
CHAPTER 10

THE REVENUE CYCLE:  

SALES AND CASH COLLECTIONS

INTRODUCTION

· The revenue cycle is a recurring set of business activities and related information processing operations associated with providing goods and services to customers and collecting their cash payments.  The primary external exchange of information is with customers.

· Information about revenue cycle activities flows to other accounting cycles.  For example, the expenditure and production cycles receive information on sales volume so they’ll know when to buy or make more products.  The human resources/payroll cycle uses sales information to calculate commissions and bonuses.  The general ledger and reporting function prepares financial statements and performance reports from the information.

· The primary objective of the revenue cycle is to provide the right product in the right place at the right time for the right price.  

· This chapter, explaines how the three basic AIS functions are carried out in the revenue cycle, i.e.capturing and processing data; storing and organizing the data for decisions; and providing controls to safeguard resources (including data).

REVENUE CYCLE BUSINESS ACTIVITIES

· Four basic business activities are performed in the revenue cycle:  sales order entry, shipping, billing, and cash collection.

SALES ORDER ENTRY

· Sales order entry is performed by the sales order department.  The sales order department typically reports to the VP of Marketing.  Steps in the sales order entry process include: take the customer’s order; check the customer’s credit; check inventory availability; and respond to customer inquiries.

· Take Customer Order:  In taking customer orders, order data are received on a sales order document which may be completed and received in the store, by mail, by phone, on a website, or by a salesperson in the field.  The sales order (paper or electronic) indicates item numbers ordered, quantities, prices, and salesperson.  To reduce human error, customers should enter data themselves as much as possible.

· IT can improve efficiency and effectiveness by routing online orders directly to the warehouse for picking and shipping; using sales history to customize solicitations; offering choiceboards to customize orders; using electronic data interchange (EDI) to link a company directly with its customers or manage the customer’s inventory; using email and instant messaging to notify sales staff of price changes and promotions; and equipping sales staff with laptops and handheld devices to provide presentations, prices, marketing and technical data, etc.

· One objective of the AIS is to ensure the accuracy and reliability of the data collected.  Edit checks to be performed include validity checks on the customer account and inventory item numbers; completeness check to make sure all needed information was collected; and reasonableness tests comparing the quantity ordered to past history.

· Check Customer Credit:  Credit sales should be approved before the order is processed any further.  There are two types of credit authorization:  general authorization for existing customers that are not over their credit limit and do not have past-due balances; and specific authorization for all others.  IT can improve the process through automatic checking of credit limits and balances and emails or IMs to the credit manager for accounts needing specific authorization.

· Check Inventory Availability:  This step involves ensuring there is sufficient inventory to fill the order and advising the customer of the delivery date.  If there are enough units to fill the order, the sales order is completed, the quantity available field is updated in the inventory file, and the shipping, inventory, and billing departments are notified of the sale.  An acknowledgment is also sent to the customer.  If there’s not enough to fill the order, a back order is initiated.  Accurate inventory records are needed so customers can be correctly advised of their order status.

· Respond To Customer Inquiries:  This activity may occur before or after the order is placed, and the quality of this customer service can be critical to company success.  Many companies use Customer Relationship Management (CRM) systems to support this process.  CRMs should be seen as tools to improve the level of customer service, encourage loyalty, and retain customers—not as a way to keep them off your back.

· Transaction processing technology can be used to improve customer relationships.  POS systems can link to the customer master file to automatically update accounts receivable, print customized coupons, etc.

· IT should be used to automate responses to routine customer requests, e.g., phone menus, automatic account balance or order status info, FAQs, and online chat options.  These methods free up customer service reps to deal with less routine issues.

SHIPPING

· The second basic activity in the revenue cycle is filling customer orders and shipping the desired merchandise.  Consists of two steps:  picking and packing the order; and shipping the order.  The warehouse department typically picks the order.  The shipping department packs and ships the order.  Both functions include custody of inventory and ultimately report to the VP of Manufacturing.

