Bank Reconciliation Statement
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£ LEARNING OBJECTIVES %

After studying this Chapter, you should be able to understand :
e Meaning of Bank Reconciliation Statement

e Causes for Differences in the Cash Book and Pass Book Balance
e Need and Importance of Bank Reconciliation Statement
\_ @ Procedure of Preparing Bank Reconciliation Statement A,

Meaning of Bank Reconciliation Statement : ,

Usually, all the firms open a current account with a Bank and in order to record the
transactions entered into with the bank, maintain a Bank Column in the Cash Book.
Bank also opens a separate account for each firm in its ledger and enters all the

‘rarSactions 1n 1. Periodically, bank supplies a copy of the firm’s account in its ledger
to the firm for information. This copy- of the firm’s account supplied by the bank is

called bank pass book or bank statement. ,
Since all the transactions entered with the bank are recorded in both the-books,

there should be no difference between Wd the pass

book. The balance of the two books must tally with each other, because ‘when the

money is deposited into the bank, the firm Wﬁ.ﬂﬁﬁhﬂhﬂﬂmf

of the cash book and af the same time bank also enters iton wﬂ;o_fﬂ_g__j.%ss
- d, when money is withdrawn from the

account maintained by the bank. On the other han
bank, firm enters it on the credit side of the bank column of cash book and at the same

time bank also enters it on the debit side of the firm’s account in its books. |
Hence, all the entries recorded on the debit side of the cash book must tally with the

entries recorded on the credit side of the pass book and conversely, all the entries

recorded on the credit side of the cash book must tally with the entries recorded on the
debit side of the pass book. Therefore, at any time, the bank balance shown by the cash

book must tally with the balance shown by the pass book. However, Somt?time's it so
happens, that these two balances do not tally. This is, because on a certain date it is

possible that there may be some entries which may have been recorded in the cash book

but not in the pass book and vice versd. A stateme is therefore prepared to identify the
reasons for the difference and to reconcile the balances of the two books. Such a
statement & called “Bank Reconciliation-Statement’) - e

Definition :— *‘Bank reconciliation statement is a statement prepared mainly to
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reconcile the difference between the

Bank Pass Book.”’ -
Book and Pass Book Ba

i i h
Causes of Differences in the Cas ‘ g "
account of the following rea hen

The difference may arise on the Bank :—

(1) Cheques issued but not yet presented for P?yn;enr:grded on the credit side
cheque is issued to a creditor by the firm, it is immediate dy bit the firm's account only
of the bank column of the cash book. Sl :]e :ﬁ If;;lll)af'rrient Generally, there 1s a

. . the ‘
when this cheque s actually presentetfi atgheque and its presentation to the bank. In the

ap of some days between the issue 0 c anc A
fafe of crossed cheques, the time lag is very high since such cheques can be presented
’ e cheques are presented for

til th

for payment only through some bank. Thus, until '
payment, the cash book will show a reduced balance in comparison to the ?ass book.

collection but not yet credited by the

(2) Cheques paid into the bank for . !
drafts etc. from its customers, they are

bank :— When a firm receives cheques, . Y &
immediately deposited into bank for collection and an entry 15 made on the debit side

of the bank column of the cash book. But the bank will credit the firm’s account only
when it has actually collected the payment of these cheques from other banks. Again .
there will be a gap of some days between the depositing of the cheques into the bank
and credit given by the bank. In the case of outstation cheques, this gap will be very
high. Thus, until the cheques are collected and credited by the bank, the cash book will
show an increased balance in comparison to the pass book.
~ (3) Cheques paid into the bank for collection but dishonoured by the bank :—
When the cheques received from outside parties are deposited with the bank, these are
;r}?;;lelc:;a;relg Qf:}?;if,ir (:(li &[I)Cal ?ﬁb\i:,s;'de (:f thaei( bank column. of the cash book, but if the
account. As a result, the c;sh book willlus)h:N arel 'any oy Qredlt Of eatomer's
s increased balance in comparison to the

«Bank Bal

lance

pass book. ’
(4) Interest allowed by the bank :— If a trader maintains a saving bank account

the bank allows a certain percentage of intere ini
in such an account. Gener};lly, theimount of ::121? itgtee?;:tuirsn(?;: dt,):‘l;nce of eagh month
end of six months. But the customer will come to know of the‘a;ne by th? bank at the
when he gets his pass book completed after a gap of time. In the tount of mtere,St only _
balance of cash book will be comparatively less than the .balanc ¥ ;We“ing period, the
(5) Interest charged by the bank on Overdraft :— When = z pass‘book. :
facility of withdrawing in excess of its deposits, this exces i ank gives a firm the
overdraft. The bank charges interest on this overdraft and d ;Wlthdrawaj 1s called
from such interest from time to time. But the entry for intereste ‘]tS the firm’s account
book only when the customer receives a statement from the b, Will be made in the cash
the pass book duly completed. Until then, the balances of the t:vnk Or when he receives
(6) Bank Charges and Commission charged by the p © books will differ. -
many Services to its clients and charges certain amount o, t; ank *— Bank renders
charges levied by the. bank are commission and Golech ©S€ services, The notable
c}?eques. The bank debxt_s the customer’s account with theseonh Chargeg on outstation
_Wlu not fnake any entry in cash book until he receives a statemce 2rges but the customer
intervening period, the t0 balances ) iffe. it from the Bang 1 e
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(-7) Direct depqsit by customers into the bank :— Some customers may direct]

- deposit the amount in firm’s bank account. The bhank will immediately crédit t)};e ﬁf‘rcn’z
account on receipt of such a payment, but the firm will come to know of the deposit
only when it receives the bank pass book duly completed after a gap of time Thispalso
causes a difference. '

(8) Interest and dividend collected by the bank :— Sometimes bank collects
interest and dividend on customer’s investments. The bank credits the customer’s
account immediately on receipt of such payments, but the customer will make entries
in the cash book only when he receives intimation from the bank pass book duly

- completed. Until such period, the two balances will differ.

(9) Direct payment made by the bank on behalf of customers :— Sometimes an
account holder gives a standing order fo the bank to make certain payments such as
insurance premium, rent etc. on his behalf. The bank makes these payments and debits
the party’s account, but the firm will be able to enter the same in its cash book only
when the intimation is received from the bank. In the intervening period, the cash book
will show an increased balance in comparison to the pass book.

(10) Any wrong entry made by the bank in the Pass Book :— Sometimes the
bank commits an error and records a wrong entry in the customer’s account which
causes a difference between the bank balance shown by the cash book and the balance
- shown by the pass book. The difference will be eliminated when the error is detected.

(11) Other reasons :— ‘ _
(I) Cheque issued to a creditor but omitted to be recorded in the Cash Book.

(II) Cheques deposited into the bank but omitted to be recorded in the Cash Book.
(III) Error in totalling or.balancing the bank column of the cash book.
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