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As per the Level 2 Apprenticeship, you will need to demonstrate that you have the 
necessary Level 2 Maths & English Skills.   

The list below shows the relevant skills that you will have demonstrated whilst 
studying for this unit. We have also shown which skills you are demonstrating on 
each example within the Integrated Workbook. 

For non-apprenticeship students, it is also useful to understand which Maths and 
English skills you are developing throughout this unit. 

MATHS 

Level 2 Using numbers and the number system – whole number, fractions, 
decimals and percentages 

M1 Read, write, order and compare positive and negative numbers of any 
size 

M2 Carry out calculations with numbers up to one million including 
strategies to check answers to include estimation and approximation 

 

Level 2 Measure, shape and space 

M13 Calculate amounts of money, compound interest, percentage increases, 
decreases and discounts including tax and simple budgeting 

 
  

Principles of 
Bookkeeping Controls 
L2 Maths and English Skills 
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Level 2 M30: Solving mathematical problems and decision making 

Students at Level 2 are expected to be able to: 

• Read, understand, and use mathematical information and mathematical terms 

• Address individual problems as described above 

• Use knowledge and understanding to a required level of accuracy 

• Identify suitable operations and calculations to generate results 

• Analyse and interpret answers in the context of the original problem 

• Check and sense and reasonableness of answers; and 

• Present and explain results clearly and accurately demonstrating reasoning to 
support the process and show consistency with the evidence presented. 

The context of individual problems at this level will require interpretation and 
analysis in order for the student to be able independently to identify and carry out 
an appropriate mathematical process of processes. 
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ENGLISH 

Level 2 Speaking, Listening and Communicating 

Scope of study:  Includes extended narratives and information (information may 
be on technical, concrete or abstract topics), discussions, detailed explanations 
and presentations, all of varying lengths. 

E1 Identify relevant information from extended explanations or 
presentations 

E2 Follow narratives and lines of argument 

E3 Respond effectively to detailed or extended questions and feedback 

E5 Communicate information, ideas and opinions clearly and effectively, 
providing further detail and development if required 

E7 Use language that is effective, accurate and appropriate to context and 
situation 

 

Writing composition 

E23 Communicate information, ideas and opinions clearly, coherently and 
effectively 

E24 Write text of an appropriate level of detail and of appropriate length 
(including where this is specified) to meet the needs of purpose and 
audience 
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Each example in your IWB will clearly highlight which skills you will be developing.  
Here is an example: 
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By the end of this session you should be able to:  

 understand the basic principles of accounting including the accounting equation 

 account for transactions and balance off ledger accounts 

 prepare an initial trial balance and understand the purpose of an adjusted trial 
balance 

and answer questions relating to these areas 
  

Chapter 1 
Double-entry bookkeeping 

Outcome 

Knowledge, Skills and Behaviours: 

Knowledge: Understanding your organisation, accounting systems and 
processes, basic accounting & business awareness 

Skills: Analysis & problem solving 

Behaviours: Ethics and integrity, personal accountability productivity 
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Overview 

Basic principles of 
accounting 

Double entry 
bookkeeping 

Ledger 
accounting 

The trial balance Balancing a ledger 
account 
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1.1 The basic concepts 

This chapter introduces the basic concepts and rules of bookkeeping: 

 

 

                  

Dual effect 

Every transaction has two financial effects. 

For example, you buy a new printer for £500 cash. 

You now have a new printer, which is an asset. But your cash has decreased by 
£500. 

 

Dual effect principle 

Accounting 
equation 

Separate 
entity principle 

Principles of double-entry bookkeeping 
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Separate entity 

This states that the owner of the business is, for accounting purposes (not 
necessarily legal purposes), a completely separate entity from the business itself.  

 
  

Example 1 [M13, E2, E3, E5, E7, E23, E24]  
1 Ju started the business by putting £25,000 into a business bank account. 

What is the dual effect? 

The business has £25,000 more cash – asset (cash) increases 

The business owes £25,000 back to the owner – liability (capital) 
increases 

2 Ju withdraws £200 for personal use. 

What is the dual effect? 

The business has £200 less cash – asset (cash) decreases 

The business has repaid some of Ju’s investment – drawings increase 

3 Ju's business buys a motor vehicle for £10,000 paying via bank transfer.  

What is the dual effect? 

The business has a motor vehicle for £10,000 – asset (nca-vehicles) 
increases 

The business has £10,000 less cash – asset (cash) decreases 

4 Ju's business orders a computer from a credit supplier for £500. 

What is the dual effect? 

The business has a computer for £500 – asset (nca-computer) increases 

The business owes the supplier £500 – liability (payables) increases 
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The accounting equation 

At its simplest, the accounting equation simply says that: 

Assets = Liabilities 

The owner’s capital is treated as a special form of liability as the money is owed back 
to the owner. If we include this, the accounting equation is now: 

Assets = Liabilities + Capital 

This can be re-stated as: 

Assets – Liabilities = Capital 

Any profit the business makes will increase what is owed back to the owner and any 
drawings taken will reduce it. Therefore, we can re-write the equation as: 

Assets – Liabilities = Capital + Profit* – Drawings 

*NB: A loss would be subtracted from the capital 

 
The statement of financial position is based on the accounting equation. 

Refer to study text chapter 1, section 2 for the ‘overview of the 
accounting system’. 

 

Foundation: TYU 1 and TYU 2 

Core: TYU 3 
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2.1 The format of a ledger account 
In practice, it is far too time consuming to write up the accounting 
equation each time that the business undertakes a transaction. In 
addition, management may want to keep a track on the separate forms of 
income, expenses, assets and liabilities, therefore ledger accounts are 
used. 

 

 

 

 

 

 

Title of account 

Date Details Amount 
£ Date Details Amount 

£ 
 
 
 
 
 

 

 

  

 

 

 

 

 

We post entries to the debit or credit sides dependent on whether they are 
increases or decreases to an account. 

 

 

Ledger accounting 

The date 
columns contain 
the date of the 

transaction 

The title of the 
account is a name 

that reflects the 
nature of the 
transaction 

The details columns 
contain the title of the 

other account(s) that hold 
the opposite side of the 
dual effect i.e. opposite 

account affected 

The LEFT hand 
side is called the 
DEBIT side (DR) 

The amount columns 
contain the value of 

the transaction 

The RIGHT hand side is 
called the CREDIT side 

(CR) 
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2.2 The rules of double-entry bookkeeping 

 
Ledger account 

A debit entry represents: 
 
An increase to an asset 
A decrease to a liability 
An increase to an item of expense 
A decrease to an item of income 

A credit entry represents: 
 
An increase to a liability 
A decrease to an asset 
An increase to an item of income 
A decrease to an item of expense 

For increases to the ledger accounts, we can remember this as the 
mnemonic ‘DEAD CLIC’ 

Ledger account 
DRs increase: 
 
Expenses 
 
Assets 
 
Drawings 

CRs increase 
 
Liabilities 
 
Income 
 
Capital 

Wherever the bank is concerned: 

Money paid into the bank account is a debit to the bank ledger account; money paid 
out of the bank account is a credit to the bank ledger account. 

Refer to study text chapter 1, sections 4 and 5 for ‘accounting for cash 
transactions’ and ‘accounting for credit transactions’.  
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Example 2 [M13, E2, E3, E5, E7, E23, E24]  
1 You win £10,000 and use it to create a retail business (called Bella Home 

Furnishings) selling decorative accessories for the home. 

Dr Business bank account £10,000 (increase asset) 

Cr Capital £10,000 (increase capital) 

2 Bella Home Furnishings buys 500 wicker hearts and paid by debit card. 
The cost of each heart is £5. 

Dr Purchases £2,500 (increase expense) 

Cr Business bank account £2,500 (decrease asset) 

3 Bella Home Furnishings buys inventory of 200 sparkle photo frames on 
credit. Each sparkle photo frame costs £10. 

Dr Purchases £2,000 (increase expense) 

Cr Trade payables £2,000 (increase liability) 
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4 Bella Home Furnishings buys a delivery van for £1,000 and paid by bank 
transfer. 

Dr Non-current asset – van £1,000 (increase asset) 

Cr Business bank account £1,000 (decrease asset) 

5 Bella Home Furnishings sells 200 sparkle photo frames for £15 cash 
each. 

Dr Business bank account £3,000 (increase asset) 

Cr Sales £3,000 (increase income) 

6 Bella Home Furnishings sells 400 wicker hearts to Italia Style for £12.50 
each on credit. 

Dr Trade receivables £5,000 (increase asset) 

Cr Sales £5,000 (increase income) 

7 Bella Home Furnishings received and paid a gas bill for £500. 

Dr Gas £500 (increase expense) 

Cr Business bank account £500 (decrease asset) 

8 Bella Home Furnishings is loaned £2,000 cash by a close friend. The 
close friend expects it to be repaid in two years’ time. 

Dr Business bank account £2,000 (increase asset) 

Cr Loan £2,000 (increase liability) 
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9 Bella Home Furnishings pays £1,500 cash towards the £2,000 owed to 
the supplier. 

Dr Trade payables £1,500 (decrease liability) 

Cr Business bank account £1,500 (decrease asset) 

10 Bella Home Furnishings’ receivable sends a bank payment for £3,000. 

Dr Business bank account £3,000 (increase asset) 

Cr Trade receivables £3,000 (decrease asset) 

11 You withdraw £750 from the business 

Dr Drawings £750 (increase drawings) 

Cr Business bank account £750 (decrease asset) 
 

Business bank account 
Date Detail £ Date Detail £ 
 (1) capital 10,000  (2) purchases 2,500 
 (5) sales 3,000  (4) van 1,000 
 (8) loan 2,000  (7) gas 500 
 (10) receivable 3,000  (9) payable 1,500 
    (11) drawings 750 
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Capital 
Date Detail £ Date Detail £ 
    (1) bank 10,000 
      
      
      

 

Purchases 
Date Detail £ Date Detail £ 
 (2) bank 2,500    
 (3) trade payables 2,000    
      
      
      

 

Trade payables 
Date Detail £ Date Detail £ 
 (9) bank 1,500  (3) purchases 2,000 
      
      
      

 

Non-current asset – van 
Date Detail £ Date Detail £ 
 (4) bank 1,000    
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Sales 
Date Detail  Date Detail £ 
    (5) bank 3,000 
    (6) trade 

receivables 
5,000 

      
      

 

Trade receivables 
Date Detail £ Date Detail £ 
 (6) sales 5,000  (10) bank 3,000 
      
      
      
      

 

Gas 
Date Detail £ Date Detail £ 
 (7) bank 500    
      
      
      

 

 

Loan 
Date Detail £ Date Detail £ 
    (8) bank 2,000 
      
      
      

 

Drawings 
Date Detail £ Date Detail £ 
 (11) bank 750    
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2.3 Opening balances 

The balance at the start of a period is known as an opening balance. 

