
Keeping an tye
Back to basics in cash control

Historically, hospitals have had relatively few cash
transactions. Howevel;  the trend toward integrated systems
and patient co-payments means financial managers need
to pay closer attention to cash management.

RY RICK BLANKENSHIP, CPA

W hether an enterprise is involved in manufacturing, retail operations, financial
services or healthcare, the control over cash received and disbursed is vital to
the organization’s success.

Historically, hospitals have had relatively few cash transactions compared to other indus-
tries or to other types of entities in the healthcare field, such as physician clinics, pharma-
cies, and so forth. This has changed as pa-
tient co-payments have become more preva-
lent. Financial managers at hospitals and
clinics must ensure that procedures are in
place to properly receive, record, and safe-
guard cash.

All employees with cash handling and
processing responsibilities should be aware
of at least the following basic, related inter-
nal control issues.

Cash Receipts
In a clinic setting, the majority of the rev-
enue received is handled electronically from
third party reimbursement, yet a significant
amount of cash is accepted during the day,
The control over cash receipts is critical to
help ensure that cash is adequately safe-
guarded and invested, when feasible. Ide-
ally, a separation of duties will be clearly
defined and adequate physical security
over the cash will be exercised. In some locations, the relatively small number of employees
will not allow for complete separation of duties as is illustrated here:

First, an employee who does not have access to accounting records or patient ac-
counts should be responsible for opening all mail and recording the cash received in a log.
All checks received should be restrictively endorsed (e.g., “For Deposit Only by ABC
Clinic”) and secured immediately in a restricted location.

Second, receipts should be deposited or transferred by wire to the bank each day. The
cash receipt log must be compared to bank statements and posted to the general ledger on
a monthly basis.
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Finally, where the number of employ-
ees present is sufficient to allow for proper
segregation of duties, control and respon-
sibility for receiving and depositing checks
and cash should be assigned to an indi-
vidual who is not responsible for:
l Posting to the patient account or

accounts receivable subsidiary ledger.
l Posting to the genera1 ledger.
l Reconciling accounts.
l Collecting delinquent receivables.
l Authorizing bad debt write-offs.
l Authorizing credit memos, discounts,

or allowances.
l Preparing billing documents.
To the extent feasible, individuals receiv-
ing cash (i.e., the cashiers) should use a
standard format to communicate receipts
to those responsible for posting the pay-
ments to patient accounts. The format
should show how the payments are to be
applied. All cash receipts must be promptly
posted to accounts receivable subsidiary
records and patient accounts. Unidentified
cash receipts should be immediately inves-
tigated and resolved. On a regular basis,
the aggregate total of accounts receivable
should be agreed to the general ledger.
Additionally, procedures should be estab-
lished for the proper monthly cutoff of cash
receipts for accounting purposes.

Risks
Risks involved if the above procedures are
not involved:
l An incorrect patient account may be

credited.
l Cash receipts may be lost or misap-

propriated.
l Lost, incorrectly recorded, or misap-

propriated cash receipts may not be
identified and corrective action may
not be taken on a timely basis.

l A situation known as “lapping” could
occur. This is defined as concealing a
cash shortage by delaying the
recording of cash receipts. As an
example, cash collected from patient
“A” could be inappropriately diverted,
and a collection from “B” could be
used tocredit  patient A’s account.

Potentially, this situation could
continue for some time if the
shortage could be transferred else-
where within the accounting
records. The log of cash received and
prepared by an independent person,
as noted above, would enable the
discovery of such a shortage.
Cash flow and earnings on cash may
not be maximized.
Inefficient collection activities may
occur, due to inaccurate patient
account balances.
The receivable balances or aging of
receivables as reported to manage-
ment may not be accurate. This could
lead to decisions based on erroneous
information.
Financial statements and records may
be misstated.

Other Cash Handling Issues
Bank reconciliations-A comparison be-
tween the clinics cash records and the bank
statement must be prepared shortly after
the bank statement is received. This is a
key control in the discovery of errors re-
lated to cash.

Insufficient funds checks-Patient
checks returned by the bank due to insuffi-
cient funds should be promptly investigated
by an individual who does not have access
to the accounting records.

Petty cash-A petty cash fund should
be used to reimburse employees for busi-
ness expenses under a certain dollar
amount. This fund should be reconciled on
a regular interval by an individual who is
not allowed to process fund transactions.
The fund should be replenished to its stated
limit when cash has been depleted to a pre-
determined amount.

Safeguarding bank checks-Facilities
that maintain supplies of blank checks
should keep them locked to the extent prac-
ticable. This will reduce the possibility of
check destruction or unauthorized use. The
checks should be pre-numbered. An inven-
tory of these checks should be performed
and documented on a regular basis by an
individual who does not otherwise have
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access to the checks. Any inventory ex-
ceptions must be investigated promptly.

Patient receipts-In cases where a pa-
tient makes a payment at a clinic, issue a
receipt to reduce future patient inquiries.

Written procedures- Standard proce-
dures for cash handling must be available.
All employees must follow these proce-
dures to ensure consistency in the process-
ing of cash. This also will provide for effi-
cient cross training of personnel, and it will
help ensure minima1 disruption in service
to patients when an employee is away for
extended time periods.

If all employees follow the procedures
outlined above, there will be greater assur-
ance the assets of the clinic and the pa-
tients it serves will be sufficiently protected
from intentional or unintentional loss. Man-
agement also will be able to better assess
the facility’s cash and overall financial po-
sition. It is from this assessment that man-
agement makes the crucial decisions which
often affect each employee and patient.
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