Commerce and Economic Activities

Activities done by human beings-

Activities
|
— —1
i Non-

Economic .
Activities Economic
Activities

| ) |

Profession Employment Business

1. Economic Activities (JTf& wﬁﬁﬁm): are related to PRODUCTION (3c49TceT),
DISTRIBUTION (f&ciR0T), EXCHANGE (fafei#3) and CONSUMPTION (&) of

goods(FTeT) and services(HdTV).
Example: Ram earns Rs. 20000 in a month.

2. Non- Economic Activities (ﬁaﬂ??ﬁﬁﬁﬁ): such activities done by human being
which does not involve money or worth of money.

Example: Ramesh is doing his home work.
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Introduction of Banking

Banking is a business of accepting deposits and lending money through
financial intermediaries.

2.1 India banking system (SR dfFar gorTel)
SR dRFar yorrel 1 sfaer

A H UgelT HRAIT S, STeler S 3T 337 U1, 30 a¥ 1786 & TS fFam aram 2. 3%
TS el o (1840SEdT #) deh 3T HES, (18435FdT H) deh 3N A 3R (1809 &Y #) o
3T SITTCI/RTARTCT T TUTAT 1 &Y. A AT dob TIFT &I @ S deh o AH I ST ST 2.
g8 e deh 31 fRGET T T ¥ 1870 & &I I &Y. SeATEIeTE doh T TUTIAT T 1865
#H &7 It Y. Irer &) IS AT d RS #1894 STAT F TTfT fohar I o1, 39 S &1
TR G & 1. 1906 3R 1913 & HELF Hgel doh 3% 33T, o 307 33T, I 30
Seler, $f33 deh, A S 3R ey dep TS fohw a0 &, A 1921 F, Fely GESH Sepior it
e atah sFRTer S a1 feam o Sfe JUd AT aRet & garT Farfard fear Srar .
soT @eft St & IR Raa I a¥ 1935 & Tnfaa favar = .

2.2 Types Of Banks In India (3% & Y&R)
GAR U & SN dr Affeed yehR 1 facdg Sedl @ Q@ a1l & fav f&affiesd gar &
d& FriRa § o Pestad §

1. e §& (central bank)(RBI in india)

2. SIS o (commercial banks)

*public sector banks

*private sector banks

+foreign banks

3.development banks(IFCI, SFCs)
4.co-operative banks

5.specialised banks
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2.3 Classification of banks in India (TR dT T Feiferom)
l Banks ‘
I 1 1
l Commercial ‘ [RegionaIRural l Cooperative ‘
Banks Banks Banks

A
1 1

- y0 -y
Non i

i Scheduled |

| Banks \

4
] 1

" o -
. Foreign Banks
l Indian Banks l (32)

] | §

- —
l Public Sector l Private Sector

X
1t 1
" * yI > .
State Bank of Nationalized Old private New private
India (6) bank (26) sector banks sector banks
| {19 @)

FealT S - TFEY 22 T FoEIT bank 227 F a1 RATeH FF RIAT Far § T8 TWHR
bank 8T & Ig TTHATTT o9 & foIT bank T ST 78T hldT § eI bank 2T & afAeT depr &7
AMSSH T & 1 o7 af fonelt RerehcT o1 HHAT oldl & ST &1 et deh IR Rord 3 &
$eald den &2 Fr FAlfgen ifa FaTT § T8 HEY Alet T [ATHT AT § I donl & dF F1 F
AT & hoo 1 sieh ol Tehdll T &2 <hT 3reieaaeT & fenrd 7 HgcaqoT #1fHeT gicll &

AT dh(commercial banks):- ¥ i GEarRt St &l i TR S aR
AT § dUT AT R 9facT gt § SATATRe bank SEIAHE, AT T 0T Y TeTeT i §

Hdsifaie 819 & SATITRS A (public sector banks) :-ToreT YT &1 TaTfAca HRA TSN AT RBI

& g eldl %’50% grdeifeeh oAT & bank EI%TGI'IHT%G\@— state bank of india, bank of baroda, dena
bank

ol &1 & dF(private sector banks) :- foIeT St &7 TaTffca sl QAT Bresyt & 91 g &
SAIR AR TIFHR AT RBI T fATTUT 76T GIAT & ol fohed SoTahT [l THT EXHR GART ST IV TATAT
SR € gIdT & 18- HDFC bank, ICICI bank 37Tfe
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« fageit d=(foreign banks) :- TSToT Sfehl 2T QMU &0 H BIciT § SAfehet Sotent HEATer facel A gl g
fagel bank SgelTd & SIH — TAN e TrdUH bank.

