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B R 

This srudy was aimed at documenting and evaluating t.he imernal control y tern of 

l yayo B rvice Corporation airobi o as to pro id r ommendation toward the 

improvement of ch exi ting y t m. 

Per onal intervie s were primarily used as research in truments. Some in e tigations 

were al o made on cenain econdary data. 

A theoretical framework of ound internal control pr ided in chapter two was used 

as the ba i for e aluating the yayo Bu Service Corporation exi ting internal control 

system. 

Fairly good control were identified in the cash cycle, purchase cycle and payroll cycle. 

However, orne weaknesses in these cycles were also identified. 

The stores area was found to be the weakest controlled area. The store was 

functioning as a separate entity from the other departments of the corporation. No adequate 

segregation of duties exist nor are physical security control adequate. It was further found 

that the Internal Auditor reports to the General Manager and that he perfonns routine 

control procedure . 

To minimize these weaknes es and to strengthen the internal control sy tern , some 

recommendations have een made oth in Chapter four and five. 
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RO 

All organisations m m ting their objecti e and goals are fa ed with carce 

and limited resources. It has thus been the re pon ibility of management to device, 

establish and supervi e the implementation of imernal control via whi h re ources 

will be efficiently and effectively allocated and utili ed. Internal controls have b en 

defined differently by various authors as well a institutions. However to many 

accounting institutions (ICPA(K), AICPA and lA C), internal control sy tern ha 

been accepted a : 

The whole system of controls, fmancial and otherwi e established by 

the management in order to carry on the business of the entity in an 

orderly and efficient manner, en ure adherence to management 

policies, afeguard the a sets and secure as far as possible the 

completene s and accuracy of the records . The individual components 

are known as "control" or "internal controls". 1 

Two classes of imemal controls namely; administrative controls and 

accounting controls can be identified from the foregoing description of internal 

control ystem. Admini trative controls comprises of,but not limited to the plan 

of organisation, procedures and records that are concerned with the decision process 

lCPA(K) Kenya Auditing Guidelines- Operational o.6 lmernal Controls. airobi. 
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1 a ing to man m nt uth rization o tran a t1on . uch uthonzat10n is th 

management fun uon dir tly a 1ated with Lh responsibility for ach1e ing th 

objective of the organi ation and is the starting point of e tabli hing accounting 

ontrol of ttan ction . 2 

The in£ rnal admini trative controls have little bearing on the mancial 

tat m nts of a bu in con rn. The e control are e tabli h d by management to 

pr vide for operational ef tcicncy and or adhcrcn e to corporate licic in all 

depanments of lhe organi ation. 3 

ccounting control are those that have a direct bearing upon the reliability 

of the accounting and finan ial statements. They comprise of the plan of 

organi alion, procedures and records that are concerned with safeguarding of a ets 

and reliability of mancial records. 4 

The size of modern business and its complexity and wid spread structu ral 

organization ombined with human weaknesses (A hton and Hyla 1982) and de pite 

the modem accounting ystems and methods a great amount of man y and goods 

can be lost through dishonest employees, unintentional errors in the transformation 

and trarlsfer of financial information used for appropriate decision making. It is in 

this light that int mal control system are crucial in allocating and en uring effective 

utili ation of resources. 

Inspite of th availability of different type of control there ha e been 

AICPA: tatement of uditing tandards No. l Sec 320.27-28. 

Meigs et al. Principles of uditing 8"' ED. United state of America: Richard D.Irwin Inc 
I988.PP. 174-176. 

Ibid 
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num rou inciden of fr ud an errors in public and private enterpri es all over the 

world. ( alih 19 3). For i tan , Hunter J n 1979 after revie-. ing hundreds 

of compani y tem oth manual and computer upponed, concluded Lhat 

companies are vulnerable to one or another of leaking financial y tern . 

In the Introductory chapter of his paper, 'Leaking Financial ystems Jones 

gave an example of ew York tate which had to clo e down its state lottery for 11 

months becau e a program error permitted the issuance of duplicate tickers . The 

lottery lo t 50 million dollars in potential revenue, 325 employees were suspended 

and the lottery commission was disbanded as a result of lhe closure. In anomer 

example Jones discu ed a California man who siphoned off over one million dollars 

from the company where he was a Chief Administrator and Chief Accountant· a 

ituation illustrating the absence of segregation of duties . 

The United States whicb is always at the forefront in legislating financial 

matters passed the Foreign corrupt practices Act 1977. The purpose of the Act was 

to require U.S companies that are registered or file reports with the Securities and 

Exchange Commission under the Securities Act of 1934 to devise and maintain a 

system of internal controls sufficient to provide rea onable assurance that: 

1) Transactions are executed in accordance with managements' general or 

specific authorisation· 

2) Transactions are rendered as nece sary (a) to permit presentations of 

financial statements in conformity with GAAP or any other criteria 

applicable to such statemen and (b) to maintain accountability of 

Jones G.H. •teading FinanciaJ Systems- Some Horror Stories." Statement in Quotes 
Journal of ccounting. Vol. 147. May 1979. PP. 87-90. 

3 
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a ts · 

3) Access to a e permllted only in cordance with management' 

general or pc i 1 auth risation ~ 

The r corded unt bility for a ·et t compared with th existing 

as ets at rea onable interval and appropriate a tion i taken with 

re pect to any di [! rence.6 

This has po eel a challenge to lhe publi companies of U.S in defining their 

internal accounting controls concern in order to be in the best position to respond 

to a challenge as to compHance with the internal accounting provision of the Act. 

Inspite of the numer us cases, carried in our dailies, of corruption, fraud and 

misappropriation practices both in the pri ate and public ector of the economy. little 

has been done in instituting internal controls in the legi lature. On the other hand 

the In titute of certified Public Accountants of Kenya (ICPA(K)) has looked at the 

issu of internal control from the "eyes" of lhe external auditor. This i evidenced 

by the is uing of Kenya Auditing Guidelines Operational o. 1. Little effort if any, 

ba been made by ICP (K) in pro iding guidance on the evaluation of internal 

controls, specifically with reference to the needs of management. 

Studies carried out have focused themsel e on the relation hip between 

internal controls of finn and external auditors with particular reference to sampling 

procedures. (Ashton (1979 , Reekers Whiltington ( 1982), Ashton (1982) Haskins 

(1987) Arnold and Wellner (1990). 

In addition to a sisting management in effectively carrying out its 

Cook. 1. Micheal, "Internal accounting control: a matter of Law". Journal of ccountancy, 
Vol 147. Jan 1979 P.56, 58 , 60-64 . 

4 
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re p nsibilitie • intern l control I o h lp external auditor in reducing their audit 

wor and sub qu mly lh ir co t . "The effect on auditing ha een to redu th 

n ed for r utin . mechanical verifi ation of bookkeeping accuracy permitring 

sub titution of a le time - consummg approach that involv reasoning and 

judgment and stre e such activities as review analysi e aluation and statistical 

ampling" 7 

yayo Bu ervice Corporation is a state corporation that wa e tabli hed in 

1986 through a presidential directive. Until mid-1992 the corporation was managed 

a a department in the ational Youth Service ( YS) under the Of 1ce o the 

President. It is however currently an independent tate corporation managed 

separately from the ational Youth Service. 

The purpose of its establishment is: 

(i) To offer commuter services to the "Mwananchi" at rates lower 

than those charged by other partkipant in the transport 

industry. 

(ii) To reduce the monopoly tatus enjoyed by the Kenya Bus 

Service Ltd. o er the years. 

In meeting its purpose, yayo Bus Service Corporation offers commuter 

services within various cities of Kenya. The e include Nairobi where the 

headquarters of the corporation are situated, ombasa, alcuru and Kisumu. 

Stettler H.F. Auditing Principles, Prenrice-Hatt, India 19 0 P.54 

5 



A a re ult o i prior tatu . as a d rtmem un er • yayo Bu 

ervice Corporanon wa re uire to adhere to government finan ial regulations and 

procedure provided or in the Con titution of Kenya under ections 4 • 99 to 

105, tb Exchequer and Audit A t (Cap 412) and the Paymast r- G n raJ's Act and 

Regulations (Cap 413).1n 1992 the Kenya Parliament pa ed the yayo Bu 

Corporation Act. ince then,there ba been a gradual shift rom Government 

Accounting y tern to the conventional commercial accounting y tern. 

Inspire of the continuous effon by t.be yayo Bus ervice Corporations' 

management in mo ing towards the conventional commercial accounting ystem, the 

corporations' accounting y tern until now is predominantly th Kenya Government 

accounting system. Thus a di cussion of the Kenya Government financial 

procedure relating to state corporations is important in facilitating the understanding 

of the yayo Bu Service Corporations accounting systems and internal accounting 

controls. 

The provisions regarding the managemem of Government finances is 

contained in the constitution of Kenya under ection 48 99 to 105 the Exchequer 

and Audit Act (Cap 412) and the Paymaster-Gen raJ ct and Regulations (Cap 413). 

These statutes and the Borrowing and Taxation statutes outline and define a system 

of administering Government finances that cover area such a the generating and 

collection of revenue, appropriations, accountability and auditing. 

6 



1.3 ent of the Probl m. 

Internal control are fundamental to th ucce s of any organisation ig or 

small . Without ound control Lhe orgaru ation will imply not attain i objectives. 

In otherwords, they are key succe s factors for any organisation . They not 

only ensure custody of a sets, eliminate unnece ary uspicion, pro ide assurance ro 

management on the dependability of the accounting data used in making decisions 

but also assures that management direct responsibility of maintaining accounting 

records and producing financial statements that are adequate and reliable is being 

met. 

State corporations in Kenya have over the years lost considerable resources 

through embezzlement misappropriation and mi management. This is evidenced in 

the Auditor General and controller s annual report to the public Accounts 

Committee of the Kenya parliament. Such incidences of fraud and errors could 

partly be attributed to the lack of giving due attention to some of the trouble spots 

that are obstacles to tbe efficient utilisation of corporate resources. 

The Nyayo Bus Service Corporation is a public company financed by the 

raxpayers funds. While the social issues of establishing Nyayo Bus Service of easing 

transport problems are sociologically sound, the attajnment of such objectives will 

simply be impossible unless sound internal controls are put into place. The society 

at large expects that the resources of this critical parastatal are free from 

embezzlement and that they are efficiently utilised . The risk of loss of resources i 

high particularly when we take to the fact that its revenues are mainly on cash basi . 

7 



1.4 tudv. 

The objectives of lhi stu y are two fold: 

i) To do umentlhe xi ting internal ontrol y tern of yayo Bu ervice 

Corporation, airobt. 

ii) To evaluate the exi ting internal c ntrol and pro ide a framework for 

oun internal controls. 

1.5 Importance of the tudy. 

This study is expected to be of interest to: 

i) Management of Nyayo Bus Service Corporation airobi, who are interested 

in the efficient and effective utilisation of the enrerprise' resources. 

ii) Policy makers who may decide that the operation of a sound internal control 

iii) 

system should become mandatory for all public companies. 

Parliament to whom public corporation are accountable to and by extension _... 

the public in general that ultimately shares the benefit of a more efficient and 

effective utilisation of resources via a sound internal control. 

iv) Academicians and tudents who would increase lheir knowledge of internal 

controls and debate on the re earch to come up wilh better proposals or draw 

conclusions on the area of internal controls. 

8 
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2.0 

2. 1 Introduction 

o t information needed by management to be used in making decision about 

finance and the progress of operation is pro ided by the accountants from the 

accounting records. For management and other u ers of accounting infonnation to 

derive maximum utility from the information provided, it must be reliable, relevant, 

complete and timely. 

Accounting sy terns are information systems, whose function is to provide 

information that would facilitate the making of economic decisions. The crust of 

these systems is the business transactions around which the whole accounting system 

revolves. Closely linked to the business transactions is the problem of control. 

Protection of the resources of the business is important against possible losses 

ranging from embezzlement to inefficient use of the business resources, unauthorized 

extension of credit, inefficient workers failure to purchase from the lowest priced 

supplier and theft. 