A task in the assessment may involve journal entries to create opening balances. 
This can be expressed in the assessment either as a journal, or by entering the 
amount directly onto the ledger account.  The key to this will be to identify whether 
the opening balance should be shown as a debit or a credit.  

In order to determine whether an opening balance on a ledger account is a debit or a 
credit we need to understand the general rules for debit and credit balances. The 
mnemonic DEAD/CLIC will help you determine if an entry should be made on the 
debit side or on the credit side of a ledger account. 

Foundation: TYU 4 

 

2.4 Journals 

A journal entry is a written instruction to the bookkeeper to enter a double-entry into 
the general ledger accounts.   

A journal can simply be the debit and credit that are required, but sometimes can 
include a description underneath to explain the journal. 
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3.1 Procedure for balancing a ledger account 

 

 

Step 1 Total both the debit and the credit side of the ledger account and make 
a note of each total. 

Step 2  Insert the higher of the two totals as the total on both sides of the ledger 
account leaving a line beneath the final entry on each side of the 
account. 

Step 3  On the side with the smaller total insert the figure needed to make this 
column add up to the total. Refer to this figure as the ‘balance carried 
down’ (or ‘Bal c/d’ as an abbreviation). 

Step 4  On the opposite side of the ledger account, below the total insert this 
same figure and refer to it as the ‘balance brought down’ (or ‘Bal b/d’ as 
an abbreviation). 

The balance brought down is the balance that is transferred to the trial 
balance. These balances appear in the trial balance on the same side 
as the balances are brought down on.  

 

Core: TYU 5 and TYU 6 

 

 
  

Balancing a ledger account 
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Example 3 [M2, E2, E3]  

You are now required to balance off the ledger accounts for Bella Home 
Furnishings. Once these ledger accounts have been balance you will then 
need to prepare an initial trial balance.  

Business bank account 
Date Detail £ Date Detail £ 
 (1) capital 10,000  (2) purchases 2,500 
 (5) sales 3,000  (4) van 1,000 
 (8) loan 2,000  (7) gas 500 
 (10) receivable 3,000  (9) payable 1,500 
    (11) drawings 750 
    Bal c/d 11,750 
  18,000   18,000 
 Bal b/d 11,750    
 

Capital 
Date Detail £ Date Detail £ 
    (1) bank 10,000 
 Bal c/d 10,000    
  10,000   10,000 
    Bal b/d 10,000 
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Purchases 
Date Detail £ Date Detail £ 
 (2) bank 2,500    
 (3) Payables 2,000    
    Bal c/d 4,500 
  4,500   4,500 
 Bal b/d 4,500    

 

Trade payables 
Date Detail £ Date Detail £ 
 (9) bank 1,500  (3) purchases 2,000 
 Bal c/d 500    
  2,000   2,000 
    Bal b/d 500 

 

Non-current asset – van 
Date Detail £ Date Detail £ 
 (4) bank 1,000    
    Bal c/d 1,000 
  1,000   1,000 
 Bal b/d 1,000    

 

Sales 
Date Detail £ Date Detail £ 
    (5) bank 3,000 
    (6) receivable 5,000 
 Bal c/d 8,000    
  8,000   8,000 
    Bal b/d 8,000 



Double-entry bookkeeping : Chapter 1 

 

21 

 

 
  

Trade receivables 
Date Detail £ Date Detail £ 
 (6) sales 5,000  (10) bank 3,000 
    Bal c/d 2,000 
  5,000   5,000 
 Bal b/d 2,000    

 

Gas 
Date Detail £ Date Detail £ 
 (7) bank 500    
    Bal c/d 500 
  500   500 
 Bal b/d 500    

 

Loan 
Date Detail £ Date Detail £ 
    (8) bank 2,000 
 Bal c/d 2,000    
  2,000   2,000 
    Bal b/d 2,000 

 

Drawings 
Date Detail £ Date Detail £ 
 (11) bank 750    
    Bal c/d 750 
  750   750 
 Bal b/d 750    
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4.1 The purpose of a trial balance 

The trial balance is a list showing the balance brought down on each ledger account. 
It is a check point to ensure that every debit has an equal and opposite credit entry 
and therefore the totals of the trial balance columns should balance. However, it does 
not confirm that the account you have debited/credited is correct.  

 

From the trial balance, a statement of profit or loss and a statement of 
financial position can be produced.  

 

 

Example 4 [M2, E2, E3]  
You are now required to prepare an initial trial balance for Bella Home 
Furnishings.  

Trial balance for Bella Home Furnishings 

 Dr Cr 
 £ £ 
Business bank account 11,750  
Capital  10,000 
Purchases 4,500  
Trade payables  500 
Van 1,000  
Sales  8,000 
Trade receivables 2,000  
Gas 500  
Loan  2,000 
Drawings 750  
Totals 20,500 20,500 

The trial balance 
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4.2 The adjusted trial balance 

An adjusted trial balance is prepared to show updated balances after any adjusting 
entries have been made. It is prepared by creating a number of journal entries, 
designed to account for any transactions that have not yet been completed.  

These transactions may include for example, payroll expenses, prepayments or 
accruals, depreciation expense or the correction of errors. Some of these we will be 
covering later in Principles of Bookkeeping Controls, others will be covered later in 
your studies.  

Foundation: TYU 7, TYU 8 and TYU 9 

Extension: TYU 10, TYU 11 and TYU 12 
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Summary 

Basic principles of 
accounting 

  dual effect 
  separate entity 
  accounting equation 

Double-entry 
bookkeeping 

Ledger accounting 
  Debits increase:  
  Expenses 
  Assets 
  Drawings 

  Credits increase:  
  Liabilities 
  Income 
  Capital 

The trial balance 
  list of all general ledger 

account balances 
  the total of the debit and 

credit columns must 
balance to show that the 
basic principles of double 
entry bookkeeping have 
been applied. 

Balancing a ledger account 
  total each side, inserting highest 

amount to the bottom of both sides 
  on the lower side insert the balancing 

figure as balancing figure as ‘balance 
carried down’ 

  on the opposite side below the total, 
insert that same balancing figure as 
‘balance brought forward’. 



Double-entry bookkeeping : Chapter 1 

 

25 

 

 

We recommend the following additional questions for the topics covered in this 
chapter: 

Study Text (for teaching throughout the chapter and additional learning) 

 Double entry bookkeeping (Chapter 1): TYU 1 – 12  

Practice Questions (for teaching throughout the chapter and additional learning) 

 Double entry bookkeeping 

 
  

Additional tutor resources 
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By the end of this session you should be able to:  

 record entries into the receivables ledger control account, payables ledger 
control account and VAT control account, identifying whether the balance 
represents a liability or an asset 

 perform reconciliations between the control accounts and the subsidiary ledgers 

and answer questions relating to these areas. 

 

 

 

 

 

 

 
  

Chapter 2 
Control accounts and reconciliations 

Outcome 

Knowledge, Skills and Behaviours: 

Knowledge: Understanding your organisation, accounting systems and 
processes, basic accounting & business awareness 

Skills: Attention to detail & personal effectiveness 

Behaviours: Personal development 
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Control accounts are likely to feature in one or more tasks in the 
assessment. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
  

Overview 

Receivables ledger 
control account 
reconciliations 

Control accounts and 
reconciliations 

VAT control account 

Payables ledger control 
account reconciliations 
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1.1 Receivable and payable accounts in the general and subsidiary ledgers 

Receivables ledger control account (RLCA):  

records the total amount owed by trade receivables. 

Payables ledger control account (PLCA): 

records the total amount owed to trade payables.  

Subsidiary ledger (memorandum account):  

may be referred to as the receivables (sales) ledger or the payables 
(purchases) ledger. These ledgers do not form part of the double entry 
system, they are merely for keeping track of what individual receivable and 
payables owe or are owed. The entries from the day books that are posted 
in total to the general ledger must also be recognised individually in the 
subsidiary ledger. 

 

 

 

 

 

 

 

 

 

 

 

 

Recording credit sales and purchases 
in the general and subsidiary ledgers 
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1.2 Receivables ledger control account (RLCA) 

To increase the balance on the RLCA it has to be debited (increase an 
asset) – this shows us that the amounts owed by receivables are 
increasing. 

To decrease the balance on the RLCA it has to be credited (decrease an 
asset) – this shows us that the amounts owed by receivables are 
decreasing.  

The standard entries in a receivables ledger control account are: 

Receivables ledger control account 
 £  £ 

Balance b/d  x Returns per sales returns day book x 
Sales per sales day book x Cash from receivables x 
  Discounts allowed x 
  Irrecoverable debt written off x 
  Contra entry x 
  Balance c/d x 
 ––  –– 
 x  x 
 ––  –– 
Balance b/d x   
 

1.3 Irrecoverable debts 

A debt or receivables balance which is highly unlikely to be received is known as an 
irrecoverable debt.  It is not prudent for the business to recognise this debt as an 
asset and therefore the debt is written off, or removed from the ledger. 

Reasons for irrecoverable debts 

 Customer in liquidation 

 Customer having difficulty paying 

 Customer disputes all/part of debt. 
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How do we account for irrecoverable debts – if not considering VAT? 

Dr Irrecoverable debt expense 

Cr RLCA (and subsidiary receivables ledger) 

How do we account for irrecoverable debts – if considering VAT? 

If the debt is more than 6 months overdue the VAT originally paid to HMRC may be 
reclaimed. 

Dr Irrecoverable debt expense (net amount) 

Dr VAT 

Cr RLCA (and subsidiary receivables ledger)(gross amount) 

 

 

 
  

Example 1 [M13, E2, E3, E5, E7, E23, E24]  
Simpson and King, a credit customer of Cars R Us, has ceased trading. The 
amount owing in the account is an 8 month old debt of £720 inclusive of VAT at 
20%.  

What journal is required to record the irrecoverable debt? 

Dr Irrecoverable debt expense £600 

Dr VAT £120 

Cr RLCA (and subsidiary receivables ledger) £720 
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1.4 Contra entries 

If we sell to another business and also buy from that business, then it is likely that 
business will be both a receivable and a payable within our ledgers. 

If this is the case then there will be money owed to the business and money owing 
from it. Subject to both businesses agreeing, these amounts can be netted off 
against each other to show the net amount receivable or payable.  

The amount netted off will be the lower of the figures owed by either party.  

For a contra entry, we always reduce both payables and receivables.  

