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In the realm of financial auditing, confirming the accuracy and existence of
accounts receivable is a critical component of the overall audit process.
Auditors employ various methods to verify the balances reported by clients,
and one such method is the use of confirmation requests. Among these,
negative confirmation is a specialized technique that auditors prefer under
specific circumstances. Understanding when and why an auditor is more
inclined to utilize negative confirmations of accounts receivable is
essential for grasping the nuances of audit procedures and ensuring the
reliability of financial statements. This article explores the conditions,
advantages, limitations, and best practices associated with the use of
negative confirmations in accounts receivable verification.

Understanding Accounts Receivable Confirmations

What Are Confirmation Procedures?
Confirmation procedures involve sending a request to a third party—typically
a customer—to verify the accuracy of the receivable balance reported by the
client. These procedures help auditors gather evidence regarding the
existence, accuracy, and collectability of receivables.

Types of Confirmation Requests
Auditors generally choose between two types of confirmation requests:

Positive Confirmations: Requests that require the recipient to respond
directly, confirming or correcting the stated balance.

Negative Confirmations: Requests that ask the recipient to respond only
if they disagree with the stated balance.

Differences Between Positive and Negative



Confirmations

Positive Confirmations
Positive confirmations are considered more reliable because they solicit an
explicit response, whether confirming or correcting the balance. They are
preferred when the auditor needs strong evidence but often result in lower
response rates and higher costs due to follow-up.

Negative Confirmations
Negative confirmations are less intrusive and less costly to administer, as
they assume that non-responses imply agreement. They are used when the
assessed risk of material misstatement is low, and the accounts are
considered to have a low likelihood of errors.

When Is an Auditor More Inclined To Use
Negative Confirmations?

Conditions Favoring Negative Confirmations
Auditors tend to prefer negative confirmations under specific conditions
where the reliability of the evidence can be reasonably assured. These
conditions include:

Low Risk of Material Misstatement: When the risk associated with1.
accounts receivable is assessed as low, and the likelihood of errors or
fraud is minimal.

High Client Internal Control Effectiveness: If the client's internal2.
controls over receivables are strong, reducing the need for direct
confirmation responses.

Large Number of Small Balances: When the receivables are numerous and3.
individually insignificant, making positive confirmations impractical
and costly.

Previous Confirmation Responses Were Favorable: If prior audits or4.
internal controls have indicated reliable receivable balances.

Stable and Well-Established Customer Relationships: When customers are5.
known to respond reliably and accurately to confirmation requests.



Limited Risk of Non-Response or Misstatement: When the nature of the6.
receivables and customer behavior suggest a high likelihood of
cooperation and accuracy.

Advantages of Using Negative Confirmations

Cost-Effectiveness and Efficiency
Negative confirmations are less resource-intensive, as they typically require
fewer follow-ups and are easier to administer when dealing with a large
volume of receivables.

Reduced Client Disruption
Because they are less intrusive, negative confirmations impose less burden on
clients and customers, facilitating smoother audit processes.

Suitable for Low-Risk Scenarios
They provide reasonable assurance when the assessed risk of misstatement is
low, especially for well-controlled environments.

Limitations and Risks Associated with Negative
Confirmations

Lower Reliability of Evidence
Non-responses do not necessarily confirm the accuracy of receivables, as they
may be due to oversight, non-receipt, or intentional non-cooperation.

Potential for Non-Response Bias
If customers choose not to respond or are unresponsive, the auditor may lack
sufficient evidence to support the balances, increasing audit risk.

Not Suitable for High-Risk or Complex Accounts
In cases where receivables are significant or there is suspicion of
misstatement, positive confirmations or alternative procedures are



preferable.

Dependence on Customer Reliability
The effectiveness of negative confirmations depends heavily on the
reliability and responsiveness of customers, which can vary widely.

Best Practices for Using Negative Confirmations

Assess Risk Appropriately
Auditors should carefully evaluate the risk of material misstatement before
relying on negative confirmations. If risk is high, positive confirmations or
alternative procedures should be employed.

Combine with Other Audit Procedures
Negative confirmations should not be the sole evidence for accounts
receivable. They should be complemented by substantive procedures such as
review of subsequent collections, aged receivable analysis, and internal
control testing.

Target Specific Populations
Negative confirmations are most effective for low-risk, low-value
receivables, especially when the customer base is large and dispersed.