· Picking And Packing:  A picking ticket is printed by sales order entry and triggers the pick-and-pack process.  The picking ticket identifies which products to pick and how many of each.  Warehouse workers record the quantities picked on the picking ticket, which may be a paper or electronic document.  The picked inventory is then transferred to the shipping department.  Technology such as bar-code scanners, conveyer belts, wireless devices, and RFID tags can speed the movement of inventory and improve the accuracy of perpetual inventory records.

· Shipping:  The shipping department compares the following quantities: physical count of inventory; quantities indicated on picking ticket; and quantities on sales order.  Discrepancies can arise if items weren’t stored in the location indicated or perpetual inventory records were inaccurate.  If there are discrepancies, a back order is initiated.

· The clerk then records online the sales order number, the item numbers ordered, and the quantities shipped.  This activity updates the quantity-on-hand field in the inventory master file, produces a packing slip, and produces multiple copies of the bill of lading.
· The shipment is accompanied by the packing slip, a copy of the bill of lading, and the freight bill.  One copy of the bill of lading is kept in shipping to track and confirm delivery; one is sent to billing to trigger an invoice; and one is retained by the freight carrier.

· A major shipping decision is the choice of delivery methods.  Some companies maintain a fleet of trucks; but companies increasingly outsource to commercial carriers (reduces costs and allows company to focus on core business).  Selecting the best carrier means collecting and monitoring carrier performance data for on-time delivery and condition of merchandise delivered.

· Another decision relates to the location of distribution centers.  Many customers want suppliers to deliver products only when needed.  Logistical software tools can help identify optimal locations to minimize amount of inventory carried, meet customers’ needs, and optimize the use of delivery vehicles on a day-to-day basis.

· Globalization makes outbound logistics more complex.  Distribution methods differ around the world in terms of efficiency and effectiveness.  Country-specific taxes and regulations affect distribution choices.  Logistical software can also help with these issues.

· Advanced communications systems can provide real-time info on shipping status and thus add value.  If you know a shipment will be late and notify the customer, it helps the customer adapt.

BILLING

· The third revenue cycle activity is billing customers.  Involves two tasks:  invoicing and updating accounts receivable.

· Invoicing:  Accurate and timely billing is crucial.  Billing is an information-processing activity that repackages and summarizes information from the sales order entry and shipping activities.  Requires information from the Shipping Department on items and quantities shipped and from Sales on prices and other sales terms.  The basic document created is the sales invoice.  Invoices may be sent/received in paper form or by EDI.  When buyer and seller have accurate online systems the invoicing process may be skipped.  An integrated AIS may also merge the billing process with sales and marketing by using data about a customer’s past purchases to send information about related products and services with the monthly statement.

· Updating Accounts Receivable:  The accounts receivable function reports to the controller.  This function performs two basic tasks: debits customer accounts for the amount the customer is invoiced; and credits customer accounts for the amount of customer payments

· Two basic ways to maintain accounts receivable are the open-invoice method and the balance-forward method.  Under the open-invoice method, customers pay according to each invoice.  Under the balance-forward method, customers pay according to the amount on their monthly statement, rather than by invoice.

· Cycle billing is commonly used with the balance-forward method.  With cycle billing, monthly statements are prepared for subsets of customers at different times.  Produces more even cash flow, more even workload, and doesn’t tie up the computer for several days to print statements

· Image processing can improve the efficiency and effectiveness of managing customer accounts.  Digital images of customer remittances and accounts are stored electronically.  Provides for fast, easy retrieval, rapid transmission of documents, and drastic reductions in storage space.

· Adjustments to customer accounts may need to be made for returns, allowances for damaged goods, and write-offs of uncollectibles.  These adjustments are handled by the credit manager.

CASH COLLECTIONS

· The final activity in the revenue cycle is collecting cash from customers.  The cashier, who reports to the treasurer, handles customer remittances and deposits them in the bank.  Because cash and checks are highly vulnerable, controls should be in place to discourage theft.  Accounts receivable personnel should not have access to cash (including checks).

