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Share — copy and redistribute the material in any medium or format for any purpose, even commercially. Adapt — remix, transform, and build upon the material for any purpose, even commercially. The licensor cannot revoke these freedoms as long as you follow the license terms. Attribution — You must give appropriate credit , provide a link to the
license, and indicate if changes were made . You may do so in any reasonable manner, but not in any way that suggests the licensor endorses you or your use. ShareAlike — If you remix, transform, or build upon the material, you must distribute your contributions under the same license as the original. No additional restrictions — You may not apply
legal terms or technological measures that legally restrict others from doing anything the license permits. You do not have to comply with the license for elements of the material in the public domain or where your use is permitted by an applicable exception or limitation . No warranties are given. The license may not give you all of the permissions
necessary for your intended use. For example, other rights such as publicity, privacy, or moral rights may limit how you use the material. The bank reconciliation process is a means of ensuring that the cash book of the business is reconciled to the bank statement provided by the bank.What is Bank Reconciliation Statement?The bank reconciliation is
prepared as a statement called the Bank Reconciliation Statement (not to be confused with the bank statement which you received from the bank). The reconciliation should be prepared on a regular basis (daily, weekly or monthly) dependent on the size of the firm and how many transactions are being processed through the cash book. Purpose of
Bank ReconciliationThe purpose of the bank reconciliation exercise is to highlight the differences between what the bank has recorded and what the business has recorded, in this way it can act as an independent check on the business records. Most differences highlighted by the bank reconciliation procedure are due to timing differences as one
organisation may have posted an item which the other has not.For example, if a business writes a check, it will post it to its cash book that day and then send it on to its supplier. The supplier will receive the check days later, and send it on to its bank. The check then passes through the banking system and eventually, a few more days later, it is
processed by the bank of the business and posted to its account (bank statement). The period of days between the business posting the check and the bank posting the check results in items in the cash book not on the bank statement. These checks are normally referred to as unpresented checks.The point of the bank reconciliations is to record these
known timing differences and attempt to reconcile the bank statement balance to the cash book balance. If the two balances do not reconcile then either there is a mistake in the preparation of the bank reconciliation accounting or there are errors in the cash book or errors on the bank statement which then need to be investigated.Bank
Reconciliation FormatThe bank reconciliation statement format is determined by the fact that there are only three types of entry in the cash book and bank statement, which are receipts, payments, and errors. Any differences between the cash book and the bank statement therefore fall into one of these types. Items which affect the bank
statementReceipts in the cash book not on bank statement.Payments in the cash book not on bank statement.Errors on the bank statementitems which affect the cash bookReceipts on bank statement not in the cash book.Payments on bank statement not in the cash book.Errors in the cash bookUsing these posting types, the bank reconciliation then
takes an outline format of two statements, the first adjusting the bank statement balance to arrive at the adjusted bank statement balance, and the second adjusting the cash book to arrive at the adjusted cash book balance, as follows:The first statement adjusts the bank statement balance.Adjusted bank statement balance - Example bank
reconciliation form Bank statement balancexAddReceipts in the cash book not on the bank statementxDeductPayments in the cash book not on the bank statementxAdd/deductErrors on the bank statementx Adjusted bank statement balancexThe second statement adjusts the cash book balanceAdjusted cash book balance - Example bank reconciliation
formCash book balancexAddReceipts in bank statement not in the cash bookxDeductPayments in bank statement not in the cash bookxAdd/deductErrors in the cash bookx Adjusted cash book balancexIf done correctly, the final balance on the two statements should agree, that is to say, the adjusted bank statement balance should be the same as the
adjusted cash book balance.How to do a Bank ReconciliationWithin each of the types of entry referred to above there are a number of common examples.Receipts in the cash book not on bank statementCash received by the business, posted to the cash book, but not yet banked.Possibility of cash fraud, as cash has been received and recorded but not
banked.Posting errors in the cash book.Payments in the cash book not on bank statementAs mentioned above, cheques sent to a supplier and posted to the cash book but not yet processed by the bank.Posting errors in the cash book.Receipts on bank statement not in the cash bookBank interest received from the bank posted by the bank to the bank
statement but which the business is only aware of on receipt of the bank statement.Bank transfers from customers.Posting errors in the bank statement.Payments on bank statement not in the cash bookInterest paid to the bank charged to the bank statement but which the business is only aware of on receipt of the bank statement.Bank
charges.Standing orders.Direct debits.Posting errors in the bank statement.Possibility of cheque fraud when a cheque have been sent to the bank for payment but deliberately not recorded in the cash book.Bank Reconciliation ExampleA bank reconciliation sample with numbers inserted is shown belowThe first statement to adjust the bank statement
balance is as follows:Adjusted bank statement balance - Sample bank reconciliation form Bank statement balance4,000Shop Receipts not yet banked 0506131,500Shop Receipts not yet banked 0606131,000AddReceipts in the cash book not on the bank statement2,500Unpresented Cheque 000567 030613-800Unpresented Cheque 000489 030613-
400DeductPayments in the cash book not on the bank statement-1,200Add/deductErrors on the bank statement0 Adjusted bank statement balance5,300The second statement to adjust the cash book balance is as follows:Adjusted cash book balance - Sample bank reconciliation formCash book balance5,000Interest received on bank statement 45
070613400AddReceipts in bank statement not in the cash book400Interest paid bank statement 46 080613-25Bank charges statement 48 090613-75DeductPayments in bank statement not in the cash book-100Add/deductErrors in the cash book0 Adjusted cash book balance5,300The adjusted bank statement balance (5,300) is now equal to the
adjusted cash book balance (5,300), so the bank reconciliation is complete. The process is summarized in the diagram below.How to Prepare Bank Reconciliation StatementThere are a number of reconciliation procedures involved in preparing the bank reconciliation statement.Write up the Cash BookBefore attempting the reconciliation write up the
cash book as fully as possible by using the following process.Look at the reconciling items from the previous bank reconciliation. Place a tick against both the cash book and bank statement item.Look at the cash book payments and find the corresponding item on the bank statement. Place a tick against both the cash book and bank statement
item.Look at cash book receipts and find the corresponding item on the bank statement. Place a tick against both the cash book and bank statement item.Check the bank statement for any items not ticked and post these to the cash book. These will include bank interest received and paid, bank changes, standing orders etc.This process should ensure
that reconciling items relating to receipts and payments on the bank statement but not in the cash book are kept to a minimum before preparing the reconciliation statement.Perform the Bank ReconciliationWhen the cash book is written up as fully as possible then proceed with the bank reconciliation steps as follows.Locate the bank statement
balance and insert this onto the bank reconciliation statement at the top.Rule off the cash book and calculate the balance.Look for receipts in the cash book which have not been ticked. List these on the bank reconciliation statement under Receipts in the cash book not on the bank statement. Note. If you want to mark these items to show you have
dealt with them in the bank recon, use a different mark to a tick, as you need to be able to identify them in the next periods reconciliation in step 1 above under Write up the Cash Book.Look for payments in the cash book which have not been ticked. List these on the bank reconciliation statement under Payments in the cash book not on the bank
statements.Prepare the first statement of the bank recon to arrive at the adjusted bank statement balance.Look at receipts on the bank statement which have not been ticked. List these on the bank reconciliation statement under Receipts on the bank statement not in the cash book.Look at payments on the bank statement which have not been ticked.
List these on the bank reconciliation statement under Payments on the bank statement not in the cash book.Prepare the second statement of the bank recon to arrive at the adjusted cash book balance.Using the two statements, compare the adjusted bank statement balance with the adjusted cash book balance. If the reconciliation procedures have
been carried out correctly then the two figures should be the same. If the balances are not the same look to see that you have ticked off all items correctly and that there are no arithmetical errors to ensure any reconciliation problems are eliminated.Post Adjusting Journal EntriesFollowing the completion of the reconciliation journals are required to
post the adjustments for the reconciling items. The journals vary depending on the type of reconciling items, and typical examples are shown in our bank-reconciliation journal entries post.Last modified July 16th, 2019 by Michael Brown July 16, 2019 Connecting bank accounts to financial statements Over 2 million + professionals use CFI to learn
accounting, financial analysis, modeling and more. Unlock the essentials of corporate finance with our free resources and get an exclusive sneak peek at the first module of each course. Start Free A bank reconciliation statement is a document that compares the cash balance on a company’s balance sheet to the corresponding amount on its bank
statement. Reconciling the two accounts helps identify whether accounting changes are needed. Bank reconciliations are completed at regular intervals to ensure that the company’s cash records are correct. They also help detect fraud and any cash manipulations. Reasons for Difference Between Bank Statement and Company’s Accounting Record
When banks send companies a bank statement that contains the company’s beginning cash balance, transactions during the period, and ending cash balance, the bank’s ending cash balance and the company’s ending cash balance are almost always different. Some reasons for the difference are: Deposits in transit: Cash and checks that have been
received and recorded by the company but have not yet been recorded on the bank statement. Outstanding checks: Checks that have been issued by the company to creditors but the payments have not yet been processed. Bank service fees: Banks deduct charges for services they provide to customers but these amounts are usually relatively small.