 

 

The double entry for this is always: 

Dr PLCA (and subsidiary payables ledger) 

Cr RLCA (and subsidiary receivables ledger) 

This has the effect of reducing the liability due to the payable and reducing the debt 
due from the receivable. 
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1.5 Payables ledger control account (PLCA) 

To increase the balance on the PLCA it has to be credited (increase a 
liability). 

To decrease the balance on the PLCA it has to be debited (decrease a 
liability).  

The standard entries in the payables ledger control account are: 

Payables ledger control account 
 £  £ 
Cash paid x Balance b/d x 
Discount received x Purchases per purchases day book x 
Purchase returns x   
Contra entry x   
Balance c/d x   
 ––  –– 
 x  x 
 ––  –– 
  Balance b/d x 

If the total of the balances on the subsidiary ledgers do not equal the 
balance on the control account, then an error has been made. 
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2.1 The purpose of a control account reconciliation 

 Comparing the control account balance with the total of the subsidiary ledger 
accounts is a form of internal control.  

 Ensuring that the total on the control account agrees with the total of the 
subsidiary accounts is referred to as a CONTROL ACCOUNT 
RECONCILIATION. 

 If the total of the balances on the subsidiary ledgers do not equal the balance 
on the control account, then an error has been made in either the general or the 
subsidiary ledger. 

 Reconciliations should be performed regularly so that any discrepancies are 
highlighted and investigated in a timely manner. Failure to do this could lead to 
potential fraud or errors going unnoticed. 

Errors can occur due to the following: 

 Casting errors in a day book, which will only affect the control account. 

 Invoices recorded incorrectly in a day book, which will affect both the control 
account and the subsidiary ledger. 

 Casting errors in the subsidiary ledger either within an individual account or 
when listing the subsidiary ledger balances. 

 Posting individual entries twice, affecting the subsidiary ledger. 

 Omitted items, showing an incorrect balance for either the control account or 
subsidiary ledger. 

 Transactions recorded in the control account, but omitted from the subsidiary 
ledger. 

 Transactions recorded in the subsidiary ledger, but omitted from the control 
account. 

 
  

Control account reconciliations 
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2.2 Performing a control account reconciliation 

To ensure that the postings have been recorded correctly in both the general and 
subsidiary ledger, you need to reconcile them on a regular basis. 

Step 1 

Balance the control account in the general ledger 

Step 2 

Balance the individual accounts in the subsidiary ledger 

Step 3 

List the subsidiary account names and balances 

Step 4 

Compare the balance on the control account to the total of the subsidiary accounts 
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2.3 Receivables ledger control account reconciliation 
 

 

Example 2 [M13, E2, E3, E5, E7, E23, E24]  
The balance on the receivables ledger control account for a business at 31 
March 20X9 is £14,378.37. The total of the list of subsidiary ledger balances for 
receivables is £13,935.37. 

The difference has been investigated and the following errors identified: 

1 The sales day book was overcast by £1,000. 

2 A credit note for £150 was entered into the individual receivable's account 
as an invoice. 

3 Discounts allowed of £143 were correctly accounted for in the subsidiary 
ledger but were not entered into the general ledger accounts. 

4 A credit balance on one receivable’s account of £200 was mistakenly listed 
as a debit balance when totalling the individual receivable accounts in the 
subsidiary ledger. 

Correct any errors in the receivables ledger control account and prepare the 
reconciliation between the balance on the control account and the total of the 
individual balances on the subsidiary ledger accounts. 

Step 1 

Open up a RLCA and amend this for any errors that have been made. 

Item 1 will mean that the total debited to the control account was too high by 
£1,000, so this needs to be credited. 

Item 3 means that discount allowed of £143 has been omitted from the control, 
so this also needs to be credited. 
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The adjusted RLCA can be seen below. 
Receivables ledger control account 

 £  £ 
Balance b/d 14,378.37 SDB overcast (1) 1,000.00 
  Discounts allowed (3) 143.00 
  Amended balance c/d 13,235.37 
 ––––––––  –––––––– 
 14,378.37  14,378.37 
 ––––––––  –––––––– 
Amended balance b/d 13,235.37   

Step 2 

Draw up the list of balances on the subsidiary ledger, and amend this for any 
errors. 

In this example, the first thing to be done will be to copy in the opening balance 
of £13,935.37. 

From the list of errors, there are 2 that will affect the list of balances on the 
subsidiary ledger. 

Item 2 will mean that the list of balances on the subsidiary ledger is overstated 
by £300 due to the credit note of £150 being incorrectly added rather than 
deducted.  

Therefore £300 must be deducted from the list of balances. 

Item 4 will also mean that the list of balances on the subsidiary ledger is 
overstated, as the incorrect recording of a credit as a debit would have led to the 
balances being overstated by £400.  

Therefore £400 must be deducted from the list of balances.  

 £ 
Original total 13,935.37 
Less: Credit note entered as invoice (2) (2 × 150) (300.00) 
 Credit balance entered as debit balance (4) (2 × 200) (400.00) 
  –––––––– 
  13,235.37 
  –––––––– 

From here, it can be seen that the revised RLCA balance of £13,235.37 agrees 
to the revised list of balances on the subsidiary ledger, and therefore the 
reconciliation has been performed accurately. 
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Example 3 [E1 E2, E3]  
Which of the following errors would cause a difference between the balance on 
the receivables ledger control account and the receivables ledger? 

Details Difference? 
The total column of the sales day book was overcast by £100 Yes 
An invoice for £76 was recorded in the sales day book as £67 No 
The wrong customer’s account was debited with £200 No 
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Example 4 [M13, E2, E3, E5, E7, E23, E24]  
(a) Show whether each entry will be a debit or credit in the receivables ledger 

control account in the general ledger at 30 June. 

Details Amount 
£ 

Debit 
 

Credit 
 

Receivables at 1 June 96,000   
Goods sold on credit 24,830   
Receipts from credit customers 45,026   
Discount allowed 930   
Sales returns from credit customers 640   

(b) What will be the balance brought down on 1 July on the above account? 

 The balance brought down on 1 July will be £74,234, as shown below. 

Receivables ledger control account 
 £  £ 
Balance b/d 96,000 Cash received 45,026 
Credit sales 24,830 Discount allowed 930 
  Sales returns 640 
  Balance c/d 74,234 
 ––––––  –––––– 
 120,830  120,830 
 ––––––  –––––– 
Balance b/d 74,234   
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Foundation: TYU 1 

Core: TYU 2 

Extension: TYU 3 and TYU 4 
  

The following debit balances were in the subsidiary receivables ledger on 1 July. 

 £ 
ATD Ltd 42,600 
ARD Ltd 10,752 
CC Ltd 10,984 
SI Ltd 9,258 

(c) Reconcile the balances shown above with the receivables ledger control 
account balance you have calculated in part (a). 

 £ 
Receivables ledger control account balance as at 30 June 74,234 
Total of subsidiary receivables ledger accounts as at 30 June  73,594 
 –––––– 
Difference 640 
 –––––– 

(d) What may have caused the difference you calculated in part (c)? 

The difference may have been caused by the sales returns being included in the 
subsidiary accounts twice in error. 
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2.4 Payables ledger control account reconciliation 

 
 

Example 5 [M13, E2, E3, E5, E7, E23, E24]  
The balance on the payables ledger control account for a business at 30 June 
20X9 was £12,159. The total of the balances on the individual payables’ 
accounts in the subsidiary ledger was £19,200. 

The following errors were also discovered: 

1 The cash payments book had been undercast by £70 

2 An invoice from Thomas Ltd, a credit supplier, for £2,400 was correctly 
entered in the subsidiary ledger but had been missed out of the addition of 
the total in the purchases day book 

3 An invoice from Fred Singleton for £2,000 plus VAT (20%) was included in 
his individual account in the subsidiary ledger at the net amount 

4 An invoice from Horace Shades for £6,000 was entered into the individual 
account in the subsidiary ledger twice 

5 The same invoice for £6,000 should have VAT added at 20% but the VAT 
had not been included in the subsidiary ledger 

6 Returns to Horace Shades of £311 had been omitted from the subsidiary 
ledger. 

You are required to correct any errors in the payables ledger control 
account and prepare the reconciliation between the balance on the control 
account with the total of the individual balances on the subsidiary ledger 
accounts at 30 June 20X9. 
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Step 1 

Open up a payables ledger control account, and amend this for any errors that 
have been made. 

In this example, the first thing to be done will be to copy in the opening balance 
of £12,159. 

From the list of errors, there are two that will affect the control account.  

Item 1 will mean that the control account is overstated by £70 due to the cash 
payments book being undercast. Therefore a debit is needed to the PLCA to 
correct this. 

Item 2 will mean that the control account is understated, as an invoice has been 
omitted. Therefore, a credit is needed to the PLCA to correct this. 

The adjusted PLCA can be seen below: 

Payables ledger control account 
 £  £ 
Undercast of CPB (1) 70 Balance b/d 12,159 
  Invoice omitted (2)  2,400 
Amended balance c/d 14,489   
 ––––––  –––––– 
 14,559  14,559 
 ––––––  –––––– 
  Amended balance b/d 14,489 
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Step 2 

Draw up the list of balances on the subsidiary ledger and amend this for any 
errors. In this example the first thing to be done will be to copy in the opening 
balance of £19,200. 

There are four errors that will affect the list of balances on the subsidiary ledger. 

Item 3 will mean that the list of balances on the subsidiary ledger is understated 
by £400 (£2,000 × 20%), as Fred will be owed the gross amount, not the net 
amount. Therefore £400 must be added to the list of balances.  

Item 4 will mean that the list of balances on the subsidiary ledger is overstated, 
as £6,000 has been added to the subsidiary ledger twice. Therefore £6,000 must 
be deducted from the list of balances. 

Item 5 is the same as item 3. The list of balances will be understated, as the 
gross amount will be owed, not the net amount. Therefore the VAT of £1,200 
(£6,000 × 20%) should be added to the list of balances. 

Item 6 means the list of balances is overstated, as the returns have not been 
recorded. Therefore £311 must be deducted from the list of balances. 

 £ 
Original total 19,200 
Add: Fred Singleton VAT (3) 400 
Less: Credit balance entered twice (4) (6,000) 
Add: Horace Shades VAT (5) 1,200 
Less: Horace Shades returns (6) (311) 
  –––––– 
  14,489 
  –––––– 

From here, it can be seen that the revised PLCA balance of £14,489 agrees to 
the revised list of balances on the subsidiary ledger, and therefore the 
reconciliation has been performed accurately. 
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Example 6 [M13, E2, E3, E5, E7, E23, E24]  
Slaven maintains a payables ledger control account (PLCA) as part of its double 
entry records. 

