
Accounting I 

Lesson Plan 
 

Name:  Terry Wilhelmi      Day/Date:  

Topic:  Cash Control Systems     Unit:   Chapter 7 

 

I.  Objective(s): By the end of today’s lesson, the student will be able to: 

 •  define accounting terms related to using a checking account and a petty cash fund. 

 •  identify accounting concepts and practices related to using a checking account. 

 •  prepare business papers related to using a checking account. 

 •  reconcile a bank statement. 

 •  establish and replenish a petty cash fund. 

 •  record selected transactions related to using a checking account and a petty cash fund. 

 

II.  Materials: 

 •  Textbook 

 •  Workbook 

 •  Transparencies 

 

III.  Anticipatory Set: 

 In accounting, money is usually referred to as cash.  Small cash payments for items such as postage and  

  some supplies may be made from a cash fund kept at the place of business. 

 Cash transactions occur more frequently than other types of transactions and the possibility of errors  

  occurring are greater.  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, most businesses keep most of its cash in a bank. 

 

IV.  Learning Activities: 

 

CHECKING ACCOUNTS 

 Checking account - a bank account from which payments can be ordered by a depositor. 

 Check - a business form ordering a bank to pay cash from a bank account. 
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 Authorizing Signatures 

  When a checking account is opened, the person(s) authorized to sign the checks must sign a  

   signature card for the bank records.  Check should always be signed with the same  

    signatures as on the card. 

 

 Depositing Cash   (Illustration 7-1, pg. 136) 

  Each time cash or checks are placed in a bank account a deposit slip is prepared. 

   -  checks are listed on a deposit slip according to the bank umber on each check. 

    •  the number 93-108 identifies the bank on which the check is written. 

  When a deposit is made, a bank gives the depositor a receipt with a printed or stamped   

   verification. 

   -  Aug 1 1998   D10000  00  RDS - this printed verification means that a total of $10,000  

    was deposited on August 1 by a bank employee with the initials of RDS. 

  The deposit is recorded on the next unused check stub of the business. 

    (Illustration 7-2, pg. 136) 

   -  the checkbook subtotal is figured by adding the deposit amount to the previous   

    checkbook balance. 

  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. 

 

 Endorsing Checks 

  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. 

  One person transfers ownership to another person by signing on the back of a check. 

 

  Endorsement - a signature or stamp on the back of a check transferring ownership. 

   -  an endorsement should be signed exactly as the person’s name appears on the front of  

     the check. 

    •  a check made payable to B.E. Furman is endorsed on the back as B.E. Furman  

     and then immediately below that endorsement, Mr. Furman writes his  

     official signature, Ben Furman. 
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  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: 

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

    -  a blank endorsement indicates that the subsequent owner is whoever has the  

     check.  (Illustration 7-3, pg. 137) 

    -  if a check with a blank endorsement is lost or stolen, the check can be cashed  

     by anyone who has 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. 

    -  also known as endorsements in full.  (Illustration 7-4, pg. 137) 

    -  special endorsements include the words Pay to the order of and the name of the  

     new check owner. 

    -  only the person or business named in a special endorsement can cash, deposit,  

     or further transfer ownership of the check. 

 

   Restrictive endorsement - an endorsement restricting further transfer of a check’s  

     ownership.  (Illustration 7-5, pg. 138) 

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

    -  it prevents unauthorized persons from cashing a check if it is lost or stolen. 

 

   Suggestions: 

    -  endorsements should be written in ink. 

    -  federal regulations require that an endorsement be confined to a limited amount  

     of space that is indicated on the back of a check. 

    -  always use a restrictive endorsement if mailing a deposit to the bank or if  

      endorsing a check before going to the bank. 
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  Writing checks 

   Most businesses use printed checks with check stubs attached.  Consecutive numbers on  

    checks provide an easy way of identifying each check and help keep track of all  

    checks to assure that none are lost or misplaced. 

 

   Preparing check stubs 

    A check stub is a business’ 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.  (Illustration 7-6, pg. 138) 

    -  six steps in completing a check stub: 

     1)  write the amount of the check in the space after the dollar sign at top. 

     2)  write the date of the check on the Date line at the top of the stub. 

     3)  write to whom the check is paid on the To line at the top of the stub. 

     4)  record the purpose of the check on the For line. 

     5)  write the amount of the check in the amount column at the bottom. 

     6)  figure the new checking account balance and record on last line of  

      stub. 

 

   Preparing checks 

    After the check stub is completed, the check is written in six steps: 

     1)  write the date (month, day, and year) in the space provided. 

      Postdated check - a check with a future date on it. 

     2)  write to whom the check is to be paid following Pay to the order of. 

     3)  write the amount in figures following the dollar sign. 

      -  write the figures close to the printed dollar sign to prevent  

       anyone from writing another digit in front of the amount to  

       change the amount of the check. 

     4)  write the amount in words on the line with the word Dollars. 

      -  the written amount verifies the amount written in figures. 

      -  begin the words at the extreme left. 
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      -  draw a line through the unused space up to the word Dollars to  

       prevent anyone from writing in additional words to change  

       the amount. 

