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U TEC EDUCATION 1

Capital and Revenue Transactions

Introduction to Capital and Revenue Transactions

The concept of Capital and Revenue is very important in order to determine the
accounting process correctly for a particular period of time. At the end of the
accounting year, it is very necessary to bifurcate the transactions between
capital and revenue for the recognition of the assets of the business.

Accounting is the process of identifying, recording, classifying, summarizing,
interpreting, and communicating financial information relating to an organization
to the interested users for judgment and decision-making. In this segment,
some basic terms are discussed that can be helpful in understanding advanced
accounting.

The transactions which have long-term effects on the business are known as
capital transactions. Basically, by this, we understand that the effect of these
transactions can be extended to a period of more than one year.

What are Business Transactions?

Transaction refers to a financial agreement or an economic event that various
parties enter into and the details of the transaction are recorded in the books of
accounts. Basically, it is an agreement between two parties that involves the
transfer or exchange of goods or services. Itis termed as ‘Business Transaction’
or ‘Financial Transaction’.

Example: Purchase of goods, receipt of money from the debtors, payment to a
creditor, purchase or sale of fixed assets, payment of interest, payment of
dividend, etc.

Characteristics of a Business Transaction

« Itis associated with money or money that is worth goods or services.

« It occurs when the transfer or exchange of goods and services takes
place.

« It brings about a shift in the financial position of an organization (i.e., the
assets and the liabilities of the organization).

« It makes an impact on the accounting equation of a business firm.

« It has two sides --- Receiving which is called Debit and Giving which is
called Credit of the benefit.

« The total assets of a business must be equal to the total liabilities and
capital of the firm after each transaction.

« The nature of each transaction must be verified very accurately since it
determines the financial status of a business unit.
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Classification of Business Transaction

A transaction can be of four types: Cash transaction and Credit transaction,
External Transaction and Internal Transaction

Cash Transaction:

When the amount is received or paid immediately on entering into an agreement
then it is a cash transaction.

Credit Transaction:
When an agreement is done between two parties wherein one party promises
to pay at a later date then it is a credit transaction.

External Transaction:

When a transaction takes place between the business entity and the second
party then it is called an external transaction.

Example: XYZ firm sold goods to Mr A.

Internal Transaction:

In this transaction, any second party is not involved.
Example: Depreciation charged on machinery

What are Revenue and Capital Transactions?

Revenue Transaction

When a transaction arises due to day-to-day business activities and the
transaction affects only one accounting period or a transaction whose benefits
are received within one year then it is called a revenue transaction.

Revenue transactions can be of the following two types.

a. Revenue expenditure
b. Revenue receipts

Revenue Expenditure:

It is the expenses incurred for the normal activities of the business and whose
benefit is consumed within the accounting period. There is a direct relationship
between the revenue and the accounting period.

Example: Rent of the establishment, electricity, salaries, cost of goods sold,
etc.

Revenue Receipts:

The amount that is received or receivable for normal business activities like the
sale of goods or rendering services or interests of business investments. This
Is shown in the Profit & Loss Account in the case of profit enterprises and in the
Income and Expenditure account in the case of Non-profit organizations.
Example: Sale of goods, rendering services, interest on fixed deposits or
capital investments, etc.
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Capital Transaction
When a transaction has a considerable effect of more than one accounting
period or a transaction whose benefit is received more than one year is called
a Capital transaction.

A capital transaction can be of the following two types.

a. Capital expenditure
b. Capital receipts

Capital Expenditure:

It is the expense that is incurred while procuring assets or maintaining the
existing assets which will increase the production capacity resulting in an
increase in earning capacity. Capital expenditure is incurred to purchase
tangible or intangible assets. This expenditure is shown in the Balance Sheet
of the entity.

Example: Purchase of machinery to manufacture goods, computers to operate
a business, money paid for goodwill, etc.

Capital Receipts:

It is the amount received or receivable by selling assets and they are not
revenue in nature. They are also shown in the balance sheet of the entity.
Example: Amount received or receivable from the sale of machinery, building,
furniture, investment, loan, etc.

Difference between Capital and Revenue Transaction

« Capital transactions consume long term benefits from the transactions
whereas revenue transactions consume short term benefits from the
transactions.

« The capital transaction has an irregular recurrence of transactions
whereas revenue transaction has a regular recurrence of transactions.

Rules to Determine Capital Expenditure

Any type of expenditure that increases the earning capacity of that business is
also considered as capital expenditure. Any expenditure which incurs on the
improvement in the present condition of fixed assets to bring it back in a good
working condition is considered as capital expenditure.

Those expenditures which are made for the purchase of fixed assets with the
purpose of resale will not be considered as capital expenditure.

Rules to Determine Revenue Expenditure

o Expenditures that are incurred on the goods and services and
consumable items.
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« Expenditure that is incurred in maintaining the fixed assets like repairing
and renewing is the revenue expenditure.

» Expenditures incurred on the day to day activities of the business entities
are a revenue

« Expenditure. The benefits from revenue expenditures last for a period of
one year only.

Important Accounting Terms

Capital

Capital is the amount invested by the proprietor in the business in the case of
proprietorship or by partners in the case of the partnership business. It may be
in the form of cash or in the form of assets.

Capital Profit

When a profit is earned by selling an asset of a business at a higher cost than
the original cost then it is termed as capital profit. The profit earned from the
sale of assets is credited to the profit & loss account as an unusual item of
income. If the profit is earned on the sale of shares, then the profit earned from
capital is credited to the Capital Reserve.

Capital Loss

The loss that is incurred on the sale of business assets or while raising more
funds for the business, is called a capital loss. It is shown as fictitious assets in
the balance sheet.

Revenue

Revenue is the cash inflow or receivables arising in the course of business
activities of an enterprise from the sale of goods or from rendering services or
interests earned from the usage of business resources by others, dividends on
business investments, etc.

Note: Revenue is different from income.

Revenue Profit

When a profit is earned in the ordinary course of business operations then it is
termed as revenue profit. The profit earned from revenue appears in the Profit
& Loss Account. Revenue profit and revenue income are the same.

Example: Profit made from the sale of goods, income received from letting out
business property, dividends received on investments, etc.

Revenue Loss

The loss that is incurred from the day-to-day operations of a business like the
sale of goods, theft, bad debts, etc., is termed as revenue loss. It appears in the
profit & loss account of the year in which it arises.

Deferred Revenue Expenditure
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Some revenue expenses are the expenses, the benefit of which may be
accrued in more than one financial year is termed deferred revenue
expenditure. Every accounting year, a part of this expenditure is written off even
though it is revenue in nature. It appears in the balance sheet till it is written off
completely.

Example: Advertising expenses for branding, professional fees, discounts on
shares and debentures, etc.
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Depreciation

Depreciation in Accounting

Depreciation in the context of accounting methods is the determination of the
cost incurred in the life expectancy or usage of a particular tangible asset.

The characteristics of depreciation are mentioned below:

« Depreciation is a loss of value that takes place for tangible assets due to
the passage of time.

« Itis primarily the decrease that is recorded in fixed assets’ book value.

o Depreciation is necessarily a continuous process until it reaches the
conclusion of the lifespan of the assets.

Reasons for Depreciation
There are a host of different causes that lead to the depreciation of physical
assets.

« The passage of time and regular wear and tear leads to deterioration
which in turn causes a decrease in the asset value. Such deterioration
may also arise from revenue-generating activities of the asset as well as
business operations.
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« In afew instances, with the expiry of legal rights which are inherent to a
certain class of assets, the latter loses its value with the expiry of the pre-
determined period.

« The tangible asset may also become out-of-date, causing its value to go
in a downward spiral. In this case, the particular asset becomes outdated,
and usually, newer substitutes are made available.

