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ADVANCED ACCOUNTING.

UNIT I: ACCOUNTS OF BANKING COMPANIES

Business of banking companies some important provisions of Banking Regulation Act of 1949-minimum capital and reserves - restriction on commission-brokerage discounts- statutory reserves - cash reserves books of accounts-special features of bank accounting, final accounts - balance sheet and profit and loss account interest on doubtful debts - rebate on bill discounted acceptance endorsement and other obligations-problems as per new provisions.

UNIT II: ACCOUNTS OF INSURANCE COMPANIES

Meaning of life insurance and general insurance-accounting concepts relating to insurance companies - Preparation of Final accounts of insurance companies’ revenue account and balance sheet.

UNIT III: INFLATION ACCOUNTING

Meaning- definition importance and need role objectives - merits and demerits problems on current purchasing power method (CPP) and current cost accounting method (CCA).

UNIT IV: FARM ACCOUNTING

Meaning-need and purpose characteristics of farm accounting - nature of transactions - cost and revenue - apportionment of common cost-by product costing - farm accounting-recording of transactions - problems.

UNIT V: INVESTMENT ACCOUNTING

Introduction classification of Investment - Cost of Investment-cum- interest and ex-interest securities - Bonus shares- right shares - disposal of Investment - valuation of investments - procedures of recording shares problems.
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UNIT I

ACCOUNTS OF BANKING COMPANIES
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Banking in India

Whole the banking business in India (whether in public or private sector) is controlled regulated by Banking Regulation, Act, 1949. Before this act banks were governed by Company Act, 1913 There is a central bank in the country Reserve Bank of India' constituted under Reser Bank Act, 1934. Government of India implements its financial plans through this bank

Banking business was in the hands of private sector for 22 years after independence Site the government had adopted the path of socialism, on 19th July, 1969 the then prime minister Smt. Indira Gandhi all of a sudden procaine the nationalization of 14 major commercial banh of India. After 11 years when she returned to power, another six banks too were nationalized Again in 1991 under the policy of liberalization and privatization, the doors of banking business were opened for overseas and private sectors. At present there are 26 nationalized banks and Regional Rural Banks'.

Banking

Banking is defined in 'Banking Regulation Act, 1949' as under-

"Banking means accepting, for the purpose of lending or investment, of deposits of money from the public, repayable on demand or otherwise and withdrawable by cheques, order or otherwise

In simple words banking means to accept public deposits in various account and to reinvest or to lend the same to the needy persons. Interest is paid to public on its deposits and charged t the borrowers. The public deposit can be withdrawn by the depositors with the help of cheques drafts, withdrawal forms etc.

Banking company

A banking company is defined in the said act as under-

"Banking company means any company which transacts the business of banking in India"

––––––––
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Functions of Banks

The functions of banks can be summarized as follows:

	Accepting Deposits: Banks provide a safe place for individuals and businesses to deposit their money. This can include savings accounts, checking accounts, and fixed deposits. Deposits allow banks to lend money and earn interest.

	Lending Money: One of the primary functions of banks is to lend money to individuals, businesses, and governments. Banks provide various types of loans, including personal



loans, mortgages, business loans, and government loans, which help stimulate economic growth and development.


	Issuing Credit and Debit Cards: Banks issue credit and debit cards, allowing individuals and businesses to make purchases and transactions conveniently. These cards are widely accepted and enable electronic payments both online and in-person.

	Facilitating Payments: Banks facilitate domestic and international payments by providing services such as wire transfers, electronic funds transfers (EFT), and automated clearing house (ACH) transactions. They also issue checks and provide online banking platforms for bill payments.

	Managing Investments: Banks offer investment products and services such as mutual funds, brokerage accounts, retirement accounts, and wealth management services. They help clients invest their money in various assets such as stocks, bonds, and real estate to achieve their financial goals.

	Providing Financial Advice: Banks offer financial advisory services to individuals and businesses, including budgeting, financial planning, retirement planning, and investment advice. They help clients make informed decisions about managing their finances and achieving their long-term objectives.

	Facilitating Foreign Exchange: Banks facilitate foreign exchange transactions for individuals and businesses engaged in international trade and travel. They buy and sell foreign currencies, provide currency exchange services, and offer hedging products to manage currency risk.

	Managing Risk: Banks play a crucial role in managing various types of risks, including credit risk, market risk, liquidity risk, and operational risk. They employ risk management practices and regulatory compliance measures to safeguard their assets and maintain financial stability.

	Providing Corporate Banking Services: Banks offer a range of services to corporate clients, including cash management, trade finance, treasury services, and corporate lending. They help businesses manage their day-to-day finances and support their growth and expansion initiatives.

	Supporting Economic Development: Banks support economic development by providing financing for infrastructure projects, small and medium-sized enterprises (SMEs), agriculture, and other sectors. They contribute to job creation, income generation, and poverty alleviation in communities they serve.


Overall, banks play a crucial role in the economy by intermediating funds, providing financial services, managing risks, and supporting economic growth and development

Banking Regulation Act of 1949

Banking Regulation Act of 1949 is a significant piece of legislation in India that regulates the functioning and operations of banks in the country. Here's an overview of its key provisions and objectives:

Objective:

The primary objective of the Banking Regulation Act of 1949 is to consolidate and amend the laws relating to banking to ensure the stability and efficiency of the banking system in India.

Regulatory Authority: The Act established the Reserve Bank of India (RBI) as the primary regulatory authority for banks in India. The RBI has extensive powers to supervise and regulate banks to maintain financial stability and protect the interests of depositors.

Licensing of Banks: The Act lays down the procedures and criteria for the establishment of new banks and the issuance of banking licenses. It empowers the RBI to grant, renew, or cancel banking licenses based on the bank's financial soundness and compliance with regulatory requirements.