The size of modem business and its complexity and widespread organisational 

structure removes management from the scene of operations and makes personal 

supervi ion of employees by management an impossibility. Despite the installation 

of modem accounting systems and methods a great amount of money and goods 

can be lost through dishonest employees, unintentional errors in the transformation 

and transfer of financial information can also occur. 

As a sub titute of i presence on the scene of operations, management must 

9 



rel on conLrol technique to implement its decisi n and to regulate the activities or 

which management would ultimately be re ponsible or. It i in thi light that 

internal control ystem are crucial in allocating and ensuring effective and efficient 

u e of business resource . 

The specific control feature in any y tern depends on factors that include 

(i) the nature of operation (ii) the size of the organisation and (iii) objectives of the 

organisation for which the system was designed. Yet certain components are 

neccessary for a good internal control system in almost any large organisation. The 

ensuing section of this chapter will discuss the elements necessary to achieve good 

internal control. 

2.2. Componen . of Internal Contr ol 

It is important for a system to have certain features (components) that would 

increase the probability that accounting information is reliable and the safeguarding 

of assets dependable. A good/strong internal control system would include the 

following:-

2.2.1. Plan of Or2ani ation 

lnorder to ensure that groups and individuals will work togetfier effectively 

and efficiently without any duplication of efforts organisations need to have a plan 

that defmes and allocates responsibilities authority and identifies lines of reporting 

for all aspects of the entities operations. 

A lot of research has been undertaken in identifying the best structure that 

organisations should adopt. Findings have revealed that there is no 'clear and fast 

10 



rule . The ideal tructure of an organisation was found to be dependent on 

contingent ariabl s. The variables included iz technology, environment and 

the trategy adopted by the organi ation. 

The plan of organisation should provide for appropriate segregation of 

functional responsibilities. Such division of re ponsibility would provide for the 

efficiencies derived from specialization and possible cross-checking that would 

promote accuracy and reduce duplication of efforts. 9 

2.2.2. Adequate egregation of Duti 

• 

9 

One of the primary means of control i the separation of those duties if 

combined would provide opportunities for intentional manipulation. 

There are four general guidelines for the segregation of duties to prevent both 

intentional and unintentional errors. A discussion of each follows:-

(a) Separation of the Custody of Assets from Accounting 

When an individual performs both the functions, there is an excessive risk of 

his/her disposing off the assets for his/her own gain and adjusting the records. 

Therefore as a general rule any person perfonning an accounting function 

whether be it in an EDP or a manual system be denied access to assets that can be 

misued for personal gains . 

Gibson. J. L. lvancevich. J .. Donelly, J .H. Organisations Bebaviour Structure and Process. 
Dallas . Texas: Business Publications, 1976. PP. 288-314 . 

Ibid 

11 



b) 

he authorization o transactions and the handling of relat d a in r a es 

th p ibility of raud wilhin the organisation. Hence a staf th t authoris 

purcha s and di po a! of as lS should not keep the title to the as et . 

(c) Separation of Duti within the ccountine Function 

Many opporrunitie exist as for automatic cross-checking of different 

employees work in a manual system. The least desirable system i one wruch 

allows an employee to process a transaction from its original to its ultimate posting 

and preparation of the financial statements. This would allow for non-detection of 

intentional or unintentional errors and sloppy performance of duties. 

(d) Separation of Operational Responsibility from Record-Ke pine 

R ponsibility 

To ensure unbia ed infonnation record keeping should be kept under a 

separate department under the Chief Accountant or Controller. If each operational 

department were responsible for preparing its own records or reports there would 

be a tendency to bias the results to improve its reponed performance. 

2.2.3. uthorization and pproval 

The system designed or in operation should make provision for proper 

authorization or approval of all transactions by appropriate per ons whose 

authorization limits are clearly specified . Authorization can be eith r general or 

12 



peci 1c. General aulhorization means "that management est bla h olicie or the 

organi ation to follow . u rdinates are i tructed to implement th e gen ral 

authorization by appro ing all transaction within the limit et by th policy. 

Specific authorization ha to do with indi idual tran actions. anagement i often 

reluctant to establish gen ral policy of authorization for me transaction. It i tead 

prefers to make authorization on a case by ca c ba i . " 10 

Physical controls are one of the most important type of protective measures 

for afeguarding both a sets and records. They relate to cu tody of a ets and 

involve procedures and security measures designed to ensure that acce s to assets is 

permitted only in accordance with managemen ' general or specific authorization. 

The e controls include bolh direct and indirect access via documentation. 

2.2.5. Ad quate Documents and Record 

Documents perform the function of transmitting information throughout the 

business concern and between business entitie . The documents must be adequate to 

provide reasonable a urance that assets are properly controlled and transactions are 

all recorded. Documents and records should e: ll 

* prenumbered serially to facilitate control over missing documents, and as an 

aid in locating documents when they are needed Later. 

10 Lemon W.M. Alvin A.A .. James K.L. uditing: An integrated Approach J41hED. 
Scaborough. Ontario: Prentice-Hall Canada Inc. 19 7 PP. 285-270. 

II Ibid 

13 



prepared at a tim h n th transa uon ta · pi ce or oon th reafter. 

f tciently irnple to ensure that the} arc cl arly under t 

designed for multipl u es wh n v r p tble . 

constructed in a mann r that en ourage c rr l preparation . 

These controls are concerned with checking that the transaction to be 

recorded and processed have been authorized, that they are all included and that they 

are correctly recorded and accurately proce sed. In other words, it entails the 

classification of accounts to be a ba e of summarization and to identify the nature of 

the items to be recorded and checking of the totals to ensure arithmetical accuracy 

of records. 

2.2 . 7. Qua li ty P r onnel 

The human element in any ystcm overrides the importance of the other 

elements in lbat system. The presence of competent and trustworthy employees 

would result in reliable financial statements even if orne of the other elements were 

absent. Adequate per onnel having capabilities commensurate with their responsibility 

is crucial. This requires employees with good personality ability qualification, 

exp rience, knowledge and training employees to enhance their abiljties . These are 

inevitable since the proper nctioning of any system depends on the competence and 

integrity of those operating it. 

14 



The n d for a y tern of ind ndent ch c a y t m t nds 

to d teriorate overtim unless th re i a mechani m for frequent re iew. The ba ic 

entials of a good y tern may all be present but unle internal ontrol rec iv 

attention, "shoncUL" ill appear causing orne procedure to b unn ce ary and 

others inadequate. The u e of an "internal auditor"; a per on trained in accounting, 

y tern and auditing is an approach adopted in maintaining and improving internal 

control system. Conceptually the Internal Auditor hould rcpon to the highe t office 

in the organisation. Thi could be a committee of the board of director . 

Internal control can do a lot in preventing fraud and as uring the reliability 

of accounting infonnation. However even the most elaborate internal control system 

is subject to certain limitations. 

2.3. Limitations of In ontrol 

Errors may e made in the performance of control procedure a a result of 

misunder tanding in lructions carelessness or other human factors. Internal controls 

lack the inherent ability of ensuring "efficient administration and the completeness 

and accuracy of the records, nor can it be proof against fraudulent collu ion 

especially on the pan of those holding positions of authority or trust . "12 

The Institute o Certified Public Accountants of Kenya note ..... 

"Authorization controls can be abused by the person in whom the 

authority is vested. Management is frequently in a posicion to override 

controls which it has itself set up. 

12 ICPA(K) "Ken a uditing Guidel ines -Operations o. 6. Internal Controls Sec 2.5. 
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Whil 1 rlz~ comp~.tence and inJe rity of th~ pusonn~l operaun the 

controls I1Ul) be ~nsured b) selection and rrainin • tiles qualities may 

alter due to pre sure exerted both '.\.itlzin and wahout the enti . 

Human error due to e"ors of judgment on ittlerpretation, to 

misunderstanding. careles ness, fatigue or di ·cortion may undennine 

the effective operation of illlernal controls." 13 

It is very important that lhe e limitations are reduced to maintain a trong 

internal control y tern . An active panicipati e board of director and an effective 

internal audit department may act as deterrents to top management in overriding the 

internal control system. 

The extent of the internal controls adopted y a bu ines i limited by cost 

considerations. It i not feasible from a cost standpoint toe tablish a control system 

that provides absolut protection from fraud and wa te · reasonable assurance in this 

regard is the best that generally can be achieved. 

2.4 EMPIRI 

2.4.1 Introduction. 

The concept of internal controls has received con iderable attention from 

researchers for a long time . Research in this area can be traced way back to Cook 

(1968) and Kaplan (1968) and maybe further back in time. They have tended to focus 

on aspec of control that relate to performance reporting, organisation structure, 

behaviour and the external auditors work.[Bruns and Waterhou e (1975), Hayes 

13 Ibid 
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2.-

(1977 , Piper (19 0), Coo 196 ), Dew and G e (1972) lambelz 1976), Arney 

(1979), Haylas and hton (198 .. }, Ha ins (19 7 and chneider and Wilner 

(1990 ] . The te hniqu u ed in thes tudi aricd from re earch to re arch. 

However, Lhe common on employed included urveys using que tionnaires and 

stati tical techniqu such a correlation, regre ion and factor analy i . 

Research in this area attempted to look at the effectiveness of the frequency 

of performance reporting and control. Cook (1968) studied the effectivene s of 

control reports with the objective of ranking on scale the attitudes of 134 managers 

in 59 U.S.A companies towards the control report they received. 

Cook's findings obtained via mail questionnaires revealed that the attitude of 

managers towards control repons was a function of the frequency with which the 

reports were provided . The participating managers gave the highest ratings to daily 

control reports and gave the lowest ratings to annual reports. 14 

In a related study conducted by Dew and Gee (1972) in the U.K, it wa 

observed that the managers attached greater importance to items of control 

information which were provided frequently than to those that were provided rarely. 

Dew and Gee (1975)1s conducted 65 interviews with providers of control 

reports and 64 interview with recipient of such information with the objective of 

measuring the extent to which managers referred to these reports for control 

t• Cook. D. . "The impact on Managers of Frequency of Feedback". Journal of cademy of 
Management, Vol. XI. o. 3 September 1968.PP. 273-290. 

IS Dee R.B . nad Gee K.P. ftThe Frequency of performance reporting and Managers Reference 
for Control- a note, " ccounting and Business Research ummer 1972 PP. 234-236. 
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purpo e . 

B) comparing the r lation hip between the u of an item of control and I he 

frequ ncy with which uch an item as pro ided and the relatio hip between the 

rea ons given for the non-u e o an item of control and the frequency with which 

such an item was pro ided it was con Juded that the more the item w provided 

the more exten ively it wa used. 

The results of the e two tudie undertaken in different etting sugge t that 

the important factor in determjning as to whether managers will or will not make u e 

of control reports is the frequency with which sucb reports are provided and the 

degree of control a manager has on the item of control. 

2.6 Organi ational Structure and Controls. 

Studies conducted on the relationship between organisational structure and 

control have come up with more or less similar findings. Oucbi (1977) using 

multiple regression analysis on multiple variable tudied 78 retail department tore 

companies. These variables included returns attendance, sales volume, punctuality 

etc. based on mea ures of output. Ouchi, based on hi findings, concluded that the 

actual mechani m of control is more complex than originally assumed. 

In a related study involving multiple retailers Piper (1980) found that the task 

complexity, financial contr 1 ystem structure and organi a tiona! structure measured 

on the dimensions of centrali ation and decentralisation are related to each other. 

Piper had generated a hypothesi that the primary determinant of the financial 

control system i task complexity, but its effect is via an intervening variable -the 

organisation structure. By conducting a case study on four companies which were 
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. 
e aluated on the ba · of number of tore range of pr uc . product chara teri tic, 

number of years in exi ten e, tore control , manager evaluation, com pan man ial 

performance etc. h con luded that high task complexity is linked to a low level of 

financial control stem trucrure and a decentralized tructure while low task 

complexity is linked to a high le el of financial control sy tern Lructure and a 

centralized tructure. 16 

Complexity refers to the degree of differentiation that exists within an 

organisation while centralization and decentralisation exists on a continuum. They 

relate to the degree to which central authority to make decisions is distributed 

among several levels. 17 

Bruns and Waterhouse (1975) in their attempt to understand the influence 

budgets have on behaviour and their relationship with other elements conducted a 

survey of 25 companies. They used detailed questionnaires and cardinal rankings 

aimed at exploring the interaction that exists between an organisation structure and 

budget. 