Interest income: Banks pay interest on some bank accounts. Not sufficient funds (NSF) checks: When a customer deposits a check into an account but the account of the issuer of the check has an insufficient amount to pay the check, the bank deducts from the customer’s account the check that was previously credited. The check is then returned to
the depositor as an NSF check. Nowadays, many companies use specialized accounting software in bank reconciliation to reduce the amount of work and adjustments required and to enable real-time updates. Bank Reconciliation Procedure On the bank statement, compare the company’s list of issued checks and deposits to the checks shown on the
statement to identify uncleared checks and deposits in transit. Using the cash balance shown on the bank statement, add back any deposits in transit. Deduct any outstanding checks. This will provide the adjusted bank cash balance. Next, use the company’s ending cash balance, add any interest earned and notes receivable amount. Deduct any bank
service fees, penalties, and NSF checks. This will arrive at the adjusted company cash balance. After reconciliation, the adjusted bank balance should match with the company’s ending adjusted cash balance. Example XYZ Company is closing its books and must prepare a bank reconciliation for the following items: Bank statement contains an ending
balance of $300,000 on February 28, 2018, whereas the company’s ledger shows an ending balance of $260,900 Bank statement contains a $100 service charge for operating the account Bank statement contains interest income of $20 XYZ issued checks of $50,000 that have not yet been cleared by the bank XYZ deposited $20,000 but this did not
appear on the bank statement A check for the amount of $470 issued to the office supplier was misreported in the cash payments journal as $370. A note receivable of $9,800 was collected by the bank. A check of $520 deposited by the company has been charged back as NSF. AmountAdjustment to Books Ending Bank Balance$300,000 Deduct:
Uncleared cheques- $50,000None Add: Deposit in transit+ $20,000None Adjusted Bank Balance$270,000 Ending Book Balance$260,900 Deduct: Service charge- $100Debit expense, credit cash Add: Interest income+ $20Debit cash, credit interest income Deduct: Error on check- $100Debit expense, credit cash Add: Note receivable+ $9,800Debit
cash, credit notes receivable Deduct: NSF check- $520Debt accounts receivable, credit cash Adjusted Book Balance$270,000 Bank Reconciliation Statement After recording the journal entries for the company’s book adjustments, a bank reconciliation statement should be produced to reflect all the changes to cash balances for each month. This
statement is used by auditors to perform the company’s year-end auditing. Download Free Template Enter your name and email in the form below and download the free template now! Through financial modeling courses, training, and exercises, anyone in the world can become a great analyst. To keep advancing your career, the additional CFI
resources below will be useful: Bank reconciliation is the process of matching the bank balance in the company’s accounting record to the balance shown on the bank statement and identifying any difference between the two records.All the transactions on the bank statement are the transactions recorded by the company’s bank which are shown on
the bank statement at the end of the month including beginning and the ending balance.The bank usually sends the bank statement to the company shortly after the end of the month. The transactions and balances on the bank statement will be used to perform bank reconciliation.4 Adjustments in Bank ReconciliationThe process of bank
reconciliation is to compare the bank statement with the bank balance in the company’s accounting record. It is often that the balances on the two records are different.Hence the easiest way of preparing the bank reconciliation is to consider the reasons for the differences and record the reconciliation items or adjust/ add the entry in the accounting
record based on the types of difference.The four adjustments in bank reconciliation include:Timing differencesTransactions initiated by the bankTransactions omitted by the companylIncorrect transactions recordedAdjustments in Bank ReconciliationTiming differencesTiming difference is the difference that occurs due to transactions recorded by the
company and the bank are in a different period. Deposit in transit and outstanding check are the examples of such timing differences.Deposit in transit: is the deposit made by the company into the bank but not recorded by the bank yet.Outstanding check: is the check that is issued by the company but the receiver has not presented to the bank for
the payment yet. The timing differences are the reconciling items which should be included on the bank reconciliation statement. No additional entry is required to make in the company’s accounting record.Transactions initiated by the bankThis is the difference that occurs due to transactions initially recorded by the bank, such as interest or fee
charge, but the company is not aware of such transactions and only know about it after receiving the bank statement from the bank. Bank charges, interest paid and NSF check are the examples of such transactions that are initiated by the bank that the company is not aware of.Bank charge: is the fee or commission the bank charged on the
company’s bank account.Interest paid: is the interest that was paid to the company’s account by the bank.Not sufficient fund check (NSF): is the check deposited by the company but it was rejected by the bank due to insufficient fund in the bank account or the account has already been closed.The company usually is not aware of such circumstances
until receiving the bank statement. It is required to record those transactions that are initiated by the bank to have accurate bank balances in the accounting record.Transactions omitted by the companylt is the straight matter as the company may forget to record the transactions related to its bank balance.In this case, the company is required to
record back the transactions that are omitted to have accurate bank balances in the accounting record.Incorrect transactions recordedThis is the difference that occurs dues to transactions recorded are incorrect. This may be due to the error either made by the bank’s staff or the company’s staff.In this case, if the error is due to the bank’s fault, it
should be included in the bank reconciliation as the reconciliation item; and no entry is required in the company’s accounting record.However, if the error is due to the company’s fault, an adjustment is required in the company’s accounting record to correct the bank balance.It is recommended that the company perform the bank reconciliation at
least once a month to prevent and detect error or fraud on its bank balances. By doing so the company can investigate and correct any error on time.It also helps to ensure that the bank balances in the company accounting record are accurate and reliable.Bank Reconciliation ExampleAt 31 May 2018 ABC Co.’s bank balance in accounting records was
$3,903 and the bank statement showed $4,360.ABC Co. has the following information:On 31 May 2018, ABC Co. deposited $800 into its bank account; however, this balance was not shown on the bank statement as at 31 May 2018.Check number 323485, which ABC Co. issued to a supplier with an amount $1,300 was not shown on the bank
statement.The bank debited ABC’s account with charges of $125 during May. However, ABC has not recorded these charges yet.On the bank statement, the interest of $82 was credited to ABC Co.’s account, but ABC Co. has not recorded it in the accounting record yet.The bank reconciliation statement is as below: It is useful to note that from the
perspective of the bank when the bank debits the company’s account, it means deducting. On the other hand, when the bank credits the company’s account, it means adding. Bank Reconciliation The difference between book and bank balances... If you’re unclear about a business or personal bank transaction, contact your bank. If there is no
undocumented reconciling item, print the bank reconciliation and store it. A check payment that has been recorded by the issuing entity, but which has not yet cleared its bank account as a deduction from cash.Once you finish all of your reconciliation work, your (cash account balance) plus or minus all (reconciling items) should equal the (balance
per the bank statement). If that formula does not equal, review your work until you account for all of the reconciling items correctly. When the check posts to the bank account, it is a fraudulent transaction.Then there are always checks or deposits that have not cleared when the bank statement was printed, so the balance is different than what is in
the account register. If the bank statement indicates that a “not sufficient funds” check bounced during the month, that means that the check amount was not deposited to your account. You will have to deduct the check amount from your cash account records. If the bank charges you a fee for depositing a bad check, you will also need to deduct that
amount. A company will probably have accounting software that can provide reports.If you’'re reconciling your personal bank account, you should review your check register and your deposit slips. A company should print the cash reports, and also review the check register and deposit slips. A bank reconciliation is a critical tool for managing your
cash balance. Reconciling is the process of comparing the cash activity in your accounting records to the transactions in your bank statement.A bank reconciliation will also detect some types of fraud after the fact; this information can be used to design better controls over the receipt and payment of cash. If you are not out of balance for the previous
reconciliation the problem is with the CURRENT reconciliation. Check for bank fees, direct debits, un-entered (forgotten) transactions, duplicate entries, or transactions that may have been incorrectly entered. You should also check for any errors on the bank statement. The details of how the petty cash is spent and how much money is left in the
petty cash fund are not part of the bank reconciliation.Bank service charges, check printing charges, and other electronic deductions that are not yet recorded in the company’s accounts will become deductions from the cash balance per the books. Electronic deposits not yet recorded by the company will become additions to the cash balance per
books. Outstanding checks are a deduction to the balance per bank; deposits in transit are an addition to the balance per bank. And then you’ll be limited to the daily withdraw limit set by your bank. Want to Increase Your Cash flow? By completing a bank reconciliation every day, you can spot and correct problems immediately. To prepare a bank
reconciliation, gather your bank statement and a list of all of your recent transactions. If you find an error on the bank’s part, contact them as soon as possible to let them know about the discrepancy. What is the difference between bank balance and book balance? The balance sheet displays the company’s total assets, and how these assets are
