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Introduction

Internal controls are continuously being more in@or for most
of the organizations all over the world. They areing to be an integral part
of the organization’s financial and business pediand procedures. The reason for that is
to give a reasonable assurance that the busingssiobs stated to the stakeholders will be
achieved. This is only possible if the company iiedigble financial statements, procedures
and policies that are compliant with all legal ampany requirements and if the overall
performance of the company is measured and conistycanalyzed for truthfulness.
To have effective internal controls implemented tire company doesn’t only mean
that there are many restrictions defined to avoiotemptial fraudulent activities.
The necessity is also to motivate all the people tle organization to focus
on the accomplishment of the defined targets tmatimportant for the achievement
of the company objectives. Last but not least fé&mt be considered within the
implementation of the processes in the companyoiscémpare the costs arising
from the additional controls with the benefits camithrough adherence of these internal

controls.

The main goal of this thesis is to analyze andweatal the internal control systems having
impact on the financial results. These controlsteid on the selected American company,
will be than evaluated and action plan will be defl for processes that don’t comply

with the Sarbanes Oxley Act.

The first part of the thesis will describe the impace of the internal controls and risk
management that is a component of effective cotpogovernance. It will focus
on the overview of the system of the internal calstmn the USA because the practical part

will analyze the internal controls in an U.S. lsmmpany.

The major part of this thesis will be focused oa thternal controls in the U.S. company
Lear Corporation, concretely Lear Corporation Cz&spublic, s.r.o. — plant Tachov.

The concern Lear Corporation is listed on the U&ckstexchange and has to meet
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the requirements of the Sarbanes Oxley Act. The ptance with the requirements
of this law will be tested in the analytical paft this thesis and after that the internal
controls will be evaluated and action plans deteetifor processes that are running
deficient in the plant. The sample size for testill be the fourth quarter of the year 2011
and the first quarter of the year 2012 with thenpgla define corrective actions for the first
half of the year 2012 to be after that fully SOXngmiant in all mandatory aspects
of the internal controls.
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1. Characteristic of the internal control systems

1.1 Internal control system

“Internal control is broadly defined as a procesected by the entity’'s board
of directors, management and other personnel, egdi¢o provide reasonable assurance

regarding the achievement of objectives in theofeihg categories:

1. Effectiveness and efficiency of operations.
2. Reliability of financial reporting.

3. Compliance with applicable laws and regulatiéni2]

Internal control system contains systematically mfed organizational actions
and controls in the company to keep the regulatiand to avoid damages caused
by employees or other parties. Effective interrattool is for the company an assurance
but not a guarantee that all defined business tbgscwill be achieved. The reasonable
assurance comprises a high degree of assurancthdogeith the comparison of costs

and benefits of establishing the control procedures

To have effective internal control in the companthe whole process needs
to be supported by the senior management. To lsengr management to feel that strong
internal controls are the priority for the longrtewelfare of the corporation, the benefits

and the negative consequences of failure needs ¢tebrly highlighted.
The benefits of effective internal controls:

» Activities of the company are in line with the givebjectives.
» Protection of the company against fraud and disstyne
» Company’s assets are used effectively and effigient

» Satisfying work for company employees.
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» Stakeholder’s and shareholder’s confidence andimgoxalue of the company.

1.2 Enterprise Risk management (ERM)

“Risk can be defined as real or potential eventsciwhreduce the likelihood
of achieving business objectives. Or, put anothay,wincertainty as to the benefits.
The term includes both the potential for gain axgosure to loss.” [8]

Many scandals all over the world were the imputsedtablish new control environment.
Global attempts to improve the constitution of ttwatrols for the company management
and company monitoring, called corporate governanbave a strong impact
on risk management of the company. Companies red¢dke measures to be attractive
for the capital market, to reach higher added vaod to minimize loss risk to regain

the trust of the investors.

Internal control is one of the main tools by whicisk is managed. Important is
to know and be aware that internal controls shotldiminate risk but manage risk. Risk
management is a way how to maximize business aputgs and reduce potential losses

from undesirable events.

Because the current business environment is cdhstahanging, companies need
to change constantly their objectives (preferahlicker than the competitors) and internal

controls have to be adjusted and have to reactdo changes.
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Picture Nr. 1:Main objectives of ERM

.Verlhcatlon Oﬁt,ﬂ.le . Safeguarding the reliability
effectiveness and efficiency of .
of the reporting
the company procedures

Four main objectives
of ERM

Determination and
Compliance with the valid @ ﬁ:> encouragement
of the company strategy

laws and directions 2.
through objectives

requirements on the top level

Source: Compiled by author, according tq PQ1:

1.1.1 Components of the ERN

The ERM consist of eight functionally essential paments

* Internal environmer:
o affects the definition of the company strategy abjectives, compan
process flows and process of risk identificn andrisk management;

o is affected by the company culture and companyhyi.

Very important factor within the internal environmef the company is the ris

e

.

F)

o Object definitionis the assumption for the event identification, r

assessment and risk manager.
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o Objectives are defined on strategic level and hem tsplit into lower

operational targets.
Event identification:

o Events with potential to have negative/positive attpon the company
are defined as risk/opportunity.

0o Management of the company needs to consider botternat
and internal factors.

0 The combinations of the events could be better rstaledable
through considering the events horizontally withie company level
and vertically within the individual operationalits

Risk assessment:

0 enables to assess the impact of potential eventth@rachievement
of the targets;

0 consists of both qualitative and quantitative md#o

Risk management:

0 means to define measures how to manage the digubrisk;

0 measures are risk avoidance, risk reduction an#l &sceptance
with respect to the cost/benefit approach.

Control activities:

o ensure that the measures are fulfiled correctlyd aexist

within the whole company.
Information and communication:

o To enable all employees and management to futidirtresponsibilities,
all relevant information needs to be documented anwdperly
communicated within the company.

Monitoring system

o The ERM system needs to be tested and adjustedtaotlys
if applicable.

o The monitoring could be implemented through regudasessments

(on management level) or through combination olil@gand separate
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assessments (depends on the risk assessment ardeneyf

of the regular assessments).

1.1.2 COSO (Committee of Sponsoring Organizati@of the Treadway Commission)

The vision of COSO is “to be recognized thoughtiain the global marketplace
on the development of guidance in the areas of aisé control which enable good

organizational governance and reduction of fraya] “

COSO was established in the United States andviduentary private-sector organization
that should improve company’s performance throughecommendations
and guidance in critical aspects of the compangtiuce the extent of fraud. This aspects
incorporate business ethics, internal controld nsmnagement and financial reporting.
The three main topics, where guidances are worksdase enterprise risk management,

internal controls and fraud deterrence.

“The COSO framework defines internal control ag@cpss, affected by an entity’s board
of directors, management and other personnel, deditp provide "reasonable assurance"

regarding the achievement of objectives in theofeihg categories:

» effectiveness and efficiency of operations;
» reliability of financial reporting;

» compliance with applicable laws and regulationd.1]
Internal control systems consist of five components

e Control environment

* Risk assessment

« Control activities

e Information and communication

* Monitoring
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Internal control systems according COSO ia threedimensional model
where the target cagories are the first dimension i the five @mponentsthe second
dimension. Thesdimensions are direc! disproportionateThe third dimension is the fa
that this internal control systeis adequate to the@hole company as well for the speci

department.

Picture Nr. :: Enterprise Risk Management Frameworl

o /
&}0 / &
é‘é\ \'} é‘oQ \\,,9
Q* / «© ) L
~ Q,,{D ‘_e? vo‘e
(o)
Control environmejnt
1k
cle | & | =
E./;E;/ A
=
<
Risk assessment &= = z
< P
K= Control activities
2
@
£
a
o~ Information and communication /
)/ o
&
Monitoring o\é‘
aye

Source: Corpiled by author, according to][1201z

Control environment

The control environment is basis for other components of the intercontrol
system. Itdescribes the conditions to establish the prinsipfgocedures and measul
the employees and

in factrs that influence

the control environment al

» awareness of ethical values and integrity in the gams;

(= ethical and behavior code of the compse
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» functional authority awarene
(= job description, performance evaluation, developrpéan etc.,

« control institution activitie
(= regular external audit, risk evaluation controliagement independence ¢;

* business behavior of the manager
(= influenceand determination (the limits for the company employe;

» dtructure of the organizati
(= centralized/decentralized communication, escalatmolicy, key positions
of the company and their responsibility awarencapability of the organizatic
to have sufficient level of segregation of dutiés);

» personnel policy principle
(= guidelines for further educationvaluation andclear rules for manageme
bonus payment)

* accountability
(= distribution of the responsibilities to achieve defined targets, resjtolity

matrix etc.).

Risk assessment

The company isa subject of many risks that endanger the achieve

of the defined targets.

Picture Nr.3Risk assessment process

af the risk

b the risk

=> harmonize the risk from the process level and company level

Source: Compiled by author, 2012
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To achieve a correct risk assessm, the company needs to have cle:
and correctly defined targets the operational level, reporting level and the cany

standards compliandevel.

Picture Nr.4: Pre-conditions of the risk assessme

OPERATIONAL
TARGETS

!

RISK
ASSESSMENT

S AN

REGULATION
COMPLIANCE TARGETS

REPORTING TARGETS

Source: Compiled by author, according th p01Z

Control activities

Control activities are principles and procedurest tlensure the complian
with the management decisic These activities help take measur«to confront the risks
of the company. The process is starting with gungelor establishment of the target ste
Tt o s e o s s Bl o b e i T - - =29 activities should refl

ld be themechanism
for the control of the target achievem The quality of thecontrol activities depenc
on the method of how the controls are performede Tore the process is manue

demanding the less the control activity is effitiand credible
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Following control activities exist and have its sifie role and effect:

Manual control activities:

0 activities performed by the company employees;
o the quality of these controls is determined by thdiability
of the process of manual control activities.

Automatic control activities:

0 activities supported by the IT systems ensuring thdbidden activities
can’t be performed or can be performed only thropigiper approval

and ensuing system execution.

Feedforward control activities:
0 activities aimed to avoid the error occurrence;

0 used for processes with high-risk potential.

Exposed control activities:
o0 activities performed to discover the errors in tilmefore they have

impact on the financial statements.

Primary control activities:
0 controls to minimize essentially the risk;

0 participate in the added value of the organization.

Secondary control activities:
0 supporting activities that are essential for edfiti primary control
activities;

0 activities that haven’t direct customer value.

Routine process control activities:

o manual and automatic activities done on daily onthly basis.

Non routine process control activities:
0 adjustment activities done to the year end;

0 these transactions are susceptible to manipulation.

Company control activities:

o the basis for the assessment of the internal dopocesses;
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o they are not directly oriented the company process
but to theactivities of the management.

* Process control activitis

1.3Documentation requirement:

The documentation requirements are different angew® on the busine
of the company, materiality and company proces&snerally the documentation F
to fulfill some basic rules to prove that the imt@rcontrol processes in the compexists
and are functionabnd efficien. The documentation should ensure that the cor
correspond with the corany targets and prevent from material losses amddf

Each process in the company needs to be propedyngented and the documents n
to be avaihble for a given perio

Picture Nr.5: Basic documentation requirement

* Risk-control matrix * Key performance indicators

- Delegation of authority matrix - Regulations and guideliness

complete

accessible accurate

+ Flow chart DOCUMENTATION * Questionnaire

« Process narratives - Organisation chart

unambiguous understandable

up to date

»cuments

Source: Compiled by author, according tq PQ1:
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1.3.1 Process narratives

The process narratives describe step by step tlodevnocess in detail. The main
principle is to separate the description of thecpss flow and the description of the process
controls. This document should help to understdrad drocess, controls, responsibilities
and key roles in the company. While creating theatiaes, it is necessary to involve
and discuss with individuals at various levels ekponsibilities the detailed steps

of the process.

The process narratives are the baseline for thdysimaof risks, testing of controls
and improvement suggestions. The auditors are ith&lme role to evaluate the processes
and recommend improvements. They should focushenkey controls of the process,

proper segregation of duties and output of thegssc

1.3.2 Process flow chart

The process flow chart describes graphical the esgzpi of the process activities.
It helps to identify the bottlenecks in the compgmpcesses. In contrast to process
narratives, where the processes are only desciibadletail, the process flow chart helps

to identify unnecessary delays and make the operatnore efficient.

The process steps could be represented eithewertigal form or in a horizontal form.
To make the chart understandable, the process doection is visible through lines
or arrows. The decision of the next step is reprieseby the status with ,yes" or ,no".

The lines and arrows are also used for the tramsitito other section of the process.

The flow chart also distinguish primary processsgpport processes and overseeing
processes. It depicts the correlation between dniicplar steps of the process. The process

of creating a flow chart needs to consider follogvpoints:
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e Aim of the process flow chart.

* Object of the flow chart.

» Description of the process.

» |dentification of bottelnecks.

* Improvement assessment and evaluation.

* Summarize the conclusion to assure all the defiagds are incorporated

in the process flow chart.

1.3.3 Risk-control-matrix

The risk-control-matrix is one of the main and mastportant documents
of the internal control. The purpose of the matigxto allocate the individual risks
to the company objectives and after that, the matercontrols to the defined risks.

The frequency of the control activies than needsetdefined.

1.3.4 Segregation of duties

Proper segregation of duties is critical to effeetinternal controls. To minimize
the error probability and avoid conflict of intereshe effective segregation needs
to be implemented in each department. This meaatsdifferent persons in the company
are involved into the process or into the transasti to achieve the proper level
of independent controls in the firm. The principlek this segregation should prevent

from fraud, error and risk misstatement.

There is one optional approach to be implementeldo&aserved — “the four eyes principle”.
This rule, also called ,the two man rule”, is a im&gism to reach a high level of security

through participation of two people, who approwangactions or actions.
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The following functions in the company should be efprably separated
among different persons:

» Custody of assets = company assets assurance.
» Authorization = transaction approval.
* Recording = collection and booking of the transawi

» Control activity = transaction review.

1.3.5 Action plan

After regular testing of the internal controls, thetion plan with all identified
weaknesses in the control activities should be warkbut. This ensures the tracking
of the process development, current status, proogster and the steps to achieve
the compliance with the required process contrais.action plan should also include
the assessment of the risk of the individual precesaknesses and thus define
the priorities. After proper process control impentation, the testing of the functioning
process should take adequate time to ensure tipemptesting quality. This adequate time
is defined within the SOX rules as burning period.

This thesis will be focused on the internal contradgulations in the USA
because the company Lear Corporation is US lismdpany and therefore is obliged
to fulfill the requirements of the US legislationdaregulations.
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2. Description of the internal control systems

The internal control is a main part of the Fore@arrupt Practices Act (FCPA)
and the Sarbanes Oxley AGOX). These regulations are obligatory for public comes
in the United States.

2.1 FCPA - Foreign Corrupt Practices Act

The Foreign Corrupt Practices Act is a federal lafwUSA since 1977 and is
important due to accounting transparency requirénaga provision regarding bribery

of foreign officials. It is also one of the mainra of this Act - to eliminate bribes.

.The Act's aim is to stop companies and individuaiom making an offer
of payment or an actual payment to a foreign ddfjdioreign political party, or candidate
for political office, for the purpose of influengnany act of that foreign official,

or to secure any improper advantage in order taioluir retain business.”[5]

This Act was a result of investigations of the USecurities and Exchange Commission.
In 1970s, this Commission discovered over 400 congsathat made illegal or doubtful
payments to government officials, political parties politicians. The Act was signed
on December 19, 1977 and became an U.S. law. This was amended later
in 1988, and since this amendment is applicabky #die foreign companies and persons
are obliged to keep this law within the territorfytbe United States. Additionally also all
firms, whose securities are listed in the Unitect&d, have to meet all accounting
arrangements of this Act. These accounting prongsi@quire corporations to keep books
and records accurately. They should fairly refldoe transactions of the corporation

and to maintain an adequate system of internalwtow controls.
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The establishment of the Foreign Corrupt Practiées resulted in many penalties
and many employees or officers of the firms haveegto jail. This was an impulse
for implementation of internal procedures that preévand discover questionable payments

in the company.

2.2 Sarbanes Oxley Act

The widely publicized financial accounting scangdal®pacting several major
U.S. corporations, prompted the U.S. Congress tactera law which changed
how companies must conduct business. This US fetlwa referred to as the Sarbanes-
Oxley Act of 2002, impacts the Board of Directonsl sAudit Committee activities, the role
of external auditors and the responsibility andoaotability of management in publicly-
held companies. The Act was named after Senatol abanes and Representative
Michael G. Oxley.

The issue of Enron and WorldCom highlighted weakassn how companies establish
controls over authorizing and processing businesséactions. These scandals completely
damaged the confidence in financial markets of W8A. The system of checks

and balances, known as the internal controls enwiemt, has been an area of focus
of this law. The Act is arranged into eleven titlgsere six sections of this are the most

important:

» Section 302 — Corporate Responsibility for FinahRieports.
* Section 401 - Disclosure in Periodic Reports.

» Section 404 — Management assessment of Interndtdsn

» Section 802 — Criminal Penalties for Altering Do@nts.

