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CHAPTER 2
RECENT DEVELOPMENTS IN INDIAN FINANCIAL SYSTEM

What you should know:
 Role and Functions of Capital Markets
 Reforms/changes in capital market
 SEBI - Its importance & Role
 Measures taken for investors protection
 Developments in Primary & Secondary markets of capital market
 Developments in Government securities market
 Concept of Mutual fund and its various types of schemes
 New type of Investors like FII & QIB’s

I. Role and Functions of Capital Markets: 
Capital Market is one of the significant aspect of every financial market. Hence it is necessary to study its 
correct meaning. Broadly speaking the capital market is a market for financial assets which have a long 
or indefinite maturity. Unlike money market instruments the capital market instruments become mature 
for the period above one year. It is an institutional arrangement to borrow and lend money for a longer 
period of time. It consists of financial institutions like IDBI, ICICI, UTI, LIC, etc. These institutions play the 
role of lenders in the capital market. Business units and corporate are the borrowers in the capital 
market. Capital market involves various instruments which can be used for financial transactions. Capital 
market provides long term debt and equity finance for the government and the corporate sector. Capital 
market can be classified into primary and secondary markets. The primary market is a market for new 
shares, where as in the secondary market the existing securities are traded. Capital market institutions 
provide rupee loans, foreign exchange loans, consultancy services and underwriting.



…………………………..

II. Primary Market developments:

Initial Public Offers (IPOs)/Rights/ Follow-on Public Offers (FPOs) by Book Building Process:
Corporates may raise capital in the primary market by way of an initial public offer, rights issue or private 
placement. An Initial Public Offer (IPO) is the selling of securities to the public in the primary market. This 
Initial Public Offering can be made through the fixed price method, book building method or a 
combination of both.
Book Building is a mechanism where, during the period for which the book for the offer is open, the bids 
are collected from investors at various prices, which are within the price band specified by the issuer. 
The process is directed towards both the institutional as well as the retail investors. The issue price is 
determined after the bid closure based on the demand generated in the process. 

The Process:
 The Issuer who is planning an offer nominates lead merchant banker(s) as 'book runners'. 
 The Issuer specifies the number of securities to be issued and the price band for the bids. 
 The Issuer also appoints syndicate members with whom orders are to be placed by the investors. 
 The syndicate members input the orders into an 'electronic book'. This process is called 'bidding' 

and is similar to open auction. 
 The book normally remains open for a period of 5 days. 
 Bids have to be entered within the specified price band. 
 Bids can be revised by the bidders before the book closes. 
 On the close of the book building period, the book runners evaluate the bids on the basis of the 

demand at various price levels. 
 The book runners and the Issuer decide the final price at which the securities shall be issued.
 Generally, the number of shares are fixed, the issue size gets frozen based on the final price per 

share.
 Allocation of securities is made to the successful bidders. The rest get refund orders.

→ What is the main difference between offer of shares through book building and offer of shares 
through normal public issue? 
The price at which securities will be allotted is not known in case of offer of shares through book building 
while in the case of offer of shares through normal public issue, the price is known in advance to 
investor. In case of book building, the demand can be known everyday as the book is built. But in case of 
a normal public issue, the demand is known only at the close of the issue. 
→ What is the advantage of taking the book-building route? 
This process will help to discover the demand and the price of the shares. Also, the costs of public issue 
are much reduced and the time taken for completion of the entire process is much less than the in the 
normal public issue.

Guidelines for Book Building:
Rules governing Book building are covered in Chapter XI of the Securities and Exchange Board of India 
(Disclosure and Investor Protection) Guidelines 2000.

In case of an issuer company makes an issue of 100% of the net offer to public through 100% book 
building process-
i) Not less than 35 % of the net offer to the public shall be available for allocation to retail individual 
investors. 
ii) Not less than 15 % of the net offer to the public shall be available for allocation to non institutional 
investors i.e. investors other than retail individual investors and Qualified Institutional Buyers. 

CHAPTER 4



BANK & CUSTOMER-PRODUCTS & RELATIONSHIP

What you should know:
 Bank deposits & its types
 Different types of customer like individual, partnership, HUF etc.
 Customers operational issues like mandate & power of attorney
 RBI master circular relating to operational issues of Joint accounts
 Right of Lien
 Right to Setoff 
 Garnishee order & its impact on deposit accounts
 Know your customer norms

………………………..

Minor 
A person under the age of 18 years is a minor, if a guardian of his person or property of both has been 
appointed by a Court or if the superintendence of his property has been assumed by a Court of Wards 
before the minor assumed the age of 18 years, he remains minor till he completes the age of 21 years 
(Section 3 of the Indian Majority Act, 1875). A minor has certain disabilities and enjoys certain 
protections under the law which a banker must take into consideration when dealing with a minor.

