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 Learning Objectives 

After studying Chapter 5, in addition to defining key terms, you will be able to: 

LO1 Record a deposit on a check stub. 

LO2 Endorse checks using blank, special, and restrictive endorsements. 

LO3 Prepare a check stub and a check. 

LO4 Complete a bank statement reconciliation. 

LO5 Record and journalize a bank service charge. 

LO6 Complete recordkeeping for a dishonored check. 

LO7 Journalize an electronic funds transfer. 

LO8 Journalize a debit card transaction. 

LO9 Establish a petty cash fund. 

LO10 Prepare a petty cash report. 

LO11 Replenish a petty cash fund. 

Cash Control Systems: Accounting in the Real World 

 KAYLA MARIE 
JOHNSON/SHUTTERSTOCK.COM   

Hard Rock 

Anyone who has ever visited a 
Hard Rock Cafe knows it isn't just 
about the food. Although the food is 
known for being consistently high 
quality regardless of location, the 

food is only one part of the Hard Rock experience. Its website describes the company this way: “Hard 
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Rock isn't just a name; it's a culture.” The culture that is Hard Rock is summed up in its mission 
statement: “To spread the spirit of rock ‘n’ roll by creating authentic experiences that rock.” Hard Rock's 
motto “Love All - Serve All” reflects its mission statement. 

The spirit of rock ‘n’ roll has many aspects. Rock memorabilia is an important part of the spirit. Each of 
the 134 cafes in over 50 countries features rock memorabilia—over 70,000 pieces in total. It all started 
with a red Fender guitar, donated by its owner, Eric Clapton. The collection ranges from a lock of hair to a 
five-ton psychedelic bus and is still growing. If your dining experience is a pleasant one, you can take a 
piece of it home with you by shopping at the on-site store for articles that range from collector pins to 
one-of-a-kind guitars. 

Hard Rock spreads the spirit of rock ‘n’ roll by supporting music in many ways. Annually, Hard Rock 
features the Artist of the Year on its website. The company sponsors concerts and performances around 
the world. Under its motto “All is One,” Hard Rock supports music and music education, and partners 
with many music industry organizations and museums. 

The spirit of rock ‘n’ roll is also about taking care of each other. Under Hard Rock's motto “Take Time to 
Be Kind,” it supports many humanitarian causes around the globe. Under the motto “Save the Planet,” 
Hard Rock supports environmental causes and groups. 

One example of Hard Rock's donations to worldwide causes is its Signature Series. The series is a way for 
musicians and artists to support charities. Each artist donates a piece of original artwork. The artwork is 
reproduced on a limited-edition T-shirt which is sold by HR worldwide. Proceeds from the sale of the 
shirts benefit the charity chosen by the artist. There are currently 27 shirts in the series, and over $11 
million has been contributed to a wide variety of charities throughout the world. 

If you can't make it to a Hard Rock Cafe, they may bring it to you with Hard Rock on Wheels. In honor of 
its 40th anniversary, Hard Rock is transforming a truck into a traveling museum that will contain some of 
the most historic memorabilia from their collection. 

Critical Thinking 

1.     At Hard Rock Cafe, customers use cash or credit cards to make purchases. What control 
problems may occur when employees accept cash for a sale? 

2. What can Hard Rock do, in its own cafes, to help support its “Save the Planet” motto? 
  

Cash Control Systems: Key Terms 

 checking account 
 deposit slip 
 endorsement 
 blank endorsement 
 special endorsement 
 restrictive endorsement 
 postdated check 
 voided check 
 bank statement 



 canceled check 
 dishonored check 
 non-sufficient funds check 
 electronic funds transfer 
 debit card 
 petty cash 
 petty cash slip 
 cash short 
 cash over 
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Lesson 5-1: Checking Accounts  
  
How Businesses Use Cash 
Depositing Cash 
Deposit Recorded on a Check Stub LO1 
Blank Endorsement, Special Endorsement, and Restrictive Endorsement LO2 
Completed Check Stub and Check LO3 
Recording a Voided Check 
End of Lesson Review 
  

LO1 Record a deposit on a check stub. 

LO2 Endorse checks using blank, special, and restrictive endorsements. 

LO3 Prepare a check stub and a check. 

How Businesses Use Cash 

In accounting, money is usually referred to as cash. Most businesses make major cash payments by check. 
However, small cash payments for items such as postage and some supplies may be made from a cash 
fund kept at the place of business. 

Because cash transactions occur more frequently than other types of transactions, more chances occur to 
make recording errors affecting cash. Cash can be transferred from one person to another without any 
question about ownership. Also, cash may be lost as it is moved from one place to another. 

As a safety measure, Delgado Web Services keeps most of its cash in a bank. Because all cash receipts are 
placed in a bank, Delgado Web Services has written evidence to support its accounting records. Delgado 
Web Services can compare its record of checks written with the bank's record of checks paid. Greater 
control of Delgado Web Services' cash and greater accuracy of its cash records results from these 
procedures.  

  
Depositing Cash 



  

 

 
 
 A business form ordering a bank to pay cash from a bank account is known as a check. A bank account 
from which payments can be ordered by a depositor is called a checking account . 
When a checking account is opened, the bank customer must provide a signature on a signature card for 
the bank records. If several persons are authorized to sign checks, each person's signature must be on the 
signature card. 

A bank form which lists the checks, currency, and coins an account holder is adding to the bank account is 
called a deposit slip . A bank customer prepares a deposit slip each time cash or checks are deposited in a 
bank account. Deposit slips may differ slightly from one bank to another. Each bank designs its own 
deposit slips to fit the bank's recording machines. However, all deposit slips contain the same basic 
information. 

Checks are listed on a deposit slip according to the bank routing number on each check. For example, the 
routing number 22-1508 identifies the bank on which the $2,000.00 check is written. 

When a deposit is made, a bank gives the depositor a receipt. Many banks use a copy of the deposit slip 
with a printed or stamped verification as the receipt. The 
printed verification, Jan 2, 20-- D2000.00 HJS, is printed 
along the top left edge of the deposit slip. This printed 
verification means that a total of $2,000.00 was deposited on 
January 2. The initials HJS next to the amount are those of the 
bank employee who accepted the deposit. 

Deposit Recorded on a Check Stub LO1 

 After the deposit is recorded on the check stub, a checkbook 
subtotal is calculated. The balance brought forward on Check 
Stub No. 1 is zero because the checking account has just been 
opened. The $2,000.00 deposit is the first transaction for this 
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newly opened checking account. The previous balance, $0.00, plus the deposit, $2,000.00, equals the 
subtotal, $2,000.00. 

Cash receipts are journalized at the time cash is received. Later, the cash receipts are deposited in the 
checking account. Therefore, no journal entry is needed for deposits because the cash receipts have 
already been journalized. 

Blank Endorsement, Special Endorsement, and Restrictive Endorsement LO2 

Ownership of a check can be transferred. The name of the first owner is stated on a check following the 
words Pay to the order of. Therefore, the person to whom payment is to be made must indicate that 
ownership of the check is being transferred. One person transfers ownership to another person by 
signing on the back of a check. A signature or stamp on the back of a check transferring ownership is 
called an endorsement . Federal regulations require that an endorsement be confined to a limited amount 
of space that is indicated on the back of a check. 

An endorsement should be signed exactly as the person's name appears on the front of the check. For 
example, a check made payable to M. J. Delgado is endorsed on the back as M. J. Delgado. Immediately 
below that endorsement, Mr. Delgado would write his official signature, Michael Delgado. 

Ownership of a check might be transferred several times, resulting in several endorsements. Each 
endorser guarantees payment of the check. If a bank does not receive payment from the person who 
signed the check, each endorser is individually liable for payment. 

Three types of endorsements are commonly used, each having a specific use in transferring ownership. 

Blank Endorsement 

  

Blank Endorsement    
 

An endorsement consisting only of the endorser's signature is 
called a blank endorsement . A blank endorsement indicates that 
the subsequent owner is whoever has the check. 

If a check with a blank endorsement is lost or stolen, the check 
can be cashed by anyone who has possession of it. Ownership may 
be transferred without further endorsement. A blank 

endorsement should be used only when a person is at the bank ready to cash or deposit a check. 

 Special Endorsement    

An endorsement indicating a new owner of a check is called a 
special endorsement . Special endorsements are sometimes 
known as an endorsement in full. 

Special endorsements include the words Pay to the order of and 
the name of the new check owner. Only the person or business 
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named in a special endorsement can cash, deposit, or further transfer ownership of the check. The 
original owner of the check also signs his or her name under the name of the new owner of the check. 

    Endorse all checks before presenting them to the bank for 
deposit. 

 
     If the amount of a check written in numbers is different than the 
amount written in words, the bank may refuse to process the 
check. 