Regulation of Banking Business: The Act regulates various aspects of banking business, including the acceptance of deposits, lending activities, management of assets and liabilities, capital adequacy, corporate governance, and disclosure requirements.

Branch Expansion: The Act governs the opening, relocation, and closure of bank branches. Banks are required to obtain prior approval from the RBI before undertaking any significant expansion or contraction of their branch network.

Reserve Requirements: The Act empowers the RBI to prescribe reserve requirements for banks, including cash reserve ratio (CRR) and statutory liquidity ratio (SLR). These reserve requirements ensure that banks maintain adequate liquidity to meet depositor withdrawals and other obligations.

Regulation of Directors and Management: The Act regulates the appointment, qualifications, and conduct of directors and key management personnel of banks. It prohibits certain individuals from holding positions of authority in banks if they have been convicted of certain offenses or are otherwise disqualified.

Inspection and Supervision: The Act grants the RBI the authority to conduct regular inspections and audits of banks to assess their financial health, compliance with regulatory requirements, and adherence to prudential norms.

Penalties and Enforcement: The Act prescribes penalties for violations of its provisions, including fines, imprisonment, and cancellation of banking licenses. It also provides mechanisms for appeals and dispute resolution.

Amendments and Updates: Over the years, the Banking Regulation Act has been amended several times to address emerging challenges and align with changing economic and regulatory environments. These amendments have aimed to strengthen the banking sector, enhance transparency, and promote financial stability.

Overall, the Banking Regulation Act of 1949 serves as the cornerstone of banking regulation in India, providing a comprehensive framework for the governance, supervision, and oversight of banks to safeguard the interests of depositors and maintain the stability of the financial system.

Legal Facts

	Regulation of capital-As per Banking Regulation Act, 1949, all banking companies, related with the banking business in India, should have their subscribed capital not less than 50% of their authorized capital. In the same way the paid-up capital also should be more than 50% of subscribed capital. Secondly the banking company should have in its capital structure only equity shares preference shares can be the part of capital provided these shares have been issued before 1st July 1944. The Act mandates that banks maintain a minimum amount of paid-up capital and reserves as prescribed by the Reserve Bank of India (RBI). It specifies the criteria for calculating the minimum capital requirement based on the size and nature of the bank's operations.


	Liquid reserve-Every bank, in order to fulfill the requirements of it's customers should have in proper quantity the liquid assets available. According to the banking act u/s 24 it has become compulsory for every bank to maintain minimum liquid reserves. There should be always reserves of gold and other valuable securities too.


	Cash reserve-All the banks in India under the control of Reserve Bank of India have to have a certain cash reserve with the RBI as it is statutory. This is called 'Cash Reserve Ratio CRR At present it is 4% of its time and demand liabilities. In the same way a reserve well known as Statutory Liquidity Ratio (SLR) is also compulsory. At present it is 19.5% of time and demand liabilities of bank. Banks are obligated to maintain a certain percentage of their deposits as cash reserves with the RBI. These reserves serve as a liquidity buffer and facilitate the smooth functioning of the banking system. The Act specifies the cash reserve ratio (CRR) that banks must maintain and provides guidelines for its calculation and adjustment.


	Commission, brokerage and discount-No banking company can pay more than 2.5% of it's paid-up value of shares as commission, brokerage or discount, either directly or indirectly, or in any other from.


	Charge on unpaid capital-According to the Banking Regulation Act, u/s 14 (1) no bank can create a charge on its unpaid capital.


	Restrictions on payment of dividend-No banking company can distribute its profits as dividend unless it writes off its capital expenditure like preliminary expenses, commission on sale of shares, brokerage, discount, organizational expenses or any other expenses.


	Reserve fund-Under section 17 of the act every banking company incorporated in India, shall create a reserve fund, out of the profits of the current year before any



dividend is declared. A sum not less than 25% of such profits is to be kept as 'Statutory Reserve'.



	Restriction on Commission, Brokerage, Discounts:



Banks are prohibited from paying excessive commissions, brokerage, or discounts on financial transactions, including loans, investments, and other banking activities. The Act imposes limitations on the fees and charges that banks can levy on their customers to prevent unfair practices and protect the interests of depositors and borrowers.



	Statutory Reserves:



Banks are required to maintain statutory reserves as mandated by the RBI. These reserves serve as a buffer against potential losses and help ensure the stability of the banking system. The Act prescribes the methods for calculating statutory reserves and the frequency of their maintenance.



Books of Accounts:

Banks are required to maintain accurate and up-to-date books of accounts reflecting their financial transactions, assets, liabilities, income, and expenses.

The Act prescribes the format and content of the books of accounts and establishes standards for their maintenance and auditing.

––––––––
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Special Features of Bank Accounting:

Bank accounting involves specific principles and practices tailored to the unique characteristics of banking operations, such as loan provisioning, interest accruals, and valuation of financial instruments.

The Act may require banks to follow accounting standards and practices prescribed by regulatory authorities to ensure transparency and consistency in financial reporting.

Final Accounts - Balance Sheet and Profit and Loss Account:

Banks are required to prepare annual financial statements, including a balance sheet and profit and loss account, to provide stakeholders with a comprehensive overview of their financial position and performance.

The Act may stipulate the format, content, and disclosure requirements for final accounts to enhance transparency and accountability.

Interest on Doubtful Debts:

Banks are required to make provisions for doubtful debts and recognize interest income on a prudent basis, considering the likelihood of recovery and the creditworthiness of borrowers.

The Act may prescribe guidelines for classifying loans as doubtful and determining the appropriate interest accruals and provisions.

––––––––
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Rebate on Bill Discounted, Acceptance, Endorsement, and Other Obligations:

Banks may offer rebates or discounts on bills discounted, accepted, endorsed, or other obligations to incentivize prompt payment and facilitate trade finance activities.

The Act may regulate the terms and conditions under which such rebates or discounts can be offered to ensure compliance with legal and regulatory requirements.