Opening the Account: Banks prefer to open a saving bank account and a fixed deposit account of a 
minor, and would not open his/her current account….

RBI clarification for Minor account by SCB & Primary (Urban) Co-operative Banks dated May 6, 
2014:…………….

Exercising Right of Lien:
Bank has the right of lien on goods and securities entrusted to him legally and standing in the name of 
the borrower.
Bank can exercise right of lien on the securities in its possession for the dues of the same borrower, 
even after the loan taken against that particular security has been re-paid. Right of lien can be exercised 
on bills, cheques, promissory notes, share certificates, bonds, debentures etc.
Where right of lien cannot be exercised:
Bank cannot exercise right of lien on goods received for safe custody, goods held in capacity as a 
trustee, or as an agent of the customer, SDV, or left in bank by mistake

IV. Right of set-off:
The banker has the right to set off the accounts of its customer. It is a statutory right available to a bank, 
to set off a debt owned to him by a creditor from the credit balances held in other accounts of the 
borrower. The right of set-off can be exercised only if there is no agreement express or implied to the 
contrary. This right is applicable in respect of dues that are due, are becoming due i.e. certain and not 
contingent. It is not applicable on future debts. It is applicable in respect of deposits that are due for 
payment. The right of set off enables bank to combine all kinds of credit and debit balances of a 
customer for arriving at a net sum due. The right is also available for deposits kept in other branches of 
the same bank. The right can be exercised after death, insolvency, and dissolution of a company, after 
receipt of a garnishee/attachment order .The right is also available for time barred debts. Deposits held in 
the name of a guarantor cannot be set off to the debit balance in borrowers account until a demand is 
made to the guarantor and his liability becomes certain. Banks cannot set off the credit balance of 
customer's personal account for a joint loan account of the customer with another person unless both the 
joint accountholders are jointly and severally liable. Banks exercise the Right of set off only after serving 
a notice on the customer informing him that the bank is going to exercise the right of set-off.
Automatic right of set off:



Depending on the situation, sometimes the set off takes place automatically without the permission from 
the customer. In the following events the set off happens automatically i.e.without the permission from 
the customer.
a)On the death of the customer,
b)On customer becoming insolvent.
c)On receipt of a Garnishee order on customer’s account by court.
d)On receipt of a notice of assignment of credit balance by the customer to the banker.
e)On receipt of notice of second charge on the securities already charged to the bank.

The following are some case laws as decided by Indian courts for lien & set off:
1. Two partnership firms JJ & JR with the same set off partners had two separate accounts with the 
Central Bank of India, Amrutsar.  JJ has taken overdraft facility. They failed to clear the debit balance. 
There was a credit balance in JR current account. Bank incharge debited JR for payment of overdraft of 
JJ. JJ objected and filed a case against bank.
The Court held that………………………………………………………………

2. Mr. KVV has a bank taken Tractor loan from Union bank of India. He kept some FDR with bank not as 
security but for investment purpose…………………………………………………….

3. State Bank of Patiala as a lead member of the Consortium of Banks, has advanced various credit 
facilities to Northland Sugar Complex Ltd, a company in liquidation…………………………………….

CHAPTER 5
LENDING BY BANKS

What you should know:
 Importance of loans & borrowings
 Types of loans/credit facilities
 Types of working capital finance
 Non Fund Base Working Capital Loans 
 Export finance & norms relating to export finance
 Long term loans
 Priority Sector Lending & its norms
 Prudential Norms for Income recognition, asset classification and provisioning (NPA guidelines)
 Financial Inclusion

Regulation of Bank Finance in case of Working Capital:-
Concerned about such a distortion in credit allocation, the Reserve Bank of India (RBI) has been trying, 
particularly from the mid 1960s onwards, to bring a measure of discipline among industrial borrowers and 
to redirect credit to the priority sectors of the economy. From time to time, the RBI issues guidelines and 
directives relating to matters like the norms for inventory and receivables, the maximum permissible bank 
finance, the form of assistance, the information and reporting system, and the credit monitoring 
mechanism. The important guidelines and directives have stemmed from the recommendations of 
various committees such as the Dehejia Committee, the Tandon Committee, the Chore Committee, and 
the Marathe Committee.
However, in recent years, in the wake of financial liberalisation, the RBI has given freedom to the boards 
of individual banks in all matters relating to working capital financing.

II. Projected Balance Sheet (PBS) Method 
In which the corporate is asked to project its balance sheet including the requirements for bank finance. 
The Bank validates these requirements through time-series and ratio analyses and sanctions the limits, if 
the level of finance projected by the corporate is found acceptable. Otherwise, the corporate is requested 
to alter its business plans and funding pattern.