Ba ed on their findings, they argued that budget related behaviour was 

dependent on centralisation structuring and autonomy. However, they further 

argued that the relationship were complex. 18 

From the above discussion, it has been observed that a relationship does exist 

between organisation structure and the organisation control. 

16 Piper J .A. ~oetenninams of inancial Control Systems, for Mulliple, Retailers -some case 
study evidence". Managerial Finance, Vol 6. o . 1. 1980. PP. 53-63. 

17 Perrow C. "A Framework for comparative analysis of Organisation. ~ American ociological 
Review. April 1967 PP. l94 . 

11 Bums W .J. and Waterhouse J . H. · audetary control and Organisation structUre.~ Journal of 
Accounting Research Vol. 13 o. 2. Autumn 1975 PP. 177-202. 
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2. 

Re earch ha pr 1d d empincal cviden e that t chnolo y and environment 

d s hav orne influcn e n or ani ati nat trucrure . 1 d\ d 1965) Perrow 

(1967), abone and rot 1974),Thomas (1967 and un an 1972)]. Further 

r earcb bas been conducted in investigating the influence of technology and 

environment on organization I control. 

Khaodwalla 1972 IIJ carried out a research on th relation hip berv een the 

degree of competition and ontrol. He concluded Lhat lhe greater the degree of 

competition the greater would be the need to control co and evaluate whether 

acrual performance met expected performance. He surveyed 92 companies using 

cardinal rankings and di ided the variables into four independent variables· price 

competition marketing competition, product quality and variety competition. The 

independent variable was u age of controls. IIi findings indicated that product 

competition had the highe t correlation with control u age. 

Hayes (1977) in a related tudy conducted a urvey of 103 companies, in 

which 274 questionnaire were u ed. Based on factor analy i of over 160 ariabl 

followed by path analysis Hayes concluded that controllability and responsibility are 

different across department. 20 Therefore the above discu sed studies do indicate 

that both techn logy and environment affect the organi ational tructure and 

organisational control. 

19 Khandwalla. P.M. "The Effects of Different Types of Competition in the use of 
Management" the J ournal of cconnting R rch ol. 10 o.2 1972. PP. 275-289. 

10 Haves D.C. "The Contigency Theory of Managerial Accounting,'' The Accounting Re iev • 
January, 1977 PP. 23-39. 
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2. 

Haytas and Ashton (19 2) on their efforts to provide evidence on the 

effectiven ss of pani utar audit techniqu in detectin error that affe t the finan ial 

statements and on th causes of such error conducted a tudy of 2 1 errors 

requiring finan ial tatements adjustment. 

The results of the tudy suggested that all of the intentional error are 

concentrated in relatively few audit areas and that these areas are fairly predictable 

by indu try. The great majority of such errors affect income but the direction of 

ef cct may either be an understatement or over tatement. Regarding the ignaling 

of an error they found that a large portion of financial statement errors are initially 

signalled by less rigorous audit procedures such as analytical review and di cus ions 

with the client. Client personal problems such as inexperience, incompetence and 

insufficient knowledge and inadequate control, follow up or review were found 

instrumental in causing most errors21 

In an attempt to define a client s control environment from auditor's 

perception, Haskins (1987) identified 48 client control attribute and their perceived 

level of importance in adequately describing a client's control environment, thus 

erving to define more clearly audit planning concepts. In addition client 

contextual variables were found not to be frequently associated with the attribute 

importance ratings (except size and management structure) thus highlighting the 

gcnerali ability aero a ariety of clients. Audit firm, firms specialization and 

audit rank were found to be significant mediating contexrual variables and that 

11 Haylas And Ashton, "Audit Detection of Financial Statements Errors". The Accounting 
Review, October 1982 PP. 751-765. 
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nio had the large ·t ·hare of lh evatu ti n f internal c ntr I aurioutc 

responsibility. 21 

In another rudy that exam in d the ef ectivene of internal audit and external 

audit in deterring Finan ial reporting irregulariti , chnider and Wilners (1990) 

conducted an exp rimental tudy that examin d the effe t of managers' perception 

of internal and external auditing on the potential of financial irregularities. 

A total of 264 subjects, the majority of whom were experienced manager 

were required to make decisions on three ca es involving materiality type of 

irregularity, perceived extent of GAAP violation and incentives for mistating income. 

The decisions were made in a situation where there was no auditing at all, only 

internal auditing or external auditing. 

The results clearly upported internal and external auditing as deterrents to 

financial reporting irregularities when all of the four factors were present. It wa 

al o found that internal auditing effects were similar to those of external auditing. 

The study, however, suffered from the inability to explain why the existence of 

audits were perceived as having a deterrent effect.23 

In a similar srudy Barefield (1975) found that the frequency of audits did 

produce significant effects on the quality of adherence to internal control 

procedures.2A 

The need for an internal control system, as stated earlier is not questionable. 

11 Haskins M.E. "Clienl Control Environment: An Examination of Audilors Perception" . The 
Accounting Re iew. July 1987. PP.542-563 . 

u Schneider and Wilner, "A Test of Audit Deterent to Financial Reporting Irregularities Using 
the Randomised Response Technique. The ccounting Review, July 1990 PP. 668-681. 

lA Barefield R. . "The Impact of Audit Frequency on the Quality of Internal Control". 
Sarasota!,. FL: American ccounting ociation 1975. 
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alih ( 19 !S e aluated th int mal comr I f thiopian irlin , airobi bran h 

and con Iud d that the lack of egregation of accounting and cu to ian functions was 

the gr a~ t weakness of the bran h office. He argued that there i need to centralize 

cash r ceipt , c tabli h an audit unit cparate ace unting unit fr m ales section, 

ep rate duties of purcha acti iues and e tabli h a perpetual inventory sy tern for 

the tickets. He further emphasized that the e isten o control is very cru ial 

especially under today's conditions with evere competition which place premium on 

reliable customer service , on conservation of cash, on realization of capital assets 

and manpower and on the r duction of cost. 

Both accountants and non-accountants appreciate the wider concepts of internal 

control and their contribution towards the safeguarding of assets and ensuring the 

reliability of financial records of an enterprise. This is confirmed by Kaplan's 

fmdings that there exist no significant difference between the actual behavioral 

mode of management accountants and the actual ehavioral model held by 

non-accountant . Half f the interviewed ace untant and manager indicated that 

accounting control wa n ary because employee tend to be deliberately lazy and 

wasteful or at least indifferent to any cost-saving effect. The other half also believed 

that accounting control were necessary in reducing co ts even if manager 

co-operated . 

2S Salih M.A. "Internal Controls The Case of thiopian Airlines Nairobi. M.B.A. 
anageme.nt Project . 19 3. 
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B G 0 T B RPR 0 

Government accounting di tingui hes itself fonn commercial accounting in 

that Government accountin concern itself only, with receipts and expenditure 

occurring within the Government ' financial year. ll is entirely ca h based, and 

apart from the relaxation of the time limits in specific instances the government 

accounts of a particular financial year consist solely of the ca h transactions 

occurring within that mancial per. 

3.1 The Government c ountine Sy tern . 

The Governments financial system entail appropriation of funds by 

parliament to ministrie and departments as arranged according to votes. An 

accounting officer is appointed to be responsible for each vote and is personally 

reliable for the aggregate accountability and is an werabfe for the same to the 

parliament ".An Accounting officer: 

Means a per on appointed to e an accounting officer within the meaning and 

for the purpo e of the Exchequer and Audit Act (Cap 412) which defines the 

accounting officer as : 

Any person appointed by the Treasury and charged with tbe duty of accounting for 

any service in respect of which money have been appropriated by parliament or any 
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person to whom is ue ar made from lh xch quer ccount. '26 

The boo -keeping and a ounung y tern adopt d by Go errunent mini tri 

and departmen are andardized and i entirely ca h ba ed. Th Go ernment 

accounting system concerns itself with receipts and expenditure oc urrin within the 

Governments financial years (1st July to 30th June) . However Government trading 

organisations such as corporations use the conventional commercial accounting 

system, involving non-cash adjustments, such as accruals prepayment, depreciation 

etc. Inspite of this relaxation corporations under ministries adopt the conventional 

commercial accounting system at a very low cale as is the ca e with Nyayo Bu 

Service Corporation. 

3.2 Vote Procedur . 

No funds can be spent or committed by any officer of the governmenl until 

he has been properly authorized to do so by means of an Authority to incur 

Expenditure (A .I.E). Each accounting officer is expected to maintain records (vote 

book) that will clearly show at any lime, in respect of each vote: 

(i) the total amount of expend iture anctioned for the year. 

(ii) the amount of the expenditure charged. 

(iii) any further known liabilities in respect of the year. 

imilarly, th officer receiving the A.l.E mu t also open a vote book to control the 

funds allocated to him and how clearly at any time: 

u. The International and General Provisions Act (Cap 2) part 2 Section 3(1) Revised Edition 
19 3 (1970). 
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3.2.1 

(i) the actual expenditure; 

(ii) the total comrnJOnent , and 

(iii th actual uncommitted balance. 

He/ he should al note that he cannot deleg tc hi /her re p n ibality . Only those 

officer to whom the . L is is ued are permitted to c mmit any fund or incur 

expenditure against it. 

After the opening of the votebook the A.I.E holder mu t en ure that: 

(a) Every payment voucher proce ed is entered in the votebook. 

) After each voucher entry the actual total payment figure is amended. 

(c) Every commitment is entered - realistic approximate values may be 

obtained from suppliers, stores catalogue e.t.c. 

(d) After the entry of the commitment the total commitment figure of total 

commitment plus total payment is obtained from which the balance 

available is computed. 

(e) When a commitment becomes an actual transaction it is deleted and the 

total commitments and the total payments figures are adjusted 

accordingly. 

(f) Every voucher originated by him has a serial number allocated by him. 

This will comprise four digits commencing at 0001 and will be that 

vouchers' identity. 
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.2.2 

The movement of oucher through tions in the c ur e of ing 

proces ed i corurolled via registe which ar ned y the receiving ection . 

lthough no limit as to the number of regi ter to be maintained or proce ing 

vouchers has been specified, a minimum of three register must be in use to record 

movemem of vouchers as follows:-

(!) one from voucher preparation section, 

(2) one from voucher examinauon section, 

(3) one from vote book control section. 

3.2.2.1 oucher Preparation. 

Payments are to be processed immediately in respect of demands for 

ettJement of goods and service which have been supplied or rendered to the 

Government in accordance with valid regulations , scales, tariffs, contracts or 

agreements and which have been supported by L.P.Os, L.S.Os, invoices, receipts, 

receipted bills duly confirmed by the receiving officers or A.I.E holders. 

The payment vouchers are to be prepared in at least triplicate copies for 

distribution as follows. 

(a) the original i to be retained to support the cash book entry and for 

posting of the appropriate ministry departments ledger account· 

(b) the duplicate is to accompany remittance to the supplier/payee as the 

case may be, and 

(c) lbe triplicate is for the A.l.E holder. 
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3 .. 2.2 

In a ca e wh re m re than on a unt i m olv d additional copie are to b 

prepared for each account num r nd/or tation for .I. holder . The oucher 

prepared are to be authorized by L1 •. I.E holder who ign the original only and 

pas them for examination pu es. 

amination. 

The signed vouchers are to be scrutini ed by the examinatjon section to 

ascertain that:-

(a) the expenditure is in conformity with the authority governing the 

payment: 

(b) there exis an allocation to cover that expenditure and that the 

allocation has not and v:m not be exceeded as a result of the payment. 

