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CHAPTER 5
Accounting Systems & Cash
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Although accounting systems will vary from business toNsihess, the following
broad principles will apply to all systems: costseffectiveness; flexibility to meet future

needs; adequate internal controls; effective fgportiing; and adaptation to
organizational

structure.
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Accountingsystem installation and revision involves three phases: (1) analysis of
information needs (2) design of the new system and (30 implementation of proposals.
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10 J s ylale

The internal control structure of an enterprise consists of the detailed policies and
procedures which provide reasonable assurance that an entity’s objectives will be
achieved.
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The internal control structure consists of three eIementsN\l) the control environment (2)
the control procedures and (3) the accounting@ystem.
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The control environmentirefersdo the overall attitude toward and awareness of the
importance of-controls by bath management and other employees.
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Control procedures are those policies and procedures that management has established
within the cantrol environment in order to provide reasonable assurance that enterprise
goals wilNoe'aehieved.
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General control procedures which can be integrated throughout the accounting
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system include the following:
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Competent personnel and rotation of duties, assignment of respansibility, separation of
responsibility for related operations, separation of operations and-agcounting, proofs and
security measures, and independent review.
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The accounting system is an integral part ofthe €antrol structure because it provides the
information needed by management t@®plan anddirect operations in achieving enterprise
goals.
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It is neGessary to safeguard cash effectively because of the ease with which it can be
transferred.
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One of the major devices for maintaining control over cash is the bank account.
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To obtain the most benefit from a bank account, all cash received must be deposited in
the bank and all payments must be made by checks drawn on the bank or from special
cash funds.
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Periodically, the bank mails to the depositor a statement of acgaunt.
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This statement of account should ke recociled with the depositor's records by preparing a
bank reconciliation.
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This bank recongiliation is divided imto two major sections:
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One sectiga®begins with the balance according to the bank statement and ends with an
adjusted batance;
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The other section begins with the balance according to the depositor’s records and also
ends with an adjusted balance.
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After all reconciling items have been considered, the two amounts designated as the
adjusted balance must be equal.
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After a bank reconciliation has been prepared, the items which%pear inthe section of
the bank reconciliation beginning with the balance according to’the depositor’s records
must be entered into the accounting records throughithe/use’of journal entries.
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The bank reecenciliation is an important part of the system of internal control over cash.
Ao W g g @S (A0 58S e 3l (e i (L O e 90

Other controls of cash receipts include the separation of responsibilities for recording
cash transactions from the handling of cash, the use of a cash short and over account for
differences between recorded receipts and actual receipts, and the use of cash change
funds.
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One of the best systems for establishing control of cash payments.is the\use of a voucher

system. \
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A voucher system is made up of records, methods, and procedures used in proving and
recording liabilities and in making ard rgzording cash payments.
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A voucher system usx(l) vouchers, (2) a file for unpaid vouchers and (3) a file for paid
vouchers.
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Because of the importance of taking advantage of all purchases discounts, a business
may use a separate account, called Discounts Lost, to account for any discounts not taken
during the discount period.
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When this method is used with the voucher system, all vouchers @are prepared and
recorded at the net amount, assuming that the discount will be takem;
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A special cash fund, called petty cash, may be useddy a%siness to make small payments

that occur frequently, for which payment by.cheekywould cause delay, annoyance or
excessive expense of maintaining records.
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The amount of meneymaintaingd)in a petty cash fund is placed in the custody of a
specific employee, who authorizes disbursement of the fund according to specific
restrictionsgas.to maxtmum amount and purpose.
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When the amount of money in the petty cash fund is reduced to a predetermined
minimum amount, the fund is replenished.
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Other cash funds may be established by businesses for purposes such as travel expenses,
selling expenses, and other operating expenses.
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Electonic funds transfer is a payment system that uses com%léterized electronic impulses
rather than paper (money, checks, etc) to effect cashitrafasactions.
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EFT is bedinning to play an importarNolé in retail sales and in processing cash
payments and cash receipts.
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MATERIAL FOR TRANSLATION

Internalconirol is a set of policies and procedures designed to provide reasonable
assurancethat'we prevent or detect errors or irregularities on a timely basis.
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The elements of the internal control structure are the control environment, the
accounting system,and the control procedures.

