epsh i the standard medium of exchange that provides a basis for
easuring and recordmg the value exchanged between two parties
qyolved in a transaction. To be ncluded as cash, an item must be readily

alable to pay current debts, and 1t must be free of any restriction that

fmits 1S USAge. Coins, currencies, traveler’s checks, certified checks,
hier's or personal checks, IOUs, cash kept on hand as a petty fund,
vk drafts, funds and deposit at the bank are all examples of cash.

cash i first listed in the balance sheet because It
s the most liquid of all current assets. However, restricted cash, bank
overdrafts, and cash equivalents MUSt be disclosed as separated from free
s balance, Tn addition, an unused portion of a credit line (LC) that doeS

10t appear as an asset or a liability i1 the balance sheet are disclosed In

e notes accompanying to the financial ctatements because they InCIease

| ,
% company's solvency.

For reporting purposes,
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C"lch may be restricted by contractual requit pmenls, Or It may be gey a5ide
fak il PUOSES Maintaining @ minmum cash balance, Calleg
or p hecking or saving accounts for corporatigns .

' ¢, InC
onpensating balance, g or SV
comy ks and lending nstitutions that lend money to ghepo

often required by & :
A compensating halance  Supports bO”Qng ATangements. of
Jending institution, or 1t may be a payment for bank

on with the
corporation Wilh b '
qervices for which (here is no direct fees such as check Processing gy

lockbox services.

However, cash is not always l‘es[rictgd by conlracts, Some companies, foy
example, may offen decide to maintain special fund§ voluntardly for
purposes Such &8 dividend payments, and lplam expansion in the fytyr
These funds are also considered s restricted cash. Regardless of (he
purpose for which the use of cash s limited, cash restrited may pe

classified as either short-term or long-term for reporting purposes,
depending on the date of avatlability or disbursement.

Bank Overdrats
Bank overdrafts occur when a check is written for more than the amount

in the bk account. In fact, some companies may have arranged with the
bank for paying their checks to the holder even Wwhen there i no enough
cash in the bank account. In doing S0, the company actually receives a
short-term loan from the bank, Bank overdrats should be reported in the
current libilty section and are usually added to the amount reported as
accounts payable. Offsetting bank overdrafts against the bank account i
permited when enough cash is available in another account in the same

bank on which the overdraft occurred.

Cash Equivalents

Cash equivalents are short-term investments that are highly liquid. These
can be converted into known amount of cash easily and without
significant risk of inerest rates’ changes. Treasury  bill, commeciel
papers (very shortterm notes payable issued by~ credit-worthy
corporations), and money market funds are examples of cash equivalents
Cash equivalnts have maturites of three months or less when purchased.
Because of high liuiity of such instruments, some companies &Y

c;)mbine ther cash equivalents with the bank balances in the belance
sheet,
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Confro over Cash ;
e (e most liguid and most readily dcceptable asget Therefore
il e controls must be established over cqgh lransaclions’

i conolover cish i SOmetne tegde meely s g g o

preventing fraud. and thgﬁ: A good system of intemal copio) however,

Jill also ad achieving the other objectives of effen cash

managerment including - accurate accounting for cash transgetons

anticipating the need for borrowing, and maintenance of adequate but no;
excessive cash balances. Bank-accounts, bank reconcilaton, pety cash
funds, voucher system, cash short and over account, cash change fusd
cash registers, printed. receipts, safes, and Separate recording of cash
receipts and cash payments are the most common devices used (0 conlrol
over cash transactions of which some are explainedbelow,

Bank Account

One of the major devices for maintaining control over cash i
account. To obtain the most benefit from a bank accot
fecetved must be deposited in the bank and all payments
checks drawn on-the bank acoount, Periodicall, the bank

Wil the depositr's records by prepaing bankrecond

Bank Reconciliation

ASan important part of the system of intern

" repared to exphin the differences between (e CiShOE

e bk tatement . the cash amount i e SO
K reconcilation helps locate misst

¢ company gng by the bank. Unrecord
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, and discovered errors must be Ot

onges EOVEC! pank statenient and .accountmg fecors
o several SOUTCes Ou[stqndmg checks, Ceposy
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il 2 el el and miscellancous bank charges ang Crediy ,
credits for niet hetween the bank statement and the o dre
can be prepared using four different fonﬁ:?s.

