FINAL ACCOUNTS OF BANKING COMPANIES

A bank is a financial institution which deals with money and credit.  It accepts deposits  and lends money to those who are in need of it. It helps to transfer money from one place to another. Banker is a person or company carrying on the business of receiving money and  collecting drafts for customers subject to the  obligation of  honouring the cheques drawn upon  him from time to time by customers up to the amount available on their customers.

Banking. According to Banking Regulation Act, 1949. 

Section 5 Banking is defined as  “the accepting, for the purpose of lending or investment, of deposits of money from the public repayable on demand or otherwise and withdraw able by cheque, draft, order or otherwise

Section 6 of the Act states that in addition to the business of banking, a banking company may engage in any one or more of the following business:

i. The borrowing, raising, or taking up of money
ii. The lending or advancing of money either upon or without security
iii. The drawing, making, accepting, discounting,  buying,  selling,  collecting  and dealing  in b bills of exchange, hundies, promissory notes, coupons, drafts, bills  of  lading,  railway receipts, warrants, debentures, certificates, scrip and other instruments, and securities whether transferable or negotiable or not.
iv. The granting and issuing of letter of credit, travellers cheques and   circular notes
v. On receiving of all kinds of bonds, scrip’s or valuables on deposit or for safe  custody or otherwise.
vi. The buying, selling and dealing in bullion
vii. The collecting and transmitting of money and securities
viii. Contracting for public and private loans and negotiating and issuing the same
ix. Carrying on and transacting every kind of guarantees and indemnity business
x. Undertaking and executing trusts, etc…

Classification of Bank Advances.

a. Bills purchased and discounted – It is the advances given to customers on the security of bills, pronote etc. The amount after deducting the discount from the amount of the bill is credited in the customer’s account.

b. Loans – A loan is an advance of a fixed amount give to a customer for a specified period. Interest is charged on the whole amount loaned.

c. Cash credit – It is a form secured advance by a bank.  Under  this arrangement  the  bank allows a fixed limit within which the customers can withdraw on the  bank. Interest is charged on the amount actually withdrawn.

d. Overdraft – Under this arrangement, the bank agrees to allow its customers  to  overdraw from his current account up to a certain limit either  with  or  without  security.

Accounting System

The accounting system of a banking company is different from that of a trading or manufacturing enterprise. A bank has large number of customers whose accounts are to be maintained in such a way so that these should be kept up to date and checked regularly. The following are the main features of a bank’s accounting system are as follows:
1) Entries in the personal ledgers are made directly from the vouchers
2) From such entries in the personal ledgers each day summary sheets in total are prepared which are posted to the control accounts in the general ledger.
3) The general ledger’s trial balance is extracted and agreed every day.
4) All entries in the personal ledgers and summary sheets are checked by persons other than those who have recorded entries. It helps in detection of mistakes.
5) A trial balance of detailed personal ledgers is prepared periodically  and gets agreed with the general ledger control accounts.
6) Two vouchers are prepared for every transaction not involving cash.

Books required by Bank
1. Receiving Cashier’s Counter Cash Book.
2. Paying Cashier’s Counter Cash Book.
3. Current Accounts Ledger.
4. Saving Bank Accounts Ledger.
5. Fixed Deposit Accounts Ledger.
6. Investment ledger.
7. Bills Discounted and Purchased Ledger.
8. Loan Ledger.
9. Cash Credit Ledger.
10. Customers’ Acceptances, endorsements and Guarantee Ledger.
11. Recurring Deposits Accounts Ledger, etc. The principal books of accounts are
1. Cash Book
2. General Ledger

Slip system of posting - Slip system of posting is made from slips prepared inside the organisation itself or from slips filled in by its customers. So entries are not made in the  books of original entry or subsidiary books, but posting of entries is done from slips. In a banking company, the main slips are pay- in -slips, withdrawal slips and  cheques and  all these slips are filled in by clients of the bank. These slips serve the basis of entry in the ledgers.

Final Accounts of Banks
As per Section 29, a banking company incorporated  in India,  is required  to prepare,  at the end of each accounting year, a Balance  sheet  and  profit  and  Loss  Account  as  on  the  last  working day of the year.

