AUE 2602 - MANUAL CONTROLS / CYCLES

REVENUE / TRADE and Other Account RECEIVABLE

REVENUE

5 RISKS 5 Recording SICONTROLS
Invoices 4 Independent
enterad L. i, reconciliation
against Invoicing s and
incorrect CoOmparsons
debtor 3 anagement

Despatch

Wa rezha use atched to

1
Customer
Order &
Authorise

MAIN CREDIT- SALES FUNCTIONS

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

= Ordering

= PICKING

= Dispatch Function — Delivery Note

=  Inveoicing function — Credit Invoice and monthly
statements

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

=  Allowances — Discount f returns / credit losses

= Bad Debts/f credit losses
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WHAT ACCOUNTS ARE WE

DEALING WITH?

Income Statement: ____Balance SHEET

< Credit sales (P Inl) & Accounts receivable

«<» Cash sales (CRJ) (dr)

<+ Sales Returns (PA Jnl) <= Inventory (dr)

<+ Discount allowed < Bank- CASH (dr)

s (CRI) <+ VAT (Output) (cr)

%* Bad debts expense — :
<+ Allowance for Credit

Gen Inl

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)

Ny ke WwNRE

Credit Losses- authorisation (Gen Jnl)
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TEST ASSERTIONS AROUND:

Transaction

* Sale transaction:

- CREDIT

= Receipt _ _
transaction -
Debtor pays

Account balance

* Bank account

- CASH or ™eemmmssssssbalance

—+.Debtors account

balance

Revenue Assertions

= Revenue [(COCCA)— Income Statement

% Completensss
i Oecurrencs
L] Accuracy

2= Clmesification
2= Curt=olff

B Pl by gl deec ke (RO M)

DEBTORS - ASSERTIONS

<+ Accounts Receivable [PERV — C) = Balance

Shest

= Completeness

= Existenos

2 Vabuation and allocation

= Rights and abligations

= Presentation arnd discbngairs
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CYCLE

» Receive order
* Customer Order Doc

* 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

€€<€K

SALES REVERSED - RETURNED

= Gg-pds are returned
= Gepe-dds Retuarmed Wowcher
= Credic PMote

- et rse = ale

RECORDED [l

«
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REVENUE - FUNCTIONS |
CREDIT SALES

[Rel: JES 1072)
“* Receiving customer orders
<+ Authorising the sale

“* Processing the order

“+ Warehouse [ Picking

++ Daspatch

<+ Invoicing

“* Recording the sale and raising the debtor

“* Receiving & recording payment from debtors
< ALLOWAMNCES 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.
* 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.

AUE 2602 —INTERNAL Controls — 5 Cycles Page 6 of 54



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

g, 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 Mote - identify
orders not acted upon

7. Separation of duties between granting of creditand sales function

I.SALES AUTHORISATION
(Approval of Order)

WHATARETHERISKS?

Control Activities

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

* Inspect his credit references before orderis processed.

* Whetherhis 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— discountsallowed.
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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? T

Contral detivilies
*  Engquire and observe thatno order iz executed unless the credit has been approved.

*  Checksignature of dispatch clerk on deliverynote that goods dispatched have been checksed
regarding description and guantity against picking slipand DyNote and sign

* Despatchclerkto prepare delivery list, agreeing guantity and addess to delivery note.,
*  Deliverystaff supervise loading and sign list
*  There should only be one exit with o gatekesper

*  The gate-keeper should check thot goods legving the premisss gre the same in comparison
to the delivery note and heshould signto 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

*  {bserve if there is ssparotion of duties between =ales, dispatch and reconding of sales
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6. INVOICING

{Issue a credit Invoice)

Control Activities

1.
2.

Invoice clerk to maintain copy ofinternal order

Signed delivery note to be matched to Internal 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.

&,

Control Activities
1.
2.

—  Sequence check journal entries
- Compare entry to invoice
— Customer nagme on invoice to be same as in sales lournal

Invaices must be recorded in Sales tnl in numerical sequence

Cancelled invoices, must be clearly marked “cancelled™ and all copies in
the Invoice book
Total of all Invoicesmust agree tototalin Sales Inl - casts and extentions

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

independent person to:

Postings from sales journal to debtors ledger must be checked

Reconciliations of individual debtors to Debtor’s control inGen ledger
must be regularly performed.
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RECEIPTS (Debtors pay their accounts)

8. RECEIPT OF CASH

fIssue of Seguentially no Recepits =) CR Jnl)
Confrol Achivitier - RECEIVING Cash from Credit Customers

1. Post to be openad by teeo people=

Z. Resmithance diary — prepared by person responsible opening the mail, o record smownt recsived Sed
sipned

E3 Caosh summary sheet & cash register - tally rolls

4. Pre—numbered Recsipts issuwed o owstomers

= Receipts must be banked dodly

& Remittances adwicss — oredit customers paypments

F. El=ctropnic farnd's trorns receiged from oustomers to be followsd up and reconded
a. Photo copies direct deposit slips in bank

=2 Doposit ship not creosted by person oponing the post.