financed, through either debt or equity. Assets = Liabilities + Equity to the corresponding amount on its bank statement. Reconciling the two accounts helps determine if accounting changes are needed.Each bank is different but it is generally between $200 and $400 per day. If you need to withdraw a larger amount, you’ll most likely have to go and
make a withdrawal from a teller inside the bank during regular business hours.|||NO. Your available balance and current balance are usually never the same. Video Explanation of Bank Reconciliation If it has not yet cleared the bank by the end of the month, it does not appear on the month-end bank statement, and so is a reconciling item in the
month-end bank reconciliation. It is even better to conduct a bank reconciliation every day, based on the bank’s month-to-date information, which should be accessible on the bank’s web site. If this occurs at month-end, the deposit will not appear in the bank statement, and so becomes a reconciling item in the bank reconciliation. A bank
reconciliation is the process of matching the balances in an entity’s accounting records for a cash account to the corresponding information on a bank statement. Cash and/or checks that have been received and recorded by an entity, but which have not yet been recorded in the records of the bank where the entity deposits the funds. Part 1 of 2:
Adjusting the Bank Statement Balance This process helps you monitor all of the cash inflows and outflows in your bank account. The reconciliation process also helps you identify fraud and other unauthorized cash transactions. As a result, it is critical for you to reconcile your bank account within a few days of receiving your bank statement. You may
have recorded a transaction incorrectly or forgotten to record a transaction. Sometimes people make addition or subtraction errors.Cash and/or checks that have been received and recorded by an entity, but which have not yet been recorded in the records of the bank where the entity deposits the funds. If this occurs at month-end, the deposit will not
appear in the bank statement, and so becomes a reconciling item in the bank reconciliation.This helps individuals and businesses to prove that every transaction sums to the accurate ending account balance. No matter the size and stage of a business account reconciliation are quintessential for them all. Common controls used with a bank account are
the use of a signature card, deposit tickets, checks, bank statements, and bank reconciliations. Check off in the bank reconciliation module all deposits that are listed on the bank statement as having cleared the bank.They can help you out.|||Both are wrong !!! Reconciliation is a fundamental accounting process of matching and balancing two sets of
records. This would mean that the money leaving the account is matching the money spent. This is done by reconciling at the end of a particular accounting period by reviewing documents and analytics. Bank Reconciliation Procedure: You will also be charged if you overdraw your account. Check for any errors made by the bank’s processing
department. If you're reconciling a business cash account, your accounting is posted to general ledger. A business should compare the cash account’s general ledger to the bank statement activity. You may come across a transaction that you cannot fully explain.You have to take in account how many checks you have pending and holds on your
account and a lot of other factors. Depending on your bank, there may be restrictions on how much you can withdraw per day on your card, if you have a problem talk to someone at your bank. How to Prepare a Bank Reconciliation How is balance calculated on a bank statement? Balance per bank is the ending cash balance appearing on a bank
statement. A business will make adjusting entries to its own cash book balance to reconcile the difference between its own balance and the balance per bank. Examples of these adjustments are to record the fees for check processing and bank overdrafts.A bank reconciliation is the process of matching the balances in an entity’s accounting records for
a cash account to the corresponding information on a bank statement. The goal of this process is to ascertain the differences between the two, and to book changes to the accounting records as appropriate. The information on the bank statement is the bank’s record of all transactions impacting the entity’s bank account during the past month. When
your company receives the bank statement, you should print a report listing all of the checks written and deposits made during the month. Then, go to the company’s ending cash balance and deduct from it any bank service fees, NSF checks and penalties, and add to it any interest earned. At the end of this process, the adjusted bank balance should
equal the company’s ending adjusted cash balance. A bank reconciliation should be completed at regular intervals for all bank accounts, to ensure that a company’s cash records are correct. Otherwise, it may find that cash balances are much lower than expected, resulting in bounced checks or overdraft fees. These definitions are different from how
the accounting profession uses these terms. If an item is on the bank statement but has not yet been entered on the books, the items are noted as an adjustment to the balance per books. The records kept by the bank and the cash book should be identical since the cash book is prepared from counterfoils, which are duplicates of the original
documents from which the bank draws up the bank statement. Amounts withdrawn from the bank account by cheque should appear on the bank column of the cash book and on the debit side of the bank statement. Cheques deposited, on the other hand, should appear on the debit side in the bank column of the cash book and credit column of the
bank statement. However, these may not always agree. A bank reconciliation statement is prepared to make sure that the entries in the bank column of the trader’s cash book are the same as those recorded by the bank in its ledger. A bank reconciliation statement is prepared to reconcile the cash book balance with the bank statement balance. The
main reasons why the cash book balance differs from the bank statement are:Transactions recorded in the cash book but do not appear on the bank statement:Uncredited cheques (lodgements)These are cheques deposited by the trader but not yet credited by the bank. Lodgements made by the trader on the day the bank statement is produced by the
bank may not yet be recorded on the statement. These are added to the bank statement balance in the bank reconciliation statement.These are cheques issued by the trader but not yet presented at the bank for payment. These cheques are already credited by the trader in the bank column of the cash book. These are deducted from the bank
statement balance in the bank reconciliation statement.Transactions appearing on the bank statement but are not recorded in the cash book.These are made by the bank to cover the cost of maintaining the drawer’s account. It is an amount charged by the bank for the services provided. It is credited to the amended cash book.These are payments
made automatically by the bank on behalf of the trader. It is generally a fixed amount each month. It is credited to the amended cash book.These are payments made by the bank on behalf of customers. The authority to withdraw money from the account is given to the payee. The amounts withdrawn from the accounts are generally variable. For
example utility bills payments varies each month. It is credited to the amended cash book.These are cheques received by the trader which has returned unpaid. This may be because of insufficient fund in drawer’s account to honour (pay) the cheque. It is credited to the amended cash book.These are amounts paid into an account directly through the
bank system instead of by issuing a cheque. For example, Interest received/ Dividend received. It is debited to the amended cash book.This is charged by the bank when the account of a trader is overdrawn. It is credited to the amended cash book.DR Amended Cash Book
CR$$*Balance b/f (Cash at bank)***Balance b/f (Bank overdraft)***Credit transfer***Standing order***Dividend received***Direct debit***Interest recieved**Bank charges****Balance c/d (Bank overdraft)**Interest on overdraft***Dishonoured cheque***Balance c/d (Cash at bank)****+:+*Balance b/d (Cash at bank)***Balance b/d (Bank
overdraft)****Balance at start and at end can be either debit OR credit not both.Method 1 : Bank Reconciliation Statement$Balance as per bank statement ( Debit - Negative / Credit - Positive)***Add Uncredited cheque / Lodgements**Less Unpresented cheque(***)Balance as per amended cash book***Method 2 : Bank Reconciliation
Statement$Balance as per amended cash book***Less Uncredited cheque / lodgements(***)Add Unpresented cheque***Balance as per bank statement ( Debit - Negative / Credit - Positive)***Worked Example 1Peter Dlamini’s Cash Book (bank column) had a debit balance of $515 on 30 April 2003. This did not agree with the bank statement of the
same date, which showed a balance of $290.The Cash Book was checked against the bank statement and the following differences were found:Cheques totalling $620 issued to credit suppliers had not been presented to the bank for payment.An amount of $950 paid into the bank did not appear on the bank statement.Cash sales deposited into the
bank amounting to $390 had been omitted from the Cash Book.The bank had received $150 by credit transfer (bank giro) from Klerk for Dlamini’s account. Dlamini had not been advised.A cheque for $315 received from Joseph had been paid into the bank but it had now been returned unpaid. No action has been taken by Dlamini.The following
transaction by the bank had not been recorded in the Cash Book: Bank charges $120DR Amended Cash Book CR$$Balance b/f (Cash at bank)515Dishonoured cheque315Cash sales banked390Bank charges120Credit transfer : Klerk150Balance ¢/d62010551055Balance
b/d620Bank Reconciliation Statement$Balance as per bank statement290Add Uncredited cheque / Lodgements950Less Unpresented cheque(620)Balance as per amended cash book620Worked Example 2Vigo’s cash book (bank columns) showed the following entries.In the books of VigoDr Cash Book
Cr$$July 1Balance b/d1450July 7Singh92010Cash50016Robinson48019Parker26024Kings22031Cash200The following bank statement was received by Vigo.DateDetails WithdrawnPaid inBalance$$$July 1Balance b/f145010Cash500195012Singh

920103019Parker260129021Robinson 48081022Dishonoured cheque - Parker 26055025Dividend2557531Bank charges 20555Calculate the cash book balance on 31 July. Prepare and update the cash book. Bring down the balance.Prepare a bank reconciliation statement to reconcile the adjusted cash
book balance with the bank statement balance at 31 July 2004.Explain how the cash book is both a book of prime entry and a ledger account.Step 1Eliminate any difference(s) or previous cheque(s) numbers in balance at startStep 20pen Amended cash book and bank reconciliation statement and record balance at endStep 3Eliminate similar
figuresDebit in cash book against credit/ receipts in bank statementCredit in cash book against debit/ payments in bank statementStep 4Record figures not eliminatedDebit in cash book - Uncredited chequeCredit in cash book - Unpresented chequeDebit in bank statement posted to credit of amended cash bookCredit in bank statement posted to debit
