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30 OBJECTIVES

After studying this unit you should be ableto:

explain the need for sub-division of journa

preparedifferent typesof cash books

post cash book entriesinto ledger

ascertain the causes of difference between the cash book and pass book balances
prepare a bank reconciliation statement

adjust the cash book balance

describethe importanceof bank reconciliationstatement

preparepetty cash book and post it into ledger.

3.1 INTRODUCTION

In Unit 2 you learnt that all business transactions arefirst recorded in the journal and then
posted intoledger. In practice, the number of transactionsissolarge that it becomes difficult
torecord all of them in one book of primeentry. Hence, the journal issub-divided into a
number o special journalscalled Subsidiary Books. Each book is used for recording
transactions of one category only. For example, Cash Book is used for recording all cash
transactions, PurchasesBook is used for recording all credit purchases of goods, Sales Book
isused for recording al credit salesof goods, and so on. This enablesus to divide the work
among different personsand ensure prompt recording of transactions,

In this unit you will learn about the most important subsidiary book called Cash Book. We

shall discuss various types of cash books and study how transactionsarerecorded in each

type of cash book and posted from cash book to ledger. You will alsoearn about the

banking transactions, their recording in Three Column Cash Book and the preparation of a

Bank Reconciliation Statement. 47 |




-Accounting Fundamentals

3.2 SUB-DIVISION OF JOURNAL

As dtated earlier, it is practically impossibleto record all transactionsin one book of prime '
entry. Hence, the journal is sub-divided into anumber of subsidiary books. These arealso
called specid journals. The sub-divisionisdonein such a way that a separate book is use¢
for each type of transactionswhich are repetitivein nature and are sufficiently largein
number, In any large business the subsidiary books generally used are asfollows:

1 Cash Book: It is used for recording all cash receipts and cash paynients includingcash -
purchasesand cash sales.

PurchasesJournal: Itisusedfor recordingal credit purchasesof goods.
SalesJournal: It is usedfor recording all credit sale of goods.

Purchases Returns Journal: It is used for recording the returns of goods to suppliers.
It isalso known as 'Returns Outwards Book'.

5 SalesReturns Journal: It isused for recording the returns of goods by customers. It is
also known as 'Returns Inwards Book'.

6 BillsReceivableJournal: This book is meant for recording transactionsrelating to bills
of exchangeand promissory notes received from debtors.

7 BillsPayable Journal: Thisbook ismeantfor recording bills of exchange and
promissory notes accepted by the businessin favour of creditors.

8 Journal Proper: In thisbook only such transactionsare recorded which are not covered

by any of the above named subsidiary books, for example, credit purchasesof fixed
assets, opening entry, rectification entries, etc.

The advantagesof having a number of subsidiary books aslisted above areasfollows:

i) Classification of transactions becomes automatic: Asthereis a separate book for
each typedf transactions, the transactionsof same nature are automatically brought at
one place. For example, al credit purchasesof goods are recorded in the Purchases
Journal and all credit sales are recorded in the Sales Journal.

iy Reference becomeseasy: If any referenceis required, it can be traced easily by
referring to the appropriate subsidiary book. Y ou do not have to go through al the
transactions recorded in the journal.

iif) Facilitatedivision of work: Sub-division of journal into varioussubsidiary books
facilitatesdivision of work among many persons. This, in turn, facilitates prompt
recording of transactionsand savesalot of time.

iv) More particulars: More details about the transactions can be given in subsidiary
books than would be possiblein one book.

v) Responsibility can befixed: The work of maintaining a particular book can be
entrustedto a particular person. He will be responsiblefor keeping it up-to-dateand in
order.

vi) Facilitates checking: When the Trial Balance does not agree, the location of errors
will be relatively easy.

3.3 CASH BOOK

-

You know that in any businessthere would be numerous transactions which involve either
receipt or payment of cash. Cash sales, receiptsdf cashfrom debtors, cash purchases,
payment of cash to creditors, payment of expensessuch as salaries, rent, taxes, etc. are
examplesof cash transactions. All these transactionsare recorded in a separate book called
Cash Book. Theruling of cash book issimilar to that of a ledger account. A1l cash receipts
arerecorded on thedebit sdeand al cash paymentson the credit side. Thus, it servesthe
functionof aCash Account, As a matter of fact, cash book playsadual role. It isabook of
prime entry as well as ledger account. Hence, when cash book i s maintained thereisno
need to have a Cash Account in the ledger.

There aredifferent typesof cash booksin use by thebusiness. These are:
iy  Simpleor Single Column Cash Book




i) Two or Double Column Cash Book Cash Book and Bauk
Reconciliatlon

iii) Threeor Triple Column Cash Book.

We shall now consider them one by one and learn how they are prepared and posted into

ledger.

3.3.1 SingleColumn Cash Book

The smplest form of cash book is the Single Column Cash Book. It islike an ordinary Cash
Account. Look a Figure 3.1 for its proforma.

Figure3.1: Single Column Cash Book

Dr. ’ Cr.

Date Particulars L.F. |Amount Date Particulars L.F.:| Amount

Rs. Rs.

As dtated earlier, the debit side of the cash book is used for recording dl cash receiptsand
thecredit sidefor all cash payments. In particulars column we write the name of the account

in respect o which theamount is received or paid. The ledger foli L ) column is used for
writing the page number of the account where theentry has been postedin the ledger.

Posting the Cash Book - You must remember that thereis no need to open a Cash Account.
It is because when a cash transaction is recorded in the cash book the posting of cash aspect
of the transactionsstands duly covered. We are to make postings only to theother concerned
accountsin theledger in order to.complete the double entry, Therulesdf postingare:

i), for dl transactionsentered on the debit side of the cash book, credit theconcerned
accountsin the ledger by writing By Cash A/c’ in the particularscolumn, and

ii) for al transactionsentered on the credit side of the cash book, debit the concerned
accounts in the ledger by writing To Cash A/c’ in the particularscolumn.

Thus, you will noticethat all transactions appearing on thedebit side of the cash book

areto be posted on thecredit side of the concerned accountsand thoseappearing on

the credit sided the cash book aretobe posted on thedebit side o the concerned .
accounts. ‘t

Balancing the Cash Book: It is similar to the balancing o Cash Account. The cash book
will dways show a debit balance becausecash paymentscan never exceed the amount of
cash available. Hence, the total of the debit side in the cash book will dways be more than
thetotal of thecredit side. The differencebetween the twoindicatesthecash in hand.

Look at illustration 1 and study how recording, posting and balancing of a SimpleCash
Book isdone.

Tllustration 1
From thefollowing particulars of M/s Samir Bros., prepare a Simple Cash Book, balanceit
. and pogtitinto ledger.

1988 Rs.

Jan. 1 Commenced business with cash 3,000

» 2  Depositedin bank account 1,000

" 4 Bought goods for cash' 800

” 9 Cashsales . 600

» 12  Cashreceived from Bhushan 500 ’

” 15 Paidfor wages 50

” 20 Cashpaid to Narender -200

v 25  Drewfor personal use 300 . 49
,” 30 Pad Rent 400
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Samir Bros,
CASH BOOK
D. Cr.
Date Particulars L.F. |Amount Date Pnrtlculars L.F. | Amount
1988 . 1988 Rs.
Jan. 1| ToCapital Alc 3,000 Jan. 2 By Bank Afc 1,000
" 9| ToSales Alc 600 " 4 By Purchases A/c 800
" 12 | ToBhushan 500 " 15 By WagesA/c 50
" 20 By Narender 200
" 25 By DrawingsA/c 300
" 30 By Rent A/c 400
31 By Balance c/d 1,350
4,100 4,100
Feb. 1 To Balance b/d 1,350
LEDGER
Capital Account
Dr. Cr.
1988 Rs.
Jan. 1 By Cash Afc 3,000

Sales Account

1988 Rs.
Jan. 9 By Cash A/c . 600

Bhushan’s Account

1988 Rs.
Jan. 12 By Cash Alc 500

Bank Account

{988 Rs. I
Jan. 2 To Cash Alc 1000 | |

Pﬁrcham Account

ioss | | Rs. |

Jan. 4 To Cash Ale 800 ) A
Wages Account

1988 Rs.

Jan. {5 To Cah Ake 50

Narendér’s Account

1988 Rs.
Jan. 20 To Cash A/c 200




Drnwings Accountant Cnsh Book and Bank
Reconciliation

Rs. [
Jan. 25 To Cash Afc 300 J

Rent Account

1988 Rs.
Jan. 30 To Cash A/c 400

3.3.2 Two Column Cash Book

As you know, when cash is received from a debtor some cash discount may be allowed to
him. Similarly, when payment is made to a creditor he may also allow some cash discount.
While recording such transactionsin the journal you learnt that cash and discount would go
together in theform of a compound entry. So, when receiptsfrom debtors and payments to
creditorsare to be recorded in the cash book, it is considered desirableto record the cash
discount also in the cash book. For this purpose, an additional amount column is provided on
both sides of the Cash Book. The discount allowed to debtorsisrecorded on the debit
sideand the discount received from creditorson the credit side. Thus, you will have two
amount columns on each side of the cash book, onefor discount and the other for cash. That
. iswhy it is called Two Column Cash Book.

The procedurefor posting the discount column of the cash book to the ledger is asfollows :

i) Podg theamounts entered in the discount allowed column to the credit side o the
concemed personal accountsof the debtors by writing 'By Discount Allowed A/c’.

iiy Post the amounts entered in the discount received column to the debit side o the
concerned personal accountsof the creditors by writing 'To Discount Received Afc’.

iii) Open Discount Allowed Account and Discount Received Account in the ledger.
* iv) Total thediscount allowed and discount received columns of the cash book.

v) Pog thetotd of the discount allowed column to the debit of the Discount Allowed
Account by writing 'To Sundries as per Cash Book'.

vi) Pogt the total of thediscount received column to the credit of Discount Received
. Account by writing 'By Sundries as per Cash Book'.

,Youwill observe that the posting of discount column is different from the posting of the
cash column. In case of cash columns, the postingsare to be made only to the respective
personal accounts while in case of discount columns postings are to be made not only to the
personal accounts but also to the discount accounts. The total of discount allowed colutnn is
posted to the debit of Discount Allowed Account and the total of discount received column
is posted to the credit of Discount Received Account. It is because the cash book does not
serve the purpose of adiscount account and the double entry is not complete until postings
are also made to the discount accounts.

Asfor the balancingof Two Column Cash Book, you should note that only the cash
columnsare to be balanced. The discount columns are not balanced, they aresimply totalled.
It is because the two discount columns relate to the two different headsof account, the
. discount allowed and the discount received. By totalling the two discount columns you can
find out the total amounts o ttie discount allowed and the discount received during agiven
period and complete their posting into the ledger.