» Section 906 — Corporate responsibility for FinahBieports.
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Section 302 states that CEO and CFO must personabytify that they
are responsible for sicloswre controls and procedures. These controls to be evaluated
on quarterly basis. Accordirto the section 404, they also haweeassess internal contre
annually. They haveo certify that the company reviewed his financehtement:
which are fair, accurate and complete. Additionétigt the internal control environment
working as intended. A certification must be in@dddn the Annual Report. The ernal
auditors of the @mpany are then required to agrem disagree with the sessment
of the statement of the company. The internal cbnteport states managemer
responsibility for establishing and maintaining adequate internal control structt
and procedures for financial reporti The irternal accounting controls he to be
sufficient to provide reasonable assurance thaiséetions are executed in accorde

with management’s authorizatic

Picture Nr. € 10 Threats to Compliance SOX Section 40:

Inadequate controls
associated with the

Inadequate board and audit
committee understanding of
risk and control

Lack of an enterprise-wide,
execulive-driven iternal
control mgmt program

recording of nonroutine
complex and unusual
transactions

Lack of a formal
enterprise risk
management program

Lack of effective
controls over the IT
environment

Section 404
10 Threats to Compliance
Lack of formal cotrols

over the (inancial
closing process

Ineffectively
controlled post-merger
integration

Ineffective financial

reporting and disclosure
preparation process

Source: Compiled by author, according tq RQ1:
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Through this act, control environment has profoynchanged. The current environment
demands more effort and accountability. This emritent promotes a better understanding
of internal controls within the organization. Sarea Oxley act includes issues
such as corporate governance, independence ofoesjdilecessity to assess internal

controls, corporate tax and fraud or conflictsndérest of the analysts.

2.2.1 Public Company Accounting Oversight Board

Sarbanes Oxley Act established a new public agéi€pOB (Public Company
Accounting Oversight Board) which is responsible fine registration, regulation,
inspection, overseeing and disciplining of compantbat perform audits of public
companies. Consulting services from the auditorthéoissuers of the financial statements
are prohibited to maintain independence of theraateauditors. SOX also doesn’t allow
top financial management of the audited companywtok for the audit company

during the past year.

2.2.2 Materiality

The determination of materiality is different antlosld consider quantitative
and qualitative factors. Qualitative factors arg. esignificant fluctuations from period
to period or incorrect mapping of significant acabuAssessment of the materiality should
be done with assistance of the external auditasshould be a result of what would effect
investor's decisions. Management determines where eror could occur
and to which amount. Significant accounts are detexd according to the probability
of material errors. SOX suggests management totifgereporting risks of material
misstatement and key controls required to minimilzes risks. Section 404 advises
that “the maximum amount that an account balancdotal of transactions can be

overstated is generally the recorded amount, wihitierstatements could be larger.” [10]
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There are many questions arising from experts weeabOX is a useful legislation.
The fact is that it has helped in US capital marketrestore the public confidence and was

impulse for companies to establish and strengtbepotate accounting controls.

2.3 Other internal control regulations

Legislation or regulation similar to Sarbanes—-Oxlegs been introduced also
in other states worldwide (Canada, Japan, Ausir8laith Africa, France, Germany, etc.).
Also the EU legislation has been changed towardsttengthen the internal control
regulation. Particular parts of the SOX rules wenplemented through 4., 7. and 8. EU

direction.
United Kingdom - the nonstatutory Combined Cod€ofporate Governance:

* is monitored by the Financial Services Authority;

» is similar to Sarbox but has a lighter touch.

China — Basic Standard for Enterprise Internal @drisince July 2009):

« should be obligatory for listed companies and isoemadged by other large
and medium size unlisted companies;

* launched by the Chinese Ministry of Finance, théidwal Audit Office, China
Securities Regulatory Commission, the China BanRegulatory Commission,

and the China Insurance Regulatory Commission.

The next part of the diploma thesis will be focuseddescription of the internal control
system in the company Lear Corporation and on timalysis and evaluation
of the internal controls in the plant Lear CorpmatCzech Republic, s.r.o, - plant Ostrov

U Stribra (in the company called plant Tachov).
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3. SOX Monitoring Process in Lear Corporation

3.1 Lear Corporation Czech Republic, s.r.o.

“Lear Corporation Czech Republic, s.r.o. is paranfUS concern Lear Corporation
with the headquarters located in Southfield, MialnigThis whole concern is a leading
supplier of automotive seating and electrical powmanagement systems®. [9]
Lear Corporation has his locations all over the lvdn 35 countries and employs
about 100,000 employees. As Lear is traded on e Mork Stock Exchange, the SOX

Act is obligatory to be fulfilled for all locationsithin the Lear concern.

Lear Corporation Czech Republic, s.r.o. has culrefaur locations within the whole
Czech Republic — in Kolin, Vyskov, Ostrov U Stritaad the latest one in Brno. The first
three locations are production locations and tlsé d@e in Brno is SSC (Shared Service
Center). The location in Kolin belongs togetherhwtite plant Ostrov U Stribra to division
SSD (Seating System Division) and produces seatsSTRLCA, s.r.o. (Toyota, Peugeot,
Citroen Automobile). The plant Ostrov U Stribra guces seats for BMW AG

and the plant in Vyskov belongs to division Elemtiand produces connectors.

The whole practical part of this thesis will be dsed on one Lear plant in Czech Republic
located near Pilsen in Ostrov U Stribra. This plands been located here
since 2008 producing seats for automobile indusuytrently three projects are running

in Tachov and all projects are for the customer BIM&.

3.2 Overall SOX Monitoring Process

To comply with the Sarbanes-Oxley Act, Lear hasettgyed SOX Monitoring
process as mandatory throughout the entire org@mmzaThis process should help

and assist Lear management in ensuring that S@s ark held.
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The Monitoring process uses a tl-pronged approachto ensure the integril

of Lear internakontrols over financiereporting and IT general contrc

Self assessment and certificatic done by all Lear plants, Divisiol

1.
and Corporate Headquart.
Internal process monitoring and audit—done by LAS (Lear Audit Servic.
External auditin— done by an independentdit company Ern&Young.
Picture Nr. 7 Lear’s Internal Control Framework
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*Risk Management Process
*Business Risk Assessment
*Process Risk Assessment
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Certification

The above mentioned responsibility of the CEO aDCto certify in annual
and quarterly report that Lear’s processes anchdiah statements are in compliance
with the Act, are implemented through internal ifiegtion process. The certification
is done by division president, CFO, IT director @adolled down to plant controllers, plant

managers and IT managers.
All the responsible people states through thigfezation that:

* They have reviewed the annual/quarterly report.

* There is no material untrue statement.

e Internal controls have been designed and maintaittecensure material
information is made known to management.

* They have evaluated and reported on effectivenfasseonal controls annually.

* They have disclosed to auditors and audit comméliesignificant deficiencies.

3.3 Requirements

Internal control monitoring process is implementecbughout the whole company

and has different requirements on location/divi&iorporate level.

3.3.1 Location controllers/management

Location controllers maintain process narrativeictv describe and document
processes, changes in business risks and systenes.|oCation controllers together
with the plant management are oblidged to perforsel&assessment every quarter using
the Internal Control Questionnaire. They have teuea that the required sample testing
is adequately performed and documented. At thecérelery quarter, location prepares

and submit a SOX certification form to the Divisiehampion. By doing so, location
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management attests that all self assessments veenpleted as required, all control
deficiencies were reported and the financial repodntain no significant misstatements.
Locations are reviewed by the SOX division champp®riodicaly to test the design
and operating effectiveness of existing controlsese results are then documented in ,trip

report* and submitted to the Global Financial Colstigroup.

Deficiency report

After completed quarterly testing, deficiency rdpoeeds to be done. This report
summarizes all deficient processes discovered gjirdbe self assessment. The Summary
of Control Deficiencies Template compares self-sssent results with Audit Services
and E&Y Financial and SOX audit results. The lamathas to ensure that corrective
actions in the deficiency report will be implemeahten a timely basis. Before corrective
actions are running properly, compensating contrisd to be properly documented,
reviewed and approved by the SOX Division Chamgiod the Global Financial Controls

group.

3.3.2 SOX division champion

Locations can contact division champion for guidgnadvice and training.
Champions need to ensure that all deficiencieseperted and the status and remediation
activities are properly tracked. SOX champions altend plan closing meetings to ensure
that the audit results are accurate and refleatdnérol environment. They collect quarterly
summary of control deficiencies from all locatioasd consolidate them into one excel
workbook. SOX certification form is also prepareddasubmited by the champion
to the Global Financial Controls group after theaer end. All SOX champions
communicate and exchange common control issuese@intions with Division locations
and other SOX champions. They also update the Rissessment for all locations

within the Division on at least a quarterly basis.
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3.3.3 Division finance

One of the most important roles of division finanseto perform a semi-annual
Balance Sheet review at all locations. This reviswvneccessary to ensure proper
reconciliation and documentation for each balanceoant contained within Hyperion
(Lear financial reporting system). Within this rewi, direct evidence exists that internal
controls over financial reporting are operatingaocontinual basis, and remain appropriate
also if changes in business systems or activitiesdentified. The results of the Balance
sheet review have to be documented in a summargrtrepigned by reviewer, plant
controller and plant manager and properly mainthimm plant and division level.
The Balance sheet review is also part of one SOKitmang question and is also reviewed
by internal and external auditors. If deficiencie® identified during the BS review,
appropriate corrective actions need to be done @modress of the actions has to be
monitored to ensure timely completition. Each lamatis oblidged to complete Quarterly
Attest and send to division finance for review. Bion finance than consolidates it

into one document and submit it to Corporate Actiogn

3.3.4 LAS - Lear Audit service

The role of Lear Audit Service is to review locatidocumentation and obtain direct
evidence of internal controls over financial repat This reviews include
an assessment of the latest Quarterly Attest pedplhy plants and divisions, as well as
the ICQ and Summary of Control Defficiencies RepbAS needs to perform annual SOX
testing on behalf of management through FOA Audiingncial/Operational Audit)

or Monitoring Plan type audits.
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3.3.5 Corporate finance

Corporate finance includes Accounting, Payroll,i8d&ervices and Tax. Their role
is to maintain process narratives for changes isiness risks, processes and systems.
They have to ensure that corrective action mitgatntrol deficiencies identified in self-
assessments and Audit Services or Ernst&Young suditese corrections have to be
completed timely. They also have to prepare aromfua SOX certification form

to the Global Financial Controls group after tharger end.

3.3.6 Global financial controls

The corporate SOX group develop and update SO @a®ICQ, Process Narrative,
Control Matrices and Deficiency Report template andure that LEAR is SOX compliant.
They provide guidance to Division Champions ancertlas necessary and provide training
through presentations. Their role is also to reveawd approve compensating controls
and remediation strategies and prepare reportsattagement and the Audit Committee

on the internal control environment.

3.3.7 CEO/CFO

The role of CEO/CFO is to provide annualy certifica that the internal controls
over financial report are effective and approphatiesigned. Any issues that could have
a material impact on the Corporation needs to Iselaked and appropriately reported
to the CFO.
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3.3.8 Disclosure committee

The role of the committee is to discuss regulanysibess risks and financial
statement impacts. The members of the committeéeweresults of periodic evaluations
of the internal control structure.

3.3.9 Controller’s Office

The Controller’'s Office monitors periodicaly judgme reserves and ensures
that all adjustments to judgmental reserves areggstp documented and approved
by management. All significant reserves are revieweith the Audit Committee
of the Board of Directors. The office also updaldsAP (Lear Accounting Practices)
policies and procedures and Information Systemsd@élare Manual with the latest changes

in business risks, systems and US GAAP rules.

3.3.10 Legal department

The legal department has to ensure that all key lmps understand
the importance and compliance with Lear’'s Code ofidhict and that all conflicts are
investigated and documented appropriately. Thesailtse should be than reported

to the Audit Committee of the Board of Directors.

3.3.11 Audit Committee of the Board of Directors

This Committee reviews summarized results of irdkeontrol audits, conducted
by management and internal and external auditord assesses the significance

of the material impact on financial statements. Tembers together review the integrity
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of the financial reporting process and associatedtrols with management and both
internal and external audits. The disclosures, mdibe the CEO and CFO
during the certification process, regarding siguifit deficiencies or material weaknesses
are also reviewed by the committee. The other fanatf this committee is to investigate
and document complaints registered within the EfRi@ud communication process

and provide appropriate resolution.

3.4 Testing Principles

To start with the testing, it is important to kndive principles of the testing.
The principles are important to fulfill all requments of testing. The SOX package

includes the following:

e ICQs = Internal Control Questionnaire.
* Process Narratives = description of the flow ofatoes.
» Control Matrix = minimum controls in six operatiggcles.

» Deficiency reports = summary of gaps with correztactions.

Each plant of Lear Corporation is obliged to tesicpsses described in ICQs and report
this testing in the testing database. The Inter@ahtrol Questionnaire is divided

into 6 different cycles:

* Production cycle — e.g. inventory, cost of salesas, fixed assets etc.

* Expenditure cycle — purchasing, goods received,pairoll, petty cash.

» Accounting and reporting cycle — accounting priftesp yearly close.

* Revenue cycle — customer contracts, customer imgiricing, AR, shipping,
received payments, long-term agreements.

* IT cycle — information technology controls.

e Treasury cycle — debt issuance, recording and romg.

35|Page



Internal control systems in the company

The treasury cycle is tested centrally and theeefsn’t relevant for the plant testing.
The revenue cycle is only partly relevant for thenp because of the fact that the plant has
an intercompany manufacturing agreement with Leanp@ation GmbH and invoices all
monthly costs with a mark-up to this plant. Thetseare then sold to the customer
by the German plant. The testing will thereforeyoimiclude several controls to be tested
for this purpose.

The ICQs contains testing of following control asea

e Authorization — should ensure that the responspdesonnel has all events
approved before performed.
e Completeness — should ensure that all businessatdons are complete
and in the correct period.
* Accuracy — should ensure that all legal transasti@am@ recorded on the correct
account and with the correct amount. Typical cdraotivities are:
0 processing control;
o plausibility check;
0 unambiguity check.
* Validity - should ensure that all transactions exeorded according to rules,
reported and are according to all legal requiresiant management authority.
» Physical Safeguards and Security — should ensatetlta access to the material
assets and IT systems are controlled and limiteduth only authorized
persons.
e Segregation of Duties — should ensure that oneopersan’t have access
to successive processes (e.g. input and authanizafipayments).
e Error Resolution — should ensure that all iderdifierrors have immediately
corrective actions and significant errors are reggbrto management

accordingly.
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The testing is reported by plants through Lear S@4tabase. The answers
of the Internal Control Questions can be:

* YES = controls are operating in the described famthrough mitigation
or alternative controls.
* NO = controls are not working as described or l@rapensating controls.

* N/A = controls are not applicable.

The frequency of the processes described in thédCQuld be:

» dalily — testing sample size means 10 examples;

» weekly — testing sample size means 5 examples;

* monthly — testing sample size means 2 examples;
e quarterly;

* semi-annualy — review is required each half of arye

» yearly — means process review should be done ogeara

Compensating controls are controls that ensurellfioéint of the required controls
but in another way than described in the ICQs. ddiion controls are controls that cover
the same control process as described in the ICQ thwough another method.
These controls need to be approved by SOX Champlaon has to decide whether it is

compensation control or mitigation control.

Each cycle is tested once a year. The testing dgelehe particular quarter is defined
by the central departments and is the same farealt plants. Testing for this thesis will be
done for the first four cycles, which are in thespgensibility of finance department
of the Lear plants. It is very important to invohal departments of the plant
into the testing. This is because individual daparits are responsible for their processes.
Plant Controller's responsibility is to participate implementing business processes
to advice department managers and ensure compliavite all Lear regulations

and directions. All processes should be accordine latest business conditions.
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4. Analysis of the internal control systems in seleiste areas

of the corporate activities

This section of the thesis will analyze the palticutesting cycles in detail
to evaluate, if the processes are currently runnmgccordance with the SOX Act.

The individual controls are tested including foliag points:

» description of the control that has to be observed;

» description of risk to be prevented through theticin

* type of document + testing sample to be used &iinig the control;
» description of the real process in the location;

e testing result.

4.1 Production cycle

The production cycle is together with the expenditaycle the most demanding
cycle for testing. The reason is that Lear Corponais a company focusing on production
activities, and the major part of its property msfixed assets and inventory. These two

main areas are part of this testing cycle.

4.1.1 Fixed assets

Control description:

The fixed asset application has an appropriatel lefvapplication controls including edit

checks and reasonableness checks.
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Risks:
This control should ensure that:

 fictitious or duplicate capital expenditures are rezorded;
e capital expenditures are posted to the correctuadcat the correct amount;

» depreciation is calculated using the appropriatt.co
Required document:

This control should be tested with sample teststhe system for fixed assets

and documented with application control screensshot
Testing description:
Application control screen shots were done durrggtesting. Samples tested:

* Negative depreciation — the system doesn’t allolotuk negative depreciation.

» Booking entry into closed period — the system ddealtow to book into closed
period (whether depreciation, whether asset addita disposals).

* Duplicate depreciation — the system doesn’t allowdok depreciation in the same
period twice or more times.