(c) the payment is supported by appropriate certificates. 

(d) the payment voucher is complete in all aspects and all payment 

procedures have been complied with. 

(c) the payment voucher is authorized for payment by the A.I.E holder 

or an authorized official. 

After examination, the examjnation officer or section head will complete the 

appropriate certificate to indicate that the vouchers have been examined and pas ed 

for payment and therefore pass them to vote book control section . 

. 2.2.3 

At receipt of the examined voucher, the officer incharge of Vote Book 

Control Section will enter the payment in the ote book and complete the appropriate 

28 



ction to indicat th l exp ndtrure h be n entered in the vote b ok and at o how 

the balan e of fund remaining after each payment 

Th officer in harge hall ensure th t an llocation ex1 ts to me t the 

e penditure and that the allocation has not and will not be exceeded as a result of the 

payment. 

The then entered payment voucht~rs shall be passed to the cash office for 

payment. 

A payment is effected, the payment ouchers are to be sent to the ledger 

section for keying into the account ledgers and at the end of every month a trial 

balance and extract of computer statements of every ledger account is to be 

produced. The accounts branch will send the extracts of the computer statemen 

of accounts to the A.I.E bolder to reconcile the statement with his vote book and to 

submit accounts branch a certificate of reconciliation, together with a net of 

outstanding or incorrect enteries. 

3.3 ~S~to:<.=.r..=.....:..:.C:::.:c=o=u=n=h::.:;. n,_g..,_. 

Deciding upon the measures to be adopted to secure adequate stock control 

and accounting procedures covering the receipt, cu tody, i ue and disposal of stores 

etc. is the responsibility of the accounting officer. The accounting officer i 

responsible for stores and other Governmem property acquired by his ministry or 

department and for any losses arising. In deciding on the extent of verification the 

accounting officer is expected to undenake a cost benefit analy is of detailed 

investigation of di crepancies. 

The stores accounts are to comprise of stock ledger accounts which are posted 
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from r perly authorized uch r to how quantitie received, quantitie i ued or 

otherwi dispo ed o and current balances. The accounts are to b maintained by 

of 1cer , other than torekeepcr , who hould not be allowed to ha e acce to the 

stores. 

Rec ipt of all tore are to be entered in record immediately, preferably at the 

point o receipt. At delivery of ordered stores, an appropriate officer is expected to 

certify that deliveries do meet the specifications provided. As a maner of control 

the ordering of stores verification of deliveries and authorization of payment is 

allocated to different officers. either is payment to be made b fore the identifying 

with and checking of the order against the receipt document and invoice. 

Requisition order are to be made and signed by officers authorized to do so 

by the accounting officer and that storekeepers should i ue stores only again t orders 

approved by the authorized officers. 

I ue voucher ub equently prepared and registered in the stores office 

should show the ervice for which the store wa acquired indicate authority for 

i ue and bear signature of the perscn to whom the stores are issued. 

3.3.3 tock takin . 

The regulations require that; 

(a) stock taking should be carried out at least once after six months. 
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(b) Two officer hould undertak the sloe -taking aspect, one of whom should 

not be known to the tore keeper . 

(c) Th sequen of stoc taking should be varied from time to time. 

(d) Th programme for tock taking hould not be known to tore keepers. 

(e tock balanc fi und on t0ek taking hould be compared with the 

corresponding store account balances. 

(f) Di crepancy hould be investigated to arrive at correct tock figures . 

(g) Any adjustment to tore accounts found to be nece sary to make them agree 

with actual stocks should be made only on the authority of an officer 

authorized to do so. 

(h) Deficiencies di coverd on stock-taking should be treated a losse and must be 

noted in the appropriation account. 

{i) The results of stock taking should be retained and made available for 

inspection by internal audit and by officers of the Exchequer and Audit 

Department on request. 

3.4 ccounts of state corporations 

3.4.1 Introduction 

The state corporations Act o. ll of 1986 governs all matters pertaining to 

the establishment control and regulation of state corporations. Part IV of the Act 

governs in particular issues relating to control of finances of corporations. The Act 

requires every state corporation to prepare not later than the end of February in 

every year and ubmit to the Minister and Treasury or approval, estimates of 

corporations revenue and expenditure for the following financial year. The estimates 
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3.4.2 

mu t e ccompani y prop at for fundin all projec to be undenaken by th 

tat corp ration, or th implemenLation of which will continue during lhe fin ncial 

y r to hich th 

The ct furth r tipulat th t n annual Limate and prop at for funding 

can im lement d until they are approved by the ini ter assigned lh mini teriat 

re ponsibility for th corp ration concerned with lhe concurrence of the Trea ury, 

incur any expenditure for which provision has not been made in the approved 

annual estimate. 

Accountability for the moneys, the fmancial busin s and the management of 

the affair of the tate corporation befalls a board that is constituted in accordance 

with sectors 6(1) of the Act. The Chief executive of the state corporation represents 

the board in answering questions that may arise from the report submitted to Public 

Investment Commiuee under section 30 A (b) of the Exchequer and Audit Act. 

The accounting ystem to be u ed, according to the Act to be a full 

commercial accounting system which incorporates non-cash adjustments such as 

reserves provisions, accruals and prepayments with accounts for capital, liabilities 

and asse . The preparation and 1Jresentation of the accounts are to generally 

conform with the requirements of the standard et by the In titutes of cenified ublic 

Accountants of Kenya. It is also expected that some form of costing and 

management accounting will be employed to as ist mnagement to run the enterprise 

on ound commercial basis. 

The financial years of every state corporation shal I be the period of twelve 

month ending 30th June in each year. 
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4.1 

HPTR 

R 

Thi chapter detail out the r earch design u ed to achieve the objective 

taled out earli r in the rudy . It documents and evaluates the exi ting Internal 

C ntrot y tern o yay Bu crvrcc Corporation paying due attention to the cash 

receipt cycles, ca h di bur cmen cycle, purchase cycle, payroll and st re 

accounting cycle. 

4.1.1 Data Ba 

This study made u e of primary data obtained via per onal interviews with 

selected staff and management groups. The personal interview were conducted on 

the ba is of interview guidelines developed for each di tinct area. 

( ee Appendix 3 - 6) . 

Prior to the de igning of the interview guidelines, di cussions were held with 

the Executive chainnan and General Manager coupled with v.i i to the Head-office 

with the purpo e of acquiring a thorough understanding of the entity's tran actions 

and the likely area of weaknesse in the corporate' control . 

Ob ervations wa also made of: 

i) The sy tern of cash receipts by the conductor from lhe pa sengers and 

from the conductors to the cashier. 

ii) A series of fonns. document and records that are used by the 

corporation in its accounting system. 

33 



4. 1.2 

iii) The in mplete pr edural manual drawn up by the Chief ccountant . 

lV The pro ed organi ational chart of th organi ation. 

( ee ppendix 1-2) 

v) C pi of yayo Bu Corporation ina! Accounts from 1988- 91 at th 

Office of the Pr ident, Kenya. 

The question po ed to the interviewee as can be een in Appendices 3 - 5, 

were open-ended que tion . This was aimed at encouraging the interviewee to pro ide 

as much information a pos ible. Personnel interviewed included ub-cashier or 

revenue cashiers the Main Cashier, the Reconciliation Officer, the Machine clerk , 

the V te ok Of tccr, the Purchasing Officer, lhe Payroll Officer, the tor Officer 

and the Chief Accountant. 

The interviews, were aimed at obtaining information as to the existing 

internal controls of each section and also encourage the different levels of staff to 

'air their views and opinions about the existing sy tern . The interviewee were al o 

a ked to provide recommendation as to how the exi ling system could be improved 

so as to institute tricter internal controls. 

The primary data collected via the per onal interview with arious levels of 

the corporation staff and inspection of the record of the corporation were 

evaluated through the u e of Internal Controls Qucstionnair I Q (Sec Appendix 

6-12) for each section tudied. 

The sections which were evaluated included the cash cycle the purchase 

cycle the payroll cycle and the stores accounting system. 
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4.2 

Th ICQ have been developed on the basi of theoretically sound and 

generally accepte a c unting control . This i aimed al facilitating the ident1faclion 

of we knes in the e i ting Internal control y terns and the suggestion of workable 

recommendations to impro e the existmg sy tern u ing th componenlS o sound 

internal control sy tern di cus ed in chapter two as a 'ben hmark'. 

The following ub ection will analyse the propo ed organi ational £ructure 

and then proceed to document and analyse the existing internal control systems 

section after ection with the aim of forming 'ground for the conclu ions and 

recommendations to follow in the next chapter. 

From the di cu ion with the General Manager and other members of the 

corporation's sta f, it was revealed that duties, re pon ibilitie and authority of 

management was largely governed by the relevant statues that regulate the 

Government financial policies and procedures. 

The organi ational chart in Appendix 1 and 2 i a propo al from top 

management to the board of directors seeking appro al for iL~ implementation. [t is 

the managements belief that with the implementation of the proposed organisation 

chart, the organisational strucrure shall be more clear and elaborate to uit the 

corporations commercial nature. 

The current structure in operation is in line with the proposed organisational 

chart with the exception of the existence of a financial accountant, a management 
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ace untant, re arch and devel pment of Jeer and a well defined and tructured 

per onn l departm nt. This tate wa partly attributed to the corporation being in 

a transition period; the corporation i moving from its previous status of eing a 

department und r the ational Youth ervice of Kenya hou ed in the Office of the 

Pre ident to the tatu a full t te corporation. 

review f th "manual of organisation" was not po ible ince management 

was still working on defining the principles and concepts underlying the corporations 

accepted methods of operations and on rhe specification of position de cription of 

each member of taff. 

Analysis of the propo ed organi ational chart reveal that mere is need to 

have a more detailed organi ational chart that would take into account the sub-units 

and positions that exist wirhin the jurisdiction of each officer. or example rhe 

offices of Chief Accountant, or purchasing department/officer and inventory control 

of store e.t.c are not clearly designated in the organization strucrure or chart. This 

is an anomaly to be addressed to as a means of insuring sound internal control. 

It was al o observed that the internal auditor b th in the current system as 

well as in rhe propo ed system i and would be reponing to the General Manager. 

A suming the General Manager ha full executive power thi may b okay. 

However controls will be enhanced if he is to report to the Board of Director 

directly. 

In examining the task performed by the internal auditor it came to light that 

his ta k was predominantly rhe confirmation and verification of the payment vouchers 

and the supporting documents. This task is seen as a routine control procedure 

imilar to the one performed by the Examination section thus it is not a task to be 

36 



4.2.2 

perform d by an internal udit r. 

The narure of Lransacti n of yayo Bu ervtce Corporation dictates that 

more than 98% of it revenues are on a cash a i . econdly, havin had it origin 

as a department in ational Youth ervice, the government accounting procedures 

still dominate in iL accounting ystems. As a r ult, yayo Bus Service 

Corporation maintain not any accoun receivable ledger nor accounts payable 

ledgers. Revenue i accounted for' hen cash is received from the private hires and 

from the conductor . While expenses and purcha e of supplier · recognised when 

cash is paid. o liability or receivable accounts are et up. 

In documenting the cash receipts system one would identify that its origin is 

in the Kenya Government system despite the modification that have been made. The 

cash payment or disbur cment i purely the Kenya Government ca h disbursement 

system. 

According to the information gathered through the interview and inspection 

of the procedural manual 

to store and is uc ticketing machines together with the Way ills27
. It is also the 

policy of the corporation that any vehicle leaving the premise for the purpose of 

trade is to be issued with a Waybill and a ticketing machine. The reconciliation 

A waybill is a document used to capture information about the conductor to whom lhe machine is 
issued, the details of the machine counters, the serial number of machine etc. ll's purpose is to provide 
information that can be used to calculate the collections made by a conductor on his shirt 
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office is also responsible for the production of lh 

of the arne. 

aybill form and lh monitoring 

Before i uing the Waybill to the lerk rc pon ·ible the form arc numbered 

serially y use of a numbering machine by a clerk re r> nsible for the arne. he 

Way ill are then igned by an officer as igned thi duty at th c mputer section. 

