FINANCIAL ACCOUNTING (LECTURE – 22)


AREAS COVERED IN THIS LECTURE

In this lecture we will learn about:

· Banking transactions, and

· Bank reconciliation statements.

BANK BOOK AND BANK STATEMENT

Bank statement is the detail of transactions in one’s account provided by the bank. We should understand one thing that our money lying in the bank is an asset for us. But for bank, it is a liability as the bank has a responsibility to return that money to us.

Therefore, when we see a bank statement, it looks like a mirror image of our bank book.

That is, when we pay money into bank account, our asset increases. So we Debit our account whereas for bank, its liability to pay us increases. So our account is Credited in its books.

Standard format of Bank book is given hereunder:

	XYZ Traders
        Bank Book (Bank Account Number)
       Account Code --

	Date

20--
	Vr.

#
	Chq.

No.
	Narration / 

Particulars
	Ledger

Code
	Receipt Amount
	Payment Amount
	Balance Dr/(Cr)

	Jul 01
	 
	 
	Opening Balance
	 
	50,000
	 
	50,000

	Jul 02
	 
	12345
	Paid to Mr. Umer
	 
	 
	10,000
	40,000

	Jul 03
	 
	 
	Cash Deposit in Bank
	 
	5,000
	 
	45,000

	Jul 03
	 
	12346
	Paid to Mr. Ali
	 
	 
	12,000
	33,000


Standard format of Bank Statement is given hereunder:

	ABC Bank
               Bank Statement Account No. xxxxx


	Date

20--
	Narration / 

Particulars
	 Withdrawals Amount
	Deposits     Amount
	Balance Dr/(Cr)

	Jul  01
	Opening Balance as on Jul 01
	 
	50,000
	(50,000)

	Jul  02
	Chq # 12345
	10,000
	 
	(40,000)

	Jul 03
	Cash paid in
	 
	5,000
	(45,000)

	Jul 03
	Chq # 12346
	12,000
	 
	(33,000)


At times, banks show the amount in balance column against our General Rule (a credit figure is shown in brackets), just to facilitate the customers. The rule, then, becomes a balance favorable to the customer is shown without brackets.

Our bank statement of previous example will look like as follows.

	ABC Bank
           Bank Statement Account No. xxxxx


	Date

20--
	Narration / 

Particulars
	  Withdrawals Amount
	Deposits     Amount
	Balance

	Jul  01
	Opening Balance as on Jul 01
	 
	50,000
	50,000

	Jul  02
	Chq # 12345
	10,000
	 
	40,000

	Jul 03
	Cash paid in
	 
	5,000
	45,000

	Jul 03
	Chq # 12346
	12,000
	 
	33,000


At times, banks book transactions in our account without our knowledge. e.g. bank charges, profit, tax.  Sometimes, someone deposits money directly in our account that escapes recording in our books.

This problem is solved by tracing figures from bank book to bank statement on periodic basis in order to update our record.

EXAMPLE # 1

The Bank book of Ali Traders shows the following picture for the month of July, 2002:

	Ali Traders
Bank Book (Bank Account Number)
Account Code --

	Date

20--
	Vr.

#
	Chq.

No.
	Narration / 

Particulars
	Ledger

Code
	Receipt Amount
	Payment Amount
	Balance Dr/(Cr)

	Jul 01
	 
	 
	Opening Balance
	 
	150,000
	 
	150,000

	Jul 05
	 
	0001
	Paid to XYZ 
	 
	 
	20,000
	130,000

	Jul 10
	 
	 
	Cash Deposit in Bank
	 
	5,000
	 
	135,000

	Jul 15
	 
	0002
	Paid to ABC
	 
	 
	25,000
	110,000

	Jul 20
	 
	0003
	Paid to creditors 
	 
	 
	50,000
	60,000

	 
	 
	 
	 
	 
	 
	 
	 


Balance as per bank book on Jul 31, is Rs. 60,000

The Bank Statement of Ali Traders shows the following record for the month of July, 2002:

