Chapter 5
Cash Control Systems

Lesson 5-1
*A bank account from which payments can be ordered by a depositor is called a checking account.

*Deposit slips are needed whenever cash or checks are put in the checking account.

*On a deposit slip you must list all check #’s and amounts, and the amount of cash and currency you are depositing.

*You will always receive a deposit receipt after making a deposit.  Always keep good records of transactions.

Deposit recorded on a check stub
*No journal entry is need for deposits because cash records have already been journalized

Blank endorsements; Special endorsement, & Restricted endorsements

*a signature or stamp on the back of a check transfers ownership is called an endorsement.

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


Blank endorsement:  an endorsement consisting only of the endorser’s signature.


Special endorsement:  an endorsement indicates a new owner of the check.

-this includes Pay to the Order of and the name of the new check owner.

-only the person or business on the endorsement can cash, deposit, or transfer ownership of the check.

Restrictive endorsement:  an endorsement restricting further transfer of a check’s       ownership.

-this limits the use of the check to whatever purpose is stated in the endorsement.

Completed check stub and check
*a check stub is a business’s record of each check written for a cash payment transaction.

Recording a voided check

*Banks do not accept altered checks; they might include a scribble through a date if you made a mistake.

*all checks not used should be retained for records.

*This practice helps accounting for all checks and assures no checks have been lost or stolen.

*The work VOID must be written across the check and check stub to indicate it cannot be used.

*All checks, used and voided, must be listed in the general journal.

Lesson 5-2
Bank statements
*A report of deposits, withdrawals, and bank balances set to a depositor by a bank is called a bank statement.

*When a bank statement is received, a depositor should verify its accuracy.

Bank statement reconciliation
*A bank statement is reconciled by verifying that information on a bank statement and a check book are in agreement.

Recording a bank service charge on a check stub
*Banks deduct a service charge from checking accounts each month

*Even though a check is not written the payment must be recorded.

*First make a record of a bank service charge on a check stub

*Then this charge is recorded as a miscellaneous expense.

Lesson 5-3
Dishonored checks and electronic banking

Recording a dishonored check on a check stub
*A check that a bank refuses to pay is called a dishonored check

*Banks may dishonor a check for a number of reasons:

1. 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 amount written in figures and in words does not agree.

4. Check is post dated.

5. The person who wrote the check has stopped payment on the check.

6. The account of the person wrote the check has insufficient funds to pay the check.

*This may affect the credit rating of the person or business who issued the check.

*Often, the value of a dishonored check cannot be recovered and becomes an expense to the business.

Journalizing a dishonored check

*If a check is returned as dishonored the previous cash debit for the amount of the check must be offset by a credit in cash.

*You put the cash in when really you will never receive it, so you must now take that amount out.

*The A/R account must now increase again since they didn’t pay off the amount owed.

Journalizing an Electronic Funds Transfer

*A computerized cash payment system that uses electronic impulses to transfer funds.

*Many businesses use EFT to pay vendors

*A telephone call is all it takes to transfer funds

*A password should be given in order to conduct transfers.

*The journal entry for making payments on account through EFT is the same as when a check is written.

*A bank card that automatically deducts the amount of the purchase from the checking account of the card holder is called a debit card.

*It is very important to record all withdrawals to avoid errors.

Lesson 5-4

Petty Cash

Establishing a Petty Cash Fund

*An amount of cash kept on hand and used for making small payments.

*This fund is used for small cash payments.

*Petty Cash account is an asset with a normal debit balance.

Making payments from a petty cash fund with a petty cash slip

*A form showing proof of a petty cash payment is called a petty cash slip.

*This slip shows the following information:

1. Petty Cash slip number

2. Date of Petty Cash payment

3. To whom paid

4. Reason for payment

5. Amount paid

6. Account in which amount is to be recorded

7. Signature of person approving the Petty Cash payment

*No entries are made in the journal for the individual Petty Cash payments

Replenishing Petty Cash

*When money decreases in the Petty Cash box it must be replenished and recorded.

*Usually the Petty Cash is replenished at the end of every month.

*Before replenishing a proof of the fund must be completed.

*The check issued to replenish Petty Cash is a credit to cash and doesn’t affect Petty Cash.
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