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Another Cash Case 

AN extremely interesting case has just 
come to light involving an irregularity 

in cash. The interest lies chiefly in the 
boldness of the embezzler and the simplic­
ity of the audit procedure which would 
have detected the defalcation. 

The shortage occurred at the plant of a 
manufacturing company. The company 
in question maintained a general office in 
a large city, where the general books were 
kept. The plant, where the manufacturing 
operations were carried on, was located in a 
small town in another state. 

The plant received money from sales, 
which it deposited in a local bank, subject 
only to checks drawn by the main office. 

The plant itself was supplied with working 
funds by means of an imprest fund of $7,-
500, reimbursed, when necessary, by checks 
sent from the general office. It was in 
connection with this fund that the irregu­
larity occurred—an embezzlement of nearly 
$14,000 over a period of less than two 
years. 

The imprest fund normally consisted of 
cash in hand, cash on deposit in a separate 
bank account operated as a part of the 
fund, and vouchers representing payments 
for expenses not yet reimbursed by the 
home office. At times there was the addi­
tional item of cash in transit, consisting of 
expense vouchers being remitted to the 
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home office for reimbursement, or reim­
bursement checks being sent to the plant 
in return therefor. 

The fund was under the exclusive control 
of the plant cashier. He prepared vouchers 
in support of payments from the fund and 
kept all records used in connection there­
with. He signed checks drawn on the fund 
bank account and made the bank recon­
cilements. 

The record kept at the plant was a petty 
cash book. This book contained debit and 
credit columns for each of the following 
items: total, cash in hand, cash in bank, 
vouchers paid, and cash in transit. The 
vouchers paid debit column was charged 
with disbursements made from the fund. 
Such entries involved credits either to cash 
in hand or to cash in bank. The vouchers 
paid credit column was used for recording 
the amount of vouchers sent to the home 
office for reimbursement. These remit­
tances were charged to cash in transit. The 
columns headed cash in hand were used to 
record cash withdrawn from the fund bank 
account for current use, and disbursements 
thereof. The cash in bank columns 
reflected remittances received from the 
general office, and payments made by 
check. The columns for cash in transit 
constituted a record of the fund's transac­
tions with the home office. Debits were 
made therein when vouchers were sent to 
the home office for reimbursement, and 
credits when the reimbursement checks 
were received. 

The debits and credits in these four 
sets of columns were summarized in the 
total columns. The balance of the latter 
always showed the fixed amount of the 
fund—$7,500. The distribution of this 
amount, as among cash in the till, cash on 
deposit, vouchers not yet reimbursed, and 
vouchers or reimbursement checks in 
transit, could be ascertained at any time by 
finding the balance in each of the various 
columns, the sum of which should total 
$7,500. 

Several methods were used by the cashier 

in the perpetration of the embezzlement. 
Approximately $11,000 of the shortage 
consisted of abstrations from cash in hand. 
These thefts were recorded in the petty 
cash book as deposits, by credits to cash in 
hand and debits to cash in bank. A l ­
though this procedure kept the petty cash 
book in balance, it rendered a reconcile­
ment impossible between the balance 
shown in the bank columns of the petty 
cash book, and the bank account. This 
latter point was a small matter to the 
cashier, however, since he alone saw the 
periodical bank statements. 

The cashier found another lucrative 
means of embezzlement in the improper 
withdrawal of funds on deposit. This he 
effected in two ways. He obtained un­
numbered checks from a check book no 
longer in current use, which he drew in 
favor of himself and cashed, retaining the 
proceeds. Such checks were not entered 
in the petty cash book, and were destroyed 
after they were returned by the bank. He 
also procured funds on numbered checks 
drawn to himself, taken from the check 
book in current use. In the latter case, 
however, he fell under the necessity of 
accounting in the petty cash book for the 
numbers of all checks withdrawn from the 
current check book. Consequently, the 
spurious checks were recorded as advances 
to employes or payments for expenses. 
Although neither of these methods of de­
falcation affected the balancing of the 
petty cash book, the former widened the 
breach between the book balance of cash 
on deposit and the actual status of the 
bank account. 

These manipulations had an unfavorable 
reaction on the fund bank account. The 
failure to deposit currency, and the cashing 
of unrecorded checks gradually caused an 
overdraft. The account was overdrawn 
continuously during the four months prior 
to the discovery of the shortage. The 
overdraft finally represented almost the 
whole amount of the embezzlement. A l ­
though the bank had been instructed to 
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notify an official of the company in case of 
an overdraft in the fund account, it per­
mitted the overdraft to continue. The 
reason given was that the company's 
general account and the fund account taken 
together showed a credit balance. Under 
the state laws, the bank could consider the 
two accounts as one. 

The irregularity was not discovered until 
after the cashier had absconded. It would 
unquestionably have been detected sooner 

had an effective simultaneous verification 
been made of cash in hand, in bank, and in 
transit. The cashier would have had 
difficulty in explaining the discrepancy 
between the overdraft in the bank ac­
count and the balance shown by the 
petty cash book to be on deposit. The 
auditors, however, were instructed by the 
client not to visit the plant and verify 
the imprest fund there during their annual 
audits. 


	Another cash case
	Recommended Citation

	tmp.1544026041.pdf.0a_cE