(he Sources of inequallty
) book, 3) book-and-bank to correc '
[ ; Tect cagh, i

hooks. Bank reconc

1 baok 0 hank, 2) hank

4 ('ompr('h(’m'h o reconciliation.
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Pty Cash Fund | |
A et cash . calld et cash alo imprest fund ot revolving fyng
)

may be used by businesses to make small payments that oceur ffequenuy
for which payment by checks would cause delay, annoyance, o eXCessivé
eapee of manlanng records. The amount of money maintained iy 4
pety cash fund 1§ plced in the custody of a specific employee, who
wihorzes dibursements of he fund according (o pecific estrictions ag
o maximum amount and purpose. When the amount of money in (he
pely cash fund 1 reduced (0 a predetermined minimum amount, the fund
s replenshed. Diffrent cash funds may be established by businesses for
purposes such as travel, seling, and other operating expenses.

Voucher System
Anvaucher system establishes control over cash payments, It 15 made up of
fccords‘ melhods, and procedures used in proving and- recording
Imbililigs. and in making and recording payments. Under his system, all
expgndllurcs must be authorized: the goods or services must be inspected
rceived, and reported and the proper amount must be paid in 4 timely
lashion. These verifications a5 well as authorization for payment are
:’f)cll(fl?eerdur(:zni;ﬁ'o\;?mhcr'as the heart of the system. Other names for 4
e approval form and check authorization.

In 4 tvoical voucher cucte |
appro{ip:(,aiav;mhu Syten, the ccounting department s responsibl for
8 CSh payments and or recording the transactions. In approvng

expenditures, the accounti ' ‘
; counting department will examine such Supportng
Teport. Once payment has e A

SIgNS a voucher authorizi
Orizing a0
counting doure & Payment and records (he transaction In

s

Ocuments s o invo i
he Supple nvic, g purchase order, and the recei¥ing
pproved, (he accounting department
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s ot supporing documents are then set t (he e,

he vﬂ‘?‘:m, i the finance department. This official reviews he v;ﬂ ;
ater© oportg documents before issuing a check, Whe (he ch“cl\:e'I
b 16 oucher and SUppOrng AOCUTERS ate e o slec ls
g ol any possibility of being presented later iy support of

uPAl

anolherc - . :

jon from youchers 18 rgcorded in-a special jounal called (he
[nfolf eglr wWhen a check is drawn to pay a fabily, it s recordeq
yoil wc o regiter and in the voucher register as wel. Because of the
I e o of kg advantage of all purchases discounts, a busines ray
anate account; called Discounts Los, o account for any
( aken during the discount period. When this method is useq
cher system, al vouchers are prepared and recorded at the net

ing that the discount will be taken.

heck.

ue &0
disc()ums no
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{, Short-Answer (uestions:

| Whatis the defintion of cash in accounting terms?

7 What are four different formats of bank reconcilation’

1 What document 8 prepared 1o find missing transctons and o

made by the bank and by the company!
o What does business enterprises use (0 make small payments for

which drawing checks s not practical
S Whatis a voucher system used for”
6. What are the main objectives of cash management?
7 Wit are the min cause of ifferences beien i i i he
company books and in the bank statement? o
8. How does a company report cash nthe blancesheet?
0, Name some of devies {0 establishconrol yer csh
0. Whatdocs theterm cash managenent el 0%~
1. I reporting cash, three fems must be disclosed sep
(hey? ol
12, Why lnes of credit (LC) mustbe disclosed
13, Why do some companies use adise0

B, True-or-False statements:
L. Those assets that are rea
free of limitation in usage




