Chapter 4

Internal Control and Cash

 (10 min.)  S 4-5
	Switzer Ltd.

	Bank Reconciliation

	August 31, 2011

	BANK
	BOOKS

	Balance, August 31
	  $3,405
	Balance, August 31
	   $2,500

	Add:
	
	Add:
	

	
Deposit in transit
	       500
	
Bank collection
	        550

	
	    3,905
	
Interest revenue
	          10

	
	
	
	     3,060

	
	
	Less:
	

	Less:
	
	
Service charge
	(20)

	
Outstanding cheques
	    (900)
	
NSF cheque
	      (35)

	Adjusted bank balance
	  $3,005
	Adjusted book balance
	    $3,005


Switzer has cash of $3,005.

 (5 min.)  S 4-6
	Aug.
	31
	Cash………………………………………..
	550
	

	
	
	
Accounts Receivable………………...
	
	550

	
	
	Collection on account.
	
	

	
	
	
	
	

	
	31
	Cash………………………………………..
	10
	

	
	
	
Interest Revenue……………………...
	
	10

	
	
	Interest earned on bank balance.
	
	

	
	
	
	
	

	
	31
	Miscellaneous Expense………………...
	20
	

	
	
	
Cash…………………………………….
	
	20

	
	
	Bank service charge.
	
	

	
	
	
	
	

	
	31
	Accounts Receivable……………………
	35
	

	
	
	
Cash……………………………………..
	
	35

	
	
	NSF cheque.
	
	


(5 min.)  S 4-7
It appears that the employee has stolen $1,000 (adjusted book balance, $3,600 – adjusted bank balance, $2,600). The adjusted bank balance is the company’s true cash balance, and the company books show more cash on hand. Therefore, the books must be incorrect.

 (5-20 min.)  E 4-15
a.
Miller has access to the cash collected, and he also prepares the cash report. With access to both items, Miller can steal cash and falsify his cash report by understating the number of cars in order to conceal his theft.

b.
Fisher prepares the purchasing order and also receives the goods. She can add some items to the purchase order and have these extra items shipped to a location she controls. When the goods come in, she checks the incoming shipment, so there’s no outside party to learn of her dishonesty.

c.
An external audit normally includes an examination of the client’s financial statements and the underlying transactions. With no examination of these important items, the auditor may reach the wrong conclusion about Mattson’s financial statements. People who lent money to Mattson or bought Mattson shares may make unwise decisions in their dealings with Mattson and lose money as a result.

Student responses may vary.

(10-20 min.)  E 4-19
	LeAnn Bryant

	Bank Reconciliation

	November 30, 2011

	BANK:
	
	

	   Balance, November 30
	
	$   604

	   Add: 
Deposit in transit
	
	846 

	   Less:
Outstanding cheques:
	
	

	            Cheque No.
	
	

	            

626
	$  25
	

	            

627
	  275
	    (300)

	   Adjusted bank balance
	
	$1,150 

	
	
	

	BOOKS:
	
	

	   Balance, November 30
	
	$1,197 

	   Less:
	
	

	      Correction of book error — 
	
	

	         Recorded $85 cheque as $58
	$  27
	

	      NSF cheque
	      8
	

	      Service charge
	    12
	      (47)

	   Adjusted book balance
	
	$1,150 


(20-30 min.)  P 4-43A
Req. 1

	Alta Vista Toyota

	Bank Reconciliation

	June 30, 2011

	BANK:
	
	

	   Balance, June 30, 2011
	
	  $  9,513 

	   Add: Deposits in transit ($1,060 + $337)
	
	      1,397 

	
	
	 10,910 

	   Less: Outstanding cheques —
	
	

	               Cheque No.
	
	

	               

3119
	$   632
	

	               

3120
	1,675
	

	               

3121
	100
	

	               

3122
	  2,413
	   (4,820)

	Adjusted bank balance, June 30, 2011
	
	  $  6,090 

	
	
	

	BOOKS:
	
	

	   Balance, June 30, 2011
	
	  $  4,665 

	   Add: EFT collection of monthly car lease
	$   326   
	

	


Bank collection of note receivable
	1,701
	

	


Book error — $1,390 cheque 
	
	

	


recorded as $1,930
	     540
	      2,567 

	
	
	      7,232 

	   Less: EFT payment of insurance
	$   219
	

	            
 Unauthorized signature cheque
	903
	

	         
 Service charge
	       20
	   (1,142) 

	Adjusted book balance, June 30, 2011
	
	  $  6,090 


(continued)  P 4-43A
Req. 2

A bank account helps control cash by providing a place for safekeeping. The bank also provides a detailed list of the company’s cash transactions that managers can compare to the company’s own cash records and thereby correct any book errors quickly.

The bank reconciliation helps control cash by ensuring that the company accounts for its cash transactions correctly and that the bank and book records of cash are correct. Also, the bank reconciliation establishes the balance of cash to report on the balance sheet. The bank reconciliation is a critical tool in the detection of fraud related to cash.








Financial Accounting   Fourth Canadian Edition   Instructor’s Solutions Manual

286
Copyright © 2012 Pearson Canada Inc.

Chapter 4     Internal Control and Cash
287

Copyright © 2012 Pearson Canada Inc.

