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A Company Established A Petty Cash Fund Of $100 On September 1. On September 10, The
Petty Cash Fund experienced various transactions that illustrate the practical aspects of managing
petty cash within a business. Understanding how petty cash is established, maintained, and
reconciled is essential for effective financial management and internal control. This article provides
a comprehensive overview of petty cash funds, emphasizing the procedures and best practices
demonstrated through this scenario.

Understanding Petty Cash Funds

What Is a Petty Cash Fund?

A petty cash fund is a small amount of cash kept on hand by a business to cover minor expenses that
do not warrant writing a check or making a formal purchase. These expenses typically include office
supplies, postage, minor repairs, or employee reimbursements.

Purpose of a Petty Cash Fund

The primary purpose of maintaining a petty cash fund is to streamline small transactions, ensuring
they are paid promptly without the need for complex procedures. It also helps in controlling small
cash expenses and simplifies record-keeping.

Establishing the Petty Cash Fund

Initial Setup

On September 1, the company established a petty cash fund of $100. This process involves:

e Designating a custodian responsible for managing the petty cash.
e Withdrawing cash from the company's main bank account to create the petty cash fund.

e Preparing a petty cash voucher or record to document the initial amount.



Recording the Establishment
The entry to record the establishment of the petty cash fund typically looks like:

Debit: Petty Cash $100
Credit: Cash (Bank) $100

This transaction reflects the transfer of cash from the bank to the petty cash fund.

Managing Petty Cash Transactions

Disbursing Funds

As small expenses arise, the petty cash custodian disburses cash for approved purposes. Each
disbursement should be documented with a petty cash voucher specifying the amount, date,
purpose, and recipient.

Examples of Common Petty Cash Expenses

¢ Office supplies (pens, paper, staples)

e Postage and shipping costs

e Minor repairs or maintenance

e Employee reimbursements for small expenses

e Miscellaneous small purchases

Maintaining Proper Records

To ensure accountability, the petty cash custodian maintains a record of all transactions, including
receipts and vouchers. This documentation is crucial during reconciliation.

Reconciliation of the Petty Cash Fund on September 10



Why Reconcile?

Reconciling petty cash involves verifying that the remaining cash plus the total of receipts and
vouchers equal the established fund amount. This process detects discrepancies and ensures control.

Steps in Reconciliation

1. Count the cash remaining in the petty cash box.
2. Review all petty cash vouchers and receipts to total the expenses.
3. Compare the sum of cash and expenses to the original fund amount.

Sample Reconciliation Process

Suppose on September 10, the petty cash custodian counts $60 remaining in the fund. The vouchers
and receipts total $40. The reconciliation check is:

Cash remaining: $60
Total expenses (vouchers): $40
Total cash plus expenses: $60 + $40 = $100

Since this matches the original fund amount, the petty cash is balanced.

Recording the Reconciliation

Adjusting Entries

If discrepancies are identified, adjusting entries are made. For example, if the cash counted is less
than expected, the difference is recorded as a loss or misappropriation.

Journal Entry for Replenishing Petty Cash

When replenishing the fund, the expenses are recorded, and the petty cash account is credited:

Debit: Various Expense Accounts (e.g., Office Supplies, Postage)
Credit: Cash (Bank or Petty Cash) for total expenses

The petty cash account is then replenished to the original amount ($100).



Best Practices for Managing Petty Cash

Set Clear Policies

Establish guidelines on:
e Maximum amount per expense
e Authorized types of expenses

e Procedures for documentation and approval

Designate a Responsible Custodian

Choose a trustworthy individual to manage petty cash, keep accurate records, and perform regular
reconciliations.

Regular Reconciliation

Perform periodic reconciliations (weekly, bi-weekly, or monthly) to detect discrepancies early.

Secure Storage

Keep petty cash in a secure location to prevent theft or misuse.