* Duplicate asset additions — the system doesn’tvatlm book more than once

an asset addition for one invoice number of onelsep

Testing resultYES

Control description:

Capital expenditures above the threshold definedhean LEAP manual are not made
without a completed and formally approved projegprapriation request (PAR). PARs

are approved by the Capital Committee when requasedefined in the LEAP manual.
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Risks:
This control should ensure that:

« fictitious or duplicate capital expenditures are rezorded;

» capital expenditures are only made after propercayap is obtained.

Required document:

This control should be tested with a testing saroplE0 fixed asset vendor purchase orders
Testing description:

Generally the LEAP manual states that:

“Project Appropriation Request (“PAR”) is the mednyswhich Lear management formally
approves the initiation of capital spending. ThARPis an updated presentation
of a program’s financial projections and detaitg;luding sales / profit impacts, detailed
investment requirements, investment returns, keyngercial issues, and the business/

commercial rationale for the project.” [6]

PARs are required to be completed for investmentsatgr than 5,000 USD.

The required approval authority level is determibgdhe following total PAR amount:

Table Nr. 1:PAR approvals

Amount of PAR (all amounts in US dollars Required Approval
Under $5,000 No PAR Required
Between $5,000 and $150,000 Division-specific schedule of approval authority ps
delegated by the Division President and Divisidn
CFO
Between $150,000 and $500,000 —specifical| Division-specific schedule of approval authority ps
included in capital spending details for the delegated by the Division President

annual financial plan

Between $150,000 and $500,00tbt+ Corporate
specifically included in capital spending detai
for the annual financial plan

Over $500,000 Corporate

Source: Compiled by author, according to [6], 2012
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Corporate approval requires sign-offs by the Chwgfiancial Officer and the Chief
Executive Officer. Additional functional area mgeanent may be asked to review specific
PARs, at the discretion of the Chief Financial €¥fi depending on the individual PAR’s
investment requirements. A revised (supplementalR s to be submitted for approval
when it becomes evident that a previously appropegect will change significantly
in scope or cost. If the cost of the project ipavted to overrun the initial estimate
by more than 10% or $10,000, whichever is gredkem a supplemental PAR should be
submitted for approval. The supplemental PAR ipared by adding all cost overruns
to the previously approved PAR, and providing dethiexplanations as to the causes
for the overspending. The revised total amounthef PAR (original plus overspending)

will determine the required approval authority floe supplemental PAR.

This control was reported as deficient since 20Ithe reason for that was
that during the start of the project F12/F13/FO@pi@l expenditures were done
without fully approved PAR or alternatively pre-sge For clarification, the pre-spend is
an alternative, how to get the planned investm@praved if the PAR isn't completed
or isn't still approved due to open topics to becdssed. Generally the process
of approving the purchase order for investmenthésgame like approval of purchase orders
for non-production material or service. The onlifetence is that the exhibitor has to input
the PAR number into the purchase order. In thers®balf of the year 2011, no purchases
without approved PAR were done. The PAR for F12/FQ8 was fully approved in June
2011. Even though the total investment amount foe tCAPEX was higher
than the approved investment amount, the deficiecmy be closed because it was
within the 10% written in Leap Manual. The trackioigthe investment is done in the PSR

(Project Status Report) — a system used for regpdf all investment expenditures.

Testing resultYES
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Control description:

Additions to the fixed asset register are revievaedl approved quarterly. The review
verifies that the value entered is adequately sdegoby invoices (or other relevant
documentation) and that useful lives and deprematassumptions are recorded
in accordance with the LEAP manual. Depreciatiogife in the month after the asset
is ready for its intended use and is correctly Waled by the fixed asset application
or by other verifiable alternative means and ioréed in the general ledger. The asset

is not depreciated below zero.
Risks:
This control should ensure that:

» depreciation expense is recorded at the correctiatno
» depreciation is calculated using the appropriats;co

» depreciation is recorded for all assets placeeiise.
Required document:

This control should be tested through testing sampl 10 fixed asset additions.

Additionally monthly depreciation journal vouchsrreviewed.
Testing description:

According to LEAP Manual, depreciation should beerothe estimated economic useful
life of the asset and using the straight-line méthBhe beginning of the depreciation
should be in the month after the asset is readitdontended use. The estimated economic

useful life of the asset should be following:

» Building and improvements - 20 to 25 years
* Machinery and equipment:
o Fixed machinery — 5-15 years

0 Lear-owned tools over the program life (not to &8 years)
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0 Lear-owned returnable containers/pallets over theogmam life
(not to exceed 3 years)
e Computer hardware 3 to 5 years

e Computer software 3 years

There is a report called “Fixed asset additionsttgéhment A) printed on a monthly basis
from the CS7 system and is reviewed for accurachis Treport will be together
with the investment invoices used for testing. Aiddially the plant has to fulfill the Czech

national law.

Within the testing 10 samples were used. Test fifvape, hardware and one machinery
fixed asset will be described.

e Computer hardware
o As a sample for testing was chosen one productianrer for purchasing price
44.051,02 CZK (7000132) from the company B&M thaaswtransferred
from location Wackersdorf to location Tachov. Trasset was transferred
as a new property; it was only purchased by the m@ar location
in Wackersdorf.
o According to Czech law, this computer hardwareeprdciated 4 years and this
is also within the US GAAP rule written in the Lelsianual (3-5 years).
0 The depreciation start is October 2010.
0 monthly depreciation:
= 44.051,02/48 =917,73 CZK
o the residual value at the end of the prior years:
= 2010: 41.297,83 CZK
= 2011: 30.285,08 CZK
» Software:
o As a sample for testing was chosen software foedfixasset called CS7
(7000048) for purchasing price 199.766,77 CZK.
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o According to Czech law, this software is depredaBeyears and this is also
within the US GAAP rule written in Leap Manual (8ays).
0 The depreciation start is January 2009.
0 monthly depreciation:
» 199.766,77 / 36 = 5.549,08 CZK
o the residual value at the end of the prior years:
= 2009: 133.177,85 CZK
= 2010: 66.588,93 CZK
= 2011: 0
e Machinery:
0 As a sample for testing was chosen Quality Tester groject F12/F13
(7000174) for purchasing price 608.750,00 CZK
0 According to Czech law, this machinery is depredad years and this is also
within the US GAAP rule (5-15 years)
o The depreciation start is October 2011
0 monthly depreciation:
= 608.750/96 =6.341,15 CZK
o the residual value at the end of the prior years:
= 2011: 589.726,56 CZK

Testing resultYES

Control description:

Construction in Progress (CIP) balances are redementhly. Projects are capitalized

when assets are ready for intended use.
Risks:

This control should ensure that capital expenditusee posted to the correct account
at the correct amount.
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Required document:
The appropriate document for this testing is mgn@iP account detail report.
Testing description:

Each month, a report called “Construction in prsgife(Attachment B) is printed
from the system and is reviewed by Finance Comtrahd Industrial Engineering to ensure
that all fixed assets are correctly on this accant cannot be still capitalized. There are

two types of CIP:

e CIP with received invoice — this invoice is bookedCS7 and has its own CIP
number.

e CIP without received invoice — this investment hiasen already received
and is in testing phase. However the invoice wasaceived, therefore the report
from the purchase order system is used for mawowahal booking in GL (General

ledger) where all receipts are tracked.

Testing resultYES

Control description:

Identified idle asset adjustments are reviewed #mglgnificant, approved by division

management.

Risks:

This control should ensure that all factors affegtine impairment estimate are identified.
Required document:

For this testing idle asset adjustments needs tenewed in detail.
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Testing description:

Industrial Engineering is asked regularly withir ttesting if there are idle assets in place.
Currently no idle assets are in Tachov plant.

Testing resultYES

Control description:

Fixed asset details (asset register) are recomletet general ledger on a monthly basis
and any differences are investigated prior to thed eof the current quarter.

These differences are resolved by the followingtguand.
Risks:
This control should ensure that:

» disposed fixed assets are properly removed fromfikeel assets detail and general
ledger;
» depreciation is recorded for all assets placeeivice;

» depreciation is recorded for all assets placeeivise.

Required document:

Monthly fixed asset reconciliation should be revéeMand tested within this control.
Testing description:

Monthly fixed asset reconciliations are in placee@or the purpose of the local Czech law

the other one for the US GAAP purpose. There dnmeegkessary adjustments done.

The only difference to be explained in the recaatidn was the account for construction
in progress. On this account, one booking was ddmectly into general ledger.

This is accrual for fixed assets where the comphagn’t still received the invoice
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system.
Table Nr.2:Fixed assets reconciliation (all amounts in CZK)
Reconciliation CS7 - General Ledger in CZK (LOCAL)
CS7
Depreciation Opening Closing Total
Account in years balance Additions Decreases balance depreciation
1360 3 427.837,10 427.837,10 424.332,77
4200 ) 0 0 0
429(C 5 28.373.622,6 3.108.679,7 2.087.306,5 | 33.569.608,8 12.086.813,0
6500 S 0 219.466,84 219.466,84 45.249,94
6510 S 3.195.128,07 276.557,95 173.196,93| 3.644.882,95] 2.761.138,07
7800 0 4.443,03| 2.776.145,41] -2.260.503,44 520.085,00 0
TOTAL 32.001.030,88 6.380.849,90 0 | 38.381.880,78 15.317.533,82
FDR Difference
Depreciation Opening Closing Total
Account in years balance Changes Changes balance depreciation | CS7 x FDR
1360 S 427.837,10 427.837,10 0
4200 ) 0 0
4290 ) 28.418.029,61] 5.151.579,28 33.569.608,89 0
650( 8 219.466,8 219.466,8 0
6510 S 3.195.128,07 449.754,88 3.644.882,95| 0
7800 0 605.773,08 81.711,94 3.510,00 690.995,02 -170.910,02
TOTAL 32.646.767,86] 5.902.512,94 3.510,00| 38.552.790,80] 15.317.533,82] -170.910,02

Diff. 07801: Accrual CIP 170 910 CZK

Source: Compiled by author, according to [6], 2012

The supporting documentation for this reconciliatics the fixed assets sub-ledger

from the CS7 system and the monthly balance she®tthe BPCS system.

Testing resultYES
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4.1.2 Inventory

Control description:

Access privileges granted to users are reviewedi-aenually to ensure that only
authorized individuals are granted access to theniory and fixed asset applications,
and that user’s access rights (,read only, ,ugdate,approved”) are appropriate for their
job function.

Risks:
This control should ensure that:

« fictitious or duplicate purchases are not recor@iethe accounts payable subsidiary
ledger and duplicate or fictitious disbursemenésrant recorded;
» only authorized purchases are received;

« only authorized disbursements are made.
Required document:

The appropriate document of this control is acageglsts review of all actively used
systems.

Testing description:

For the purpose of the testing of the Tachov planty fixed assets application access
rights review is relevant. Into the fixed assetpl@ption called CS7 only two persons

(accountants) have the access rights. They areirpak fixed asset additions, disposals,
preparing all fixed asset reconciliations and toetller is reviewing it before the upload

of the currently monthly close is done.

Testing resultYES
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Control description:

Actual physical inventory counts (including inverntoat consignment warehouses
and in transit) are made twice per year in accardavith the LEAP Manual.

Risks:
This control should ensure that:

* cost of sales are recorded when a sale occurs;
e production activity (raw to work in process to §hed goods) is properly recorded;

* book to physical adjustment is calculated and dicorrectly.

Required document:

The testing should contain check of the wall-todwalentory count procedure in detail.
Testing description:

The testing of this control is fulfilled with serarnualy physical inventory count as stated
in the LEAP. The wall-to-wall inventory count takpkace in Tachov and the local finance
departments together with the logistics departmpatticipate on the organization
of the count. However as the material owner of pneduction material is plant Lear
Corporation GmbH Wackersdorf, this control is floe purpose of the plant Tachov testing
not applicable. Within the SOX testing of the pladackersdorf, this control was tested
as sufficient and no deficient process controlsaweentified.

Testing resultN/A

Control description:

All inventory adjustments (including physical) aeviewed and approved by appropriate
personnel including root cause analysis with futcoerective actions and are recorded

in the general ledger on a timely basis.

49 |Page



Internal control systems in the company

Risks:
This control should ensure that:

» the book-to-physical adjustment is calculated awdrded correctly;
» cut-off information is generated and used for cogoshipments and purchases;

e accurate inventory counts, compilations and desorip are made.
Required document:

The testing sample of 10 inventory adjustments lshba reviewed and evaluated if they
are sufficient.

Testing description:

Even though the material owner of the productioniemia is Lear Wackersdorf as stated
above, the local logistics department is respoasibi the whole procedure of the cycle

count.
Objective of the cycle count procedure accordintheoLEAP Manual is:

“Cycle count procedures are required to be perfdrrat all Lear inventory locations

(including off-site storage, warehouse, etc.) tointaén effective asset management
and customer satisfaction. Cycle counts of inventguantities, along with root cause
analysis for discrepancies, should effectively namand improve related processes. Key

objectives of the cycle count procedures include:

* ensuring that the locations books and recordsamearate;

» determining that recorded quantities are accuratavbid production shortages
and inaccurate ordering and;

« identifying root causes for discrepancies and immgleting corrective actions
to avoid future occurrences”.[6]

The cycle count procedure is in place in Tachovtbatbooking entries of the cycle count

aren’t properly approved and root cause analysisiis place.
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Testing resultNO

4.2 Expenditure cycle

As already mentioned, the expenditure cycle is ohéhe most demanding cycle
and includes testing of accounts payable procepagsjent processes, payroll, purchasing,
petty cash and process of goods received. Themaang 1ICQs within this cycle which had
to be tested in the past years in the company nvithé regular testing. Currently only
the most significant ones are to be tested andrtegban the internal SOX database.
These selected processes have a substantial impactthe corporate reporting
and fulfillment of the SOX act.

Each cycle requires semi-annualy review of accegbtsr for all applications used
within the processes. In this cycle purchasingeisgieg, accounts payable, disbursement
and human resources applications. This review shothan be consistent
with the segregation of duties that will be comgteand evaluated at the end of the cycle

testing. The plant is using following systems:

« XPPS system for purchasing and goods receiving
« BPCS for accounts payable

» Citi direct online banking for disbursements

* ADS system = HR time and attendance system

* Nugget system for payroll
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4.2.1 Vendor master file changes

Control description:

Changes to the location vendor master file (ineclgdadding new vendors) are properly

approved and documented prior to changes, and egbancumentation is retained.
Risks:

Control should ensure that fictitious or duplicptechases are not recorded in the accounts

payable subsidiary ledger.

Required documentation:

The testing requires monthly vendor masterfile geasummary report
Testing description:

There is an approval process for new vendors ineplavhere the accountant has to fill
in a request for adding new vendor into the syst&his form is approved by Plant
controller. After this approval assistant controli@ho hasn’t access to book invoices) put
the new vendor into the system with all necessafgrimation. Each new vendor has his
own unique number and the system doesn’t allow ub rmpore than one vendor
with the same vendor number. After that the acamintan start booking invoices of this
vendor into the system. The same process is rurfamghange of the vendor information.
To assure that all vendors were properly approvedort called ,vendor master file
changes” is generated from the system each entleombnth and is approved by plant

controller. All new entries and changes in the wendasterfile are included in this report.

Testing resultYES
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4.2.2 Application controls:

Control description:

Access to the purchasing and accounts payable cafiphs are limited, and such
applications have an appropriate level of applcatontrols including edit checks, range

tests and reasonableness checks (i.e. supplieretugeneral ledger account code etc.)
Risks:
The control should ensure:

» errors don’t occur in posting receipt totals to geeeral ledger or the accounts payable
subsidiary ledger;

« fictitious or duplicate purchases are not recorgethe accounts payable subsidiary
ledger;

» that purchases are properly valued,;

» invoices are booked in proper period.

Required documentation:

The testing requires application control screert shthe tested application checks.
Testing description:

Both systems XPPS and BPCS were tested and thessts following checks:

* The invoice with particular invoice number can lm®ked only once.
* The invoice amount should equal the total of thelkiimy amount.
* The invoice can’t be booked into the closed oldent period.

* The goods received can be matched only with oneah&ular invoice.

Testing resultYES
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4.2.3 Goods and services received

Control description:

Approved purchase orders or approved alternativesntiact, check requisition

or purchasing card) are required for the purché&sdl goods and services
Risks:

The controls should ensure that fictitious or dcgie purchases are not recorded

in the accounts payable subsidiary ledger andahigtauthorized purchases are received.
Required document:

The testing requires supplier purchase ordersekimg of this control.

Testing description:

There are two types of purchases:

e Production material — purchase orders are generatédmatically by the system
according to the current quantity on the stock. Teatral purchasing department
is responsible for the proper prices that were tatpgn with the suppliers.
The receiving of the goods is in the responsibildfy the plant and is done
by the logistics department. The department pwgptioper delivery note and received
amount into the XPPS system and matches it with phechase order generated
through the system. After receiving the invoicee thnance department matches
the invoices with the proper delivery note. Theoige isn’t paid without proper
delivery note because it can't be matched togetAdris matching process
of the invoices and delivery note is also done by accountants of the finance
department in Germany because the plant is the roefnine production material, not
the Czech plant. However the plant Ostrov U Stribnaesponsible for all the processes

and controls running in the logistics departmerd goods received because they are
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responsible for the material disposition of thej@cts running in the plant Ostrov
U Stribra.

