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A control procedure designed to prevent the employee responsible for recording cash
received from customers from also handling or depositing the cash is essential for
maintaining the integrity of an organization’s financial processes. Such segregation of
duties reduces the risk of theft, fraud, and errors, ensuring that no single employee has
control over all aspects of a cash transaction from receipt to recording and deposit.
Implementing effective controls fosters transparency, accountability, and accuracy in
financial reporting, which are vital for organizational trustworthiness and compliance with
auditing standards.

Understanding the Risks Without Adequate
Segregation of Duties

Potential for Fraud and Theft
When the same employee handles both the receipt and recording of cash, they may have
the opportunity to misappropriate funds without detection. This dual control creates a
window for fraudulent activities, such as pocketing cash and falsifying records to conceal
theft.

Increased Error Risk
Human errors in recording cash received—whether accidental or intentional—are more
likely when responsibilities are not segregated. Without oversight, errors can go unnoticed,
leading to inaccurate financial statements.

Compromised Internal Control Environment
A weak control environment erodes organizational integrity, diminishes stakeholder
confidence, and increases vulnerability to compliance issues, especially during audits.



Core Components of a Control Procedure to
Segregate Duties

Implementing a robust control procedure involves establishing clear policies, physical
controls, and oversight mechanisms that ensure the employee recording cash is not also
responsible for handling or depositing it.

Segregation of Duties
The foundation of the control procedure is dividing responsibilities among different
employees or departments:

Cash Receipt Handler: Responsible solely for collecting cash from customers and1.
issuing receipts.

Cash Recording Employee: Responsible solely for recording the cash received in2.
the accounting system.

Cash Deposit Custodian: Responsible for depositing cash into the bank and3.
maintaining bank deposit records.

This separation ensures that no single individual controls all aspects of cash handling,
reducing the opportunity for fraudulent activities.

Physical Controls
Physical safeguards are necessary to prevent unauthorized access to cash:

Use of secure cash registers or cash drawers with limited access.

Locked cash storage areas or safes accessible only to authorized personnel.

Regular cash counts and reconciliations conducted by independent staff.

Authorization and Verification Procedures
Implementing approval processes adds layers of oversight:

Requiring supervisors to review and approve cash receipts and deposits.



Periodic audits by internal or external auditors to verify cash handling procedures.

Reconciliation of cash received, recorded, and deposited on a regular basis.

Documentation and Recordkeeping
Proper documentation ensures accountability and traceability:

Issuance of duplicate receipts for all cash received.

Maintaining detailed logs of cash received, including date, amount, and customer
details.

Recording deposit slips and bank statements for reconciliation.

Implementing the Control Procedure: Step-by-
Step

Step 1: Define Roles and Responsibilities
Clearly outline the duties of each employee involved in cash handling to prevent overlap:

Designate specific personnel for collecting cash, recording transactions, and
depositing funds.

Document these roles in written policies accessible to staff and management.

Step 2: Establish Physical Security Measures
Ensure cash is physically protected:

Use secure point-of-sale terminals or cash registers.

Limit access to cash storage areas through locks and access controls.

Implement secure transport procedures for deposits.



Step 3: Create a Cash Handling and Recording Process
Develop detailed procedures for each step:

The cashier receives cash from customers and issues a receipt.1.

The cashier documents the receipt in a log or electronic system.2.

An independent employee records the transaction into the accounting system,3.
referencing the receipt number.

The deposit custodian prepares the bank deposit based on recorded cash and deposits4.
it promptly.

Reconciliation is performed regularly to compare recorded transactions with bank5.
deposits.

Step 4: Conduct Regular Reconciliations and Audits
Periodic checks help detect discrepancies early:

Compare cash register totals with recorded transactions daily or weekly.

Reconcile bank deposits with cash received records periodically.

Schedule surprise audits to verify physical cash and records.

Step 5: Provide Training and Communicate Policies
Ensure staff understand their roles and the importance of controls:

Train employees on proper cash handling procedures and fraud awareness.

Communicate the organization’s policies on segregation of duties and internal
controls.

Monitoring and Improving the Control Procedure



Continuous Monitoring
Regular supervision and monitoring are crucial to maintaining effective controls:

Management should review reconciliation reports and audit findings.

Encourage staff to report any irregularities or concerns.

Use automated systems where possible to flag discrepancies or unusual activity.

Periodic Review and Enhancement
Control procedures should evolve with organizational changes:

Review policies periodically to adapt to new risks or operational changes.

Implement technological solutions such as automated cash recording and surveillance
systems.

Seek feedback from staff to identify weaknesses and improve processes.

Benefits of a Well-Designed Control Procedure

Implementing a control procedure that prevents the same employee from handling and
recording cash brings numerous advantages:

Reduces the risk of theft and fraud.