Problems as per New Provisions:

New provisions introduced under amendments or updates to the Banking Regulation Act may pose challenges for banks in terms of compliance, implementation, and operational adjustments.

Banks may need to invest resources in understanding and adapting to the new provisions, updating systems and processes, and training staff to ensure effective implementation and regulatory compliance.

The central government may give certain relaxations, if the amount in the reserve fund together with the share premium account is not less than the paid-up capital of the banking company.

Profit and Loss Account: Format


Form ‘B’

Profit and loss Account



	






	Schedule

No

	Amount


	1.Income Interest earned Other income


Total


	





13

	







	14


	II. Expenditure

Interest expended Operating expenses

	





15

16

	







	Provisions and contingencies

	







	Total

	







	III. Profit/loss

Net profit/loss (-) for the year Profit/loss (-) brought forward


Total


	






	







	IV. Appropriations

Transfer to statutory reserves Transfer to other reserves

Transfer to government / proposed dividend Balance carried over to balance sheet

	






	








	Total

	






	









Description and Format of Schedule Schedule 13 Interest earned

(000 Omitted)


	
Particular


	Amount


		Interest/discount on advance/bills

	Income on investments

	Interest on balances with reserve bank of India and other inter- bank funds

	Others


	









Schedule 14-Other income


	
Particular


	Amount


		Commission, exchange and brokerage

	Profit on sale of investments (Less: Loss on sales of investments)

	Profit on revaluation of investments (Less: Loss on revaluation of investments)

	Profit on sale of land, buildings and other assets (Less: Loss on sale of land, buildings and


other assets)

	Profit on exchange transactions (Less Loss on exchange transactions)


VI Income earned by way of dividends, etc., from subsidiaries/companies and/or joint ventures abroad/in India

VII. Miscellaneous income

	







	Total

	








––––––––
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Schedule 15-Intersest expended



	






	







		Interest on deposits

	Interest on Reserve Bank of India/ Inter-bank borrowings

	Others


	







	Total
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Clarification of major items of profit & loss account

	Interest earned (Schedule-13)


(1) Interest/discount on advances/bills-It includes interest and discount on all types of loans and advances like cash credit, demand loans, overdraft, export loans, term loans, domestic and foreign bills purchased and discounted (including those rediscounted), overdue interest and also interest subsidy, if any, relating to such advances/bills.

	Income on investments-It includes all income derived from the investment portfolio by way of interest and dividend.

	Interest on balances with Reserve Bank of India and other Interbank funds- It includes interest on balances with Reserve Bank and other banks, call loans, money market placements, etc.

	Others-It includes any other interest/discount income not included in above heads.


	Other income (Schedule-14)


Commission, exchange and brokerage-It includes all remuneration on services such as commission on collections, commission/exchange on remittances and transfers, commission on letter of credit and guarantees, commission on government business, commission on other permitted agency business including consultancy and other services, brokerage, etc. on securities. It does not include foreign exchange income.

Miscellaneous income-It includes recoveries from constituents for the godown rents, income from bank's properties, security charges, insurance etc. and any other miscellaneous income. In case any item under this head exceeds one percentage of the total income, particulars may be given in the notes.

Interest expended (Schedule-15)

(I) Interest on deposits-It includes interest paid on all types of deposita including deposits tom banks and others institutions

(II) Interest on Reserve Bank of India/inter-bank borrowings-

It includes discount Interest on all borrowings and refinance from Reserve Bank of India and other banks. (III) Others-It includes discount/interest on all borrowings/refinance from financial institutions. All other payments like interest on participation certificate, penal interest paid, etc.may also be included here.

	Operating expenses (Schedule-16)


	Payment to and provisions for employees-It includes staff salaries/wages, allowances, bonus, other staff benefits like provident fund, pension, gratuity, liveries to staff, leave fare concessions, staff welfare, medical allowance to staff etc.

	Rent, taxes and lighting-It includes rent paid by the banks on building and other municipal and other taxes paid (excluding income tax and interest tax) electricity and other similar charges and levies. House rent allowance and other similar payments to staff should appear under the head 'Payments to and provisions for employees'.

	Printing and stationery-It includes books and forms and stationery used by the bank and other printing charges which are not incurred by way of publicity expenditure.

	Advertisement and publicity-It includes expenditure incurred by the bank for advertisement and publicity purposes including printing charges of publicity matter.

	Depreciation on bank's property-It includes depreciation on bank's own property'. motor cars and other vehicles, furniture, electric fittings, vaults, lifts, leasehold properties, non-banking assets, etc.

	Directors' fees, allowances and expenses-It includes sitting fees and all other items of expenditure incurred on behalf of directors. The daily allowances, hotel charges, conveyance charges, etc. which though in the nature of reimbursement of expense incurred may be included under this head. Similar expenses of local committee members may also be included under this head.

	Auditors' fees and expenses (including branch auditors' fees and expenses)-It includes fees paid to the statutory auditors and branch auditors for professional services rendered and all expenses for performing their duties, even though they may be in the nature of reimbursement of expenses. If external auditors have been appointed by banks themselves for internal inspections and audits and other services the expenses incurred in that context including fees may not be included under this head but shown under 'other expenditure'.

	Law charges-All legal expenses and reimbursement of expenses incurred in connection with legal services are to be included here.

	Postage, telegrams, telephones, etc. It includes all postal charges like stamps, telegrams, telephones, tele sprinter, etc.

	Repairs and maintenance-It includes repairs to banks' property, their maintenance charges, etc.

	Insurance-It includes insurance charges on bank's property, insurance premium paid to Deposit Insurance & Credit Guarantee Corporation, etc. to the extant they are not recovered from the concerned parties.