The balance on the payables ledger control account is £15,654 and the total list 
of individual supplier balances (LIST) amounted to £14,416. 

The following errors were discovered: 

1 A purchases invoice amounting to £586 was not recorded in the purchases 
day book. 

2 Debit balances totalling £460 were omitted from the list of balances. 

3 A contra entry of £1,698 was not recorded in the payables ledger control 
account but was recorded in the individual supplier’s balances.  

Reconcile the list of balances with the payables ledger control account. 

Payables ledger control account 

Date Detail £ Date Detail £ 
 Contra omitted (3) 1,698  Balance b/d 15,654 
    Invoice omitted (1) 586 
 Revised balance c/d 14,542    
  16,240   16,240 

List of supplier balances 

 £ 
Balance per individual supplier accounts 14,416 
Omission of invoice (1) 586 
Omission of debit balances (2) (460) 
  
  
  
Revised balance c/d 14,542 
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Foundation: TYU 5 and TYU 6 

Core: TYU 7 and TYU 8 
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3.1 VAT 

Value added tax (VAT) is charged on the taxable supply of goods and 
services by a taxable person in the course of a business carried on by 
them. VAT is an indirect tax borne (suffered) by the ultimate consumer.   

In the UK, VAT is administered by HM Revenue & Customs (HMRC) 
which we may refer to as the tax authorities.  

 

VAT is charged on sales (output tax) by the seller, and recovered on purchases 
(input tax) by the purchaser. 

Businesses that are VAT registered must add VAT to their sales price and collect the 
VAT from their customers on behalf of the tax authorities.  

The VAT collected from customers is then owed to the tax authorities (HMRC) and 
must be shown as a liability within the accounts until the liability is paid. 

When VAT is charged on invoices for purchases and expenses a business pays the 
full amount including VAT to the supplier. If the business is VAT registered the VAT 
that has been paid can be reclaimed from the tax authorities. This reduces the VAT 
liability within the VAT control account.  

Where there is a requirement to round VAT, this should be done 
according to mathematical rounding rules. 

 

 
  

VAT control account 
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If output tax exceeds input tax, the business has a VAT liability of the excess to be 
paid to the tax authorities. This would be represented by a balance brought down on 
the credit side of the VAT control account.  

If input tax exceeds output tax, the business has a VAT asset of the excess to be 
received from the tax authorities. This would be represented by a balance brought 
down on the debit side of the VAT control account.  

3.2 Understanding and calculating the VAT figures 

The standard rate of VAT in the UK is currently 20%.  We can use a cost 
structure to calculate VAT, net and gross amounts. 

 

Let’s review how the figures work: 

Cost structure: Net plus VAT equals gross, so 

 Net 100% 

+ VAT VAT % (VAT% may vary, but currently 20% in UK) 

 ––––– ––––– 

= Gross 100% + VAT% 

 

 

With a VAT rate at 20%, the cost structure is as follows: 

 Net 100% 

+ VAT 20% 

 ––––– ––––– 

= Gross 120% 

How to calculate unknown amounts using the cost structure 

 % for what you want to know 
The amount known × ————————————— 
 % for what you know 

Illustration  
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VAT from Net 

We want to find out the VAT from a net amount of £120,000. 

Using the equation above, the amount we know is the net amount of £120,000, the 
percentage for what we want to know is 20% (i.e. the VAT), and the percentage for 
what we know is the net percentage which is 100%.  

£120,000 × 20
100  = £24,000 

Or more simply in this case we could multiply the net value by the VAT%, so  
£120,000 × 20% = £24,000. 

VAT from Gross 

We want to find out the VAT from a gross amount of £288,000. 

Using the same equation, the amount we know is the gross amount of £288,000, the 
percentage for what we want to know is 20% (i.e. the VAT) and the percentage for 
what we know is the gross percentage which is 120% (the net 100% + VAT rate 
20%) 

£288,000 × 20
120  = £48,000 
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3.3 VAT control account 

As seen in Introduction to Bookkeeping, as sales, sales returns, 
purchases, purchases returns, discounts allowed and discounts received 
are entered into ledger accounts, the VAT is also calculated and 
accounted for.  

You may be given extracts from the day books and asked to enter the 
relevant figures into the VAT control account. 

You may be asked to list the entries required to the control account indicating 
whether they would be on the debit or credit side of the VAT control account.  

You may be asked to verify the balance and state whether it is owed to HMRC or a 
refund is due from HMRC. 

VAT control account 
 £  £ 
VAT on credit purchases x VAT on credit sales x 
VAT on cash purchases x VAT on cash sales x 
VAT on sales returns x VAT on purchases returns x 
VAT on irrecoverable debts w/o x VAT on discounts received x 
VAT on discounts allowed x   
Balance c/d x   
 ––  –– 
 x  x 
 ––  –– 
  Balance b/d x 

The illustration above has shown us the VAT control account assuming that the 
balance brought down is on the credit side and therefore a liability.  

Although it is less likely, you may also encounter a VAT control account where the 
balance brought down is on the debit side and therefore an asset, meaning a refund 
is due to the business from the tax authorities.  

We must be aware of how to account for the payment of the VAT balance to the tax 
authorities (debit VAT control, credit bank) and how we would account for the receipt 
of a refund from the tax authorities (debit bank, credit VAT control).  

Foundation: TYU 9 

Core: TYU 10 
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Example 7 [M13, E2, E3, E5, E7, E23, E24]  
For the current quarter Company A made sales of £250,000, purchases of 
£90,000 and returns to suppliers amounting to £5,000.  All figures are net of VAT 
at 20%. 

Complete the VAT control account below for Company A for this quarter. 

Solution 

VAT control account 
 £  £ 
Purchases 18,000 Sales 50,000 
Balance c/d 33,000 Purchases returns 1,000 
 ––––––  –––––– 
 51,000  51,000 
 ––––––  –––––– 
  Balance b/d 33,000 

The balance of £33,000 should be paid to HMRC as it is a liability. 

Workings 

Firstly, the VAT amounts must be calculated, as these are not given. The 
information provided means that VAT will have to be calculated from the net 
amounts, as all figures have been given without VAT included. The VAT 
amounts are calculated as a percentage of the amounts given, shown below: 

VAT on sales (Output tax): £50,000 (£250,000 × 20%) 

VAT on purchases (Input tax): £18,000 (£90,000 × 20%) 

VAT on purchases returns: £1,000 (£5,000 × 20%) 

The tax on sales will be a credit, as this will increase the amount owed. 

The tax on purchases will be a debit, as this could be reclaimed from HMRC, 
therefore reducing the liability. 

The tax on purchases returns will be a credit.  Tax on purchases is reclaimed, so 
is initially included as a debit balance.  However, because these goods have 
been returned to the supplier, the company cannot reclaim the tax. The tax on 
the purchase returns is therefore credited to the VAT control to reduce the 
amount reclaimed. 
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Payment of VAT  

If the VAT control account has a balance brought down on the credit side, 
this indicates a liability owed to the tax authorities (HMRC).  

 

When that liability is paid we account for it as follows: 

Dr VAT Control Account  X 

Cr Bank     X 

Refund of VAT 

If the VAT control account has a balance brought down on the debit side, 
this indicates an asset due from the tax authorities (HMRC). 

 

When the refund is received, we account for it as follows: 

Dr Bank     X 

Cr VAT Control Account  X 
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Example 8 [E1, E2, E3]  
Which of the following items would be debited to the VAT control account? 

VAT total in sales day book  No – owed to HMRC 
VAT total in purchases day book Yes – reclaimable from HMRC 
VAT on petty cash payments made Yes – reclaimable from HMRC 

VAT refund received from HMRC 
No – this is the business receiving cash 
from HMRC. The double entry will be Dr 
Cash, Cr VAT Control 

VAT on cash sales No – owed to HMRC 

VAT in purchase returns day book 
No – as these purchases have been 
returned, the VAT is no longer 
reclaimable from HMRC 

VAT total in sales returns day book 
Yes – as these sales have been 
returned, the VAT is no longer owed to 
HMRC 

VAT on irrecoverable debts written 
off 

Yes – reclaimable from HMRC as long 
as debts more than 6 months old 

VAT total in discounts allowed day 
book 

Yes – reclaimable from HMRC, as it 
reduces the amount of VAT payable 
initially recorded on the sale 

VAT total in discounts received day 
book 

No – payable to HMRC, as it reduces 
the amount of VAT recoverable initially 
recorded on the purchase 
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Example 9 [M13, E2, E3, E5, E7, E23, E24]  
The following VAT figures have been extracted from the books of prime entry:  

 £ 
Sales day book 24,530 
Sales returns day book 1,270 
Purchases day book 11,250 
Cash payments book 2,430 

Show the entries in the VAT control account. 

VAT control account 
 £  £ 
Sales returns 1,270 Sales 24,530 
Purchases 11,250   
Cash payments 2,430   
Balance c/d 9,580   
 ––––––  –––––– 
 24,530  24,530 
 ––––––  –––––– 
  Balance b/d 9,580 
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We recommend the following additional questions for the topics covered in this 
chapter: 

Study Text (for teaching throughout the chapter and additional learning) 

 Control account and reconciliations (Chapter 2): TYU 1 – 10  

Practice Questions (for teaching throughout the chapter and additional learning) 

 Control account and reconciliations:  
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By the end of this session you should be able to:  

 identify which errors are detected by the trial balance, and which are not 

 understand how the journal works and use the journal to make corrections 

 understand how the suspense account works, create a suspense account and 
 produce journals to clear the suspense account 

and answer questions relating to these areas.  

 

 

 

 

 
  

Chapter 3 
Errors and suspense accounts 

Outcome 

Knowledge, Skills and Behaviours: 

Knowledge: Understanding your organisation, accounting systems and 
processes, basic accounting & business awareness 

Skills: Attention to detail & personal effectiveness 

Behaviours: Personal development 
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In this chapter, we will look at using the journal to correct errors and deal with 
suspense accounts. 

The principles of double-entry and the journal are fundamental to this unit and 
numerous tasks are likely to relate to this.  

 

 

 

 

 

 

 

 

 

 

  

Overview 

Correction of errors The suspense account 

The journal 

Errors and the suspense 
account 

Errors not detected by 
the trial balance 

Errors detected by the 
trial balance 
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1.1 Writing a journal entry 

A journal is a written instruction to record an item by double-entry in the 
general ledger accounts.  

 

Journals are generally used when adjustments are necessary to the ledgers and 
should have narratives accompanying them explaining the reason for the adjustment. 

Reasons you may have to write up a journal: 

 Correction of errors  

 Other year-end adjustments (e.g. writing off an irrecoverable debt or contra)  

We will look at the use of a journal to correct errors. 