Enhances accuracy in financial reporting.

Provides a clear audit trail for all cash transactions.

Increases staff accountability and organizational transparency.

Supports compliance with regulatory and internal audit standards.



Conclusion

A control procedure designed so that the employee recording cash received from
customers does not also handle or deposit the cash is a cornerstone of effective internal
control systems. By clearly segregating duties, establishing physical and procedural
safeguards, and maintaining rigorous oversight through reconciliation and audits,
organizations can significantly mitigate risks associated with cash handling. Continuous
monitoring and periodic review of these controls ensure they remain effective and
adaptable to evolving operational environments. Ultimately, such a comprehensive
approach fosters a culture of integrity, accountability, and financial accuracy, safeguarding
organizational assets and enhancing stakeholder confidence.

Frequently Asked Questions

What is the primary purpose of a control procedure that
separates the recording of cash received from
customers?
The primary purpose is to prevent theft, fraud, and errors by ensuring that no single
employee has complete control over cash handling and recording processes.

How does segregating duties in cash handling enhance
internal controls?
Segregating duties reduces the risk of misappropriation and errors by requiring multiple
employees to be involved in different stages of cash receipt, recording, and reconciliation.

What are common methods used to ensure that
employees recording cash do not handle the physical
cash?
Common methods include having separate personnel for cash collection and recording,
using pre-numbered receipts, and implementing independent cash reconciliations.

Why is it important that the employee recording cash
does not have access to the physical cash?
This separation reduces the likelihood of embezzlement or theft, as the person recording
transactions cannot directly manipulate the cash balance.

What role do supervisory reviews play in a control



procedure designed to prevent employees recording
cash from handling physical cash?
Supervisory reviews provide an independent check on recorded transactions, ensuring
accuracy and detecting discrepancies or irregularities in cash handling and recording.

How can technology support a control procedure where
employees recording cash are prevented from handling
physical cash?
Technology such as point-of-sale systems, electronic cash registers, and audit trails can
automate recording and restrict physical cash access, enhancing control and accountability.

What are the risks if an employee who records cash
also has access to the physical cash?
The risks include potential misappropriation, fraudulent reporting, and reduced detectability
of errors or theft, compromising financial integrity.

How does implementing a control procedure where
recording staff do not handle cash align with best
practices in internal controls?
It aligns with best practices by promoting segregation of duties, ensuring independent
verification, and reducing opportunities for fraud and errors.

What steps should an organization take to effectively
implement this control procedure?
Organizations should establish clear policies, segregate duties, train staff, utilize technology
for recording and reconciliation, and conduct regular audits to ensure compliance.

Additional Resources
A Control Procedure Designed So That The Employee That Records Cash Received
From Customers Does Not have a critical role in safeguarding an organization’s assets
and ensuring the integrity of financial data. In the realm of internal controls, this specific
procedure addresses the potential for misappropriation, errors, or fraudulent activities by
segregating duties related to cash handling and recording. Properly designed control
procedures serve as both preventive and detective mechanisms, fostering accuracy,
accountability, and transparency within a company's financial processes. This article
explores the importance of such controls, the detailed mechanisms involved, and best
practices for implementation and monitoring.

---



Understanding the Rationale Behind Segregation
of Duties in Cash Handling

The Risks Associated with Combining Cash Receipt and
Recording Duties

When the same employee is responsible for both receiving cash from customers and
recording those transactions, several risks emerge:

- Misappropriation of Funds: An employee could pocket cash without recording it, leading to
theft.
- Fictitious or Inflated Sales Entries: An employee might record non-existent sales to inflate
revenue figures or cover theft.
- Errors and Omissions: Unintentional mistakes may occur if one individual handles multiple
aspects without oversight.
- Fraudulent Manipulation: Collusion between employees can occur if duties are not
properly segregated, potentially leading to financial statement misstatements.

By segregating these duties, organizations can significantly reduce these risks, creating an
environment where dishonest acts are more difficult to execute without detection.

The Principle of Segregation of Duties (SoD)

Segregation of duties is a foundational internal control principle that divides responsibilities
among different individuals to prevent any one person from having unchecked power over
a process. In the context of cash receipts, SoD typically involves:

- An employee responsible exclusively for receiving and safeguarding cash.
- A separate employee or department responsible for recording transactions.
- An independent reviewer or supervisor who verifies the accuracy and completeness of
records.

This structure ensures that errors or irregularities are more likely to be caught early,
maintaining financial integrity.

---

Designing an Effective Control Procedure

Developing a control procedure that prevents the employee who records cash received
from customers from also handling the cash itself involves a combination of physical,
procedural, and technological safeguards.