	Other expenditure-All expenses other than those not included in any of the other beads like, license fees, donations, subscriptions to papers, periodicals, entertainment expenses travel expenses, etc. may be included under this head. In case any particular item under this head exceeds one percentage of the total income particulars may be given in the notes


	Provisions and contingencies


It includes all provisions made for bad and doubtful debts, provisions for taxation, provi for diminution in the value of investments, transfers to contingencies and other similar items

	Treatment of accumulated losses


While preparing the Balance Sheet and Profit and Loss Account accumulated loses should brought forward under Item III of Form 'B' before appropriation of the balance profit made.

Important points for solving questions

	In the formats of balance sheet, profit & loss account and schedules, two columns for amount are given-one for current year and another for previous year. Previous year's column should be made only when the figures of previous year are given in the question, otherwise only one column of amount should be made. The heading of this column should be given 'Amount' only.


	While preparing schedules, only those items should be written which are given in the question. For example, suppose there are 10 items in a schedule but in a question the figures of only two items are given. In such a case only two items are written in that schedule and remaining eight items are not necessary to mention.


	If only one or two items of a schedule are given in the question, there is no need to prepare that schedule and the figure may be directly entered in the column of amount in profit and loss account or balance sheet or may be given as working note separately.


	In profit & loss account and balance sheet all the items should be mentioned. If no figure is given for any particular item in the question, we should put (sign of dash) in the column of amount against that item in profit & loss account or balance sheet.
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Practical

	Illustration - 1. From the following information, prepare profit and loss account of oriental bank Ltd. For the year ending 31st March 2018-


	Auditors' fess

	
1,200



	Rent and taxes

	
18,000



	Postage and telegrams

	
1,400



	Sundry expenses

	
1,700



	Interest on loan

	
2,60,000



	Discount on bill discounted (Net)

	
1,37,000



	Interest on overdraft

	
1,60,000



	Commission

	
15,000



	Directors' fees

	
6,000



	Establishment charges

	
54,000



	Printing and stationery

	
2,900




	Interest on saving bank deposits

	
68,000



	Charges on current accounts

	
35,200



	interest on fixed deposits

	
3,59,000



	Write off bad debts amounting to 40,000, provision for taxation may be made @30%



	Statutory reserve in also known as 'Reserve fund' to which 25% of the profit of current year must be compulsorily transferred even if there is no such instruction given in the question.


––––––––
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Solution:

Oriental Bank Ltd.

Profit & loss account

(for the year ended 31st March, 2018)


	Items

	Schedule

	Amount


	
	Income



Interest earned

Other income (15+35.2)

Total



	Expenditure



Interest expended (359+68)

Operating expenses

Provisions and contingencies [(40+(30% of 280*)]

Total



	Profit/Loss



Net profit for the year Profit/loss brought forward

Total



	Appropriations



Transfer to statutory reserves (25%) Transfer to other reserves

Transfer to government/proposed

dividend

Balance carried over to balance sheet

Total


	
––––––––
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13

	
––––––––
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782.00


	14

	50.20


	835.20


	

––––––––
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15

	

––––––––
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427.00


	16

	85.20


	
	124.00


	
	636.20


	
	
––––––––
[image: image]


196.00


	
	
196.00


	
	
––––––––
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49.00


	-
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	-
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	147.00


	127.35




* 832.20 - 427 - 85.20 - 40 = 280




Schedule 13 - Interest earned


	Items

	Amount


	
Interest/discount


	advances/bill 	On loans

	Cash credit

	Overdrafts

	Discount




	on

	






Total

	
––––––––
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260

225

160

137

	




782.00


	782.00




Schedule 16 - Operating expenses


	Items

	Amount


	I. Payments to and provision for employees (Establishment charge)

	54.00


	II. Rent taxes and lighting

	18.00


	III. Printing and stationery

	2.90


	IV. Directors fees, allowance and expenses

	6.00


	V. Auditor’s fees & expenses (including branch auditor)

	1.20


	VI. Postage, telegrams, telephones

	1.40


	VII. Other expenditure

	1.70


	Total

	85.20




Illustration - 2. In respect of The Universal Bank Ltd. The following are the balances as at 31st March 2018. the directors decided to make a provision 2,32,100 for bad and doubtful debts.

Draw up the profit and loss account of the bank in the statutory form.



	
Debit Credit



	Interest paid on deposits

	
72,70,605


	







	Interest received

	






	
1,10,90,155



	Brokerage

	






	
3,10,292



	Commission received

	






	
22,27,344



	Interest paid on borrowings

	
10,05,100


	







	salaries to managing director

	
26,000


	







	salaries other than managing director

	
32,90,525


	







	Printing and stationery

	
2,50,122


	







	Postage, telegram etc.

	
1,42,152


	







	Allowances to employees other the managing director

	
19,85,215


	







	depreciation on bank property

	
30,115


	







	Repairs to bank property

	
2,222


	







	Loss on sale of government securities

	
1,02,254


	








	Miscellaneous expenses

	
5,84,314


	







	Contribution to provident fund

	
2,09,573


	







	Profit on sale of government securities

	






	
1,55,398



	Discount

	






	
60,10,111



	Exchange

	






	
8,32,230



	Directors' allowances

	
35,532


	







	Local committee fees

	
20,405


	







	Allowance to managing director

	
14,125


	







	Rent

	
4,78,225


	







	Advertisement

	
1,47,120


	







	Taxes

	
1,07,385


	







	Lighting

	
49,680


	







	Stamps fees

	
20,029


	







	Insurance

	
1,50,405


	







	Audit

	
20,000


	







	Law charges

	
34,879


	







	Miscellaneous receipts

	






	
2,56,280



	Cash balance

	
49,05,828


	







	Total

	
2,08,81,810


	
2,08,81,810




––––––––
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Solution:

Universal Bank Ltd.

