Bank Reconcilation
Do you reconcile your bank statement?  Not sure what that means.  Well, let’s discuss it.

WHAT IS A BANK RECONCILATION?  

Reconcilation is simply bringing two or more things or parties together.  Much like when a husband and wife have a disagreement, when they come back together we say that they have reconciled.

So reconciling a bank statement is simply bringing together the amount of money the bank says you have and the amount in your check register or accounting records.
WHY SHOULD WE RECONCILE OUR BANK STATEMENTS?

1. Know where you are.  If you have ever traveled the interstates and stopped at one of the many rest stops, they always have a map of the state you are in.  On that map there is either a star or some other mark with a sign saying “YOU ARE HERE.”  You can’t know which direction to travel until you know where you are.

(insert picture of rest stop map)

2. Discover mistakes.  Everyone makes mistakes, except for my wife.  A bank reconciliation, identifies mistakes made at both the bank and in your accounting records.  Such as:  
a. Check written for one amount and clearing for another.

b. Check written for one amount and recorded in your records as another.

3. Discover things that the bank knows about that you don’t yet.  Examples:

a. Bank Service Charges

b. NSF Checks

c. Notes or payments collected by the bank for you.

HOW OFTEN SHOULD ONE RECONCILE THEIR BANK ACCOUNTS?

Most people or companies receive a bank statement monthly.  So it makes sense to reconcile the accounts monthly.  The quicker one reconciles the easier it is to find errors.

WHAT DOES A BANK STATEMENT LOOK LIKE?

	 
	 
	 
	 
	 
	 
	 
	 

	Cumberland Bank and Trust
	
	
	Account Number:   1234567

	Clarksville, TN 37040
	
	
	
	
	
	 

	 
	
	
	
	
	June 30, 2007
	
	 

	 
	
	
	
	
	
	
	 

	 
	Walker Business Systems
	
	Beginning Balance
	9,447.20

	 
	PO Box 181
	
	9
	Deposits
	
	8,691.77

	 
	Cunningham, TN 37052
	20
	Withdrawals
	
	7,345.91

	 
	
	
	
	4
	Other Debits/Credits
	   2,298.70 CR

	 
	
	
	
	
	Ending Balance
	13,091.76

	 
	
	
	
	
	
	
	 

	Deposits:
	
	
	
	
	
	
	 

	6/1
	690.25
	
	6/16
	882.95
	
	
	 

	6/2
	1,080.50
	
	6/18
	1,606.74
	
	
	 

	6/4
	854.17
	
	6/23
	897.34
	
	
	 

	6/9
	840.50
	
	6/25
	942.71
	
	
	 

	6/11
	896.61
	
	
	
	
	
	 

	 
	
	
	
	
	
	
	 

	 
	
	
	
	
	
	
	 

	Checks Cleared
	
	
	
	
	
	 

	Number
	Amount
	
	Number
	Amount
	
	
	 

	731
	162.15
	
	738
	251.40
	
	
	 

	739
	60.55
	
	740
	237.50
	
	
	 

	741
	495.15
	
	742
	501.90
	
	
	 

	743
	671.30
	
	744
	506.88
	
	
	 

	745
	117.25
	
	746
	298.66
	
	
	 

	748
	450.90
	
	749
	620.13
	
	
	 

	750
	276.77
	
	751
	299.37
	
	
	 

	752
	537.01
	
	753
	380.95
	
	
	 

	754
	449.75
	
	756
	113.95
	
	
	 

	757
	407.95
	
	760
	486.39
	
	
	 

	 
	
	
	
	
	
	
	 

	Other Debits
	
	
	
	
	
	 

	Date
	Amount
	
	
	
	
	
	 

	6/28
	291.90
	
	
	
	
	
	 

	6/30
	34.40
	
	
	
	
	
	 

	 
	
	
	
	
	
	
	 

	Other Credits
	
	
	
	
	
	 

	Date
	Amount
	
	
	
	
	
	 

	6/9
	2,500.00
	
	
	
	
	
	 

	6/9
	125.00
	 
	 
	 
	 
	 
	 


HOW IS A RECONCILATION DONE?

I always tell my students to memorize the format of a bank reconciliation.  Format. Format.  Format.  If you memorize the format of a bank reconciliation then you will be able to reconcile any account.  So what is the FORMAT?

The heading on the paper is always the same:

Name of the Company

Bank Reconcilation

For the month ending  _______________

A bank reconciliation if divided into two parts:

Part 1.

Cash balance according to the bank as of ______________


xxx,xxx

Add:  (Things we know about that the bank doesn’t that increase cash)

(Example:  Deposits at the bank but after the bank statement closing date)

(Example:  Bank errors)

Less:  (Things we know about that the bank doesn’t that decrease cash)
(Example:  Checks or debit card transactions that have not cleared the bank.