Advantages and Disadvantages of Petty Cash Funds

Advantages

e Facilitates quick payment for small expenses
e Reduces administrative burden for minor transactions

e Improves internal control over small cash disbursements

Disadvantages



e Risk of theft or misuse
e Possible discrepancies during reconciliation

e Additional administrative effort for reconciliation and record-keeping

Conclusion

The scenario of establishing a petty cash fund of $100 on September 1 and reconciling it on
September 10 exemplifies fundamental principles of petty cash management. Proper setup, diligent
record-keeping, regular reconciliation, and adherence to policies are essential to maintain control
and transparency. When effectively managed, petty cash funds serve as valuable tools for handling
minor expenses efficiently, supporting smooth business operations while safeguarding assets.

By understanding these processes and best practices, businesses can ensure their petty cash
systems are reliable, accountable, and aligned with overall financial controls.

Frequently Asked Questions

What is the initial journal entry when a company establishes a
petty cash fund of $100 on September 1?

The company debits Petty Cash and credits Cash for $100 to establish the fund.

How does the company record expenses paid out of the petty
cash fund on September 10?

Expenses are recorded by reimbursing the petty cash fund and adjusting the Petty Cash account
accordingly, typically with a journal entry that increases expenses and decreases petty cash.

What are common methods to replenish the petty cash fund
after expenses are paid?

Replenishment involves preparing a petty cash reconciliation, totaling expenses, and writing a check
to restore the petty cash to its original amount.

What is the significance of performing a petty cash count on
September 10?

A petty cash count ensures the actual cash on hand matches the recorded balance, helping detect
any discrepancies or theft.



How should a company handle a shortage or overage in the
petty cash fund?

Any shortage is recorded as a loss or expense, while overages are credited to miscellaneous income
or similar accounts, after investigating the cause.

What controls should be implemented for petty cash funds to
prevent misuse?

Controls include limiting access to authorized personnel, maintaining detailed receipts, performing
regular reconciliations, and setting procedural policies.

What is the typical journal entry to replenish a petty cash fund
after expenses on September 10?

Debit the various expense accounts for the total expenses incurred, credit Cash or Bank for the
amount used, and debit Petty Cash for the replenishment amount if needed.

Additional Resources

A Company Established A Petty Cash Fund Of $100 On September 1. On September 10, The Petty
Cash Fund

In the world of business, managing small expenses efficiently is crucial for maintaining smooth
operations. One common practice employed by many companies is the establishment of a petty cash
fund—a readily accessible cash reserve used to cover minor expenses without the need for complex
reimbursement processes. This article explores the establishment of a petty cash fund, the
subsequent transactions, and the accounting procedures involved, providing a clear, detailed
understanding suitable for both novices and seasoned professionals.

The Concept of a Petty Cash Fund

Before delving into the specifics of the case, it’s important to understand what a petty cash fund
entails.

Definition and Purpose

A petty cash fund is a small amount of cash kept on hand to pay for minor, incidental expenses such
as office supplies, postage, taxis, or small repairs. It aims to streamline expense management by
reducing the need for frequent reimbursements or petty cash vouchers.

Establishment and Control

Typically, a company designates a custodian responsible for managing the fund, which is periodically

replenished through journal entries. Proper controls, like petty cash slips and periodic audits, help
prevent misuse and ensure accuracy.



Establishing the Petty Cash Fund on September 1

On September 1, the company set up a petty cash fund of $100. This initial step involves a
straightforward journal entry to record the establishment of the cash reserve.

The Journal Entry
The entry to record establishing the petty cash fund is:

- Debit: Petty Cash (asset account) — $100
- Credit: Cash (asset account) — $100

Explanation:

This transaction indicates that cash has been transferred from the main cash account into the petty
cash fund. The petty cash account now holds $100, available for minor expenses, while the
company's main cash account decreases by the same amount.

Significance of the Entry

This initial entry is fundamental in accounting because it:

- Reflects the company's cash allocation.

- Sets the stage for tracking petty cash expenses.
- Ensures the company's books remain balanced, with total assets consistent across accounts.

The Transactions on September 10

Nine days after establishing the petty cash fund, the company incurs several small expenses totaling
$45. To maintain accurate financial records, the company needs to record these expenses and
replenish the petty cash fund accordingly.