Profit & loss account

(for the year ended 31st March, 2018)

	Items

	Schedule

	Amount


	
I. Income

	
––––––––
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13

14





15

16

	

	
Interest earned


	17100.266


	
Other income


	3679.290


	Total

	20779.556


	S

	

	II. Expenditure

	

	
Interest expended


	8275.7050


	
Operating expenses


	7598.0230


	
Provisions and contingencies (Provision for bad debts)


	232.1000


	Total

	16105.8250


	
III. Profit/Loss (I - II)

	

	
Net profit for the year


	4673.7280


	
Profit/loss (-) brought


	

	
forward


	

	Total

	4673.7280




	
IV. Appropriations

	
	
	

	
Transfer to statutory reserves (25%)


	
	1168.432


	
Transfer to other reserves


	
	-
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Transfer to government/proposed dividend


	
	-
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Balance carried over to balance sheet


	
	3505.296


	
	Total

	4673.730




Schedule 13 - Interest earned


	Items

	Amount


		Interest/discount on advances/bill 	Interest

	Discount




	



Total

	
11,090.1550


	6,010.1110


	
17,100.2660




Schedule 14 - Other income


	Items

	Amount


	Commission, Exchange and brokerage

	
	*3,369.866


	Profit on sale of investments

	1,55.398

	

	Less: loss on sale of investments

	102,254

	

	Miscellaneous income

	
	53.144


	
	
	256.280


	
	Total

	3679.290



(3,10,292 + 22,27,344 + 8,32,230 = 33,69,866)


Schedule 15 - Interest expended


	Items

	Amount


	Interest on deposits

Interest on Reserve Bank of India/inter-bank borrowings

	7,270.6050

1,005.1000


	
	Total

	8,275.7050




Schedule 16 - Operating expenses


	Items

	Amount


	I. Payments to and provision for employees (Establishment charge)

	

	(i) Salary

	3,290.53

	

	(ii) Allowance

	1,985.21

	

	(iii) Provident fund

	209.57

	5,485.31


	II. Rent taxes and lighting

	
	

	(i) Rent

	478.225

	

	(ii) Taxes

	107.385

	

	(iii) Lighting

	49.680

	635.29


	III. Printing and stationery

	


	IV. Advertisement and publicity

	
	147.120


	V. Depreciation on bank property

	
	30.115


	VI. Directors fees, allowance and expenses

	
	

	(i) salary to managing director

	26.000

	

	(ii) Allowance to managing director

	14.125

	

	(iii) Directors' allowance

	35.532

	

	(iv) Local committee fees

	20.405

	96.062


	VII. Auditor’s fees & expenses (including branch auditor)

	
	20.000


	VIII. Law charges (34.879 + 20.029)

	54.908


	IX. Postage, telegrams, telephones

	142.152


	X. Repairs and maintenance

	2.222


	XI. Insurance

	150.405


	
XIII. Other expenditure

	
	
584.314


	
	Total

	7,598.023



Illustration - 3. The following information is extracted from the books of The Axis Bank Ltd. As on 31st March, 2018-

	Salaries and allowance

	4,50,000


	Depreciation on bank assets

	50,000


	Printing and stationery

	1,15,000


	Rent received

	1,10,000


	Preliminary expenses

	20,000


	Interest and discount received

	73,91,476


	Rent and taxes paid

	1,50,000


	Directors’ fees

	70,000


	Audit fees

	11,000


	Interest paid on deposits

	40,64,904


	Profit on sale of investments

	4,00,000


	Postage and telegrams

	94,572


	Commission brokerage and exchange

	4,00,000



The following further information is given-

	a customer to whom a sum of 20,000 has been advanced has become insolvent and it is expected that only 50% can be recovered from his estate.

	There were also other debts for which a provision of 3, 00,000 is found necessary by the auditors.

	Rebate on bill discounted 24,000(opening) 32,000(closing)

	Write off all the preliminary expense.

	Provide 13,00,000 for income tax



Prepare profit and loss account in accordance with law. Axix Bank Ltd.

Profit & loss account

(for the year ended 31st March, 2018)


	Items

	Schedule

	Amount


	
I. Income

	
	

	Interest earned

	13

	7383.476


	Other income

	14

	910.000


	Total

	
	8293.476


	
II. Expenditure

	
	

	Interest expended

	15

	4064.904


	Operating expenses

	16

	960.572


	Provisions and contingencies (1,000,000 + 300.00 + 1,300.00)

	
	

	
	
	2600.000


	Total

	
	16105.825



	Profit/Loss (I - II)


	
Net profit for the year Profit/loss (-) brought forward

Total



IV. Appropriations


Transfer to statutory reserves (25%) Transfer to other reserves

Transfer to government/proposed dividend Balance carried over to balance sheet

Total


	
	668.000


	668.000


	
––––––––
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167.000

-
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- 501.000


	668.000



––––––––
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Schedule 13 - Interest earned


	Items

	Amount


	I.

	Interest/discount on advances/bill

	7,383




(7,391.476 + 24 - 32)




Schedule 14 - Other income


	Items

	Amount


	Commission, Exchange and brokerage

	400


	Profit on sale of investments

	400


	Miscellaneous income

	110


	Total

	910




Schedule 16 - Operating expenses


	Items

	Amount


	I. Payments to and provision for employees (Establishment charge)

	450.000


	II. Rent taxes and lighting

	150.000


	III. Printing and stationery

	115.000


	IV. Depreciation on

	

	bank property

	50.000


	V. Directors fees, allowance and expenses

	70.000


	VI. Auditor’s fees & expenses (including branch auditor)

	11.000


	VII. Postage, telegrams, telephones

	94.572


	VIII. Other expenditure

	20.000


	Total

	960.572



––––––––
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Illustration - 4. From the following figures prepare profit and loss account of Indore bank limited for the year ended on 31st March 2018-

('000)

	Sunday expenses

	60


	Discount on bill (Gross0

	700


	Audit fees

	40


	Interest on loans

	1,400


	Rent

	80


	Postage , telegram , stamps

	60


	Commission

	50


	Taxes and licenses

	45


	Interest on temporary overdrafts in current account

	210


	Printing and stationery

	90


	Interest on cash credits

	1,300


	Interest on saving bank deposits

	435


	Salaries and allowances

	800


	Exchange and brokerage

	100


	Interest on fixed deposits

	1,375



	Additional information:

	

	Rebate on bills discounted

	1,50,000


	Salary of managing director

	1,00,000


	Bad beds

	2,00,000


	Provision for income tax is to be made @30% (round off to nearest

thousand)

	

	Interest of 25,000 on doubtful debts was wrongly credited to interest on

loans account.

