BANKING TRANSACTIONS

)

SO for we have.assur=d that all the business transaciions dre sellled py the 1
and payment of aclual cash. In aclual practice. however, most of the b siness transactior:
are carried out with the help of banks and cheques. It is, therefore, necessany 1o undersizr,
how banking transactions are recorded in the books. But before doing so, one must kn

someihing about banking and cheques.

Definition:  The word bank is said to be derived from the Halian werd * bance
a bench. The early bankers . the Jews in Lomberdy used 1o lransact their businecs of
penches in markel places. The original meaning of the “Bark " as a commercial insiii v

is identical with the bank of a dilch where (he conlents are piled up.

The Imperial Dictionary delines & bank as-- * an eslablishment which trades
Mmoncy.  an establishment for the deposit . cuslody and issue of money, and also for
granting lsans, discounting bills, and facilitating the transactions of remittances from one
place 1o another, ‘ '

A Dank may be defined as an inslitution which purchases and selis money, and
liansacts other financial business of like nature.

Functions of a Bank. The functions of a bank may be discussed under three
headings. (a) Primary Functions. (b) General Ulility Functions: and (c) Agency Functions.

A Primary Functions. The primary functions of a bank are 10 barrow money and (o
lend . Banks borrow money in the shape of deposils and lend it in various ways.

General Utility Functions: Besides the above primary functions a bank also performs
centain functions for the benelit of general public, which are called General Utility Functions.
The more impontant of them are : (a) Issue of various importan! documerits: (b) 1o finance
the import and export trade of 3 country; (c) to keep valuable things and papers in safe

Cuslody

Agency Functions: Banks also act as agents of their customers and‘rendaef greal
~SIVICE in thal capacity . (a) Banks collect and pay cheques on behalf of their cu_atqn:'c.rsq,
(b) They reaiise interest aryg dividend on behalf of their customers;  (c) They pay subscription:
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Distinctio

form:-

3 QN( Lendingef money.
~ The receipt of Deposits:

A commercial bank
() Current Account. In this case Ihe customer IS allowe
. money as and when he likes. He may thus deposit of v

'J ? l'l,:_ | :

2 I =
receives money on three accounts,

limes in a day if he lkes . Usually the businessmen open Ihis
No interes! is allowed by lirst class banks on currentact
some banks do allow interes! in case the balance does nol fall below
minimum limit. : :

Saying Bank Account. ( Profitand loss sharing Account) This ccount &
its name suggests is for those persons who wan lo make small savings.
case deposils can be made only up 1o a certain amount and wilthdrawals are
allowed only twice or thrice a week, nol exceeding a certain amount . This lype -
of account is opened by small relailers or mostly by wage-earners and salary-
earners. The rate of interest on  his type of account depends on the amounl
of profit earned by the bank. Il generally varies between 6 per cent o 9 percent
per annum. f .

Fixed Deposit Account. Inthis lype of account a certain amount 15 deposited
for a fixed period such as six months, oneé year or longer. The amounl cannol
be withdrawn till the expiration of fixed period . The interest ailowed on fixed

deposit varies with the period for which the depaesit is made. 1 i

n. The imporant points of distinction are presented below in a labulaled

Sr. No.

Point of Distinction | Cutrent Account Deposit Account

1.

2.

Point of deposil. No. fixed period. | Fixed penod. No. fixed period.

No limil 1o the number

Deposits can only
of deposits.

be one

No himit 1o the

Number of deposils
number ol deposils

Can be made once

Can be made only
of twice a week,

alter the expiry ol
the fixed period.

Can be made any
time during bus-
ness hours.

Time and number
ol withdrawals.

A high rate ol

\Small rate of interes!
interest. X

Rate ol interesl. No mnterest.

Cheques are NS al,
usel.

No cheques aré
used.

Normally operaled

Operation
by cheques.