Look at Illustration 2 and study how entries are made in the Two Column Cash Book, how
they are posted to the concemed ledger accountsand how this cash book is balanced.

Illustration 2
\Frgm thefollowing transactionsdf M/s Raj Kumar & Sons, prepare a Two Column Cash
Bodk and show the concerned ledger accounts.

1988 Rs.
Jan, 1 Cashinhand 5,000

v 6  Purchased furniturefor cash . 300 . st
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' 5

1983 i,
Jan. 7 Bought goods for cash = 2,000
” 10 Cashsales 3,000
13 Cash received from Gopal 1,450 .
Allowed him discount 30
» t5 Paidfor wages 100
” 19  Paid cash to Ganga Ram 480
” He allowed discount 20
» 20  Bought an old typewriter 2,000
» 22  Received cash from Motu Ram in full settlement
of hisdebt of Rs. 1,000 980
> 24 Sold goods for cash to Manohar 400
” 27  Bought goods from Bansilal for cash 500
" 30 Padsday 300
30 Paidrent 800
” 30 Deposited into bank Account 3,000
Solution :
Raj Kumar & Sans
Cash Book (With Discount and Cash Columns)
Dr. Cr.
Date | Particulars L.F.| Discount | Amount | Date | Particulars L.F.| Discount | Amount
Allowed Received
1948 Rs, Rs. 1988 Rs. Rs.
Jan. | | ToBalance bid 5,000 Jan, 6| By Furniture A/c 500
Jan. 10| ToSales Afc . 3,000 7| By PurchasesAfc 2.000
13| To Gopal £ 30 1,450 » 15| By Wages Akc 100
22| To Motu Ram 20 980 ™ 19 | By GangaRam 20 480
14| ToSales Afc 400 " 20| By Typewriter Afc 2,000
" 27 By Purchases A/c 500
» 30| By Sdary Al 300
» 30| By Rent Afc 800
* 30| By Bank Alc 3,000
* 31| By Balance c/d 1,150,
0 |ioss0 20 110,830
Feb, 1} To Balance b/d‘ 1,150
LEDGER
Sales Account
Dr. Cr.
1988 R. :
. Jan. 10 By Cash A/c 3,000
| "2 By Cach A/c 400
Gopal's Account
1988 . R..
Jan, 13. By Cash Afc 1.450
13 By Discount
Allowed A/e -. 30




Moatu Ram's Account Cash Book and Bank

Reconciliation
1988 Rs, i
Jan, 22 By Cash A/c "980
" 22 By Discount
Allowed A/c 20

Furniture Account

1988 Rs.
Jan.6 To Cash A/c 500
Purchases Account

1988 Rs.
Jan .7 To Cash A/c 2,000

" 27 To Cash A/c : 500

Wages Account

1988 Rs.
Jan. 15 To Cash Alc 100

Ganga Ram’s Account

1988 " Rs.
Jan. 19 To Cash A/c 480
"9 To Discount,
Received A/c 20
Typewr lter Account
1988 Rs.
Jan, 20 To Cash Alc 2,000 @
Salaries Account
1988 Rs.
“Jan, 30 To Cash A/c 300
Rent Account
1988 Rs.
Jan. 30 To Cash Alc 800
Bonk Account
1988 Rs.
Jan. 30 To Cash Ale 3,000

Discount Allowed Account

1988 Rs.

Jan. 31 To Sundries
As per Cash Book 50 33
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Discount Received Account ¥

1988 Rs.

Jan. 31 By Sundries as 20
per Cash Book

3.3.3 Three Column.Cash Book

While recording transactionsin the Simple Cash Book you learnt that when cash is
depositedinto the bank, an entry is made'on the credit side of the cash book and when cash
is withdrawn from the bank it is entered on the debit sideof the cash book. When these
entries are posted into ledger we open a Bank Account and post all depositsinto bank on its
debit sideand al withdrawalsfrom the bank on itscredit side. The difference between the
debit and the credit reflects the balance with the bank.

Now-a-days bank playsa very important rolein businessand almost every firm hasan
account with a bank. The businessman generally retainsasmall amount of cash and
depositsthe rest in his bank account. Mogt of the receiptsand payments are made through
cheques. As such, bank transactionsare more numerous than the cash transactions. They
can also be recorded in the cash bok by providingan additional column for bank on both
sides of the cash book. All deposits madein the bank are to be recorded in the bank column
on the debit side and al withdrawalsfrom the bank in the bank column on the credit side.
The bank column would thus serve the purpose of a Bank Account and there will be no
need to open a Bank Account in the |'edger.

The cash book containing a bank column, in addition to cash and discount columns, is
called Three Column Cash Book. All receiptsare recorded on the debit side of thiscash
book and dl paymentson thecredit side. When theamount is received or paid in cash, it is
recorded in cash column and when it isdone by cheque, it is recorded in the bank column. If
discount isalso involved, i't will be shown in the appropriate discount column.

Contra Entry: Thereare some transactions which affect Cash Account and Bank Account
in such amanner thet one is to be debited while the other is to be credited. This happens
only when either cash is deposited in the bank or cash is withdrawn from the bank. When
cash isdeposited into the bank you have to debit the Bank Account and credit the Cash
Account, and in case of withdrawal from the bank, you have to debit the Cash Account and
credit the Bank Account. When these transactionsare recorded in a Three Column Cash
Book both aspectsappear in the Cash Book itself. One aspect is recorded on the debit side
and the other on the credit side. For example, when cash is deposited in the bank it is
recorded (i) in bank column on the debit sideof the cash book, and (ii) in cash column on
the credit side of the cash book. Similarly, when cash is withdrawn from the bank it is
recorded (i) in cash column on the debit side of thecash book, and (ii) in bank column on
the credit sde of the cash book. Thus, the doubleentry of the transaction iscompletein the
cash book itself. Such an accountingentry is known as '‘Contra Entry'. The word ‘contra
means 'the'other side' or 'the oppositeside’. Thus, contraentry impliesthat the
corresponding aspect o the transaction is entered on the other side of the cash book.
Contraentriesare not to be posted in the ledger because you do not have Cash
Account and Bank Account in theledger and the double entry iscompleted in thecash
book itself. The capitd letter 'C' is written in theL,F. column on both sides of thecash
book. Thisindicatesthat it isacontraentry. Look at the entries made on December 20 and
24 under lllustration 3.

Posting the Three Column Cash Book - All entriesrecorded in the Three Column Cash
Book are to be posted to their respective ledger accounts, except the contra entries. For
posting theentriesrecorded on the debit sideof the cash book, credit the accounts
concerned in the ledger by writing By Cash A/c’ if theentry isin cash column, and '‘By
Bank A/c’ if theentry isin bank column. If discount isasoinvolved, credit the concerned
personal account by writing 'By Discount Allowed A/c’. A similar procedureis followed
for posting the entrieson thecredit sideof the cash book. Totalsof thediscount allowed and
discount received columnsshall be posted to the respective discount accounts the same way
as for the Two Column Cash Book.

Balancing the Three Column Cash Book : The cash and bank columns are balanced -
separately like any other ledger account. As stated earlier, the Cash Account dways shows a
debit balance. The Bank Account also normaly shows a debit balance. But, sometimes it




may show a credit balance which indicatesthe overdraft. It reflects the amount withdrawn
from the bank in excess of what is deposited in the bank. Of course, it isdone with aprior
arrangement with the bank and is acommon practicein business. The procedure of
recording the closing and opening baancesis the same as in Two Column Cash Book. Note
that the discount column are not to be balanced. They are simply totalled.

Specia points regarding cheques received: When acheque.is recelved from a party,
normaly it is depositedin the bank on the same day and entered in the bank column on the
debit side of the cash book. Sometimes, for some reason, the chegue may not be deposited in
the bank on the day of receipt. In such a situationit iskept in the cash box and entered in the
cash column on the debit side of the cash book. Later on, when the chegque is deposited in
the bank, it is recorded in the cash book as cash deposit in the form of acontraentry. In
other words, it will be entered in the bank column on the debit side of the cash book and in
the cash column on the credit sideof the cash book. Look at illustration 3 and see how
entries are made for the cheque received from Harish on December 28 and deposited in the
bank on December 29. Normally this procedureis avoided. Theentry is madedirectly in the
bank column on the day the chequeis deposited in the bank. I n the absence of any specific
instructions, it can be presumed that the cheque received from a party wassent to the
bank for collection on thesame day.

Sometimes, a chegue received from a party may not be deposited in the bank, but may be
endorsedin favour of acreditor of the business. In that case the cheque received will be
entered first in the cash column on the debit side of the cash book and then on its credit side
in the cash column. This ensures entries in the persond accounts of (i) the party from whom
itisreceived, and (ii) the party to whom it isendorsed (refer to entriesin Illustration 3for
the chequereceived from Vikas on December 26 which is endorsed in favour of Rakesh on
December 27).

Sometimesa cheque sent to the bank for collection may be dishonoured which means that,
for some reason, the bank on which cheque was drawn refused its payment. In such a
situation, the party from whom the cheque was received is to be debited and the Bank
Account isto be credited. Hence, entry for the dishonour will be recorded in the bank
column on the credit side of the cash book. This would nullify the effect of the entry made at
thetime of receiving and depositing the cheque. Look at theentry made on December 31
under llustration 3 in respect of the dishonoured cheque of Harish.

Study Illustration 3 carefully and you will be able to understandclearly the recording,
posting and balancing of a Three Column Cash Book.

[lustration 3
From thefollowing particulars, preparea Three Column Cash Book and post it into ledger.