 

 
  

The journal 
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2.1 Errors and the trial balance 

If the Trial Balance (TB) does not balance, this indicates that one or more errors have 
occurred.  Errors of this type are referred to as errors that can be detected by the TB.  

 Any entry where the total debit is different to the total credit will cause the TB to 
not balance.  This will require a suspense account to be opened. 

 If errors cause the TB to not balance, a suspense account is created to balance 
the TB.  The use of a suspense account is reviewed later in this chapter. 

 As well as errors causing the TB to not balance, there could also be errors 
where the TB still balances. 

2.2 Errors detected by the trial balance 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
  

Errors 
detected by 

the trial 
balance

Single entry

Casting error

Transposition 
error

Extraction 
error

Omission

Two entries 
on one side

Errors  
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The different types of errors summarised in the diagram above will cause a difference 
to occur between the debit and credit column totals in the trial balance. Let’s consider 
each in turn: 

Single entry 

Only one side of a double entry has been made then this means that 
the trial balance will not balance. 

Casting (addition) error 

A ledger account has not been balanced correctly due to a casting 
error. 

Transposition error 

An amount in a ledger account or a balance on a ledger account has 
been transposed and incorrectly recorded. 

Extraction error  

A ledger account balance is incorrectly recorded on the trial balance 
either by recording the wrong figure or putting the balance on the wrong 
side of the trial balance. 

Omission (one ledger) 

A ledger account balance is inadvertently omitted from the trial balance. 

Two entries on one side 

A transaction is entered as a debit in two accounts or as a credit in two 
accounts. 

You need to learn the names of these types of error and understand 
how they occur. 
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2.3 Errors not detected by the trial balance 

 

 

 

 

 

 

 

 
The errors that have appeared in the diagram above are those which do not cause 
the debit and credit columns of the trial balance to be different. Errors that exist 
where the trial balance does still balance do not require an initial entry in the 
suspense account. 
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Let’s now consider each of these errors in turn:  

Error of original entry 

A wrong figure is entered as both the debit and credit entry. 

Compensating error 

Two separate errors are made, one on the debit side of the accounts 
and the other on the credit side, and by coincidence the two errors are 
of the same amount and therefore cancel each other out. 

Error of omission 

An entire double entry is omitted from the ledger accounts.  

Error of commission 

A debit entry and an equal credit entry have been made but one of the 
entries has been to the wrong account e.g. if the heat and light expense 
was debited to the rent account. 

Error of principle 

This is similar to an error of commission but the entry has been made in 
the wrong type of account e.g. if the electricity expense was debited to 
a non-current asset account. 

Reversal of entries 

Debit and credit entries have been made in the correct accounts in the 
general ledger but have been made to the wrong sides of the accounts. 

You need to learn the names of these types of error and understand 
how they occur. 
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2.4 Correcting errors 

In the assessment, you will almost certainly have to write journals to 
correct errors, and it is therefore essential that you are able to do this.  

You may be required to correct a reversal of entries using either one or 
two journals.  Read the requirement carefully and follow the required 
format. 

For each error, it may be helpful to consider the following questions: 

1 What entries did we make? 

2 What entries should we have made? 

3 How do we correct this? 

Unless told otherwise, always assume that entries have been made correctly.  For 
example, if a question tells you that a motor expense has been posted to the 
electricity account, you may assume that the other side of the entry (in this case the 
credit to cash) has been made correctly. 

Foundation: TYU 1 
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Example 1 [M1, E2, E3]  
The following error has been made in Night Night Beds Ltd. 

£170 has been debited to the insurance account instead of the motor tax 
account. 

We have to assume that the other side to the journal was posted correctly.  Let 
us assume that the other side was a credit to the bank account.  

1 What entries did we make? 

Dr Insurance  £170 

Cr Bank  £170 

2 What entries should we have made? 

Dr Motor tax £170 

Cr Bank £170 

3 How do we correct this? 

Dr Motor tax £170 

Cr Insurance £170 
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Example 2 [M1, E2, E3]  
The following error has been made in Night Night Beds Ltd. 

Purchases valued at £9,000 have been credited to the purchases account and 
debited to the payables ledger control account (ignore VAT). 

1 What entries did we make? 

Dr PLCA £9,000 

Cr Purchases  £9,000 

2 What entries should we have made? 

Dr Purchases £9,000 

Cr PLCA £9,000 

3 How do we correct this? 

We need to reverse these entries. This can be done by processing the correct 
entry for double the amount, the first amount of £9,000 eliminates the incorrect 
postings, the second £9,000 posts the correct entry.  

Dr Purchases  £18,000 

Cr PLCA £18,000 

Or we could show it as two entries: 

Dr Purchases  £9,000 

Cr PLCA £9,000 

Dr Purchases  £9,000 

Cr PLCA £9,000 
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3.1 The purpose of a suspense account 

A suspense account is used in two circumstances. 

 To hold a TB difference prior to its correction 

 When the correct posting for an item is uncertain – the suspense account is just 
used as a temporary holding account until the correct account is identified. 

Only those errors which cause a difference on the TB need to be 
adjusted by means of an entry in the suspense account.  

 

Foundation: TYU 2 

Core: TYU 3 

 

 

 

Example 3 [M1, E2, E3]  
Mr Plum’s trial balance was extracted and did not balance. The debit column 
totalled £109,798 and the credit column totalled £219,666. 

What entry would be made in the suspense account to balance the trial 
balance? 

Account name Amount 
£ 

Debit 
 

Credit 
 

Suspense 109,868   

The suspense account 
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Example 4 [M1, E2, E3]  
When Jamie extracted his trial balance it did not balance, so a suspense 
account with a credit balance of £60 was created.  The following two errors 
have been discovered. 

Error 1: A payment of £900 was recorded as £1,000 in the heat and light 
account. 

Error 2: An amount of £40 has been omitted from the discounts allowed 
account. 

What entries would be made in the suspense account to balance the trial 
balance? 

Show how the suspense account would be cleared. 

Solution 

Error 1 

For the first error, the heat and light expense has been overstated at £1,000 
instead of £900 as recorded in the bank (assuming it is a bank payment). 

As the two sides of the accounting entry were for differing amounts, a 
suspense balance of £100 would have been created. See below: 

Dr Heat and light £1,000 

Cr Bank  £900 

Cr Suspense  £100 

When correcting this entry we need to reduce the heat and light expense to 
£900 and eliminate the suspense credit balance of £100.  

Dr Suspense £100 

Cr Heat and light £100 



Errors and suspense accounts : Chapter 3 

 

71 

 

 

 
  

Error 2 

The second error is an omission of £40 from the discounts allowed account. 
The entry to record a discount allowed is: 

Dr Discounts allowed £40 

Cr RLCA £40 

As the debit entry to the discounts allowed was omitted, the debit would have 
been posted to the suspense account instead: 

Dr Suspense £40 

Cr RLCA £40 

To correct this error we need to post £40 as a debit to discounts allowed and 
eliminate the £40 debit on the suspense account.  

Dr Discounts allowed £40 

Cr Suspense £40 

We can now see how these entries have cleared the original suspense credit 
balance of £60 to zero, with both the debit and credit sides totalling £100. 

Suspense 
  £   £ 
Heat and light 100 Balance from TB 60 
   Discounts allowed 40 
  –––––   ––––– 
  100   100 
  –––––   ––––– 
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As well as knowing how to correct errors, it is also important that you 
are able to identify from a list of errors which of them will be disclosed 
by the trial balance and which will not. 

 

 
  

Example 5 [E2, E3]  
Which of the errors below would be disclosed by the trial balance? 

Details Disclosed by trial balance? 

Recording a receipt from a customer in the 
bank account only. Yes – single entry 

Recording a bank payment of £56 for motor 
expenses as £65 in the motor expense 
account. 

Yes – transposition error 

Recording a credit purchase on the debit side 
of the payables ledger control account and the 
credit side of the purchases account. 

No – reversal of entries 

Recording a payment for electricity in the 
insurance account. No – error of commission 

Recording a bank receipt for cash sales on the 
credit side of both the bank and the sales 
account. 

Yes – Two entries on one 
side 

Incorrectly calculating the balance on the motor 
vehicles account. Yes – Casting error 

Writing off an irrecoverable debt in the 
irrecoverable debt expense and receivables 
ledger control accounts, but not the subsidiary 
ledger. 

No – Double entry is correct, 
subsidiary ledger would be 

incorrect 

An account with a ledger balance of £3,500 
was recorded on the trial balance as £350. Yes – extraction error 
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Example 6 [E2, E3]  
Identify the type of error described in each situation below. 

Details Type of error 

Recording a gas bill paid in the bank account 
but nowhere else. Single entry 

Recording a bill for repair expenses as an asset 
rather than an expense. Error of principle 

Recording a credit purchase on the debit side 
of the payables ledger control account and the 
credit side of the purchases account. 

Reversal of entries 

Copying the total from the RLCA into the trial 
balance incorrectly. Extraction error 
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Example 7 [E2, E3]  
What balance, if any, would arise in the suspense account in the 
following situations, and what journal would be required to correct the 
errors? 

Error Suspense 
balance Journal required 

Recording a gas bill paid for £40 in the 
bank account but nowhere else. £40 debit 

Dr Heat & light £40 
Cr Suspense £40 

Recording a bill for electricity of £60 
as an asset rather than a heat and 
light expense. 

Nil 
Dr Heat and light £60 

Cr Asset £60 

Recording a credit purchase of £140 
on the debit side of the PLCA and the 
credit side of the purchases account. 

Nil 
Dr Purchases £280 

Cr PLCA £280 

Entering the debit balance of £6,590 
on the RLCA into the trial balance as 
£6,950 debit. 

£360 
credit 

Dr Suspense £360 
Cr RLCA £360 

Recording a bank receipt for cash 
sales of £17 on the credit side of both 
the bank and the sales account. 

£34 debit 
Dr Bank £34 

Cr Suspense £34 
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Extension: TYU 4 and TYU 5 

 

 

 
  

Example 8 [E2, E3]  
What journals would be required to correct the following errors? 

Error Journal required 
Goods with a value of £240 including VAT 
at 20% have been purchased. The full £240 
has been debited to purchases and credited 
to the payables ledger control account. 

Dr VAT £40 
Cr Purchases £40 

Goods purchased for £450 including VAT at 
20% were recorded in the purchase day 
book as £540 including VAT. 

Dr PLCA £90 
Cr Purchases £75 

Cr VAT £15 
A payment has been made for rent of 
£1,100. The correct amount has been 
debited to the rent expense account and 
credited to the payables ledger control 
account. 