100 Bank receipts dzily snd stomped deposit slips made by the antity

11. Remittanos register and recsipts isswued to be reconciled with the bank deposit slip by indepgendent
supersisory person to bank deposits
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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 boak

4, Test postings to debtors ledger and control accounts

5. Cashreceipts journal to be reconciled with bank statements

b. Queries from debtors — re payments to be foliowed up by independent person

7. Reconciledebtors ledger to debtors control regularky by independent employee

Possible Reasons for /ncrease 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

AUE 2602 —INTERNAL Controls — 5 Cycles
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 LUnderstaterment (reduce tax)

« Owearstatement (increase profit)

+ Complex

= Cash settled (cash stolen)

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

Accounts Receivable

- See Masterfile Changes
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SALES RETURNS - INTERNAL CONTROLS

10. SALES, GOODS RETURNED

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

10

All goods to bereceived by goods returned department

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

Returned into stock and accountad for.

Make out Goods reburned voucher, signed by customer and one copy retained

Credit notes are made out by accounting department

Must be cross referenced to onginal invoice

Supervisor must approve credit, thatit iswvalid
Credit notes tobe recomded seqguentially in the creditallowance journal
Credit allowance journal to be scrutenised on reguiar basis by supervisor.

Inspect for large and unusual amounts.

CREDIT LOSSES - Internal controls

11. CREDIT LOSSES (BAD DEBTS)

(Reqguisition that must be approved — General Inl Entry)

1

2

i

oo~

11

12

Proosdures that showld be implemented to oasune that oaly actas! inrccoverabls cocooats recsivable baloacss ore written offf.

Credit applicacion conois must be In place

MonThily SEEMEATS Sent bo oebiorns

Age analysis musl be performed and foliowed wp I long oubstanoing

Credlt meEnager must folow oD giscrepancias  =ic

Long oums@rolng fabr must be handad over o legal representative for colieciion

T noTrecoversd. the amount must be ecommended To be wriitmn ofT

Each joumal entry reconded B wille of an acoount recehabie should e auchonzed ang approved

The person fo approve should noT e mohvad In he receipting or recebdng of c3sh process.

This senion person showld inDal ohe 3pprovalisquUesT S

The request form bo wiite of debt should be accompaniad Dy CONMREDOVMIMNGE OF prood Mt ere havwe been
Shempts b0 BCOVET  he amount End e debior kS achually imecoverabie

Amounts  should noT be weitoan OfT iF chey have \WrsT Dean mpaly for some Bme. here should be celiberaie
aifermpis o recover e monles outsianding first befione wirltineg) of

Winie—odTs must o aporoved by 2 crecll meEnager and spprosed By him -

AUE 2602 —INTERNAL Controls — 5 Cycles

Page 13 of 54




STATIONARY - Internal controls of Source Documents

12. Stationeryof CreditInvoices
(log books)

= A stationary register should be kept indicating the number of the hooks
and the consecutive numbered invoices there inreceived 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 refurned and indicated assuchin
the stationary register, and locked away by the senior official.

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

= All concelled inwvoices must be attached to the appropriate numhbered
copies inthe book.

CREDIT MANAGEMENT
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13 . CREDIT MANAGEMENT

Stafemenits & Deblfors accounts in ACC Rec Ledger = Confrel in Gl

Control Activities
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:
d Cash Sales
J Receipting

J Depositing
J Recording
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14. INTERNAL CONTROLS —CASH REGISTERS

1. Cash registers) tills should prefercbly be placed neor the exit of the business premises.

2. Cash registers showld display the amownt of 3 sale or print 3 1l slip so that the customer can check
the amount changed.

