Reading Guide *Chapter 5: Cash Control System

Name:

Lesson 5-1: Checking Accounts

Objectives:
1. Record deposits on check stub.
2. Endorse check using multiple endorsement types.

3. Prepare a check and check stub.

A. How Businesses Use Cash
e In accounting, money = cash

o And cash usually = a check (hint: source doc)

Errors can occur when using cash, name 2 reasons.
Easy to transfer from person to person

Loss during transfer

Recording errors

2.

B. Depositing Cash
JAN 2 20-- D2000.00 HJS

PwWwN e

Billings National Bank
Billings, MT

For deposit to the account of
DELGADO WEB SERVICES
25402 Rimrock Road
Billings, MT 59102-1820

L0525 245081 P0BLEEE3ILBIGH

20 ==

Date Januar ¢ 2,

Currency

Cain

Checks

22-1508

2,000

F

TOTAL

2,000

CUSTOMER RECEIPT

e Checking account: bank account where cash comes out when using a check
e The checking account is where cash comes out when a check is written out.

e Deposit slip: - bank form to add checks/money/coins to a bank account
e A deposit makes the cash balance increase or decrease? (Circle one)




C. Deposit Recorded on a Check Stub

o, 1 %

Deate:

20

To:

Far:

BALANCE BROUGHT FORWARD a

SUBTOTAL
OTHER:

SUBTOTAL
AMOUNT THIS CHECK.
BALANCE CARRIED FORWARD

amounT perosmen| 7| 2| -- 2000
Cata

2E3

e Cash receip

ts are journalized at the time cash is received so we don’t journalize them again when we

finally deposit them into the bank.

D. Endorsemen
e Endorseme

ts
nts: Signature or stamp on back of check transferring ownership

e Ownership

of a check can be transferred.

e A check should be endorsed exactly as name is written on front of check

a. Blank Endorsement
Blank Endorsement = Blank endorsement: just a signature

ENDORSE HERE

X Mikaet Dedpads

DO NOT WRITE, STAMP, OR SIGN BELOW THIS LINE
RESERVED FOR FINANGIAL INSTITUTION LISE

—_———

b. Spe

Special Endorsement
ENDOREE HERE

X Flay 20 the ovdber of
feden Gobllowith

Miskaed Delyais

DO NOT WRITE. STAME. OR SIGN SELCW THIS LINE
MEZERVED FOR FIMANCEAL HETITUTION USE

T — T
Cc. Res

Restrictive Endorsement

ENDORSE HERE
% For depesit only 1o

the aceount of

DELGADO WEB SERVICES

Mishard Dedpads

DO MOT WHITE, STAMP, OR BIGK BELOW THIS LINE
REICAVED MR FINARCIAL INSTITUTION us

= Ablank endorsement should only be used at a bank, as it can be cashed by
anyone.

cial Endorsement
= Special endorsement: An endorsement indicating a new owner of a check

= They include the words Pay to the order of and the name of the new owner.
= Who signs at the bottom? Original owner

trictive Endorsement

= Restrictive endorsement: An endorsement restricting further transfer of a check’s
ownership

= This limits use of the check to whatever purpose is stated in the endorsement




E. Completed Check Stub and Check

No. 1 s 70500 :
o Date; Janearg 2, z0-- | | DELGADO N 1
A To: Lartoide Sypli ! | WEB SERVICES
| | 25402 Rimrock Road
o For. _Sapples | | Billings, MT 59102-1820 Jﬂ#‘ﬂwﬁ -
BALANCE BROUGHT FORWARD olan i PQEJSJQE Lasteide foM*_'—_——_—__—_——,——-
amount oerosiTen| 7] 2[-- | zawlae i ‘ _ o P
SUBTOTAL ete e ! é}ifé Mfﬂwﬁ Mﬂf /m’ DOLLARS =
e | | Bilings National Bank
SUBTOTAL 20| ao i EOR fﬁfﬁ&f /‘fm@fﬁaéﬁﬁ’? 1-1.___‘___1“
*[AMOUNT THIS CHECK mole | | 10929245081 POELEEE3ILB3IS* 0OOQ
FIBALANCE CARRIED FORWARD | 7835 (a0 |

Preparing check stubs:

e Acheck stub is a business’ proof of each check written for a cash payment transaction.

ok weN

Preparing check

Remember,
these must
match or a
bank could
refuse
payment!
(Generally,
bank will pay
the WRITTEN
amount if they
don’t match)

Write amount of check on stub

Write date of check on stub

Write to whom the check is to be paid on the stub
Record the purpose of the check on the stub

Write the amount of the check on the stub

Calculate the new checking account balance and record the new balance

Write the date the check is issued
Write to whom the check is to be paid
Write the amount in figures

Write the amount in word

Write the purpose of the check

Sign the check

e Postdated check: check with a future date.