The Waybill are then handed to the clerk responsible for the i sue of machine by 

u e of a dispatch book. When issuing ticketing machine to conductors the clerks 

inserts the figures appearing on the machine counters on the respective spaces 

provided on the Waybill form. The ticketing machines have a eal that makes 

manipulation of the machines difficult unless the eal i broken. The machine 

counters facilitate the calculations of each conductors collections. 

An allocation form designed at the reconciliation office is also used to issue 

machines, accompanied y Waybill forms, and to monitor the movement of the 

machines. The form is designed such that a conductor collecting a ticketing machine 

has his name, per onnel number and the serial no. of the machine issued to him. 

The conductor and the clerk i suing both sign on the form. The machine allocation 

form classifies the ticketing machines according to their make and contains captions 

for machine under repair at the workshop machine received from the workshop, 

machines not issued and machines not received. This allocation form monitors the 

day to day movements of the ticketing machines. 

When issued with the machine and waybill, the conductor ts required to 

verify the figures wrinen on the waybill by the · suing clerk to be correct He is 

then required to ring down thi figure on the specified spaces below the figures 

written by the clerk. At the gare before the vehicle leaves the premises of the 
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corporation the machine no. a d the conduct r n . are r cord d. 

After com pi Lion of ducy Lhe c nduct r pay in all revenue to the r ceiving 

cashiers. The cashier work in 2 hirts and each ca hier ha a ca h b x. 

Cashiers confirm the amount received from the conductors thr ugh counting 

and issues a receipt to the conductor for money received . The of tcial receipts are 

normally in triplicate (revenue ca bier: official receipts) . The conductor attaches the 

original receipt to the waybill and takes it to the machine and waybill reconciliation 

office. The revenue cashier: official receipts are normally serially num ered. The 

duplicate is sent to the main cashier s office after banking the amounts and the 

triplicate is maintained in the sub-cashier office. 

The sub-cashiers in addition to issuing the official receipts, enter the receipt 

no. on the waybill. In case, some expenditure was incurred by the conductor in the 

course of his duty the collecting ub-cashiers verifies the supporting documents and 

sign the documents. The receipts issued to the conductor by Lhe collecting cashier 

would be for the total amount received from the conductor and the expenditure 

incurred. Authority to accept such expenditure i vested in the sub-ca bier and is 

limited to specific items contained in the waybill e.g. Toll charges. 

At the end of the days shift, the outgoing cashjers and the incoming cashiers 

ca t the collection from the duplicate c py of the official receipt and confirm y 

counting the ca h. The taking-over cashier then igns at the back of the last 

duplicate receipt the beginning serial number and the ending serial numbers of the 

duplicate receipts and the am unt received. Out of practice the cashiers put down the 
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denomination of Ute ca h betng hand o er but th the duplicate r ce1pts and th 

impro i d denomination h et r mains wilh lh ta ing-o er ca h1ers ( ight 

ca hier ). 

At the end of their hift the night cashier total the collection and balance 

lhem with receipts prepare lhe banking lip and bank the collections. The 

processed banking slip and the duplicate receip are then passed to the unit cashier 

who prepares an F-0 I 7 (Receipt voucher) in duplicate for the period which tallys 

with the bank pay-in slips. 

The receipt voucher i then entered in the duplicate cash book and is balanced 

at least daily. The duplicate cash book and the supporting documents are then taken 

to the examination ection for continuity marking and internal audit examination. 

They are then passed to the vote b ok section or revenue recording in the vote 

book. 

All the records and documents including the payment vouchers are then 

submitted to the main cashier for entry in the main cash book. The main cashier 

also signs the receipt voucher after verifying its accuracy and completeness and then 

sends the duplicate cash books and the duplicate revenue voucher to the unit/revenue 

while Lhe original revenue voucher and duplicate revenue cashier receipts are 

retained temporarily in the main main cashier's office. 

The unit/revenue cashier is also charged with the responsibility of preparing 

payment voucher in triplicate for the specific expenditures incurred by conductors 

in the course o their duly. Toll payments are li ted serially and the registration of 

the vehicles are listed too. The supporting documents are then attached to the 

payment voucher and sent to the examination section then the internal auditor 
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eclion and e enrually to the Chief ccountant for appro al. After pproval, th 

payment vouchers are ta en to the vote boo ection or entry and to be i en 

a vouch r no. The duplicate PV i retained by the voting ction " htlc the triplicate 

i retained by the Chief Accountant and Lhc original ' ent t the m in ca bier for 

tamping "paid" and posting in the main ca h oo . 

These vouchers are controlled using .O.C. 10 (Daily po ting ca h b ok 

summary) to indicate both opening and closing balance and the net 1gure or the 

day. The main ca hier then signs for the accuracy of the net figure and the manner 

in which it is arrived at. All voucher both receipt and payment ouchers are then 

pas ed to the ledger ection for sorting and balancing whereby they are given batch 

numbers using control slips F.0.8 for receipts and F.O. 9 for payments. 

4.2.2.3 Handim: in of machines 

fter attaching the original copy of Lhe revenue ca hiers official receipt to the 

waybill, the conductor hands over to the receiving clerk at the machine issuing room 

the waybill together with the machine. The receiving clerk then confirms the clo ing 

figure on the machine and enters them in a specified space at the bottom of the 

waybill. The closing figure in the waybill together with those appearing on the 

ticketing machine counters are then used to prepare a new waybill which is stored 

together with the machine in readine s for use in the next shift. 

The verified waybills are then checked by officers other than the receiving 

clerk to ensure that all infonnation is contained in the waybills and to note any 

revenue irregularities they may come across . 
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4.- .2.4 Reconciliation office 

The reconciliation office i r ponsible for the calculation of the amount of 

revenue collected as from the opening balance and closing balance reflected in the 

waybilL After calculation, the amount calculated is then compared to the amount 

contained in the original revenue cashier: official receipt Where irregularities, as 

shortages or surplu ,are identified these are documented in a revenue analysis sheet. 

A revenue analysis sheet i a summarization of the waybiJls i sued per shift and it 

captures aU the information contained in individual waybills and indicates any hort 

or excess in the re enue that was to be recei ed from the conductor according to 

the waybill. The revenue analysis sheet is normally prepared in triplicate. 

The individual waybills are then collected from machine room (reconciliation 

office) by an officer from the computer section for punching in with the use of a 

dispatch form. The computer section produces a report on the revenue colJected 

shortages and excess which is cross-checked against the revenue analysis sheet. Any 

correction required on the print out is communicated to the computer section through 

the bead of reconciliation office. 

After correction the original revenue analysis sheet is sent to the General 

Manager while the duplicate is em to the operations manager. The revenue analysis 

sheet is used as a basis for· 

i) confirming the daily register s cast of the total collections for each 

day. 

ii) preparing letters for the recovery of shortages and questioning of 

excesses to the conductor. 

iii) planning and control. 

42 



A report i then written to Lhe Chi f 

exces that have ari en. 

unt nl howing the honage an 

Waybills are then received by the reconciliation of tee from the computer/data 

ection via dispatch chedule produced by the c rnpuler section. The e waybills are 

then filled in separate folders, in the reconciliation office, for each machine. 

4.2.2.5 Cash Payments 

(i) Cheque payments . 

In the case of the purchase of goods invoice for goods and services 

upplied, payment vouchers are prepared in triplicate by the vole ook section after 

receipt of invoices, delivery note counter receipt voucher (S.l3) and the duplicate 

copy of the local purchase order from the stores . Payment vouchers are entered in 

a merchant dispatch register and taken to relevant officers for certificate (E.g stores 

operations manager workshop etc) 

The payment vouchers are then serially numbered noted in the payment 

voucher control register, recorded in a conlr I sheet and forwarded to the 

Examination section. The examination gives the voucher a control number and then 

examines it accordingly. The vouchers examined are then returned to the Vote book 

ection for vote entry. 

After the payment voucher has been entered in the vote book, the vouchers 

are recorded in the merchant movement regi ter and taken for authorization. 

pproved and authorized voucher are then taken to the internal auditor for audit. 

oucher are then taken to the main cashier for cheque writing. Cheques are 

then ent to the 3 signatorie for igning accompanied with the payment vouchers and 
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upporting documcn . igned cheque are then i sued and dispatched at the Chief 

Accountants office by lhc ecrctary u ing a hcque dt p tch r gi tcr. Th ch que 

are always eros ed . 

The main ca hiers normally enter aJl cheques drawn in a cheque regi ter. 

The original payment voucher and the supponing documen are em back to the 

ca hier to be retained temporarily and to facilitate po ling in lhe main cash book. 

The duplicate accompanie remittance to supplier while the triplicate i 

retained by the A. I.E holders. All original paymem vouchers arc lhen pas ed to the 

ledger ection for orting and balancing. 

(2) Petty a h Payment . 

Requests for cash payment originate outside the Chief Accountant's office. 

nly dcpanmental heads are authorized to make request to the Chief Accountant for 

ca h. The Chief Accountant or in his absence, the General Manager or the 

operations manager can authorize such payments. After approval the approved 

request (which has no tandard format) is sent to the petty cash cashier who makes 

payment and requires the receiver to sign the payment schedule which is prepared 

in duplicate. 

Entry is then made in a duplicate cash book by the petty cash cashier . The 

duplicate paymem,the approved requests and any supporting document is then sent 

to the vote section for voucher preparation. It i imponant to note that the payment 

vouchers are to facilitate reimbursements. The payment vouchers undergo the same 

proce s as the PV drawn for cheque payments. The only difference is that after 

authorization for reimbursement, they are sent back to the sub-cashier. After a 
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wee the petty cash cashier ca authorized reimbur ement and draw a voucher 

fo r all the individual petty cash reimbursement and all pportin document are 

attached and verified again . The petcy cash book i verified daily and ca ted daily 

by an officer charged with that r p nsi ilicy. 

The verified documents are ent to the main ca hier who writes up the cheque 

fo r reimbursement. 

The vouchers are stamped 'paid and the original remains temporarily with 

the main cashier while the duplicate remains with the signatorie to the cheque and 

the triplicate with the petty cash cashier. Occasionally the internal auditor 

undertakes spot cash checks. 

4 .. 2 .2 .6 

As observed cash receipts as well as cash disbursements are areas that bear 

fairly strong controls. The strengths of the internal controls of the cash receipts are 

evident in the documentation procedure that occurs at the machine office both when 

the ticketing machines are issued and received. The machines themselves contain 

a seal that prevents the manipulation of the counters. However, in the course of his 

duties, the conductor has a good opportunity of embezzling the corporate s revenue 

by not ticketing the passenger. The ab ence of inspectors on the route is a weakness 

in the revenue collection ystem. 

Proper segregation of dutie exist in the cash receipt cycle. The employee 

entering the opening balances in the waybiiJ as well as the closing balances has no 

access to the cash to be received . either does the revenue clerk has any 

responsibility in entering entries in the waybill that may provide an opportunity for 
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him or her to embezzle the ca h by manipulating the entries. Depo 1ts are mad 

daily by receiving clerks except over the weekend . Thi policy that encourage 

prompt anking i in confi rmity with ound internal control y tern. 

The reconciliation office task act as internal check to the work performed 

by the revenue cashier and ub-cashier , while the computer/data section acts as an 

internal check of the work performed by the reconciliation office. The reconciliation 

office task is crucial in that it attempts to recover hortages from conductor thus 

safeguarding the revenues that belong to the corporation. 

The existence of the xamination section and the internal auditor enhance 

the strength of the system. Howe eras mentioned earlier, it appear theta k of the 

internal auditor is not clearly defined . He engages in a task that has already been 

performed by the examination ection. It is not befitting for an internal auditor to 

engage in routine control . 