 
Restrictive Endorsement 

  

Restrictive Endorsement    
 

An endorsement restricting further transfer of a 
check's ownership is called a restrictive 
endorsement . Depositing a check in a bank account 
is a common use of a restrictive endorsement. A 
restrictive endorsement limits use of the check to 
whatever purpose is stated in the endorsement. 

Many businesses have a stamp prepared with a 
restrictive endorsement. When a check is received, 
it is immediately stamped with the restrictive 
endorsement. This prevents unauthorized persons 

from cashing the check if it is lost or stolen.  

Completed Check Stub and Check LO3 

 

 

 
Delgado Web Services uses printed checks with check stubs attached. Consecutive numbers are 
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preprinted on Delgado Web Services' checks. Consecutive numbers on checks provide an easy way of 
identifying each check. Also, the numbers help keep track of all checks to ensure that none is lost or 
misplaced. 

A check stub is a business's record of each check written for a cash payment transaction. [CONCEPT: 
Objective Evidence] To avoid forgetting to prepare a check stub, the check stub is prepared before the 
check is written. 

After the check stub is completed, the check is written. 

 
Preparing Check Stubs and Checks 

1 Write the amount of the check, 165.00, in the space after the dollar sign at the top of the stub. 

2 Write the date of the check, January 2, 20--, on the Date line at the top of the stub. 

3 Write to whom the check is to be paid, Eastside Supplies, on the To line at the top of the stub. 

4 Record the purpose of the check, Supplies, on the For line. 

5 Write the amount of the check, $165.00, in the amount column at the bottom of the stub on the line with 
the words “Amount This Check.” 

6 Calculate the new checking account balance, $1,835.00, and record the new balance in the amount 
column on the last line of the stub. The new balance is calculated as shown. 

      

 
 
Preparing Checks 

7 Write the date, January 2, 20--, in the space provided. The date should be the month, day, and year on 
which the check is issued. A check with a future date on it is called a postdated check . Most banks will not 
accept postdated checks because money cannot be withdrawn from a depositor's account until the date 
on the check. 

8 Write to whom the check is to be paid, Eastside Supplies, following the words “Pay to the order of.” If 
the person to whom a check is to be paid is a business, use the business's name rather than the owner's 
name. [CONCEPT: Business Entity] If the person to whom the check is to be paid is an individual, use that 
person's name. 

9 Write the amount in figures, 165.00, following the dollar sign. Write the figures close to the printed 
dollar sign. This practice prevents anyone from writing another digit in front of the amount to change the 
amount of the check. 
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10 Write the amount in words, One hundred sixty-five and no/100, on the line with the word “Dollars.” 
This written amount verifies the amount written in figures after the dollar sign. Begin the words at the 
extreme left. Draw a line through the unused space up to the word “Dollars.” This line prevents anyone 
from writing in additional words to change the amount. If the amounts in words and in figures are not the 
same, a bank may pay only the amount in words. Often, when the amounts do not agree, a bank will 
refuse to pay the check.  

  
11 Write the purpose of the check, Supplies, on the line labeled “For.” (On some checks, this space is 
labeled “Memo.”) Some 

12 checks do not have a line for writing the purpose of the check. Sign the check. A check should not be 
signed until each item on the check and its stub has been verified for accuracy. 

Recording a Voided Check 

  

 
 
Banks usually refuse to accept altered checks. If any kind of error is made in preparing a check, a new 
check should be prepared. Because checks are prenumbered, all checks not used should be retained for 
the records. This practice helps account for all checks and assures that no checks have been lost or stolen. 

A check that cannot be processed because the maker has made it invalid is called a voided check . The 
word VOID is written in large letters across both the check and its stub. 

When Delgado Web Services records a check in its journal, the check number is placed in the journal's 
Doc. No. column. If a check number is missing from the Doc. No. column, there is a question whether all 
checks have been journalized. To ensure that all check numbers are listed in the journal, Delgado Web 
Services records voided checks in the journal. 

 
Recording a Voided Check in the Journal 

1 Record the date, 15, in the Date column. 

2 Write the word, VOID, in the Account Title column. 

javascript:void(0);


3 Write the check number, C24, in the Doc. No. column. 

4 Place a check mark in the Post. Ref. column. 

5 Place a dash in both the Debit and Credit columns. 

  

   Always complete the check stub before writing the check. Otherwise you may forget 
to record the amount of the check on the check stub. 
  
End of Lesson Review 

LO1 Record a deposit on a check stub. 

LO2 Endorse checks using blank, special, and restrictive endorsements. 

LO3 Prepare a check stub and a check. 

Terms Review 

checking account 
deposit slip 
endorsement 
blank endorsement 

special endorsement 
restrictive endorsement 
postdated check 
voided check 

 

Audit Your Understanding 

1. List the three types of endorsements. 
2. List the steps for preparing a check stub. 
3. List the steps for preparing a check. 

 

Work Together 5-1 

Endorsing and writing checks 

Write the answers to the following problems in the Working Papers. Your instructor will guide you 
through the following examples. You are authorized to sign checks for Grantsburg Accounting. 

1. For each of these situations, prepare the appropriate endorsement. 

a. Write a blank endorsement. 

b. Write a special endorsement to transfer a check to Clara Kwon. 

c. Write a restrictive endorsement to deposit a check in the account of Grantsburg Accounting. 

2. Record the balance brought forward on Check Stub No. 151, $2,145.88. 

3. Record a deposit of $316.00 made on June 30 of the current year on Check Stub No. 151. 

4. Prepare check stubs and write the following checks. Use June 30 of the current year as the date. 



a. Check No. 151 to A1 Computers for repairs, $148.00. 

b. Check No. 152 to Southwest Supply for supplies, $62.00. 

On Your Own 5-1 

Endorsing and writing checks 

Write the answers to the following problems in the Working Papers. Work these problems 
independently. You are authorized to sign checks for Milltown Hair Care. 

1. For each of these situations, prepare the appropriate endorsement. 

a. Write a special endorsement to transfer a check to Kevin Deters. 

b. Write a restrictive endorsement to deposit a check in the account of Milltown Hair Care. 

2. Record the balance brought forward on Check Stub No. 317, $1,852.39. 

3. Record a deposit of $135.79 made on March 31 of the current year on Check Stub No. 317. 

4. Prepare check stubs and write the following checks. Use March 31 of the current year as the date. 

a. Check No. 317 to Uniform World for uniform rental, $195.00. 

b. Check No. 318 to Salon Supplies for supplies, $328.00. 
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Instructions 
 

A statement that guides the ethical behavior of a company and its employees is called a code of conduct. 
Merck & Co., Inc., a leading pharmaceutical company, makes its code of conduct available to its 
employees, consultants, and the public. The document, titled “Our Values and Standards, Edition II,” 
begins by stating: 

At Merck, our values and standards have always formed the basis of our success. They inspire trust and 
confidence on the part of the medical community, government officials, regulatory agencies, financial 
markets, our customers and patients, all whom are essential to our success. 

The code of conduct contains sections that focus on Merck's relationship with customers, employees, 
shareholders, suppliers, and communities/society. Each section contains specific guidance on Merck 
policies. Common questions and answers are provided to expand on these policies. Throughout the 
document, individuals are encouraged to seek the guidance of their supervisor, the Legal Department, 
and the Office of Ethics if they are unsure whether their actions comply with the code of conduct. 

Instructions 

Obtain access to Merck's code of conduct at www.merck.com . Can Merck employees do the following: 

1. Give a physician a gift consisting of a medical textbook? 
2. Use a cell phone to discuss new research methods with another Merck employee? 
3. Accept a gift of two Super Bowl tickets from a customer? 

http://www.merck.com/
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Why Accounting?: The Cost of a College Course  
 
Critical Thinking 
  

Many students go on to a post-secondary school after high school. Students and their families try to save 
money to help pay for this postsecondary education. The cost of a college education varies with each 
college. What determines how much a college charges for each course it offers? 

  

   The first cost that may come to mind is the cost of the professor's 
salary. However, several other costs are involved. Many of these costs 
are not directly related to one specific course, but are general costs of 
running the college. One example is the college president's salary. The 
salaries of other employees, such as custodians, registration personnel, 
and other administrators, must be included. Other costs must be 

incorporated into the calculation of the cost of tuition. Examples of additional costs are the cost of 
building upkeep, utilities, computers, desks, office space, student computer labs, and the library. 
 
Critical Thinking 

1.     Using the Internet or other means, find the cost of taking a course at a post-secondary 
institution. Report the amount on a per-course or per-credit basis. 

2. What costs should the college consider when setting a price for board and room? 
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Lesson 5-2: Bank Reconciliation  
Pages 129 to 134 
  
Bank Statement 
Bank Statement Reconciliation LO4 
Recording a Bank Service Charge on a Check Stub LO5 
Journalizing a Bank Service Charge 
End of Lesson Review 
  

LO4 Complete a bank statement reconciliation. 



LO5 Record and journalize a bank service charge. 

