Product Line:

Audit Program:
Customer Profitability
Overall Objective:
To evaluate the profitability measurement process associated with doing business with different customer size groups, using a working capital charge to adjust gross margin measurements.

Steps to Achieve Objective:

	
	
	
	WP Ref.
	Done By:

	1.
	Compare interest rate trending for the country in the past year to the sales terms granted customers.  Determine the potential loss/gain in gross margin due to the changes reflected.
	
	
	

	2.
	Obtain year-to-date customer list, which ranks customers according to sales amount.  Determine the number and percent of customers that make up 80% of the business and break sales for these customers by SBU
	
	
	

	3.
	Obtain gross margins by SBU and month for each of these customers.  Calculate an average gross margin by SBU
	
	
	

	4.
	Obtain accounts receivable balances by month for these customers.  Calculate and average accounts receivable balance for each customer
	
	
	

	5.
	Determine the amount of finished goods on hand by month for these customers.  
	
	
	

	6.
	Allocate raw materials and semi-finished goods inventory based on customer percentage of SBU sales
	
	
	

	7.
	Compile a report comparing working capital adjusted profit margins by customer and product group
	
	
	

	8.
	Prepare a schedule indicating the number of sub-products available, the number and percentage of sub-products which account for 80% of the customer sales and the number and percentage that represents the other 20% of sales.
	
	
	

	9.
	Discuss with Sales Manager the level of EDI activity either currently used or to be used in the near future, to bill customer and receive payment.  Determine if any customers have shown interest in using EDI.
	
	
	


