EXPENDITURE CYCLE

Purchasing & Cash Disbursements

Recurring set of business activities and related data processing operations associated with the purchase of and payment for goods and services.

IT (opportunities for use of): 

• On-line data entry with edit controls.

• On-line processing with an integrated database for JIT or MRP system.

• Bar coding greatly reduces human errors.

• Electronic data interchange (EDI) for transmitting P.O.s to vendors.

• Procurement cards for smaller $ purchases.

• Use of internet for purchasing functions.

• Venders use of bar coding reduces receiving time.

• Passive radio frequency identification tags make receiving more efficient.

• Satellite technology improves efficiency of inbound logistics.

• EDI eliminates need to enter invoice data and matching of payment document—done by computer.

• Pay vendors through electronic funds transfers (EFT)

• Integrating EFT & EDI ( Financial Electronic Data Interchange (FEDI)

Expenditure Cycle Control Objectives:

All transactions are authorized.

All recorded transactions are valid.

All valid, authorized transactions are recorded.

All transactions are accurately recorded.

Assets are safeguarded from loss or theft.

Some steps to help achieve objectives:

Simple, easy-to-complete documents with clear instructions.

Application controls such as validity or field checks.

Signatures of people responsible for completion/review of documents.

Prenumbering of documents.

What is a vendor audit?

The AIS is essential in providing information for the following operating decisions:

When and how much additional inventory to order.

The appropriate vendors from whom to order.

How accurate are vendor invoices?

Should purchase discounts be taken?

How efficient/effective is the purchasing department?

Which vendors have the best performance (e.g, quality, on-time delivery, cost)?  Evaluation of quality/performance always requires a benchmark.
How long does it take to move goods from the receiving dock into production?

Percentage of purchase discounts taken.

Amount of dollars lost because of discounts lost (not taken).

DATA MODEL

REA data model on page 624 of AIS text.

Resources—cash and inventory

Events—

Request goods

Order goods

Receive goods

Approve vendor invoices for payment

Pay for goods

Agents—vendors & banks (external) and various internal parties.
In a relational database, a table for each entity and each M-M relationship would be required.

Please note how standard and actual costs are stored.  Standard cost is a field in the Inventory table and actual cost is a field in the Inventory—Order_Goods table.  This allows a company to calculate the value of ending inventory and COGS using various methods and to also calculate various performance measures and variances.

Cardinalities in the REA diagram reflect business policies of the particular company.

Data Model benefits:
Traditional accounting information (date & amount of purchase) and operational data (vendor performance) can be effectively integrated.

External and internal information can be easily linked (e.g., vendor credit ratings).

A relational database allows users to directly access and manipulate data using SQL.

The Data Model and Internal Control

REA diagram can highlight violations of segregation of duties and the system can be programmed to prevent the same person from performing incompatible duties.

With a DBMS access controls are very important.  You can control which views user groups have access to.  Read-only versus Read & Write ability.

Relational data model provides some built-in controls for data accuracy (i.e., referential integrity prevents cash payments to a vendor not in the approved vendor table—foreign key (vendor number) in cash disbursement table would not match the primary key in the vendor table.

As always the use of DBMS requires adequate backup and disaster recovery procedures.
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