UNIT -4
LEDGER AND TRIAL BALANCE
Learning Objectives — After studying this chapter Students will be able to ell
Meaning and Importance of Ledger.
Format of Ledger,
Postings from Joummal.
Postings from Cash Book and other Subsidiary Books.
Closing and Balancimg of Ledper Accounts,
Trial Balance - Meaning, objectives and Preparation.
Meaning and importance of Suspense Account.
LEDGER

Meaning : After recording the business transactions the Journal or special pur
pose Subsidiary Books, the next step is to transfer the entries w the respective ac-
counts in the Ledger. Ledger is a book where all the transactions related to a
particular account are collected at one place.

Definition : The Ladger 15 the main or Principal book of accounts in which all the
business transactions would ultimately find thier place under various accounts in a duly
classified form.

Importance : Main point is

Sk

To know the collective effect of all the transaction pertaining to one
particular Account.

By this classification / collective effect we are able to know the following —

& Howmuch amount is due from each customer and how much amount the firm
has to pay to each supplier! creditor.

# Theamount of Purchase and Sales during a particular period.

& Amount paid or received on account of vanous items

& Ultmate position of Assets and Capital.

¢ Forthe preparation of Trial Balance which helps in ascertaining the Arithmatic
Accuracy of the Accounts.

Impaortant :

| Ledger is also called the Principal Book of Accounts |

Performa for Ledger

Each ledger account is divided into two equal pares.

Left Hand Side = Demtside (D)

Right Hand Side = Credit side (Cr)
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MName of the Account

Dir. Cr.
Date|  Particulars [LF | Amount | Date | Particulars LF | Amount
84 %)

Posting in the Ledger — This will be dealt separately from Joumnal Entries and
each Subsidiary Book.

Case T— Posting from Journal Entries,

e [fanaccount is debited in the journal entry, the posting in the ledger should be
made on the debit side of that particular account. In the particulars column the name of
the other account (which has been credited in the Journal entry) should be written for
reference.

s Forthe Ade credited in the Journal eniry, the posting in the ledger should be made
omn the credit side of that particular Ade. In the particulars column, the name of the
other account that has been debited (in the Journal entry)) is written for reference.
Tmportant ;

e ‘To'iswritten before the Afes which appear on the debit side of Ledger

e By iswnten before the Afes appearing on the cradit side.

Use of these words “To’ and *By' iz optional,
Example 1 : Simple Journal Entry.
On 1 August 2011, goods are sold for cash Rs, 2,000,

SOLUTION -
Journal Entry @) T
CashAfe D | 2,000
ToSales Al 2,000
(For cash sales)
Ledger Afe
Cash Afc {extract])
Dr. Cr.
Dhatr Particulars 1LF (%) Date | Parbculars 1LF (1)
2001
Aug | | To Sales Adc 2,000
Sales Adc {extract)
Dr. Cr.
[ate Particulars LF| ®) [Jate | Particulars | 1F %)
2011
Aug.l | By Cash Ade 2,000




Example: Compound Journal Entry.
Received € 14,500 in full settlement of a debt of € 15,000 from Bam on Aug &,
2011,

SULUTION - Journal Entry

%) %)
Cash Ade Dr.| 14,500
Driscount Allowed Ade Dr. S00
To Ram 15,000
(Cash received and
discount allowed)
Ledper At
Cash Ale
Dr Cr
Date | Particulars LEF @ Date | Pamiculars | L.F i)
2011
Aug B | To Ram 14,500
Discount Allowed Afe
Dr Cr
Dratc | Particular LH (%) Datc | Pamculars | LF (T
2011
Aug 8 | To Ram 500
Ham’s Account
Dr Cr
Date | Particular LHE @) Date | Pamiculars | LF| (3)
2011
Aug. 8| By Cash Adc 14,500
By Discount 500
Allowed Adc
Case lL. - LEDGER POSTINGS FROM CASH BOOK
Important Points

i1y Cash Book itself serves as a cash Alc also, therefore when cash book is
maintained, cash Ade 1s not opened in the ledger.

(2} When Bank column iz maintained in the Cash Book, Bank A/c is also not
opened in the ledger. The Bank column itself serves the purpose of Bank Adc.

(3) Opening and closing balances of Cash Book will not be entered in the ledger
amywhere.



(4} As Cash Book serves the purpose of Cash/Bank Asc, it means that, only the
second Adc {other than Cash Adc or Bank Afc) s 1o be opened in the ledger and
posting is to be made for each entry in the Cash Book,

Rules of Posting

{a) Posting from the Debit Side of Cash Book

Entries appearing on the debit side of Cash Book are to be posted to the Credit
Side of respective accounts in the Ledger by writing the words

"By Cash Ade” —  iffit is from the Cash Column

By Bank A'c  ——=  il01s from the Bank column.

(1) Posting from the Credit Side of Cash Book

Entries appearng on the credit side of the Cash Book are to be posted to the
Dichit side of respective accounts in the ledger by writing the words.

‘ToCash Afe" ——  ifitis from the Cash Column

“To Bank A'c® ——  ifitis from the Bank Column

(c) Allcontra entries marked *C” are ignored while posting from the Cash
Book to the Ledger because double aspect of such transactions is completed
in the Cash Book itself.

