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1. Which of the following statements is correct? 
A) Auditors must obtain bank confirmations for audits of non-public entities. 
B) Auditors are required to obtain bank confirmations under international auditing standards. 
C) Auditing standards do not address specific requirements regarding bank confirmations. 
D) Auditing standards do not require bank confirmations. 

2. The direct receipt of a confirmation from every bank with which the client does business is:  
A) required by auditing standards for every audit. 
B) not necessary unless material fraud is suspected. 
C) recommended but not required by auditing standards. 
D) necessary for every audit except when there are an unusually large number of active 

accounts. 

3. A type of positive confirmation known as a blank confirmation: 
A) requests the recipient to fill in the amount of the balance. 
B) is considered less reliable than the regular positive confirmation. 
C) generates as high a response rate as the regular positive confirmation form. 
D) is used when the auditor is confirming several small balances. 

C
D  

D.
(banks are not responsible for searching their records for bank balances or loans 
beyond those included on the form by the CPA firm’s client)  

(A)
(a statement near the bottom of the form 

obligates banks to inform the CPA firm of any loans not included on the 
confirmation about which the bank has knowledge)  

(B) (limited
responsibility)

 

Which of the following statements is correct? 
A) Bank personnel are responsible for providing reasonable assurance that a response to a bank 

confirmation is accurate. 
B) Bank personnel are responsible for providing complete assurance that a bank confirmation is 

complete. 
C) Bank personnel are not responsible for searching their records for bank balances or loans 

beyond those included on the bank confirmation. 
D) Bank personnel are not responsible for providing information related to interest on the bank 

confirmation. 
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E.

bank are not expected to 
inform auditors of such things as open lines of credit, compensating balance 
requirements, or contingent liabilities for guaranteeing the loans of others 

Your client is in the process of acquiring another company. You have been 
requested to verify that cash for the company being acquired is properly stated. The audit 
technique that will yield the most persuasive evidence is: 
A) examination of the company's escrow account. 
B) interview with the company's treasurer and cash manager. 
C) preparation and review of standard bank confirmation inquiries. 
D) analytical computations comparing current cash in the bank with previous accounting 

periods. 

4  

(1)
 

(2)
 

Which of the following courses of action would an auditor most likely follow 
in planning a sample of cash disbursements if the auditor is aware of several unusually large 
cash disbursements? [102 ] 
(A)Set the tolerable deviation rate at a lower level than originally planned. 
(B)Identify the large and unusual disbursements as individually significant and test 100 percent.
(C)Increase the sample size to reduce the effect of the unusually large disbursements. 
(D)Continue to draw new samples until all the unusually large disbursements appear in the sample. 

5 (test of bank transfers)  (kitting) 

(1)
(kitting)  

A.

 

B.
(embezzlement)  

(2)
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A. (kiting aimed at concealing a cash shortage) 

B. (kitting aimed at overstating the cash position 
at year-end)  

The process of transferring money from one bank account to another and
improperly recording the transaction is referred to as: 
A) kiting.      
B) lapping.      
C) scamming.       
D) embezzling. 

(3) (bank transfer schedule)
(cutoff bank statement)  (

)  

A.
 

B. (bank statement)
 

(A)
 

(B)

 

(C)
(12/31) 10 15

 

(D)

C.
 

 
1. (kitting)  
(A)      
(B)  
(C)      
(D)  
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2. [97 ] 
(A)   
(B)  
(C)   
(D)  

3.  (cutoff bank statement) [92
] 

(A)   
(B)  
(C)  (lapping)   
(D)  

4. lapping kiting
[104 ] 

(A)  
(B)  
(C)  
(D)  

5. In the audit of cash the auditor obtains a bank cutoff statement primarily to: 
A) identify old outstanding checks that the client may exclude from the year-end bank 

reconciliation in order to misappropriate cash. 
B) obtain sufficient information to reconcile the client's bank account as of year-end. 
C) obtain direct confirmation of the client's bank balances as of year-end. 
D) test the propriety of items appearing on the client's year-end bank reconciliation. 

6. An unrecorded check issued during the last week of the year would most likely be discovered 
by the auditor when the: 

A) check register for the last month is reviewed. 
B) cutoff bank statement is reconciled. 
C) bank confirmation is reviewed. 
D) search for unrecorded liabilities is performed. 

:
 

7. An audit plan of substantive procedures for cash would not include: 
A) request a cutoff bank statement be mailed to the client. 
B) request client to prepare bank reconciliations. 
C) prepare a schedule of interbank transfers for a period of ten business days before and after 

year-end date. 
D) obtain a written client representation concerning compensating balance agreements. 
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Assume all checks are dated and issued on December 30, 20X5. 

Check no. 
Bank accounts Disbursement date Receipt date 

From To Per books Per bank Per books Per bank 

101 National Federal Dec. 30 Jan. 4 Dec. 30 Jan. 3 

202 County State  Jan. 3 Jan. 2 Dec. 30 Dec. 31 

303 Federal American Dec. 31 Jan. 3 Jan. 2 Jan. 2 

404 State  Republic Jan. 2 Jan. 2 Jan. 2 Dec. 31 

1. Which of the following checks might indicate kiting? 
a. #101 and #303. 
b. #202 and #404. 
c. #101 and #404. 
d. #202 and #303. 

2. Which of the following checks illustrate deposits/transfers in transit at December 31, 
20X5? 

a. #101 and #202. 
b. #101 and #303. 
c. #202 and #404. 
d. #303 and #404. 

