
1. Introduction and Basic Concepts 

• Role of Banks: Banks act as crucial financial institutions that accept deposits, lend 

funds, and invest capital to make idle money productive. Most business transactions, 

both receipts and payments, are routed through banks. 

• Bank Passbook: A copy of the customer's account maintained in the bank's books. 

o A credit balance in the passbook represents customer deposits (favourable 

balance). 

o A debit balance in the passbook represents an overdraft balance 

(unfavourable balance). 

• Bank Column of Cash Book: Maintained by the business/account holder. 

o A debit balance in the cash book represents bank deposits (favourable 

balance). 

o A credit balance in the cash book represents an overdraft balance 

(unfavourable balance). 

• Bank Reconciliation Statement (BRS): A statement prepared to reconcile the bank 

balance as per the cash book with the balance as per the passbook by explaining all 

causes of difference between the two. 

2. Salient Features and Importance of BRS 

• Internal Control Tool: Functions as an essential internal control mechanism for cash 

flow management. 

• Detection of Errors and Frauds: Assists in detecting errors, frauds, and irregularities 

committed either intentionally or unintentionally in the cash book or passbook. 

• Prevents Embezzlement: Regular reconciliation discourages bank accountants and 

internal staff from embezzling funds. 

• Highlights Delays: Uncovers undue delays in the clearance of deposited cheques. 

• Accurate Financial Position: Ensures all financial transactions incurred during a 

financial year are properly accounted for to reflect the actual bank balance. 

3. Causes of Differences 

Differences between the Cash Book and Passbook balances generally arise from three 

primary categories: 

1. Timing Differences: Transactions recorded in the cash book and passbook at different 

points in time. 



2. Direct Bank Transactions: Operations executed directly by the bank without prior 

notice to the customer. 

3. Errors: Mistakes in recording transactions committed by either the bank or the 

customer. 

Specific Frequently Occurring Items: 

• Cheques issued but not presented: Cash book entry is made immediately upon 

issuing the cheque, whereas the passbook entry occurs only when the payee 

presents it for payment. 

• Cheques deposited but not cleared: Cash book is debited immediately upon deposit, 

but the bank credits the account only after receiving payment from the paying bank. 

• Interest allowed by bank: Credited by the bank first; recorded in the cash book only 

after inspecting the passbook. 

• Interest and bank charges levied: Debited by the bank first; entered in the cash book 

later upon checking the passbook. 

• Direct collection of interest/dividends: Collected directly by the bank on 

investments left in safe custody and recorded in the cash book later. 

• Direct payments by bank: Recurring payments (e.g., insurance premiums) executed 

by the bank under standing instructions. 

• Direct payments by customers: Amount directly deposited by customers into the 

bank account. 

• Dishonour of discounted bills/cheques: Debited by the bank upon dishonour along 

with any charges incurred. 

• Bills collected on behalf of customer: Credited by the bank upon collecting payment 

for goods sold. 

• Accounting errors: Calculation or posting mistakes made in either the cash book or 

the passbook. 

4. Procedure for Preparing BRS 

Reconciliation can begin from any of the four starting balances: 

1. Debit balance as per Cash Book (Favourable) 

2. Credit balance as per Cash Book (Unfavourable / Overdraft) 

3. Credit balance as per Passbook (Favourable) 

4. Debit balance as per Passbook (Unfavourable / Overdraft) 



5. Summary Adjustment Matrix 

Cause of 

Difference 

Favourable 

Balance (Dr.) 

Cash Book 

Unfavourable 

Balance (Cr.) Cash 

Book 

Favourable 

Balance (Cr.) 

Passbook 

Unfavourable 

Balance (Dr.) 

Passbook 

Cheque deposited 

but not cleared 
Subtract Add Add Subtract 

Cheque issued but 

not presented 
Add Subtract Subtract Add 

Direct deposit by 

customer 
Add Subtract Subtract Add 

Income directly 

received by bank 
Add Subtract Subtract Add 

Direct payments 

by bank (Standing 

Instr.) 

Subtract Add Add Subtract 

Bank charges / 

Locker rent levied 
Subtract Add Add Subtract 

Wrong debit in 

Cash Book 
Subtract Add Add Subtract 

Wrong credit in 

Cash Book 
Add Subtract Subtract Add 

Wrong debit in 

Passbook 
Subtract Add Add Subtract 

Wrong credit in 

Passbook 
Add Subtract Subtract Add 

Undercasting of 

Dr. side in Cash 

Book 

Add Subtract Subtract Add 

Overcasting of Dr. 

side in Cash Book 
Subtract Add Add Subtract 



Cause of 

Difference 

Favourable 

Balance (Dr.) 

Cash Book 

Unfavourable 

Balance (Cr.) Cash 

Book 

Favourable 

Balance (Cr.) 

Passbook 

Unfavourable 

Balance (Dr.) 

Passbook 

Undercasting of 

Cr. side in Cash 

Book 

Subtract Add Add Subtract 

Overcasting of Cr. 

side in Cash Book 
Add Subtract Subtract Add 

Bills receivable 

collected by bank 
Add Subtract Subtract Add 

Interest on 

overdraft charged 
Subtract Add Add Subtract 

6. Adjusted Cash Book Method 

• Purpose: Preparing an Adjusted Cash Book at the end of the accounting or financial 

year ensures the true bank balance is reflected on the balance sheet. Adjusting 

during intermediate months is optional. 

• Procedure: Adjust the cash book balance before preparing the BRS by accounting for: 

1. All Cash Book Errors: Wrong amounts recorded, duplicate entries, and 

undercasting or overcasting of cash book balances. 

2. All Cash Book Omissions: Bank charges, interest debited by the bank, direct 

receipts/payments made by the bank, and dishonoured cheques/bills. 

• Subsequent Step: The adjusted cash book balance is then taken to the BRS to adjust 

only for remaining timing differences and passbook errors. 

 