Basic procedures internal control include proper authorization of transactions and
activities; separation of duties; design and use of adequate documents and records;

adequate safeguards over access to and use of assets and records; andperiodic internal
review of performance and proper valuation of recorded amounts. \

To prevent misuse of funds, we must establish individual r‘e%ponsibility for each step in
the flow of cash. \

A\
We should deposit total cash receipts N&t daily and make payments by company check,
not with cash.

ooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo

N\

ooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo

To establish the petty cash fund, we write a check to the order of the fund custodian, who
cashes it at the bank.
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The custodian is responsible for the safekeeping of the money and the signed receipts for
the cash, called petty cash vouchers.

Whenever cash is disbursed, a voucher is completed and signed by the custodian and the
person receiving payment.

\,
Unannounced inspections should be held to verify that the ametit ofeash plus vouchers
equals the fund balance. \
\\

ooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo

3)Compare the bank’s special’debits and credits with the company’s books to see if the
amounts have already been recorded.

4)List any errors.in thebank’s or the depositor’s records that become apparent during the
first thrgeysteps.

Make entyis to update the company’s acounts so that the Cash balance agrees with the
adjusted balance in the bank reconciliation.

We make entries for the items from the reconciliation that either increase or decrease the
balance per books.
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This system verifies, classifies,and records expenditures.

ooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo

ooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo

The system separates the duties of reporting the receipts of goodssor services, authorizing
expenditures, and signing checks.

ooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo

Several members of the organization must provide verificationbefore-wewrite checks.

.............................................................................. 2. P .. ..

Invoices, purchase orders, and other supporting docume&ts\srovide evidence for the
voucher.

oooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo
.

AN
Make an entry in the Credit VoucherNyable column for the amount due on each
voucher.

ooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo

Make entries in oneyef the special\debit columns or in the Other Accounts column for the
account or accounts to'be debited

To record€heck payments in the check register, enter transactions in the order in which
checks@re wyitten.

ooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo

When entering a check, enter the date of payment and check number in the Paid column
of the voucher register.
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TRUE-FALSE QUESTIONS

Write The Letter T or F In The Parentheses

1)A good system of internal control can prevent fraud even if several dishonest employees
actin collusion.( )

2)The three stages of system installation are analysis, design,.and impk@entation.( )

3)Administrative controls and general controls are the two typeNf interpal controls.

() )
N\

N\
4)The total of the sales journal is posted as a debit te-8ales and a credit to Accounts
Receivable.( )

5)A general ledger account made up‘@&many ingividual accounts is called a Control
account.( )

.

N\

6)A good internal control over_cash isX hessure that the individual controlling the cash
asset always controls thesrecordsifor the.cash.( )

7)A voucher system is used to prevept’a company from paying fictitious invoices for goods
and services neverreceived.( )

8)When a hank reco%iliation Is prepared, the company will need to make an entry for
each item addedto or |deducted from the balance in the checkbook but not for the items
added to or deducted from the bank statement balance.( )

9)Cash'short@and over will have a credit balance when accumulated shortages exceed
accumulated’overages.( )

10)When a voucher system is used, a purchases is unnecessary.( )

11)In accounting, the term cash includes checks, money orders, government bonds, and
postage stamps.( )

12)Whenever possible, cash payments should be made by check.( )
AA
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13)The replenishment of petty cash includes a debit to the Petty Cash account.( )

14)If cash shortages are greater than cash overages, the Cash Short and Over account
will have a debit balance.( )

15)depositing cash daily is an internal control over cash.( )

16)The bank reconciliation should be prepared by a person who doesinot handle cash or
cash transactions.( )
17)The main purpose of a bank reconciliation is to adjust the balance% depositor’s
records to the balance per bank.( )

\

18)To bring the Cash account in the general ledger up-to-date after the bank
reconciliation has been prepared, a journalentry should\% de for checks outstanding.

()

19)The voucher system provides a'@ompany-withinternal control over cash receipts.

