
What you should know:

1. What is a cash book?

2. When the firm deposits money in the bank, the Cash Book is debited.

3. When the firm draws out money, the Cash Book is credited.

Bank Statement
1. A bank statement shows the details of money drawn out and deposits made by the firm (the bank’s customer). 

2. It is prepared by the bank from the bank’s point of view.

3. To the bank, a deposit by a customer is a liability as it has to make payment to the customer on demand. The customer is the bank’s creditor. Therefore, the bank will credit any deposit made by a customer in the bank’s books.

4. A withdrawal of money will be debited in the bank’s books.


Need for Bank Reconciliation

1. Theoretically, at any point in time, the balance in the Cash Book should be equal to the balance on the Bank Statement. But in actual situation, this is NOT the case. WHY?

(a)





(b) An error or errors made either in the Cash Book or the Bank Statement

Steps for preparing the Bank Reconciliation Statement

1. Compare the opening balance of both the Cash Book and the Bank Statement to ascertain that the two balances are the same.

2. Compare entries on the credit side of the Cash Book with the debit column of the Bank Statement and tick off similar entries on both records.

3. Tick off similar entries on the debit side of the Cash Book and the credit column of the Bank Statement.

4. Note that items not ticked off are:

a. Items appearing in Cash Book but not in Bank Statement

b. Items appearing in Bank Statement but not in Cash Book

c. Errors made by Bank or Firm

5. Adjust Cash Book for items in 4(b) and 4(c).

6. Prepare Bank Reconciliation Statement with items 4(a) and 4(c).

Example 1 (simple example taken from pg 142):

Prepare a statement, under its proper title, to reconcile the Cash Book balance with the balance in the Bank Statement on 30 June 2000.

	
	Cash Book (Bank columns only)
	

	2000
	
	$
	2000
	
	$

	Jun 1
	Bal b/d
	2,170
	Jun 8
	Salaries
	350

	5
	Sales
	220
	12
	Drawings
	100

	11
	Debtor, Pent 
	180
	18
	Creditor, Sim
	150

	15
	Sales
	250
	24
	Rent
	300

	26
	Debtor, Paul
	160
	30
	Creditor, John
	200

	
	
	
	
	Bal c/d
	1,880

	
	
	2,980
	
	
	2,980

	Jul 1
	Bal b/d
	1,880
	
	
	


	
	Bank Statement
	Debit
	Credit
	Balance

	2002
	
	$
	$
	$

	Jun 1
	Balance b/f
	
	
	2,170

	5
	Deposit
	
	220
	2,390

	8
	Cheque 572333
	350
	
	2,040

	12
	Cheque 133429
	100
	
	1,940

	15
	Deposit
	
	250
	2,190

	16
	Deposit
	
	180
	2,370

	20
	Cheque 300296
	150
	
	2,220

	24
	Cheque 119003
	300
	
	1,920

	28
	Investment Co Ltd (Dividends)
	
	400
	2,320

	30
	Bank Charges
	10
	
	2,310

	
	
	
	
	


Hoh Hong Ltd

Bank Reconciliation Statement as at 30 June 2000

	
	$
	$

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	

	
	
	


Note: This reconciliation technique is also used when dealing with other statements drawn up outside the firm. Eg. when reconciling ledger accounts to suppliers’ statements.

Name:						Class:





Date:





Summary:


Debit side of Cash Book = Credit side of Bank Statement


Credit side of Cash Book = Debit side of Bank Statement








Discrepancies between Cash Book and Bank Statement





Entries in the Cash Book not found on the Bank Statement





Entries on the Bank Statement not found in the Cash Book





Debit Entries:


1. Cheques deposited but not  credited to the Bank Statement





Credit Entries:


1. Cheques not presented at the bank for payment





Debit Entries:


1. Bank charges for commission, cheque books, interest on overdrawn account


2. Standing orders


3. Dishonoured cheques





Credit Entries:


1. Credit transfers


2. Dividends collected on behalf of firm


3. Interest on fixed deposit credited to firm
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