Follow-Up on Non-Responses
Auditors should have procedures for following up with customers who do not
respond, possibly including alternative confirmation methods or substantive
procedures.

Conclusion

In summary, an auditor is more inclined to use a negative confirmation of
accounts receivable when the environment is characterized by low risk, strong
internal controls, stable customer relationships, and a large volume of
small, low-value receivables. While negative confirmations offer efficiency
and cost savings, they come with limitations in reliability and are
unsuitable for high-risk scenarios. Proper judgment, risk assessment, and
supplementary audit procedures are essential to effectively utilize negative



confirmations and obtain sufficient appropriate audit evidence. When applied
appropriately, negative confirmations can be a valuable tool in the auditor’s
arsenal, providing reasonable assurance while optimizing audit resources.

Frequently Asked Questions

When is an auditor more likely to prefer negative
confirmation of accounts receivable?
An auditor is more inclined to use negative confirmation when the receivables
are large in number, but the risk of material misstatement is low, and the
debtor's responses are expected to be reliable.

What conditions make negative confirmations
appropriate in accounts receivable audits?
Negative confirmations are appropriate when the client has a well-controlled
receivables process, a history of reliable responses, and the auditor
assesses the risk of misstatement as low.

How does the reliability of debtor responses
influence the auditor's choice of confirmation type?
If debtor responses are expected to be reliable and prompt, the auditor may
prefer negative confirmations, which require less follow-up and are cost-
effective.

What are the advantages of using negative
confirmation in accounts receivable verification?
Negative confirmations are less time-consuming, less costly, and suitable
when the risk of misstatement is low and debtor response reliability is high.

In what scenarios should an auditor avoid using
negative confirmations for accounts receivable?
When the risk of misstatement is high, or debtor responses are expected to be
unreliable, the auditor should avoid negative confirmations and consider
positive confirmations instead.

How does the client's internal control environment
impact the decision to use negative confirmation?
A strong internal control environment increases the likelihood that negative
confirmations will be effective, as the risk of uncorrected misstatements is



lower.

Additional Resources
An Auditor Will Be More Inclined To Use A Negative Confirmation Of Accounts
Receivable When: A Comprehensive Analysis

In the realm of financial auditing, the techniques employed to verify the
accuracy and existence of accounts receivable are critical to ensuring the
integrity of a company's financial statements. Among these techniques,
confirmation procedures stand out as a primary tool for auditors.
Specifically, the decision to utilize negative confirmation of accounts
receivable hinges on several nuanced factors. This article delves into the
circumstances under which an auditor is more inclined to favor negative
confirmation methods, exploring the underlying principles, practical
considerations, and implications for audit quality.

---

Understanding Accounts Receivable Confirmations

Accounts receivable confirmations are audit procedures where auditors request
third parties—typically customers—to verify the balances owed to the entity.
These confirmations serve as direct evidence regarding the existence and
valuation of receivables, thereby reducing audit risk.

There are two primary types of confirmation requests:

- Positive Confirmations: Request the recipient to respond whether they agree
or disagree with the stated amount.
- Negative Confirmations: Request the recipient to respond only if they
disagree with the stated amount.

While positive confirmations are generally more reliable due to requiring a
response regardless of agreement, negative confirmations are less intrusive
and, under certain conditions, more efficient.

---

Criteria Favoring the Use of Negative
Confirmation

The decision to use negative confirmation of accounts receivable is
influenced by specific factors that enhance the likelihood of obtaining



reliable evidence. According to auditing standards such as those issued by
the AICPA and IAASB, auditors are more inclined to choose negative
confirmation when the following criteria are met:

1. Low Risk of Material Misstatement

When the auditor assesses that the risk of material misstatement in the
receivables balance is low, negative confirmations become more appropriate.
This typically occurs when:

- The client’s internal controls over receivables are strong.
- The industry has a stable receivables environment.
- Prior audit evidence indicates minimal errors or misstatements.

A low-risk environment implies that customers are likely to respond
accurately and that non-responses are less indicative of issues.

2. Large Number of Small, Homogeneous Balances

Negative confirmation is particularly suitable when the accounts receivable
balance comprises a large number of small, similar transactions. The
rationale is that:

- The cost and effort of positive confirmations would be prohibitive.
- The probability that non-responses or non-interactions suggest inaccuracies
is minimal, especially if balances are routine and routine customer
interactions are common.

