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In Auditing Accounts Receivable, The Negative Form Of External Confirmation Request
Most Likely Would be utilized by auditors as an effective and efficient method to substantiate the
balances reported by the client. This approach is commonly preferred in specific circumstances due
to its advantages in reducing audit procedures and client disruption, while still providing sufficient
audit evidence. Understanding when and why auditors choose the negative confirmation method is
essential for grasping the intricacies of accounts receivable audit procedures.

Understanding External Confirmations in Auditing

What Are External Confirmations?

External confirmations are audit procedures where the auditor requests a third party, typically a
customer or debtor, to verify the accuracy of the client’s recorded receivable balances. These
confirmations serve as direct evidence to confirm the existence, accuracy, and completeness of
receivables reported in the financial statements.

Types of External Confirmation Requests

¢ Positive Confirmation: Requests the third party to respond whether they agree or disagree
with the balance stated.

¢ Negative Confirmation: Requests the third party to respond only if they disagree with the
stated balance.



Differences Between Positive and Negative
Confirmations

Positive Confirmations

e Require a response regardless of agreement or disagreement
e More reliable since they solicit a direct response

e Typically used when the risk of misstatement is higher or balances are significant

Negative Confirmations

e Require response only if the third party disagrees with the balance
¢ Less time-consuming and less costly

e Used when the risk of misstatement is low and the population is homogeneous

When Is the Negative Confirmation Most Likely Used?

Conditions Favoring Negative Confirmations

Auditors prefer negative confirmations when certain conditions are met, notably:

1. The client has a low inherent risk of material misstatement.
2. The number of small, homogeneous receivables is large.
3. The prior experience indicates a low rate of non-response or discrepancies.

4. The internal control over receivables is effective, and the auditor has obtained sufficient
appropriate audit evidence through other procedures.



Advantages of Using Negative Confirmations

e Reduced audit time and effort
e Lower costs associated with sending confirmations and follow-up procedures
e Less intrusive to clients, minimizing disruption

e Useful when the population is large and the risk of misstatement is low

Limitations of Negative Confirmations

¢ Less persuasive evidence if responses are non-existent or untruthful
e Potential for non-response bias, especially if third parties ignore the request

¢ Less effective when the risk of material misstatement is higher or the population contains
high-value receivables

Audit Procedure for Negative Confirmation Requests

Step-by-Step Process

1. Identify the population of receivables suitable for negative confirmation.

2. Prepare and send confirmation requests to selected third parties, including the amount owed
and relevant details.

3. Allow sufficient time for responses, typically 2-4 weeks.

4. Follow up on non-responses with alternative procedures, such as subsequent cash receipts or
other substantive testing.

5. Evaluate responses and non-responses critically to assess the sufficiency of audit evidence.



Interpreting Responses

e If a response confirms the balance, it provides evidence supporting the recorded receivable.

e If a response disputes the balance, the auditor investigates further and adjusts the financial
statements if necessary.

e Non-responses require additional audit procedures to confirm balances through alternative
methods.

Best Practices for Effective Negative Confirmations

Designing the Confirmation Requests

e Use clear, concise language and include all necessary information.
e Ensure the confirmation form is easy to understand.

e Include instructions on how to respond and the deadline for responses.

Selection of Sample
e Choose receivables that are typically low risk and homogeneous.

e Exclude large or complex balances where confirmation responses are critical.

Follow-Up Procedures

e Implement timely follow-ups for non-responses.

e Use alternative audit procedures if responses are not received or are conflicting.



Conclusion: The Role of Negative Confirmations in the
Audit Process

In the context of auditing accounts receivable, the negative form of external confirmation request is
a valuable tool when used appropriately. Its primary advantage lies in efficiency, especially when the
auditor assesses the risk of material misstatement as low, and the client has effective internal
controls. However, auditors must carefully evaluate the circumstances to determine whether
negative confirmations will provide sufficient appropriate audit evidence.

While negative confirmations are less persuasive than positive ones, their strategic use can
streamline the audit process, reduce costs, and minimize client disruption without compromising
audit quality. Ultimately, the decision to employ negative confirmation requests should be grounded
in professional judgment, considering the specific environment, the nature of receivables, and the
overall audit strategy.