· Possible approaches to collecting cash include turnaround documents that are forwarded to accounts receivable; lockbox arrangements; electronic lockboxes; electronic funds transfer; financial electronic data interchange (FEDI); accepting credit cards or procurement cards from customers; and electronic bill payment.

CONTROL OBJECTIVES, THREATS, AND PROCEDURES

· In the revenue cycle (or any cycle), a well-designed AIS should provide adequate controls to ensure that the following objectives are met: (1) all transactions are properly authorized; (2) all recorded transactions are valid; (3) all valid and authorized transactions are recorded; (4) all transactions are recorded accurately; (5) assets are safeguarded from loss or theft; (6) business activities are performed efficiently and effectively; (7) the company is in compliance with all applicable laws and regulations; and (8) all disclosures are full and fair.

· There are several actions a company can take with respect to any cycle to reduce threats of errors or irregularities.  These include: (1) using simple, easy-to-complete documents with clear instructions (enhances accuracy and reliability); (2) using appropriate application controls, such as validity checks and field checks (enhances accuracy and reliability); (3) providing space on forms to record who completed and who reviewed the form (encourages proper authorizations and accountability); (4) pre-numbering documents (encourages recording of valid and only valid transactions); and (5) restricting access to blank documents (reduces risk of unauthorized transaction).

THREATS IN SALES ORDER ENTRY

· The primary objectives of this process:

· Accurately and efficiently process customer orders.

· Ensure that all sales are legitimate and that the company gets paid for all sales.

· Minimize revenue loss arising from poor inventory management.

· Threat No. 1—Incomplete or inaccurate customer orders

· Causes inefficiencies and customer dissatisfaction.

· Controls include:  data entry controls, such as completeness checks; automatic lookup of reference data like customer address; and reasonableness tests comparing quantity ordered to past history.

· Threat No. 2—Sales to customers with poor credit

· Causes uncollectible sales and loss of revenues and assets.

· Control:  Follow proper authorization procedures for credit sales.

· Threat No. 3—Orders that are not legitimate

· Can cause poor credit decisions.

· Controls include:  appropriate authorization evidenced by receipt of a signed purchase order and/or digital signatures, and maximum caution in online credit card transactions with retail customers.

· Threat No. 4—Carrying too much or too little merchandise

· Causes lost sales or excess carrying costs and product markdowns.

· Controls include:  accurate inventory control and sales forecasting systems; online, real-time inventory systems; periodic physical counts of inventory; and regular review of sales forecasts to make adjustments.

THREATS IN SHIPPING

· The primary objectives of the shipping process are:

· Fill customer orders efficiently and accurately.

· Safeguard inventory.

· Threat No. 5—Shipping errors

· May cause customer dissatisfaction, lost sales, and loss of assets.

· Controls include:  online shipping systems that check quantities shipped; bar code scanners and RFID tags to record picking and shipping; application controls such as field checks and completeness tests can reduce errors; and postponing printing of packing slip and bill of lading until accuracy of the shipment has been verified.

· Threat No. 6—Theft of inventory

· Causes loss of assets and inaccurate inventory records.

· Controls include: secure inventory and restrict access; document inventory transfers; release inventory for shipping only with approved sales orders; employees who handle inventory should sign the documents or enter their codes online to ensure accountability; wireless communication and RFID tags to provide real-time tracking; and periodic physical counts of inventory.

THREATS IN BILLING

· The primary objectives of the billing process are to ensure:

· Customers are billed for all sales

· Invoices are accurate

· Customer accounts are accurately maintained

· Threat No. 7—Failure to bill customers

· Causes loss of assets and revenues and inaccurate sales, inventory and accounts receivable data

· Controls include:  segregate shipping and billing functions; sequentially pre-number sales orders, picking tickets, packing slips, and sales invoices; and in invoice-less systems, ensure every shipment is recorded, since the shipment triggers recording of the account receivable.

· Threat No. 8—Billing errors

· May cause loss of assets or customer dissatisfaction

· Controls include:  use computer to retrieve prices; check quantities on packing slip against quantities on sales order; and use bar code scanners to reduce data entry errors.

