CHAPTER X
INTERNAL CHECK AND CONTROL

1, Fraud

An aver pressing problem confrontinpg business
it fraud, Fraud is a false representation oi facts
made with a knowledgoe of its falachood or racKlessly
without bellel in its truth, with the intention that
it should be acted upon by the cemplaining party, and

actually inducing him to act upon it.

In businessa the prevention of fraud in the
books of accounts is more to be desired than teo
induca its deteg¢tiony It will be very rcmote
possibility to eliminate fraud altogethor,
irraﬁpectifs of deviees go Tar developed, But
material curteilment 1is posgible by Jjudiclous

application of tha prinedples of internal chock,

The accounting syatém must be desligned and
installed in auch a #ay that misappropriatinﬁ oi
cash and ather properties of the ollents could he
exopedingly difficult if not mltogether impoasiblo,
The =moro difficult it {s for am amployez to be able
to én?er hise tracts, the less shouid be the danger

from commissions of fraud of this character, The
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assurance ol a relatively gquick and automatic
uncovering of fraud of this type serves as the

most valuable deterrent,

Nao system éan be absolutely air-~-tight a3z to
fully er;dicufe fraud; It 1s qQuite inposeibvle Lo
device any aystem whieh will absmsolutely prevent
fraud, The most that can ba hoped for, is an
introduction of a system of internal chechk which
willl make it as diffiecult ag possible to carry out

dishonest practices,

2, BSvgtan of Internal Check

A sygtem of intoarnal check may be defined as
the coordination of a systewm of accounts and relatod
_office procedures in such o manner that the worl: off
one enpleoyee independently performing his own
prescribed dutics chocks continually the work of
another as to certain clenments involving the
possibility of fraud, Internal check is priunecipailly
a method whereby an intermal audit of the books and
raﬁords 1a carried out continuanlly by ataff eaployecs
separately performing their dutins, Briefly, the
phrage is a technical one usod to describe a situation
where more than one employee is respomsible fox
recording a transaction completely; no part of the

accounta or procedures should be under the ambsolute
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and independent control of any one pergon,

3, Purnoge of Internal Check

The purposa of internal check is to establigh
a maans of congerving and protecting theo asscis of
the buasiness. In other words, all asscts that acerue
to the busineas must all be received and accounted
for while fhe parting of all assets from the business
rust be leglitimate, properly authorized and accounted
for. Internal check in the business sgtavlishes

audit and minimizes fraud.

A few of the procedures for internal checlk and

control are outlined bolow,

With Respect ta Cosh Reeczints

All cash recolpts muast be propeirly receipued.
The offieial receipis must be pre-numbered, ard alli
numbers even if voided muat b2 eccounted for. This
elone cammot be expected to prevent fraud., A
dighonest cashier can easily nisappropriate funds
if he is to be ths cashier and booklkeeper &t the

Bama time,

Here are gome of the necessary precautionn

tg obsorve 1n order to prevent commission of froude
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1, Two or more bonded employees, nol comnecied
with the accounting departmeﬁt, should be assigned to
ﬁpen:all incoming mails and 1list all checks and monay
orders roeceived, The list shall be prepared in four
copies; one to accounting department; one to the
cashier {togethor with the cash}; one to the

treasurer, and one for the file,

2, No single individual in the accounting
dopartment ahould be mllowed to handle trangactions

relating to both cash receipts and cash disbursspents,

3, The cashier should not have acceas to the
cagh receipts journal, accounts receivable ledger,

and statements concerning cuastomers?! accounis,

4. All cash receipts should he deposited

daily in a bank account,

5. Each day's receipts should be gegrogated
and deposited intact and a carben copy of the banik

deposit slip kept readily availnble for aundit purposes,

6, The employee who prepares the monthly benk
reconciliation should he diffarent from the casghiar
but proferably onoe from the accounting department

who docea not keep the tcash books,

7. Receiving cashier should not be permitied

to open incoming mails.



81

With Respect to Cash Diaburscements

As a general rule, all cash dishursenents
must bo evidenc¢ed by an authorized voucher, Gther
precautionary measures to hae taken against fraudulent

disbursements of cash ared

l, A person other than the one who signos chocks

" should reconclle bank accounts,

2+ All checks presented for signature should
not only be accompanied by approved wvouchers but
nlso by other aupporting papers like the purchase
order, purchase invoic¢e, material recelving roport,
ete,

1, An individual who distributes tho pay
anvelopas to employees should not be the same porson

as the one who prepares the payroll chocks,

4§, The operating bank sceounts should be

ctalntgined on an imprest methed,

5« Petty Cash exponses should ba paid fram
the pettiy cash Tund which should also be on an

imprest basis.

6. Tha cashier should under no tiycumptsnces
be allowed to approve vouchers for payment, nor be

pereitted to aign checks,.



7+ Disbursements, except for petty cash, are

‘made by checks.

8., Checka muat bhe pre-~numbered, fully
accounted for, and gshould bs in the custody of the

treasurer.

9. Checka should he signed shortly before

paynent and nover too nuch in advanco.