Non-production material — this material is ordethtbugh the approval of purchase
order manually created in the system called “Pwgeharder Database”. This database
has application control that allows only eithercteate the purchase order or approve
the purchase order or to put the delivery infororainto the system. Each department
has his representative(s) for creating the purclader. The department manager
then approves the purchase order of his departraggther with the supervisor
of the purchase order creator, the finance depattraed finally the plant manager.
The approval is running automatically by the systml the purchase order can be
then printed or send to the supplier only whentake three or eventually four levels
of approvals are complete. The process of receigowyls is again in the responsibility
of the logistics department that puts all the ngsass information (delivery note,
delivery date, delivered amount) into the systemgd®ding execution of the services,
each department has his representative (otherttiecreator of the purchase order)

who puts the information about the delivery inte Hystem.

Testing resultYES

Control description:

All goods and services received during the periadehbeen recorded in the general ledger

in the proper period, including all expenses inedrthat have not yet been invoices.

Specific inquiries are made of department headsrdagg known incurred expenses

that have not been invoiced.

Risks:

This control should ensure all purchases are eshiate the accounts payable application.
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Required documentation:

This control requires confirmations from all depaetht managers on purchase order status.
Testing description:

This control should include both production mategiad non-production material.

e Production material — as already mentioned the Imragc process of all invoices
and goods received is in place. At the month enBNG(goods received but not
invoiced) report from XPPS is generated and pramarual is booked into general
ledger. Additionally the internal LEAP (Lear Accding Practices) specifies that 80%
of all accounts payable or the major 8 suppliensehit® be reconciled within ,vendor
reconciliation procedure“to compare and validate tralance of the supplier open
invoices and Lear balance. This procedure is aigaihe responsibility of the German
plant, therefore no testing will be performed withglant Ostrov U Stribra. However
the process of goods reception for the producticatenal located and received
in Tachov is under the responsibility of the Tachmant. Within 2011, there were
many missing information in the XPPS system abdwat teception of the goods.
This missing information was discovered within trendor reconciliation, matching
process and big differences in the wall-to-wallentory count.

* Non-production material — after receiving the iro&ithe accountant needs to match
the invoice with the purchase order in the Purcl@aisker System. This is only possible
when the supplier adds the purchase order numbgretanvoice. This is not always
the case and therefore the invoices are goingdaditicular department to find out
the necessary purchase order. Within the matchiagegs, following possibilities can
occur:

o The purchase order matches with the entered geod®ls reception
and the purchase order is properly approved by dpproval chain
before ordering the purchase order items. Than ithwice is booked

by the accountant into the subsidiary ledger and foethe supplier.
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o The purchase order matches with the entered geod®ls reception
and the purchase order is properly approved by dpproval chain
but after the ordering the purchase order item&nTthe invoice needs to be
additionally approved by the whole approval chaintlwe purchase order
before booking into the subsidiary ledger and payme

0 The purchase order doesn’t match with the entecemtigjservice reception
and the purchase order is properly approved by dpproval chain
before ordering the purchase order items. Than theoice goes
to the responsible department for verifying why theoice amount doesn’t
match with the received amount. The reasons for difference could be
following:

= the responsible  department  entered  wrong informatio
about the reception of the goods/services anddeartect it;

»= the invoice amount is wrong and has to be sendhe& dupplier
for correction.

Testing resultNO

Deficiency description:

During the testing, many invoices without propeprawed purchase order have occured.
These invoices are properly approved by all refmespersons that should aprove
the purchase orders before payment is made. Howeisedoesn't avoid the fact that some
employees order goods/services without approvedchaige orders and therefore
the controlling together with the plant managemnemet not able to manage and influence
fully the cash flow and all expenses. AdditiondHg proper accrual at the end of the period
is not done, because the finance depatment getsntioéce after the delivery period

and if the proper purchase order is not issued,atteeual for this delivery is not done

in the correct period.
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To summarize the process of goods/services receittesl correctness of all steps

of this process is very important for the followireasons:

Accounting and reporting purposes — goods recebeoked in the proper period
and in the proper amount.

Disbursement purposes — only received goods oua@services are paid.

Tax purposes — the received goods and servicedaaeble in the proper period
with the proper tax amount.

Materiality purposes — the goods are not receivgdichte.

Management purposes — to have correct informatlmoutathe current stock status
to optimize and reduce the stock value.

Control description:

When goods are received manually (i.e. outsidehef receiving module of the ERP

system), a receiving log is completed containing ialormation relevant to receipt

(purchase, order, date, nature and quantities @figceceived).

Risks:

This control should ensure that:

fictitious/duplicate purchases are not recordedthie accounts payable subsidiary
ledger;

amounts are recorded in the proper period,;

all purchases are entered into the accounts pagablecation;

receiving documents are generated for all goodsived.

Required document:

This control requires testing sample of ten reegj\ogs for the manually received goods.
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Testing description:

The logistics department is responsible for recgjvall goods. For this purpose, goods
receiving area is defined where the responsiblesgmerfrom the logistics department
is checking all delivered goods. For non-productinaterial, a Purchase Order System
is in place, where all necessary information alibatreceipt are completed (delivery date,
quantity and type of good received). It is very artant to know from the supplier

the number of the purchase order to which the dsliis assigned. If the purchase amount
in the later received invoice corresponds to thahe system but the price on the invoice
is different, the invoice is passed on to the respgmde department who is investigating
the reason of the difference. If the price on thabice isn’t correct the supplier is required
to change it. If the purchase order’s price isrctoading to the latest price list

of the supplier the invoice is accepted, but needde additionally approved by all

approvers of the original purchase order.

Ten random chosen invoices were checked with tf@nration in the purchase order
system and no discrepancies were found. One exaofptbe tested invoice together
with the purchase order and the delivery note ateacAment C, D, E at the end

of the thesis.

Testing resultYES

4.2.4 Accounts payable

Control description:

Accounts payable subsidiary ledgers are reviewedaae reconciled to the general ledger
control account on a monthly basis. Efforts to has@pen, significant or unusual items,
including debit balances are initiated prior to #red of the current quarter. These open

items are resolved by the following quarter end.
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Risks:
This control should ensure that:

» errors don’t occur in posting receipt totals to gkeeeral ledger or the accounts payable
subsidiary ledger;

e amounts are recorded in the proper period;

» all purchases are entered into the accounts pagabpléecation;

» cash disbursements get posted to the correct verrdount;

» disbursement are properly posted to the accounyshpa subsidiary ledger and are not

fictitious or duplicate.
Required document:
This control requires accounts payable subsidiegigér reconciliation.
Testing description:

The reconciliation of the accounts payable comp#nessub-ledger and general ledger.
There is a monthly report of all suppliers with npavoices from the accounting system
BPCS. The suppliers are divided into groups acogrdo the type of vendor. Manually
input of the balances is done into the sub-ledgdunon. The general ledger column
is automatically filled with data from the accoungtisystem. The reconciliation is prepared
by the financial accountant and approved by fir@nciontroller. The reconciliation

of the monthly accrual will be tested and reviewethe next control.

Within the testing, all differences between the @hd sub-ledger were properly

commented.
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Table Nr.3:AP reconciliation (all amounts in CZK)

Reconciliation Accounts Payable Plant Tachov
Account Vend./Cust. Vend./Cust. Subledger Adjustments General Comments
Description Type ACP 230B Ledger
Suppliers —
3335( domestir LULI -1.766.282,6 -1.766.282,6
Suppliers —
33350 domestic LULI -1.766.282,68 0,00 | -1.766.282,68
3335¢ Suppliersabroac LULA 0,0C
3335¢ Suppliers Eurog LULE -193.334,6 -193.334,6
SB-Total -193.334,6 0,0C -193.334,6
Kolin Plant Cz 262A -412.497,3 -412.497,3
Vyskov Plant C: 60¢ -26.500,0! 0,0C -26.500,01
IC Suppliers
34210 domestic LIKG -438.997,30 0,00 -438.997,30
Lear Austria LEIC -123,27 -123,27
Lear Wackersdorf LEIC -39.291,11 -39.291,11
Lear Trnavi LEIC -31.517,8: -31.517,8:
Lear Swedel LEIC -257.788,9 -257.788,9
IC Suppliers
34220 abroad LEIC -328.721,20 0,00 -328.721,20
booked to
account accrued
-34.103,13 wages
33010 Expense reports LOHN -34.103,13 -34.103,13 0,00
Sum up -2.761.438,98 -34.103,13| -2.727.335,85
30830 Accrual -3.312.601,23
33365 Clearing
Grand Total -2.761.438,98 -34.103,13| -6.039.937,08

Source: Compiled by author, according to [6], 2012

Testing resultYES
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Control description:

Accrual for goods received not invoiced is reviewadnthly for any significant items

and are resolved timely.
Risks:

This control should ensure that duplicate/fictisoypurchases are not recorded
in the accounts payable subsidiary ledger and tinvatpurchases are properly valued

and posted to the correct account.

Required document:

This control requires testing of the report ,Detdiaccounts payable sub-ledger”.
Testing description:

The account reconciliation for the accruals is donenonthly basis. The report is prepared
by the financial accountant and reviewed by tharfoial controller. The accrual is made
based on either report from the purchase ordeesysthere all goods/services received
during the period are tracked, or within daily Wiag of all regular invoices based

on the signed contract. This account contains alscrual for investment purchases
without received invoice. If the actual is in fageicurrency, it is either booked in foreign
currency or recalculated with the current exchargfe of the Czech National Bank.

The booking system allows to book the event eithanually or reversal. Reversal means
that the event is automatically canceled in the pexiod. Most of the accruals are booked
reversal. Only monthly accrual for events occureite per year (e.g. audit costs)
are booked manually and the whole amount is thacetked after receiving the proper

yearly invoice.
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Table Nr.4 :Reconciliation acrual for open invoices (all amourg in CZK)

Account Analysis 30830

GL account: 30830

GL account description: Accrual for open invoices

Hyperion account: AP.1200

Lear Month Opening Jan Balance

Status Balance Act YTD
Opening Balance (3.312.601,23)

Acc. Fixed Assets Tachov (170.910,00) (3.240,00) (174.150,00)

(170.910,00) (3.240,00) (174.150,00)

Freight accrual

open invoices — freight (54.857,30) (25.954,86) (80.812,16)

(54.857,3C (25.954,8€ (80.812,1€

Miscellaneous Accruals 0,00

open invoices - purchase orders

open invoices — contracts

ABC (305.000,00) 83.800,00 (221.200,00)
BartoSova (12.000,00) 12.000,00 0,00
Fontana Watercoolers (35.000,00) 35.000,00 0,00
Pojis&ni Kooperativa (85.000,00) 85.000,00 0,00
D5 Logistikpark (914.231,95) (2.965.796,74) (3.880.028,69)
Eko-separ (25.000,00) 0,00 (25.000,00)
E&Y Audit (358.485,40) 479.107,82 120.622,42
02 (56.019,25) 663,91 (55.355,34)
P&N (71.200,00) (40.000,00) (111.200,00)
Salesianer Miettex (35.000,00) 0,00 (35.000,00)
T-mobile (50.128,33) 20.922,08 (29.206,25)
Toyota Financial Services (11.773,19) (226,81) (12.000,00)
zezulka (4.200,00) 0,00 (4.200,00)
Atlas Copco (59.369,07) 40.345,96 (19.023,11)

open invoices — other 0,00 (292.704,50) (292.704,50)

open invoices - production material (206.007,03) (32.532,41) (238.539,44)

(858.419,71)

(1.536.154,70)

(2.394.574,41)

(3.086.833,93)

(4.110.575,38)

(7.197.409,31)

Ending Balance

(3.312.601,23)

(4.139.770,24)

(7.452.371,47)

Add. / (Disp.)

(3.312.601,23)

(827.169,01)

(4.139.770,24)

Source: Compiled by author, according to [6], 2012
Testing resultYES
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4.2.5 Payments and bank accounts

Control description:

Bank accounts are reconciled between the geneddeteand the bank statement
on a monthly basis. Efforts to resolve open itenesimitiated prior to the end of the current

quarter. These open items are resolved by thewoilpquarter end.
Risks:
This control should ensure that:

« duplicate/fictitious disbursements are not recorded

* borrowings and repayments are recorded.

Required document:

Testing of this control requires two monthly baekanciliations.
Testing description:

Table Nr. 5:Bank reconciliation (all amounts in CZK)

Cash 1000 + 1200 Dez 11
CASH.1000
account GL | Description balance | subledger information balance Variance | comments:
CZK account
18046 CITIBANK 255.975,66| bank statement 255.975,66 0,00
EUR account
1804 CITIBANK -0,0€ bank statemer 0,0C -0,0€
KOMERCNI
18646 BANK 101.480,10| bank statement 101.480,10 0,00
357.455,70 357.455,76 -0,06
CASH.1200
account GL Description balance | subledger information balance Variance | comments:
16046 PETTY CASH | 11.586,87 | reconciliation attached | 11.586,87 0,00
11.586,87 11.586,87 0,00

Source: Compiled by author, according to [6], 2012
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Two months November and December 2011 were reviewsatthin the testing
of this control. December bank reconciliation istba Table Nr. 5. The blue marked fields
are to be filled manually according to the bankesteents and according to the detail of all
petty cash transactions. All this reports are tlpsrting documentation for this
reconciliation. There aren’t any issues that nedsetanalyzed and resolved after the close
period. The euro bank account balance is zero duket pooling principle. This account
iIs balanced to zero after each end of the day. mbaey is automatically transferred
to the central treasury bank account. The balante tveasury that consists of this daily
account balances is booked as intercompany loaeteTare interests paid on this loan
according to the revolving intercompany contraceg&ding petty cash transactions,
there is one petty cash amount that consists of @Ky cash and EUR petty cash.
The foreign currencies petty cash amounts are aeledéd monthly with the current

monthly exchange rate. The difference is bookeal fintrate gain or loss.

Testing resultYES

Control description:

All invoices for services rendered are approve@pyropriate individuals prior to payment

to ensure that such services were provided, warepgable and properly priced.
Risks:
This control should ensure that:

 fictitious or duplicate disbursements are not made;

« only authorized disbursements are made.
Required document:

Expected documentation for testing of this congsdesting sample of 10 supplier invoices.
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Testing description:

Before ordering a service, a purchase order needsetproperly approved according
to the approval chain as already described. Aftgoice receipt, the finance accountant
matches the invoice with the purchase order irsglstem. If the service receipt is properly
entered in the system by the department respongéson of the cost center, the invoice
is stamped as service “receipt” and can be paithelfservice is ordered based on a signed
contract, the invoice is hand over to the respdesiepartment manager who is checking
the invoice. The invoice is approved by signing dating from the department manager.
The payment order input into the internet bankisgdone by the financial accountant
and approved by two persons who have the rightpfmrave payments in the Citibank
system. After these two approvals, the payment gngsand the invoice is stamped
.paid“and signed by the approver of the invoiceeTdpprover is checking the payment
amount, bank details with the information on thevoice and additionally checks
if the invoice isn’t already paid. If the invoiceould be paid the stamp ,paid“ would be
already on the invoice. The risk could be then dahgt the same invoice would be printed
or received twice. In that case the booking systeesn’t allow to book the same invoice
number twice and the finance accountant couldnakhio into the system. An example
of invoice that was checked within this testingnentioned at the end of the thesis
(Attachment C)

Testing resultYES

Control description:

All payments are properly authorized and have twmatures. The list of approved

signatories is documented in the entity’s approwtkix.
Risks:

This control should ensure that fictitious/dupledisbursements are not made.
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Required document:
Manual/emergency payments are expected for tegtiagontrol.
Testing description:

As already described in the previous control, i tinvoice is approved and planned
for payment the financial accountant is entering playment order into the bank system.
The list of all payments is printed out and handedr to the approvers. Two approvers
need to authorize the payment in the system, $igrchecked invoices and at the end sign
the payment summary from the Citibank system. Plaigment summary is in the binder

“Payment run”.

Testing resultYES

4.2.6 Payroll

Control description:

Records of hours worked and/or exception reporte seviewed and approved

by a supervisor prior to submission for paymert non-exempt hourly or contract labor)
Risks:
This control should ensure that:

« duplicate/fictitious payroll disbursements are matde;

» timecards correctly summarize time worked.
Required document:

Testing of this control requires exception repoot fhon-standard hours as proper

document.
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Testing description:

Time is recorded using automated clocking systehe Glocking is done automatically
using a magnetic card or chip. The clocking modnlehe time and attendance system
ADS generates entries in the system. If an entrynissing (e.g. forgetting to clock,
holiday) the employee has to forward the informatiommediately to his supervisor.
Each department has their responsible represeegatito are keying in the information
into the system. Nobody is allowed to change his data in the clocking system. This is
the first from three levels of the approval of thata in the system. The second level is
the review from the HR department and the last dpproval from the HR manager.
These three columns are seen in the system. Withese approvals, the payroll can’t be
started and time and attendance information caa exXported into the payroll system

Nugget by the Payroll specialist.

Testing resultYES

Control description:

Changes to all Human Resources master files (eraplayiaster, payroll master etc.)

are approved by Human Resources and other locat@magement as applicable.

