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Memo on

Internal Control Components
The following information was gathered through inquiry with EarthWear’s Risk Management Officer, Chief Financial Officer, Chief Information Officer, and Chief Internal Auditor.

The Entity’s Risk Assessment Process:

EarthWear has established broad objectives. Management has prepared a five-year business plan that includes goals about the company’s products, responsibilities, and growth plans.  The company uses a business plan and budgeting process to monitor decisions.  Monthly meetings are held by senior management to discuss recent events and how they may affect the company. Management relies heavily on its Risk Management Department to identify risks that may affect the company, and to recommend appropriate actions.  
Control Procedures:

EarthWear has a very sophisticated budgeting process that includes monitoring activities.  All significant budget variances are summarized and explained in a monthly controller’s report.
Information System and Communication:

The strategic plan and the budgeting process identify information that is needed to analyze and monitor the entity’s objectives. All department groups within EarthWear are required to provide timely and adequate financial reporting. Actual performance is reported on a weekly and monthly basis.  Performance is monitored by the controller’s office. There is a strategic plan for updating the information systems over financial reporting that is revised on an annual basis.
Employees are provided with information regarding their duties during their initial training. EarthWear’s employee manual states that suspected violations of company policies should be reported to a vice president.  There are procedures that allow such suspected violations to be reported anonymously. There are good communications channels across departments.
Monitoring:

Customer complaints are generally very low (1 out of every 5,000 invoices).  Most complaints relate to delays in receiving goods that are on order by the company or minor billing discrepancies.  All complaints are investigated for underlying causes and any internal control deficiencies are corrected.  Recommendations made by customers and auditors that management and the board feel are cost beneficial are implemented. The board of directors focuses on the control environment and monitoring activities.  The audit committee meets regularly with the internal and external auditors about control related activities.
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