L
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SSINCIPLES OF ACCOUNTING

2. Granling Advances or Loans:
The commerzial banks lend money in any one or more of the following ways.

(31 Overdrafts: In this case a customer is authonised lo burmow (overdrav) up e
an agreed amounl in excess of the customers bank balance . The bank charges
the inleres! at an agreed rale on the amount actually overdrawn by the borrovzer.

b Loans: A loan is made when a commercial bank advances a lixed sum for a
definite period of time . The amount is placed to the credil of a borrower who
can draw cheques against the sum for any amount . Whether he makes use of
full amount, or part amount he has to pay interest on the lotal amount of the
loan 2=

How te Open a Bank Account ?

A person desirous of opening a curren! or saving account with a bank kas to ful in

a pnnled form which is obtainable free from a bank . Banks usually :equire that a new
depositor mus! be introduced by one of its existing customers . Thus the applcaiion form
duly filled must be endorsed by some old customer of that bank. If the bank is salisl:ed
it will obtain the full signatures of the customer in the Autograph Book for fulure referanice.

After all these formalities the customer makes lhe first deposit. and he wel be gnen (hrze
hnoks:- '

Q@

()  Pay-in-Siip Book
(i)  Cheque Book.
(i)  Bank Pass Book.

~Pay-in-Slip Book: When money is lo be deposited Ir: the bank the Pay-in-Slip is to
be filed up . The object of this book is to provide the customer with the banker's
acknowledgment for receipt of money to be credied lo his account. The book contains
many blank slips lo which are atlached the counterfoils by means of perforation . A person
depositing the money or cheques elc. has to hill up the slip along with its counterfoil . The
depositor presents his money along with the dully filled slip lo the receiving Cashier of the
bank . The cashier after receiving the payment relains the slip and its counterfoil is given
to the customer after putting stamp on :

Cheque Book.  The Bank also supplies a Cheque Book containing a number of
cheques . It enables a customer 1o make withdrawal from his account or make payment lo
various parties by issue of cheques.

Bank Pass Book. Whenever an account is opened the customer is lurnished with
a pass book . This pass book is a copy of the customers account as it appears in
the books of the bank . The customer has lo present it to the bank at regular intervals.
Usuzlly the pass book is a bound book and there are columns showing (1) Date, &)
Particulars, (3).Deposits. (4) Withdrawals, (5) Balance (6) Initials of the Officer.
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© BANKING TAANSAGTIONS

Cheques
. ) A ) \ cuslorne 1 hie o
A cheque is an unconditional order in wriling , drawn by a , _l 2MAF ON his hany,
requesting o pay on demand a certain sum of money . 1o 2 person named in the che, -
or to the bearer or to the order of a slated person

Different kinds of Cheques.  Cheques are divided into three classes
() Bearer Cheques (ii) Order Cheques and (i) Crossed Cher,,. ‘
‘ Bearer Cheque - is one on which the phrase " or bearer " is wrillen;after (he name
of the payee. ILis payable to the bearer , holder or possessor, 1.e. any one who may pracen

R‘at the bank . The bank is under no liability to ascettain that the payment is made 1o ..
_ fight person. - : ]

L CURR

il Order Cheque ~Is cheque made payable 1o a certain person or order 1tis 2 cheqye
on which the phrase “ or order " is written after the name of the payee. If a cheque is madn ‘

payable 1o a cerlain person without the addition of the word ‘bearer * or order therelo. (Y
- TE an order cheque . It can be transferred only by endorsement and delivery

~ Crossed Cheque. When Iwo parallel lines are drawn across Ihe face of a chequs
a‘:s said lo be a crossed cheque. A crossed cheque cannol be encashed at the coune
+ but can be collected only by a bank from Ihe drawee bank Crossing may be genersl .-
special. : - -

g '
JA=e ."_-L',_l

General Crossing. A general crossing is one where lwo transverse parallel lines
l rawn across t;he face of a cheque with or without the words * & Co " elc. The effect
- general crossing is thal the holder cannot encash it himsell al the counter of the bank
~ must deposit it with some bank which would obtain cash for it from the drawee bank
~ this way chances of fraud are minimised S L

Nor. y 1 .
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Not Megotiable * When the wordg - Not N
* he two hines drawn on the face a cheque i hag 5 Speci GQOHIable " are wrilten between
Ihal the cheque cannol be translerred .