Methods of Depreciation
The types of depreciation calculation owing to its methods are indicated below:

1. Straight-Line Method

In case of straight-line depreciation calculation, the amount of expense is the
same for each year of the asset lifespan.

The depreciation formula is —

Depreciation Expense = (Cost — Salvage Value) / Useful Life

2. Units of Production Method

An asset is depreciated on the basis of the total number of units that are
generated by utilizing the asset or the total number of hours for which it has
been used across its lifespan.
The depreciation formula is —

Depreciation Expense = (Number of Units that have been Produced / Life
in Number of Units) X (Cost — Salvage Value)

3. Double Declining Balance Method

Double declining balance depreciation method causes a higher amount of
expenses in the previous years when compared to the latter years of the
lifespan of a particular asset. It shows that such classes of assets are
significantly more productive in its earlier years.

The depreciation formula is —

Depreciation Expense on a Periodic Basis = Beginning Book Value X
Depreciation Rate

4. Sum-of-Years Digits Method

The sum-of-years digits method of depreciation is accelerated when compared
to other methods. In the early years of the lifespan of an asset much higher
expense is incurred, and as the years’ progress, the expenses reduce. For this
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calculation, the asset’s remaining life is divided by the aggregate of years and
subsequently multiplied by the depreciating base.
The depreciation formula is —

Depreciation Expense = (Remaining Life / Sum-of-Years Digits) X (Cost
— Salvage Value)

Different Aspects of Straight Line Method of Depreciation
The benefits of the straight-line method of depreciation are —

« Given that it is a relatively simple method for calculation of depreciation,
asset depreciation can go up to zero value which is also the net scrap
value.

o In the profit and loss account, pursuant to this method, the same is
charged as the depreciation amount.

e For examples: A firm purchases a machine for Rs. 2,25,000 on April 1, 2013.
The expected life of this machine is 5 years. After 5 years the scrap of this
machine would be realized Rs. 25,000. Under straight line method, the amount

of depreciation can be calculated as under:
2.25,000—-25,000

L

Annual Depreciation =
= Rs. 40,000

Hence Rs. 40,000 will be charged every year as depreciation on this machine.

Written Down Value Method of Depreciation

Written down value essentially indicates the asset value after accounting
amortization or depreciation. It shows what is the present worth of an asset that
has already been purchased.

(The term, amortization is mostly used with respect to intangible assets. The
concept of amortization includes the measure of writing off certain intangible
assets such as copyrights, patents, franchises, trademarks, etc. It can be
understood that those aspects are also covered under the written down value
method of depreciation)

The calculation of the written-down value is done by subtracting the
amortization or the accumulated depreciation from the original value of the
asset. The depreciation becomes a fixed percentage of the asset’s original cost.
The written-down value figure will reflect on the balance sheet.
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Q. M/s. Bharat and sons purchased a machine on 1 Apr 2015 for
3400000 from ABC & Co. and paid X100000 on its installation. The
useful life of the machine is 3 years and its estimated residual value is
%40000. On 31 March 2018, M/s. Bharat and sons sell the machinery
for 250000.

Charge depreciation as per the W.D.V. method @10 % p. a. Prepare
the necessary accounts in the books of Anil for the year ending
31 December every year.

Ans: In the of M/s. Bharat and sons

Machinery Alc

Date | Particulars | Amount Date Particulars Amount
2015 2015
1 Apr | To ABC & 400000 31 Dec | By Depreciation Alc 37500
Co. Alc
To Cash A/c | 100000 31 Dec | By balance c/d 462500
(installation
exp.)
500000 500000
2016 2016
1Jan | To balance | 462500 31 Dec | By Depreciation Alc 46250
b/d
31 Dec | By balance c/d 416250
462500 462500
2017 2017
1Jan | To balance | 416250 31 Dec | By Depreciation A/c 41625
b/d
31 Dec | By balance c/d 374625
416250 416250
2018 2018
1 Jan | To balance 374625 31Mar | By Depreciation A/c 9366
b/d
31 Mar | By Cash Alc 250000
By Profit & Loss Alc (loss | 115259
on sale)
401625 401625
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Example 2-

On 01/04/2017 Machinery purchased for Rs 11,00,000/- and paid for transportation charge 1,50,000/- to install the machine in
our plant and paid installation charges also for Rs 50,000/-. The rate of Depreciation @ 10% Year ending 31 March.

Example-3

On 1st April, 2016, X Ltd. Purchased a machine costing Rs 4,00,000 and spent Rs 50,000 on
its installation. The estimated life of the machinery is 10 years, after which its residual value
will be Rs 50,000 only. Find the amount of annual depreciation according to the Fixed
Instalment Method
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Types of Rectification of Errors

Meaning of Rectification of Error

To revise a mistake and make amends for it is known as “Rectification of Errors”.
Rectification of Errors is basically of two types. One of the most common types
of errors are committed on both sides of an entry. This does not influence the
trial balance and can be rectified by making a journal entry.

These mistakes can occur while posting the journal entries to the ledger
accounts, classifying these accounts, and carrying the balance forward, etc. We
will learn in-depth about the types of these errors in our following section.

Types of Rectification of Errors

1. Errors of omission: These errors occur in cases like when the entire
transaction has been omitted from the books of accounts. From the word
‘omitted’ this error got the name ‘Errors of Omission’. This normally
happens when the transaction is not recorded in the books of the original
entry.

2. Errors of commission: These errors happen due to any wrong
committed by the accountant. Again, from the word ‘commission’ the error
got its name as ‘Errors of Commission’. This might happen due to the


https://www.vedantu.com/commerce/types-of-errors
https://www.vedantu.com/commerce/types-of-errors
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wrong balances in an account, wrong posting of other accounts, the
wrong carryforwards, wrong totaling, etc.

3. Errors of principle: Errors of principle are committed in those cases
where a distinction between the revenue and the capital item is not
differentiated. This is the error of principle when the accountant denies
accepting the principle of common accounting practices.

4. Compensating errors: As indicated by the name, compensating errors
are those errors which naturally compensate each other.

Trial Balance and Rectification of Errors

In case of an untallied trial balance, we know that at least one error has
occurred.

The error or the errors have occurred at one of those stages in the accounting
process, while:

totaling the subsidiary books
posting the journal entries in their respective ledger
calculating its account balances

posting the account balances to the trial balance

a H W NP

at the time of totaling the trial balance columns.

This is to be noted that the accounting accuracy is not ensured, although the
totals of debit and credit balances are equal as these errors do not affect the
equality of the debits and credits.

Rectification of Errors Suspense Account

For the one-sided errors in the books, the trial balance refuses totally, then an
accountant puts the difference between the debit and credit side of the trial
balance on the shorter side as the Suspense A/c. After locating and rectifying
the errors, the balance in the Suspense A/c reduces and consequently ends up
becoming zero. Thus, the Suspense A/C cannot be categorized. This is a
temporary account that can have a debit or credit balance depending upon the
situation.



U TEC EDUCATION 16

When an accountant uses the Suspense A/c to rectify the one-sided errors, he
needs to follow the following steps:

« Identify the account with the error.
« Ascertaining the excess debit or credit.

o Incase of a shorter debit or an excess credit in an account, the concerned
account is thus debited. In case of short credit or an excess debit in an
account, we need to credit the similar affected account.