Summary of Key Takeaways

¢ Negative confirmation requests are most suitable when the risk of misstatement is low.

e They are less time-consuming and costly but may be less reliable if non-responses are
prevalent.

e Proper planning, sample selection, and follow-up enhance the effectiveness of negative
confirmations.

¢ Auditors should consider other substantive procedures in conjunction with confirmation
responses to obtain sufficient audit evidence.

Understanding when and how to use the negative form of external confirmation requests is essential
for auditors aiming to balance audit efficiency and effectiveness while ensuring the integrity of
financial reporting related to accounts receivable.

Frequently Asked Questions

What is the primary purpose of using negative confirmation
requests in auditing accounts receivable?

Negative confirmation requests are used to obtain evidence from clients' customers that they agree
with the balances unless they have reasons to respond, thereby reducing audit effort when the risk
of misstatement is low.



In what situations is the negative form of external
confirmation request most appropriate during an accounts
receivable audit?

The negative form is most appropriate when the assessed risk of material misstatement is low, and
the auditor believes that non-response would indicate agreement, making it an efficient method.

How does the negative confirmation request differ from the
positive confirmation in auditing accounts receivable?

Negative confirmation requests ask recipients to respond only if they disagree with the stated
balance, whereas positive confirmations require a response regardless of agreement, making
positive confirmations more reliable in higher-risk situations.

What are some limitations of using negative confirmation
requests in auditing accounts receivable?

Negative confirmations are less reliable if response rates are low or if recipients may ignore the
request, and they are less effective when the risk of misstatement is high or when the recipient's
confirmation is critical for audit evidence.

What factors influence an auditor's decision to use the
negative form of external confirmation requests for accounts
receivable?

Factors include the assessed risk of misstatement, the reliability of the recipient, the effectiveness of
internal controls, and whether the environment supports the assumption that non-response indicates
agreement.

Additional Resources

In Auditing Accounts Receivable, The Negative Form Of External Confirmation Request Most Likely
Would: An In-Depth Analysis

Introduction

In the realm of financial auditing, verifying the existence and accuracy of accounts receivable (AR) is
paramount. Accurate AR balances ensure the integrity of financial statements, influence key ratios,
and impact stakeholder decisions. Auditors employ various procedures to substantiate the balances
reported by management, with external confirmation requests being among the most effective and
widely accepted techniques.

Within this context, the question often arises: In auditing accounts receivable, the negative form of
external confirmation request most likely would—and the answer to this question is rooted in audit



standards, practical considerations, and the nature of receivables. This article explores the concept
of external confirmation requests, compares their positive and negative forms, and discusses why
the negative form is most likely used in accounts receivable audits.

Understanding External Confirmation Requests in Auditing

External confirmation requests are audit procedures used to obtain direct evidence from third
parties—typically customers—to verify the accuracy, completeness, and existence of receivables.
These procedures are crucial because:

- They provide independent evidence, reducing reliance on management representations.
- They help detect potential misstatements, errors, or fraudulent activities.
- They are mandated by auditing standards when necessary to obtain sufficient appropriate audit

evidence.

The AICPA and IAASB standards specify that external confirmations are often the most reliable type
of evidence for receivables due to their third-party nature.

Types of External Confirmation Requests: Positive vs. Negative

External confirmation requests can generally be classified into two types:

1. Positive Confirmation Requests

Definition: The auditor requests the third party to respond directly, confirming whether they agree
or disagree with the balance stated. The recipient replies regardless of whether they agree or
disagree.

Characteristics:

- Require a reply even if the balance is correct.

- More reliable because non-response can be interpreted as a disagreement.

- Generally more effective when the receivable balances are large or the risk of misstatement is
high.

Example:

_"Please confirm whether the amount of $X,XXX,XXX owed by your company to XYZ Corporation as
of December 31, 20XX, is correct."

2. Negative Confirmation Requests

Definition: The auditor requests the third party to respond only if they disagree with the stated
balance.

Characteristics:



- Require responses only if the recipient disagrees.

- Less reliable because non-responses can be ambiguous—either confirming the balance or ignoring
the request.

- Suitable when the risk of material misstatement is low, the population is large, and the auditor has
other substantive procedures.

Example:
_"Please confirm whether you agree that the amount owed to XYZ Corporation as of December 31,
20XX, is correct. If you disagree, please contact us."