	


––––––––
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Solution:

Indore Bank Ltd.

Profit & loss account

(for the year ended 31st March, 2018)


	Items

	Schedule

	Amount


	





I. Income

	






	







	Interest earned

	13

	
3460.000



	Other income

	14

	
150.000



	
Total


	






	
3610.000



	





II. Expenditure

	






	







	Interest expended

	15

	
1810.000



	Operating expenses

	16

	
1275.000



	Provisions and contingencies (bad 200 + 25 doubtful + tax

	






	







	provision 90*)

	






	
315.000



	
Total


	






	
3400.000




	Items

	Schedule

	Amount


	III. Profit/Loss ( I -

	
	
	

	
II)


	
	

	
Net profit for the year


	
	210.000


	
Profit/loss (-)  brought


	
	

	
forward


	
	

	
	Total

	210.000


	
IV. Appropriations

	
	

	
Transfer to statutory


	
	

	
reserves (25%)


	
	52.500


	
Transfer to other


	
	

	
reserves


	
	-
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	Transfer to

	
	

	government/proposed dividend

	
	-
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Balance carried over to balance sheet

Total


	
	
157.500


	210.000




3,610 - 1810 - 1,275 - 200 - 25 = 300*30% = 90



––––––––
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Schedule 13 - Interest earned

	Items

	Amount


	
I.

	Interest/discount on advances/bill [1,400 + 700 + 1,300 + 210 = 3,610

- 150]

	
7,383.48



––––––––
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Schedule 16 - Operating expenses


	Items

	Amount


	I. Payments to and provision for employees (Establishment charge)

	800.00


	II. Rent taxes and lighting (80 + 45)

	125.00


	III. Printing and stationery

	90.00


	IV. Directors fees, allowance and expenses

	100.00


	V. Auditor’s fees & expenses (including branch auditor)

	40.00


	VI. Postage, telegrams, telephones

	60.00


	VII. Other expenditure

	60.00


	Total

	1275.00



UNIT II

ACCOUNTS OF INSURANCE COMPANIES

Meaning of life insurance and general insurance-accounting concepts relating to insurance companies - Preparation of Final accounts of insurance companies’ revenue account and balance sheet.

History of Insurance

In India, the origins of insurance can be traced back to references found in the writings of Manu (Manusmrithi), Kautilya (Artha sastra), and Yagnavalkya (Dharma sastra). These ancient texts suggest the concept of pooling resources to be redistributed in times of calamities such as epidemics, floods, fires, famines, and other unforeseen events. Early traces of insurance in ancient Indian history are evident in marine trade loans and carriers' contracts. The insurance sector in India has evolved over time, drawing inspiration from other countries, particularly England.

Concept of Life Insurance

Life insurance is a contractual arrangement between the policyholder and the insurer. Under this agreement, the insurer agrees to provide a predetermined sum of money in exchange for premiums paid by the policyholder. This payment is triggered by the death of the insured individual(s) or other specified events, such as terminal illness, critical illness, or policy maturity.

The multitude of risks individuals face in life, spanning from accidents and illnesses to property damage caused by diverse factors, can result in financial hardship and instability for them and their families. Insurance serves as a crucial tool to alleviate these risks and offer financial protection.

The loss of life or disability of an individual not only affects them personally but also impacts their household's income, potentially leading to significant financial challenges for their dependents. Similarly, property damage or loss can result in a loss of income or assets for the owner. Insurance functions by providing protection against these uncertainties. It offers various products tailored to different needs such as life insurance, health insurance, and property insurance. Life insurance provides financial assistance to dependents in case of the insured's death or disability, while health insurance covers medical expenses, and property insurance safeguards against damage or loss to property.

Insurance contracts entail the insured paying a premium in exchange for the insurer's promise to provide compensation in the event of covered losses. The sum assured in life insurance represents the benefit payable to beneficiaries. Personal accident cover offers compensation for death or disability, and health insurance covers medical expenses up to the chosen sum insured.

Property insurance encompasses several products, including coverage against fire, natural disasters, and machinery breakdown. It operates on the principle of indemnity, aiming to restore the insured to their financial position before the loss occurred.

Insurance plays a crucial role in stabilizing both the economy and society by offering security and peace of mind to individuals. It operates on the principle of spreading risk among a large pool of policyholders, reflecting the collective nature of finding solutions to mitigate losses. Understanding the various insurance products available and carefully considering one's needs before purchasing a policy is essential for individuals. Insurers are obligated to provide comprehensive information about their products, and individuals should review the terms and conditions to ensure they meet their insurance needs. Understanding the claims process is also vital for effectively managing potential losses.

According to a study by the IRDAI (Insurance Regulatory and Development Authority of India) in 2019, life insurance penetration in India stood at a mere 3.69%. This indicates that despite being home to one of the largest working-class populations globally, life insurance is not widely considered an essential component of financial planning.

This lack of widespread adoption can be attributed, in large part, to a lack of awareness regarding key financial concepts such as insurance and their critical role in modern life. Here, we explore the fundamental principles of life insurance and its key features.

Life insurance, in essence, is a contractual agreement between an individual, known as the life insured, and an insurance company. This contract provides a guarantee of financial compensation to the designated beneficiaries of the policyholder in the event of the policyholder's death. In exchange for this assurance, the policyholder makes regular fixed payments, known as premiums, to the insurance company.

