
Chapter 7
Accounting for Cash  

Mostly, straight from the book. 
Keenan Sowa



• LO1 Describe how to open and use a checking 
account. 

• LO2 Prepare a bank reconciliation and related journal 
entries. 

• LO3 Establish and use a petty cash fund. 

• LO4 Establish a change fund and use the cash short 
and over account

LEARNING OBJECTIVES



• “Cash” = Bills, Coins, Checks 
received from customers, 
money orders, and bank 
cashier’s checks.  

• “Internal Control” = 
Procedures designed to 
ensure proper accounting for 
transactions. IE Depositing 
Cash weekly, using checks to 
pay for services



LO1 Open and Use Checking 
Account

To open you will need:  

• Two forms of Identification and Photo ID. Driver’s 
License, State ID, (be aware that a Tribal ID may not be 
accepted) and lastly, your Social Security Card 

• Other personal information may be required 
(Depending on Bank’s Policies and discretion) 

• Signature Card



Signature Card (1 of 2)



Signature Card (2 of 2)



• When speaking with a banker and opening up an 
account, they will inform you of your pertinent 
information such as; account numbers, PINS, 
passwords, and other confidential information.  

• Sometimes they will issue you a temporary debit card 
while you wait for your personalized card in the mail. 
Personal checks are offered as-well. In some cases, 
they can be free. 



Making Deposits
Alternate ways to deposit 

1. Manually (In person, all “cash”) “I’m here to deposit this 
much.. into this account..” - usually deposits amounts 
instantly  

2. Electronically (Checks only) - Some banks have applications 
that will deposit certain types of checks up to pre-
established amounts, Can hit instantly, but may take time to 
see funds 

3. Remotely (By ATM or bank drop off box, all “cash”) - Can be 
convenient, may have to wait till business hours to see funds



Transaction receipts 

When depositing in person and at an ATM you will be 
issued a receipt at the end of every transaction stating 
amounts debited to which accounts, the date of 
transaction, and new balances. Some banks can offer 
digital receipts routed through email, or other like media. 
There is also a more traditional option to receive receipts 
by mail. 



Deposit Ticket



Endorsements 

Each check being deposited (or cashed) must be endorsed by 
the payee. The endorsement consists of stamping or writing 
the payee’s name. There are two basic types of endorsements. 

• Blank Endorsement- the payee simply signs the back of the 
check. This makes the check payable to any bearer. 

• Restrictive Endorsement - Pay to the order of (specific) 
bank,” or “Pay to DayDay” to restrict the payment of the 
check to a specific party. By adding words such as “For 
deposit only,” the payee can restrict the payment of the 
check for a specific purpose





Writing Checks

• Drawer—the depositor who 
orders the bank to pay the 
cash. 

•   Drawee—the bank on which 
the check is drawn.  

•  Payee—the party to whom 
the check is payable.

CHECKS



CHECKS AND CHECK STUBS



*basically the history of every 
transaction that occurred 
during the period. There are 
various formats.



LO2 Prepare a bank reconciliation and 
related journal entries 

There will be differences in the amounts recorded by 
your own book and by the bank. Do not fret, yet. With 
transactions occurring in person with actual cash, banks 
will lag behind. 



Common Reasons for 
Differences 

•  1. Deposits in transit, meaning they have not been recorded by the 
bank. 

• 2. Outstanding checks, or Checks for payments/services that have not 
reached the bank. 

• 3. Bank service charges, or regular fees associated with membership 
and their services (read the fine print) 

• 4. Bank collections for the depositor (Collections of promissory notes or 
charge accounts made by the bank on behalf of the depositor) 

• 5. Not Sufficient Funds checks, they “bounced” 

• 6. Errors by the bank or the depositor



Preparing for the Bank 
Reconciliation 

Step 1) Identify deposits in transit and any related errors.  

•  1.1 Compare deposits listed on the bank statement 
with deposits in transit on last month’s bank 
reconciliation.  All of last month’s deposits in transit 
should appear on the current month’s bank statement.



1) Identify deposits in transit and any related errors.

• 1.2 Compare the remaining deposits on the bank 
statement with deposits listed in the accounting 
records. Any deposits listed in the accounting records 
but not on the bank statement are deposits in transit 
on the current bank reconciliation.



1) Identify deposits in transit and any related errors.

• 1.3 Compare the individual deposit amounts on the 
bank statement and in the accounting records. If they 
differ, the error needs to be corrected.



Preparing the Bank 
Reconciliation 

Step 2) Identify outstanding checks and any related 
errors.  

• 2.1 Compare canceled checks with the bank statement 
and the accounting records. If the amounts differ, the 
error needs to be corrected. 

•



2) Identify outstanding checks and any related errors

• 2.2 As each canceled check is compared with the 
accounting records, place a check mark on the check 
stub or other accounting record to indicate that the 
check has cleared



2) Identify outstanding checks and any related errors.

• 2.3 Any checks written that have not been checked off 
represent outstanding checks on the bank 
reconciliation. This includes outstanding checks from 
last month’s bank reconciliation that have not yet 
cleared.



Preparing the Bank 
Reconciliation

Step 3) Identify additional reconciling items. 

• 3.1 additions and deductions on the bank statement 
that are not deposits or checks with the accounting 
records. Items that the bank adds to the account are 
called credit memos. Items that the bank deducts from 
the account are called debit memos. Remember that a 
depositor’s account is a liability to the bank. Thus, a 
credit memo increases this liability; a debit memo 
reduces the liability. Any of these items not appear-ing 
in the accounting records represent additional items 
on the bank reconciliation.



Generic Bank Reconciliation 
A general format for the bank reconciliation is shown. 

A bank reconciliation form also can be found on the back of most bank statements. 

Some banks also include a reconciliation form on their website.







Journal Entries

Journal entries are needed to correct errors in the books 
and to record bank additions and deductions that are 
not in the book 

Only two kinds of items appearing on a bank 
reconciliation require journal entries.  

• Errors in the depositor’s books.  

• Bank additions and deductions that do not already 
appear in the books.



Bank Reconciliation requiring Journal Entries

Journal Entry for a $0.90 Error



Bank Reconciliation requiring Journal Entries 

Journal Entry for unrecorded $100 ATM withdrawal 





LO3 Establish and use a petty cash fund 

Petty funds are established by setting cash aside to pay 
for small items that are impractical to pay for by check. 

Such as postage. 

The actual account is an asset listed under Cash.



Using Petty Cash
Since “Petty Cash” is a tangible asset, you will have to 
record where and how it was used. Like a receipt, there 
is a “Petty Cash Voucher”.



Recording Petty Cash Use

• The “Petty Cash Payments Record” is an organized 
column that is kept separate from your normal journal. 
Without making it more difficult than it needs to be, 
You set aside a designated amount to keep on hand. 
Whenever you use it, record the transaction. Replenish 
the full amount and keep it balanced.



LO4 Establish a change fund and 
use the cash short and over account

• Very simply, “Change funds” are monies that sit inside 
of the Cash register to aid in fair equal transactions. 
They are similar to Petty Cash Funds in the sense they 
need to be regularly replenished. Always remember 
that they are separate from your revenue. 



The Cash Short and Over T 
Account

• Everyday tills are balanced and you may notice you are 
either ahead a few cents, or short a couple of dollars. 
It is customary to enter in the amounts as a T account. 
Shortage (EXPENSE) and Overage (REVENUE)




