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Mr. Vinaya Keshari Poudyal
Manager, Nepal Bank Ltd.
Reconciliation unit of Central Account Department

Introduction:

Needless to say that accounting is the
language of business. All the financial
dealings of the business are recorded
in the books of accounts. With the
records maintained in the books of
accounts various financial statements
like Trading Account, Profit and Loss
account and Balance Sheet are made.
Besides, in order to know the fund and
cash positions of the business Funds flow
and Cash flow statements are made.
Financial statements like Trading as well
as Profit and Loss accounts, Balance
Sheet and Funds Flow and Cash Flow
statements rely on books of accounts
to get the quantitative information. If
the figures of books of accounts are not
exact and entries of transactions are
not made as per the general accounting
principle then the financial statements
of the business could not be considered
as reliable. Inability to give true financial
picture would have adverse impact on the
decisions of the stakeholders who have
concerns about the financial matters.
Correct book keeping is one of the prime
indicators of ensuring better corporate
governance since disclosure relating to
financial matters is a key dimension of
corporate governance. Book keeping
and accounting entries are made as per
the general accounting principles and
accounting standards followed by the
state along with existing laws, bye laws of
the state. Last but not the least, circulars
and directives of regulatory authority
ought to be kept in consideration while
maintaining books of accounts. Numerous
financial transactions are performed by
business and accounting entries should
be made accordingly. In course of making
several accounting entries, errors may
creep into the books of account. Such
errors degrade the financial accuracy of
the business organization. Such errors
need to be located and corrected in a
regular basis for sound financial health of
the business. Unlike manufacturing and
service business, a business that deals with

financial instruments and currencies has
much bigger accounting transactions and
the dimension of reconciliation is much
bigger. Similarly, financial institutions and
businesses need to furnish their business
in risky and volatile environment, proper
entries in books of accounts and timely
reconciliation is, thus, important to
protect the institutions from various risks
and to shield their assets and liabilities
from erratic movements.

Importance of Reconciliation:

In terms of risks, all businesses are
not the same. Banks and financial
institutions are exposed to more risk
and their failure could lead to severe
macro economic ramifications. Failure
of financial industry leads to extreme
consequences to economy. So, failure
of a bank could not be equated with the
failure of a poultry farm. In order to have
sound governance and administration
of a bank for its perpetual existence and
profitability, accuracy of quantitative
information has its immense role and
timely reconciliation is one of the key
methods to maintain the same. Higher
level of international exposure in terms
of financial transaction requires greater
level of sound, prompt and effective
practice of accounting reconciliation.
Unable to institutionalise such practice,
a bank usually loses to realize its claim
with other parties especially from other
financial institutions and unable to
determine whether the claims made
by other parties including financial
institutions are actual or not. In such a
situation, the bank or financial situation
should resort upon ad hoc basis to settle
the issue and we all are aware with the
fact that excess practice of adhocism
leads to softening of competitive edge
of the business. In short, in the absence
of sound reconciliation practice, in many
cases, the bank could not accurately
realize its claims to other parties and
could not precisely determine the
payment to other parties. Reconciliation

of accounts is an ongoing function for
sound accounting practice and a bank
or financial institution must provide
due concern to it. Reconciliation could
itself help to protect the bank from
risks like overdrawing and overpayment
along with contribute the softening of
risk by enhancing quantitative purity
of accounts and financial reporting.
Thanks to the widespread use of
information technologies, a significant
change has been noticed in banking
business. The manual book keeping of
the transactions have been replaced
by IT based accounting system. Cards,
computers and mobile phone based
transactions have made banking more or
less paperless. Introduction of IT based
technologies has rendered accounting
transaction and reconciliation easier but
adequate check and balance system,
continuous vigilance to the transactions
and timely rectification and correction
along with reconciliation of transactions
is highly desired to keep the peril relating
to IT system at bay. Candidly speaking,
it’s imperative for a bank or financial
institution are required to put in place
a strong IT system to get rid of potential
threats like virus contamination, hacking,
fake cards, sabotage and fake computer
programs to switch the amount from
them. One of the successful measures to
address these issues could be in built and
prompt reconciliation mechanism within
the IT system of a bank and financial
institution.

