DISCUSION QUESTION 

Haleluya Church belongs to a senior pastor and has a governing council. The main church is in Kampala and there are thirty churches in East Africa. Haleluya Church runs a factory that produces food items for free distribution to Karamoja schools. 
Bank and cash

Haleluya Church collects money in baskets during church services from worshippers and in envelops daily from church members well-wishers. The senior pastor’s wife who is also a pastor in Haleluya Church counts the money in the baskets and hands over the money to the church cashier who records it in the cashbook. She also opens the sealed envelopes daily and records the names of the people that have contributed the money and the amounts received in a counter book. The counter book is handed over to the cashier who records the donors and money in the cash book. All the money is kept in a locked small cash box in the church by the cashier.
The money in the cash box is counted every day in the evening by the senior pastor and his wife and banked every Monday morning by the cashier. Usually on a monthly basis the cashier performs a bank reconciliation which is then filed. If he misses a month then he catches this up in the following month’s reconciliation.
Non-current assets
Some members of the church who are Certified Public Accountants work as volunteer internal auditors for the church. The internal auditors compare all assets recorded in the non-current assets register to those physically present in each church. This year’s programme of visits, which has been planned and carried out as in the previous years, means that by 31 December, internal audit will only have completed this comparison at one church.

During the year, the church accountant changed the church’s capitalization accounting policy where only capital expenditure exceeding Shs 10 million is accounted for as additions to non-current assets in the statement of financial position. Any non-current assets purchased below Shs 10 million are written off to the statement of profit or loss as an expense.
Inventory
The church maintains a perpetual inventory system at the factory in which finished goods and raw materials in the store are counted monthly throughout the year instead of being counted at the year end. The store manager who is a son of the senior pastor is responsible for supervising the inventory count and ensuring that the counting teams are following instructions. The church calculates the cost of inventory using standard costs. The basis of the standard costs was reviewed about two years ago.
Required:

In respect of the system of internal controls of Haleluya Church:

a) Identify and explain THREE deficiencies in the bank and cash system.
b) Recommend a control to address each of these deficiencies.
c) Describe tests of controls the auditors of Haleluya Church should perform to assess if each of these controls, if implemented, is operating effectively. 

Note: Prepare your answer using three columns headed Control deficiency, Control recommendation and Test of control respectively.

Solution 

Deficiencies, control recommendations and tests of controls
	The senior pastor’s wife counts the money in the baskets and opens envelops alone and unsupervised. 
Cash may be misappropriated and this will cause loss to the church.
	The senior pastor’s wife should count money or open envelops with another pastor or person. One person should record cash received in the counter book.
	Observe the counting of money and the mail opening process, to assess if the control is operating

effectively.

	The money is kept in a small locked box. The money is not kept securely as the box can easily be carried away and the money stolen causing loss to the church.
	The money should be kept in ideally a fire proof safe and banked daily. Access to this safe should be restricted to supervised individuals.
	Enquire of management where the cash receipts not banked are stored. Inspect the location to ensure cash is kept securely.

	The money is only banked every Monday by the cashier.

This could result in a significant amount of cash being kept in the church which could be stolen and cause loss for the church.


	The money should be banked every day. The cashier should prepare the cash deposit slip from the cash book and a separate responsible individual like another pastor should bank the money.


	Inspect the deposit slips to see if the money has been banked daily. Review bank statements against the cash book to confirm all the money was banked promptly.

Enquire of staff as to who banks the money and confirm this person is appropriate.

	Bank reconciliations are not performed every month and they do not appear to be reviewed by a senior member of the church. Errors in the cash system may not be promptly identified if reconciliations are performed infrequently.
	Bank reconciliations should be performed monthly. A responsible individual should then review them.


	Review the file of reconciliations for evidence of regular performance and review by senior member.

	Internal audit (IA) undertakes physical verification of assets each year. IA will only complete the relevant procedures at one church. There are 30 churches
and the main church. Therefore, on this basis it will take over thirty years to physically verify all churches. If the non-current assets register is not physically verified on a regular basis, there is an increased risk of assets being misappropriated or obsolete assets still being included in the register, as there is no check that the assets still exist in good working order.
	IA should review its programme of visits to assess if additional resources could be devoted to ensure that all churches are visited more frequently. This would ensure that physical verification of all assets could be completed more regularly. During visits any assets which cannot be located should be investigated fully to identify where they could be. If they cannot be located then they should be written off.
	Review the board minutes for evidence of the new policy set by the board regarding the frequency of the of IA visits.
Review records from physical verification visits by IA to ensure comparisons have been performed and any unidentified and obsolete assets have been written off following approval by the board.

	During the year, the church’s accounting policy by the accountant so that expenditure exceeding Shs 10m is treated as capital expenditure. While it can be normal practice for a threshold to be set for capitalization, this appears not to have been approved by the church governing council. This threshold is very high and over time it will lead to a significant amount of costs which should be capitalized being written off to profit or loss and understated property, plant and equipment.
	Significant changes to an accounting policy should be discussed and approved by the governing council and a record of any decisions should be included in council minutes. The capitalization limit should be reduced to a more appropriate limit such as Shs 2 million so that assets and profit are more accurately reported.
	Review council minute for evidence that changes to accounting policies have been discussed and approved. 
Discuss with the accountant the capitalization limit and for a sample of capital items over Shs 2 million, agree that they have been correctly capitalized in the statement of financial position. 

	The store manager at the factory is responsible for supervising the monthly perpetual inventory counts and ensuring that the counting teams are following their instructions. The store manager may hide inefficiencies and inventory discrepancies so that his not criticised. This could result in inventory count records being inaccurate as well as an increase in inventory frauds.
	The inventory counts should be supervised by an independent person, such as the church’s internal auditors or other pastors.
	Review the inventory count instructions to establish that  inventory counts are supervised by an independent person, such as the church’s internal auditors or other pastors.
During attendance at the inventory count, observe that there is an independent supervisor in the store.

	The company costs its inventory using standard costs, which are not being kept up to date. If the standard costs were last reviewed two years ago there is the risk that the costs are misstated as changes in raw materials and wages costs may not have been adjusted for. This could result in inventory and profits being misstated. In addition, for year-end reporting, IAS 2 Inventories only allows standard costs to be used for valuation purposes, if they are a close approximation to actual costs, which is unlikely if the standard costs remain unchanged for a long period of time. Therefore, the inventory cost may not be in line with IAS 2.
	A review of all standard costs currently in use should

be undertaken by a senior manager at factory. Actual costs for materials, labour and overheads should be ascertained and compared to the proposed standard costs to ensure they are a close approximation. The revised standard costs should be reviewed by the production manager who should evidence this review. At least annually, a review of the standard costs should be undertaken by the production manager to ensure they are up to date.
	Review the entity’s procedures for updating standard costs and test of standard costs to determine whether they are approximate to current costs.


