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When managing a company's finances, one of the critical tasks for ensuring
accurate accounting records is performing a bank reconciliation. For Egrane,
Inc., the monthly bank statement indicated an ending cash balance of $20,400.
However, this figure on the bank statement often does not exactly match the
company's ledger balance, due to timing differences, errors, or omissions.
The process of bank reconciliation aims to identify and reconcile these
differences, ensuring that the company's cash records accurately reflect its
actual cash position. This article explores the detailed process of
reconciling Egrane, Inc.'s bank statement, the common reasons for
discrepancies, and best practices to maintain accurate financial records.

Understanding the Importance of Bank
Reconciliation

What Is Bank Reconciliation?
Bank reconciliation is the process of comparing a company's internal cash
account records with the bank's records, typically via the bank statement, to
identify and explain any differences. This process ensures that both sets of
records are aligned and accurate.

Why Is It Essential?
- Detect and prevent fraud or unauthorized transactions.
- Identify errors in records, such as incorrect postings or omissions.
- Maintain accurate financial statements necessary for decision-making.
- Ensure compliance with accounting standards and audit requirements.
- Improve cash flow management by understanding available funds.

Initial Data Collection and Analysis



Gathering Necessary Documents
To start the reconciliation process for Egrane, Inc., gather:
- The latest bank statement ending date.
- The company's cash ledger or cash account register.
- Copies of canceled checks, deposit slips, and bank notices (if available).

Reviewing the Bank Statement
The bank statement provides:
- The ending balance of cash, which in this case is $20,400.
- Details of deposits, withdrawals, and service charges.
- Outstanding items such as checks not yet cleared or deposits in transit.

Reviewing the Company’s Cash Ledger
The company's cash ledger reflects:
- All recorded deposits and checks processed.
- Any bank fees or interest earned credited to the account.
- Adjustments made by the company for errors or omissions.

Reconciling the Bank Statement and Company
Records

Step-by-Step Reconciliation Process
The process involves several key steps:

Compare the balances: Start with the bank statement balance ($20,400)1.
and the ledger balance.

Identify outstanding checks: Checks issued by the company but not yet2.
cashed or cleared by the bank.

Identify deposits in transit: Deposits made by Egrane, Inc. that are3.
recorded in the ledger but not yet reflected in the bank statement.

Adjust for bank errors: Correct any discrepancies due to bank mistakes.4.

Adjust the company's ledger: For bank charges, interest income, or5.
errors found in the company's records.

Reconcile and adjust balances: Calculate the adjusted balances to ensure6.
both match.



Common Adjustments and Entries
Adjustments are necessary for items such as:

- Bank Service Charges: Fees charged by the bank that the company may not
have recorded yet.
- Interest Income: Interest earned on the account that needs recording.
- NSF Checks (Non-Sufficient Funds): Checks received and recorded but later
returned unpaid.
- Errors: Mistakes in recording deposits or checks either by the bank or the
company.

Sample Reconciliation for Egrane, Inc.

Suppose the following details are uncovered during reconciliation:

- The company's ledger shows a balance of $19,950.
- The bank statement shows an ending balance of $20,400.
- Outstanding checks totaling $1,200.
- Deposits in transit totaling $600.
- Bank charges of $25 not recorded in the company's ledger.
- Interest earned of $15 credited by the bank but not recorded.

Reconciliation Steps:

1. Start with the bank balance: $20,400
2. Subtract outstanding checks: $20,400 - $1,200 = $19,200
3. Add deposits in transit: $19,200 + $600 = $19,800
4. Adjust bank statement for bank charges and interest:

- Deduct bank charges: $19,800 - $25 = $19,775
- Add interest earned: $19,775 + $15 = $19,790

Adjusted bank balance: $19,790

5. Compare with ledger balance: $19,950

The ledger balance is higher by $160, which could be due to unrecorded checks
or deposits.

Next Steps:

- Investigate unrecorded checks or deposits.
- Make necessary journal entries to record bank charges and interest.
- Correct any errors in the ledger.

Adjusted ledger balance after adjustments should match the reconciled bank



balance of $19,790.

Journal Entries for Adjustments

To reflect the adjustments identified during reconciliation, Egrane, Inc.
would record journal entries such as:

- Bank service charges:

```
Bank Charges Expense $25
Cash $25
```

- Interest earned:

```
Cash $15
Interest Income $15
```

- Correction of errors if any identified in the ledger

Finalizing the Reconciliation

Once all adjustments are made, the final step involves:

- Confirming that the adjusted bank balance equals the adjusted ledger
balance.
- Documenting the reconciliation process for internal records and audits.
- Filing supporting documents such as bank statements, canceled checks, and
adjustment entries.

