
 

 

_________________________________________________________ 

INTERNAL AUDIT MEMORANDUM 
 
TO:  Finance Manager 
FROM:  Senior Manager, Internal Audit  

AUDIT PROJECT  

REFERENCE:  FIN-18-02 

DATE:   22 May 2018 
 
SUBJECT:               Financial Statement Review 
 

In terms of the Internal Audit Work Plan, approved by the Audit Committee, for the FY2018/19 

a review of the Financial Statements was conducted. The review focussed on the design of 

system and processes within the Finance Department. 

 

The purpose of this report is to provide management with an opinion on the internal controls 

at the Finance Department, to ensure that risks identified are appropriately mitigated or 

managed. 

 

We attach the draft report for your management comments and action. You are requested to 

treat the Internal Audit report with confidentiality. The distribution of the report to persons other 

than those on the memo page should only be done after consultation with the relevant Senior 

Manager, Internal Audit.  

 

The audit report has been structured as follows: - 

Section A: The executive summary. 

Appendix A:  The definitions of the rating classifications. 

 

Internal Audit follows a collaborative approach with management towards a shared objective 

of strengthening the Internal Control environment of ELRC. In executing this mandate Internal 

Audit reports must provide open and honest communication while management will work 

proactively with Internal Audit in owning the control environment. 

 

Should you have any queries or comments relating to matters contained in this report, please 

do not hesitate to contact me; the Senior Manager, Internal Audit at nelisiweb@elrc.org.za 

 

Yours sincerely  

 

Senior Manager, Internal Audit  

22 May 2018 

 

mailto:nelisiweb@elrc.org.za


Final Internal Audit Report – Financial Statements Review 

 

2 
 

 

 

Final Internal Audit Report 
 

 

Audit of Financial Statements 

 
 
Internal Audit Reference:  15-2018/19 

   

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  



Final Internal Audit Report – Financial Statements Review 

 

3 
 

Table of Contents 
 

SECTION A – EXECUTIVE SUMMARY 

1. Introduction 

2. Background 

3. Audit Objective 

4. Audit Scope 

5. Overall Opinion 

6. Summary of Results 

7. Conclusion 

8. Acknowledgments 

9. Disclaimer  

10. Distribution List 

 

 

 

 

 

 

 

 

 

 

  



Final Internal Audit Report – Financial Statements Review 

 

4 
 

SECTION A - EXECUTIVE SUMMARY 

 
1. INTRODUCTION 

 

1.1. In terms of the Internal Audit Work Plan, for the FY2018/19, a review of the Financial 

Statements ended 31 March 2018 was conducted. The review focused on the 

effectiveness of system and processes currently in place. 

1.2. This area was included in the annual plan due to the significance of risks (strategic, 

compliance, operational and financial) associated with this area being high within 

ELRC’s Risk Register and the high number of audit findings identified in the prior 

Finance audit engagements. 

1.3. The matters raised in this report are only those which have come to our attention arising 

from our audit that we believe they need to be brought to your attention. It is not a 

comprehensive record of all matters arising and in particular we cannot be held 

responsible for reporting all risks and all internal control weaknesses. 

1.4. The maintenance of effective control measures still remains the responsibility of 

management and not that of Internal Audit. 

1.5. This report should be read in the context of the detailed agreed scope and objectives as 

set out in Section B. Our work consisted of the discussions with management, together 

with evaluating a sample of processes and transactions.  

 

2. BACKGROUND 

 

2.1. The audit of the Financial Statements (financial reporting controls) systems and controls 

is undertaken on a bi-annual basis.  

2.2. The review of the financial statements also included the review of notes to the financial 

statements and disclosures. 

2.3. The purpose of this review is to provide assurance that the Council has designed and 

maintained a system of internal control over financial reporting that is adequate and 

effective. It also serves to assist in checking the integrity of processes and controls in 

place which supports the accuracy and timely production of financial statements. 

2.4. The daily operations of the Finance Department are guided by various policies and 

Standard Operating Procedures, which sets out ELRC’s best practices, process 

descriptions and standards for how work is expected to be performed. 

2.5. At the outset of the review, the potential risks identified to achieving the objectives of the 

Finance Department were:   

• That the contents and disclosures are insufficient or not meeting IFRS standards. 

• That unaddressed financial reporting control weaknesses exists. 

• That financial statements and associated management information is inaccurate 

or misleading. 

• Required financial reports are not produced in a timely manner. 

• Undetected errors, irregularities, or misclassifications. 

• Improper or unauthorized transactions. 

2.6. Failure to manage these risks could have an adverse effect on achieving the goals and 

objectives of the ELRC. Internal Audit is looking to provide assurance that these risks 

are being effectively managed. 