1987 Rs.
Dec. 11 Cashin hand 10,000
11 Baancein bank account 40,000
” 13 Bought goodsfor cash 5,000
" 15 Bought furnitureand paid by cheque 7,000
» 17 Cashsdes 6,000
" 19 Bought goods and issued cheque 15,000
» 20 Deposited cash in bank 5,000
" 22 Recelved cashfrom Suresh . 2,450
Discount allowed 50
" 23 Pad sundry expenses 500
” 24 . Cash withdrawn for office use 5,000
" 25 Padfor stationery 500
" 26  Received chequefrom Vikas 540
Allowed him discount 10

" 26 Chequereceived from Satish and deposited in bank 2,000

Cash Book and Bank
Reconcilietion

55




Rs.
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Dec. 27 Endorsed thecheque received fromVikas in favour of Rakesh 540
» 27  Paid Roshan La by cheque 4,960
Received discount 40
" 28  Cheque received from Harish 1,000
" 29  Cheque of Harish deposited in bank 1,000
" 30 Paid Rent by cheque 2,000
" 31 Paid Sdary by cheque 5,000
» . 31 Withdrew from bank for personal use 2,000
” 31 Cheque received from Harish dishonoured 1,000
” 31  Bought machinery from Singh & Co. for cash 10,000
Solution :
CASH BOOK
(With Cash, Discount and Bank Columns)
Dr Cr.
' I
Date Particulars L.F. | Discount Cash Bnnk |Date | Particulars L.F. |Discount | Cash | Bank
Allowed ' Received
1987 Rs. Rs. Rs. |1987 Rs. Rs. Rs.
Dec. 1l | ToBalanceb/d ) 10,000 { 40, 000 | Dec. 13| By PurchasesA/c 5,000 ‘
" 17| ToSales Ak 6, 000 " 15| By FurnitureA/e | 7,000
" 2| ToCash Ale C 5000 | ™ 19| By PurchasesA/c 15,000
" 2| ToSuresh 50 2,450 " D) By Bank Alc C 5,000
24| ToBank Afc o 5,000 " 23| By Sundry
. Expenses 500 5,000
™ 26| ToVikas 10 540 " 24| By Cash Afc C
26 | ToSatish 2,000 | " 25| By Stationery Afc 500
28 | ToHarish ) 1,000 " 27| By Rakesh 540
2| ToCash Ak C 1,000 27| By Roshan Lal 40 4,960
¥ 24| By Bank Afc c - 1,000
" 30| B/ Rent Afc
3| By Salary Ak 2’0‘_)0
* 31| By Drawings Afe | 5000
» 31| By Harish 2,000
" 31| By Machinery Ajc 10,000 L - 1,000
" 3 { By Balancec/d [ | 2450 6,040
60 24,990 | 48,000 40 [24,990 | 48000
1988
Jan.1 | ToBninnce bid | \ 2450 | 6.040
Notes:

1 Transaction on December 20
Cash deposited in thebank has been entered on both sides, in bank column on the debit
side and in cash column on the credit side. It isacontraentry, so 'C' has been writtenin
L. F. column on both the sides. These entries have not been posted in the ledger.

2 Transactionon December 26
A cheque for Rs. 540 was received from Vikason December 26. It had not been
deposited in the bank but endorsed in favour of Rakesh on December 27. It has been
entered first in the cashcolumn on the debit side on December 26 against the name of
Vikas, and then in thecash column on the credit side on December 27 against the name
o Rakesh. In the ledger, Vikas's Account getsthe credit and Rakesh’s Account getsthe
56 debit.




3 Transaction @ December 28 Cash Book and Bank
A chequefor Rs. 1,000 receivedfrom Harish on December 28 isdeposited ir the bank Reconcifiation
on December 29. Hence, it has been entered in the cash column on December 28 and
then shown as a-cash deposit on December 29 by way of a contraeniry.

4 Transactionon December 31
Chequefor Rs. 1,000 received from Harish on December 28 and sent to bank for
collectionon December 29 isreturned dishonoured. It isrecorded on the credit side in
the bank column and posted to the debit side of Harish’s Account. This nullifiesthe
credit given to him on December 28,

LEDGER
Sales Account
Dr. Cr.
1987 Rs.
Dec. 17 By Cash A/c 6,000

Suresh’s Account

. 1987 - Rs.
Dec. 22 By Cash A/c 2,450
*o22 By Disconnt
Allowed Afe : 50
Vikas’s Amount
L
v 1987 ~ Rs.
’ Dec. 26 By Cash A/ 540
" 26 By Discount
S ' - ~ Allowed A/e . 10
Satish’s Account
1987 Rs.
Dec. 26 By Bank Afc 2,000

Hardsh’s Account

1987 Rs 1987
Dec. 31 To Bank A/c 1,000 Dec. 28 By Cash A/c 1,000

Purchases Account

1987 .
Dec. 13 To Gsh Ak 5,000 ]
" 19 To Bank Afc 15,000

Furniture Account

1987 Rs.
Dec. 15 ToBank Ac 7,000

Sundry ExpensesAccount

1987 Rs.
Dec. 23 ToCash Nc 500 . . 57




Accounting Fundamentals 1987 Rs.

Dec. 27 Endorsed the cheque received fromVikas in favour of Rakesh 540
" 27 Paid Roshan Lal by cheque 4,960

Received discount 40
” 28 Chequereceivedfrom Harish 1,000
” 29 Chequeof Harishdeposited in bank 1,000
" 30 Paid Rent by cheque 2,000
" 31 Paid Sdary by cheque 5,000
" - 31  Withdrew from bank for personal use 2,000
- 31 Cheque receivedfrom Harish dishonoured 1,000
” 31  Bought machinery from Singh & Co. for cash 10,000

Solution :
CASH BOOK

(With Cash, Discount and Bank Columns)

Dr. Cr.
T
Date Particulars L,F. | Discount Cash Bank |Date | Particulars L.F. |Discount | Cash I Bank
Allowed ' . Received
1987 ' . Rs, Rs. Rs. |1987 Rs. Rs. Rs.
Dec. |1 To Balanceb/d v 10000 | 40,000 |Dec. 13| By PurchasesA/e 5,000
" 17| ToSdesAl ; ‘| 6,000 " 15 By Furniture A/c 7,000
" D ToCash Afc C 5000 | " 19| By PurchasesA/k 15,000
2} ToSuresh 50 2,450 " 20| By Bank A/c C 5,000
24| ToBank Afe C 5,000 " 23| By Sundry
Expenses 500 5,000
" 26| To Vikas 10 540, " 24| By Cash Afc C
26| To Setish 2,000 | " 25| By Stationery Afe 500
28| ToHarish ’ 1.000 " 27| By Rakesh 540
" 29| ToCash Afc C 1000 | " 27| By Roshan Lal 40 4,960
" 29| By Bak Ale c 1,000
" 30| By Rent Afe
" 31| By Sadary Ak 2,000
" 31| By DrawingsAfc 5,000
" 31| By Harish 2,000
" 31| By Machinery Afc 10,000 1,000
" 31| By Balancec/d - 2450 | 6,040
" 60 24990 | 48,000 40 (24990 | 48000
1088 -
Jan. | | To Balance b/d ‘ 2450 | 6.040
3
Notes:

1 Transaction on December 20
Cash deposited in the bank has been entered on both sides, in bank column on the debit
side and in cash column on the credit side. It isacontraentry, so *C' has been written in
L. F. column on both the sides. These entries have not been posted in the ledger.

2 Transaction on December 26
A chequefor Rs. 540 was received from Vikas on December 26. It had not been
deposited in the bank but endorsedin favour of Rakesh on December 27. It has been
entered first in the cash-column on the debit side on December 26 against the name of
Vikas, and then in the cash column on the credit side on December 27 against the name
of Rakesh. In the ledger, Vikas's Account gets the credit and Rakesh's Account gets the
56 . debit.




3 Transaction on December 28 Cash Book and Bank
A chequefor Rs. 1,300 received from Harishon December 28 is deposited is: the bank Reconciliation
on December 29. Hence, it has been entered in the cash column on December 28 and
then shown as a-cash deposit on December 29 by way of a contraentry.

4 Transaction on December 31
Cheque for Rs. 1,000 received from Harish on December 28 and sent to bank for
collection on December 29 is returned dishonoured. It is recorded on the credit sidein
the bank column and posted to the debit side of Hartsh’s Account. Thisnullifiesthe
credit given to him on December 28.

LEDGER
Sales Account
Dr. Cr.
1987 Rs.
Dec. 17 By Cash A/c 6,000

Suresh’s Accqunt

. 1987 Rs.

Dec. 22 By Cash A/c 2,450
*oo22 By Discount
Allowed Ajc 50
Vikas’s Account .

e 1987 Rs.
: @ Dec. 26 By Cash A/c 540

Ve 2w By Discount :
S - - Allowed A/c 10

Satish’s Account

1987  Rs.
Dec. 26 By Bank A/c 2,000

Harlsh’s Account

1987 ; Rs. 1987
Dec. 31 To Bunk Ale 1,000 Dec. 28 By Cash A/c ’ 1,000
Pur chases Acocount
1987 Rs.
Dec. 13 ToCash A/e 5,000 .
" 19 To Bank Alc 15,000

Furniture Account

1987 Rs
Dec, 15 ToBank Afe 7,000

Sundry Expenses Acoount

| -
» 1987 . Ws
Dec. 23 | ToCash Al 500 57




Stationery Account

1987 Rs.
Dee, 25 To Cash Afe 500

Rakesh’s Account

1987 Rs
Dec. 27 To Cah Ale 540

Roshan Lal’s Account

1987 Rs.
Dec. 27 To Bank Afc 4,960
n 27 To Discount Received A/c 40

Rent Account

1987 Rs
Dec. 30 To Bak Al 2,000
Salary Account
N 1987 Rs.
Dec. 31I ToBonk Ale 5,000

Drawings Account

1987 Rs
Dec. 31 ToBank Afc 2,000

Machinery Account

1987 "Rs,
Dec.(:31| ToCah Ak 10,000

Discount Allowed Account

1987 Rs.
Dec., 31 ' To Sundries—asper, . .|
- Lash Book . . i 60

PN N

C- Dls,cb'ﬁni"ﬁéceivedAccount

' 1987 .| ' Rs.
g ) . .
i 5 Deg, 31 <] éBy Sundries— as per Cash
- - . = - ~ “Book 40
s KRS TOEEEY PR
Check Your Progress A . . . -

i. Why is the journal sub-divided ?

i
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2 Writethe number of the correct alternative in the box. . Cash Book and Bank
a) A separate journal is kept for Reconciliation

i) eachtransaction
i) eachtyped transactions

iii) eachtyped transactionswhich are repetitivein nature and sufficiently
large in number

b) Cash Book contains
iy alreceiptsand paymenis of cash
i) dl receiptsonly
iii) al paymentsonly

]

¢) Journa Proper is meant for recording
i)  credit purchaseof fixed assetsonly

ii) returnsof goods

iii) al such transactionsfor which no special journal has been kept by the
business

d) PurchasesJournal iskept to record
i) al purchasesof goods
ii) all credit purchases of goods
iii) all credit purchases

€) SdesJoumal isused to record
i) cashsales
i) creditsales
iii) credit salesof goods

N I e I I o

Fill in the blanks
i) Cash Book also servesthe purposeof a. . . .. e Account.

iiy Transactionsentered on the debit side of the cash book are to be posted on
the........ sideof theconcerned accountsin the led'ger.

iiiy Cash column of the cash book alwaysshows....... balance.

iv) Thetotal of acash discount received column is posted to the ........ side of the
Discount Received Account.

v) [f thereis acredit balance in the bank column of the cash book it reflectsan ...... in
the bank.

vi) If debit as well ascredit aspectsof atransaction are recorded in the cash book
itself, itiscaled a...vu

vii) When achegue is returned dishonoured, it is recorded on the ........ side of the Cash
Book in the bank column.

viii) When acheque receiyed on a particular date isnot deposited on thesameday into
the bank, it isentered in ....... column on thedebit side of the cash book.