> fA&T dF(development banks) :- TX bank ST MR S @ e & fow Aeg# 3@fr g
a?%ﬁ'ma?mmmﬁdevelopment bank FETd & I bank SlaT &Y AAITTH CFaileAloiT ST
I et o o AT @l & v t\l:\fo 39eTsY AT § Sib-industrial finance corporation of

india(IFCl), state financial corporation(SFCs)

> WEHNI dh(Co-operative banks):- ST& &7 3TTH & TR Ueh T THTST ol [AATOT wleh
P arHE @ B A 30 WEHRT bank FHEd § AT hT SATIR B3I et & foITw FEehry
HHATS FI RBI T H Teh ATSHY I ST ISl &

> specialised banks :- &2 7 fFdY AT YR & oy T & fov AT 4R & bank

W%’G\'@ export import bank of india(EXIM bank), small industries development bank of

india(SIDBI), national bank of agriculture and rural development (NABARD),bhartiya mabhila
bank.

Regulatory requirement \
Cash Reserve with RBI (CRR-5.5%)
Accept Deposits from Statutory Liquid Assets (SUR-24%)
individuals, corporate Other Investment

etc. i: f J Invest in bonds, equity, MFs;
\trading & Forex operation,etc /
/

B Loans

‘OI'I'O\-V morﬂmey BANKS Loansto individuals,

fromFinancial

A corporate, RBI, other banks,

Institutions, RBI, financial institutions, etc

Other Banks, etc
R

S Other Services

s Debitcard, credit card, magic

equity, foreign card, Current, savings, demat
markets etc s J
A/Cs, Syndication services
Merchant Banking Servicesetc.

!
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Basics of Accounting

3.1 origin and growth of accounting

Accounting is as old as money itself. The modern system of accounting is based on the
principles of Double Entry System created by an Italian monk Fra Luca Pacioli (father of
accounting) who tutored Leonardo da Vinci in mathematics. He developed this system over
500 years ago in 1494 in his book “ Summa De Arithmetica, Geometrca, proportioni et
Proportionalita.”

This great and scientific system was so well designed that even modern accounting
principles are based on it.

3.2 Meaning And Definition Of Accounting
Accounting is the art of communicating financial information about a business entity to
users such as shareholders and managers.
“Accounting is the art of recording, classifying and summarizing in significant manner and
in terms of money, transaction and events, which are, in part at least of financial
character and interpreting the results thereof.”

-American Institute of Certified Public Accountants (AICPA)

3.3 features/characteristics of accounting

Repifaar

TS SNeAeet T Repifear T hell &1 Shdel SATIR T eI lelcsT Gof 1T ST & Toras et &1
Sooid T I & | T8 ool ol TR & gl fohdT aTam B | 8 TolT Sfevel 3R HgTdeh TEeht &t
39T fpar Srar g

et

SGTHIOT T AT FIATAT T FIffhc AT Tl cTTAT eleiet hr 8 Fafiehcd 1 TET &
AWThsT U & T W T HAH @ Yiafeedt 1 GoHg dolram g1 36101 & faw @efy
THie 3R gITTeT her g & fe@re S| safaT, @efl oe-cel U Ty X & dgd
ThT [T FTT &1 ST JOTTelT & olelcsT o gefiertor #Y &gl SiTar & fraret 7 @ @ ¥ I8
SISk G &1 STl & | $o ohelTell T gl STl ¢ e |

a8

T H G # I1aaTideh qaor fle@ret Y Shelr T HaIT H YT AT &1 $h ale, Tg Tl
STGD UITCAT o [oTT 3UTNET a1 Hehd! & Ig FIae Ty faavor & aR & el & Ueh ¢S 3R amer
dRgA Erarg iR gEu T e

SqTEYT hledT

SATEAT T, TATEAT Fleh, §H TG STl Hehdl & foh SATHTCAT ol [EUTY 3redT a1 g8 & AT =181 | Ig
STTeto &, §H STTIR & UG eeT o T ofall Hehcl 3 |
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3.4 Book keeping (F@1@TdT)

The activity or occupation of keeping records of the financial affairs of a business.
3.5 Single Accounting System (& fafSe ggufa)

A simple bookkeeping system; transactions are entered in only one account.

3.6 Double Entry System (g8t yfafse ggufa)

According to this system there are two accounts involved in every business
transaction. On of them is debited and the other is credited.

Accounting terminology

4.1 Basics of accounting terminology

e Proprietor: (A1f&& ) The owner of a business
o Assests (H9R)

e current asset (a’éﬂ'l?l' m) ex. Cash, Bank, Debtors, Stock, Accured
income, prepaid expenses etc.

« Fixed asset (3r@ef HYM) ex. Building, Plants & machinery, Furniture, Live-
stock, Equipments etc.

Liabilities (%)

o Fixed liability: The liability which is to be paid of at the time of
dissolution of firm is called fixed liability. Examples are Capital,
Reserve and Surplus.

e long-term liabilities Liabilities which are not immediately due but
become due after a year or more are classified as long-term
liabilities..

e Current liability: The liability which is to be paid of in the next
accounting period is current liability.. Examples: Sundry creditors, Bills
Payable and Bank overdraft etc

e Contingent liability: Certain liabilities are payable on the occurrence of
some event or contingency. Contingency signifies something which
may or may not take place. If a liability is due on happening of such
an event, it is termed as the contingent liability.

