 Examining the Risk Assessment of a Company

	In examining the risk assessment of a potential client, the company structure as well as the overall nature and complexities of the company should be understood. The nature of the entity will affect the risk assessment in terms of requiring more or less engagement planning and/or substantive procedures.  
You are preparing an audit strategy and plan for Anthony’s Orchard. In this process, you are looking at the company’s risk assessment and the relevant controls as it pertains to the classes of transactions, balances, and disclosures. MDAC is the name of the computer system used by Anthony’s Orchard, and it manages e-accounts, e-invoices, purchase orders, e-receipts, and shipping documents.

	As you prepare an audit strategy and plan for Anthony’s Orchard, consider each factor reported using inquiry, observation, and analytical procedures. Rate the risk of the factors in each section (cash, accounts payable, accounts receivable) as Low (L), Medium (M), or High Risk (H), and consider the significance and likelihood of material misstatement. Provide an explanation of your reasoning for each factor. 

	Cash Section

	Factor
	Risk 

(L, M, H)
	Rationale

	Cash payments are e-receipt to Anthony’s account by the MDAC e-account. Other cash bank deposits into account that night with mail receipt. Ninety percent of cash payments are by e-receipt.
	
	

	Other cash deposits are performed by the Cash Receipt Manager. The Cash Receipt Manager prepares documents for deduction from customer account balance.
	
	

	Credit or inaccurate balance payments are reviewed and followed up by the Account Receivable Supervisor.
	
	

	Accounts Receivable aging reviewed by Controller, CFO, and Treasury weekly.

	
	

	Credit or debit entries to Accounts Receivable balances are approved by Accounting Manager supervisor and Controller only.
	
	

	There is username and password security for all cash entries with audit trails.
	
	

	The MDAC system provides audit trails of all entries from e-receipt and other cash receipt. The CFO can remove or erase audit entries.
	
	

	Cash inquiry screens can only be seen by the CFO, Controller, Account Manager Supervisor, and Senior Accountant.
	
	

	Accounts Receivable Section

	Factor
	Risk 

(L, M, H)
	Rationale

	All customers are approved by Accounts Receivable credit supervisor.
	
	

	Customer Balance updated with invoices online and in real time by MDAC.
	
	

	All customer invoices have a unique number.
	
	

	A/R Supervisor has authority to create manual invoice orders.
	
	

	Accounts Receivable balances to General Ledger with total balance at end of period check.
	
	

	Some customers have the ability to mail in cash payments to Anthony’s Orchard main office.
	
	

	Accounts Receivable audit trail for all entries entered into system by MDAC.
	
	

	Accounts Receivable audit trail inquiry screen is only accessible by user name and password.
	
	

	Accounts Receivable day payments are 1% 10, net 21. Payments made within 10 days gets 1% off. All payments are due within 21 days.
	
	

	Accounts Receivable statements are sent out by the end of the month by e-system to customers.
	
	

	No credit checks are done on customers for overpayments. The MDAC system maintains and allows credit balances. 
	
	

	Accounts Payable Section

	Factor
	Risk 

(L, M, H)
	Rationale

	All vendors must have a vendor number.
	
	

	The MDAC provides vendor payment reports by date and cycle.
	
	

	MDAC handles e-invoices from vendors.
	
	

	Payments are prepared by MDAC with three-way matches: e-invoice, purchase order, and shipping documents matching.
	
	

	Payments are approved by Controller.
	
	

	Payments are authorized by CFO.
	
	

	No payments are made by manual checks.
	
	

	Audit trail of all entries are kept in the accounts payable system.
	
	

	After approval, actual payments are made by e- or real check to vendors.
	
	

	Every check returned by mail for incorrect address goes to the Treasury Department.
	
	

	Every e-payment returned for inaccurate routing and account information is to be followed up by the Treasury Department.
	
	

	Accounts Payable Continued

	Factor
	Risk 

(L, M, H)
	Rationale

	 Vendor policy is net 21 days and the company does not take advantage of the discounts.
	
	

	The MDAC vendors and payments are numbered.
	
	

	Vendor balance inquiry is accessed by user name and password.
	
	

	No vendor can be removed without approval of Controller and CFO.
	
	

	All vendors are approved by the Purchase Department and the Accounting Department.
	
	

	All vendors are sent a list of open invoices through the MDAC system by e-accounts payable at end of month.
	
	

	Cut-off of Accounts Payable System is performed by MDAC system. This can be overwritten by CFO. System maintains a day and period calendar for fiscal year.
	
	

	Miscellaneous Vendor Account cannot pay more than $500 without proper approval and authorization.
	
	

	


