

Draft Audit Management Letter

30 May 2007
Chairperson

XYZ Aboriginal Corporation

PO Box 

Sydney NSW 2000
Dear Chairperson
Audited Financial Statements 2006
We enclose four copies of your audited financial reports for the year ended 30th June 2006.  The Committee's Report requires signatures by two of the Committee.  You are required to present the financial reports to the Annual General Meeting of Members and to forward one copy to your funding agencies.  You are also required to lodge one copy with the Registrar of Aboriginal Corporations, PO Box 2029, Woden 2606, together with a list of members dated and certified as correct by the Public Officer.

As a result of the audit we noted some issues that we bring to your attention: 

1. Going Concern – The Association is technically insolvent and has been since 30 June 2005, as was highlighted in your 2005 Audit Report.  We express great concern about the ability of the Association to be able to pay it’s debts as and when they fall due.

Recommendation -  That the Association make the necessary rationalization of operating expenditure, implement rigid internal financial controls and negotiate with its funding agencies about a strategy to move the Association into a solvent position.

2. Reconciliation of Payroll – During the course of the audit it was noted that the Payroll account had not been reconciled for 12 months, also there existed anomalies between the MYOB payroll records and the actual wages paid via direct credit to the employees bank accounts.  There was also no evidence that an officer of authority was supervising and checking the payroll data entered by the Bookkeeper.

Recommendation – That salaries & wages be reconciled every month between the payroll records and the general ledger.  Also, the Accountant to cross check the Bookkeeper’s work and verify the payroll before wage transfers are made.

3. Staff Loans – It was noted that staff loans of $3,075 was outstanding as at 30 June 2006.  The exact balance of individual loan balances were unable to be determined as the controls and reconciliations were not present.

Recommendation – The Committee resolve to make a policy of “No Loans” and request that all existing loans be recovered from the employees as soon as practical.

4. Related Party Transactions – Transactions involving Related Parties were unable to be determined during the 2005/06 year.  As the Association is administering public monies it is necessary to ensure transparency and integrity is maintained at all times.  For this reason it is important to disclose and record all Related Parties thus ensuring transactions are kept at “arms length”.

Recommendation – That all Committee members declare their personal interests in Related Parties at their time of appointment to Committee.  Ensure these Related Parties are recorded in a “Related Parties Register” and advise Committee members to abstain from voting at meetings on issues where it involves a related party to that member.

5. Property, Plant & Equipment – The fixed assets register was noted to be inaccurate, as there exist assets that are not recorded on this register, and assets that are recorded that do not physically exist.  Controls over the security of these assets are also lacking.

Deprecation rates for musical and computer equipment appears to be too low.

Recommendation – That a complete asset stock take occur with the intention of amending the fixed assets register to accurately reflect and record all assets owned and in possession of the Association.

Review depreciation rates and adjust as appropriate.

6. Insurance Loan Agreement – The Finance Manager entered the Association into a loan agreement for the purposes of paying the insurance premium.  The Finance Manager appears to be the only authority on the loan agreement, and neither the CEO nor the Committee had knowledge of this arrangement.

Recommendation – That the Committee enforce controls through the CEO and Finance Manager to ensure that at least one Committee member be an authority on any legal documents and the Common Seal be attached to legal documents with its use recorded in the Common Seal Register.

7. Lack of Controls over Receipts – Due to the cash nature of some forms of revenue, and the lack of appropriate controls over the receipting and recording of these receipts, we cannot be assured that all monies received were actually banked and recorded in the accounts of the Association.
Recommendation – Ensure that a receipt book is issued to the main  reception to receipt any monies that are paid by students.  This receipt book is to be controlled by an allocated person within the office. The finance department is then to reconcile this receipt book with the cash funds held on a weekly basis and ensure that all monies are banked and recorded.

8. Lack of Controls over Payments – During the testing and review of the payments system of the Association it was noted that there was often insufficient documentation in support of payments.  Also authority for payments in a lot of cases was not existent, with many payments being made out to “cash”.  This increases the risk over these payments.  As such there exists an inherent uncertainty over the validity of the payments of the Association and for the purposes for which they were intended.  There were also a number of cheque transactions which were unable to be substantiated satisfactorily.
Recommendations – Ensure Rule 16 (2) & (3) of the Association are complied with and have at least one Committee member sign and authorize the payment and cheque.  Then present a summarized list of payments for the month to the monthly Committee meetings for information and approval by the Committee.  Limit the use of cheques made out to “cash”.  Where it is absolutely necessary to issue a cash cheque, then ensure the employee receiving / banking the cheque signs for the funds as proof of receipt, and any funds spent are supported by receipts (where practical) and any funds remaining unspent are to be returned and re-banked.  We also recommend the follow-up of the unsubstantiated cheques. 
9. Lack of Controls over Payroll – During the testing and review of the Association’s payroll system it was determined that there exists a lack of controls and reconciliation procedures.  The method for the recording hours worked by employees is operating inefficiently as employees on a regular basis forget to clock on or off using the electronic time clock.  The payroll officer still continues to pay the employee for a full fortnight’s wages without the authorisation from the relevant manager.  Thus it appears employees are being paid for work not actually being performed putting added financial strain on the Association.

Proper records of leave entitlements, including leave accrued and taken were not maintained.

Recommendation – Review the use of the electronic time clock and devise a more accurate way of ensuring employees record their actual hours worked.  Verification by the employee’s manager would support the employee’s claim for wages and confirm the attendance of the employee at work.  Possibly consider the use of “time sheets” as an alternative to the time clock. 

Leave entitlement records should be implemented as soon as possible.

10. Lack of Budgetary Controls – A review of the major expenditure categories, in particular Performance Costs, highlighted an operating area unsupported by an appropriate level of income.  It appears that this potential area for profit generation is operating inefficiently.

Recommendation – Develop appropriate budgets to control and monitor Performance projects, thereby ensuring any cost overruns are minimized and effective financial control is maintained.

In accordance with the requirements of your OATSIH grant agreement we inform you:

· Inadequate financial controls are maintained by the Association;

· The Association does not have adequate funds to repay any surplus grant funds;

· There were significant audit qualifications.

Thank you for the opportunity to conduct your audit.  Would you please convey our appreciation to your staff who assisted us in our work.

Yours faithfully

CHARTERED ACCOUNTANTS

Partner

