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Definition and Function of Banking and Indian Banking System

Unit -1
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or BANKER
Banks Learning Knowledge Performance Teachingand
Outcome Evaluation Evaluation TrainingMethod
After sudyingthis |1. Definition of |1. DefineBanking | Lectureondefinition
topicthelearners banking as per s E h of theBank
wouldbeableto | Sec5(b) ' ”‘.Jmerztett. €| Functionsand
definebankingand (2. Understand the \cg?;LOeuganlIJ(Ieres dutiesonthe
know thebasic various duties of functionsof a
functionsof a the Banker Banker.
Banker > Genera Duties Activity - Visittoa
. ificDuties bank for a general

overview.

SESSION-2 BANKING SYSTEM ININDIA

After tudyingthis |1. RBI- The Apex | 1. Enumeratethe | Classroomteaching
topicthelearners Inditution functionsof
would beableto 2. Understandi ng RBI
understand the the rationale of | 2. Featuresof
banking system different banks varioustypes
prevaentinindia > Commercial of Banks
Banks 3. Names
> Regiond Rurd (examples) of
Banks variousbanks
» Co-operative acgordl ngto
Banks their category
> Foreign Bank
a. COMMERCIAL BANKS
After sudyingthis | Understandingthe | Classfythemgor | Classroomteaching
topicthelearners | role& functioning | functionsof a
wouldbeableto | of the: bank

know about the
digtinct features of
Commercia Banks
& itsfunction

> Public Sector
Bank

> Private Sector
Bank




L ocation

Duration-20HOURS

b. PRIVATE SECTOR BANKS

After sudyingthis | Understandingthe Listthefunctionsof | Classroom
topicthelearners rationale and working | Private Sectors teaching
would beableto of Private Sector Banks | Bankinthe
know about the development of the
distinct feetures of €conomy
Private sector
Banks their
functions
c. PUBLIC SECTORBANKS
After studyingthis | Understandthe List thefunctionsof | Classroom
topicthelearners rationale and working | the Public Sector | teaching
would beableto of Public Sector Banks | Bank
know about the
distinct festuresof
Foreign Banks &
ther functions
d. FOREIGN BANKS
After studyingthis  [Understand the List thefunctionsof |Classroomteaching
topicthelearners  |[rationaleof Foreign |Foreign Banks
would be ableto Bank operationsin
know about the India
distinct features of
Foreign Banks &
their functions
e. REGIONAL RURAL BANKS
After sudyingthis | Undergtandingthe | Listthefunctionsof | Classroomteaching
topicthelearners | rationdeand the Regional Rural
wouldbeableto | workingof Banks
know about the Regiona Rurd
digtinct featuresof | Banks
Regiond rurd
Banks& their

functions




L ocation

Banking

Duration-20HOURS

f. CO-OPERATIVE BANK

After studyingthis
topicthelearners
would beableto
know about the
digtinct featuresof
Co-operative
Banksé& ther
functions

Understandingthe
rationdeand
working of Co-
operative Banks

List thefunctionsof
the Co-operative
Banks

Classroomteaching

SESSION-3: RESERVE BANK OF INDIA

Already given
above

Understand the
history, structure
& various
functionsof RBI

Ableto enumerate
thehistory,
structure& various
functionsof RBI

Classroomteaching




Banking
Definition and Function of Banking and Indian Banking System
Unit -1
L earning Objective
After readingthisunit, youwill beableto:
e Describewhat isthe Bank and functionsof the Banker.
e  Understand the Banking structurein India
e  Summarizethefunctionsof the Reserve Bank of India.
STRUCTURE
1.1. Definition of Bankings & Basic functions of a Banker
1.2. Banking Syseminindia
1.3. ReserveBank of India
14. Summay
1.5. PracticeQuestions

Definition of Banking

Bank isan institution that dealsin money. Banks accept deposits and makeloansand derive a
profit from the differencein theinterest rates paid and charged, respectively moreover it provides
other financia services

Section 5(b) of Banking Regulation Act, 1949 (BR Act):

According to BRACt. “ Banking meansaccepting, for the purpose of lending or investment, of deposits
of money from the public, repayable on demand or otherwise, and withdrawabl e by cheque, draft,
order or otherwise.” “Banking Company” meansany company which transactsthe businessof banking
in India. Company means any company as defined in of the CompaniesAct, 2013 and includesa
foreign company withinthemeaning of that Act.

A banking company isacompany, which accepts deposits of money for the purpose of lending or
investment from the public which is payable on demand (Savings Bank and Current Accounts) or
otherwise (after aperiod like Fixed Deposits) and withdrawabl e by cheque (Savings Bank and Current
Accounts) or otherwise (by other instrumentslikefixed deposits).

Besidesthe Basic Functions of a Banker:

A banker also gives clientsfinancia advice on mattersrelating to loans, investments, securitiesand
savings. Thelr financia advicenot only hel psclientsto solvefinancial needs, but asoincreasesther
firm’sprofits.
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Banking

Keep Records

Bankersrecorddl thedaily financid transactionsthey conduct. Thisduty involvesreviewing documents,
such as bank statements and |oan application forms, every day. In doing so, bankers can aert the
necessary authoritiesif they notice any fraudulent activitiestaking placein thebank. Thebanker isalso
responsiblefor properly filing all these documentsin theright place. Proper documentation facilitates
smooth management of the bank and makesretrieval easier. Bankersmust also keep theserecordsin
asafeplaceto protect the confidentidity of theinformation.

AdviceClients

Oneof the pimary dutiesof abanker isto hel p clientsfulfil their financianeeds. They do so by answering
thefinancial questionsasked by clients either during face-to-face meeting or phone conversations. A
banker will dsoreview acdlient’sfinancid situation and offer thebest banking servicesand programsto
aidetheclintsin the achieving their monetary goals. The expertise of abanker ismeasured by the
successof thefinancid advicehegivesto clients. Good advice hel psin building alargelient base, which
improvestheprofitability of thefinancid institution.

Gather Financial | nformation

Another integral duty performed by abanker isgathering pertinent financid informationfrom both new
and exigting clients. After speaking with clientsabout their financia needs, abanker usestheinformation
gathered to prepare accountsand |oans. A banker reviewsthefinancia history of theclient to determine
their creditworthiness. The banker usesthisinformation to determinewhether thefinancia institution
will beableto meet theclient’sfinancial needs; thisduty of gatheringinformation helpsthefinancia
ingtitution to makeinformed decisionsthat improvesitsprofit margin. For example, the bank usesthis

information to giveloansto creditworthy peoplewho have comparatively lower chancesof defaulting.

Functionsof aBank
Banks' functionscan be segregated into Primary and Secondary functionsasfollows:

Functionsof Bank

¥
s 1
Primary Functions Secondary Functions
T T
¥ v ¥ ¥

Accepting Deposits | | GrantingAdvances| [ Agecy Functions Utility Fuctions

. SavingDeposits  « Overdraft . Banking of Funds « Drefts
. Fixed Deposits « Cash Credit « Periodic Payments « Lockers
« Current Deposits  « Loans . CollectionManagement « Underwriting

« Recurring Deposits « Disoountingof Bills « Periodic Collections « Socid Welfare Programmes
. Other Agency Functions « Other Utility Functions

11



Banking

A. Primary Functions: Therearetwo primary functionsof acommercia bank asgivenin Banking
RegulationsAct, 1949.

a  Accepting depositsof money fromthe publicintheform of

>

>
>
>

Savingsaccounts
Current accounts
Fixed deposits
Recurring deposits

These depositsare withdrawabl e by cheque. order or otherwise

b. AdvancingL oans: Theother important function of the banksisto makeloansand advancesto
theneedy peopleintheformof :

>
>
>
>
>

Over drafts

Cash credits
Termloans
Discounting of bills
Credit Cardsloan

Banksared so permitted to invest their fundsin securitieswhich may be Government securitiesor
corporate securities.

B. Thesecondary Functionsof aBanks

Transfer of funds: Helps customersto transfer money to another customer or the same bank or of
any other bank in the samecountry or eveninanother foreign country.

Agency service provided by Commercial Banks:

>
>

>
>
>

Purchasing and salling of shares, securities, bonds etc. on behaf of itscustomers

Coallectionandregular paymentsof bills, checksand other commercid instruments, dividends,
interest etc. asper the standinginstructions given by their customers.

Collection and payment of rents, insurance premium and other charges.
Actsastrustees, representatives and executorsof their clients.

Actsasincometax consultantsand they prepare and findizetheincometax returnsof their
clients.

C. General Utility servicesrendered by Commercial Banks:

>
>

12

Safety vaultsor lockersto provide security to their val uabl eslike ornaments, documentsetc.

EncashVlssueof traveler’schecksfrom/to tourists.



Banking
Issuing letter of creditsto businessmen.
Issuing Debit/Credit Cardstother customers.
Providing thefacility of withdrawing cash anytimethroughATM.
Underwriting of Sharesand Debenturesissued by the companies.

Providing consultancy servicesregarding shares, taxation etc. to the companies.

V V V V V V

Lending adviceasaMerchant Banker toindustries about their are projects, issue of shares
and capitd structureetc.

DisburseFunds

Peoplevisit banksto withdraw and deposit funds, or to apply for loansfrom thefinancia institution.
Accepting deposits and disbursing fundsrequiresal ot of attention and accuracy. Bankersmay use
money counting machinesto carry out thistask. Thismakeswork esser, diminateshuman error, improves
accuracy and increasesthe speed of dispensing and counting bills.

Enforcing Security

Financid ingtitutions can make massivelossthrough accepting counterfeit bills. Bankerspassthebills
deposited by customersthrough the counterfeit money detectorsto prevent any fakebillsfrom hitting
thecashtill. With therising cases of fraud, bankersare a so on thelookout for counterfeit checksthat
customers may attempt to cash. Thebanker’sduty isto ask clientswithdrawing money to verify their
identity to prevent fraudulent activity. A banker a so locksthe bank vault protecting va uables, money,
documentsand recordsfrom unauthorized access, theft and damage by fireor natural disasters.

1.2. Banking System in India

Indian Banking Svilem

The Central Bank {Reserve Bank of India)

| Commescnal Banks | | Remonal Bural Banks | | Cooperatrve Banks |
Public Sector Banks Prvate Secior Banks
Central’ distnict
I—;I I_I_I Cooperative Banks
Mationalized State Bank fa Fraeien
Baniks Group [ v Public Credit Sociaties

|
SBI

Subsidiary
Bapks

13



Banking

ReserveBank of India(RBI), isthe Central Bank of thecountry. RBI does not undertakethe conventiona
banking busi ness of accepting depositsfrom the public and lending to the public.

A. Commercial Banks:

Commercid bank isaninstitution that accepts deposit, makesloans and offer related services. These
ingtitutionsrunto make profit. They cater to thefinancia requirementsof industriesand various sectors
likeagriculture, rura development, etc. itisaprofit making ingtitution owned by government or private
of both.

Commercia banksinclude public sector, private sector, foreign banksand regional rurd banks:
a. Public Sector Banks:

Public Sector Banks (PSBs) are bankswherein the majority stake (i.e. more than 50%) isheld by
Government of Indiae.g. State Bank of India, Punjab National Bank, Bank of Barodaetc. The shares
of thesebanksarelisted on stock exchanges. Thereareatotal of 27 PSBsinIndia[21 Nationalised
banks+ 6 State Bank group (SBI + 5 associates)].

ThePresdency Banksof Benga, Bombay and Madraswiththeir 70 branchesweremergedin 1921
to form the Imperia Bank of India. The new bank took on thetriplerole of acommercia bank, a
banker’sbank and abanker to the government.

On 1 July 1955, the Imperia Bank of Indiabecamethe State Bank of India. In 1959, the Government
passed the State Bank of India(Subsidiary Banks) Act. Thismade SBI subsidiaries of eight that had
bel onged to princely states prior to their nationalization and operational take-over between September
1959 and October 1960, which made eight state banks associates of SBI. The seven other state banks
becamethe subsidiariesof the new bank when nationalised on 19 July 19609.

In 2008, the Government of Indiaacquired the Reserve Bank of India sstakein SBI so asto remove
any conflict of interest becausethe RBI isthe country’s banking regul atory authority.

Thenext mgor nationdisation of bankstook placein 1969 when the Government of India, under Prime
Minister IndiraGandhi, nationaised 14 mgor banks. Thetota depositsin each of thebanksnationalised
in 1969 were morethan Rs. 50 crores. Thismoveincreased the presence of nationalised banksin
India, with 84% of thetota branches coming under Government control.

Thenext round of nationalisation took placein April 1980. The Government nationalised six more
banks. Thetotal depositsof each of these banks exceed Rs. 200 crores. Thismoveledto afurther
increasein the number of branches of the nationalised banksincreasing to 91% of thetotal branch
network of the country.

Theobjectivesbehind nationdisation were:

>  Tobreak theownership and control of banksby afew businessfamilies,
>  To prevent the concentration of wealth and economic power,

»  Tomobilizesavingsfrom massesfromal partsof the country,

>  Tocater tothe needsof thepriority sectors.....
14
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In 1963 SBI merged State Bank of Jai pur (est. 1943) and State Bank of Bikaner (est.1944). There
has been aproposal to mergeall the associate banksinto SBI to createa” megabank” and streamline
the group’soperations. Thefirst step towards unification occurred on 13 August 2008 when State
Bank of Saurashtramerged with SBI, reducing the number of associate state banksfrom sevento six.
Then absorption of State Bank of Indore completed on 26 August 2010

b. PrivateSector Banks:

New Private Sector Banks. HDFC Bank, ICICI Bank, Axis Bank, etc. opened after 1991 due to
opening up of theeconomy by the Government of India. Private sector banks arethose whose equity
isheld by private shareholders. Private sector bank playsamagor rolein the development of Indian
bankingindustry.

Old Private Sector Banks: arelikeJ& K Bank, Development Credit Bank, Karnataka Bank, South
IndiaBank etc., whichwereall opened prior to 1991.

c. ForeignBanks:

Foreign Banks(43): Citibank, Bank of Americaetc., which areincorporated abroad but having branches
inIndia. All typesof banking transactionsare undertaken.

d. Regional Rural Banks:

These are state sponsored regiona rural oriented banks. They provide credit for agricultural and rural
development. The main objective of RRB isto devel op rural economy. Their borrowersincludesmall
and margina farmers, agriculturd labourers, artisansetc. NABARD holdstheapex positioninthefield
of agriculturd and rurd finance.

RRBsarejointly owned by the Government of India(50%), oneof the Public Sector Banks (35%) and
the Government of the Stateinwhich the RRB issituated (15%) — meant to serverural aress. All the
banking servicesrequired by customersintherura areasareavailable.

B. Co-operativeBanks:

Cooperative banks are so-caled because they are organi sed under the provisionsof the Cooperative
Credit SocietiesAct of thestates. Themajor beneficiary of the Cooperative Banking istheagricultura
sector in particular and therura sector ingeneral.

The cooperativebanksin Indiaplay animportant roleeventoday inrura financing. The enactment of
Co-operative Credit Societies Act, 1904, however, gave the real impetus to the movement. The
Cooperative Credit SocietiesAct, 1904 wasamended in 1912, with aview to broad basing it to enable
organisation of non-credit societies. They are organi sed and managed on theprincipal of co-operation
and mutual help. Themain objective of co-operative bank isto providerura credit.

Threetier structuresexist inthe cooperative banking:
>  Statecooperative bank at the apex level.
>  Centrd cooperativebanksat thedigtrict level.

15
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>  Primary cooperative banksand thebaseor local leve.
New initiativestaken are:

>  RBI hasgiven permissionto 2 organisationsto becomeaBank i.e. IDFC Limited and Bandhan
Financial ServicesPrivateLimited, to set up banksunder the Guidelineson Licensing of New
Banksin the Private Sector issued on February 22, 2013.

>  PrimeMinister of IndiaShri NarendraModi started Jan Dhan Yojana onthe 28th August, 2014
andwill last until 14th August, 2015; thefirst phasewill befocused on opening abank account and
providing credit facilitiesfor those who are outsidethe banking systemin urban and rura India.

> Payment Banks:

On19August, 2015, the ReserveBank of Indiagave*“in-principle’ licencesto e evenentitiesto launch
paymentsbanks:

* AdityaBirlaNuvo

*  Airtel M Commerce Services

*  Cholamandaam Digtribution Services
*  Department of Posts

«  FINOPayTech

e Nationa Securities Depository

* Rdiancelndustries

*  Dilip Shanghvi, Sun Pharmaceuticals
*  Vijay Shekhar Sharma, Paytm

e TechMahindra

*  VodafoneM-Pesa

The"“in-principle’ licenseisvaidfor 18 monthswithinwhichtheentitiesmust fulfil the requirements.
They arenot alowed to engagein banking activitieswithin the period. The RBI will consider grant full
licenses under Section 22 of the Banking Regulation Act, 1949, after it issatisfied that the conditions
havebeenfulfilled.

> Small FinanceBanks:

Small finance banks are atype of nichebanksin India. Bankswith asmall finance bank license can
provide basi ¢ banking service of acceptance of depositsand lending. Theaim behind theseto provide
financial inclusion sections of the economy not being served by other banks, such assmall business
units, smal and margina farmers, micro and small industriesand unorgani sed sector entities.

16
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On September 16, 2015, The Reserve Bank of India(RBI) hasdecided to grant “in-principle’ approva
tothefollowing 10 gpplicantsto set up small finance banksunder the* Guiddinesfor Licensng of Small
Finance Banksinthe private sector” (Guidelines) issued on November 27, 2014.