1. Physical Separation of Duties

The first layer of control is physical segregation:

- Cash Collection Point: Cash should be collected by an employee who does not have
recording responsibilities.
- Cash Custody: Cash should be stored securely in a cash register, safe, or locked cash
drawer, accessible only to authorized personnel.
- Deposit Procedures: Actual deposits to the bank should be performed by personnel
separate from those who record transactions.

This physical separation makes it difficult for one employee to both handle and record cash,
reducing the chance of misappropriation.

2. Use of Pre-Numbered Receipts and Documentation

Implementing standardized documentation offers transparency and accountability:

- Pre-Numbered Receipts: Issued to customers upon payment, these receipts serve as proof
of transaction and facilitate tracking.
- Duplicate Records: Maintaining copies or digital logs ensures that each receipt can be
verified against recorded entries.
- Segregation of Recording and Receipting: The employee who issues receipts should not be
involved in recording sales in the accounting system.

3. Independent Recording and Reconciliation

A separate individual or department should handle the recording of cash receipts:

- Data Entry: Actual recording in accounting systems should be performed by personnel
who do not handle cash.
- Reconciliation: Regular reconciliation of cash receipts, bank deposits, and accounting
records should be conducted by supervisors or internal auditors.

This separation ensures that any discrepancies between recorded data and physical cash
are promptly identified and investigated.

4. Implementation of Technological Controls

Technology can strengthen segregation procedures:

- Point-of-Sale (POS) Systems: Automated systems that record transactions immediately,
reducing manual entry errors.
- Access Controls: Limiting system access to authorized personnel ensures that only
designated employees can record or modify transactions.



- Audit Trails: Digital logs of transactions provide transparency and facilitate tracking of
adjustments or anomalies.
- Cash Management Software: Tools that link cash collection to recording and reconciliation
processes.

5. Supervisory Oversight and Review

Supervisors should regularly review cash handling procedures:

- Periodic Cash Counts: Surprise cash counts help prevent theft.
- Review of Reconciliations: Supervisors should examine reconciliation reports for
irregularities.
- Approval of Deposits: Bank deposits should be reviewed and approved by managers.

This oversight acts as a final checkpoint to ensure controls are functioning as intended.

---

Best Practices for Implementing the Control
Procedure

Effective implementation requires careful planning, training, and ongoing monitoring.

Training and Communication

- Staff involved in cash handling and recording must be trained on internal controls,
procedures, and the importance of segregation.
- Clear communication channels should be established for reporting irregularities or
concerns.

Documented Policies and Procedures

- Develop comprehensive manuals outlining roles, responsibilities, and procedures.
- Regular updates and staff acknowledgment reinforce understanding and compliance.

Regular Audits and Monitoring

- Internal audits should periodically assess adherence to segregation controls.
- Use of external auditors can provide an unbiased review of internal control effectiveness.
- Continuous monitoring helps identify gaps or weaknesses promptly.



Use of Technology for Real-Time Oversight

- Real-time dashboards and automated alerts can flag anomalies such as unusual cash
receipt patterns.
- Integration of POS systems with accounting software ensures data integrity.

---

Potential Challenges and Solutions

Implementing segregation controls is not without challenges, particularly in small
organizations:

- Limited Staff: Small teams may find it difficult to segregate duties effectively.
- Solution: Rotate responsibilities periodically and increase supervisory oversight.
- Cost of Technology: Advanced systems may be expensive.
- Solution: Invest gradually, starting with basic controls, and expand as resources allow.
- Resistance to Change: Employees may resist new procedures.
- Solution: Emphasize the importance of controls for organizational integrity and provide
training.

---

Conclusion: The Significance of a Robust Control
Environment

A control procedure that ensures the employee responsible for recording cash received
from customers does not handle the cash itself is fundamental in establishing a robust
internal control environment. Such segregation of duties minimizes opportunities for fraud,
reduces errors, and enhances the reliability of financial reporting. When complemented by
physical safeguards, technological tools, supervisory oversight, and ongoing monitoring,
organizations can significantly strengthen their defenses against theft and inaccuracies.

In a landscape where financial integrity is paramount, designing and maintaining effective
control procedures is not merely a best practice but a necessity. Organizations that
prioritize internal controls not only protect their assets but also foster stakeholder
confidence, regulatory compliance, and long-term sustainability.

---

In summary, implementing a comprehensive control procedure that isolates cash collection
from recording responsibilities is an essential strategy for organizations aiming to prevent
misappropriation, ensure accurate financial data, and promote a culture of accountability.
Through careful planning, technological support, continuous oversight, and staff
engagement, businesses can develop resilient systems that uphold the highest standards of



financial integrity.
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