De pite the soundne of orne of the in tailed procedures, some weaknesses 

were noted in the whole ca h cycle. The rec nciliation office is charged with the 

respon ibility of producing the waybills and maintaining stock of the same. This 

should not be the case since it depicts a situation of a department producing the arne 

document, engage in procc ing the document and ultimately storing the processed 

documents. This would provide a loophole for the manipulation of the waybills 

themselves. It wa als noted that apart from entering the waybill no. in the 

machine allocation hect, n other document r record are used to enter the entries 

that exist in the waybill . conductor may I e a waybill either accidentally or 

intentionally and it would consume more effort to try and trace the previous shift 

waybill while being proce ed. 
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rom observmg the syst m of i uing ticketin machin , it wa gathered that 

very little control i ob erved a to rhe usage o f the wayb1lls . Waybill (blank) were 

scattered all o er the tables and others were torn o r the bookJets to be u ed for other 

purpose other than their rightful purpose. Thi rene ts that management does not 

follow up the sequential numbers of the waybills and neither doe it query for any 

break: in the sequence of the filled waybills. If the opposite wa so then the 

waybills would be handled with a lot of care. 

Inspite of the provisions made in the machine allocation sheet that requires 

conductors to sign when receiving machines from the issuing clerk no provision has 

been made for the conductors to sign tbal they have returned the machine. This 

provides an opportunity for the receiving clerk to claim that a machine was not 

issued back, yet the conductor did so. One may argue that , this is taken care of 

when the receiving clerk enters the machine closing numbers in the waybill. This 

procedure, however is an implication that the machine was received by the 

receiving clerk:. A signature of the conductor would have more weight than this 

implication. It was also noted that, receiving clerks did not check as to whether the 

eal in tl1e machine is broken both when issuing the machines and when receiving 

them. 

Regarding the revenue ca biers deficiencies are evident in the handing over 

proces . Handing over cashiers and taking over cashiers merely write the serial 

number of the beginning receipt numbers and the last receipt. Individual amounts of 

each receipt is made neither in any document used that could confirm the handing 

over of ca h from one cashier to another when changing shifts. With the current 

sy tern, the handing over cashier has no way of proving that he did hand over a 
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certain sum of money since all documen ign d are left in the cu tody o lh takin 

over cashier. The unit ca bier that prepares a receipt oucher i al o charged with 

the responsibility of preparing payment voucher for expenditur incurred by th 

conductor in the course of their duty . Thi h uld not be the ca ince it pr vidcs 

an opportunity to manipulale the net figure balan 

Generally, the controls relating to the cash cycle are fairly ound. However 

management needs to tighten up loopholes identified to improve the y tern. 

According to the interviews conducted, the payroll department is a recently 

established department with only one payroll officer who was transferred from the 

internal audit department. 

Di cussions with the Chief Accountant and the newly appointed officer 

revealed that letters authorizing the placing of a name on payroll originate from the 

personnel department. Any amendments to the payroll can either be authorized by 

the per onnel department head, the General Manager or the Chief Accountant. The 

payrolJ officer normally receives the payroll print from the computer section. She 

send it back to the computer section for processing with any document that may act 

as supporting evidence for any ammendments to be made to the payroll . 

Once the adjusted payroll i printed out, it is sent back to the payroll officer 

who prepares a payment v ueber. This payment voucher and the prim out with all 

the upporting documents undergoes the same proce s as any other payment voucher. 

The authority for payment i given by the Chjef Accountant. The original 

payment voucher i then sent to the cashier while payslips are printed out by the 
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a) . 

com uter ection. The ca hier prepare the ay packe and payment i mad y a 

ub- ashier who requires the reci ient to ign a a}- heet. 

Payment of alaric i made in ca h thus requiring the ca hicr to ma ·e the 

nee ary po ting to theca h book. Any uncollected pay-packets are handed back 

to the main-cashier who lock lhem up in a afe and end a report to the payroll 

for lhe initiation of inve tigations. 

program in lhe computer section is used to prepare the payroll with all lhe 

deductions. 

he payroll ystem is another area that bear both strengths and weakne se . 

The strengths of the ystem can be judged form the existence of the examination 

section the internal audit, the cashier office and the payroll office. Adequate 

egregation of duties does exi t thus making it po sible for the work of an 

individual or office to be checked by another individual or office. 

However a num er of weaknes e at o do exi in the payroll y tern. o 

y t m or procedure exi t that would facilitate the cross-checlcing of the print-out 

given by the computer ecti n initially . The payroll officer merely indicates on the 

print-out the adju tments to made to the payroll and attaches the supporting 

evidence before he end the print-out ack. Thi implies that lhe wage rates are 

not checked regularly against personnel record . Thus making it possible for the 

computer department to easily adju t the wage rates without the knowledge of any of 
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the other sections. 

The paying of salaries u ing cash is anolher weakness in the payroll y tern. 

The use of ca h makes it ea y for eilher lhe sub-ca hier or lhe main-cashier to 

misappropriate the uncollected paypackets and it would al o make it difficult for one 

to discover such an irregularity. 

4.2.2.8 The purchase cycle 

Interviews with both the purchasing officer and the stores officer revealed that 

the purchasing activity is et off by a requisition request that emanates from the 

stores officer. The user department normally makes a requisition order to the stores 

through the use of a Counter Requisition and I sue voucher which is normally 

written and signed in triplicate. These requi ition and issue vouchers are normally 

serially numbered. In tum, the stores officer would raise another Counter 

Requi ition and Issue Voucher and send it to the purchasing department after signing 

it. 

The purchasing officer then invites quotations by pinning up a notice on the 

tender invitation board. The tenders are received through the tender box located 

within the premises and are collected by the purcha ing officer who has the key to 

the tender box. The tenders are nonnally brought in ealed envelopes. 

At the tender board meeting the envelopes are opened and each member 

present signs on the received quotations to confirm that they have seen the 

quotations. The relevant details contained in the quotations are then entered in an 

adjudication form and a price comparison schedule is also improvised on the 

adjudication form . A decision is then reached by the tender board as to which tender 
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to accept after con ultation with the relevant u er department which i al o 

repre ented on the board. The members of the ard are again required to ign on 

the adjudication form to confirm the decision they have reach d. 

The adjudication orms are normally filled in four copie . The first copy is 

retained by the purchasing officer to act a an authority to write up th purchase 

order. The second copy i sent to lhe vote-book section to act a the a i for 

preparing the payment vouchers. The third copy and the fourth arc sent to the 

internal auditor and stores respectively . 

The purchasing officer then, after approval of the tender board, prepares the 

Local Purchase order in four copies. The original and duplicate are ent to the 

suppliers who return the duplicate signed and tamped when delivering goods. The 

triplicate is ent to the vote section attached with the adjudication form, while the 

fourth copy remains with the purchasing office. 

When delivery is made, the invoices with the duplicate local purchase order 

and a copy of the delivery note from the suppliers signed by the stores head are 

received by the store officer who sends the received documents to the vote book 

section for the preparation of the payment vouchers . In the case of emergencies the 

purchasing officer raises a request for cash which is approved by the Chief 

Accoumant. In the case of suppliers who have monopolies, invitations to tender are 

not made. The co t of the supplies is acquired from the price list upplied by such 

suppliers and the tender board's approval is minuted to act as authority to purchase. 

At times, the suppliers are requested ro send a proforma invoice before the board 

approves of the purcha e. 
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As ervcll this is another area that bear hoth trcnglh anti wcaknc · c .. 

The trength is evident in the policy that local purcha e orders can only be rai ed by 

the purcha ing officer after the approval of the oard. Th ystem al o provide a 

mechani m that make it p s ible for the vote b ok ection that prepare the payment 

vouch rs to ascertain as to whether proper authority was received or not. Again, 

the duties of lhc purcha ing officer are limited uch that he ha · n role to play in 

the preparation of payment to the supplier . 

However in pite of these strong control instiruted in the purchase cycle, 

erious deficiencies exist in the system. Discussions with the purchasing officer 

revealed that the purchasing office does at times pick up supplie from the suppliers. 

As a buyer, the corporation should not pick the goods from the uppliers. This i to 

safeguard the corporation interest in assuming liability before the supplie reach the 

corporation's premises. It also makes it difficult to verify that goods have actually 

een received. 

Access to the Lender box eing restricted to one individual is another 

weakne s in ensuring that all tender received are going to be tabled in the 

tender- oard meeting. 

In the ca e of emergencies, the providing of authority to the purcha ing 

officer to raise a reque t for cash to meet such emergencies is another erious detect 

in the sy tern. Management hould contract agents who shaH be responsible for 

handling uch emergencie . These agents can then bill the corporation for service 

rendered to it. 

This prior contracting of suppliers would cover the loophole that could be 
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exploited y its purcha ing officer for his own 

corporations interest. 

r onnel intere l a oppo d to the 

The u e of a counter requisition and issuin voucher for th r qui itions and 

i sue po ses a problem in that the arne document i u ed for conflicting activitie . 

Control of such vouchers becomes a problem and th ir effectiven ss is impaired due 

to lh inability to control them. 

4.2.2.10 -=-Th~~= 

a) 

Request for upplies are raised by user department through a Counter 

Requisition and Is uing Voucher filled in triplicate . The Counter Requisition and 

Issuing voucher are issued to all user department and they are pre-numbered 

erially. The· user department on a regular basis furnish the l res with a li t of 

name of personnel who are authorized to make requisition request to the tore . 

Specimen signature ace mpany the list. 

Once the requisition voucher is received by the stores clerk item are picked 

and brought to the counter. Both the stores clerk and the user department agent 

verify the material. The agent i then required to sign on the original Counter 

Requisition voucher that he has recei ed the supplie . gate pas i then rai ed in 

duplicate and i igned by the stores officer or his assi tant. The agent attaches the 

gate pa s to the duplicate Counter requisition and I suing Voucher (CRIV) and takes 

t.he material to the u er department. 

The original CRIV is then entered in a register and the necessary entries are 

made n the in-card . 
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b) Receipt 

hen good arc delivered by suppliers to th tor , th star rai e a counter 

receipt voucher in duplicate to acknowledge receipt. Th original is ent to the 

vote-book section accompanied with the invoice the delivery notes for the 

processing and duplicat L 0 received from supplier for payments. The copy is 

maintained in lhe files f th .tore . The receipts arc then recorded on the bin-card . 

The documents are sent to the vote book section via a regi ter maintained to monitor 

the movement of documents from the stores to the vote o k ection. In receiving 

goods user department are as ed to verify and certify on the counter receipt 

oucher that the goods delivered are what was reque ted. 

4.2.2.11 Analysis 

The stores issuing receipt and accounting systems are characterized by very 

serious deficiencies that render the internal control system for supplies very weak. 

o system exists that requires the flow of information from the tores to the 

accounting section and vice vcr a that would allow the accounting ection to control 

the stores through the use f tor control account . 

Again the problem p ed by using one document ic CRJV for both 

requisitions and i sues ari es in the stores. The CRIV booklets are possessed by all 

user departments and ince each booklet has a different equence , the erial numbers 

do not serve their purpo e. 

In making requi ition order authority is vested in a number of employees 

in the u er department. Thi unlimited authorization has posed a problem in that 

other unauthorized personn 1 can fake authorities and acquire supplies from the 
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tor . The total number of authoritie for rcquisili n t the tores wa a at June 

1993 more that 50. This mak it difficulty f< r the i uing tore clerk to a certain 

the authenticity of the authorization due to the large number of authoritie . Thi 

situation has largely contributed to lhe pilferage of tock upplie from the tor . 

o clear a signment of duties exi ts in the tore . Clerk charged with the 

responsibility of i uing supplie , can also receive dchverie and also make entri 

in the bin cards and register. Thi provides a conducive environment of manipulating 

the bin-cords and pilfering the stores. 

Security around the tores and in the stores i very poor. Although access is 

to be restricted to the stores staff it appeared that it was open to many person who 

were not stores staff. The security procedure at the gate are very poor. No 

inspection of per onnel leaving the stores is conducted. Only the verification of the 

items i sued to the agent i made. urthermore, the security per onnel atlhe gate are 

not conversant with spare parts. Thus the pos ibility of the wrong part leaving the 

tore premises is very high. 