     5)  write the purpose on the check on the line labeled For. 

     6)  sign the check. 

      -  a check should not be signed until each item on the check and its 

       stub has been verified for accuracy. 

 

    Writing the purpose of the check makes for good recordkeeping practice. 

    Sign the check as the signature appears on the signature card. 

 

 

   Voiding checks 

    If any kind of error is made in preparing a check, a new check should be prepared. 

    A check that contains errors must be marked so that others will know that it is not 

     to be used.  The word VOID is written in large letters across both the  

     check and the stub. 

    Because checks are prenumbered, all checks not used should be retained for the  

     records.  This assures that no checks have been lost or stolen. 

    To assure that all check numbers are listed in the journal, a business may record  

      voided checks in the journal. 

     -  the date is recorded in the journal’s Date column. 

     -  the word VOID is written in the Account Title column. 

     -  the check number is recorded in the Doc. No. column. 

     -  a dash is placed in the Cash Credit column. 

 

Assignment: 

  Be sure you know and understand: 

   •  terms 1 - 6 on pg. 155. 

   •  questions 1 - 4 on pg. 155. 

   •  Problems 7-1 and 7-2, pg. 157. 

   •  be sure to read pages 140 - 148. 
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BANK STATEMENT 

 Banks keep separate records for each depositor.  Information from deposit slips and checks are recorded  

  daily in depositors’ accounts. 

 

 Bank statement - a report of deposits, withdrawals, and bank balance sent to a depositor by a bank. 

  -  when a bank receives checks, the amount of each check is deducted from the depositor’s  

    account.  (Illustration 7-7, pg. 141) 

  -  Canceled check - a check that has been stamped by the bank to indicate that the check is  

    canceled and is not to be transferred further. 

  -  Outstanding check - a check issued by a depositor but not yet reported on a bank statement. 

  -  Outstanding deposit - a deposit made at a bank but not yet shown on a bank statement. 

 

  -  Account service charges - a charge assessed by the bank for maintaining a checking   

   account. 

 

 Verifying a Bank Statement 

  When a bank statement is received, a depositor should verify its accuracy.  If errors are   

   discovered, the bank should be notified at once. 

 

  A bank’s records and a depositor’s records may differ and still be correct.  The differences may  

    exist 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 yet reported  

    on a bank statement. 

   3)  outstanding checks may be recorded in the depositor’s records but not yet reported on  

    a bank statement. 

   4)  a depositor may have made errors in doing arithmetic or in recording information in  

    the business records. 

   5)  the bank may have made an error. 
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 Reconciling a Bank Statement  (Illustration 7-8, pg. 142) 

  A bank statement is reconciled by verifying that information on a bank statement and a   

   checkbook are in agreement. 

  The bank statement should be reconciled the same day it is received. 

  •  A reconciliation form is usually printed on the back of the bank statement to assist in   

   reconciling the bank statement. 

  •  Canceled checks received with the bank statement are arranged in numerical order.  Then a  

   check mark is placed on the corresponding check stub and a check stub with no check  

   mark indicates an outstanding check. 

 

  •  Step in reconciling a bank statement: 

   1)  figure the adjusted check stub balance. 

    -  write the date on which the reconciliation is prepared. 

    -  in the left amount column, list the balance brought forward on the next unused  

     check stub. 

    -  in the space for bank charges, list any charges. 

    -  write the adjusted checkbook balance in the space provided at the bottom of the  

      left amount column. 

     •  the balance on the check stub minus the bank’s service charge equals  

      the adjusted check stub balance. 

   2)  figure the adjusted bank balance. 

    -  write the ending balance shown on the bank statement in the right amount  

     column 

    -  write the date and the amount of any outstanding deposits in the space provided. 

     •  add the outstanding deposits. 

     •  write the total outstanding deposits in the right amount column. 

    -  add the ending bank statement balance to the total outstanding deposits. 

     •  write the total in the space for the Total. 

    -  list the outstanding checks and their amounts in the space provided. 

     •  add the amounts of the outstanding checks and write the total in the  

      right amount column. 
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    -  figure the adjusted bank balance and write the amount in the space provided at  

      the bottom of the right amount column. 

     •  the total minus the total outstanding checks equals the adjusted bank  

      balance. 

   3)  compare adjusted balances 

    -  if the adjusted balances (adjusted check stub and adjusted bank) are the same,  

     the bank statement is reconciled.  The form is filed for future reference. 

    -  if the two balance are not the same, the errors must be found and corrected. 

 

 Recording a Bank Service Charge on a Check Stub  (Illustration 7-9, pg. 144) 

  The bank service charge must be recorded in the business’ accounting records as a cash payment.  

   This is done by recording it on a check stub. 

 

  Three steps are used to record a bank service charge on a check stub: 

   1)  write the words, Service charge, on the check stub under the heading Bank Charges. 

   2)  write the amount in the check stub’s amount column. 

   3)  figure and record the new balance on the Subtotal line. 