Profit and Loss Account
A banking company is required to prepare its Profit and Loss  Account  according  to Form  B in the Third Schedule to the Banking Regulation Act, 1949. Form B is given as follows:

Form B
FORM OF PROFIT & LOSS ACCOUNT FOR THE YEAR ENDED 31ST MARCH
(000s omitted)
	
	Schedule No
	Year ended 31.3..(Current
Year )
	Year ended 31.3.(Previous
Year)

	I. Income
Interest earned Other income
Total
II. Expenditure Interest expended Operating expenses
Provisions and contingencies
Total
	
13
14
	
	

	
	
	
	

	
	
15
16
	
	

	III. Profit/ Loss
Net profit / loss for the
	
	
	

	
	
	
	

	year(I‐II) Profit/loss brought forward
Total
IV. Appropriations
Transfer to statutory reserves Transfer to other reserves Transfer to government/ Proposed Dividend
Balance carried over to B/S
	
	
	

	
	
	
	

	
	
	
	

	Total
	
	
	

	
	
	
	

	
	
	
	



SCHEDULE  13 – INTEREST EARNED	(000s omitted)
	
	Year ended 31.3..(Current Year )
	Year ended 31.3.(Previous Year)

	I. Interest/ discount on advances/bills
II. Income on investments
III. Interest on balances with Reserve Bank of India and other inter‐bank funds
IV. Others
Total
	
	

	
	
	



SCHEDULE  15 – INTEREST EXPENDED	(000s omitted)

	
	Year ended 31.3..(Current
Year )
	Year ended 31.3.(Previous
Year)

	I. Interest on deposits
II. Interest on Reserve Bank of India/ inter‐ bank borrowings
III. Others
Total
	
	

	
	
	



SCHEDULE – 16 OPERATING EXPENSES
(000s omitted)
	
	Year ended (Current year)
	Year ended (Previous
Year)

	i. Payments to and provisions for employees
ii. Rent, taxes and lighting
iii. Printing and stationary
iv. Advertisement and publicity
v. Depreciation on bank’s property
vi. Directors’ fees, allowances and expenses
vii. Auditor’s fees, allowances and expenses (including branch auditors)
viii. Law charges
ix. Postages, telegrams, telephones, etc
x. Repairs and maintenance
xi. Insurance
xii. Other expenditure
	
	

	
	
	




Balance Sheet
The Balance Sheet of Banking Company is prepared according to Form A in Third Schedule. Form A is reproduced as follows:
FORM OF BALANCE SHEET
BALANCE SHEET OF …… (here enter name of the banking company)  as on 31st  March (Year)	(000s omitted)
	
	Schedule No
	As on (Current Year )
	As on (Previous Year)

	Capital & Liabilities
	
	
	

	Capital
	1
	
	

	Reserves & Surplus 
Deposits 
Borrowings
Other Liabilities and Provisions
	2
3
4
5
	
	

	
	
	
	

	Total
	
	
	

	
	
	
	

	Assets
	
	
	

	
	
	
	

	
Cash and balances with RBI
	
            6
	
	

	
	
	
	

	Balances with banks & money at call and
	            7
	
	

	short notice
	
	
	

	Investments 
Advances 
Fixed Assets 
Other Assets
	         8
         9
        10
        11
	
	

	Total
	
	
	

	Contingent liabilities
	12
	
	

	Bills for collection
	
	
	

	
	
	
	







Guidelines of the Reserve Bank of India for the Preparation of Final accounts of Banking Companies.

Statutory Reserve Ratio
Section 17 of Banking Regulation Act of 1949 deals with the term statutory reserve. Therefore, every banking company to create a reserve fund before any dividend is declared, a sum equal to 25% of the net profit of each year.

Cash Reserve Ratio (CRR)
As per Section 42(i) of RBI Act 1934, every scheduled bank shall maintain with the RBI equal to  at least 3% of its time and demand liabilities  (i.e., deposits  received for fixed periods as  well as  of its demand liabilities) as cash reserve. It is called Cash Reserve Ratio. The Act empowers RBI  to prescribe cash reserve of scheduled banks ranging from 3% to 15%. Presently Cash Reserve Ratio is 4%.

Statutory Liquidity Ratio (SLR)
As per Section 24 of the Banking Regulation Act1949 every commercial bank is required to maintain not less than 25% of its total time and demand liabilities in liquid assets in the form of cash, gold, and unencumbered Government securities and other securities  within  India.  It  is called SLR. At present the norm of SLR is 21.5 %.

Rebate on Bills Discounted/ Unexpired Discount
Rebate on bills discounted is the interest received in advance and represents unearned discounts   for those bills which will mature after the close of the financial year. Rebate on  bills discounted  for the current year is debited to discount account. In the Profit and Loss account this item is deducted from Interest earned,  schedule No.13 and in Balance sheet it is shown on the liability  side under the head other liabilities and provisions schedule No.5. If it is given as  a  ledger balance, it is shown under schedule No.5 only.
Interest  and discount A/c	Dr To Rebate on bills discounted.
If rebate on bills discounted is given in trial balance,  it should  e  taken  to Balance  sheet under “Other Liabilities and  Provisions”.  If  it  is  given  under  adjustments,  it  should be deducted  from  “Interest  and  Discount”  in  Profit  and  loss  Account  and  should  be  taken to Balance sheet under “Other Liabilities and  Provisions”. At the commencement  of  next accounting year it is transferred to Interest and Discount Account by reversing the above entry.


