Petty cash 

· Every business finds it convenient to have a small amount of cash on hand, or for situations where it would be inconvenient to pay by check, most companies set up a “petty cash fund”

· A fixed amount is determined for the fund. Each cash payment from the fund is documented by a voucher.

· The fund is periodically re-imbursed based on the voucher by the exact amount necessary to restore its original cash balance.
Example (1):

On March 12th, Baker’s Co. established a petty cash fund in the amount of $200. On March 31st, the fund contained $20. The vouchers in the fund are:

	Office supplies
	$115.00

	Flowers
	20.00

	Taxi
	35.00


The company replenishes this fund at the end of each month. Required:

· Prepare all journal entries relating to the operation of this petty cash fund during this month.
· Creating the fund:

	Petty cash
	200

	Cash
	200


· Recording the expenses:

	Office supplies Expense

Flowers Expense

Taxi Expense

Cash over & short
	115

20

35

10

	Petty Cash
	180


· As a practical matter, the entire debit portion of the previous entry often is charged to the Miscellaneous Expenses account…

	Misc. Expenses
	170

	Office supplies Expense

Flowers Expense

Taxi Expense
	115

20

35


· Replenish the petty cash fund:

	Petty cash
	180

	Cash
	180


Example (2):
On May 16th, a check is drawn payable from the bank account of Atlas Co. to establish a petty cash fund in the amount of $350. On May 31st, the fund contained $40. The vouchers in the fund are summarized as follows:

	Gas
	$30.00

	Ice cream
	25.00

	Office supplies
	$140.00

	Plants
	35.00

	Lunch
	95.00


The company reimburses this fund at the end of each month. All types of expenditures amounting less than $50 during the month are charged to miscellaneous expenses in one debit entry. Any type of expenditure exceeding $50 is debited to an expense account that describes the nature of the expenditure. Any cash shortage or excess is debited or credited to a cash over & short account.

Required:

Prepare all journal entries related to the operation of this petty cash fund during the month.

· Creating the fund:

	Petty cash
	350

	Bank
	350


· Recording the expenses:

	Miscellaneous expenses
Office supplies expenses

Lunch expenses
	90
140

95

	Petty Cash

Cash over & short
	310
15


· Replenish the petty cash fund:

	Petty cash
	310

	Bank
	310


Notes:

· When the cash over & short account is:

· Debited, this tends to be a case of cash shortage (expenses <Petty cash)

· Credited, this tends to be a case of cash excess (expenses > Petty cash)

