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Unit 3 - Business Processes & Internal Controls (20%)

Think — Your best teacher is your last mistake

01.Purchasing Process

Selecting supplier
E.g. TJ, Ocean Lanka

Factors to be evaluated

!

Lowest fabric price

Quality of fabric

Reliability of goods supply

Operation reliability (Business process, technology
use, controls)

e Financial stability (Size of the investment, No of
customers)

——Risk—>

On time delivery
Quality standard
Supplier solvency
Capacity

\ 4

Placing Order

Y

e Sourcing merchandizer - Raise PR (Purchase
requisition)

e Purchasing department — Raise PO ( Purchase
Order)

——Risk—>|

A4
Receiving
delivery

\ 4

Goods are ordered
that are not required
Purchased at an
excessive price

e Receive goods with invoice & delivery Note
e Raise GRN (Goods received Note)

——Risk—>

3 Way matched
- Invoice
-PO
- GRN

Delivered in bad
condition

Delaying delivery
Delivered more or less
guantity

Risk——>

Invoice for an
incorrect price &
amount




The Procumbent Process Insight

Budgetary controls in purchasing

There should be budgetary controls over purchase quantities & prices. The budgetary control
reporting system should ensure that significant differences between actual & budgeted
purchase quantities or process are reported to management for investigation

Documents in purchasing process

01. Purchase requisition

The purchase requisition note is used by purchasing department as authority
to place a purchase order with a supplier

The store department, which makes a purchase requisition when the
inventory level for the inventory item falls to a reorder level.

A manager in a department who has authority to make purchase requisition
for specified purpose up to an approved value limit

PURCHASE REQUISITION Reg No
Department/ Job number Date
Requested by
Latest date required
Quantity Code Number Description Estimated cost
Unit Rs

Authorized signature

02. Purchase Order

Copies of Purchase order are sent to the person who submitted the purchase
requisition (Often the shopkeeper) & accounts department

The purchasing department prepares a purchase order, which is sent to the
supplier.

Copies of purchase order

v Retained in the purchasing department

v Sent to the accounts department

v Sent to the storekeeper who made the purchase requisition



PURCHASE ORDER/ CONFIRMATION
Our order ref :- Date :-
To :-

Please deliver to the above address ordered by :-
Passed & check by :-
Total value Rs :-

Subtotal
Vat & 11%
Total
Points to note:-
. Some manufacturing organizations have a computerized system for managing

materials purchasing & production scheduling, known as a Material requirements
planning (MRP) system

. An MRP system schedules future production and identified the material required for
this production work

03. Goods Received Note

] Record of goods received at the point of receipt. This record is used to confirm
all goods have been received and often compared to a purchase order before
payment is issued.

. Copies of GRN
4 The purchasing department, as confirmation that the purchase order
has been fulfilled
v The accounts department, as evidence that the goods have been

received & used for 3way match
v The copy of the GRN held by the storekeepers should be used to
update the inventory record

GOODS RECEIVED NOTE WAREHOUSE COPY

NO
5576
DATE :- TIME:-
SUPPLIER & SUPPLIER’S ADVISED NOTE NUMBER
Quantity Reference number Description

Received in good condition :-




02.Inventory management process

Goods received from e
supplier g- "
PP e GRN
A 4
GRN S GRN

e 3 Way Match

4

Storing material

\ 4

Inventory coding

\ 4

Maintain BIN card

Ability identify current inventory level
Ability identify inventory location
Protection of material from damage,
destruction or thief

Inventory issuing

A 4

e Every stock item has unique identification

e Easy for documentation rather than writing

lengthy description
e Accurate

v

Inventory returns

Y

Material requisition note (MRN)
User department
Date of the requisition

Store code
Authorized signature
Person who requesting the material

A 4

Material Return Note
User department
Inventory item code

Y

Material issue note

Serial number of MRN
Detailed of material
issued

Date of the issue note

Date of return
Serial number of material issue note
Reason for the return

Y

Returned material
should be checked &
signed

Returned should be
updated in the
inventory records
Returned to supplier




02.1 Classification of inventory
= Raw material & component
=  Workin progress
=  Spare part/Consumables
= Finished goods

02.2 Perpetual inventory model
System where inventory records are updated whenever goods are received & issued.

Mostly computerized inventory system can be treated as perpetual inventory system

02.3 Business risks involved with the inventory management

Risk Internal control to mitigate the risk
Risk of shortage =  Monitoring minimum inventory level regularly
= Placing orders considering re order level
Risk of excessive inventory =  Maintain EOQ level
= Regular monitoring of maximum inventory level
Physical risk = Security guard
= CCTV
= Restrict access only to authorized persons
Risk in errors =  Conducting physical verification regularly
=  Carry out inventory reconciliation
=  Conducting inventory cycle count
Risk of issuing inventory =  Material Requisition Note
Accepting goods without = Check GRO with PO
referring to order details




