AUE 2602 - MANUAL CONTROLS / CYCLES

REVENUE / TRADE and Other Account RECEIVABLE

REVENUE

. BICONTROLS
o) RISKS 5 Recording )
Invoices 4 ) ~ Independent
entered L. ‘x reconciliation
against Invoicing 5 and

incorrect Ccompansons

debtor 3

Despatch

p.
Warehouse

1
Customer
Order &
Authorise

MAIN CREDIT- SALES FUNCTIONS

. Initiation and credit control function — Credit application
& identification forms

=  Ordering

. PICKING

=  Dispatch Function — Delivery Note

. Invoicing function — Credit Invoice and monthly
statements

= Sales and Accounts receivable recording function —
Receipts/ deposit slips

*  Allowances — Discount f returns f credit losses

= Bad Debts/ credit losses
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WHAT ACCOUNTS ARE WE

DEALING WITH?
Income Statement: Balance SHEET
< Credit sales (P Jnl) <+ Accounts receivable
<+ Cash sales (CRJ) (dr)
<+ Sales Returns (PA Inl) < Inventory (dr)
++ Discount allowed <% Bank- CASH (dr)
CRJ
. (CRJ) <+ VAT (Output) (cr)
** Bad debts expense — .
<3+ Allowance for Credit
Gen Jnl
Losses (Cr)
DOCUMENTATION.

from which the bookkeeper would have entered the
credit sales in the Sales (Accounts receivable) journal

Customer Order Form

Sales Order

Picking slip

Delivery note

Sales Invoice

Allowances Credit note — (Sales Returns Jnl)
Credit Losses- authorisation (Gen Jnl)

NenaEwNM
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TEST ASSERTIONS AROUND:

Transaction Account balance
* Sale transaction: * Bank account
- CASH or "mmmmmmm=ybalance
- CREDIT
* Receipt ,__--___-_---_"'""'-*DEh‘I'nrs account
transaction — | balance
Debtor pays

Revenue Assertions

“*Revenue (COCCA)— Income Statement

<= Completeness
2 Deoccocurrance

*

Ll

+» Accuracy
<+ Classification
< Cut-off

== Presentation and disclosure [(OCCA)

DEBTORS - ASSERTIONS

<i* Accounts Receivable (PERV — C) = Balance
Sheet
» Completeness

“» Existence
<+ Valuation and allocation

.

<+ Rights and obligations

.

“*+ Presentation and disclosure
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CYCLE

* Receive order
* Customer OrderDoc

» CREDIT APPLICATION / Credit check
» Manager signs Doc

* Pick the goods
* Picking Slip

<€€<K

» Deliver Goods
¢ Delivery Note

* Charge the customer
* Invoice

* Accounting records
* Journal

* Receive cash
* Receipt—Deposit slip

€€<€KL

SALES REVERSED - RETURNED

Goods are returned
Goods Returned VVoucher
Credit Note

"0
J \ y,

= Reverse sale
e Journal

RECORDED
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REVENUE - FUNCTIONS
CREDIT SALES

{Ref: J&5 10/2)
<+ Receiving customer orders
<}» Authorising the sale

+* Processing the order

<* Warehouse /[ Picking

<+ Despatch

<+ Invoicing

<* Recording the sale and raising the debtor

<+ Receiving & recording payment from debtors

a

J ALLOWAMCES and Credit Losses

REVENUE CYCLE
CONTROLS

» Strong control environment

* Competent trustworthy staff
» Segregation of duties

* Isolation of responsibilities

* Access controls

* Source document design

*» Comparison and reconciliation
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INTERNAL CONTROLS —-REVENUE RECEIPT FUNCTION

CREDIT SALES

| APPLICATION FOR CREDIT (Credit Application form)

1. INTERNAL CONTROLS: Application and Credit Control Function

Must establish a credit control department.
e Every customer wishing credit facilities must complete an application form.
e Give Personal details & trade references and earnings etc.

e Credit department should investigate application and Check that details supplied are not

fictitious
» Check customers credit status

» Assess the customers liquidity

» That the credit limits approved are in terms of the company’s criteria
»  Approve /establish credit limit for customer
» Establish payment arrangements/agreement and discounts allowed etc

* Once Approved , Details should be added to Master file on computer and application filed by
credit department.

* Any changes in the details or credit limit of customer must be authorized by a senior credit
controller.

» May issue identification cards to customers, to be produced when ordering in person.

* The manner, identification and authorised person of customer’s orders must be noted.
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2. RECEIVING the ORDER

(Order and Internal Sales Order + Approval)

1. For selected creditsales transactions investigate the signature for the
gpproval on the customers orders.  Order clerk must Signorder =
responsible

2. Must be an guthorsed customer

3. Test adherence to credit limits of selected customers by ascertaining
that outstanding balances are within their limits

L Ascertain & observe that customers are identified before orders are
approved

5. Sequentially # internal sales order

B. Make sure that strict control is exercised to ensure that all ordersare

accounted for. Sequence check/match to Delivery Note - identify
orders not acted upon

7. Separation of duties between granting of creditand sales function

3.SALES AUTHORISATION
(Approval of Order)

WHAT AEETHEEISKS?
Control Activities

* Enquire and inspect the credit application of customer. NEW
CUSTOMER = credit application

* Inspect his credit references before orderis processed.

* Whether his application was approved - Internal Sales Order signed
by credit controller

* The amount of his credit limit and credit checks. Credit limit set and
approved by management

* Terms of payment— discounts allowed.

AUE 2602 —INTERNAL Controls — 5 Cycles Page 7 of 53



4. WAREHOUSE

(Picking slip + Delivery note)

Whar are the risks>?

Conftrol Acftivities

1. Picker initial picking slip for each item picked
Spot checks by supervisor

2.
3. 2™ person to check goods picked to slip
4. Delivery Notes based on picking slip

5.

Delivery Notes = Picking Slip

5. DESPATCH

(Checking goods and Delivery Note)
What are the rishs>? —

Cantrol Activifies
*  Enguire and observe thatno order is executed unless the credit has been approved.

