Reconciling the Bank Account
· A reconciliation of a bank account is necessary because the balance per bank and balance per books are seldom in agreement. 
· The lack of agreement may be the result of time lags and errors.

Reconciliation Procedure

· To obtain maximum benefit from a bank reconciliation, the reconciliation should be prepared by an employee who has no other responsibilities pertaining to cash.

· In reconciling the bank statement, it is customary to reconcile the balance per books and balance per bank to the adjusted (correct) cash balance. 
· The reconciliation schedule is usually divided into two sections – one for the bank and one for the books. 
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Bank reconciliation procedures




Reconciling Items per Bank

On the bank side of the reconciliation, the items to include are deposits in transit, outstanding cheques and bank errors.

· Determine deposits in transit.
Compare the deposits on the statement with deposits in transit from the last reconciliation and current period deposits. Deposits not on the statement are in transit, and are added to the bank balance
· Determine outstanding cheques.
Compare the cheques on the statement with outstanding cheques from the last reconciliation and current period cheques. Cheques not on the statement are outstanding, and are deducted from the bank balance
· Bank Errors

· List them in the appropriate section of the reconciliation schedule. Bank errors result in adjustments to the bank balance, book errors result in adjustment to the book balance.

Reconciling Items per Books



On the book side include adjustments from an unrecorded credit memoranda and debit memoranda and company errors.

· Credit Memoranda

· Any unrecorded credit memoranda should be added to the balance per books. 

· Debit Memoranda

· Debit memos are deducted from the book balance.
· Company errors

· Be sure to include only errors made by the company as reconciling items when calculating the adjusted cash balance per books.

Bank Reconciliation Illustrated

The bank statement for Lee Company was shown in Illustration 7-7. It shows a balance per bank of $15,907.45 on April 30, 2008. On this date, the balance of cash per books is $11,244.14. Using the above steps, the following reconciling items are determined: Reconciling items per bank: 
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	1.  

Deposits in transit: After comparing the deposits recorded in the books with the deposits listed in the bank statement, it was determined that the April 30 deposit was not recorded by the bank until May 1. $2,201.40
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2.  

Outstanding cheques: After comparing the cheques recorded in the books with the cheques listed on the bank statement, it was determined that three cheques were outstanding: 
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No. 445

[image: image9.png]



[image: image10.png]



[image: image11.png]



[image: image12.png]



$3,000.00
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No. 446
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1,401.30
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No. 448
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1,502.70
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5,904.00
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3.  

Bank errors: None
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Reconciling items per books: 
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	1.  

Credit memoranda
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Electronic payment by customer on account
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$1,350.55
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Interest earned
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39.76
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2.  

Debit memoranda
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NSF cheque from J.R. Baron
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425.60
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Bank service charge for NSF cheque
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10.00
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Bank service charge
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30.00
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3.  

Company errors: Cheque No. 443 was correctly written by Lee for $1,226.00 and was correctly paid by the bank. However, it was recorded as $1,262.00 by Lee. 36.00
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The bank reconciliation is as follows: 
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Entries from Bank Reconciliation

· Journal entries are prepared for all adjustments made to the book balance. Examples of typical entries required after completing a bank reconciliation.
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· The adjusted cash balance in the general ledger should agree with the adjusted cash balance per books in the bank reconciliation.

Reporting Cash
· Cash consists of coins, currency (paper money), cheques, money orders, travellers’ cheques, and money on deposit in a bank or similar depository.  
· Cash on hand, cash in banks, and petty cash are combined and reported as Cash in the balance sheet. 
· Cash is the first item listed in the current assets section.

· Many companies combine cash with cash equivalents.
· Cash equivalents are short-term, highly liquid investments, typically with maturities of three months or less. Examples include money market funds, treasury bills and short-term notes.
· Restricted cash that will not be used in the next year is shown as a noncurrent asset.

· An overdraft (negative) cash balance is reported as a current liability.

Using the Information in the Financial Statements

· Management must carefully balance their cash needs to ensure that sufficient cash is on hand to meet daily needs, but that too much cash is not sitting idle.

· The cash flow statement and statement of management responsibility help determine how effective management is in controlling and managing their cash.

