Petty Cash Fund
· The petty cash fund is a cash fund used to pay relatively small amounts.

· The operation of a petty cash fund involves:

· Establishing the fund: debit Petty Cash and credit Cash.
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· Making payments from the fund: payments must be documented by prenumbered petty cash vouchers. No entry is made at this time. Receipts are kept in the petty cash box.
· Replenishing the fund: debit appropriate expense accounts and credit Cash. 
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· The total of the receipts and cash should always equal the fund total. Discrepancies are recorded in the Cash Over and Short account. 
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· The petty cash fund should be replenished at the end of the period to ensure that all expenses are recorded.

· The petty cash can be increased in size if it is not big enough. If the cash left over indicates it does not need to be that large and the fund can be reduced in size.
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· Internal control is strengthened by having a supervisor make surprise counts of the fund, and by cancelling paid receipts so they cannot be reused.

Use of a Bank
Use of a bank contributes significantly to good internal control by:

· Providing physical controls for the storage of cash.

· Minimizing the amount of cash that must be kept on hand.

· Creating a double record of all bank transactions.

Bank Deposits and Cheques

· Deposits should be made by authorized employee and documented by deposit slip (duplicate copies).
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Deposit slip (reproduced with permission of BMO Bank of Montreal)



· A cheque is a written order signed by the depositor directing the bank to pay a specified sum of money to a designated recipient.
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Cheque (reproduced with permission of BMO Bank of Montreal)



· Clearing is the term used when a cheque or deposit is accepted by the maker’s bank.

· Electronic Funds Transfer (EFT) is widely used in Canada. It is a much less expensive way to move money among parties.

Bank Statements

A typical statement shows:

1
Cheques paid and other debits that reduce the balance in the depositor’s account.

2
Deposits and other credits that increase the balance in the depositor’s account.

3
The account balance after each day’s transactions.
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Bank statement (reproduced with permission of BMO Bank of Montreal)


	Increases to the cash account are credits and decreases to the cash account are debits. Explore the difference between a company that increases its cash account with a debit and how the bank increases a customer’s bank account with a credit.


· A debit memorandum (DM) may identify a bank’s monthly service charge (SC), other bank charges, or a not sufficient funds cheque (NSF). From the bank’s perspective, customer deposits are liabilities, and a debit will reduce the liability.

· A credit memorandum (CM) may identify interest earned, EFTs into the account or other amounts added to the depositor’s account. From the bank’s perspective, customer deposits are liabilities, and a credit will increase the liability.