Risks:

This control should ensure that duplicate or fictis payroll disbursements are not made.
Required document:

Testing of this control is documented by properrplynasterfile amendment report.
Testing description:

There is a monthly report printed from the paysyétem Nugget. This report is prepared
by the Payroll specialist and approved by HR managed Finance controller

prior to payroll disbursement. This report is summag all changes in the employee

68 |Page



Internal control systems in the company

database within the particular month and shows rinébion before change
and after change. Example of this report is in éttaent Nr. G. This report is reviewed

monthly by HR manager and Financial Controller.

Testing resultYES

Control description:

Payroll bank accounts are reconciled to the gerledagler on a monthly basis, and efforts
to resolve open items are initiated prior to thd ehthe current quarter. These open items

are resolved by the following quarter end.

Risks:

This control should ensure that duplicate or fiatis disbursements are not made.
Required document:

Testing of this control should be documented byklraconciliation.

Testing description:

The total amount of the payroll on the bank accowsntreconciled with the reports
from the HR department. This reconciliation is damemonthly basis, before the payroll

is processed through Citibank internet banking.

This first part of the payroll reconciliation incles the net wage calculated by the Payroll
specialist together with the payment orders to éhgloyees and other payment orders

related to the deductions from the net wages.
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Table Nr.6: Payroll reconciliation — part I. (all amounts in CZK)

Payroll for the period DEZEMBER

NET WAGES: CzZK Description Report

Payment order - net wages: 4.209.907 Report "Spéeni"

Paid in cash: 0

Totally paid - net wages: 4.209.907

Net wages per payroll summary: 4.411.827 | ¢M Report "Mzdové slozky pro zatovani”
Add: 9.559 | Tax bonus Report "Mzdové slozky pro zatovani"
Add: 0 | Annual Tax calculation Report "Mzdové slozky pro zatovani"
Less: 0 | Advances Report "Mzdové slozky pro zatovani”
Less: 150.935 | Execution Report "Mzdové slozky pro zatovani"
Less: 6.300 | Infant's maintenance Report "Mzdové slozky pro zatovani"
Less: 55.280 | Meal vouchers paid by employees  Report "Mzdové sloZky pro zatovani"
Less: -300 | Other deductions Report "Mzdové slozky pro zatovani”
Less: 344 | Private fuel Report "Mzdové slozky pro zatovani”
Less: 1.080 Report "Mzdové slozky pro zatovani”
Less: 0 | Car + fuel paid by Lear (tax reasons Report "Mzdové slozky pro zatovani*
Net wages to be paid: 4.209.907

Difference: 0

Source: Compiled by author, according to [6], 2012

The second part of the payroll reconciliation imiga the reconciliation of the social

and health insurance. The total amounts in the paymorder are compared

with the employee and employer portion to be pattoeding to the Czech law.

Additionally the executions are also reconciledduse there are two types of execution:

a portion to be paid directly to the executor s thart came into force;

a portion to be deducted from the employee’s ngevimut not paid to the executor
— this part didnt come into force and for thistparproper accrual needs to be
booked.
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Table Nr.7 :Payroll reconciliation — part Il. (all amounts in CZK)

Per payroll
OTHER PAYROLL: summary Per payment order Report needed
Gross wages: 5.697.471 N/A Report "Mzdové slozky pro zatovani”
Social insurance - employee: 373.358 Report "Mzdové slozky pro zatovani”
Social insurance - employer: 1.435.614 Report "Mzdové slozky pro zatovani”
1.808.972
Less: 0 ND
0 OCR
0 PPM
Social insurance to be paid: 1.808.972 1.808.972| Report "Sumarizacetfkazu"
Health insurance - employee: 259.875
Health insurance - employer: 516.954
Health insurance to be paid: 776.829 776.829 | Report "Mzdové slozky pro zatovani"
Advances for income tax: 666.908
Annual Tax Calculation: 0
Tax advances to be paid: 666.908 666.908 | Report "Mzdové slozky pro zatovani*
Withholding tax paid: 0 0 | Report "Mzdové slozky pro zatovani"
Other deduction from wages: _
Hold execution: 37.229 Report "Mzdové slozky pro zatovani"
Execution from the current montH 150.935 Report "Mzdové slozky pro zatovani”
Execution from the current mo_nth | . ’ ’ o
paid : 113.706 113.706 | Report "Rednostni a népdpostni pohledavky'
Infant's allowance paid from bank 5.650 5.650 | Report "Sumarizacetfkazu"
TOTAL OTHER PAYROLL: 3.372.065

Source: Compiled by author, according to [6], 2012

The last table is only the comparison of the whamount reconciled above

and the payment order that was exported into tteerietbanking.

Table Nr.8:Payroll reconciliation — part Ill. (all amounts in CZK)

TOTAL PAYROLL: 7.581.972
Paid executions hold in the prev. month 39.927
Health insurance paid by LEAR 1.812 | due to employees’absenteesm
TO BE PAID by bank (KB): 7.682.434
incl. hold execution from
Paid as per payment order: 7.682.434 | prev.months Bank statement
Difference: 0

Source: Compiled by author, according to [6], 2012
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Testing resultYES

Control description:

Individuals who are independent of the payroll timc reconcile the payroll accruals
to the general ledger each month, and efforts twplve open items are initiated
prior to the end of the current quarter. These ojpems are resolved by the following

quarter end.
Risks:
This control should ensure that:

* duplicate or fictitious payroll disbursements ac¢ made;
» payroll expenses has been calculated using achyalgpes;

e expenses, including deductions, are correctly caetpu
Required document:

As a testing document of this control, semi-annualycess rights review should

be performed and assessed.
Testing description:

Access rights review is done semi-annualy for the $ystems Nugget (payroll system)
and ADS (time & attendance system). The Payroliciist has the right to change data
in the Nugget system and HR Consultant has onlyitiie to review the data. For ADS

system following acces rights are in place:

* Input rights — department responsible employees avbanaintaining the data.
e Review rights - HR Consultant and HR Trainee reviethe input
from the department responsible employees.

* Input rights - HR Consultant for department resfimesemployees.
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* Inputrights - HR Trainee for HR Consultant.
* Approval right — HR manager.

These three levels of processing the attandancesibte in the system with green, yellow
and red colour. The attandances of all employerd ba exported into the payroll system
without these three levels of processing. Prineescs from the ADS system are done semi-
-annualy and are reviewed by the HR manager andr@lem as an evidence of this

control.

Testing resultYES

Control description:

Human resources and information technology perdorare notified immediately
of changes in employment status (i.e. terminatedpl@ypes) and system checks

are in place to ensure that paychecks are not gekefor terminated employees.
Risks:
This control should ensure that:

» duplicate or fictitious payroll disbursements aot¢ made;
» payroll expenses has been calculated using achyalgpes;

e expenses, including deductions, are correctly caetpu
Required document:

This control should be also documented by the tladesess rights review performed

semi-annualy.

Testing description:
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Access rights review was described above. The tepall changes in employment status
iIs prepared monthly by Payroll Specialist and re@@ by HR manager and Finance
Controller (Attachment G).

Testing resultYES

Control description:

Procedures are in place to ensure that entriepasted to the general ledger in a timely

manner.
Risks:
This control should ensure that:

» payroll expense is recorded in the period in whichk was performed;

« payroll report totals are posted to the generajéed

Required document:

This control should be tested by regular Payrathsiaries and journals.
Testing description:

Due to the fact that payroll is calculated aftee ttmonth where the labor costs were
performed, the proper accrual has to be calculatedulfill the accrual principle.
This accrual is booked at the end of the month ibgnice accountant and is based
on the calculation from HR department. This repocalled “Salary forecast” and consists
of all payroll components (base wage, bonus, medl teavel contribution) and is split
into three groups (direct labor, indirect labor aadaries) and into particular cost centers.
After the month end, HR department is processirg phyroll. All reports from HR
department for payment of salaries and wages aveewed by finance controller

who prepares also the payroll reconciliation. Tresonciliation is a check before all
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payments are approved in the Citibank system aedsent to employees and other
obligatory offices. The report from HR departmestlled “Mzdové slozky

podle stedisek“is also a base for the booking entry.

Testing resultYES

Control description:

The duties of payroll processing and maintenance tlod payroll master file,

including updating employee records and input ofvnemployees are adequately
segregated within the Payroll application. If thayfll application does not allow this
segregation, a Payroll master file change reporstnine printed, reviewed, and signed

by the Controller and Human Resource Manager eveek.
Risks:
This control should ensure that:

* duplicate or fictitious payroll disbursements ac¢ made;

» payroll expense has been calculated using acayatgtes.
Required document:

This control should be tested using the current&ggion of Duties worksheet that should

be prepared and reviewed semi-annualy.
Testing description:

The payroll process was described in the previowsrols. The segregation of duties

template for payroll is in the following table.
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Table Nr. 9:SOD payroll process

Optio
T&A
. ' system Employee
Maintains personnel files Payroll ADS, masterfile
Nugget
T&A
Approves access to system system access
personnel master files Payroll ADS, report HR Manager
Nugget
Approves wage and salary
Pl M
increases, hirings, and Payroll N/A N/A ant Manager,
P HR Manager
terminations
. . T&A Modul
Controls timekeeping Payroll system " "
dochazky'
ADS
Maintains payroll journal Payroll Nugget Payroll menu
Prepares payroll checks Payroll N/A N/A
pavroll HR Manager,
Approves the payroll Payroll Nugget 4 Plant
reports
Controller
Signs checks/Approves
use of signature plate Payroll LIS LIS L2
Distributes checks Payroll N/A N/A N/A
Controls unclaimed
payroll checks Payroll N/A N/A N/A
. Reports from
R I Il k
econciles payroll ban Payroll BPCS Nugget
accounts
system
Controls the accuracy,
completeness of, and User access
Payroll Nugget .
access to payroll review
programs and data files

Testing resultYES

HR
Consultant,
HR Trainee,

Payroll
specialist

HR
Consultant,
HR Trainee

Payroll
specialist

N/A

Assistant
Controller

HR manager

Source: Compiled by author, according to [6], 2012
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4.3 Accounting and reporting cycle

4.3.1 Accounting

Control description:
Application security controls limit access to tlee@unting applications.
Risks:

This control should ensure that the standard ogstiethod is properly applied, updated
and computed.

Required document:
The basis for testing this control is the acceagistsi review of the accounting system.
Testing description:

Accounting system used in the plant is BPCS. Accegds review is done semi-annualy
in Q2 and Q4. For the access rights review, exggbnt was implemented in 2011 and is
subsequently used for the creation of segregatfodubes. There are two main groups
that have different access rights — accounting gi@nd controlling group. The separation
of the access rights is depicted in the Segregawmbnduties tamplate that is

in the following Table Nr.10.

The access rights review for BPCS is part of thempeent binder and isn’t described
in this thesis in detail because it is very largecument. However it was tested
within the testing for this diploma thesis and dih according to the latest business

situation.
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Table Nr.10:SOD for AR processes

Reconciles accounts Menu ACR

receivable records to | Sales BPCS 410 X X X Accountant
the general ledger

Reviews and approves Plant
monthly aged Sales N/A N/A X X X Controller,
accounts receivable Assistant
trial balance Controller
Handles cash receipts Sales N/A N/A X Accountant X X

from customers

Ma|nta|n§ cash Cash BPCS N/A X X Assistant X
receipts journal receipts Controller

Maintains accounts Cash

receivable records receipts BPCS ACR Menu X X Accountants X
Reconciles bank Cash N/A N/A X X X Accountant
accounts receipts

Reconciles accounts .

- Cash Assistant
receivable records to receipts N/A N/A X X X o e
the general ledger
Controls the accuracy
completeness of, and

.| _Cash Plant
access to cash rece'plsreceipts N/A N/A X X X Controller, IT
programs and data
files

Source: Compiled by author, according to [6], 2012

Even if the accountants are in more sections ofSthgregation of duties, there is not any

risk arising in these processes because:

» Accountants - the bank reconciliation is only pmepa by the accountant
but the final review and approval comes from thenptontroller.
» Assistant controller — the reconciliation of the Agtords to the GL is also prepared

by the assistant controller and finaly reviewedhmsy plant controller.
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Table Nr. 11: SOD for Fixed Assets

Approves ©Sy paper invoice
invoices/constructior] PP&E . : Department manager| X X X
BPCS signed
work order
Approves asset
acquisitions, approval in Plant Controller, Plant
tra_nsfers, PP&E CST paper form Manager X X X
retirements, and
disposals
Records asset
acquisitions, invoice booking
transfers, PP&E CS entry, transfer or X X Accountants X
retirements, and disposal protocol
disposals
IE Manager
. for
Maintains custody of Asset register roduction
property, plant, and | PP&E Cs7 9 ' X pre X X
equipment CIP equipment, IT
for IT
equipmer
I'\éldaén;?ms property PP&E CST FA detail menu X X Accountant X
Supervises physical Plant
(cycle) inventory of PPRE cs7 Fixeq asset X X X Cont_roller,
property, plant, and register Assistant
equipment Controller
Reconciles physical
(cycle) inventory of
property, plant, and | PP&E Cs7 FA detail menu X X X Accountant
equipment to
property ledger
Reconciles property Cs7, FA register,
ledger to the general PP&E BPCS, | Excel sheet - FA X X X Accountant
ledge excel recor
Controls the
accuracy,
completeness of, ang approval sent to Plant
access to property, | PP&E CS IT Gustavsburg X X X et

plant, and equipmen
programs and data

files

Source: Compiled by author, according to [6], 2012

This section of the SOD includes also work posgitimat occur in more than one column.

After

investigation,

there are not

any

risks of quuial

conflicting duties

because the reconciliations are also only prephyethe accountant and finally reviewed

by the plant controller or assistant controller.
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Table Nr. 12:SOD for Cash disbursements

Maintains cash Cash
Q|sbursements disbursement BPCS N/A X X Accountants X
journal
Initiates wire Cash Bank
transfers disbursement  SW A % AEElllE % X
Plant Controller,
Approves wire Cash Bank N/A Assistant X X X
transfers disbursement SW Controller, Plant
Manager
. Assistant
Reconciles bank | Cash
accounts disbursement Excel N/A X X X Controller,
Accountant
Matches invoices ACP -2,
to purchase Cash Sessionmanage|
orders and disbursement EIFES MJ for petty X X X (EE I
receiving reports cash
Plant Controller,
cgl?cr:ﬁ\é?;ackagw C_ash EEITS paper printout FESIEE X X X
T disbursement SW Controller, Plant
for payment
Manager
ACP -2,
Maintains Cash Sessionmanage|
purchases journal|l disbursement Eles MJ for petty % % AGELIIEIS X
cash
. ACP -2,
Maintains Cash Sessionmanage|
accounts payable| . BPCS 9 X X Accountants X
disbursement MJ for petty
records
cash
Controls the
accuracy,
completeness of, approval by
and access to Cash paper form or Plant
cash disbursement| e email, added by X X X Controller
disbursements IT
programs and
data file:

Source: Compiled by author, according to [6], 2012

Because the wire transfers have to be approvedt gaat two persons who have only
access to approve payments there is not any palterisk in conflicting duties.

The matching process of all invoices is done bydt®ountants but they are not approving
the invoices and the purchase orders. Additiontily invoices are reviewed during the

payment approval process by the controller ancethez no risk in conflicting duties.
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Table Nr. 13:SOD for purchases

Issues purchase

PO

Issue purchasg

everybody except

requisitions Purchases Database]| order X 2 approvers and =
goods receipt are
Approve dpt.manager for
Appr_oygs purchase Purchases 2o purchase OH, finance, plant X X X
requisitions Database]|
order manager
everybody except
Issues purchase PO Issue purchasg
Purchases X X approvers and X
orders Database]| order goods receipt are
BPCS -
Approves access tq Purchases BPCS KRE100; Plant Controller X X X
vendor master files
ACP 02
Approve dpt.manager,
ﬁ%p;rrc;ves purchase Purchases Daltja?)ase purchase finance, plant X X X
order manager
Approves access tq
purchase-related Purchases Daltja?)ase agggéog aIIT Plant Controller X X X
data files Y
Prepares/issues
debit memos to Purchases | BPCS DT EE X X Accountants X
invoice
vendors
Prep_a_res/ ISsues Purchases N/A N/A X GQOdS X X
receiving reports receipt area
Receives goods Purchases PO Goods receipt X Gc_)ods X X
from vendors Database| menu receipt area
Matches invoices
to purcha_ls_e orders Purchases BPCS ACP -2 X X X Accountant
and receiving
reportt
Assigns account
distribution of Purchases N/A N/A X X Accountants X
vendor invoices
Plant Controller,
Approves voucher y _ S i
p:clrﬁgr?ts for Purchases Citi paper printout Crmimlen, am X X X
pay Manager
Maintains . Purchases BPCS ACP -2 X X Accountants X
purchases journal
Maintains accounts
payable records Purchases BRECS ACP -2 X X Accountants X
Reconciles
accounts payable _
records (or total of | Purchases BPCS Al 21.0 AP X X X Accountant
h ageing
unpaid vouchers) ta
the general ledger
Controls the
accuracy,
completeness , and Plant
access to purchasess Purchases N/A N/A X X X ey

and accounts
payable programs

and data files

Source: Compiled by author, according to [6], 2012
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Testing resultYES

Control description:

Access privileges granted to users are reviewedi-aenually to ensure that only
authorized individuals are granted access to tloeuating application, and that users
access rights (,Read only”, ,Update” or ,Approva#ie appropriate for their job function.