4 Why discount columnsin the cash book are not balanced?

3.4 BANK 'RECONCI LIATIONSTATEMENT

You learntthat the firm records all transactions relati ng to its bank account in aThree

Column Cash Book. All deposits into the bank are recorded on the debit side of thecash 59
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book and all withdrawals from the bank on the credit side. The bank also maintains the
firm's account in its books. It credits customer's account with all deposits made by him and

" dehits his account with all withdrawals made by him. The bank providesa copy of this

account to the customer in the form d a bank statement or a pass book. The proforma of
such astatement or the pass book is givenin Figure 3.2.

Figure 3.2 : Proforma of Pass Book .

Date Particulars Dr. Cr. Dr. or Cr.| Balance | Initials
With- Deposits
drawals

\

When the businessman receives the bank statement or the pass book from the bank, he
cornpares it with the cash book. Normally, entries in the cash book would tally with those in
the pass book and the balances shown by both the books should also be the same. But in
practice, they generally differ. This happens if there are some entries which have been
recorded in the cash book but they do not appear in the pass book. Similarly, there may be
some entries which have been recorded in the pass book but they do not appear in the cash
book. The difference can also arise on account of errors committed either by tlie firm or by
the bank in the recording of various transactions, Let us therefore understand clearly the
exact causes of differencesin the balancesof these two books before we recaiicile the
balances of these two books.

3.4.1 Causesaf Difference
Themain causes that |ead to disagreement in the balances of the cash book and the pass
book areasfollows:

1 Chequesissued but not vet presented for payment: Whenever a payment is made by
cheque, the businessmen immediately récrds it in his cash book. But, the hank debits the
firm's account only when the cheque is presented for payment. You know that there is
always atime lag between the issue of cheques and its presentation for payment and so the
date on which it will be recorded by the bank will always belater than the date of its
recording in the cash book. It is quite possible that on a particular date when tire bank

" submits the statement of account, there may he some cheques which have been issued hut

not yet presented for payment and S0 1ot recorded by the bank, Consequently, the balance
shown by the pass book will be higher than tlie balance shown by the cash bock. For
example, a finn iasued acheque for Rs. 3,000in favour of a creditor on December 28, 1987
v hich 15 presented to the bank for payment on January 2, 1988, The firm would record it in
the cash book on December 28, 1987 whereasthe bank would record it on January 2, 1988,
When tlie firm would receive the pass book compleied up to December 31, 1987 they would
find rhe balance shown by the pass book is different from the balance shown by the cash
book. The pass book balance would be higher by Rs. 3,000.

2 Cheques deposited intothe bank hut rof yet collected: When « payment is received
by cheque, the fitm sendsiit to the hink for collection and records it immediately od rhe

" debit sidedf thecash bonk. This Inerenses the tank balance as per cash book. But the bank

will riot credit the firm"s account till the ehieques is actually collected.’So, the balance,in the
pass book remains unaffected till the procéeds of rhc cheque arc collected and credited.
Thus, on & particular dale, it is possible thar certvin cheques which were sent for collection
might not have been collected by the burk and so ot shown in the pass book. All such
cheques pending collection would make the cash book balance different from the pass book
balance, For example, the firm sends a cheque of Rs. 2,000 un June 28 to the bank for
collection. The cheque iScollected on July 6. Now, if the balances ason June 30 are
compared, they will bedifferent because the credit of Rs. 2,000 will not appear in the pass
book.

3 Bank Charges: The bank usually charges some amount from their customers fet various’
servicesprovided by them. They may chargefor collection of outstation cheques, for
making or collecting payments on standing instructions, and so on. Thebank debits the
customer's account for such ehatges from time to time. However, the firm willlknow about

4




thesecharges only when it goes through the pass book. So, on the date of reconciliation the
pass book balance may differ from the balance as per cash bonk.

4 Iaterest allowed by the bank : The banks normally do not alow any interest on the
cunant account balances. But if such interest is allowed, the bank credits it to the customer's
account. Thisincreases the balance in the pass book. Thefinn would pass the corresgonding
entry in the cash book only when it receivesthe intimation from the bank or when it notices
it in the pass book. Hence, the cash book balance will be lower till such entry is made.

5 Interest on overdraft: When the biiSinessman requires more funds he may request the
bank for overdraft facility which means permitting him to draw more than the amount
avajlable in his account. When the businessman actually withdrawvsmore than the available
amount, heis said to have utilised the overdraft facility. The bank chargesinterest on the
amount overdrawn and debits the same to his account periodically. The firm records the
corresponding entry for interest on overdraft only when the pass book is received. Hence,
the balancein the two books would differ till theentry is passed in the cash book.

6 Amount collected by bank on standing instructions: The businessman often issues
standing instructionsauthorising his banker to collect on his behalf certain amounts due to
him such asinterest, dividends, etc. The bank credits the customer's account as and when it
collects such amounts and sends the necessary intimation to him. The firm wil} passthe
corresponding entry in the cash book when it receives such intimation or when it notices it
in the pass book. Thus, as on thedate of reconciliation, the balanceas per cash book may be
lower than the balance as per pass book.

7 -Payment made by the bank as per the standing instructions: 'The businessman may
alsoissue standing instructions to his banker to make certain payments on his behalf such as
insurance premium, rent, etc. When the banker makes such payments, he would immediately
debit the customer's account. So, the balance in the pass book would get reduced. If the
correspondingentries for such payments have not been recorded in the cash book, the
balance as per cash book would remain unchanged.

8 Direct payments into the bank made by firm's customers. Sometimes, a customer may
directly deposit an amount into the firm's account. Thefirm shall record it in the cash book
only when it learns about such deposit. But, the pass book would show theentry on the date
of deposititself. If, by the date of reconciliation, such entry has not been passed in the cash
book, the balanceshown by pass book will be higher than the balance as per cash book.

9 Dishonbur of cheques or hills: Asalready stated whencheques are sent to the bank for
collection they areentered in the cgsh book immediately. But no entry appearsin the pass
book till they are collected by the bank. Sometimes, for one reason or the other, the cheques
are dishonoured. In that case the bank will not make any entry in its books and returns such
chequesto thefirm. The same thing applies to the billsreceivable sent for collection to the
bank. On receiving the dishonoured cheques or bills the firm has to passareverseentry in
the cash book. But, till such entry is passed the balancesshown by the cash book and the
pass book would differ.

10 Errors: It isquite possible that while recording the transactionsin the cash book some
errorsniight have been committed by thefirm For example, a cheque deposited in the bank
may not be recorded at all, or is recorded on the wrong side in the cash book. Similarly, the
bank may aso commit some errors while recording entries in the customer's account. For
example, achequecollected on behdf of acustomer isentered in some other account. Such
errorswould also lead to the disagreement of the balances in the cash book and the pass
book.

3142 What isBank Reconciliation Statement?

By comparing theentries in the cash book with those in the pass book you can easily
ascertain the exact causes of difference between the balanceas per cash book and the
balance as per pass book. In order to reconcile these balancesevery firm prepares a
statement showing all the causes of differences. This statement is called Bank Reconciliation
Statemefitand is prepared periodically. The main objective of preparing such astatement is
t o account for the difference between the cash book and the pass book balances and pass the
necessary correctingentries in the books of the firm

[y

Thus, Bank Reconciliation Statement cantbe defined as a statement which reconciles
the balance as per cash book and the balance as per pass book showing all causes of
“difference between the two.

Cash Book and Bank

Reconciliation
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3.4.3 Preparation-of Bank Reconciliation Statement

The Bank Reconciliation Statement is prepared at the end of a quarter, half year or ayear as
the firm may consider desirable and convenient. It can be prepared in two ways:

i) Take the balance as per cash book as the starting point, adjust the effect of each item
causing the difference, and arriveat the balance as per pass book.

i) Take the balanceas per pass book as the starting point, adjust the effect of each item
causing the difference, and arrive at the balance as per cash book.

Whatever be the method, first of al you must analyse the effect of each item on the balance
of the book which you are using as the starting point. In other words, whether it hasled toa
higher balanceor alower balancein that book. This helps you to decide whether a
particular itemis to be added to, or subtracted from, such a balance.

Suppose, you start with cash book balance as the base and the item causing the differenceis
the bank charges of Rs. 100. This item appears in the pass book but not in the cash book.
The bank charges would appear in the withdrawals column of the pass book which means
that the pass book balance had decreased by Rs. 100. Since it has not been shown in the
cash book, the cash book balance remained unaffected, it did not decrease. Hence the cash
book balance would be higher than the pass book balance by Rs.100. If we now subtract this
amount from the cash book balance it will reconcile with the pass book balance. Take
another example. The bank collected Rs. 500as interest on securities on behalf of thefirm.
But, the same had not been recorded in the cash book. This item would appear in the deposit
column of the pass book which meansthe pass book balance had increased by Rs. 500.
Sinceit had not been shown in the cash book, the cash book balance remained unaffected, it
did not increase. Hence, the cash book balance would be lower than the pass book balance
by Rs. 500. If we now add thisamount to the cash book balance it will reconcile with the
pass book balance.

If you were to start with pass book balance as the base you would do just the reverse of
what you did when you started with cash book balance as the base. Y ou will add Rs. 100
relating to the item of bank charges because it leads to alower balance in the pass book and
subtract Rs. 500 relating to interest on securities collected by the bank because it had
increased the pass book balances.

Generally, thefirmsadopt the first method because the Bank Reconciliation Statement is
prepared primarily for the verification of the bank balagce as shown by the cash book.

From the above examples it should beclear to you that in case you start with cash book
balance you should add dl those items which have been responsiblefor lower balance in the
cash book and subtract those which have been responsible for a higher balance. L et us, for
convenience, list the items which would generally be added and subtracted when cash

balanceis used as the starting point.

To be added
1 Che(ques issued but not yet presented

2 Interest allowed by the bank
3 Interest and dividends collected but not recorded in the cash book
4 Direct deposits by customersin thefirm's bank account.

To besubtracted
1 Chequesdeposited but not yet collected

2 Bank charges

3 Interest on overdraft

4 Amounts paid by the bank under standing instructions but not recorded in the cash book
5 Cheques dishonoured but no entry made in the cash book for the dishonour

If the pass book balanceis taken as the starting point, just reverse the above process. Add
those which are to be subtracted from the cash book balance as per the abovelist and
subtract those which are to be added to the cash book balance as per the above list.

