ENGLISH FOR THE STUDENT OF ACCOUNTING - LESSON (9) - CASH

CASH
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Cash is the standard medium of exchange that provides a basis for measuring and recording the value exchanged
between two parties involved in a transaction. To be included as cash, an item must be readily available to pay current
debts, and it must be free of any restriction that limits its usage. Coins, currencies, traveler’s checks, certified checks,
cashier’s checks, personal checks, bank drafts, and funds on deposit at the bank are all examples of cash. For reporting
purpose, however, restricted cash, bank overdrafts, and cash equivalents must be disclosed separately from free cash.
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Restricted Cash
Cash may be restricted by contractual requirements, or it may be set aside for particular purposes. Maintaining a
minimum cash balance, called compensating balance, in checking or saving accounts for corporation is often required by
banks and lending institutions that lend money to them. A compensating balance supports borrowing arrangements of the
corporation with the lending institution, or it may be a payment for bank services for which there is no direct fees such as
check processing and lockbox services. However, cash is not always restricted by contracts. Some companies, for
example, may often decide to maintain special funds voluntarily for purpose such as dividend payments, and plant
expansion in the future. These funds are also considered as restricted cash. Regardless of the purpose for which the use
of cash is limited, cash restricted may be classified as either short-term or long-term for reporting purposes, depending
on the date of availability or disbursement.
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Bank Overdrafts
Bank overdrafts occur when a check is written for more than the amount in the bank account. They should be reported in
the current liability section and are usually added to the amount reported as accounts payable. Offsetting the bank
overdrafts against the bank account is permitted when enough cash is available in another account in the same bank on
which the overdraft occurred.
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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 interest rates changes. Treasury bills, commercial paper, and money market funds
are examples of cash equivalents.
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Control Over Cash
Cash is the most liquid and most readily acceptable asset. Therefore, special internal controls must be established to
protect it from theft. Among these controls are bank accounts, bank reconciliation, petty cash funds, voucher system,
cash short and over account, cash change fund, cash registers, printed receipts, safes, and separate recording of cash
receipts and cash payments.
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Bank Account

One of the major devices for maintaining control over cash is the bank account. To obtain the most benefit from a bank
account, all cash received must be deposited in the bank and all payments must be made by checks drawn on the bank
account. Periodically, the bank mails to the depositor a statement of account. This statement should be reconciled with
the depositor’s records by preparing bank reconciliation.
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Bank Reconciliation
Bank reconciliation is prepared to explain the differences between the cash balance shown on the bank statement and the
cash amount in the company’s checkbook. As an important part of the system of internal control, bank reconciliation
helps locate missing transactions and errors made by the company and by the bank. Unrecorded transactions, which
revealed must be recorded in the journals, and discovered errors must be corrected by making an adjusting entry in the
journal. A bank reconciliation can be prepared using four different forms: 1) book to bank, 2) bank to book, 3) book-and-
bank to correct cash, and 4) comprehensive reconciliation.
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Petty Cash Fund
A special cash fund, called petty cash also imprest fund or revolving fund, may be used by businesses to make small
payments that occur frequently, for which payment by checks would cause delay, annoyance, or excessive expense of
maintaining records. The amount of money maintained in a petty cash fund is placed in the custody of a specific
employee, who authorizes disbursement of the fund according to specific restrictions as to maximum amount and
purpose. When the amount of money in the petty cash fund is reduced to a predetermined minimum amount, the fund is
replenished. Different cash funds may be established by businesses for purposes such as travel, selling, and other
operating expenses.
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Voucher System
One of the best systems for establishing control of cash payments is the use of a voucher system. Under this system, all
expenditures must be authorized; the goods or services must be received, inspected, and reported; and the proper
amount must be paid in a timely fashion. A voucher system is made up of records, methods, and procedures used in
proving and recording liabilities, and in making and recording payments.
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A voucher is an internal document on which is recorded the verifications that authorized goods and services were

acquired as well as authorization for payment. Information from vouchers is recorded in a special journal called the

voucher register. When a check is drawn to pay a liability, it is recorded in the check register and in the voucher register

as well.
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Because of the importance of taking advantage of all purchases discounts, a business may use a separate account, called
discounts lost, to account for any discounts not taken during the discount period. When this method is used with the
voucher system, all vouchers are prepared and recorded at the net amount, assuming that the discount will be taken.
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