Contributed June 25, 2002 by Douglas Warner <DOUGLAS.WARNER@scppool.com>
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	BRANCH WAREHOUSE (DISTRIBUTION)
	
	


	
Audit Objectives and Procedures
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	A. PLANNING
	
	

	
	
	

	Audit Objective: To obtain a general understanding of the Branch operations in order to plan the audit.
	
	

	
	
	

	Procedures:    
	
	

	
	
	

	1. Obtain the following information for the Branch to be audited:
	
	

	
	
	

	a. Run branch P & L reports – Income Statement by month (“Charles” report).  Perform detail analysis on statement paying attention to controllable vs. non-controllable costs.  Look for spikes.  
	
	

	
	
	

	b. Run the most recent Accounts Receivable Summary Aging Report for the Branch. Using Prelude path - Main Menu > Financial > A/R > User Routine Reports > A/R Aging Reports > Reports > Aged Accounts Rec. (input warehouse number and enter changing D to S).  Use ACL reports for detailed analysis of any customers with large outstanding balances.
	
	

	
	
	

	c. Obtain from credit depart a copy of most recent A/R Ranking Report.
	
	

	
	
	

	d. Review Flash Reports for key performance indicators.
	
	

	
	
	

	e. Branch personnel listing – Obtain from corporate payroll department.  Include hire dates and date of current position for each employee associated with branch.  Do not include salary.
	
	

	
	
	

	f. Open Sales Order Report – Using Prelude path - Main Menu > Distribution > Order Processing > Reports > Daily Order Detail > Open Sales Order (input branch number, ending date (give 30 day cushion), and sort by W/B).  Run again using 3-day window.  Use screen view to get total and post on 30-day report.
	
	

	
	
	

	g. ACL analysis reports – reports generated through ACL by downloading Inventory, A/R, and deleted orders from Prelude.  See download sheets for additional instructions in this area. 
	
	

	
	
	

	h. Run warranty claim & tag reports – Using Prelude path – Main > Dist. > Inventory > Reports > Vendor Claims Report > run – Open vendor claims report, V. C. Aging Report, and Wty Tags not on claims report (enter “D” on aging report and put w/h # on each).
	
	

	
	
	

	i. Run Inventory Adjustment reports for prior __ months.  Using prelude path – Main Menu > Distribution > Inventory > Report > Inventory Adjustment reports > Monthly (input warehouse # and fiscal period i.e. 00-12).  I usually run this report only in cases where it appears that there is a lack of organization in the warehouse and/or physical security issues.
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	j. Obtain last three (3) monthly safety self-inspection reports for the branch.  Also obtain copy of last safety meeting.  These can be obtained from safety department prior to going to field.  You may also ask if there are any violations that they know of at the branch.
	
	

	
	
	

	k. Petty cash review.  Prior to going to field analyze usage of petty cash account
	
	

	
	
	

	2. Discuss the audit with the following personnel and determine whether there are any areas which require special attention (coordinate these meeting with the Director of Internal Audit if applicable):
	
	

	
	
	

	a. General and Regional Managers;
	
	

	b. Corporate Accounting, A/P and Cash Management;
	
	

	c. Regional Credit and Regional Ops Managers;
	
	

	d. Branch Manager and/or Zone Manager (located in field).
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	B. SALES & MARKETING
	
	

	
	
	

	Audit Objective: To determine whether branch management is aware of the makeup of the local market and market conditions that may affect his business.
	
	

	
	
	

	Procedures:
	
	

	
	
	

	1. Make overall assessment of condition and appearance of branch and location.  Is the branch easily accessible?  Is a SCP sign visible?  Use camera to take pictures.  Also, how long has the current management team been in place?  What is their background?
	
	

	
	
	

	2. Determine who are our main competitors in the market.  What are their approximate revenues?  Strengths and weaknesses of competition?
	
	

	
	
	

	3. What is the makeup of our customers (i.e. builders, retailers, and service)?  What type of market (gunnite or liners, aboveground or inground etc.)  Can the branch support their data?
	
	

	
	
	

	4. Review the “customer rebate” program (current vs. last year).  Which customers are eligible?  Is the branch filling out the proper paperwork for the rebates?  Who is making the journal entries?  Note: Corp. accounting should make these journal entries.  Recalculate rebates if applicable.
	
	

	
	
	

	5. Is the branch using corporate marketing programs to service its customers?  Does it appear that they are using the marketing tools provided (i.e. pamphlets, videos, CD’s etc.)?  If not, what is the branch doing to attract new customers?
	
	

	
	
	

	6. Ask sales manager if they are filling out their customer logs provided by corporate (Account History Log, Customer Needs Analysis etc.).  Are they effective?  Note: Each customer should have a file with this data in it.
	
	

	
	
	

	7. Using /VI review expenses submitted for the Regional Manager, Branch Manager, and Sales Manager and determine if reasonable.  If expenses appear excessive, review a sample of reports to verify that they were approved at the appropriate level and expenditures are supported and reasonable.  Note: this should be done at corporate.
	