 

 Journalizing a Bank Service Charge  (Illustration 7-10, pg. 144) 

  Because the bank service charge is a cash payment for which no check is written, a   

   memorandum is prepared as the source document. 

  The bank service charge may be recorded as a miscellaneous expense. 

  Transaction - pg. 144. 

  The entry for the bank service charge is journalized on the same day as the bank statement is  

   reconciled. 

 

 

 

DISHONORED CHECKS 

 Dishonored check - a check that a bank refused to pay. 
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 Banks may dishonor checks for a number of 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. 

  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. 

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

 

 Issuing a check on an account with insufficient funds is illegal in most states. 

 Altering or forging a check is illegal in all states. 

 A dishonored check may affect the credit rating of the person or business who issued the check. 

 Most banks charge a fee for handling dishonored checks that have been previously accepted for deposit.  

  This fee is an expense of the business receiving a dishonored check. 

 

 

 Recording a Dishonored Check on a Check Stub 

  A dishonored check is recorded on a check stub.  (Illustration 7-11, pg. 146) 

   -  the words, Dishonored check, are written on the line below the words “Bank Charges” 

   -  the total amount of the dishonored check plus the fee is written in the amount column. 

 

 Journalizing a Dishonored Check   (Illustration 7-12, pg. 148) 

  A memorandum is prepared as the source document. 

  Transaction - pg. 147. 

  When a dishonored check is returned, the previous cash debit for the amount of the transaction  

    must be offset by a cash credit. 
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Assignment: 

  Be sure you know and understand: 

   •  accounting terms 7-8, pg. 155. 

   •  questions 5-8, pg. 155. 

   •  Drill 7-D2, pg. 156. 

   •  Problem 7-3, pg. 157. 

   •  Spreadsheet Option, pg. 145. 

   •  read pgs. 148-154. 
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ELECTRONIC FUNDS TRANSFER 

 Electronic funds transfer - a computerized cash payments system that uses electronic impulses to  

   transfer funds. 

  Once EFT payments on account have been set up, a telephone call is all that is needed to transfer 

   funds from the business’ account to the vendor’s account. 

  The journal entry for making payments on account through electronic funds transfer is the same  

   as when a check is written.  The source document will be a memorandum. 

    Liability account, Kelson Enterprises, is decreased by a debit. 

    Asset account, Cash, is decreased by a credit. 

     Transaction, pg. 148 

 

 Summary Illustration 7-13, pg. 149 - Summary of checking account procedures 

 

 

 

PETTY CASH 

 A business may maintain a separate cash fund for making small cash payments. 

 Petty cash - an amount of cash kept on hand and used for making small payments. 

  •  the petty cash account is an asset with a normal debit balance which increases on the debit side 

    and decreases on the credit side. 

 

      Petty Cash 

 

    Debit side   Credit side 

    Normal balance 

    Increases   Decreases 

 

 Establishing a Petty Cash Fund 

  The source document is the check written to establish the fund. 

  Transaction - pg. 150. 

  Journal entry - Illustration 7-14, pg. 150. 

  The check is cashed and placed in a locked petty cash box kept at the place of business. 
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 Making Payments from a Petty Cash Fund 

  Petty cash slip - a form showing proof of a petty cash payment. (Illustration 7-15, pg. 151) 

   -  contains a petty cash number, date of petty cash payment, to whom paid, reason for  

    payment, amount paid, account in which amount is to be recorded, and signature  

    of person approving payment. 

   -  the petty cash slips are kept in the petty cash box until the fund is replenished. 

  Only one person should be authorized to use the petty cash fund. 

 

 

 Replenishing a petty cash fund 

  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. 

  The petty cash fund is replenished after it reaches a certain level established by the business, and 

   at the end of each month; so all of the expenses are recorded in the month they are  

   incurred. 

 

  Steps to replenish the petty cash fund: 

   1)  Prove the petty cash fund  (pg. 151) 

    -  petty cash on hand plus petty cash slips equals petty cash fund amount. 

   2)  Prepare a petty cash report - the report shows the total paid out of petty cash; which  

    needs to be added to the remaining amount to bring the petty cash fund back to its 

     normal amount.  (Illustration 7-16, pg. 152) 

   3)  Write a check to replenish the petty cash fund. 

   4)  Journalize the entry to replenish petty cash.  (pg. 152) 

    -  the source document is the check written to replenish the fund. 

    (Illustration 7-17, pg. 153) 

  The check is cashed, and the money is placed in the petty cash box. 

 

  Unless the petty cash fund is permanently increased or decreased, the balance of the account is  

    always the original amount of the fund. 
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 Summary Illustration 7-18,  pg. 154 - Summary of petty cash fund procedures 

 

 

Assignment: 

  Be sure you know and understand: 

   •  accounting terms 9-10, pg. 155. 

   •  questions 9-15, pg. 155. 

   •  Problem 7-4, 7-5, & 7-M, pg. 158. 

 

 

 

V.  Closure: 

 To review for test do Study Guide 7 and Problem 7-M. 

 

VI.  Evaluation of Student Learning: 

 Students will be evaluated using Problem 7-M and Chapter 7 test. 
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