The above analysis witl help you to prepare the Bank Reconciliation Statement correctly.
Look at Illustration 4 and study how a Bank Reconciliation Statement is prepared with cash
book balance as the starting point.



lllustration 4 5o Bodw i Ban
From thefollowing particulars, prepare a Bank Reconiliation Statement as on December Reconciliation
31,1987:

On December 31, 1987 Mohan’s cash book showed adebit balanceof Rs. 7,800. The
balanceas per pass book was Rs. 10,300. On comparing the cash book with the pass book,
the following discrepancieswerefound :

1 Twochequesfor Rs. 1,600 and Rs. 2,000 issued on December 23 have not been
presented to the bank for payment.

2 A chegquefor Rs. 1,200 was depositedin the bank on December 29, but it was credited
by the bank on January 5,1988.

3 Therewasacredit entry in the pass book for Rs. 520 in respect of dividend received by.
the bank on behalf of Mohan. This had not been recorded in the cash book. M

Rs. 300 was deposited by a customer directly into the bank.

5 The bank charged Rs. 60 as their commission for collectingan outstanding cheque. N jo'
entry for this appeared in the cash book.

AV IA
6 A chequefor Rs. 500 received from Gopi and deposited in the bank was dishonourad;

but no entry was recorded in thecash book for the dishonour. ”\l"-; !
7 A chequefor Rs. 160 was entered in the cash book but it was not sent to the bank f()‘r‘ , !
collection. o
Solution: I
Bank Reconcillation Statement as on December 31,1987 (.—“,; .
Rs £
Balance as per Cash Book
Add: Chequesissued but not yet presented for payment 3,600 B
Dividendscollected by bank but not yet recorded in the
cash book 520 &
Amount deposited by a customer directly in the bank 300 i
T wetindA20at G
FOTY Ry v s TR
Less. Cheque deposited hut'not yet collected by bank 1,200 dazcl wtt o b
Bunk chargesdebited by bank but not yet recorded in the ey
cash book 60 s feageay,
Cheque dishonoured but no entry mude in cash
book for the dishonour 500
Cheque received froma customer enteredin the cnsh o
book but not sent to the bank for collection 160 -
1,920
Balance as per Puss Book o 10,300

.

Note Thestatement bearsa heading 'Bank ReconciliationStatement' and mentions the date for Which
reconciliation is done. So, whenever you prepare a Bank Reconciliation Statément;irhake sure thatit bears
this heading along with the date of reconciliation. L

FiomiTe it 3 S

The Bank Reconciliation Statement can also be prepared by ‘plus and minus method”. In .
that case you will have two separate amount columns, one for additions and the other for
subtractions. Thefirst column is called 'plus column' and the second eolusht is tatled’
'minus column’. The Bank Reconciliation Statement prepared according td this-method will =
appear asfollows: s Yl O s <t g
Bank Recondlllation Statement R ENIECE R 1 S Yt BRI O {
as on December 31,1987 ot ¢ ot E e o bl

[ — s 4 b ki ity
Particulars Plus
_ Column - Column
R, Zoalsl dew s wweRes snnae?
Balanceas per Cash Book 7,800 - iy a8 HRAOY D
1 Chequesissued but not yet presented for payment 3,600

2 Chequedeposited but not yet collected by bank e . 21,200 B0
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Particulars Pius Minus
Column Column
3 Dividendscollected by bank, not yet recorded in the cash book 520
4 Amount deposited by a customer directly in the bank 300
5 Bank chargesdebited by bank but not yet recorded in
the cash book , 60
6 Cheque dishonoured but no entry made in cash book for : o
the dishonour ’ 500:
7 Cheque received from the customer entered in the cash . |
book nat sent to bank for collection 160
12,220 1,920
Balanceas per Pass Book 10,300
(Rs. 12, 20— Rs. 1,90

Now, look at Illustration’5 and study how a Bank Reconciliation Statement will be prepared
with'pass book balanceas the starting point. ,

[llustration 8
From the following, preparea Bank Reconciliation Statement of Radhey Lal ason March

31,1988. Balanceas per pass book as on March 31,1988 was Rs. 22,000,

Balance as per Gash Book
(Rs, 26, 650~ Rs. 2, 200) 24,450

1 Cheques amounting to Rs. 9,000were deposited in the bank during March, but credit
was given only for Rs. 7,000.
2 The bank paidinsurance premium of Rs. 300 on March 20, but it was not entered in the
cash book.
3 A discounted bill receivablefor Rs.1,500 was returned dishonoured to the bank on
Nrch 27, but the correspondingentry in the cash book was made in April.
4 A chequefor Rs, 800 received on March 29 was entered in the cash book, but it was
sent to the bank on April 3.
‘5 Of thechequesamounting to Rs. 3,000 issued to creditors, the cheques for Rs. 1,800
only were presentedfor payment.
6 The bank chargesdebited in the pass book amounted to Rs. 50.
7 Intereston securitiescollected and credited by the bank amounting to Rs. 1,000 wasnot
entered in thecash book.
Solution:
Bank Reconciliation Statement
ason March 31,1988
Partlculars Plus ' Minus
Column Column
R'.‘;. Rs.
Bannce as per Pass Book 22,000
1 Chequesdeposited but not yet collected 2,000
2 Insurancepremium paid by bank but not yet recordedin the
cash book _ 300
3 . B/R dishonoured but not yet recorded in the cash book 1,500
4 Cheguereceived from.a customer entered in the cash book but
not yet sent tothe bank for collection 800
5  Chequesissued but not yet presented for payment : 1,200
6  Bank charges debited by bank not yet recorded in the cash book + 50
7 Interestan securities collected by bank but not yet recorded
in the cash book 1,000
A 26, 650 2,200

[



3.4.4 When thereisan Overdraft ? Cash Book and Dank

. . . . . R ilinti
Y ou know when a businessman withdrawsfrom the bank more money than isavailablein ceoncliation
his account, it issaid that he has an overdraft (an unfavourable balance) in his bank account.
It isone of the most commonly used method of borrowing money from the bank.

You havelearnt the method of preparing a Bank Reconciliation Statement when the firm has
a favourable balancein the bank. Let us now study how Bank Reconciliation Statement will
be prepared when the firm has an unfavourable balance (an overdraft).

You know when the firm has a favourabl e bal ance the cash book shows adebit balance, But
when the firm has an overdraft, it will show acredit balance because, in such asituation, the
bank is acreditor for thefi rm As for the pass book, when the firm has favourable balanceit
shows acredit balanceand when the fi rnmhas an overdraft it will show adebit balance,
because for the bank the firm is ndebtor when thereisan overdraft. In other wordsit can
be stated that when cash book showsacredit balance or, when pass book showsa debit
balance, thefirm has an overdraft,

The preparation of the Rank Reconciliation Statement does not differ much whether thereis
afavourable balance or an overdraft, specialy if you follow the 'plus and minus method'.
You know when the firm has afavourablebalance, it is shown in plus column of the Bank
Reconciliation Statement. But, if thereisan overdraft it will be shown in the minus column.
Thisisthe main point you have to remember while preparing a Bank Reconciliation
Statement When thereis an overdraft. The treatment with regard to items causing difference
between the balances of the two booksremains the same.

If, however, you do not follow the plus and minus method you will have to analyse first the
effect of each discrepancy on the overdraft and then decide whether the amount involved is
_to be added or subtracted. When you make such analysisyou will observethat the effect of
each discrepancy on overdraft will be just the reversedf what it would beon afavourable
'balance. For example, if bank charges arefound to be unrecordedin the cash book which
shows afavourable balance, this omission is considered responsible for a higher balancein
the cash book and so, while preparing Bank Reconciliation, it is subtracted from the baance.
But in case of an overdraft omitting to record the bank charges would mean alower amount
of overdraft in the cash book and so, while preparing the Bank Reconciliation Statement it
will have to be added. Thus, you will find that when you prepare aBank Reconciliation
Statement with an overdraft as per cash book as the starting point you will have toadd all
items which were subtracted when you started with afavourabl e balance as per cash book,
andvice-versa. This makesthe preparation of the Bank Reconciliation quite complicated.
Hence, you are advised tofollow plus and minus method. In that case by simply showing the
overdraftin the minus column you will automatically havethe desired effect of each item
duly adjusted in the overdraft. Look at Illustration &, It starts with an overdraft as per cash
book. The overdraft is shown in the minus column of the Bank Reconciliation Statement but
all other items have been treated in the same way asin Illustration 5.

[llustration 6 )
From the following particulgrs ascertain the balance as would appear in the bank pass book
of Ram Prasad on January 31, 1988. The cash hook showed a credit balanceof Rs. 8,200.

Rs,

1 Chequesissued but not cashed by January 31,1988 2,300

. 2 Cheques paid into bank but not cleared by January 31, 1988 3,000

3 Interest charged on overdraft appeared in the pass book only 120

"4 Bank chargesdebited by bank but not recorded in the cash book 50
5 Interest on debentures collected by bank but not recorded in

the cash book 600

6 Bank paid insurance premium as per standing instructions . 220

. 7 A customer paid intofirms bank account directly 1,000
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Solution:
Bank Reconciliation Statement
as un January 31,1988
Particulars | Plns Minus
Column " Column
Rs. Rs.
Overdraftas per Cash Book 8,200
| Chequesissued but not yet presentedfor payment 2.300 v
2 Chequesdeposited into bank but not yet credited 3,000
3 Interest on overdraft not yet recorded in the cash book 120
4 Bank charges not yet secarded in the cash book 50
5 Interest on debenturescollected by bank not yet recorded in the
cash book 600
6  Insurance premium pad by bank but not yet recorded in the
cash book 220
7 Amount deposited by acustomer directly into bank 1,000
3,900 11,590
Overdraftas per Rass Book
(Rs. 11,590 — Rs, 3,900) 7,690

In Illustration 6, the starting point was the overdraft as per cash book. Let us see how a
Bank ReconciliationStatement i s prepared if the starting point is overdraft as per pass book.
Look at lllustration 7 and compare it with lllustration 5. You will find that the treatment of
all itemsis the same. The differencelies only in showing the pass book balance. Sinceitis
an overdraft, it has been shown in the minus column.

[lustration 7
From thefollowing particulars, ascertain the bank balanceas it would appear in cash book
of Rati Ram on December 31,1987. His Pass Book showed an overdraft of Rs. 7,500.