*  Check signature of dispatch clerk on deliverynote that soodsdispatched have beenchecked
regarding description and guantity against picking slipand BYNote andsign

* Despatchclerkto prepare delivery list, agreeing guantity and oddness to delivery note.
*  Deliverystaff supervize logding and sign list
*  There should onlybe ones exit with o gatekeeper

. The gate-keeper should check thot goods legwing the premises are the same in comparison
to the delivery note and he should sign to thefact onthe delivery note

*  Check the signature of the customer on both of the delivery note for evidence that they
received the soods

*  Deliverystaff to retain 2 copies of delivery notes

*  Obszerve if there iz separotion of duties between sales, dispatch and recording of sales
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6. INVOICING

{Issue a credit Invoice)

Control Activities

1.
2.

Invoice clerk to maintain copy of internal order

Signed delivery note to be matched to Iinternal SO
and maintained by invoice clerk

Frequently investigate Internal Sale Order that are
not addressed

Check prices per ISO to authorised price list

Prepare numerically sequenced invoice and agree to
ISO and Delivery Note

2™ person to check details per invoice and sign ( vat)

7. RECORDING SALE

{Order +fnvoice + Deliv Note entered into Sales Jnl)

3.

L

&

Control Activities
1.
2.

—  Segquence check journal entries
— Compars entry toinvoice
- Customer name on invoice to be same as in sales lournal

Invoices must be recorded in Sales tnl in numerical sequence

Cancelled invoices, must be clearly marked “cancelled”™ and all copiesin
the Invoice book
Total of all Invoices must agree to totalin Sales Inl - casts and extentions

Control total must be colculoted [/ obtained, and compared to the sales
journal after individual entries.

independent person to:

Postings from sales journalto debtors ledger must be checked

Reconciliotions of individual debtors to Debtor’s contral in Gen ledger
must be regularly performed.
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RECEIPTS (Debtors pay their accounts)

8. RECEIPT OF CASH

(Issue of Seguentially no Recepitsms) CR Jnl)
Contrel Activities - RECEIVING Cath from Credit Customers

1. Post to be opened by teso people

2. Remittance diarny — pregared by porson responsible opening the mail, to record smownt receiwed snd
sippned

3. Caosh summary shest B cach register - bolly nolls

4. Pre-numberned Recsipts issuwed to customers

= Aeceipts must be barnded ooty

a. Remittonce odwices — oredit customens popments

7. Bectronic farnd's transfiers reosived from customers to be followed wp and necornded
i Photo oopies direct depwrsit slips: in bank

o, Degosit sl not crested by gerson ogening the gost.

100 Bamir receipts daily and stovwmged' depoesit slips made by the sntity

11 Remittance regicter ond recsipts issued to be reconcibed with the Bank deposit slip by indepandant
Dupendisory person to bank deposits

9. RECORDING OF RECEIPTS
from customers (Cash Receipt Journal)

1. Accounting records - Cash receipts Jowrnal must be updated daily

2. Receipt numbers must be in Sequence

3. Cancelled receipts, must besomarked and all accounted for inreceipt book

4, Test postings to debtors ledger and control accounts

5. Cashreceiptsjournal to be reconciled with bank statements

6. Queries from debtors — re paymentsto befoliowed up by independent peson

7. Reconciledebtors ledger to debitors control regularky by independent employee
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Possible Reasons for increase in Trade receivables collection period:

1. Lapping of cash / cheques received from trade receivables
Theft of receipts

Slacking of credit control

2
3
4. Changing Credit Policy
5 Clerical errors

6

Economic conditions

« Understatement (reduce tax)

= Overstatement (increase profit)

= Complex

+ Cash settled (cash stolen)

= Credit settled (debtor cant pay — write back sale)
= Returns of stock (reverse sale) stolen

Accounts Receivable

o See Masterfile Changes
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SALES RETURNS - INTERNAL CONTROLS

10.

SALES, GOODS RETURNED

(Issue a credit note == Sales Returns/ Receivable Allowance Inl)

10,

All goods to be received by goods returned department

All returnrs must bechecked:
. Undamaged soods to Description and damage
. Counted and signed assuch

Returned into stock and accounted for.

Make out Goods returned woucher, signed by customer and one copy retained

Credit notes are made outby accounting department

Must be cross referenced to ariginal invoice

Superviszor must approve credit, that it iswalid
Credit notes tobe recorded sequentially in the credit allowance journal
Credit allowance journal to be scrutenised on regular basis by supervisor.

Inspect for large gnd unusual amounts.

CREDIT LOSSES — Internal controls
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11. CREDIT LOSSES (BAD DEBTS)

(Reqguisition that must be approved — General Inl Entry)

Proosdures that shoald be implementsd o casure that oaly achaa! irrscovenoble aooouats reosivabls balaaoss are writhen of -

1 Credl application  conmis must be In place

2 Monthly sEEmeNTs sent o debions

3 Ags analysis must be perormed 2nd foliowed Up B kong outstanaing

4 CTecl MERSger MUS! TONOW UD (USCIRpaNCies aic

5 Lowng QUTSEEAOWNG 08T Must be handed over o kegal reprecentaihve fior coliection

im

T noT recoverad, e amount must b ecommsanaed 0 e writmn OfT

Each jowmal entry reconded bo wie of an account recebeble showld be authorized and approved
The person b0 Spprove should moT be rvohved In e receipfing of receling of c2=h process.
Thils senlor parson shoukd dnldal the approvaliegquest foom

The request fiorm o wirike off cebt should be accompaniad Dy cormasporoencs’ of prood hat here have been
aitempts b0 ecover e amount and e debor ks achually mecoverable

N

[=]

11 Amounts  showndd noT Do writmen OFT I They have MisT bean Umpald for some e hene should e celliberaie
aifemnpes B0 necover he monles ouisianding fMrsl befione wiilling off

12 Winie-ofTs must be approved by & credl menaqer and sppoosed by him

STATIONARY - Internal controls of Source Documents

12. Stationery of Credit Invoices
(log books)

= 4 stationary register should be kept indicating the number of the books
and the consecutive numbered invoices there in received from the
printers.

