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PAYABLES

	Audit tests

	
	Extent
	Reference
	Initials / Date

	1. Obtain schedules of payables and accruals. (P)

	
	
	
	

	2. Agree totals shown on the lead schedule to backing schedules and the trial balance. (E & C)

	
	
	I1
I6
	

	3. Ensure payables are properly split between amounts due in less than one year and amounts due in more than one year.    Ensure that where balances are shown as non-current that the entity has the legal right to avoid payment for at least 12 months from the reporting date.  (R & O, P)

	
	
	I1
	

	4. Agree comparative figures to the previous period’s statutory financial statements. (V)

	
	
	I1
	

	5. Review payables for reasonableness and consistency and ensure that related party balances have been identified. (C, P)

	
	
	I1
	

	6. Revisit the risk assessment, materiality calculation and assignment plan and update as appropriate where matters have been identified during the assignment.

	
	
	Ac11,
Ac13,
Ac14
	

	7. Ensure key findings from this section are included in the draft letter of representation, points for the management letter and points for A.E.P.’s attention.

	
	
	Aa4,
Aa5b,
Aa7
	

	8. Ensure that the conclusion is appropriate. (P)

	
	
	Annual file divider
	

	9. Inspect board minutes, loan agreements and other evidence to ascertain whether all debentures and other loans (including bank loans) have been recorded. (V, R&O)

	
	
	
	

	10. Obtain counter party confirmation of all debenture and loan account balances (including bank loans).  Agree the account balances and ensure all other matters arising are dealt with. (P, R & O, E, C, V)

	
	
	
	

	11. Obtain details of loan covenants and consider as to whether they have been complied with. (P)

Where a loan covenant has been breached and not rectified by the reporting date and the financial institution has not agreed by the reporting date to ‘overlook’ the breach, the entire loan must be disclosed as repayable within one year. 
	
	
	
	



	
Audit tests (continued)

	
	Extent
	Reference
	Initials / Date

	12. Review loan agreements (particularly bank loans) to ensure that none of the clauses within the loan agreement trigger the loan being accounted for on a fair value basis. If any loans are to be accounted for at fair value, complete test 38 below. (V)

	
	
	
	

	13. Discuss with those charged with governance whether, in relation to any loan agreements, they have entered into any interest rate swaps, cap or collar arrangements through a ‘side agreement’ or via a separate contract. (C)

	
	
	
	

	14. Where such interest rate swaps or loans that need to be accounted for at fair value are identified, ensure the client has obtained an appropriate fair value from the counterparty and complete test 38 below. If hedge accounting is being applied, complete the tests on S2/4.

	
	
	N2
S2/4
	

	15. Where payable balances are due after more than one year, and did not carry a commercial rate of interest at inception, consider whether the time value of money is material, and if so, ensure they are accounted for on an amortised cost basis and that an appropriate discount rate has been applied.  (V)

	
	
	
	

	16. Where loans qualify as basic financial instruments, are due after more than one year and the interest is not spread evenly over the period of the loan (for example, irregular payments throughout the loan term or a balloon payment on completion), ensure that the effective interest rate is calculated and the loan carried at amortised cost. (V)

	
	
	
	

	17. Ensure that cut-off has been correctly applied on loans from subsidiaries and entities in which the client has a participating interest. Specific consideration should be given to:
· Management charges;
· Accrued interest;
· Dividends still to be paid. (C)

	
	
	
	

	18. Where loans payable are denominated in a foreign currency determine by reviewing the loan documentation whether the client or the counterparty bears the risk or rewards of movements in the exchange rate. (P & V)

	
	
	
	

	19. Obtain an aged payables’ listing and reconcile it to the trade payables figure shown on the lead schedule. (C)

	
	
	I6
	




	
Audit tests (continued)

	
	Extent
	Reference
	Initials / Date

	20. Select a sample of trade payable balances and agree / reconcile them to suppliers’ statements, direct confirmation or purchase invoices.  Where the balance is reconciled to supplier statements, follow up any reconciling items and ensure all necessary provisions are included in the financial statements. (V, R&O)

	
	
	
	

	21. Ensure that any payables due to be paid in foreign currency have been correctly translated at the period end rate, and ensure there is an adequate accounting policy note. (V & P)

	
	
	
	