Example : Given some Cash Book entries Post them into ledger Accounts

rate Particulars | V| L.F.| Cash | Bauk | Datc Particulars Vi |L.F| Cash | Bank
ki T T *
2011
Jam 1) | To Capstal 20000( - Jam, 12 | Bw Purchases A'g 5000 -
Ade
Jan 15 |ToCash Ak C - [0,00 | Jam, 15 | B Bank Ade C | 10,00 -
Jan 22 |To Sales Adc 3,000 - Jan 25 | By Samit - | 4,300
Jam, 28 |To Anil - 2,900 | Jan,3l | By Balance Cid 3,000) &400
23,000 12, 94Kl 23000 12
SOLUTION ;
& 13%Jan. entry will not be posted (Contra Entry)
o Closing Balance will not be posted in the ledger
Capital A/t
[ Cr
e | Pariculars LB Amwourt | Date | Particulars L.F| Amount
& @)
2011
Jan. 10} |By Cash Ade 200, b0
Sales Afc
Iy 1 Cr
Date | Particulars LEH () Date  |Particulars LF )
2011
Jan. 22 | By Cash A/e 3,000

L



Anil’s Ale

Lir Cr
Date | Particulars LEH ™ Date | Particulars L.F i)
2011
Jan. 28 | By Bank Adc 2,900
Purchases A/c
D Cr
Date | Particulars LF % Date | Particulars L.F (Th
2011
Jan. 12| To Cash Adc 5000
Sumit’s A
[x Cr
Daic | Partculars LF Daic | Paruculars L.F ()
2011
Jan. 25 | To Bank AJc 4,500

Case I1I- Ledger posting from Purchases book
Journal Entry for Credit Purchases is
Purchases Afc [
To Supplier

Therefore the rules of posting from Purchases Book are,

(1) The total of the Purchases book will be posted to the Debit side of
Purchase Ade and the words “To Sundries as per Purchase Book™ will be written
in the particulars column.

(2) Each of the Supplier®s Afe will be Credited and the words, “By Purchases
Ade™ will be written in the particulars column.

EXAMPLE :
Purchases Book
Diate Particulars Inv. Mo |L.F.| Details Total Amnoumt
) (%)

2011
June 4 Sahil & Co. 10,000
June 14 | Geeta Industries 20,000

Less Trade Discount 20% (44,0007 16,000
June 26 | Vijay & Co, 12,000

Less 2004 Trade Discount (2,400 G600
June 30 Purchases Afc Lir 33,000
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SOLUTION : LEIMGER Afes

Purchases A/c
Dir Cr
Diare | Particulars LF| Amount | Date | Particulars LF| Amoun:
) X)
2011
Tune30| To Sundries as 35,600
per Furchases
Book
Sahil & Co.
Dir Cr
Date | Particulars L.F | Amount Date | Particulars L.F| Amount
(%) 2011 (%)
June 4| By Purchases L1000
Al
Geeta Industries
Dr Cr
Date | Particulars L.F| Amount Date | Particulars L.F| Amount
(£4] 2011 i*)
June 14| By Purchases 16,000
Alg
Vijay & Co,
Dy Cr
Date | Particulars L.F|  Amount Date | Particulars LF| Amoumnt
(7 201 )
June2al By Purchases 600
Ale

Case 1V- Ledger Postings from Sales Book
Journal Entry for Credit sales is
Customer [
T Sales Alc
Henee rules for posting from sales Book are
1. Total of the Sales Book will be posted to the credit side of sales Afe by
writing the words “By Sundries as per Sales Book™
2. Customer’s personal Adcs are debited by writing the words “To Sales Af¢”
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Case V- Ledper Postings from Purchase Return Book
Journal Entry for purchase Retum is

Personal Adc of Supplier Dr

['o Purchase Return Afc,

Henee the rules for posting are.

L. Supplier's Afe (to whom the goods are returned) is debited by writing the
words “To Purchase Return Adc™)

2, The total of the Purchases return Book is credited (o the Purchases Retum
Ade by writing the words “By Sundries as per Purchases Eeturn Book™.

Case VI - Ledger Postings of Sales Return Book
Journal Entry for the Sales Return 1s -
Sales RetumAfe D
To Customer

Henee the Rules for Posting are

L. Individual Customer®s Ades by whom the goods are retwned are Credited
by writing the words “By Sales Remm Adkc™,

2, The total of the Sales Return Book is posted to the Debit of Sales Return
Ade by writing the words. *“To Sundries as per Sales Return Book™.

{7) Ledger Postings from Bills Reccivable Boak.
Bills Recervable book shows the names of the persons from whom the Bills are
received. Therefore the Journal Entry 15
B/'RA/c I
To Personal Adc
Henee, (1) Posting will be done on the Credit side of the Personal Ajes by
writing the words, “By Bills Receivable Afc™,

{2) The total of the Bills Receivable Book will be posted to the debit side of
Rills Receivable Afe by writing the words “To Sundries as per Bills Receivahle
Book".

(#) Ledger Postings of Bills Payvahle Book

Bills parvable is a hability, therefore the Jourmal Entry is

Personal Afc Dr
T Bills Payable Afc.

Hence the rules of Posting are

1. Personal Ales will be debited by writing the words. “To Bills Payable Afe".

2, Toal of the Bills Payable Book will be posted to the credit of Bills Pavable
Ade by writing “By Sundries as per Bills Payable Book™,

Closing and Balancing of Accounts

Mormally after every month or whenever a businessman is interested in knowing the
position of various Adcs, the accounts are balanced. Various steps for this purpose are
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{1) Debit and Credit sides of each AJc are totalled.

{2} The difference between the two sides is inserted on the side which is
shorter so as to make their totals equal.

(3} The words “Balance C/d"” i.e. the balance carried down and written against
the amount of difference,

(4] In the next period, the balance is brought down on the other side by writing
the words ‘Balance bid".

(5) If the Debit side exceeds the Credit Side the difference is a Dehit
Balance where as.

{6} [T the Credit side exceeds the Debit side the difference 15 o Credit Balance.