« Then pass the necessary journal entry by debiting or crediting the
Suspense Alc.

giH ff'gﬁ JYUIR (Error Rectification in accounting):-

Ffe (Error) &1 AATE § el | SId §H T8I $B HTH B I8 81 & dl B IR T
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UfohdT &1 Jfe UR (Error Rectification) & TT H ST Sfdl ¢ |

Waﬁ'\q (Trial Balance) SHd H AFG &1 Rpitai ! Sf@IUKIT Tcidbdl d
e %A & i JOR foram ST 8, WiaraRe® & fore qifkeT, 8k urdd ardi &1
Iqferd AT 9d Td da9 R TgHfd 81 Sl ¢ < I8 9 foran s § f
ST, TR 3R ST ot guft uferan & i Ffe 761 71 afe wdiemr g R
ﬂ%ﬁ%qﬁ%,?ﬁmwaﬁamwlﬁmﬁm(arors)%ﬁ?
e (Erron) &1 UaT T & YO fhT &11d & |

QfdrT Tteror Tqer &1 JHgiar 9t E-Tad (Error Free) TRATEH T THIU T8 §
$S UBR B F(edT (Errors) T ST U0 /Y b Hdl Bl GHIAT Tt BT | IaT6R01
& forg, frarel § Q¥ @F9-39 &t IR-RBIFST, I8 TOd Sa9 & $d B! gHIfId e
ST Fifh g 7 4 Sfc gl fordt iR 7 8 thfse | gaferg, gr aft gt s ar
T Sien] § AU &R 9hd §,

i) S ST URTEI0T ”Y GRT Udhe DI TS § 3R,
ii) I S Uteror [ gRT Udhe 81 §s o



https://tutorstips.in/trial-balance/
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gﬁﬁmw (Types Of Errors): —

QT o gxde! 1, fodt Hft TR OR Ffeai 81 Tahd § oik fob ST, TR, SeifRiT
3R ST 909 daR &3AT| Safe, it Ffeat, arg aliemr Sqad &I guTiad Sl
& T 7781, 3! Uil & SMYR WR Fafeiiad IR Afort # aefiepd bt Sirell & -

1. UAQ B ﬁﬁ'qT (Errors of Omission)
2. 3TANT &Y ﬁﬁ'qT (Errors of Commission)
3. f¥rgia Ffedi (Principle Errors)

4. g3I1aslr o aret ﬁﬁ'qT (Compensating Errors)

1. WA= &1 Ffedi (Errors of Omission):-

O -39 Ha ufafY At § gof el fooar Sirar § a1 Wrdr 981 § URke et faar
ST 8, <1 39 g P Ifc & U H ST oIl & | b B T Ife Bl al UbRI A
fguTira fopar S godr § sufd It e @ BIS 71 41 Sk FU I BT TS|

2. GH'CI'TITEIﬁZﬁ'CIT (Errors of Commission): —

ATt &1 faia a-e § Tad RBITST & SR HHRME &1 Ue I | S Tad @
g1 W@TAT WIdl BT AJe, W W H Terd GIReT, TTad MR 31T 1R bt @ &
Y P BRI & dgd T ST 3MF A Sl 81 3 UHR &1 IS B Y ISR H
fare fomam S Tepar 3: -

Repifem 'a’l% (Recording Error): —

Sq U AOTHR Hd UfafP T H Tad AR & A1 ded Bl o[ISIex0l &
e -39 HHART BT 10,000 / - T | BT YA fa1 ST B, A Tdhe @rd o
3of 3T ST ® TR 1000 / - T1 A WId H 39 UbR BT U0 AW AR &
THENd &Y UHIfad el SR 8|

aﬁ?aﬁﬁmﬁ% (Ledger Balancing Error): —

EERCISICHIERINS Hgmﬁ?qoleuaﬂuwaﬁ?qims‘fﬁ"r%l S UBR
D1 Ffegt Ttervr Tqar & THIAA BT THIAT Bl & [SGTeR0T & forg: R
3R PRI 3BT BT 90 1000 / - T9Y 31 81 T 8, sufee g9 e &
HRUI TS Soi BT Sfae ger 4} 1,000 / - 393 F 31fere g

qif¥éT Ffe (Posting Error): —

o UfafY gfkieT § Tg) aF-3 ool 819 UR Tad diidh ¥ WTdl 9a] Gk R R Y
Ffeat IOF gt € 1 39 9 v | faviford fosan <1 wadr 8
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i, G §g1 & aTs 3R ITad AT & iy URe fosar T,
i. WA d6] & TTAd U IR el R & 1Y URe foear T
ii.  7eId Jo! WId H ITd AR URE B 75 dAfdh Tgi R |
iv. gl AR TTdd da! § URe I TR |
QT §81 @Id H g1 IR gifeT|
mmﬁaﬁanﬁﬁaﬁaﬂwgﬁ (An error of Carrying

forward the wrong balance): —

‘g’l%a‘q’aaaﬁ%mq U TR SIS Iy A7 URI&0T /Y H W1l 981 o TTad
ﬁﬁ JEIAT 8 | S UHR B! Ffc URIE01 e & THd Bl JHTfad

3. Rrgia Ffeai (Principle Errors): -

Rygid &1 el &1 31f § GAAP BT U (IMHAR R Widhd @i Gid)
ugﬁaﬁvmmm&m%ﬁaﬁammmwwwaﬁ| g M ¢ ara §
fo g9 31 aegafi & o I siide 39 ArH H 9gd AUl § & srfrd
W@rﬁ?ﬂuﬁwﬁéﬁmm@rwaﬁvmuﬁmﬁwsﬁwwaﬂ
e Tteror Aga § Sraifia o siftrer Tuft, o, aeIal ar o & fezamgft
%m@ﬁﬁmﬁwwumaw%

1. Jod AS &b TU H BfUcd ScH BT AT Hl (Treating Capital item as
the revenue item)

2. IS UG Dl lj\wnlllcl d%g% =0 H AT (Treating Revenue item as a
capital item.)

4 G3{TaSlT ¢ arent fedi (Compensating Error): —

e &1 AT &1 ¥ S T B 39 e § IS oIdl § b U Ffe BT TUE GIR|
& GUTT I effayfed war g, df erfagfed Ife & =0 & S ofrar g1 3 Ffe usteron
A & JH B gHIfId T et g

Problem : Rectify the following Errors :

(1) Rs. 5,000 Paid for furniture purchased has been debited to purchases account.
(2) Wages paid Rs. 7,000 for installation of new machinery were recorded in wages
account.

(3) Goods sold to Hari Rs. 10,000 not recorded.

(4) Rs. 2,500 received from Monu has been credited to Sonu A/c.

(5) Rent paid Rs. 1,000 wrongly debited to Landlord Account.

(6) Credit Purchase from Raman Rs. 15,000 were wrongly recorded in sales book.
(7) Credit sales to Geeta Rs. 8800 were recorded as Rs, 8,000

(8) Goods Rs. 5,000 withdrawn by proprietor has not been recorded.
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Give journal entries to rectify the following errors:

I. Purchase of goods from Mr. Raees amounting to Rs. 25,000 has been
wrongly passed through the sales book.

ii. Credit sale of goods Rs. 30,000 to Mr. Anees has been wrongly passed
through the purchases book.

iii. Sold old furniture for Rs. 3,500 passed through the sales book.

iv. Paid wages for the construction of Building debited to wages account
Rs. 100,000.

v. The sales day book is undercast by Rs. 2,000.

vi. Paid Rs. 10,000 for the installation of Machinery debited to wages
account.

vi. The purchases day book is undercast by Rs. 1,500.

Rectify the following errors:
(i) Credit sales to Mohan Rs 7,000 were recorded as Rs 700.
(ii) Credit purchases from Rohan Rs 9,000 were recorded as Rs
900. (iii) Goods returned to Rakesh Rs 4,000 were recorded as

Rs 400.
(iv) Goods returned from Mahesh Rs 1,000 were recorded as Rs

100.

Rectify the following errors:
(a) Credit Sales to Mohan Rs 7,000 were recorded in purchases

book.
(b) Credit Purchases from Rohan Rs 900 were recorded in sales

book.
(c) Goods returned to Rakesh Rs 4,000 were recorded in the

sales return book.
(d) Goods returned from Mahesh Rs 1,000 were recorded in

purchases return book.
(e) Goods returned from Nahesh Rs 2,000 were recorded in

purchases book.

