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Kiting 
A R E C E N T case in our experience pre-

sents some very interesting features 
in connection with the verification of bank 
balances. The principle involved is old, 
but the practice in this case was rather 
novel. 

A cashier had misappropriated a con
siderable amount of cash. The method of 
doing so is not germane to the present 
discussion. He had made no attempt to 
falsify the accounts, but was merely short 
in his bank balance. There were active 

accounts in two local banks. Being in
formed that an audit of his accounts would 
be made at the end of a month, he pro
ceeded to cover up the shortage in a very 
ingenious manner. 

On the last day of the month he drew 
two checks, one on each bank to the 
order of the other bank, for half the amount 
of the shortage, taking the checks from the 
back of the check books. He had these two 
checks signed by two different officers, with 
the explanation in each case that it was 
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necessary to transfer funds. As such trans
fers were not unusual, no suspicion was 
aroused. These checks were deposited 
with the payee banks so late in the day 
that they would not be presented to the 
drawee banks until the next day. No 
record of the checks was made in the cash 
book or check register. 

It will be seen that the ultimate effect 
of each of these checks was to nullify the 
other, but at the close of business on the 
end of the month both had been credited 
by the payee banks and neither had been 
charged by the drawee bank, resulting in 
an overstatement of the balance in each 
bank, so that in the aggregate the shortage 
was concealed. The cashier believed that 
this concealment would be effective as no 
record of the checks had been made, and 
the auditor would therefore be ignorant 
of the fact that the checks were actually 
outstanding and should be deducted from 
the balances shown by the banks. It was 
his purpose to destroy the checks when 
they were returned by the banks. 

The cashier, however, failed to take into 
consideration the auditing principle, with 
which it is believed all members of the 
organization are familiar, that in account
ing for any asset as shown by the books 
care must be exercised not to count any
thing that has not been actually charged to 
the asset account. This applies alike to 
cash, securities, negotiable instruments, 
merchandise, unexpired insurance, and 
perhaps other items. 

This principle, as has been said, is un
doubtedly recognized in theory, and it is 
hoped in practice, by every accountant 
who is entrusted with the verification of 
cash balances, but experiences, such as the 
one related above, serve as mental stimuli. 
They remind us forcibly that in the per
formance of any auditing task we must con
stantly be on the alert to discover means 
of making the process actually effective, 
and that there can be no situation where 

the auditing may be assumed to be a 
matter of mechanical routine, to be under
taken without due consideration of any 
possibilities, however apparently remote, 
which should be guarded against. 

In the specific application to the verifi
cation of bank balances of the principle 
with which we are concerned at present, 
the point to be considered is the possi
bility of deposits being made which are 
not charged on the books as increasing the 
balance to be accounted for. The possi
bility of abstracting checks from the back 
of the check book, and making no record 
of them, is a matter for very serious con
sideration, but is secondary to the deposit 
of unrecorded receipts or transfers so far 
as the verification of a bank balance is 
concerned. 

N o one would think of undertaking to 
verify a cash fund consisting partly of un-
deposited receipts without satisfying him
self as well as possible regarding the 
amount which had actually been received 
and should be accounted for. In doing so, 
he would investigate any checks on hand 
to see whether or not they were entered 
as receipts. By the same reasoning, 
when a bank states that it has received 
certain amounts, resulting in a certain 
balance, it is necessary to determine 
whether or not the amounts which have 
been deposited have been taken up on the 
books as cash receipts. This means that 
a certain number of deposits, as shown by 
the bank statement, must be checked 
against the receipts as shown by the books. 

As a rule, this feature is satisfactorily 
covered by selecting a few days in the audit 
period, including the last two or three days. 
It is not satisfactory merely to compare the 
total deposits and receipts for a month 
unless the record of receipts is footed. 

If practicable, the receipts should be 
checked against the deposits, not only in 
total but in detail, as shown by the dupli
cate deposit slips or other record of the 



Bulletin HASKINS & SELLS 87 

composition of deposits. The purpose of 
the detailed examination is to detect any 
possible temporary misappropriation of 
receipts which is later covered by the mis
application of other receipts. 

listed on stock exchanges. 
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