Dr PLCA £1,100 
Cr Bank £1,100 

A motor vehicle has been purchased for 
£8,400.  The correct amount has been 
debited to the motor expenses account. 

Dr Motor vehicles – cost 
£8,400 

Cr Motor expenses £8,400 
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Summary 

Correction of 
errors 

  What entries did we 
make? 

  What entries should 
we have made? 

  How do we correct 
this? 

The suspense 
account 

  Creating a suspense 
account 

  Producing journal 
entries to clear the 
suspense account 

 

The journal 

  Correction of errors 

  Irrecoverable debt expense 

  Contra entries 

Errors and the suspense 
account 

Errors not detected by 
the trial balance 

Errors detected by the 
trial balance 
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We recommend the following additional questions for the topics covered in this 
chapter: 

Study Text (for teaching throughout the chapter and additional learning) 

 Errors and suspense accounts (Chapter 3): TYU 1 – 5  

Practice Questions (for teaching throughout the chapter and additional learning) 

 Errors and suspense accounts 
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By the end of this session you should be able to:  

 prepare and enter the journal entries in the general ledger to process payroll 
transactions, including gross pay, income tax, employer and employee NIC, 
employer and employee pension and voluntary deductions 

and answer questions relating to these areas. 

 

 

 

 

 

 
  

Chapter 4 
Payroll procedures 

Outcome 

Knowledge, Skills and Behaviours: 

Knowledge: Understanding your organisation, accounting systems and 
processes, basic accounting & business awareness 

Skills: Attention to detail & personal effectiveness 

Behaviours: Personal development 
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Overview 

Payroll 

Calculations Accounting for 
payroll 

The payroll 
function 
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1.1 Elements of payroll 

Gross pay – This is the total payable to the employee before deductions.  

This could consist of wages or salary, overtime, shift payments, bonus, 
commission, holiday pay.  

Income tax – This is the tax owed by the employee on their gross pay. It 
is collected from the employee under the Pay As You Earn (PAYE) 
system. 

The employer collects it on the employee’s behalf by deducting it from 
gross pay and then paying it to the tax authorities (Her Majesty’s Revenue 
and Customs (HMRC)). 

Employee’s NIC – The National Insurance Contributions (NIC) owed by 
the employee on their gross pay.  

The employer collects it on the employee’s behalf by deducting it from 
wages and paying it to the tax authorities (HMRC). 

Employer’s NIC – This is NOT deducted from the employee’s gross pay. 

This is an additional expense to the company for employing individuals. 
This is paid by the company to the tax authorities (HMRC). 

Employee’s pension contribution – This is deducted from the 
employee’s gross pay, then paid into a pension fund by the company. 

Employer’s pension contribution – This is NOT deducted from the 
employee’s gross pay. 

This is an additional expense to the company for employing individuals. 
This is paid into a pension fund by the company, together with any 
employee pension contribution. 

Other deductions – These may be items such as charitable donations or 
trade union subscriptions. These reduce the amount that the employee 
receives and are paid over to the respective parties. 

The payroll function 
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1.2 Payroll calculations 

There are three different elements to payroll calculations which will be examined 
here:  

 Calculating net pay 

 Calculating total payroll (wages) expense for the employer 

 Calculating the liabilities due to various parties, e.g. HMRC, pension 
 
Net pay is calculated by deducting items payable by the employee from 
the gross pay. These deductions include PAYE, employee’s NIC and any 
other employee deductions, such as pension contributions. 

 £ 
Gross pay X 
PAYE (X) 
Employee’s NIC (X) 
Other deductions (X) 
 ––– 
Net pay X 
 ––– 

Employer’s NIC is not deducted here, because this is an additional 
expense to the employer rather than a charge against the employee. 

 

Total payroll (wages) expense is the total cost to the employer is the 
employee’s gross pay plus the employer’s national insurance contributions 
plus any employer’s pension contribution. 

 

 

Total payroll (wages) expense = Gross pay + Employer’s NIC + 
Employer’s pension contribution 
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Once the employee has been paid, the company will be left with other liabilities: 

 PAYE/NIC – The total of the PAYE and NIC (employer and employee) will be 
owed to the tax authorities (HMRC). 

 Items payable to other organisations, such as the amount owed to the 
pension fund or trade unions based on the monthly deductions. 

 

 

Example 1 [M1, M2, M13]  
John earns £12,000 per annum. John’s details for the month of May are: 

  £ 
PAYE 125 
Employee’s NIC 80 
Employer contribution to pension 50 
Employee contribution to pension 50 
Employer’s NIC 85 

Calculate John’s net pay for the month of May together with the total 
cost to the employer and any liabilities outstanding at the end of May. 
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Foundation: TYU 1 and TYU 2 

 

 

 
  

Solution 

 £ 
Gross monthly pay (£12,000/12) 1,000 
PAYE (125) 
Employee’s NIC (80) 
Employee pension contribution (50) 
 ––––– 
Net pay 745 
 ––––– 

The total cost to the employer of employing John will be the total of John’s 
gross pay, employer’s NIC and the employer’s pension contributions 

Total expense = 1,000 + 85 + 50 = £1,135 

After paying John the company will have the following liabilities: 

Tax authorities (HMRC): £ 
PAYE 125 
Employee’s NIC 80 
Employer’s NIC 85 
 –––– 
Total owed to HMRC 290 
 –––– 
Pension liability (50 + 50) 100 
 –––– 
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2.1 Accounting for wages and salaries 

The accounting for wages and salaries is based upon two fundamental principles: 

 The accounts must reflect the full cost to the employer of employing an 
individual. 

 The accounts must show the liability payable to HMRC for PAYE and NIC.  

We need accounts to record the wages expense and liabilities to external parties 
such as HMRC.  

As part of the double-entry system we will also use an account called the 
wages control account. This account is called a control account because 
it is cleared to zero each time payroll entries are processed to confirm that 
all payroll entries have been dealt with correctly.  

 

 
  

Accounting for payroll 



Payroll procedures : Chapter 4 

 

87 

The ledger accounts used will therefore be as follows: 

The wages expense account 

The wages expense account shows the total expense to the business (Gross pay 
plus employer’s NIC). This is the expense account shown in the trial balance. 

The liability accounts  

The HMRC liability account shows all the liabilities (PAYE and NIC) due to the tax 
authorities. There could also be other liability accounts, such as pension if there are 
pension deductions. 

The wages control account 

One side of each double entry is put through the control account. On each payroll run 
this account is cleared to zero, so there should never be a balance brought down 
to take to the trial balance. 
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The entries to be posted into the ledgers are as follows: 

Firstly, record the TOTAL expense to the business (gross pay plus employer 
contributions to NIC and pension). 

Dr Wages expense   X 

Cr Wages control   X 

Next record the amount paid to the employee (net pay). 

Dr Wages control   X 

Cr Bank     X 

Transfer the remaining amounts to the appropriate liability accounts. 

Dr Wages control   X 

Cr HMRC     X (The total of PAYE and all NIC) 

Dr Wages control   X 

Cr Pension liability/Trade union X 
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Using the figures calculated for John’s pay earlier, the accounting entries will 
now be shown. 

Step 1: First record total wage expense of £1,135. 

Dr Wages expense 

Cr Wages control 

Step 2: Next record the amount paid to the employee in wages control (net 
pay of £745). Note that the bank ledger account is not shown here as we are 
just looking at the payroll accounts.  

Dr Wages control 

Cr Bank 

Step 3: Now split out the liabilities. First transfer the liability due to HMRC (the 
total of PAYE and all NIC, which is £290). 

Dr Wages control 

Cr HMRC 

Step 4: Finally transfer the total pension liability of £100  

Dr Wages control  

Cr Pension liability. 

Step 5: Once all entries have been made, the wages control account can be 
balanced off to ensure there is no remaining balance. If there is a remaining 
balance carried down, an error has been made somewhere. 

Illustration  
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Wages expense 
 £   £ 
Wages control (step 1) 1,135    
     
     

 
Wages control 

 £   £ 
Bank (step 2) 745  Wages expense (step 1) 1,135 
HMRC liability (step 3) 290    
Pension liability (step 4) 100    
TOTAL (step 5) 1,135  TOTAL (step 5) 1,135 

 
HMRC Liability 

 £   £ 
   Wages control (step 3) 290 
     
     

 
Pension Liability 

 £   £ 
   Wages control (step 4) 100 
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Example 2 [M1, M2, M13]  
Steph earns £36,000 per annum. Details of Steph’s deductions and employer 
contributions for the month of June are: 

 £ 
PAYE 530 
Employee NIC 275 
Employer pension contributions 100 
Employee contribution to pension 100 
Employer NIC 350 

Based on the information given, write up the wages expense, wages 
control, HMRC liability and pension liability accounts for the month of 
June. 

Solution 

Total expense to the business for the month of June is Steph’s gross pay plus 
the employer contributions: 

 £ 
Gross pay (£36,000/12) 3,000 
Employer pension contributions 100 
Employer NIC 350 
 ——— 
 3,450 
 ——— 
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Calculate the net pay paid to Steph by deducting employee deductions from 
gross pay. 

 £ 
Gross pay as above 3,000 
PAYE (530) 
Employee NIC (275) 
Employee pension contributions (100) 
 ——— 
 2,095 
 ——— 

Following the steps 

Step 1: Record total payroll expense for £3,450 (Dr Wages expense, Cr 
Wages control). 

Step 2: Record the net pay of £2,095 paid to the employee in wages control 
(Dr Wages control, Cr Bank).  

Step 3: Transfer the liability due to HMRC (the total of PAYE and all NIC, 
which is £1,155 (£530 + £275 + £350) (Dr Wages control, Cr HMRC). 

Step 4: Transfer the total pension liability of £200 (£100 + £100) (Dr Wages 
control, Cr Pension liability). 

Step 5: Once all entries have been made, the wages control account can be 
balanced to ensure that there is no remaining balance. If there is a remaining 
balance carried down, an error has been made somewhere. 
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Wages control account 
Bank (net pay) (2) 2,095 Wages expense (1) 3,450 
HMRC (3) 1,155   
Pension liability (4) 200   
 ———  ——— 
 3,450  3,450 
 ———  ——— 
    

 
Wages expense 

Wages control (1) 3,450   
    

 
HMRC 

  Wages control (3) 1,155 
    
    

Pension liability 
  Wages control (4) 200 
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Example 3 [M1, M2, M13]  
Chillwell is a business manufacturing refrigeration units.  The gross pay for 
Chillwell’s employees for the month of May is £40,000. Details of deductions 
and employer contributions for the month are: 

 £ 
PAYE 6,500 
Employee NIC 3,800 
Employer pension contributions 1,500 
Employee contribution to pension 2,000 
Employer NIC 4,500 
Trade union subscriptions 600 

Based on the information given, write up the wages expense, wages 
control, HMRC, pension and trade union liability accounts for May. 