Expenses Paid from Petty Cash

Suppose the expenses paid from the petty cash fund include:

- Office supplies: $20

- Postage: $10

- Taxi fare: $15

Total expenses: $45

Recording the Expenses

The company records these expenses by:

- Deducting the amounts from the petty cash fund.
- Making detailed petty cash slips or vouchers for each expense for audit and accountability.

Replenishing the Petty Cash Fund



Since $45 has been used, the petty cash fund now holds:
$100 (initial) - $45 (expenses) = $55

To restore the fund to its original amount of $100, the company needs to replenish it by writing a
journal entry.

Replenishment and Reconciliation Process

The replenishment process involves documenting the expenses, preparing a journal entry to reflect
the expenses incurred, and replenishing the petty cash account.

Step 1: Summarize Expenses

List all petty cash vouchers, confirming the total expenses:
- Office supplies: $20

- Postage: $10

- Taxi fare: $15

Total expenses: $45

Step 2: Prepare the Replenishment Journal Entry

To replenish the fund, the company makes the following entry:

- Debit: Various Expense Accounts (Office Supplies, Postage, Transportation) — total $45
- Credit: Cash (asset account) — $45

This entry recognizes the expenses and decreases the company's main cash account by the total
amount spent.

Step 3: Restoring the Petty Cash Fund

Since the petty cash fund should hold $100, and $55 remains after expenses, the company adds $45
in cash to the petty cash fund to restore it to its original balance. This is achieved by:

- Writing a check or transferring cash into the petty cash fund.
Alternatively, in journal form, this is recorded as:

- Debit: Petty Cash — $45
- Credit: Cash — $45

This step is crucial for maintaining the integrity of the petty cash fund, ensuring it remains at the
established amount for future minor expenses.



Accounting for the Petty Cash Fund: A Step-by-Step Summary

Understanding the full lifecycle of petty cash accounting involves several key steps:
1. Establishment of the Fund

- Record the initial transfer of cash into petty cash:

- Debit Petty Cash — $100
- Credit Cash — $100

2. Incurring Expenses

- When expenses are paid from petty cash, record them as expenses in respective accounts, and
reduce the petty cash balance accordingly.

3. Reconciliation and Replenishment
- Summarize petty cash vouchers.
- Record expenses with debits to expense accounts.

- Replenish the petty cash fund by transferring cash equal to total expenses back into the fund.
- Ensure the petty cash account balance reflects the fixed amount ($100 in this case).

Best Practices and Internal Controls

Effective management of petty cash is vital to prevent misappropriation and ensure accurate record-
keeping. Here are some recommended controls:

- Designate a petty cash custodian: Assign responsibility for managing the fund.
- Use petty cash vouchers: Require receipts or vouchers for each expense.
- Regular reconciliation: Periodically verify the petty cash balance against vouchers.

- Limit the fund amount: Keep the petty cash sum small enough to control easily.
- Secure storage: Keep petty cash in a locked cash box or drawer.

Common Challenges and Solutions

While petty cash management is straightforward, some challenges can arise:
Challenge 1: Misuse of Funds

Solution: Implement strict policies, require vouchers, and conduct periodic audits.
Challenge 2: Unreconciled Balances

Solution: Regularly reconcile petty cash, compare vouchers with cash remaining, and investigate
discrepancies promptly.



Challenge 3: Inadequate Documentation

Solution: Mandate detailed petty cash slips and retain receipts for all expenses.

Conclusion

Managing a petty cash fund is a fundamental aspect of financial administration in many
organizations. The process, from establishing the fund to reconciling expenses, involves clear
accounting entries and diligent oversight. In the case of the company that set up a $100 petty cash
fund on September 1 and recorded expenses on September 10, the proper recording and
replenishment ensure financial accuracy and operational efficiency.

By maintaining robust controls, regularly reconciling balances, and documenting transactions
thoroughly, businesses can leverage petty cash funds effectively—supporting smooth day-to-day
operations while safeguarding company assets. Whether small startups or large corporations,
understanding the principles of petty cash management remains essential for sound financial
practices.
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