F. Recording a Voided Check
JOURMAL FAGE D

DOC. | POST.
DATE ACCOUNT TITLE NO. REE. DEBIT CREDIT

19 15| VOID) C24 | v 10

20 \ ] e 20

B .
@) Date voID Source @) @Y Check Mark Dashes

Document
Voided check: A check that cannot be processed because the maker has made it invalid
All unused checks should be retained for records and be journalized in the GJ.
What word goes in the Account Title of a journal entry for a voided check? VOID
Remember ALWAYS fill out the check stub before the check!

Check yourself!
1. List the three types of endorsements.
Blank, Special, Restrictive

2. List the steps for preparing a check stub.
Write the amount of the check after the dollar sign at the top of the stub.
Write the date of the check on the Date line.
Write to whom the check is to be paid on the To line.
Record the purpose of the check on the For line.
Write the amount of the check after the words Amt. This Check.
Calculate the new checking account balance and record it in the amount column on the last line of the stub.

3. List the steps for preparing a check.
Write the date.
Write to whom the check is to be paid following the words Pay to the order of.
Write the amount in figures following the dollar sign.
Write the amount in words and draw a line through the unused space up to the word Dollars.
Write the purpose of the check on the line labeled For.
Sign the check



Lesson 5-2: Bank reconciliation

Objectives:
4. Complete bank statement reconciliation.

5. Create memo and journalize bank service charge.

A. Bank Statement

Billings National Bank
miinge, MT

ETATEMENT OF ACCOUNT FOR ———— ADCOLMT NLMEER

DELGADO WEE SERVICES Tos4sER31828
28402 Rimrock Road P
Eillings, MT 801021820 January 30, 20~
BALANCE e MO, AMOUNT HO. AMOUNT ~ EEAYICE =, STATEMENT -
FADM PREVICUE OF OF OoF oF CHARGEE BALARNCE
ETATEWENT CHECHS CHECHI DEFCEITS DEFCEITI
0.00 10 ,118.00 18 8,456.00 28.00 %,202.00

DEFOEIT

01/01/— 0.00
01/02/- 2,000.00 2,000.00
01/08/- 1 188.00 1,8%6.00
01/08/- 2 500.00 8%6.00
01/10/- 1,100.00 2,0%6.00
01/18/- 200.00 2,256.00
01/1%/ 340.00 2,B76.00
01/18/- 4 £0.00 B50.00 188.00 2,540.00
01/18/- z 100.00 286.00 2,B26.00
01/22/- B 400.00 283.00 310.00 2,082.00
01/22/- 270.00 2,822.00
01/2%/- 8 100.00 240,00 2,462.00
01/24/- 218.00 2,877.00
01/28/—- 280,00 2,887.00
01/28/- 180.00 Z,147.00
01/29/— o B10.00 148,00 2,782.00
01/29/- 318.00 Z,007.00
01/29/— BB0.00 Z,447.00
01/30/- 10 130.00 Z,317.00
8¢ 28.00 Z,208.00

%,202.00

PLEASE EXAMINE AT ©NCE - F NO EARCRI ARE REFORTED WITHIN 10 DAYS, THE ACCOUNT WILL BE CONSIDERED CORRECT. REFER ANY

CISCAEFANCY TOWIUR ACCOUNTING DEPARTMENT MMECIATELY.

e Bank statement: Report of all deposits, withdrawals, and balances to bank accounts.
e Cancelled check: A check which has been paid by the bank
o Cancelled checks are checks that have been cashed.
e Service charges are also listed on a bank statement. These are charged to upkeep the account.
e List two reasons a bank statement balance may not agree with the balance on the last check stub:

1. Service charge not recorded
2. Outstanding checks or deposits
3. Not yet cashed or put into bank (not shown on bank statement)