Risks:
This control should ensure that:

» fictitious or duplicate purchases are not recorgiethe accounts payable subsidiary
ledger;

* only authorized purchases are received,

» fictitious or duplicate disbursements are not rdedr

» only authorized disbursements are made.
Required document:

The testing document for this control is again Asceghts review prepared semi-annualy
according to the latest business conditions.

Testing description:

Access rights review for the accounting applicai®mdone semi-annualy. For Tachov two
accounting systems are relevant — BPCS and CSFa(birdescribed above). For BPCS
excel upload is done from the system and detadgctw for all application in the system

is done. There are three main access types:

» administrator rights — this rights have IT emplayée Lear Gustavsburg who are
responsible for the IT data maintenance

* Accountant group
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» Controlling group

* Plant Controller — plant controller is the managkthe finance department and has
only access to view transactions in the accounapglication because he is
reviewing all financial statements and approviridabking entries.

Testing resultYES

Control description:

Authorized personnel must approve all standard aot-standard journal entries
prior to recording the entries into the generafsd(or supporting sub-ledgers). Approval

must be independent of journal initiation and prapan.
Risks:
This control should ensure that:

» valid journal entries are posted timely;

» only valid journal entries are posted.
Required document:

This control should be tested with random journalicher selection — testing sample

of 10 journal vouchers is sufficient.
Testing description:

Each general ledger input is supported by Journétlyen paper form that is signed
by preparer and reviewer prior to export of the thiynclose into the Hyperion system.
For sub-ledger input, a monthly report of a AP/ARdnce is printed from the system,

reconciliation is prepared and reviewed by othesg@e than the preparer. A list of all
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journal entries is printed on monthly basis andeisewed by plant controller who hasn’t

the right to initiate booking entries.

Testing resultYES

4.3.2 Reporting

Control description:

Financial results are reviewed for reasonablenegsthie controller, plant manager
and functional managers as necessary, on a mdplsig prior to submission in Hyperion.
This review should assess whether amounts are npyopkassified in the Hyperion
financial statements.

Risks:

This control should ensure that:

general ledger accounts are rolled up into theecbfinancial statement accounts;
» the local general ledger financial statements kemécally accurate;

* journal entries are not posted more than once;

« valid journal entries are posted timely;

» the trial balance and local general ledger findratetements are in balance;

» only valid journal entries are posted.

Required document:

This control should be performed through proper éfign financial reports.
Testing description:

After the end of each monthly close, finance pregen for plant manager and all

functional managers is in place. This presentatmmtains the performance in the previous
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month (variance walk and comments template from édgn, checkbook and PSR)
and the forecast for the rest of the year. Variam@@k analyses the actual month
with the prior forecast numbers. Checkbook is reputh all overhead costs divided
into particular cost centers of the plant. The tast is PSR containing the investment plan
for the current year. This report has to correspaitld the statistics in the Hyperion system

therefore it is important to go through it with thepartment managers.

Testing resultYES

Control description:

All assets and liability accounts with balancesagge than 50.000 USD are reconciled
to supporting detail records according to the tgrstated in the LEAP manual. All account
reconciliations are completed within 10 businessdsdter the monthly close date.

Risks:
This control should ensure that valid journal exgtrare posted timely.
Required document:

The testing of this control should be performedotigh review of the closing binder

and weblink reports from the Hyperion reportingteys.
Testing description:

According to LEAP: “Formal account reconciliatioase required to be performed for all
significant account balances (i.e., account balkarc&50,000) for all remaining months.
The reconciliation should include a detailed analysf the current account balance,

including the following:

* Breakdown of all amounts included in the accourdree.
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e Detailed description of each amount (supportingudeentation to be attached
quarterly).

» Description and timeline for resolution of recomgy items.

If a subsidiary ledger exists for the account batari.e., A/R, A/P and inventory),
the subsidiary ledger must be reconciled to theegdnedger and the reconciling items
must be investigated as noted above. Each recatnmili must be signed and dated

by the preparer and approver of the reconciliatifsj.

During the monthly closing finance department isgaring reconciliations of all balance
accounts to ensure that all transactions are dtyreooked. These reconciliations are
prepared by finance accountant and reviewed by tfwance controller.

All the documentation is maintained in the ACCANAMActount analysis) binder.

All reconciliations are sorted according to theaotd mapping in Hyperion.

Testing resultYES

Control description:

All intercompany balances are reconciled and aralyon a monthly basis. Suspense items
are handled as required by the LEAP Manual. Effarteesolve discrepancies are initiated
prior to the end of the current quarter. Theserdancies are resolved by the following

quarter end.
Risks:
This control should ensure that:

e intercompany accounts are properly eliminated,;
» discrepancies in intercompany assets and lialsilliefween other locations are resolved

on a timely basis.
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Required document:

Intercompany matching reports and supporting docuatien should ensure that this
control is fulfilled.

Testing description:

Intercompany balances are balances between twmydartLear plants. The plants agree
their AP/AR balances during the monthly closing ginwWhen the plant load the close
into the Hyperion system the Intercompany matchiegort shows automatically
the balance of both plants.

The Intercompany matching report shows us diffeeencwith two locations.
The differences are:

* Location Wackersdorf (IC) — the exchange rate diffiee between the actual
and previous month exchange rate. The location dahissuing one monthly invoice
for assembly charge in CZK, that invoice is booked Wackersdorf in CzZK
and recalculated automatically with the exchangee raf the previous month.
Additionally the system is using one exchange fatethe particular month (balance
sheet) and Lear is using two different ones (baaslteet and income statement)
therefore monthly revaluation has to be done. Achda agreed the balance 10.085.186
USD, the difference 4960 USD has to be correctedti®y Wackersdorf location
in the next period.

* Location Lear Treasury (303) — the small differe62dJSD is exchange rate difference
between Lear fx rate and fx rate of the Czech Mati®ank. According to the LEAP
Manual, ,disputed items should be resolved in thiesequent period and adjustments
recorded by both locations when resolution is redchin no event should a disputed
item be temporarily recorded in an accrual or assebunt”. [6] This exchange rate

difference was solved in the next period therefardoreach of the company rules.
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Table Nr.14:Intercompany Matching Report — part I. (all amounts in USD)

Matching report- All IC Accounts
Scenario: Act Entity: 732 Date: 3/13/2012
Year: 2011 Partner: USDBase Time: 7:58:01 AM
Period: Dec Suppress Matches: No User: MStenglova@CORPLEAR
View: YTD Matching Tolerance: Plug Account:
Value: USD Matching Tolerance (Percent) Scale Factor: 0
Entity

Entity Partner Account Amount Partner Amount Difference
E4 732 IC_AR -13,196 0
732 E4 IC_AP 0 13,196
_E4 732 -13,196 13,196 0
732 IC IC_AR -881,151 0
732 IC IC_OPER_INC | -10,085,186 0
IC 732 IC_AP 0 881,151
IC 732 IC_OPER_EXP 0 10,480,322

732 IC 9,204,035 -9,599,170 -395,136
IC 732 IC_AR -19,372 0
IC 732 IC_OPER_INC 82 0
732 IC IC_AP 0 19,372
732 IC IC_OPER_EXP 0 -390,258
_IC 732 -19,454 409,63 390,176
732 G41 IC_AP 0 6

G41 732 0 6 6
732 212 IC_AR -442 0
212 732 IC_AP 0 442

732 212 -442 442 0

Source: Compiled by author, according to [6], 2012
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Table Nr. 15Intercompany Matching Report — part Il. (all amounts in USD)

Matching report- All IC Accounts

Entity Partner
Entity Partner Account Amount Amount Difference
262AEUR 732 IC_AR -20,894 0
262A
732 EUR IC_AP 0 20,894
262AEUR | 732 -20,894 20,894 0
273 732 IC_AP 0 -1,613
732 273 0 -1,613 -1,613
732 273 IC_AP 0 1,613
_273 732 0 1,613 1,613
732 213 IC_AR -55,35 0
213 732 IC_AP 0 55,35
732 213 -55,35 55,35 0
SSD_EH
732 Q IC_AR -1,719 0
SSD_EHQ | 732 IC_AP 0 1,719
SSD_EH
732 Q -1,719 1,719 0
732 609EUR | IC_AR -101,638 0
609EUR 732 IC_AP 0 101,638
732 609EUR -101,638 101,638 0
609EUR 732 IC_AR -1,342 0
732 609EUR | IC_AP 0 1,342
609EUR 732 -1,342 1,342 0
N1 732 IC_AR -1,307 0
732 N1 IC_AP 0 1,307
_N1 732 -1,307 1,307 0
303 732 IC_ACCRD_INT_AP 0 0
303 732 IC_INTEREST_EXP 0 -391
732 303 0 391 391
IC_ACCRD_INT_A
303 732 R -93 0
303 732 IC_LOANS_AR -151,999 0
303 732 IC_INTEREST_INC -14,762 0
732 303 IC_ACCRD_INT_AP 0 92
732 303 IC_LOANS_AP 0 151,999
732 303 IC_INTEREST_EXP 0 15,089
303 732 -137,331 137,002 -329
Grand Total -4,892

Source: Compiled by author, according to [6], 2012

89|Page



Internal control systems in the company

Testing resultYES

Control description:

All  judgemental reserves are properly accounted fand are included
within the judgemental reserve schedule, includprgper classification of account

balances and account activity within the schedule.

Required document:

This control is tested with the quarterly resersieeslule to be completed in Hyperion.
Testing description:

The reserve schedule should be completed quartardig should be submitted

in conjunction with the quarterly earnings releedermation according to LEAP Manual.

The reserve schedule for Tachov contains only tesitions:

* Other Accrued Current Liabilities — this positioontains short term portion of the rent
accrual. This rent accrual is booked based on #mak agreement between Lear
Corporation Czech Republic, s.r.0. and the landlmrdhe building where the plant
Tachov is located. The rental agreement providethéotenant free rental months.
This whole amount related to the free months igust during the first free rental
months as rental costs and than for the rest ofdtiration of the rental contract,
the rental expenses are monthly reduced.

» Other Long Term Liabilities — this position is tek@me as the current liability explained
above but it is the long-term portion (longer tlyaar).
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Table Nr 16.Reserve Schedule (all amounts in “000 CZK)

Reserve schedule Q4 2011
LLocal CCY, in thousands

Description (insert as

many rows as Q4

Plant | necessary) HFM Account CCY balance (income) | Expense (cash) other agj. reclass
Other Accrued
Current Liabilities-

732 | Misc — Other OCL_MISC_2400 CZK 3671 3671

Other Long Term

Liabilities-Misc —
732 | Other OLL_MISC_1700 CzZK 11 013 11013
732 | Current (<30days) | AP_1200 CZK 3313
732 | 1-3 Months AP_1200 CzZK 0
732 | 4 -6 Months AP_1200 CzZK 0
732 | 7-12 Months AP_1200 CzK 0
732 | 13 -24 Months AP_1200 CzZK 0
732 | +25 Months AP_1200 CzZK 0

Source: Compiled by author, according to [6], 2012

Testing resultYES

Control description:

An inventory of spreadsheet used to support jougngies is maintained and updated once
per quarter. Spreadsheets that are both complexsapgorting journal entries/account
balances above 500.000 USD are reviewed quarf€his includes review of formulas,
performance of reasonableness checks, and reaimili to source files
(where applicable). The Spreadsheet Control Quastice is completed for all this
spreadsheets above 500.000 USD.
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Risks:

This control should ensure that:

« all major calculations are properly updated andenggd for accuracy
Required document:

This process should be performed using the spreatishventory and update quarterly

at minimum.
Testing description:

There is currently only one journal booked in Tachbat is above 500.000 USD.
This is the assembly charge. There wasn’t any 8ghe&t Control Questionnaire used in

2011 for this calculation.

Testing resultNO

4.4 Revenue cycle

Control description:

Access privileges granted to users are reviewedi-aenually to ensure that only
authorized individuals are granted access to thes sand accounts receivable applications,
and that users” access rights (,Read only", ,UptateApproval“) are appropriate

for their job function.
Risks:
This control should ensure that:

» fictitious or duplicate purchases are not recordethe accounts payable subsidiary

ledger;
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* only authorized purchases are received,
» fictitious or duplicate disbursements are not rdedr and that only authorized

disbursements are made.
Required document:

Access rights review of all systems that are usedhe plant has to be performed

semi-annualy. The status before changes and dféemges has to be visible.
Testing description:

As already described above, there are differentuggodefined for access rights
into the accounting application. These groups afened to fulfill the proper segregation

of duties.

Testing resultYES

Control description:

Product margins (materials, labor, and overhead)raviewed monthly to ensure cost

of sales is recorded for each sale.
Risks:
This control should ensure that:

* cost of sales are recorded when a sale occurs;

» perpetual records properly reflect quantity and.cos
Required document:

Product margin analysed on weekly basis shoulddropned and reviewed within this
testing of 1ICQ.
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Testing description:

Tachov is running under Toll manufacturing agreemémat means to create monthly
invoice with all plant costs plus 5,1% mark up. fdiere the margin is permanently
the same. In the following table the year 2011 wested, if the 5,1% mark up was
correctly calculated.

Table Nr. 17:Margin calculation (all amounts in CZK)

Margin calculation 2011

Total Assembly charge 2011 | 184.900.517,77
thereof 5,1% mark up -8.972.337,21
Intercompany interests 263.216,54
YTD Profit -8.709.120,67
Actual Profit 2011 -8.709.120,67
Difference 0

Source: Compiled by author, 2012

Testing resultYES

Control description:

Credit memos / discrepancy credits are matched wgithlity department authorization
documents prior to recording non-cash reductioradoounts receivable in the general
ledger.

Risks:

This control should ensure that all discrepancyditsé debits from the customer
are reviewed by the quality department for corressnto ensure that the customer correctly

deducts quality issue debit notes.
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Required document:

This control is tested with sample size of 10 demites from BMW that should

be reviewed by Quality department for accuracy.
Testing description:

The debit notes from BMW including mainly qualitysues are automatically deducted
by the customer BMW. These customer complaintsaeadable in the BMW portal called

B2B portal and the debit notes/credit notes are $nthe customer to the finance
department and are automatically deducted in tke peeyment. However these complaints

are not reviewed by the quality department in Tadud therefore this control is deficient.

Testing resultNO

Control description:

Receivable accounts (billed and unbilled) are ageadthly and reviewed by authorized

personnel.
Risks:
This control should ensure that:

» cash received is posted to the correct customeénenaccounts receivable aged trial
balance;

* duplicate postings of cash receipts are not madleetgeneral ledger.
Required document:

Monthly aging analysis should be tested.
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Testing description:

As already mentioned Tachov is running under Tolblnofacturing agreement
with the intercompany customer Lear Corporation @&mb plant Wackersdorf.
The monthly costs with the 5,1% mark up is callesbé@mbly charge and this is the main
revenue that the plant generates. Additionallyetee only invoices issued to other plants
(only re-invoicing of particular costs that don’teltngs to the Tachov plant).
In the following table there is the monthly AR Agirffrom December 2011. This aging
Is reconciled with the report from BPCS system géltiment Nr. H). The colored cells need
to be filled according to the sub-ledger systenorepnd the amount in the last cell is
automatically exported from the general ledger.hBtite last lines, the automatically
calculated and manually input, have to correspofide Aging from December is

without any differences to be commented and solvedediately.

Table Nr. 18AR Aging December 2011 (all amounts in CZK)

AR - Aging 2011 all figures in CZK
over
Current 30| 60| 90 90 Total
Commercial Customer
12210 KSSC N/A 0
12230 KSSC N/A 0
12210 KULI N/A 0
0 0|0]O 0 0
| _IC Customer
12720 KEIC | Lear Wackersdorf
12720 KEIC | Lear Gustavsburg 0 0]1]0(O0 0
12720 KEIC Lear Munich 1.070.825,69 1.070.825,69
12720 KEIC Lear SSD_EHQ 33.287,01 33.287,01
1.104.112,7d O [ O | O 0 1.104.112,70Q
Total AR 1.104.112,70 0| O | O 0 1.104.112,70

Source: Compiled by author, according to [6], 2012
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Testing resultYES

Control description:

Accounts receivable subsidiary ledgers are reviemedthly for proper aging and for any
significant or unusual items, including credit bbadas and unapplied cash. General ledger

accounts are balanced with the accounts receigalbigidiary ledger at each month.
Risks:
This control should ensure that:

» sales invoices, sales journal and accounts redeivdbtail, reflect accurate unit prices
and quantities;

» sales transactions are recorded to the correatrogstaccount;

» fictitious or duplicate sales are not recorded;

» cash receipt journal is correctly posted to theegainedger;

» cash deposits are recorded in the cash accountnatiee accounts receivable detail

in the period received.
Required document:
This control should be tested with monthly accouateivable sub-ledger reconciliation.
Testing description:

Accounts receivable reconciliation is done on a thign basis. For Tachov only
intercompany balances are relevant. This recotiotiais prepared by Accountant
and reviewed by Controller. As a supporting docutaigon for this reconciliation, monthly
report of all open accounts receivables positioosfBPCS is printed. This report is in line
with the reconciliation. If there are differencestWeen general ledger and sub-ledger these

differences would be clarified in the reconciliatio
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Table Nr. 19AR reconciliation (all amounts in CZK)

Trade Accounts Receivable Reconciliation of Trial Blance to the General Ledger:
Division/Facility: Tachov General Ledger: BPCS
GL Account Number: AR.1000
Department Responsible: Finance GL Account Name: Accounts Receivables
Closing Date: 31.12.2011 Type of Account:
Description of Account: Accounts Receivable Source Documents: Trial Balance & HYP 500
DR (CR) Tachov
Balance per Detailed A/R Subledger @ Closing Date 1.104.112,70
14600 In-transit Deposits 0,00
14610 Cash in transit SSC 0,00
Total increases to Subledger 0,00
12240 Accrued Trade receivables 0,00
14650 Factoring 0,00
12215 Accrued Trade Receivables 0,00
12210 Cash in transit SSC 0,00
Total reductions to Subledger 0,00
Less: Intercompany Amounts (**)
details see on separate page ("Aging") (1.104.112,70)
Net Intercompany Balances in Subledger (1.104.112,70)
Balance per General Ledger 0,00
0,0C
*x -Intercompany Amounts- In this section, list theestLear entities that are included on the trial
balance and reclassed to Due to/From other Plants.