	

	
	
	


	
Audit Objectives and Procedures


	Workpaper

Ref.
	Perform By

	
	
	

	C. BRANCH OPERATIONS/CASH MANAGEMENT
	
	

	
	
	

	Audit Objective: To determine whether there are adequate internal controls over the handling of cash and that adequate control exists over the entire sales and revenue recognition processes.  Also, to ensure that daily work is being reconciled.
	
	

	
	
	

	Procedures:
	
	

	
	
	

	1. Review the entire sales/collection processes from order entry and confirmation to how funds are being collected, posted, and deposited.  Verify that adequate internal control exists to ensure that all sales (especially cash) are being properly recorded (confirmed) and that cash is physically deposited into branch bank accounts timely.  Also, ensure that adequate segregation of duty exists in the above noted processes.
	
	

	
	
	

	2. Select a sample of daily journals and test to ensure that; total deposits equal total sales less credit card receipts, daily cash sales are not being moved to A/R, write-offs appear reasonable, and that in general all transactions appear reasonable.  Note: this should be done at corporate prior to field visit.
	
	

	
	
	

	3. Review open sales order reports and try to determine if orders are being left open for a long period of time.  If so, try to determine a root cause?  Who reviews open sales orders and what is the process?  Select a sample of open orders and test to ensure those products (items on open order) are still in physical inventory.
	
	

	
	
	

	4. Perform a test count of the cash sales drawer and try to determine if the appropriate amount of funds is on hand (i.e. beginning balance plus sales for day should equal count).  Also, select a sample of cash tickets from customer file and ensure cash was posted and deposited.
	
	

	
	
	

	5. Review branch petty cash fund and conduct a cash count to ensure that cash on hand plus receipts agree with the imprest amount per (DGLI).  Also, review the expenditures from petty cash and verify all request for replenishment are reviewed and approved by a supervisor, the expenses are supported and appear reasonable.  Note: part of this can be done at corp. prior to field visit.
	
	

	
	
	

	6. Review deleted order reports from ACL.  Steps to perform: summarize on employee #; focus on who is deleting (i.e. counter person etc); review customer terms (i.e. cash customers with deleted orders etc).
	
	

	
	
	

	7. Trace a sample of invoices from customer file marked “paid cash” to daily journal and bank deposit to ensure sale is properly recorded and funds deposited.
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	D. ACCOUNTS RECEIVABLES/CREDIT ADMIN.
	
	

	
	
	

	Audit Objective: To determine whether adequate measures are taken to collect and clear past-due accounts.  The Branch should attempt to collect all trade receivables according to payment terms (these are typically 30-day terms). 
	
	

	
	
	

	Procedures:
	
	

	
	
	

	1. Ensure that branch A/R manager is aware of corporate A/R procedures manual and is following the assigned steps.
	
	

	
	
	

	2. Review the Branch’s procedures from setting up accounts to collecting receivables.
	
	

	
	
	

	3. Using the summary aging report, review the totals for each column (i.e. current is 70% of total, 61 and over is 4% etc.) to make overall assessment of the condition of the branch’s A/R.  Also, determine where the branch ranks among other SCP branches regarding receivables.
	
	

	
	
	

	4. Depending on the results of steps 1 – 3 above, we may want to take a sample of credit applications and try to determine if they are being filled out properly and any changes to terms are being documented in the file.  (Note: Improper handling of credit applications on the front end may result in poor performance on the tail end (A/R)).
	
	

	
	
	

	5. Using ACL download, perform detailed analysis on branch’s A/R.  Steps to do: separate and age all credits; aged positive A/R to get true idea of total receivables; filter out all invoice numbers ending in “cs”; separate “N” codes.
	
	

	
	
	

	6. Review any significant balances greater than 60 days old (i.e. in the 61-90 day column and older) with the Branch Manager or A/R Manager and verify that adequate steps have been taken to clear significant past-due account balances.  If over 60 day column appears significant, re-age those receivables to determine how old they really are and if write-offs are necessary.  Print credit notes on all balances greater than 60 days old and > $5,000.
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	E. INVENTORY MANAGEMENT
	
	

	
	
	

	Audit Objective: To determine if adequate internal controls exist over the management of inventory.  
	
	

	
	
	

	Procedures:
	
	

	
	
	

	1. Review the entire inventory process from the receipt of goods to disbursement of products through ship outs, transfers or counter sales.
	
	

	
	
	

	2. Perform a sample physical inventory (cycle counts) to ensure that both the warehouse inventory records and accounting records are accurate. The inventory count should be done from “books to shelf” and “shelf to books” (when possible).  Use ACL to develop test cycle count.  Test bin location accuracy. 
	