Branch Adjustments or Inter - office Adjustments

Banks usually have a net work of branches  spread over different  places. Various  transactions  take place between head office and branches and also between branches themselves. The head office will record this transactions after advises are received from branches. Unless advises are received such items will remain unadjusted under the heading Branch Adjustments.  If  such  entries may remain unadjusted in the head office of the bank at the close of the financial  year,  such entries are recorded in the balance sheet. If it is a debit balance, it is comes under the  Schedule No. 11 of asset side and if it is a credit balance, it comes under the schedule No.5 of liability side.
Clean bill
These are the bills to which no documents such as bill of lading, insurance policy  etc  are  attached.

Discounting of bills
Discounting of bill means making the payment of the bill before the maturity date of the bill.    
Bills for Collection
These are the drafts and bills drawn by sellers of goods on the purchasers of goods and sent to the bank for collection. If some bills are left uncollected at the end of the year, they are shown under the head 
Bills for collection.

Money at call and Short Notice
This item appears on the assets side of a bank Balance sheet and represents temporary loans to    bill brokers, stock brokers and other banks. If the loan is given for one day, it is called “money at call” and if the loan cannot be called back on demand and will require at least a notice of three  days for calling back, it is called “money at short notice”. The rate of interest on which money is lent fluctuates every day.

Non-banking Assets
These are the temporary assets acquired by the bank for granting loans and advances. Eg. Immovable properties, stock,  title  deeds etc.  Such assets are acquired by a bank from defaulters  in satisfaction of their outstanding to the bank. In short, the asset acquired in satisfaction of the claim of the bank is called Non-banking assets. It showed under the schedule  No.  11  Other  assets. Such assets acquired should be disposed of within a period of seven years from the date of their acquisition.

Interest on doubtful debts treated in a bank
When loan advanced become bad and doubtful, interest due on such loan is not credited to P/L Account. Instead, interest suspense account is credited. Unlike interest account, interest suspense account is not credited to P/L Account. If any portion of interest suspense is  realised  in  subsequent year, then that portion will be  credited to interest  account  and subsequently credited to P/L Account.

Items of Contingent liabilities in the case of Banking Company
Contingent liabilities are liabilities of the bank, which may or may not arise in future.  The liabilities are 
a. Liability for partly paid investments.
b. Liability on account of forward exchange contract.
c. Guarantees given to customers.
d. Acceptances, endorsements and other obligations.
e. Claims against the bank not acknowledged as debt. Non Performing Assets (NPA)

An asset becomes non performing asset when it ceases to generate income for the bank as per the terms of contract. A non performing asset is defined as a credit facility in respect of which interest/instalment remains “past due” for a period of 90 days.

Classification of Bank Advances and its Provisioning. (Asset Classification)
Banks are required to classify advances into four categories which are given below –

a. Standard assets – It consists of all performing assets  and  advances  backed  by Government guarantees irrespective of liability. It is also called performing assets.

Standard assets are those assets which do not disclose any problem and which do not carry more than the normal risk attached to the business. A general provision of a minimum of .40 % of total standard assets should be made.

b. Substandard assets – These are the assets which are classified as Non Performing Assets  for a period not exceeding two years. These assets indicate the possibility of  loss in realising  them. There is no certainty to recover them in full. A general provision of 15% of the total outstanding is made for these type assets.

c. Doubtful assets – An asset which has remained NPA for a period exceeding two years should be treated as doubtful. 100 percent of  the extent to which the advance  is not covered by  the realisable value of the security to which the bank has a valid recourse and the realisable value  is estimated on a realistic basis. In regard to the secured portion, provision may be made on the following basis, at the rates ranging from 25 percent to 100 percent of the secured portion depending upon the period for which the asset has remained doubtful: The provision is made on  the following basis -
Doubtful 1 - Up to one year – 25% Doubtful 2 – One to three years – 40 % Doubtful 3 – More than three years - 100%

d. Loss assets - These are assets which are considered to be uncollectable.  Where  the  loss on assets has been identified by bank or internal auditor or the RBI inspector but the amount has not been written off wholly or partially is known as loss assets. It is also called Bad assets. A provision of 100% of the outstanding should be provid