Source: Compiled by author, according to [6], 2012

Testing resultYES
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Control description:

Foreign currency conversion rates obtained dirdotign the Lear Intranet are used to value

cash receipts.
Risks:

This control should ensure that cash receipts vedein foreign currencies are correctly

valued.
Required document:

The current Lear FX rates have to be compared thghjournal entries used for booking

of cash receipts.
Testing description:

According to the Czech law, the exchange rate ®fGhech National Bank has to be used.
Lear is using a monthly exchange rate that is anced the last day of the previous month.
Additionally for the US GAAP reporting, that hassitseparate accounting books,
adjustments are done using the Lear exchange M#&n adjustments regarding
the exchange rates are intercompany adjustmentshef AP/AR ending balances
between Lear plants. The Intercompany matchingrtepsed for balance agreement, were

described and tested within the accounting cycle.

Testing resultYES

Control description:

All bank accounts are reconciled monthly, and ¢$féo resolved open items are initiated
prior to the end of the current quarter. These ojpems are resolved by the following

quarter end.

Risks:
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This control should ensure that:

» cash deposits are recorded in the cash accountnatite accounts receivable detail
in the period received,
» cash received is deposited;

« duplicate postings of cash receipts are not madieetgeneral ledger.
Testing description:

As Tachov plant has only intercompany sales, ahaaceipts are running through netting.
Netting is a form of obligation settlement betweéear plants. This settlement
is performed once per month (the second Mondali@Lear month). To specify it exactly
— Lear’s operating calendar is different from tlaeodar month. The economic year
is the same like the calendar year but there arathho differences. The principle
of the operating calendar is to have 4 or 5 weekstmand the closing day is always
Saturday. The second Monday of the Lear monthingeithput has to be done into the citi
direct internet banking system. The deadline fag th S5pm and after that time the system
is closed. Each Lear location is obliged to inplijpayments that are due for the current
month. These transactions are than submitted ared rtting protocol printed
from the system is signed for approval from two rapprs (the same approvers like
for payments in citi direct online banking). Theakeplants that have negative balance
in the netting (meaning difference between payalaed receivables) have to send
the money to the treasury bank account. At thecénlde week, the payments are going out
from the treasury department to all Lear plantser&his only one big amount coming
to the bank account of each plant. The finance rieyeat thereafter has to identify all
amounts that are behind this payment to input thsbudsement or receipt
into the accounting system. Example of the nettipgptocol that was tested
for completeness is in the Attachment Nr. J.

Testing resultYES
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5. Evaluation of the internal control systems in the ampany

The analytical part of the thesis was focused etirtg of all main processes that are
affecting the financial results of the plant. THanp Tachov exists since September 2008
and is still in progress. As there are still newjgcts coming to the plant resulting in more
business, it is very important to be SOX complitmteliminate the risk of intentional

or unintentional misstatements and potential fréemiuransactions or actions.

5.1 Key Findings

During the regular testing of the prescribed SOXcpsses within the internal
self-testing process in the second half of 2014 fithance department focused on involving
all department managers into the testing of thegeses. The reason was that in the past,
the whole testing was done by the controlling pdrthe finance department and each
department was only asked for necessary testinglsarf documentation. The result was
that the particular department didn’t feel the oesibility for their own processes
and didn’t properly work on the process implemeoaand improvement. Therefore SOX
Champion for Czech Republic visited regularly thanps and together with the local
finance department worked on the change of thinkafgall department managers
about the requirements of the company on the iaterantrols defined by the Sarbanes
Oxley Act. Due to the poor knowledge of the deparitrmanagers about Sarbanes Oxley
Act (they were relatively briefly in Lear and hatimhany experience in an American
company listed on the stock exchange) a trainingalbfdepartment managers was
necessary. The key message to all managers waS@ats not only finance process but is
a part of a quality process of the company, and ttia controls should work everyday
and not only when regular testing of this conteotlone or when Internal Audit is planned
in the plant.
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5.2 Deficiency report

To summarize the identified process deficiencied aork out an action plan
with exact timing, short-term mitigating controlsdalong term solutions, deficiency report

is created. The deficiency report should contallo¥dng aspects to be considered:

Control matrix reference

ICQ reference number:
0 populates automatically based on Control matrignezice.
» Deficiency type:
o is selected from a drop-down list if it is desigmof part of the narrative)
or operating (not performing as documented).
» Control type:
0 is selected from a drop-down list if it is transactl (used by most locations)
or ITGC (IT general controls — limited use) or gnfcorporate controls).
» Deficiency source:
o Self-identified — identified during the quarterggular testing.
o0 E&Y —idefined during the annual external audit.
o Audit services — identified during the internal @dcbm the Lear Audit Service.
» Division:
0 automatically based on location name.
» Date identified
» Deficiency control:
0 populates automatically according to the Control triva reference
and is the description of the control hat is rugrdgeficient.
» Description of deficiency
* Action plan:

o0 describes the action taken to remediate the dafigie
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* Responsible person:
o defines person responsible for implementing theagilan.
e Completion date:
0 date the action plan was implemented.
* If remediation plan is a compensating control:
o if the action plan is not a compensating contrahtft is “NO”.
» If compensating control has been approved
* Burnin date:
o the burn-in period is required to ensure that #meadiation plan / compensating
control is effective and sustainable;
o a deficiency will not be closed until after the bum date has passed
and the remediation is proven effective;
o there is a following guidance for completion date place according
to the frequency / type of transaction:
= daily => 30 days after Completion Date;
» weekly => 30 days after Completion Date;
= monthly => 60 days after Completion Date;
= quarterly => 2 occurrences after Completion Date;
» semi-annually => 2 occurrences after Completiorepat
» annually => 1 occurrence after Completion Date;
= application access / security => same day as CdioplBate.
» Date when remediation is effective:
o remediation is effective if the remediation planshaeen proven to correct
the deficiency.
* Cycle type
» Deficiency status:
o the item can only be closed if the remediationfisotive and the burn in date

has passed.
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5.2.1 Deficiency Nr. 1 — Inventory Adjustments

Control matrix referencePI1, INV 10

ICQ reference numbeP?23.6

Deficiency typeOperating

Control type:Transactional

Deficiency sourceSelf-ldentified

Division: SSD

Date identified:28.3.2012 (extension of the deficiency)
Deficiency control:

All inventory adjustments (including physical) aeviewed and approved by appropriate
personnel including root cause analysis with futcoerective actions and are recorded

in the general ledger on a timely basis.

Description of deficiency:

Incorrect value in the stock status report occurdee to missing manual adjustments
in XPPS. Additionally inventory adjustments werendan the XPPS system without proper

approval and root cause analysis.

Remediation plan:

XPPS error message box should be investigated aklywdvasis by logistics. Signed
documentation will be reviewed by logistics managed plant manager.

Responsible perso®@perations manager of the plant
Completion date28.4.2012
Burn in date:28.5.2012

Deficiency statusOpen
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Cycle typeProduction

5.2.2 Deficiency Nr. 2 — Discrepancy credits/debits

ICQ reference numbeR13.1
Deficiency typeOperating
Control type:Transactional
Deficiency sourceSelf-ldentified
Division: SSD

Date identified:28.3.2012
Deficiency control:

Credit memos / discrepancy credits are matched wgithlity department authorization
documents prior to recording non-cash reductioradoounts receivable in the general
ledger.

Description of deficiency:

The authorization of the debit memos from the dquatiepartment is not in place.

The debit memos are automatically deducted by tistomer.
Remediation plan:

Debit memos will be authorized in a timely manneriop to monthly close

when the deduction is recorded in the AR ledger.
Responsible persoQuality manager of the plant
Completion date28.4.2012

Burn in date:28.5.2012

Deficiency statusOpen
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Cycle typeRevenue

5.2.3 Deficiency Nr. 3 — Inventory of Spreadsheet

ICQ reference numbeA7.10
Deficiency typeOperating
Control type:Transactional
Deficiency sourceSelf-ldentified
Division: SSD

Date identified:15.3.2012
Deficiency control:

An inventory of spreadsheet used to support jougngies is maintained and updated once
per quarter. Spreadsheets that are both complexsapporting journal entries/account
balances above 500.000 USD are reviewed quarf€his includes review of formulas,
performance of reasonableness checks, and reaiwili to source files
(where applicable). The Spreadsheet Control Quastice is completed for all this
spreadsheets above 500.000 USD.

Description of deficiency:

Inventory spreadsheet isn’t in place as this comtes reported as N/A. However there
iIs one booking above 500.000 USD for monthly as$gmbarge. For this calculation,

a spreadsheet has to be implemented.
Remediation plan:

Spreadsheet control questionnaire together with dpeeadsheet inventory has to be

implemented by the assistant controller and reuvielaethe plant controller.

Responsible perso®lant Controller of the plant
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Completion date28.4.2012
Burn in date:28.9.2012
Deficiency statusOpen

Cycle typeAccounting & Reporting

5.2.4 Deficiency Nr. 3 — Goods/ Services reception

ICQ reference numbeE>5.1.
Deficiency typeOperating
Control type:Transactional
Deficiency sourceSelf-ldentified
Division: SSD

Date identified:30.6.2011
Deficiency control:

All goods and services received during the periagehbeen recorded in the general ledger
in the proper period, including all expenses inedrthat have not yet been invoices.

Specific inquiries are made of department headsrdégy known incurred expenses

that have not been invoiced.

Description of deficiency:

Incoming goods are not recorded in the system ctbyré=or production material the goods
are received without proper entry into the systewh therefore the stock status isn’t correct
in the financial statements. For non-productioneamal the goods/ services are received

without proper approval of the purchase order.
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Remediation plan:

Regarding the production material, training of Weole goods entry team in Tachov plant
will be implemented. Regular testing of the progrés the control process is done

by the financial controller.

Regarding the non-production material, traininghe whole team in Tachov plant will be
done about the process of ordering and receipt llofg@ods and services. Direct
communication with the responsible person will lmmel immediately after the identified
error.

Responsible persohogistics manager / Plant Controller
Completion date: 28.3.2012

Burn in date:28.4.2012

Deficiency statusOpen

Cycle typeExpenditure

5.3 Action plan

The above shortly described action plan was wodgdn detail and implemented
together with the department managers, who arenssile for the process that is running
deficient. This action plan is part of the wholei@t plan of the plant called “Tachov Get
Well” and is reviewed through regular weekly coefere call together with the responsible
persons from the central departments of Lear Catmor and with SOX Champion
for Europe. This action plan isn’t part of the dedncy report, because the deficiency
report is a formal report for the whole concern€arporation and therefore all actions
in detail worked out by the local management togethith the SOX Champion for Czech

Republic don’t need to be described.
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5.3.1 Deficiency Nr. 1 — Inventory Adjustments

Description of deficiency:

Incorrect value in the stock status report occurdee to missing manual adjustments
in XPPS. Additionally inventory adjustments donetive XPPS system without proper

approval and root cause analysis.
Action plan:

As there are two big problems in this control, tdifferent action plans were worked out.
The older deficiency is related to the missing doentation and root cause analysis
for inventory adjustments. There was communicatedlloWing action plan

with the logistics department:

* Local guideline for cycle count will be preparedthg logistics manager

* The guideline will be reviewed by the financial t@ler and SOX Champion
for Czech Republic for accuracy and completeness

* The approved guideline will be communicated to wWiwle plant (department
managers + whole logistics department)

« All inventory adjustments greater that +/- 10% aghler than 1000 EUR have
to be reviewed and approved by two from three marsgafogistics manager,
plant manager, plant controller) where the logsstmanager has to approve
always and detailed root cause analysis has toobkeed out

* One indirect person from the logistics departmeititbe defined for performing

daily cycle counts

Second part of this deficiency is the incorrectueain the stock status report arising
within the March monthly closing in 2012. The dailgview and potential manual
adjustments are not done in XPPS. If the systenit garoperly write off material

due to low stock status of the particular part nambr some other system problem,
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the whole booking is going into the error messaga. brhis box wasn’t reviewed
and adjusted and therefore the inventory valuehat énd of the month was higher

than in the reality. The action plan for this prexés following:

 The whole logistics department will be trained byetIT department
how to adjust and review the error message box.

* The logistics manager will review the error mesdage at the end of every day
to ensure that no transaction remained in the &orr

e All manual adjustments done due to the error mes$ax will be corrected
by the material analyst and reviewed and approwedhb logistics manager

and the whole documentation will be placed in thiggdtics department.

5.3.2 Deficiency Nr. 2 — Discrepancy credits/debits

Description of Deficiency:

The authorization of the debit memos from the duatiepartment is not on place.

The debit memos are automatically deducted by dlséomer.
Action plan:

The debit memos will be scanned by the finance dieyeet in Wackersdorf and send
to the quality department in Tachov on a daily aghe responsible person in the quality
department — Senior Quality Assurance — will revithig debit notes on a daily basis
together with the quality complaints from the B2&tal. These two documents need to be
consistent. Additionally the quality complaint frothe customer has to correspond
with the reality. Potential differences between tlistomer information and our available
information and documents have to be contradictedl @egotiated with the customer.
These approved debit notes or quality complaintsilshbe than handed over to the finance

department for processing.

110 |Page



Internal control systems in the company

5.3.3 Deficiency Nr. 3 — Inventory of Spreadsheet

Description of Deficiency:

Inventory spreadsheet isn’t on place as this cbntas reported as N/A. However there
is one booking above 500.000 USD for monthly as$gmbarge. For this calculation

a spreadsheet has to be implemented.
Action plan:

The Spreadsheet Control Questionnaire will be warkat by the financial controller.
The calculation of the assembly charge will be eexdd for accuracy on a quarterly basis
and will be saved so that only responsible persumdd make changes. This Control
Questionnaire will then be reviewed by the planttoaler of the plant. After that
the Inventory spreadsheet will include this Contuiestionnaire. All this documents will
be downloaded from the Lear Corporation SOX pdadaénsure that the latest forms are

used.

5.3.4 Deficiency Nr. 3 — Goods/ Services reception

Description of Deficiency:

Incoming goods are not recorded in the system ctbyré=or production material the goods
are received without proper entry into the systewh therefore the stock status isn’t correct
in the financial statements. For non-productioneamal the goods/ services are received

without proper approval of the purchase order.
Action plan:

As there are two deficient processes once agaior -prbduction material area and non-

production material area — two different actiomglavere worked out.
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For production material, as already mentioned theodg receipt area together
with the whole logistics department was trained.bdbty is allowed to receipt goods
from the carrier except the goods receipt area. Jdwds receipt area is clearly defined
and two persons (one per shift) are responsiblettfer reception of the goods. These
responsible persons have to require a delivery frote the carrier always and put the
information about the receipt into the XPPS systena daily basis. This whole process is

additionally described in a local guideline thatsweorked out by the logistics manager.

For non-production material, also the defined pesstrom the goods receipt area are
responsible for it and the process is the samepéxbe system used for this process
(PO System is used, not XPPS system). For servieash department has his own
responsible person who will put the information abdhe realization of the service
into the PO System. Regarding the process of gsexdste ordering, the whole staff
in Tachov plant was trained and the importancédefcorrect process flow was pointed out.
As already mentioned in the deficiency report dis@mmunication with the responsible
person is done immediately after the identifiedeand the status of this process is also
communicated to the plant manager and departmenageas regularly on the morning
meeting. Also this whole process of goods/servickioand receipt is described in a local
guideline worked out by the financial controller.
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Conclusion

The currently business environment with a constghanges and stress
on a business complexity forces the senior managerok the companies to focus
on internal audit. This should include both an emsce about the real status
in the company and a consulting service. This meatsonly analyze the particular
processes in the company but also to focus on dmemminication with the individual
managers and give recommendations about how toowapthe performace of the whole
company or particular business. The internal asigituld present a reasonable assessment
in risk management, internal controls and alsodrperate governance. It could be also

called a ,true face of the company*.