Names of selected applicants

* AuFinanciers(India) Ltd., Jaipur

» Capita Locd AreaBank Ltd., Jalandhar

» DishaMicrofinPrivateLtd., Ahmedabad

*  EquitasHoldingsPrivateLimited, Chennai

»  ESAFMicrofinanceand InvestmentsPrivateLtd., Chennai
*  Jandakshmi Financid ServicesPrivateLimited, Bengauru
*  RGVN (North East) Microfinance Limited, Guwahdti

*  Suryoday Micro FinancePrivateLtd., Navi Mumbai

* UjjivanFinancid ServicesPrivaelLtd., Bengauru

»  Utkarsh Micro FinancePrivateLtd., Varanas

The"in-principle’ gpproval granted will bevaidfor 18 monthsto enablethe gpplicantsto comply with
therequirementsunder the Guidelinesand fulfil other conditionsas may bestipul ated by the RBI. On
bei ng satisfied that the gpplicants have complied with therequisite conditionslaid down by it as part of
“in-principle’” gpprovd, the RBI would cons der granting them alicencefor commencement of banking
businessunder Section 22(1) of the Banking Regulation Act, 1949.

Until aregular licenceisissued, the applicants cannot undertake any banking business.
1.3 Reserve Bank of India

RBI isthe Central Bank of our country. It wasestablished onApril 1, 1935 under theRBI Act, 1934.
InIndia, theRBI supervises operationsof al the banks.

RBI Sructure:

The Central Board of Directors comprises of the Governor, 4 Deputy Governorsand 15 Directors
nominated by the Union Government. Itsheadquarter isin Mumbai. RBI has 27 regional offices. It has
setup fivetraining establishmentse.g. Collegeof Agricultura Banking and Reserve Bank of IndiaStaff
College—Pune, Nationd Ingtitutefor Bank M anagement- Pune, IndiraGandhi Ingtitutefor Devel opment
and Research—Mumbai, Ingtitute for Devel opment and Researchin Banking Technology (IDRBT) -
Hyderabad.

17
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Itssubsidiariesare Deposit Insurance and Credit Guarantee Corporation of India(DICGC) and
Bharatiya Reserve Bank Note Mudran Private Limited (BRBNMPL).

RBI Preamble: The Preambleof the Reserve Bank of IndiaAct, 1934 describesthe basic objectives
of the Reserve Bank of Indiaas:

“...Toregulatetheissue of Bank Notes and keeping of reserves with aview to securing monetary
gability in Indiaand generdly to operatethe currency and credit system of the country to itsadvantage.”

Departmentsfor different functions

>  RBI'sinternal management isbased on functiona speciai sation and coordination amongst about
20 departments.

>  Departments oversee specific functions such as Currency Management, Banking Supervision,
financia markets, risk monitoring etc.

Functionsof RBI

Main Functions

Monetary Authority:

> Formulates, implements and monitorsthe monetary policy.

>  Objective: maintaining price stability and ensuring adequateflow of credit to productive sectors.
Therearevariousinstrumentsfor monetary control:

» Cash ReserveRatio (CRR): indicatesthe quantum of cash that banks arerequired to keep with
the Reserve Bank of India

> Statutory Liquidity Ratio (SLR): prescribestheamount of money that banksmustinvest in securities
issued by the Government.

>  Liquidity Adjustment Fecility (LAF): isto managetheday-to-day liquidity inthe banking system.
Under thisfacility RBI announces Repo Rate (Repurchase Rate) whichistherate at which RBI
lends short term money to banks. Reverse Repo Rateistherate at which bankspark their short
term excessliquidity withthe RBI.

Regulator and supervisor of thefinancial system:

>  Prescribesbroad parametersof banking operationswithinwhich the country’sbanking and financia
systemfunctions.

>  Objective maintain public confidenceinthesystem, protect depositors’ interest and provide cost-
effectivebanking servicesto thepublic.

Manager of Foreign Exchange:
> Adminigtersthe Foreign Exchange Management Act, 1999.

»  Objective: to facilitate external trade and payment and promote orderly development and
mai ntenance of foreign exchangemarket inIndia.

18
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| ssuer of Currency:

»  Issuesand exchangesor destroyscurrency and coinsnot fit for circul ation.

>  Objective to givethe public adequate quantity of suppliesof currency notesand coinsandingood
quality.

Developmental role:

>  Peformsawiderangeof promotiond functionsto support nationa objectives.

Related Functions:

>  Banker tothe Government: performs merchant banking function for the central and the state
governments; also actsastheir banker.

>  Banker to banks: maintai nsbanking accounts of all scheduled banks.
Payment & Settlement Systems:

Theregulationand supervison of payment syssemsisbe ngincreasingly recognised asacoreresponsibility
of central banks. Asper thePayment and Settlement SystemsA ct, 2007 only payment systemsauthorised
by the Reserve Bank can be operated in the country.

TheReserveBank, astheregulator of financia systems, hasbeen initiating reformsin the payment and
settlement syssemsto ensureefficient and fagter flow of fundsamong various condtituentsof thefinancia
sector.

Following aretheinitiatives undertaken by Reserve bank for thisfunction:

»  Computerization: Aimsat reducing thetimetaken in clearing, balancing and settlement, apart
from providing accuracy inthefinal settlement.

>  Mechanisation: of the clearing operations by introducing the MICR (Magnetic Ink Character
Recognition) code.

> HighValueClearing (HVC): introduced by the Reserve Bank wasaimed at faster clearing of
large value chequesfrom selected branchesof banksfor same day settlement.

>  ChequeTruncation System (CTS): eliminatesthe physical movement of chequesand provides
amore secure and efficient method for clearing cheques.

>  ElectronicClearing Service(ECS): usesaseriesof €ectronic payment instructionsfor transfer
of fundsinstead of paper instruments.

> National ElectronicClearing Service(NECYS): facilitates creditsto bank accountsof multiple
customersagainst asingledebit of remitter’saccount.

>  Electronic FundsTransfer: enablean account holder of abank to eectronically transfer funds
to another account holder with any other participating bank.

> TheReal TimeGrossSettlement (RTGS): system settlesal inter-bank paymentsand customer

19
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transactions aboverupeestwo lakhs.

Pre-paid payment instruments: facilitate purchase of goodsand servicesagainst thevauestored
ontheseinstruments.

M obile Banking: arebeing used asamedium for providing banking services.

Reserve Bank of India(RBI), Centra Bank of the Country. RBI doesnot undertakethe conventiona
banking business of accepting depositsfrom the public and lendingto the public

Nationa Agricultural Bank for Rural Development (NABARD). (ThisistheApex Bank for al
Agricultura financing by dl other banksin the country-guidance, to thebanks, refinancing their
agricultural advancesetc.). NABARD borrowsfrom public by floating bondsfor the purpose of
financing other banksfor agriculturd lending.

EXIM Bank (Export-Import Bank of India): Thisistheapex bank in Indiain thefield of finance
for Exports and Imports, to encourage and assist exporters of Indian products. EXIM Bank
borrows from public by floating bonds and also accepts Fixed Deposits for the purpose of
refinancing other banksand also directly to exporters.

1.4. Summary

>

A banking company isacompany, which accepts deposits of money for the purpose of lending or
investment from the public repayabl e on demand (Savings Bank and Current A ccounts) or otherwise
(after aperiodlike Fixed Deposits) and withdrawal by cheque (Savings Bank and Current Accounts)
or otherwise.

A Bank linkstogether customersthat have surplusmoney (i.e. saver <) and customerswith shortage
of money (i.e. bor rower s) are known as Intermediation role and manage credit, liquidity and
interest raterisk.

Banker istheface of the Bank and has genera and specific responsibilitiesto the customers.

Banking structurein Indiaisbroadly categorized into Commercial Banks, Regiona Rural Banks
and Co-operatives Bankswith Reserve Bank of India(RBI) at the apex.

RBI functionsare:

>

>

>

>

Regulator and supervisor of thefinancial system
Manager of Foreign Exchange
Issuer of currency

PlaysaDevelopmenta roleand many more.

Key words:

RRBs—Regiond Rura Banks
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PSBs—Public Sector Banks
NABARD - National Agricultura Bank for Rura Development
EXIM Bank - Export-Import Bank of India
IIFCL - Indialnfrastructure Finance Co. Ltd.
IDRBT - Ingtitutefor Devel opment and Researchin Banking Technology
DICGC - Deposit Insurance and Credit Guarantee Corporation of India
BRBNMPL - Bharatiya Reserve Bank Note Mudran Private Limited
CRR - Cash ReserveRatio
SLR - Statutory Liquidity Ratio
LAF- Liquidity Adjustment Facility
Repo Rate- Repurchase Rate
DBOD - Department of Banking Operationsand Devel opment
NBFC - Non-Banking Financial Companies
CBLO - Collateralised Borrowing and Lending Obligations
FERA - Foreign Exchange RegulationAct
HVC - HighVaueClearing (HVC)
CTS- ChequeTruncation System
ECS- Electronic Clearing Service (ECS)
NECS- National Electronic Clearing Service

1.5 Practice Questions
l. Choosethecorrect option:
1.  Banking isdefinedin
a RBIACT
b)  BankingRegulationAct
c)  Govt.of IndiaAct
d) CompaniesAct
2. Abankisafinancid intermediary because
a) itactsasthebroker between depositor and borrower
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b) itactsasthelink betweenthesaversandthe borrowers
c) itisinthefinanceindustry
d) itisintheintermediary industry
Banker-Customer relationship startswhen
a) A customer opens an account
b) A customer becomesardativeof abanker
c)  Thebanker and banker becomefriends
RBI'sfunctionis
a)  Togivelicensetobanks
b) Toactasbankers bank
c) Toactasbanker to Government
d) Allof theabove
Bank’sservicesinclude
a  Netbanking
b)  Mobilebanking
c)  Phonebanking
d) Alltheabove

AnInvestment Bank is abank
a  Whichinvestsmoney in another bank
b)  Whichcollectsinvesmentsfrom public

c¢)  Anintermediary which performsavariety of financia servicesto corporate

areNOT apart of the Scheduled banking structurein India
a Moneylenders

b)  Publicsector banks

c)  Privatesector banks

d)  Regiond rurd banks

RBI isn’t expected to perform therol e of

a)  Actingasaclearinghouse

b)  Working asabanker to thegovernment
c)  ManagingForex

d)  Accepting depositsfrom generd public
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Which of thefollowingisaroletypically not performed by the Central Bank?
a  Setingtheofficia short-terminterest rate

b) Edablishtax policies

c)  ControllingMoney Supply

d)  Acting asbanker tothegovernment

Which of thefollowingisNOT afunction of Commercia Bank?

a  Providing Project Finance Settling of paymentson behalf of the customers
b)  Deciding policy rateslike CRR, SLR and Reporate

c) Issuingcredit/ debit/ATM cards

Incommercia banking, who takestherisk whilegiving theloan?

a  Depostor

b)  Borrower

c) Commercid Bank

d) Centrd Bank

Answers. 1-b,2-b,3—-a4-d,5-d,6-¢,7-348-d,9-b,10-b, 11 —c

Fill in theblanks:

1. ResaveBankofIndiaisthe_ ofIndia

2. Banking Servicesprovidedtoacommonmanisknownas__ .
3. ___ keepsaneyeontheoveral payment system.
4.

isthe Lender of last resort for the Banks

Answers: 1- Central Bank, 2— Retailing banking, 3 - Reserve Bank of India(RBI), 4—RBI

Answer in detail:

1.  Whatisthedefinition of aBank?

2.  Whatistheroleof theBanksinthe society?
3. Whatarethefunctionsof RBI?

4.  DefinewhoistheBanker?
S

Explainthefunctionsof aBanker?
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6. What arethedifferent typesof Bank foundin India?
7.  Explanthevariousinstrumentsof monetary control availablewith RBI?
V. Activities.
1.  Discusswiththestudentsthe need of aBank?

2. Prepareachart onthefunctionsof RBI?
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Banker and Customer

Unit - 2

L earning Objective

Location Duration-20HOURS
Classroom [ SESSION-1RELATIONSHIPBETWEEN BANKERAND CUSTOMER
Orkc Learning KnowledgeEvaluation Performance Teachingand Training
Banks Outcome Evaluation Method

After studying this
topic the learners
would be able to
identify the
relationship between
Banker & Customer

Various relationships
the Bank has with the
customer depending
upon the services
availedviz.,

» Creditor - Debtor
Creditor - Debtor
Principal - Agent
Pledger - Pledgee
Licensor-
Licensee

Hypothecator -
Hypothecatee

Bailee- Bailor
> Beneficiary-
Trustee

YV V V V

A\

A\

A\

Lessee- Lessor
» Others

Elucidate the various
relationships the Bank
has with the customer
depending upon the
servicesavailed viz.,
Creditor - Debtor
Creditor - Debtor
Principal - Agent
Pledger - Pledgee
Licensor-
Licensee
Hypothecator -
Hypothecatee
Bailee- Bailor
> Beneficiary-
Trustee

YV V V V V

Y

Y

Y

Lessee- Lessor
> Other

Classroom teaching,
PPT’s

SESSION -2 SPECIAL TYPESOF CUSTOM ERS

After studying this
topic the learners
would be able to
identify the special
type of Customers
and their requirement

Understand why
certain types of
customers are
classified as special
customers

List the extra due
diligence carried out by
the Bank while
opening special
accounts

Classroom teaching,
PPT’s

SESSION-3RETAILANDWHOLESALE BANKING

After studying this
topic the learners
would be ableto
identify the distinct
features &
differentiation
between Retail and
Wholesale Banking

State the features of
the Retail &
Wholesale Banking

List the differences
between Retail &
Wholesale Banking

Classroom teaching,
PPT's
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SESSION-4 DEPOSIT ACCOUNTS—-SAVINGSACCOUNTS, CURRENT
ACCOUNTS, FIXED DEPOSIT ACCOUNTS

After studying this
topic the learners
would be able to
know the different
types of deposit
accounts and their
salient features.

1 Understand
Time& Demand
deposits.

2. Types of
demand deposit.

3. Enumeratethe
meaning of
Saving Account
and Current
Account.

4. State the
features of
Saving Account
and Current
Account.

1 Able to describe
the differences
between Time and
Demand Deposits.

2. Point out the key
differences
between Saving
& Current
account.

Classroom teaching,
PPT’s

SESSION-50PENING AND OPERATION OFACCOUNTS

After studying this
topic the learners
would be ableto
know the essential
requirement for
opening & operations
of different types of
deposit accounts.

List & identify the
documents required
while opening
various categories of
accounts.

Describe the process
involved in the
account opening.

Ableto explain the
need of various types
of documents for
different categories of
accounts.

List thestepsinopening
of the account.

Classroom teaching

SESSION-6 NOMINATION

After studying this
topic the learners
would be able to
know the procedure
for nomination.

List the requirements
& need for nomination
facility.

Explainthe
advantages of
nomination and how
to nominate a
nominee.

Classroom teaching

SESSON-7TKYCREQUIREMENTS

After studying this
topic the learners
would be able to
acquaint themselves
with the norms
applicable for KYC
requirements.

1 Understand the need

2 List of valid docu-

3. Describethe process

4. Understand the

of KYC.

ments acceptable
forKYC.

followed by the
Banksfor KYC.

Money Laundering
stages and how it
can be avoided.

1 Explaintheneedsof KYC.

2 ElucidatethevariousKYC
documents required as per

type of entity.

3. Appreciate the steps

taken for preventing

Money Laundering in

India and across the
world.

Classroom
teaching
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SESSION-8 PASSBOOKS

After studying this
topic the learners
would be ableto
acquaint themselves
with the significance
& usefulness of a
pass book.

1 Examinethe
meaning of Pass
Book.

2 Explanwhat
CashBook is.

Explainindetail the
meaning of pass book
and it usefulnessin
Bank Reconciliation.

Classroom teaching

SESSION-9MINORS

After studying this
topic the learners
would be ableto
know about the
conditions
applicablefor a
minor.

Identifying &
understanding of the
minor account
holders.

How theminor / junior
accounts can be
opened.

Describe the provision
of opening the
Account of minor &
juniors.

Classroom teaching

SESSION-10PARTNERSHIP& COMPANIES

After studying this
topic the learners
would be able to
acquaint themselves
with the Acts
applicablefor a
Partnership &
Companiesaong
with rulesapplicable
for partnership &
companies.

Understand the
operations of a
partnership firms—it
needs, advantages /
disadvantages.

Explain the reasonsfor
forming aPartnership/
Publicfirm.

Classroom teaching
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Banker and Customer

Unit - 2

L earning Objective

After readingthisunit, youwill beableto:

Understand the different rel ationship between Banker and Customer.

Describewho are special typesof customersand careto be taken by Bankswhile opening
accountsfor them.

Understand what isRetail and Wholesale Banking.

Summarise what are Deposit accountsand their features.

Describethe process of opening and operations of accounts.
Understand the meaning of nominationand itsuses?

Describethe need of KY C and how isitisimplemented by the Banks.
Explain theneed of PassBook and it uses.

Outline Partnership and Companiesform of organization and their features.

STRUCTURE

21
2.2
2.3
24
2.5
2.6
2.7
2.8
2.9

Rel ati onshi p between Banker and Customer
Specia Typesof Customers

Retall and WholesdeBanking

Deposit Accounts

Opening and Operationsof Accounts
Nomination

KY C Requirements

Pass Books

Partnerships & Companies

2.10 Summary
2.11 Practice Questions
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2.1 Relationship between Banker and Customer

Therelationship between abanker and acustomer depends on the activities; products or services
provided by bank toits customersor availed by the customer. Thusthe rel ationship between abanker
and customer isthetransactiond relationship. Bank’s busi ness depends much on the strong bondage
withthecustomer. “ Trust” playsanimportant rolein building hed thy rel ationshi p between abanker and
custome.

Reationshipsbetween theBank and Customer : Therel ationship between the banker and customer
isvery important. It isgenerally studied under thefoll owing two heads:

> Generd Relaionship
> Specia Rdaionship
General Relationship: Debtor and Creditor:

»  Thebasicreationship between banker and customer isprimarily that of adebtor and creditor.
When customer depositsmoney in abank, Bank becomesthe debtor and customer isthecreditor.
The customer expectsfrom the bank that hismoney will be kept safe by thebank and it will be
returned to him on demand within bus nesshoursalong withinterest. The positionisreversed as
soon asthe banker advances|oan to the customer, Banker becomes creditor and Customer a
debtor.