Best Practices for Effective Bank
Reconciliation

Regular Reconciliation Schedule
Perform bank reconciliations monthly to catch discrepancies early and
maintain accurate records.



Use of Accounting Software
Leverage accounting software to automate parts of the reconciliation,
reducing manual errors.

Maintain Complete Documentation
Keep copies of bank statements, canceled checks, deposit slips, and
reconciliation worksheets.

Training and Internal Controls
Ensure staff responsible for reconciliation are trained and follow
established procedures to prevent fraud and errors.

Conclusion

The bank reconciliation process is vital for maintaining accurate financial
records and ensuring the integrity of Egrane, Inc.'s cash management.
Starting with the bank statement showing an ending balance of $20,400, the
company must identify outstanding checks, deposits in transit, bank charges,
interest income, and potential errors. By systematically adjusting and
reconciling these differences, Egrane, Inc. can confirm its actual cash
position, prevent fraud, and produce reliable financial statements. Regular
reconciliation, proper documentation, and adherence to best practices are
essential components of sound financial management that safeguard the
company's assets and enhance overall financial health.

Frequently Asked Questions

What does the ending cash balance of $20,400 on
Egrane, Inc.'s bank statement indicate?
It indicates the amount of cash the company had in its bank account at the
end of the billing period, before reconciling with its books.

Why is bank reconciliation necessary for Egrane,
Inc. when the statement shows an ending balance of
$20,400?
Bank reconciliation is necessary to identify and correct discrepancies such
as outstanding checks, deposits in transit, or bank errors, ensuring the
company's records match the bank's statement.



What are common adjustments made during Egrane,
Inc.'s bank reconciliation process?
Common adjustments include recording deposits in transit, outstanding checks,
bank fees, and correcting errors in either the company's books or the bank
statement.

How can Egrane, Inc. verify the accuracy of its cash
records after the bank reconciliation?
By comparing the adjusted bank statement balance with the company's ledger
balance after accounting for all reconciling items to ensure they agree.

What impact does an unresolved discrepancy of
$20,400 have on Egrane, Inc.'s financial statements?
If unresolved, it can lead to inaccurate financial reporting, misinform
management decisions, and potentially affect audits or tax filings.

What steps should Egrane, Inc. take after
identifying the ending balance of $20,400 on the
bank statement during reconciliation?
The company should review all transactions for errors or omissions, record
any adjustments for outstanding items, and update its books to reflect the
correct cash balance.

Additional Resources
Egrane, Inc.'s Monthly Bank Statement Showed The Ending Balance Of Cash Of
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In the world of corporate finance, maintaining accurate and reliable cash
records is fundamental to sound management and financial integrity. For
Egrane, Inc., a growing enterprise navigating the complexities of cash
management, the monthly bank reconciliation process plays a crucial role in
ensuring that the company's internal records align with the bank's statement.
Recently, Egrane, Inc. received its monthly bank statement, which indicated
an ending cash balance of $20,400. This triggered the company's accounting
team to perform a detailed bank reconciliation—a vital step in verifying the
accuracy of their books, identifying discrepancies, and safeguarding against
errors or fraudulent activities. This article explores the intricacies of
Egrane, Inc.'s bank reconciliation process, shedding light on the procedures,
common adjustments, and significance of this financial practice.



Understanding the Bank Reconciliation Process

Bank reconciliation is a systematic process by which a company's internal
cash records are matched with the bank's statement to ensure consistency and
accuracy. It involves comparing the company's ledger entries—such as cash
receipts and payments—with the bank's recorded transactions, identifying
discrepancies, and making necessary adjustments. For Egrane, Inc., this
monthly exercise is not merely a routine task but a strategic activity that
provides insights into cash flow, detects errors, and prevents fraud.

The primary objectives of bank reconciliation include:

- Confirming the accuracy of the company's cash records.
- Identifying and explaining differences between the company's books and the
bank statement.
- Detecting potential fraudulent transactions or errors.
- Ensuring completeness of cash-related transactions.

Initial Step: Comparing the Ending Balances

The starting point in the reconciliation process is to compare the ending
balance as per the company's cash ledger with the ending balance shown on the
bank statement. In Egrane, Inc.'s case, the bank statement indicates an
ending balance of $20,400.

