BANK RECONCILIATION STATEMENTS (with answers)


A.
Purpose of a bank reconciliation

It should be prepared regularly as part of the internal control system of the business to check:

a)
the accuracy of the cash book

b)
the accuracy of the bank statement

c)
that undue delay is not occurring between payments, receipts and their clearance by the bank

d)
to discover payments made and items received by the bank not entered in the cash book

B.
Reasons for difference in bank statement and cash book

The causes of difference will fall into one of the following classes:

a)
Items (not consisting of errors) which appear in the bank statement but which are not in the cash book, e.g., dishonoured cheques or bills, interest and bank charges, standing order (an order made to the bank to make a regular payment), dividends or interest income credited direct to the bank and payments by customers which are paid direct to the bank.

b)
Items (not consisting of errors) which appear in the cash book but which do not appear in the bank statement. These are confined to outstanding cheques and outstanding deposits.

c)
Errors made in the compilation of the cash book or the bank statement.

C.
Two different formats of bank reconciliation statement

1)
the bank balance in the cash book is reconciled to the balance in the bank statement.
(or the balance in the bank statement to the bank balance in the cash book.)

2)
both the bank balance in the cash book and the balance per bank statement are reconciled to a common corrected balance.

Illustration One

The cash book of J.Jones showed a balance at the bank of $570 in hand on 31 January 2001. At the same date , the bank statement balance of J.Jones’ account was $446 overdrawn. The difference was accounted for as follows:

i)
Cheques for $1 555 sent to creditors on 30 January were not paid by the bank until 8 February.

ii)
Cheques amounting to $2 520 paid into the bank on 31 January were not credited by the bank until 1 February.

iii)
A standing order for a charitable subscription of $60 had been paid by the bank on 21 January but no entry had been made in the cash book.

iv)
A cheque paid by J.Jones for rent on 15 January for $345 had been entered in his cash book as $354.

1)
Prepare the bank reconciliation statement as at 31 January 2001 by reconciling the balance of the cash book balance to the balance of bank statement.

Method 1:

Bank Reconciliation Statement as at 31 January 2001

	Balance per cash book

Add:  correction of error on rent paid*

      unpresented cheques 
	9

  __1 555__
	570

  ____1 564

	Less:  standing order (subscription paid)*

      uncredited deposits
	60

  __2 520___
	2 134
  ____2 580_

	Balance per bank statement

What is the balance of cash available at 31 January 2001 ?

* Adjustments in cash book:
	
	(446) O/D



	     Unadjusted cash book balance

     Add: correction of error on rent paid
	
	570

________9_

	     Less: standing order (subscription paid)

     Adjusted cash book balance
	
	   579

   ______60__

     519 


2)
Prepare the bank reconciliation statement as at 31 January 2001 by reconciling the balance of the cash book balance and the balance of bank statement to the corrected cash book balance.
Method 2:

Bank Reconciliation Statement as at 31 January 2001

	Balance per cash book

Add: Correction of rent paid
	570

  _______9__

	Less: Charitable subscription paid

Corrected cash book balance
	579

  ______60__

       519  

	Balance per bank statement

Add: Uncredited deposits
	(446) O/D

  _____2 520_

	Less: Unpresented cheques
	 2 074
  ____1 555_

	Corrected cash book balance


	       519 



3)
a)
Update the cash book on 31 January 2001 to make all the necessary adjustments.

b) Prepare a bank reconciliation statement as at 31 January 2001.

c) Prepare the journal entries to record the adjustments in the books after the reconciliation.

a)

	Cash Book

	2001

Jan 31  Balance b/d                  570

   31  Rent                   _______9_

                                  579 
	2001

Jan 31 Charitable subscription
60
   31 Balance c/d                ___519___

                                 579   


b)

Bank Reconciliation Statement as at 31 January 2001

	Balance per bank statement

Add: Uncredited deposits
	(446) O/D

  _____2 520
 2 074

	Less: Unpresented cheques
	  _____1 555_

	Corrected cash book balance

Or
	        519


	Corrected cash book balance

Add: Unpresented cheques
	519 (b.f.)

  _____1 555

	Less: Uncredited deposits
	 2 074

  _____2 520_

	Balance per bank statement


	       (446) O/D




c)
The journal entry needed in the books is:


Dr. Donation               60

   Cr. Rent                     9

      Bank                    51
e.g.1
John Smith received a bank statement which showed an overdrawn of $3 630 on 30th November 2001. It did not match with her cash book balance. Detailed examination of the two records revealed the following:

a)
The debit side of the cash book had been undercast by $300.

 
b)
A cheque for $1 560 in favour of Z Suppliers Ltd., had been omitted by the bank from its statement, the cheque having been debited to another client’s account.

c)
A lodgement of $5 200 on 30th November had not been credited by the bank.

d)
Interest amounting to $228 had been debited by the bank but not entered in the cash book.

