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Why do we need to perform and document reconciliations?
In the accounting world, reconciliations are very common.  A reconciliation typically involves two balances that are different.  The differences can normally be explained by reconciling items.  But you must perform the reconciliation to provide proof that you can indeed explain the differences between the two balances.

When the differences cannot be explained by reconciling items, it usually means there is a problem with one, or possibly both, of the balances being reconciled.  For example, a cash receipt transaction might not have been recorded.  Or, a cash receipt transaction might have been recorded that should not have been recorded.

When you are unable to reconcile the two balances (i.e., you are unable to explain the differences), you must investigate the problem.  If there is a single transaction that is causing the problem, you can usually find it fairly quickly, make the necessary adjustment or correction, and move on.  However, if the problem involves two or more transactions, the investigation gets more difficult.
Important:  If you cannot reconcile, you should contact technical support for assistance.  NEVER move on unless you have reconciled because the problem is unlikely to go away.
Keep in mind that the general purpose of any reconciliation is to provide some degree of assurance that the accounting records are accurate.  If you do not document reconciliations you will have a tough time convincing anyone that your financial reports are reliable!

Why do we reconcile the bank accounts?
Reconciling your bank account is the most fundamental of all reconciliations.  You are reconciling your book balance to the bank balance as evidenced on your monthly bank statement.

Almost always your book balance is not going to agree with the bank balance.  That is because you are recording transactions on your books that might not show up in the bank’s records until the next day, the next week, or even six months later.  Similarly, the bank will often record transactions that you don’t learn about until you get your monthly bank statement, such as interest income credited to your account or bank fees charged to your account.
Reconciling your bank accounts is just the first step in the overall monthly reconciliation process that provides assurance to the outside world, including the mayor and governing body, that your financial reports are accurate.

Before you reconcile bank accounts, take care of all investments!
Before you begin to reconcile bank accounts, you should look at all investment statements and make sure you have entered all of the required transactions in the accounting system.  Of course, probably all of your investments will be Certificates of Deposits (CDs).

If you have not yet done so, you should download the document that discusses How to Enter Investments (CDs).  Entering CDs and tracking them in GS can be confusing at first.  Probably the hardest part to understand is how to record matured interest income when a CD is renewed or cashed in.  Other problems include how to handle the purchase of a CD and how to handle the cash when a CD is cashed in.

Here are a few hints to avoid problems:

· Purchasing a new investment (CD).  When you purchase a CD DO NOT create a check in the accounting system for it.  If you issue a check in the accounting system for the CD, the cash balance of a fund (e.g., general fund) will be reduced and the purchase will be recorded as an expenditure which will then be charged to the budget.
Important: The purchase of a CD does not reduce the cash balance of any fund AND is not an expenditure chargeable to any budget!

When you purchase a CD, go directly to the bank, make a withdrawal, and use the withdrawal proceeds to purchase the CD.

· When you cash in a CD, DO NOT enter a cash receipt.  Instead you should simply have the bank deposit the proceeds into the checking account.

There is a big problem with this advice however.  Because the interest income earned on the matured CD is “new” money to the city, that amount should be entered in the accounting system as a cash receipt.

If you have any questions about how to handle this transaction, please contact technical support.

· When a matured CD is renewed as a CD, it is important to record the related interest income in the accounting system.  How you record that cash receipt depends on whether the interest income is deposited into the checking account or added to the renewed CD.
If you have any questions about how to handle this transaction, please contact technical support.

Bank Account Reconciliation Procedures
The following procedures must be performed for each of your bank accounts.

· Step 1 – Enter month-end bank balances.  In this step you must enter into the computer the month-end bank balance on the bank statement.
1) Banking/Month-End Balances
2) Click on Add
3) Enter required information
Note: For a petty cash fund simply enter the authorized amount of the petty cash fund even though there is no statement.

4) Click on OK

5) Click on Close

· Step 2 – Identify receipts on the bank statement, such as interest income, that have not been recorded in the accounting system.  These receipts must be entered and “deposited” in the accounting system.
1) BA/Cash Receipts
2) Click on Add

3) Enter required information

4) Click on OK

5) Click on Close

6) BA/Cash Receipts Deposit

7) Enter required information

8) Highlight receipt to be deposited

9) Click on OK

10) Click on Cancel to exit screen
· Step 3 – Identify charges to your account on the bank statement, such as bank fees, that have not been recorded in the accounting system.

1) BA/Invoices
2) Create an invoice for the charge

Important: Because the payment has already been made to the bank, be sure to designate this invoice to be paid by electronic check.

3) BA/Create Electronic Check Records
4) Create an electronic check for the bank charge

· Step 4 – Clear Deposits.  

