NOTES
AUDIT CASH BALANCES

1. What is the composition of cash balances?

Cash balance include undeposited receipts on hand, cash in banck in general checking and saving accounts, and imprest accounts such as petty cash and payroll bank accounts.

Certain balances, such as certificates of deposits, bond sinking fund cash, certain foreign currency balances, and other accounts that have restrictions on their use, should ordinarily be classified as investments.

2. How the relationship of cash balances to transaction cycles?

Five transaction cycles relate directly to general cash balances, the five transaction cycles are: financing cycle, investing cycle, expenditure cycle, personnel services cycle, and revenue cycle. One transaction cycle, the production or convertion cycle relate indirectly.
3. What is the audit objective of cash balances?
The audit objective of cash balances is to test the fairness of the cash balances’ assertion, which include testing: 

a. The existence of cash balance, for instance by conducting cash count, bank reconciliation, and analyzing cut-off the interbank transfer of cash for the potential occurrence of check kiting. 
b. The completeness of cash balance, for instance by conducting audit for the potential occurrence of lapping, vouching and tracing cash transactions, and audit the cash flow statements.
c. The rights and obligations of cash balance, for instance by conducting cut-off cash transactions, vouching and tracing cash transactions, and audit the cash flow statements. 
d. The valuation and allocation of cash balance, for instance by conducting cash count, bank reconciliation, analyzing cut-off the interbank transfer of cash for the potential occurrence of check kiting, audit for the potential occurrence of lapping, vouching and tracing cash transactions, and audit the cash flow statements.  
e. The presentation and disclosure of cash balance, for instance by reviewing the appropriateness composition of cash balance to see the potential existence of items that cannot be reported as cash as well as the sufficiency of disclosure for any commitment with bank regarding the restriction usage of cash balance.
4. One of the fraud of cash is check kiting. Define and give illustration for the check kiting.
Check kiting or kiting is a fraud in reporting cash balance in the form of increasing the reported cash balance by modifying the cut off of interbank cash transfer.

Illustration of kiting:

	Description
	Bank A
	Bank B
	Cash Balance

	Correct bank balance per 31/12/2014
	100,000,000
	250,000,000
	350,000,000

	31/12/2014 Cash transfer from B to A
	50,000,000
	No record
	

	Balance (incorrect)
	150,000,000
	250,000,000
	400,000,000

	03/01/2015: record the transfer
	
	-50.000.000
	

	Back to the correct balance
	150,000,000
	200,000,000
	350,000,000


In practice this kind of fraud may difficult to be detected due to the complexity of interbank cash transaction.

5. How to audit the potential of check kiting?

The potential of check kiting is audited by analyzing the interbank cash transfer focusing on the appropriateness of cut off transaction of the interbank cash transfer.

6. One of the fraud of cash is lapping. Define and give illustration for the lapping.
Lapping is a form of fraud which is conducted by misappropriating of cash receipts for personal use. 

Illustration of lapping:

First period
	Actual Receipt
	Documentation
	Jurnal
	Bank Deposit Slip

	Cash
	600
	Cash Tape
	600
	Cash Sales
	600
	Cash 
	400

	A Check
	200
	
	
	
	
	A Check
	200

	
	800
	
	600
	
	600
	
	600


Note: Cash lapper conceal cash of $200, cash shortage $200

Second period

	Actual Receipt
	Documentation
	Jurnal
	Bank Deposit Slip

	Cash
	500
	Cash Tape
	500
	Cash Sales
	500
	Cash 
	400

	B Check
	300
	A Check
	200
	A Check
	200
	B Check
	300

	
	800
	
	700
	
	700
	
	700


Note: Cash lapper conceal cash of $100, cash shortage $100, total cash shortage become $300
7. Describe the audit procedures to test the potential occurrence of lapping.

The potential occurrence of lapping is audited by implementing the following procedures:

a. Confirm account receivable

b. Make a surprise cash count

c. Compare details of cash receipts journal entries with the detail of corresponding daily deposit slips.

8. To test the validity of bank balance, auditor can apply the audit procedures involving scan, review, or prepare bank reconciliations. What kind of review that normally include for the bank reconciliation?
The review may include:

a. Comparing the ending bank balance with the balance confirmed on the bank confirmation form.

b. Verifying the validity of deposits in transit and outstanding checks.
c. Establishing the mathematical accuracy of the reconciliation.

d. Vouching reconciling items such as bank charges and credits and errors to supporting documentation.

e. Investigating old items such as checks outstanding for a long period of time and unusual items.

9. The following is bank reconciliation of ABC Company for Bank X as of December 31, 2015

Bank balance per 31 December 2015

950,000
Deposit in transit

30,000

Outstanding checks

-12,000

Direct deposit to bank for account receivable 

-60,000

Not sufficient fund checks

70,000

Bank interest

-10,000

Bank charges

6,000

Error in recording check

-15,000

Cash balance per 31 December 2015

?