Special Relationships:

Principal and Agent: Specia relationship between the customer and the banker isthat of principal
and agent. Customer (principal) deposits cheques, drafts, dividendswarrantsfor collection with the
bank. Hea so giveswritteninstructionsto the bank to purchase securities, pay insurance premium,
instalments of loans etc on hisbehalf. When the bank performs such agency services, he becomesan
agent of hiscustomer.

Pledger and Pledgee: When the customer pledges (promises) certain assets or securitieswith the
bank in order to get aloan, customer becomesthe Pledger, and Bank becomesthe Pledgee. Under this
agreement, the assets or security will remain with the bank until the customer repaystheloan.

L essor and L essee: When the banker hiresa safe deposit locker to the customer, banker becomes
the Lessor and customer the L essee.

Bailer and Bailment reationship: Bailment isacontract for delivering goodsby one party to another
to beheldintrust for aspecific period and returned to him when the purposeisover. Bailor isthe party
that deliversthe goodsto another. Baileeisthe party to whom the goodsare delivered.

S0, when acustomer givesasea ed box to the bank for safe keeping, the customer becomestheBailor,
and thebank the Bailee. A bank may accept the va uables of hiscustomer such asjewel lery, documents,
securitiesetc for safe custody. Thebank (Bailee) charges asmall amount as service chargesfor safe
custody of thevaluablesfrom hiscustomer (bailer).
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Hypothecator and Hypothecatee: Whenthe customer hypothecates certain movable property or
assetswith thebanker in order to get aloan, the customer becomesthe Hypothecator, and Banker the
Hypothecatee.

Trusteeand Beneficiary: A trustee holds property for the beneficiary. The profit earned from this
property belongsto the beneficiary. If the customer deposits securitiesor va uableswith the banker for
safecustody, banker becomesatrustee of hiscustomer. The customer remainsthebeneficiary, ownership
remainswith the customer.

Advisor and Client: When acustomer investsin securities, thebanker actsasan advisor. Theadvice
can begiven officially or unofficialy. While giving advicethe banker hasto take maximum careand
caution. Here, Banker isan Advisor, and Customer isaClient.

Miscellaneous Relationships:

AsaCustodian: A custodianisaperson who acts asa caretaker of something. Bankstakelegal
responsi bility for acustomer’s securities. While opening ademat account bank becomes acustodian.

AsaGuarantor: Banksgiveguaranteeon behaf of their customers. Guaranteeisacontingent contract.
Asper Section 31, of Indian Contract Act guaranteeisacontingent contract to dischargetheliability of
theprincipal debtor if thelater failsto do so.

Termination of relationship between abanker and a customer: Therelationship between abank
and acustomer ceaseson

Thedesgth, insolvency, lunacy of the customer
The customer closing theaccount i.e. Voluntary termination

Liquidation of thecompany

vV V V V

The closing of the account by the bank after giving duenotice

»  Thecompletion of the contract or the specific transaction
2.2 Special Typesof Customers

By opening an account the banker enters into acontractual relationship with the customer. Every
person who iscompetent to contract can open an account with abank. The capacity of certain classes
of person, to makevalid agreement is subject to certain legal restrictions.

Special typesof customersfor aBank are:

Minor: A person under the age of 18 yearsisaminor. If acourt gppointsaguardian andtheminor is
below 18 yearsthe minority isextended up to 21 years.

As per section 11 of the Contract Act aminor is not competent to contract but section 26 of the
NegotiableIngrument Act alowsaminor to draw, endorse, ddliver and negotiateanegotiableinstrument.
So, abanker can open an account inaminor’sname. The banker will be safeif theaccount runswith
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credit baance. Theminor can beapartner but hecannot beheld liablefor theliabilitiesof thepartnership
firm.

A minor’s savingsbank account may be opened in any of thefollowingways.

I.  Inthenameof minor himself: Thisaccount will be operated by the minor alone. In hispersonal
presence (inthe bank) he can withdraw the money from hisaccount.

ii.  Inthejoint namesof theminor and his’her guardian: Thisaccount will beoperated jointly by minor
and his/her guardian.

iii.  Inthenameof guardian: Thisaccount will be operated by the guardian on behaf of theminor.

Incaseof (i) and (i) stated above theminor must have at | east attained the age of 10 yearsand ableto
ggnhisnameuniformly.

L unatic: Under Indian Contract Act, acontract with alunaticisvoid. Thereason beingthat thelunatic
being of unsound mindisnot competent to comprehend the meaning of acontract. If the banker without
knowing that the person islunatic opensan account and entersinto contract acting in good faith heis
protected. But when once he getsanotice of lunacy of aperson, he should not enter into any contract.

Drunkard: Under section 12 of Indian Contract Act 1872, amanwho isdrunk cannot understand the
contract, or form rationa judgment. He cannot enter into contract whilesuch delirium or drunkenness
lasts. When acustomer whoisdrunk presentsachequeacrossacounter the payment must bewitnessed.

Married Woman: A married woman can enter into acontract and bind her personal (separate) assets.
Bank should observe extra precautions regarding sanction of overdraft / |oan to amarried woman
becauseit will have no remedy against her if she doesnot have any persona assets. Her husband will
not beliablefor any debt of hiswifeexcept inthefollowing cases:

» Wheretheloanistaken with hisconsent or where she acts asthe agent of her husband.

» Wheretheloan has been taken for the purchase of necessitieswhich the husband hasfailed to
provide.

[lliterateper sons: Anilliterate person meansaperson who can't sign hisname. Whileopening of an
account of such apersonisunavoidable, thebanker should obtain:

> Leftthumbimpression on theaccount opening form and specimen signature card in the presence
of anauthorized bank officid.

> Detailsof identification marksshould be noted on theaccount opening form and specimen signature
card.

> Atleast two copiesof photograph duly attested by any account holder/authorized bank official.

Except hisphysical presence (inthebank), any withdrawa sfrom the account of anilliterate person will
not beallowed.
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Partner ship Firm: Section 4 of the Indian PartnershipAct 1932, definespartnership asareationship
subsisting between personswho have agreed to sharethe profits of abusinesscarried on by al or any
of them acting for all. While opening an account the partnership | etter should be signed by all the
partners. The purpose of the business, address, names of the partners and other details should be
clearly obtained. Thepartnershipletter and thedeed should contai n instructions pertaining to opening a
bank account and itsoperation.

Incaseof any internal dispute among partners, if any of them gives notice of stoppage of operations,
then the account would only be operative by all partnersjointly. Death of the partner dissolvesthe
partnership. Inorder to determinetheliability of deceased partner the banker should closethe account.
Hence, bank should ensureacopy of the partnership deed i staken while opening the bank account and
stop operations of the account when one of the partners gives notice of stoppage of operationsor any
partner dies.

Company Account: Company isalegd entity. Theformation of acompany isgoverned by Companies
Act 2013. While opening an account in acompany’s namethe banker hasto ask for:

Certified copiesof Memorandum and Articlesof Association and Certificate of Incorporation.

» Namesof thedirectors
»  Caertificateof commencement of business.
»  Copy of resolution appointing the bank as Company’s Bank. And the names of the personswho

areauthorized to operate the account along with their signatures.

»  Death of authorized signatories does not requirethe stopping of payments since the company
remansinexistence.

Bank should ensurethat company’saccount isopened after proper KY C documentsare obtained and
should alow operations of the accounts as per the authorised signatory list provided aong with the
drawing powersof each person.

Trust Account’s: Accordingto Indian Trust Act 1882, trust isan obligation annexed to the ownership
of aproperty, arising out of confidencereposed in and accepted by the person for the benefit of another
person. The person who reposes and declares confidenceis called the author of thetrust. The person
inwhom confidenceisreposed iscalled thetrustee. The person for whose benefit the confidenceis
reposed isabeneficiary. Theinstrument by which thetrust iscreated isthetrust deed. Bank hasto
study thetrust deed asregardsto the opening and operations of the account. Bank should ensurethat
money isreceived and used as per the Trust Deed.

Hindu Undivided Family (HUF): WhereaHindu diesleaving abus ness, thebusinessispassed onto
thehandsof hislegd heirs. It becomesHUF property. Themembersof thefamily arecalled Coparceners
and el dest member becomesthe manager or theKartaof the HUF. TheKartahastheimplied authority
to avail loan and execute necessary documents. It bindsall the members. The other members of the
family areal so required to sign the documents as a precautionary measure even though legaly they are
bound by the actions of theK arta. If thereisno male member, the daughter can also becomeaKarta
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Joint Account Holder s: Joint account means account of two or more personswho are not partners.
A banker should keep in view thefollowing provisionswhile opening and operating joint accounts:

>

>

>

Theaccount should be opened only on receiving an application signed by al the personsinterested
inopening the account.

A mandate signed by all the partiescontaining clear instructions asto how the account isto be
operated should be obtained.

Specimen signatured card should be signed by al the account hol ders.

Inabsenceof “either or survivor” instruction the balancewill be payableto al thejoint account
holdersincluding legal representative/heirs of the deceased but in case of “either or survivor”
instruction the balance will be payabletothesurvivor (S).

It iswiseto stop the operation of ajoint account after the death of anyone of thejoint account
holdersand anew account be opened in the name of surviving account holder(s).

Executorsand Administrator s Executorsand Administratorsare alowed to open bank accounts.
Following formditiesareto be observed whileopening the account inthenameof executor / adminigtrator:

>

>

>

An executor should submit a probate, and an administrator should submit the “letter of
administration” to the bank as a proof of his authority to operate the account of a deceased

person.

Thebanker should thoroughly examinethe probate/l etter of administration to acquaint himself with
the powersand functionsof executors/ administrators.

An account may be opened in the name of executor/administrator inthefollowing style: ABC
executors (or Administrators) of the estate of X, the deceased.

In caseof joint executor/administrator amandate signed by dl of them should beobtained regarding
the operation of the account.

Theinsolvency or lunacy of the executor/administrator will terminate hisauthority to operatethe
account (unlessit hasbeen overdrawn).

Societiesand other non- trading institutions. The society, may sum aclub, school, hospital or any
institution. It must be registered as a corporate body. Following proceduresisto befollowed by a

banker:

»  Copiesof Memorandum, Articlesof Association of the society must be obtained to acquaint with
itsbroad objectives, rules & by-laws.

»  Thebanker should call for aduly certified copy of the resol ution passed by the managing committee
of the society authorizing the bank to open the society’ saccount. Theresol ution should also state
the name (s) of persons authorized to operate the account.

»  If the person authorized to operate the account of the society has his personal account inthe bank

the banker should exercise precaution that the society’s money does not find itsway into the
personal account of the office bearer.
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Customer’sattor neys: A person may, by awritten and stamped document, appoint aperson ashis
attorney to deal on hisbehalf with third parties. Thispower may be general (to actin morethan one
transaction) or specid (to actinasingletransaction). The power of attorney authorizesapersontosign
cheques(i.e. operatethe account) on behaf of the customer. The banker, while dealingwith customer’s
attorney should carefully examine the document regarding power of attorney. It should be properly
stamped and must bein force. Thecustomer may revoketheauthority of theattorney and the authority
of the attorney shall stand terminated or in the event of degth, insolvency and insanity of the principal.

In the all above specia types of customers account, the Bank needs to ensure that the account is
opened and operated as per the customer’s mandate.

2.3 Retail and WholesaleBanking

Retail Bank may be defined asavariety of Financia Products/ Servicesdirectly offered by aBank to
the general public. Retail Bankingisa so known by another popular name* Consumer Banking'. Itis
‘MassBanking' sincethissegment catersto alarge number of customers. Volumewisethe number of
transactionsarevery large but per transaction amounts are small. The cost of fundsraised from the
retail productsislow and at the sametime, theinterest rates charged onloansin theretail segment are
higher. Hencethemargin of profit ismorefrom thissegment.

Benefit of Diversification of Risk: Dueto theamounts being small per account, bank getsthe
benefitsof ‘ divergfication’ —variety of productsto too many customers—if lossariseson account of
afew accounts, the bank doesnot |ose much sincetheamountsinvolved are also small.

Sandardised Products Duetothesmplenatureof the productsin thissegment, they are’ sandardized’
and easily adapted for computerization —easy for operationsfor thecustomersaswel | asthe bank staff

Retail Banking Services: Retail Banking provides productsto the customer which represent liabilities
of thebank. Bank liability productsare useful to consumerssincethey provide asafe placeto keep
their funds. Opportunity to earninterest onidlecashisasoavailable.

List of theproductson liability and asset sides provided by the Bank are:
Deposit accounts:

Savings BanksAccounts,

Current Accounts,

Fixed Deposit Accounts,

Recurring Deposit Accountsetc.

Foreign Currency Accounts (FCNR)

NRE accountsfor Indian citizens settled abroad

YV V. V ¥V V VY VY

Non Resident External (NRE) accountsfor Indian citizens settled abroad
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Zero Balance account for salaried class people
Basic Saving Bank Deposit account (erstwhileNofrill accountsfor the common man)

Senior Citizen Deposit accounts

Featuresand typesof Asset based productsprovided by Retail Bank: Asset products represent
assets of thebank. Allow consumersto purchase homes, cars and merchandise which they otherwise
could not immediately afford. Asset productsearn interest for thebank whichispaid by the borrower.
Varioustypesof loansofferedtoretail customers:

>
>

vV V V V

Autoloansfor purchase of new / used four and two wheelers.

Home Loansfor Purchase of land and construction of residentia house/ purchase of ready built
house/ for repairsand renovation of an existing house.

Education Loans: For further education.

Consumer Loansfor purchasing household goodslikeAir conditioner, Fridge etc.
Persond loansfor miscellaneous purposes|ike holiday, medical treatmentsetc.
Credit Cards.

Feesbased products: List of Fee Based Products provided are:

>
>
>
>

Sdling InsurancePolice
Sdeof Mutua Fund units
Investment Advisory Services
Wesalth Management Services

ValuesAdded services: List of Valueadded servicesprovided:

>
>
>

Safe Deposit lockers
Depository services

Banc assurance Products

Miscellaneous ser vices: Other Miscellaneous services provided are:

>

vV V V V

Issue of Drafts

Offering e ectronic remittancesfacilitiesto customers(NEFT and RTGYS)
Collecting Cheques (local and outstation) of customersfrom other banks
Renting out Lockers

Safe Custody Services
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Collection of Taxesfrom customerson behalf of the Central Gowt.
Purchasing/ salling of shares/bondsinthe Stock Market on behaf of itscustomers.
Offering Net banking/ Mobile banking/ Phonebanking facilitiesto customers.

Offering‘ Standing Ingtructions facilitiesto cusomersfor periodica payment of Insurance premier
etc. on behdf of itscustomers.

Purchasing/ selling of foreign currenciesfrom/to customer when they return from/go abroad;

Wholesale Banking Services. Wholesale Banking services are offered to government agencies,
pension funds, and other institutional customersand to corporationswith strong balance sheetsand
sound income statements. These servicesinclude cash management, Equipment leasing, large-sum
loans, |oan syndication, merchant banking, and trust services. It isdifferent fromretail banking, inthat
theformer focusesmore on corporate entities(large corporate, mids zed companiesand small businesses)
and high valuetransactions, whilethelatter isfocused on providing financia servicestoindividual
consumers.

>
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Cash Management services. Banksoffer aspecia product called “ Cash Management Service”
(CMYS) to handle the work of collecting monies with the least delay. This leads to efficient
management of financesof corporates. Thequicker themoniesareredised, thebetter itisfor the
functioning of thecompany.

Immedi ate Payments Products:
e NEFT (Nationd Electronic Funds Transfer) and
e RTGS(Red TimeGross Settlement)

Short term (Working Capitd Financerepayablewithinayear): Loansonce given for managing the
smooth running day to day operationsof acorporate

Long Term (Term Loans repayabl e after ayear, may bein 5-7 years): Theseloansfor buying
assetswhichwill beused for alongtime (greater than oneyear)

Project Finance/ Leveraged Lending/ Syndicated lending:

e Project Financerefersto finance given to corporatesto start new Projects. Financesrepaid
from cashflowsfromtheProject infuture.

e LeveragedLending means giving financeto buy assets, treating those assets as security for
theloans,

e Syndicated Lending means many banksjoining together to give hugeamountsof loansto
corporates. (No singlebank can/should givetoo much loanto asingleentity.)

e Bankscangiveloansintheloca currency viz. Indian Rupeeor inforeign currencies (required
forimports)



Banking
> Issuing Lettersof Credits/ undertaking guarantees
> Extending Foreign Currency Transactions
Differencesbetween Retail Banking and Wholesale Banking:

Retail Banking WholesaleBanking

BanksA ccept Deposits and Lendthem to Banks accept deposits and also lend money
the needy borrowers to borrowers.

No of Customers: Very Large No. of Customers: Small

Volumeof Transactions: large Volumeof Transactions: Smal
AmountsinIndividud Transactions: Smal Amountsin Individud Transactions: large

Servicesoffered tothe Genera Public Directly | Servicesofferedto Corporatesand Government
Bodiesand Universities

Servicetothe Genera Publicthroughanumber | Servicearerendered through anumber of offices/
of branches scattered throughout the country branches (even across many countries)

2.4 Deposit Accounts

Traditionaly banksin Indiahavefour typesof deposit accounts, namely
»  Current Accounts

»  Saving BankingAccounts

» Recurring Depositsand

»  Fixed Deposits.

However, in recent years, dueto ever increas ng competition, some banks haveintroduced new products,
which combinethefeatures of abovetwo or more deposit accounts. These are known by different
namesin different bankse.g.