2.7. A summary of the work performed in reviewing the processes and controls over the 

preparation of the 2017/18 financial statements id outlined below: 

2.7.1. Review existing system descriptions that describe the preparation process. 
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2.7.2. Perform process walkthroughs with relevant Finance staff to reconfirm process flow 

and the presence of key controls. 

2.7.3. Execute sample-based audit tests to confirm the effectiveness of controls. 

2.7.4. Conclude on the effectiveness of controls considered key to the financial statement 

preparation process in the report. 

 

3. AUDIT OBJECTIVE 

 

3.1. The audit objectives are to ensure that: 

• The prescribed standards of accounting are observed; 

• The transactions are accurately and completely recorded; 

• Evidence supporting the amounts and disclosures in the financial statements are 

adequate; 

• The expenditure is incurred according to the budget sanctioned; 

• The expenditures are in compliance with the objectives of the amount authorized. 

 

4. AUDIT SCOPE 

 

4.1. The scope of the audit covered activities, processes and practices for the period ended 

31 March 2018. 

4.2. The audit does not provide an opinion on the accuracy of the balances presented in the 

financial statements. 

4.3. The scope focused on the following areas: 

• Monthly financial statements 

• Bank and creditors reconciliations 

• Monthly statements of expenditure 

• Segregation of duties 

• Supervisory controls and approvals by management. 

 

5. OVERALL OPINION 

 

5.1. Following the completion of the review of Financial Statements for the period ended 31 

March 2018, an overall opinion of Significant Assurance is given. The ELRC has 

established and documented structures and internal control system for Financial 

Statements preparation. Significant improvement has been made. Weaknesses were 

found but remediation strategies have been initiated to correct the issues. 

5.2. The assurance is based on a comparison of the conditions, as they existed at the time, 

against pre-established audit criteria. 

 

 Overall Audit Opinion 

 Full assurance  Full assurance that the system of internal control meets the 
organisation’s objectives and controls are consistently applied.  

 Significant 
assurance 

Significant assurance that there is a generally sound system of 
control designed to meet the organisation’s objectives. However, 
some weaknesses in the design or inconsistent application of 
controls put the achievement of some objectives at some risk. 

 Limited 
assurance 

Limited assurance as weaknesses in the design or inconsistent 
application of controls put the achievement of the organisation’s 
objectives at risk in some of the areas reviewed. 
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 No assurance No assurance can be given on the system of internal control as 
weaknesses in the design and/or operation of key control could result 
or have resulted in failure(s) to achieve the organisation’s objectives 
in the area(s) reviewed. 

 

6. ANALYSIS OF RESULTS 

 

 

6.1.  The following areas of good practices were noted, 

 

• The system of internal controls at entity level have been documented through policies 

and Standard Operating Procedures. 

• The financial statements are appropriately prepared and supported by a detailed audit 

file containing accounting records, lead sheets and detailed schedules. 

• Finance has demonstrated that there is adequate documentation to support account 

balances. 

• Reconciliations are prepared and reviewed timeously. 

• Supporting documentation for petty cash transactions are adequately attached and filed. 

• Petty cash transactions are in line with the approved Petty Cash Policy. 

• Journals processed are approved and supporting documents is attached. 

• Disclosure notes to the Financial Statements are adequately supported in the following 

instances: 

o Property and Equipment 

o Intangible Assets 

o Cash and Cash Equivalents 

• Significant improvements are noted under the Note 2 and 3 Property and Equipment. 

 

 

6.2. Summary of findings for the attention of the Audit Committee 

• The critical and significant findings raised during our review are highlighted in the table 

below. 

Brief description of finding Management comments and action 
plan 

Finding 
no. 

Note 18 Executive Management 
Remuneration 
 

• The note contained errors in that the 
13th cheque figures as indicated are 
overstated as they included the 
performance bonus amount paid to 
the Executive and Senior 
Management. 

We accept the finding. Management had 
erroneously duplicated the 13th cheque 
with the performance bonus. The error 
has since been corrected on the final set 
of financials sent for Audit Committee. 
 
Action Plan: 

• Management will obtain review 
from the immediate supervisor. 

1 

Note 20 Fruitless and Wasteful 
Expenditure 

• The note could not be verified as 
SCM could not submit documentation 
to support the balances stated in their 
Disclosure Register. 

• At the time of concluding the review 
no further information was submitted 
to IA for verification. 

We accept the finding. The updated 
Unauthorized, Irregular, Fruitless and 
Wasteful Expenditure Register has 
been submitted to Internal Audit for 
verification at the time of submission of 
the final set of financial statements.  

Action Plan: 

The Register will be kept updated with 
supporting documents. 

2 
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Brief description of finding Management comments and action 
plan 

Finding 
no. 

Note 7 Trade and other payables: 
Accrued Leave Pay 

• After verifying and comparing the 
annual leave balances received from 
Finance and Human Resources, we 
noted that there are instances where 
the balance of days listed did not 
agree. 

