vouchers and accounting for all num-
bers used, accumulation of control totals of dollar amounts
debited and credited, and standard identification numbers for
recurring standard accounting .entries.)

14, Do all journal entries include adequate identification of the
accounts in which they are to be recorded?

15. Are there adequate detailed records to support entries regarding:

a. Amortization of prepaid expenses, deferred charges and in-
tangible assets?

b. Revenue recognition of deferred income?

c. Liability accruals and provisions relating to such matters as
product warranties?

d. Provisions and liabilities for income taxes and other taxes?

e. Liability accruals and provisions for such long-term agree-
ments as pension plans, and deferred compensation arrange-
ments?

16. Are adequate accounts and records maintained so that adjust-
ments and write-offs made to account balances do not impair
accountability for actual amounts?

(Examples are use of contra (allowance) accounts to accumulate
valuation adjustments of asset balances, and use of memorandum
accounts to control bad debts which have been written off.)

.070 C. Preparation of Financial Statements
Objectives

® The general ledger and related records permit prepara-
tion of financial statements in conformity with gen-
erally accepted accounting principles or any other
criteria applicable to such statements and reports.

® Individuals at appropriate levels in the organization
consider sufficient, reliable information in making the
estimates and judgments required for preparation of
financial statements including related disclosures and
other externally reported financial information.
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® Financial statements including related disclosures are
prepared and released in accordance with management’s
authorization.

Questions

1. Are the general ledger accounts arranged in orderly groupings
which are conducive to efficient statement preparation?

2. Are financial reports of consolidated divisions, subsidiaries and
affiliates prepared in prescribed formats which are conducive
to efficient combination and consolidation?

3. Are there adequate instructions and procedures for statement
preparation?

(Instructions and procedures, for example, may include the following:

(i) Written financial statement closing schedule with assign-
ment of specific preparation and review responsibilities.

(ii) Standard forms and accompanying instructions that
identify for such entities as branches, divisions and sub-
sidiaries the data they are to report (for example, con-
sistent groupings and identification of intercompany
amounts).

(iii) Accumulation of information on intercompany transactions.

(iv) Accumulation of information for disclosure in notes to
financial statements.)

4. Are there adequate detailed records and procedures (for prepara-
tion and review) for—

a. Entries to develop consolidated financial statements such as
eliminations and recording of goodwill and/or minority
interest?

b. Reclassification entries?

5. Are policies and procedures adequate for informing appropriate
levels of management on a timely basis of—

a. Significant, unusual, or non-recurring transactions or events
and considerations concerning their accounting recognition?

b. Requirements of existing and new accounting rules, and of
the rules and regulations of appropriate regulatory bodies?

6. Are estimates of net realizable value of assets and related
adjustments to provide valuation allowances, and/or to write
down asset balances, reviewed and approved by designated indi-
viduals at appropriate levels in the organization who are inde-
pendent of the persons originating such estimates and adjustments?
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7. Are procedures adequate for the review and comparison of finan-
cial statement working papers to source data and a comparison

of elimination, and reclassification entries to those made in prior
peridds?

8. Are financial statements subjected to overall review, including
comparisons with the prior period and budgeted amounts, by

appropriate levels of management before the statements are
approved for issuance?

Il. Revenue Cycle

A. Revenue and Receivables

.080 Sales Orders
Objectives

® The types of goods and services to be provided, the manner
in which they will be provided, and the customers to which
they will be provided are in accordance with management’s
authorization.

® The prices and other terms of sale of goods and services
are established in accordance with management’s authorization.
Questions

1. Do policies and procedures for acceptance and approval of sales
orders appear clearly defined and adequately communicated for:

a. Standard goods and services?

b. Nonstandard goods and services?
c. Unusual delivery arrangements?
d. Export sales?

e. Sales to related parties?

2. Is responsibility clearly assigned for approval of sales orders
(customer acceptance, credit clearance, and other terms of sale)
before shipment or performance?
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