Solution 

Total expense to the business is gross pay plus employer contributions: 

 £ 
Gross pay  40,000 
Employer pension contributions 1,500 
Employer NIC 4,500 
 ——— 
 46,000 
 ——— 

Calculate the net pay paid to employees by deducting employee deductions 
from gross pay. 

Gross pay 40,000 
PAYE (6,500) 
Employee NIC (3,800) 
Employee pension contributions (2,000) 
Trade union subscriptions (600) 
 ——— 
 27,100 
 ——— 
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The amount due to HMRC is: 

PAYE 6,500 
Employee NIC 3,800 
Employer NIC  4,500 
 ——— 
 14,800 
 ——— 

Following the steps 

Step 1: Record total payroll expense for £46,000 (Dr Wages expense, 
Cr Wages control). 

Step 2: Record the net pay of £27,100 paid to the employees in wages 
control. (Dr Wages control, Cr Bank)  

Step 3: Transfer the liability of £14,800 due to HMRC (Dr Wages control, 
Cr HMRC) 

Step 4: Transfer the total pension liability of £3,500 (£2,000 + £1,500) 
(Dr Wages control, Cr Pension liability). 

Step 5: Transfer the trade union subscriptions of £600 (Dr Wages control, 
Cr Trade union liability). 

Step 6: Once all entries have been made, the wages control account can be 
balanced to ensure that there is no remaining balance. If there is a remaining 
balance carried down, an error has been made somewhere. 
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Core: TYU 3, TYU 4, TYU 5 and TYU 6 
  

Wages control account 
Bank (net pay) (2) 27,100 Wages expense (1) 46,000 
HMRC (3) 14,800   
Pension liability (4) 3,500   
Trade union (5) 600   
 ———  ——— 
 46,000  46,000 
 ———  ——— 
    

 
Wages expense 

Wages control (1) 46,000   
    

 
HMRC 

  Wages control (3) 14,800 
    
    

Pension liability 
  Wages control (4) 3,500 
    

 
Trade union liability 

  Wages control (5) 600 
    

 



Payroll procedures : Chapter 4 

 

97 

 

 

 
  



Principles of Bookkeeping Controls 

 

98 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
  

Summary 

The payroll function 

  Gross pay 

  Net pay 

  PAYE 

  Employee NIC 

  Employer NIC 

  Other deductions 

Payroll 

Calculations 

  Net pay = Gross pay less 
employee deductions 

  Total expense = Gross pay plus 
employer NIC and pension 

  HMRC payable = PAYE plus 
employer NIC plus employee 
NIC 

Accounting for payroll 

1  Record total expense 

2  Record payment to 
employee 

3  Record HMRC liability 

4  Record other liabilities 

All entries go through the wages 
control account.  
Ensure that the wages control 
account has zero balance at the 
end of the period. 
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We recommend the following additional questions for the topics covered in this 
chapter: 

Study Text (for teaching throughout the chapter and additional learning) 

 Payroll procedures (Chapter 4): TYU 1 – 6 

Practice Questions (for teaching throughout the chapter and additional learning) 

 Payroll procedures 
 

 

 
  

Additional tutor resources 
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By the end of this session you should be able to: 

 identify different forms of payment and how to ensure their validity  

 describe the effect different forms of payment have on an organisation’s bank 
balance and explain when funds banked are cleared and available for use 

 update the cash book and prepare a bank reconciliation 

and answer questions relating to these areas. 

 

 

 

 

 
  

Chapter 5 
The banking system and bank 
reconciliations 

Outcome 

Knowledge, Skills and Behaviours: 

Knowledge: Understanding your organisation, accounting systems and 
processes, basic accounting & business awareness 

Skills: Attention to detail & personal effectiveness 

Behaviours: Personal development 
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Overview 

Unpresented 
cheques 

Uncleared 
lodgements 

The banking system 
and bank 

reconciliations 

Bank reconciliations 

Different payment 
types 

The process of a bank 
reconciliation 
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1.1 Introduction 

Most businesses will have a separate cash receipts book and a cash payments book 
which form part of the double entry system. If this form of record is used, the cash 
balance must be calculated from the opening balance at the beginning of the period, 
plus the receipts shown in the cash receipts book for the period and minus the 
payments shown in the cash payments book for the period.  

1.2  Balancing the cash book 

To find the balance on the cash book when separate receipts and payments books 
are maintained, the following calculation is performed. 

 £ 
Opening balance per the cash book  X 
Add: Receipts in the period X 
Less: Payments in the period (X) 
 –––– 
Closing balance per the cash book X 
 –––– 

 

Foundation: TYU 1 

 

 
  

Writing up the cash book 
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2.1 Different payment types 

There are many different ways a business can make and receive payments.  

Cheques 

A cheque is a document which instructs a payment to be made from a 
bank account. There are three key terms relating to the individuals 
involved.  

Drawer – The person writing the cheque 

Drawee – The bank of the drawer  

Payee – The person to whom payment is being made 

 

 

The banking system 
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Example 1 [E2, E3]  
 ABC Bank plc Date:  11 June 20X2  

 47 High Street, Edinburgh EH1 4FC    

 Pay   Mr John Smith    

 Three hundred and fifty pounds only  £ 350.00  

  Miss Anne Jones  

  Anne Jones  

 Cheque Number Sort Code  Account Number    

 100338  99-55-21 2745968    

Who are the different parties on the cheque? 

 Drawee – ABC Bank plc 

 Drawer – Miss Anne Jones 

 Payee – Mr John Smith 
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Cheques should be examined before they are banked to ascertain whether they are 
valid. The checks that are required to ensure that cheques are valid are: 

 Date: Not more than 6 months old. 

 Valid (e.g. not 31 April). 

The date cannot be changed by the individual paying the cheque in to the bank. 

 Signature: Ensure cheque is signed and signature appears valid. 

 Amount: Ensure that the amount in words agrees to the amount in 
numbers. 

 Account number and sort code: These should be printed on the cheque by the 
bank, rather than being written in by the drawer. A sort code is a six digit 
number that identifies the bank. The sort code is usually split up into pairs, the 
first two digits identify which bank it is and the last four digits refer to the specific 
branch of the bank, where the account was opened.  

Foundation: TYU 2 and TYU 3 

Core: TYU 4 

The clearing system 

The clearing system is the method by which cheques are processed by 
banks and building societies.   

 

The major banks have developed a system known as the clearing system which is 
the method by which the banks process banked cheques. 

The whole process of clearing cheques typically takes one working day.  

The Cheque and Credit Clearing Company, which manages cheque-clearing in the 
UK, introduced the Image Clearing System in 2018. Banks and building societies can 
now process cheques as digital images, so cheques clear faster. 

Banker’s drafts 

A banker’s draft, sometimes referred to as a bank cheque, is a cheque 
issued by a bank rather than an individual.  Funds are transferred from the 
individual’s account to the bank, then the bank issues the cheque made 
payable to the payee requested by the individual.  
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Banker’s drafts are often used for individuals making large purchases, such as cars, 
so that the payee does not need to wait for the cheque to clear.  The fact that the 
banker’s draft has been issued by the bank removes the risk to the payee of the 
cheque being returned or ‘bouncing’ due to insufficient funds in the drawer’s account.  

Building society cheques 

A building society cheque and bankers draft are similar but not exactly the 
same, because a building society cheque can be stopped by the drawer to 
prevent payment being made.  

A building society can issue a cheque instead of cash when a withdrawal is made 
from an account.  As with a banker’s draft the cheque is made payable to the payee 
requested by the account holder. 

These cheques are written by the building society, knowing the cash is available.  

Debit cards and credit cards 

The checks that are required when accepting a debit or a credit card payment are: 

Check expiry date hasn’t lapsed, and the start date has passed 

Check that there is a security code on the back of the card 

Check that the card has not been tampered with in any way 

Check that card has been signed 

Differences between a debit card and credit card 

When a payment is made with a debit card the money is immediately taken from 
the bank account. 

When a payment is made with a credit card there is no immediate 
impact on the bank account balance.  The goods are paid for by the 
credit card company and payment is made to the credit card company by 
the card-holder at a later date. 

Foundation: TYU 5 
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Standing orders 

A standing order (SO) is a customer’s instruction to their bank to pay a 
fixed amount at regular intervals to a named party e.g. a monthly standing 
order to pay £600 rent to the landlord. 

Direct debits 

A direct debit (DD) instruction allows authorised recipients to claim 
payments from a customer’s bank account. These payments are covered 
by the Direct Debit guarantee to protect the customer. 

Direct debits can be variable in amount and frequency e.g. you can arrange to pay 
the full amount of a credit card bill by DD each month, regardless of the balance.  

 

Foundation: TYU 6 

 

BACS (Bankers’ Automated Clearing Services) 

BACS is the electronic system that processes direct debits, direct credits 
and standing orders for UK banks.  

 

It takes three working days to clear payments – they are entered into the system on 
the first day, processed on the second day, and cleared on the third day.  

CHAPS (Clearing House Automated Payment System) 

CHAPS (Clearing House Automated Payment System) is a same-day 
UK electronic transfer.  

 

These types of payments are usually used for large urgent payments, for example 
when buying a house and the solicitor has to send funds to the vendor on the same 
day. 

FPS (Faster Payments Service) 

FPS (Faster Payments Service) – an internet-based system introduced 
to reduce payment times between different banks' customer accounts from 
the three working days that transfers take using BACS, to typically a few 
seconds. 
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Foundation: TYU 7 

 

 

 
  

Example 2 [E2, E3]  
Select the most appropriate type of payment for each scenario shown below. 

Payment of rent of £450 on 18th of each month Standing order 
Payment of a telephone bill that varies each month Direct debit 
Purchasing milk for the office Cash 
Making a payment to a supplier by post Cheque 

Choose from: Cheque, Direct debit, Standing order, Cash 
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3.1 The purpose of a bank reconciliation 

A bank reconciliation is the process of matching the balances in a 
business’s accounting records to the corresponding information on a bank 
statement. 

At regular intervals the cashier checks that the cash book is correct by comparing the 
cash book with the bank statement. However, at any particular date, the balance in 
the cash book and the balance on the bank statement might not agree for a number 
of reasons.  

The difference between the two is then investigated and explained. 

3.2 Reconciling items 

Items on the bank statement but not in the cash book 

There may be some items that appear on the bank statement but which have not 
been updated in the cash book.  

These could include bank charges, interest and other automated payments or 
receipts. 

The cash book needs to be updated for these items and this will give a revised cash 
book balance. 

