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ACI should investigate and correct all reconciling
items identified on its bank reconciliations

ACI maintains several bank accounts with activity totaling over $25 million in fiscal
year 2005 in addition to its cash held by the State Treasurer’s Office. Therefore, it is
essential that ACI ensures that its cash balance is accurate and current. ACI
reconciled its general ledger cash balances to the bank statements; however, it did
not promptly investigate and resolve all reconciling items identified on these
reconciliations. As of June 30, 2005, auditors noted unrecorded transactions and
uncorrected differences on its reconciliations that were over 1 year old. 

To help ensure that all cash transactions are properly recorded on its general ledger,
ACI should add the following procedures when employees reconcile the bank
statements to ACI’s cash balances:

• Investigate checks outstanding for more than 1 month and determine whether
they will be cashed or whether ACI should add the amounts back to cash.

• Investigate all reconciling items identified on the bank reconciliations and
propose any adjustments necessary to correct ACI’s cash balance.

• Require a supervisor to review and approve all bank reconciliations as well as all
proposed adjustments.

ACI should ensure that inventories are properly
valued

ACI inventories consist of raw materials that are used in the manufacturing process
as well as finished goods that are available for sale and ACI’s management depends
on complete, accurate, and current information to value its inventories and
appropriately price finished goods for sale. To verify the quantity of its inventories, ACI
performs an annual physical count of its inventories and records the information in its
inventory management system. However, at June 30, 2005, ACI recorded counts in
its inventory management system that differed from those recorded on the actual
physical inventory count sheets at that date. For example, one of ACI’s divisions had
11 such inventory count differences that resulted in almost $66,000 overstatement
of inventory. ACI corrected its accounting records and financial statements for all
errors noted.
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Further, to accurately value its inventory and cost of goods sold, ACI needs to ensure
that the unit cost assigned to each inventory item is accurate. However, this was not
accomplished since ACI did not follow its policies and procedures for regularly
adjusting its accounting records for raw material price changes, and actual labor and
material costs incurred. For example, ACI’s policy is to update and document the
value of inventory semiannually; however, as of June 2005, the value of finished
goods at several divisions had not been updated in over a year. 

To help ensure that inventories are accurately counted and recorded in the inventory
management system, ACI should review the counts in the system to ensure that they
agree to the physical inventory count sheets and document reasons for any
adjustments. Further, to help ensure that inventories are properly valued and costs of
goods sold are accurately reported, ACI should follow its policy and update its
inventory costs every 6 months. 

ACI should ensure that its capital assets are
properly reported

ACI’s capital assets represent a major investment of monies. Therefore, it is essential
that ACI establish and maintain effective stewardship over these assets. Effective
stewardship requires ACI to maintain accurate and complete listings of these assets
and ensure that they are properly accounted for and accurately reported in its
financial statements. However, ACI did not establish adequate internal control
policies that would ensure that capital assets and depreciation expense are properly
reported. Specifically, ACI’s capital assets listing contained numerous errors and
inconsistencies, including capital asset items that were not listed individually, assets
that had been disposed of, assets with incorrect costs, assets that were incorrectly
classified, and assets that were inaccurately depreciated. 

The following procedures can help the District improve control over its capital assets
and ensure that its capital assets listing, including accumulated depreciation, is
accurate and complete:

• Reconcile the current year’s capital assets listing to the previous year’s capital
assets listing to ensure that the current listing includes all items acquired during
the year and excludes all items disposed of during the year and excludes all
items disposed of during the year.

• Have a supervisor review the capital assets listing and supporting schedules to
determine that each asset’s cost, classification, useful life, and annual
depreciation are accurate and in accordance with ACI’s policy.

• Have a second employee recalculate depreciation expense and accumulated
depreciation each year to ensure accuracy.
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