Topic A03: Bank Reconciliation Statement & Correction of Errors                  Student Worksheet P.22

BAFS Elective Part – Accounting Strand – Financial Accounting
Topic A03: Bank Reconciliation Statement and Correction of Errors
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	Activity 1: Matching


Following are a list of the discrepancies which may appear in a bank reconciliation statement.

Autopay - Payments
Bank charges

Credit transfer

Deposits in transit/Uncredited items

Direct debit

Dishonoured cheques
Errors in bank statement
Errors in cash book

Standing order – Payments
Unpresented cheques

(I) Complete the table below using the above list of discrepancies in cash book and bank statement, stating their originality.

	Originality
	Items of Discrepancies

	Bank Statement
	1.

2.

3.

4.

5.

6.

7.



	Cash Book
	1.
2.

3.


(II) Based on your findings, classify the items according to the effect on balances.

	Category
	Items of Discrepancies

	Resulting balance in cash book is greater than that on bank statement
	1. 

2.

3.

4.

5.
6.

7.

8.


	Resulting balance on bank statement is greater than that in cash book
	1.

2.

3.
4.
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	Activity 2 - Problem Solving
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	This is your first day as the new book-keeper for the Dragon Company reporting directly to the Manager. The Manager is surprised because he has received the company bank statement indicating an overdrawn account despite that the company has a debit balance in the cash at bank account in the cash book.  




By reading the cash book, you find the following information in the bank account columns.


Dragon Company

Cash at Bank 

	Year 19
	
	$
	Year 19
	
	$

	
	
	
	
	
	

	Jan 1
	Balance b/d
	15,830
	Jan 3
	Somy Corp (#285701)
	30,500

	Jan 4
	Blueberry Ltd
	21,780
	Jan 4
	Office Furniture: OK (#285702)
	17,250

	Jan 12
	Plum Ltd
	24,750
	Jan 7
	Electricity: H K Electric (#285704)
	285

	Jan 12
	Cherry Co
	18,000
	Jan 10
	Kowloon (#287505)
	16,000

	Jan 28
	Lemon Ltd
	8,000
	Jan 23
	Somy Corp (#285706)
	36,500

	Jan 31
	Cherry Co
	35,640
	Jan 30
	Salary: Mary Kwan (#285707)
	10,000

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	


Bank Statement for January Year 19 was received on 4 February Year 19 showing an overdraft of $7,315.00.
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BANK OF HONG KONG LTD
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KWUN TONG BRANCH

	DRAGON COMPANY
	A/C NO.
	006-012-0-21221-1

	Unit 373, 25 Kwun Tong Road
	CURRENCY
	HKD


KLN
BANK STATEMENT
	DATE
	DETAILS
	WITHDRAWALS
	DEPOSITS
	BALANCE

	Year 18/12/31                                                    BALANCE BROUGHT FORWARD
	15,830.00

	Year 19/01/04
	Deposit
	
	21,780.00
	37,610.00

	Year 19/01/04
	Cheque #285701
	30,500.00
	
	7,110.00

	Year 19/01/07
	Cheque #285702
	17,250.00
	
	(10,140.00) 

	Year 19/01/10
	Cheque #285704
	285.00
	
	(10,425.00)

	Year 19/01/12
	Deposit
	
	42,750.00
	32,325.00

	Year 19/01/13
	Cheque #285705
	16,000.00
	
	16,325.00

	Year 19/01/23
	Cheque #285706
	36,500.00
	
	(20,1750.00)

	Year 19/01/28
	Deposit
	
	8,000.00
	(12,175.00)

	Year 19/01/29
	Bank interest
	140.00
	
	(12,315.00)

	Year 19/01/30
	Returned cheque
	8,000.00
	
	(20,3150.00)

	Year 19/01/31
	Telegraphic Transfer 
	
	13,000.00
	(7,315.00)

	
	
	
	
	


	Total no. of withdrawals 7
	amounting to 108,675.00
	As at Year 19/1/31
	Balance (7,315.00)

	Total no. of deposits 4
	amounting to 85,530.00
	
	


Please examine and verify each and every entry regarding the transaction(s) set out in this
statement and notify the Bank immediately in writing of any entry which you consider

wrong, irregular and/or unauthorised. Unless the Bank receives such notice within 90

days of the date of this statement, each and every entry concerning the transaction(s) set 

out in this statement shall be conclusively binding on you and you shall not be entitled 

to dispute any entry recorded in this statement on whatever ground. Please advise the

Bank immediately of any change of correspondence address.

Task:

Advise the Manager if any funds have been misappropriated by the former employee.

