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Memo

To:
Directors: James Madison and Mae Ling  

From:
[Student name]

Date:
September 15, 2004

Re:
Internal control features 

This memo is to advise you of features of the Peachtree program that will help your company implement and maintain sound internal control policies and procedures. Also noted are some weaknesses from the viewpoint of internal control. 

Features that facilitate internal control


· The Peachtree program contains a bank reconciliation feature that makes it easier to reconcile the bank account on a regular monthly basis. [See Account Reconciliation under the Tasks menu.] 


· Peachtree provides an extensive password facility in which different levels of access (read only, edit, etc.) can be assigned to different individuals for selected program areas and tasks within the system. This means that one person may be given authority to enter certain types of transactions, but once entered, they can be edited only by someone of higher authority. As ab example, a clerical person may be given the ability to enter sales and accounts receivable transactions, but only an officer of the company would have the ability to grant credit allowances or write off a customer balance [See Users under the Maintain menu]


· The program provides some protection against inadvertently granting more credit to a customer than the limit that was set for that customer: when entering a sale, a warning is displayed if the sales invoice about to be posted would cause that customer’s balance to exceed his/her credit limit. Of course, if merchandise is shipped prior to invoice preparation, the warning would be too late, so invoicing needs to take place prior to shipment in order for this feature to be effective.
 

· Accounts receivable statements can be produced at any time and as often as needed. The statements can contain customized dunning messages that vary in severity according to the length of time that the balance is overdue. 


· Aged receivable reports can be printed as often as needed to identify delinquent customers and pursue them for payment.


· Peachtree provides the ability to manually enter the quantity of items purchased and sold, and assign unit costs to the items that are sold on a FIFO, LIFO or Average basis as selected by the user. It thereby provides a suitable perpetual inventory system for companies that sell a relatively small number of higher priced items. 


· Financial statements can be printed monthly, with gross profit percentage and expense percentages, so that management can question apparent errors or omissions. A separate set of financial statements can show a comparison of this month this year with the same month last year, and year-to-date this year with the comparable period last year. However, this report contains neither percentages nor increase/decrease figures from the prior year. 


· The system accommodates budgetary data and can present a comparison of actual figures with budget figures for the month and year-to-date, but this report lacks percentages and variance figures. However, as with the comparative reports mentioned above, all Peachtree reports can be easily exported to Excel, at which point formulas to calculate percentages and variance figures can be added. 


· With respect to audit trail for the analysis and investigation of account balances, the system provides a detailed general ledger in which transactions for two fiscal years can be listed and traced to the original source documents from which they were entered. When displaying transactions for a particular general ledger account, a zoom cursor is available which enables the user to automatically pull up the journal entry that gave rise to the posting in the ledger. 


Internal Control Weaknesses

Common to most computer accounting systems is the ability to change or completely erase transaction entries that were recorded previously. Peachtree even permits changes to transactions that were recorded in the prior fiscal year. It is understood that systems are designed this way to accommodate the correction of errors made during the current or prior years. However, by allowing transaction entries to be changed or even erased completely, the system makes it possible to inadvertently or fraudulently eliminate audit trail and impede analysis and audit of account balances. The alternative would be to require the use of prior period adjusting entries in order to correct errors or omissions.   

Also, no system can prevent the omission of transactions that should have been recorded, or prevent errors in dollar amounts, account numbers, or transaction dates.
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