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Effectiveness and efficiency of operations
A. Fixed assets are safeguarded.

Business risks
- The company will not matain adequate physical security over fixed assets; therefore,
fixed assets will be susceptible to risk of loss, theft, or damage.
- The company's records will be stolen, lost, destroyed, or altered, resultinbhe 1.
inability to prepare financial records; 2. Concealmerdf asset misappropriations.

Control practices

1. Establish and communicate policies and procedures to safeguard fixed assets.

2. Establish physical security measures for company facilities and limit physical access to
authorized personnel onlinclude such measures as security guards, receptionists,
identification badges, security inspections, and alarm systems.

3. Inspect, identify, and document all physical items issued and fixed asset movements.

4. Review insurance coverage periodically.

B. Capital goods are acquired on a timely basis.

Business risks
- Lack of timely acquisitions will result in delays in planned prattbn increases.
- Lack of timely acquisitions will result in delays in the introduction of new products.
- Delays in acquisitions will result in additional costs such as costs of acquiring temporary
resources and overtime costs for extra production onmgxistachinery.

Control practices

1. Develop a longange planning and capital budgeting system to identify-terng
requirements and allow for sufficient lead time to acquire capital goods on a timely basis.

2. Develop a longerm supply plan with the vendorrfoapital goods that have a regular
requirement or replacement program.

3. Monitor the timeliness of capital goods availability.

4. Analyze the reasons for late delivery and installation and use this information to improve
the capital acquisition process.
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C. Capital goods acquired are coseffective.

Business risks

The company will acquire capital goods that do not provide the highest return on
investment.
The company will acquire capital goods that do not meet quality standards.

Control practices

1.

w N

ok

Identify the basic criteria for required capital goods and determine possible supply
sources before acquiring them.

Obtain quotes fromsuppliers and select the lowest quote for generic goods.

Consider quality, cost, and specific supplier capabilities when acquiringeaaric

goods.

Document the process for evaluating capital goods purchasing.

Define selection criteria for capital goods by a combination of cost, quality, service,
delivery time, capacity, life expectancy, and technology.

Eliminate vendors whose products will not meet the base criteria for capital goods (for
example, if they are too costly, have insufficient capacity, quire a long delivery lead
time).

Rank suppliers on returrmatrinvestment (ROI) or other cebaised criteria, where

product capabilities are similar. Analyze ROIs based on factors such as cost, estimated
life, typical maintenance costs, capacity, and sapgctations.

Select suppliers based on cost ranking in relation to other performance criteria, such as
desired quality standards.

Review the adequacy of the capital goods evaluation process periodically by comparing
the actual performance of fixed assatsl achieved ROIs with those calculated during

the planning process.

10. Determine the reasons for variations and make necessary adjustments to the evaluation

process.
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G. Property acquisitions and dispositions are properly authorized.

Business risks

The company will make unintentional or intentional disbursements of cash to
unauthorized parties.

lllegal or improper arrangements between vendors and company representatives will lead
to undetected sensitive payments and purchases at higher than normal prices.
Unnecessary purchases will lead to wdtavns or writeoffs of unusable or unsalable
items.

Expensing capital expenditures will cause understatements of fixed assets.

Incorrect estimates of useful lives will cause unreasonable depreciation or amortization
periods.

The company will not adequately consider the income taXications associated with
estimated useful lives.

Asset disposals or transfers will not be communicated to proper personnel.

Control practices

1.

2.

Require management to approve the criteria for determining the prices, timing, and terms
of capital acquisitions

Require formal written requests and authorizations by the board of directors and/or by
designated officials for JAdditionsover a specified amount, and 2. Expenditunes
property in excess of amounts originally authorized (cost overruns).

Compare theosts of assets to be purchased with average costs of similar assets.
Require management approval for the capitalization and expensing policy.

Require management approval for the depreciation and amortization policy used for
newly acquired fixed assets.

Review the estimated useful lives of fixed assets periodically for continued
appropriateness.

Review depreciation details for accuracy and compliance with policies and procedures.
Ensure the tax department reviews the depreciable lives used for tax purposes.

Install computer system controls, such as access control software, to preclude
unauthorized initiation of fixed asset transactions.

10.Require management approval of any sale or disposal of fixed assets.
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H. Fixed asset transactions are completely and accurately recorded on a timely basis.

Business risks
- Errors will be made in posting transactions to the fixed asset subdetigsr, including
incomplete, inaccurate, or misclassified postings.
- Insufficient records will preclude substantiation of account balances.

Control practices

1. Establish clear definitions for asset categories.

2. Ask purchasing or other personnel to clariéget description or function.

3. Use prenumbered and controlled authorization forms for property acquisitions and
disposals.

4. Implement controls such as batch tools and ensure appropriate accounting personnel have
accounted for and reconciled all fixed asset transactions entered and processed by the
system.

5. Investigate purchase orders for capitals goods not matched with receiving documentation
after anticipated receipt date.

6. Gather relevant process information using customer surveys and other sources of
information, such as percentage oftome deliveries.

7. Design the computer system to produce reports that highlight high dollar fixed asset
transactions for all significant assets on a timely basis.

8. Design the computer system to produce depreciation schedubdkdignificant assets
on a timely basis.

l. Fixed asset transactions are reliably processed and reported.

Business risls
- Unauthorized changes will be made to programs, causing unauthorized processing
results.
- Unauthorized versions of either files and/or programs will be used in processing,
resulting in unauthorized or incorrect business transactions.

Control practices
1. Reaquire proper authorization of all changes to program routines.
2. Require user approval of program test results.
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L. Performance measures used to control and improve the process are reliable.

Business risks
- Inaccurate measures will result in erroneous perceptions about process performance,
resulting in in@propriate decisions.

Control practices

1. Compile and process measurements based on data captured at the transaction source.

2. Review performance measures periodically to ensure they reflect process performance.

3. Obtain relevant information about the capitgbenditure process via management and
user feedback.

4. Obtain relevant information about the capital expenditure process via management and
user feedback, and communicate the information to employees responsible for improving
the capital expenditure process.

Compliance with applicable laws and regulations
A. The process of acquiring capital goods complies with applicable laws and regulations.

Business risks
- The company will incur fines or other penalties.
- Noncompliance with laws and regulations will delay acquisition of necessary goods.
- Cost and accumulated depreciation information required for tax purposes will not be
availabk.