	ABC Bank
Bank Statement Account No. xxxxx

	Date

20--
	Narration / 

Particulars
	  Withdrawals Amount
	Deposits     Amount
	Balance

	Jul 01
	Opening Balance
	 
	150,000
	150,000

	Jul 05
	Chq # 0001
	20,000
	 
	130,000

	Jul 10
	Cash Deposit in Bank
	 
	5,000
	135,000

	Jul 15
	Chq # 0001
	25,000
	 
	110,000

	Jul 20
	Chq # 0001
	50,000
	 
	60,000

	Jul 31
	Bank charges
	500
	 
	59,500

	Jul 31
	Profit 
	 
	700
	60,200


Balance as per bank statement on Jul 31, is Rs. 60,200

When we trace the figures we come to know that there are two transactions that have not been recorded in our books. i-e. Transactions of ‘Bank charges’ and ‘Profit’. 

After recording these two transactions, the bank book of Ali Traders looks like as follows:

	Ali Traders
        Bank Book (Bank Account Number)
      Account Code --

	Date

20--
	Vr.

#
	Chq.

No.
	Narration / 

Particulars
	Ledger

Code
	Receipt Amount
	Payment Amount
	Balance Dr/(Cr)

	Jul 01
	 
	 
	Opening Balance
	 
	150,000
	 
	150,000

	Jul 05
	 
	0001
	Paid to XYZ 
	 
	 
	20,000
	130,000

	Jul 10
	 
	 
	Cash Deposit in Bank
	 
	5,000
	 
	135,000

	Jul 15
	 
	0002
	Paid to ABC
	 
	 
	25,000
	110,000

	Jul 20
	 
	0003
	Paid to creditors 
	 
	 
	50,000
	60,000

	Jul 31
	 
	 
	Bank charges
	 
	 
	500
	59,500

	Jul 31
	 
	 
	Profit
	 
	700
	 
	60,200


After recording the missing transactions, Balance as per bank book on Jul 31, is Rs. 60,200. Which is the same as bank statement.

In the above example, dates of payments in bank book and bank statement are taken to be the same. In actual life, this is not always the case. We write out cheque to our creditor today, he will deposit in his bank tomorrow. The cheque will be presented in our bank, by the bank of the creditor on the day after tomorrow. We have recorded the transaction today but the payment in our statement will appear at least 2 days later. This period can even be greater.

Similarly we receive a cheque from our debtor today and record it in our books. The cheque will be deposited in bank tomorrow and it will take a few days to clear. Again there will be a difference in date of our receipt and that of our bank.

BANK RECONCILIATION STATEMENT

In the above example, it is assumed that a payment of Rs. 10,000 is made on 31 Jul, and it appears in the bank on Aug, 02. When figures will be traced in the bank book to bank statement, this amount will remain un-ticked in the bank book. No recording will be made in the books as they are already correct.

In circumstances like these, a statement is made called Bank Reconciliation Statement. This reconciles those differences in Bank Book and Bank Statement that cannot be adjusted by an accounting entry at the date on which balances are being reconciled.

The event discussed above where a cheque is issued but it has not been presented in the account is called Un-presented Cheques. When this cheque is recorded, the bank book is Credited with Rs. 10,000. Therefore, the balance as per Bank Book is Rs. 50,200 (60,200 - 10,000). Whereas, the bank is still showing a balance of Rs. 60,200.

So, if we want to reconcile these balances, we will remove the effect of this entry (not in actual books but in the statement only). So the Statement Would:

· Balance As Per Bank Book

Dr.


50,200

· Un-presented Cheques


Dr.


10,000

· Bal. as Per Bank Statement

Cr.


60,200

 Note following things in this statement.

· We have started with the balance of Bank Book

· To reverse the effect Cr. entry in bank book we have written Dr.  with the figure.

· Since both figures (50,200 and 10,000) are Dr. therefore they are added.

· We also know that balances in bank book and bank statement are exact opposite to each therefore Cr. has been written with the resulting figure (60,200)

UN-CREDITED CHEQUES

The other event discussed was of a receipt of a cheque that has not cleared in the bank account yet. To record a receipt, bank book should have been Debited. Therefore, to reverse the effect Credit will be written with the figure in the statement.

Assume, the above Rs. 10,000 was a receipt rather than a payment. Then the balance in the bank book would be Rs. 70,200 (60,200 + 10,000). 

The bank reconciliation will be as follows:

· Balance As Per Bank Book

Dr.