· Threat No. 9—Errors in maintaining customer accounts

· Causes customer dissatisfaction and loss of sales and may indicate theft of cash.

· Controls include:  conduct edit checks; reconcile batch totals to detect posting errors; compare number of accounts updated with number of checks received; reconciliations performed by an independent party; and monthly customer statements.

THREATS IN CASH COLLECTION

· The primary objective of the cash collection process:

· Safeguard customer remittances.

· Threat No. 10—Theft of cash

· Causes loss of cash.

· Controls include:  segregation of duties; minimizing money handling; prompt documentation and restrictive endorsements of remittances; two people opening mail together; remittance data sent to accounts receivable while cash and checks are sent to cashier; checking that total credits to accounts receivable equal total debits to cash; sending copy of remittance list to internal auditing to be compared with validated deposit slips and bank statements; monthly statements to customers; cash registers that automatically produce a written record of all cash received; inducements to customers to scrutinize receipts; daily deposit of all remittances in the bank; and bank reconciliations done by an independent party.

GENERAL CONTROL ISSUES

· Two general objectives pertain to activities in every cycle:

· Accurate data should be available when needed.

· Activities should be performed efficiently and effectively.

· Threat No. 11—Loss, alteration, or unauthorized disclosure of data

· Could threaten a company’s continued existence and could cause errors in reporting and/or in responding to customers.  Could cause customer dissatisfaction, loss of sales, and legal sanctions or fines. 

· Controls include:  file backups; file labels; strong access controls; modification of default settings on ERP systems; encryption; and secure transmissions.

· Threat No. 12—Poor performance

· Can damage customer relations and reduce profitability.

· Controls:  Prepare and review performance reports.

REVENUE CYCLE INFORMATION NEEDS

· Information is needed for the following operational tasks in the revenue cycle: responding to customer inquiries; deciding on extending credit to a customer; determining inventory availability; and selecting merchandise delivery methods.

· Information is needed for the following strategic decisions: setting prices for products/services; establishing policies on returns and warranties; deciding on credit terms; determining short-term borrowing needs; and planning new marketing campaigns.

· The AIS needs to provide information to evaluate performance of the following: response time to customer inquiries; time to fill and deliver orders; percentage of sales orders back ordered; customer satisfaction rates and trends; market share and sales trends; profitability by product, customer, and region; sales volume in dollars and market share; effectiveness of advertising and promotions; sales staff performance; and bad debt expense and credit policies.

· Both financial and non-financial information are needed to manage and evaluate revenue cycle activities.  Likewise, both external and internal information is needed.  Accountants should continually refine and improve an organization’s performance reports.

SUMMARY OF MATERIAL COVERED

· Basic business activities and data processing operations carried out in the revenue cycle, including sales order entry, shipping, billing, and cash collection.

· How IT can improve the efficiency and effectiveness of those processes.

· Decisions that need to be made in the revenue cycle and what information is required to make these decisions.

· The major threats that present themselves in the revenue cycle and the controls that can be instigated to mitigate those threats.

CHAPTER 11

THE EXPENDITURE CYCLE:

PURCHASING AND CASH DISBURSEMENTS

INTRODUCTION

· In the expenditure cycle, the primary external exchange of information is with suppliers (vendors).  Information flows to the expenditure cycle from other cycles.  The revenue cycle, production cycle, inventory control, and various departments provide information about the need to purchase goods and materials.  Information also flows from the expenditure cycle.  When the goods and materials arrive, the expenditure cycle provides information about the receipt of goods to the parties that have requested them.  Information is provided to the general ledger and reporting function for internal and external financial reporting.

· The primary objective of the expenditure cycle is to minimize the total cost of acquiring and maintaining inventory, supplies, and services.

· Decisions that must be made include: (1) what level of inventory and supplies should we carry; (2) what vendors provide the best price and quality; (3) where should we store the goods; (4) can we consolidate purchases across units; (5) how can IT improve inbound logistics; (6) is there enough cash to take advantage of early payment discounts; and (7) how can we manage payments to maximize cash flow.