= Al unused books should be kept under strict control of a senior official.
= Booksin use should be signed for.

=  The completely used books should be returned and indicated assuch in
the stationary register, and locked away by the senior official.

=  Only 1 book (or as many as is deemed necessary)should beinuse at a
given time.

=  All concelled invoices must be attached to the appropriate numbered
copies inthe book.

CREDIT MANAGEMENT
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13 . CREDIT MANAGEMENT

Stafoments & Debfors accounts in ACC Ree Ledger — Confrol in GL

Conftrol Acftivities
1. Monthly statement sent to debtors

2. Follow up debtors exceed credit terms (long outstanding)
3. Credit manager to follow up if no success
4. Hand over to attorney’s

5. No luck, write the debtor off with authorisation from
financial manager

CASH SALES
( Telly slips - Dr Bank/ Cr Sales)

FUNCTIONS:
J Cash Sales
J Receipting

J Depositing
J Recording
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14. INTERNAL CONTROLS —CASH REGISTERS

1. Cash registers)’ tills should preferably be placsd negr the exit of the business premises.

2. Cash registers showld disploy the aomowunt of 3 sale or print 3 1l slip so that the customer can check
the amount chamged.

3. Cash registers should keep cuvmunkotive cash register totols,

4. ndividual sales and total sales con be printed onto o tolly ol

3. Only the authorized official may hawe o csh register key that permits @ooess to the cash registers
totsll

5. When talking the daily cach register rezding the suthorized offical showld necet the eooumunkrbive
mechanism bo zeno.

7. The suthorized official should lbock sach cosh register after the reading has tien plaos.

i Each cashier should be responsible for o specific cosh register, and not operate on anothers.

9. Each cash remister showld howe o cosh floot

10 The suthongized official and cashier showld sign o cosh flogt register for the receipt and retwnn of
the csh float .

11, The cashier drasers of cash registers showld howe ocking focilities

1Z. They should be uniocked sgch doy by the outhonized supenvisor in the presenoes of the cashier =0

153. CASH SALES
(Telly Slip —Cash Receipt Journal)

INTERMAL DONTROL 5
1 Cash registers or tills ans sthused aeser exit and dissley amouats reoonded

z Frinbad sips ane give to muchomers.

£ Cheecic st poinds (tilks) ane mowdtonsd and cash colleched.

4 lnspert cEshing up recerds for siEratores of thoss rasponsible for oounting oesh and neoondling to csh til
summary slips and raonds.

3 rapact depoct shps and Ceoh Sk SummEry and see that they are duecdkerd A Sprathee of responaible parson
should appesr
[ Regerform the chek that depocitead amount cormesponcs with Dammany the

Budit objective: OOCCA
— Completeness — Al Sales gre recorded
-  Oooumence
— Cash receipt recorded represents cash actually received  from customes
— OUT 04f — In correct accounting pericd
—  Oassification — Posted to comrect acoount
- BAoourscy
— PReceipt and discount wes comectly cloulated
— and policy of discount allowsd to him applied and recorded commectly in the accounting
reconds.
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+SUBSTANTIVE
*RECONS

+ CHEQUE
CONTROL

« COUNT
+ CONTROL

UNISA &=
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CASH and BANK Transactions and Balances

CASH and CASH EQUIVALENTS

FORMS OF FRAUD

1. Lapping - Withholding the last receipts. Or

making receipt entry for cheques received in future
receipts numbers and not depositing the cheque
immediately. Replacing cash receipts with those
cheques.

2. Kiting - End of month. Cheque drawn on Bank A,
Deposited in bank B, Not shown in bank A.

1. INTERNAL CONTROLS: DEPOSITS

(to ensure that all cash received is banked.)

1.  Separate banking deposit forms should be prepared for amounts recsived finom:
Cash sakes
Credit recsipts

Al cash, cheques and other forms of money recsived should be deposited as soon 3= possible
after recaapt

Usualhy the next business day following recsapt

Could also be coll=cted by 3 coin security companys, but the deposit shps must be returned to
Cconmnipanyy for filng .

b

3. Senior accounts staff should reconcils daihy the cash recsived ships and recsipts to the totals of
the bank

Al cheques received in the post must be crossad mmmediatehy and recorded in a3 cash recsived
register.

Ensure that the comect drawer's names on chegues agres with those that were receipted and
are banked in that batch.

as well 35 comrect amount of cash recsived on recsipts agres with the makeup of deposit.

This will ensure that “lapping” of cash recsived is preventad

4 Darect deposits (EFT s} should be followsed up by senior staff and agres with amounts cn bank
statements. .
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1. INTERNAL CONTROLS: DEPOSITS

(to ensure that all cash received is banked.) Continued

5. Cheqguesreturned by the bank must berecorded separastely inthe cash payments
journal

— When re-deposited it must be deposited ssparately.
— PRecorded separatsly in CRL
— Could be re-receipted

6. Reconcilationsof theCRl] and Bank statement must be maderegularky by an
independent person and checked by a senior accounts person.

7. Surprisecashcounts may be made by a senior accounts person at allcash  recsipt
points simultanseoushy.

8. Cash counts prevent rolling of cash by any personnelmember.

9. Queriesreceived from customersshould not be handled by the same personwho
receives andreceipts cash
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PETTY CASH - INTERNAL CONTROLS

+  Must make use of imprest system — decrezses the posshility of misapproprigtion
of funds

*  Must be responsibility of ONE personon by

* Mo cash should bereceived other thancash drewn by chegueto reimbursethe
petty cash expenditure incurred.

*  Pettycashrecordto bewritten up daily .

*  Pettycash to be balanced at lesst once a month to general ledeer by independent
person.

*  Pettycash recordsto beinspected by independent persononce a monthon
surprise base.

*  Pettycash source documents must be properly cancelled andfiled, sothat they
cannot be used azain.

+* |If expenditure receipt is not available, a petty cashwoucher must be madeout and
signed by both parties

*  Personresponsible for petty cash should not have accessto thegeneral ledoer.

*  Mocheqguesshould be cashed out of petty cash funds.

* Mo loansand 0W's to staff from petty cash allowed.