II. Cash Budget Method
The corporate is required to project its cash receipts and expenditure. Whenever, the expenditure 
overshoots the incomes, the Bank finance steps in to fill the gap. Many other banks, however, have 
continued with the method of Maximum Permissible Bank Finance (MPBF)

III. Turnover Method:
In this method, projection of annual turnover is required to be made.  RBI clarified that Turnover means 
'Gross Sales' which will include excise duty also. After that arriving of project turnover, as per RBI 
guidelines the working capital to be assessed will be at 25% of projected turnover however, RBI 
stipulates that bank finance will be at minimum of 20 per cent of the projected turnover and rest 5% 
should come from borrower. 

IV How to calculate Drawing Power (DP):
The following is the example for calculation of DP:
……………………………..

MODULE A
Chapter 1 to 3 of Notes

1. A company which pools money from investors and invests in stocks, bonds, shares is called
a) A bank      b) An insurance company     c) Bancassurance     d) Mutual Fund

2. Bancassurance is
a) An insurance scheme to insure bank deposits
b) An insurance scheme to insure  bank advances
c) A composite  financial service offering both bank and insurance products
d) A bank deposit scheme exclusively for employees of  insurance companies

3.  As per FIMMDA’s guidelines, the Mid-Office is responsible for:
a)  Dealing activities    b)  Risk Management    c)  Reconciliation
d) Confirmation of  deals

4. Interest is calculated on actual/365 days basis in respect of the following products, except one :
a. Call Money    b. Notice Money    c. Term Money   d. GOI dated securities

5.  The regulator for Mutual Funds in India is:
a) FIMMDA       b) AMFI      c) RBI     d) SEBI
6. FIMMDA’s general principles and procedures are applicable to:
a) Fixed Income Markets     b) Money Markets    c) Derivatives Markets
d) All of the above
………………………………..

MODULE B
Chapter 4 to 6 of Notes

1. In deposits accounts the main relationship between bank and customer is: 
A. creditor – bank, debtor – customer      B. debtor – bank, creditor – customer     
C. agent – principal                                   D. servant – owner                 E. only a and b 

2. When a bank lends money to the corporate person the relationship is: 
A. borrower and lender       B. creditor – debtor      C. debtor – creditor      
D. customer and client

3. Bailor – bailee relationship is applicable in: 
A. cash deposited with cashier by customer     B. safe deposits locker      
C. demand draft issued by bank                        D. keeping articles in safe custody with bank     



4. what relationship is created when the bank collects a cheque in clearing. 
A. holder for value            B. clearing member and principle.       C. agent and principle     
D. collecting bank and holder          E. None of above 

PAPER 2 – ACCOUNTING & FINANCE FOR BANKERS - ONLY SOME PORTION OF 
MATERIAL TAKEN TO SHOW WHAT TYPE OF MATERIAL WE HAVE MADE….

ACCOUNTING & FINANCE FOR BANKERS (Updated Upto 31.07.2020)

INDEX
          Chapter Page 

No.
1.   Basics Of Accounts 1
2.   Journalizing and Posting Transactions 10
3.   Accounting Equation 25
4.   Trial Balance & Financial statement 28
5.   Capital v/s revenue expenditure 35
6.   Accounting standards & IFRS 36
7.   Bank Reconciliation Statement 44
8.   Errors & their rectification 49
9.   Depreciation 55
10. Bills of Exchange 64
11. Company Accounts (including Final Accounts) 68
12. Ratio Analysis   84
13. Accounting in a Computerized Environment 93
14. Banking Accounts (including Accounting Treatment of Specific Items) 102
15. Bank Balance sheet & disclosure requirements 110
16. Operational Aspects of Bank 125
17. Time Value Of Money 128
18. Capital Budgeting 136
19. Bond Valuation 143
20. Basics Of Foreign Exchange 151

         ….multiple objective questions given after every chapter with answers……….

CHAPTER 1
BASICS OF ACCOUNTS

What you should Know?
What is Accounting, its nature, purpose & definition.
Objective of Accounting, its subdivisions.
Basic concepts
Conventions of accounting
Golden Rule of Accounting
………………

Generally Accepted Accounting Principles (GAAP): Concepts and Conventions
Evolution of accounting is spread over several centuries and during this period certain rules, procedures 
and conventions have come to be accepted as useful. These rules etc. represent a consensus view of 
the profession for good accounting practices and procedures and are commonly referred to as Generally 
Accepted Accounting Principles (GAAP). It means the set of rules and practices followed in recording 



transactions and preparing the financial statements (profit and loss account and balance sheet). The 
GAAP provide a set of guidelines to be observed by the accounting profession for preparing and 
reporting the accounting information and can be broadly classified into two categories – concepts and 
conventions.

