Practice Multiple Choice Questions for Payroll, Sales and Collections, Acquisitions and Payment Processes

1. The internal auditor is reviewing shipping procedures of a manufacturing company.  The auditor should be greatly concerned when

a. merchandise is shipped without an approved customer’s order.

b. invoiced prices on merchandise are not checked before the orders are shipped.

c. the sales department is not promptly notified when merchandise is shipped.

d. only one quotation on transportation costs is obtained.

e. transportation tariffs are not checked before merchandise is shipped.

2. Which of the following is an effective internal accounting control over accounts receivable?

a. Only people who handle cash receipts should be responsible for preparing documents that reduce accounts receivable balances.


b. Responsibility for approval of the write off of uncollectable accounts receivable should be assigned to the cashier.

c. Balances in the subsidiary accounts receivable ledger should be reconciled to the general ledger control account once a year, preferably at year end.

d. The billing function should be assigned to people other than those responsible for maintaining accounts receivable subsidiary records. 

3. Which of the following would be the best protection for a company that wishes to prevent the “lapping” of trade accounts receivable?

a. Segregate duties so that the bookkeeper in charge of the general ledger has no access to incoming mail.

b. Segregate duties so that no employee has access to both checks from customers and currency from daily cash receipts.

c. Have customers send payments directly to the company’s depository bank.

d. Request that customers’ payment checks be made payable to the company and addressed to the treasurer.

4. Matching the supplier’s invoice, the purchase order, and the receiving report normally should be the 

responsibility of the

a. warehouse receiving function

b. purchasing function

c. general accounting function

d. treasury function

5. To avoid potential errors and irregularities, a well designed system of internal accounting control in the accounts payable area should include a separation of which of the following functions?

a. cash disbursements and vendor invoice verification

b. vendor invoice verification and merchandise ordering

c. physical handling of merchandise received and preparation of receiving reports

d. check signing and cancelation of payment documentation

6. It would be appropriate for the payroll accounting department to be responsible for which of the 

following functions?

a. approving employee time records

b. maintaining records of employment, discharges, and pay increases

c. preparing periodic government reports as to employees’ earnings and withholding taxes

d. temporarily retaining unclaimed employee paychecks

7. Jackson, the purchasing agent of Judd Hardware Wholesalers, has a relative who owns a retail 

hardware store.  Jackson arranged for hardware to be delivered by manufacturers to the retail store on  

a C.O.D. basis, thereby enabling his relative to buy at Judd’s wholesale prices.  Jackson was probably able to accomplish this because of Judd’s poor internal control over

a. purchase orders

b. purchase requisitions

c. cash receipts

d. perpetual inventory records

8. To determine whether the system of internal accounting control operated effectively to minimize 

errors of failure to invoice a shipment, the auditor would select a sample of transactions from the 

population represented by the

a. customer order file

b. bill of lading file

c. open invoice file

d. sales invoice file

9. For effective internal accounting control, employees maintaining the accounts receivable subsidiary 

ledger should not also approve

a. employee overtime wages

b. credit granted to customers

c. write-offs of customer accounts

d. cash disbursements

10. Which of the following departments should have the responsibility for authorizing payroll rate 

changes?

a. personnel

b. payroll

c. treasurer

d. timekeeping

11. Which of the following control procedures may prevent the failure to bill customers for some 

shipments?

a. Each shipment should be supported by a prenumbered sales invoice that is accounted for.

b. Each sales order should be approved by authorized personnel.

c. Sales journal entries should be reconciled to daily sales summaries.

d. Each sales invoice should be supported by a shipping document.

12. To achieve good internal accounting control, which department should perform the activities of matching shipping documents with sales orders and preparing daily sales summaries?

a. billing

b. shipping

c. credit

d. sales order

13. Which of the following constitutes the most significant risk within the purchasing cycle?

a. Receiving department personnel sign receiving documents without inspecting or counting goods.

b. Large quantities of relatively inexpensive parts are stored in open areas near workstations to reduce production slowdowns.

c. Poor records of transfers between warehouses often result in unnecessary purchases and excess inventories.

d. Warehouse personnel do not compare quantities received to quantities shown on transfer tickets.

14. Upon receipt of a requisition, the stores manager initiates a three part purchase order.  Two copies go 

to the vendor and one copy stays in the stores file.  Upon receipt of the goods, the stores manager 

matches the purchase order with the invoice and forwards them to accounts payable for payment.  

Which of the following statements best describes the internal control over purchasing?

a. Adequate internal control exists.

b. Inadequate separation of duties exists.

c. Inadequate control over accounts payable exists.

d. Inadequate control over the requisition process exists.