Bank Statement 

  

A report of deposits, withdrawals, and 
bank balances sent to a depositor by a 
bank is called a bank statement . 
When a bank receives checks, the 
amount of each check is deducted from 
the depositor's account. A check which 
has been paid by the bank is called a 
canceled check . The bank stamps the 
checks to indicate that the checks are 
canceled and are not to be transferred 
further. Canceled checks may be 
returned to a depositor with a bank 
statement or may be kept on record by 
the bank. Account service charges are 
also listed on a bank statement. 

Although banks seldom make mistakes, 
occasionally a check or deposit might 
be recorded in a wrong account. If 
errors are discovered, the bank should 
be notified at once. However, a bank's 
records and a depositor's records may 
differ for several reasons: 

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 math or recording errors. 

  
  
Bank Statement Reconciliation LO4 

 A bank statement is reconciled by 
verifying that information on a bank 
statement and a checkbook are in 
agreement. Reconciling immediately 
is an important aspect of cash 
control. 

Delgado Web Services' canceled 
checks are kept on record at the 
bank. The bank statement is used to 
determine the canceled checks. For 
each canceled check listed on the 
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bank statement, a check mark is placed on the corresponding check stub. A check stub with no check 
mark indicates an outstanding check. Outstanding checks are those checks issued by a depositor but not 
yet reported on a bank statement. Outstanding deposits are those deposits made at a bank but not yet 
shown on a bank statement. 

Delgado Web Services receives a bank statement dated January 30 on January 31. Delgado Web Services 
uses a reconciliation form printed on the back of the bank statement. 

Reconciling a Bank Statement 

1 Write the date on which the reconciliation is prepared, January 31, 20--. 

2 In the left amount column, list the balance brought forward on Check Stub No. 14, the next unused 
check stub, $2,622.00. 

3 In the space for bank charges, list any charges. The only such charge for Delgado Web Services is the 
bank service charge, $25.00. The bank service charge is labeled “SC” on the bank statement. 

4 Write the adjusted check stub balance, $2,597.00, in the space provided at the bottom of the left amount 
column. The balance on the check stub, $2,622.00, minus the bank's service charge, $25.00, equals the 
adjusted check stub balance, $2,597.00. 

5 Write the ending balance shown on the bank statement, $3,292.00, in the right amount column. 

6 Write the date, 1/31/--, and the amount, $685.00, of any outstanding deposits in the space provided. 
Add the outstanding deposits. Write the total outstanding deposits, $685.00, in the right amount column. 

7 Add the ending bank statement balance to the total outstanding deposits. Write the total, $3,977.00, in 
the space for the Subtotal. 

8 List the outstanding checks, Nos. 11, 12, and 13, and their amounts, $35.00, $800.00, and $545.00, in the 
space provided. Add the amounts of the outstanding checks and write the total, $1,380.00, in the right 
amount column. 

9 Calculate the adjusted bank balance, and write the amount, $2,597.00, in the space provided at the 
bottom of the right amount column. The subtotal, $3,977.00, minus the total outstanding checks, 
$1,380.00, equals the adjusted bank balance, $2,597.00. 

10 Compare adjusted balances. The adjusted balances must be the same. The adjusted check stub balance 
is the same as the adjusted bank balance. Because the two amounts are the same, the bank statement is 
reconciled. The completed reconciliation form is filed for future reference. If the two adjusted balances 
are not the same, the error must be found and 
corrected before any more work is done. 

Recording a Bank Service Charge on a Check Stub LO5 

 The bank deducts the service charge from Delgado 
Web Services' checking account each month. Although 
Delgado Web Services did not write a check for the 
bank service charge, this cash payment must be 



recorded in Delgado Web Services' accounting records as a cash payment. Delgado Web Services makes a 
record of a bank service charge on a check stub. 

 
Recording a Bank Service Charge on a Check Stub 

1 Write Service Charge on the check stub under the heading “Other.” 

2 Write the amount of the service charge, $25.00, in the amount column. 

3 Calculate and record the new subtotal, $2,597.00, on the Subtotal line. A new balance carried 
forward is not calculated until after Check No. 14 is written. 

 Journalizing a Bank Service Charge 
  

 
 
Because the bank service charge is a cash payment for which no check is written, Delgado Web Services 
prepares a memorandum as the source document. Delgado Web Services' bank service charges are 
relatively small and occur only once a month. Therefore, a separate ledger account for the expense is not 
used. Instead, Delgado Web Services records the bank service charge as a miscellaneous expense. 

 
January 31. Received bank statement showing January bank service charge, $25.00. Memorandum No. 3. 

  

A memorandum is the source document 
for a bank service charge transaction. 
[CONCEPT: Objective Evidence] The 
analysis of this transaction is shown in 
the T accounts. 
The expense account, Miscellaneous 
Expense, is debited for $25.00 to show 
the increase in owner's equity. The asset 
account, Cash, is credited for $25.00 to 
show the decrease in assets. 

 



Journalizing a Bank Service Charge 

1 Date. Write the date, 31, in the Date column. 

2 Debit. Write the title of the account to be debited, Miscellaneous Expense, in the Account Title column. 
Record the amount debited, $25.00, in the Debit column. 

3 Credit. On the next line, indented about one centimeter, write the title of the amount credited, Cash, in 
the Account Title column. Write the credit amount, $25.00, in the Credit column. 

4 Source document. On the first line of the entry, write the source document number, M3, in the Doc. No. 
column. 

  

   The Federal Deposit Insurance Corporation (FDIC) protects depositors from 
banks that fail. Bank deposits are currently covered up to $250,000 per depositor. 
  
  
End of Lesson Review 

LO4 Complete a bank statement reconciliation. 

LO5 Record and journalize a bank service charge. 

Terms Review 

bank statement 

canceled check 

Audit Your Understanding 

1. List four reasons why a depositor's records and a bank's records may differ. 
2. If a check mark is placed on the check stub of each canceled check, what does a check stub with no 

check mark indicate? 
 

Work Together 5-2 

Reconciling a bank statement and recording a bank service charge 

Forms are given in the Working Papers. Your instructor will guide you through the following examples. 

On August 29 of the current year, Bright and White Laundry received a bank statement dated August 28. 
The following information is obtained from the bank statement and from the records of the business. 

Bank statement balance $2,712.00 
Bank service charge 20.00 

Outstanding deposit, August 28 300.00 
Outstanding checks: 



   No. 306 $   140.00 

   No. 308 70.00 
Checkbook balance on Check Stub No. 309 2,822.00 

 
1. Prepare a bank statement reconciliation. Use August 29 of the current year as the date. 
2. Record the service charge on Check Stub No. 309. 
3. Record the service charge on journal page 16. Use Memorandum No. 77 as the source document. 
 

On Your Own 5-2 

Reconciling a bank statement and recording a bank service charge 

Forms are given in the Working Papers. Work these problems independently. 

On June 30 of the current year, Roettger Repair Co. received a bank statement dated June 29. The 
following information is obtained from the bank statement and from the records of the business. 

Bank statement balance $3,912.00 

Bank service charge 25.00 

Outstanding deposits: 
   June 29 470.00 

   June 30 660.00 
Outstanding checks: 

   No. 220 $   140.00 
   No. 222 616.00 

No. 223 160.00 

Checkbook balance on Check Stub No. 224 4,151.00 
 

1. Prepare a bank statement reconciliation. Use June 30 of the current year as the date. 
2. Record the service charge on Check Stub No. 224. 
3. Record the service charge on journal page 12. Use Memorandum No. 75 as the source document. 

 
Chapter 5:Cash Control Systems: Financial Literacy: Shopping for a Checking Account  
Financial Literacy: Shopping for a Checking Account  
 

Opening a checking account is necessary when managing your money. A checking account is not only a 
safe and convenient method for controlling large sums of cash, but bills can be paid and canceled checks 
can serve as a record of spending. 

However, not all checking accounts are the same, even within the same bank. You must shop around and 
compare features in order to find the checking account that best fits the needs of the business or 
individual. For example: Where is the nearest location? What is the minimum deposit to open an account? 
Does the bank offer online banking without a fee? Is there a monthly service fee? What is the cost of 200 
checks? Is there a minimum balance required to avoid a fee? Is there unlimited check writing? Does the 
bank have interest-bearing accounts? 

Fees should carefully be reviewed as well. Common fees include charges for ordering checks, automatic 
teller machine (ATM) withdrawals, monthly service fees, and a fee for insufficient funds should the 



amount on the check presented for payment exceed the available funds in the account. 

Activities 

    Compare and contrast the following two checking accounts. Based on your findings, which 
checking account would best fit the needs for a high school student who just started his or her 
first job? Explain your findings. The Almighty Dollar Bank (ADB) Student Value Plus Checking 
Account requires $500 to open a checking account with no minimum balance requirement. 