Rectify the following errors:

(a) Sales book overcast by Rs 700.

(b) Purchases book overcast by Rs 500.
(c) Sales return book overcast by Rs 300.

(d) Purchase return book overcast by Rs 200.

Rectify the following errors:



(a)
(b)
(c)
(d)

U TEC EDUCATION

Sales book undercast by Rs 300.
Purchases book undercast by Rs 400.
Return Inwards book undercast by Rs 200.

Return outwards book undercast by Rs 100.

20
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Business Communication:
Definition, Types, Examples,

Importance, Methods, Functions
Introduction

Communication is an essential element in the success of any business. The
process of transferring information from one person to another, within and
outside the business environment, is termed as ‘Business

Communication.” The term ‘Business Communication’ is derived from
general communication which is associated with business activities. In
other terms, communication between business parties or people for
business-related tasks is considered as ‘Business Communication.’

Definitions

Different scholars have given different definitions of Business
Communication. Few of them are mentioned below:

According to Ricks and Gow defined Business Communication as a system
that is responsible to affect change throughout the whole organization.
According to W.H. Business Communication is exchanging business-related
different views, ideas, and news within the related parties.

Effective business communication is the way employees and management
communicate to achieve organizational goals. The objective is to improve
organizational efficiency by reducing mistakes. Business Communication
includes different aspects like marketing, public relations, customer
relations, corporate and interpersonal communication, etc.

Basic elements of Business communication:

= Sender
= Business information
= Receiver

« Feedback
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Sender

(emplovees, customers.
business persons, govt.
|| agencies, suppliers, etc.) ||

Business Information

Feedback (Business memos, letters,
reports, etc.)

Receiver

(employees, customers,
business persons, govt.
|| agencies, suppliers. etc.)

The above elements indicate business communication as a process in which
information or news related to business is exchanged between different
business parties like customers, suppliers, business clients, employees, etc.
for the purpose of effective administration of the business.

Types of Business Communication along with
Examples

There are 4 main types of business communication in any organization or
business i.e.


https://studiousguy.com/wp-content/uploads/2020/01/Elements-of-Business-Communication-2.jpg
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Horimm;,l,
Aatera)

1. Internal Business Communication

Internal Business Communication means communication that occurs
within the members of the organization. This communication includes
both formal and informal communication. Also, different departments that
transmit communication by different means to employees come under
internal communication. Internal communication should be effective as it
is a vital source of viewing and representing organizational issues.

a. Internal (Upward) Communication: This type of internal communication
involves the bottom to the top management approach. Here, the
information flows from subordinates to managers or any person that is on
the upper in the hierarchy level.

Top Level Management

=

Middle Level Management
AR
Lower Level Management

Workers/Employees

The characteristics of upward internal business communication include:


https://studiousguy.com/wp-content/uploads/2020/01/types-of-business-communication-1.jpg
https://studiousguy.com/wp-content/uploads/2020/01/Upward-Buniess-Communication.jpg
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« Itincludes bottom to top approach i.e. subordinates to superiors.

= Its nature is participative.

» The main purpose is to provide timely feedback, suggestions, making

requests, escalating any issues or concerns, etc. to superiors.

» The flow of the information is from the lower level to the upper level.
b. Internal (Downward) Communication: In downward communication, the
information flows from the top-level management to the employees in an
organization. This information is related to passing on instructions to
subordinates or employees to do their respective tasks. Downward
communication is being used by managers to communicate different goals,
procedures and policies, guidelines, decisions, instructions, etc. to their
subordinates.
The written form includes different notices, manuals, news display in
electronic form, etc. whereas, the oral form of downward communication
includes different face-to-face conversations, telephonic communication,
meetings, etc.

For example, the top-level management may instruct managers of different
departments on certain new rules and regulations in the work area that
need to be carried out in routine activities of different departments. Like
there may be a change in the office working hours or office timings by the
management and the same is communicated to employees by circular or
notice or through the e-mail system.
The characteristics of downward internal business communication include:

= Itincludes top to bottom approach i.e. superiors to subordinates.

= Its nature is directive.

= Main purpose is to communicate organizational objective, plans and

procedures, instructions, etc. to subordinates.

= The flow of the information is from the upper level to the lower level.

2. Horizontal/Lateral Business Communication


https://studiousguy.com/wp-content/uploads/2020/01/downward-business-communication.png
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Lateral or horizontal communication is related to communication among
co-workers i.e. either verbal communication or written communication. This
may include inter-departmental communication or communication
between cross-departments and can be between people of the same or
similar rank in a company. This is a crucial communication to achieve the
desired results.

|:> ) |:> Quality Control |:>
Purchase Manager : ‘ Production Manager I Manager : Sales Manager

I I I

For example, the Marketing head of an organization is supposed to
communicate about market trends, customer needs and expectations,
product demand scenario, etc. to a production head for production of
products accordingly.

Similarly, the HR manager of an organization works with different
department heads for different functioning like hiring, training needs of
employees, performance appraisals, welfare activities, etc.

3. External Business Communication

Communication with people who are external to the organization is known
as external business communication. These people can be customers or
shareholders or suppliers or partners or regulatory bodies, etc.

For example, the purchase department supervisor may communicate with
vendors for purchase quotations of raw-material and similarly, the sales
department communicates with customers for sales of goods or services.



https://studiousguy.com/wp-content/uploads/2020/01/horizontal-business-communication.jpg
https://studiousguy.com/wp-content/uploads/2020/01/external-business-communication.jpg
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Importance of Business Communication

0—0—0—0-0

Importance of business communication in an organization can be seen in
the below points:

1. Helps in increasing productivity:

2. Helps in increasing customers

3. Enhances business partnerships:

4. Facilitates innovations in business:

5. Information exchange:

6. Preparation of plans and policies

7. Execution or implementation of plans and policies
8. Boost the efficiency of employees

9. Goals achievement

10. Helps in solving problems or issues

Business Communication Methods

Different methods of communicating in a business are as below:
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1. In-person (Face-to-Face) Business Communication: In-person
communication is the most common and preferred method of business
communication. As it is generally in the form of meetings or conferences
which is face to face communication format. This requires refined in-
person skills. This method also includes non-verbal communication i.e.
body language. While having a conversation between two or more people in
business, body language like gestures, facial expression, etc. also play a vital
role in communicating a person’s attitude towards others.

2. Communication by email system: An e-mail has become the most widely
used communication system in any business. Due to its feature of sending
and receiving mass or multiple messages at a time, email is considered as
one of the preferred methods in business communication. It also increases
efficiency as emails can be sent and responded in fast mode. The

3. Web conferencing: In the web conferencing method of business
communication, the internet is being used for communication in meetings,


https://studiousguy.com/wp-content/uploads/2020/01/business-communication-methods.jpg
https://studiousguy.com/wp-content/uploads/2020/01/email-communication.png
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conferences, presentations, seminars, and imparting training. It includes
features like sharing of files, screens, real-time chatting, recording, etc.
Web conferencing is done by using the phone (teleconferencing) or video
equipment (videoconferencing).

on is a formal and
erent written
ysters, etc.

4. Written commul
detailed form of c¢
communication to

December 05 - 9:00AM t0 4:00 PM
&
December 07 = 9:00 AM to 12:00 PM

AV G 8 .

5. Other methods: There are other business communication methods like an
instant messaging system. This technology is easy to use as one can easily
connect with people while working offsite and have conversations without
waiting so long.

Business Communication Functions

1. Communicating job functions to employees: Informing about assigned job
roles is a crucial key function of business communication. Team members
having clarity on expected job tasks and how they can contribute to
achieving objectives of the organization by fulfilling their job functions,
they can contribute more to the completion of their assigned tasks.