Step 1: Match the entries in the cash at bank account with the bank statement (Highlight the number in pairs in different colour).

Dragon Company

Cash at Bank 

	Year 19
	
	$
	Year 19
	
	$

	
	
	
	
	
	

	Jan 1
	Balance b/d
	15,830
	Jan 3
	Somy Corp (#285701)
	30,500 

	Jan 4
	Blueberry Ltd
	21,780
	Jan 4
	Office Furniture: OK (#285702)
	17,250 

	Jan 12
	Plum Ltd
	24,750
	Jan 7
	Electricity: H K Electric (#285704)
	285 

	Jan 12
	Cherry Co
	18,000
	Jan 10
	Kowloon (#287505)
	16,000 

	Jan 28
	Lemon Ltd
	8,000
	Jan 23
	Somy Corp (#285706)
	36,500 

	Jan 31
	Cherry Co
	35,640
	Jan 30
	Salary: Mary Kwan (#285707)
	10,000

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	


Dragon Company

Bank Statement 
	Date
	Details
	Withdrawal
	Deposit
	Balance

	Year 19
	　
	$
	$
	$

	Jan 1
	Balance
	
	　
	15,830 

	Jan 4
	Deposit
	
	21,780 
	37,610 

	Jan 4
	Cheque # 285701
	30,500 
	　
	7,110 

	Jan 7
	Cheque # 285702
	17,250 
	　
	(10,140)

	Jan 10
	Cheque # 285704
	285 
	　
	(10,425)

	Jan 12
	Deposit
	
	42,750
	32,325 

	Jan 13
	Cheque # 285705
	16,000 
	
	16,325 

	Jan 23
	Cheque # 285706
	36,500 
	　
	(20,175)

	Jan 28
	Deposit
	
	8,000 
	(12,175)

	Jan 29
	Bank interest
	140 
	　
	(12,315)

	Jan 30
	Returned cheque
	8,000 
	　
	(20,315)

	Jan 31
	Telegraphic Transfer
	
	13,000 
	(7,315)

	
	
	
	
	


Step 2: Update the Cash at Bank account for the following discrepancy items.

· e.g. bank interest, dishonoured cheques, telegraphic transfers
Dragon Company

Cash at Bank 

	Year 19
	
	$
	Year 19
	
	$

	
	
	
	
	
	

	Jan 1
	Balance b/d
	15,830
	Jan 3
	Somy Corp (#285701)
	30,500

	Jan 4
	Blueberry Ltd
	21,780
	Jan 4
	Office Furniture: OK (#285702)
	17,250

	Jan 12
	Plum Ltd
	24,750
	Jan 7
	Electricity: H K Electric (#285704)
	285

	Jan 12
	Cherry Co
	18,000
	Jan 10
	Kowloon (#287505)
	16,000

	Jan 28
	Lemon Ltd
	8,000
	Jan 23
	Somy Corp (#285706)
	36,500

	Jan 31
	Cherry Co
	35,640
	Jan 30
	Salary: Mary Kwan (#285707)
	10,000

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	


Step 3: Analyse the following unpaired items and find their effects on the bank statement.

(a) Money deposited after the cheque clearing cut-off time 


_______________________________________________________________.  


The receipt has been recorded in the cash book but not on the bank statement. This would then result to a smaller/greater* balance on bank statement compared to the Cash Book (Bank account). 

 (b) Cheque issued but not presented for payment by payee is called


_______________________________________________________________.  

The payment has been recorded in the cash book but not on the bank statement. This would then result to a smaller/greater* balance on bank statement compared to the Cash Book (Cash at Bank account).
* Delete as appropriate.

Step 4: Formalise the explanation in a proper statement.
Conclusion:  There is/is not* a misappropriation of funds by the former employee because  __________________________________________________________

____________________________________________________________________________.
* Delete as appropriate.

Theme: Errors which do not cause disagreement in trial balance
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	Activity 3: Identify the errors


Activity 3A
As the bookkeeper of Dragon Company, you have found the following errors from the company books. You are asked by your manager to identify the types of errors. 
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Activity 3B


Do you know why these errors do not affect the trial balance?
1. __________________________________________________________________________________________________________________________
2. __________________________________________________________________________________________________________________________
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	Activity 4: Help your boss


Your boss, the manager of Dragon Company, would like you to correct the errors identified in Activity 3A by means of journal entries.
Journal
	Date


	Particulars
	Dr

$
	Cr

$

	(A)

Year 18/12/31


	
	
	

	(B)

Year 18/12/31


	
	
	

	(C)

Year 18/12/31


	
	
	

	(D)

Year 18/12/31


	
	
	

	(E)

Year 18/12/31


	
	
	

	(F)

Year 18/12/31


	
	
	


* Provide narratives and state the type of error for each correction made.
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	Activity 5: Profit Bingo


Your manager would like to know the impact of the errors identified in Activity 4 on the company’s income statement. He had provided you the income statement of the Dragon Company as follows:


Please help the manager to determine changes in the company’s profit/loss position by completing the following table.