03.Property plant & equipment

Fixed assets requirement

\ 4

Generate CAPEX
- Reason for the purpose
-Supplier
- Cost
- Authority

e Budgeted
e Non Budgeted

h 4

e Prepared by requisition
department
e Approved by senior management

—

Risk

- Exceed the budgeted level

- not necessarily required for the business
Control

-Approved by senior management

Supplier selection

A 4
Recording transaction
- GRN

e (Call 3 quotation

e Evaluate both price & the quality

e Should be authorization by the
quotation evaluation committee

Risk

- purchase from high cost suppliers

- Purchased from low quality suppliers
Control

-Approved by quotation evaluation
committee

A 4

- Capitalization &
payment

A 4
Identification for

e Purchased assets should be GRN
e 3 way matched & make payment —>
e C(Capitalized in general ledger

Risk

- Paying wrong amount

- capitalizing wrong amounts

- Wrong classification

Control

- 3 Way matched before the payment
- Assets periodic physical count

accounting purpose

A 4

- Future economic benefit generated by
the assets
- Cost can be measured reliability

Fixed Assets Register

h 4

Assets description
Asset code reference
Cost

Risk
- Risk of misusing assets
- Theft

Location of the assets
Purchase date
Depreciation

Written down value

Asset Disposal

A 4

Physical assets

"|- Approved by senior management

- Disposal CAPEX may be raised

verification

"|- Check physical existence against FAR

- Assets should have unique number

" control
- Assets register should periodically
reconciled with general ledger




04. Payroll process

Payroll process

v

Joining to the organization &
leaving from the
organization

Attendance capturing

Payroll processing

|

|

<«

Payment of salaries

Payroll reconciliation

|

|

Joining

- Create payroll record

(Payroll officer should be entered
data with the higher level approval)

Leaving
- Resignation letter should be

handed over to HR department

- HR department should
communicate to Payroll officer

- Payroll officer should prepare the
final payment

- Name of the employee should be
removed from the payroll

Risk

|

- Actual time should be captured
through the barcode swipe or figure
print

- Manual attendance changes should
be capered from the audit trial

- Proper request/Approval /
authorization should required for the
manual changes

- Over time hours should be
recognized after standard working
hours

- Segregation of duties (Payroll
officer is the only one authorized
party to run the payroll)

- Finance department should check
the accuracy of payroll before
payment

- Payroll officer prepares the payroll
& passes information to Finance
department for payments

- Salaries should pay at the specific
date or before that

- Necessary deductions should be
made such as EPF, ETF, PAYE

- Unclaimed salaries should keep in a
safe manner & relevant signatures
should be taken when it pay to the
employee

Reconciliation to ensure

e Employees have been paid
properly

e Accuracy of EPF, ETF, PAYE

e Accounting entries are correct

Risk

|

e Pay for non existing
employees
e Create fake employees

e Manual attendance
changed
e collusion

Risk

|

Risk

!

e Segregation of duties
e Calculation errors

e Under or over payment
e Wrong statutory deduction
e Paid to wrong employee




05. Cash management

Cash management

|

|

Cash Receipt

Cash payment

i

—

Need more attention

A

v

Preparation of bank
reconciliation

Short term cash
management

!

!

v

Petty cash management

!

- Receipts from sale of goods,
Other income, short term
investment

- All cash received should properly
update in the cash book &
relevant other accounts

- All the cheques, Cash payments
should enter in cash book

- Bank transfers/on line banking
should update in to the cash book
accordingly

- All the payments should support
by external document

- Payments should be authorized
with appropriate authority levels

- Most important internal control
to ensure accuracy of cash book

- Helps to identify possible errors
in the cash book & bank

statement

- un presented & deposits not
realized cheques

- Bank charges
- Direct deposit by customer

- Cancelled cheques

- Cash Surplus — Short term
deposit such as treasury bills,
demand deposits

- cash shortage — Bank OD, Short
term barrowings

- All of above should be done with
relevant approval levels

N

Risk

v

N

Risk

v

N

Risk

v

Risk

e Not properly record in
the books

® No proper valid
supportive document

e No proper valid
supportive document

e Pay for the wrong
supplier

e Pay wrong amount

e Errors in bank book &
bank statement

o Thief
e Use for fraudulent
activity

01. Petty cash float Should maintain weekly or
monthly basis

02. Cash collection from sales or debtors should not be
used for petty cash purpose

03. Petty cashier is responsible for managing petty
cash float

04. Petty cash vouches should be authorized by a
responsible person & should be supported with valid
external document

05. 10U should be settled with in given time period
06. Petty cash vouchers should have a serial number
07. Cross check attached voucher amount with bill
value

08. All petty cash vouchers to be entered in the petty
cash book

09. Performing surprise cash count

[
Risk

2
No proper valid document
Use for wrong purposes
Possibility to misuse the petty cash float
Delaying cash settlement
Exceed 10U limit