of amended cash bookStep 5Close amended cash book and bank reconciliation statementPart (a)DR Amended Cash Book CR$$July 31Balance b/d790]July 31Dishonoured cheque - Parker26031Bank charges2031Dividend 2531Balance ¢/d535815815Aug 1Balance
b/d535Part (b)Bank Reconciliation Statement as at 31 July 2004$Balance as per cash book535Add: unpresented cheque - Kings220755Less: uncredited deposit200Balance as per bank statement555Part (c)The cash book is the book of original entry for cash and bank transactions, recorded from source documents like cheques and receipts. A cash
book contains ledger accounts for cash and bank. Skip to content Home Financial Ratios Accounting Invoicing Costing About The adjusted cash balance is calculated by taking the ending cash balance from the bank statement and adding any outstanding deposits while deducting outstanding cheques. The adjusted cash balance formula is: Adjusted
Cash Balance = Ending Bank Statement Balance + Outstanding Deposits - Outstanding Cheques. To adjust a cash book balance, you can follow these steps: 1. Note the bank balance. Enter the ending cash balance per the bank statement. Record the bank balance as it appears in the cash book. 2. If any difference between the bank balance and the
closing balance in the cashbook correct these errors by below procedures. 3. Enter transactions Add transactions that are in the passbook’s credit but not the cash book’s, and subtract transactions that are in the passbook’s debit but not the cash book’s. 4. Calculate the adjusted cash balance Use the formula: Adjusted Cash Balance = Ending Bank
Statement Balance + Outstanding Deposits - Outstanding Checks. This formula accounts for transactions in transit to ensure the available cash is accurately represented. Some common adjustments that may be included in a bank reconciliation statement are: Cheques deposited in the bank but not yet credited to the bank (uncleared cheques),
Cheques in hand but not yet deposited to the bank, service fees and other bank charges not yet recorded, and other errors. Advantages of reconciliation: Ensuring compliance Bank reconciliation helps ensure that a company’s financial records comply with relevant laws and regulations. Fraud detection: Fraud detection Unexplained discrepancies
between records can indicate fraud. For example, a deposit in transit that remains on the reconciliation for much longer than it should could be a sign of fraud. An employee pays personal bills and credit card accounts with organization funds using valid business names as vendors, but the irregular transactions never have official business purposes.
Regularly reconciling accounts helps detect and prevent fraudulent activities by identifying any unusual transactions or inconsistencies. Financial control The process of bank reconciliation tightens internal controls by instituting a routine check and balance system that reduces the probability of fraud and error within the organization. Bank
reconciliation helps companies better control cash and manage their finances by ensuring all transactions are accurately recorded. Tracking receivables Insufficient funds in the account may cause bounced cheque that may damage the reputation of the company and lead to an unsavoury relationship between the company and its customers. Bank
reconciliation helps companies confirm their receipts and identify the ones they have not deposited. Detects Errors A bank reconciliation statement helps to locate errors. After locating errors, firms can easily remove them. Preparing for audits Bank reconciliation helps prepare a business for audits by ensuring that records are accurate and up-to-
date. Related Posts: In accounting, a company’s cash includes the money in its checking account(s). To safeguard this critical and tempting asset, a company should establish internal controls over its cash. These controls include separating the accounting duties of its employees, depositing all receipts into the company’s checking account, paying all
bills through the checking account, and having an independent person routinely prepare a bank reconciliation (bank rec, bank statement reconciliation), and more. The purpose of the bank reconciliation is to be certain that the company’s general ledger Cash account is complete and accurate. With the true cash balance reported in the Cash account,
the company could prevent overdrawing its checking account or reporting the incorrect amount of cash on its balance sheet. The bank reconciliation also provides a way to detect potential errors in the bank’s records. The bank reconciliation process requires some tedious tasks. For example, Every check amount on the bank statement must be
compared to the check amounts in the company’s general ledger Cash account. Any differences, such as the company’s outstanding checks and errors, will become part of the adjustments listed on the bank reconciliation. Every deposit on the bank statement must be compared to the receipts recorded in the company’s Cash account. Any differences,
such as a deposit in transit and/or errors, will become part of the adjustments listed on the bank reconciliation. Other items on the bank statement must be compared to the other items in the company’s Cash account. Any differences, such as bank fees, checks returned because of insufficient funds, collections made by the bank, etc., will be part of the
adjustments listed on the bank reconciliation. The adjustments based on the above differences will be added or subtracted from one of the following amounts: The unadjusted balance from the bank statement (or online banking information) The unadjusted balance from the company’s general ledger Cash account A condensed version of our format for
the bank reconciliation is shown here: Notice the following items in the condensed bank reconciliation format: The left side is labeled Balance per BANK The right side is labeled Balance per BOOKS Adjustments to BANK (shown on the left side) are likely the items that are in the company’s general ledger Cash account, but they are not yet recorded in
the bank’s records. Examples are outstanding checks and a deposit in transit. TIP: Put the item where it isn’t. Adjustments to BOOKS (shown on the right side) are likely the items that the bank has recorded but the items are not yet recorded in the company’s general ledger Cash account. Examples include bank fees and a bank credit memo. TIP: Put
the item where it isn’t. If the amounts on the bottom line of the bank reconciliation are identical (Adjusted balance per Bank = Adjusted balance per BOOKS), the bank statement is reconciled. In order for the adjusted balance (which is the true cash balance) to appear in the company’s general ledger Cash account and reported on the company’s
balance sheet, the items listed under Adjustments to BOOKS must be recorded in the company’s general ledger accounts. In the past, it was common for a company to prepare the bank reconciliation after receiving the monthly bank statement and before issuing the company’s balance sheets. However, with today’s online banking a company can
prepare a bank reconciliation throughout the month (as well as at the end of the month). This allows the company to verify its checking account balance more frequently and to make any necessary corrections much sooner. It is helpful for a company to have a separate general ledger Cash account for each of its checking accounts. For instance, a
company will have one Cash account for its main checking account, a second Cash account for its payroll checking account, and so on. For simplicity, our examples and discussion assume that the company has only one checking account with one general ledger account entitled Cash. As you know, the balances in asset accounts are increased with a
debit entry. Therefore, when a company receives money (currency, checks), the company debits its general ledger asset account Cash and credits another account using the date that the money was received (not the date the money is deposited at its bank). For example, if a company receives $900 on Saturday, June 29, the debit to the Cash account
(and the credit to another account) will show the date of June 29, even if the money is deposited in the bank account on Tuesday, July 2. When a company writes a check, the company’s general ledger Cash account is credited (and another account is debited) using the date of the check. Therefore, a check dated June 29 will be recorded in the
company’s accounts using the date of June 29, even if the check clears (is paid through) the company’s bank account one week later. The above transactions are common occurrences that illustrate two important points: The unadjusted balance in the above company’s general ledger Cash account on June 30 is likely to be different from the bank
statement balance on June 30. Often, neither the June 30 unadjusted balance in the company’s Cash account nor the June 30 unadjusted balance on the bank statement is the true amount of the company’s cash. In that case, both unadjusted balances will need adjustments to arrive at the true, corrected, adjusted cash balance. Next, we look at how a
bank uses debit and credit when referring to a company’s checking account transactions. To appreciate a bank’s use of the terms debit, debit memo, credit, and credit memo, let’s take a brief look at a few of the bank’s assets and liabilities: The bank’s assets include cash, investment securities, and loans receivable The bank’s largest liability is
customers’ deposits Customers’ deposits consist of its customers’ checking accounts, savings accounts, money market accounts, 90-day U.S. Treasury Bills, and certificates of deposit Since customers’ accounts are liabilities of the bank, they will have credit balances in the bank’s general ledger When a bank customer deposits $900 in its bank
checking account, the bank’s asset Cash is increased with a debit entry, and the bank’s liability Customers’ Deposits is increased with a credit entry. The bank’s liability has increased because the bank has the liability/obligation to return the customer’s checking account balance to the customer on demand. When the bank increases a
customer’s/depositor’s checking account balance, the banker might say that the depositor’s checking account was credited. (The credit entry does indeed increase both the depositor’s checking account balance and the bank’s liability.) When the bank debits a depositor’s checking account, the depositor’s checking account balance and the bank’s
liability to the customer/depositor are decreased. Here are two examples to reinforce the bank’s use of debit and credit with regards to its customers’ checking accounts. Bank Example 1. Assume that a new company opens a checking account at Community Bank with a deposit of $10,000. Community Bank records the deposit in the bank’s general
ledger as follows: Debit of $10,000 to the bank’s asset account Cash Credit of $10,000 to the bank’s liability account Customers’ Deposits Note that Community Bank credits its liability account Customers’ Deposits (which includes the individual depositor’s checking account balance). As a result, Community Bank’s balance sheet will report an