3. Cash registers should keep cumunlotive cash register tohmls,

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

3. Only the guthonized officio! may haowe o cash register key that permits @ocess to the cash registers
ot

5. Whan taidng the dzily cch register rezding the suthorized offical showlkd reset the oooanmunkrbive
mechanism b zeno.

7. The suthorized offical should lock soch cash register after the reading has eien plaos.

8. Cach cashier should be responsible for o specific cosh register, and not operate on anotheri,

9. Sach cash register showld howe o cosh floot

10 The suthoroised officdal and cashier should sign o cgsh float register for the recsipt and retwnn of
the cash float .

11 The cashier draers of cash registers. showuld howe docking focilities.

1Z. They should be unlocked sgch day by the guthonized supenvisor in the presence of the cashier =0
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13. CASH SALES
(Telly Slip —Cash Receipt Journal)

4.

&

-

INTERMNAL

Budit objective: 0OCCA

CONTROL =
Cash registers or tills are Shared aeer exitand disshay amowsts reavced

Frinbad ships ane qive to muchomers.

Theeci ourt points [hikks] ane moathored and cash oollectesd

inspedt mshing g recovds for Signatones of thoss responsible for onunting ozsh and necondling, to csh il
surmmary slips and reoords.

ﬂr_q:-b:depmi:r ships and mesh ok summery and ses that they ane dheckedd. 4 sigratee of nesponsible person
it Appesar

Regerform the check that depacited amount corresponcs with Dammany the

Completeness — Al Salex are recorded
Doourence
— Cash receipt recorded repressnts ash actually recsived  from oustomen
CUT OHf — In comrect accounting period
Claz=ification — Posted to commect ooount
Boouracy
— PReceipt and disoount wes comectly ohoulated
— and policy of discount allowsd to him applied and recorded comectly in the acoounting
records.
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INVESTMENT AND CASH

UNISA &=

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.
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1. INTERNAL CONTROLS: DEPOSITS

(to ensure that all cash received is banked.)

1.  Separste banking deposit forms shoulkd be preparsed for amounts recsived firom:
Cashsales
Credit recsipts

&l cash, cheques and other forms of money received should be deposited 3= soon a3s possible
after rec=ipt

Usualhy the next business day following recsipt

Could akso be collected by 8 codn security companyy, but the deposit shps must be retunned o
coompany for filing.

b

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

Al cheques received in the post must be crossed mmediatehy and recorded in a cash received
reqister

Ensurs that the correct drawer's names on cheques agres with thoss that were recsiptad and
ars banked in that batch.

as well as commect amount of cash recsived on receipts agree with the make-up of deposit.

This will enswre that “lapping™ of cash recsived is pravantsd

4. Dwrect deposits (EFT s} should be followsd up by senior staff and agree with amounts on bank
statements.

1. INTERNAL CONTROLS: DEPOSITS

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

5. Chequesreturned by the bank must berecorded separately inthecash payments
journal
— When re-deposited it must be deposited ssparately.
— Recorded separately in CRL
— Could b= re-receipted

6. Reconcilationsof theCR) and Bank statement must be maderegularly by an
independent person and checked by a senior accounts person.

7. Surprisecashcounts may be made by a senior accounts personat allcash  receipt
pointssimultaneoushy.

B. Cash couns prevent rolling of cash by any personnelmember.

9. Queriesreceived from customersshould not be handled by the same personwhao
receives and receipts cash
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PETTY CASH - INTERNAL CONTROLS

+  Must make use of imprest system — decreases the possbility of misappropriation
of funds

*  Must be responsibility of ONE persononby.

+ Mo cashshould bereceived other than cash drew n by chegueto reimburse the
petty cash expenditure incurred.

+  Pettycash recordto bewritten up daily .

*  Pettycash to be balanced at lesst once a monthto geneml ledeer by i ndependent
person.

+  Pettycashrecordsto beinspected by independent persononce amonthon
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 made out and
signed by both parties

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

*  Mocheguesshould becashed out of petty cash funds.

*  Noloansand l0OW's to staff from petty cash allow ed.

*  Pettycash should be locked away to secure agains theft.
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Cheque Payments - INTERNAL CONTROL

1. If preprinted signed cheques are wsed, cheques must be in possession of suthorized senior person and
lochoed armary.

2. A register of wnused and wsed cheques should be kbept .

3. Al czncelled chegues should be desrly marked “cancelled”

4. all paid chegues must be filed numerically

5. Cheques should be orossed, preferably “not Tensferable”

[ No changes or sfterations on cheque forms allowed.