3. High Response Rate from Confirmed Recipients

If the auditor has prior evidence indicating that customers tend to respond
reliably to confirmation requests, negative confirmations can be effective.
This may be supported by:

- Historical response rates.
- Prior audit findings.
- Established customer relationships.

4. No Significant Disputed Balances or Outstanding
Issues

In cases where there are no known disputes, disputes are insignificant, or
the client has a history of accurate records, negative confirmation is more



justifiable.

5. When Confirmations Are Sent to Customers with
Known Accurate Contact Information

Effective communication relies on accurate contact details. If the auditor is
confident that the confirmation requests reach the correct individuals,
negative confirmation becomes more viable.

---

Advantages and Disadvantages of Negative
Confirmations

Understanding when to employ negative confirmation involves weighing its
benefits against limitations.

Advantages

- Cost-Effective: Less time-consuming and less costly than positive
confirmations.
- Less Intrusive: Customers are not required to respond unless they disagree,
reducing their burden.
- Suitable for Large Populations: Ideal when verifying numerous small
balances.

Disadvantages

- Lower Reliability: Non-responses do not necessarily confirm correctness;
they may be due to oversight or neglect.
- Dependence on Customer Willingness: Effectiveness hinges on customer
cooperation and responsiveness.
- Potential for Non-Response Bias: The absence of responses may mask errors
or disputes.

---

Practical Application: When Do Auditors Prefer



Negative Confirmations?

In practice, auditors tend toward negative confirmation under specific
circumstances, aligning with established standards and professional judgment.

Scenario 1: Routine, Low-Risk Accounts

Suppose an auditor is auditing a well-established, financially stable company
operating in a mature industry. The accounts receivable consist predominantly
of small, routine transactions with long-standing customers known to be
reliable. The company has effective internal controls, and previous audits
have confirmed the accuracy of receivables. In such a case, the auditor might
opt for negative confirmation to efficiently gather audit evidence.

Scenario 2: Large, Diverse Customer Base

For a company with thousands of customers, many owing small amounts, positive
confirmation requests would be impractical. If the auditor determines the
risk of misstatement is minimal, negative confirmations serve as a practical
method to confirm balances with reasonable assurance.

Scenario 3: Low Dispute Environment

When the client has a history of accurate billing and collection, and there
are no known disputes or legal issues, negative confirmations are suitable.
The likelihood of errors or disagreements is low, making non-response less
concerning.

Standards and Guidance Supporting Negative
Confirmation Use

Auditing standards provide guidance on the application of confirmation
procedures:

- The AICPA AU-C Section 330 states that negative confirmations can be used
when the auditor has assessed that the risk of material misstatement is low,
and recipients are expected to respond adequately.
- The IAASB ISA 505 emphasizes professional judgment in selecting
confirmation types, highlighting that negative confirmations are appropriate
when specific criteria are met.



---

Limitations and Considerations for Auditors

While negative confirmations can be advantageous, auditors must recognize
their limitations:

- Non-Response Does Not Confirm Accuracy: The absence of a reply does not
imply agreement.
- Potential for Response Bias: Disputed or inaccurate balances may go
unnoticed if customers choose not to respond.
- Complementary Procedures Are Necessary: Negative confirmations should not
be used in isolation; corroborating evidence, such as subsequent cash
receipts or shipping documents, is essential.

Therefore, auditors should carefully evaluate whether the use of negative
confirmation aligns with the assessed risks and the specific circumstances of
the audit.

---

Conclusion: Striking the Balance

The decision for an auditor to favor negative confirmation of accounts
receivable hinges on a delicate balance of risk assessment, efficiency
considerations, and the reliability of evidence. When the environment is low-
risk, balances are routine and homogeneous, customer responsiveness is
historically high, and internal controls are robust, negative confirmation
becomes an attractive tool.

However, auditors must remain vigilant about its limitations and ensure that
supplementary procedures are in place to mitigate potential shortcomings.
Ultimately, the choice of confirmation type reflects a professional judgment
grounded in standards, experience, and the specific context of each audit
engagement.

In an era where audit efficiency and effectiveness are paramount,
understanding when "An auditor will be more inclined to use a negative
confirmation of accounts receivable when" circumstances align is crucial for
delivering high-quality assurance while optimizing resources.
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