additional $10,000 in assets and an additional $10,000 in liabilities. Bank Example 2. Assume that a company pays its August rent of $1,000 by writing a check on August 1. Three days later, the landlord cashes the check at Community Bank. While the company had recorded the $1,000 check in its general ledger accounts with the date of August 1,
Community Bank’s transaction occurs on August 4. Therefore, using the date of August 4, the bank will record this entry in the bank’s general ledger: Debit of $1,000 to the bank’s liability account Customers’ Deposits Credit of $1,000 to the bank’s asset account Cash This transaction results in the bank’s assets decreasing by $1,000 and its liabilities
decreasing by $1,000. Bank Example 1 showed that the bank credits the depositor’s checking account to increase the depositor’s checking account balance (since this is part of the bank’s liability Customers’ Deposits). However, the depositor/customer/company debits its Cash account to increase its checking account balance. Bank Example 2 showed
that the bank debits the depositor’s checking account to decrease the checking account balance (since this is part of the bank’s liability Customers’ Deposits). However, the depositor/customer/company credits its Cash account to decrease its checking account balance. In this section we provide brief definitions of the terms commonly used when
discussing checking accounts and bank reconciliations. We grouped the terms into the following categories: General terms for checking accounts Terms for adjustments to the balance per bank Terms for adjustments to the balance per books General Terms for Checking Accounts Checking accounts are known as demand deposit accounts since the
bank must pay/return the depositors’ account balances (except for uncollected funds) on demand. Companies report the checking account balances as part of its cash. Companies should safeguard their checking accounts through internal controls, which includes timely bank reconciliations prepared by an independent person. Checks are a company’s
written orders to its bank to pay an amount from the company’s checking account. Hence, checks state “Pay to the order of ”. The person or company named on the check is known as the payee. The payee is required to endorse (sign the back of) the check as evidence that the money was received. (In place of the endorsement, a bank can
indicate that the amount was deposited/credited to the payee’s bank account.) Cancelled checks are the checks the company issued and were paid by the company’s bank. Cancelled checks are also referred to as checks that “cleared” the bank account on which they are drawn. Voided checks are checks that were written in error. These checks will
have the word “VOID” clearly written across the front of the check. Stop payment order is a company’s instruction to its bank to not pay a specific check that the company had already written but was not yet paid by the bank. Generally, the bank charges a fee for the special effort required by the customer’s order. Deposits often consist of currency
and checks (received from customers) that a company takes to its bank with instructions to add the amount to the company’s checking account. The bank records the deposit with the date the bank processes the deposit. (However, the company’s general ledger Cash account shows the date that the company had received the money from its customers
or others.) Authorized signers are a limited number of people designated to sign checks drawn on the company’s checking account. Their names and signatures appear on a bank signature card along with the approval of the company’s key officers. Bank overdraft occurs when checks written by a company are presented to its bank for payment and
the company’s checking account balance is not sufficient to pay the checks. If the checks were to be paid, the checking account balance would become a negative amount. Without a prior arrangement with the bank (such as an automatic loan), the bank will likely return or “bounce” the check back to the endorser. (The related terms NSF check and
return item are described under Terms for Adjustments to the Balance per Books.) Uncollected funds occur when a company deposits a check into its bank account, but the check is drawn on an account at a different bank. Since the company’s bank is not certain that the check will be honored by the bank on which it is drawn, the company’s bank will
not allow the company/depositor to use the amount until the deposited check is paid by the other bank. (Some people refer to the amount of outstanding checks as the company’s float.) Terms for Adjustments to the Balance per Bank Outstanding checks are checks that a company had written and recorded in its Cash account, but the checks have not
yet been paid by the company’s bank (or have not “cleared” the bank). It is common for a few checks written in earlier months to remain outstanding at the end of the current month. Since the outstanding checks are not yet in the bank’s records/bank statement, the company’s bank reconciliation will show the outstanding checks as a subtraction from
the balance per bank. Deposits in transit are the cash and checks a company has received and recorded in its general ledger accounts, but the cash and checks have not been processed by the bank as of the date of the bank reconciliation. Deposits in transit are sometimes referred to as outstanding deposits. Since the deposits in transit are not yet
recorded in the bank’s records, the company’s bank reconciliation will show the deposits in transit as an addition to the balance per bank. Bank errors are mistakes made by the bank that were discovered when the company prepared the bank reconciliation. While these items are rare, they do occur. For example, if a company issues a check for $867,
but the bank paid the check at the incorrect amount of $876, there is a $9 bank error. This bank error will be shown on the company’s bank reconciliation as an addition of $9 to the unadjusted balance per bank (since the bank had reduced the bank account by $9 too much). The company should immediately contact the bank so the bank can make the
correction to the company’s checking account balance. (There is no entry made by the company since the company’s general ledger Cash account already contains the correct amount of $867.) Terms for Adjustments to the Balance per Books Bank credit memos indicate that the bank increased the balance in a company’s checking account. For
example, if a bank lends $50,000 to a company, the bank is likely to deposit the loan proceeds in the company’s checking account by means of a credit memo. A bank credit memo is recorded in the bank’s general ledger with a credit to the bank’s liability account Customers’ Deposits (causing this liability’s account balance to increase). The bank also
debits its asset account Loans Receivable (causing this asset’s balance to increase). If the bank’s credit memo was not recorded in the company’s general ledger accounts as of the date of the bank reconciliation, the company lists the credit memo amount as an adjustment to increase the balance per books. This adjustment must also be recorded in
the company’s general ledger with a debit to Cash and a credit to Loans Payable or Notes Payable. Bank debit memos indicate that the bank has decreased the balance in a company’s checking account. Examples include bank fees (service charge, overdraft fee, stop payment fee, etc.) and loan payments. A bank debit memo is recorded in the bank’s
general ledger with a debit to the bank’s liability account Customers’ Deposits (and a credit to another account). If the amount of the debit memo was not recorded in the company’s general ledger accounts as of the date of the bank reconciliation, the company lists the debit memo amount as a decrease to the balance per books. This adjustment must
also be recorded in the company’s general ledger with a credit to Cash and a debit to Bank Fees Expense. ACH, EFT, Zelle transfers, and wire transfers can indicate additions to or subtractions from a company’s bank account without the company preparing a deposit slip or writing a check. ACH is the acronym for Automated Clearing House. EFT is
the acronym for Electronic Funds Transfer. If any of these transfers were not recorded in the company’s general ledger as of the date of the bank reconciliation, the company will list them on the bank reconciliation as adjustments to the balance per books. The company must record these transfers in its general ledger accounts. NSF check is a check
issued by a company, but the bank did not pay/honor the check because the company’s bank balance was less than the amount of the check. Unless the company had arranged for this situation, the company’s bank is likely to return the check to the endorser (instead of allowing the checking account to have a negative balance.) When the bank returns
the NSF check, the check will be noted as Not Sufficient Funds (NSF) or Insufficient funds. An NSF check is also known as a check that “bounced” or as a “rubber check” (since the check is being bounced back by the bank). Return item is typically a check that was not paid/honored by the bank on which it was drawn. A few examples include an NSF
check, a check drawn on a checking account that was closed, and a check where the maker of the check has stopped payment. Company errors may require additions or subtractions from the company’s general ledger Cash account. One type of error is a transposition error which involves the switching of digits within an amount. For example, the




amount $789 might be incorrectly recorded as $798, resulting in a difference of $9. Perhaps $1,458 was recorded as $1,548, resulting in a difference of $90. Another type of error involves omitting or adding a zero, such as recording $500 instead of the actual amount of $5,000 (a difference of $4,500). In these types of errors, the differences are
evenly divisible by 9: $9/9 = 1; $90/9 = 10; $4,500/9 = 500. If your bank reconciliation does not balance and the difference is evenly divisible by 9, you may be able to rule out many amounts in your effort to identify the error. As a guide to listing the adjustments on the bank reconciliation, you may find the following is both helpful and easy to
remember: Two examples of this TIP are shown next. Outstanding check On May 30, Ott Company issued and recorded its check #147 for $100. However, the check was not paid by the bank as of May 31 (the day of the bank reconciliation). Since check #147 is in Ott Company’s general ledger Cash account, but isn’t on the May 31 bank statement,
check #147 is an outstanding check that will be an adjustment to the Balance per BANK. The adjustment will be a deduction from the unadjusted balance per BANK. Bank service charge Generally, a company does not record the bank’s monthly service charge until the company reviews the monthly bank statement. In early June, SmithCo sees that the
bank deducted $25 for the May service charge. Since the bank’s service charge is on the bank statement but isn’t in the company’s general ledger as of the May 31 bank reconciliation, the $25 service charge will be an adjustment to the Balance per BOOKS. The adjustment for the service charge is subtracted from the unadjusted balance per BOOKS.