> Capital: It means the amount invested by the proprietor in the business
enterprises.for the business, capital is a liability towards the owners. It is equal to
the assets minus outside liabilities. Capital is also known as owner’s equity or net
worth or net assets. It is the amount with the help of which goods and assets are
purchased in the business.
Capital= Assets - External liabilities

> Drawings: When the businessman draws some amount of money or goods
from the business for personal purposes such amount is termed as drawings.
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> Profit: The excess of income over expenditure in business, from business
activities is termed as ‘profit’.
> Gain: means some income without having to do much for it. E.g., profit on
sale of building purchased a few years ago
> Loss: expenses are usually deemed to be losses but specifically loss is
spending of money, loss of things or goods without any benefit.
> Goods: the term goods is used in general sense to include all merchandise
and commodities in which a trader deals. The businessman can sell them in the
same form as he had purchased or can sell them by changing their form and
making them more useful.
> Transactions (®leT) : transfer of money or money’s worth from one hand to
another, e.g., purchase of goods, sales of goods, etc.
> Debtor(s1gRR): a person who owes something to the firm. The abb. is ‘Dr.
> Creditor(dsigR): A person to whom something is owned by the firm. The
abb. is ‘Cr’
> Purchase: any raw material goods or things bought for business to re-sell
them by changing their form.

1. Cash purchase 2. credit purchase
> Sale: goods sold either for cash or credit to any person, firm or company.
> Purchase return: goods returned to suppliers are known as ‘Purchase
Return’ or ‘Return Outwards’.

> Sales returns: goods returned by costumers are known as ‘Sales Return’ or
‘Return Inwards.’
> Stock: the term ‘Stock’ includes the value of goods which are lying unsold.
The stock may be of two types;

1. Opening Stock

2. Closing Stock
Opening Stock: the value of goods lying unsold at beginning of accounting period.
Closing Stock: the value of goods lying unsold at the end of the accounting period.
> Solvent: refers to the ability of a business to pay its liabilities on time when
they come due for payment.
> Insolvent: A business may be insolvent, which means that it is not able to

pay its liabilities and debts on time.
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TYPES OF BANK ACCOUNTS IN INDIA (Deposit Accounts)

A. CURRENT DEPOSITS / ACCOUNTS

B. SAVING BANK / Saving Fund DEPOSITS / ACCOUNTS
C. RECURRING DEPOSITS / ACCOUNTS

D. FIXED DEPOSITS / ACCOUNTS OR TERM DEPOSITS

Traditionally banks in India have four types of deposit accounts, namely Current Accounts,
Saving Banking Accounts, Recurring Deposits and, Fixed Deposits. However, in recent years,
due to ever increasing competition, some banks have introduced new products, which
combine the features of above two or more types of deposit accounts. These are known by
different names in different banks, e.g 2-in-1 deposits, Smart Deposits, Power Saving
Deposits, Automatic Sweep Deposits etc. However, these have not been very popular
among the public.

A. Current Accounts are basically meant for businessmen and are never used for the
purpose of investment or savings. These deposits are the most liquid deposits and there are
no limits for number of transactions or the amount of transactions in a day. Most of the
current account are opened in the names of firm / company accounts. Cheque book facility
is provided and the account holder can deposit all types of the cheques and drafts in their
name or endorsed in their favour by third parties. No interest is paid by banks on these
accounts. On the other hand, banks charges certain service charges, on such accounts.
Features of Current Accounts :

1. The main objective of Current Account holders in opening these account is to enable
them (mostly businessmen) to conduct their business transactions smoothly.

2. There are no restrictions on the number of times deposit in cash / cheque can be
made or the amount of such deposits;

3. Usually banks do not have any interest on such current accounts. However, in recent
times some banks have introduced special current accounts where interest (as per
banks' own guidelines) is paid

4. The current accounts do not have any fixed maturity as these are on continuous basis
accounts.

B. Saving account:These deposits accounts are one of the most popular deposits for
individual accounts.These accounts not only provide cheque facility but also have lot of
flexibility for deposits and withdrawal of funds from the account.Most of the banks have
rules for the maximum number of withdrawals in a period and the maximum amount of
withdrawal, but hardly any bank enforces these.However, banks have every right to enforce
such restrictions if it is felt that the account is being misused as a current account.Till
24/10/2011, the interest on Saving Bank Accounts was regulared by RBI and it was fixed at
4.00% on daily balance basis. However, wef 25th October, 2011, RBI has deregulated
Saving Fund account interest rates and now banks are free to decide the same within
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certain conditions imposed by RBIl.Under directions of RBI, now banks are also required to
open no frill accounts (this term is used for accounts which do not have any minimum
balance requirements). Although Public Sector Banks still pay only 4% rate of interest, some
private banks like Kotak Bank and Yes Bank pay between 6% and 7% on such deposits. From
the FY 2012-13, interest earned upto Rs 10,000 in a financial year on Saving Bank accounts
is exempted from tax.