Impurtant

1. Debit Balance of a Personal Ade means the person is a Debtor of' the firm
whereas Credit Balance of'a Personal Ade indicates that the person is a Creditor of the
firmm,

2. Real Ades (which include Cash and all other Asscis Adcs) will usually show
Debit Balances.

3.Nominal A/es (A/cs of Income and Expenses) are transferred 1o Trading
and Profit and Loss Ale of the firm at the end of the Accounting Period,

4. Debit Balance of any A/c means an Assel or an Expense whereas
Credit Balance means a liability, Capital or Income earned.

TRIAL BALANCE

I Meaning — When posting of all the transactions into the Ledger 15 completed
and accounts are balanced off, then the balance of each account is put on a list called
Trial Balanee.

I Definition — Trial Balance is the list of debit and credit balances taken out
from ledger, “Tt also includes the balances of Cash and bank taken from the Cash
Book”™.

I Preparation — Steps (Only Balance Method)

(1) Ledger Afcs which shows a debit balance is put on the Debit side of the
trial balange,

12) The Ale Showing credit balance is put on the Credit side of Trial Balance.

(3) Accounts which shows no balance i.e. whose Dehit and Credit totals are
equal are not entered in Trial Balance,

(4 Then the two sides of the Trial Balance are totalled. If they are equal
it is assumed that there is no arithmetical error in the posting and balancing of
Ledger Alcs,



™ It !m[pbm a&ceﬂammgrhamﬁmmtmnccumc} of ledger aceounts.

o Helps in locating errors.

o Provides the summary of Ledger Afcs.

Helps in the prepartion of Final Afes.

Remrdmg in the journal and subsidi ary Books, Posting into the Ledger
and Preparation of Trial Balance can be clearly understood with the help of
the example given on next pages.

Problem : Enterthe following transactions n proper Subsidiary Books, post them
mto Ledper Awcounts, balance the accounts and prepare a Trial Balance.

2011
June 1. Assets : Cash in hand ¥ 20,000; Debtors : Amit and Co. T 15,000,
Sumit Bros. T30,000, Stock ¥ 1,75,000, Machinery ¥1,20,000, Furniture

40,000,

Liabilities : Bank overdraft T 33,000, Creditors : Virat and Co. T 24,000,
Wishal F 16,0KM.

June 2 Purchased from Ramesh and Sons goods of the list prce of 3 20,000 at
10% trade discount.

June 5 Retumed to Bamesh & Sons poods of the list price of 2,000,

June 10 Issued a cheque to Ramesh and Sons in full settlement of their account,

June 12 Sold to Amit and Co., goods worth ¥ 25,000.

June 15 Received cash F 10,000 and a chegque for 8,000 from Amit sand Co.
The cheque was immediately deposited into the bank,

June 16 Withdraw for personal use cash T 5,000 and goods for ¥ 3,000,

June 17 Accepted a bill for 45 days drawn by Vimat and Co. for the amount due to
i,

June 18 Acceptance received from Sumit Bros. for the amount due from them
payable after 30 days.

June 19 Sold to Mohit Bros., goods for T 16,000.

June20  Cash purchases ¥ 15,000

June 22 Withdraw from bank for officcuse ¥ 10,000,

June23  Purchased from Vishal goods valued ¥ 24,000,

June24  Amitand Co. returned goods worth ¥ 2 §00.

June25  Received from Mohit Bros, T 10,000,

June27  Accepted abill for T 25,000 for 1 month draw by Vishal.

June27.  Paid by cheque, Rent T 2,300

June27  Received Commission in Cash ¥ 800

June 30 Paid salaries ¥ 5,000,
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Purchases Book

Date Mame of the Supplier Inv, Mo, | L.F Detalls | Total Amount
{Account to be Credited) () (%)
2011
June 2 | Ramesh & Sons 20,000
Less Trade Discount 10% 2. () 18,0600
June 23 Yishal 24, (0L
June 30 Purchases Asc [rr. 42,000
Sales Book
Date  |Name of the Supplier Im. No. |L.F Details | Towal Armount
{Account to be Debited) (1) ()
2011
June 12 Amit & Co. 25,000
June 19 Mohit Bros. 16,000
June 30 | Sales Ade Cr. 41,000
Sales Return Book
Date Wame of the Customer Credi L.F Dgtails | Total Amownt
CAccount o be Credited) Mole Na. (%) %)
211
June 24 Amit & Co 2,000
June 30 Sales Return Ade [, 2 40K
Purchases Return Book
Date | Name of the Supplier Debit | LF Dretails | Total Armount
(Account to be Debited) Mote Mo, i) [&4]
2011
June 5 | Bamesh & Sons. 2000
Less Trade Discount 10% 200 1,808
June3 | Purchases Heturn Alg Cr. 1,300
Bills Receivable Book
Date of | From whom received Period of | Due Dae | LF | Amount] How
Receipt the bill (T |Disposed
1
Junel®  |Sumit Bros, 3 days July 21 340,004
Jume 3 il Recervahle Adc D 300, (k30
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Bills Payable Book

Date of To Whom Given | Period of | Due Date | LF | Amount| How
Acceplance the Bill T} | Disposed
M1
June 17 Wirat & Co. 45 days August 4 24 Q00
June 27 Wishal 1 month July 30 235,000
Junc 30 Bills Payable

Ade Cr 449 000

Posting of opening Entries ;

1. Fist of all opemng Journal Entry is done in the Journal proper,
2. All Assers Adcs are Debited and Liabilities Adcs are Credited. Defference
betwesn the totals of the two sides is the Capital.

Important : Besides opening Journal entries, any transaction which is not
covered under any of the Subsidiary Book is done in Journal proper.