)

20)When a voucher system is used; th%)}son in charge of the check register will debit
Voucher Payable when a check.is written.{= )

21)Separation-of/duties is aminternalcontrol.( )

22)A debit balancejthe Cash Short and Over account at the end of the period is shown
as revenue on the in&me statement.( )

23)Cashseconsists of money or any medium of exchange that a bank will accept at face
value fogdepostt:( )

24)The tudividwal customers’ accounts could be placed in a separate ledger called a

subsidiarytedger.( )

25)The susidiary ledger would be represented in the principal ledger by a summarizing
account called a controlling account.( )

26)1If one employee is permitted to handle all aspects of a transactions, the danger of
fraud is decreased.( )

A4
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27)The purchasing department is not authorized to order goods unless it has first received
a purchase requisition.( )

28)The company which receives an order considers that a sale has been made before the
merchandise is delivered.( )

29)Issuing a credit memorandum has the same effect upon a customer’s account as does
receiving payment from the customer.( )

30)An employee with authority to issue credit memoranda may be allm%d to handle cash
receipts from customers.( )

\

SELF-TEST QUESTIOINS
Q ¥

1)The detailed procedures adopted by management{o@direct operations so that enterprise
goals can be achieved are termed:

a)internal controls B)systems)analysis
c)systems design d)system implementation
.\‘
\

2)In preparing a bank reconcliation, thie amount of checks outstanding would be:
a)added to the-bapk balance.accarding/te’the bank statement.

b)deducted from/the bank balance aceording to the bank statement.

c)added to the banksbalance accoiding to the depositor’s records.

d)deducted from the bank balance according to the depositor’s records.

\

3)Journabentries based’on the bank reconciliation are required for:
a)additions®othe bank balance according to the depositor’s records.
b)deduetions/from the bank balance according to the depositor’s records.
c)both aVand b

d)neither a nor b

4)A voucher system is used, all vouchers for purchases are recorded at the net amount,
and a purchase is made for $500 under terms 1/10, n/30.
a)Purchases would be debited for $495 to record the purchase.

\R%
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b)Discounts Lost would be debited for $5 if the voucher is not paid within the discount
period.

¢)If the voucher is not paid until after the discount period has expired, the discount lost
would be reported as an expense on the income statement.

d)All of the above

5)A petty cash fund is:
a)used to pay relatively small amounts.
b)established by estimating the amount of cash needed for disbursements of relatively

small amounts during a specified period. \
c)reimbursed when the amount of money in the fund is reducedito a‘predetermined
minimum amount.
d)all of the above ) \
N\
~\

6)Which of the following statements best describes,the system of internal control?
Measure intended to:

a)keep the business operating in accardance with the plans and policies of management.
b)prevent theft or misuse of company assets.

c)ensure the accuracy and reliability @f4he accounting records.

d)identify the person or persons respo%)l “for errors or unauthorized activities.

7)Morrison Company paid ajpurchase invoice for merchandise that was never received.
This error couldhaye been prevented had Morrison’s accounting department followed a
practice of :

a)recording purchas*@&by the net price method.

b)comparingpuirchasginvoices to purchase orders.

c)accouating:for the serial sequence of purchase requisitions.

d)none ofthe above

8)Garret Company is a small business that uses only a general journal. The company
makes approximately 70 credit sales each month. If the company were to use a one-
column sales journal in recording these transactions:

a)the number of transactions to be journalized each month would be significantly
reduced.

b)the number of credit sales transactions posted to the general ledger each month would
be reduced by almost two-thirds.

YA
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c)only one amount would be posted each month to the accounts receivable subsidiary
ledger.

d)monthly credit sales could be entered in the genaral ledger by posting a single amount
to two different accounts.

9)Which of the following statements about computer-based accounting systems is false?
a)Sales transactions can be recorded in the accounting system atthe time that the
salesperson “rings up” the transaction.
b)The concepts of special journals and subsidiary ledgers do not apptyte computer-based
systems. AN
¢)The need for manual posting to ledger accounts may be eliminatedenticely.
d)data economically may be rearranged in a number of differeNvays t assist in
managerial decision making. )

N\,

.

10)Which of the following practices contriputes tesefficient cash management?
a)Never borrow money — maintainsa cash pbalance'sufficient to make all necessary
payments.

b)Record all cash receipts and cash payments at the end of the month when reconciling
the bank statements. 4

c)Prepare monthly forcasts of pIanneK%h receipts, payments and anticipated cash
balances up to a year in advanee.

d)Pay each bill as soon as the 1¥0ice arrives.

11)Each of the following measures strengthens internal control over cash receipts except:
a)the use of a vougher system.

b)preparationief a datly listing of all checks received through the mail.

¢)The deposit-0f tash feceipts intact in the bank on a daily basis.

d)The use of. cash regtsters.

12)When a'voucher system is in use:

a)the voucher and supporting documents are perforated when the check is prepared for
signature.

b)the finance department signs the check and perforates the voucher and supporting
documents.