10, ¥ouchers should bhe pre-~audited by a voucher
¢lork who hag neither a purehasing or disbursing

function,

11, Youchers and invelces are perforated or

mutilated as soon az paid,

12, Payroll and advances to employoca tuat he

antharizéd by the couptroller only,

13. Disbursementa for purchases ahall bde
supported by original purchese order, authority to
purehase, and original vendor's invoices, authoriiy
to ship gaods from vendor, and the criginal nateria?
racelved report with acknowledgmnent of recoipt of
the articles purchaged az per apecifications and

authorizatiaon,

14, No check should bhe drawn payable to bhoaror.

a2
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15, A maj Qjﬂﬁfgbar should sign vouchera for

disbursemants covered by invoice,

With Reapect to Accounts Receivablo

The perscon handling cash should not have
acecess to the nccounts receivable ledger, Other

precautionary measurce are:

1, One or more gemeral ledgor: control accounts
should be maintained over accounts receivable records.
The person responsible for preparing the monthly trial
balence of accounts receivable should net be allowed

access to the general ledger or general journeal,

2., All allowance and deductiona allowed to
customersa should be evidenced by a credit memorandum
duly approved by one or moro individuals not concerned

with the accounting department.

3. No account should be written off as bac debt
" without the written consent and approval of the board
of directors or dome members of the executive atairl

not affiliated with the accounting dapartment,

4, Persons in charge of customers ledgor must
not be given access to the incoming mailes and should
not he ordered to mall the custoiers! montily

statementa,
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5., Complaints and other communications from
customers are seuat to the treasurer directly f[rom

the mnil desgk,

6§, Monthly reports of past due accountsg are

preparod for the treasurer,

7. The control agver returns and diacounta
and othar credits to customers are to be maintained

by the treasuror and comptrgller,

With RHeapoct to Agcounts Payable

The general rule is that a2ll sccounts
payable ahould be evidenced by an unpald approvecd

vgucher, Other precautionary mensures are!

l. A member of the mcocounting department
should verify the mathematical accuracy and
axtenglion of all invoices and check tha guantity,
quality and prices noted in vendor's blll with the
purchaee order and material recoived roport before

‘the wvoucher is made for approval,

2. Whenevoer possible, diabursement checks
should be drawn by a person cthaor than the one

asglgned to prepare the wvoucher,
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1+ No invoice should be wouchered for payment
without being supported by an approved copy of

purchase ocrder and material received roport.

With Respect to Purchasas

All purchases should be evidenced by a

pur#haée order, Furthermore:

1, Purchase order should he madae only upo:

recelpt of duly approved purchase requigition.

2, Purchase requisition shall be made only
when the stock reaches the minlihunw requiromenta or

whoen out of stock.

Whan the amount of purchases are large, vendors
may even be asked to submit bids, The bida or
guotations must be opened by a committee or group of
porsong not connected with the purchasing departiment,
The bids are listed and scheduled, The lowest
bidder 1s not always awarded the contraect; Tha
bidder to be awarded should be a feputable rondor
who can be able to meet the requiremcnts and to

comply with the contract,

Hith Respect to Sales

Sales should always he evidenced by a duly

approved sales invoice whiech must be pre-numbered,
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A11 thd numbars shall he accounted for even il

voided, Other precautionary measursesa are:
l., Use of cash register for caszh aales,

2, Approval of all credit sales by the

Sales Manager of by the Credit Department,

3. Preparing sales invoices in multiple
copies to be distributed to the shipping and

accounting departments, eitc.

b, Periodiec tegts to determine whether or not
the instructions given to the snles clerk and shipping

clerks are being carried out,

.5. Preparing shipping invoices for all goods

that have alrendy left the astores,

With Respect to Storas

No article should leave the storeroom excapt
to fill a duly approved issue requisition, Other '

precautionary steps to be chserved are:
1, Uge of stock cards,
2, Use of Material Received Repori

3. The porson keeping the stock cards shiould

not be given acecess to the storercom,
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I, Periodic inventories are taken and the
results compared with the balance appearing on the

stock card.

k. Other Forhsz of Internal Check

Other forms of internal check worth mentioning

erc a3 follows:
l. Use of accounting machines,

2, Grant of vacation to employees or rotation

of their duties.

3. Routing supporting documents through
different channels, each one having o separate record

of game, -

4, Providing for controlling accounts, IT
both records are posted, one with totals and the
other by datails, the discrepancies can be detaected

nraoptly.

5. Counter asignature by some respongible

employaes on ecertain transacticons needing approval.

6. Bonding empleyeecs who are nssigned to

handle important transactions.

Te Internal Audit at irregular intervals.
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5; Limitations of Internal Checl

Bonding an employee 1s o device to prevent
logsea thfough fraud, This and ell others are but
a means for harassing dishonest employeags in com-

mitting fraud even when strongly tempted,

A good system of internal c¢heck may be
desigﬁed, but some employees may fall to follow the
procedure prescribed. Hénne, the efficacy of internal
check 18 diminishoed, There is, ofcourse, no betier

suehgtitute for tﬁe personal honeaty of the omployaas,
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