There is a $5 monthly service charge but no ATM fees unless used at a bank other than ADB, in which 
case a $3 fee would be imposed by both ADB and the other bank. The first 200 checks are free. 
Subsequent check orders cost $17.95 for 200 checks. There is a $35 fee for insufficient funds. Online 
banking is offered free for the first three transactions each month. The People Friendly Bank (PFB) Free 
Student Checking Account has no minimum initial balance but charges a $5 fee if the balance falls below 
$50. This account pays 1% annual interest on balances over $5,000 and has no monthly service charge. 
There is no charge for ATM withdrawals. Checks cost $12.95 per 200, and there is a $25 fee for 
insufficient funds. Online banking is free. 
3. Explain why a business would open a checking account instead of a savings account to manage cash. 
Compare/contrast the costs and features of checking accounts from three different banks. Summarize 
your findings in an Excel spreadsheet. 
 
Chapter 5:Cash Control Systems: Think Like an Accountant: Flowcharting the Bank Reconciliation 
Process  
Think Like an Accountant: Flowcharting the Bank Reconciliation Process  
 
Your accounting clerks often struggle to understand the bank reconciliation process. To help them 
prepare the bank reconciliation, you have decided to create a flowchart summarizing the process. The 
objects available on an electronic spreadsheet can be used to create a flowchart. 

A flowchart is a graphic representation of a process. Your flowchart uses two symbols. A rectangle 
represents a process, as briefly described by the text inside the symbol. The rounded rectangle denotes 
the start or end of a process. An arrow between symbols represents the order in which processes are 
performed. Color coding the symbols can help the reader understand the process. 

 Complete the flowchart by replacing the question marks with text 
describing the appropriate process. Modify the color of symbols 
describing similar processes. 

Open the Spreadsheet TLA_CH05 
 

Chapter 5:Cash Control Systems: Lesson 5-3: 
Dishonored Checks and Electronic Banking  
  
Recording a Dishonored Check on a Check Stub LO6 

Journalizing a Dishonored Check 
Journalizing an Electronic Funds Transfer LO7 
Journalizing a Debit Card Transaction LO8 
End of Lesson Review 
 LO6 Complete recordkeeping for a dishonored check. 



LO7 Journalize an electronic funds transfer. 

LO8 Journalize a debit card transaction. 

Recording a 
Dishonored Check 
on a Check Stub 
LO6 

 A check that a 
bank refuses to 
pay is called a 
dishonored check . 
Banks dishonor a 
check for many 
reasons. A check 
dishonored by the 
bank because of 
insufficient funds 
in the account of 
the maker of the 
check is called a 
non-sufficient 
funds check . A non-sufficient funds check is also known as an NSF check. Banks may also dishonor a 
check for other reasons: (1) The check appears to be altered. (2) The signature of the person who signed 
the check does not match the one on the signature card at the bank. (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 the check. 

Issuing a check on an account with insufficient funds is illegal. Altering or forging a check is also illegal. 
An NSF check may affect the credit rating of the person or business that issued the check. 

Sometimes money for an NSF check can be collected directly from the person or business that wrote the 
check. Often, however, the value of a dishonored check cannot be recovered and becomes an expense to 
the business. 

Most banks charge a fee for handling NSF checks that have been previously accepted for deposit. This fee 
is an expense of the business receiving such a check. Delgado Web Services' bank charges a $40.00 fee for 
handling NSF checks. Delgado Web Services attempts to collect the $40.00 fee in addition to the amount 
of the NSF check from the person or business that wrote the check. 

When Delgado Web Services receives a check, it records the check as a debit to Cash and deposits the 
check in the bank. When a check is dishonored, the bank deducts the amount of the check plus the fee, 
$40.00, from Delgado Web Services' checking account. Therefore, Delgado Web Services records a 
dishonored check as a cash payment transaction. 

 
Recording a Dishonored Check on a Check Stub 

1 Write Dishonored Check under the heading “Other.” 
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2 Write the total of the dishonored check, $225.00, in the amount column. This is the amount of 
the dishonored check, $185.00, plus the service fee of $40.00. 

3 Calculate and record the new subtotal, $1,887.00, on the Subtotal line. A new balance carried 
forward is not calculated until after Check No. 52 is written. 

Journalizing a Dishonored Check 

 

 

 
During January, Delgado Web Services received no checks that were subsequently dishonored. However, 
in August, Delgado Web Services did receive a check from Valley Landscaping that was eventually 
dishonored. 

Delgado Web Services receives a notice of 
the dishonored check and the fee from the 
bank. Delgado Web Services attaches the 
notice to a memorandum, which is used as 
the source document. [CONCEPT: Objective 
Evidence] The analysis of this transaction is 
shown in the T accounts. 

August 29. Received notice from the bank of 
a dishonored check from Valley 
Landscaping, $185.00, plus $40.00 fee; 
total, $225.00. Memorandum No. 52. 

  

 
 



   When a business is notified that a customer check is NSF, some companies will charge 
the customer for the bank fee plus an extra amount for the additional processing. 
 
All checks received are deposited in Delgado Web Services' checking account. The entry for each cash 
receipts transaction includes a debit to Cash. If a check is subsequently returned as dishonored, the 
previous cash debit for the amount of the check must be offset by a cash credit. The asset account, Cash, is 
credited for $225.00 to show the decrease in assets. 
When Delgado Web Services originally received the check from Valley Landscaping, Accounts 
Receivable—Valley Landscaping was credited to reduce the balance of the account. When Delgado Web 
Services finds out that the check was not accepted by the bank, the account, Accounts Receivable—Valley 
Landscaping, must be increased to show that this amount, plus the bank charge, is still owed to Delgado 
Web Services. The asset account, Accounts Receivable—Valley Landscaping, is debited for $225.00 to 
show the increase in assets. 
 
 
Journalizing a Dishonored Check 

1 Date. Write the date, 29, in the Date column. 

2 Debit. Write the title of the account to be debited, Accounts Receivable—Valley Landscaping, in 
the Account Title column. Record the amount debited, $225.00, in the Debit column. 

3 Credit. On the next line, indented about one centimeter, write the title of the account credited, 
Cash, in the Account Title column. Write the credit amount, $225.00, in the Credit column. 

4 Source document. On the first line of this entry, write the source document number, M52, in the 
Doc. No. column.  

  
Journalizing an Electronic Funds Transfer LO7 

 
 
A computerized cash payments system that transfers funds without the use of checks, currency, or other 



paper documents is called electronic funds transfer . Electronic funds transfer is also known as EFT. Many 
businesses use electronic funds transfer (EFT) to pay vendors. To use EFT, a business makes 
arrangements with its bank to process EFT transactions. Arrangements are also made with vendors to 
accept EFT payments on account. Then a transfer of funds from the business's account to the vendor's 
account can be completed via the Internet or a telephone call. 

To control cash payments through EFT, the person responsible for requesting transfers should be given a 
password. The bank should not accept EFT requests from any person unable to provide an established 
password. 

Delgado Web Services does not use electronic funds transfer. However, Bonita Beach Repair does use 
electronic funds transfer to make payments on account to vendors. The journal entry for making 
payments on account through EFT is the same as when a check is written. The only change is the source 
document used for the transaction. Bonita Beach Repair uses a memorandum as the source document for 
an EFT. A note is written on the memorandum to describe the transaction. 

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

  

 
The source document for this transaction is 
Memorandum No. 18. [CONCEPT: Objective 
Evidence] The analysis of this transaction is 
shown in the T accounts. 

The liability account, Accounts Payable—
Murniak Enterprises, is decreased by a 
debit, $380.00. The asset account, Cash, is 
decreased by a credit, $380.00. 

A cash payment made by EFT is recorded on the check stub as “Other.” This procedure keeps the 
checkbook in balance during the time lag from when the EFT is made until receipt of the bank statement. 
The EFT payments are verified as part of the regular bank statement reconciliation process. EFT 
payments are identified in the Check column of the bank statement by the notation “EFT,” rather than by 
a check number. 

Journalizing an Electronic Funds Transfer 

1 Date. Write the date, 5, in the Date column. 

2 Debit. Write the title of the account to be debited, Accounts Payable—Murniak Enterprises, in 
the Account Title column. Record the amount debited, $380.00, in the Debit column. 

3 Credit. On the next line, indented about 1 centimeter, write the title of the account credited, 
Cash, in the Account Title column. Write the credit amount, $380.00, in the Credit column. 

4 Source document. On the first line of this entry, write the source document number, M18, in the 
Doc. No. column. 
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   Checking accounts and records should be maintained in such a way that all checks will 
be honored when presented to the bank. 
 
Journalizing a Debit Card Transaction LO8 

  

 
A bank card that automatically deducts the amount of a purchase from the checking account of the 
cardholder is called a debit card . There is one major difference between a debit card and a credit card. 
When a purchase is made with a debit card, the amount of the purchase is automatically deducted from 
the checking account of the cardholder. A debit card eliminates the need to write a check for the 
purchase. However, the effect is the same. The checking account balance is reduced by the amount of the 
purchase. A debit card also eliminates the need to carry a checkbook. 