· Management also has to evaluate the efficiency and effectiveness of expenditure cycle processes.  Requires data about events that occur, resources affected, and agents who participate.  This data needs to be accurate, reliable, and timely.

EXPENDITURE CYCLE BUSINESS ACTIVITIES

· The three basic activities performed in the expenditure cycle are: (1) ordering goods, supplies, and services; (2) receiving and storing these items; and (3) paying for these items.  These activities mirror the activities in the revenue cycle.

ORDERING GOODS, SUPPLIES, AND SERVICES

· Key decisions in this process involve identifying what, when, and how much to purchase and from whom.  Weaknesses in inventory control can create significant problems with this process.  One of the key factors affecting this process is the inventory control method to be used.

· We will consider three alternate approaches to inventory control:  economic order quantity (EOQ); just in time inventory (JIT); and materials requirements planning (MRP).  

· EOQ is the traditional approach to managing inventory.  The goal is to maintain enough stock so that production doesn’t get interrupted.  An optimal order size is calculated by minimizing the sum of ordering costs, carrying costs, and stockout costs.  A reorder point is also calculated.

· MRP seeks to reduce inventory levels by improving the accuracy of forecasting techniques and carefully scheduling production and purchasing around that forecast.

· JIT systems attempt to minimize or eliminate inventory by purchasing or producing only in response to actual sales.  These systems have frequent, small deliveries of materials, parts, and supplies directly to the location where production will occur.

· Whatever the inventory control system, the order processing typically begins with a purchase request followed by the generation of a purchase order.  The purchase requisition is triggered by the inventory control function or an employee noticing a shortage.  Advanced inventory control systems automatically initiate purchase requests when quantity falls below the reorder point. The purchase requisition is a paper or electronic form that identifies who is requesting the goods; where they should be delivered; when they’re needed; item numbers, descriptions, quantities, and prices; a suggested supplier; and the department number and account number to be charged.

· The purchase requisition is received by a purchasing agent (aka, buyer) in the purchasing department, who typically performs the purchasing activity.  The purchasing function usually reports to the VP of Manufacturing (aka, VP of Operations).  
· A crucial decision is the selection of supplier.  Price, quality, and dependability are key considerations.  Once a supplier has been selected for a product, their identity should become part of the product inventory master file.  It’s important to track and periodically evaluate supplier performance.  The purchasing function should be evaluated and rewarded based on how well it minimizes total costs, not just the costs of purchasing the goods.

· A purchase order is a document or electronic form that formally requests a supplier to sell and deliver specified products at specified prices.  The PO is both a contract and a promise to pay.  Multiple purchase orders may be completed for one purchase requisition if multiple vendors will fill the request.  A blanket order is a commitment to buy specified items at specified prices from a particular supplier for a set time period.

· IT can help improve efficiency and effectiveness of the purchasing function.  The major cost driver is the number of purchase orders processed.  Time and cost can be cut here by using EDI to transmit purchase orders; using vendor-managed inventory systems; participating in reverse auctions; performing pre-award audits; and using procurement cards for small purchases.

RECEIVING AND STORING GOODS

· The receiving department accepts deliveries from suppliers.  Normally reports to warehouse manager, who reports to VP of Manufacturing.  Inventory stores typically stores the goods.  Also reports to warehouse manager.  The receipt of goods must be communicated to the inventory control function to update inventory records.

· The two major responsibilities of the receiving department are deciding whether to accept delivery (based on whether there is a valid purchase order) and verifying the quantity and quality of delivered goods.

· Verifying the quantity of delivered goods is important so the company only pays for goods received and inventory records are updated accurately.  The receiving report is the primary document used in this process.  It provides space for signature and comments by the person who receives and inspects the goods.  Receipt of services is typically documented by supervisory approval of the supplier’s invoice.

· When goods arrive, a receiving clerk compares the PO number on the packing slip with the open PO file to verify the goods were ordered, counts the goods, and examines them for damage before routing to warehouse or factory.  If the quantity of goods is different from the amount ordered or the goods are damaged or substandard, the purchasing agent resolves the situation with the supplier.

