MEAR IMAGE INC.

MODULE # 3 - EVALUATING INTERNAL CONTROLS

GENERAL—




To complete this module, you will evaluate the internal controls in the billing function of the revenue cycle of Mear Image Inc. (MII).  To do this, you will use the Transaction Flow Auditing (TFA) methodology developed by Arthur Andersen & Co.  Your work will be documented on a Transaction Flow Review form (TFR).  We will begin work on this module in your teams in class, but you should have done the first four steps before coming to class.  When your team has finished the assignment, you will turn in the completed TFR for review.

                                                                                                                   DONE BY

PROCEDURES______________________________________                & DATE__

1. Read the description of the Transaction Flow Auditing methodology


at TFA.                                                        


        _________

2. As you are directed, at Order Entry TFR, follow through the TFR

for the order entry function of the revenue cycle, which has already been prepared.  The order entry function comes just before the shipping function and the billing function.  You 

will be working on the billing function.  Print for class.               _________

3.  Read the memo at Procedures from the MII permanent audit file

regarding the procedures and control techniques in the billing

function.  Print for class.                                                                _________

4. After obtaining an understanding of the client’s procedures over

billing, begin the preparation of the billing function TFR by heading up the TFR form provided to you  at TFR Form.  Remember to index the schedule appropriately and to sign and

date it.  Print for class.                                                                   _________

5.  Based upon the description of the billing procedures in the permanent file, flow chart the economic events that flow through the billing function.  Remember you should not 

include control techniques in the flow chart.                                 _________    

1
6.  Review the revenue cycle control objectives at Cycle Objectives 

and select the ones that relate to the billing function.


_________

7.  List the first selected control objective in the first column of the TFR.  In the second column, list the client’s control techniques that relate to that objective.  Evaluate whether the listed control techniques achieve the control objective and document your 


evaluation in the third large column. 




_________

8.  List each of the other selected control objectives and the related control techniques and evaluate whether each objective has been achieved.  If an objective is not achieved, describe the risk


that results.                                                                                         _________ 

9.  For those control techniques you think you can rely on to reduce audit risk, locate the related steps on, or add steps to, the audit program for the revenue cycle at Program to assure those control techniques will be tested.  (If you are adding steps, you do not need to design the tests of controls or set the scope of testing.  Just indicate on the audit program that the control techniques 


should be tested.)                                                                       
________

10.  Complete the TFR by inserting the number references to the audit program steps in the space provided on the TFR to the left of


the evaluation column.                                                                 
________

11.  After working on the TFR in class, your team should prepare the final version of the TFR on the blank TFR at TFR Form.  Insert the flowchart provided in class using the draw features of the spreadsheet package to create the flowchart symbols.  Also, 


include only the control objectives we discussed in class.                           
________

12.  Critically review your work for completeness and for obvious 


errors and omissions.                                                                
________

13.  Hand in this completed module program, the TFR, and the portion of


the revenue cycle audit program with your added steps, if any.     
________

BUDGETED TIME:        5 HOURS

YOUR ACTUAL TIME:  ________
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