B. Bank Statement Reconciliation

@ check Stub Date
Balance
RECONCILIATION OF BANK STATEMENT chnay 31 20—
(Det=]
Balanza on Check SubNe, 2% o v s ssnas s zazzlar Halarcs onBank Siziemant s e s sssaess oS 3292!&? .q—-@BankStatemem
EE)L.BT BANK CHARGES: I :DD OLTSTANDING DEPOSITS: | Balance
Description Amount Diaks Bmouni
Service e Sauie Chage s 25|00 | #ay— & s ”5‘{” : i) Outstanding
Charge L Deposits
| Total custanding deposits aa.slar«—"
Total bark charges I 25 | 7| BUBTOTAL wenasasaasansnarsasans § 39077 |ﬂq——e Subtotal
I e F |
| Na. Amount Na. Amount |
| ;i; ﬁ g I” i @0utstandlng
| FZ] 545 og || | Checks
n
I Total outstending checks | 7 347 ! ar
Adpastadd Check Shub Balance » s n s v a5 S 2507 |0 | AdpmbedBackBalanczssasssasnsnsransl8 2597 | 00 'l——g'Ad]USIedBal'lk
= = Balance
Adjusted Check 9 MH“‘@"’EBm pare Adjusted
Stub Balance Balances

e Reconciling a bank statement means ensuring the balance agrees with the last check stub.
e Qutstanding checks are checks that haven’t been cashed yet.
e (Qutstanding Deposits are deposits made that aren’t yet reflected on the bank statement.

e The steps to reconciling a bank statement:
1. Date
Check stub balance on top left
Record service charge on left
Calculate adjusted check stub balance on left
Bank statement balance on top right
Record outstanding deposits
Subtotal bank statement balance (add outstanding deposits)

Record outstanding checks

L 0 N o v A w N

Calculate adjusted bank balance

[EEN
e

Compare adjusted balances

C. Recording a Bank Service Charge on a Check Stub
e The bank automatically deducts the bank charge from the checking account each month. Since a check
is never written out, it hasn’t been journalized yet, so it must be journalized when a statement is
received.

e Tojournalize it, first enter it on a check stub then journalize.
o What s the source doc for the service charge? Memo



Check yourself!

1. List four reasons why a depositor’s records and a bank’s records may differ.
1. A service charge may not have been recorded in the depositor’s business records.
2. Outstanding deposits may be recorded in the depositor’s records but not on a bank statement.
3. Outstanding checks may be recorded in the depositor’s records but not on a bank statement.
4. A depositor may have made a math or recording error.

2. If acheck markis placed on the check stub of each canceled check, what does a check stub with no
check mark indicate?
Outstanding check



Lesson 5-3: Dishonored Checks and Electronic Banking
Objectives:

3. Complete recordkeeping for a dishonored check.
4. Journalize an electronic funds transfer.
5. Journalize a debit card transaction.

A. Recording a Dishonored Check on a Check Stub

e Dishonored check: Check bank refuses to cash

NO.52 §—
Data: 20_
To:

For:

BALANCE BROUGHT FORWARD | 2777 | 00 |
e Non-sufficient funds check (NSF): Not enough money in e —
account to cash Label @ —| 3 Dickouwed Cleol //9 Amount
o Reasons a check may be dishonored: cmrom ;g f,f"
EALANGE CARPIED FORWARD @ Newsubtotal

1. NSF

2. Check altered

3. Signatures don’t match

4. Amount and words don’t agree

5. Post-dated

e Usually a dishonored check becomes a(n) expense to the business, and banks charge a fee for handling.

e Since cash is recorded when a check is received, a cash payment transaction must be journalized when

a check is dishonored

e This transaction will be the amount of the check PLUS the fee.

B. Journalizing a Dishonored Check

Debit ? Source Document
L JOURMNAL FAGE 8

L

DATE / ACCOUNT TITLE \Dnc’,gla ]'Rog:‘r' DERIT CREDIT

I f * \h‘l T T T
13 29( Accts. Rec—Valley Landscaping M52 2125|100 13
14 4 Cash<—__ - |2|2|5{00]

\@///
0 Date Credit

e Journalizing a dishonored check is basically reversing the transaction made to record the check, except

the fee is added
e Accounts Receivable is debited and Cash is reduced by a credit.

C. Journalizing an Electronic Funds Transfer (EFT)

June 5. Paid cash on account to Murniak Enterprises,
$380.00, using EFT. Memorandum No. 18.

e EFT: (Electronic Funds Transfer) Computerized (digitar — 11u paper ) tasin payinerni

e Many businesses use EFT to pay vendors

e What source doc is used for an EFT? Memo



e EFTis recorded just as any cash payment. This keeps the checkbook in balance. It is recorded on the
check stub as “other”.

D. Journalizing a Debit Card Transaction

Debit o Source Document
RAL JOURNAL race 22

Fi

[s]wf POST.

DATE / ACCOUNT TITLE .| Rer DERIT CREDIT
I { X FTTT FTTT
. T
13 8| Supplies M21 7|5|00 13
14 A Cash=s—o0 | 7|5] 0012
0 Date Credit

e Debit Card: Bank card that pulls money directly from an account

e SIDENOTE: Credit card versus Debit card:
o Acredit card is essentially a charge account. The card holder gets a set limit of how much

s/he can charge (or basically “borrow” from the company) to the card account.

e Different from a credit card, a debit card automatically pulls the money from the bank (checking)
account.

e Source docis? Memo

e Thisis also recorded on the check stub as “other” to keep the checkbook in balance.