C. Recurring deposit account: These are popularly known as RD accounts and are special
kind of Term Deposits and are suitable for people who do not have lump sum amount of
savings, but are ready to save a small amount every month.Normally, such deposits earn
interest on the amount already deposited (through monthly installments) at the same rates
as are applicable for Fixed Deposits / Term Deposits.These are best if you wish to create a
fund for your child's education or marriage of your daughter or buy a car without loans or
save for the future.

D. Fixed Deposit Accounts:

All Banks in India (including SBI, PNB, BoB, Bol, Canara Bank, ICICI Bank, Yes Bank etc.) offer
fixed deposits schemes with a wide range of tenures for periods from 7 days to 10 years.
These are also popularly known as FD accounts. However, in some other countries these
are known as "Term Deposits" or even called "Bond". The term "fixed" in Fixed Deposits (FD)
denotes the period of maturity. Therefore, the depositors are supposed to continue such
Fixed Deposits for the length of time for which the depositor decides to keep the money
with the bank. However, in case of need, the depositor can ask for closing (or breaking) the
fixed deposit prematurely by paying a penalty (usually of 1%, but some banks either charge
less or no penalty).(Some banks introduced variable interest fixed deposits. The rate of
interest on such deposits keeps on varying with the prevalent market rates i.e. it will go up
if market interest rates goes and it will come down if the market rates fall. However, such
type of fixed deposits have not been popular till date).

4% & WId IR IFR (four types) & &l 8:-

o dTef @IdT - Current Account

o «dd dIdl- Savings Account

o JTadl STHAT G- Recurring Deposit Account

o Tafy STAT WIdT- Fixed Deposit Account
1. |Te] WTdT - Current Account
ATe] TIT- T T A SegdHl, B, FFTe e & T 81T &. Sieteh ehm3e 7 3T T Fell S5l
i %"...qu O Adde... [ arEt 39 37 33e & 319 ¢ 3R Ferrer o fow S §....ar 98 ofier
m@wﬂmwwﬁ% U 37HR 9T AT B Y SeaTeHT AT 39 T F ST (interest)
ERGE:] clolé éc«-c FI@' {gdl. dle] Widl Fr E:qpl' g % C2 sﬂfl’ deposit (STHT Eh_{?f) T withdrawal
(U f¥epTereY) Y IS HIAT AT ¢, TT] W 7 TR T STIET AL [HeI. g, S 318 afdq arar
STE AN B
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2. S d 9Idl- Savings Account

1 T &Y Ture ¢ 5 afder 33 Afder = & T 9o §. §9-319 S oier Iga & & 88 §AR
STH U8 W g (interest) el 3R FH-8-A 3191 3¢ I JH TAehrel. TSI STAT 3=1 370,
a5 8T i, are ar fohdY YT 3 B AT 8T, TIPNRT Al g, Ie2eR &I, BTF gl....ag dfder
3THI3C H 39T JPI3C @A FohdTl . o T Hol aarar fop AT 37h3e H 9RF FF 7 T8 W}
sexre o ATar & 999 Gidar & 4R ST Y 379 FAT 9T FF d F [Fere g § 3R s
Thd 8. A STHAT ¥ hT HEIT H restriction Al w761 IR U4H STER flehrolel AT HEAT H FS restrictions
ST 8. S 31T Rs. 50 8 FA J& 7T [AHIeT bl AT ATM H € ARl & 3o 30 § SITET IR 44
T [a¥eTel @ahd (this policy changes time to time by banks). qTe] Wi T ag 39 HaT o, Far o,
ST 8. 99 €T TolehTor Hehl. 3TEIHIL Sk 3791 ATEeh I T RI3C H FFTcIH T FeATT
@A & [T areg LT g,

3. 3Tadt AT @TdT- Recurring Deposit Account

37T STHT @IdT AT Recurring Deposit Account AT RD account F I &19T WIAT @iddd & oif Uah A TRed
Y frafda & & STAT XeT Trgd & e 6 3¢ 31 St @ W ge/sarar/gedee A RD
33T H U @ A Toh I 39 & v g8 A ST 1 A1t § 3% a7 dr =iy 3afr &
THTC g1 STl TR e & T Frel TR AT $JITATA R FEAT SATAT 8. STAT il bl wgAcdH 7afer 1 Frel
3R 31fRRcH 10 AT T Bl §. He hT & STAT 94 3R STAT 1 3rafer & RS & 37eT9T-3761eT Telled
H 3(AI-3769T BT & S 3T 10 §9IR &Y Aglel STAT Y @ &, al 37U SATET ST
TRCII... FrEehT ToTall #? S sharel 4 TR G HEIeT STHT &Y T6T & 3 hH STIEC A, TEl 319
31T 31afer & forw 9 STAT ket arer § A 3R 318 See [Heldm 3R Fa 3197 & v
SEXEC. RD IHHT3C H AT § gl Toehrdll (I f¥ehlelet) bl Faem =Agl g. 39, deh =1g @l maturity
(mﬁﬁ%@ﬁ)*ﬁﬁﬁmﬁwamgHﬁ?ﬁmmﬁsinglem
joint account @WETWT%’