Definition -Life insurance is a contractual arrangement between the policyholder and the insurer. Under this agreement, the insurer agrees to provide a predetermined sum of money in exchange for premiums paid by the policyholder. This payment is triggered by the death of the insured individual(s) or other specified events, such as terminal illness, critical illness, or policy maturity.

Characteristics of life insurance typically include:

	Financial Protection: Life insurance provides financial protection to the policyholder's beneficiaries in the event of the policyholder's death. This protection ensures that loved ones are financially supported even when the primary earner is no longer present.

	Risk Management: Life insurance helps individuals and families manage the financial risks associated with unexpected death or disability. By paying regular premiums, policyholders transfer the risk of financial loss to the insurance company.

	Premium Payments: Policyholders pay premiums at regular intervals, such as monthly, quarterly, or annually, to maintain their life insurance coverage. These payments ensure that the policy remains active and the benefits are available when needed.

	Death Benefit: The primary feature of life insurance is the death benefit, which is the amount paid to the beneficiaries upon the death of the insured individual. This benefit


provides financial support to cover expenses such as funeral costs, outstanding debts, and ongoing living expenses.

	Policy Options: Life insurance policies offer various options and features to suit the needs and preferences of policyholders. These options may include term life insurance, whole life insurance, universal life insurance, and others, each with unique characteristics and benefits.

	Cash Value: Certain types of life insurance policies, such as whole life or universal life insurance, accumulate cash value over time. This cash value can be accessed by the policyholder through policy loans or withdrawals, providing a source of liquidity and financial flexibility.

	Tax Benefits: In many jurisdictions, life insurance policies offer tax benefits to policyholders and beneficiaries. These benefits may include tax-deferred growth of cash value, tax-free death benefits, and potential tax advantages for policy loans or withdrawals.

	Underwriting Process: Life insurance policies typically involve an underwriting process, during which the insurance company assesses the applicant's health, lifestyle, and other risk factors to determine the premium rates and eligibility for coverage.

	Flexibility: Life insurance policies often offer flexibility in terms of coverage amounts, premium payment options, and policy riders. Policyholders can adjust their coverage to meet changing needs and circumstances over time.

	Peace of Mind: Ultimately, life insurance provides peace of mind to policyholders, knowing that their loved ones will be financially protected in the event of their death. This assurance allows individuals to focus on other aspects of their lives without worrying about the financial implications of unforeseen events.


General insurance

General insurance is a category of insurance that protects assets from any unexpected loss. It is a common term that covers all kinds of non-life insurance.

For example, you have a house, and you insure it against fire by taking fire insurance. Here, the fire insurance covers any loss which might occur in case the house gets a fire. For example, health, automobile, natural calamity, fire, etc. In case of an unfortunate event, having a general insurance cover can be of immense help.

Take a look at the features and benefits of general insurance

Types of General Insurance


	Health Insurance - It covers the risk of becoming sick and protects from any financial trouble in case of medical expenses. Also called medical insurance, it covers hospitalization charges among other expenses based on policy terms. Getting health insurance is prudent &



	Vehicle Insurance -Vehicle insurance covers the risk of financial loss due to accidents & other damages to the vehicle. It helps to avoid unnecessary & unexpected expenses on vehicles. Also called motor insurance, it is mandatory in India.



	Third-party Insurance: It basically covers harm caused to third parties by the insured vehicle.

	Comprehensive Insurance: It covers third party liability as well as any damage done by the vehicle owner.



	Travel Insurance



	Delayed trips

	Cancelled flights

	Unexpected hotel reservation cancellation.

	Lost luggage and,

	Stolen passport.



	House Insurance



	Marine Insurance-Marine Insurance is concerned with overseas Trade. Marine Insurance may be called a contract whereby the insurer undertakes to indemnify the insured in a manner and to the extent thereby agreed upon against marine losses.
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Format of Revenue account
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		Employees' remuneration and welfare benefits

	Travel, conveyance and vehicle running expenses

	Training expenses

	Rents, rates and taxes

	Repairs

	Printing and stationery

	Communication

	Legal and Professional charges

	Auditor's fees, expenses act. as auditor





	Advertisement and publicity

	Interest and bank publicity

	Other (to be specified)

	Depreciation


	






	







	
	






	








Revenue account Practical
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	Provide for unexpired risk at 50% of the net premiums.

	Additional Reserve is to be increased by 10% of the net premium.

	Premiums outstanding at the end of the year 1,50,000

	[image: image]  At the year and the claims outstanding were 3,37,000 Solution:
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	Total estimated liability in respect of claims due or intimated as in the beginning and at the end of the year were 600 and 3,150 respectively.

	The general manager's salary pertaining to marine department was 12,000.

	Make an additional reserve of 10% of the premium received in addition to the usual reserve required to be maintained as per the code of conduct in respect of unexpired risk.
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UNIT III INFLATION ACCOUNTING


Meaning of Inflation-










Importance and Need/Role


	Maintaining Accurate Financial Reporting: Inflation can distort the value of assets, liabilities, and income over time. Traditional accounting methods often fail to accurately reflect the impact of inflation on financial statements. Inflation accounting helps in presenting a more realistic picture of a company's financial position by adjusting historical costs for inflation.

	Comparability: Inflation accounting enables better comparability of financial statements across different time periods. Adjusting for inflation allows stakeholders to analyze financial performance accurately over time, despite changes in the value of money.


	Decision Making: Inflation-adjusted financial statements provide decision-makers with more reliable information for making informed decisions. Investors, creditors, and management need to understand the true economic performance and financial position of a company, which inflation accounting facilitates.

	Taxation: In some jurisdictions, tax authorities require companies to use inflation-adjusted financial statements for tax purposes. Inflation accounting ensures that companies are taxed on their real income rather than nominal income, which may be inflated due to changes in the general price level.