Management of the yayo Corporation has to seriously look into the stores 

area if it is to safeguard the r ources of the corporation. The present system 

provides a lot of loopholes for supplies to be lo t without any trace. The thefts that 

have occurred can largely be attributed to the p r internal control system that 

governs the stores. 
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All original voucher th receipt vouchers and th p ymem vouchers arc 

passed by the main ca hier via a registrar t the ledger ecti n for orting and 

balancing whereby they are given batch numbers using control slips F.0.8 for 

receipts and F.0.9 for payments. The sorter ign or the ac uracy of the net figure 

and how it is arrived at. It is the policy of the corporation that the cashier's net 

figure and sorter s net figure agree. 

Sorted vouchers are then passed to computer ection by the ledger ection for 

keying in. A print out i then produced by the computer ection to confirm accuracy 

of posting. The print- out i sent to the ledger section to confirm that vouchers keyed 

in are accurate ie Account No. Voucher o. date amount e.t.c. Any adjustment to 

the print-out are communicated in writing to the computer section by the Head of the 

ledger section. 

Final reformatted data i produced to confirm total accuracy in posting. 

Authority to produce the ledger is given by the h ad of accounting unit to the 

computer room. The computer statements produced are: 

a) Main ledger, giving details of oucher 

b) Trial balance 

c) Detailed item analysis 

d) Statutory control report 

The 1st three reports are produced on a monthly basis. 
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~.o Introduction. 

This study wa conducted in the area of internal control with a peci rc 

reference to internal control sy tern of yayo Bu ervice Corporation airobi . In 

reality, good internal control are a matter of degree and the individual component 

of an internal control y tern are merely an ideal . urthermore in practice, the co t 

of operating the system must be weighed against benefits . This might mean orne 

acrifice of control procedures. The interest in studying the internal control ystem 

of the corporation emanated from the desire to have an insight into how a tate 

corporation would function . It was a! o interesting to venture into evaluating the 

internal control sy tern of a state corporation which has received a lot of accu ations 

from member of the public and Jess attention from professional accountants becau e 

of their nature. 

5. 1 onclu i n. 

It has been ob erved from the analysis conducted that the cash receipts a well 

as the ca h disbur ement areas bear fairly strong control . This could largely be 

attributed to the fact that the government accounting sy tern is till in operation in 

these areas . The same can be said for the purcha e cycle. However a shown by 

the analysis there is till a lot to be desired from oth the payroll and the store 

accounting system . 

Regarding the proposed organisational chart, there is still a lot of information 

that has not been taken into account. A more elaborate organi ational chart propo al 
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is necessary if all the positions in the corporation are to be reflected m the 

organizational chart. 

On the other hand the internal auditor is being underutilised. He is charged 

with the responsibility of performing routine control check which are also 

performed by the Examination ection. This has led to the duplication of efforts and 

the down playing of the internal auditors effectivene s and role. 

The following sub-section will attempt to provide recommendations to each 

section of the accounting system, based on a sound theoretical framework of internal 

control systems. The recommendation are not only geared towards the improvement 

of the existing system but also towards assisting the Nyayo Bus Service Corporation 

in its efforts to adopt a conventional commercial accounting system. 

5.2 Recommendations 

5 .2.1 The On!anisational Chart. 

It is crucial to management to understand that organizational independence 

of departments allows an entity to plan for the future to direct and control its current 

operations effectively. A plan of organization require that the division of duties, 

responsibilities and authority be clearly defined. The effectiveness of such a 

structure would be achieved by having designated heads who are evaluated on the 

basis of performance of their rc pcctive departments. The departmental heads should 

be of equal rank and should report directly to the General Manager as shown by the 

proposed organisational chart. The organisational chart as stated earlier needs also 

to take into account all the subunits that exist in the corporation such that the whole 

organizational structure is contained in the organisational chart. The partial 
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organizational chart in igure 1 to 4 provided uggest a po sible arrangement of the 

re ponsibilities dutie and divi ion of authority that c uld be adopted by the 

corporation. However many other factors like the co t of adopting uch a tructure 

and operating efficiency con iderati n (e.g problem f inter ependcnce) would need 

to be talcen into account before thee tablishment of uch an organisational structure. 

A closer look at the proposed organisation chart in appendix 1 di closes that 

the intemaJ auditor report directly to the General Manager. Thi is a violation of 

a major principle of an effective internal control system that requires that the 

internal auditor should report to the highest office po iblc in the organisation. This 

could be the executive chainnan or the board of director a hown in figure 1. 

The job of the internal auditor should be to in estigate and appraise the 

system of internal control and the efficiency with which the various units of the 

business are performing their functions, and report his findings and make 

recommendations to top management The inlernal auditor should not be responsible 

for performing routine control procedures such as verifying each and every voucher. 

The e functions are performed by the examination ·ection. The internal auditor 

should design and carry out audit procedures that will test the efficiency of virtually 

all aspects of company operation . 
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As for the vote book ection, ilS usefuln s will be outlived once lh 

corporation a sumes ilS required status. However, a udgetary control ection should 

be instituted that would more or le s perfonn the arne La ks a the vote book 

ection. 

As observed in the analysis, the cash accounting cycle for both receiplS and 

di bursement i fairly ound. However, there is still need to overcome some of the 

weaknes es that exi t in the system. 

The duty of producing the waybills hould be a igned to the !orcs 

department or a stationary and supplies department so a to plug any loophol that 

may exist in manipulating the waybills. 

trict controls and procedures should be instituted and communicated to the 

clerks handling waybill to en ure that waybills are handled with care and u ed for 

the purpose they were intended . The reconciliation office should undertake a Ji ting 

of the serial .number of all the waybills received from the machine office and ask 

the machine clerks to explain for any break in the serial number of the waybills. 

The machine clerks on the other hand hould have a regi ter to enter the 

serial numbers of the waybills issued and received and all the details contained on 

the i ued waybill at the time of i sue and receipt. Thi would facilitate a 

cross-checking of the record of the reconciliation office and the machine office. 

It would also provide backup for any waybills that may be lost by the conductors. 

Installation of corporate in pectors on routes is very crucial to the corporation 

in safeguarding it resource .Inspectors would not only limit the opportunities of 

63 



embezzlement of cash by the conductors but would al o act as mean of confinnin 

that u es leaving the corporation' premi cs or the purp e of tr c were actu lly 

trading. 

In the handing over of the cash receipts by a ca hier at the end of hi /h r hifl 

to the taking over cashier, a listing of the receipts an the individual amounts hould 

be prepared. Thi li ting should be prepared in duplicate. Th taking over ca hier 

hould then ign the li. ting after confirming the t tal rcccip and reccivmg theca h 

from the hand!ng over ca hier. The duplicate hould be retained y the taking over 

cashier while the original should be taken by the handing over ca hier. This li ting 

may be used as evidence of the handing over in ca e some irregularity ari e . 

5.2.3 The payroll system. 

The paying of salaries using cash weakens the payroll control c nsiderably. 

The use of this practice encourages dishonest employees to engage in padding. rom 

an internal control point payment to employees should be made by cheque. 

Payment by check would make it possible for a eparate salary account to be 

maintained. Thi would not only act as a control on the payroll but would also 

facilitat compari on between months for any changes that may appear. 

While thi sy tern may be resisted by some taff it hould neverthle e 

instituted and all employees should be required to open bank accoun . 

A system al o need to be instituted that would facilitate the cross-checking 

of the print - out provided by the computer section. This system should also provide 

for the regular checking of wage rates, deduction and other personnel details. 

64 



2.4 The Purchase cy le. 

The present practice of using a counter rcqui ilion and i umg voucher for 

requisition should be discarded. Instead a I cal purcha e r qui ition should be 

rajsed by the stores department in duplicate. This document hould erve only one 

purpo e of making a requi itioning request as opposed to the CRIV whjch wa u ed 

for both requisition and issues. The original i to be ent to the purcha ing office 

while the duplicate hould be maintained by the stores . 

In addjtion to the above, the practice of sending both the original and 

duplicate copy of l:be local purchase orders to the suppliers should al o be discarded. 

Only the original LPO needs to be sent while the duplicate should be sent to the 

stores . This would enable the tores department to match the duplicate copy of the 

requisitioning order to the purchase order thus providing the receiving section with 

prior knowledge of what to expect. 

The purchasing officer should also be discouraged from picking up goods 

from the suppliers premises. As a buyer, the corporation should not pick goods 

from its suppliers. This i to prevent any liability to fall on the corporation in the 

course of transporting those goods. The goods may get damaged or they may be 

stolen while on tran it. 

Suppliers who offer emergency services should be contracted by the 

management of the corporation. It should not be left at the discretion of the 

purchasing officer to decide on who to engage in providing such a service. The 

nature of the corp ration tran action makes it p sible for management to identify 

the cia ses of emergencie that may arise . 1 n the ca e of tenders access to the 

tender box should not be restricted to the purchasing officer. The tender box should 
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5.2.5 

be opened by the purcha ing officer and a mem r of the tender b ard on the 

morning of the tender board meeting. The tender hould be 1xed with two 

different locks that would require both the authorized person to enter their keys to 

the lock for the tender box to open. 

This would ensure that no one per on ha an opportunity to manipulate any 

of the tenders. Since the tender box would e opened on the morning efore the 

tender board meeting it is very likely that all tenders received are going to be tabled 

to the members of the board meeting. 

The stores area bears the weakest controls in the corporation. The major 

weaknesses being the lack of segregation of duties, the lack of control accounts and 

the poor physical security. 

Requisition orders to the purchasing department should be raised by the stores 

via a document whose usage will be strictly for raising requisition requests only. 

Serially numbered purchase orders should be prepared after authority from the 

tender - board has been received. Copies should then be forwarded to the 

accounting/fmance department and the receiving ection of the stores. This would 

require the establishment of a receiving section in the stores department. There 

needs to be a clear egregation of duties in the tores . The receiving section should 

be independent of the is uing section, storing section and recording ection. 

The copy of the purchase order sent to the receiving section should have the 

quantities blacked out to assure that receiving personnel make independent counts of 

the good received . 
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11 good delivered to the corporati n. hould be clear d through the 

receivin ection. The receiving ection hould be re pon ible for (1) the 

determination of quantitie of goods received (2) detennining whether the goods 

received ar the one ordered, (3) the detection of damaged or defective 

merchandi e ·(4) the prompt transmittal of good received to the storing section, and 

(5) the preparation fa rccci ing report . 

As good arc delivered to the storing cction, they should be counted 

in pected and receipted for. The storing section should then notify the finance 

department of the amount received and placed in stock. In performing these 

functions, the stores department makes an important contribution to overall control 

of supplies. By igning for the goods, it fixes its own respon ibility, and by 

notifying the accounting deparonent of actual goods tored, it provides verification 

of the receiving department s work. 

In making requisition requests, user departments should make usc of a tares 

requisition note. Again the stores requisition notes should be prepared in four 

copies. The 1st three copies are to be sent to the stores issuing section which is also 

the toring section . Authority to make requisition requests should be limited to the 

departmental heads and their deputies. This will minimize the incidence of upplies 

leaving stores via faked signatures on CRIV. Due to U1e large number of user 

departments it would be appropriate for the stores requisition note to be referenced 

when received by the stores department. 

The 1st two copies of the store requisition i to be retained by the stores 

department while the third copy would be attached to a gatepass that would be 

designed to include aiJ the details contained into the stores requisition note and 
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detail of the upplic. is ucd . The 2nd copy of the stores requisiti n would th n be 

ent to lh accounting lice. 

Phy ical ecurity need to be improved b th within and outsid the compound 

of the tores. A y tem of identifying tores per onnel hould be in tituted uch that 

ecurity per onn l would only allow access into the stores to stores per onnel. At 

the gate of the st re compound a register should exi t that would require the 

ecurity ersonnel at lhe gate to document all upplie leaving the tor compound 

the details of the person leaving with supplie including hi per onnel no and 

identification no. B dy in pection should also be conducted on person entering lhe 

stores as well a leaving the stores. 