Check yourself!
1. List six reasons why a bank may dishonor a check.
1. The check appears to be altered.
2. The signature on the check does not match the signature on the signature card.
3. The amounts written in figures and in words do not agree.
4. The check is postdated.
5. The person who wrote the check has stopped payment on it.
6. The account of the person who wrote the check has insufficient funds to pay the check.

2. What account is credited when electronic funds transfer is used to pay cash on account?

Cash

3. What account is credited when a debit card is used to purchase supplies?
Cash



Lesson 5-4: Petty Cash

Objectives:
4. Establish a petty cash fund.

5. Prepare a petty cash report.
6. Replenish a petty cash fun.

A. Establishing a Petty Cash Fund

[ GENERAL JOURNA race 1
|
DATE ]‘ ACCOUNT TITLE TP || i DERIT CREDIT
I FTTT FTTT
|

2 19| Petty Cash c8 [~ |1]0]0|00 [
2 Al Cash =— = 1]0]0] 00]=

1 T

e Petty Cash: Small amount of cash kept on hand to make small payments (postage, etc.)

e Petty cash is essentially like having an envelope of cash to use to buy pop or stamps, it is for making
small cash payments.
e Petty cash is a(n) asset account, with a normal debit balance.

B. Making Payments from a Petty Cash Fund with a Petty Cash Slip
e Petty Cash Slip: Form completed when using cash from petty cash fund

e Petty cash slips are kept in the petty cash box or envelope until the fund is replenished

e Nojournal entries are made until the replenishment.

C. Petty Cash Report
Label each area that arrows point to!

PETTY CASH HEPDV \
Date: __ Joneary 37, 20— Custodian; _ ikl Delyats
Replenish
Explanation Reconciliation Amount
Fund Total B 0.0 =
Payments:  Mizceflancans Expence 20.00 .
Adoertiing Expense .00
Less: Total payments HO) - ——> | .00
Equals: Recorded amount on hand 66.00 T
Less: Actual amount on hand / 65,00
Equals: Cash short (over) .00 — 100
Amount to Replenish / N 00 <t



Replenishing petty cash means putting more cash from the cash account into the petty cash account
and recording the expenses that have occurred.

Petty cash is always replenished monthly to ensure all expenses are recorded in correct period. (It can
be done sooner if needed.)

A petty cash slip is proof of fund.

The amount of the total of all the petty cash slips and the amount of actual cash on hand may vary, due
to errors. This can cause more or less money to be in the box than what the petty slips and petty cash
report show should be left.

Cash short: Less money in cash box than what should be left after slips are counted. (DEBIT)

Cash over: Less money in cash box than what should be left after slips are counted. (CREDIT)

o What account is associated with Cash Short and Cash Over? (What account is used to make
up the difference when we replenish?) Cash short and over
o What is this account’s Normal Balance? Either debit or credit

o What s it classified as? Expense

D. Replenishing Petty Cash
****REMEMBER THE PETTY CASH ACCOUNT IS NEVER USED WHEN RECORDING THE EXPENSES! IT IS ONLY USED FOR 1.
OPENING THE ACCOUNT OR 2. ADDING MORE MONEY TO THE ACCOUNT IF A HIGHER DOLLAR AMOUNT IS NEEDED!
(le.The petty cash fund is first established for S50, but that wasn’t enough for stamps or miscellaneous small expenses, so
it is increased to $100)****

/GENERALJOURNAL m,/ 2

] £ Fi
DATE ' AG%NTTITLE o || B DERIT REDIT
I T FTTT
} 4 N
7 31| Miscellaneous Expense Cc11 2(0)00 T
g Advertising Expense 1)4|00 ][ 8
9 Cash Short and Over 1{00 Ll
10) Cash 35|00 10

What is the source doc for replenishment of the petty cash fund? Check
What accounts are affected in the journal for replenishment? Expense accounts and cash

If the cash left in the box is MORE than what the petty cash report states it should be, is Cash Short and
Over debited or credited? (Circle one)

If the cash left in the box is LESS than what the petty cash report states it should be, is Cash Short and
Over debited or credited? (Circle one)

Check yourself!

1.

Why do businesses use petty cash funds?

F or making small cash payments for which writing a check is not time- or cost-effective

Why is cash rather than petty cash credited when a petty cash fund is replenished? T he check issued
to replenish petty cash is a credit to Cash and does not affect Petty Cash.
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