%

Rs.
1 Cheguesissued but not presented for payment till December 31, 1987 1,000
2 Chequesdeposited in bank on December 29,1987 but not credited till
December 31, 1987 2,500
3 Bank charges recorded in pass book 40
4 Bank collected dividend on shareson behalf of Rati Ram 1,200
Solution:
Bank Reconciliation Statement
as on December 31, 1987
Particulars Plus Minus
Column Column
Rs. Rs.
Overdraft as per Pass Book .7,500
| Chequesissued but not yet presented for payment 1,000
2 Chequesdeposited in bank but not yet collected 2,500
3 Bank charges nat yet recorded in the cash book 40
4 Dividend collected by bank not yet recorded in the cash book 1,200
250 9, 700
Balance as per Cash Book (overdraft)
(Rs. 9, 700— Rs. 2 540) 7,160

[llustration 8
The pass book of Roshan showed acredit balanceof Rs. 12,000 on March 31, 1987, while ¢
the bank column of hiscash book showed an‘pverdraft o Rs. 9,000, Starting with the pass
book balance, prepare the Bank Reconciliation Statement using the following information.

Of the chequesamounting to Rs. 8,000 deposited in the bank upto March 31, 1987, a

1

chequeof Rs. 1,800 was collected by the bank on April 3

,1987.

2 Chequeof Rs. 2,500 issued to Harish was wrongly entered twice in thecash book.



3 Chequesissued during the month amounted to Rs. 8,000 of which chequesfor Rs. 1,000 Cash Book and Bank
were not presented to the bank up to March 31, 1987. Reconciliation
4 Thepassbook showed a credit of Rs.100 asinterest for which there was no entry in the
cash book.
5 The passbook showed a payment of Rs. 500 as life insurance premium for which no
entry was madein the cash book.
6 The pass book showed a direct deposit of Rs. 10,000 from Mahesh on March 28, 1987.
It was entered in the cash book only on April 2, 1987.
7 Achequefor Rs. 3,100 issued to acreditor was entered in the bank column of the cash
book asRs. 13,000.

8 Thebank debited Roshan's account with a chequefor Rs. 200 received from Ajay
which had been returned dishonoured. No entry for dishonour was passed in the cash

book.
Solution:
Rank Reconciliation Statement
ason March 31,1987
Particulars Plus Minus
Column Column
Rs, Rs,
Balanceas per Pass Book 12,000
1 Chequesdeposited but not yet collected by the bank 1.800
2 Cheque issued wrongly recorded twice in the cash book 2,500
3 Chequesissued but not yet presented fur payment 1,000
4 Interest allowed by bank not yet recorded in the cash book - 100
5  Lifeinsurance premium paid by bank not yet recorded in the cash )
book 500
6  Direct deposit by a customer not yet recorded in the cash book 10,000
7 Excessamount recorded in the cash book by mistake for a cheque
issued 9,900
8  Dishonoured cheque not yet recorded in the cash book 200 L )
14,500 T 23,500
Overdraft as per Cash Book '
9,000

(Rs. 23, 500— Rs. 14, 500)

Note: In thisillustration you find that the total of the minuscolumn exceeds the total of the plus column. Hence
thedifference of Rs. 9,000 is treated as overdraft as per cash book.

345 Adjusting the Cash Book Balance

When you look a the various items that normally cause the difference between the cash
book balance and the pass book balance, you will find a number of items which appear only
in the pass book. Why not record such items in the cash book before preparing the Bank
Reconciliation Statement? This shall reducethe number of items responsiblefor the
difference. So, as soon as the pass book is received, thefirm may record al thoseitemsin
the cash book which appear only in pass book and work out afresh balance of the cash
book. Thisiscalled 'adjusted balance' or 'corrected baance' as per cash book. Similarly, it
may aso pass correcting entriesfor tlie errors committed in the cash book and adjust the
cash book balance.

When you work out an adjusted balance of the cash book as above, the Bank Reconciliation
Statement may be prepared with thisadjusted balance, This would reduce the number of
itemsshown in the Bank Reconciliation Statement. As a matter of fact, thisis exactly what
isdonein practice.

Theitemswhich can usually be adjusted in the cash book are:

Interest allowed by bank

Amountscollected by bank as per standing instructions
Paymentsnade by bank as per standing instructions
Bank charges

Interest on overdraft

Direct deposits by customers

Dishonoured chequesor hillsreceivable
Errorscommitted in the cash book
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Look at the Illustration 4 again. You will find that out of the seven items causingthe
differencefour items can be adjusted in the cash hook asfollows:

Cash Book
(Bank Column only)
Dr Cr.
Davte (Particulnrs Amount | Date Particulars Amount
1987 Rs. R.
Dec. 31| Tobatance bld 7,800 [ Dec.3L | By Bank ’
charges Afc 60
* 31| Tolntereston Securities 520 "3 By Gopi
(cheque dishonoured) 500«
» 31| ToCugomer's Aje 300 3l By Balance ¢/d 8,060
’ 8,620 [ 8620
1988
Jan.1 | Tobalance bld J 8,060
The adjusted balance as per cash book isRs 8,060. Now, if we prepare the Bank
Reconciliation Statement with the adjusted balance, it will appear asfollows:
Bank Reconciliation Statement .
ason December 31,1987
Particulars f Plus Minus
Column Column
Rs. Rs.
Balanceas per Cash Book . 8,060 .
1 Cheques issued but not yet presented 3, 600
2 Chequesdeposited but not yet collected by the bank 1,200
3 Chequesreceived from acustomer but not yet sent to the bank for
collection 160
11,660 1,360
Balanceas pea Pass Book 10, 300
(Rs. 11,660 — Rs. 1, 360)

Thus, you observe that the Bank Reconciliation Statement prepared with the adjusted
balanceincluded only three items. Theseitems could not be adjusted in the cash book
because they had aready been recorded in thecash book correctly. The difference arose
only on account of the timelag.

It may however be emphasised that you should concentrate on preparing the Bank ‘,
Reconciliationin the normal manner. The statement with an adjusted balanceof the cash
book isto be prepared only when it is specifically asked far. ?

3.4.6 Advantagesof Bank Reconciliation Statement

The main purposed preparing Bank Reconciliation Statement is to account for the
difference between the cash book and the pass book balances. This would ensure the
accuracy of entriesmade in the cash book aswell asthosein the pass book. Regular

. comparison d thesetwo booksis necessary for preparingthe Bank Reconciliation

Statement. This helps in the detection of errorsand taking timely action to correct them. Itis
quite possible that the bank wrongly debitsfirm’s account for chequesdrawn by someone
else. If reconciliatibn is not done, such mistakes will not be detected. Preparation of Bank
Reconciliation Statement also helpsin preventingfrauds in banking transactions. The
cashier, for example, may omit to deposit some bearer chequesin the bank and encash them
himself. Suchfraud is sureto be detected at thetime of reconciliationwhenitis

investigated as to why certain chequesremained uncollected. Thus, it acts as amoral check
on the staff to refrainfrom indulging in such activities.

Bank ReconciliationStatement is alsorequired for audit purposes. The auditor has to verify
the bank balance before he would certify. the accounts. For this he would insist on the Bank
Reconciliation Statement and ensure that the bank balance shown in the cash book is
correct.



Check Your ProgressB
1 What is Bank Reconciliation Statement?

..............................................................................................................................................

.............................................................................................................................................

.............................................................................................................................................

2 Givetwoexamplesdf itemswhich are usually recordedfirst in the cash book and later in
the pass book.

.............................................................................................................................................

.............................................................................................................................................

..............................................................................................................................................

3 Givetwoexamplesd iterns which are usually recorded first i nthe pass book arid later in
the cash book.

AR T saetscrasy Pisasrssrasesnere fesmesaruracainsanaseee trrnas dsesasrisrrenany ey Srrvsraisiren “nrsvennvans Fesivresncinisan TTEEITIT T
---------------------------------------------------------------------------------------------------------------------------------------------

4 Choose one of the alternatives and tick (. ) the correct answer.
a) Bank Reconciliation Statement is
i) apartof the cash book

ii) « statement showing the causes of difference between the cash book and the pass
book balances

iii) 3iedger account
b) Bank Reconciliation Statement is prepared by
i) business
ii) bank
iii) debtor
¢) Debit balance in the cash book means
i)  ovedraft
i) favourable balance
iii) neither of the two

d) Debit balance in the pass book means
1) overdraft
ii) Tavourable baance
iit) neither of thetwo

€) Overdraft as per cash book means
i)' debit balance in the cash byok

i) credit balancein the cash book
it} nil balance in the cash book

Cash Book and Bank
Keconcillation
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) When balanceas per cash bodk is the starting point, unpresented chequesare
i) added
i) subtracted
iii) neither of the two

g) When balanceas per pass book is the starting point, uncollected cheques are
i) added
ii) subtracted
iii) neither of the two

h). When balanceas per pass book is the starting point, direct deposits by customers are
i) added
i) subtracted
iii) neither of the two

5 What isan adjusted balanceof cash book?

.............................................................................................................................................

.............................................................................................................................................
.............................................................................................................................................

.............................................................................................................................................

35 PETTY CASH BOOK

You have sofar learnt that all cash receiptsand payments are recordedin the cash book. In
practiceyou will find that almost in every business there are many small paymentsin cash
such as stationery, postage, tel egrams, cartage, conveyance, etc. If al these small payments
are also recorded in cash book, the cash book will become bulky, and the cashier will also
be overburdened with the work. In order to reduce the burden on the cashier, a separate
book called 'Petty Cash Book' is maintainedfor recording all such small payments. A petty
cashier is appointedfor this. purpose. Heis paid acertainsum in advance. He keepson
making small paymentsout of thisadvanceand records them in the Petty Cash Book. The
amount of money given to petty cashieriscalled petty cash.

3.5.1 Imprest Sysem i

Generally, Petty Cash Book is maintained on imprest system. Under thissystem an estimate |
ismade of the amount required for small paymentsfor a certain period, say, a week or a
month and this amount is paid to the petty cashier in advance. The petty cashier makes the
small payments and records them in the Petty Cash Book. All such paymentsare supported
by vouchersor receipts. At theend of the period , the petty cashier submits the account to
the chief cashier. The chief cashier examines the account and pays to the petty cashier the
amount spent by him so that at the beginningof the next period again he has the same
amount as he had in the beginning. Thissystem of advanceiscalled the ‘imprest system’
and the amount given to the petty cashier asadvanceis known as the *imprest money'. For
example, on April 1, Rs. 300 is given as advance to the petty cashier. He spends Rs. 260
during the month and submitsthe account alongwith the vouchersto the chief cashier. After
verifying the account, the chief cashier payshim Rs. 260. Thus, on May 1, the petty cashier
again has Rs. 300 with him. The amount to be given to the petty cashier i.e., imprest money,
should be carefully determined. It should neither be too large nor too small, it should be
sufficient to make small paymentsfor the fixed period.