The process for preparing the bank reconciliation of a company’s checking account includes: Identifying and reviewing any difference between every amount on the bank statement (or the online banking information) and every amount in the company’s Cash account. Determining the true/correct/adjusted balance for the company’s Cash. This is done
by listing the unadjusted balance from the bank statement, the unadjusted balance from the company’s Cash account, and then listing the adjustments (differences) that were identified. Recording the pertinent adjustments to the company’s Cash account. We suggest the following five steps for preparing a bank reconciliation: Step 1. Compare every
amount on the bank statement (or in the bank’s online information) with every amount in the company’s general ledger Cash account and note any differences. Compare the amount of every check that was paid by the bank (cleared the bank account) with the amount of every check in the company’s Cash account. Any differences, such as the
outstanding checks and errors, must be shown on the bank reconciliation. Compare every deposit processed by the bank with the receipts recorded in the company’s Cash account. Any differences, such as a deposit in transit and/or errors, must be shown on the bank reconciliation. Compare other items on the bank statement with the other items in
the company’s Cash account. Any differences, such as bank fees, checks returned because of insufficient funds, collections made by the bank, etc., must be shown on the bank reconciliation. Step 2. Complete the Balance per BANK side of the bank reconciliation format. The Balance per BANK side of the bank reconciliation requires the following:
Enter the unadjusted balance from the bank statement (or online banking information). Add any deposits in transit. These are receipts in the company’s Cash account that have not been processed by the bank as of the date of the bank reconciliation. Subtract any outstanding checks. These are the checks the company had issued and recorded in its
Cash account, but they have not been paid by the bank (not cleared the bank account) as of the date of the bank reconciliation. Add/subtract other items with amounts that were incorrectly recorded by the bank. Combine the above amounts and show the total amount on the bottom line, Adjusted balance per BANK. Step 3. Complete the Balance per
BOOKS side of the bank reconciliation format. The Balance per BOOKS side of the bank reconciliation requires the following: Enter the unadjusted balance appearing in the company’s general ledger Cash account. Add any increases (interest earned, bank credit memos) that are shown on the bank statement but were not yet recorded in the
company’s Cash account. Subtract any decreases (such as bank services charges, return items, bank debit memos) that are shown on the bank statement but are not yet recorded in the company’s Cash account. Add/subtract other items with amounts that were incorrectly recorded by the company. Combine the amounts on the right side and show the
total on the bottom line, Adjusted balance per BOOKS. Step 4. Be certain that the bank reconciliation shows Adjusted balance per BANK = Adjusted balance per BOOKS. The bottom line of both sides of the bank reconciliation must be the same amount. In other words, Adjusted balance per BANK must equal Adjusted balance per BOOKS. Note: Having
the Adjusted balance per BANK = Adjusted balance per BOOKS does not guarantee that the company’s cash has been completely accounted for. For instance, if an employee had stolen some of the company’s cash receipts before the money was recorded in the company’s accounts (and obviously not deposited in the company’s bank account) the
missing amount will not be detected by the bank reconciliation. Step 5. Record in the company’s general ledger the adjustments to the balance per BOOKS. Since the adjustments to the balance per the BOOKS have not been recorded as of the date of the bank reconciliation, the company must record them in its general ledger accounts. For example,
if one of the adjustments to the balance per BOOKS is a $25 service charge (that was on the bank statement on May 31, 2024 but not yet recorded in the company’s general ledger), the company must post the following entry: Note: After recording/posting the adjustments to the general ledger accounts, it is important to confirm that the company’s
general ledger Cash account balance is indeed equal to the Adjusted balance per BOOKS shown on the bottom line of the bank reconciliation. Next, we will prepare a bank reconciliation for a hypothetical company by using transactions that are commonly encountered. In this section we will prepare a June 30 bank reconciliation for Lee Corp using the
five steps discussed above. Step 1. Compare every amount on the bank statement (or the bank’s online information) with every amount in the company’s general ledger Cash account and note any differences. After comparing every item on the bank statement (checks paid, deposits processed, other items) with every item in Lee Corp’s general ledger
Cash account (checks written, money received, other items), we listed the differences and other pertinent information in the table that follows. (The letter in the “Item” column will be shown on the bank reconciliation next to the amount.) Keep in mind our TIP: Put the item where it isn’t. This means: If an item appears on the bank statement (but isn’t
in the company’s general ledger), put the item on the bank reconciliation under Adjustments to BOOKS If an item is already in the company’s general ledger Cash account (but it isn’t on the bank statement), put the item on the bank reconciliation under Adjustments to BANK Step 2. Complete the Balance per BANK side of the bank reconciliation
format. Step 3. Complete the Balance per BOOKS side of the bank reconciliation format. Step 4. Be Certain the Adjusted Balance per BANK = Adjusted Balance per BOOKS. Since the Adjusted balance per BANK of $1,719 is equal to Adjusted balance per BOOKS of $1,719, the bank statement of August 31 has been reconciled. Step 5. Record in the
company’s general ledger the adjustments to the balance per BOOKS. Recall that the adjustments to the balance per BOOKS will require accounting entries for the items to be posted to the company’s general ledger accounts. For each of the adjustments shown on the Balance per BOOKS side of the bank reconciliation, a journal entry is required.
Each journal entry will affect at least two accounts, one of which is the company’s general ledger Cash account. [Note: The company does not make accounting entries for the adjustments to the bank’s records.] The following are the necessary entries for the adjustments to the balance per BOOKS. We reference each entry as E, F, B, D, G, C, or K, as
indicated on the right side of the bank reconciliation. Adjustment EThe bank statement showed that on June 30, the bank added $8 of interest that had been earned by Lee Corp. Assuming that this was not yet recorded in Lee Corp’s general ledger, the following journal entry is required: Adjustment FOn June 29, the bank statement showed a bank
credit memo of $1,000 which caused the checking account balance to increase. We assume that Lee Corp had not yet recorded the collection of the note in its general ledger accounts. Therefore, Lee Corp must increase its Cash account balance and decrease the balance in its asset account Notes Receivable. This is achieved by the following journal
entry: Adjustment BThe bank statement shows a service charge of $35 on June 30. Since this reduced the balance in Lee Corp’s checking account, Lee Corp must credit its Cash account and debit an expense such as Bank Fees Expense. Lee Corp’s entry is: Adjustment DOn June 26, the bank statement showed that the bank processed a debit memo of
$80 for the printing of Lee Corp’s checks. While the bank debits its liability account Customers’ Deposits to reduce its credit balance, Lee Corp must credit its asset account Cash to reduce its debit balance. Assuming that Lee Corp has not yet recorded the $80 printing cost, Lee Corp will record this journal entry: Adjustment GOn June 29, the bank
statement showed a debit memo of $40 for the bank’s fee for collecting a note receivable for Lee Corp. Since this reduces Lee Corp’s checking account balance, Lee Corp will need to reduce the balance in its general ledger asset account Cash. Assuming this has not yet been recorded, the following entry is needed: Adjustment COn June 28, the bank
statement showed that Lee Corp’s checking account balance was decreased by $110 for a check that Lee Corp had deposited in its checking account. (The deposited check was not paid by the bank on which it was drawn and was returned.) As a result, Lee Corp must reduce its general ledger Cash account by $110. Assuming this was not yet recorded
by Lee Corp, it will record the following entry: Adjustment KOn June 27 Lee Corp had increased its Cash account and its Sales account by $145. While reconciling its August bank statement, Lee Corp learned that the correct amount was $154. Therefore, Lee Corp must increase its Cash account balance by $9 and increase its Sales by $9. (Instead of
removing the $145 and then adding $154, Lee Corp is adding the difference of $9 to the accounts.) Note: After the above entries are posted to the general ledger accounts, it is important to confirm that the balance in the Cash account is equal to the Adjusted balance per BOOKS shown on the bank reconciliation. It is also necessary to contact the
bank immediately for any bank errors that were discovered in order for the bank account to be corrected. Where to Go From Here We recommend taking our Practice Quiz next, and then continuing with the rest of our Bank Reconciliation materials (see the full outline below). We also recommend joining PRO Plus to unlock our premium materials
(certificates of achievement, video training, flashcards, visual tutorials, quick tests, quick tests with coaching, cheat sheets, guides, business forms, printable PDF files, progress tracking, badges, points, medal rankings, activity streaks, public profile pages, and more). Disclaimer You should consider our materials to be an introduction to selected
accounting and bookkeeping topics (with complexities likely omitted). We focus on financial statement reporting and do not discuss how that differs from income tax reporting. Therefore, you should always consult with accounting and tax professionals for assistance with your specific circumstances. The bank account on which checks are written or
drawn. A bank refers to checking accounts as demand deposits. Cash received. Receipts are different from revenues. That part of the accounting system which contains the balance sheet and income statement accounts used for recording transactions. One of the main financial statements. The balance sheet reports the assets, liabilities, and owner’s
(stockholders’) equity at a specific point in time, such as December 31. The balance sheet is also referred to as the Statement of Financial Position. Checks which have been written, but have not yet cleared the bank on which they were drawn. In the bank reconciliation, outstanding checks are deducted from the balance per bank. An account in the
