Chapter 14 Audit of Cash and Bank Balances

Answer 1

(a)

The audit of cash is considered an important part of an audit mainly due to two reasons.

Firstly, almost all business transactions will be ultimately settled through the cash accounts, the audit of cash accounts also assists in the verification of other asset and liability accounts.
Secondly, cash is the most liquid asset in a company and it is an area of high inherent risk since there is a relatively high risk of misappropriation.
(b)(i)

	Assertions
	Descriptions

	1.
Existence
	· To ensure that the cash is actually in existence and belong to the company at a given date or at the year-end date.

	2.
Completeness
	· To ensure that there is no unrecorded cash.

	3.
Accuracy
	· To ensure cash at bank stated on the reconciliation is accurate.

	4.
Cut-off
	· To ensure that amounts are correctly recorded in the proper period.

	5.
Presentation and disclosure
	· To ensure that the cash balance and related statement of comprehensive income entries are correctly disclosed in the financial statements in accordance with legislation and accounting standards.

	6.
Detail tie-in
	· Cash in the bank as stated on the reconciliation foots correctly and agrees with the general ledger.


(b)(ii)

(a)
Test the mathematical accuracy of the bank reconciliation and agree the balance in the cash book.

(b)
Agree the bank balance on the bank reconciliation with the balance on bank confirmation.

(c)
Trace the deposits in transit on the bank reconciliation to the cut-off bank statement covering a week after the date on which the bank account is reconciled.

(d)
Agree any charges included on the bank statement to the bank reconciliation.

(e)
Agree the adjusted book balance on the cash account lead schedule.

(f)
Trace bank transfers for last week of financial year under review and first week of the following year for proper cut-off.

(g)
Identify irregular items and obtain necessary explanation.
(c)

According to HKSA 500:

· Audit evidence obtained directly by the auditor is more reliable than audit evidence obtained indirectly

· Audit evidence is more reliable when it is obtained from independent sources outside the entity.
Although bank statements are third party evidence as they are issued by banks, bank confirmations obtained by auditors directly from the banks are more reliable than bank statements.
A14-1