15. Shipping documents should be compared with sales records or invoices to

a. Determine whether payments are properly applied to customer accounts.

b. Assure that shipments are billed to customers.

c. Determine whether unit prices billed are in accordance with sales contracts.

d. Ascertain whether all sales are supported by shipping documents.

16. An appropriate compliance test to confirm that only valid employees are on the payroll is to ensure that

a. Separate personnel folders are originated for each new employee.

b. Payroll checks are delivered directly to each supervisor by the payroll clerk.

c. Personnel places names on payroll only on the basis of written prenumbered authorizations.

d. Payroll bank accounts are reconciled monthly by appropriate personnel.

17. Which of the following would be the most appropriate test to determine whether purchase orders are being processed on a timely basis?

a. Determine the dates of unpaid accounts payable invoices.

b. Compare dates of selected purchase orders with those of purchase requisitions.

c. Select a block of used purchase order numbers and account for all numbers in the block.

d. Discuss processing procedures with operating personnel and observe actual processing of purchases.

18. As payments are received, one mailroom employee is assigned the responsibility of prelisting receipts 

and preparing the deposit slip prior to forwarding the receipts, deposit slip, and remittance advices to 

accounts receivable for posting.  Accounts receivable personnel refoot the deposit slip, stamp a 

restrictive endorsement on the back of each check, and then forward the receipts and deposit slip to the 

treasury department.  Evaluate the internal control of the described process.  Which of the following is 

a reasonable assessment of internal control in this process?

a. Adequate internal control.

b. Inadequate internal control because mailroom employees should not have access to cash.

c. Inadequate internal control because treasury employees should prepare the deposit slip.

d. Inadequate internal control because of a lack of separation of duties.

19. Which of the following procedures, noted by an auditor during a preliminary survey of the payroll 

function, indicates inadequate control?

a. All changes to payroll data are documented by the personnel department on authorized change forms.

b. Prior to distribution, payroll checks are verified to a computer produced payroll register.

c. A separate payroll bank account is used and payroll checks are signed by the treasurer and distributed by personnel from the treasurer’s office.

d. All unclaimed payroll checks are returned to the payroll clerk for disposition.

20. Which of the following internal control procedures will most likely prevent the concealment of a cash shortage resulting from the improper write-off of a trade accounts receivable?

a. Write offs must be approved by a responsible officer after review of credit department recommendations and supporting evidence.

b. Write offs must be supported by an aging schedule showing that only receivables overdue several months have been written off.

c. Write offs must be approved by the cashier who is in a position to know if the receivables have, in fact, been collected.

d. Write offs must be authorized by company field sales employees who are in a position to determine the financial standing of the customers.

21. For the purpose of proper accounting control, postdated checks remitted by customers should be

a. restrictively endorsed

b. returned to the customer

c. recorded as a cash sale

d. placed in the joint custody of two officers

22. Proper internal control over the cash payroll function would mandate which of the following?

a. The payroll clerk should fill the envelopes with cash and a computation of the net wages.

b. Unclaimed pay envelopes should be retained by the paymaster.

c. Each employee should be asked to sign a receipt.

d. A separate checking account for payroll should be maintained.

23. A company policy should clearly indicate that defective merchandise returned by customers is to be 

delivered to the

a. sales clerk

b. receiving clerk

c. inventory control clerk

d. accounts receivable clerk

24. A CPA reviews a client’s payroll procedures.  The CPA would consider internal control to be less than 

effective if a payroll department supervisor was assigned the responsibility for

a. reviewing and approving time reports for subordinate employees.

b. distributing payroll checks to employees.

c. hiring subordinate employees.

d. initiating requests for salary adjustments for subordinate employees.

25. To conceal defalcations involving receivables, the auditor would expect an experienced bookkeeper to 

charge which of the following accounts?

a. miscellaneous income

b. petty cash

c. miscellaneous expense

d. sales returns

26. The most likely result of ineffective internal control policies and procedures in  the revenue cycle is 

that

a. irregularities in recording transactions in the subsidiary accounts could result in a delay in goods shipped.

b. omission of shipping documents could go undetected, causing an understatement of inventory.

c. final authorization of credit memos by personnel in the sales department could permit an employee defalcation scheme.

d. ficititious transactions could be recorded, causing an understatement of revenues and overstatement of receivables.