2. Providing adequate feedback: Providing timely and accurate feedback to
employees and customers is also an important function of business


https://studiousguy.com/wp-content/uploads/2020/01/business-communication-by-web-conferencing.jpg
https://studiousguy.com/wp-content/uploads/2020/01/written-business-communication.png

U TEC EDUCATION 29

communication. The performance of employees can be enhanced by
providing regular feedback to them regarding their work performance and
competencies. This helps them to understand their current skill set,
strengths and also they can fill any gap in case of any shortage of required
skills.

3. Convincing clients: Business communication is also often used to
convince prospective customers, clients and business partners in order to
finish a business deal or transaction. This type of communication can be in
both oral and written form like a Sales Officer may convince a client on
phone call or in written form.

4. Employee motivation for better decision-making: Communication in
businesses is used in a strategic form to enhance the decision-making
capability of employees related to their daily activities and for their long-
term objectives related to the business.

5. Building social bonds: Communication has a critical role in supporting
employees to build a social circle or bond. Some organizations have an open
culture or work environment in which employees from all levels can
communicate with each other and their superiors freely.

What is Business Communication

Business communication (TGRS YaR) # HUA ¥ TS THGRI BT IUD HHAR]
T TS P S8 b AN b 1Y TS USTH BT 8idl 81 Business @l THAT diid I
yaeid B 3R ITH WA i1, ST, Fée iR aon 3nfe, & 3t i I
HTIRA T‘Gﬁ%%ﬁ business communication SIRex Eﬁ?ﬁ %I

%J}»dldnl A & GRIM business communication R TRG®, HHTS A foegd a1 Tl =
TR I g foar Srar o1 dfcb 31e & 9T T business communication 89 &gl did] I
HR P g | O phone call, msg, email, video call, satellite communication, etc. o
AU § auTad TR ASgd 81l & 39 oI &1 Y1 3 af #ofed sl o

Importance of Business Communication in Hindi

e § ot off R &) e, HEem, iy, U [ar, sifeT snfe & IR o
oy Gﬁ?ﬂ%maﬁém Business Communication EEHB’WT?[@HT%I

AU H HHATRAT & g Ta! diaHd 914 I8 I1 35 [yl B1d & o URd & &
%I'E business communication SIex1 @?ﬂ %I Business communication I fot
1t Soardt &1 319 HUT BT vision 3R mission BT 307 TEHHT 3R HHATRAT &
w%ﬁwﬁw%mﬁmwmﬁsﬁvmﬁ%ﬁww

I



http://swayash.com/customer-service-in-hindi/
http://swayash.com/entrepreneur-kise-kahate-hain/
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YT IR T Yh RIS dIdaRul AT giaT 8 3R fat Ht aRg &1 TadweH! a1 3ihar
Te Bl | TTAIdh e & Ild bl pHAl H JUY g1 SIdT & R U=t &l YR A= H
IHIH g1 bl g

foradt +ff SHaTT Bt T IS UEH! V Bl & ITNAT IgR W Tl e Bl ©,

UTEDH! & JaTd 3R BT B gR HR 3R UEH JdT B Sgdi- B & o TEh! &b
1y gt e 3 o gehdT g

Types of Business Communication

Wﬁm%ﬂm% business communication (wd{-llfl\—lch IdR) Eﬁ?f%l oI fopt
HU & 3T HHART & 1Y 3R ST & 1Y g1 Thdl g

Internal communication

Internal communication ¢d & {-Ic'&q\l' & 31'(-|4|°(-| | Eﬁ?ﬁ %I Internal communication &7
I g9 BT fad Bl ol & | OiF HHART SHBRY, f[aaRY 3R aiemrsil & Tg
U U Th AR & 1Y SN YaH 63 H e g1 Ol § df STDT 3R TR Hot
U?UET‘H% 3R I productivity W} ggal 81 Internal communication & WYfH® 3
UHR BId 8 St HUT H SEIHTE fbU 91d g |

Upward communication

Upward business communication H TFoR I HHART ¥ TSGR T 3= WR
& BRABRI 1 ATfAd 1 < STl 81 Upward communication o 0T 7 Hie TR R 9d

] B Bl BRI gdT Iad! g

Example: Sales Reports, Employee Surveys, Summaries, Feedback forms, Meetings,
Grievances, and Disputes

Downward communication

Downward business communication H 3 TR & Ohllfohlé\l T THFpR A TR B

HHARGT BT & St 2

Example : Job instructions, Procedures and practices, Performance feedback,
Strategies, etc

Lateral communication


http://swayash.com/end-user-in-hindi/
http://swayash.com/ceo-kya-hota-hai/
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Lateral business communication H UhYHTH Ug T Udh TR P HHAR! T FTRABRI
THGER Y BN I H B

Example: team communication via email, brainstorming, etc

External communication

External communication H Targ &U- 3R PIRE D ﬁéw IRDBR 3R SdT &b 1Y

B ®1 fSIa=it STaT internal communication Wﬁ?‘ﬂ%mﬁexternal

communication & Holgd g9 & T8 Bl g | T8 YR I HU-T & ol

W@TWWWUWW%I External communication @TWW

HUH & Ui URIGT I ST 81 3R Ueh! T T §9H H 3R I §978 I8 | 319t

%ﬁ%l Y (aRID! B BT F IR H S H 3R I 3 I THeH | ST gl
I

Example: Invoices, Annual reports, Newsletters, Magazines, Promotion and
marketing, training and support.

What is 'Bank reconciliation’

Bank Reconciliation Statement Definition

A bank reconciliation statement could be defined as the summary of the
banking and business accounts that reconciles a company's bank account
with its financial record. The statement contains a record of all the
deposits, withdrawals and other financial activities with a bank over a
certain period of time. It is a useful tool to control fraudulent activities.

Preparing a bank reconciliation statement
To complete a bank reconciliation statement, the accountant needs the
following data

Current and previous month's bank statement
The closing balance of the bank account

Any outstanding payments or withdrawals (cheques that haven't been
processed yet)

Any fees charged by the bank on the account
Interest earned on the bank balance

Steps to Prepare a bank reconciliation statement


http://swayash.com/customer-kya-hai/
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Compare the financial record on the company book to the bank statement.
For any errors ( unaccounted for deposits and represented withdrawals)
changes are made to the corresponding bank statements

Make necessary changes in the log book and bank statements for fees,
charges deducted and interest credited.

The final step is to compare the two records - the company's own financial
statement and the account statement. If they are the same, your bank
reconciliation is done. If not repeat the process.

Benefits of a Bank Reconciliation Statement

A bank reconciliation statement ensures that all payments made by the
company are processed and all deposits are correctly made on time.

Bank reconciliation statements are great for detecting frauds in financial
transactions of large companies (which are difficult to keep track of,
otherwise).

Bank reconciliation statements also help to analyze errors that can affect
the financial transactions of a company or business.

Such statements help to assess the financial health of a company and take
adequate financial decisions for the betterment of business.

Bank Reconciliation Statement
as Om ...

Particulars Plus(X) Minus(T)
Dr. Balance (Favourable Balance) as per Cash Book XK
Add: 1. Cheque issued or drawn but not yet presented for payment XK
2. Interast allowed by the bank not recerded in Cash Beok KK
3. Amount directly deposited by the customers in our Bank Account KEXK
4., Interest and Dividends collected by bank an investments KEX
5. Cheqgue paid into bonk but omitted to be entered in the Cash Book X
6. Any wrong credit given by the bank in the Poss Book KK
Less: 1. Cheque paid into the bank for collection but not yet credited by the bank )
2. Chaque paid into the bank for collection but dishonored by the bank R
3. Direct paymeant made by the bank according to prior instructions XA
4, Bank Charges and commission charged by the bank N
5. Cheqgue issued but omitted fo be recorded in the Cash Book XX
6. Any wrong debit given by the bank in the Pass Book X

HHK XA
Cr. Balance (Favourable Balance) as per Pass Book i

HHHX L
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Illustration 1 From the following particulars of Mr. Vinod, prepare bank reconciliation
statement as on March 31, 2014.