Concepts and Conventions in accounting: Basic concepts:
Accounting principles are built on a foundation of a few basic concepts. These concepts are so basic that 
most accountants do not consciously think of them; they are regarded as being self-evident. Non-
accountants will not find these concepts to be self-evident. Some accounting theorists argue that certain 
of the present concepts are wrong and should be changed.  But  in  order  to  understand  accounting,  
as  it  now  exists,  one  must  understand what the underlying concepts currently are. 

The different aspects are :—
1.  Business Entity Concept
2.  Money Measurement Concept
3. Cost Concept
4. Going Concern Concept
5. Dual-aspect Concept
6. Realisation Concept
7. Accrual Concept
8.  Accounting Period Concept

1.   Business Entity Concept:
This concept assumes that, for accounting purposes, the business enterprise and its owners are two 
separate independent entities. Thus, the business and personal transactions of its owner are separate. 
For  example,  if  the  owner  of  a  shop, who has started a business paid Rs. 10,000 for school fees of 
his daughter, then this fees will not be treated as business expenditure and will be treated as personal 
expenditure of owner and hence required to be recorded as withdrawal of capital. Without such a 
distinction the affairs of the shop will be mixed with the personal affairs of the owner and records fail to 
show the true profit from business activity.
For a company the distinction is easier as legally the company is a distinct entity from the persons who 
own it. Therefore, an entity is a business organisation or activity in relation to which accounting reports 
are compiled. It may include universities, voluntary organisations, government and non-business units
Significance: The following points highlight the significance of business entity concept:
a. This concept helps in ascertaining the profit of the business as only the business expenses and 
revenues are recorded and all the private and personal expenses are ignored.
b. This concept restraints accountants from recording of owner’s private/ personal transactions

2.  Money Measurement Concept: 
This concept assumes that all business transactions must be in terms of money, that is in the currency of 
a country. In our country such transactions are in terms of rupees.
The advantage of doing this is that money provides common denominators by means of which variety of 
facts can be expressed as numbers that can be added and subtracted. This enables addition and 
subtraction of varied items since money provides the common denominator. 
Thus, as per the money measurement concept, transactions which can be expressed in terms of money 
are recorded in the books of accounts. For example, sale of goods worth Rs.400000, purchase of raw 
materials Rs.200000, Rent Paid Rs.10000 etc. are expressed in terms of money, and so they are 
recorded in the books of accounts. But the transactions which cannot be expressed in monetary terms 
are not recorded in the books of accounts. For example, sincerity, loyalty, honesty of employees are not 
recorded in books of accounts because these cannot be measured in terms of money although they do 
affect the profits and losses of the business concern.
Significance: The following points highlight the significance of money measurement concept:
a. This concept guides accountants what to record and what not to record.
b. It helps in recording business transactions uniformly.



c. If all the business transactions are expressed in monetary terms, it will be easy to understand the 
accounts prepared by the business enterprise.
d. It facilitates comparison of business performance of two different periods of the same firm or of the two 
different firms for the same period.

3. Cost Concept:
Cost concept states that all assets are………………………..

How to record and maintain journal:
In the above section we have discussed the nature of business transactions and the manner in which 
they are analyzed and classified. The primary emphasis was the “why” rather than the “how” of 
accounting operations; we aimed at an understanding of the reason for making the entry in a particular 
way. We showed the effects of transactions by making entries in T accounts. However, these entries do 
not provide the necessary data for a particular transaction, nor do they provide a chronological record of 
transactions. The missing information is furnished by the use of an accounting form known as the journal
The journal, or day book, is the book of original entry for accounting data. Afterward, the data is 
transferred or posted to the ledger, the book of subsequent or secondary entry. The various transactions 
are evidenced by sales tickets, purchase invoices, check stubs, and so on. On the basis of this evidence, 
the transactions are entered in chronological order in the journal. The process is called journalizing.
A number of different journals may be used in a business. For our purposes, they may be grouped into 
general journals and specialized journals. To illustrate journalizing, we here use the general journal, 
whose standard form is shown be low.

Journalizing
We describe the entries in the general journal according to the numbering in the table above:
1. Date. The year, month, and day of the first entry are written in the date column. The year and month 
do not have to be repeated for the additional entries until a new month occurs or a new page is needed.
2. Description. The account title to be debited is entered on the first line, next to the date column. The 
name of the account to be credited is entered on the line below and indented.
3. P.R. (Posting Reference). Nothing is entered in this column until the particular entry is posted, that is, 
until the amounts are transferred to the related ledger accounts. The posting process will be described in 
the next section.
4. Debit. The debit amount for each account is entered in this column. Generally, there is only one item, 
but there could be two or more separate items.
5. Credit. The credit amount for each account is entered in this column. Here again, there is generally 
only one account, but there could be two or more accounts involved with different amounts.
6. Explanation. A brief description of the transaction is usually made on the line below the credit. 
Generally, a blank line is left between the explanation and the next entry.