4. FTafe STAT @TdT- Fixed Deposit Account

HIGTE STHT QT AT FD accountﬁwmﬁﬁ'?ﬁ?w%ﬂqm@m??J%TuK’EFEﬂT@'
T STHT T ool & 3R Teh IR &) [FerTel T §. RD TP AT & g s @A A M 3T g8 T &
ggol U FET [AarTel Gohd. dF 1 1S 379 & Ugel I fAerTerat & 319! S &l penalty &3t TS &
(BTQ%HE'\?RTH'CI'@W penalty amount 3TeT3T-37e1T Bl &) 3R 3THI3C &I gHAT & TIT §g HT
fear Sar &, fhees RBuifoie & 39siierdr &t g8 Se¥e T Gar S ar §. Sev¥e ¥E o1 39
(deposited money) 3R ST $r et (deposit period) & 3TUR 9 T I SATcir & S 31f¥epdd 10
el deh faIT gl &

Cash credit is a short-term cash loan to a company. A bank provides this type of funding, but
only after the required security is given to secure the loan. Once a security for repayment
has been given, the business that receives the loan can continuously draw from the bank up
to a certain specified amount.

What are the costs of a loan?

One of the most important parts of a loan contract is the definition of the interest rate.
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Nominal interest rate: The nominal interest rate is a percentage of the principal amount
and it determines the amount of interest paid by the client in monthly or annual
instalments.

Effective interest rate: is used to present,all of the expenses associated with a loan. Thus,
the effective interest rate also includes all of the additional costs, such as the cost of
insuring a loan, of processing the loan application, etc., taking into account the time at
which these costs are incurred.

Bank guarantee(d% YcdT#sId)

Bank Guarantee

“Bank guarantee is the commitment given by the issuing
bank (Guarantor) to the beneficiary. If the claim is made
by the beneficiary within the guarantee period and as per
the terms and conditions of the bank guarantee, then the
bank should make the payment without fail and also
without any delay.”

— ~
. M ..
Applicant T Beneficiary
(Buyer) Beneficiary Ships Goods iSellery
-
.
AT PN
1) 3
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Apply for Lelter of Credit
Letter of Credit is advised
fo Benelicizry
L
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Letter of Credit is Issuedd

Issuing Bank Advising Bank

T T




LETTER OF CREDIT vs. BANK GUARANTEE

BASIS FOR LETTER OF CREDIT BANK GUARANTEE

COMPARISON

Meaning Letter of credit is an financial document for | A bank guarantee is a guarantee given
assured payments, i.e. an undertaking of | by the bank to the beneficiary on behalf
the buyer's bank to make payment to | of the applicant, to effect payment, if
seller, against the documents stated. the applicant defaults in payment.

Liability Primary Secondary

Risk Less for merchant and more for bank More for merchant and less for bank.

Parties 5 or more 3

Involved

Default Doesn't wait for applicant's default and | Becomes active only when the
beneficiary to invoke undertaking. applicant defaults in making payment.

Payment Payment is made only when the condition | Payment is made on the non-fulfillment
specified is fulfilled. of obligation.

Suitable for Import and Export business Government contracts

Currency (from Middle English: curraunt, "in circulation"”, from Latin: currens, -entis) in the
most specific use of the word refers to money ( monetary unit) in any form when in actual
use or circulation as a medium of exchange, especially circulating banknotes and coins.

The foreign exchange market (forex, FX, or currency market) is a global decentralized

market for the trading of currencies. This includes all aspects of buying, selling and

exchanging currencies at current or determined prices.

g
/ %‘%’ /‘l&
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l u
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JOURNAL ENTRY

7.1 Books of Original Entry

Books of original entry are the books in which we first record transactions. These are not
accounts; they are simply books that records the details of a transactions, almost like a
diary.

7.2 Journal: Journal is derived from the French word ‘jour’” which means a day. Therefore
Journal means a daily record of business transactions.

Journal is a book of original entry because transaction is first written in journal, from which
it is posted to the ledger.

Note: The ‘Ledger Folio column’ is filled in at the time of posting into the ledger and not at
the time of journalizing.