*  Pettycash should be locked away to secure againg theft.

Cheque Payments - INTERNAL CONTROL

1. f preprinted signed cheques are wsed, cheques must be in possescion of authorized senicr person and
achoed awey.

A register of unused and vsed cheques should be kept

Al cancelled cheques should be desrly marfed “canosdled”

Al paid cheques must be filed numericzily

Cheques chould be crossed, prefesbly “not Tensfesble™

Mo changes or afterations on cheque forms allowed.

Mmoo

Mewer malke out bearer or order cheques

Person signing cheques should slweys ensure cheque is orossed

[TER ]

Draren cheques must be presented together with statements duly chedoed and stamped as such
topether with o remittenoe advice to the person signing the chegues.
10 Person signing should ensure that
- amounts agres a5 shown on remittances  advics and
" that chegues gre made put to the conrect supplier
11. Supporting documentation — statements and remittancos advics should be stamped “PAIDT
12, Larme amouwnts on cheques should require two signatures of 2 senior officials
13. A separate bank acoocunt may be used for oreditors payments and payroll.
14, Where comparter esquipment is used for generating and sipning of cheques, the cheques should still be
signed alectronicily
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EXPENDITURE

5) RISKS BICONTROLS
Invalid = Eavament ~ Signatories
payments to 4 . agree detail
fictitious Pay . on cheque to
creditors requisition supporting

documents
3

Recording

S 2 Receiving CONTROLS

N \
Incorrect / . anagement
unauthorised 4 ' authorisation

purchase 1 Ordering

" of goods Approved
Inferior suppliers list
quality [ high

prices - =" UNISA ==

WHAT ACCOUNTS ARE WE
DEALING WITH?

Income Statement: Balance Sheet
4 Credit purchases < Accounts payable
4 Cash purchases -
£ Purchase Returns * Inventory
4 Discountreceived < Bank
- - < VAT
Risks imveolved im cycle

*  Understate creditors balance

— How? Cut off of purchase transaction

* Misappropriation of assets
- Order goods for personal use
- Fictitious payments to creditors
- Claim vat on purchase not allowed to
- Accept bribes from suppliers to use their service
- Theft of goods at receiving function
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ORDERING FUNCTION

rurchaser

Z/Kquisite

preparati

Paymen

» Délivery note

Payment
Recording p

SUPPLIER GOODS RECEIVING STORE — ACCOUNTS
(EXTERYAL) FUNCTION INVENTORY DEPARTMENT/
Lurchas ——
RECORDING
2 Requisite / FUNCTION
z) ’
2 Order Form
urchasge form g
ppliers

Delivery Note

v

v

16oodsredived
Main Purchases Functions: hote GR Note .
3
Las’t-Copy Ordering of gpods function |
Pending file¢e  Pufichases should bgpradefromronjyapproved suppliers -
Punchase| requisitions — should identify who is making the reqtiisite l
chase|orders — om\og&@orized persgns m wd/er/g!
e Orders should clearly state name of supplier, Acc NG. description & quantity of = Jddress &
signed by authorised purchase.

2. Receiving of §
e Wherep
1. Receivesa reauisigept?izn req
ealing W
order ° oods re
2. Completes order fgkm in
. . note
triplicate
e Returns g
debit not
3. Recording of

Suppliers
before re

Ensure th
Supplier
The corrg

s00ds and services

eipt of goods, a goods rec
ith ordering.

e issued.

Follow up on missing invoices
Invoices must be matcheg

cording in journal

Dates of prder, Goods received and

at invoices are not record
nvoice is recorded in the j

oper checks are made tha

ceived must be checked ta
must be signed by goods receiving clerk
f incorrect or faulty goods

purchases and accounts payable

ct supplier is identified an

t goods ordered are received
rived note should be made out b

order form for description, quan

must be sent to the authorised r

/checked with order form, deliv
invoice must be checked

purnal at correct prices - check cl
d allocated correctly

tity and condition

ery note and Goods rece

ed for goods that were not receivied.
erical accuracy first of in

a staff member other than those +

2

eturns department or clerk and

ved note

Goods Rec N

Dte

02

Inv

oice

oice.

A

Py

rch Jnl
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PURCHASES

CYCLE CONTROLS

» strong control environment

» competent trustworthy staff
* segregation of duties

* isolation of responsibilities

* access controls

* source document design

= comparison and reconciliation

CREDIT Pu RCHASES — INTERNAL CONTROLS

1. The authority to purchase should be vested only in certain specified employees or purchasing
department

2. Orders should only be numbered consecutively and control should be exercised so that all orders
are duly accounted for

3. A stationary register should be kept and control over the issue of unused order books and goods
received books

4, Separation of duties between personnel responsible for:

e Ordering of goods
e Inspection and storage of goods received
e Checking invoices against orders, delivery notes and goods received

5. A record of goods received should be maintained

6. Invoices should be checked against appropriate delivery notes, goods received notes and orders.
They should be stamped that they are checked by the person responsible before transaction is
entered in the journals

7. Proper record must be kept of invoices in dispute and of goods returned to suppliers. Debit notes
must be issued.

AUE 2602 —INTERNAL Controls — 5 Cycles Page 22 of 53




PURCHA:.SE CYCLE

v

+ Requisition and order
= Requesting goods per re order level
» Placed order based on req

+ Delivery note and goods received note
» Goods aredelivered and accepted

+ Invoice and purchase journal
= Match invoice to GRN, DN, O

Recording

e Remittance and cheque req
e Payment of invoice

e Cheque
e Cheque agreed to supporting

document
e Cash payments journal
AUE 2602 —INTERNAL Controls — 5 Cycles Page 23 of 53
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Ordering of goods

Control Activities

1. Order clerk only place order on receipt of
authorised purchase requisition

2. Order match purchase requisition

3. Order authorised before sent (accurate and
suitable)

4. Approved supplier listing

5. Order and requisition = prenumbered and
sequentially filed

Receiving of goods

Control Activities

1. Receiving area physically secured and access
controlled

Goods off loaded in presence of receiving clerk
Match delivery note to order

Match quantity and type of goods to order
Inspect conditions of good

Draw up goods received note, indicating only goods
accepted

Sign delivery note and ensure delivery staff sign

N

~
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2 RECEIPT, STORAGE and ISSUE OF INVENTORY -
—INTERNAL - CONTROL

1. Proper segregation of duties between the persons responsible for the order, purchase,
receipt storage sale delivery and accounting of inventory.