»  2-in-1ldeposits,

»  Smart Depodits,

»  Power Saving Deposits,

»  Automatic Sweep Depositsetc

Demand Depositsaccounts are Current accountsand Savings accountswhereas Recurring Deposits
accountsand Fixed Deposit accounts are Time Deposit accounts.
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Demand Depositsaccounts. Themain products of theretail bankinginIndiaareasfollows:

»  SavingAccounts
»  Fixed Deposit Account
»  Recurring Deposit Account

These deposits accounts are the most popul ar depositsaccountsfor individuas. Theseaccounts not
only providechequefacility but also havelot of flexibility for depositor who may withdraw fundsfrom
theaccounts. Mogt of the banks haverulesfor the maximum number of withdrawalsin aperiod and the
maximum amount of withdrawal s, but hardly any bank enforcesthese. However, bankshave every
right to enforce such restrictionsif it isfelt that the account isbeing misused asacurrent account. Till
24/10/2011, interest on Saving Bank Accountswas regulated by RBI and it wasfixed at 4.00% on
daily balance basis. However, w.e.f. 25th October, 2011, RBI has deregulated saving accounts
interest rates. Now banks arefreeto decide the same.

Under directions of RBI, now banksare a so required to open nofrill accounts (thistermisused for
accountswhich do not have any minimum balance requirement). Although Public Sector Banksstill
pay only 4% rate of interest, some private bankslike Kodak Bank and Yes Bank pay between 6% and
7% onsuch deposits. Fromthe FY 2012-13, interest earned up to Rs 10,000 in afinancial year on
Saving Bank accountsisexempted fromincometax.

Banksasaruledo not giveoverdraft facility in asaving account, but allow occasiona over drawingsto
meet contingencies.

Nomination facility isavail ableto the depositors. They can makeadeclaration to that effect, inthe
appropriateform.

SavingsA ccount can be opened by thefollowing:
» Byapersoninhis/her name;
»  Bytwoor morepersonsintheir joint names.

»  Certain non-profit welfare organizations are a so permitted to open Savingsbank accountswith
banks.

Interest Calculation: EffectivefromApril 1, 2010, following RBI’smandateto rework interest rate
cal culation methods, bankscal cul ate interest on adaily balance method whichisasfollows:

Principal amount intheaccount * Number of days* Daily Interest Rate
Daily Interest Rate = Interest rate per annum /365 days
At 4% Daily Interest Rateis: 4%/365 = 0.010958%

Interest earned on savings account balanceis credited to savingsaccount on aquarterly / haf yearly
basi s depending upon thebank’sdecision.

Other Saving Bank services:
> Internet Banking

38



Banking

»  AnywhereBanking - Thisfacility entitlestheaccount holder to withdraw or deposit cashuptoa
limit of Rs.50,000 acrossall Bank branches.

»  Providevarioustypesof standing instructionsliketransferring to fixed deposit accountsat regular
intervals.

Fixed Deposit Account:

-

1 HCe 31qa-8893-2%52- URETT S S foiw/owe: 20)49[20) |
i [ 5 5
Receipt Mo - TD 30 0853392 Sitate Wank of ;"nntlm
= O 1 B W A0 b T
§n,:-i-. .B,W.ml 3 el ey Beunch (india) Spesial T Deposit Recolpt
EATHUIIT Not Tranglerabie

'-:-xa 11Id1 1&&&4i§%h mfﬂl-’ﬂ- Tmma &_;ri_d!?é R T %ﬁ"w
r_E,dF_- u1'|°5|."'?‘ ST I
As n deposd ropaynk g Mo d F o B-'}.t;"{‘ Torcant per annum
Ao 2elof) 101} Sl 20]ed] 2814 ??WTIE;:}T
I.I.-uJ. payab o /?rgf
Subject o cond : B ?:‘T'H?‘?f-— | s e
TERM DEPOSIT RATES
Less than ¥1 cr More than ¥1 crore
(Figure in %) 1-2year 3-5year 1-2year 3-5year
Bank tenure tenure tenure tenure
State Bank of India 9 9 8.25 8.50
ICICI Bank | 89 875 8759.10 8.75
HDFC Bank 9-8.75 8.75 9-8.75 8.75
Punjab National Bank| 9] 9] 9| 875
Bank of Baroda 9.05 9.05 8.75 8.50
Axis Bank | 9| 9.05]| 9| 9.05
Canara Bank 9.05 9.05 8.75 8.75
Bank of India | 9.05-9.20] 9.05  8759.05 | 725

Source: Bank websites

Bank Fixed Depositsare a so known as Term Deposits. In aFixed Deposit Account, acertain sum of
money isdeposited in the bank for aspecified time period with afixed rate of interest. Therate of
interest for Bank Fixed Deposits depends onthe maturity period. Itishigher in caseof longer maturity
period. Thereisgreat flexibility in maturity period and it rangesfrom 15 daysto 5 years. Theinterest
can be compounded quarterly, half-yearly or annualy and variesfrom bank to bank.

39



Banking

Minimum deposit amount isRs 1000/- and thereisno upper limit. Loan/ overdraft facility isavailable
against bank fixed deposits. Prematurewithdrawal ispermissible but it involveslossof interest.

Therearetwo typesof deposits:

Demand deposits: Themoney wekeepin our saving accountsislikeamedium of exchangeand this
iscalled Demand deposits. Thisisbecause ownership of thisdeposit may betransferred from one
person to another viacheques or e ectronic transfers. Thereisno fixed term to maturity for Demand
Deposits.

Time/ Term Deposits. If wedeposit our money asaFixed Deposit in thebank it becomesaTime
Deposit onwhich NO chequeisdrawn. They are paid on maturity.

Therearethreetypesof Term Depositsavailable:
Fixed deposits: A fixedrateof interestispaid at fixed, regular intervalslike 3 or 6 months,

Re-investment deposits: Interest is compounded quarterly and paid on maturity, along with the
principal amount of thedeposit. Inthe Flexi Deposits, amount in savings deposit accounts beyond a
fixed limitisautomeaticaly converted into term-deposits.

Recurring deposits. Fixed amount isdeposited a regular intervalsfor afixed term and the repayment
of principal and accumulated interest ismade at theend of theterm.

A customer can prematurely withdraw his Term Deposit. However, Bank will chargeapend interest of
1% on theamount so withdrawn.

Somebanksintroduced variableinterest fixed deposits. Therateof interest on such depositskegpson
varying with the prevalent market ratesi.e. it will goup if market interest ratesgo and it will comedown
if themarket ratesfall. However, suchtypesof fixed depositshave not been popular till date.

Therate of interest for Fixed Depositsdiffersfrom bank to bank (unlike earlier when the samewere
regulated by RBI) and all banks used to havethe sameinterest rate structure.

BeforeinvestinginaFD itisimportant to consider therate of interest and theinflation rate. A high
inflation rate can eat into your red returns. So, itisvitd to havealook at theinflationrate beforearriving
at theredl rateof interest.

Advantagesof Fixed Deposit: Fixed depositswith the banks are nearly 100% safe asall the banks
operating inthecountry, irrespective of whether they are nationalised, private, or foreign, aregoverned
by the RBI’srulesand regul ations, and give due wei ghtageto the interest of theinvestors. All bank
depositsareinsured under the Deposit Insurance Schemeupto acolumof Rs1 lakhper alc. Nonetheless,
bank deposits are among the safest modes of investment. One can get loans up to 75- 90% of the
deposit amount from banks against fixed deposit receipts. Though theinterest charged will bedightly
morethantheinterest earned onthe deposit.

Theamount investedin fixed depositswith amaturity period of 5 yearsinaScheduled bank iseligible
for tax deduction under section 80C. However, theinterest earned on the deposit istaxable. Tax will be
deducted at the source, if theinterest income on afixed deposit per annum exceeds Rs.10,000. Form
15H /15 G needsto be submitted if the deposit holder does not want tax to be deducted at source
(TDS)
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Recurring Deposit: Under Recurring depositsare Fixed amountsare deposited at regular intervals
for afixed term and therepayment of principa and accumulatedinterest ismadeat theend of theterm.
These depositsare usually targeted at personswho are salaried or receive other regular income. A
Recurring Deposit can usudly be opened for any period from 6 monthsto 120 months. Any default in
payment withinthemonth attractsasmall pendty.

Advantagesof Recurring Deposits. Recurring Bank Account provides:
» Compulsontosave

» Highratesof interest ascompared to Term Deposits

> Liquidity to accessthosesavingsany time
>

Helpsto createafund for your child’seducation or marriage of your daughter or buy acar without
loansor savefor thefuture

Sincearecurring deposit offersafixed rate of return, it doesnot provide protection against inflation.
Thesearebest if you wishto create afund for your child’seducation or marriage of your daughter or
buy acar without loansor savefor thefuture.

Under thesetypesof deposits, the person hasto usualy deposit afixed amount of money every month
(usudly aminimum of Rs100/- p.m.) using Standing instruction facility of the Bank to avoid any delays
inpayment. Any default in payment withinthe month attractsasmall pendty. Fixed deposit interests
have awaysbeen liableto deduction of tax at source. If thetotal FD interest inanindividual / joint /
HUF/ minor account exceeds Rs. 10,000, then theinterest amount isliableto TDS. In budget 2015,
it has been announced that RDsareliableto TDSif interest inafinancia year exceedsRs. 10,000

Customerscan apply for NIL deduction of TDSon FDsand RDsby fillingforms 15G and 15H, which
are self-declaration forms. Theseformsareissued by each bank for depositsheld by customersin
those banks. Form 15G applicablefor dl customers. Form 15H gpplicablefor senior citizens (customers
above 60 years of age)

Current Accounts: Current Account isprimarily meant for businessmen, firms, companies, and public
enterprises etc. that undertake numerous banking transactions. Daily Current Accountsare cheque
operated accountswhich are meant neither for the purpose of earning interest nor for the purpose of
savingsbut only for convenience of business. Hencethey arenon-interest bearing accounts. InaCurrent
Account, acustomer can deposit any amount of money any number of times. Hecan also withdraw any
amount asmany timesas hewants, aslong ashe hasfundsto hiscredit. Generally, ahigher minimum
ba ance as compared to SavingsA ccount isrequired to be maintained in Current account.

Asper RBI directive banksare not allowed to pay any interest on the balancesmaintained in Current
accounts. However, in case of death of theaccount holder hislegal heirsarepaid interest at therates
applicableto Savingsbank deposit from the date of death till the date of settlement. Because of the
large number of transactionsin theaccount and vol atile nature of balances maintained, banksusualy
levy certain service chargesfor operating a Current account.
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Features of thecurrent account are:

»  Themainobjectiveof Current Account holdersin opening theseaccountsisto enablethem (mostly
busi nessmen) to conduct their businesstransactions smoothly.

» Thereareno restrictions on the number of times deposit in cash / cheque can be made or the
amount of such deposits;

» Usualy banksdo not pay any interest on current accounts.
»  Thecurrent accountsdo not have any fixed maturity asthese are on running accounts

OverdraftsFacility: A bank may extend credit up to amaximum amount (called overdraft limit)
against acurrent account. Customer can write checks or make withdrawal sfrom hisaccount.

Themaost common form of business borrowing, isan overdraft. Itisatype of revolvingloanwherein
fundsareavailable asto when required. Interest ischarged only onthedaily overdraft (debit) balance.
Suchloansareademand loans. Thefacility can becancelled (and entire outstanding amount ‘ called’) at
any time by thelender at itsdiscretion, without any warning notice or explanation. If the overdraft is
secured by an asset or property, the lender has the right to foreclose on the collateral in case the
account holder doesnot pay or the borrower’scredit rating falls or thelender hasreason to believethe
borrower may gointo default, or

>  Borrower hasnot ‘revolved' theoverdraft in asatisfactory manner and hasturnedit into ahardcore
debt.

Anoverdraftisapproved only for afixed period (usualy oneyear) after whichitismust berenegotiated.

Differ encesbetween Saving account and Current account:

Current account SavingsAccount

Numbersof transactions | > Openedformeetingday t0| 5. opened for deopits/savingsfrom
day requirements. regular income. Limitation on
> Nolimitationonthenumber number of transactionsinamonth.

of transactionsthat can be| 3.
doneinaparticular month.

Limitation ontheamount that can
be deposited or withdrawn from

> No charge on the amount| ~ @Savingsbank acoount.

being transacted.
Interest paidby Bank: | > Bank does not give any| 5 sayingsBank offersinterest
interest ontheseaccounts
Fadilitiesoffered: Ovedraftfaclityisavalable No overdraft facility
Minimum Baance Higher minimum balance Minimum ba anceismandatory
Requirement required
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2.5 Openingand Operationsof Accounts

The Bank needs no introduction from an existing Bank account holder if you are submitting proof of
identity and address documents, as prescribed. However if you do not posses any of the address proof
documentsthen anintroduction from an Bank account hol der, having satisfactory rel ationship of more
than six months, isrequired.

Asper theKY C normslaid down by RBI, each Bank should follow the guidelinesand ensurethat real
account holder isidentified before opening of account.

Standard list of documentsrequired for different category of customersis provided bel ow:

Documentsthat may beobtained Documents
from customers

Accountsof individuals
- Proof of Identity Passport

PAN card
Voter’sldentity Card
DrivingLicense

Job Card issued by NREGA duly sgned by an officer
of the State Government.

YV V. V VY V

» Theletterissued by theUniqueldentificationAuthority
of India( UIDALI) containing detail sof name, address
and Aadhar number.

Identity card (subject to the bank’s satisfaction).

Letter from arecognized public authority or public
servant verifying theidentity and residence of the
customer to the sati sfaction of bank.

- Proof of Address Any oneof the documentsfrom the above submitted as
proof of identity which contains an address or any of the
following:

> Telephonehill

» Bank account statement

> Letter fromany recognized public authority
> Eledridtyhill
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Ration card

L etter from employer (subject to satisfaction of the
bank).

> A rent agreement indicating the address of the
customer duly registered with State Government or
smilar regigtration authority.

Accountsof companies

- Name of the company » Certificate of incorporation and Memorandum &
Articlesof Association.

- Principd place of business » Resolution of the Board of Directors to open an
account and i dentification of thosewho haveauthority
to operatethe account.

- Mailing address of the company > Power of Attorney granted to itsmanagers, officers
or employeesto transact businessonitsbehalf .

- Telephone/Fax Number > Copyof PAN alotment |etter.

» Copy of thetelephoneill.

Accountsof partnership firms

- Lega name > Regidration certificate, if registered.
- Address » Partnership deed.
- Namesof al partnersand their > Power of Attorney granted to apartner or an
addresses employee of thefirm to transact businessoniits
behalf .
- Telephonenumbersof thefirm > Anyofficidly vaid document identifying the
and partners partnersand the persons hol ding the Power of
Attorney and their addresses.

» Teephonehill inthenameof firm/ partners.

Accountsof trusts& foundations

- Namesof trustees, settlors, » Cetificateof registration, if registered.
beneficiariesand signatories
- Names and addresses of the > Power of Attorney granted to transact businesson
founder, themanagers/ directors itsbehalf.
andthebeneficiaries
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- Telephone/fax numbers

>

Any officidly valid document toidentify the
trustees, settlors, beneficiariesand those holding
Power of Attorney, founders/ managers/ directors
and their addresses.

Resol ution of themanaging body of thefoundation/
association.
Telephonehill.

Accountsof Proprietor ship Concerns
- Proof of thename,

- Addressand

- Activity of theconcern

>

Registration certificate (in the case of aregistered
concern).

Certificate/ licenseissued by theMunicipa
authoritiesunder Shop & Establishment Act.

Sadesand Incometax returns.
CST / VAT certificete.

Certificate/ registration document issued by Sales
Tax /Service Tax / Professional Tax authorities.

License issued by the Registering authority like
Certificateof Practiceissued by Indtitute of Chartered
Accountantsof India, Institute of Cost Accountants
of India, Institute of Company Secretariesof India,
Indian Medical Council, Food and Drug Control
Authorities, registration/ licensing document issued
inthenameof the proprietary concern by the Central
Government or State Government Authority /
Department, etc. Banks may also accept IEC
(Importer Exporter Code) issued to the proprietary
concern by the office of DGFT as an identity
document for opening of the bank account etc.

The complete Income Tax return (not just the
acknowledgement) inthename of the sole proprietor
wherethefirm’sincomeisreflected duly authenti cated
[ acknowledged by the Income Tax Authorities.

Utility billssuch asdectricity, water, and landline
telephonebillsinthenameof the proprietary concern.

Any two of the above documentswould suffice. These
documents should be in the name of the proprietary
concern.
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»  If theaddresson thedocument submitted for identity proof by the prospective customer issame
asthat declared by him/ her in the account opening form, then the document may be accepted as
avalid proof of both identity and address.

> A rent agreement indicating the address of the customer duly registered with State Government or
similar registration authority may a so be accepted asaproof of address.

Opening of accountsand For m filling: IntheAccount Opening Form theres dentia address, office
address and dternative addresses (if the customer isemployed / businessman) with phone numbers
(residence/office/mobile/fax and dternativete ephone numbers, if any) and e-mail id must befurnished.

The customer may al so make nomination of the account at therel evant portion in theaccount opening
goplicationforms.

The particularsfurnished by the prospective customer, after due verification and satisfaction must be
enteredintherelevant fields of the customer Id form and Account opening forminthesystem and duly
authorized.

Thecustomer identification number (CID Number) and the account number which areautomatically
generated by the system for the Current Accounts, S.B. Accountsand R.D. Accounts, must bewritten
in the Passbook, Specimen Signature Card, A ccount Opening Forms and a so the A ccount Opening
Register whichisspecidly maintained for the purposeto record the detail s of the accounts opened.

Inview of theimportance of credit disciplinefor reductionin Non-PerformingAssets (NPAS) level of
banks, banks should insi st on adeclaration from the account-holder about the credit facilities, if any,
enjoyed with any other bank. Theaccount-opening bank should ascertain al the detail sand should dso
inform the concerned lending bank(s).

Photographs: Branches should obtain recent passport size photographs of the customersat thetime
of opening of new accounts and compared with the prospective customer / account holder to satisfy
about the resemblance and then only accepted.