1. Bank balance as per cash book Rs. 50,000.

2. Cheques issued but not presented for payment Rs. 6,000.

3. The bank had directly collected dividend of Rs. 8,000 and credited to bank account but
was not entered in the cash book.

4. Bank charges of Rs. 400 were not entered in the cash book.

5. A cheques for Rs. 6,000 was deposited but not collected by the bank.

Solution Bank Reconciliation Statement of Mr. Vinod as on March 31, 2014

Particulars + Rs. ( —Rs.
1. Balance as per cash book 50,000 r

2. Cheques issued but not presented for payment 6,000

3. Dividends collected by the bank 8,000

4. Cheque deposited but not credited by the bank 6,000
5. Bank charges debited by the bank 400
6. Balance as per passbook. J 57,600

64,000 64,000

|

Illustration 2 From the following particulars of Anil & Co. prepare a bank reconciliation
statement as on August 31, 2014.

1. Balance as per the cash book Rs. 54,000.

2. Rs. 100 bank incidental charges debited to Anil & Co. account, which is not recorded in
cash book.

3. Cheques for Rs. 5,400 is deposited in the bank but not yet collected by the bank.

4. A cheque for Rs. 20,000 is issued by Anil & Co. not presented for payment.

Solution Bank Reconciliation Statement of Anil & Co. as on August 31, 2014

Particulars (+)Amount | (=) Amount

1. Balance as per cash book 54,000

2. Chegeus issued but not presented for payment 20,000

3. Cheques deposited but not credited by the bank - 5,400

4. Bank incidental charges debited by the bank - 100

5. Balance as per passbook - 68,500
74,000 74,000

S JHTUT faaRur &1 3rf g ufyTaT & 8 | Definition of

Bank Reconciliation Statement

URY gRT ufafed 81 ard o Tefdd sadeRl &l Ahs Tat & db Hrad I forar Siran
21 3R §o +t ufafes g1 ara aeR! & R} &1 urige A feracdt |1 o s ot
A% S Tal 3R J& TgH BT Balance M I W ST 51 IRg HH - 2 fordht wRUT S
AR &1 AHS Tal 3R db Trgd BT dad Tal 1o ural g | foIyenT HRur a8 g fos farsht
faf &1 AURT GRT FB Entry's Bl Abs da! A <l forg e g1 TReg dF GRT PassBook
A T8} forar S 3



https://accountingsikhehindime.com/2023/02/cash-book-ke-labh-kya-hai.html
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3O fqURd TS Entry’s T gl 8 | T Ahs 61 W 781 forar offel 8 | IR
%Q’RT PassBookﬁ%@T‘TﬂT%l Wéﬁﬁﬁ%@@ﬁﬁ%ﬂ
DI F1d B & [o78 ATURY GRT U faavur 0= quR fopar o g | o/ d
a7 faavor (Bank Reconciliation Statement) Wﬁ%l

d JHTYT faavur & &Y,

1. 9% T B THBPRI :-

§b Y IR I T AR Bl §b GRT AT oF ard Hfaled a7 Pt SHeR!
M A U Y S B

2. TSl B TSR UTd ATl -
%ﬂ%@g%ﬁﬁﬁmﬁ% o1 fod 9 91dl S ST 1 SR ST I YT
|

3. fadia 9 &I ISR UTW g1 :-
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Basics of Banking — Meaning & Overview

Here's the meaning and a brief overview of the basics of banking.

A bank is known as a financial institution responsible for accepting deposits from the
public and creates a demand deposit while simultaneously providing loans to its
borrowers. Banks can perform these lending activities either directly or

through capital markets.

After the country got independence, the government took steps to regulate the
banking and business sector in India.

For that, the government brought in a law, in which, the banking and banking
business in India has been clearly defined. This law changed to an Act named
the Banking Regulation Act (BR Act) of 1949.

Types of Banks in India
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are categorized into Central Bank, Commercial Bank, Specialized, and

Cooperative Bank. We have discussed the types of banks in India and their respective
meanings in the following section.

Types

Meaning

Central Bank [The Reserve Bank of India (RBI) is the central bank of the country.

Commercial
Bank

Specialized
Bank

Cooperative
Bank

It acts as the apex body for monitoring and regulating other banks and financial
institutions.

It also acts as a banker to the government.

RBI plays a key role in laying down the statutory liquidity ratio, cash reserve ratio,
reverse repo rate, and repo rate.

It performs the functions for the general public with respect to accepting deposits
and/ or extending loans.

Such banks use the loans as investments with the aim to earn profits.Some of the
commercial banks in the country are HDFC Bank, State Bank of India, United Bank of
India, etc.

These banks are formed with the sole purpose of catering to a particular industry or
sector.

They may focus on import and export or provide financial services to specific
sectors of the country.

The is the best example of a specialized bank.

These banks are established under the State Cooperative Societies Act.
They provide easy credit to the members of the cooperative banks.

One of the basic activities of the cooperative banks is to provide financial resources
to the underprivileged population.

New India Cooperative Bank Limited, Ahmedabad Mercantile Cooperative Bank, etc.
are the examples of cooperative banks in India.

Commercial Banks in India

The commercial banks in India are further classified into the following:


https://testbook.com/blog/banks-and-headquarters/
https://testbook.com/banking-awareness/exim-bank

U TEC EDUCATION 37

Types Meaning

Public Sector |Commercial banks in which the government holds majority of the shares in the
Banks bank (more than 50%) are the public sector banks.

Punjab National Bank, Canara Bank, Bank of Baroda, etc. are the examples of
public sector banks in India

Private Sector|Commercial banks in which individual shareholders possess higher equity stakes
Banks are called private sector banks.

The functions and activities of these banks are similar to that of public sector
banks.

A few aspects like the charges imposed, and duration and description of the services
of a private sector bank is different from that of public sector banks.

Axis Bank, ICICI Bank, HDFC Bank, etc. are the most eminent private sector banks

in India.
Small Finance [These banks aim to provide to the underprivileged masses in the
Banks country.

Such banks also encompass small and micro business units, various entities in the
unorganized sector, marginal craftsmen, and small farmers, etc.

Janalakshmi Small Finance Bank, Ujjivan Small Finance Bank, Equitas Small
Finance Bank are some of the small finance banks in the country.

Regional These banks have quite specific mandates like providing loans to small farmers and
Rural Banks |marginal workers, agricultural labourers, small entrepreneurs, craftsmen, etc.

Such banks are set up following the recommendations of the Narasimham
Committee on Rural Credit.

Some of the Regional Rural Banks in India are Pragathi Krishna Gramin Bank,
Kerala Gramin Bank, and so on.

Functions of Commercial Banks

The various functions of the commercial banks include:

Accepting Deposits from their customers is one of the chief functions of the
commercial banks. These deposits can be accepted from both individuals as well as
business organizations. Savings deposits, time deposits, and current deposits are the
ways through which funds can be deposited in the commercial banks.
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Providing Loans is another activity undertaken by the commercial banks. These are
the same funds that the bank received by way of deposits. Banks earn profits by
using the money deposited by its customers and investing them in loans. However,
extending loans may be of different kinds like cash credit, overdraft, discounting bills,
advances, etc.

Fund Remittance or money transfer is also carried out by commercial banks. The
funds can be transferred through various modes like NEFT, draft pay orders, IMPS,
RTGS, etc. as per the specified commissions.