Journal Format:-

Date Particulars P.R Debit Amt. Credit Amt.

Transaction1. Amit started business on 1.4.2012 with capital Rs 5,00,000. 
Transaction Analysis: This transaction affects Amit’s capital account and cash account. Capital account 
is the proprietor’s personal account and the liability for business and hence by our rule liability increased 
credit that account will be applicable. And since Cash account an asset is also increased the rule says 
‘Debit the asset if increased’ will be applicable.  Therefore, the journal entry for this transaction will be
                                                                                                           Rs.                      Rs. 
                   Cash Account …………….                              Dr        5,00,000
                       To Amit's Capital Account                           Cr                                    5,00,000    
                     (Amit started business with cash)



Transaction 2. April I 2012.  He opened a savings bank account with State Bank of India with Rs 
3,00,000.
Transaction Analysis: The two accounts affected by this transaction are cash account and bank account. 
Cash a/c is asset and bank a/c is also asset. The rule for says ‘Debit if asset increased and credit if asset 
decreased. Here bank is increased, Bank account will be debited. Since cash from the business is going 
out i.e decreased in asset, cash account will be credited.  Therefore, the journal entry will be
                                                                                                            Rs.                     Rs. 
                    Bank Account……………..                             Dr       3,00,000        
                        To Cash Account                                        Cr                                  3,00,000
                    (deposited cash into bank)

………..
Illustration 3. Enter the following transactions in the journal of M/s. Harish & Co., and post them into the 
ledger and balance the ledger accounts.
2012                                                                                      Rs. 
Mar. 1 Started business with cash                                     90,000 
Mar 2. Paid into Bank                                                          50,000 
Mar 3. Purchased goods for cash                                       30,000 
Mar 5. Purchased furniture and paid by cheque                 10,000 
Mar 7. Sold goods for cash                                                 19,000 

The Journal will be as follows:

Mar . 1 Cash A/c……………………....…………Dr.           90,000
                 To Capital A/c                                   Cr                                       90,000 
                  (Started business)
Mar . 2 Bank A/c……………………….... ………Dr.           50,000      
                 To Cash                                             Cr                                      50,000 
                (Paid to bank)
Mar . 3 Purchases A/c………………… ..………Dr.           30,000      
                 To Cash A/c                                      Cr.                                      30,000 
                (Purchased goods)

……………………
Practice Exercise:
Prepare Trial Balance & Financial statements for the exercises given in Page no. 28 & 29 by using ledger 
drawn by you for that exercise.

1. Given below are the ledger balances of a management consultancy firm:  
Capital Rs.4,00,000, Computer Rs. 25,000, Air conditioner and furniture Rs. 1,00,000, Fixed Deposits 
Rs.2,00,000,  Salaries Rs.8,00,000, Fees received Rs. 12,00,000, Travelling expenses Rs.1,50,000, 
Rent and office expenses Rs.2,40,000, Cash balances Rs. 1,80,000. Bank overdraft Rs. 95,000. 
The total of trial balance will be 
(a) Rs. 16,00,000. (b) Rs. 16,95,000. (c) Rs. 14,50,000.  (d) Rs. 15,00,000.
……………………………………..

CHAPTER 10
DEPRECIATION

Introduction:
In accrual system of accounting, depreciation on fixed assets is calculated on some suitable basis and 
charged against periodic revenue in the process of determination of profit.  Allocation of expenses which 
were incurred on account of purchasing fixed assets, although subjective, is essential for determination 
of business income because when replacement will be due, money set aside by way of depreciation can 
be used.  In this way continuity of the business can be maintained.  However.   It is questionable whether 



amount set aside by way of depreciation will be sufficient to replace an asset in future because of price 
rise and another economic reasons. 
In this Unit we shall discuss various methods of charging depreciation. 

Meaning of Depreciation
Depreciation may be described as a permanent, continuing and gradual shrinkage in the book value of 
fixed assets. It is based on the cost of assets consumed in a business and not on its market value.
………………………………………………………….

Illustration 3 
The balance of furniture and fixtures as on 1st, April, 2012 was Rs.10,000.  Furniture of Rs.5,000 was 
purchased on 1st,October, 2012. Depreciation is charged @ 10% on W.D.V. method. The depreciation 
for the year ended 31st, March, 2013 will be  
(a) Rs.1,500     (b) Rs.1,250    (c) Rs.1,750    (d) None of the above.  
Solution:

Date Particular J.F Amount Rs Date Particulars J.F Amount Rs 
2012 
Apr 01 

Bal b/d.    10,000.00 2013 
Mar 31.