	Contractual Agreements: Inflation accounting is crucial for companies with long-term contracts or agreements that span several years. It helps in ensuring that contractual terms are adjusted to reflect changes in the purchasing power of money over time.

	Planning and Budgeting: For effective planning and budgeting, companies need to forecast future expenses, revenues, and cash flows accurately. Inflation accounting assists in making realistic projections by accounting for the effects of inflation on costs and revenues.

	Policy Making: Governments and regulatory bodies use inflation-adjusted financial statements to formulate economic policies and regulations. Inflation accounting helps policymakers understand the true state of the economy and make informed decisions to control inflation and stabilize the economy.



Objectives –


	Maintaining Real Value: One of the main objectives is to maintain the real (inflation- adjusted) value of assets and liabilities over time. Inflation can erode the purchasing power of money, leading to distortions in financial statements if not properly accounted for. Inflation accounting helps in preserving the real value of financial items by adjusting them for changes in the general price level.


	Comparability: Another objective is to enhance the comparability of financial statements across different time periods. By adjusting for inflation, companies can present financial information in a way that allows stakeholders to analyze trends and make meaningful comparisons over time.


	Decision Making: Inflation accounting aims to provide decision-makers with more accurate and reliable information for making informed decisions. Investors, creditors, and management rely on financial statements to assess the financial health and performance of a company. Inflation-adjusted financial statements help in avoiding misleading conclusions about a company's profitability and financial stability.


	Taxation: In some jurisdictions, tax authorities require companies to use inflation-adjusted financial statements for tax purposes. The objective here is to ensure that companies are taxed on their real income rather than nominal income, which may be inflated due to changes in the general price level.


	Contractual Agreements: Companies enter into long-term contracts or agreements that may span several years. Inflation accounting helps in ensuring that contractual terms are adjusted to reflect changes in the purchasing power of money over time, thereby avoiding disputes and misunderstandings.


	Policy Making: Governments and regulatory bodies use inflation-adjusted financial statements to formulate economic policies and regulations. Inflation accounting assists policymakers in understanding the true state of the economy and making informed decisions to control inflation and stabilize the economy.



Merits (Advantages):

	Accurate Financial Reporting: Inflation accounting ensures that financial statements reflect the true economic reality by adjusting for the effects of inflation. This leads to more accurate and reliable financial reporting.


	Comparability Over Time: Adjusting financial statements for inflation allows for better comparability of financial performance and position across different time periods, aiding in trend analysis and decision-making.

	Real Value Preservation: By maintaining the real (inflation-adjusted) value of assets and liabilities, inflation accounting helps in preserving the purchasing power of capital invested in the business.

	Improved Decision Making: Stakeholders, including investors, creditors, and management, can make more informed decisions when financial statements accurately reflect the impact of inflation on the business.

	Taxation Accuracy: In jurisdictions where inflation-adjusted financial statements are required for tax purposes, inflation accounting ensures that companies are taxed on their real income, avoiding taxation based on nominal income inflated by inflation.

	Contractual Clarity: Inflation accounting helps in ensuring that long-term contracts and agreements accurately reflect changes in the purchasing power of money over time, reducing the likelihood of disputes and misunderstandings.

	Budgeting and Planning: Companies can make more realistic projections for future expenses, revenues, and cash flows by accounting for the effects of inflation, leading to better budgeting and planning processes.

	Regulatory Compliance: Inflation accounting helps companies comply with regulatory requirements related to financial reporting in an inflationary environment, enhancing transparency and trust among stakeholders.

	Policy Formulation: Governments and regulatory bodies can formulate more effective economic policies and regulations by analyzing inflation-adjusted financial statements to understand the true state of the economy.

	Investor Confidence: Transparent and accurate financial reporting, facilitated by inflation accounting, can enhance investor confidence in the company's financial performance and stability, potentially attracting more investment.



Demerits (Disadvantages):


	Complexity: Implementing inflation accounting can be complex and time-consuming, requiring specialized knowledge and skills, which may not be readily available within the organization.

	Subjectivity: Determining appropriate inflation adjustment factors involves subjective judgment, leading to potential discrepancies in financial reporting and analysis.

	Data Availability: Inflation accounting relies on accurate and reliable inflation data, which may not always be readily available or consistent across different time periods and regions.


	Costly: Implementing inflation accounting systems and processes can be costly for companies, particularly for smaller businesses with limited resources.

	Distorted Comparisons: Inflation-adjusted financial statements may not always be directly comparable to non-adjusted financial statements, making it challenging to assess changes in financial performance over time.

	Misleading Information: Inflation adjustments may sometimes mask underlying business performance, leading to potential misinterpretation of financial results by stakeholders.

	Incentives for Manipulation: Companies may have incentives to manipulate inflation adjustments to portray a more favorable financial position, leading to potential ethical issues and concerns.

	Limited Usefulness in Stable Economies: Inflation accounting may be less relevant in economies with low or stable inflation rates, as the impact of inflation on financial statements is minimal.

	Lack of Standardization: There is a lack of standardized methods for inflation accounting, leading to inconsistency in practices across companies and industries.

	Limited Regulatory Requirement: Inflation accounting is not universally required by regulatory authorities, leading some companies to forego its implementation, potentially resulting in disparities in financial reporting practices.



Methods/Techniques of inflation Accounting

	Current purchasing power method –
















Practical














	Calculation of Conversion Factor
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	Distinction between Monetary and Non-monetary Accounts






	Gain or Loss on Monetary items




	
	
	

	
	
	

	
	
	

	
	
	

	
	
	












































































	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	

	
	
	
	




	
	
	



	
	
	

	
	
	

	
	
	

	
	
	



	Cost of Sale

	Closing Inventory as per CPP method under FIFO.
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	General Price Index






	Monetary Items as on 1" January, 1991













	Cash






	Debtors






	Bills Payable
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