AUDIT PROGRAMME: WORKING CAPITAL MANAGEMENT

Contributed March 2004 by Mohd Faizal Hj. Mohd Zaki <faizal@mayban-ventures.com.my>


	
	Key Controls
	
	W/P Ref
	
	Audit Procedures

	A.
	Organisational Controls
	
	
	
	

	
	Risk: Abuse of authorised levels, lack of accountability, lack of guidance in managing task, staffing problems affecting operations. 


	
	
	
	

	
	Policies and procedures are clearly established on working capital management.
	
	
	
	(a)

Review : 

(i)current organisation chart;

(ii)job duties and responsibilities;

(iii)standard operating procedures; and

(iv)established authorities and limits

	
	Duties and responsibilities of key personnel in the areas outlined above are clearly determined and properly segregated.
	
	
	
	and ensure that:

->there was proper segregation of duties and  assignment of accountabilities; and

->procedures and authorities set were in accordance with MRPs.

	
	
	
	
	
	

	B.
	Cash Management
Risk:-  Excessive cash left idle and insufficiency of cash to cater for operating expenses and emergencies.     
	
	
	
	

	
	
	
	
	
	

	
	Cash management of the company is monitored effectively          
	
	
	
	(b)

Compare the cash outflows with the cash inflows to check whether they coincide with each other. For this purpose review the cashflow statement (M-07.1 of MFR) for last 6 months and check the cash balance.


	
	
	
	
	
	(c)

Ensure that all cash are invested/deposited in order to receive returns and not being left idle.

(d) 

Check whether there is any cash budget prepared monthly and whether actual cash is compared to budget.


	
	
	
	
	
	(e) 

Review the cash float management and how they accelerate collections.

(f) 

Check whether there are any banking facilities to get emergency funds when the need arises.

	C.
	Inventory

Risk:-  Excessive stocks leads to unnecessary expenditure which could be invested.         
	
	
	
	

	
	
	
	
	
	

	
	Monitor the inventory turnover of the company.
	
	
	
	(g) 

Identify which stocks that are in excess and slow moving. Query on such purchases which do not follow the company’s  reorder level.  

Analyse demo stocks separately from normal stocks.  Measure against Management target on stock turnover.



	
	
	
	
	
	

	
	
	
	
	
	(h)

Inquire whether the company applies Just In Time (JIT) inventory management system.



	
	
	
	
	
	(i)
Check the ordering and holding cost are kept to the minimum level. 

	D.
	Receivables
Risk:-  Payments received on credit sales would not be on time and extend the operating cash cycle of the company . Look at cash sales  account - should be zero days
	
	
	
	

	
	
	
	
	
	

	
	Collections from debtors should be on time/punctual. 
	
	
	
	(j)

Inquire on how the company computes its debt recovery days 

	
	
	
	
	
	

	
	
	
	
	
	(k)

Select 10 samples and check the delay for billings after completion of business transaction. 

	
	
	
	
	
	

	
	
	
	
	
	(l)

Inquire the normal credit term of the company and on how the company induce debtors for prompt collection. 



	
	
	
	
	
	(m) 

Identify from debtor’s ageing list for companies which exceeds credit term. Extension given to any debtors should be justified.

	
	
	
	
	
	

	F.
	Payables, Other Creditors & Overdrafts.

Risk:-   Creditors which are able to be prolong is paid on time.   
	
	
	
	

	
	
	
	
	
	

	
	Find out company’s processing time in generating payments. It could be 45 or 60 days from  vendors’ invoice date.
	
	
	
	(n) 

Intra group payables are hold on as required but not affecting the relationship between both  companies.
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