3.5.2 Recordingand Posting the Petty Cash Book

As you will observein lllustration @ the Petty Cash Book has a number of columns. The
extreme left-hand column records the receiptsof cash. But on the payment side a separate
column is provided for each expense, such as postage, telegrams, stationery, cartage, wages,
conveyance, etc. This facilitatesthe analysis of paymentsunder different headings and also



helps in posting to the concerned accounts. The number of columns depend upon the nature
and size of the business. The columns provided for different expenses generaly art:

(i) printingand stationery, (ii) postage and telegrams, (iii) cartage, (iv) conveyance,

(v) entertainment. and (vi) sundry expenses.

When the petty cashier receives money from the chief cashier, he recordsit in the particulars
column of the Petty Cash Book by writing "To Cash A/c’ (if he receivescash) or 'To Bank
A/fc’ (if hereceives a chegue) and records the amount in receipts column. When payment is
made, it isentered in the particularscolumn by writing the name of the expense incurred.
Theamount isfirst recorded in the 'total payments column and then in the relevant column
provided for it.

The Petty Cash Book is balanced periodically. The difference between the total receipts and
total paymentsisthe balance with the petty cashier. This balanceis carried to the next period
and the petty cashier is paid the amount actually spent by him. Thus, you will note that the
procedure d balancing the Petty Cash Book is the same as you have adopted in the case of
ordinary cash book.

A 'Petty Cash Account' is opened in theledger. It is debited with the amount given to petty
cashier. When Petty Cash Book is balanced, each expense account is individually debited
with the periodic total as per the respectivecolumn by writing 'To Petty Cash A/c’ and the
'Petty Cash Account' iscredited with the total expenditureincurred during the peirod by
writing 'By Sundries as per Petty Cash Book'. The Petty Cash Account isthen balanced, It
normally showsa debit balance whichwill be equal to theactud cashwith the petty cashier.

Look at lllustration 9. It shows the recording of Petty Cash Book and its posting into the
ledger.

[lustration 9
Enter the following transactionsin Petty Cash Book, and post them into ledger.

1988 Rs.
Jan. 1 Receivedcash from chief cashier 300.00
Y 2 Paidfor postage 25.20
” 3 Paidfor stationery 10.50
” 5 Paidconveyance toclerk 10.20
" 6 Padfor telegram 12.40
" 8 Paidfor ink 6.10
v 9 Paidfor teafor customers 5.00
" 10 Stamps purchased 13.00
" 12 Purchased pens 20.00
” 14 Paid for trunk call 27.50
” 15 Paid cartage 8.00
" 16 Paidfor taxi fare 43.50
", 17 Purchased soap 5.60
” 18 Paid for typewriting paper 40.00‘
” 19 Cartage paid 10.00
" 20 Bus fare paid to clerk ' 8.20
” 21 Paid to coolie 10.50
- 22 Tipstopeon ‘ 5.00
" 23 Purchased registers 20.00
” 28 Rickshaw charges 2.50
» 30 Paidfor cold drinks for customers ‘ 7.50

Cash Book and Bank
Reconciliation

"




Accounting Fundamentals ]
Petty Cash Book

- Solution:
ﬁcceipts Date Particulars V. Ne. | Total | Stationery Postagé Cartage | Convey- | Enter- | Sundry
- & ance tainment | Expenses
Telegrams | Expenses
Rs. 1988 Rs. Rs. Rs. Rs. Rs. | Rs Rs.
" 300.00 Jan. 1 | To Cash Al
"2 By Postage 25.20 25.20
" 3 | By Stationery 10.50 | 10.50 '
] 5 By Conveyance 10.20 10.20
S S <} By Telegrams . 12.40 1240 :
» 8 | Bylnk . 6.10 | 6.10
" 9 | By Tea Expenses 5.00 ‘ . 500
10) By S.tarnps 13.00 13.00
" 12] By Pens 20.00 | 2000
" 14| By Trunk Call 27.50 21.50
" 15{ By Cartage 8.00 . 800
® 16| By TaxiFare 43.50 | 4350 5,60
¥ 17] By Soap 5.60
%, 18] By typewriting paper 40.00 40.00
» 19| By Cartage 10.00 10.00
" 20| By Bus Fare 8.20 8.20
21| By Coolies 10.50 10.50 5.00
‘ | 22| ByTips 5.00 :
’ " 23| By Registers - 2000 | 2060
" 28! By Rickshaw 2.50 ' 2.50 .
” 30§ By cold drinks 3 7.50 7.50
Total Payments 290.70 96.60 78.10 - 28.50 64.40 " | 12.50 10.60
Jan 31| By Balance c/d '9.30 ‘
: Total 300.00
930 | Feb.l | To Balance b/d
29070 | " I | ToCash Ak
LEDGER

Petty Cash Account

Dr, ] . oo Cr.
1988 Rs. 1988 Rs.
Jan 1 To Cash Ak 300.00 Jan. 31 By Sundries as per
Petty Cash Book 290.70
" 31 By Balance</d 9.30
300.00 300.00 .
Feb. 1 To Balasice b/d 9.30
vl To Cach Ale 290.70

Stationery Account

1988 )} R
Jan. 31 To Pty Cash Afe 96.60
: | |
\
¥
Postage & Telegrams Account
Rs, ) Lo _

1988 . 78:10
Jan. 31 * | ToPetty Cash Alc s

(- B ]




Cartage Account

1988 Rs.
Jan. 31 TO Petty Cash Aje . 28.50 ‘

Conveynnce Account
1988 ° Rs.
Jan. 31 To Petty Cash Afe 64.40

|
Entertainment Account
1988 Rs.
Jan. 31 To Peity Cash A/c 12.50
Sundry Expenses Account

1988 Rs.
Jan, 31 To Petty Cash A/c 10.60

3.6 LET USSUM UP

When the number of transactionsin a businessare too large, it becomesdifficult to record all
of them in the Journal. Hence, it is sub-dividedintoa number of specia journalscalled
subsidiary books. Each subsidiary book is used for recording only one category of
transactions. The subsidiary books generally used are: (i) Cash Book, (ii) PurchasesJourndl,
(iii) PurchasesReturns Journal, (iv) Sales Journal, (v) Sales Returns Journal, (vi) Bills
Receivable Journal, (vii) Bills Payable Journal, and (viii) Journal Proper.

All cash transactions are recorded in Cash Book. There are three typesaof cash books. They
are: (i) SimpleCash Book, (ii) Two Column Cash Book, and (iii) Three Column Cash Book.
Simple Cash Book hasonly one amount column on both sides. All cash receiptsare
recorded ¢n the debit side and all cash payments on the credit Sde. It servesthe purposedf
Cash Account. The Two Column Cash Book has an additional column for cash discount on
both sides. The discount allowed is recorded on the debit side and the discount received on
the credit side. The Three Column Cash Book provides one more column on both sides for
recording the banking transactions. All depositsinto the bank are recorded in the bank
column on the debit side of the cash book and all withdrawalson the credit side. This serves
the purpose of a Bank Account.

When cash book and the passbook are compared, it is often found that the balances shown
by thesetwo books differ. There may be many causes leading to difference. A Bank
Reconciliation Statement is prepared to explain thecauses of differenceand takethe
necessary follow up action. It can be prepared either by taking cash book balance as the
starting point or by taking pass book balanceasthe starting point, It can also be prepared by
taking the adjusted balance of the cash book as the starting point. The adjusted balance of
the cash book isarrived at by passing correspondingentries in the cash book for items which
" appeared in the pass book only.

A Petty Cash Book can also be prepared for recording paymentsof various petty expenses.
It ismaintainedon imprest system which means advancing a fixed amount to the petty
cashier. The maintenance of Petty Cash Book saves a |ot of labour and time.

3.7 KEY WORDS

. Bank: An organisation which dealsin money by accepting depositsand lending money to
those who need it. It also providesvarious other services to its customers.

Cash Bock and Bank
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Bank Charges. Amount charged by bank for providing various services to its customers.

Bank Reconciliation Statement: A statement reconciling the bank balance as shown by the
cash book with that d the pass book by showing all causes of difference between the two.

Chegue: An instrument used for withdrawing money from the bank. It isan unconditional
order on the bank made by its customer, instructing the bank to pay the amount specified
therein to the person named in the chequeor to his order.

Contra Entry: When both the debit and the credit aspectsdf atransaction arerecorded in
the cash book itself, it is called a contraentry.

Dishonour: Refusal by bank to make payment against the cheque.

Endorsement: A written statement made and signed by the payee a the back of the cheque
for its transfer.

FavourableBalance: Balanceindicating that the customer has got money in hisaccount
with the bank.

Imprest System: A system of advancing afixed amount to the petty cashier.

PassBook: A book supplied by the bank toits customersshowing his transactions with the
bank.

Standing Instructions: Instructionsto the bank for making certain paymentsand
collectionsregularly on behalf of the customer.

Subsidiary Book: A specia journal used for recording aparticular category of transactions.

38 SOME USEFUL BOOKS
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3.9 ANSWERSTO CHECK YOUR PROGRESS

A2 (@iii (b)i (c)iit (d)ii (e)iii
3 (i)Cash (ii)credit (iii) debit (iv) credit (v) overdraft (vi) contraentry
(vii) credit (viii) cash
B4 (@ii (b)i (Qii ()i @i i (@i (h)ii

3.10 TERMINAL QUESTIONS/EXERCISES

Questions

1 Why isjournal sub-divided?Name the special journals generally maintained by the
businessand statethe type of transactionsentered in each of them.

2 Explain the followingin about 50 wordseach,
a) CashBook is both a journal and aledger
b) Posting of the Two Column Cash Book
c) Imprest System
d) Advantagesof preparingaBank Reconciliation Statement

3 Statevariouscausesof disagreement between the balances shown by the cash book and
the pass book.

4 Why iscash book adjusted? Explain how Bank Rccon‘ciiiation Statement is prcparéd
with an adjusted balanceof cash book.

5  What arethe advantages of maintaining a Petty Cash Book?Explain the method of
balancing and posting the Petty Cash Book.