Items in the cash book but not on the bank statement 

There are two major items that are recorded in the cash book but which have not yet 
been accounted for on the bank statement. These are: 

 Unpresented cheques 

 Uncleared lodgements 

Within a bank reconciliation question, it is likely that you will have to deal 
with both of these, so it is essential that you understand them. 

 

 

Bank reconciliations 
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Unpresented cheques 

These are cheques that have been issued by the business, but are yet to 
appear on the bank statement, i.e. they have not yet been ‘presented’ for 
payment by the payee. 

This will be because the cheque has not yet cleared the banking system. 

Uncleared lodgements 

This is money that has been received by the business, which has not yet 
appeared on the bank statement.  This is likely to be cheques paid into the 
bank which have not yet cleared the banking system. 

 

In both cases, the cash book is up to date, but the bank statement is not.  Both 
unpresented cheques and uncleared lodgements are reconciling items on the bank 
reconciliation. 
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3.3 The bank reconciliation process 

1 Agree the opening balance on the bank statement and in the cash book.  

 If the opening balance on the bank statement is not the same as the opening 
balance in the cash book, review the bank statement for the first few days to 
identify any prior period reconciling items which have now appeared but caused 
the opening balances to disagree. Tick these items on the bank statement to 
show they have been dealt with. 

2 Agree that items on the bank statement appear in the cash book (tick off).  

 Look at the descriptions and the amounts for this, as the descriptions may not 
match. Often the bank statement will simply show a cheque number, while the 
cash book will have the details of the customer or supplier name. Take care 
with receipts as the bank statement may show a number of receipts combined 
together into one. 

 If there are items on the bank statement that do not appear in the cash book 
(e.g. bank charges), update the cash book for these.  These updated items 
should then be ticked off. 

3 Any unticked items in cash book (i.e. they do not appear on the bank 
statement) are reconciling items, i.e. unpresented cheques or uncleared 
lodgements.  

 These will need to be recorded as reconciling items in the bank reconciliation 
statement. 

To prove that the cash book and the bank statement closing balances agree, we 
prepare a reconciliation, adjusting the bank statement balance for the reconciling 
items to agree to the cash book balance.  

 We add any uncleared lodgements to show the effect on the statement balance 
once these appear.  

 We deduct any unpresented cheques to show the effect on the statement 
balance once these appear.  
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The bank reconciliation proforma 

 £ 
Balance per bank statement X 
Add: uncleared lodgements X 
Less: unpresented cheques (X) 
 –––– 
Balance per cash book X 
 –––– 

 

If the bank reconciliation proforma starts with ‘Balance per cash book’ we 
have to reverse the above to reconcile back to the ‘Balance per bank 
statement’. 
 

Watch out for overdrawn opening or closing balances in either the cash book or bank 
statement.  Be careful! 

When you look at a bank statement, remember that it is from the bank’s perspective 
rather than the company’s perspective.  For example, if a business has £10,000 in a 
bank account, the business’s cash book would show £10,000 as a debit balance 
representing an asset.  

However the business’s bank statement would show a £10,000 CREDIT balance 
because the bank owe the business £10,000 and hence have a liability.  

 

 
  

Illustration 
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On 2 July 20X2, Night Night Beds Ltd received the following bank statement 
as at 30 June 20X2. 

HIGH STREET BANK plc 
High Street, Little Heath, Leeds LS28 1AD 
To: Night Night Beds Ltd 
Account No: 48917508       30 June 20X2 
Date Details Debit Credit Balance 
20X2  £ £ £ 
1 June Bal b/d   8,196C 
5 June Cheque 816078 800  7,396C 
5 June Counter Credit  2,000 9,396C 
8 June Counter Credit   3,500 12,896C 
10 June Cheque 816079 1,864  11,032C 
16 June Direct debit 700  10,332C 
24 June Bank charges 52  10,280C 
25 June Direct debit 400  9,880C 
30 June Cheque 816081 1,290  8,590C 
  D = Debit C = Credit  

Illustration 
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Night Night Beds Ltd's cash account for June 20X2 was as follows. 

Date 
20X2 

Details Bank 
£ 

Date 
20X2 

Cheque 
number 

Details Bank 
£ 

1 June Balance b/d 7,396 1 June 816079 SpringRite 1,864 
5 June Barbara’s Beds 2,000 5 June 816080 Fabric House 2,120 
29 June JRB Ltd 5,120 22 June 816081 Heads Up 1,290 
   29 June 816082 John Joiner 7,400 
   29 June 816083 Foamies 200 
       
       
       

First we need to agree the opening balance.  

The opening balance on the bank statement (£8,196) doesn’t agree with the 
opening cash book balance (£7,396), but this is due to cheque 816078 for 
£800, which would have been included in the previous month’s cash book, 
clearing the bank on 5 June. 

Therefore the opening balance of £7,396 (£8,196 – £800) can be agreed. The 
£800 cheque on the bank statement is now dealt with, so can be ticked off.  

Next the items on the bank statement should be ticked off to the cash book 
and agreed. Identify from the bank statement the items which have not been 
entered into the cash book.  These are: 

 8 June – Counter credit of £3,500 

 16 June – Direct debit of £700 

 24 June – Bank charges of £52 

 25 June – Direct debit of £400 
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These must be updated in the cash book. This is seen below. 

Date 
20X2 

Details Bank 
£ 

Date 
20X2 

Cheque 
number 

Details Bank 
£ 

1 June Balance b/d 7,396 1 June 816079 SpringRite 1,864 
5 June Barbara’s 

Beds 
2,000 5 June 816080 Fabric 

House 
2,120 

29 June JRB Ltd 5,120 22 June 816081 Heads Up 1,290 
8 June Counter 

Credit 
3,500 29 June 816082 John Joiner 7,400 

   29 June 816083 Foamies 200 
   16 June  Direct debit 700 
   24 June  Bank 

charges 
52 

   25 June  Direct debit 400 
   30 June  Balance 

c/d 
3,990 

  18,016    18,016 
1 July Balance b/d 3,990     
       

After entering these items into the cash book: 

 The closing bank balance per the bank statement is £8,590. 

 The closing balance per the cash book is £3,990. 

 This leaves a difference of £4,600. 
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This difference should be made up of the unticked items in the cash book. 
After comparing the cash book to the bank balance, the following items are not 
included in the bank statement: 

29 Jun JRB Ltd £5,120 debit (add to the bank balance) 
5 Jun Fabric House £2,120 credit (deduct from the bank balance) 
29 Jun John Joiner £7,400 credit (deduct from the bank balance) 
29 Jun Foamies £200 credit (deduct from the bank balance) 

The bank reconciliation therefore looks as follows: 

Balance per bank statement 8,590 
Add:  

Name: JRB Ltd 5,120 
Name: – – 
Total to add 5,120 
Less:  

Name: Fabric House 2,120 
Name: John Joiner 7,400 
Name: Foamies 200 
Total to subtract 9,720 
Balance as per cash book 3,990 
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Example 3 [M2, E2, E3]  
On 22 June 20X2 The Studio received the following bank statement: 

MAIN STREET BANK plc 
Main Street, Grimsby, DN34 4AD 
To: The Studio 
Account No: 4891758       22 June 20X2 
Date Details Out In Balance 
20X2  £ £ £ 
1 June Bal b/d   385 D 
7 June Bank Giro Credit PKL Ltd  4,000 3,615 C 
8 June Cheque no 007313 250  2,365 C 
8 June Cheque no 007315 483  2,882 C 
14 June Cheque no 007316 2,165  717 C 
15 June Cheque no 007317 1,233  516 D 
20 June Direct debit Hampton CC 135  651 D 
20 June Direct debit Motor Mania 177  828 D 
21 June Bank Giro Credit Bissell  2,500 1,672 C 
22 June Bank charges 44  1,628 C 
22 June Bank interest  3 1,631 C 
  D = Debit C = Credit  
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The cash book as at 22 June 20X2 is shown below: 

Cash Book 

Date 
20X2 

 
Details 

Bank 
£ 

Date 
20X2 

Cheque 
number 

Details Bank 
£ 

15 June PKL Ltd 4,000 1 June  Balance b/d 635 
20 June Beaker plc 3,245 1 June 007315 Abby Photos 483 
21 June Bissell 2,500 6 June 007316 LTL Ltd 2,165 
22 June Gilchrist Ltd 2,416 6 June 007317 Retro Frames 1,233 
   22 June 007318 Tonks & Co 1,020 
   22 June 007319 Taylor Agency 547 

(a) Tick off balances in the bank statement and update the cash book, 
showing the balance carried down at 22 June 20X2 and the balance 
brought down at 23 June 20X2. 

Date 
20X2 

Details Bank 
£ 

Date 
20X2 

Cheque 
number 

Details Bank 
£ 

15 June PKL Ltd 4,000 1 June  Balance b/d 635 
20 June Beaker plc 3,245 1 June 007315 Abby 

Photos 
483 

21 June Bissell 2,500 6 June 007316 LTL Ltd 2,165 
22 June Gilchrist 

Ltd 
2,416 6 June 007317 Retro 

Frames 
1,233 

22 June Bank 
interest 

3 22 June 007318 Tonks & Co 1,020 

   22 June 007319 Taylor 
Agency 

547 

   20 June  Hampton 135 
   20 June  Motor 

Mania 
177 

   22 June  Bank 
charges 

44 

   22 June  Balance c/d 5,725 
  12,164    12,164 
23 June Balance 

b/d 
5,725     
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Core: TYU 8, TYU 9, TYU 10 

Extension: TYU 11 

 

 

(b) Complete the bank reconciliation: 

 £ 
Balance per bank statement 1,631 
Add:  

Beaker plc 3,245 
Gilchrist Ltd 2,416 
Total to add 5,661 
Less:  

Tonks & Co 1,020 
Taylor Agency 547 
Total to subtract 1,567 
Balance as per cash book 5,725 
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Summary 

Unpresented 
cheques 

Uncleared 
lodgements 

The banking system 
and bank 

reconciliations 

Bank reconciliations 

Different payment types 
  Cheques 
  Banker’s drafts 
  Building society cheques 
  Debit and credit cards 
  Standing orders 
  Direct debits 
  BACS 
  CHAPS 
  FPS 

The process of a bank 
reconciliation 

 Agree the opening balances 

 Update the cash book 

 Produce the bank reconciliation 
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We recommend the following additional questions for the topics covered in this 
chapter: 

Study Text (for teaching throughout the chapter and additional learning) 

 The banking system and bank reconciliations (Chapter 5): TYU 1 – 11 

Practice Questions (for teaching throughout the chapter and additional learning) 

 The banking system and bank reconciliations 

 

Additional tutor resources Additional tutor resources 


