Running Head: INTERNAL CONTROL.		2

INTERNAL CONTROL.		2




Internal Control Systems
Student’s Name
Date of Submission











Part 1
Internal controls are procedures, rules, and mechanisms that a company implemented to ensure the integrity of the accounting and financial information for fraud prevention and promote the accountability of the entity. The internal controls play critical roles in a business besides laws and regulations compliance and the prevention of the workers from committing fraud and stealing the assets. They assist in improving the operations' efficiency and effectiveness by improving the timeless and accuracy of financial reporting. Therefore, it is essential to always identify the weaknesses in the internal controls and the required improvements required to be undertaken to enhance the accounting and financial information integrity.
In the recommended system by John to Natalie, there exist several internal control weaknesses that include: holding of cash for fifteen days and having the money locked in a vehicle by a person. This is a considerable weakness to the internal control since there is a risk of theft of the cash in such a case. Additionally, it may not be easy to access the trustworthiness of the individual locking the money in the vehicle and the security of the company's money. The other risk is the checks to be written and signed by the same individual.  This is a major internal control limitation since there exists a possibility of fraud.
Additionally, the action goes against the duties' principle of segregation. Bank reconciliation preparation by the individual keeping the accounts is also a weakness in the internal controls. This is because it offers a chance of committing fraud and hiding it very quickly. Besides, it is against the independent review principle.
Keeping the business's accounting records in a personal laptop of an individual is another weakness in the internal control system recommended by John since it is a vulnerable fraudulent alteration. Another contributor to fraud is the writing of checks by individuals for themselves. An Individual's writing of check by himself creates a high probability of risk; thus, it is an internal control weakness. Fraud by the employees can be committed by the employees and assets thefts whenever there are loopholes in the internal controls. Defects in the internal control create a high probability of fraud that might affect the business in many aspects, including leading to bankruptcy.
Therefore, it is essential to ensure that there are no or minimum weaknesses or limitations in internal control.  this requires necessary recommendations and improvements opts to be done in the particular internal control. In the given scenario for the recommended system to Natalie by John, the following improvements opt to be done to enhance the system's effectiveness and efficiency. The first improvement is to ensure that the cash is deposited on a daily basis to the bank. This will help in reducing the risks involved, including fraud. Depositing of the cash in the bank guarantees the company's finance and safety as it provides evidence and records of all the performed transactions.
The other improvement of the system is Natalie should always be the one responsible for signing the cheques. The only responsibility that should be tasked to John is writing the cheques and the authority to sign then remain to Natalie only. Additionally, the bank reconciliation opts not to be prepared by John since he keeps the accounts. Therefore, the bank reconciliation should either be prepared by another employee who is not involved in the maintenance of the accounts or by Natalie herself. Additionally, the accounting records of the business should not be kept on the personal laptop John. The records opt to be saved in a computer that is within the office of Natalie. Also, writing of checks should not be allowed to John by himself. They should be written and signed by Natalie for John’s payments. Finally, regular independent accounts review and financial statements prepared by John should be performed by Natalie.
Part 2
COOKIE CREATIONS INC
Bank Reconciliation
30th June 2017 
	30th June Bank Unadjusted Balance
	
	3359

	Add: Transit Deposits
	110
	

	Add: Bank recording check error
	27
	137

	Less outstanding cheques
	
	

	# 595
	238
	

	# 604
	297
	535

	30th June bank adjusted balance
	
	2961

	
	
	

	30th June unadjusted bank balance
	
	3224

	Less: recording depositing transaction error
	
	

	(125-155)
	 30
	

	Check on NSF
	 100
	

	Fee on NSF
	 35
	

	EFT (TELUS)
	 85
	

	Charges on bank
	 13
	263

	30th June balance adjusted on the books
	
	2961



	Date
	Accounts Title
	Dr 
	Cr 

	30-Jun
	Bank service charges/ Misc. expenses
	13
	

	
	               Cash
	
	13

	
	Bank service charges
	
	

	30-Jun
	Services
	30
	

	
	             Cash
	
	30

	
	
	
	

	30-Jun
	Telephone
	85
	

	
	             Cash
	
	85

	
	
	
	

	30-Jun
	Accounts receivable (35+100)
	135
	

	
	             Cash
	
	135


 
Cash balance on 30th June in the current assets section is $2961