Why the Negative Form of External Confirmation Request is Most Likely in Accounts Receivable
Audits

Several factors influence the auditor's choice of confirmation form, but when it comes to accounts
receivable, the negative confirmation request is most frequently used. The reasons are rooted in
efficiency, cost, and audit risk considerations.

1. Cost-Effectiveness and Practicality

Sending positive confirmations to all customers can be resource-intensive, especially for large
organizations with thousands of receivables. Negative confirmations, by contrast, reduce the
number of responses needed because only non-responders need to be followed up. This approach:

- Significantly decreases audit time and costs.
- Reduces the workload on both auditors and clients.
- Is practical for large, low-risk populations.

2. Low-Risk Environment

When the auditor assesses the risk of material misstatement as low—due to strong internal controls,
consistent past results, or small balances—negative confirmations are acceptable under auditing
standards. They are appropriate because the likelihood of misstatements is low, and the non-
response rate is expected to be minimal.

3. Population Size and Composition

In cases where the receivables are numerous and dispersed across many customers, positive
confirmation requests may be impractical. Negative confirmations are more suitable because they
allow the auditor to sample a large population efficiently.

4. Audit Standards and Guidance

The ASA 505 (Auditing Standard on External Confirmations) and ISA 505 emphasize that negative
confirmations are permissible when certain conditions are met, including:

- The auditor has assessed that the risk of material misstatement is low.
- The population is made up of a large number of small balances.
- The recipient has a history of responding accurately.



Limitations and Risks of Negative Confirmations
While negative confirmations are convenient, they come with limitations:

- Ambiguity in responses: Non-response cannot always be conclusively interpreted as agreement.

- Lower reliability: They are less persuasive evidence compared to positive confirmations.

- Potential for non-response bias: The auditor must consider whether non-responders could conceal
misstatements.

Consequently, auditors often complement negative confirmations with other substantive procedures
such as subsequent cash receipts, review of shipping documents, or analytical procedures.

Practical Application: When Would Auditors Use the Negative Form?
Auditors typically favor negative confirmations in the following scenarios:

- The population of receivables is large and dispersed.

- The assessed risk of material misstatement is low.

- Internal controls over receivables are effective.

- Past confirmation procedures yielded a high response rate.
- The auditor does not suspect significant misstatements.

Conversely, positive confirmations are preferred when:

- The population is small.

- The risk of misstatement is higher.

- There are concerns about collection issues or fraudulent activities.

- The auditor deems the evidence from negative responses insufficient.

Case Study: Auditing Accounts Receivable with Negative Confirmations

Scenario:
A manufacturing company has 10,000 customers with small outstanding balances, and the internal
controls over receivables are robust. The auditor assesses the risk of material misstatement as low.

Audit Approach:
Given the circumstances, the auditor employs negative confirmation requests to a representative
sample of customers. The process involves:

- Sending confirmation letters requesting customers to respond only if they disagree with the stated
balance.

- Following up on non-responses with alternative procedures, such as reviewing subsequent cash
receipts.

- Analyzing responses and non-responses to evaluate the accuracy of the receivables balance.



Outcome:
The auditor concludes that the receivables are fairly stated based on the high response rate, the low
risk environment, and the supplementary procedures.

Summary and Key Takeaways

- External confirmation requests are vital in verifying accounts receivable balances during audits.

- The positive confirmation requests require replies regardless of agreement, providing high
reliability.

- The negative confirmation requests ask for responses only if there is a disagreement, making them
more efficient but less conclusive.

- In auditing accounts receivable, the negative form of external confirmation request most likely
would be used when the population is large, low-risk, and internal controls are strong.

- Auditors must evaluate the appropriateness of using negative confirmations based on the specific
circumstances, considering their limitations and supplementing with other substantive procedures
as necessary.

Conclusion

The decision to employ negative external confirmation requests in auditing accounts receivable
balances hinges on a careful assessment of risk, population characteristics, and practical
considerations. While less persuasive than positive confirmations, negative requests provide a cost-
effective and efficient means of obtaining audit evidence in low-risk environments. Understanding
the nuances of confirmation procedures enables auditors to design effective audit strategies that
balance reliability, efficiency, and audit standards compliance, ultimately enhancing the quality and
credibility of financial statement assertions.
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