70,200

· Un-credited Cheques


Cr.

           (10,000)

· Bal. As Per Bank Statement

Cr.


60,200

EXAMPLE # 2

The Bank book of Usman Traders gives the following record for the month of December, 2002:

	Usman Traders       Bank Book (Bank Account Number)       Account Code --

	Date

20--
	Vr.

#
	Chq.

No.
	Narration / 

Particulars
	Ledger

Code
	Receipt Amount
	Payment Amount
	Balance Dr/(Cr)

	Dec 01
	 
	 
	Opening Balance
	 
	150,000
	 
	 150,000

	Dec 07
	 
	 
	Received form Anwer 
	 
	10,000
	 
	 160,000

	Dec 08
	 
	57000
	Paid to Tariq
	 
	 
	19,500
	 140,500

	Dec 15
	 
	57001
	Paid to Shabbir
	 
	 
	4,000
	 136,500

	Dec 22
	 
	 
	Received from Javed
	 
	9,700
	 
	 146,200

	Dec 28
	 
	57002
	Paid to Salim
	 
	 
	9,100
	 137,100

	Dec 31
	 
	 
	Received from Javed
	 
	20,000
	 
	 157,100

	Dec 31
	 
	 
	Received form Rashid
	 
	17,800
	 
	 174,900

	Dec 31
	 
	 
	 
	 
	 
	 
	 


The Bank Statement of Usman Traders show the following picture:

	ABC Bank
Bank Statement Account No. xxxxx

	Date

20--
	Narration / 

Particulars
	  Withdrawals Amount
	Deposits     Amount
	Balance

	Dec 1
	Balance B/f
	 
	 
	150,000

	Dec 7
	deposits
	 
	10,000
	 160,000

	Dec 11
	57000
	19,500
	 
	 140,500

	Dec 20
	57001
	4,000
	 
	 136,500

	Dec 22
	deposits
	 
	9,700
	 146,200

	Dec 31
	Charges
	2,200
	 
	144,000


You are required to reconcile Bank book with Bank Statement and prepare Bank Reconciliation Statement.

SOLUTION

While tracing figures from bank book to bank reconciliation statement, it is noticed that bank charges deducted by bank are not booked in bank book. So, bank charges will be booked through the following entry:


Debit:


Bank charges


2,200


Credit:


Bank A/c


2,200

The corrected bank book is hereunder:

	Usman Traders       Bank Book (Bank Account Number)       Account Code --

	Date

20--
	Vr.

#
	Chq.

No.
	Narration / 

Particulars
	Ledger

Code
	Receipt Amount
	Payment Amount
	Balance Dr/(Cr)

	Dec 01
	 
	 
	Opening Balance
	 
	150,000
	 
	 150,000

	Dec 07
	 
	 
	Received form Anwer 
	 
	10,000
	 
	 160,000

	Dec 08
	 
	57000
	Paid to Tariq
	 
	 
	19,500
	 140,500

	Dec 15
	 
	57001
	Paid to Shabbir
	 
	 
	4,000
	 136,500

	Dec 22
	 
	 
	Received from Javed
	 
	9,700
	 
	 146,200

	Dec 28
	 
	57002
	Paid to Salim
	 
	 
	9,100
	 137,100

	Dec 31
	 
	 
	Received from Javed
	 
	20,000
	 
	 157,100

	Dec 31
	 
	 
	Received form Rashid
	 
	17,800
	 
	 174,900

	Dec 31
	 
	 
	 Bank charges
	 
	 
	2,200 
	 172,700


It was also noticed that a cheques of Rs. 9,100 given to Salim on December 28 was not paid by bank as yet. So, it is an un-presented cheques. Cheques received from Javed and Rashid worth of Rs. 20,000 and 17,800 respectively are not credited by bank till December 31,2002. These are un-credited cheques of Usman Traders.

Bank Reconciliation Statement of Usman Traders is as follows:

Bank Reconciliation Statement

Usman Traders

Bank Reconciliation Statement as at Dec. 31, 2002.











  (Rs.)



Balance as per bank book


Dr.

172,700



Un-presented cheques



Dr.

    9,100



Un-credit cheques

(20,000)







(17,800)
Cr.

(37,800)



Balance as per bank statement

Cr.

144,000