2. Only the store-man should have access to the inventory in the store.

3. There should only be one entrance where inventory is received and is issued, and there
should be a guard who checks that goods only leave the store once a despatch/delivery
note has been issued.

4, On receipt of the purchased stock, the delivery note should be checked with the order
form to compare and confirm goods ordered have been received and a goods received
note should be issued.

5. Goods must only be issued on the evidence of an authorised order/invoice from sales
department.

6. All stationary should be pre-numbered (order , goods received notes,) and should be
controlled by a senior official.

7. The senior store-man should record the goods received/ and issued on the
stock/inventory cards.

8. A senior person should carry out test checks and determine if correct procedures are
being followed. Differences should be followed up.

9. A senior person should do test counts of stocks/inventories in the store-room on a
regular basis. Differences should be followed up.

10. A senior person should identify obsolete and slow moving stock.
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Payment preparation

Control Acftivities

1. Creditors statement reconciled to supporting
documents (invoices/payments)

Creditors ledger reconciled to creditors statement

3. Creditors clerk identify creditors to be paid to
comply with credit terms.

4. Pre number cheque requisition including details of
cheque requested.

5. Cheque reg and supporting invoices given to
cheque signatories for authorisation

N

INTERNAL CONTROL OF CHEQUES

1. If pre-printed signed cheques are used, cheques must be in possession of authorized senior person and
locked away.

A register of unused and used cheques should be kept .

All cheques cancelled should be clearly marked “cancelled.”

All paid cheques must be filed numerically

Cheques should be crossed, preferably “not Transferable”

No changes or alterations on cheque forms allowed.

Never make out bearer or order cheques

Person signing cheques should always ensure cheque is crossed

W e N oV~ W N

Drawn cheques must be presented together with statements duly checked and stamped as such together
with a remittance advice to the person signing the cheques.
10. Person signing should ensure that :
e amounts agree as shown on remittance advice and
e that cheques are made put to the correct supplier
11. Supporting documentation — statements and remittance advice should be stamped ”PAID’.

12. Large amounts on cheques should require two signatures of 2 senior officials
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13. A separate bank account may be used for creditors payments and payroll.
14. Where computer equipment is used for generating and signing of cheques, the cheques should still be signed

electronically or otherwise by authorised signatory.

Actual payment

Control Acftivities
1. Two signatories for chegue payment

2. Signatories agree details on cheque to req and

supporting documents and cancel supporting doc’s
so cannot be paid again

3. Chegues completed in ink with no gaps

-

Cheques issued in numerical order
5. Signed cheque to independent person to be mailed
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Cheque Payments - INTERNAL CONTROL

1 f preprinted sipned chegues gre used, cheques. must be in possession of suthorized ssnior person znd
ocioed ey
2. & remicter of unused and used cheques: should be loept
3. Al ncslled cheques, should be dearly marioesd “noeli=d”
4. Al paid chegues must be filed numericzlly
5. Cheques should be croszed, preferably “not Tensferable”
& Mo change=s or sfterations on chaque forms allowsd.
T Never make out bearer or order cheques
8, Person signing cheques should alsays ensure cheque is croszed
1 Dream chaques must be pressanted topether with statements duly chedoed and stamped s sudh
tomether with & nemitianoe advioe to the person signing the dhegues.
10, Person signing should ensure that
- amounts aEnee 2= shown on remitanoe adwvios z2nd
. that cheques are made put to the comect supplier

11, Supporting dooumentation — statements and remittanee advicos should be stamped “FAIDF

12, lerme smounts on cheques should require two sipnatures. of 2 senior officizls

13, A separste bank acoount may be wsed for oreditors payments and paproll.

14,  ‘Wherse computsr squipment i used for generating and signing of cheques,. the cheques should still be
signad slactroniclly

CREDIT PURCHASE PAYMENTS - by cheque

1.
= The clerk should first check that all invoices are accompanied by an order form, goods received note and
delivery note and duly signed & checked for receipt and amounts.
=  The invoices should be recorded in the Purchases Journal
= All cheque requisition forms should be pre- numbered together with a reconciled remittance advice
2.
=  Drawn cheques must be presented together with statements duly checked and stamped as such : who
prepared and checked remittance, who prepared payment and who signed cheque and date of payment
together with a remittance advice to the person signing the cheques
3.
=  Aseparate bank account may be used for creditors payments
= Only one cheque book should be in use.
= Register of cheque books should be kept
4,

= Use of a rubber stamp can easily cause fictitious payments & not recommended
= Must be signed by an official.
= All cheques over a certain amount should require two signatures of 2 senior officials
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= Person signing should ensure that amounts agree as shown on remittance advice and that cheques are
made put to the correct supplier
= Supporting documentation — statements and remittance advice should be stamped ”PAID’.

5.
=  Cheques must be made out “Crossed”
= Person signing cheques should always ensure cheque is crossed
= Never make out bearer or order cheques
6.
= All cancelled cheques should be clearly marked
= And kept in the cheque book and not destroyed
7.
e All paid cheques must be filed numerically
8.
e The company should maintain a Purchases Journal and Trade Payables ledger.
e Reconciliation of Trade Payable ledger with the Control in General Ledger should be performed regularly.
e  Remittance advise will also be prepared more accurately.
9.

= This will only reflect Inventory that is paid for.
= A Purchases journal should be kept and posted to Trade Inventory to indicate all goods received by the
company, irrespective of whether it has been paid for.

CREDITORS PAYMENTS - INTERNAL CONTROLS

NB!!!

1. A authorized person who prepares the documentation for payment

2. Entity must register on-line access with bankers.

3. Access to internet must only be given to authorised senior persons other than person preparing

documentation for payment.