· IT can help improve the efficiency and effectiveness of the receiving activity with bar-coding, RFID, EDI and satellite technology, and audits.
PAYING FOR GOODS AND SERVICES

· There are two basic sub-processes involved in the payment process:  approval of vendor invoices and actual payment of the invoices.

· Approval of vendor invoices is done by the accounts payable department, which reports to the controller.  The legal obligation to pay arises when goods are received; but most companies pay only after receiving and approving the invoice.  This timing difference may necessitate adjusting entries at the end of a fiscal period.

· The objective of accounts payable is to authorize payment only for goods and services that were ordered and actually received.  Requires information from purchasing about the existence of a valid purchase order and from receiving for a report that goods were received

· There are two basic approaches to processing vendor invoices:

· Non-voucher system--Each invoice is stored in an open invoice file.  When a check is written, the invoice is marked “paid” and then stored in a paid invoice file.

· Voucher system--A disbursement voucher is prepared which lists outstanding invoices for the supplier and net amount to be paid after discounts and allowances.  The disbursement voucher effectively shows which accounts will be debited and credited, along with the account numbers.

· Advantages of a voucher system are that several invoices may be paid at once (reducing number of checks); vouchers can be pre-numbered, which simplifies the audit trail for payables; and invoice approval is separated from invoice payment, which makes it easier to schedule both to maximize efficiency.

· Payment of the invoices is done by the cashier, who reports to the treasurer.  The cashier receives a voucher package, which consists of the vendor invoice and supporting documentation, such as purchase order and receiving report.  This voucher package authorizes issuance of a check or EFT to the supplier.

· Processing efficiency can be improved by:  requiring suppliers to submit invoices by EDI; having the system automatically match invoices to POs and receiving reports; eliminating vendor invoices; using procurement cards for non-inventory purchases; using company credit cards and electronic forms for travel expenses; preparing careful cash budgets to take advantage of early-payment discounts; and using FEDI to pay suppliers.

CONTROL OBJECTIVES, THREATS, AND PROCEDURES

· In the expenditure cycle (or any cycle), a well-designed AIS should provide adequate controls to ensure that the following objectives are met: (1) all transactions are properly authorized; (2) all recorded transactions are valid; (3) all valid and authorized transactions are recorded; (4) all transactions are recorded accurately; (5) assets are safeguarded from loss or theft; (6) business activities are performed efficiently and effectively; (7) the company is in compliance with all applicable laws and regulations; and (8) all disclosures are full and fair.

THREATS IN ORDERING GOODS

· Threat No. 1—Stock-outs and/or Excess Inventory

· Controls:  Accurate inventory control and sales forecasting; use of perpetual inventory method; supplier performance reports; recording of inventory changes in real time; bar-coding inventory; and periodic physical counts.

· Threat No. 2—Ordering Unnecessary Items

· Controls:  Integrate databases of various divisions and produce reports that link item descriptions to part numbers to allow consolidation of orders.

· Threat No. 3—Purchasing Goods at Inflated Prices

· Controls:  Price lists for frequently-purchased items; use of catalogs for low-cost items; solicitation of bids for high-cost and specialized products; review of purchase orders; budgetary controls and responsibility accounting; and performance review.

· Threat No. 4—Purchasing Goods of Inferior Quality

· Controls:  Use of approved supplier list; review of purchase orders; tracking of supplier performance; purchasing accountability for rework and scrap.

· Threat No. 5—Purchasing from Unauthorized Suppliers

· Controls:  review of purchase orders; restriction of access to supplier list; periodic review of supplier list; and coordination with procurement card providers to restrict acceptance of cards.

· Threat No. 6—Kickbacks

· Controls:  “No gift” policy for buyers; employee training on gift handling; job rotation and mandatory vacation; audits of buyers; review of conflict of interest statements; vendor audits.

· EDI-Related Threats

· Controls—Restriction of EDI access; verification and authentication of EDI transactions; acknowledgment of EDI transactions; log and review EDI of transactions; encryption; digital signatures; EDI agreements with suppliers.