Issues Relating to Reconciliation:

Checking and timely correction of
books of accounts facilitates a lot for
reconciliation. If, at the branch level, at
the end of the day, all the accounting
transaction are checked and corrected
then it would aid a lot to make the
accounts intact. In many transactions
receivables and payables are created. For
example draft once sold becomes liability
to bank until it is deposited. Similarly,
if the instruments of other banks are




purchased then assets are created fill
they are realized. Creation of sundry
debtors and creditors and settlement of
them inflates and squeezes the assets
and liability position of the bank. There
are ample examples of transactions whose
arithmetic and accounting accuracy to the
branch level itself are not sufficient for
its settlement. One of the most suitable
examples is govt. transaction and payment
of pension and elderly allowances. While
furnishing these transactions the bank
first pays the amount and asks for the
reimbursement from the govt. Generally
thereis a central unitin the bank to request
for reimbursement and in the absence
of proper reconciliation mechanism the
bank could not able to present its actual
claim to the concerned authority. In fact
slack in reconciliation increases the non
functioning claims of the banks to the
other party.

Many electronic instruments like
debit cards, credit cards, mobile and e
banking is now replacing conventional
instruments. Foreign cards to the ATM
machines and swiping machine creates
claims to the other banks and vice versa.
Poor reconciliation mechanism causes
erosion of assets and capital base along
with swelling up of liabilities.

General Methods to Address
Reconciliation Issues:

Effective branch level operation in
terms of accounting and book keeping
along with vigilance for settlement of
transaction are highly desirable for
smooth functioning of reconciliation
process. Books of accounts should be
maintained as per the bank’s accounting
guidelines, state laws, accounting
standard followed by the state as well as
the directives and circulars of regulatory

authority. All the transactions should
be checked in terms of the arithmetic
accuracy and accounting principle. All
the probable errors are supposed to be
explored. Sound practice of system level
backup, documentation of instruments
vouchers and other related papers
needs to be executed at the branch level
properly and systematically. Similarly,
creation of assets and liability by selling
and buying of instruments from the
branch should be settled in timely basis.
Wholehearted efforts should be made to
get reimbursement from the concerned
authority. An in built vigilance mechanism
should be made within the banking
software system to settle the sold and
purchased instruments. Transaction of
cards and other electronic instruments
should also be checked and verified
timely and settle the claim of the bank
and claim upon the bank. There is no bank
probably left that operates on the basis of
manual system. So in built mechanism
of reconciliation should be augmented
within the banking software. Separate
vigilance teams for reconciliation ought
to be established at central level to
check various sector of reconciliation viz.
branch reconciliation, reconciliation of
government transaction, reconciliation
with other local banks including NRB
and reconciliation with foreign agency
banks together with reconciliation of
transactions created by bank’s card and
foreign cards. For well oiled reconciliation
mechanism coordination and cooperation
among the teams of central level
and branch level are highly essential.
Furthermore IT and MIS policy and
practice should be proactive enough to
face new IT based reconciliation realities.
Finally, internal check and auditing ought
to be strengthened with special focus on
accounting system and IT based audit.

Conclusion:

Quantitative facts and figures of the
organisation are supposed to be
arithmetically pure and accurate as
they are directly linked with disclosure
matters, a pre requisite of corporate
governance, of the organisation. A well
lubricated reconciliation mechanism
with correct blend of system and people
could make a great contribution to
have true financial picture of business
organization in general and banks and
financial institutions in particular. Perfect
and timely reconciliation could overtly or
covertly safeguard the interest of various
stakeholders of banks and financial
institution like depositors, shareholders
and government. Financial institutions
are susceptible to high risks and a well
functioning reconciliation mechanism
with correct blend of people and
technology within the institution helps
to control the vulnerabilities caused by
risks. Italso ensureslong term sustenance
and profitability of the institution by
timely settlement of claim of it and claim
upon it. It helps to protect the bank from
forgery as well as accounting and cash
embezzlement. In the world of card and
information technology based banking,
timely reconciliation is highly essential
as it could help to find out the IT related
frauds, and hacking and help the
financial institution to seek necessary
corrective action to its operation and
to resort upon necessary legal action
timely. Finally, a well functioning back
office is highly required for a bank or
financial institution to grow bigger and
better and one of the key functions
of the back office is well greased and
smart reconciliation practices with
suitable mixture of people process and
technology.
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