Depreciation     1,249.31

……………………
Illustration 4: A Ltd. Company purchase machinery on 1st, April, 2012 for Rs.1,00,000. The depreciation 
on this machinery is charged @ 10% per annum on straight line method.  On 30th,October, 2013 
machinery is sold for Rs.89,000.  The profit or loss on sale of such machinery is:  
(a) Profit of Rs.5,835  (b) Loss of Rs.4,863   (c) Profit of Rs. 4,863    (d) Loss of Rs.1,000.
Solution:………………………………………

CHAPTER 15
TIME VALUE OF MONEY

A. Why Mathematics in Banking
To calculate interest on deposits and advances
To calculated yield on bonds in which banks have to invest substantial amount.
To calculate depreciation
To decide on buying/selling rates of foreign currencies
To calculate minimum capital required by the bank
To appraise loan proposals

B. Time Value of Money
Let me take a simplistic example to make my point. Imagine you have Rs 1,00,000 with you and you 
have the following options (inflation rate is 5%):
Give it to a friend who will return Rs 1,00,000 after one year. 
Put it in a Savings account which gives you 5% annualized return. 
Invest in a Mutual Fund/Stock which can give you a return ranging from -50% to +50% (Isn’t it like trying 
to hit a sixer and getting caught on the boundary!!) 
……………………………

Effective interest rate (continuously compounding interest):
The effective interest rate, effective annual interest rate, annual equivalent rate (AER) or simply effective 
rate is the interest rate on a loan or financial product restated from the nominal interest rate as an 
interest rate with annual compound interest payable in arrears.
………………………………………..

Future Value:
The Future Value of a cash flow represents the amount, at some time in the future, that an investment 
made today will grow to if it is invested to earn a specific interest rate. For example, if you were to 



deposit Rs.100 today in a bank account to earn an interest rate of 10% compounded annually, this 
investment will grow to Rs.110 in one year. This can be shown as follows: …………………………….

Present Value:
Present Value describes the process of determining what a cash flow to be received in the future is worth 
in today's rupee. Therefore, the Present Value of a future cash flow represents the amount of money 
today which, if invested at a particular interest rate, will grow to the amount of the future cash flow at that 
time in the future. The process of finding present values is called Discounting and the interest rate used 
to calculate present values is called the discount rate…………………………….

Illustration:-
a) You can make two different investments. The interest you receive on the first investment is Rs.110 per 
year for three years. You receive Rs.330 on the second investment in the third year and nothing in the 
first two years. If your discount rate is 6%, what should you pay for each of these investments?
Solution:…………………………………………..

Multiple Choice Question Set 1:

1. Which method of depreciation is approved as per the income tax rules?
a) Sinking fund method    b) Written Down Value Method    c) Annuity Method    d) None of the above

2. Capital A/c is a _______ A/c.
a) Personal     b) Real     c) Nominal      d) None

3. Cash A/c is a ________ A/c.
a) Personal     b) Real      c) Nominal       d) None

4. Which is not only a subsidiary book, but also a principal book?
a) Cash book      b) Sales book      c) Purchase book      d) Bills receivable book

5. The principle “Debit the receiver and credit the giver” is related to_____
a) Personal a/c     b) Real a/c     c) Nominal a/c    d) None
…..
47. Mr. X is admitted as a partner with capital of Rs.1,00,000 and Rs.25,000 as goodwill for his 1/3rd 
share. The old partners A & B will sacrifice in the ratio of 2:3. What amount A will receive as his share of 
goodwill.
a) 15,000       b) 20,000       c) 10,000         d) 5,000
…………….
56. Krishna Ltd. Issued 1,50,000 shares of Rs.100 each, at discount of 10% Mr.Ram to whom 300 
shares were allotted, failed to pay the final call of Rs.30 per share and hence all his shares were 
forfeited. At the time of forfeiture, what amount will be transferred to share forfeiture account. 
a) Rs.9,000         b) Rs.18,000           c) Rs.21,000            d) Rs.27,000
……………………..
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CHAPTER 3
DUTIES & RESPONSIBILITIES OF PAYING BANKERS & COLLECTING BANKERS

Negotiable Instruments Act and Paying bank:-
As we know that Deposit can be withdrawn by a customer through an instrument called as cheque. A 
cheque is a Bill of Exchange drawn on a specified banker and not expressed to be payable otherwise 
than on demand. The maker of a cheque is called the 'drawer', and the person directed to pay is the 
'drawee'. The person named in the instrument, to whom or to whose order the money is, by the 
instrument directed, to be paid, is called the 'payee'. A cheque payment is a debit transaction as the 
transaction regarding the payment of a cheque is initiated by the payee or beneficiary.
……………………………