When using a debit card, it is important to remember to record all purchases to avoid errors in the 
checking account. 

Bonita Beach Repair uses a debit card to make some purchases. Recording a cash payment made by a 
debit card is similar to recording a cash payment made by electronic funds transfer. 

Bonita Beach Repair uses a memorandum as the source document for a debit card purchase. A note is 
written on the memorandum to describe 
the transaction. 

June 8. Purchased supplies, $75.00, using 
debit card. Memorandum No. 21. 
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Journalizing a Debit Card Purchase 

1 Date. Write the date, 8, in the Date column. 

2 Debit. Write the title of the account to be debited, Supplies, in the Account Title column. Record 
the amount debited, $75.00, in the Debit column. 

3 Credit. On the next line, indented about one centimeter, write the title of the account credited, 
Cash, in the Account Title column. Write the credit amount, $75.00, in the Credit column. 

4 Source document. On the first line of this entry, write the source document number, M21, in the 
Doc. No. column. 

The source document for this transaction is Memorandum No. 21. [CONCEPT: Objective Evidence] The 
analysis of this transaction is shown in the T accounts. 

The asset account, Supplies, is increased by a debit, $75.00. The asset account, Cash, is decreased by a 
credit, $75.00. 

A cash payment made with a debit card is recorded on the check stub as “Other.” This procedure keeps 
the checkbook in balance during the time lag from when the debit card payment is made until receipt of 
the bank statement. The debit card payments are verified as part of the regular bank statement 
reconciliation process. Debit card payments are identified as a purchase on the bank statement, with the 
date, time, location, and amount of the debit card transaction stated. 

  

   Prepare a bank reconciliation every time you receive a statement of account from the 
bank. 
  
End of Lesson Review 

LO6 Complete recordkeeping for a dishonored check. 

LO7 Journalize an electronic funds transfer. 

LO8 Journalize a debit card transaction. 

Terms Review 

dishonored check 
non-sufficient funds check 

electronic funds transfer 
debit card 

 

Audit Your Understanding 

1. List six reasons why a bank may dishonor a check. 
2. What account is credited when electronic funds transfer is used to pay cash on account? 
3. What account is credited when a debit card is used to purchase supplies? 

 



Work Together 5-3 

Recording dishonored checks, electronic funds transfers, and debit card purchases 

Write the answers to this problem in the Working Papers. Your instructor will guide you through the 
following example. 

Enter the following transactions on page 15 of a journal. 

Transactions: 

Aug. 18. Received notice from the bank of a dishonored check from Christine Iverson, $126.00, 
plus $25.00 fee; total, $151.00. Memorandum No. 312. 

20. Paid cash on account to Schwartz Enterprises, $270.00, using EFT. Memorandum No. 313. 

21. Purchased supplies, $62.00, using a debit card. Memorandum No. 314. 

On Your Own 5-3 

Recording dishonored checks, electronic funds transfers, and debit card purchases 

Write the answers to this problem in the Working Papers. Work this problem independently. 

Enter the following transactions on page 12 of a journal. 

Transactions: 

July 12. Received notice from the bank of a dishonored check from Tiffany Hooverman, $130.00, 
plus $30.00 fee; total, $160.00. Memorandum No. 78. 

13. Paid cash on account to Alfredson Company, $486.00, using EFT. Memorandum No. 79. 

14. Purchased supplies, $70.00, using a debit card. Memorandum No. 80. 

 

Chapter 5:Cash Control Systems: Lesson 5-4: Petty Cash  
Lesson 5-4: Petty Cash  
  
Establishing a Petty Cash Fund LO9 
Making Payments from a Petty Cash Fund with a Petty Cash Slip 
Petty Cash Report LO10 
Replenishing Petty Cash LO11 
End of Lesson Review 
  

LO9 Establish a petty cash fund. 



LO10 Prepare a petty cash report. 

LO11 Replenish a petty cash fund. 

Establishing a Petty Cash Fund LO9 

  

 
 
An amount of cash kept on hand and used for making small payments is called petty cash . A business 
usually has some small payments for which writing a check is not time or cost effective. Therefore, a 
business may maintain a separate cash fund for making small cash payments. The actual dollar amount 
considered to be a small payment differs from one business to another. Mr. Delgado has set $20.00 as the 
maximum amount to be paid at any one time from the petty cash fund. 

The Petty Cash account is an asset with a normal debit balance. The balance of the Petty Cash increases 
on the debit side and decreases on the 
credit side. 

 On January 19, Mr. Delgado decided 
that Delgado Web Services needed a 
petty cash fund of $100.00. This amount 
should provide for small cash payments 
during a month. 

The source document for this 
transaction is Check No. 8. [CONCEPT: 
Objective Evidence] The analysis is 
shown in the T accounts. Petty Cash is 
debited for 

January 19. Paid cash to establish a petty 
cash fund, $100.00. Check No. 8. 

 $100.00 to show the increase in this asset 
account balance. Cash is credited for 
$100.00 to show the decrease in this asset 
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account balance. 

Mr. Delgado cashed the check and placed the $100.00 in a locked petty cash box at his place of business. 
Only he is authorized to make payments from the petty cash fund. 

Establishing a Petty Cash Fund 

1 Date. Write the date, 19, in the Date column. 

2 Debit. Write the title of the account to be debited, Petty Cash, in the Account Title column. 
Record the amount debited, $100.00, in the Debit column. 

3 Credit. On the next line, indented about one centimeter, write the title of the account credited, 
Cash, in the Account Title column. Write the credit amount, $100.00, in the Credit column. 

4 Source document. Write the source document number, C8, in the Doc. No. column. 

Making Payments from a Petty Cash Fund with a 
Petty Cash Slip 

 Each time a small payment is made from the petty 
cash fund, Mr. Delgado prepares a form showing 
the purpose and amount of the payment. A form 
showing proof of a petty cash payment is called a 
petty cash slip . 

A petty cash slip shows the following information: 
(1) petty cash slip number, (2) date of petty cash 
payment, (3) to whom paid, (4) reason for the 
payment, (5) amount paid, (6) account in which 
amount is to be recorded, and (7) signature of 
person approving the petty cash payment. 

The petty cash slips are kept in the petty cash box until the fund is replenished. No entries are made in 
the journal for the individual petty cash payments. 

 Even though a petty cash fund usually contains only a small amount of cash, it is still 
important to have good controls over the system to guard against improper use of the 
cash in the fund. 

Petty Cash Report LO10 
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As petty cash is paid out, the amount in the petty cash box decreases. Eventually, the petty cash fund must 
be replenished and the petty cash payments recorded. Delgado Web Services replenishes its petty cash 
fund whenever the amount on hand is reduced to $25.00. Also, the petty cash fund is always replenished 
at the end of each month so that all of the expenses are recorded in the month they are incurred. 

Before petty cash is replenished, a proof of the fund must be completed. The proof of the fund may be 
called a petty cash report. Delgado Web Services prepares a petty cash report on January 31, when the 
actual cash in the fund is $65.00. 

Errors may be made when making payments from a petty cash fund. These errors cause a difference 
between actual cash on hand and the record of the amount of cash that should be on hand. A petty cash 
on hand amount that is less than the recorded amount is called cash short . A petty cash on hand amount 
that is more than the recorded amount is called cash over . The custodian prepares a petty cash report 
when the petty cash fund is to be replenished. 

 
 
Preparing a Petty Cash Report 

1 Write the date, January 31, 20--, and custodian name, Michael Delgado, in the report heading. 

2 Write the fund total, $100.00, from the general ledger account. 

3 Summarize petty cash slips by totals for each general ledger account. Delgado Web Services' 
petty cash slips show $20.00 paid out for miscellaneous expense and $14.00 paid out for 
advertising expense. 

4 Calculate and write the total payments, $34.00, in the Reconciliation and Replenish Amount 
columns. 

5 Calculate and write the recorded amount on hand, $66.00 ($100.00 – $34.00). 
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6 Write the actual amount of cash on hand, $65.00, in the Reconciliation column. This amount is 
determined by adding the coins and currency in the petty cash box. 

7 Subtract the actual amount on hand, $65.00, from the recorded amount on hand, $66.00, and 
write the amount short, $1.00, in the Reconciliation and Replenish Amount columns. The actual 
amount of petty cash on hand is $1.00 less than the recorded amount. 

8 Write the total of the amount to replenish, $35.00. The petty cash fund actually has $65.00 on 
hand. When replenishing the petty cash fund, the amount in the fund is brought back up to the 
original amount of the fund, $100.00 ($100.00 – $65.00 = $35.00). 

Replenishing Petty Cash LO11 

 Once the petty cash report is 
complete, Delgado Web Services 
replenishes the petty cash fund. 