	

	
	
	

	3. Review Inventory Adjustment reports with branch management.  Obtain explanations for large adjustments.  These may indicate that withdrawals are either not being recorded by the warehouse, or the proper documentation is not being processed timely.  Additional questions for operations manager:
	
	

	
	
	

	· Has the inventory been reviewed for obsolescence (dead or excess stock)?  Ensure a recent evaluation has been performed to identify obsolete items (based on no movement) and the appropriate accounting entries were made and the items were physically removed from the Warehouse.
	
	

	· How is M surplus determined?  What is the value?
	
	

	· How is free product received in inventory and accounted for?
	
	

	Use statistical information provided by ACL to verify data above (i.e. product not moving for over 1 year and not put on M surplus etc.)
	
	

	 
	
	

	4. Physically inspect the warehouse noting whether access is limited to SCP personnel.  Also, determine whether conditions exists that may allow for employees to remove items from warehouse without catching the attention of other personnel.
	
	

	
	
	

	5. Inspect the warehouse and ensure the bins and products are clearly and properly labeled (SCP item number, product number & description).  Determine if bin locations are arranged in accordance with corporate operating guidelines.
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	6. Review the warranty process for handling and recording damaged goods.  Ensure the procedures agree with the corporate operating guidelines. Also, obtain the “warranty tags not on claims by vendor” report and determine if a warranty item not claimed exceeds 30 days.
	
	

	
	
	

	7. Review the vendor claims report and determine if the branch is following up on claims greater than 60 days.
	
	

	
	
	

	8. Review procedures for product returns.  How are we putting back on shelf?  How is it handled in the system?
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	F. PURCHASING
	
	

	
	
	

	Audit Objective: To determine whether adequate procedures exist over the purchasing of goods.
	
	

	
	
	

	Procedures:     
	
	

	
	
	

	1. Review the entire purchasing process from the procedures leading to a PO being created to the receipt of goods. Include in the review, the automatic replenishment process and the non-auto replenishment process (requisitioning process, specialty buys, etc.).  
	
	

	
	
	

	2. Try to determine if volume discounts and freight savings are considered when ordering.  Are we using min/max, EOQ, or just SWAG?
	
	

	
	
	

	3. Review the process for purchases made from vendors not on the vendor list. Determine how new vendors are added to the vendor list.
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	G. COMMERCIAL RECEIVING / SHIPPING
	
	

	
	
	

	Audit Objective: To determine if adequate procedures exist over the receipt of goods.
	
	

	
	
	

	Procedures:
	
	

	
	
	

	1. Review the receiving process from when goods are received to the time they are placed in inventory and the receipt is entered in the system.  Also, include the process for customer returns. Determine if controls are in place to ensure that receipts are not entered in the system more than once.
	
	

	
	
	

	2. Inspect the receiving area and determine if there is any material that has not been stocked the same day as receipt.  
	
	

	
	
	

	3. Review the process for handling receiving damaged goods.
	
	

	
	
	

	4. Review shipping procedures for both SCP delivery vehicles and third party carriers (UPS, AAA etc.).  Are procedures in place to “double” check all orders prior to leaving the building?  When and who confirms orders?
	
	

	
	
	

	5. How is the branch maintaining “proof of delivery”?  Test as necessary.
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	H. SAFETY, ENVIRONMENTAL, & SECURITY
	
	

	
	
	

	Audit Objective: To determine whether adequate procedures are in place for handling and sales of hazardous materials. 
	
	

	
	
	

	Procedures:     
	
	

	
	
	

	1. Check records for truck and drivers ensuring compliance (DOT).  If drivers carry more than 1,000 lbs. of hazardous material they will need Hazmat endorsement. Additionally, drivers will need CDL license for any vehicle with air brakes regardless of size.  This can be done at corporate (see corp. safety manager) prior to field visit.
	
	

	
	
	

	2. Interview the Branch Manager to determine if a regulatory agency (s) ever visited the facility and if so, issued a report or fine?  Was this reported to corporate?  Also, is the branch in compliance with local rules regarding chemicals?  (Note: there is no grandfather clause regarding people and safety)
	
	

	
	
	

	3. Tour the entire branch to ensure no environmental problems are noted.  Use quarterly or monthly safety checklists completed by branch safety coordinator and verify their responses. Ensure that all HAZMAT and OSHA regulations and guidelines are clearly posted and adhered to by Branch personnel.  Take pictures of any problem areas.
	
	

	
	
	

	4. Ask employees if they are satisfied with the training they’ve received regarding safety and hazardous materials?  Ensure safety manager is filling out monthly safety meeting logs.  Put most recent copy in file.
	
	

	
	
	

	5. Ensure branch posts appropriate documentation regarding labor law compliance. 
	
	

	
	
	

	6. Review branch’s closing procedures noting the responsible parties for ensuring doors are locked and alarm (if any) is set prior to leaving.  Test as needed.
	
	

	
	
	

	7. If branch is equipped with an alarm system, obtain a listing of employees with a code to ensure all are appropriate.  Further, determine how long codes are valid and if employees are required to re-set on a periodic basis.  Who can get in after hours?
	
	

	
	
	

	8. Make a cursory review of any surveillance system if applicable.
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