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Choate and Choate is an advertising agency that employs 625 salespersons, who travel and entertain extensively. Each month, salespersons are paid both salary and commissions. The nature of their jobs is such that expenses of several hundred dollars

a day might be incurred. In the past, these expenses were included in each salesperson’s

monthly paycheck. Salespersons were required to submit their expense reports, with supporting receipts, by the 20th of each month. These reports would be reviewed and then sent to data entry in a batch. Suitable controls were incorporated on each batch during input, processing, and output. This system worked well from a company viewpoint, and the internal auditor was convinced that, while minor padding of expense accounts might occur, no major losses had been encountered.

As interest rates began to climb, the salespersons became unhappy. They pointed out that they were often forced to carry several thousand dollars for an entire month. If they were out of townround the 20th, they might not be reimbursed for their expenses for two months. They requested that Choate and Choate provide a service whereby a salesperson or his or her representative could submit receipts and expense reports to the accounting department and receive a check almost immediately.

Part A

Cash Receipts 

  Segregation of duties in the handling of cash is one of the most effective ways to gain control over this asset. No individual is to have complete control in the handling of cash. Specifically, no one individual’s duties should include the actual handling of money, recording receipt of money, and the reconciliation of bank accounts or with the state treasurer. Employees handling cash are to be assigned duties that are complementary to or checked by another employee.

A secure area is needed for the safeguarding and processing of cash received. Access to the secured area is restricted to authorized personnel only. The secured area is locked when not occupied. 

  Cash is protected by the use of registers, safes, or locks, and kept in areas of limited access.

  
Collections made over the counter or in the field are documented by the issuance of sequentially pre-numbered official receipts or through cash registers or automated cashiering systems. All such receipts are to be strictly accounted for and the reason for any missing documents determined and documented. Blank form receipts are not used. Receipts indicate mode of payment, such as cash, check, etc. The total dollar amount recorded on cash receipt forms, by mode of payment, is balanced daily to total cash, checks.

  
A balance and summary of all cash receipts is prepared daily. Any shortages or overages are carefully investigated and, to the extent possible, corrected.

  Receipts are deposited intact on a daily basis. In the handling of cash and making of deposits, security procedures that will best safeguard the cash asset are to be followed.

Authenticated, duplicate deposit slips are retained and compared with amounts recorded in cash receipts records.

Petty Cash 

Petty cash accounts, other than change accounts, are to be established and maintained as bank checking accounts whenever possible. Only minimal amounts of petty cash are kept on hand.  

Disbursements are handled in such a manner as to ensure that the proper funds and accounts are charged; that the disbursement is used only for authorized purposes; and that laws, rules, and regulations governing the disbursement are followed.

Controls are established to assure that all payments are made on a timely basis and in accordance with all purchase orders and contracts.

Controls are established to ensure that duplicate payments are not made.

Original invoices (or authorized facsimiles) totaling the amount of the disbursement are to be attached to each voucher before payment.

The custodian and a responsible supervisor take a physical inventory of the entire stock of blank warrants/checks on a monthly basis. The quantity and inclusive serial numbers of all warrants/checks on hand at the beginning of the period, and receipts, issues, voids, and warrants/checks on hand at the end of the period are recorded on an appropriate form. Separate forms are completed for each warrant/check series, and furnished to a designated supervisor by the warrant custodian. If the physical inventory agrees with the book inventory, certification of this fact, signed by the custodian and supervisor who assisted in the taking of the physical inventory, will accompany the forms. Any variance between the book or computed quantity of blank warrants/checks and the actual quantity determined by the physical inventory is to be reported to the designated supervisor immediately.

Unused credit cards and blank stock of Transportation Request forms are inventoried and kept under lock.

Persons who authorize commercial transportation are not to receive tickets or use the transportation.

The employee responsible for the choice of locations and facilities is to submit justification in writing to the agency head or authorized designee when a convention, conference, or meeting is held at a non state facility and involves attendance of ten or more state employees.

Purchases 

Pre-numbered purchase and field order forms are used and strictly accounted for by number.

Invoices are matched with purchase orders and receiving reports before approval for payment.

Invoice computations and pricing are verified before approval for payment.

Periodic evaluations of the performance of investment portfolios are to be performed by authorized personnel independent of investment portfolio management activities.

Receivables

There is a segregation of duties with regard to billing, collection, cash receiving, receivables accounting, and the maintenance of general ledger control accounts.

 Receivables are made a matter of record promptly upon the completion of the acts which entitle the agency to collect the amounts owed it. Separate accounts are to be maintained for each major category of receivables in order to ensure the clear and full disclosure of the agency's resources in its financial reports. 

Part B

Controls are established so that receivables are reported in the proper funds and accounts. Controls are established over completeness and accuracy of input, processing and output. Controls are established for error correction of rejected transactions. Controls are established over entry of data in on-line systems to restrict access to terminals and data entry to authorized employees. Password security should be established on an individualized basis. User controls include user reconciliation of output totals to input totals for all data submitted, internal reconciliation of file balances, and the review of outputs for reasonableness.

Controls are established over the use and retention of tape and disk files, including provisions for retention of adequate records to provide backup capabilities.

Controls are in place which safeguard and limit access to data processing equipment, tapes, disks, files, system documentation, and application program documentation to authorized employees. Written documentation of procedures are established and followed by computer operators. A written and tested contingency plan is in place providing for continued processing of critical applications in the event of a disaster to the computer facility.
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