In respect of Current and Savings Bank A ccounts, one copy of the photograph each isto be affixed to
the application form, the Passbook and the Specimen Signature Card.

In respect of accounts opened by illiterate personsand blind persons, three copies of recent passport
size photographs have to be obtained. Further, passport size photograph of the depositor must be
affixed onthe specimen signature/ thumb impression card, the pass book and the account opening
form duly authenti cated by theauthori zed officer. Thesignature of theA ttesting Officer should be partly
on thephotosand partly on the account opening form/ specimen signature/ thumb impression card.

2.6 Nomination

TheBanking Companies(Nomination) Rules, 1985framed under Banking RegulationAct, 1949facilitates
bank depositorsto ‘nominate’ somebody to take care of the deposit when the depositor dies.
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NominationisanAuthority / Authorization givento thebanker inwriting to pay the credit balancesin the
account of theindividual / sole proprietor of the sole proprietorship account, to the person specifiedin
the Nomination form, in the case of the death of the account holder.

If the depositor does not leaveavaid will when hedies, thenin most of the cases, thelega heirsraise
disputesin sharing the assets | eft by the depositor. If the depositor nominates aperson, thebank is
discharged fromitsresponsibilitiestothelegd heirsby payingthe deposit amount to thenominee. Then
it becomestheresponsibility of the nomineeto pass onthedeposit amount to thelega heirsamicably.

Nomination can be made by the depositor/s, (singly or jointly asthe case may be), in respect of his/
their depositsmaintained in abank in India. Nomination can bemadein favour of only oneindividua.

If the depositor/swishes/ wish that the deposit amount should go to aminor asthe nominee (on the
date of nomination) the depositor/s should a so appoint another person whoisnot aminor, totakecare
of thedeposit on behaf of thenomineg, till thenominee atainsmajority.

Thenomination made holdsgoodtill it ismodified or cancelled by the account holder. The gpplication
formsto be used for nominating somebody or making modifications or cancellationsto the nominations
haveall been prescribed intheAct itself .

2.7 KYCRequirements

KY Cisanacronym for “Know your Customers,” aterm used for customer identification process. It
involves making reasonabl e effortsto determine trueidentity and beneficial ownership of accounts,
source of funds, the nature of customer’ s busi ness, reasonabl eness of operationsin the account in
relation to the customer’ s busi ness, etc which in turn hel psthe banksto managetheir risks prudently.
Theobjectiveof theKY C guiddinesisto prevent banksbeing used, intentionaly or unintentionaly by
crimina e ementsfor money laundering.

KY C hastwo components- Identity and Address. Customer identification meansidentifying the customer
and verifying hig’her identity by using reliable, independent source documents, dataor information.
Whileidentity remainsthe same, the address may change and hencethebanksarerequired to periodicdly
updatetheir records.

Reserve Bank of Indiahasissued guidelinesto banks under Section 35A of the Banking Regulation
Act, 1949 and Rule 7 of Prevention of Money-Laundering (M aintenance of Records of the Natureand
Vaueof Transactions, the Procedure and Manner of Maintaining and Timefor Furnishing Information
and Verification and M aintenance of Recordsof the ldentity of the Clients of the Banking Companies,
Financia Ingtitutionsand Intermediaries) Rules, 2005. Any contravention thereof or non-compliance
shdll attract penaltiesunder Banking RegulationAct.

Money Laundering: Money laundering isthe process whereby the proceeds of crimes (likedrug
trafficking, child pornography etc.) aretransformed into | egitimate money or other assets.

Money obtained from certain crimes, such asextortion, insider trading, prostitution, drug trafficking,
illegal gambling or tax evasionis“dirty”. It needsto be cleaned to appear to havederived from non-
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crimind activitiessothat banksand other financia ingtitutionswill deal withit without suspicion.
Sagesin Money Laundering: Money laundering iscommonly defined asoccurring in three steps:
» Thefirgt stepinvolvesintroducing cashinto thefinancia system by somemeans(* placement”);

»  Thesecondinvolvescarrying out complex financia transactionsto camouflagetheillega source
(“layering”); and

> Thefind sepentailsacquiringwed th generated from thetransactionsof theillicit funds(“ integration”).

Some of these stepsmay be omitted, depending on the circumstances, for example, non-cash proceeds
that aredready inthefinancia system would have no need for placement.

Objectivesof Prevention of Money Launderingare:
» Toprevent crimind eementsfrom using the banking system for Money laundering activities.

»  Toenablethebank to know / understand the customersand their financia dealingsbetter. Thisin
turn would hel p the bank to managetherisk prudently.

»  Toputinplace, gopropriate control sfor detection and reporting of suspiciousactivitiesinaccordance
with applicablelaws/laid down procedures.

To comply with gpplicablelawsand regul atory guidelines.

To take necessary stepsto ensurethat the concerned staffsare adequately trained in Know Your
Customer (KYC)/Anti Money Laundering (AML) procedures.

Money Laundering Enforcement: Formed in 1989 by the G7 countries, the FATF is an
intergovernmental body whose purposeisto devel op and promote an internationd responseto combat
money laundering. FATF sthree primary functionswith regard to money laundering are:

»  Monitoringmembers progressinimplementing anti-money |aundering measures.
»  Reviewing and reporting on laundering trends, techniques, and countermeasures.
»  Promoting theadoption and implementation of FATF anti-money laundering standardsglobdly.

ML stepsin India: In 2002, the Parliament of Indiapassed an act called the Prevention of Money
Laundering Act, 2002. The main obj ectivesof thisact areto prevent money-laundering aswell asto
providefor confiscation of property either derived from or involvedin, money-laundering.

Section 12 (1) describesthe obligationsthat banks, other financia institutions, and intermediarieshave
to

» Maintanrecordsthat detail thenatureand value of transactions, whether such transactionscomprise
asingletransaction or aseriesof connected transactions, and wherethesetransactionstake place
withinamonth.
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»  FRurnishinformation ontransactionsreferred toin clause(a) tothe Director within thetime prescribed,
including recordsof theidentity of al itsclients.

Banksneedsto maintain transactionsrecordsfor ten yearsafter thetransactionsfinished. Any suspicious
transactionsreporting (STR) haveto bereported to Financia Intelligence Unit by the Bank through
RBI. Banksaso must make cash transaction reports (CTRs) and suspicioustransaction reportsover
Rs10 Lakhswithin 7 daysof doubt. Each Bank hasto appoint PMLA officer responsiblefor overseeing
theimplementation of RBI policies& proceduresin the Bank. They must submit thereport to the
enforcement directorate and incometax department.

RBI hasissued guidelinesto banksto prevent money laundering through:

» KYC policies and procedures specifying the objective of KY C framework, i.e. appropriate
customer identification. The K'Y C policies shouldincorporatethefollowing four key elements:

e  Customer Acceptance Policy

e  Customer identification procedures

e  Monitoring of transactions

° Risk Management

Monitoring transactions of asuspiciousnature;

Risk management and monitoring procedures, i.e. staff awareness, identification and reporting of
suspicioustransactions, record keeping of transactions,

Customer DueDiligence: Customer DueDiligence(CDD) hasbeen defined asany measure undertaken
by afinancid indtitutionto collect and verify information and positively establish theidentity of acustomer.
A bank should apply Customer DueDiligence measureswhenit:

> edtablishesabusinessreationship;

»  carriesout anoccasiona transaction;

»  suspectsmoney laundering or terrorist financing; or
>

doubtstheveracity of documents, data or information previously obtained for the purpose of
identification or verification

When abank isunableto apply CDD, it :

»  must not establish abusinessre ationship or carry out an occasiond transactionwith the customer;

»  should not carry out atransaction with or for the customer through abank account;

» shouldterminateall existing bus nessreationship with thecustomer;

»  Should consider whether it ought to report to FIU-IND/ Regulators, in accordance with extent
guiddines
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Operationsof theBank Account:
After an account isopened by abank, customer is provided with three documentsviz.
» A PassBook
» A ChequeBook
» APayinSipBook
to operatethe account.

2.8 Pass Book

Bank statement or account statement isasummary of financia transactionswhich have occurred over
agiven period of time onabank account held by aperson or businesswith afinancia institution. In
recent yearsthere has been a shift towards paperl ess, e ectronic statements.

Electronic statements: With theintroduction of online banking, bank statements (al so known as
€lectronic satementsor e-statements) can beviewed online. Duetoidentity theft concerns, an dectronic
statement may not be seen as a dangerous alternative against physical theft asit doesnot contain
tangible persona information, and doesnot requireextrasafety measures of disposa such asshredding.
However, an e ectronic statement can be easier to obtain than aphysica through computer fraud, data
interception and/or theft of storagemedia
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Pass Book

A pass book isabook used to record bank transactions undertaken on a deposit account. Entries
showing amountsof depositsand withdrawals, and the balancein the account are shown in the Pass
Book. A specimen of aPassBook isgiven below.

- A
DATE DESCRIPTION WITHDRAWALS DEPOSITS BALANCE
02-10-16 ATMH 2] 25 w7y 11
02-10-16 ATHF »%] S0 J **472 61
03-10-20 DEEBP »=e2 99 #4619 .62
03-10-21 WEEP #=300.00 | *%169.62
0=-10-22 ATMUY *%100 .00 #5962
02-10-22 DEBP =29 08 #*=40.5Y4
0=-10-24 DEER 2. 99 »43 53
03-10-27 TELP HE 77 »36. 76
0s-10-28 PYRL »#534 .51 =>*731.57
035-10-30 WEEBT *S0.00 w731 .57

Please refer to the back cover for the Please verify your account activity regularhy.
If there is an arror, notify the bank within 45 days. ,

. list of common transaction codes.

| ssuance of Passbooksto SavingsBank Account holders(Individuals): A passbook isaready
reckoner of transactionsand is handy and compact and as such, isfar more convenient to the small
customer than astatement of account. Use of statementshassomeinherent difficultiesviz.

» theseneedtobefiledregularly.
> theopeningbaance needsto betallied with closing balance of |ast statement.

> lossof statementsin postal transit is not uncommon and obtaining duplicates thereof involves
expense and inconvenience.

»  ATM dipsduringtheinterregnum between two statements doesnot provideasatisfactory solution
asfull record of transactionsisnot available, and

» Therearealargenumber of smal customerswho do not have accessto computers/ internet, etc.

Passbook Updation: Customers may be made conscious of theneed ontheir part to get the passbooks
updated regularly. Itis sometimes observed that customers submit their passbooksfor updation after a
very longtime. In additionto theinstructions printed in the passbook, whenever apassbook istendered
for posting after alonginterva of timeor after very largenumber of transactions, aprinted dip requesting
thedepositor to tender it periodically should begiven.
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Entriesin passbooks/ statement of accounts. Banksshould give constant attention to ensureentry
of correct and |l egible particularsin the pass books and statement of accounts.

Pay in Slips:
Specimen of aPay-in-Slip:

M@W&m :WJRUHNW1 wvo negah Ik Kon semmnom o 50 e 41 Pl e 08 Sor CASH and
v i
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Ay CubiOvge . 1 - (worpd: Y g 4 o iy
mmwaﬂﬁl g R ] c—-—u-;:u e 'ﬂ:m:ln o
DEPoSITOR  (oPy Bk  Cofy

Detailsof thePay-in-dip areasfollows:
Branch Name

Dateof Deposit of cash or cheque
Nature of account: saving or current
Account holder name
Amountinwords

Account number

N o g s~ w DN PP

Amountinfigures
8. Signatureof the depositor

A Pay-in-dipisaform supplied by abank to adepositor tofill out. Above particularsarerequired to be
giveninthedip. Theteller keepsthe deposit slip along with the deposit (cash and checks), and
providesthedepositor with arece pt. Pay-in dipsencouragethesorting of cash and coins, arefilledin
and signed by the person who deposited the money, and sometear off from arecord that isalsofilled
in by thedepositor. They are signed by the depositor.

2.9 Partnerships& Companies

A business can be organised in theform of asole proprietorship, apartnership firm or ajoint stock
company. Thelndian PartnershipAct, 1932 isan act enacted by the Parliament of Indiato regulate
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partnershipfirmsin India. Theactisnot applicableto Limited Liability Partnerships, sincethey are
governed by the Limited Liability PartnershipAct, 2008.

Partner ship Definition: Partnership refersto arelationship between two or more personsto share
the profitsor lossesarising out of business carried by al or one of them acting on behalf of all. The
personswho have entered into such an agreement are called partnersand givetheir businessaname,
whichisnecessarily their firm-name.

The sole proprietorship hasitslimitations such aslimited capital, limited manageria ability and limited
risk-bearing capacity. Hence, when abusiness expandsor whenit isto be set up onascale, which
needs more capital and involves morerisk, two or more personsjoin handsto runit. They agreeto
sharethecapitd, the management, therisk and profits of the bus ness. Such rel ationship based between
personson awritten or an oral agreement amongst them istermed as* partnership’.

Essential featuresof partner ship: Based ontheabovedefinition, theessentid festuresof apartnership
areasfollows:

Twoor moreper sons. Toformapartnership, theremust be at | east two persons. Thereis, however,
alimit on the maximum number of personswho constitute apartnership firm. It should not exceed 10
(Revised to 100 asper CompaniesAct 2013) if thefirmiscarrying on abanking businessand 20if itis
engaged in any other business.

Agreement between thepartners. A partnershipiscreated by an agreement. It isneither created by
operation of law asin the caseof Hindu Undivided Family nor by status. The agreement formsthebasis
of relationship amongst the partners. The agreement can bewrittenor oral.

Business. Theagreement should befor carrying on somelegal business. A joint ownership of some
property by itself does not condtitute partnership. However, thejoint ownership of the property may be
used for forming the partnership in order to pursuethe business obj ectivesfor which the partnershipis
formed.

Sharing of profits: The agreement should beto sharethe profits of the business. If some personsjoin
handsto carry on some charitable activity, it will not betermed as partnership. Of course, theratioin
whichthepartnerswill sharetheprofitsisdetermined by the agreement or inthe asence of theagreement;
itisshared equaly amongst the partners.

Businesscarried on by all or any of them actingfor all: Thefirm’sbusinessmay becarried onby
all thepartnersor any oneof themactingfor al. Thismeansthat partnershipisbased on the concept of
mutual agency relationship. A partner isboth an agent (hecan, by hisacts, bind the other partners) and
aprincipa (heisbound by theactsof other partners). Theimplication of thisisthat partner bindsothers
and others bind him in the same way. Further implication of thisisthat each partner isentitled to
participatein the conduct of businessaffairsand act for and on behalf of thefirm.

Partner ship Deed: A partnership isformed by an agreement. Thisagreement may bewritten or oral.
Thoughthelaw doesnot expresdy requirethat there should bean agreement in writing but the absence
of awritten agreement may be a source of troublein managing the affairs of the partnership firm.
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Therefore, a partnership deed should be written, assented to and signed by all the partners. The
partnership deed usudly containsthefollowing particulars:
Nameof thefirm
Namesand addressesof al partners
Natureand placeof the business
Date of commencement of partnership
Duration of partnership, if any
Amount of capital contributed or to be contributed by each partner
Rulesregarding operation of bank accounts
Ratio inwhich profitsareto be shared
Interest, if any, on partners’ capital and drawings
Interest onloan by the partners(s) to thefirm
Salaries, commissions, etc. if payableto any partner(s)
The safe custody of the books of accountsand other documentsof thefirm
Modeof auditor’sappointment, if any
Rulesto befollowed in case of admission, retirement, death, of apartner

Settlement of accountson dissolution of thefirm and

YV V. V ¥V V¥V ¥V ¥V V¥V ¥V V V VYV V V VYV V

Mode of settlement of disputesamong the partners.

Joint Sock Company: A publiclimited company isavoluntary association of memberswhichis
incorporated and, thereforehasaseparatelegd existenceand theliability of whosemembersislimited
totheextent of their contribution to Share Capitd of thecompany. In companies, thecapitd iscontributed
by alarge number of persons called shareholderswho arethereal owners of the company. Itisnot
possiblefor dl of them to participatein the management of the company. Therefore, they elect aBoard
of Directorsastheir representative body to manage the affairs of the company. Board of Directors
gppointsManaging Director and the management teeamwho isrespons bl efor the day to day management
and isgoverned by theMemorandum & Articlesof Association. Infact, al theaffairsof the company
aregoverned by the provisions of the CompaniesAct 2013.

Featuresof A Company: Itisan artificial person having or separate legal entity distinct fromits
members (sharehol ders) and hasacommon sedl used for itssignature. Thus, it hasthefollowing specia
featureswhich digtinguishit from the other formsof organization.
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Body Corporate: A company isformed according to the provisions of Law enforced from timeto
time. At present, in India, the companiesareformed and registered under CompaniesAct 2013.

Separatel egal Entity: A company hasaseparatelega entity whichindistinct and separatefromits
members. It can hold and deal with any type of property. It can enter into contracts and even open
bank accountsinitsown name.

Limited Liability: Theliability of the membersof the company islimited to the unpaid amount of the
sharesheld by them. In the case of the companieslimited by guarantee, theliability of itsmembersis
limited to the extent of the guarantee given by them in theevent of the company being wound up.

Per petual Succession: The Company, being an artificia person created by law, continuesto exist
irrespective of the changesinits membership. A company can be terminated only through law. The
death, insanity or insolvency of any member of the company in no way affectsthe existence of the
company. Members may come and go but the company continues.

Common Seal: The Company, being an artificia person, cannot signitsnameby itself. Therefore,
every company isrequired to haveitsown seal which actsasofficia signaturesof the company. Any
document which does not carry thecommon sed of the company isnot binding on the company.

Trandferability of Shares Thesharesof apubliclimited company arefredy trandferable. Thepermission
of the company or the consent of any member of the company is not necessary for the transfer of
shares. But Articlesof the company can prescribe the manner inwhich thetransfer of shareswill be
made.

