Revenue Recognition Fraud Risk Memo (AU-C 240)
	Client: [Client Name]
	Period end: [MM/DD/YYYY]

	Prepared by: [Initials] Date: [MM/DD/YYYY]
	Reviewed by: [Initials] Date: [MM/DD/YYYY]

	W/P reference: [Ref]
	Engagement: [Audit / Review / Compilation]



[Drafting note, delete before filing: Draft for professional judgment. Tailor it to the engagement and to your firm’s methodology, and have legal counsel review it where needed. It is not legal advice and does not by itself show compliance with professional standards. AU-C 240 as currently codified applies to audits of financial statements until SAS 151 takes effect. SAS 151 applies to audits of financial statements for periods ending on or after December 15, 2028, with early implementation permitted. If your firm has adopted SAS 151 early, align this memo with its text.]
1. Revenue streams
List each stream of revenue before concluding on the presumption. Percentages below are placeholders; use the entity’s actual amounts.
	Revenue stream
	Amount (USD)
	% of total
	Recognition pattern under ASC 606
	Key judgments or estimates

	[Product sales]
	[Amount]
	[x]%
	[Point in time at shipment / delivery]
	[Returns, rebates, variable consideration]

	[Services / subscriptions]
	[Amount]
	[x]%
	[Over time, input or output method]
	[Progress measurement, standalone selling prices]

	[Licensing / other]
	[Amount]
	[x]%
	
	

	Total
	[Sum]
	100%
	
	



2. Fraud risk factors specific to revenue
Consider the three conditions that are usually present when fraud occurs: an incentive or pressure, an opportunity, and an attitude or rationalization. Record what you found, not the generic list.
	Condition
	Factors considered
	Present? (Yes / No / Unknown)
	Evidence and source

	Incentive or pressure
	[Covenant compliance; earnings targets; bonus or earn-out tied to revenue; pressure from a lender, investor or parent; going concern]
	
	

	Opportunity
	[Complex or judgmental contracts; side letters; weak controls over manual entries; sales staff who can alter terms; revenue recorded by few people; significant period-end activity]
	
	

	Attitude or rationalization
	[Management history of aggressive estimates; prior restatements or auditor disagreements; communication that emphasizes targets over controls]
	
	



3. Engagement team discussion and inquiries
1. Engagement team discussion held [MM/DD/YYYY] and covered how and where revenue could be misstated through fraud: [summary, ref]
1. Inquiries of management, of those charged with governance and of others such as sales, customer service, legal and internal audit about knowledge of fraud, allegations of fraud or pressure on revenue: [summary, ref]
1. Unusual or unexpected relationships noted in analytical procedures: [none / describe]
4. Where revenue fraud could occur, by assertion
	Assertion
	How a fraudulent misstatement could arise here
	Revenue streams affected
	Response

	Occurrence
	[Fictitious sales; bill-and-hold; shipments not accepted; gross reporting when acting as agent]
	[Stream]
	[Confirmation; inspect shipping and acceptance evidence; contract review]

	Cutoff
	[Early recognition; holding the books open; channel stuffing; right of return after year-end]
	[Stream]
	[Cutoff testing on both sides of year-end; test credit memos and returns after year-end]

	Accuracy and valuation
	[Manipulated variable consideration, discounts or allowances; bias in estimates of progress]
	[Stream]
	[Recalculate; test the estimate and retrospective review]

	Classification and presentation
	[Contract assets and liabilities; principal versus agent; disclosures]
	[Stream]
	[Review disclosures against ASC 606]



5. Conclusion on the presumption
AU-C 240 presumes there are risks of fraud in revenue recognition. The auditor evaluates which types of revenue, revenue transactions or assertions give rise to those risks. If the auditor concludes the presumption does not apply in the circumstances, the reasons for that conclusion are documented.
	Revenue stream
	Presumption: not rebutted (significant risk) or rebutted
	Reasons if rebutted

	[Stream 1]
	[Not rebutted / Rebutted]
	[Reasons, specific to the stream: nature of the revenue, simplicity, absence of incentives or opportunity]

	[Stream 2]
	
	

	[Stream 3]
	
	



Management override of controls is a risk of material misstatement due to fraud in every audit and is not rebuttable. Cross-reference to the journal entry testing and estimate bias procedures at W/P [Ref].
6. Planned audit response
	Response
	Nature, timing and extent
	Unpredictability element
	W/P ref

	Revenue contract review for non-standard terms, side agreements and acceptance conditions
	[Sample selection and timing]
	[Choose a different sample basis or location from the prior year]
	[Ref]

	Confirmation of terms and balances with customers, including inquiries about side agreements
	[Selection]
	
	[Ref]

	Journal entries to revenue, particularly manual, late and unusual entries
	[Criteria]
	
	[Ref]

	Cutoff and subsequent credit memos, returns and cash receipts
	[Window]
	
	[Ref]

	Analytical procedures by stream, customer and month
	[Expectation and threshold]
	
	[Ref]

	Assign more experienced staff and increase supervision
	[Who]
	
	[Ref]



7. Results and communication
[Summary of results; any indication of fraud or suspected fraud and to whom it was communicated (management, those charged with governance, others) and when; effect on the audit opinion or the planned scope.]
Preparer and reviewer sign-off
	Role
	Name
	Signature or initials
	Date
	Extent of review

	Prepared by
	[Name]
	[Initials]
	[MM/DD/YYYY]
	Not applicable

	Reviewed by (senior / manager)
	[Name]
	[Initials]
	[MM/DD/YYYY]
	[Full / selected items]

	Reviewed by (engagement partner)
	[Name], CPA
	[Initials]
	[MM/DD/YYYY]
	[Full / significant matters and judgments]



Free template from CORAA (coraa.ai/us/templates). Draft for professional judgment: adapt it to the engagement and your firm’s methodology, have legal counsel review where needed, and check it against current AICPA, FASB and other applicable requirements before use.