Cheque Issuance is done by the commercial banks in order to help its customers
withdraw funds. Using a cheque, customers can withdraw the money for their own
use or for the payee. A cheque can be either bearer or crossed. While a bearer
cheque can be encashed over-the-counter, a crossed cheque can be deposited in the
payee'’s account only.

General Utilities are also provided by the commercial banks. These include traveller
cheques issuance, facility for credit and debit card, locker facility for safe custody, etc.

Services as an Agent include collection of cheques, insurance premium payment,
drafts and bills, trustee or executor or customers’ estate, and so on.

E-Banking

Electronic banking, digital banking, or e-banking involves the use of electronic
medium to enable customers to access their bank accounts and funds. The main
advantage of e-banking is that it does not require the customers to visit the bank
often for a transaction.

With easy availability of the internet, it has become very quick and convenient for the
customers to avail digital banking services. E-banking is becoming the most popular
choice for both bankers and customers due to the hassle-free access.

Forms of E-Banking

Different forms of e-banking or internet banking are as follows:

Type Meaning
Internet o It facilitates both financial and non-financial transactions over the internet.
Banking o Customers can undertake myriad transactions like remitting funds, paying

utility bills, checking balance, etc.

ATM o Automated Teller Machine is a computer-based electronic machine that
enables customers to withdraw funds, deposit funds, and change PIN
(Personal Identification Numbers).
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o W.ith the advent of ATMs, customers need not visit the branch for such
banking activities.

Mobile o It facilitates the customers to use the banking services through the bank’s app
Banking on their smartphones.
It is similar to internet banking.
The bank’s app can be downloaded in Android or iOS format and can be used
to avail myriad banking services.

Debit Card o A debit card allows the customers to withdraw funds directly from their bank
account for multiple reasons.
o The transaction amount is directly deducted from the customers’ bank
account.
o Debit cards can be used for paying at Point of Sale (PoS) outlets, shopping
online, and withdrawing funds from ATMs.

Bank Accounts & their Features

When it comes to the basics of banking, it is very important to learn about the different types of
bank accounts and their features. As such, the various types of bank accounts are:

Types Features
Savings o They are meant for future savings.
Account o The main aim of savings accounts is to encourage the habit of savings

among the general public.

o There is no restriction on the number and amount of deposits that can be
made in a savings bank account.

o The credit amount outstanding in this account can earn interest as per the
current terms and conditions of the bank.

Current Account, o These accounts are active accounts opened by businessmen, corporate
bodies, traders, etc.
o Current accounts can be operated periodically due to many receipts and
payments of money in connection with the business.
o There are no restrictions on the number of deposits and withdrawals.

Fixed/ Term o It encapsulates both deposits for a fixed period and deposits subject to
Deposits withdrawal notice.

o Fixed deposits are term deposits remunerable after a predetermined
period decided at the time of deposit.

o Call deposits can be considered as demand or term liabilities subject to
terms of repayments and notice of withdrawal agreed at the time of
accepting such deposits.

o They are not transferable.
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Recurring o Customers remit a particular amount on monthly instalments for a period

Deposit Account ranging from 6 months to 120 months in a standard pattern.

o The entire sum along with the interest is payable after the payment of the
last instalment.

o Recurring deposit accounts are very useful to the middle class and low-
income people.
The time period of deposit ranges from 6 months to 10 years.
Minimum amount to be deposited in the RD account is INR 500 per
month and thereafter in multiples of INR 100.

Other Services Provided by the Banks

Apart from the above, some other services provided by both private as well as public sector
banks in India are:

Locker Facility

O Itis an add-on that the commercial banks provide to their customers for safe keeping of
their jewellery, shares, debentures, and other valuable items.

o It minimizes the risk of valuables being stolen due to theft at homes or elsewhere.

Mutual Funds

o Itis aninvestment process comprising a pool of money collected from different investors
for investing in securities such as money market instruments, bonds, stocks, and other
assets.

Bancassurance
o Bancassurance is an agreement between a bank and an insurance company allowing the
insurance company to promote and/ or sell its products to the bank’s customers.
o Such a partnership workaround is profitable for both the bank as well as the insurance
company.

Internet Banking

o It enables the customers of a bank or any other financial institution to perform a variety
of financial operations (transactions) from the bank’s website or app.

Debit & Credit Cards

o A bank issues its customers a debit card or an ATM card. However, customers who wish
to opt for credit cards can apply for the same at their respective bank.
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o A debit card is a plastic payment card that can replace hard cash money while making
purchases. It is like a credit card, but the money in the debit card is withdrawn directly
from the customer’s bank account when performing a transaction.

o A credit card is a plastic card that allows the customer to use funds against a line of
credit, also known as the card’s credit limit.

Cheques & Demand Draft (DD)

o Cheques are a paper document that commands a bank to pay a specific amount of
money from a person’s account to the person whose name is mentioned on the cheque.
A demand draft is a negotiable document, just like the bill of exchange.
A demand draft is issued by a bank to a client (drawer) asking another bank (drawee) or
one of its own branches to pay a certain amount to the specified party (payee)

What is an Audit?

Audit: In simple words audit is the systematic and documented process to derive the
audit records. And compare it with the audit criteria. It examines a firm’s financial records
and accounts, as a result they are correct. Audit helps in running a firm smoothly.

There are many different types of audit, but mainly it is divided in three parts: Internal
audit, external audit and IRS tax audit.

e Internal audit: As the name suggests, it takes place within a firm to measure its
challenges and achievements. A firm allows internal auditing to verify that its
processes are correct and effective. Internal audits help in correcting a firm'’s
production step. It is also called a First-party audit, because a firm's employed
auditors conduct this audit. They conduct audit without having an interest in any
auditing area. Internal audits keep updated the investors about a firm'’s financial
condition.

o External audit: Investors and shareholders are interested in External audits.
Usually they conduct external audit to ensure a firm's financial records are correct.
It is often called a second-party audit, because an independent party audits a
firm. External audits are conducted on behalf of a project contract. External audit
is more effective and it can influence a contract.

o IRS tax audit: Internal revenue service (IRS), tax audit takes place to ensure a
firm’s reported account record is correct. IRS also ensures a firm’'s account record
does not violate the laws of income tax. It checks errors in a firm'’s filed tax
returns.

After having a good vision on audit, we will know all the concepts of auditing. Auditing
can be defined as the process of verifying a firm’s financial and account statement. A
firm should conduct auditing regularly to check its profitability. Investors and
shareholders depend too much on auditing, before making their final decision.
Sometimes auditing is conducted on a certain production step to check it's credibility.
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Processes of Auditing

e Planning: This phase includes planning and preparation for auditing. Firm
management conducts a formal meeting to decide the criteria and objectives of
auditing. They decide to sort out all the ways, which can influence auditing. They
always want the result to be clean.

o Implementation: ‘Fieldwork’, that is another name for this phase of auditing . In
this phase, Auditors collect data and information of a firm. It also consists of steps
like: meeting with the firm management, understanding a firm's accounting
system and ensuring it is correct. The auditor keeps communicating with his team
members and the firm’s management team. They do so much hard work to make
the audit results better.

e Result: Audit report is called the result of auditing. It should contain all the
financial records and accountant statements fair and correct. It should also
contain firm's challenges and issues. The management team go through the
issues.

e Closure: When all the planned audit examinations are conducted, it is said to be a
complete audit. Later it comes to the closure phase. It contains subsequent steps
like: taking the right decision to settle the firm's issues and challenges.