Prepare the bank reconciliation statement as at 30th November 2001.

i)
Reconcile the balance of the cash book and bank statement to the corrected cash book balance. (Method 2)

and   ii)
Reconcile the balance of the bank statement to the cash book balance. (Method 1)

i)
John Smith

Bank Reconciliation Statement as at 30 November 2001

	Balance per cash book

Add: Debit side of cash book undercast
	(62) O/D b.f.

  ____300___

	Less: Interest charged by bank
	238

  ____228___

	Corrected cash book balance


	       10   



	Balance per bank statement

Add: Uncredited deposits
	(3 630) O/D

  ___5 200__

	Less: Cheque drawn by Z Suppliers Ltd
	1 570

  ____1 560_

	Corrected cash book balance
	       10   


ii)
John Smith

Bank Reconciliation Statement as at 30 November 2001

	Balance per bank statement 

Add: Uncredited deposit

     Interest charged by bank


	5 200

_______228__
	(3 630) O/D

  _____5 428
1 798

	Less: Debit side of cash book undercast

     Cheque drawn by Z Suppliers Ltd
	300

_____1 560__
	  _____1 860_

	Balance per cash book
	
	       (62) O/D (b.f.) 


e.g.2
The cash book of J. North, a trader, showed an overdraft of $270 at the bank on 30 September 2001 which did not match with the bank statement balance on that date.

On investigation you find that:

(a)
Cheques amounting to $386 which were entered in the cash book on 30 September 2001, were not credited by the bank until the following day.

(b)
It was discovered the bank charges for August were overstated by $20. According to the mutual agreement, the bank refunded the overcharged amount and it had to be entered in the cash book.

(c)
Cheques drawn by J. North on 29 September 2001, $618, in favour of trade creditors, entered in the cash book on that day, were paid by the bank in October.

(d)
In accordance with a standing order from North, the bank had paid $18 for a trade subscription on 30 September 2001, but no entry had been made in North’s books. The subscription is in respect of the year to 30 September 1998.

You are required to:

i)
update the cash book on 30 September 2001 to make all necessary adjustments.

ii)
prepare a bank reconciliation statement as at 30 September 2001.

iii)
prepare the journal entries to record the adjustments in the books after the reconciliation.

i)
J. North

	Cash Book

	2001

Sept 30

    30                       __________

                                       
	2001

Sept 30

    30                       __________

                                       


Compare with:
	Balance per cash book

Add: 

Less: 

Corrected cash book balance
	  __________

  __________

            


ii)
J. North

Bank Reconciliation Statement as at 30 September 2001

	Balance per bank statement

Add: 

Less: 

Corrected cash book balance
	  __________

  __________

            


Compare with:
Bank Reconciliation Statement as at 30 September 2001

	Corrected cash book balance

Add: 

Less: 

Balance per bank statement 
	  __________

  __________

            


iii) Journal entries

Dr.   

   Cr.

To record the refund of bank charge.

Dr.

   Cr.

To record the prepayment of subscription. 

e.g.3
Leslie, a sole trader, received a bank statement for the month of May as follows:

Dr

Cr
Balance
May

 $
 $
    $

 1
Opening balance


   57 

 2
123454
114

   57
O/D

 3
123456
150

 207
O/D

14
Sundry credit

210
    3 

18
Interest
 24

   21
O/D

20
Sundry credit

350
  329

22
123457
220

  109    

24
Standing order - rent
 10

   99    

25
Sundry credit

531
  630

26
Credit transfer - Mills

 25
  655

28
423460
100

  555

30
123459
405

  150

 For the corresponding period, Leslie’s own records contained the following bank account:

Date


Date

May
  
  $
May                        
    $

14
Cheque from G.Smith
   210
 1
Balance b/d

    57

20
Cash sales
   350
 3
Electricity
123456
   150

25
Cheque from F.Jones
   410
22
Wages
123457
   222

25
Cheque from R.Black
   121
23
Purchases
123458
   415

31
Cheque from W.Wayne
   196
30
Rent
123459
   405

31
Balance c/d
    9
31
Purchases
123460
    47
1 296


 
1 296

Required:

Prepare the bank reconciliation statement as at 31 May 2001 from the cash book and the bank statement to the corrected bank balance.


Leslie

Bank Reconciliation Statement as at 31 May 2001

	Balance per cash book

Add: 

	  __________
	  __________

	Less: 

	  __________
	  __________

	Corrected bank balance


	
	

	Balance per bank statement

Add: 

	  __________
	  __________

	Less: 

	  __________
	  __________

	Corrected bank balance
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