Required:

a. Describe your audit procedures for the above bank reconciliation items

b. List your proposed adjustment journal entries, if any.

c. Determine the correct cash balance.

d. Determine the cash balance per book.
Answer:

a. The audit procedures for the above bank reconciliation:

a.1. 
Obtain cut-off bank statement

a.2.
Obtain cash receipt and cash disbursement journal (check register)

a.3.
Obtain bank reconciliation

a.4.
Check conformity of bank balance per bank reconciliation with corresponding bank balance per cut-off bank statement.

a.5.
Check validity of deposit in transit, by comparing cash receipt, deposit slip, cash deposit based on cut-off bank statement.
a.6.
Check validity of outstanding checks, by comparing data on the check register and the data per cut-off bank statement.

a.7. 
Inspect the NSF check. 

a.8. 
Inspect other differences between cut-off bank statements and the cash books, such as for direct deposit to bank, bank interest, bank charges, and any error in recording transaction.

b.
Adjustment is for the transactions that have not been recorded by company, therefore the proposed adjustment journal entries are as follows:



b.1.
Direct deposit to bank account:




Cash

60,000



Account Receivables

60,000



b.2.
Not sufficient fund check




Account Receivable
70,000




Cash

70,000



b.3. 
Bank Interest



Cash

10,000





Interest Income

10,000


b.4.
Bank Charges



Bank Charges
6,000





Cash 

6,000


b.5.
Error in recording check




Cash

15,000





Account Payable

15,000

b. The correct cash balance.

The correct cash balance is: 950,000+30,000-12,000 = 968,000
c. The cash balance per book:  
= 950,000 + 30,000 – 12,000 – 60,000 + 70,000 – 10,000 + 6,000

· 15,000 = 959,000

Bank balance per 31 December 2015

950,000
Deposit in transit

30,000

Outstanding checks

-12,000

Direct deposit to bank for account receivable 

-60,000

Not sufficient fund checks

70,000

Bank interest

-10,000

Bank charges

6,000

Error in recording check

-15,000

Cash balance per 31 December 2015

?

10. To audit the cash balance, you have performed cash caunt with the following result.

Undeposited cash (cash in hand):

1. Bill Rp10,000, 10 units
2. Bill Rp20,000, 30 units
3. Bill Rp50,000, 95 units
4. Bill Rp100,000, 300 units
Petty cash fund:
1. Bill Rp10,000, 20 units

2. Bill Rp20,000, 30 units

3. Bill Rp50,000, 60 units

4. Bill Rp100,000, 30 units

The cash balance has been counted by cashier on Monday, 4 January 2016, at 09.30 A.M., the name of cashier is Viena Purnama Sari. You were present during the cash count.

Required:

Prepare the cash count sheet to evidence the audit procedures that you have performed.

----------------------------------------------------------------------------------------------------------------
CPA FIRM
Index: _____
Address 

Company Name

CASH COUNT SHEET

Today, Monday, 4 January 2016 at 09.30 A.M. have been performed cash count to undeposited cash and petty cash with the following result:

Undeposited cash (cash in hand)

1. Bill Rp10,000, 10 units
Rp       100,000.00
2. Bill Rp20,000, 30 units
600,000.00
3. Bill Rp50,000, 95 units
4,750,000.00
4. Bill Rp100,000, 300 units
30,000,000.00


------------------------
Total
Rp 35,450,000.00


------------------------


Petty cash fund:

1. Bill Rp10,000, 20 units
Rp      200,000.00

2. Bill Rp20,000, 30 units
600,000.00

3. Bill Rp50,000, 60 units
3,000,000.00

4. Bill Rp100,000, 30 units
3,000,000.00



------------------------

Total
Rp   6,800,000.00



------------------------

Total cash in hand & petty cash
Rp 42,250,000.00



==============


Auditor,
Cashier,


Adi Pramana Putra
Viena Purnama


Adi Pramana Putra
Viena Purnama Sari

--------------------------------------------------------------------------------------------------------------
11. In audit the petty cash balance per 31 December 2015, you have founds some vouchers that have not been recorded. The vouchers are as follows:


a. Postage Rp375,000,-
b. Freight out Rp1,500,000,-

c. Miscellaneous Rp230,000,-

The balance of petty cash fund based on cash count was Rp880,000,-, and the imprest petty cash fund is Rp3,000,000,- .

Required:

a. Describe your audit procedures to audit the petty cash fund

b. Describe your decision based on the evidences that you have obtained as stated above.

a. Audit procedures for petty cash
a.1.
Obtain the written policy for the petty cash, such as maximum balance for the petty cash, the replenishment of petty cash, the control procedures for petty cash etc.

a.2.
Obtain the documents for the use of petty cash.

a.3.
Obtain the journal entries for the petty cash.

b. Decision, checking the adjustment journal for the use of petty cash. In the case that adjustment journal has not been done, proposed the following adjustment journal:

Postage Expense
375,000


Freight out Expense
1,500,000


Miscellaneous Expense
230,000



Petty Cash Shortage
15,000




Petty Cash
2,120,000


Notes:


The petty cash fund (imprest fund)
3,000,000


The use of petty cash
2,105,000


The petty cash balance should be
895,000


The actual balance
880,000


The petty cash shortage
15,000

*******