general ledger, such as Cash, Accounts Payable, Sales, Advertising Expense, etc. The accounting term that means an entry will be made on the left side of an account. A record in the general ledger that is used to collect and store similar information. For example, a company will have a Cash account in which every transaction involving cash is
recorded. A company selling merchandise on credit will record these sales in a Sales account and in an Accounts Receivable account. A document issued to a customer by a seller which reduces the seller’s accounts receivable and its net sales. It also reduces the buyer’s accounts payable and net purchases. A document issued by a bank that increases
a depositor’s bank balance. Things that are resources owned by a company and which have future economic value that can be measured and can be expressed in dollars. Examples include cash, investments, accounts receivable, inventory, supplies, land, buildings, equipment, and vehicles. Assets are reported on the balance sheet usually at cost or
lower. Assets are also part of the accounting equation: Assets = Liabilities + Owner’s (Stockholders’) Equity. Some valuable items that cannot be measured and expressed in dollars include the company’s outstanding reputation, its customer base, the value of successful consumer brands, and its management team. As a result these items are not
reported among the assets appearing on the balance sheet. Obligations of a company or organization. Amounts owed to lenders and suppliers. Liabilities often have the word “payable” in the account title. Liabilities also include amounts received in advance for a future sale or for a future service to be performed. An asset account in a bank’s general
ledger that indicates the amount at which the bank is reporting or carrying its investments. An asset account in a bank’s general ledger that indicates the amounts owed by borrowers to the bank as of a given date. A liability account in a bank’s general ledger that indicates the amounts owed to bank customers for the balances in the customers’
individual checking, savings, and certificate of deposit accounts. A balance on the right side (credit side) of an account in the general ledger. The time between when a check is written and when the check clears the bank account on which it is drawn. A company’s receipts that appear on the company’s records but do not yet appear on the bank
statement. For example, a retail store’s receipts of March 31 are deposited after banking hours on March 31 or on the morning of April 1. Those receipts are in the company’s general ledger Cash account on March 31, but are not on the March 31 bank statement. As a result they are said to be “in transit” on March 31. On the bank reconciliation a
deposit in transit is an adjustment (an addition) to the balance per bank. The amount of principal due on a formal written promise to pay. Loans from banks are included in this account. A check often referred to as an NSF check, a rubber check, or a check that bounced. It is a check that was not paid by the bank of the issuer (writer) of the check
because the checking account of the issuer did not have sufficient collected funds in the account. The entry made in a journal. It will contain the date, the account name and amount to be debited, and the account name and amount to be credited. Each journal entry must have the dollars of debits equal to the dollars of credits. An asset representing
the right to receive the principal amount contained in a written promissory note. Principal that is to be received within one year of the balance sheet date is reported as a current asset. Any portion of the notes receivable that is not due within one year of the balance sheet date is reported as a long term asset. A balance on the left side of an account in
the general ledger. Typically expenses, losses, and assets have debit balances. A revenue account that reports the sales of merchandise. Sales are reported in the accounting period in which title to the merchandise was transferred from the seller to the buyer. Usually, when a trader looks into his Cash (Bank column) Book and the Pass Book, there
may be differences. At the end of financial year, it is necessary to show the correct financial statements Thus it is implied that the entries ought to be made, should be made. Thus the trader tries to adjust his Cash Book by incorporating the entries or items like-Bank charges, Interest, direct deposit etc in Pass Book. He will also try to rectify the error
in his Cash Book, if any. With these adjustments, reconciliation is done with the remaining items, say; cheques issued but un-presented, cheques deposited but un-credited, Pass Book error, etc. The following example will clarify the adjustment. The following illustration will clarify the adjustments: Illustration 1: From the following particulars,
ascertain the Bank balance as per Pass Book as on 31st December. 1. The Bank balance as per Cash Book on the date was Rs 11,500. 2. Cheques issued but not cashed before that date amounted to Rs 1,750. 3. Cheques paid into Bank, but not cleared before December amounted to Rs 2,150. 4. Interest on Investments collected by the Bank but not
entered in the Cash Book amounted to Rs 275. 5. Local cheque paid in but not entered in the Cash Book Rs 300. 6. Bank Charges debited in the Pass Book Rs 25. Solution: (a) Without adjustment in Cash Book: (b) With adjustment in Cash Book: If the balance at Bank, as per the Cash Book adjusted, it will be Rs 12,050, thus: Illustration 2: Sri Balan
maintained two separate Banking Accounts, one with Union Bank and the other with State Bank. On 31st December 2004, the bank balance as per Union Bank Statement and the State Bank statement were Rs 556 and Rs 1,308 respectively. But the bank balance in Balan’s books on that date were Rs 2,870 (Dr.) and 4,680 (Dr.) respectively. On
verification of these records the following information was ascertained: (a) A cheque of Rs 250 from Roy which was directly remitted to the Union Bank was not entered in Balan’s books. (b) A cheque for Rs 700 drawn on State Bank and paid to Sen & Co. was entered in Union Bank Account in Balan’s book. (c) Payment of Rs 1,020 by Union Bank to
Life Insurance Corporation of India under a standing order was not recorded in Balan’s book. (d) Cheques lodged but not yet credited Rs 212 for Union Bank and Rs 1,600 for State Bank. (e) A cheque for Rs 57 paid in State Bank was returned dishonoured but this was not recorded in Balan’s books. (f) Bank charges of Rs 32 and Rs 45 for Union Bank
and State Bank respectively were not accounted for by Balan. (g) Rs. 350 recorded to be deposited into State Bank on 31st Dec. 2004 was actually credited by Bank on 4th Jan. 2005. (h) There were no un-presented cheques except one for Rs 620 drawn on State Bank. Ascertain actual Bank balances of Sri Balan on 31st December 2004 and prepare a
Bank Reconciliation Statement. Illustration 3: From the following particulars prepare a Bank Reconciliation Statement of Govil as on 31st December 2004: 1. Balance as per Pass Book on 31st Dec. 2004 Rs 8,500. 2. Cheques for Rs 5,100 were issued during the month of December but of these cheques for Rs 1,200 were presented in the month of
January 2005 and one cheque for Rs 200 was not presented for payment. 3. Cheques and cash amounting to Rs 4,800 were deposited in Bank during December but credit was given for Rs 3,800 only. 4. A customer has deposited Rs 800 into the Bank directly. 5. The Bank has credited the merchant for Rs 200 as interest and has debited him for Rs 30
as bank charges, for which there are no corresponding entries in the Cash Book. Illustration 4: Ranganath has two accounts with Hanuman Bank, styled Account No. 1 and Account No. 2 On 31st December 2004, his Cash Book showed balances of Rs 5,400 and Rs 2, 70,400 in the two accounts respectively. On an examination of Bank’s statement, the
following were noticed: (a) Rs 27,000 has been transferred from Account No. 2 to Account No. 1 by the Bank without advice to Ranganath. (b) Rs 10 has been Bank’s incidental charges in respect of each account which was also not adv.sed. (c) Cheques for Rs 5,421 issued in Account No. 1 late in December have not yet been presented to the Bank. (d)
A cheque for Rs 4,272 deposited by Ranganath into Account No. 2 has been credited by the Bank into Account No. 1. You are required to prepare Reconciliation Statement showing the balance as per Bank Statements. Illustration 5: A firm has two Accounts with State Bank of India. The Accounts were known as Account No. 1 and Account No. 2 As at
31st December 2004, the balance as account books reflected the following: Account. No. I Rs 1, 25,000 good balance. Account No. Il Rs 1, 11, 250 Overdraft balance. The Accountant failed to tally the balance with the Pass Book and the following information was available: (a) The Bank has charged interest on Account No. II Rs 11,375 and credited
interest on Account No. I Rs 1,250. These were not recorded by the Accountant. (b) Rs 12,500 drawn on 10th December 2004, from Account No. I was recorded in the books of Account No. II. (c) Bank charges of Rs 150 and Rs 1,125 for Account No. I and Account No. II were not recorded in the books. (d) A deposit of Rs 17,500 in Account No. I was
wrongly entered in Account II in the books. (e) Two cheques of Rs 12,500 and Rs 13,750 deposited in Account No. I, but entered in Account No. II in the books, were dishonoured. The entries for dishonoured cheques were entered correctly in Account No. II. (f) Cheques issued for Rs 1, 50,000 and Rs 15,000 respectively from Account No. I and
Account No II were not presented until 5th January 2005. (g) Cheques deposited for Rs 1, 25,000 and Rs 1, 17,500 in Account No. I and Account No. II respectively were credited by the Bank only on 2nd February 2005. You are required to prepare Bank Reconciliation Statement for Account No. I and Account No. II. Illustration 6: The pass Book of
John shows a debit balance of Rs. 500 on 31st October 2006. On comparison of the Pass Book with the Cash Book, it is observed that: (i) Cheques issued by John in October 2006 amounted to Rs. 4,535 of which cheques amounting to Rs. 3,535 were paid by the bank by 31st October 2006. (ii) John deposited cheques amounting to Rs. 5,000 on 31st
October 2006 and these cheques were realised by the Bank on 1st November 2006. (iii) Yogi a customer of John had directly deposited a sum of Rs. 3,000 on 24th October 2006 to the credit of John account with the Bank. John recorded this receipt on 4th November 2006. (iv) The bank had debited John’s account with Rs. 1,520 on 31st October 2006
on account of a dishonoured bill. No entry for the same has been made in the account books. (v) On 31st October 2006 John’s account was credited with Rs. 130 being dividend collected by the bank. On the same day, his account was debited with Rs. 10 being bank charges. Both these entries were recorded by John only on 5th November 2006.
