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Internal Control Policies and Procedures

1. The Peachtree System offers many features that can be used to facilitate sound internal control policies and procedures.  The following is a list of those features and how they can be utilized most effectively.

· Reconciling the cash balance in the general ledger to bank statements on a monthly basis - Peachtree Complete Accounting (PCA) easily facilitates this procedure through the Account Reconciliation feature.  This will allow adjustments to bank statements and enable the user to identify discrepancies as well as keep the cash balance ledger current and accurate.  The bank reconciliation feature should be used every month that a bank statement is received.

· Limiting access to designated users - PCA facilitates this policy through the Maintain Users feature.  User IDs and passwords can be implemented for only those individuals that need access to the system.  Along with this, varied levels of access can be selected for different users.  It is recommended that users who only need to read information be given read only access and entry users be given editing or entry access only to the areas necessary.  In order to limit the likelihood of fraudulent or erroneous entries, it is recommended that only one or two users have full access auditing functions.

· Transactions should only be able to be changed or deleted by someone other than the person who entered them, preferably a responsible official of the company - As noted in the previous bullet, PCA facilitates this through the Maintain Users feature.  It is highly recommended that access to change transactions only be given to one highly trusted individual, preferably top management.

· Authority and ability to write off an accounts receivable balance or grant a credit allowance to a customer should be limited to a responsible official of the company - One again this policy can be implemented by using the above mentioned Maintain Users feature of PCA.  

· There should be a warning system in place if a customer is exceeding their credit limit - PCA facilitates this procedure automatically for transactions.  The credit limits can be individually set in Maintain Customers and a warning will come up when a transaction is going to exceed a customers credit limit.  Access to adjusting credit limits should be limited to only those users that enter new customer data.

· Monthly statements should be sent to customers so they can check for accuracy in the recordings of their remittances - PCA has many options in the Customer Statements feature that can customize statements to fit the needs of the customer.  These statements should be formatted according to what information the customer desires about their accounts and submitted at the end of each month.  This essentially gives them the ability to reconcile their account much in the same manner that China Trade reconciles its accounts to its bank statement.

· Dunning messages and regular follow up letters should be used to speed collections and minimize uncollectibles for past due accounts - PCA allows the inclusion on dunning messages on customer statements as well as a provision for drafting and printing collection letters.  These features should be used together and set up accordingly to the time periods that management deems appropriate.

· Aged receivable reports should be produced regularly to identify delinquent accounts and pursue them for payment - PCA can easily be used to produce these reports under the reports feature.  The aged receivables should be produced and reviewed prior to customer statements being sent at the end of the month.  This will allow adequate time to utilize the above mentioned dunning and collection letter procedures.  

· A perpetual inventory system should be employed in which at least the material items in inventory are tracked - PCA has inventory features that allow for this policy.  It keeps records of inventory increases and decreases as well as costs for individual items.  It also allows for manual adjustments up or down in inventory value when a physical count is taken.  Depending on the needs of the company, this process should be completed at least annually.  

· Financial statements should be prepared monthly with gross profit and expense percentages so that management can question errors or omissions - PCA allows for this procedure through the Reports function.  All of the company's financial statements can be printed at any time and for any period.  The gross profit and expense percentages are displayed on the income statement and very easy to read.  These reports should be produced on at least a monthly basis for managements review.

· The monthly financial statements should be comparative, showing last years figures alongside these years with percentages and dollar amounts - PCA displays financial statements in this manner through the reports function.  Up to three current periods can be displayed allowing comparison to prior periods.  This enables management to identify and investigate any possible errors or fraudulent entries.  

· Budgets should be prepared and variances between actual and budgeted figures should be shown on budgetary income statements each month - PCA can be used very effectively to follow this policy using the Budget and Reports functions.  Budget amounts can be input for each individual item then adjusted to actual amounts later.  A report can then be printed that displays the actual and budgeted amounts for each individual item.  Recommend that these reports be produced at least monthly for management review.

· Adequate audit trail must be provided so that questionable account balances can be easily analyzed and investigated.  A listing of the individual transactions that comprise an account balance should be available, and for each of the listed transactions there should be a reference to the specific source documents from which the transaction was entered - PCA has several functions and features that enable this policy.  First, all transactions are recorded for each individual account and referenced to that account.  There is entry space for reference, but it is up to the individual entering the transaction to ensure the proper reference is included.  This process allows for a trail that is easy to follow using the Audit function.  Recommend that in house training be given to all PCA users and stress the importance of accurately entering source document reference information when entering a transaction.  

2.
Although PCA has many features that greatly enhance the internal control capabilities of an organization, there is still some vulnerability to be aware of.  Great care must be given to user accessibility.  A certain amount of access has to be granted in order for the system to work effectively, but one person with too much access could lead to fraudulent activity.  An example of this would be to make sure that the person who handles audits and adjustment approvals does not also have payment transaction access.  This could lead to covered up fraudulent payments.  Along with this there is the standard issue of accuracy of input.  No matter what type of manual or computerized system is used, there will always be errors and omissions due to the human factor.  Humans must still enter the data accurately and this leaves the door open for error.  Weather unintentionally or fraudulently; users will eventually enter the wrong data no matter how well the system is designed.  The key to PCA is that it helps aid in catching those errors in a timely manner.    

