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	Resource
	Description

	Student Resource 14.1
	Anticipation Guide: Internal Controls

	Student Resource 14.2
	Reading: Internal Controls

	Student Resource 14.3
	Group Practice: Internal Controls Vignettes



Student Resource 14.1
Anticipation Guide: Internal Controls
Student Name:_______________________________________________________ Date:___________
Directions: For each of the statements below, underline “I agree” if you think the statement is accurate or “I disagree” if you disagree with it. Write one reason to explain your guess. Then take notes on what you learn about this topic during the lesson.
	Establishing company policies is one type of internal control.

	My guess:
	II agree            I disagree

	My reason:
	

	I learned:
	


	Writing checks for all cash expenditures is a legitimate way of creating a record of all cash used to transact business.

	My guess:
	II agree            I disagree

	My reason:
	

	I learned:
	


	Usually, employees who handle cash also record assets because they are the ones who know what to record.

	My guess:
	II agree            I disagree

	My reason:
	

	I learned:
	





	Most employees in an accounting department perform the same duties for an extended period of time so they can become experts at their job.

	My guess:
	II agree            I disagree

	My reason:
	

	I learned:
	


	It is a good idea for managers to have employees check each other’s work for dishonest behavior.

	My guess:
	 I agree            I disagree

	My reason:
	

	I learned:
	



Student Resource 14.2
Reading: Internal Controls
[image: C:\Users\Mika\Documents\Pearson\2014\May\7\Accounting_Lesson14_Presentation_ROOT_050514\Slide1.JPG]
This presentation covers some of the internal financial controls companies can institute to protect their assets.
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The purpose of internal controls is to protect the assets of a company. Assets include cash, inventory, tools, equipment, and so on. Safeguarding assets is extremely important to the financial health of any company.
Ethical leadership is probably the strongest of all controls. Managers lead by example, and if managers demonstrate integrity and intolerance for dishonesty, their employees will understand that they are expected to behave the same way.
Businesses implement a system of internal controls to ensure that work provided by their employees is both honest and accurate. Owners and managers first set up policies that define how business is to be conducted. Then they establish procedures to ensure that employees work in accordance with these standards. 
Sound personnel practices are a critical factor in ensuring honesty. These include performing thorough background checks, hiring people with the background and necessary training to do the job, paying workers a competitive wage, and providing a promotional path. In addition, workers who have access to assets or journals should be supervised.
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The first internal control is called cash control. Whenever cash is used to transact business, it’s important to make a record of the transaction. This can be done by using a cash register with a tape or other recording device, using a safe with a manual register stored nearby so that cash can be transferred quickly and easily, making daily cash deposits to the bank, or writing checks—never using cash—for all expenditures.
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Segregation means to keep separate. The key to proper segregation of accounting duties means that those who handle the cash or other assets don’t also handle the recording of the assets. That way one person can’t steal and then cover his or her tracks by misreporting events in the financial statements. 
It should be noted that the segregation of duties doesn’t eliminate the possibility of theft, but theft would require the cooperation of two or more employees.
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Just as each Monopoly® group has a rotating banker, many companies rotate the duties of the accounting department. In this way, no one gets too comfortable and so familiar with the processes that they become complacent, negligent, or devious in carrying out their job tasks. As duties rotate, the work is accomplished by different people who can spot discrepancies that may arise, and prevent the dishonest actions of another employee. 

Student Resource 14.3
Group Practice: Internal Controls Vignettes
Student Name:_______________________________________________ Date:___________
Directions: Read the vignettes below and answer the questions that follow them. Some of the vignettes describe a work situation that has more than one internal control in place. In this case, be sure to name all that you detect. Other vignettes are lacking controls. In that case, more than one type of internal control may be required to remediate a problem, so think about whether the internal control you name is sufficient to solve the problem.
Miss Penny, the bookkeeper for Schmitt and McDermott Law Offices, receives, records, posts, and prepares the deposits as clients pay for the attorneys’ services. Also, Miss Penny pays, records, and posts expenses as they arise. So, each month she writes herself a few checks for $100 and records the expense as advertising or courier service. Because these expense accounts are insubstantial, the partners never notice any money missing.
What are the internal control problems at Schmitt and McDermott Law Offices? How could they be remedied?




Lumbardi’s Lumberyard sells wood supplies to contractors on big projects needing truckloads of lumber. All day long, Lumbardi’s is preparing deliveries in large trucks, and contractors are going in and out of the lumberyard with purchases in the backs of their pickups. Each time anyone leaves the yard, he or she must pass the staffed kiosk with a receipt generated by the sales staff inside the store that reflects the items in the back of the truck.
Once a customer pays for merchandise at Lumbardi’s Lumberyard, why should he or she have to show a receipt at the kiosk before leaving? Why is this control necessary?