5.2. 6 Personn I 

T he hiring of qualified accountants is required to facilitate the trenglhening 

of internal control . Such personnel would be in a po ition to identify lapses in the 

systems and take remedial action on a timely basis . A training programe which may 

include sponsorship to account training institution or some in house training program 

would be u efuJ for the improvement of employees whose experience has been in 

government accounting and not commercial accounting. This i inevitable since the 

proper functioning of any system depends on the competence and integrity of those 

operating it. 

The establishment of sound controls doe not by itSelf guarantee effectivene s. 

U nJe the internal control receives constant attention, it tends to disintegrate. 

Members of management need to remain alert to the problems that may occur and 

make regular test and investigations of tho c cction that relate to their immediate 

operating area . 
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i) The outcome f lh . tudy cann t be gcn ralizc t other . tat corporati n 

in e the study i limit d to yayo Bu crv1cc Corporation, airobi. 

(ii) The nature of the internal control problems of the airobi office may not be 

the same as those of i branch offices thus the outcome of the rudy cannot 

be generalized to other branches. 

(iii) The rudy did not take into account the procedures involved in the transfer 

of resources to the branches by the head office and vice ver a. The Head 

office was studied as a separate distinct trading entity. 

(iv) The evaluation of the fixed asset cycle, which contribute a large portion of 

the assets of the corporation was not possible due to technicalities that exi t 

in the course of the transition exercise from NYS. 
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A. How are cash sale dealt with? 

1. What are the procedures 

(a) involved in i suing ticket rolls? 

(b) involved in i suing ticketing machines? 

(c) that conductors follow in ticketing the passenger ? 

2. What are the mechanisms in place that indicate the amount of revenue collected on 

a shift? 

3. What arc the mechanisms in place lhat indicate thatlhe conductor is actually ticketing 

passengers and at the right fare? 

4 . What measures have been instituted to ensure that all passenger have paid for the 

ervice offered? 

5. What controls exist that ensure manipulation of the till roll is difficult? 

6. What procedures and documents are involved in; 

(a) the receipt of cash and recording? 

(b) the control thereof until payment into the bank and recording in the 

ca h book and ledger? . 

7. How are the unused ticket roJJs and ticketing machines dealt with after collection of 

day receipts from the conductors? 
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p 

1. What are the procedures involved in the purcha e of goods and ervice ? 

2. What are the laid down procedures for receipt of goods? 

3 How is the processing of the invoices and setting up liability dealt with? 

4 . What are the laid down procedures for processing payments and recording payment 

in lhe ook of accounts? 

5. What are lhc methods u ed for claiming for h rt-deliveries, for damaged go d and 

ensuring that payment is not made twice? 
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1. What are the procedures involved in controlling mo cment of upplie '? 

2. What mea ures are taken when receiving supplies transferring supplie t warehouse 

and issuing of supplies? 

3. How do you ensure that the supplies are used for the purpo e of which it was 

requested? 

4. Is the person who makes orders for supplies different from the person who records 

receipt and issues supplie ? 

PAYROLL 

1. What are the procedures involved in developing payroll , who prepare it and how are 

employees paid? 
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PPE IX 6 

Questions 

1. Are ticketing machines eriaJly numbered? 

2. Are ticket roll issued only after authorization? 

3. Are ticketing machines issued only after 

authorization? 

4. Are all conduclors required to sign for all 

ticket rollsand lhe ticketing machines allocated? 

5. Is there a ystem that controls movement and 

traces Machines to the conductor? 

6. Are the person handling/issuing ticket rolls and 

ticketing machine authorised to do so? 

7. Are the equipment for receiving and recording cash 

adequate and conducive to good control? 

8. Are spot check made by inspectors while busse 

are on route? 

9. Are upri e cash counts conducted while bu se 

are on route? 
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uestion 

10. Are all tickets erially num ered and 

reflect amounts paid? 

11. Are cash receipts from ca h sale 

recorded by ticketing machine? 

12. Are conductors required to enter ub-totals 

of cash indicated and number indicated by the 

ticket machine after every route? 

13. Are totaJs of the ticketing machines verified 

by an employee not having access to cash? 

14 . Are prenumbered ca h receipt vouchers raised 

for each subrnissi n of ca h and a signed copy 

retained by the conducLor? 
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uestions 

l . Are all receiving ca h authori ed t do so? 

2. Is all incoming mail opened by a responsible 

employee who does not have access to accounting 

records and not conne ted to ca hier s office?. 

3. Is a list of all incoming checks and responses 

prepared? 

4. Is a copy sent to the accounts receivable 

department for compari on with credit to 

customers accounts? 

5. Is a copy of the 1i t turned over to an 

employee other than the cashier for comparison 

with the casb receipt book ? 

6. Are the collections deposited daily 

in a bank account? 

7 . Are cash day's receipt deposited intact 

and without delay by an employee other 

than the accounts receivable bookkeeper? 

8. re the duplicate deposit slips prepared filed? 

9. Are the duplicate deposit lips properly filed? 
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ion 

10. Are checks or other Hem return d by the 

bank delivered directly to an employee other 

than the cashier and promptly inve tigated? 

11. Is the arrangement or dutie and accounting 

records designed to prevent employees who 

handle ca h from having acce s to accounting 

records? 

12. Are all of theca h receipt lists and cash book 

checked for casts and eros ca t ? 

13. Is there adequate control over the po ting of 

cash receipt to the appropriate ledger accounts? 

ummary 

1. Can miscellaneou receipts be omitted? 

2. Can cash balance be mi appropriated or 

improperly used? 
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Qu 

1. re all orders signed and originaling 

outside the purcha ing department? 

2. Are all goods ordered on the basis 

of signed requisition ? 

3. Is authorisation of purcha e order 

done by someone other than the 

originator or cu todian of upplies 

and are recorded on c pies retained? 

4. Are authorisation limits pecified? 

5. Are all purchase orders pre-numbered? 

6. Are goods inspected on arrival for quantity 

and description a ain l the purchase order? 

7. Is there proper recording of goods received 

by the custodian of upplies? 

8. Are copies of pre-numb red received 

notes raised? 

9. Are copies of the good received note sent 

to requisitions ordering and payment 

departments? 
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Qu ti ns 

10. Are invoice received by a eparate 

department from the uying department? 

11 . Are invoices checked again L purcha e 

order and goods received n tes? 

12 Are invoices checked ~ r ca t and 

extension? 

13 . Are invoices approved aflcr (11 and 12)? 

14 Is authority required to open new accounts 

in the credit ledger? 

15 . Are creditor ledger balance reconcilled 

to suppliers statement before and afler 

payment? 

16. Are the total of creditors reconciled to 

the creditors contr 1 account? 

l7 . Are all purchase invoice matched in the 

arne accounting peri d with g ods received 

note? 

18. Are all debit note matched in the same 

accounting period with go received notes? 

ununary 

I . Can liabilities be et up for goods recei ed 

which are either not authorized or not received? 

2. Can I iabilities be incurred but not recorded? 

80 

I Remark 



9 

Qu tions 

I. Are cheques drawn only again t voucher , 

remittance advice e.t.c? 

2. Is the function of drawing cheque 

independent from th c f rdcring,payroll 

preparation, approving invoice and 

signing cheq~e ? 

3. Are at least two signatures required on cheque ? 

4. Are they controlled a to limits of authority? 

5. Are cheques cro sed and marked 'A/C payee' 

and • ot negotiable? 

6. Are unused cheque books kept in safe custody? 

Are authorized voucher immediately stamped paid 

or cancelled? 

8. Are cheques mailed directly wilhout being 

returned t the drawer of the cheques? 

9. Are there independent checks to ensure proper 

discounts are obtained where possible? 

10. Is the use of blank cheques prohibited? 

11. Are all of cash payment beets and cash book 

checked for ca ts and cross casts? 
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Qu ion 

12. Are all direct debits and tanding orders 

ch ked for accuracy and authority? 

13. Is there adequate control over the po ting of 

payments to the appropriate ledger accounts? 

14. Are the bank accounts reconcill d with bank 

tatements periodically? 

1 . I there strict control for cheque drawn for 

cash? 

ummary. 

l. Can payments be made if not proerly documented 

or authorised? 
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Questions 

1. Is the responsibility of each fund vested in 

one person only? 

2. Is the custodian independent of other employees 

handling receipts? 

3. Is the amount of the funds restricted to require 

remimbursem~nts at relatively short intervals? 

4. Is there a limit for an individual payment? 

5. Are payees required to sign pre-numbered vouchc 

for all pre-numbered disbursements? 

6. Are all advances made to employees properly approved? 

7. Is the cashing of personnal checks prohibited? 

8. If not are such checks approved for ca bing by 

authorised persons? 

9. Are supporting documents checked at the time of 

reimbursement by a respon ible employee? 

10. Does the employee verify the unexpended balance 

before approving reimbursement? 

11. Are amounts on voucher written in words as well 

as figure? 

12. Are voucher stamped after use? 
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Qu 'ons 

13. Is the fund checked by supri c un made by an 

employee independent of the cu todian? 

ummary 

1. Can p ny ca h payments be made if not authori ed? 
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11 

uestion 

1. Is the per onnel department independent? 

2. Are the rates of pay tarters and leavers , 

change in rates of pay and deducti n recorded 

and authorised by the per onnel department? 

3. Is there as a mechanism for recording hours worked? 

4. Is bonus or over-time authorised by senior person 

authorised to do so? 

5. Are wage rates checked regularly against per onnal 

records? 

6. Are wage rates, deductions and personnel details 

verified by independent per on other than the 

prepares of payroll? 

7. Is payroll signed by supervisor as authorisation 

of payment? 

8. Are cheques drawn y per n other than prepare 

of payroll? 

9. Are payrolls casted? 

10. Are cheques authorised by at least two director ? 

11 . Are payslip , ca h placed in ealed pay packe 

by persons other than payroll staff? 
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Questions 

1- . I the wage payout made by p r ns who have no part 

to play in the preparation of payr ll or making 

pay packets? 

13. Are taff collecting pay identified and ign for 

their pay? 

14. I pay not collected banked by the cashier and 

investigated by personnel department? 

15. I pay not collected held in a afe by cashier and 

is payroll department notified in writing? 

16. Are deductions from payroll authorised and credited 

to apropriate account ? 

17 . I new payroll reconcilled with la t payroll? 

18. Are separate bank accoun kept for wages and 

salaries? 

19. I payroll casted and cro - ca ted? 

20. I the number of employee on payroU checked to 

personnel department rec rds? 

ummary 

l . Can per ons other than genuine employee be paid 

through the payr 11? 

2. Can employee be paid for work not done or 

unclaimed wag ? 
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3. Can payroll errors occur? 

4. Can the payroll be inflated in othcrway ? 
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TO RES 

Questions 

1. Are goods held in eggregated,Jockable areas under 

the control of storeman? 

~.. . Are goods controlled by warehouse through recording 

movements on bin card which are independently 

controlled by stores conlroll accounts? 

3. Are stores control accounts maintained by per on who 

does not have access to physical stock and has no 

responsibility of purcha e either? 

4. Are goods received recorded on goods received 

notes? 

5. Are supplie recorded on properly authorised 

requisition notes? 

6. Is movement of goods based on authorised documents 

which are pre-numbered? 

Is access to stores restricted to authorised person? 

8. Is receipt of good fr m suppliers made by goods 

invalid section? 

9 Are regular review made for damaged stock? 

10. Does authority to write-off damaged goods occur from 

a senior only after proper documentation? 
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Question 

11 . Is authority to write off damaged good limited? 

12. Are stock records recon il d peri dically to phy i al 

quantities? 

13. Is the person who ha cust dy of upplie differenl 

from the person who order supplies? 

13. Does authority to write off damaged goods occur 

only after proper documentation? 

14. Are continuous stocktaking sy terns in operation as a 

basis for determining the phy ical accuracy of supplies? 

ummary 

1. Can stocks be lost or pilfered? 

2. Can stocks be used without proper recording? 
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