=i JOURNAL
J-2
Date Particulars = Debit Cred;t
Amount Amount
Rs. P. iRs. P
Nov.10 | Travelling & ConveyanceAlc Dr. 18000/ 00
ToAdvance (Ramesh Chandra)A/c 18000 |00
(Being adjustment of T.A. Bill submitted by
Sri Ramesh Chandra) |
Mar.21 || ComputerA/c Dr. l 13500000
To Computex Ltd. I } 135000 |00
(Being purchase of computers on credit) ‘
Mar.31 || SalaryAlc Dr. 50000/ 00
To Expenses PayableA/c 50000 |00
(Being Salary payable for the month of March)
% WagesAlc Dr. 29800/00
To Expenses PayableA/c ‘ e = gl 39800 00
(BeingWages payable for the month of March) ‘ . :
RentA/c Dr. 9000|00
To Expenses Payable A/c 9000 |00
(Being Rent payable for the month of March)
" DepreciationAlc Dr. 1286800/ 00
To MachineryAl/c 788700 00
To BuildingA/c 280000 00
To FurnitureAlc 119600 |00
To ComputerA/c 56000 (00
ToVehicleA/c 42500 |00
(Being Depreciation charged on assets)
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BANKING RECORDS

PASSBOOK: A book issued by a bank or building society to an account holder, recording
sums deposited and withdrawn.

e Ad =T faa=or reeTely = THH STHT @Y TS ¥pH | 21N STHT AR/
Date Cheque No. Particulars Dr. Amount Cr. Amount Balance
|
L I o SIS 9IS ¥hH  Carried Over

CHEQUE: A cheque is a document that orders a bank to pay a specific amount of money
from a person's account to the person in whose name the cheque has been issued.

Parts of cheque

e Place of issue

e Cheque number

e Account number

e Date of issue

e Name of payee

e Amount of currency signature of the drawer
A cheque is generally valid for a period of six months after the date of issue unless
otherwise indicated.

h720 21 v R ot T Y Se ki s e X R I, S
U A SRS S i e e e e B o et b
............................................................ T YTh Dl OR BEARER
T I EImUOEE R St ek =%
.................. S R T R
Ban ik ST
Zieieled 8 fo.
Sunrise Bank Ltd.
rATES |

Piyush Tower, Jaipur

"™533452 3020020 460
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Types of cheques

o Order cheque : the most common form of cheque, which is payable only to the named
payee or his or her endorsee , as it usually contains the language “pay to the order of (
name)”.

e Bearer cheque : is payable to anyone who is in possession of the document : this would be
the case if the cheque does not state an ultimate payee, or is payable to “bearer”.

e Blanck cheque: is that has no numerical value written on the face of it, but is still signed.

e At par cheque : is that can be produced/ issued anywhere in India to make payments. It
will be treated as a local cheque. There shall be no extra charges levied aas in the case of an
out station cheque. No charge is deducted by the bank for crediting to your account, even if
your account is in the branch that is in a different city from where the cheque is issued.

e Local cheque : such a cheque which is issued to a person who have bank account in the
same city from where cheque was issued to him.

¢ Outstation cheque : is issued to a person whondoes not have a bank account in same city
from where the cheque has been issued to him.

Crossing of cheque

PROMISSORY NOTES: is drawn and signed by the debtor, who promises to pay the creditor a certain

sum of money. There are only two parties to promissory note (a) maker, and (b) payee.

DEMAND DRAFT: A demand draft is a negotiable instrument similar to a bill of exchange. A bank
issues a demand draft to a client (drawer), directing another bank (drawee) or one of its own
branches to pay a certain sum to the specified party (payee).

A demand draft can also be compared to a cheque. However, demand drafts are difficult to
countermand. Demand drafts can only be made payable to a specified party, also known as pay to
order. But, cheques can also be made payable to the bearer. Demand drafts are orders of payment
by a bank to another bank, whereas cheques are orders of payment from an account holder to the
bank
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Bank Book: is a paper book used to record bank transactions on a deposit account.

Date | Particulars Cheque No Withdrawals (debits) Deposits (credits) Balance | Initials

Bank Reconciliation Statement: is a statement which reconciles the bank balance as per the
bank balance as per cash book with the balance as per bank pass book (or bank statement)
by showing all causes of difference between the two and to take necessary follow-up action.

“BRS is a statement prepared mainly to reconcile the difference between the ‘bank balance’
shown by the cash book and pass book.” - Patil

Utility Of Bank Reconciliation Statement:
e Provides an authentic proof of the accuracy of the cash book and pass book
balances.
e The cash book may be made up-to-date by recording the entries made by bank is our
account, which are not known to us like. Interest given or charges deducted.
e Error, if any, may be rectified.

Method of recording banking transactions

What is shown on the debit side of the costumer’s cash book (bank column) appears on the
credit side of the customer’s account in the bank ledger and what is shown on the credit
side of the customers cash book (bank column) appears on the debit side of the customer’s
account in the bank ledger ass a resut, when the cash book (bank column) shows debit
balance, the pass book shows credit balance and when the cash book (bank column) shows
credit balance (i.e. overdraft), the passbook shows debit balance (i.e. overdraft) .