4, Access to PC terminal must be authorized by passwords to transfer funds from bank account

5. Amount of transfers from bank account should be restricted by authorization.

6. Certain amounts should need at least two signatories

7. Manual reconciliation of total of cheque payments captured to transaction listing of cheque payments made by
senior staff member.

8. Regular Bank reconciliations must be performed

9. Person authorizing EFT payment to review printout of each month for evidence of unusual and unauthorized

payments.
10.  Only senior or authorized staff may add new supplier details on the EFT system Details must be supplied by

the supplier and kept in confidential file.
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11.

12.

13.
14.
15.
16.
17.
18.

Monthly reconciliation of statement balances to individual accounts payable balances in the Creditors ledger
and to control account in the general ledger.

Person signing authorization of payment must review all supporting documentation to support payment,
includes reconciliations or remittance advice before authorizing EFT payment.

EFT payment to be made by authorized person other than the person preparing the remittance.

Check up any irregular payments.

Supporting vouchers (invoices & recons) should be marked as “paid” by signatory to prevent resubmission.
Review accounts regularly.

Analytical analysis periodically.- age analysis

Follow up odd or unusual balances, or unfamiliar suppliers names.

Recording

Conftrol Activifies

1. Cheques recorded numerically in CP

2. CPlreviewed regularly by management for missing
cheque numbers

3. Reconcile cash book to bank statement — reviewed
by independent staff

4. Returned cheques filled numerically and reviewed
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BIGGESTRISK:
Theft!

INVENTORY

CONTROL: ) Funcanse S
Physical

Computer
« General

- Application

SUBSTANTIVE:
Existence

4

Inventory count

UNISA &=

RisKks Involved In the cycle
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DOCUMENTS = STOCK COUNT

“ e|nventory tag ﬁ
“ eAdj form J

What is an inventory count

elnventory sheet

* Process by which management count physical
goods on hand and compare them to the goods
recorded in the accounting system.

* WHY?

* May have overstated/understated assets

- Doesn’t exists
- Damaged —value s less

- Haven'trecorded allinventory
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NB!! YEAR END
INVENTORY COUNT

e TEST — Existence

*TEST — Completeness

* TEST — Valuation
*TEST - Rights

INVENTORY COUNT

Management Auditors
perspective perspective
* PLANNING
— Set date, time and location * Planning
— Method of — Enquire as to, date, time
countingTag/Scan) and location
— How many counters—Staff . .
required — Organise audit Staff
* Supervision — Obtain written
» Prepwarehouse instructions
» Draftfloor plan—Inventory — Enguire as to stock not
locations to be counted/ counted
*  Preparewritten instructions but not in warehouse

and document design
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INVENTORY COUNT

Management
perspective

* STATIOMNARY

* Inventory sheets— Doc
counted

- Printed
- Numerically #
- NO QUANTITY — Write in

- Space for 2 counts

- Inventory adj form=
Authorised

WRITTEN INSTRUCTIONS
Provide to staff in advance

Identify team and
responsibilities

Method of counting
Goods not included
Sign inventory sheets

Date, time and location

INVENTORY COUNT

Management
perspective
DURING THE COUNT

» Countstaff— Teamsof2 (1
count 1l Doc)

» Countsiock 2X

*  Mark counted (TAG)

» |ldentify damaged

« Controllerinspectall counted

* Recountifdiffbetween2
counts

* Don't trade on day - detail
* Counterssign sheets (IR)

AUE 2602 —INTERNAL Controls — 5 Cycles

Auditors
perspective

DURING THE COUNT

Obhserve written instructions
adheredto

Identify damaged (V)

Perform testcounts (CAND E)
Inspect all stock marked

If differ= ManagementADJ
Seguence test on countsheets

Confirm inventory notto be
counted=excluded

Inspect count sheets signed
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INVENTORY COUNT

Management
perspective

* After
— Ensure all is counted

— Adjust records based on
count

uditors
perspective

After
— Countsheet— Changes signed
(IR}
-Signed [(IR)
-Blank spaces
— Document - Count procedures

-Test counts to
client

- Dramaged stock
- Cut off doc #
-Grnto match Inw

1. INTERNAL CONTROLS - DURING THE COUNT

1. Inventory must be neatly packed and stacked, with similar items together & aisles kept clear
2. Inventory count forms must be pre-numbered
3. A register must be kept to record all issued and returned pre-numbered

inventory count forms.

4, Persons receiving and returning inventory count forms must sign the register for receipts and
Returns.

5. Segregation of duties between counter, writer functions and they must sign count cards

6. Reliable personell must be used

7. Inventory count must take place according to originally planned.

8. Proper supervision of count must take place.

9. If differences arise during the recounts by counters these must be reported to supervisors

and resolved.

10. The supervisors must do test counts and differences must be rectified.
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11. There must be no movement of inventory during the count.

12. Slow moving, obsolete and damaged inventory must be identified and recorded as such.
13. All Inventory must be tagged according to the inventory count instructions.
14. The latest invoice/document numbers of purchases and sales must be recorded to control

the inventory that will be included or excluded from the inventory at year-end.

15. Inventory in transit and inventory held on consignment at other premises must be identified

and must be taken into consideration.

ACCOUNTING POLICY NOTE:

The method of inventory calculation is based on the invoice price of the inventory and includes related

freight and other costs to bring the items to the place of sale

NET REALISABLE VALUE-

Is the selling price at the close of the financial year less estimated variable costs of selling.

VALUATION - First-in-First-Out

The latest cost of the goods purchased are taken into consideration to value the inventory on hand, while

earlier consignments are charged to income.

