
AUDIT OBJECTIVES IN SEARCHING FOR UNRECORDED LIABILITIES

A search for unrecorded liabilities is a fundamental, almost universally then extended audit procedures such as payables
confirmations are.

Audit Reporting When the audit is complete, the findings are collected and put into a full reportâ€”which
includes information on both the financial accuracy of accounts payable and how well it conforms to GAAP,
as well as potential areas of control improvementâ€”submitted to management and other stakeholders for
review. The tests that actually are selected, as well as their timing and extent, will depend on the auditor's
assessment of control risk, as well as his or her identification of inherent risks and assessment of materiality.
When the procedures outlined above have been completed, there may still be income statement accounts about
which the auditor needs further assurance. If the entity has recorded an estimate for example, by prorating the
payroll for the overlapping period rather than an exact computation, the appropriateness and consistency with
prior years of the method of estimating should be ascertained. Responses to requests for confirmation of bank
loans may list as collateral, securities or other assets that do not appear in the records. Liabilities and related
expenses are more likely to be understated or omitted from the accounts than overstated, because the account
balances usually consist of items that have been scrutinized and acknowledged before being recorded and
because attempts to improve financial statement presentation may involve a failure to recognize valid
liabilities and expenses. The auditor achieves the audit objectives related to purchasing cycle accounts by
performing substantive tests or a combination of substantive tests and tests of controls. Verified transactions
are accurate and legitimate transactions. For example: The auditor should review responses to bank
confirmation requests in addition to analyzing interest expense to determine whether there are any unrecorded
bank loans. Those minutes may reveal contracts, commitments, and other matters requiring investigation.
What methods e. They may be borrowed from affiliated entities or others. If further assurance is needed about
the occurrence or accuracy of specific expense accounts like travel expense or maintenance expense , the
auditor should request or prepare an analysis of the account in question or, at least, of the material items in it,
and examine supporting documentation for enough items to gain assurance that there is no material
misstatement. Keeping these considerations in mind will ensure that both financial accuracy and process
improvement are properly explored during the audit. Unusual transactions are documented, contextualized,
and clarified as needed. Opinion of counsel may sometimes be necessary to determine whether there is a legal
liability at the balance sheet date. If the results of tests of controls provide sufficient evidence about the
completeness of the trial balance, substantive tests of the completeness of accounts payable generally will be
limited to analytical procedures. If vacation periods are based on length of service, normally the entity
prepares a detailed computation of the accrued liability. Tracing adjusting items in the reconciliation of the
subsidiary ledger to the control account to appropriate supporting documentation. There can be many instances
where management will be prone to not record a liability due to various reasons. Recorded purchase
transactions represent goods and services actually received during the period covered by the financial
statements. This procedure may apply in a loosely controlled centralized environment as well. Purchases
should be listed in the calculation of cost of goods sold. Is there a policy in place to ensure all payables are
recorded in the proper period? Fieldwork Armed with a plan, auditors can devote their attention to the audit
process. Policies and procedures for related-party transactions and cash payments are also scrutinized, along
with the transactions themselves, to develop a complete record of all financial information for the audit period.
In determining the extent of those tests, the auditor should consider such factors as control activities directed
at cutoff, the assessment of control risk, the type and frequency of cutoff errors found in prior years, and the
assurance expected from other related substantive tests, such as tests for existence and completeness. For
example, the auditor may obtain a list of employees with expense accounts and make appropriate tests to
determine whether all expenses have been reported and recorded in the accounts in the proper period, and may
test related post-balance sheet entries to determine whether a proper cutoff was made. Are purchase orders
made by any methods other than PO? Purchase transactions, accounts payable, Cutoff returns, and payroll
transactions are recorded in the proper period. Confirmation of accounts payable balances does not have the
widespread acceptance as a substantive test that confirmation of accounts receivable has. For example, charges
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for services rendered may not be billed on a timely basis. Search for unrecorded liabilities and evaluate
suspicious activity to detect fraud. In some situations, however, control activities may address cutoff, or
management may implement special controls at year-end, which the auditor may decide to test. Conduct
vendor verifications by requesting outstanding balances and comparing the answers to the amounts recorded in
the AP ledger. If accrued commissions are significant, the auditor should consider confirming amounts due
and commissions earned during the year directly with sales personnel. Accrued commissions should be
substantiated by examining sales reports submitted by sales personnel, commission schedules, and contracts
with sales personnel. The receipt of a representation letter, as discussed in Chapter 27, does not relieve the
auditor of professional responsibilities in this area.