	[image: image9.png]



	[image: image10.png]


Errors
	Net Profit
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Amount

	Date
	Fill in the accounts affected and circle if they affect income statement (I/S) or statement of financial position (SFP).
	Circle:
Affected (()

Not Affected (X)
	+ $ / 
- $ /

~

	(A)

Year 18/12/31


	Dr.                                       I/S ; SFP
Cr.                                       I/S ; SFP
	(/ X
	

	(B)

Year 18/12/31


	Dr.                                       I/S ; SFP
Cr.                                       I/S ; SFP
	(/ X
	

	(C)

Year 18/12/31


	Dr.                                       I/S ; SFP
Cr.                                       I/S ; SFP
	(/ X
	

	(D)

Year 18/12/31


	Dr.                                       I/S ; SFP
Cr.                                       I/S ; SFP
	(/ X
	

	(E)

Year 18/12/31


	Dr.                                       I/S ; SFP
Cr.                                       I/S ; SFP
	(/ X
	

	(F)

Year 18/12/31


	Dr.                                       I/S ; SFP
Cr.                                       I/S ; SFP
	(/ X
	


Total effect on income statement:  $____________________ (Increase / Decrease * in Net Profit)
* Circle the correct answer.

The Income Statement
After adjusting the errors, your manager would like you to complete the following income statement for Dragon Company.
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	Activity 6: Problem Solving
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	You are the Accounting Officer of the Dragon Company.  Your assistant, John has recorded transactions for the month ended January Year 19 and completed the trial balance but the debit total disagrees with the credit total. He approaches you for assistance. John is known to be a careless person who consistently makes errors. 


A trial balance was extracted from the ledger balances as follows:

	Dragon Company
Trial Balance as at 31 January Year 19

	
	Dr
$
	
	Cr
$

	Machinery
	246,500 
	
	

	Inventory at 1 January Year 19
	15,800 
	
	

	Furniture
	150,000 
	
	

	Trade receivables - M
	20,300 
	
	

	Trade receivables - N
	3,000 
	
	

	Trade receivables - O
	25,800 
	
	

	Trade receivables - P
	10,000 
	
	

	Cash at bank
	31,783 
	
	

	Loan
	
	
	200,000 

	Trade payables - A
	
	
	22,000 

	Trade payables - C
	
	
	6,400 

	Capital
	
	
	311,235 

	Purchases
	44,000 
	
	

	Sales
	
	
	65,100 

	Electricity
	1,300 
	
	

	Rent
	15,000 
	
	

	Salaries
	33,000 
	
	

	Returns outwards
	300 
	
	

	
	596,783 
	
	604,735 
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The extract of the bank account from the cash book is as follows:

	
Cash at Bank
 

	Year 19
	　
	$
	Year 19
	　
	$

	Jan 1
	Balance b/d
	29,573 
	Jan 3
	Purchases (#302288)
	19,100 

	Jan 4
	Sales
	20,000 
	Jan 7
	Electricity (#302289) 
	1,300 

	Jan 25
	Trade receivables - M 
	25,304 
	Jan 12
	Rent (#302290)
	15,000 

	Jan 26
	Trade receivables - N
	87,000 
	Jan 19
	Purchases (#302291)
	100 

	Jan 28
	Trade receivables - O
	14,696 
	Jan 20
	Machinery repairs (#302292)
	1,500 

	
	
	
	Jan 27
	Trade payables - A (#302294)
	27,200 

	
	
	
	Jan 27
	Trade payables - B (#302295)
	2,500 

	
	
	
	Jan 27
	Trade payables - C (#302296)
	45,000 

	
	
	
	Jan 30
	Salary - Chan (#302297)
	18,000 

	
	
	
	Jan 30
	Salary - Lee (#302298)
	15,000 

	
	
	
	　
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	
	
	

	
	
	
	　
	
	

	
	
	
	　
	
	


The bank statement for January Year 19 received on 4 February Year 19 is as follows:


	Bank Statement
	　
	　
	　
	

	Year 19
	
	Deposit (Cr)
	
	Balance
	

	
	
	Withdrawals
	
	(OD)
	

	
	