Causes of disagreement between the balance shown by the cash book and the balance
shown by the pass book
Transaction that usually appear in the cash book but not in the pass book
e Cheques issued but not presented for payment.
e Cheques deposited but not yet collected by bank.
Transactions that usually appear in the pass book but in the cash book.
e Bank charges and interest on overdraft debited in passbook only.
e Interest allowed in pass book only.
e Direct payment by a debtor of customer into the bank but not yet recorded in the
cash book.
e Direct payment made by a bank under the standing instruction of the customer but
not yet recorded in cash book.
e Bills receivable directly collected by bank.
e Cheque deposited for collection, returned dishonored and recorded in pass book
only.
e Discounted bills dishonored but yet recorded in cash book.
e Errorin cash book.
e Errorin pass book.
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While taking cash book balance as a basis to reconcile:
Take the debit balance (favourable balance) with + sign and credit balance (unfavorable
balance) with — sign.

Add the following transaction having the effect of higher in pass book/ lower balance
in the cash book.

e Cheque deposited into the bank but not recorded in the cash book.

e Cheque issued but not yet presented in the bank for payment.

e Bills receivable directly collected by the bank.

e Direct deposit by the debtor of the costumer into the bank.

e Interest allowed by the bank in pass book.

e Cheque issued but returned on technical grounds.

e A wrong credit given by the bank in pass book.

Deduct the following items having the effect of higher balance in the cash book/ lower
balance in the pass book.

e Cheques received and recorded in bank column but not yet sent to bank for
collection.

e Cheques deposited but not yet collected by bank

e Bank charges, interest on overdraft debited in pass book only.

e Cheques deposited for collection, returned/ dishonored and recorded in pass book
only.

e Discounted bills dishonored but not recorded in cash book.

e A wrong debit given by bank in pass book.

While taking pass book balance as the basis for reconciliation: take the credit balance
(favorable balance) with + sign and debit balance (unfavorable balance) with — sign. After
this do the following steps.

Add items that effect of higher balance in cash book/ lower balance in pass book.

e Cheques received and recorded in bank column but not yet sent to bank for
collection.

e Cheques deposited but not yet collected by bank.

e Bank charges, interest on overdraft debited in pass book only.

e Insurance premiumer paid directly by bank under the standing advice.

e Cheques deposited for collection, returned dishonored and recorded in passbook
only.

e Dis counted bills dishonored but not recorded in cash book.

e A wrong debit given by bank in pass book.

Deduct less the following items having the effect of lower balance in cash book/ higher

balance in cash book/ higher balance in the pass book

e Cheques received and recorded in bank column but not yet sent to bank for
collection.

e Cheques deposited but not yet collected by bank

e Bank charges, interest on overdraft debited in pass book only.

e Cheques deposited for collection, returned/ dishonored and recorded in pass book
only.
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Discounted bills dishonored but not recorded in cash book.

A wrong debit given by bank in pass book.
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Subsidiary books (other than cash book)

Cash Purchase Sales Purchase Sales Bills Bills Journal
Book Book Book Return Return Receivables Payables Proper
Book Book Book Book

i. Single Column Cash Book
—————> ii. Double Column Cash Book

——> iii. Triple Column Cash Book

—> jv. Petty Cash Book

The sales day book
All credit sales of goods should be entered into the sales daybook.
Source document: sales invoice.

Details contained on the invoice would include:

1. Name of customer 2. Address of customer
3. Date of sale 4. Value of sales

5. VAT 6. Any trade discount
7. Any cash discount- detail of conditions 8. Invoice number

Trade discounts: firms have different types of customers. Some firms will offer discounts to
either regular customers or to other firms. This type of discount is known as a trade
discount.

The correct procedure is to first deduct the trade discount before calculating the cash
discount.

The purchase daybook is a book in which all credit purchases of goods that will be used in
the business for production or further sales, are recorded.

Sales returns book: (return inwards book) is used for the purpose of recording the return of
merchandise sold on credit.

It records neither the return of merchandise sold on cash basis nor the return of any asset
other than the merchandise.

Source of recording: credit notes issued to the customers.
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Purchase returns book: (return outwards book) is used for the purpose of recording the
returns of merchandise purchased on credit.

It records neither the returns of goods purchased in cash nor the return of any assets other
than the merchandise.

Source of recording: debit notes issue to the suppliers.

Sale Bill /Invoice

There are two types of bills:
e (Cash Memo
e Credit Memo

Cash Memo: when a trader sells goods for cash, he gives a cash memo and when he
purchases goods for cash he receives a cash memo.

Credit Memo: when a trader sells goods on credit and purchase goods on credit.
We make an invoice on credit sale but receive a bill on credit purchase, though two terms
are use synonymously and mean the same thing.

Debit Note: when we return goods to a supplier, we prepare a debit note and send it to the
supplier with the returned goods.
Debit note is a document which indicates that supplier’s account is being debited.

Credit note: when goods are received back from a customer a credit note is sent to him.
Indicating the customer’s account has been credited in our books.