	22. Ensure cut-off has been properly dealt with.  Examine goods received notes either side of the period-end date and ensure recorded in the correct accounting period. (C, V)

	
	 
	
	

	23. Select a sample of after-date purchase invoices, cash book payments, expense claims and transactions on company credit card statements and confirm they represent post period items or are correctly recorded as payables. (C, V)

	
	
	
	

	24. Review debit balances included on the payables’ ledger, consider whether they represent unrecorded purchases and if they are bona fide debit balances consider reclassifying as debtors. (V)

	
	
	
	

	25. Check supporting documentation for material ‘other payables’, these should include:
· Corporation tax;
· Payroll deductions;
· Any other material payable balances. (V, E)

	
	
	
	

	26. For all hire purchase and finance lease payables, ensure amounts have been correctly identified, treated, and aged. (P)

	
	
	
	

	27. Ensure the minimum future cash flows payable under finance leases have been quantified and analysed as follows:-
· Due within one year;
· Due later than one year but within 5 five years;
· Due later than 5 years. (P)

NB: This is not an analysis of the finance lease payable which is calculated on a ‘net’ basis, but disclosure of the future ‘gross’ cash flows which are payable.

	
	
	
	

	28. If any finance lease individually is ‘significant’ ensure it is identified as such and suitable disclosure is included in the financial statements. (P)

	
	
	
	



	
Audit tests (continued)

	
	Extent
	Reference
	Initials / Date

	29. Obtain written confirmation of the value of any loans included in ‘other payables’, including any amounts due to related parties. (V, R & O, E)

	
	
	
	

	30. Ensure all secured payables, including trade payables where goods are under reservation of title (Romalpa Clause), have been identified, and that appropriate disclosure has been made regarding the security. (P, R&O)

	
	
	
	

	31. Ensure all payables falling partly or wholly due after more than five years have been identified, and that information relating to additional disclosure can be provided. (P)

	
	
	
	

	32. If accruals are above performance materiality (either individually or in aggregate), then recalculate a sample from source documentation. (V)

	
	
	
	

	33. Review deferred income and ensure that cut-off procedures have been adequately undertaken. (C, V)

	
	
	
	

	34. Ensure that any dividends shown in payables are final dividends and were approved prior to the reporting date. (V)

	
	
	
	

	35. Ensure that any bonus shown in payables represents either a contractual or constructive obligation at the reporting date. (R&O)

	
	
	
	

	36. Scrutinise the purchase ledger and purchases day book for unusual items. (CL, A, P)

	
	
	
	

	37. Scrutinise the nominal ledger and cash book for any large or unusual items of expenditure. (CL, A, P)
	
	
	
	




	
Audit tests (continued)

	
	Extent
	Reference
	Initials / Date

	38. For any financial instrument that does not qualify as “Basic”, ensure that the Fair Value model has been adopted. Carry out the following procedures (as appropriate):
· Ascertain how management has determined the fair value (e.g. calculated by management; counter-party valuation received;  independent third party valuation received);
· Assess and test the bases and assumptions used to calculate/support the fair value;
· If management have engaged a third party valuer, undertake the appropriate audit tests on the N audit programme to determine the reliability of the evidence obtained;
· Consider the need to appoint an auditor’s expert (as per NSA 620). If this is considered necessary, complete the relevant test on the N audit programme;
· Develop your own range of estimates of the fair value and compare against those used by management for reasonableness;
· Consider whether any events subsequent to the reporting period end up to the date of the audit report provide any audit evidence

NB 1: Reliance CANNOT be placed a valuation provided by the counter-party to the financial instrument. This is due to the fact that any such valuation is not independent, and in most cases, does not provide detail of the assumptions, data or models used to support the valuation. 

[bookmark: _GoBack]NB 2: Auditors are prohibited by the ICAN Code of Ethics from providing valuation services to audit clients where the valuation involves subjectivity and the effect is material to the financial statements.

	
	
	
	

	39. List and perform any additional tests considered necessary.




	
	
	
	



Assertion key:
E=	Existence;
R&O=	Rights and Obligations;
C=	Completeness;
V=	Accuracy, Valuation and Allocation;
P=	Presentation;
O=	Occurrence;
A=	Accuracy;
CO=	Cut-off;
CL=	Classification.
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