As already mentioned, one of the primary respolisgs of the internal auditor is

to evaluate the internal controls in the compang #ns was the subject of this thesis.
The first part characterized an internal controstegn, risk management and a proper
documentation of the internal controls. Subsequyetite thesis refered to the internal
controls with the focus on the internal controlghe U.S., mainly the Sarbanes Oxley Act
of 2002, a federal law in the United States. Thit @ntains requirements for financial

reporting that is obligatory for all companieséidton the U.S. stock exchange.

The practical part of the thesis was concentrated tlee internal control system
in the company Lear Corporation, a global supplifautomotive seating and electrical
power management systems traded on the New Yok &wchange. The internal control

system in this company is established to fulfillrauirements of the Sarbanes Oxley Act.

The whole analytical part was focused on the tgsiirthe internal controls in the company
Lear Corporation Czech Republic, s.r.o0., plant @stJ Stribra. The thesis was focused
on the main controls that have a major impact aotergial risk of misstatements
in the financial statements. The testing was desdriwith description of the control,
potential risk to be minimized through this contrahd description of the control

in the plant and result of the testing.
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The last part evaluated the whole analytical parough key findings, preparation
of the deficiency report, that is a formal tool htevsummarize the result of the testing

within the Lear corporation, and to define remeadraplan for all deficient controls.

The testing of the controls in the plant Tachowltesl in four deficient controls. From this
controls, the major potential risk of material néésment are two controls related
to the inventory adjustments and goods/servicepteme The wrong process related
to inventory adjustments cause firstly wrong statktus and therefore potential risk
of customer missjobs. The plant is a JIT plant ahdmaterial is not available
for the production in time, the delivery to the tumser will be threatened. Secondly this
problem causes a wrong stock status and therefgnesk of misstatement of the financial
reports that can negatively influence all extepeties using the financial results for their
decisions (management, potential investors, shitets) legal parties, customer, suppliers

etc.).

The second deficient control related to inventaryhie process of goods/service reception
in the plant. This process is the elementary andserdgml process
in a manufacturing company. If this process shoprssi a non-functional, than the other
processes in the company are affected and the mantt be fully functional
and trustworthy. This was also an impulse to stamediatelly with actions to implement
process and control system how to handle the wialierial flow in the company. Firstly
it is each employee involved in this process, whoutd exactly know what is his role
in the company, and secondly IT systems has to pefple in the company to fulfill all
placed requirements. As there isn’t exact warehanaeagement system implemented
in the plant, this element of supporting IT systaerst absolutely fulfilled. This is one
problem that can’t be solved on a short-term Hasist has to be taken into consideration

in the plans for the future of the company.

The third deficiency that can’t be disregarded he missing quality approval of all
customer debit notes that came out to have a gignifimpact on the financial results
of the plant due to a many customer issues relatesl one particular project. The lack

of control from the site of the quality departmemtans no assurance that the customer is
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debiting the correct amount to the Lear companyth# customer hasn’t any response
or potential complaints about the debit notes ithaan be also an impulse for the customer
that the processes in the company Lear are notimrgrproperly and that it can be also

the same case in other corporate activities.

All the above mentioned deficient controls were ommicated to the whole local
management and were also communicated throughepiweting SOX portal to the whole
corporation including detailed action plan immeeiigtworked out. The target is to fulfill
all requirements of the SOX requirements in thiseass till the end of the second quarter
of the year 2012. This is due to the significanteptial risk of the financial misstatement.
Additionaly there is also a big probability thatetinternal LAS audit will take place
in the next year and to achieve a positive regiult,one of the main priorities for this year

to implement all defined actions to be SOX comglian
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Attachment C: Invoice

FAKTURA - DANOVY DOKLAD

TECHNOLOGY s.r.0.
Maroldova 6/1147
140 00 Praha 4
Provozovna: Skaly 25, 368 11 Protivin
Tel . +420 382 252 985

DIC . CZ47785206 GO - 477383206

BRI

€. 11106790

Bankouni spojeni : Kemerénl banka a.s., Liberec
Cislo Gl 43-3130250247/0100

| IBAN: C2Z 75 0100 0000 4331 3025 0247
SWIFT: KOMB CZPP

Bankovni spojeni CS0B as., Praha

Cislo (éiu: §77022703/0300

IBAN : CZ 13 0300 0000 0006 7702 2703
SWIFT CEKO CZ PP

Zplsab Ghrady @ Prevodnim pfikazem {14dni} ¥

j _IKoraetny piljlerice’

Variahilni symbol 11108790 |
Konstantri symbol 008
Vase obiadnavka tislo T2011-2592
Nase objednavka gisio 1116003472
Odberatel : o 256228227
DIG: C225225227

LEAR CORPORATION CZEGH REPUBLIC s 1.0,
Tovarni 725/10
348 01 Ostrov u Stiibra I

LEAR CCRPURATION CZECH REFUBLIC ¢
Tevarni 73510
2482 71 Usiroy u Stifora

Datum /ystaven‘i 15-42-11 Zplisab dopravy Odvoz vozidier Technelogy
Daturm splatnosti © 29-12-11 |
| _Den uskutefnéni zianitelného pinéni : 15-12-11 i |
Qznaten dodavky Mnezstyl CenaMdl Sweva % Cenaposieve DPH% DPH CeLKEM
42 72 00 kusy 9,600 5600 20 138,24 #61,.200
18x68m OPP-FI: HAVANA lepici paska ruéni
9201 5.0Cicle 320,000 420000 20 320,00 1600,900
buhlinkova folie Bamy "L" 1000-50/100m
DPH Zaklaa DPH i/ nPH Calkem
2000 % %291.200 458,240 B 27449 44
DPH cetkem 453,240
Celkern bez DFH 2291200

Zaoreishlent

D440

Castka k dhradé

B,
2749000 CZK |

Pii nedoarseni terming splainast Ve budeme Gétovel penaie ve vysi 0,07 % 2 fakturovane gastiy za kazdy den
AZ do Jpnsho zapiacen zboki z2isiava majetkem Techndlody 3. 1o DEkujzmne za Wadi wEasnou platbu

stavii {a)  Mane Vikiorové +420 382 252 985

DaRuEEHD e
16 -1- nn

Sray@terhnclogy oz Sirana ¢ 9z10

Technology s.r.o.
Marcldova 8/1147
440 00 Praha 4

- Bafici stroje a linky
- Obalové materialy
- Kompresory

Tisk! (=)

amail

TeWFax . +420 483 360 121 info@tastnalogy.cz
TeWFax . <420 483 360 148 wewe | wav technology. o2
Tel!Fax ' +420 485 360 145 Servis | ~420 483 360 154

Spoletnost Tecnnaiogy 5 1o j¢ zapsana v obchodnim ejsifiku vedenem u Méstskato soudu v Praze oddhi G viczka 70171



Attachment D: Purchase Order

Bestellung / Purchase Order

CORPORATION

+0042 517 577711
+420 374 /6108 27

[ Dty Oblednavia 8.7 PO PARNr_(if investment;
14.12.2011 T2011-2599 Neu Non Production
Duvody [ Heagon MISTO DODANIT Delivery adar Fekiuirnia adresy / Tivoico address
Material pro LEAR CORPORATION Czech Repubiic | LEAR CORPORATION Czech Republic
Abteilung: Materiais Abteilung: Materials
05 Logistics Park D5 Logistics Park
CZ-34501 Ostrov u Stribra CZ-34801 Ostrov u Stribra
DODAVATEL {Vendar ( name and adress) Upozornéni!
;g%fﬁNOLOGY sro. Na faktuPe prosim uvedite &isio objedniviky.
Maroldova 6/1147
;'4:30354?(?"38:2513?1 Ausflinrende Abt, / Reguestion Dep No. Zu pel je Abt. / Destinated Dep, No
F:x ° ) 70250 - Materials Tachov 70250 - Materials Tachov
Pt cislo polozky popis poloZek mnozstvi ME cena za jednotky ceikovd cena dodaci Inita
O | item number item description PO-guantity UoM price UCM (net} complete (net) due date
11 Lepici paska "HAVANA" 72,00f Rollen 9,800 CZK| 691,20 CZK| 21.12.2011
212 Bublinkovs folie na baleni 5,00} Rolien 327,000 CZK| 163500 CZK{ 21.12.2011
3 Sife 1m, navin 100m

Zaitovat na f Chargs to:

Vystavovatel / requestor:

CELKEM bez

2326,20 CZK

ASusterova
Patum: 15 12 2011

Cena uvedena bez DPH

Approval 1; Manager{Vorgesetzter)

Kucera, Pavel
Datum: 14.12.2011

Approvai 2; Manager{Belastets KST]

Kucera, Pavel Stenglova, Monika
Datum:  14,12.2011 Datum: 14.12.2011

Abpproval 3: Plant Controlier:

Approval 4: Plant Manager:

Kucera, Pavel
Datum:  15.12.2011

Diese Bestellung wurde maschinell erstelit.

! Larghase Order Tgrms and Condions:
Dieser Besteliung liogen unsere Allg und
Shararsarcom (>Supplier Infomnation>Purchase Cider Terms and Conditions Edropes Allgeme
sind. Auf dieser Bostellung finden die der Lear G i
Kaufer schriffich dastber zu i weenn O oder Angsstelite des Lieferanten oser oder Angastellic einer

direkl oder Inditekt beteifgt s, in siner Bezienung sum Kauter oder 26 i dorm Kaufo verbundsnen Untermehman stehon oder in sine: Beziehing zu

zu Grunde, die
D

SmoH

1 welchs unter kit

werden und im intern
d {Supplier InformationsL ear Tockng Guid
-cevisint.com eingesehen werden konnee. Der Lisferant hat den
Fersan weiche mit mehr als § % am Lisferanten

st unter
s) abrifbar

Organmilgliedzin vom Kaufer oder von mit dem Kaufe: verbundsnar Unternghmen stehen.

codar ven

LEAR CORPORATION Czech Republic s.r.o

Commereial register by Regional Court in Brro, Section C, Fite No, 39946
Managing director: Robert C, Hoaper

Seat: Vyskav - Predmesti, Tovarmi 735/10, C2-68201

Our VAT-registration-no.; CZ25225227 Urnsatzstouer-Nr 25225227




Attachment E: Delivery note

DOPACI LIST K OBJEDNAVCE

&, 1116003472

Dadavate! |

TECHNOLOGY s.r.o.

Skaly 25
398 11 Protivin

DIC - CZA7783206

Tel - +420 382 252 &85

IS0 : 47783208

Datum

Naéz zracka
Nase objednavka
Vese znacka
Vase objednévka

15-12-11

Mare Viktorovs
1116003472-2
Zuzana Kotarkoya
T2011-2589 o

Odbératel :

Platzbni podminky ;

Prevodnim ptikazem (14dni) Tovarni 735/10

LEAR CORPORATION CZECH REPUBLIC s.r.o.

ICD - 25225227
DIE . (725225227

Podminky dodavky : - 349 01 Ostrov u Stfibra
Zpusob dodavky Odvoz vozidlem Technology
Datum vyskiadneni . 15-12.11
Konecny pfijemce  LEAR CORPORATION CZECH REPUBLIC
Tovarni 735/10
3498 01 Ostrov u Stiibra
Oznacen| dodavky Mnozsivi CenalMJ Sleva % Cena po sleve DPH % nPH CELKEM
11342 7200 kesy 9600 9600 138,20 581,200
"xB6m OFP-FM HAVAMNA lepici paska rutni
9204 5.00 role 320,000 320,000 320,00 180C000
bublinkova folie 50my "L" 1000-50/100m
OPH Zaklad UPH DRH Calkem
2000 % 221,200 458,240 274900

DPH celcam
Celkem bez DFH
Zapkrouhien{

Celkova castka véetné DPH :

Poter baleni |
Cista hmotnost :
Hruba hmetnost :
Oojem :

T
34,800
34,800

0,00

Wystavil {a) Marie Viktorova

Technology s.r.o.
Marcldova 6/1147
140 00 Praha 4

Spoletnost Technalogy s.n.o

K3
KG
KG
M3 PREVZAL (A] | .. o
SN e -
R Fichtlovd
LN
NORUCEND DNE
16 -12- 2101
+420 382 252 985 Skaly@lechnoloay. cz Stranae. 1zt
- Balici stroje a linky TelFax . +420 483 360 121 email - infa@tachnnlogy 7
- Obaloveé materialy TelFex . +420 <83 360 148 wWwWw v technology. cx
- Servis TelfFax : ~420 483 260 121

j& zapsana v obehodnim ra etfiku vedanam u Méstskéno soudu v Praze oddil G viedka 70171
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Employee change status
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: Balance sheet
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Attachment J: Netting protokol

KONSOLIDOVANY REPORT NETTINGU - KONECNY
ID REPORTU :  131/08F

SPUSTENI 138604 DATUM : 01/11/2012
:D1764

OBDOBI: 12/20/2011 - 01/12/2012 CAS : 08:18 AM CET
ORGANIZAC 732 732-LEAR CORP. CZECH REPUBLIC SRO ZAKLADNI EUR
E: MENA :

UCASTNIK

D/ JMENOC Ména CASTKA FAKTURY EUR AMOUNT

POHLEDAVKY - DOSLE

“20,138.96 4/ 7+

213+ 213-CFD ALLERSHAUSEN EUR : s, 20,138.96
609 609-LEAR CORP ELECT. & ELEC. SRO EUR 76,747 .58 76,747.58
SSD« SSD-EUROPEAN HQ ; EUR . U/ ool 132660 ., i rp 1,326.60
; () e - WER
/ " CELKEM VSTUPNICH TOKU = 98,213.14
7
ZAVAZKY - ODCHOZI
202 262A-LEAR CORP CZECH s.r.o. KOLIN EUR -15,988.27 7 ) -15,988.27
273 273-LEAR CORP SEATING SLOVAKIA SRO EUR | -1,244.78 F -1,244.78
303 303-LEAR FINANCIAL SRVCS.(NETH) BV EUR 7187 B -71.87
E4 E4-TROLLHATTAN EUR | 7 0,181.24 4 - -10,181.24
ic IC-WACKERSDORF EUR | -14,403.08 -14,403.08 -
N1 N1-SOUTHFIELD HQ usD | -1,307.00 & 3., -1,022.69
CELKEM VYSTUPNI TOKY -42,911.93
CISTA POZICE 55,301.21
CISTA POZICE VEETNE NABIDEK/D1528POPTAVEK 55,301.21

OBDRZITE NASLEDUJICI PLATBU

EUR 55,301.21 HODNOT 01/12/2012
A

\Y CITIBANK EUROPE PLC, ORGANIZACNI SL

PRO LEAR CORPORATION CZECH REPUBLIC SRO

o actu 0204389039

POUZITE DEVIZOVE KURZY

usD 0.7824726
KONEC REPORTU

131/09F  Vykaz konsolidovaného nettingu — koneény stav 1



Abstrakt

STENGLOVA, M. Interni kontrolni systémy v podnikDiplomova prace. Plze Fakulta
ekonomicka ZU v Plzni, 122 s., 2012

Kli ¢ova slova:interni kontrolni systém, risk management, SarbaDeey Act, interni
kontrolnic¢innosti, LEAP Manual

Diplomova prace se v prvigasti zandtuje na interni kontrolni systémy obé&cmiaraz je
kladen na interni kontrolnitedpisy v USA, protoZe praktickést prace analyzuje interni
kontrolni systémy v americké spdhmsti. Nasled& prace popisuje interni kontrolni systém
ve spolénosti Lear Corporation, jejiz akcie jsou obchodelrs@ na americké burze.
Systém internich kontrol je zalozen na americké&ko® zvaném Sarbanes Oxley Act
Zz roku 2002. Prace popisuje detailproces testovaniéthto predepsanych kontrol
ve spolénosti. Praktick&ast, tykajici se analyzy, obsahuje testovani kgnkteré maji
nejwtsi vliv na finagni vysledky spolénosti. Tyto kontroly jsou popsany sp&he

s riziky, které maji byt touto kontrolou eliminowanNasled® je provedeno testovani
proces ve spolénosti a jeho vysledek. V posledédsti diplomové prace je zhodnocena
analytickacast a je vypracovano shrnuti vSech procesnich teg@idsPro tyto kontroly je
vypracovan detailni @&ki plan spolén¢ se stanovenymi terminygiem kterych by ré byt

proces nastaven tak, abymsplal pozadavky Sarbanes Oxley Act.



Abstract

STENGLOVA, M. Internal Control Systems in the compa Diploma thesis. Pilsen:
Faculty of Economics, University of West Bohemia2®p., 2012

Key words: internal control system, risk management, Sarba@eley Act, internal
control activity, LEAP Manual

The presented thesis focuses firstly on the interoatrol system generally. The focus is
on the internal control regulations in the USA hessathe practical part is analyzing an
U.S. company. Thereafter it switches to the interm@ntrol system in an U.S. listed
company Lear Corporation. The system is based amited States federal law called
Sarbanes Oxley Act of 2002. The SOX monitoring pescwithin the whole concern is
described in detail and subsequently the main #oalypart contains the testing of the
controls with the main impact on the financial teswf the company. These controls
together with risks that should be eliminated asscdibed, after that the testing is
performed and the final result is determined. Td= part of the thesis evaluates the whole
analytical part and a detailed deficiency repomw@ked out. For these controls, that don’t
comply with the prescribed rules, action plan isgared with detailed timing for achieving
the compliance with the Sarbanes Oxley Act.



