CHECKING & SAVINGS ACCOUNTS

Unit Overview

In this unit you will learn how to write checks, record your checkbook progress, reconcile
your checking account, and compare different types of savings accounts.

Checking Accounts

A checking account will allow you to pay bills or expenses without carrying or mailing
large amounts of cash. When you open a checking account at a bank or credit union, you
receive a checkbook with a supply of checks and a check register in which you keep a
record of your account. Each check will be printed with your name and address, the
number of the check, the name of the bank where you have the account, and your account
number. You will also receive deposit slips that are used when you put money in your
account. When you make a deposit, or put money into your account, the value of the
cash is added to your balance. When you write a check, the amount indicated on the
check is subtracted from the balance in the account.



Example: Stu Pigeon purchased license plates for his car on February 23. The
plates cost $43.50. Write check number 101 to the Ohio Motor Vehicle
Department for this amount.

Stu Pigeon No. 101
15 Buckeye Lane elruauy 23 20 04 7_80
Somewhere, Ohio 12345 i R 0+ 520

Pay TOI8 . Ohio-Motor Vehicle Department $43.50

North Bank of Somewhere

For License plates Stw Pig{’ﬁw
052000890:0772:752 101

In order to keep anyone from changing a check, you should:
+* Write the numbers as close to the dollar sign as possible.
+* Draw a line from the amount written as words to the word dollars.

Keeping a Record

You should keep a record of every check you write so that you know how much money is
left in your account. This record is called a check register and keeps such information as
the date, the check number, to whom the check was written, the amount of the check, and

your new balance. The figure below illustrates how checkbook records are kept.



Check Register Debits (-) Credits (+) | Balance
Mumber | Date Description of Transaction CPS:;‘S Eljlftg?:istf $234 | 72
1/30 | Deposit 375 | 00 375 | 00
609 | 72
100 216 National Electric 3524 3524
574 | 48
101 223 | Ohio Motor Vehicle Dept 43 | 50 43| 50
530 | 98
2127 | Deposit 351 00 35100
565 | 98
N Bank charge 5100 5100
560 | 98
=
v Now go to the questions section and answer questions 1 through 6.

Balancing Your Checking Account

Once a month, the bank will send you a statement of your checking account. This
statement will show you the amount of each deposit and the amount paid out of your
account for each check. It will also show other charges that the bank imposes on you such
as service charges and charges per check written. It is necessary to reconcile your
account each month. This means you must account for any differences between the
balance on the bank statement and the balance in your check register. An example of a
bank statement for Stu Pigeon is shown below.



MNorth Bank of Somewhere
Meadow Street Branch
Somewhere, Ohio 12345

Stu Pigeon Account Number 0772752

15 Buckeye Lane Statement Dates: 3-01 to 3-31-04
Somewhere, Chio 12345

Summary
Total Deposits $978.25 Beginning Balance $609.72
Total Payments/Withdrawals ~ $627 98 Ending Balance $376.86

Minimum Cost / Minimum Activity Checking

Date Description Amount
3-03 Deposit 643.60+
3-09 Check 115 57.20-
3-10 Check 116 131.62-
312 Deposit 80.00+
3-18 Check 117 124 85-
3-24 Check 118 365.00-
3-27 Service Fee 6.00-
3-29 ATM Withdrawal

Along with your statement you will receive a worksheet that guides you through the
reconciliation of you checkbook. A typical worksheet would look like the one below.



Account Reconcilement

Payments Outstanding | 1. Check off entries in register that match entries on statement.

Mo. B 2. List the checks and other payments that are still outstanding.

3. Subtract bank charge(s) from your checkbook

4. Complete the reconciliation form shown below.

Ending Balance on Statement 5

Add
Deposits not shown

Sub-Total

Total > Subtract Payments Outstanding

BALANCE
Balance should agree with your checkbook balance after deducting service
charge (if any) shown on this statement.

Example: Reconcile the checkbook balance with the bank balance.

Unprocessed Unreturned Checkbook
Bank Balance Checks Checks Balance
$99.20
$865.28 5$5;42;98 $156.44 $1172.19
: $14.22

Step 1:
Start with the Bank Balance, and add on any “Unprocessed Checks”.

