
AUE 2602 -    MANUAL CONTROLS / CYCLES

1. REVENUE /RECEIPT CYCLE 

REVENUE / TRADE and Other Account RECEIVABLE
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SALES REVERSED – RETURNED
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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.

• Every customer wishing credit facilities must complete an application form.

• Give Personal details & trade references and earnings etc.

• 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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RECEIPTS  (Debtors pay their accounts)
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Possible Reasons for increase in Trade receivables collection period:

1.         Lapping of cash / cheques received from trade receivables

2.   Theft of receipts

3.  Slacking of credit control

4.   Changing Credit Policy

5.    Clerical errors

6.    Economic conditions
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Accounts Receivable

• See Masterfile Changes
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SALES RETURNS – INTERNAL CONTROLS

CREDIT LOSSES – Internal controls
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STATIONARY  – Internal controls of Source Documents

CREDIT MANAGEMENT
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CASH SALES – INTERNAL CONTROLS
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CASH and CASH EQUIVALENTS – Internal controls
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2. ACQUISITIONS / PAYMENT 

CYCLE
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Main Purchases Functions:  

1. Ordering of goods function
• Purchases should be made from only approved suppliers 
• Purchase requisitions – should identify who is making the requisite
• Purchase orders – only authorized persons may order
• Orders should clearly state name of supplier, Acc No. description & quantity of goods, delivery address & 

signed by authorised purchase.

2. Receiving of goods and services

• Where proper checks are made that goods ordered are received 
• Upon receipt of goods, a goods received note should be made out by a staff member other than those 

dealing with ordering. 
• Goods received must be checked to order form for description, quantity and condition
• GR note must be signed by goods receiving clerk
• Returns of incorrect or faulty goods must be sent to the authorised returns department or clerk and a 

debit note issued. 

3. Recording of purchases and accounts payable

• Follow up on missing invoices
• Suppliers Invoices must be matched /checked with order form, delivery note and Goods received note 

before recording in journal
• Dates of order, Goods received and invoice must be checked
• Ensure that invoices are not recorded for goods that were not received. 
• Supplier invoice is recorded in the journal at correct prices - check clerical accuracy first of invoice.
• The correct supplier is identified and allocated correctly
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 PURCHASES    

  CREDIT PURCHASES – 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:
• Ordering of goods
• Inspection and storage of goods received
• 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.
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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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PAYMEMT OF CREDITORS

INTERNAL CONTROL  OF CHEQUES 

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

locked away.

2. A register of unused and used cheques should be kept .

3. All cheques cancelled should be clearly marked ”cancelled.”

4. All paid cheques must be filed numerically

5. Cheques should be crossed, preferably “not Transferable” 

6. No changes or alterations on cheque forms allowed.

7. Never make out bearer or order cheques

8. Person signing cheques should always ensure cheque is crossed

9. 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 :

• amounts agree as shown on remittance advice and 

• that cheques are made put to the correct supplier

11. Supporting documentation – statements and remittance advice should be stamped ”PAID’.
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12. Large amounts on cheques should require two signatures of 2 senior officials

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.
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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.

A separate 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.

• All paid cheques must be filed numerically
8.

• The company should maintain a Purchases Journal and Trade Payables ledger. 
• Reconciliation of Trade Payable ledger with the Control in General Ledger should be performed regularly. 
• 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

  ELECTRONIC FUND TRANSFER (EFT) – 

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. Monthly reconciliation of statement balances to individual accounts payable balances in the Creditors ledger 

and to control account in the general ledger.

12. Person signing authorization of payment must review all supporting documentation to support payment, 

includes reconciliations or remittance advice before authorizing EFT payment.

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

14. Check up any irregular payments.

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

16. Review accounts regularly.

17. Analytical analysis periodically.- age analysis

18. Follow up odd or unusual balances, or unfamiliar suppliers names.  
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3. INVENTORY/ PRODUCTION  CYCLE
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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!!

• Inspect certain sales after balance sheet date to see if they are realized at less than cost. 

• Select slow moving and obsolete inventory and see at what price they were invoiced when sold

• Enquire about general provisions for write downs and consistency with last prior years. 
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4. PAYROLL CYCLE
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3. RISKS – (FRAUD)  - Payroll
• Fictitious (dummy) employees included in payroll

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

• Errors in processing of pay-roll. 

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

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

hired. 

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

• Incorrect amounts paid to payroll deduction accounts payable
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2. DOCUMENTS NEEDED in PAY-ROLL FUNCTION
• Employee personal form – details of employee

• Employee changes form- any changes in employment are recorded

• Clock card or smart card – identification & recording hours worked

• Employee pay slip – Printout of wage calculation

• Payroll cheque or advice form or cash

• Pay-roll deduction returns – Eg: Medical, workmen’s compensation etc

• Pay packet-

• Tax certificate – year end IRP 5
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1. FUNCTIONS OF PAYROLL CYCLE:       
1. Initiating payroll transactions

• Hiring of new employees
• Termination of employees
• Changes in employment
• Data of contract – rates benefits etc

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

3. Preparation and recording of payroll transactions
• 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
• Actual pay-out to employees, by independent person
• Employee to show some form of identification
• Employees to sign for their wage pay-out received
• Unclaimed wages to be returned to cashier at head office
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1. GENERAL INTERNAL CONTROLS -  OBJECTIVES

1. Time registers or clock cards must be used

2. Maintenance of personnel records – wage rates to be checked by independent person

3. Calculation of wages payable should be checked by an independent person

4. A payslip is issued to enable an employee to check the amount being paid to him.

5. Identification of workers before disbursing wages

6. Disbursement must take place in presence of an authorised official.

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

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

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

2. PERSONAL FILES   -   INTERNAL CONTROL 
• Separation of duties should be implemented. 

• The HR Department should be responsible for maintaining the personnel files

• All relevant information regarding worker to be obtained and kept in file.

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

• The factory foreman should supervise who clocks in & out, in order to control access to the factory
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3. PREPARATION OF WAGE SHEETS 

       -  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

4. Separation of duty between calculation and recording function

5. Someone, - manager should compare rates with personnel files.

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

7. The next clerk works out the pay due & totals.

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

9. 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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4.  PAYOUT   - INTERNAL CONTROLS  - 

    (To ensure the occurance, accuracy and 

      completeness)  NB!!!
1. Physical security must exist over cash for disbursement.

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

3. The factory foreman should sign for the money received

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

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

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

of wage envelopes.

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

8. Employees should sign the wage record as evidence of receipt.

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

other person present at wage payout.

10. Unclaimed wages should be handed in to the cashier.

11. Unclaimed wages must be re-banked after a time period if still unclaimed.
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5. INTERNAL CONTROLS – UNCLAIMED WAGES        NB!!!
1. Unclaimed wage envelopes should be returned to the cashier

2. Cashier must record in unclaimed wage register

3. Cashier should sign the payroll record to acknowledge receipt thereof

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

5. 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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5. FINANCE and INVESTMENT 

CYCLE
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SHARE ISSUE  

Internal Control over issue of shares

1. Authorisation for the issue of shares

2. Compliance with necessary statutory requirements

3. Opening a bank account and shareholder’s cash book specifically for the share issue

4. Accounting for all applications in the application register

5. Authorisation and recording of allotments in the allotment register

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

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

8. Agreement of net cash receipts with the total allotments.

9. 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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