January 31. Paid cash to replenish 
the petty cash fund, $35.00: 
Miscellaneous Expense, $20.00; 
Advertising, $14.00, Cash Short and 
Over, $1.00. Check No. 11. 

Petty cash short and petty cash over 
are recorded in an account titled 
Cash Short and Over. Cash Short and 
Over is debited when cash is short 
and credited when cash is over. 
Therefore, the balance of Cash Short 
and Over can be either a debit or 
credit. The balance is usually a debit 
because the petty cash fund is more 
likely to be short than over. A cash 
shortage adds to the cost of 
operating a business. Thus, the 
account is classified as an operating expense. Note that in Step 4, the amount of petty cash short is 
recorded in the Debit column. If petty cash were over, the amount would be recorded in the Credit 
column.  

 
 
 The source document for this 
transaction is Check No. 11. [CONCEPT: 
Objective Evidence] The analysis of this 
transaction is shown in the T accounts 
on the next page. 
  
  
  



 
 
Unless the petty cash fund is permanently 
increased or decreased, the balance of the 
account is always the original amount of 
the fund. The check issued to replenish 
petty cash is a credit to Cash and does not 
affect the Petty Cash account. When the 
check is cashed, the money is placed in the 
petty cash box. The amount in the petty 
cash box changes, as shown below. 

The total amount in the petty cash box, 
$100.00, is again the same as the balance 
of the Petty Cash account. 

  

     
 
Journalizing the Entry to Replenish 
Petty Cash 

1 Date. Write the date, 31, in 
the Date column. 

2 Debit Account Titles. Write 
the title of the first account 
debited, Miscellaneous 
Expense, in the Account Title 
column. Write the amount to 
be debited to Miscellaneous Expense, $20.00, in the Debit column on the same line as the account 
title. Write the title of the second account debited, Advertising Expense, on the next line in the 
Account Title column. Record the amount to be debited to Advertising Expense, $14.00, in the 
Debit column on the same line as the account title. 

3 Cash Short. Write the account title, Cash Short and Over, on the next line in the Account Title 
column. Record the amount of the shortage, $1.00, in the Debit column on the same line as the 
account title. 

4 Credit. On the next line, indented about one centimeter, write the title of the account credited 
Cash, in the Account Title column. Write the amount of the replenishment, $35.00, in the Credit 
column. 

5 Source Document. Write the source document number, C11, in the Doc. No. column. 



  

End of Lesson Review 

LO9 Establish a petty cash fund. 

LO10 Prepare a petty cash report. 

LO11 Replenish a petty cash fund. 

Terms Review 

petty 
cash 
petty cash slip 

cash short 
cash over

 
Audit Your Understanding 

1. Why do businesses use petty cash funds? 
2. Why is Cash rather than Petty Cash credited when a petty cash fund is replenished? 

 

Work Together 5-4 

Establishing and replenishing a petty cash fund 

Write the answers to this problem in the Working Papers. Your instructor will guide you through the 
following example. 

1. Prepare a petty cash report for November 30 of the current year using the following information: 
Amount in fund, $200.00. Petty cash slips supported payment of $24.00 for Postage Expense and 
$20.00 for Miscellaneous Expense. Actual amount of cash in the petty cash box is $154.00. 

2. Journalize the following transactions related to petty cash completed during November of the 
current year. Use page 22 of a journal. The abbreviation for check is C. 

 

Transactions: 

Nov. 1. Paid cash to establish a petty cash fund, $200.00. C64. 

30. Paid cash to replenish the petty cash fund, $46.00. C86. 

On Your Own 5-4 

Establishing and replenishing a petty cash fund 

Write the answers to this problem in the Working Papers. Work this problem independently. 

1. Prepare a petty cash report for April 30 of the current year using the following information: 
Amount in fund, $250.00. Petty cash slips supported payment of $48.00 for Delivery Expense and 
$30.00 for Miscellaneous Expense. Actual amount of cash in the petty cash box is $171.00. 



2. Journalize the following transactions related to petty cash completed during April. Use page 8 of a 
journal. The abbreviation for check is C. 

 

Transactions: 

Apr. 1. Paid cash to establish a petty cash fund, $250.00. C228. 

30. Paid cash to replenish the petty cash fund, $79.00. C253. 
 
Chapter 5:Cash Control Systems: Careers in Accounting  
Careers in Accounting  
  

Sandra Fuentes 

ACCOUNTING CLERK 

Sandra Fuentes is going to work in accounting for a few years before going on to college. She is an 
accounting clerk. An accounting clerk is an accounting worker who processes routine details about 
accounting transactions. 

Accounting clerks usually work in one or more specific areas of an accounting department such as 
accounts payable, accounts receivable, or payroll. As an accounting clerk, Sandra performs calculations 
and verifies postings of transactions such as cash received or paid. She might also reconcile statements 
received from vendors or sent to customers. This could include contacting the customer or vendor to 
discuss payments and account balances. If she was a payroll clerk, she would probably verify hours 
worked, calculate wages paid, and calculate payroll deductions. Some accounting clerks verify computer-
generated reports. 

In Sandra's company, many of the people in higher-level accounting positions started out as accounting 
clerks. As an accounting clerk, Sandra will learn about the company and its products. When she does 
continue with her college education, she hopes it will help her to advance to other positions in the 
company. The company is supportive of this effort. It will reimburse one-half of the cost of tuition and 
books for any college accounting course she completes with a grade of B or better. 

Sandra has also noticed that many accounting positions listed in the local newspaper require previous 
work experience in the field. Working as an accounting clerk is a good way for her to gain initial 
accounting work experience. 

Salary Range: Salaries vary with job responsibilities but usually range from $27,000 to $33,000 annually. 

Qualifications: Most accounting clerks are required to have a high school diploma or equivalent. It is 
helpful to have completed a high school accounting course. An accounting clerk must have a basic 
understanding of debits and credits and be attentive to detail. Since most accounting data are 
computerized, an accounting clerk needs good computer skills. Knowledge of spreadsheet software 
and/or accounting software is helpful. Good communication skills are necessary in order to communicate 
with customers and creditors. An accounting clerk also needs good math skills. 

Occupational Outlook: The growth for accounting clerk positions is projected to be in the average range 



(between 7% and 13%) for the period from 2008 to 2018. 

Source: online.onetcenter.org . 
 
Chapter 5:Cash Control Systems: End of Chapter Review  
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Reconciling the Cash Account 

  

 
 
1 The user selects the account to reconcile. 

2 The system displays the checks that have been written and deposits that have been made. (Note that 
the Deposits scroll bar is at the bottom, indicating that other deposits have scrolled off the window at the 
top. Three deposits are not displayed.) 

3 The user enters the statement date from the bank statement. The system displays the current date in 

http://online.onetcenter.org/


the field to the right. 

4 Checkboxes initially appear empty. The user clicks in the checkbox for each check or deposit that 
appears on the bank statement, indicating that the transaction has cleared the bank. 

5 Delgado Web Services has a bank account that does not earn interest. If interest had been earned, the 
user would enter from the bank statement the amount of interest and the date it was paid. Then the user 
would select the account where the interest should be posted. 

6 Most banks charge a monthly service fee. Delgado's bank charges $25.00 per month. That amount and 
the date it was drawn from the account by the bank are entered here. Then the user selects the account 
where the service charge is to be posted. Delgado posts these charges to Miscellaneous Expense, account 
number 560. 

7 The user enters the ending balance from the bank statement. 

8 The system sums all outstanding checks (those without check marks) and displays the total below the 
statement balance. The same is done for outstanding deposits on the next line. [$3,292.00 − $1,380.00 + 
$685.00 = $2,597.00] The system deducts the $25.00 service charge from the Cash account balance and 
displays the new balance, $2,597.00 on the next line. When the system subtracts that amount, the Out of 
Balance amount is zero. If the bank statement differed in any way from data in the system, this line would 
not be zero, and it would be necessary to find and correct the error(s). 

9 The user clicks Save to post all account entries and to record the checks and deposits that have been 
cleared. A reconciliation report can be printed by clicking Print. 

In a manual accounting system, when a bank statement is reconciled, check marks may be placed on 
check stubs to indicate which checks and deposits have cleared the bank. A very similar procedure is 
followed with computerized accounting systems. Since there is no paper checkbook, the data from the 
Cash account is displayed in a window like the one above. The user clicks in fields provided by the system 
to indicate which items are cleared and which are not. Only a few other pieces of data from the statement 
are entered by the user, then the system displays an “in-balance” or “out-of-balance” amount. As in 
manual systems, the most important part of reconciling the cash account is to find and correct any errors. 