Advantages of auditing

e Guarantees to the investors: One of the major benefits of auditing is, it ensures
the investors and shareholders. Auditing ensures them that a firm’s financial
record is fair and accurate. Auditing satisfies the investors about production
efficiency. It also satisfies them showing profitability of a firm.

e Catch mistakes and frauds: Auditing can catch a simple mistake, and an
intentional fraud also. Auditing never guarantees to detect every hidden fraud
inside a firm. But it helps in reducing the amount of mistakes and frauds. It
discovers the mistakes and wrong decisions on time. So that, the management
team can take appropriate action quickly.

e Gives second viewpoint: During external audit, firms get a second opinion about
their financial condition. External auditors audit a firm without having any agenda
or specific interests. They examine the account records honestly. They derive
unbiased results of a firm’s financial report. This is why these results are effective
and influenceable.

o Boost morality: Auditing is good at finding mistakes and frauds. It boosts the
morality of employees not to defraud the firm. Auditors examine the accounts
very closely, so the employees remain under constant pressure to be honest and
responsible.

o High credibility: If the financial report remains fair after auditing, it increases the
credibility of a firm. After a clean auditing, Investors and shareholders can trust on
the accounts. Banks sanction loans more easily to highly credible firms.

o Helps in staying organised: A firm remains in a organised way after proper
auditing. It helps the management team in making better future decisions for the
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firm. It tries to eliminate all the mistakes. Hence, it helps in boosting a firm's
performance.

Disadvantages of auditing

o Extra costing: A firm has to spend some extra cost for auditing, as it is a deep
and detailed process. Sometimes auditors limit the audit processes to reduce its
cost, but its result is not so effective.

e Time limitation: Auditors audit a firm's whole year account statement within a
few weeks. Time limitation is a major barrier for auditing. Auditing contains
different rules and regulations. It is conducted on a very specific timeline.

o Credential report: Auditing results are very credential. So, the chances get higher
for a firm to do frauds. The report influences a firm to make major changes in its
accounting system. Auditing does not consider a firm’s Smaller issues. This is also
a limitation of auditing.

e Also, Read
e Best Ca Coaching In Delhi
e What Is Chartered Accountant In India

Besides all of these disadvantages, auditing has some limitations also:

e auditing does not guarantee to detect every frauds happening inside a firm.
e auditor can not value and estimate a firm's assets and liabilities, lawyers do this
estimation.
e due to time limitation, auditor can not check all the transactions of a bigger firm.
He has to depend on sample works.
e because of auditing, firms face extra cost and time during auditing.
Conclusions:
Examining a firm’s set of transactions and obtaining it's result, is the most basic concepts
of auditing. Auditors obtain fairness and accuracy of a firm’s account from the audit
result. Auditors also keep in mind that the audit result should not mislead the investors.
Auditing must show the real face of a firm’'s account and its financial conditions. Above
mentioned in this article gives a good idea about all the basic concepts of auditing.

What is an Audit?

Audit: In simple words audit is the systematic and documented process to derive the
audit records. And compare it with the audit criteria. It examines a firm's financial records
and accounts, as a result they are correct. Audit helps in running a firm smoothly.

There are many different types of audit, but mainly it is divided in three parts: Internal
audit, external audit and IRS tax audit.

o Internal audit: As the name suggests, it takes place within a firm to measure its
challenges and achievements. A firm allows internal auditing to verify that its
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processes are correct and effective. Internal audits help in correcting a firm’s
production step. It is also called a First-party audit, because a firm's employed
auditors conduct this audit. They conduct audit without having an interest in any
auditing area. Internal audits keep updated the investors about a firm'’s financial
condition.

o External audit: Investors and shareholders are interested in External audits.
Usually they conduct external audit to ensure a firm’s financial records are correct.
It is often called a second-party audit, because an independent party audits a
firm. External audits are conducted on behalf of a project contract. External audit
is more effective and it can influence a contract.

e IRS tax audit: Internal revenue service (IRS), tax audit takes place to ensure a
firm’s reported account record is correct. IRS also ensures a firm’'s account record
does not violate the laws of income tax. It checks errors in a firm's filed tax
returns.

After having a good vision on audit, we will know all the concepts of auditing. Auditing
can be defined as the process of verifying a firm’s financial and account statement. A
firm should conduct auditing regularly to check its profitability. Investors and
shareholders depend too much on auditing, before making their final decision.
Sometimes auditing is conducted on a certain production step to check it's credibility.

Processes of Auditing

e Planning: This phase includes planning and preparation for auditing. Firm
management conducts a formal meeting to decide the criteria and objectives of
auditing. They decide to sort out all the ways, which can influence auditing. They
always want the result to be clean.

e Implementation: ‘Fieldwork’, that is another name for this phase of auditing . In
this phase, Auditors collect data and information of a firm. It also consists of steps
like: meeting with the firm management, understanding a firm’s accounting
system and ensuring it is correct. The auditor keeps communicating with his team
members and the firm’s management team. They do so much hard work to make
the audit results better.

o Result: Audit report is called the result of auditing. It should contain all the
financial records and accountant statements fair and correct. It should also
contain firm’s challenges and issues. The management team go through the
issues.

e Closure: When all the planned audit examinations are conducted, it is said to be a
complete audit. Later it comes to the closure phase. It contains subsequent steps
like: taking the right decision to settle the firm’s issues and challenges.

Advantages of auditing

e Guarantees to the investors: One of the major benefits of auditing is, it ensures
the investors and shareholders. Auditing ensures them that a firm’s financial
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record is fair and accurate. Auditing satisfies the investors about production
efficiency. It also satisfies them showing profitability of a firm.

Catch mistakes and frauds: Auditing can catch a simple mistake, and an
intentional fraud also. Auditing never guarantees to detect every hidden fraud
inside a firm. But it helps in reducing the amount of mistakes and frauds. It
discovers the mistakes and wrong decisions on time. So that, the management
team can take appropriate action quickly.

Gives second viewpoint: During external audit, firms get a second opinion about
their financial condition. External auditors audit a firm without having any agenda
or specific interests. They examine the account records honestly. They derive
unbiased results of a firm’s financial report. This is why these results are effective
and influenceable.

Boost morality: Auditing is good at finding mistakes and frauds. It boosts the
morality of employees not to defraud the firm. Auditors examine the accounts
very closely, so the employees remain under constant pressure to be honest and
responsible.

High credibility: If the financial report remains fair after auditing, it increases the
credibility of a firm. After a clean auditing, Investors and shareholders can trust on
the accounts. Banks sanction loans more easily to highly credible firms.

Helps in staying organised: A firm remains in a organised way after proper
auditing. It helps the management team in making better future decisions for the
firm. It tries to eliminate all the mistakes. Hence, it helps in boosting a firm's
performance.

Disadvantages of auditing

Extra costing: A firm has to spend some extra cost for auditing, as it is a deep
and detailed process. Sometimes auditors limit the audit processes to reduce its
cost, but its result is not so effective.

Time limitation: Auditors audit a firm’s whole year account statement within a
few weeks. Time limitation is a major barrier for auditing. Auditing contains
different rules and regulations. It is conducted on a very specific timeline.
Credential report: Auditing results are very credential. So, the chances get higher
for a firm to do frauds. The report influences a firm to make major changes in its
accounting system. Auditing does not consider a firm’'s Smaller issues. This is also
a limitation of auditing.

Besides all of these disadvantages, auditing has some limitations also:

auditing does not guarantee to detect every frauds happening inside a firm.
auditor can not value and estimate a firm's assets and liabilities, lawyers do this
estimation.

due to time limitation, auditor can not check all the transactions of a bigger firm.
He has to depend on sample works.

because of auditing, firms face extra cost and time during auditing.
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Conclusions:

Examining a firm’s set of transactions and obtaining it's result, is the most basic concepts
of auditing. Auditors obtain fairness and accuracy of a firm’'s account from the audit
result. Auditors also keep in mind that the audit result should not mislead the investors.
Auditing must show the real face of a firm’s account and its financial conditions. Above
mentioned in this article gives a good idea about all the basic concepts of auditing.
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