7. Newer maloe out besrer or order cheques

8. Person signing cheques should always ensure cheque is crossed

9. Draen cheques must be presented together with statements duly checked and stamped as such

tomether with & remittance advice to the person signing the chegues.
10. Person signing should ensure that -
- amounts sgres = shown on remittancs  advics and
- that cheques are made put to the comect supplier
11, Supporting documentation — statements and remittance sdvice should be stamped ™ PAID7
12, large amounts on cheques should require twe signatures of 2 senior officizls
13. A separate bank sccount may be used for oreditors payments and payroll.

14, ‘Where computer equipment s used for generating and signing of cheques, the cheques should still be
signed alectronically
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EXPENDITURE

51 RISKS SICONTROLS
Invalid =t Eaviment ~ Signaml‘ies
payments to 4 . agree detail
fictitious Pay ™, on cheque to
creditors requisition ; uppﬂrtin;;
focuments
3
Recording
1) RISKS 2 Receiving CONTROLS
Incorrect / anagement
unauthorised ' authorisation
purchase 1 Ordering B
of goods
Inferior L suppliers list
quality | high
rices calings of
. UNISA ==

WHAT ACCOUNTS ARE WE

DEALING WITH?

Income Statement: Balance Sheet
% Creditpurchases Z+ Accounts payable
4 Cash purchases
£ Purchase Returns % Inventory
4 Discountreceived <+ Bank
- - < VAT
Risks imvelved in cycle

AUE 2602 —INTERNAL Controls — 5 Cycles

*  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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=
Purchase - FUNCTIONS \

ORDERING FUNCTION |[|SUPPLIER || GOODSRECEIVING [|__STORE — |7 ACCOUNTS
(EXTERNAL) FUNCTION INVENTORY || pEpARTMENT/
Purchaser
< Ordering (buying) RECORDING
<%  Receiving 82 Requisite / EUNCTION
/Aequisite /
‘!' Recording purchase 2
< pal Lo lleparat 2
form
':' Pa Order iorm
“* Recordi aymel Suppliers
= $ Delivery note Delivery Note
Suppkiers
Delivery note
Main Purc%‘hases Functions:
1. Ordering of goods function ’
e Purchases should be made from ohly appro O_O (Sj
* ___Purchask requisitions — should identify who received note e 1 GR Note +
e orders — only authorized persons
Last Copy should clearly state name of supplier | |n &|quantity address &
Pending file y authoris{ 02 - L
Invoice
2. Receiving off goods and Inventory
Card
e  Where proper che ods ordered are received
*  Upon receipt of goods, a goods regeived note should be made out by a staff 1 n those
dealing with ordering.

*  Goods received must be checked to order form for description, quantity and condition
*  GR note must be signed by goods feceiving clerk

1. Receives a requisiteRagurns|of incorrect or faulty goods must be sent to the authorised|returns department or derk and

order debit ngte issued. 2
2. Completes order formin
triplicate Goods Rec
3. Recording of purchases and accounts payable

¢  Follow yp on missing invoices
e Suppliefs Invoices must be matched /checked with order form, delivery note and Goods recgived note

before necording in journal
¢ Dates of order, Goods received and invoice must be checked

e Ensure that invoices are not recorfled for goods that were not received. +

e  Supplief invoice is recorded in the|journal at correct prices - check glerical accuracy first of invoice.

* The cortect supplier is identified and allocated correctly 02
lnvaice
Purch 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

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

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

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

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

A record of goods received should be maintained

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

Proper record must be kept of invoices in dispute and of goods returned to suppliers. Debit notes
must be issued.
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PURCHA:.SE CYCLE

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

Goods aredelivered and accepted

i j
= Delivery note and goods received note W
=

Invoice and purchase journal
Match invoice to GRN, DN, O
a4

Recording

+ Remittance and chegue req
« Payment of invoice

¢ Cheque
¢ Cheque agreed to supporting
document
» Cash payments journal
Recording * Recording cheque payment
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Ordering of goods

Control Acftivities

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

Conitrol Acftivities

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

oW

~
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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

2.

Control Activities
1.

Creditors statement reconciled to supporting
documents (invoices/payments)

Creditors ledger reconciled to creditors statement

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

Pre number cheque requisition including details of
cheque reguested.

Cheque req and supporting invoices given to
cheque signatories for authorisation

INTERNAL CONTROL OF CHEQUES

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

locked away.

L ® N o b B~ W N

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

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’.

AUE 2602 —INTERNAL Controls — 5 Cycles
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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.

Actual payment

Control Activities

1.
2.