Journal Proper
Date Particulars LF|  Amount Amount
Dr Cr
2011 ) i)
June 1 Cash AJc D 20,0000
Amit & Co, Dy 15,000
Sumil Brothers I J0,000
Stock Ade D 1,75, 004
Machinery Alc Dr 1,20, 000
Furniture A/c Dr 40,000
To Bank (Overdraft) Afc 33,000
To ¥irat & Co. 24,000
T Vishal 16,000
To Capital A (Balancing fig) 3,27.000
{opening Balances, brought forward
from the previous years books)
June 16 Dirawings A'c D 3,000
To Purchases Alc 3,000
(Goods withdrawn for personal use)
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Ledger Aceounts

Amit & Co.
Dir. Cr.
Date Purticulars JF| Amount | Date Purticulars J.F| moamt
(Rs) (Rs)
2011 20
June 1 | Te Balance bid [5,000 | June 15 | By Cash Afc 1,000
June 12 | To Sales Afc 25,000 | June 15| By Bank A 2000
June 24 | By Sale Reurn 2,040
Alc
June 30 | By Balznce ofid 20,000
40,000 40,000
July 1 To Balance b/'d* 20,0000
Sumit Bros,
Date Particular LF | Amount | Date Particular LF | Amaount
(Hs) (Hsj
2011 2011
June 1 | To Balance b/d* 30,000 Jume 18 By B/R. Aic BTV
Stock Account
Date | Particular LF| Amount | Date Paricular | LF [ Amount
{Rs) {Rs)
2011 2011
June 1| To Balance b/id® L, 75,000
Machinery Afe
Date | Particular LF | Amount | Date Particular LF| Amount
(Rs) (Rs)
2011 2011
June 1| To Balance bid 20000 [ June 30| By Balance
efd 1, 20,000
1,20,000 1, 20,000
Julyl |To Balance byd® [, 20,000
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Furniture A'c

Date | Particular IF | Amount | Date Particular Adnount
LHs) LHs)
2011 2011
June 1) To Balance b/d A0,00H | June 30 |By Balance o/d 40,000
July 1 | To Balanee hid 401,00
Virat & Co,
[Date Particular IF | Amount | Date Particular © | Amount
{R5) (R3]
2011 2011
June 17| To Bills Payabls Jumes | By Balance
Adc 24,000 bid 24,000
Balance on June 30° is Nil in this Afe (Virat & Co.)
Vishal's Afe
Date Particular LF | Amount | Date Particular Amount
EEY] (Rs)
011 011
June 27 | To Bills Payable June 1 | By Balance hid 16,003
Ale 25 000
June 30 | To Balance ofd 15,000 | June 23 | By Purchases
Adc 2 1K)
410, (0 ALK
Julv1 | By Balance hid* 15,00
Capital Ade
Date Particular IF| Amount | Date Particuler Amount
{Rs) (Rs)
2011 2011
June 30 | To Balence cfd 327,000 | June | | By Balance bid 3,277,000
July 1 Hy Balance bvd 3,27 1K
Drawings A/lc
Date Particular I.F| Amount Date  |Particular Amount
(Rs) (Rs)
2011 2011
June 16 | To Cash Adc 5,046 June 30| By Balance ed 8,000
June 16| To Parchases Adc 3,000
=, L0 L]
July 1 | To Balance b/d* 8,000
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Ramesh & Sons

Date | Particular LF Amount | Date Particular IF | Amount
(Rs) (Rs)
2011 2011
June 5 | To Parchase 1,800 | June 2 Hy Puchase 18,0060
Keturn Ade Ale
June 10] To Bank Afc L6,
18,000 18,000
Purchases Alc
Dhate Particular LF| Amount | Date Particular LF | Amount
{Rs) {Rs)
2011 2011
June 20| Ta Cash Ade 15,000 | June 16| By Drawings 3, ()
June 30| To Sundries as per 42,0 Alc
Purchase Book June 30| By Balance ofd S 000
S70H0 57000
July 1 |I'n Balanoe bid* 54 (W10
Mohit Brothers
Date  |Particular LF| Amount | Date Particular LF | Amourit
{Rs) (Fs)
2011 2011
June 19) T Sales Adc L6, 000 June 25 | By Cash Afc 10,0040
June 30 | By Balance o/d i, (1)
1, 1KI0 16,000
July 1 [To Balance bidg* £, 0
Rent Afe
Date Partcular LF | Amount | [Date Particular LF | Amount
(Rs) (Rs)
K 1] B
Jume 27 | To Bank A'c 2 B0 June 30| By Balance c/d 2 R0
June 30| To Balance b'd* 2,800




Commission Afc

Date Particulars LF [Amount | Date | Particulars JLF |Amount
(P&l (Rgl
2011 2011
June 27 | By Cash A/c &00
Salaries AJc
[Yate Particular LF| Amount [ Jare Particular 1F | Amount
(Rs) (Rs)
2011 2011
Jume 30) To Cash Adc 5,000
Sales Al
Dratec | Particular LF |Amount | Date Particular I.F Amount
{Rs) Rs)
2011
June 30| By Sundrics as
per Sales Book 41,000
Sales Return Alc
Date Particular LF|Amount | Date Particular 1LF JAmount
(Rs) (Rs)
2011
June 30| To Sundries as
per Bales Return
Boaok 2,000
Purchase Return AJc
Date Particular LF| Amount| Date Particular LF |Amount
(Rs) (Rs)
2011
Junec 30| By Sundrics as
per Purchase
Eeturn Book 1, B0
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Bills Receivable Afc