Cash Control Systems: Chapter Summary 

Cash is deposited often in order to safeguard this important asset. A deposit slip is prepared and the 
amount of the deposit is added to the cash balance on the next unused check stub. Any checks being 
deposited must be endorsed. When writing a check, the check stub is completed first. The check is 
prepared making sure that all figures and words are clear and accurate. Voided checks are recorded in 
the journal so that all check numbers are listed in the journal. A bank reconciliation is prepared on a 
regular basis. The bank service charge must be recorded on the next unused check stub and in the 
journal. Dishonored checks are also recorded on both the check stub and in the journal. Electronic funds 
transfers and debit card transactions are recorded on a check stub as “Other.” A journal entry is made for 
both transactions. A petty cash fund is used to make small cash payments. A petty cash slip is prepared 
each time cash is paid out of the petty cash fund. The fund is replenished when the cash in the fund goes 
below a certain amount and at the end of each period. A petty cash report is prepared when the fund is 
replenished. 

Cash Control Systems: Explore Accounting 



 Cash Controls 

Cash transactions occur more frequently than other types of transactions. Because cash is easily 
transferred from one person to another, a business must try to safeguard its cash to protect it and other 
assets from errors. 

An unintentional error occurs when someone mistakenly records an incorrect amount or forgets to 
record a transaction. An intentional error occurs when someone intentionally records an incorrect 
amount or does not record a transaction in order to cover up fraud or theft. Good cash control procedures 
should guard against both types of errors. 

One common method of controlling cash is to insist that all cash payments over a certain amount be paid 
by check. In addition, checks should be prenumbered so that it is easy to account for each check. The Doc. 
No. column of a journal can be used to ensure that all checks issued are recorded in the journal. Other 
cash controls are to have one person responsible for authorizing all checks and to require a source 
document in support of each cash payment. 

One of the best ways to safeguard assets is to separate duties so that one employee does not have total 
control of an entire set of processes. For example, one employee could receive and record the receipt of 
cash on account; a second employee could make and record deposits; and a third employee could 
reconcile the bank statement. By separating the duties, it is less likely that errors will be made. 
Separating the duties also makes it more difficult to defraud the company. 

A company that does not have enough employees to institute the separation of duties concept may hire a 
certified public accountant (CPA) to perform some of these duties on a regular basis. 

Instructions 
Talk to a businessperson to determine what kinds of controls are in place in his or her business to 
safeguard cash. Schools, hospitals, charitable organizations, and government offices as well as retail, 
wholesale, and service businesses should have established controls that are being followed. Summarize 
and present your findings to your class. 

Cash Control Systems: Apply Your Understanding: Application Problem 
INSTRUCTIONS: Download problem instructions for Excel, QuickBooks, and Peachtree from the textbook 
companion website at www.C21accounting.com . 

5-1 Application Problem: Endorsing and Writing Checks LO1, 2, 3 

You are authorized to sign checks for Wash N' Dry. Forms are given in the Working Papers. 

Instructions: 

1. For each of the following situations, prepare the appropriate endorsement. 

a. Write a blank endorsement. 

b. Write a special endorsement to transfer a check to Kim Lumas. 

c. Write a restrictive endorsement to deposit a check in the account of Wash N' Dry. 

http://www.c21accounting.com/


2. Record the balance brought forward on Check Stub No. 410, $4,125.15. 

3. Record a deposit of $1,976.60 made on August 31 of the current year on Check Stub No. 410. 

4. Prepare check stubs and write the following checks. Use August 31 of the current year as the date. 

a. Check No. 410 to Central Supplies for supplies, $649.50. 

b. Check No. 411 to Evening Tribune for advertising, $297.00. 

c. Check No. 412 to Barbaye Sam for rent, $600.00. 

5-2 Application Problem: Reconciling a Bank Statement and Recording a Bank Service Charge LO4, 
5 

    Use the required formulas to complete the account reconciliation. 
Make the selections to print the worksheet. 

    Go to www.cengage.com/login 
Click on AA Online to access. 
Go to the online assignment and follow the instructions. 
 

Forms are given in the Working Papers. On April 30 of the current year, Clean Carpets received a bank 
statement dated April 29. The following information is obtained from the bank statement and from the 
records of the business. 

Bank statement balance $1,812.00 
Bank service charge 25.00 

Outstanding deposit, April 29 805.10 
Outstanding checks: 

   No. 475 325.95 
   No. 476 200.00 

Checkbook balance on Check Stub No. 477 2,116.15 

 
Instructions: 

1. Prepare a bank statement reconciliation. Use April 30 of the current year as the date. 
2. Record the service charge on Check Stub No. 477. 
3. Record the service charge on journal page 8. Use Memorandum No. 36 as the source document.  

  
5-3 Application Problem: Recording Dishonored Checks, Electronic Funds Transfers, and Debit 
Card Purchases LO6, 7, 8 

Instructions: 

Enter the following transactions on page 3 of the journal given in the Working Papers. 

http://www.cengage.com/login


Transactions: 

Feb. 25. Received notice from the bank of a dishonored check from Roland Ewing, $275.00, plus 
$30.00 fee; total, $305.00. Memorandum No. 414. 

26. Paid cash on account to Drew Geist, $310.00, using EFT. Memorandum No. 415. 

27. Purchased supplies, $67.00, using a debit card. Memorandum No. 416. 

5-4 Application Problem: Establishing and Replenishing a Petty Cash Fund LO9, 10, 11 

Instructions: 

1. Prepare a petty cash report for June 30 of the current year using the following information: 
Amount in fund, $300.00. Petty cash slips supported payment of $155.00 for Postage Expense and 
$75.00 for Miscellaneous Expense. Actual amount of cash in the petty cash box is $66.00. 

2. Journalize the following transactions related to petty cash completed during June of the current 
year. Use page 11 of a journal. The abbreviation for check is C. 

 

Transactions: 

June 3. Paid cash to establish a petty cash fund, $300.00. C44. 

30. Paid cash to replenish the petty cash fund, $234.00. C70. 

Cash Control Systems: Apply Your Understanding: Mastery Problem 
5-M Mastery Problem: Reconciling a Bank Statement; Journalizing a Bank Service Charge, a 
Dishonored Check, and Petty Cash Transactions LO4, 5, 6, 9, 10, 11 

Lauryn Iverson owns a business called Fresh Flowers. Selected general ledger accounts are given below. 

110 Cash 

115 Petty Cash 

120 Accts. Rec.—Aki Suzuki 

130 Supplies 

140 Prepaid Insurance 

320 Lauryn Iverson, Drawing 

520 Miscellaneous Expense 

530 Rent Expense 

535 Repair Expense 

540 Supplies Expense 

550 Utilities Expense 

 



Instructions: 

1. Journalize the following transactions completed during March of the current year. Use page 25 of the 
journal given in the Working Papers. Source documents are abbreviated as follows: check, C; 
memorandum, M; calculator tape, T. 

Transactions: 

Mar. 21. Paid cash to establish a petty cash fund, $300.00. C220. 

24. Paid cash for repairs, $180.00. C221. 

26. Paid cash for supplies, $75.00. C222. 

27. Received notice from the bank of a dishonored check from Aki Suzuki, $215.00, plus $35.00 
fee; total, $250.00. M44. 

28. Paid cash for miscellaneous expense, $60.00. C223. 

31. Paid cash to owner for a withdrawal of equity, $500.00. C224. 

31. Received cash from sales, $700.00. T31. 

  
2. Prepare a petty cash report for March 31 of the current year using the following information: Petty 
cash slips supported payment of $97.00 for Supplies and $185.00 for Miscellaneous Expense. Actual 
amount of cash in the petty cash box is $15.00. 

3. Continue using the journal and journalize the following transaction: Mar. 31. Paid cash to replenish 
the petty cash fund, $285.00. C225. 

4. On March 31 of the current year, Fresh Flowers received a bank statement dated March 30. Prepare a 
bank statement reconciliation. Use March 31 of the current year as the date. The following information is 
obtained from the March 30 bank statement and from the records of the business. 

Bank statement balance $3,658.00 
Bank service charge 30.00 

Outstanding deposit, March 31 700.00 
Outstanding checks, Nos. 224 and 225 

Checkbook balance on Check Stub No. 226 3,603.00 
 
5. Continue using the journal and journalize the following transaction: 

Transaction: 

Mar. 31. Received bank statement showing March bank service charge, $30.00. M45. 

    Journalize and post transactions to the general journal. 



From the menu bar, select Tasks; Account Reconciliation to reconcile the bank statement. 
Make the selections to print the general journal and the account reconciliation. 

    Journalize and post transactions to the journal. 
From the menu bar, select Banking; Reconcile to complete the account reconciliation. 
Make the selections to print the journal and the account reconciliation. 

    Go to www.cengage.com/login 
Click on AA Online to access. 
Go to the online assignment and follow the instructions. 
 

Cash Control Systems: Apply Your Understanding: Challenge Problem 
5-C Challenge Problem: Reconciling a Bank Statement and Recording a Bank Service Charge and a 
Dishonored Check LO4, 5, 6 

Use the bank statement, canceled checks, and check stubs for Pool Clean given in the Working Papers. 