	$
	
	$
	

	Jan 1
	Balance forward
	
	
	25,573
	

	Jan 3
	Deposit
	6,000 
	Cr
	31,573
	

	Jan 5
	Deposit
	20,000 
	Cr
	51,573
	

	Jan 8
	Cheque #302289
	1,300 
	
	50,273
	

	Jan 8
	Cheque #302288
	19,100 
	
	31,173
	

	Jan 12
	Credit transfer
	10,000 
	Cr
	41,173
	

	Jan 13
	Cheque #302290
	15,000 
	
	26,173
	

	Jan 18
	Autopay - IVE Club subscription
	250 
	
	25,923
	

	Jan 20
	Cheque #302292
	1,500 
	
	24,423
	

	Jan 20
	Cheque #302291
	100 
	
	24,323
	

	Jan 22
	Cheque #302293
	678 
	
	23,645
	

	Jan 27
	Cheque #302296
	45,000 
	
	21,355
	OD

	Jan 28
	Deposit
	112,304 
	Cr
	90,949
	

	Jan 29
	Deposit
	14,696 
	Cr
	105,645
	

	Jan 30
	Cheque #302295
	2,500 
	
	103,145
	

	Jan 30
	Cheque #302294
	27,200 
	
	75,945
	

	Jan 31
	Returned cheque
	14,696 
	
	61,249
	

	Jan 31
	OD interest
	211 
	
	61,038
	


.
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For investigation, you have checked and verified that the following papers / documents are correct.
	Dragon Company
Statement of Financial Position as at
31 December Year 18
	
	Dragon Company
Bank Reconciliation Statement as at 31 December Year 18

	Assets
	$
	
	
	$

	Machinery
	254,000 
	
	Balance per Cash Book
	29,573 

	Furniture
	150,000 
	
	Add: Unpresented cheque (#302287)
	2,000 

	Inventory
	15,800 
	
	
	31,573 

	Trade receivables  (Schedule 1)
	140,000 
	
	Less: Deposit in transit
	6,000 

	Cash at Bank
	29,573 
	
	Balance per bank statement
	25,573 

	
	589,373
	

	Liabilities and Capital
	
	

	Loan
	200,000 
	

	Trade payables (Schedule 2)
	78,000 
	

	Accrued telephone
	138 
	

	Capital
	311,235 
	

	
	589,373 
	


Notes to Accounts
	Schedule 1
	$
	
	Schedule 2
	$

	Trade receivables – M
	25,304
	
	Trade payables – A
	27,200

	Trade receivables – N
	90,000
	
	Trade payables – B
	2,500

	Trade receivables – O
	14,696
	
	Trade payables – C
	48,300

	Trade receivables – P
	10,000
	
	
	78,000

	
	140,000
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You have found/are assured the following:

· Records up to 31 December Year 18 are correct;

· Entries in cash at bank account reflect the information in pay-in-slips and cheques issued;

· Sales/Purchases/Returns are correctly itemised in the Sales Journal, Purchases Journal, Returns Inwards Journal and Returns Outwards Journal.
By reviewing source documents as well as the Sales Journal, Purchases Journal, Returns Inwards Journal, Returns Outwards Journal and the General Ledger, Sales Ledger and Purchases Ledger, the following errors are identified.

The following errors are found for the month of January Year 19:

1. Total of Sales account was understated by $1,000.

2. Opening balance of Machinery account on 1 January Year 19 was $254,000 instead of $245,000.

3. Opening balance of Accrued telephone $138 at 1 January Year 19 was omitted.

4. The closing balance of Cash at Bank account should be $31,873 instead of $31,783.
5. Payments by cheque $1,500 for Machinery repairs was entered in the Cash Book correctly but was debited to Machinery account.

6. Credit purchases of $2,800 from creditor B was mistakenly entered in creditor C’s account.
7. Returned goods of $300 to creditor C was completely reversed in the ledger entries.

Tasks
Prepare:
(a) the Corrected Trial Balance and

(b) the Bank Reconciliation Statement as at 31 January Year 19.

Step 1:


Pair up the items on the bank statement and in the cash at bank account.  

Identify the entries shown on the bank statement only.

