Evaluating Design and Effectiveness of Internal Controls

	Standard 5 of the Public Company Accounting Oversight Board (PCAOB) requires management to certify the internal controls over financial reporting. The accounting audit team must audit the internal controls to provide assurance to the design and effectiveness of internal controls.

	The following information represents factors that were discovered in the investigation of internal controls by the audit team regarding cash.  A Y indicates that yes, it was effective, yes it provides internal control, and yes, it is designed correctly. An N indicates that no, it was not effective, no it does not provide internal control, and no, it was not designed correctly.

	Factor
	Effective


	Provides Internal Control
	Designed Correctly



	separation of cashier personnel from credit duties

	Y
	Y
	Y

	separation of cashier personnel from accounting duties
	Y
	Y
	Y

	numbering of cash receipt documents

	Y
	Y
	Y

	daily cash control; daily cash deposit

	Y
	N
	Y

	weekly cash control; totaled to daily cash control

	Y
	Y
	Y

	monthly cash control; tie to weekly cash control

	Y
	Y
	Y

	restrictive list of who can deposit

	Y
	Y
	Y

	restrictive list of who can sign manual checks

	N
	N
	N

	no signing of blank checks; control check

	Y
	Y
	Y

	detail listing of all checks; control check

	Y
	Y
	Y

	checks not payable to cash; control check

	Y
	Y
	Y

	physical control of unused checks; control check

	Y
	Y
	Y

	reconciliation of bank statements; control check

	Y
	Y
	Y

	no access to bank statements by check signers; control check
	Y
	Y
	Y

	bank statement sent directly to bank reconciliation statement person; control check
	Y
	Y
	Y

	independence of person in charge of bank reconciliation person; control check
	Y
	N
	N

	In Addition:

	1. Cash is recorded with cash receipt journal, account receivable journal by customer, and accounting department control. Cash receipt documents are signed off by Account Receivable Clerk and Account Manager Supervisor. The MDAC computer systems records entries to cash account with payment system online in real time. Edit entries show time, account, customer number, invoice number, amount, discount, net payment, full or partial payment, and closed or open status. 

	2. Cash is debited to account to ensure proper entry date and correct amount by customer. Cash is invoiced by a person with the proper security and access codes. Access codes are controlled by the assistant to the CFO. The MDAC system posts entries to cash account with payment system online in real time. Edit entries show time, account, customer number, invoice number, amount, discount, net payment, full or partial payment, and closed or open status.

	3. Cash documents are approved by the Account Manager Supervisor and approved by the CFO.

	4. Bank reconciliation for the end of month is conducted by the Accounting Supervisor. The CFO reviews all the information and signs off. The Accounting Manager reviews and maintains all past bank for reconciliation of errors and other issues. 

	5. Cash balance is approved for balance sheet by the CFO and the Accounting Manager supervisor.

	6. Any errors are reviewed by the internal auditing department.

	7. Manager/Supervisor posts all entries to subsidiary ledger and prepares monthly statements.

	8. Accounting Treasury department reviews all records, posts, and documents relating to cash.

	After reading 1-8 and reviewing the internal control results, write a 1- to 2-page summary on your analysis and conclusion of the design effectiveness of Anthony’s Orchard internal controls.

	Be sure to support your work with specific citations from this week’s Learning Resources and any additional resources.