ELRC No. Days as per 

HR schedule 

Days as per 

Finance 

schedule 

ELRC106 12.92 13.92 

ELRC032 15.50 15.55 

•  

Management have used figures 
submitted by Human Resources to 
prepare the financials. Subsequent 
changes made to the figures were not 
forwarded to Finance. 
 
Action Plan: 

• Human Resources will be 
cautioned to submit all changes to 
Finance for correction of financial 
statements. 

3 

Fixed Asset Register incomplete 

• Certain assets were incorrectly 
classified on the Fixed Asset Register 
resulting in some categories not 
being correct. 

• For example, the purchase of 
additional computer software 
(Intangible Asset) was incorrectly 
classified under computer equipment 
(Tangible Asset) instead of computer 
software. This resulted in the 
depreciation and carry values for both 
categories being incorrect. 

• SCM conducted the annual asset 
verification process where control 
weaknesses over the process and 
reporting of the outcome was noted 
by Internal Audit.  

Management notes the finding. Errors 
identified have since been corrected. 
 
Action Plan: 
The Fixed Asset Register and the 
General Ledger are now in agreement. 
Journals were processed based on the 
updated and final Fixed Asset Register. 

4 

 

7. CONCLUSION 

 

7.1. The recommendations arising from the review are ranked according to their level of 

priority as detailed at the end of the report within the detailed audit findings. 

7.2. The recommendations are also colour coded according to their level of priority with the 

highest priorities highlighted in red, medium priorities in amber and lower priorities in 

green. 

7.3.  In addition, the detailed audit findings also include columns for the management 

response, the responsible officer and the time scale for implementation of all agreed 

recommendations. 

7.4. Where high recommendations are made within this report it would be expected that they 

should be implemented within three months from the date of the report to ensure that 

the major areas of risk have either been resolved or that mitigating controls have been 

put in place and that medium and low recommendations will be implemented within four 

and five months respectively. 
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9. DISCLAIMER 

 

9.1. You are requested to treat the Final Internal Audit report with confidentiality. The 

distribution of the report to persons other than staff and those on the distribution list 

should only be done after consultation with the Internal Auditor.  

 

9.2. Any queries relating to the interpretation/factual correctness of the findings within the 

report must be routed to the Senior Manager, Internal Audit. 

 

10. DISTRIBITION LIST 

 

10.1. As required by the Internal Audit Charter, this report is distributed to: 

• General Secretary; 

• Senior Managers; 

• Managers / Supervisors; and 

• Audit Committee.  



 

 

APPENDIX A – DEFINITION OF RATINGS 

Control Rating 

The rating scale was used to rate the adequacy and the effectiveness of the controls 

tested: 

Control effectiveness rating classification 

Inadequate control Laid down accounting and internal control procedures were either 
inadequate or non-existent. This may indicate a residual risk 
exposure 

Ineffective control Employees were performing their duties ineffectively based on the 
results of tests performed, on a sample basis, for the period under 
review. This may indicate a lack of performance in order to achieve 
objectives. 

Room for improvement 
in control 

Employees were performing their duties however room for 
improvement was identified based on the results of tests performed, 
on a sample basis, for the period under review. This may indicate 
room for improvement of performance in order to achieve objectives. 

 

Audit Finding Rating 

The table below indicates the way individual findings were rated: 

Audit finding rating classification 

 Critical  
Pervasive weaknesses in control environment and/or instances 
of non-compliance with internal controls 

 Significant  
Significant weakness in control environment and/or instances of 
non-compliance with internal controls 

 Less Significant  
Isolated areas of weakness in control environment and/or 
instances of non-compliance with internal controls identified 

 
Housekeeping  

No significant weaknesses in control environment or significant 
instances of non-compliance with internal controls identified 

 

Deficiency Risk Rating in Relation to Audit Finding 

 

Audit finding risk rating 

High risk As this is a high priority issue, immediately management attention is 
required. This is a serious internal control or risk management issue that if 
not mitigated, may, with a high degree of certainty, lead to: 

 Substantial losses, possibly in conjunction with other weaknesses in the 
control framework or the organisation or process being audited. 

 Serious violation of corporate strategies, policies, or values. 

 Serious reputation damage, such as negative publicity in national media. 

 Significant adverse regulatory impact, such as loss of operating licenses 
or material fines. 

Medium risk As this is a medium-priority issue, timely management attention is 
warranted. This is an internal control or risk management issue that could 
lead to: 

 Financial losses. 

 Loss of controls within the organisation or process being audited. 

 Reputation damage such as negative publicity in local or regional media. 

 Adverse regulatory impact, such public sanctions or immaterial fines. 
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Low risk As this is a low priority issue, routine management attention is warranted. 
This is an internal control or risk management issue, the solution to which 
may lead to improvement in the quality and/or efficiency of the 
organisational entity or process being audited. Risks are limited. 

 

 