Daie Particular LF | Amount [ate Particular JF [Amount
(Rs) (Rs)
June 30| To Sundries es 30,0040 June 30| By Balance c/id 30,000
per B/R Book
Julv 1 | To Balance bid* 30,004
Bills Payable Afc
Date Particular LF| Amount | Date Particular JF | Amount
(Bs) {Rs)
Jume 30 | To Balance ¢/d A9 | June 301 By Sundres as REALLY)
per B/'F Book
July1 |By Balance b/d* 49 000
TRIAL BALANCE
as on 30" June, 2011
Mame of the Accounts LF Debit Credit
Balances | Balances
(Rs) (Rs)
Cash Ade 25,800
Bank {overdrail) Adc - 54,004
Amit & Co. 20,000
Stock Adc 1,75,000
Machinery Adc 1, 20,000
Fumiture A'c 40,000
Vishal’s Alc 15,0040
Capital Adc - 3,27.000
Drawings Alc &,000
Purchases Afc 54,000 -
Mohit Brothers 6,000
RenlAdc 2,800 -
Commission A =00
Salaries Afc 3,000
Sales Alc 41,000
Sales Return Adc 2,000 -
Purchase Bemrn AJc 1 &0
Bills Beceivable Al 30,000 -
Bills Payable A/t 449,000
Total 4,858,600 | 4,858,600




Suspense Account

When Trial Balance does not agree, then first of all we try to locate the errors.
Sometimes, inspite of the best efforts, all the errors are not located and the Trial
Balance does not tally. Then in order to aveid delay in the preparation of final
accounts, 4 new account is opened which is known “Suspense Account™
Defference in Trial Balance is posted to this Acount.

1. Ifthereis Excess Debit  ——  Defference 1s posted
in the Trial Balance to the Credit side of Suspense AJc
2. Ifthereis Excess Credit —— Difference is posted
i the Trial Balance tothe Debit side of Suspense Account.
Example:
5, ‘Lrial Balance | Defference |[Posted to the Suspense Afc 7
no.| Dr. Total (Cr Total) (Rs.) {Debit / Credit Side)
(Rs) (Rs) (Rs)
. |2,25,000 2,16,500 &,500 Credit Side of Suspense Alc,
{Excess Debit)
2, (2,116,500 2,25,000 #,500 [Dhebit Side of Suspense Afc.
{Excess Credit)

Closing of Suspensc Afe :
@ The errors which led to the difference still remains to have to be located.

@ Theseerrors will be rectified through Suspense Ade (One sided ervors) which will
be explained in the topic Rectification of Errors,

@ When all the errors are rectified, this Account closes down automatically.
If the difference in Trial Balance persist, it is shown in the Balance Sheet.

(a) Dehit Balanee of Suspense Aceounl 15 shown in the Assel Side of the
Balance Sheet.

(b)) Credit Balance of Suspense Account is shown in the Liability Side of
the Balance Sheet.

Suggested Methodology
(1) Explanation and ustration Method,
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BANK RECONCILLIATION STATEMENT

Learning objectives
(1) Mesning of B.RLS,
(2) Cavses of Dnfferences in Bank Balance as per Cash Book and Pass Book,
(3} Importance of Bank Reconcillistion Staternent,
(4) Procedure of preparation of B RS,
(5) Preparation of Adjusted Cash Book.

Introduction
transactions and recond these transactions i the Bapk column of the Cash Book,
Bank alse mamtains & separate ledger sccount of each firm (customer) and
perindically supplies a copy of the account to the firm for information. This copy of the
firm's Account supplied by the bank is krown as Bank Staternent or Bank Pass Dook.
Since all the transactions with the bank are entered in both the hooks Cash Book
and Pass Book, the balances of the two books should tally with each other. But
usually the two balances don’t tally,

Bank Reconcilliation Statement is prepared to reconcile the difference between the
Bank Balance shown by the Cash Book and Bank Pass Book,

DEFINITION : A schedule showing the items of difference between the bank
staterment and the bank column of Cash Book is known as Bank Reconcilliation
Statement.

Causes of Differences in Cash Book and Pass Book

The differences may be caused by either

(A) Time gap in recording transactions or

{B) Errors Committed in recording transactions.

(A) Differences Caused by the (ime gap

Reasons for the time gap in recording the transactions in the two books (Cash
Book and Pass Boal) are as given below —

(1) Chegues issued but not yet presented (or payment in the bank,

{2} Cheques deposited or paid into the bank for collection but not vet
credited by the bank.

(3) Cheqgues deposited but dishonoured by the bank,

{4) Interest allowed by the bank.

(5) Interest on overdrafl, bank charges, commission etc, charged by the bank.

(&) Direct Deposit by the customers into the bank.
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(7) Interest, Dividend ete, collected by the bank,

(K] Direct paymenis made by the bank on behalf'of customer as per standing
instruction.

{B) Defferences caused by Errors Committed

Such errors may be of two types
(1) Errors committed by the lrm
(1) Chegues issued to some creditors but omitted to be recorded in the
Cash Book or recorded twice,
(i) Chegues deposited into the bank omitted to be entered in the Cash
Book or recorded twice.
(i) Error intotalling or balancing the bank column of the Cash Book.
(2} Errors committed by the bank
Something bank records & wrong entry in the customer’s aceount which
causes a difference in the two balances.
Need and Importance

@ [Ithelpsin locating and rectifying the errors or ormissions cormmitted either by
the firm or by the bank.

o Customer becomies sure of the correctness of the bank balance shown by the
cash book.

e Facilitates the preparation of amended or revised Cash Book,

e Reduces the chances of fraud by the staff of the firm or bank.

@« Helps in keeping a track of the cheques depasited for collection.
Procedure of Preparing Bank Reconcilliation Statement

A Bank Reconcilligtion Statement is prepared when we get the duly completed
Pass Book from the Bank, On receiving the Cash Book ¢

{1y Firstofall tally the Debit side entries of the cash book with the Credit side
entrics of the Pass Book and vice versa.

(2} Tick the items appearing in both the books,

(3) Unticked items will be the points of differences.