At Kathy’s K-9 Care, cash sales aren’t always accounted for and sales receipts aren’t prenumbered. The owner has noticed that the pet shop makes more money when she’s present, but she believes that because she has a vested interest in the business, she’s a better salesperson than her hired help.
What are the internal control problems at Kathy’s K-9 Care? How could they be remedied?

Faye’s Fashions does a very good business in women’s clothing. There are numerous deliveries from wholesale garment manufacturers each day and therefore many invoices that must be paid on a regular basis. Nadia is in charge of authorizing invoice payment and making sure that no payments are made without first receiving the clothing and accessories. She examines thoroughly all supporting documents such as receiving reports, purchase requisitions, freight bills, and any other paperwork that indicates a shipment should be received and paid for.
Why is cross-checking receipts with paperwork a necessary control at Faye’s Fashions?





In Scott’s Psychotherapy office, where he and other therapists pool their resources to pay for secretaries, bookkeepers, and support staff, postage and petty cash aren’t accounted for in any systematic way. The doctors simply “ante up” once a month to fill the coffers for incidentals that the employees need from time to time. About the same time that the newest secretary was hired, business started booming and the doctors had to increase the money each of them donated to the general petty cash fund.
What are the internal control problems at Scott’s Psychotherapy office? How could they be remedied?





The Jelly Bean Factory produces the best jelly beans in the world, and not surprisingly has lots of controls in place. For example, the accountant, Manuela, who signs the payroll checks knows all employees by name, scrutinizes the total payroll each month, and knows approximately what the total employee expense should be each month.
Why should this particular accountant at the Jelly Bean Factory be so familiar with the employees with whom she doesn’t really work directly? Why is this control necessary?




Gus’s Gizmos is a gadget shop. Gus has a small staff to help him with sales, repairs, and bookkeeping. He has many customers to whom he extends credit. After a year of nonpayment, Bob the bookkeeper simply writes off the nonpayment as bad debt. Even Bob and some of his relatives have taken advantage of this lax repayment policy.
What are the internal control problems at Gus’s Gizmos? How could they be remedied?



At Henrico’s Hardware, one employee, Jasmine, receives invoices to be paid, providing they’re legitimate. A legitimate invoice will have a requisition, pertain to the hardware business, and the list price for the item(s) will be in line with market prices. Once the employee verifies a legitimate invoice, she authorizes payment by initialing it and forwarding the bill onward for payment.
At Henrico’s Hardware, why does one person authorize payment and another person make the payment? Why is this control necessary? Why not simplify matters by having the same person authorize and pay the bill?



The Paint Store is growing so fast that the owners can’t keep up with the bookkeeping aspect of the company. They can barely keep enough salespeople on the floor to assist all of their customers. As soon as they hire an accountant to help sort out their actual earnings and expenses, they find out that when customers report discrepancies on their statements, no one has been trying to reconcile the problems.
What are the internal control problems at The Paint Store? How could they be remedied?



Wally’s Warehouse Stores pays employees to check customers’ receipts as they leave. These clerks look to see that the items on the receipt are the same as the items in the basket. Their job is to make sure that no extra items are in the basket and that customers don’t leave without all of the items they paid for. Once the items on the receipt have been verified as the items in the basket, the clerk draws a line with a permanent marker through the receipt.
Why does Wally’s Warehouse Stores draw a line through its customers’ receipts upon leaving? Why is this control necessary?
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Segregation of duties separates handling of assets
from recording assets
B

« Segregation means to keep separate.
« Only authorized transactions are allowed.
« One person handles cash or other assets.

« Another person handles recording of assets.

What are some examples of segregation of duties?
How does segregation of duties safeguard the
company’s assets?
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Independent verification and documentation help to
identify discrepancies in employees’ work
B

« Many companies rotate duties
within the accounting department
so employees can verify each
other’s work.

« This enables workers to spot
discrepancies in the work of other
employees.

« Companies should have policies
about what files to keep, how
long to keep them, and how to
dispose of them properly.

What are some examples of rotation of duties?
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Internal controls safeguard company assets

« Internal control policies establish a standard for
employee honesty and accuracy.

« Internal control processes ensure adherence to that
standard.

« The business world uses six types of internal financial
controls:

o Strong leadership and a culture of integrity

o Sound personnel policies and supervision

o Security of assets, especially cash and inventory
o Segregation of duties

o Independent verification

o Documentation that supports valuations
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Cash controls are a record of cash used to transact

business
I

Make a record of all cash used to transact business:

» Cash register with tape

« Safe with manual
register stored nearby

« Daily cash deposits to
the bank

» Writing checks for all
cash expenditures

How do cash controls safeguard the company’s assets?