These are called Outstanding Checks)

(Example:  Bank errors)

Adjusted bank balance as of ___________________


xxx,xxx

Part 2
Cash balance according to the accounting books as of ______________
xxx,xxx

Add:  (Things the bank knew about that we didn’t that increase cash)

(Example:  Collections by the bank of money owed company)

(Example:  Error in accounting records)

Less:  (Things the bank knew about that we didn’t that decrease cash)

(Example:  Bank Service Charges, NSF checks)

(Example:  Error in accounting records)

Adjusted accounting book balance as of __________________

xxx,xxx

Now that we know the format, here is how I would reconcile the bank statement that we reviewed.
First we need to have a copy of the check register and a copy of the bank statement (see above).
	Walker Business Systems
	
	
	
	

	Check Register
	
	
	
	
	

	
	
	
	
	
	
	

	Date
	
	Payee
	Post

Ref
	Payments
	Deposits
	Balance

	
	
	
	
	
	
	9,317.40

	6/1
	
	
	
	
	1,080.50
	10,397.90

	6/3
	
	
	
	
	854.17
	11,252.07

	6/5
	740
	
	
	237.50
	
	11,014.57

	6/5
	741
	
	
	495.15
	
	10,519.42

	6/5
	742
	
	
	501.90
	
	10,017.52

	6/5
	743
	
	
	671.30
	
	9,346.22

	6/5
	744
	
	
	506.88
	
	8,839.34

	6/5
	745
	
	
	117.25
	
	8,722.09

	6/5
	746
	
	
	298.66
	
	8,423.43

	6/5
	747
	Void
	
	
	
	8,423.43

	6/8
	
	
	
	
	840.50
	9,263.93

	6/10
	
	
	
	
	896.61
	10,160.54

	6/10
	748
	
	
	450.90
	
	9,709.64

	6/10
	749
	
	
	640.31
	
	9,069.33

	6/10
	750
	
	
	276.77
	
	8,792.56

	6/10
	751
	
	
	299.37
	
	8,493.19

	6/10
	752
	
	
	537.01
	
	7,956.18

	6/10
	753
	
	
	380.95
	
	7,575.23

	6/10
	754
	
	
	449.75
	
	7,125.48

	6/15
	
	
	
	
	882.95
	8,008.43

	6/17
	
	
	
	
	1,660.47
	9,668.90

	6/20
	755
	
	
	272.75
	
	9,396.15

	6/20
	756
	
	
	113.95
	
	9,282.20

	6/20
	757
	
	
	407.95
	
	8,874.25

	6/22
	
	
	
	
	897.34
	9,771.59

	6/24
	
	
	
	
	942.71
	10,714.30

	6/29
	758
	
	
	259.60
	
	10,454.70

	6/29
	759
	
	
	901.50
	
	9,553.20

	6/29
	760
	
	
	486.39
	
	9,066.81

	6/30
	
	
	
	
	1,510.06
	10,576.87

	
	
	
	
	
	
	


Second, we need a list of outstanding checks from the prior month.

# 731

162.15


# 736

345.95


# 738

251.40


# 739

  60.55

Step Three:  I match all the deposits to the check register.  I do this by using a highlighter and mark through the deposit on the bank statement and the deposit in the check register.

Step Four:  I match all the checks that cleared the bank to the check register and the prior month’s list of outstanding checks.  I do this by using a highlighter and mark through the check number and amount on the bank statement and the check in the check register.


Step Five:  I put all the items not marked on the bank statement in the appropriate place in the bank reconciliation format.
Step Six:  I put all the items not marked on the check register in the appropriate place in the bank reconciliation format.

Step Seven:  If any outstanding checks from the prior month’s reconciliation have still not cleared I add those to the list of outstanding checks on the bank reconciliation form.
Below is a properly completed bank reconciliation.
	
	
	       Walker Business Systems
	
	
	

	
	
	            Bank Reconcilation
	
	
	

	
	
	     For the month ending June, 30
	
	

	
	
	
	
	
	
	
	

	Cash balance according to the bank as of June 30
	
	
	13,091.76

	
	
	
	
	
	
	
	

	Add:
	Deposit in Transit June 30
	
	
	
	1,510.06

	
	
	
	
	
	
	
	14,601.82

	Less:
	Outstanding Checks
	
	
	
	
	

	
	736
	
	
	
	345.95
	
	

	
	755
	
	
	
	272.75
	
	

	
	758
	
	
	
	259.60
	
	

	
	759
	
	
	
	901.50
	
	1,779.80

	
	
	
	
	
	 
	
	 

	Adjusted bank balance as of June 30
	
	
	
	12,822.02

	
	
	
	
	
	
	
	

	Cash balance according to the accounting books as of June 30
	
	10,576.87

	
	
	
	
	
	
	
	

	Add:
	Principal on Note
	
	
	2,500.00
	
	

	
	Interest Income
	
	
	125.00
	
	

	
	Error in recording ck #749
	
	0.18
	
	2,625.18

	
	
	
	
	
	 
	
	13,202.05

	Less:
	NSF Check
	
	
	291.90
	
	

	
	Error in recording June 17 deposit
	53.73
	
	

	
	Service Charges
	
	
	34.40
	
	380.03

	
	
	
	
	
	 
	
	 

	Adjusted accounting book balance as of June 30
	
	
	12,822.02


Step 8:  Once we have completed the reconciliation there are still some items that need to be recorded into the accounting records.  A journal entry needs to be prepared for each entry on the bank reconciliation that the bank knew about but was not already recorded in the accounting records.

The proper journal entries would be:

Cash…………………………………………………………..2,625.18


Notes Receivable …………………………………………………2,500.00


Interest Income …………………………………………………...   125.00


Accounts Payable …………………………………………………      0.18

Sales …………………………………………………………….53.73

Accounts Receivable (for NSF ck) ……………………………291.90

Bank Service Charges …………………………………………  34.40


Cash ……………………………………………………………….  380.33

Once the journal entries have been completed then you have successfully completed the bank reconciliation.