1) Banking/Outstanding Deposits

2) Follow instructions on screen to clear deposits on bank statement

3) Click on Close

· Step 5 – Clear Paper Checks.  
1) Banking/Outstanding Paper Checks
2) Follow instructions on screen to clear paper checks on bank statement

3) Click on Close

· Step 6 – Clear Electronic Checks.  

1) Banking/Outstanding Electronic Checks
2) Follow instructions on screen to clear electronic checks on bank statement

3) Click on Close

· Step 7 – Print Bank Reconciliation.
1) Banking/Bank Reconciliation

2) Print the bank reconciliation

Note: The bottom of the report should say “Finished.”  If it does not, you must investigate to find the problem, correct it, and re-print the bank reconciliation.

Important: Take another look at the Bank Reconciliation.  You will see that the month-end cash balance PER BOOKS is reconciled TO the month-end cash balance PER BANK.  Normally you will have only two possible types of reconciling items:  Outstanding Deposits and Outstanding Checks.

· Step 7a – Investigation of PROBLEM with the bank reconciliation: check if cash receipts for the month tie to bank credits (deposits).

Print a monthly cash receipts report (BA/Reports/Cash Receipts).  Compare the report total to the adjusted total credits recorded by the bank in the same period (total credits recorded by bank less prior month outstanding deposits plus current outstanding deposits).
Be careful here.  If you deposit cash receipts into more than a single bank account you will have to take that into account.  If you do not deposit certain cash receipts, such as interest income on matured CDs that is re-invested in the CD, you will have to take that into account.

This is a good first step if there is a problem with the bank reconciliation.  Cash receipts are a little easier to deal with than cash disbursements.  Also, there usually are no outstanding deposits to deal with.
· Step 7b – Investigation of PROBLEM with the bank reconciliation: check if cash disbursements for the month tie to bank debits.

Print a monthly cash disbursements report (BA/Reports/Cash Disbursements).  Compare the report total to the adjusted total debits recorded by the bank in the same period (total debits recorded by bank less prior month outstanding checks plus current outstanding checks).

Be careful.  If you have multiple checking accounts you will have to take that into account.
· Step 7c – Investigation of PROBLEM with the bank reconciliation: check if interest on matured CDs has been properly handled in the accounting system.

If you think the problem might involve investments you should contact technical support.  We can probably get you back on track pretty quickly.

· Step 8 – Print Outstanding Checks Report.

1) Banking/Outstanding Paper Checks
2) Print a report of outstanding paper checks

3) Banking/Outstanding Electronic Checks

4) Print a report of outstanding electronic checks

Note: The total of the outstanding checks on these two reports should tie to the same amount shown on the bank reconciliation.

Repeat the above procedures for each bank account.  DO NOT proceed until all have been reconciled.
· Step 9 – Print Composition of Cash.

1) Banking/Composition of Cash

2) Print the composition of cash report

Important: The amount shown in the Composition of Cash for each bank account is the month-end BOOK BALANCE as shown on the related bank reconciliation for that bank account!
· Step 10 – Print Fund Summary Cash Basis Report.
1) BA/Reports/Fund Summary Monthly Statements

2) Print the Summary of Cash Receipts, Cash Disbursements and Unencumbered Cash (be sure to Click Yes to include the Composition of Cash)

Important: The total for the Ending Cash column (i.e., total ending cash for all funds combined) must equal the total for the Composition of Cash.  If these two totals do not tie to the penny, you must investigate and make corrections as necessary.

Do not proceed to the next step until the total ending cash in the funds (i.e., fund accounting records) ties to the total composition of cash (i.e., banking records).

If you have a problem at this step you should contact technical support.  We can probably get you back on track pretty quickly.

· Step 11 – Print Fund Summary Budgetary Status Report.

1) BA/Reports/Fund Summary Monthly Statements

2) Print the Summary of Budgetary Status
3) Compare this Budgetary Basis report to the Cash Basis report (from previous step)

Important: The total for the Ending Unencumbered Cash column (i.e., total ending unencumbered cash for all funds combined) must equal the total for the Ending Unencumbered Cash column in the cash basis report printed in the previous step.

If these two totals do not tie to the penny, you should contact technical support immediately.  These two totals should always be in agreement, and if they are not, it is likely not a problem that you can deal with.

· Step 12 – Document and File Reconciliation-Related Reports.  All of the above reports should be assembled in a financial notebook to document that you performed the required reconciliations.  This is important evidence that provides assurance that your financial reports are accurate.
1) Summary of Cash Receipts, Cash Disbursements and Ending Unencumbered Cash

2) Summary of Budgetary Status

3) Composition of Cash

4) Bank Reconciliations

5) Outstanding Checks

6) Bank Statements (for bank accounts and investments)

All of the above reports should be signed and dated.