	
	Item
	Amount

	(1)
	
	

	(2)
	
	

	(3)
	
	

	(4)
	
	

	(5)
	
	


Step 2:



Update the cash at bank account and complete the corresponding double entries as follows:

Journal
	
	
	Dr
	Cr

	
	
	$
	$

	(1)
	
	
	

	
	
	
	

	
	
	
	

	(2)
	
	
	

	
	
	
	

	
	
	
	

	(3)
	
	
	

	
	
	
	

	
	
	
	

	(4)
	
	
	

	
	
	
	

	
	
	
	

	(5)
	
	
	

	
	
	
	


Step 3:

(I) Errors affecting trial balance agreement.
Fill in the table.
	No.
	Amount ($)

	
	

	
	

	
	

	
	


Complete the journal entries to correct the errors.
Journal

	
	
	Dr
	Cr

	
	
	$
	$

	(1)
	
	
	

	
	
	
	

	
	
	
	

	(2)
	
	
	

	
	
	
	

	
	
	
	

	(3)
	
	
	

	
	
	
	

	
	
	
	

	(4)
	
	
	

	
	
	
	

	
	
	
	


(II) Errors not affecting trial balance agreement.
Fill in the table.
	No.
	Amount ($)
	Type of the Error

	
	
	

	
	
	

	
	
	


Show the journal entries to correct the errors.
Journal

	
	
	Dr
	Cr

	
	
	$
	$

	(5)
	
	
	

	
	
	
	

	
	
	
	

	(6)
	
	
	

	
	
	
	

	
	
	
	

	(7)
	
	
	

	
	
	
	

	
	
	
	


Step 4:


Write up the corrected trial balance as at 31 January Year 19.

(a)

	Dragon Company
Trial Balance as at 31 January Year 19

	
	Dr

$
	
	Cr
$

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	


Step 5:
Prepare the bank reconciliation statement.

(b)
	Dragon Company
Bank Reconciliation Statement as at 31 January Year 19

	
	$
	$

	
	
	

	
	
	

	
	
	

	Balance per bank statement on 31 January Year 19
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E&OE  


Company cash of $600 was used privately by Mr. Lung, the owner of the company, has been recorded as cash purchases.


Payment of $200 by cheque to settle amount due to OK Furniture Co for previous purchase of furniture. Cash book was debited and OK Furniture Co’s account was credited.


A debtor, Plum Ltd, paid the company $500 in cash. It was correctly debited to the cash book, but was mistakenly credited to Blueberry Ltd.


Sales of $30,000 to Cherry Co were entered as both a debit and a credit of $12,000.


Rent of $15,000, due and payable to Property Co Ltd, was not recorded in the book.


Both the purchase journal and sales journal were overcast by $300. 








 __________________________________





 __________________________________





 __________________________________





 __________________________________





 __________________________________





 __________________________________








Dragon Company�
�
Income statement for the year ended 31 December Year 18�
�
�
$�
$�
�



Sales�
�
            1,109,850 �
�
Less: Returns inwards�
�
3,600�
�
�
�
1,106,250�
�
Cost of goods sold:�
�
�
�
Opening inventory�
            23,650 �
�
�
Add: Purchases�
            540,730 �
�
�
�
            564,380 �
�
�
Less: Closing inventory�
             15,800 �
              548,580 �
�
Gross profit�
�
           557,670 �
�
�
�
�
�
Less: Expenses�
�
�
�
Electricity�
18,750�
�
�
Rent�
165,000�
�
�
Salaries�
            411,500 �
�
�
Other operating expenses�
             200 �
595,450�
�
Net loss�
�
        (37,780) �
�
�
�
�
�









Dragon Company�
�
Income Statement for the year ended 31 December Year 18�
�
�
$�
$�
�



Sales�
�
�
�
Less: Returns inwards�
�
�
�
�
�
�
�
Cost of goods sold:�
�
�
�
Opening inventory�
�
�
�
Add: Purchases�
�
�
�
�
�
�
�
Less: Closing inventory�
�
�
�
Gross profit�
�
�
�
�
�
�
�
Less: Expenses:�
�
�
�
Electricity�
�
�
�
Rent�
�
�
�
Salaries�
�
�
�
Other operating expenses�
�
�
�
Net loss�
�
�
�
�
�
�
�






The Trial Balance does not balance!


What has gone wrong?





Fast Printing Ltd


Receipt


No. 1356		22 January Year 19





Received from Dragon Company in settlement of Invoice No. V489 for printing expenses of $678











From: P


Sent: Monday, February 2, Year 19 12:00 PM 


To: Dragon Company


Subject: Settlement of account�


In reply to your enquiry of 31 January Year 19, we wish to inform you that we have remitted the money on 12 January Year 19.





Regards,


P


--------------------------------------------------------------------------------------------Year 19/1/31 Manager <� HYPERLINK "mailto:accounts@dragon.com.hk" ��accounts@dragon.com.hk�>: 


Dear Customer P,


     


Attached please find the Statement of Accounts for your action.





Best regards,


Dragon Company


 














� Corrected balance at 31.1.Year 19 $26,038
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