Case discussion:
1.Mr. ‘Wise’ obtains fraudulently from ‘R’ a crossed cheque “Not Negotiable”. He transfers the cheque to 
‘V’, who gets the cheque encashed from ANS Bank Limited which is not the drawee bank. ‘R’ on coming 
to know about the fraudulent act of Mr. ‘Wise’ sues ANS Bank for the recovery of the money. Examine 
with reference to the relevant provisions of the Negotiable Instruments Act, 1881, whether ‘R’ will 
succeed in his claim. Would your answer be still the same in case Mr. ‘Wise’……….
Solution:……………………………………………

CHAPTER 4
LOAN PRODUCTS

History of loan & borrowings:-
Being India as agro economy, prior to 1960, the agriculturist were dependable for loans and borrowing 
on moneylenders, shop keepers , jamindars or their relatives and friends. Further, the option for 
industries, traders were also limited at that time. Private banks present were also acted like 



moneylenders. However, in ancient India, these money lenders have started banking on ‘benches’ where 
they lend money and exchange valuables. After the nationalization and reforms of banking in 1960, bank 
credit have gone up significantly year after year. Now, the situation has changed and banking credit is 
the first option. 
………………..

Non Fund Base Working Capital Loans :-
The fund base credit facilites are following types -
i)  Bank Guarantees
ii) Letter of Credit

i) Bank Guarantees :-
Bank guarantees are issued as a guarantee-bond whereby bank undertake to make the payment of a 
specified sum to the beneficiary in the event of the applicant’s failure to honour his commitment. 
The guarantees issued by the bank can be broadly classified into three categories -

a) Financial guarantee
b) Performance guarantee
c) Deferred Payment guarantee, and, 

            d) Bid Bond guarantee
A Contract of Guarantee is a Tripartite Agreement which contemplates the Principal Debtor, the Creditor 
or Beneficiary and the Surety.

A Bank Guarantee is a contract between the issuing Bank and the beneficiary in whose favour the 
Guarantee has been furnished. Though the Bank Guarantee may have been issued by the Banker at the
instance of his client, as far as the Bank Guarantee is concerned, it is a contract between the Banker and 
the Beneficiary in whose favour the Bank Guarantee has been issued. The party at whose instance the 
Guarantee has been furnished is, in a way, a stranger to the said contract of Bank Guarantee. The 
person in whose favour the Bank Guarantee has been issued has a right to ask the Bank to fulfil its 
obligation in terms of the Bank Guarantee.
If the terms of the Bank Guarantee entitle a party to ask for the payment of money from the Bank then 
this right cannot be interfered with merely for the reason that there exists a dispute between the party 
and the client at whose instance the Bank Guarantee has been issued. A Bank Guarantee is a 
commercial document and may be invoked in a commercial manner.
Precautions to be taken while issuing the bank guarantee document from the point of view of law 
of contract:-
In a bank guarantee , the amount has to be specifically stated both in figures and words. The liability of a 
bank under a bank guarantee depends on two important criteria, viz, the amount guaranteed and the 
period of the guarantee. These two factors have to be specifically stated in a bank guarantee to avoid 
future disputes.
1.If the amount and period are not specifically mentioned in a bank guarantee  then , the liability of a 
bank could be unlimited either in the amount guaranteed or the period during guarantee. 
2.Banks always specify the period for which their guarantee subsists and an additional period during 
which a claim has to be made upon the bank to make payment. A) The period during which a bank 
guarantee subsists is called “validity period”. B) On the expiry of validity period……………….

Essential Features of a Contract of Guarantee
1. A contract of guarantee may be either oral or written [Section 126]. Bankers invariably like to have a 
written contract of guarantee to avoid uncertainty in future and to bind the surety by his words.
2. Sometimes a contract of guarantee is implied also from the special circumstances. For example, the 
endorser of a bill of exchange is liable to pay the amount of the bill to the payee in the case the acceptor 
of the bill defaults to fulfil his promise.
3. A guarantee may be either 1) a specific guarantee, or 2) a continuing guarantee. A specific guarantee 
is given in respect of a single transaction or promise undertaken by the principal debtor. It comes to an 
end when the specific promise or transaction is fulfilled or undertaken.