May Sueor be Sued: A company, being alega person can enter into contracts and can enforcethe
contractual rightsagainst others. It can sueand be suedinitsnameif thereisabreach of contract by the

company.

Different kindsof a Company: Companies can beclassified either onthebasisof theliability of its
membersor onthebasisof thenumber of members. Onthebasisof ligbility of itsmembersthecompanies
can bedassifiedinto thefollowingthree categories:

(i) CompaniesLimited by Shares: Inthiscase, theliability of itsmembersislimited to theextent of
thenominal vaue of sharesheld by them. If amember has paid thefull amount of the shares, there
isno further liability on his part whatsoever may bethe debts of the company. He need not pay
singlepaisafromhisprivate property.

(i) CompaniesLimited by Guarantee: Inthiscase, theliability of itsmembersislimitedtothe
amount they undertake to contributein the event of the company being wound up. Thus, the
ligbility of thememberswill ariseonly inthe event of itswinding up.

(iii) Unlimited Companies. Whenthereisno limit ontheliability of its members, the company is
called an unlimited company. When the company’ s property isnot sufficient to pay off itsdebts,
the private property of its members can be used for the purpose. In other words, the creditorscan
clamtheir duesfromitsmembers persona assetsalso.
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210 Summary

» A person becomesthe customer of the Bank after opening an account with the Bank.

Dueto the various services provided by the Bank, there are different rel ationship devel oped by the
customer withtheBank which are;

Creditor- Debtor Relationship
Debtor - Creditor Relationship
Principd- Agent Relationship
Pledger and Pledgee

Licensor and Licensee

Hypothecator and Hypothecatee

YV V V V¥V V VYV VY

Baileeand Bailor

Banks opensaccountsfor all typesof customers. However, in case of the special types of accounts,
Bank needsto exercise proper duediligenceto avoid any risk to the bank:

»  Minors

Lunétics
Drunkards
Marriedwomen
[lliterate Person
Partnership Firm

Trust account

YV V VYV V VY VY V

Executors
»  Adminigrators

Retail banking servicesisfor thecommon man which covers Deposit / Loan based, Fee based, value
added and miscellaneous services.

Wholesdle Bankingisthat part of the Bank which providesservicesto the Businesses/ Corporate and
providesloansfor short/ medium/long term.

Personswho wantsto ope! n the account with the Bank needsto comply with the Know Your customer
(KY C) guidelinesof the Bank and need to submit thefollowing documents:
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» Photo
»  Proof of Identity
> Proof of Address

Nomineeisthe person who will get the balancein the account in case of death of the single account
holder or al account holdersanditishisresponsibility to passon thedeposit amount to thelegd heirs

Know your customer guideline has beenissued by the RBI to prevent banking system being used for
Money Laundering activitiesand consistsof 4 steps:

»  Customer Acceptance Policy

»  Customer |dentification Procedures
»  Monitoringtransactions

»  Risk management

Money Laundering isconverting the Black money (money received fromillegal sources) into white
money (legalised money) and have 3 stages. Placement, Layering and Integration

Bank statement / Passbook provide an audit trail of your transactionsand act asaready reckoner of
transactions. It isused for reconciliation purpose

Minor / Junior cannot open account in own name but can open the account under the guardianship of
thelr persons. Theaccountsare opened for themto devel op the habit of saving from thetender age.

Partnership firm isan agreement governed by Partnership deed between two or more personsfor
carrying out abusiness activity for sharing of profit and isgoverned by Partnership deed

Company account has advantages of separation of ownersfrom themanagersof thebusinessandlarge
number of peoplecaninvest inthe Capital of the company.

Key words:

NI Act—Negotiable Instrument Act

LOB —Lineof Business

TPPs- Third Party Products

CMS- Cash Management Service

NEFT - Nationa Electronic Funds Transfer
RTGS- Red Time Gross Settlement

PPF - Public Provident Fund
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|EC - Importer Exporter Code
ClI No - Customer Identification number
NRE - Non Resident (External)
NRO - Non Resident Ordinary
FCNR - Foreign Currency Non Resident
RFC - Resident Foreign Currency
KY C—-Know Your Customer
CTR—Cash Transaction Report
FATF—Financial Action Task Force

2.11 Sef Test Questions

|. Choosethe correct option:

1.  Whatisthereationship of the Bank hiresout with the safe deposit locker?

a)  Debtor
b)  Creditor
c) Aget
d Lesser

2. What istheminimum number of partnersrequired to commence a partnership business?

a 20
b) 10
o 2
d 4
3.  Patnershiptypeof businessisformed by themutud agreement of partners. What kind of agreement
isit?

a  Ord agreement

b)  Written agreement

c)  Ord orwritten agreement
d) Noneof them

4. Inthegenerd formof partnership, liabilitiesof partnersare:
a  Limited
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b)  Unlimited

c) Limitedtothebusinesscepita
Thewritten agreement of partnershipismost commonly referredto as:
a  Agreement

b)  Partnershipdeed

c)  Partnership contract

d) PartnershipAct

“KYC’ consistsof

a  Cugomer Identification

b)  Customer DueDiligence

c)  Customer Acceptance

d) Allthethree

Bullion Ded erscome under the category of
a LowRisk

b) MediumRisk

) HighRik

d)  Anyof themasper thejudgment of the Bank

In apartnership company, aperson who simply investsthemoneyisknownas_____ partner.
a  Working Partner

b)  SeepingPartner

c)  Normd Partner

When ajoint account is operated by any one of the holder independently, mode of operation of
theaccount is

a Jointly

b)  Eitheror Survivor

c)  Formeror Survivor

d) Latteror Survivor

Reconciliation processisinitiated

d  Whenthereisan Exception

b)  WhenthereisMismatchinAccounts(cash & SecuritiesAssets)
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Asamatter of routineto ensure both books (Cash & Pass Book) match

Answers: 1-d,2-¢,3—-c,4—-b,5-b,6-d,7-¢c,8-b,9-b, 10—c.

[I. Fillintheblanks:

N o g b~ w DN PRF

Interest on savingsbank accountsiscalculatedon  closing balance
Penalty for breskingafixed depositisnormaly %

Full formof NRI is

STRstandsfor

Minor’saccount can be opened in the guardianship of
Minor attain mg ority on compl etion of __years

A deposit whereafixed amount isdeposited on monthly installment isknown as

Answers. 1- daily, 2—-1, 3- Non Resident Indian, 4 — Suspicious Transaction Report, 5—naturd

parents, 6—18, 7—Recurring deposit

[1l. Answer in detail:

1.  Whatarespecid typesof customersof the Bank and how does Bank addresstheir needs?

2.  What arethedifferent types of loansrequired by the corporate?

3. Explantheadvantages/ disadvantagesof the Savingsaccounts, Current account, Recurring
Deposit account and Fixed Deposit accountsfrom the customer point of view?

4.  Whatisnomination and itsadvantagesto the customers?

5.  Explainthestepsrecommended by RBI intheKY C guideline?

6. Whatistheneed for Pass Book?

7. What isminor account and what are the requirementsfor opening aminor account?

8. Explainthedifferencesbetween Partnership and Corporate accounts?

9.  What isthecontent of Partnership deed?

V. Activities:

1. Reguest studentsto get Bank account opening formfor savings, current account and fixed
deposit and discussthevariousdetail s/ documentsrequired for opening the accounts?

2.  Doroleplay onthevariousre ationshipsthe Bank play for various customers?
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Emloyment of Bank Funds

Unit-3

L earning Objective

L ocation Duration-20HOURS
Classroom | SESSION-1LIQUIDASSETS CASHINHAND,CASHWITHRBI & CASHWITH OTHER
or BANKS
Banks L . . —
earning Knowledge Performance Teachingand Training
Outcome Evaluation Evaluation Method

After studying this 1 Meaning of Elucidate need of Classroom teaching,
topic the learners liquid assets. Liquid assetsfor the | PPT's
would be able to 2 Importance of Bank.
understand the liquid assets.

concept of liquid
assets & their features.

SESSON-2 INVEST

MENT IN SECURITIES

After studying this
topic the learners
would be able t
understand the
factors relevant for
Investment in
different types of
securities.

1 Basic principle
of investment.

2. Instruments
availablefor
investing.

Explain why Banksneed
toinvest and care taken
while investing.

Classroom teaching

SESS ON-3ADVANCES SECUREDAND UNSECU

RED

After studying this
topic the learners
would be able to
differentiate between
Secured and
Unsecured loans.

1 Meaning of
Lending of funds.

2 Classification of
Advances.

3. Distinction
between
Secured &
Unsecured loan.

1 Explainthe
advantages /
disadvantage of
secured /
unsecured loans.

2. Distinguish
between secured
and unsecured
loans.

Classroom teaching

SESSION-4LOANS

After studying this
topic the learners
would be ableto
understand the
concept of loans.

1 Understand the
role & advantages
of CIBIL in loan
process.

2 ListtheUnsecured
Secured loans
offered by the
Bank.

3. Features of the
various types of
loans.

1 Explainthe
advantages of
CIBIL inreducing
NPA.

Elucidate the
needs & features
of various types
of loans.

Classroom teaching
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SESSION-5TERM LOANS

After studying this
topic the learners
would be ableto
understand the
concept of Term
Loans.

Classify the Time
Deposits on the basis
of period into:

> Short Term
> MediumTerm
» LongTerm

Various aspect of the
above loans.

1 Describe the need

of Timeloans by
individuals/
corporate.

Study the
characteristics of
the different
loans.

Classroom teaching

SESSION-6CASH CREDIT

After studying this
topic the learners
would be ableto
understand the

1 Understanding of
cash credit.

2. Suitability of cash

1 Explain the key

features of Cash
Credit.

Classroom teaching

concept of cash credit in present Describe the
credit. scenario. advantages and
disadvantages.
SESSION-7OVERDRAFT
After studying this 1 Concept of 1 Describein detail Classroom teaching
topic the learners Overdraft. therole of
would be ableto Overdraft as
understand the 2 Features of advancing loan.
concept of overdraft Overdraft.
and essential Enumeratethe
conditions to be features of
Overdraft.

fulfilled for availing
overdraft facility.

SESSI

ON-8 DISCOUNTING OF BILLSOF EXCHANGE

1 Fundamentals of

After studying this
topic the learners
would be ableto learn
the pre-requisites for
Discounting of Billsof
Exchange.

Bill Discounted
and Purchased.

2. Importance of Bill

Discounted and
Purchased.

1 Ddall

understanding
of concept of Bill
Discounted and
Purchased.

Explainits
advantages to
bank.

HowisBill
Discounted and
Purchased
different from
other credit
facilities?

Classroom teaching
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SESS ON-9M ODESOF CREATINGCHARGE OF SECURITIES

After studying this
topic the learners
would be ableto
learn the different
Modes of creating
charge of Securi-
ties.

1 Why charge
creation is
required.

2 Modes of

creating charges.

3. Comparison of
various modes
of charges.

1 Elucidatethe
benefits of
charge creation
to Bank.

2 Howdifferent
charge creation
differsfromeach
other.

Classroom teaching,
PPTs

SESSON-10TYPESOFSECURITIESACCEPTED

After studying this
topic the learners
would be ableto
learn the different
types of Security
and merits &
demerits associated
with them.

1 Understand the
different types
of security taken
as collateral by
the Bank while
advancing loans.

List the different
security accepted by
the Bankswhile
advancing loans.

Classroom teaching,
PPTs
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Emloyment of Bank Funds
Unit-3
L earning Objective

After readingthisunit, youwill beableto:

Understand what are liquid assetsand their usesfor liquidity management.
Summarisethefactorsto be considered whileinvesting in securities.
Describewhat are secured / unsecured loans and differenti ate between them.
Outlinethevariousloansavailableand it uses.

Explain Term Loansand their advantages.

Understand what is Cash credit.

Describethe overdraft facility and compareit with Cash credit.
Summarisediscounting of Bill of Exchangeand its meritsto thebusiness.
Explainthevariouswaysto create acharge on securities.

Understand what are the vari ous securities which Banks accept whileadvancing loans.

STRUCTURE

31
3.2
3.3
34
35
3.6
3.7
3.8
3.9

Liquid Assets-Cashin Hand, Cash with RBI & Cash with other Banks
Investment in Securities

Advances- Secured and Unsecured

Loans

Term Deposit

Cash Credit

Overdrafts

Purchaseand Discounting of Bills

Modesof creating chargeon securities

3.10 Typesof Securities
3.11 Summary
3.12 Practice Questions
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3.1 LiquidAssets-CashinHand, Cash with RBI & Cash with other
Banks

Liquid Assets: A bank’sbalance sheet hastwo sidesnamey Assetsand Liabilities. Theinvestments/
loans given by the bank constitutesthe assets of the bank. Asaprudent risk management technique,
banksdo not put al their eggsin onebasket and henceinvest in different typesof securitiesto minimise
rsk.

To meet theliquidity requirements, banksinvest in securitieswhich areliquid. Liquid assetsarethe
securitiesthat can be easily converted into money and with minimal impact to the pricereceived.

Featuresof liquid assets: Anassetiscalled liquid asset when thereis an established market with
enough participantsto meet the salling pressurewithout materialy impacting the price of theasset and
thereisreativeeaseinthetransfer of ownership. A market may be considered bothdegpandliquidif
thereareready and willing buyersand sellersin large numbers.

Liquid assets. Liquid assetsof abank consist of:
CashinHand

Money at call and short notice
Baanceswith RBI

YV V VY V

Baancesin current accountswith other banks
> Inter-bank depositsduewithin 30 days
Money at call and short notice

Themoney market isamarket for short-term financia assetsthat are close substitutes of money. The
most important festureof amoney market instrument isthat itisliquid and theinstrumentscan beturned
into money quickly at low cost. It providesan avenuefor equilibrating the short-term surplus funds of
lendersand therequirementsof borrowers. Thecall/notice money market formsan important sesgment
of thelndian Money Market.

» “Cdl Money” meansded sinovernight funds.
» “NoticeMoney” meansdedsinfundsfor 2to 14 days.
> “TermMoney” meansdeasinfundsfor 15 daysto 1 year.

Call money is short-term |oans repayabl e on demand, with amaturity period of oneto fifteen days,
used for inter-bank transactions. The money that islent for oneday in thismarket isknown as*“ call
money” and, if it exceedsoneday, it isreferred to as* noticemoney.”

Commercia banks haveto maintain aminimum cash balance known asthe cash reserveratio. Call
money isamethod by which bankslend to each other to enablethen to maintain the cashreserveratio.
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If they areshort of funds. Otherwisedso banks seek short term fundsto meet the needsof thedepositors
on certain days. Theinterest rate paid on call money isknown asthe call money rate. Itisahighly
volatilerateand variesfrom day to day and sometimeseven from hour to hour. Thisrate goesup when
the demand for call money ishigh ascompared to the supply of surplusfunds by their banksand via
versa

Cash Reserve Ratio

Scheduled Commercia Banksarerequired to maintain with RBI, an average cash balance, theamount
of which shall not belessthan a specific percentage of their total Net Demand and TimeLiabilities
(NDTL) inIndia

Demand Liahilitiesincludedl liabilitieswhich are payable on demand and they include current deposits,
demand liabilities portion of savingsbank deposits, marginsheld against | etters of credit / guarantees,
balancesin overduefixed deposits, cash certificates and cumul ative/ recurring deposits, outstanding
Telegraphic Transfers(TTs), Mail Transfer (M Ts), Demand Drafts (DDs), unclaimed deposits, credit
balancesin the Cash Credit account and deposits held as security for advanceswhich are payable on
demand.

TimeLiabilitiesarethosewhich are payabl e otherwise than on demand and they includefixed deposits,
cash certificates, cumulative and recurring deposits, timeliabilities portion of savingsbank deposits,
staff security deposits, margin held againgt letters of credit if not payable on demand, depositsheld as
securitiesfor advanceswhich arenot payableon demand, IndiaMillennium Depositsand Gold Deposits.

Cash ReserveRatio (CRR) is4% (15 Jan 2015). CRR affectstheavailablity of Cash with the banks.
If CRRislaised. Banksshdl haveto park larger amount with RBI and thiscash availablefor lendingis
reduce.

Liquidity M anagement: Bankscollect money from saving deposits/ fixed deposits, recurring deposits
fromther cusomerswhich conditutestheliability for theBank. Bankslendsthismoney tother customers
which represent their assets. Any idle cash represent opportunity lossto the bank whereasin case of
shortage of cash, bank needsto borrow at higher ratewhich result in higher cost to the bank. If this
Banksborrow short and lend long it makesthe Bank vulnerableto liquidity risk and can even fad the
risk of “BANK RUN” asdepositorscanwithdraw their funds/ seek cashintheir financia claimsand
thusimpacting current and future cash-flow and collateral needs of the bank This management of
money isknown asAsset Liability Management / Liquidity Management. Asset Liability management is
proactively managed on aday to day basisby the banks.

Asst Liability Management (ALM): Asset-Liability Management Committee (ALCO) isastrategic
decision making body, formul ating and overseeing thefunction of asset liability management (ALM) of
abank. It isconcerned with strategi c ba ance sheet management involving al market risks. It dso dedl's
with liquidity management, funds management, trading and capita planning. ALCO managesvarious
kindsof riskslikecredit risk, interest risk, and liquidity risk.

An effectiveAsset Liability Management Technique aimsto manage the volume, mix, maturity, rate
sengtivity, qudity andliquidity of assatsand liabilitiesasawholeso asto attain apredetermined acceptable
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risk/reward ratio. A sset-liability management model senabl einstitutionsto measure and monitor risk,
and provide suitablestrategiesfor their management.

3.2 Investmentin Securities

Asmentioned above, idle cash doesnot earn any incometo the bank. But the bankshavetheliability to
pay interest on the deposit amount. Hence, banksensuretheidle cash isdeployed fruitfully andis
invested inliquid assetsto earn areasonableincome.