$865.28 +(542.48 + 34.29) = $1442.05

An unprocessed check is a check that you receive as income, deposit into your
account, and add the amount to your checkbook balance. However, the bank
statement may have been sent out before the deposit was credited to your account;
thus, is not included in the bank statement and balance. In the sample “Account
Reconcilement” statement above, the “deposits not shown” are unprocessed
checks.

Step 2:
Next, subtract any “Unreturned Checks”.




$1442.05 — (99.20 + 156.44 + 14.22) = $1172.19

An unreturned check is a check that you write and then subtract its amount from
your checkbook balance. However, the bank statement does not show that the
check has been processed at the time the statement was issued. There may be
many reasons for this occurrence. One such reason is that a recipient of the check
may not have cashed the check by the time the bank statement was sent out. In
the sample “Account Reconcilement” statement above, the “outstanding checks
and payments” are unreturned checks. The bank statement and the checkbook
register have been reconciled and the balance of the checking account is
$1172.19.

To learn more about balancing your checkbook, watch the video below.

Balancing a Checkbook (2:59)
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Now go to the questions section and answer questions 7 through 14.

Savings Accounts

Saving is the act of putting aside some of today’s income for tomorrow’s needs and
goals: for example, the down payment on an awesome stereo system. People save money
for different reasons; they save for emergencies, for irregular or seasonal expenses, and
for their goals, including a financially secure future. The best reason for opening a
savings account is that the bank pays you interest to keep your money on deposit. A bank
or credit union has a not-for-profit status, but you must understand that it is still a
business. Therefore, the reason they pay you to have your money in their bank is because
they lend your money out to borrowers for a higher amount of interest. The amount of
interest that you are paid is figured in different ways. One way is to multiply the amount
of money you have in your account by the interest rate (a percentage established by the
bank). The result is the amount of interest you receive in a year. If your money is in a
savings account for longer than a year, you would multiply the amount by the interest rate
and then by the number of years. If months are used, you must rewrite the months as
fractional parts of the year.

Example: 6 months would be % or % of a year.

e




Interest = principal x rate x time

$ % years

Another type of interest is called compound interest; the interest you earn also earns
interest. This type of interest makes your savings grow much faster. Compounding can
take place at different periods: once a day (daily, 365 times), once a month (monthly, 12
times), once a quarter, (quarterly, 4 times), and once a year (yearly, 1 time).

{ 2\
Total Amount = P{ 1+ ; ]

P = principal ($)
r = annual rate (%)

n = the number of times interest is compounded per year

t = time in years

Let’s compare simple interest with compound interest. The graph below represents
simple interest and interest compounded monthly, for $1000.00 at a 6.5% interest rate for
30 years.



Compare Interest Types
Amount

$3,000
$7 000
365,000
$5,000
$4 000

Time (in months)

aimple Interest —— Compound Interest

What is the difference in value of $1000 saved at 6.5% for 30 years with simple interest
as compared to compound interest?

The value of $1000 saved with simple interest for 30 years is about $3000;
whereas the value for the same amount of money saved with compound interest is
about $7000, a $4000 difference!!!

Let’s try an example of computing simple interest and compound interest.

Example 1: Mary is investing $500.00 at an interest rate of 6.5%
annually. How much money will she have after 3 years?

Interest = principle x rate x time
Interest =500 x .065 x 3
Interest = 97.50

Mary will earn $97.50 interest and will therefore have $597.50 total
after 3 years.




Example 2. John is investing $500.00 at an interest rate of 6.5% that is

compounded monthly. How much money will he have after 3
years?

i

Total Amount = P |1 + L |
. n)

3

065 \_Illx,

o)

-

Total Amount = 500[' 1+

Total Amount = 500(1 +.00542)*
Total Amount = 500 (1.00542)*

Total Amount = 500(1.2148)
Total Amount = 607.40

John’s investment will earn him $607.40.

To learn more about different types of savings accounts, watch the video below.

Savings Accounts (1:45)

\\

Now go to the questions section and answer questions 15 through 20.