Net Realizable value — NB!!

e Inspect certain sales after balance sheet date to see if they are realized at less than cost.
e Select slow moving and obsolete inventory and see at what price they were invoiced when sold

e Enquire about general provisions for write downs and consistency with last prior years.
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PAYROLL

5 Deductions 4)CONTROLS
4) RISKS a Segregation
. of duties,
Errors | theft Payout
Misappropriat )
ion 3 B

Payroll

2) BISKS Tlmekeeplng

Invalid hours 7
recorded T
W\ Pe rso nnel

UNISA Tl

Key features

MNB!! Strong

WAGE/SALARY INTERNAL

EXPEMNSE =

L ARGE {:::. r‘ltmli
= Mecessary

Involves cash Noexternal
payment to documents
staffin the therefore great

form of opportunity for
salary/wage fraud.
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FRAUD IN THE CYCLE

1. WAGES ARE PAID IN CASH = EASY TO
STEAL

2. INTENAL DOC’S = CHANGE INFO TO GET
PAID MORE (hours and rate)

3. CREATE FICTICIOUS EMPLOYEES =
DOUBLE SALARY/WAGE OR DONT
REMOVE WHEN LEAVE

3. RISKS — (FRAUD) - Payroll

e  Fictitious (dummy) employees included in payroll

e Unauthorized changes to gross pay rates by an individual with access to the employee permanent file

e Errorsin processing of pay-roll.

e  Payroll deductions may be incorrect and not authorized, resulting in incorrect returns and wage pay out.

e Payroll payments may be made to the incorrect employee. This occurs especially where casual labour is
hired.

e Unclaimed wages are misappropriated if left unclaimed for long periods.

e Incorrect amounts paid to payroll deduction accounts payable
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DOCUMENTS

e EMPLOYMENT ‘
CONTRACT

* CHANGES MADE

* REGISTER VALID E/E

* RECORDS HOURS

« TOTAL OF CLOCK CARDS

BATCH
CONTROLS

—

patts o DEDUCTIONS = ACCURATE

TABLE J

* DOCUMENTS ALL DETAILS
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POCUMENTS

« CALC GIVEN TO E/E ‘

e WHO DIDN’'T
COLLECT

* COMPARE WEEK-
WEEK

2. DOCUMENTS NEEDED in PAY-ROLL FUNCTION

e Employee personal form — details of employee

e Employee changes form- any changes in employment are recorded

e Clock card or smart card — identification & recording hours worked

e Employee pay slip — Printout of wage calculation

e Payroll cheque or advice form or cash

e  Pay-roll deduction returns — Eg: Medical, workmen’s compensation etc

e  Pay packet-

e Tax certificate — year end IRP 5

AUE 2602 —INTERNAL Controls — 5 Cycles
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Functions of the cycle

- AR

s TIMEKEEPING

- PAYROLL PREP
s PAYMENT PREP
s DEDUCTIONS

1

. FUNCTIONS OF PAYROLL CYCLE:

Initiating payroll transactions

e Hiring of new employees

e Termination of employees

e Changesin employment

e Data of contract — rates benefits etc

2. Recording of time worked or service provided
e  Supervising of Clocking in & out of workers present on day

3. Preparation and recording of payroll transactions
e  Capturing of individual hours worked with rates
Calculation of deductions/ allowances according to standard contract tariffs
Calculation of total wage pay-out
Request & Drawing of cash for total wages
Completing & filling of pay-roll packet/ envelope by independent person not responsible for pay-roll
preparation /calculations.

4. Paying the payroll
e Actual pay-out to employees, by independent person
e Employee to show some form of identification
e  Employees to sign for their wage pay-out received
e Unclaimed wages to be returned to cashier at head office
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Human Resources

Control Activities
1. All request originate from department making request
2. Requests signed by head of department

3. Changes to contract acted upon after consultation with
relevant parties and considering laws
4. Changes must be authorised
5. File kept for each employee
- Employment contract

- Performance appraisals
- Personal details

Timekeeping

Control Activities
1. Limit and supervise entry and exist points

2. Clock cards prepared by personnel department in terms
of authorised e/e list

3. Admin clerk collect clock cards at end of the week and
- Agree number of cards to e/e list

- Calculate ordinary and overtime

-  Complete batch control sheet

4. Section head authorise overtime and sign batch total as
reviewed
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1. GENERALINTERNAL CONTROLS - OBJECTIVES

=

Time registers or clock cards must be used

Maintenance of personnel records — wage rates to be checked by independent person
Calculation of wages payable should be checked by an independent person

A payslip is issued to enable an employee to check the amount being paid to him.
Identification of workers before disbursing wages

Disbursement must take place in presence of an authorised official.

Disbursements should be done by persons who have taken no part in preparing the wages

Employees should sign the record as evidence of having received their wages,

w e N o v~ W N

The disbursing clerk should mark the appropriate items in the wage record as having been paid.

2. PERSONAL FILES - INTERNAL CONTROL

e Separation of duties should be implemented.

e The HR Department should be responsible for maintaining the personnel files
e Allrelevant information regarding worker to be obtained and kept in file.

e Access to factory should be limited to one entrance to control access

e The factory foreman should supervise who clocks in & out, in order to control access to the factory

Payroll preparation

Control Activities
1. On receipt of batch total, check details
2. Wage clerk prepare
- Payroll
- Recon of difference between priorweek and current week wages
3. Supervisor verify
- hours and rates againstthe clock cards and employee list
- verify deductions
- Reperform calculations
- Sign the payroll
4. Head of payroll review and sign payroll and recon
5. Chegue for wages given to cheque signatories with payroll
and recon
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3. PREPARATION OF WAGE SHEETS

L - INTERNAL CONTROL

1. Pay sheets to be prepared by clerk or foreman.

2. Details of time worked, piece work and rates.

3. The wage clerk should recalculate the hours worked on the clock cards, compare them with wage sheet
and initial that task was properly performed

Separation of duty between calculation and recording function

Someone, - manager should compare rates with personnel files.

From cards register is drawn up indicating names, rates, hours, deductions and advances.

The next clerk works out the pay due & totals.

Accountant should check wage sheet for accuracy of calculations performed by wage clerk and initial it.

W X N o v b

Cashier checks the previous & makes out the cheques.or draw the cash required.