-~

Two signatories for cheque payment

Signatories agree details on chegue to reg and

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

Cheqgues completed in ink with no gaps
Cheques issued in numerical order
Signed cheque to independent person to be mailed
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Cheque Payments - INTERNAL CONTROL

1 T preprinted signed chegques ane used, chegues. mast be in possescion of authonzed ssnior person and
ocioed| ey

2. A remiter of unused and vesd chegques: showld be ept

3. Al @noslled cheques should be dearly maried “noslied”

4. Al paid chegues must be filed numernicily

< Cheques should be crossed, prefeably “not Tensfearabl="
. No changes or afterations on cheque forms allowed.
7. Newer make out bearer or order chegues
a. Parson sipning cheques should slways =nsure dheque = oroszed
9. Drarami cheques must be presented topether with satements duly chedoed and stamped 2= sudh
tomether with a remittance advios to the person signing the chegues.
10.  Person signing should ensure that
. amounts agres 35 shown on remittanoe advice and
. that cheques are made put to the comect supplier

11, Supporting documentation — statements and remittanoe advice should be stamped R

12, lamg= amounts on cheques should require teo signatures of 2 senior officals

13. A separate bank aocount may be used for creditors payments and paynoll.

14 ‘Where computer squipment is used for genersting and signing of chegues, the cheques should still be
signed slectronicily

CREDIT PURCHASE PAYMENTS - by cheque

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

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

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

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’.

Cheques must be made out “Crossed”
Person signing cheques should always ensure cheque is crossed
Never make out bearer or order cheques

All cancelled cheques should be clearly marked
And kept in the cheque book and not destroyed

All paid cheques must be filed numerically

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.

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!!!

N o 0 &

10.

A authorized person who prepares the documentation for payment

Entity must register on-line access with bankers.

Access to internet must only be given to authorised senior persons other than person preparing
documentation for payment.

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

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

Certain amounts should need at least two signatories

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

Regular Bank reconciliations must be performed

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

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 Activities

1. Cheques recorded numerically in CPJ

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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INVENTORY

BIGGESTRISK:
Theft!

. 1 |
il FURCAHSE

CONTROL.:
Physical
Computer

« General

« Application

SUBSTANTIVE:
Existence

$

Inventory count

UNISA ==

RisKs Involved In the cycle
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DOCUMENTS = STOCK COUNT

u *|nventory sheet
u *|nventory tag
w e Adj form

What is an inventory count

* 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 —valueis less

- Haven’trecorded all inventory
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NB!! YEAR END
INVENTORY COUNT

* TEST — Existence

*TEST — Completeness
*TEST — Valuation
*TEST - Rights

INVENTORY COUNT

Management Auditors
perspective perspective
* PLANNING
— Set date, time and location * Planning
— Method of — Enguire as to, date, time
counting(Tag/Scan) and location
— How many counters—5taff . .
required — Organise audit Staff
* Supervision — Obtain written
» Prepwarehouse instructions
» Draftfloorplan—Inventory — Enquire as to stock not
locations to be counted/ counted
*  Preparewritten instructions but not in warehouse

and documentdesign

AUE 2602 —INTERNAL Controls — 5 Cycles Page 35 of 54



INVENTORY COUNT

Management
perspective

* STATIOMNARY

* Inventory sheets— Doc
counted

- Printed
- Numerically #
- NOQUANTITY — Write in

- Space for 2 counts

- Inventory adjform=
Authorised

WRITTEMN INSTRUCTIONS
FProvide 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

Count staff— Teamsof2 (1
countl Doc)

Countstock 2X

Mark counted (TAG)

Identify damaged
Controller inspect all counted

Recount if diff between 2
counts

Don 't trade on day - detail
Counters sign sheets (IR)

AUE 2602 —INTERNAL Controls — 5 Cycles

Auditors
perspective

DURING THE COLINT

Observe written instructions
adhered to

Identify damaged (V)

Perform test counts (CAND E)
Inspect all stock marked

If differ= Management ADJ
Seguence test on countsheets

Confirm inventory notto be
counted = excluded

Inspect count sheets signed
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INVENTORY COUNT

Management
perspective perspective

= Aafter
= After — Count sheet— Changes signed
- (IR)

— Ensure all is counted
- Sipned [(IR)

= Adjust records based on - Blank spaces

cowmt
= Dooument - Count procedures
-Test counts bo
cliznk
- Damaged stock

- Lt off doc &
-GErm o match Iny

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

e Enquire about general provisions for write downs and consistency with last prior years.
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AUE 2602 —INTERNAL Controls — 5 Cycles