(4} A BRS is then prepared by taking either the balance as per Cash Book or
Pass Book as a starting point.

Important Points

1y Ifthe Starting point 15 Cash Book Balance then the ending point will be Pass
Book Balance.

(2} If the starting point is Pass Book Balance then the ending point will be the
Balance as per Cash Book,

(3) Debat Balance as per Cash Book or Credit Balance as per Pass Book, means
that the firm has that much amount of depaosited at the bank - also called favaurable
balance = write the amount under + item.

(4) Credit Balance as per Cash Book or Debit Balance as per Pass Book, means
that this much amount has been withdrawn in excess of deposit 5 also called over-
draft or unfavourable halance s write the amount under - item.
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Method of Preparing BRS Starting with by the Balance [ overdraft as per
Bank Column of Cash Book.

Starting Point — End Point
Cash Book — Pass Book

Less Balance +[tem More Balance
More Balance —]'!‘c::rﬁ5 Less Balance

Note : To get more from less means something is to be added therefore + item
& To get less [rom more, something is 1o be deducted therelore  item.

1. Firstofall write

Under Flus Item — If the Cash Book Balance is debit or favourable or simple
balance.

Under Minus Item — [T the Credit Balance or overdrall as per Cash Book is
e,
2. Mow study the point of difference.

{a) If the entry is done in the Cash ﬂmk arui not in the Pass Book then .

{1 if it 15 done on the debit side ok, Balance in the Cash Book will
be mare as compared to "ass Book m]diwme ThE item will be - item as shown in the
box abowve,

(1) whereas if the entry is done on the Credit side of Cash Book, the Balance
inthe Cash Book will be less as compared to Pass Book and hence the item will be +
1erm,

(b} If the entry is done in the Pass Book and not in the Cash Book then.
(i} ifdone on the Credit side of Pass Book —
Pass Book Balance is more as compared to Cash Book  + item.
{1i) Ititis done onthe Debit side of Pass Book
Pass Book Balance 15 less as compared 1o Cash Book = (—) ilem
3. Attheend+ itemsand - items are totalled.
() Il wodal of Plus Hems is more than the total of (-] ilems < Dilference is Cr
Balance or favourable balance as per Pass Book.
(b) Where as if the — itemns total is more than the + items total » Difference is Dr
Ralance or overdrafi as per Pass Book,
Ready Reference
+ [tems (Items which increases the Pass Book Balances or decreases the
Cash Book Balance)
(1} Cheques issued but not yet presented.
(2} Credits made by the bank for Interest
(3) Amount directly deposited by the customers in our bank AJc,
(4} Interest and dividend callected by the bank.
(5) Cheques paid into the bank but omitted 1o be recorded in the Cash Book,
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- Items (Items which, decreases the Pass Book Balance or increase the
Cash Book Balance)

(1) Cheques sent to the bank for collection but not yet credited by the hank,

(2} Cheques paid into the bank but dishonoured.

(3) Dnrect payments made by the bank,

(4) Bank charges, commission etc. debited by the bank.

(5) Cheqes issued but omitted to be recorded in the Cash Book.

Example 1 : Balance as per Cash Book is given

Prepare BRS as on 317 July 2011

(1) Balance as per Cash Book is Rs, 25,000 a5 on 31% July 2011,

(2} Chegues for Rs. 15,000 were deposited into the Bank in the month of July but
only cheques for Bs. 11,000 were credited by the bank 1111 21 July 2011.

(3) Cheues issued for Rs, 13,000 in July, out of which a chegue for Rs, 3,800
was presented for payment on 3 August.

(4) Bank charged Rs, 50 03 Bank charges and credited interest of Rs, 370,

(5} Acustomer directly deposited Rs. 1,550 in firm’s bank A/c.

(6) Bank paid the Insurance Premium of Rs. 1,200 a5 per standing instructions on
25.07.2011,

SOLUTION
Bank Reconcilliation Statement
as on 31" July 2011
Particulars + items — itemms
(Rs.) (Rs.)
(1} Balance as per Cash Book. 25,000
i2) Cheques deposited but not vet
collected by the bank {15,000-11,000) - 4,000
(3) Cheques issuad but not yet 3,800
presented for payment
(4) (a) Bank Charges 30
{b) Interest credited by the bank 370
(5) Dyirectly deposited by the customers 1,550
not recorded in the Cash Book
(6) Insurance Premium paid by the 1,200
hank not recorded in Cash Book,
Total 30,720 5,250
Balance as per Book (30,720 - 5,250) 25,470 -
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Explanation :

1. Balance as per Cash Book means favourable Balance, hence + wem. IT
nothing (Le. Debit or Credit) is written with the Balance given, it is treated as
favourable.

2. Cheques were deposited into the bank for Bs. 15,000 burt credited by the
bank for Rs, 11,000 in the month of July, implies that chegques for Rs. 4,000
(15.000-11,000% are entered i the Cash Book but not in the Pass Book
[ncreasing the Cash Book Balance by Rs. 4,000 as compared to Pass Book,
Hence to pet Pass Book Balance from the Cash Book Balance Rs. 4,000 will have
tobe deducted.

(3) Cheque issued but net presented for payment til1 3 1% July is for Rs, 3800
entered more on the credit side of Cash Book as compared to Pass Book —»

Cash book Balance is less by Rs. 3800 as compared to Pass Book —s [+ item.]