¢)the accounting department does not have access to the perforated vouchers and
supporting documents.

Y4
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d)the finance department signs the check and returns the signed check to the accounting
department to be mailed.

13)A systems analyst would most likely discover the system needs of an organization
during:
a)system investigation b)system design c)system implementation d)system use

14)A decision to go ahead with a costly computer system because af potential sales loss
and customer discontent is probably a result of application ofithe:

a)cost-benefit principle b)control principle

c)compatibility principle d)flexibility principﬁé\

15)Special-purpose journals have come into existence primaritybecatise most businesses
have many transactions that: )

a)are difficult to classify. b)fall intonew categories.

c)use only a very few ledger accounts. d)are easy to classify.

16)The total of a one-column sales journ@alwould be posted as a :
a)debit to Sales and a credit to Accou ts\eceivable.

b)debit to Accounts Receivable_and a‘Creditito Sales.

c)debit to Cash and a credit to'Sales.

d)debit to Sal€s and a creditite. Cash

17)Each eniRin the%urchases journal requires that an entry be made in:
a)the general journal b)the accounts payable ledger
c)the generaNedger d)the purchases account

18)The daily total of sales for cash is recorded in the :
a)sales journal b)purchases jurnal c)cash
disbursements journal d)cash receipts journal

19)One advantage of a multicolumn purchases journal is that it:
a)minimizes use of the general journal.

Y.
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b)eliminates the need for the accounts payable subsidiary ledger.
c)includes purchases on credit and for cash.
d)records only credit sales.

20)A company that has four special journals and a general journal would probably
record which of the following in the general journal?

a)A sale on credit b)A purchase on credit

C)A sales return d)A purchase discount

\

21)Failure to post the receipt of a customer’s payment in the customer’s account in the
subsidiary ledger will most likely be discovered when: AN

a)the cash receipts journal is totaled and crossfooted: \ :

b)the trial balance is prepared.

c)the total of the subsidiary ledger is compared tethe balance of the accounts receivable
controling account.

d)the assets are compared with the liaBilities andowner’s equity on the balance sheet.

.

N\
\

22)When special journals are used; adjusting and closing entries are generally recorded
in the:

a)cash disbursements journal b)cash receipts journal

c)general journal d)purchases journal

\

23)Whichrof thefollowing figures would not be posted to a ledger account?
a)The cashieredit column total in the cash disbursements journal.

b)The sundrydebit column total in the cash disbursement journal.

¢)The purehase debit column total in the purchases journal.

d)The accounts receivable debit column total in the sales journal.

24)0On a bank reconciliation, which of the following would be added to the balance per
bank?
a)outstanding checks b)deposits in transit

Y
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c)interest on balance d)service charge

25)Which of the following items appearing on a bank reconciliation would require a
journal entry?

a)outstanding checks b)deposits in transit

c)interest on balance d)adjusted cash balance

AN
26)The entry to replenish a $50 petty cash fund that has $20 cash and'ajkeceipt for $30 of

postage would include a credit to: N
a)cash b)petty cash c)potage expense” ¢ (%repaid postage
N\
\

27)The internal control structure gncompasses alk‘the following items except the :
a)attitude of management toward contkols.

b)accounting records and system.

c)amount of autonomy held by various (%;sions within a company.

d)specific procedures for controlling (&n ctions.

28) The separatian of duties means that with regard to a particular asset or transaction,
separate individuatssshould be rgsponsible for authorization, custody, and
a)approval Q{ecordkeeping c)control d)protection

29)Which®@fthe following is least likely to lead to a breakdown in internal control?
a)Humap.eerors and mistakes

b)Employees'earrying out duties as prescribed

c)Management taking full control of an operation

d)Two employees working together to steal asset

30)Which of the following documents should be presented and agreed upon before check
authorization is prepared?

YY




P .
L0y i www.lTmarch.blogfa.com Rl

a)Purchase requisition and purchase order
b)Purchase order and receiving report

c)Purchase requisition, purchase order, and invoice
d)Purchase order, onvoice, and receiving report

31)The voucher system strengthens internal control by requiring.that a voucher be
prepared to authorize payment of a liability at the time that it is:
a)paid b)incurred c)planned d)audhted

N\,

32)To assist in making timely payments, the unpaid wuchers ar&iled -
a)voucher number. b)date of authorization. c)due date\ d)check number.