10. Cheques should not be made out to cash but rather to a person-the accountant or person responsible for
drawing the cheque

11. Cheque must only be signed once the wage sheet is completed and satisfied with calculations

12. Particulars of rates X Hours etc should appear on the wage payout envelope so that employees may
check them.

13. The factory foreman should sign for the money received

14. Payments made by wage clerk & person identified by foreman or other official.

15. Duties should be rotated.

16. Annual leave should be taken at one time so that irregularities can be discovered.

17. Official should take note of absenties.

18. Unclaimed wages should not be paid out to fellow employees.

19. Unclaimed wages should be investigated.

20. Wages should be signed for.

21. Wages paid should be signed for by person preparing them.
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Deductions

Control Activities

1. Monthly schedule for:
- Posting entries to raise liabilities for deductions

- Making necessary payments on time
- Supervisory checks on activities

2. Payroll and return forms presented to signatories
for review prior to signing cheques

3. Monthly review of GL to confirm deductions are
being cleared promptly

Payment prep

Conitrol Activities
1. Wage packets made up by 2 wage clerks

2.  On delivery of wage packets section head should
- Sgres number of packets to payro
- Azres details on payroll to batch contro
- Sign payro
3. Packets locked away until pay
Payout performed by 2 staff members — foreman and paymaster

5. Employees present ID to collect pay, sign payroll as accepted and count
cash

6. On conclusionthe two employvees must agree all unclaimed packets to
payroll —unsigned and identify this on payroll

7. Details of unclaimed entered into unclaimed reg
Two must sign payrollas performing all of the above
9. Unclaimed retained by paymaster in locked safe

10. On collection of unclaimed employee present ID

11. Unclaimed after two weeks banked

s

b
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Wage payout - Occurrence

Management

Auditors perspective

= WWage packets madeup by 2 wage
department members

= Locked up urtil delivery

= On delivery of packets to site, section
head to agree # padckets to payroll

= Sign report

= Wage payout by 2 employees
[paymaster and head must be present)

= EE present |IC, countcash and sign
payroll

= Pay master agree unclaimed to payroll,
snter in reg and sign

= Unclaimed locked up

- 1D when collect unclaimed

- Bank unclaimed after 2 weseks

Arrive before payout

Agree packets to names,
Amounts in payroll

Accompany paymasterto
payout

E/E Provides ID

UNCLAIMED RECORDED 1M
Register

Compare PW:CW Trends
Confirm unclaimed =banked

Sample from record agree E/E
file/ deduction list and agree
to payment

Wage Payout

Management perspective

Auditors perspective

Entry and exit points limited

and supervised

Card prepared by HR

End week, collect wage cards

and:

agree # to payroll

Test hours = accurate

* QObserve clocking

* Enquire asto foreman's
integrity

* Inspect foreman sig
authorising clock card

* (Calc overtime/normal time * Recalc hours per clock card
* Complete batch control sheet to budget
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WAGE PAYOUT

Management perspective

Auditors perspective

* Wage clerk prepare payroll
based on batch

* Supervisor verify:

Hours to clock cards

Deductions against deductions
tabls

Reperform calcs

Sign payroll

* Cheque signed by 2 signatures
after inspection payroll

Test rates = accurate

Hours split Normal and OT
Deductions = Deductions

table

RECALC NET (GROSS-
DEDUCTIONS)

Recorded in correct

GL for month it relates to
PAYMENT TO SARS —PAYE

TIMEQUSLY

4. PAYOUT

- INTERNAL CONTROLS -

(To ensure the occurance, accuracy and

completeness) NB!H!

AN L o o

10.
11.

Physical security must exist over cash for disbursement.

Amount due to each employee should be recorded on a payslip.

The factory foreman should sign for the money received

Some one else other than the foreman should be present at a wage payout

The employee must be identified and sign for his/her wage

disbursement should proceed in presence of the authorized official who supervises the distribution

of wage envelopes.

Disbursing clerk should mark off in the wage records all wages that are paid out.

Employees should sign the wage record as evidence of receipt.

Unclaimed wages should be recorded in an unclaimed wages register and signed by the foreman and

other person present at wage payout.

Unclaimed wages should be handed in to the cashier.

Unclaimed wages must be re-banked after a time period if still unclaimed.
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5. INTERNAL CONTROLS — UNCLAIMED WAGES
NB!!!

Unclaimed wage envelopes should be returned to the cashier
Cashier must record in unclaimed wage register
Cashier should sign the payroll record to acknowledge receipt thereof

wages still unclaimed at close of following week should be deposited in the bank

LA

when unclaimed wages are subsequently paid, proper identification of the employee should be

established.

6. employees should sign unclaimed register to acknowledge receipt.
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INVESTING AND FINANCE

+SUBSTANTIVE
*RECONS

+ CHEQUE
CONTROL

UNISA &=
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FINANCE |INVESTMENT

» FUNDS IN ORDER TO » THE SOMETHING WE ARE
PURCHASE SOMETHING PURCHASING

* TYPES: * TYPES:

- SHARES - VEHICLES

- DEBENTURES - PROPERTY

- LOAN FROM BANK - SHARES

ABOUT THE CYCLE

LESS FREQUENT TRANSACTIONS
TRANSACTIONS = MATERIAL = FINANCE
GOVERNED BY STATUTE — CO ACT
UNIQUE DOCUMENTATION

LINK TO PURCHASE CYCLE

PRIMARY RISKS FOR LIABILITY AND
ASSET
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AUDIT PROCEDURES -
FINANCE
« SHARE CAPITAL
- RESERVES
- DEBENTURES
LONG TERM LOANS
- FINANCE LEASE LIAILITIES

* PROVISIONS & CONTINGENT
LIABILITTES

INVESTMENT

- PPE

e Investment in Shares
Long Term Loans
 Intangible Assets
 Investment in cash

AUE 2602 —INTERNAL Controls — 5 Cycles Page 51 of 53



SHARE ISSUE

Internal Control over issue of shares

1.

2
3
4
5
6.
7
8
9

Authorisation for the issue of shares

Compliance with necessary statutory requirements

Opening a bank account and shareholder’s cash book specifically for the share issue
Accounting for all applications in the application register

Authorisation and recording of allotments in the allotment register

Recording all cash received in the shareholder’s cash book.

Recording of repayments in respect of applications not taken up in the shareholders cash book.

Agreement of net cash receipts with the total allotments.

Issue of share certificates only for shares allotted.

10. Correct accounting records and correct recording of the allotments in the register.
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