Note: duplicate copy of both are retained by us for record purpose.

Bill of Exchange

All business transactions can be divided into two categories- cash transactions and credit
transactions.

Credit transactions involve payment after a certain period of time. Sometimes, seller wants
from the credit customer, a written undertaking, to pay after a period of time.

Document containing such detail- amount payable, to whom payable, date of document,
date of payment etc is a credit instrument.

If seller makes the document and the purchaser undertakes to honour it, by giving his
acceptance, it is called a “Bills of Exchange”.

When the purchaser himself makes the document and undertakes to pay a fixed sum, then,
it is called a “Promissory Note”. Both credit instruments facilitate credit transactions and
are widely used in business.
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CASH BOOK

Meaning: A cash book is a special journal which is used for recording all cash receipts and
cash payments.

Cash book- Is both a journal and a ledger

The cash book is a book of original entry (or prime entry). Since transactions are recorded
for the first time from the source documents. Hence it is a journal.

The cash book is a ledger, it is designed in the form of a cash account and records cash
receipts on the debit side and cash payments on the credit side. Thus the cash book is both
a journal and a ledger.

Types of cash book:
Single- column cash book

Dr. Cr.
Date | Particulars | L.F. | Amount(Rs.) | Date | Particulars | L.F. | Amount(Rs.)

Double- column cash book

Dr. cr.
h
Date | Particulars | L.F. | Discount ((:::I; Date | Particulars | L.F. | Discount ((::: )

Triple Column Cash Book

Dr. Cr.
. Dis | Cash | Bank . Dis | Cash | Bank
Date | Particulars | L.F. (Rs.) | (Rs.) | (Rs.) Date | Particulars | L.F. (Rs.) | (Rs.) | (Rs.)
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The petty cash book deals with small items of money. Some firms have lots of transactions

which involve relatively small amounts of money (e.g. petrol costs, postage costs, tea and
refreshment and so on).

PETTY CASH BOOK

Petty cash book is based on Imprest System.

Petty cash book A/c

To Cash book A/c

Dr.

The opening balance of petty cash book is known as float or Imprest.

Analytical Petty Cash Book

Amount

Date

| Particulars |Vou

Total | Post-age | Stationery | Carriage | T.exps. | Sundry Exps
Received No. | Amount
Paid
Rs.
Total
Advantages:
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Trail Balance

Trail balance is a statement (not an account) containing the balances of all ledger accounts
as at any given date. It is arranged in the form of debit and credit columns.

It is prepared to check the mathematical accuracy of ledger posting.

The trail balance is prepared in each financial period as a summary of the closing balance of
the ledger.

Objectives of preparing the trial balance:

It provides reliability towards correctness of the ledger.

It summarizes the ledger accounts.

It is helpful in the preparation of financial statements.

It is helpful in detecting the errors occurred during the ledger posting.

Basic characteristics of trial balance:

It is prepared on a fixed date.

It is headed as trial balance as on........ /as at.........

It has five columns.

It is a complete set of all the ledger accounts.

Debit balances are listed in the left column and credit balances in the right column.

Total of debit side= total of the credit side.

That proves the arithmetic accuracy of the ledger entry.
Thus the trial balance serves as a tool to detect errors.
Trial balance is an internal document used only by company employees; it is not meant to
be available to persons outside the company.
Methods to prepare trial balance
e Balance method
e Total balance
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Financial statement

After having checked the accuracy of the books of accounts through preparation of trial
balance, businessman wants to ascertain the profit earned or loss suffered during the year
and also the financial position of his business at the end of the year. For this purpose ‘final
accounts’ which are also termed as ‘financial statements’ are prepared at the end of
accounting period or year as the case may be.

These include the following:-

e Trading account
e Profit and loss account
e Balance sheet

Net profit = Revenue — Expenses
Or
Profit = Total (Incomes + Gains) — Total (Expenses + Losses)

Using this relation, a positive figure indicates a profit and a negative profit figure indicates a
loss.

Trading account is prepared for calculating the gross profit or gross loss arising or incurred
as a result of the trading activities of a business.
It is prepared to show the result of buying and selling of goods.

Importance of trading account
Information of gross profit/ loss
Trend comparison of gross profit
Control on the cost

Closing stock

Safeguard against future loss

K/ K/
* 0‘0

hS
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hS
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hS

53
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Profit & loss account

To know the net profit earned or net loss incurred during the year. As such, a profit & loss
account is prepared which contains all the items of losses and gains pertaining to the
accounting period.

Importance of profit & loss A/c
+ To ascertain the Net Profit or Net loss.
+» Comparison with previous year’s profits.
*+ Control on expenses.

L)

s Helpful in the preparation of balance sheet.

CR)
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Balance sheet

After ascertaining the profit or loss of the business, the businessman wants to know the
financial position of his business. For this purpose the accountant has to prepare a
statement of Assets and liabilities which is called Balance sheet.
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