Banksasoinvest fundsin securitiesfor short term, medium term and long term purposes. Asaprudent
risk management practicebanksalso do not put al their eggsin onebasket. They diversify their risk by
investingindifferent securities.

Factorsaffecting thedecisonfor investment are:

> Sy
> Liquidity
> Reun

Safety: Whatever money hasbeeninvested in securities, at |east the principal amount should remain
sofe.

Liquidity: Thesecuritiesshould beliquidin natureso that thereissufficient opportunity for thebank to
sall the securitieswhen thereisneed for money by the bank.

Return: They banks should earnreasonabl ereturn on theinvestment made. In caseof debt investment,
thereturnisintheform of interest and in case of equity, thereturnisinform of dividend.

Bank investsinfollowing typesof securities:

»  TreasuryBills

»  Centrd and State Government Securities
»  Commercid Paper

»  Corporate Debenturesand shares

»  Taxfreelnfrastructure Bonds

»  Mutud Funds

Satutory liquidity ratio (SLR):

SLRisarequirement that thecommercid banksin Indiaarerequired to maintainintheform of gold and
government and approved securitiesbefore providing credit to thecustomers. Statutory Liquidity Retio
isdetermined by Reserve Bank of Indiain order to control the expansion of bank credit and to ensure
safety fundsof thedipositions.
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TheSLRisexpressed asapercentageof totd demand andtimeliabilitiesof thebanks. TimeLigbilities
refer to theliabilitieswhich the commercial banksareliableto pay to the customers after acertain
period mutually agreed upon, and demand liabilities are such deposits of the customerswhich are
payable on demand. An exampleof timeliability isasix month fixed deposit whichisnot payableon
demand but only after six months. An exampleof demand liability isadeposit maintained in saving
account or current account that i s payabl e on demand through acheque or withdrawa form.

Themain objectivesfor maintaining the SLR ratio arethefollowing:

»  Tocontrol theexpansion of bank credit. By changing thelevel of SLR, the Reserve Bank of India
canincrease or decrease bank’s ability to expand or contract credit granted by them.

To ensurethe solvency of commercia banks.

To compel thecommercia bankstoinvest in government securitieswhich providefundsto the
government.

3.3 Advances- Secured and Unsecured

Loansand Advances constitute thelargest and most profitablefilabl e assets of banks.

» Money that banks advance to individuals or groups of individuals or a company with the
understanding that it will be paid off at some (usudly specifiedin advance) future dateisthe most
important source of incomefor banks.

> Mostloansarerepayable, inmonthly instalments. also
» Interestisreceived onthemoney lent by banks, at varying rates.

Unsecured L oan: Unsecured loanisaloan that isgranted on the basi sthe borrower’ s credit worthiness,
rather than onthe basis of any collateral security. An unsecured loanisonethat isobtained without
taking any property from the borrower collaterd for theloan. Borrowers must have high credit ratings
to be getting an unsecured loan. Thistypeof loanisaso cdled persond |oans.

Secured L oan: Loans backed or secured by collateral security to reducetherisk associated with
lending arecaled secured loans. A mortgage of houseisconsdered collaterd for aloan. Assetsbacking
debt or adebt instrument are al so considered as security, which meansthey can be claimed by the
lender if default occurs. Obvioudy unsecured debt carrieshigher risk, and assuch lendersof unsecured
money chargeshigher rateof interest.

Thetypical loan productsoffered by the banksto individua areasfollows:
»  Unsecuredloans:
s Credit Cards

¢+ Persond Loansfor purchase of jewels, meeting domestic consumption needsetc.

¢+ Educationd Loansfor pursuing higher education both in Indiaand abroad.
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¢ Consumer Durablesloans- purchase of whitegoodsand durables.

Securedloans:

R/

% Autoloans- purchaseof new / used four and two wheelers.

K/

+ HomeLoans- Purchase of land and construction of residential house/ purchase of ready
built house/ for repairsand renovation of an existing house.

Differencebetween Secured & Unsecured loan:

Secured Loan Unsecured Loan

Loan against collateral / Security Loan based onindividud credit rating

Interest rate arelower than unsecuredloan | Interest rate are higher than secured loan

Loansareavailablefor along tenure Loan areavailablefor afixed period

Borrowinglimitsare higher than Borrowinglimitsarelower than unsecured loan
unsecured loan

Loan approval processis|onger due Loan approval processisshorter dueto paper
to paper work involved work involved

3.4 Loans

Thereare5 basic principlesfor lendingknownasthe5C's. They are:

» Character: Theborrower’swillingnessto repay, hishonesty and integrity;

» Capacity: Ability to successfully run the businessand repay the borrowing out of theearnings,

»  Capital: How much money he has put in the business as capital and how much hehassaved from
hisearningssofar, i.e. hisnet worth;

» Collateral: Thesecurity offered to thebank as cover for the advance. If the borrower does not
pay the dues, the bank can alwaysrecover it by selling the security. The security should have
stablevalueand should be easily marketable;

» Conditions: Thechangesthat are constantly occurringin the economy which may affect the

borrower’sbusiness,

Theother pointsare:

»  Whether theloan to theborrower will be profitableto the bank?

»  Whether theloanisas per thebank’spoliciesand isuseful to the borrower?

»  Whether theventure of the borrower iseconomically, technologically, and financidly feasible?
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> Whether the borrower has adequate manageria competenceto run the busness?

Banksusudly take* securities’ by creating different typesof ‘ charges onthe securities. The'* charge
created over the securitiesconfers somelegd rights on the bank to recover the duesfrom the borrower.

Credit Rating: Inthelate 1990s, need wasfelt to arrest growth of fresh non-performing assets (NPAS)
inthe banking system through an efficient system of credit information on borrowers. Banksneeds a
compl etepictureof the payment history of an goplicant; they must beableto gain accesstotheapplicant’s
complete credit record that may be spread over different institutions. To resolve the issue, Credit
Information Bureau (CIB) was set up to provide an adequate, comprehensiveand reliableinformation
system onthe borrowersthrough an efficient database system.

Credit Information Bureau (India) Limited (CIBIL) wasfounded in August 2000. CIBIL collects
commercial and consumer credit-rel ated dataand collates such datato create and distribute credit
reportstoits member institutionswhich are credit institutionsand banksin India. CIBIL sover 900
strong member baseincludesall leading public & private sector banks, financia indtitutions, non-banking
financia companiesand housing finance companies.

CIBIL sproducts, especially the Credit Information Report (CIR) and CIBIL Trans-Union Scoreare
very important in theloan approval process. Oncethelender has decided which set of 1oan gpplicants
toevauate, it andyzesthe CIR/ Scorein order to determinethegpplicant’seligibility. Eligibility basicaly
meansthe applicantsability to take additional debt and to repay additiona debit onthebasisof their
current commitments. For thispurporethelender will request thegppli cantsto submit hisincome proof
and other relevant documentsin order to finally sanction theloan.

Alongwith Trans-Union, CIBIL issuesa3-digit credit score and Credit Information Report (CIR)
whichisused extensively by banksand lending ingtitutionsin India. CIBIL scorerangesfrom 300to
900 and indicatescredit worthiness of theindividual. A person individua with good credit background
would haveahigher score. Oftenlendersprefer thoseindividual with CIBIL scoremorethan 700. CIR
isalso considered by lendersfor granting loan when aborrower approachesthem.

The CIR and Credit Scorenot only help loan providersidentify consumerswho arelikely to be ableto
pay back their loans, but a so help them to do thismore quickly and economicaly. Thistrandatesinto
faster |oan approvasfor consumers. Anindividua with ahigher credit score can bargain with the credit
institution for better lending terms, since heis perceived asarespons bleborrower. Since consumers
can now accesstheir Credit Scoresand CIRsdirectly from CIBIL, they can seefor themsel ves how
they are perceived by lenders before taking aloan. Hence, CIBIL empowers both lenders and
individua sto seetheir financia and credit history more clearly and thus, take better and moreinformed
decisons.

Credit Card: A cardissued by afinancial company giving the holder an option to borrow funds,
usually at point of sale. On credit cardsinterest is charged they are primarily used for short-term
financing. Interest usually begins one month after apurchaseismade and borrowing limitsare pre-set
accordingto theindividud’scredit rating.
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Credit cards have higher interest rates (around 34-36 % per year) than most consumer loansor lines of
credit. Almost every store allows payment for goods and servicesthrough credit cards. Because of
their widespread acceptance, credit cardsare one of the most popular formsof payment for consumer
goodsand servicesintheWorld.

A credit cardisapayment card which enable cardhol der to pay for goods and services based on the
holder’s promiseto pay for them. Theissuer of thecard creastesarevol ving account and grantsaline of
credit to theconsumer (or the user) fromwhich the user can borrow money for payment to amerchant
or asacash advanceto the user.

Benefitstothecredit card holders: Themain benefit to the customer isconvenience. Compared to
debit cardsand cheques, acredit card dlowssmall short-term loansto be quickly madeto acustomer
who need not cd cul ate the balancein hisaccount before every transaction, provided thetotd charges
do not exceed the maximum credit linefor the card.

Many credit cards offer rewards and benefits packages, such as enhanced product warrantiesat no
cost, freeloss/damage coverage on new purchases, variousinsurance protections, for example, rental
car insurance, common carrier accident protection, and travel medical insurance. Credit cardscanaso
offer reward pointswhich may beredeemed for cash, products, or airlinetickets.

Detrimentsof credit card tothecard holder: Following aredetrimentsto the card holder:

High interest cost: Low introductory credit card ratesarelimited to afixed term, usually between 6
and 12 months, after which ahigher rateischarged. Asal credit cards chargefeesand interest, some
customersbecome so indebted to their credit card provider that they are driven to bankruptcy. Some
credit cards often levy arate of 30 to 36 percent after apayment is missed. In other cases afixed
chargeislevied without changeto theinterest rate. Complex fee structuresinthe credit card industry
limit customers’ ability to comparison shop, hel p ensure that theindustry isnot price-competitiveand
hel p maximizeindugtry profits.

Inflated pricingfor all consumers. Merchantsthat accept credit cards must pay interchange fees
and discount feeson d| credit-card transactions. Theresult isthat merchants may charged| customers
(including thosewho do not use credit cards) higher pricesto cover thefeeson credit card transactions.

Weakenssdf regulation: Several studieshave shown that consumersarelikely to spend more money
when they pay by credit card. Researchers suggest that when people pay using credit cards, they do
not experiencetheabstract pain of payment. Furthermore, researchershavefound that by using credit
cards one can increase unnecessary consumption.

Graceperiod: A credit card’sgrace period isthetimethe customer isallowed to pay the balance
beforeinterest ischarged on the outstanding ba ance. Grace periodsmay vary, but usually rangefrom
20to 55 days depending on thetype of credit card and theissuing bank.

Usudly, if acustomer islatein paying the balance, finance chargeswill be calculated and the grace
period does not apply. Finance chargesincurred depend on the grace period and balance; with most
credit cardsthereisno grace period if thereisany outstanding balancefrom the previoushilling cycleor
statement (i.e. interest isapplied on both the previous balance and new transactions).
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Per sonal L oan: Persond |oanisan amount giventoanindividual for persona purposethat must be
paid off at aspecified time. In order to obtain apersonal |oan, one hasto providethe bank with the
necessary information.

For personal bank |oansrequired information may vary from bank to bank, but onecommon factor is
that the applicant must have asteady source of income, arelatively good credit report and an acceptable
CIBIL score. Thereisan inversereationship betweenthe CIBIL scoreand interest rate. A higher the
CIBIL garnersalower interest ratewhilealow CIBIL scoreispenalized withahighinterest rate.

Personal bank |oan repayment period may span from 12 monthsto 30 years depending onthesizeand
typeof loan. Whatever the repayment terms, the applicant must take specia careto read thefine print
of theloan agreement. Oncetheloanisagreed to, the borrower must make monthly payments each
month to pay off theloan. The monthly paymentsconsist of principal (theorigina amount borrowed)
and interest (theamount it cost to borrow the money). The sooner onerepaystheloan, thelessinterest
isincurred.

Credit reporting: Oncean individua has secured apersonal bank |oan, the activity onthat loanis
reported to the credit rating bureaus. The way in which aborrower repays theloan will aftect his
CIBIL score.

Early repayment of per sonal loans: Since banksearn money from theinterest on outstanding loans,
some banks charge an early repayment penalty in the event the borrower pays of theloan ahead of
time. Applicants should review theloan agreement to ensurethey won't suffer early repayment penalties.
If such aclauseexists, negotiate with theloan officer to get it removed.

L oan limits: Your personal |oan limit would be determined by your income and repayment capacity.
Normally you canavall loanupto Rs.2.50 lacs. However, if inmetrosof New Dehi, Mumbal, Bangdore,
Chennal, Hyderabad and Kolkata, sdariedindividuad sor sef-employed professondscanavall Persond
Loan upto Rs.5.00 lacs. Spouse’sincome can beincluded provided he/she guaranteestheloan or the
loanistakenjointly.

KY C Documentsfor Personal loan: Youwill need to furnish only thefoll owing documentsif you are
an existing customer of the Bank:

»  Passport size photograph

> Proof of officia addressfor self employed individua sand professionas. Thiscaninclude shop
and establishment certificate/L ease deed/ TelephoneBill

» Latest Sdary dipand Form 16, inthe case of salaried persons

> IT returnsfor thelast twofinancid years, in the case of sdf employedindividuasand professionas

If you are not an existing bank customer you would a so need to establish your identity and give proof
of residence. Loan repayment is expected to be paid every month isthe EMI. You are allowed to pay
morethanthe EMI if you wish to, and no prepayment penalty ischarged.
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EMI: EMI standsfor Equated Monthly Instalments. Thisinstalment comprisesboth principal and
interest components. EMI cal culator enableyou to find out monthly paymentsbased on theloan amount,
therate of interest and the repayment period.

Processing charges are normally 1 per cent of the loan amount and may vary from bank to bank.
Processing feeshaveto be paid up front. Thereareno hidden costs or other administrative charges.
Optionisgivenfor selecting afixed or floating rate of interest.

Inthe case of the daily/monthly reducing balance, interest is cal culated only on the outstanding |oan
amount, which reduces every time EMI payment or make any prepaymentsare done. Thisin essence
lowerstheeffectiverate of interest sgnificantly.

Educational L oan: Student loansin India (popularly known as Education |oans) have becomeapopular
method of funding higher educationin Indiawith the cost of education going higher. All large public
sector and private sector banks offer educational loans.

I ncome Tax Benefits: Under section 80(e) of the Income Tax Act, aperson isgrantee exemption
fromincometheamount paid astheinterest on theeducation loan - either for self or for his’her spouse
or children - for eight yearsfrom the year (s) he startsto repay theloan or for the duration theloan
whicheverismore.

Maximum amount of theloan which can be sanctioned: Normally, maximum Loan Amount that
canbesanctionedis:

Maximum Rs. 10.00 lacsfor Studiesin India
Maximum Rs. 30.00lacs for StudiesAbroad

Normally, repayment will commence oneyear after completion of courseor 6 monthsafter securinga
job, whichever isearlier.

Maximum Loan Limit Repayment Period
UptoRs. 4 Lacs Upto 10 years
AboveRs. 4 LacsanduptoRs. 7.5 Lacs Upto 10 years
AboveRs. 7.5 Lacs Upto 12 years

But it can vary from Bank to Bank.

L oan Repayment Schedule: The outstanding interest for themoratorium period will be added to the
loan amount at the time of commencement of the repayment. The EMI will be determined on this
amount at thetimethe repayment isto commence.EMI standsfor Equated Monthly Instalments. This
instalment comprisesboth principa andinterest components. Your EMI would be cal culated depending
on thetenor you choose, to repay your loan. The EMI would be higher if you chooseto repay withina
shorter period as against alonger-term loan. A shorter repayment period, however, reduces your
interest cost over theterm of theloan.
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Consumer DurableL oans: A Consumer Durableloanisaloan for purchase of consumer durables
likeWashing Machine, Refrigerator& Televisonetc.

You haveflexibletenor optionsto choose from, ranging from 6 to 30 month. Documentsrequired for
theloanare:

»  Vdidincomedocument

»  Photoid proof

»  Resdenceproof and

»  Post Dated Cheques (PDC'’s) / ECSfor repayment of theloan.

Depending onthe Credit program you opt for, youwill berequired to givesome additiona document(s).
Sincetheseloansare categorised under “ Persona Loans', interest charged isgenerally higher than
those applicablefor secured loans.

TheManufacturers/Ded ersal so offer Consumer Durables Finance under which thereisabsolutely no
interest charged. Theseoffersare available on arange of products. All that acustomer hasto pay is
some upfront instalments (as applicable) for theamount financed and anomina amount of processing
charges. Themanufacturersbear an annualised rate of interest whichisbased on risk gradation, cost of
funds, margin & risk premium. Thereareno hidden chargeswhatsoever. Foreclosureof loanispossible
after 6 monthsfrom theloan disbursement date.

Auto L oan: A personal |oan to purchase an automobileisknown asAuto Loan. Car loanisasecured
typeof loan asthecar istaken ascollatera . Car financeisrequired because the price of carshasgone
out of thereach of individua purchaserswithout borrowing themoney. Banksfinanceadl makesof new
cars, and second hand cars not morethan fiveyearsold. Thus, you arefreeto choose any vehicleyou
want to own. Spouse’sincome can beincluded provided he/shejoinsas co-borrower.

Repayment schedule: The minimum amount that you are expected to pay every monthisthe EMI.
You canrepay theloanin up to 84 EMIs—the period of theloan will depend on the cost of thevehicle.

EMI calculations. Your EMI would be cal culated depending on thetenor you chooseto repay your
loan and the applicablerate of interest. Higher thetenor/rate, higher will bethe EMI.

Security for the Car L oan: A charge on thevehiclefinancedisnoted with local RTO. Your spouse’s
guarantee, if his’her income has been considered for fixing theloan amount, would a so berequired.
Some other security may also berequired in certain cases.