- Book balance: This is the cash balance recorded in Egrane, Inc.'s
accounting system.
- Bank balance: The balance reported by the bank after all transactions for
the period.

Initially, these two figures may differ due to timing differences or
unrecorded transactions. The reconciliation process aims to explain and
adjust for these differences, leading to a unified, accurate cash balance.

Identifying Common Discrepancies

Differences between the book and bank balances are common and can be caused
by several factors, including:

- Outstanding Checks: Checks issued by Egrane, Inc. that have not yet cleared
the bank.
- Deposits in Transit: Deposits made by the company that are not yet
reflected in the bank statement.
- Bank Errors: Mistakes made by the bank in recording transactions.
- Company Errors: Errors made by Egrane, Inc. in recording transactions in



their books.
- Bank Service Charges or Fees: Charges deducted by the bank that the company
has not yet recorded.
- NSF (Non-Sufficient Funds) Checks: Checks received by the company that were
returned unpaid by the bank.
- Interest Earned: Interest credited by the bank that the company has not yet
recorded.

Recognizing these common issues allows Egrane, Inc. to systematically adjust
their records to reflect the actual cash position accurately.

Adjusting the Company’s Cash Records

Once discrepancies are identified, the company makes adjustments to its
books. These adjustments are recorded through journal entries, which update
the company's financial records to match the bank's statement.

Examples of typical adjustments include:

- Recording bank service charges.
- Recognizing interest income earned but not yet recorded.
- Correcting errors in recording deposits or checks.
- Accounting for NSF checks received from customers.

Sample journal entries for Egrane, Inc.:

- To record bank service charges:
- Debit: Bank Charges Expense
- Credit: Cash

- To record interest earned:
- Debit: Cash
- Credit: Interest Income

- To correct an error in recording a check:
- If a check was recorded twice or incorrectly, the company would adjust
accordingly.

These adjustments ensure that the company's ledger reflects the true cash
position, facilitating accurate financial reporting.

Addressing Outstanding Checks and Deposits in
Transit

While adjustments to the company's books are straightforward, reconciling the
bank statement involves accounting for timing differences such as outstanding



checks and deposits in transit.

- Outstanding Checks: Checks issued but not yet cashed or cleared by the
bank. These reduce the bank balance but are not reflected in the bank
statement.
- Deposits in Transit: Deposits made by Egrane, Inc. that have not yet been
processed or cleared by the bank.

To reconcile, the company adjusts the bank balance:

Reconciliation formula:

Bank Balance (per statement)
+ Deposits in Transit
– Outstanding Checks
= Adjusted Bank Balance

This adjusted bank balance should match the company's adjusted book balance
after accounting for bank and book errors.

The Final Reconciliation and Confirmed Cash
Balance

After adjusting for all discrepancies, the goal is to arrive at a reconciled
cash balance that matches on both records. For Egrane, Inc., after performing
the necessary adjustments, the company confirms that the cash balance aligns
with the bank’s ending balance of $20,400.

This final step involves:

- Ensuring all bank adjustments are recorded in the company's books.
- Confirming that the adjusted bank and book balances are equal.
- Documenting the reconciliation process for audit purposes.

The completion of this process provides confidence that the company's cash
records are accurate and complete.

Significance of Timely and Accurate Bank
Reconciliation

For Egrane, Inc., regular bank reconciliation is more than a procedural task;
it is an essential control mechanism that supports financial health and
operational integrity.

Benefits include:



- Fraud Detection: Early identification of unauthorized transactions or
theft.
- Error Prevention: Catching recording mistakes before they impact financial
reports.
- Cash Flow Management: Accurate knowledge of available cash facilitates
better planning.
- Regulatory Compliance: Ensuring accurate financial statements for reporting
and audits.
- Internal Controls: Reinforcing the company's control environment over cash
handling.

Neglecting timely reconciliation can lead to misstatements, cash shortages,
or even legal issues, underscoring the importance of this routine.

Conclusion

The recent bank statement showing an ending balance of $20,400 prompted
Egrane, Inc. to undertake a meticulous reconciliation process, exemplifying
best practices in financial management. By systematically comparing their
internal books with the bank's records, identifying discrepancies, making
necessary adjustments, and documenting the process, the company ensures the
integrity of its cash records. This diligent approach not only supports
accurate financial reporting but also helps protect the company from
potential fraud and errors. As Egrane, Inc. continues its growth trajectory,
maintaining rigorous bank reconciliation procedures will remain a cornerstone
of its financial discipline and operational success.
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