~

33)Under the voucher system, at the end of the-aceeunting period the amount of
Accounts Payable on the balance shegtwould egqual the :

a)total of the schedule of unpaid vouchers.

b)amounts paid to the creditors duringithe dccounting period.

c)the total of the subsidiary accounts payable file.

d)none of the above

34)The most liquid agset and alse’the one most subject to theft and fraud is:
a)noncashzasset \ b)check c)cash d)current asset

35)A payment of cash for purchase of merchandise would be recorded in the:
a)purchases journal b)cash payments journal
c)sales journal d)cash receipts journal

36)When an imprest petty cash system is in use:

a)Petty cash is debited only when the fund is replenished.

b)The general bank account is debited only when the fund is established.
c)Small payments are made out of cash receipts before they are deposited.

YY
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d)No entry is made in the petty cash account when the fund is replenished.

37)When a manual accounting system (including special journals, controlling accounts,
and subsidiary ledgers) is in use:
a)No posting to any ledger is performed until the end of the month.
b)the sale of merchandise for cash is recorded in the sales journal.
¢)The special journals should be reconciled daily with the general\journal.
d)The total of the purchases journal is posted at the end of the monthijas a debit to
purchases and a credit to accounts Payable.
\

38)When a general journal and special journals for sales, parehasesycash receipts, and
cash payments are in use, which of the following iSipot rué&

a)Every transaction involving the receipt of cash is regorded in the cash receipts journal
regardless of how many accounts are affected@ysthestransaction.

b)The purchase of office equipment for cashyis re€orded in the purchases journal.

¢)At month-end the total of the purchases jourmal 1s posted as a debit to Purchases and a
credit to Accounts Payable.

d)All entries to adjust and close the accegﬂs at the end of the period are made in the

general journal. \ v

39)An important:advantage of centrotling accounts is that their use makes it possible to:
a)reduce the numberef columnsin special journals.

b)reduce the numbegof accounts in subsidiary ledgers.

c)reduce the numbe%f subsidiary ledgers.

d)reduce_the_.number ofaccounts in the general ledger.

40)The totalef single-column sales journal is posted at the end of the month:
a)as a debit to Accounts Receivable and a credit to Sales.

b)to the Sales account, Cash account, and Accounts Receivable account.

c)to the Sales account only.

d)as a debit to Sales and a credit to Accounts Receivable.
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41)During the preparation of a bank reconciliation, you notice that a paid check for $630
had been recorded erroneously in the cash payments journal as $360. To complete the
bank reconciliation, you should:

a)deduct $270 from the balance per the bank statement.

b)deduct $270 from the balance per the depositor’s records.

c)add $270 to the balance per the depositor's record.

d)add $270 to the balance per the bank statement.

42)In posting from the purchases journal to the subsidiary ledger,\@n @Qployee posts a
purchase of $880 as $808. He should become aware that an erter has eccurred:
a)when the general ledger trial balance is taken. \

b)when the purchases journal is totaled.

c)when the subsidiary ledger is reconciled with the control‘%count.

d)when the control account is posted. \ ’

43)In preparing a bank reconciliatiof, & servicegharge shown on the bank statement
should be:

a)added to the balance per bank stateme'h{.

b)added to the balance per the deposi%gs records.

c)deducted from the balance perthe bank 'Statement.

d)deducted from the balance perithe depositor’s records.

44)One of the threg B&sic elements of the internal control structure for a business is :
a)NSF checks: b)the petty cash fund. c)the
indepengdentadditor. d)the contron environment

45)A methed’ef strengthening internal control over cash transactions is:
a)the preparation of monthly bank reconciliations.

b)the use of a voucher system.

c)separation of duties involving handling and recording cash.

d)All of the above
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46)When using an imprest petty cash fund, we record expenses:
a)when the fund is established.

b)when a payment of an expense is made from the fund.
c)when the fund is replenished.

d)at none of the above times

47)An item not deducted from the balance per books is:

a)a customer's returned NSF check.

b)a check for $57 recorded as $75 in the check register.

c)a check for $75 recorded as $57 in the check register. \
d)the cost of a bank service charge.

\,
48)In the journal entries to adjust the cash account followi%] a bank“reconciliation, debit
the amount of an NSF check to: \ 4
a)NSF check expense b)Accounts Receivable
c)Cash d)Bank servige-charge expense

. —~
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