 

#101 12 30 1 3
1 4 national #101 federal

#101  
#202 county 1 3 state 12 30

(kitting aimed at overstating the cash 
position at year-end) (For the cash receipts journal to remain in balance prior to 
year-end, some account must have been credited on December 30 to offset the debit to 
cash.) 

#303 1 2 3 20X6
federal #303 12 31 American
1 2 20X5

American  
#404 republic 20X5 12 31 state republic

20X6 1 2 20X5
(kiting aimed at concealing a cash shortage)

the check 
may represent a situation in which a shortage in the account is concealed through deposit 
of the check that is not recorded on the books at year-end. 
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1. Listing all bank transfers made a few days before and after the balance sheet date and tracing 

each to the accounting records for proper recording is a useful approach to test for: 
A) kiting.      
B) lapping.      
C) income smoothing.      
D) channel stuffing. 

2. On receiving a client’s band cutoff statement, an auditor most likely would trace [106 ] 
A. Checks dated after year-end listed in the cutoff statement to the year-end outstanding 

checklist. 
B. Deposits recorded in cash receipts journal after year-end to the cutoff statement. 
C. Prior-year checks listed in the cutoff statement to the year-end outstanding checklist. 
D. Deposits in transit listed in the cutoff statement to the year-end bank reconciliation. 

: A
12/31  

3. An auditor should trace interbank transfers for the last part of the audit period and first part 
of the subsequent period to detect whether  [106 ] 

A. The cash receipts journal was held open for a few days after the year-end. 
B. The last checks recorded before the year end were actually mailed by the year-end. 
C. Cash balances were overstated because of kiting. 
D. Any unusual payments to or receipts from related parties occurred. 

A B

D

4. On the last day of the fiscal year, the cash disbursements clerk drew a company check on 
band A and deposited the check in the company account in bank B to cover a previous theft 
of cash. The disbursement has not been recorded. The auditor will best detect this form of 
kiting by [106 ] 

a. examining the composition of deposits in both band A and band B subsequent to year-end. 
b. examining paid checks returned with the bank statement of the next account period after 

year-end. 
c. preparing, from the cash disbursements records, a summary of bank transfers for one week 

prior to and subsequent to year-end. 
d. comparing the detail of cash receipts as shown by the client’s cash receipts records with the 

detail on the confirmed duplicate deposit tickets for three days prior to and subsequent to 
year-end. 

B A B B
B A

A A (A) A B
(B)
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(C)
10 11

(D) 12/31
 

 

Xl 12/31/X1

4  

  
  

    
103 $100,000 12/28/X1 01/02/X2 12/28/X1 01/03/X2 
104 $200,500 12/30/X1 12/30/X1 01/02/X2 01/03/X2 
108 $305,000 01/02/X2 01/02/X2 12/30/X1 01/03/X2 
110 $404,000 01/03/X2 12/31/X1 01/03/X2 01/05/X2 

4  
15 [106CPA] 

 

   

103  
 

104  

200,500

1/3 12/30
X1

 

108  

110  

12/31
1/3

404,000
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1. Which of the following cash transfers results in a misstatement of cash at 12/31, 2005? 

Bank Transfer Schedule 

Transfer Disbursement Receipt 
Recorded in books Paid by bank Recorded in books Received by bank

a. 12/31/X5 1/4/X6 12/31/X5 12/31/X5 

b. 1/4/X6 1/5/X6 12/31/X5 1/4/X6 

c. 12/31/X5 1/5/X6 12/31/X5 1/4/X6 

d. 1/4/X6 1/11/X6 1/4/X6 1/4/X6 

2. 12
30  

 
   

      
101   12 30 01 04 12 30  01 03
202   01 05 01 04 12 30  12 31
303   12 31 01 05 01 04  01 04
404   01 04 01 04 01 04  12 31

(1) 101 (2) 202 (3) 303 (4) 404[97 ] 
(A)(1)(3)  
(B)(2)(4)  
(C)(1)(2)(3)  
(D)(1)(2)(3)(4) 

202 202
(A) (A) (1) 202  

 
 

4 (A~D) 11 [93CPA] 

  
    

A $100 12-31 12-31  12-27 01-03  
B $200 12-29 12-29  12-26 01-03  
C $300 12-28 12-28  01-03 12-29  
D $400 01-05 01-05  01-03 01-03  

4  (kiting)
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A  
12/27 ( )

1/3

B  
12/26 ( )

1/3

 

C  

12/28 1/3
$300

D  

 
 

105
13 (interbank 

transactions [106 ]  

 
 

 
 

  
 

 
 

 
 
 

 
 

 
 

1 $5,000 12/31 01/03 $5,000 01/03 01/04 � 
2 $2,100 12/28 12/29 � 12/29 01/03 ($2,100) 
3 $6,000 01/03 01/03 � 12/30 01/04 � 
4 $4,000 12/29 12/31 � 01/05 01/05 � 
5 $1,000 01/02 12/28 � 12/30 12/29 � 
6 $1,700 12/31 01/02 $1,700 12/31 01/02 � 
7 $2,200 01/02 12/28 � 01/02 12/31 � 
8 $3,900 01/07 12/28 � 01/05 01/03 � 
9 $1,500 01/04 01/03 � 01/06 01/03 � 

10 $1,600 12/28 12/28 � 01/02 12/29 � 
11 $8,000 01/03 12/28 � 12/28 01/03 ($8,000) 
12 $2,800 12/27 12/26 � 12/29 12/27 � 
13 $9,000 01/05 01/05 $9,000 01/05 01/05 � 

A.~M. 12 31
2 26  
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