Prepare a Bank Reconciliation Statement as on 31st October 2006: Illustration 7: From the following particulars ascertain the bank balance as per bank pass book of Ramnath as on 31st December 2006: (a) Bank overdraft as per Cash Book on 31st December 2006, Rs. 6,000. (b) Interest on overdraft for six months ending 31st December 2006 Rs. 200
is debited in the Pass Book. (c) Cheques issued but not cashed before 31st December 2006 amounted to Rs. 1,500. (d) Cheques deposited into bank but not cleared and credited before 31st December 2006 amounted to Rs. 2,500. (e) Interest on investments collected by bank and credited only in Bank pass book amounted to Rs. 1,800. (f) Bills
receivable which was discounted with the bank in November 2006 was dishonoured on 31st December 2006 and bank had debited Rs. 1,050 including bank charges Rs. 50. (g) The bank col. of cash Book receipt side was over cast by Rs. 1,000 in December 2006. (h) Bank had wrongly debited Mr. Ramnath for Rs. 500 on 10th December, on account of
dishonour of cheque pertaining to Mr. Ramgopal but rectified the said mistake on 31st December 2006. NB: (h) has no effect on BRS. Illustration 8: Prepare bank reconciliation statement from the following data as on 30th October 2006: (a) Balance as per Pass Book on 30th October 2006 overdrawn Rs. 18,408. (b) Cheques drawn on 30th October
2006 but not cleared till November 2006 Rs 6 450 Rs 1 490 and Rs. 1,852. (c) Bank overdraft interest charged on 28th October not entered in Cash Book Rs. 3,220. (d) Cheque received on 29th October 2006 entered in Cash Book but not deposited to bank till November 3, 2006, Rs. 22,644 and Rs. 3,460. (e) Cheque received amounting to Rs. 70
entered in Cash Book twice. (f) Bills receivable due on 29th October 2006 sent to Bank for collection on 28th October 2006 and entered in Cash Book forthwith but the proceeds were not credited in the Pass Book till 3rd November 2006, Rs. 5,960. (g) A periodic payment by bank of Rs. 160 understanding instructions not entered in the cash book. (h)
Cheque deposited on 30th October 2006 dishonoured but the entry thereof was not made in the Cash Book Rs. 3,780. Illustration 9: Prepare a Bank Reconciliation statement as on 30th November 2006 from the following information: 1. Balance as per Pass Book on 30th November 2006, overdrawn Rs. 40,000 2. On 5th October 2006, Mr. Ram
deposited a cheque for collection of Rs. 2,000 and made entry in the Cash Book which appears in the Pass Book on 6th December 2006, at Rs. 1,980. 3. Cheques issued to parties but not presented for payment till 30th November 2006 are of Rs. 1,050, Rs. 1670 and Rs. 1,800. 4. Cheques deposited for collection but collected by bankers till 30th
November 2006 Rs. 17,520 and Rs. 820. 5. Interest on investment collected by Bankers on 30th November 2006 Rs. 1,910 entered in Cash Book on 4th December 2006 on receipt of Bank intimation. 6. Bank charges Rs. 180 of 27th November 2006, not entered in Cash Book. 7. Cheque deposited for collection on 30th November 2006 but returned
dishonoured on 6th December 2006 Rs. 1,890. 8. Bankers have made a mistake in balancing by showing overdrawn balance in excess by Rs. 2,000 on 30th November 2006 which was rectified in bank pass book on 7th December 2006. Illustration 10: Titan Ltd. received its bank statement for the period ended 30th June 2006 but this does not agree
with the balance shown in the Cash Book of Rs. 2,972 in Company’s favour. Examination of the two records, revealed the following: 1. A deposit of Rs. 492 paid in on 29th June 2006 had not been credited by the bank until 1st July 2006. 2. Bank charges amounting to Rs. 17 had not been entered in the Cash Book. 3. A debit of Rs. 42 appeared on the
bank statement for an unpaid cheque, which had been returned marked “Out of date”. The cheque had been re-dated by the customer of Titan Ltd. and paid into the bank again on 3rd July 2006. 4. A standing order for payment of an annual subscription amounting to Rs. 10 had not been entered in the Cash Book. 5. On 25th June, the Managing
Director had given the cashier a cheque for Rs. 100 to pay into his personal account at the bank. The cashier had paid it into the company’s account by mistake. 6. On 27th June, two customers of Titan Ltd. had paid direct to the company’s bank account Rs. 499 and Rs. 157 for goods supplied. The advices were not received by the company until 1st
July and were entered in the Cash Book under that date. 7. On 30th March 2006, the company had entered into a hire purchase agreement to pay by Banker’s order a sum of Rs. 26 on the 10th day of each month commencing from April. No entries had been made in the Cash Book. 8. Rs. 364 paid into the Bank had been entered twice in cash book. 9.
Cheque issued amounted to Rs. 4,672 had not been presented to the bank for payment until after 30th June. 10. A customer of the company, who received a cash discount of 2.5% on his account of Rs. 200, paid the company a cheque on 10th June. The Cashier, in error, entered the gross amount in the bank col. of the cash book. You are required: (a)
To show the necessary adjustments in the Cash Book of Titan Ltd. bringing down the correct balance on 30th June 2006. (b) To prepare a reconciliation statement. Illustration 11: Prepare the Bank Reconciliation Statement from the following data as on 30.11.06: (i) Balance as per the Pass Book 30.11.06 (Dr.) Rs. 9,204. (ii) Cheques drawn on 30.11.06
but not cleared till December 2006 Rs. 3,225 Rs. 745 and Rs. 926. (iii) Bank interest on overdraft not entered in the Cash Book Rs. 1,610. (iv) Cheque received on 29.11.06 entered in the Cash Book but not deposited to bank till December 2006 Rs. 11,322 and Rs. 1,730. (v) Cheque received amounting to Rs. 35 entered in the Cash Book twice. (vi) B/R
due on 29.11.06 was sent to the bank for collection on 28.11.06; it was entered in the Cash Book forthwith but the proceeds were not credited by bank till 3rd December, 2006 Rs. 2,980. (vii) A periodic payment by Bank for Rs. 80 understanding instructions not entered in the Cash Book. (viii) Cheque deposited on 30.11.06 dishonoured but not
entered in the Cash Book Rs. 1,890. Illustration 12: The Cash Book of Gupta showed an overdraft of Rs. 30,000 on 31.12.2006. The scrutiny of the entries in the Cash Book and the Pass book revealed that: (i) On 22nd December, cheques totaling Rs. 6,000 were sent to bankers for collection, out of which a cheque for Rs. 1,000 was wrongly recorded
on the credit side of the Cash Book and cheques amounting to Rs. 300 could not be collected by the bank within the year. (ii) A cheque for Rs. 4,000 was issued to a supplier on 28th December, 2006. The cheque was presented to the bank on 4th January, 2007. (iii) There were debits in the Pass Book for interest Rs. 2,000 on overdraft and bank
charges Rs. 600 not recorded in the Cash Book. (iv) A credit side of the Bank Column of the Cash Book was under-cast by Rs. 100. (v) A cheque for Rs. 1,000 was issued to a creditor on 27th December but unfortunately, the same was not recorded in the Cash Book. The cheque was, however, duly en-cashed within 31st December. (vi) As per standing
instructions, the banker collected dividend of Rs. 500 on behalf of Gupta and credited the same to his account within 31st December, 2006. The fact was, however, intimated to Gupta on 3rd January, 2007. You are required to prepare a Bank Reconciliation Statement as on 31st December, 2006