(4} (a) Bank charges of Rs. 50 entered in the Pass Book — decreases the Bal-
ance of Pass Book. Toreach Pass Book Balance from Cash Book Balance, this item
has to be deducted i.e. [~ item ]

(b Interest credited by the Bank Rs. 370 entered in Pass Book Increases
the, balance of Pass Book, henee 1o reach the Balance [rom cash book and this ilem
is to be added

(5) Dhirect deposit by a customer Bs, 1,550 Increases the Pass Book Balance

(6) Payment made by the bank for insurance premium decreases the Pass Book
Halance

(7} +items total Rs, 30,720 is more than —item total Rs, 3250 by Rs. 25470,
Hence the dilTerence of Rs. 25,470 will be + item i.¢. Favaurable Balance or Cr.
Balance as per Pass Book,

EXAMPLE 2- when overdraft as per Cash Book is given

Given (1) Overdraft as per Cash Book is Rs. 10,300 on 30" June 2011.

(2) Cheques deposited but not yet collected Rs, 2,000,

(3} Chequs issued but not vet presented for payment of Rs. 2,800.

{4) Bank charges of Rs. 50 and Interest on overdraft of Rs. 250 are. charged
by the bank.

(5} A customer directly deposited Rs, 1,200 into the Bank,

(6) Insurance Premium of Bs. 1,500 is paid by the bank as per standing in-
structions.

Prepare Bank Reconcilliation Statement for the month of June 2011,
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SOLUTION :
Bank Reconcillintion Statement

as on 30" June 2011
Particulars + 1tem Ttermn
(Rs) (Rs)
(1) Owverdraft as per Cash Book® 10,500
(2) Cheques deposited but not vet 2,000
collected.
(3) Cheques issued but not vet 2,800
presented for payment
{4} (a) Bank Charges S0
(b) Interest on overdraft charged 250
b the bank.
(57 Drectly deposited by a customer 1.200 —
in the bank.
(6} Insurance Premium paid by - 1,501
the bank not entered in Cash Book,
Total 4,000 14,300
Overdraft as per Pass Book (14,300 — 4,000) | - 10,300

(;verdraft means unfavaurable balance or Megative Balance

Hence put it under — item.

Explanation for all other items is similar as example | except the follow-
ing.

1. [tem Mo 4 (b) — Interest on overdraft decreases the Pass Book Balance hence
it is to be deducted from Cash Book Balance to reach at Pass Book Balance —»
item.
2. This time the total of (—) itemns Rs. 14,300 is more to the total of + item is Rs,
4,000 by Ra. 10,300,
Hence this is a (—) ttem or in other words overdralt as per Pass Book.
Case I - Starting with Pass Book Balance / overdraft.

Starting Point Ending Point
Pass Book et ash Book
Less Balance titem . More Balance

hore Balance —item 5 Less Balane

1. Firstofall write under
+ Item — I Cr Balance, favaurable balance or Simply Balance as per Pass
Book 1s given.



() Item —» IfDebit Balance or overdraft as per Pass Book is given.
2. Now study the point of difference between the Cash Book and "ass Book.
(a) Ifthe entry is done in the Cash Book and not in the Pass Book then.

(1) Ifis done on the Debit side of Cash Book  Balance in the Cash will
be more as compared to Pass Book and hence the item is to be added in the Pass
Bock Balance to get the Cash Book Balance i.e. |+ item.

(i) Where as if the entry is done on the Credit side of Cash Book —»
Cash Book Balance will be less as compared to Pass Book hence () item

(b} Ifthe entry is done in the Pass Book and not in the Cash Book then,

(1) 1f1t is done on the Debit side of Pass Book —»Pass Book Balance is

less as compared to Cash Book —sitem is to be added in Pass Book Balance to get

the Cash Book Balance[+ item)

(0} if'1s done on the Credit side of Pass Book Pass Book Balance is more
as compare to Cash Book item. —}
3. Atthcend +itemand —itemare totalled
(a) Iftotal of (+) items is more than the total of (-) = Difference is favourable
Balance or Debit Balance as per Cash Book .
(b} Where as if the total of (=) items is more than the total of + items =
Ditference is unfavourable or overdraft as per Cash Book,
Ready Reference
+ Items [items which increases the Cash Book Balances or decreases the
Pass Book Balance]
(17 Chegues sent for collection o the bank but not vet credited £ collected by the
banlk.
(2} Cheques deposited into the bank but dishonowred.
(3) Dircet Payments made by the bank,
i4) Bank charge, commmission cte. debited by the bank.
(5) Cheques issued but omitted to be recorded in the Cash Book.
Item [Items which decreases the Cash Book Balance or increases the
Pass Book Balance|
(17 Cheques 1ssucd but not yet presented.
(2) Credits made by the bank for interest,
(3) Amouni dircetly deposited by the customers into the Bank.
(4) Interest and dividend collected by the Bank.
(5) Cheques paid imto the bank but omitted to be recorded in the Cash Book,
EXAMPLE 3 - Balance as per Pass Book is given
Criven (1) Balance as per Pass Book is Bs, 25,470 Point Mo (2) to (6) arc samc as
miven in cxample (1) Prepare B R. Statcment for the month of Tuly 2011,
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SOLUTION :
Bank Reconcilliation Statement

as on 31" July 2011
Parficulars +item —item
(Rs.) (Rs.)
(1) Balance as per "ass Book (Cr) 25470
(2) Cheques deposited but not yet
collected by the Bank (15,000-11,000). 4 000
{3} Cheques issued but not yet 3,800
presented for payment
(4) (a) Bamk Charges 50 -
(b} Interest Credited by the Bank. i
(5) Directly deposited by the customer - 1,550
not recorded in the Cash Book,
(6) Insurance Premium paid by 1,200 —
the bank not recorded in Cash Book.
Total 30,720 5,720
Balance as per Cash Book (Dr)
(30720-5720) 25,000 -

Important Points -

& Starting and Eoding Points are reversed as compared to Example No, 1,
Hence + items and () items are interechanged.