27. Proper authorization procedures in the revenue cycle usually provide for the approval of bad debt write 

offs by an employee in which of the following departments?

a. treasurer

b. sales

c. billing

d. accounts receivable

28. Internal accounting control is strengthened when the quantity of merchandise ordered is omitted from 

the copy of the purchase order sent to the

a. department that initiated the requisition

b. receiving department

c. purchasing agent

d. accounts payable department

29. Which of the following controls would be most effective in assuring that recorded purchases are free of 

material errors?

a. The receiving department compares the quantity ordered on purchase orders with the quantity received on receiving reports.

b. Vendors’ invoices are compared with purchase orders by an employee who is independent of the receiving department.

c. Receiving reports require the signature of the individual who authorized the purchase.

d. Purchase orders, receiving reports, and vendors’ invoices are independently matched in preparing vouchers.

30. The purpose of segregating the duties of hiring personnel and distributing payroll checks is to separate 

the 

a. administrative controls from the internal accounting controls.

b. human resources function from the controllership function.

c. operational responsibility from the recordkeeping responsibility.

d. authorization of transactions from the custody of related assets.

31. When goods are received, the receiving clerk should match the goods with the

a. purchase order and the requisition form

b. vendor’s invoice and the receiving report

c. vendor’s shipping document and the purchase order

d. receiving report and the vendor’s shipping document

32. Tracing bills of lading to sales invoices provides evidence that

a. shipments to customers were invoiced

b. shipments to customers were recorded as sales

c. recorded sales were shipped

d. invoiced sales were shipped

33. Effective internal control procedures over the payroll function may include

a. Reconciliation of totals on job time tickets with job reports by employees responsible for those specific jobs.

b. Verification of agreement of job time tickets with employee clock card hours by a payroll department employee.

c. Preparation of payroll transaction journal entries by an employee who reports to the supervisor of the personnel department.

d. Custody of rate authorization records by the supervisor of the payroll department.

34. For internal control purposes, which of the following individuals should preferably be responsible for 

the distribution of payroll checks

a. bookkeeper

b. payroll clerk

c. cashier

d. receptionist

35. A sales clerk at Schackne Company correctly prepared a sales invoice for $5,200, but the invoice was 

entered as $2,500 in the sales journal and similarly posted to the general ledger and accounts 

receivable ledger.  The customer remitted only $2,500, the amount on his/her monthly statement.  The 

most effective procedure for preventing this type of error is to 

a. Use predetermined totals to control posting routines.

b. Have an independent check of sales invoice serial numbers, prices, discounts, extensions, and footings.

c. Have the bookkeeper prepare monthly statements that are verified and mailed by a responsible person other than the bookkeeper.

d. Have a responsible person who is independent of the accounts receivable department promptly investigate unauthorized remittance deductions made by customers or other matters in dispute.

36. For good internal control, the billing department should be under the direction of the

a. controller

b. credit manager

c. sales manager

d. treasurer

37. The authority to accept incoming goods in receiving should be based on a(an)

a. vendor’s invoice

b. materials requisition

c. bill of lading

d. approved purchase order

38. Which of the following controls most likely would be effective in offsetting the tendency of sales 

personnel to maximize sales volume at the expense of high bad debt write offs?

a. Employees responsible for authorizing sales and bad debt write offs are denied access to cash.

b. Shipping documents and sales invoices are matched by an employee who does not have authority to write off bad debts.

c. Employees involved in the credit granting function are separated from the sales function.

d. Subsidiary accounts receivable records are reconciled to the control account by an employee independent of the authorization of credit.

39. Which of the following controls most likely would help ensure that all credit sales transactions of an 

entity are recorded?

a. The billing department supervisor sends copies of approved sales orders to the credit department for comparison to authorized credit limits and current customer account balances.

b. The accounting department supervisor independently reconciles the accounts receivable subsidiary ledger to the accounts receivable control account monthly.

c. The accounting department supervisor controls the mailing of monthly statements to customers and investigates any differences reported by customers.

d. The billing department supervisor matches prenumbered shipping documents with entries in the sales journal.

40. Which of the following procedures most likely would be considered a weakness in an entity’s internal 

controls over payroll?

a. A voucher for the amount of the payroll is prepared in the general accounting department based on the payroll department’s payroll summary.

b. Payroll checks are prepared by the payroll department and signed by the treasurer.

c. The employee who distributes payroll checks returns unclaimed payroll checks to the payroll department.

d. The personnel department sends employees’ termination notices to the payroll department.

Answer Key:

1. A

  7.  A

13.  A

19.  D

25.  D

31.  C
    37.  D

2. D

  8.  B

14.  B

20.  A

26.  C

32.  A         38.  C

3. C

  9.  C

15.  B

21.  A

27.  A

33.  B         39.  D

4. C

10.  A

16.  D

22.  C

28.  B

34.  D         40.  C

5. A

11.  A

17.  B

23.  B

29.  D

35.  A

6. C

12.  A

18.  D

24.  B

30.  D

36.  A