" Account Payee only " The wriling of (hese word
: S belw :
15 a direchon to the collecling banker o collect {he cheque and ‘s?:a:;he WG paraliel lines
crecil of the payee only. This gives greal safely & Ihe amount 1o the

Dishonour of Cheques -

I the chieque is In pertect order il is ordinaril
cheque s pad by the drawee bank. il is said lo b d. and when it i :
5 said lo be dishonoured. When he cheque is disho s

. . noured, # is returned by the b
alongwith a printed slip showing the reascn for dishonour . Cheques are oﬂenyreiusedarl;:

the bank owing lo any of the undernoled reasons -
1 Effect not yel cleared |
2 Not arranged for, or nol sufficient fund.

J

3 Payee' s endorsement required. .

4 Refer to drawer (/D).

5 Drawer's signature differs 7

6 Alteralion requires full signature. : o5
7 Cheque posl dated |

8 Cheque out of date,

9 Cheque mutilated. '

10 Amounl in words and figures differ
11 Payee's endorsement irreqular.
12 Slopped payment

Endorsement of Cheques

s signing on lhe back of the negoliable instrument with
a view 1o transter propery therein to another person . Thus it is a acl of signing on the back
ol lhe chieque in order 1o transter it lo someone else who is called the endorsee . In ordar
that the endorserment may be valid it should be i proper form . While making endorsement
the following rules should be observed *

I'he word endorsement mean

) Endorsement should be made on the back side of a negotiable insirument .

I Endorsement should be done by the person himsell o by his duly authorised
agenl

, o cactly as il has been,
) The person making the endorsement must sign his name exactly as it has oe
willen on the face of the instrument o i
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Bank Drafts

Commercial banks give the facilily of remitiance or
There are many ways by which money can be remilied from
drafl is one of the means of transferring money from one pl
drawn by a bank on one of ils branches requesling t
money 1o the person named in the drafl. A deblor can
to the creditor through the post . In many respects a
Hundis Y

A hundi is exacly like a bank draft . ILis drawn by one liading

=y Dl

For book-keeping purpose hundis are treated like bank dra et

Postel Crders

Postal orders like cheques are also wrille
Whenever the amount of money to be sent b
serve the same purpose as bank drafts. Postal orc
from the post office . A postal order can be cross

Method of Recording Banking Tran
The relation b-etweeﬁ bank

s

= HA) Cﬂqggt_ Account

—
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PRIMCIPLESOF ACCOUNTING

When an outstalion cheque received from a deblor is paid into the Bank for
collection, the bank charges ils customers with “Bank Charges”. Local cheques
are collected free. To record bank charges.
Bank Charges Account
To Bank Account ' _
When the account is overdrawn. the interest is charged by the bank on the
amount of the overdraft. To record interest ‘
Interest Account
To Bank Account
(8)  For any other service charges elc. made by the bank
Bank Charges Account
" ToBank Account.

(B)  Fixed Deposit Account

(1) When lixed deposit Account is opened
g ':""'—i""’_‘:’fﬂ - Fixed Deposit Account
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When a bank dralt or postal order
il. It should be recorded as Trade Expe

llustration 6.1

Enter the following lransactions
account. ' 3

1991 . '
March'1 Paid into the Bank on the Ct
: for one year Rs. 10,000,
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BIF Fa
18,0005 18,000
M"“A:h ! g To Barnk Account 2‘000
Cheque gven 10 A 204
_,__..-/"'"W ot ememe————S E A —
4 | Cash Account 9 ¥
To Sales Account -
Goods sold for cash. i
|
. g | Bank Account 200 "
To Kamal B
Cheque received & deposited, g
. g | Wages Account |-~
To Bank Accounl
Wages paid by cheque.
- . 42| Cash Account b
i To Rahim #
Cheque received.

+ 13| Bank Account et
| & To Cash Aggount
| Rahim's cheque paid into bank

o _r =
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March 24 I Cash Accounl .
To Bank Account

Cash withdrawn from bank

27 | Furniture Account
' ToZ
Furnilure purchased

Al _
Trade Expenses
To Bank Account
Bank draft purchased from ba
septlo Z.

Salaries accounl .
To Bank Acco
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