# Favourable balance whether of Cash Book or Pass Book 15 always a + item,

& I+ items total is more than the — items total then the difference in the two
totals is alwarys a favourable balance,

& whereas if + items total is less than the - items total then the difference in the
Lweir Lotals 15 overdrall,
Ecample 4 - Overdratt as per Pass Book is given.

Given that (1) Owverdrafl as per Pass Book 15 Ra, 10,300 Rest of the conlents
{points 2 to 6) are same as given in example No. 2

Prepare B.R. Statement (or the month of June 200 1.
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SOLUTION
Bank Reconcilliation Satement
as on 30" June 2011

Particulars +item item
{Rs.) (Rs.)
(1) Owerdraft as per Pass Book 10,300
{2} Cheques deposited but not yet 2,000
collected or Credited by the Bank
(3) Chegues issucd but not yet - 2,800
presented for payment
{4) (a) Bank Charges not entered inin Cash Book 30 -
(b) Imterest on overdraft charges by the bank 250
{5) Directly deposited by a customer in the Bank 1,200
{6) Insurance Premnium paid by 1,500
the Bank
Taotal 3,800 14,300
Overdraft as per Cash Book (14,300-3,800) — 10,500
Important Points —

e Overdraft whether as per Cash Book or Pass Book is always a () items.

e Starting and Ending points are interchanged as compared to Example No, 2,
hence + items and {-) are also interchanged.

e Here () iterns total 18 more as compared to (4] items total, therefore the
difference in the two balance is a negative items i.e. overdraft as por Cash Book.
Amended Cash Book Method

Introduction : 5o far we have studicd the preparation Bank Reconcilliation State-
ment simply by reconciling the causes of differences between the Cash Book and Pass
Book. In actual practice adjustiments are done in the Cash Book by comparing the
Bank column of Cash Book with the Bank Staterment and after that. B.R, Statement is
prepared. It is called Amended Cash Book Method.

Procedure

(1) Adjusted Cash Book is prpared starting with the Balance of the Cash Book
given in the question.

(2} Al errors that have been commitbied in the Cash Book will have o be et fed
by passing adjusting entries in the Cash Book.

Usual or General Errors are

{a) Owercasting or Undreasting of Debit/ Credit Column of Cash Book.,

(b} Cheques deposited or Issued but omitted to be entered in the Cash Book.

(¢} Incorrect armount {if any) entered in the Cash Book,

{d}) Entricz on the incorrect side or in the wrong column of Cash Book.

{e) Anyamount recorded twice in the Cash Book.
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(3) Coertain amounts for which Bank has debited our Adc will be recorded on the

Credit side of Cash Book. Such items are
(a) Interest charged by the bank on overdraft ete,
(b) Debits made by the bank for the bank charges, commission ete.
(c) Direct payments made by the Bank on behalf of the Asc holder.
(d) Chegues sent for collection but dishoneured by the bank.

{4) Cash Book is then halanced and the new Balance of the Cash Book is taken
as the Starting point for preparing the B R, Statement,
Important

o It should be noted that the following items must not be recorded in the

Amended Cash Book.,
» Cheques deposited into the Bank but not vet credited by the bank.
o Cheques [ssued but yet not presented for payment.
Any wrong entry in the Pass Book,

EXAMPLE 5-

The Cash Book of Mr, Sharma showed a balance of T 3,360 as on 31 Dec.
20110 at the Bank where as Pass Book showed a balance of ¥ 4,230

Comparison of the Cash Book and Pass Book revealed the following.

(1) The Bank has debited Mr. Sharma with T 460, the annoal premum ol his life
policy according to his standing instructions and ¥ 20 as Bank charges.

(2) Mr. Sharma paid into the Bank cheques totalling ¥ 3,100 on Dec. 26. 2010
of which those for T 2,500 were collected in December, One chegue For T 200 was
returneed deshonoured on 2™ Jan, 2011,

{3) The Bank has credited Mr, Sharma by T 1,604, the preceeds of a bill.

(4) Cash collected on 31" Dec, 2010 totalling ¥ 850 was entered in the Cash
Book in the Bank column on the same date but banked on 2.1.2011.

{5) Mr. Sharma issued chegues totalling ¥ 2,300 in the month of Dee. out of
which cheques for 7 1000 have not been presented for payment till 317 Dee.

SOLUTION
Amended Cash Book (Bank Column only)
as on 317 Dec. 2010

Regeipt side Paymenl side
Particulars @ | Pariculas )
To Balance b/d 3,560 By Dirawings 460
ToB/R (Proceeds afaBal) | 1,600 By Bank charges 20
By Balance c/d, 4 6HE0
3,160 5.160




Bank Reconcilliation Statement
as on 31* Dec. 2010

Particulars +item - item
(Rs.) (Bs)
(1) Balance as per Adjusted Cash Book (Dr) 4 680
(2} Cheques paid into the Bank but
not Credited by Dec. 31, 2010 &00
(3100-2500)
(3} Cheques issued but not presented 1,000
till date
{4} Cash collected entered in the 850
Cash Book but not banked.
till 31% Diec.
Total 5,680 1,430
Balance as per Pass Book iCr) 4,230 -
(5680 — 1,450}

Points to Remember

e Amended or adjusted Cash Book is started with the given balance ofbank as
per Cash Book,

e Closing Balance of the adjusted Cash Book is the opening balance of Bank
Reconcilliation statement,

a Eniry for the dishouner of the cheques of Rs. 200 is not done.

(#) Inthe Cash Book as its was dishonoured after 31% Dec,

(b) InBank Reconcilliation Statement 1t 15 included in the adjustment (Rs, 3100~
25000)

Methodology Suggested
Teachers are suggested to show the acinal Bank Statement to siudents and the
topic can be explained through discussion and Project Method.
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