Exercises Cash Boek and Bank

1 From thefollowing particulars, preparea Simple Cash Book, balanceit, and post it into Reconclliation
ledger :
1987 Rs.
Nov. 1 Commenced businesswith cash 20,000
» 2 Depositedin Bank Account 10,000
» 3 Purchasedfurniturefor cash 500
» 3 Padcatage 70 :g
» 4 Purchasedgoods for cash 5,000 .
" 8 Cashsdes 4,000 i
» 10 Receivedfrom Shyam Lal 1,000 v 1
» 18 Withdrewfrom bank 5,000 ( ]
» 20 Received cash from Mahesh 1,500 I: :
" 25 Purchased atypewriter 7,000
” 28 Paid wages 500 ;
» 30 Depositedinto bank 5,000 -
» 31 Paid rent for the month 1,000 |
(Answer: Cash in hand Rs. 2,430)
2 Enter thefollowing transactionsin Two Column Cash Book, balanceit, and post it into
ledger.
1987 w Rs.
Dec. 1 Cashinhand. 10,000
» 2 Boughtgoods 4,000
" 3 Paid to Kapil ) 500
" 4 Cashsdes 2,000
» 5 Cashsdes 3,000
" 6 Bought goods on credit from Suresh 3,000
» 6 Padcartage 60
» 8 Purchased stationery 100
» 10 Paidto Suresh 2,950
" Discount allowed by him 50
» 15 Paid travelling expenses 100
» 16 Sold goodson credit to Shankar 1,600
» 18 Purchased furniture 2,500
" 20 Receivedfrom Shankar 1,550
” Discount allowed to him 50
" 25 Purchased typewriter 5,000
" 27 Paid to Kumar Rs. 1,900 infull settlement of his
account of Rs. 2,000,
" 29 Received from Hari 2470
Discount allowed to him 30
” 31 Paidwages 500
" 31 Withdrewfor personal use 200

Hint: Credit purchases and credit sales of goods are not entered in cash book. They are
to be recorded in Purchases Journa and Sales Journal respectively.

(Answer: Cash Balance Rs. 1,210; Discount Allowed Rs. 80: Discount Received Rs.
150)

"3 Prepare aThreeColumn Cash Book from the following transactionsand post them into 25
ledger.: e e o .
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" 31
" 31
" 31

(Answer:

Cash in hand

Cash at bank

Bought goodsand paid by cheque
Purchasedfurniture for cash

Paid wages by cash

Sold goods to Harish for cash
Received cheque from Gopal

Paid to Manchat by cheque
Discount received from him
Received chegque from Rajesh
Cheguereceived from Gopal deposited in the bank
Paid to Banarasi Das by cheque
Chequeof Rajésh endorsed to Ram
Depositedinto bank

Sold goods and received acheque
Withdrew from bank for personal use
Received from Rakesh

Discount allowed to him

Paid rent by cheque

Paid salaries by cheques

Withdrew from bank for office use

Rs.
2,000

10,000
4,000
1,000

600
2,000
2,000
2,450
50
500
2,000
3,000
500
2,000
4,000
600
2,480
20
1,000
3,000
2,000

Cash BaanceRs 4,380; Bank BalanceRs. 1,950; Discount Allowed Rs. 20;

Discount Received Rs. 50)

4 Record the following transactionsin a Three Column Cash Book and post them into

ledger.

1987
Nov. 1

L8 BN

Cash balance

Bank overdraft

Cashsales

Received from Nafees

Discount allowed to him

Paid to Rao by cheque
Received acheque from Mahesh
Paid wages

Purchased goodsfor cash

Paid for stationery

Received achequefrom Bansilal and endorsed it
to Amar Nath

Cashsdles

Paid rent

Paid telephonehill by cheque
Depositedinto bank

Rs .

1,500
600
980

2

1,000
500
100

1,000
100

1,000
1,000
500
200
1,000

(Answer: Cash Balance Rs. 780; Bank Overdraft Rs. 1,200; Discount Allowed Rs. 20)

5 Thecash book of atrader showed a bank balance of Rs. 7,500 on December 31,1987.

76

On going through the cash book it was found that: (i) two chequesfor Rs. 500 and




Rs. 700 deposited on December 28 werecredited in the pass book on January 4, 1988;
(ii) Three chetjues for Rs. 500, Rs. 900 and Rs. 1,200 issued on December 29, 1987 were
presented to the bank for payment on January 7, 1988; (iii) Bank had credited the trader
for Rs. 125 asinterest and had debited him for Rs. 10 as bank chargesfor which there
were no correspondingentries in the cash book.

Prepare aBank Reconciliation Statement as on December 31, 1987.
(Answer: Balanceas per Pass Book Rs. 9,015)

Prepare a Bank Reconciliation Statement on December 31, 1987 from the following
particulars.

Ks
1 Overdraft as per cash book 10,210
2 Interest and bank charges appeared in pass book only 305
3 A chequedebited in cash book but not credited by bank 300
4 Chequesissued but not cashed by customersup to
December 31, 1987 2,320
5 Cheqgues pad into bank but not yet cleared 1,550
6 A Bill Receivablediscounted with the bank on November, 1987,

dishonoured on December 30, 1987. No entry was madein the
cash book. 800

(Answer: Overdraft as per Pass Book Rs. 10,845)

When Madhav & Co. Ltd. received its bank statement for the period ending on June 30,
1987, the balance therein did not agree with tlie balanceas per cash book. The Bank
statement showed a balance of Rs. 12,000. The following discrepancieswere noticed,

1 A chequefor Rs. 400 paid on June 30 was not credited by the bank until July 2,
2 Bank chargesamounting to Rs. 20 were not entered in the cash book.

3 A debit of Rs. 70 appeared in the cash book in respect of a cheque which had been
returned by the bank marked 'out of date’. Thechegue was revalidated by the
customer and received by Madhav & Co. Ltd. in July. It wasdeposited into the
bank again on July 6.

4 A stding instruction for payment of annual subscription amounting to Rs. 40 was
not entered in the cash book.

5 On June 26, the Managing Director gave the cashier acheque for Rs. 800 to pay into
his petsonal account at the bank. The cashier paid it into the company's account by
mistake.

6 On June 29, two customers paid Rs. 700 and Rs. 800 directly into the company's
bank account. The concerned advices had not been received by thecompany until
July 3

7 Rs. 250 paid into the bank was entered twice in the cash book.
Cheques amounting to Rs. 3,500 were issued but not yet presentedfor payment.
9 A customer of the company who received a cash discount of 1.5% on his account of

Rs. 1,000 paid the company by cheque on June 10. The cashier by mistake entered
- the grossamount in the bank column of the cash hook.

Prepare the Bank Reconciliation Statement.
(Answer: Balance as per Cash Book Rs. 6,995)

On June 26,1988, | had an overdraft of Rs. 7,500 as shown by my pass book. Chegques
amounting to Rs. 1,000 had been paid-into the bank on June 24, but of theseonly Rs,
750 was credited in the pass book. | had al soissued cheques amounting to Rs. 2,500 of
,which Rs. 2,000 worth only have been presented. There isadebit in my pass book of
Rs. 75 for interest. | also find that a cheque for Rs. 60 which | had debited to Bank
Account in my pass books has been omitted to be banked. An entry of Rs. 300 df a

5 payment by acustomer direct into the bank appears in the pass book only.

Cash Book aud Bank
Receacitiation
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Accounting Fundamentals Prepare aReconciliation Statement as on June 30, 1988.
(Answer: Overdraft as per Cash Book Rs. 7,915)

9 PrepareaBank Reconciliation Statement from the following particularsand find out
the balance as per pass book on December 31,1987. The bank balance as per cash
book was Rs. 5,600.

1 ChequesReceived from the following personswere paid into the bank in
December 1987 but were credited by the bank in January 1988.

Shekhar Rs. 2,500
Madan Rs. 3,200
Rakesh Rs. 4,480

2  Cheguesissued by the firmin December 1987, were cashed in January 1988.

Ahmed Rs. 700
David Rs. 900
SivaRs 550

The pass book showed acredit of Rs. 100for interest.

4 'A debit of Rs 20for bank charges appeared twice in the pass book. However, it
did not appear in cash book at ail.

5  Jagdeep, a customer,deposited achegueof Rs 100 directly into firm's bank
account for which there was no entry in the cash book.

6 A chequefor Rs 100 received from Pradeepand deposited into the bank was
. returned dishonoured.

7 A cheguereceived from Anil for Rs. 690 was entered twice in the cash book.
(Answer: Overdraft as per Pass Book Rs. 3,060)
10 Compilea Petty Cash bodk on the Imprest System from the following particulars.

1988 Rs.
Feb. 1 Received achequefor petty cash 200.00
K 2 Bought postage stamps 4.70
” 4 Pad for stationery 10.00
" 6 Paidfor tongahire 5.00
" 8 Pad cartage 10.00
B 9 Pad for two telegrams 15.20
* 12 Cooliecharges 5.00
» 15 Padfor teafar customers 5.50
» 17 Padfor minor repairs 12.00
" 18 Busfare 4.50
” 19 Purchased ink and pencils 7.50
” 20 Purchased soap 5.50
? 21 Pad to sweeper 500
* 22 Padtaxifare 45.50
» 23 Codlddrinksfor customers 7.50
" 25 Pad travelling expenses 2000
* 26 Bought Air mail letters s 1790
" 28 Purchasedorder books 12.00

(Answer: On March 1, 1988, petty cashier will be given achequefor Rs. 192.40)

Note: Thesequestionswill help you to understand the unit better. Ty to write-answers
for them. But do not submit your answersto the University. These arefor your
practiceonly.
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48 OBJECTIVES

After sudying this unit you should be able to:

prepare purchasesand purchasesreturns journasand post them into ledger
" ¢ prepaesdesand saesreturnsjournasand post them intoledger

e jdentify transactions to be recorded in journa proper and explain the journa entries to
be pessd

4.1 INTRODUCTION

In Unit 3 you learnt why journd is sub-divided and which subsidiary books are generaly
used in business. You also learnt about the preparation of different typesdf cash books and
their pogting intoledger. In this unit we intend to discussmogt of the remaining subsidiary
booksincluding Journa Proper. The Bills RecelvableBook and Bills PayableBook will be
taken up in Unit 5 where hills of exchangetransactions have been discussed in detail.

4.2 SPECIAL PURPOSE SUBSIDIARY BOOKS

You haveleamt that in any businessthe number of cash and bank transactionsis quite large.
Hence, thefirms adwaysmaintain a separate book called Cash Book to record them.
Similarly, the transactionsrelating to purchase and sale of goods are alsolarge in number
and they take place too frequently. It is, therefore, considered desirable to maintain separate
books for purchases and sales of goods also. But you know cash purchasesand cash sales of
goodsar e recorded in the Cash Book. Therefore, separate books will be needed only for
recording credit purchases and credit salesof goods. The firms generally maintain four

-separate books to record credit transactions relating to goods. Theseare: (i) Purchases
journal, (ii) Purchases Returns Journd, (iii) Sales Journal, and (iv) SalesReturns Journdl.
Let usnow discussthem one by one,

4.2.1 Purchases Journal

ThePurchases Journal (also called Purchases Book) Isused for tecordinig credit purchases of
goods and raw-materials. Mt € that the credit purchases of fixed assets likefurniture,
vehicles, etc. arenot recorded in thisbook. They are tobe recorded in Joual Proper about
which you will learn later in this unit. ThePurchasesJournd is also called 'Purchases
Book', 'Purchases Day Book:, and 'Invoice Book'. The proforma of Purchases Journal is
givenin Figure4.1