· Threats Related to Purchases of Services

· Controls:  Hold supervisors accountable for costs; compare actual to budgeted expenses; review and audit contracts for services.

THREATS IN RECEIVING AND STORING GOODS

· The primary objectives of this process are to verify the receipt of ordered inventory and safeguard the inventory against loss or theft.

· Threat No. 7—Receiving Unordered Goods

· Controls:  Accept goods only when there’s an approved purchase order.

· Threat No. 8—Errors in Counting Received Goods

· Bar-coding of ordered goods; quantities blanked out on receiving forms; signature of receiving clerks; bonuses for catching discrepancies; re-counting of items by inventory control.

· Threat No. 9—Theft of Inventory

· Controls:  Secure storage locations for inventory; documentation of intra-company transfers; periodic physical counts; segregation of duties.

THREATS IN APPROVING AND PAYING VENDOR INVOICES

· The primary objectives of this process are to:

· Pay only for goods and services that were ordered and received.

· Safeguard cash.

· Threat No. 10—Failure to Catch Invoice Errors

· Controls:  Check mathematical accuracy; verify procurement card charges; adopt Evaluated Receipt Settlement; train staff on freight terminology; use common carrier to take advantage of discounts.

· Threat No. 11—Paying for Goods Not Received.

· Controls:  Compare invoice quantities to quantities reported by receiving and inventory control; use tight budgetary controls.

· Threat No. 12—Failure to Take Available Discounts

· Controls:  File and track invoices by due date; prepare cash flow budgets.

· Threat No. 13—Paying the Same Invoice Twice

· Controls:  Approve invoices only with complete voucher package; pay only on original invoices; cancel invoices once paid; use internal audit to detect and recover overpayments; control access to accounts payable master file.

· Threat No. 14—Recording and Posting Errors to Accounts Payable

· Controls:  Data entry and processing controls; reconcile supplier balances with control accounts.

· Threat No. 15—Misappropriation of Cash, Checks, or EFT

· Controls:  Restrict access to cash, checks, and check signing machines; use sequentially numbered checks and reconcile; segregate duties; two signatures on checks over a certain limit; restrict access to supplier list; cancel all documents; have independent bank reconciliation; use check protection measures and/or positive pay; provide strict logical and access controls for EFT; log, encrypt, stamp and number all EFT transactions; monitor EFT transactions; and use embedded audit modules.

GENERAL CONTROL ISSUES

· Threat No. 16—Loss, Alteration, or Unauthorized Disclosure of Data

· Controls:  File backups, use of file labels; strict access controls; alter default settings on ERP modules; encrypt data; and use message acknowledgment techniques.

· Threat No. 17—Poor Performance

· Controls:  Performance reports.

EXPENDITURE CYCLE INFORMATION NEEDS

· Information is needed for the following operational tasks in the expenditure cycle: (1) deciding when and how much inventory to order; (2) deciding on appropriate suppliers; (3) determining if vendor invoices are accurate; (4) deciding whether to take purchase discounts; and (5) determining whether adequate cash is available to meet current obligations.

· Information is also needed for the following strategic decisions: (1) setting prices for products/services; (2) establishing policies on returns and warranties; (3) deciding on credit terms; (4) determining short-term borrowing needs; and (5) planning new marketing campaigns.

· The AIS needs to provide information to evaluate the following: (1) purchasing efficiency and effectiveness; (2) supplier performance; (3) time taken to move goods from receiving to production; and (4) percent of purchase discounts taken.

· Both financial and operating information are needed to manage and evaluate these activities.  Both external and internal information is needed

SUMMARY OF MATERIAL COVERED

· The basic business activities and data processing operations that are performed in the expenditure cycle, including:  (1) ordering goods, supplies, and services; (2) receiving and storing them; and (3) approving invoices and paying for them.

· How IT can improve the efficiency and effectiveness of these processes.

· Decisions that need to be made in the expenditure cycle and what information is required to make these decisions.

· Major threats that present themselves in the expenditure cycle and the controls that can mitigate those threats
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