PAYROLL

5 Deductions 4)CONTROLS
4) RISKS . ceoreantion
. : of duties,
Errors | theft Payout
Misappropriat |
ion 3 N

Payroll

2) BISKS Tlmekeeplng

Invalid hours 7
recorded \
\ (= rso I

UNIS ol

Key features

MNB!! Strong

WAGE/SALARY INTERNAL

EXPEMNSE =

L ARGE {j:n r‘ltrﬂls
= Mecessary

Involves cash No external
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

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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DOCUMENTS

e EMPLOYMENT ‘
CONTRACT

* CHANGES MADE

* REGISTER VALID E/E

« RECORDS HOURS

* TOTAL OF CLOCK CARDS

BATCH
CONTROLE

—~

patn o DEDUCTIONS = ACCURATE

TABLE J

* DOCUMENTS ALL DETAILS
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POCUMENTS

« CALC GIVEN TO E/E ‘

« WHO DIDN’'T
COLLECT

* COMPARE WEEK-
WEEK

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-

e Taxcertificate — year end IRP 5

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

- HR

- TIMEKEEPING

- PAYROLL PREP
- PAYMENT PREP
* DEDUCTIONS

1. FUNCTIONS OF PAYROLL CYCLE:

Initiating payroll transactions

¢ Hiring of new employees

¢  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
e Calculation of deductions/ allowances according to standard contract tariffs
e Calculation of total wage pay-out
*  Request & Drawing of cash for total wages
e 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
¢  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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Human Resources

Control Activities
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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GENERAL INTERNAL 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 VR~ W N

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

PERSONAL FILES - INTERNAL CONTROL

e 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.

e 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

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. Cheqgue for wages given to cheque signatories with payroll
and recon
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3., PREPARATION OF WAGE SHEETS

- INTERNAL CONTROL

1. Paysheets 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 N o v M

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

Controfl 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 promptlhy

Payment prep

Control Activities

1. Wage packets made up by 2 wage clerks

2. 0On delivery of wage packets section head should

- Sgres number of packets to payroll
- Azres details on payrodl to batch control

- Sign paynoll
3. Packets locked away until pay
Payout performed by 2 staff members — foreman and paymaster

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

6. On conclusion the two employees must agree all unclaimed packets to
payroll —unsigned and identify this on payroll

7. Details of unclaimed entered into unclaimed reg

8. Two must sign payrollas performing all of the abowve
9.  Unclaimed retained by paymaster in locked safe

10. On collection of unclaimed employee present ID

11. Unclaimed after two weeks banked

o
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Wage payout - Occurrence

Management

Avuditors perspective

Wagpe pachsiz made wp by I wage

S B0 PR T el

Lo ked g urt il delivery

O delrvery of pachets b0 sibe, saction
head o apree ¥ packets to payroll
Sipn report

Wagpe payout by & employess
|[paymaer ad head must be preset)
BE pressnt |0, countcash and sipn
payToll

Pary master agres sndasmaed to pagroll,
grter in reg and Spn

Ursclairmed locked up

1D whamr ool Beec T e b el

Bank ursciprmed sfter 2 wesks

Arrive before payout

Agree packetstonames,;
Armounts in payrall
Accompany paymaster to
payout

E/E Provides ID

UMNCLAIMED RECORDED IM
Register

Compare PW.COW Trends
Confirm unclaimed = banked
Sa mflple from record agree E/E

files deduction list and agres
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

Calc overtime/normal time

Complete batch control sheet

Test hours = accurate

* QObserve clocking

* Enguire as to foreman's
integrity

* Inspect foreman sig
authorising clock card

* Recalc hours per clock card
to budget
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WAGE PAYOUT

Management perspective

Auditors perspective

* Wage clerk prepare payroll
based on batch
* Supervisor verify:

= HMHowrs bo dock cord's

- Dedwpctions agoinst deductions
table

- Repedform colcs
- Sign payeell
* 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
TIMEOQLISLY

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
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

vk W

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

FIXED ASSETS RES 5

+SUBSTANTIVE
*RECONS

+ CHEQUE
CONTROL
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FINANCE |INVESTMENT

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

* TYPES: * TYPES:

- SHARES - VEHICLES

- DEBENTURES - PROPERTY

- LOAN FRON BEAMNEK - 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
LIABILITIES

INVESTMENT

- PPE

Investment in Shares
-Long Term Loans

- Intangible Assets
lnvestment in cash
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SHARE ISSUE

Internal Control over issue of shares

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.

Agreement of net cash receipts with the total allotments.

w e N o v kW N e

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