Instructions: 

1. Compare the canceled checks with the check stubs. For each canceled check, place a check mark 
next to the appropriate check stub number. For each deposit shown on the bank statement, place a 
check mark next to the deposit amount on the appropriate check stub. 

2. Prepare a bank statement reconciliation. Use July 29 of the current year as the date. 
3. Record the following transactions on page 14 of a journal. The abbreviation for memorandum is 

M. 
 

Transactions: 

Aug. 1. Received bank statement showing July bank service charge, $10.00. M114. 

1. Received notice from the bank of a dishonored check from Daric Cohen, $320.00, plus $30.00 fee; 
total, $350.00. M115. 

2. Record the bank service charge and dishonored check on Check Stub No. 265. 

    Journalize and post transactions to the general journal. 
From the menu bar, select Tasks; Account Reconciliation to reconcile the bank statement. 
Make the selections to print the general journal and the account reconciliation. 

    Journalize and post transactions to the journal. 
From the menu bar, select Banking; Reconcile to reconcile the bank statement. 
Make the selections to print the journal and the account reconciliation. 

    Use the required formulas to complete the account reconciliation. 
Make the selections to print the worksheet. 
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Cash Control Systems: 21st Century Skills 

 Veteran Police Officer Sentenced in Embezzlement Case 

Theme: Financial, Economic, Business, and Entrepreneurial Literacy 

Skills: Information Literacy, ICT Literacy, Social and Cross-Cultural Skills, Critical Thinking and Problem 
Solving 

Just pick up a daily newspaper and read headlines such as “Nonprofit Executive Charged with 
Embezzlement,” “Veteran Police Officer Sentenced in Embezzlement Case,” “Restitution Ordered for Fast 
Food Embezzlement,” and “Doctor Accused of Embezzling More than 250K in Funds.” Most businesses 
will not experience an armed robbery, yet many will suffer from embezzlement. 

Embezzlers come from all income levels and backgrounds. It is difficult to predict who will be dishonest. 
Most who embezzle will admit they had no intention of stealing from the company. Embezzlement 
usually begins with a plan to repay or an attempt to rationalize what they felt was owed to them. 
Unfortunately, this way of thinking costs businesses over $400 billion per year in lost assets such as cash, 
inventory, and supplies. Most embezzlement could be prevented with strict internal controls. Internal 
controls provide methods designed to detect and prevent theft, fraud, and errors. 

Application 
1. Interview managers at two local retail establishments to determine five of their internal controls. 

Compare and contrast the internal controls used for each of these businesses. Create a two-
column table to compare the controls from each of the businesses. Be sure to list your source. 

2. Conduct an Internet search for fidelity bond. Explain what a fidelity bond is. Compose a paragraph 
explaining the correlation between fidelity bonds, embezzlement, and internal controls. 

3. Based on your personal experiences, create a list of five internal controls that you would create for 
your own fast-food business that hires high school age students. 

 

Cash Control Systems: Analyzing Nike's Financial Statements 

On a financial statement, the term Cash and equivalents or Cash and cash equivalents includes more than 
just cash on hand. Checking accounts, savings accounts, and even some very short-term investments are 
also included in this total. Nike's financial statement in Appendix B on page B-6 shows the total Cash and 
equivalents for Nike for each year. 

Published financial statements include notes that explain some of the titles and amounts used in the 
statements. Note 1 for Nike's financial statements begins on page B-10. 

Instructions 

1. List the amount of Nike's cash and cash equivalents for 2011 and 2010. 
2. Look at Note 1 and list what Nike considers to be cash and equivalents.  
  
  
Cash Control Systems: Reinforcement Activity 1—Part A 



 An Accounting Cycle for a Proprietorship: Journalizing and Posting Transactions 

  

 
 
Reinforcement activities strengthen the learning of accounting concepts and procedures. Reinforcement 
Activity 1 is a single problem divided into two parts. Part A includes learning from Chapters 1 through 5. 
Part B includes learning from Chapters 6 through 8. An accounting cycle is completed in Parts A and B for 
a single business—Peak Performance. 

Peak Performance 
In August of the current year, Jasmine Quinn starts a service business called Peak Performance. The 
business provides performance coaching services. Ms. Quinn helps individuals set and achieve goals, 
increase efficiency, identify talents, and improve skills. The business rents the facilities in which it 
operates, pays the utilities, and is responsible for maintenance. Peak Performance charges clients for 
each coaching session. Most of Peak Performance's sales are for cash. However, two private colleges hire 
Peak Performance to work with graduating seniors. These schools have an account with Peak 
Performance. 

Chart of Accounts 
 

Peak Performance uses the following chart of accounts. 

Chart of Accounts 

Balance Sheet Accounts 

(100) ASSETS 

110 Cash 

120 Petty Cash 

130 Accounts Receivable—Skiffton University 

140 Accounts Receivable—Valley College 

150 Supplies 

160 Prepaid Insurance 

(200) LIABILITIES 

210 Accounts Payable—Dakota Supplies 

220 Accounts Payable—Seaside Supplies 



(300) OWNER'S EQUITY 

310 Jasmine Quinn, Capital 

320 Jasmine Quinn, Drawing 

330 Income Summary 

Income Statement Accounts 

(400) REVENUE 

410 Sales 

(500) EXPENSES 

510 Advertising Expense 

520 Cash Short and Over 

530 Insurance Expense 

540 Miscellaneous Expense 

550 Rent Expense 

560 Repair Expense 

570 Supplies Expense 

580 Utilities Expense 

  
Recording Transactions 
 
Instructions 
1. Journalize the following transactions completed during August of the current year. Use page 1 of the 

journal given in the Working Papers. Source documents are abbreviated as follows: check stub, C; 
memorandum, M; receipt, R; sales invoice, S; calculator tape, T. 

Aug. 1. Received cash from owner as an investment, $18,000.00. R1. 

1. Paid cash for rent, $3,600.00. C1. 

2. Paid cash for electric bill, $210.00. C2. 

4. Paid cash for supplies, $900.00. C3. 

4. Paid cash for insurance, $2,400.00. C4. 



7. Bought supplies on account from Dakota Supplies, $1,000.00. M1. 

11. Paid cash to establish a petty cash fund, $200.00. C5. 

12. Received cash from sales, $950.00. T12. 

13. Paid cash for repairs, $500.00. C6. 

13. Paid cash for miscellaneous expense, $80.00. C7. 

13. Sold services on account to Valley College, $450.00. S1. 

14. Paid cash for advertising, $600.00. C8. 

15. Paid cash to owner for personal use, $500.00. C9. 

15. Paid cash on account to Dakota Supplies, $600.00. C10. 

15. Sold services on account to Skiffton University, $850.00. S2. 

18. Paid cash for miscellaneous expense, $190.00. C11. 

18. Received cash on account from Valley College, $250.00. R2. 

2. Post from the general journal to the general ledger. 

3. Use page 2 of the general journal. Journalize the following transactions. 

Aug. 19. Received cash from sales, $2,040.00. T19. 

20. Paid cash for repairs, $320.00. C12. 

20. Bought supplies on account from Seaside Supplies, $240.00. M2. 

21. Paid cash for water bill, $530.00. C13. 

25. Paid cash for supplies, $85.00. C14. 

25. Received cash from sales, $2,240.00. T25. 

26. Paid cash for miscellaneous expense, $35.00. C15. 

26. Received cash on account from Skiffton University, $500.00. R3. 

28. Paid cash for telephone bill, $220.00. C16. 

28. Received cash from sales, $600.00. T28. 

Peak Performance received a bank statement dated August 27. The following information is obtained 



from the bank statement and from the records of the business. Prepare a bank statement reconciliation. 
Use August 29 as the date. 

Bank statement balance $13,325.00 

Bank service charge 25.00 

Outstanding deposit, August 28 600.00 

Outstanding checks: 

   No. 14 85.00 

   No. 15 35.00 

   No. 16 220.00 

Checkbook balance on Check Stub No. 17 $13,610.00 

 
Continue using page 2 of the general journal, and journalize the following transactions. 

Aug. 29. Received bank statement showing August bank service charge, $25.00. M3. 

29. Paid cash for supplies, $40.00. C17. 

Aug. 31. Paid cash to replenish the petty cash fund, $130.00: miscellaneous expense, $70.00; 
repairs, $58.00; cash short, $2.00. C18. 

31. Paid cash to owner as a withdrawal of equity, $1,200.00. C19. 

31. Received cash from sales, $3,190.00. T31. 

Post from the general journal to the general ledger. 

Prove cash. The beginning cash balance on August 1 is zero. The balance on the next unused check stub is 
$15,405.00. 

The general ledger prepared in Reinforcement Activity 1—Part A is needed to complete 
Reinforcement Activity 1—Part B. 
 