Example. ABC bank sanctions a loan of Rs.1000 to B. C stands as surety for the repayment of the same. 
This is a specific guarantee. As soon as B repays the loan to the Bank, C’s liability as surety is over. If 
subsequently B takes another loan from the same Bank, C will not be deemed as surety for the same.
A guarantee which extends to a series of promises or transactions is called a “continuing guarantee” 
(Section 129). The surety specifies the amount up to which and the period within which he shall remain 
liable as a surety.
Example: A enters into a cash credit arrangement with OBC for a credit limit of Rs.10,000. C stands as 
surety for A up to this amount for a period of one year ending 31st December 2007. Under this 
arrangement A will be permitted to undertake any number of transactions with the bank subject to the 
limit that the maximum amount outstanding in his account at any time should not exceed Rs.10,000. C 
will remain liable as surety for the actual amount of debt taken by A but within the limit of Rs. 10,000 and 
that too within a period of one year up to 31.12.2007.
In case of a continuing guarantee the surety remains liable during the specified period of guarantee. But 
he can at any time revoke the continuing guarantee as to future transactions, by giving notice to the 
creditor. (Section 130).

Some decisions of Supreme court in recent past:

Decision in 2012:-
The Supreme court gave the ruling on an appeal by one Ganga Kishun, who had stood as a guarantor to 
a bank loan, raised by one Mr. Prasad, who had died without clearing it. Ganga Kishun had come to the 
apex court against the Banks decision to recover the loan arrears from him after the death of principal 
debtor Mr. Prasad.
Mr. Ganga Kishun argued that the creditor must first exhaust all remedies against the principal debtor 
before recovering the debts from the surety holders.

The Supreme court has given the following decision:
There can be no dispute to the settled legal proposition that in view of the provisions of Section 128 of 
the Indian Contract Act, 1872, the liability of the guarantor / surety is co-extensive with that of the debtor.
Therefore, the creditor has a right to obtain a decree against the surety and the principal debtor.
The surety has no right to restrain execution of the decree against him until the creditor has exhausted 
his remedy against the principal debtor. And hence Mr. Ganga Kishun has to pay the amount as stated in 
decree.

→ What are the different modes / forms of creation of security?

Hypothecation :
Moveable assets can be either hypothecated by way of charge or mortgaged.  Generally, the mode / 
form of creation of security on moveable fixed assets, specific machinery, current assets, receivables, is 
by way of hypothecation……………

Pledge :
Moveable properties / assets can also be pledged.  The ingredients of a pledge are the delivery of the 
properties / assets being pledged to the pledgee (i.e. person in whose favour the security is created), 
with the intention of creating security thereon, coupled with the authority to deal with or dispose of the 
said property………………………

CHAPTER 8
SARFAESI ACT

Ιn theory, a loan is a simple transaction. A borrower wants money, and a lender offers it and collects 
interest: this arrangement continues until the loan is repaid. In some cases, however, the borrower may 
be unable or unwilling to pay back the loan. Secured loans, where the borrower offers collateral such as 
real estate or machinery, are supposed to cater to just such contingencies. In case of a default, creditors 
can seize and sell the asset to recover their money. This neat concept breaks down if the seizure of an 



asset is impossible within reasonable time limits has been the case in India. A tardy legal system makes 
it virtually impossible to seize the assets of defaulters. Endless hearings and appeals keep things in 
limbo for decades; borrowers can afford to ignore creditors’ demands and pay the legal fees instead. As 
a result, there are bad debts across the entire financial system. These drive up the cost of loans and ruin 
the lenders’ financials. Banks and financial institutions write off huge sums each year to cover bad debts. 
Estimates of the size of these “non-performing assets”–bankers’ jargon for bad debts– vary from 
Rs1,35,000 crore to twice as much.

The Securitisation and Reconstruction of Financial Assets and Enforcement of Security Interest Act, 
2002 (SARFAESI) empowers Banks / Financial Institutions to recover their non-performing assets 
without the intervention of the Court.

Howerver, the provisions of this Act shall not apply to--
(a) a lien on any goods, money or security given by or under…………………………

SECURITY INTEREST (ENFORCEMENT) RULES, 2002
Section 13 of the Securitisation and Reconstruction of Financial Assets and Enforcement of Security 
Interest Act, 2002, empowers the Central Government to make the rules for the proper implementation of 
this Act. The following are the important rules in operation……………………

CASE LAWS:

1. The branch of BBC Bank Ltd was holding a decree for Ring-o-Plastic Pvt Ltd and after great efforts 
had found a buyer in New Technologies Pvt. Ltd for the industrial property. The agreed price was Rs 52 
lacs and the new buyers had deposited the amount in a “no lien” account as agreed and took over the 
assets of Ring-o-Plastic Pvt Ltd. In the meanwhile the Sales Tax authorities and the erstwhile workers of 
Ring-o- Plastic obtained a Court Injunction and the entire amount of Rs 52 lacs paid by New 
Technologies Pvt Ltd could not be appropriated towards the outstanding dues of Ring-o- Plastic and 
instead had to be deposited in the court by the branch……………………..
…………………………….
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