Home/MortgageL oan: Thisisaloan given by abank, Housing Funds Company or other financid
institution for the purchase of ahouse. Inahome mortgage, the owner of the property (the borrower)
transfersthetitleto thelender on the condition that thetitle will betransferred back to the owner once
the re-payment has been made and other terms of the mortgage have been met.

A homemortgagewill haveeither afixed or floating interest rate, whichispaid monthly alongwith a
contributionto the principal |oan amount. Asmoreprincipal getsrepaid over aperiod of time, interest
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accrued amount comes down. Home mortgagesallow amuch broader group of citizensthe chanceto
ownred estate, asonly asmall portion of the value of the property hasto be provided upfront by the
borrower asthe margin money. Sincethelender actualy holdsthetitlefor aslong asthe mortgageisin
effect, hehastheright toforeclosethehome (sdll it on the open market) if the borrower can’t makethe
payments.

A home mortgageisoneof themost common formsof debt. Mortgageloanscarry lower interest rates
than almost any other kind of loans.

A mortgageloanissecured by red property through the use of amortgage deed which evidencesthe
existence of theloan and the encumbrance of that reglty.

Typesof HomeL oan:

HomePurchaseL oan: Thisisthebasic type of ahomeloan which hasthe purpose of purchasing a
new house.

Homel mprovement Loan: Thistypeof homeloanisfor therenovation or repair of thehomewhich
isdready bought

HomeExtension L oan: Thistypeof |oan servesthe purpose when the borrower wantsto extend or
expand an existing home, like adding an extraroom etc.

Home Conversion Loan: It isthat loan wherein the borrower has already taken ahome loan to
finance hiscurrent home, but now wantsto moveto another home. The Conversion Home Loan helps
the borrower to transfer the existing loan to the new homewhi ch requiresextrafunds, sothe new loan
paysthepreviousloan & fulfilsthemoney required for new home.

BridgeL oan: Thistypeof loan helpsfinance the new home of the borrower when hewantsto sell the
existing home, thisisnormally ashort termloanto the borrower & helpsduring theinterim period when
hewantsto sdll theold home & want to buy anew one, Itisgiventill thetimeabuyer isfound for the
old home.

Mortgageloansaregenerally structured aslong-term|oans, the periodic paymentsfor whicharesmilar
to anannuity and cal culated according to thetime value of money formulae. Thebasic arrangement
would requireafixed monthly payment over aperiod of tentothirty years, depending onloca conditions.
Lenders providefunds against property to earninterest income, and generally borrow these funds
themsealves (for exampl e, by taking depositsor issuing bonds). The price at which thelendersborrow
money therefore affectsthe cost of borrowing.

Tax benefitsof takingaHousing L oan: Under the Income Tax Act, 1961, resident Indians are
eligiblefor certain tax benefitson principal and interest componentsof aloan.

Under Section 24(1), interest payment of Rs.1,50,000/- per annum quaifiesfor deductionfromincome
in case of self-occupied houses while the entire amount of interest can be deducted from Renval
Incomeif thehouseislet only by the house owner.
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An added benefit under Section 80(c) on repayment of principal amount to the extent of Rs.1,00,000/
- per annumisal so avail able on the sameloan subject to compliance with conditionsstipulatedinthe I T
Act.

3.5 Term Loans

Term Loans: Short, Mediumand Long Term

Individuals:

Classification of the Loansbased on repayment isasfollows:

> Within3years. ‘ Short Term’ loans

»  Iftheperiodismorethan 3yearsbut within 5 years: * Medium Term loans

»  Iftheperiodismorethan5years. ‘Long Term’ loans.

Short Term Loans:. (upto 3years)

»  GoldLoan, Loanon Insurance Policy, Persona Loan, Loan an Term Deposits,
»  LoanonPublic Provident Funds, Loansagainst Shares& Mutual Fund Units
Medium Term L oan:

»  Repaidwithinaperiod of morethan 3yearsbut within 5 years:

> Loan against Term Deposit (Depends on Tenor of the deposit)

> Loan against Shares& Mutual Funds

> VehicleLoans

Long Term L oan: Repaidinaperiod of morethan 5 years

HousingLoan

Corporates:

The Business entities are of various sizes and their needs are al so different. So the loan products
designed for them are also different. Corporatesrequire Short Term L oans for Working Capital
needs Pre-shipment and Post-shipment loansfor Exports, Cash Credit (Overdraft) accounts, bill
discountinglimits.
Medium Term L oans. Termloansfinance the purchase of furniture, fixtures, vehicles, and plant and
officeequipment.

Long Term L oans for their Long Term needslikeinvestmentsin Plant and Machinery, Land and
Buildings, Projects, Foreign Currency Loansetc. Thisalsoincludes Small and M edium Enterprises
(SMEs) inthe Corporate Sector. Repayment schedul e depends on the projected future cash flows of
the corporate borrowers.
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Interest ratemay befixed or floating and theinterest rate as negotiated with the customer.
3.6 CashCredit

Generally thefacility givento theIndustrial / Business customersisknown as‘ Cash Credit’ (CC)
account in which the stock (raw material / work in process/ finished goods) lyinginthe godown s
pledged or hypothecated asthe security to the bank.

InaCC account, thebank fixesa' cash credit limit’ for the borrower whichisusually 75% to 80% of
thevalues of stocksand book debts (minuscreditorsfor purchase), asdeclared by theborrower ina
prescribed format periodically. Thebank conducts periodical surprisechecksinthego downsof the
borrower to ensure that the borrower declares the quantity and value of the stocks accurately and
mai ntainsthe acceptableleve of financid discipline.

3.7 Ovedrafts

Anoverdraft facility isan open-ended facility. Normally thelimitisinitialy sanctioned for aperiod of
one year and rolled over after areview by the bank of the facility utilised by the borrower. Bank
chargesinterest onthe actual amount utilised by the borrower.

Generdly, theterm * Overdraft’ isused for the unsecured open ended facility given to aborrower-for
exampleto professionalslike doctors, lawyers, advocates etc. or to any other individual s without
security (depending on the creditworthiness of the borrower) or againgt security like Fixed Deposits,
Government securities, Stocksand Bonds, Lifelnsurance Policiesetc.

Typesof Overdraft facility available:
I ntraday Overdraft Limit:

Maximum limit that can be overdrawn during the day isfixed. During the day, the account may be
overdrawn up tothislimit but beforethe end of the day, the outstanding ba ance should come back to
levelswithinthenormd limit. Itisnormally bigger than (End of the Day) overdraft limit.

End of Day Overdraft Limit :

Thisisto helptheborrower to tide over the mismatches of receiptsand payments. So the outstanding
ba ance should be brought within thenorma limitswith the next few days.

Advantagesof Overdrafts:

» Hexible—Anoverdraft istherewhenyou need it, and costs nothing (apart from possibly asmall
fee). It dlowsyou to make essentia paymentsand helpsto maintain cash flow. You only need to
borrow what you need at thetime.

» Quick —Overdraftsare easy and quick to arrange.

Disadvantagesof Overdrafts:

» Cost —Overdraftscarry interest and fees; often at much higher ratesthan loans. Thismakesthem
expensve.
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Recall —Unlessspecified in thetermsand conditions, the bank can recall the entire overdraft at
any time. Thismay happenif youfail to make other payments, or if you have broken termsand
conditions,

Security —Overdrafts may be secured by business assets, which put them at risk if you cannot
meet repayments.

3.8 Purchaseand Discounting of Bills

Thisisanother method of extendingworking capita financeto businessentities.

>

Bank purchase or discount the commercial bills (drawn by the sellers on the buyers) and this
providefinances. Itisawidey used method of short term financing. It isafund based activity.

Processof creation of Bill of Exchange (BE) and financing:

>
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SinceaBEisagtand-aoneinsrument whichisadmissbleinaCourt of Law, thebusinesscommunity
prefersto draw Billsof Exchangesonthebuyers. If thebuyersfail to honour their commitments,
thenit would be easy for the sellersto go to court and claim their dues/damages solely on the
strength of thedishonoured Bill of Exchange.

Thesdller of the goods sendsthetransport documents and theinvoices along with BE for the
invoi ceamount to the buyer bank with theinstruction to deliver the documentsto the buyerson
accepting thewill of exchange or on making its payment:

+« Billsaredrawn on DocumentsAgainst Payment (DPBasis) if theagreement with the buyer
isfor immediate payment basis of thebill. (In thiscase, the buyer bank collectsthe money
duefrom the buyer and deliversthe documents.

s Billsaredrawn on DocumentsAgainst Acceptance (DA basis) if theagreement withthe
buyersisto grant credit of 30 days, 45 daysor 60 days. (Inthiscase, the buyer acceptsthe
BE, takesddivery of the documents and paysthe duesto the bank on or beforethedue date.

Theendorsement by thebank actsasavaid dischargefor the buyersfor having made the payment.

Thesdlersobtainlinesof credit fromtheir bankersto obtain finance againgt the bill sthusdrawn on
their buyers by endorsing themin favour of the banks- so now the banks becometheholdersand
have claim on the buyersfor the payment.

Atthisstage, the saller seeksfinancefrom hisbank on the security of the BES, so that he need not
block their fundstill theduesfromtheir buyersareredised.

Thebanks*purchase’ thebillswhich are payable on Demand (i.e. without any credit period) and
‘discount’ thebillswhich are payable after astipulated credit period. In both the cases, the banks
deduct theinterest at the contracted ratesin advancefor the period up to the due dates of payment.
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3.9 Modesof Creating Chargeon Securities

Whileextending credit, banker must secure hisposition. A widerange of securitiese.g. Land, Building,
Goods, Share Certificates, Life Policies, Fixed Deposit Receipts, Title Deeds etc. are accepted by
banks as security for aloan.

Typesof chargeson securities:

Theimportant methods of charging securitiesare asfollows:
1. Lien

2. Pledge

3. Hypothecation
4. Mortgage
5. Assgiment

1. Lien: Alienistheright of apersoninthepossesson of goodsto retain them until debtsdueto him
have been satisfied. A lien may be general or particular.

Generd lien: arisesout of the genera dealings between two parties and coversany property that one
party may beholdingfor the other.

Particular (specific) lien: isaright to retain the goods in respect of which the debt arises. Thus, a
particular lien can be exercised by aperson who has spent histime, labour and money on the goods
retained e.g., ascooter repairer may retain the scooter till therepair chargesare paid.

Banker’slienisageneral lien. Bankers, in the absence of a contract to the contrary, can exercise
genera lien and retain as security for the general balance of account, any goods bailed to them. So, no
agreement isnecessary to createtheright of lien. Billsand documents sent for collection arein the
courseof banker’sordinary businessand he hasalien upon them. Theliendso extendstod| securities
held by the banker as cover for any specific loan, but left with him after the loan has been repaid.
Banker’slienismoreextensivethan anordinary lien. Nolien can beexercisedin respect of documents
or vauablesleft inadvertently with the banker.

2. Pledge: Pledge may be defined as the bailment of goods as security for payment of adebt or
performance of apromise. Bailment means delivery of goods by one person to another for some
purpose, under a contract that the goods shall, when the purpose is accomplished, be returned or
otherwise disposed of according to the directions of the person delivering them. The person, who
deliversthegoods, assecurity iscalledthe ' pledger’ and the personto whom thegoodsare so delivered,
iscdledthe’pledgee . Theownership of the goodsremainswith the pledger.

A pledgeiscreated only when the goods are delivered by the borrower to thelender or to someoneon
hisbehalf with theintention of their being treated as security against the advance. Delivery of goods
may, however, beactud or congtructive. Itiscongructiveddivery wherethekey of agodowninwhich
the goods are kept or documentsof titleto the goods are delivered to the Bank.
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Similarly, wherethegoods continueto remain in the borrower’s possession but areagreed tobeheld as
a‘baileg’ onbehdf of the pledgeeand subject to the pledgee sorder, it amountsto congtructiveddivery
and tantamount to valid pledge.

Advantages of Pledge: To abanker, pledge is perhaps the most satisfactory mode of creating a
charge on securities. It offersthefollowing advantages:-

» Thegoodsareinthepossession of the bank and, therefore, in casethe borrower makesadefault
in payment, they can be disposed of after areasonabl e noticeisgiven to the borrower.

» Inthecase of insolvency of the borrower, bank can sell the goods and lodgeits claim for the
balance of thedebt, if any.

Rightsof a Pledgee: If thepledger fail sto pay hisdebt or completethe performance, of an obligation
at thedtipulated time, the pledgee can exerciseany of thefollowingrights:

» Bringasuit against the pledger upon default in the redemption of the debt or performance of
promise and retain possession of goods pledged ascollatera security; or

Sdl| thethings pledged by giving the pledger reasonablenoticeof sale.

In case, the proceeds from goods pledged are not sufficient to meet the amount of theloan, the
pledgee can fileaclaim for the balance. If, on the other hand, thereis surplus, that hasto be
returned to the pledger.

Inaddition to therights mentioned above, apledgee hasfollowingrights:

> Itistheduty of the pledger to disclose any defectsor faultsin the goods pledged which arewithin
hisknowledge.

The pledgeehasaright to clam any damages suffered because of the defectivetitleof the pledger.

Incaseof injury tothegoodsor their deprivation by athird party, hewould haveall suchremedies
that the owner of the goodswould have against them.

» A pledgeshasaright to recover any extraordinary expenditureincurred for the preservetion of the
goods pledged.

Duties of a Pledgee

» Thepledgeeisrequired to takeas much care of the goods pledged to him asaperson of ordinary
prudencewould, under smilar circumstances, take of hisown goodsof asimilar nature.

»  Thepledgeeisbound to return the goods on payment of the debt.
»  Any accruasto the goods pledged bel ong to the pledger and should be delivered to him.

For example, if the security cong stsof equity sharesand the company i ssuesbonus sharesto the equity
shareholders, the bonus shares received by the bank are the property of the pledger and not the
pledgee.
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Rightsof a Pledger:

> Before sale can be executed, areasonable notice (notice of intended sale of the security by
the creditor) must be given to thepledger so that;

« Theledger may meet hisobligation asalast chance.
s Hecansupervisethesaeto seethat it fetchestheright price
The pledgeewill beliableto the pledger for the damages.

» Thepledgeehasaright to claim back the security pledged on repayment of the debt with interest
and other charges.

> Incaseof sde, thepledger isentitled to receivefrom the pledgee any surplusthat may remain with
him after the debt iscompletely paid off.

»  Thepledger hasaright to claim any accrualsto the goods pledged.

»  If anylossiscaused to thegoods because of mishandling or negligence onthe part of the pledgee,
the pledger hasaright to claim the same.

Duties of a Pledger

> A pledger must discloseto the pledgee any material faultsor extraordinary risksin the goodsto
which the pledgee may be exposed.

> A pledger isresponsibleto meet any extraordinary expenditureincurred by the pledgeefor the
preservation of thegoods.

@  Wherethe pledgee hasexercised hisright of saleof goods, any shortfall hasto be made good by
the pledger.

» Thepledgerisliablefor any loss caused to the pledgee because of defectsin his(pledger’s) title
thegoods.

3. Hypothecation: Hypothecation meansthat someright iscreated in favour of the banker onthe
goodsor related documents without transferring their possession to thelender.

In hypothecation, the goodsremaininthe possession of theborrower but, he bindshimsaf under
the hypothecation agreement to give possession of the goodsto the creditor when called upon to
do s0. Thegoodsare charged under hypothecation parti cularly where pledgeisether inconvenient
or impracticable. For example, where the security offered iseither raw-materials or work-in-
progress. Under thisarrangement, the borrower isalowed to usethe stock, sell it and replenishit
by new one. A ‘floating charge’ iscreated over the movabl e assets of the borrower.

4. Mortgage Mortgage may bedefined as*thetransfer of aninterest in specificimmovable property
for the purposes of securing the payment of money advanced or to be advanced by way of loan,
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anexigting or future debt, or the performance of an engagement which may giveriseto apecuniary
ligbility. Thetransferor iscaled the mortgagor and thetransferee the mortgagee. Theinstrument by
whichthetransfer iseffected iscalled amortgage-deed.

EquitableM ortgage: An equitablemortgageiscreated by an agreement, expressor implied, that an
equitableinterest inthe property shall passto the mortgagee as security for adebt dueor to become
due. An equitable mortgageiseffected by deposit of document of title.

Thelegd titleto the property isnot passed on to the mortgagee, but the mortgagor undertakes, through
amemorandum of deposit; to execute alegal mortgagein case hefailsto re-pay the debt intime.
Equitable mortgages accompanied by the deposit of title deedsdo not requireregistration. Registration
offersdtill better security for thebank but it adds cost to the borrower by way of stamp duty/Registration
charges.

Advantagesof EquitableM ortgage: An equitablemortgage hasthefollowing advantagesover legal
mortgage:

» Itiseasly andinexpensively acquired, asno stamp duty and registration charges are payabl e.

» Themortgagor’s credit does not suffer, as in the absence of registration; nobody knows the
transaction except the mortgagee.

»  Themortgagee getsthe sameright in case of an equitablemortgageasare conferredin case of a
legal mortgage.

Risksin Equitable M ortgagee:

»  Theprincipa risk run by abanker asequitable mortgageeisthat the borrower may subsequently
executealega mortgage (transfer of titleto thelender) infavour of another party. If aperson lends
upon alegal mortgage without either asight of the deeds or areasonable explanation of their
disappearance, hewill get acharge prior to the equitable mortgagee.

»  Evenamongst equitablemortgagess, if thefirst equitablemortgagee has, through negligence, failed
to obtain possession of thetitle deeds, hewill be postponed to asecond equitable mortgageewho
hasthe deeds, and who advanced money without notice of the*“prior equitable charge’.

Transfer of Property Act reads, “wherethrough thefraud, misrepresentation or grossneglect of aprior
mortgageeanother person hasbeeninduced to advance money on the security of thed ready mortgaged
property, the prior mortgagee shall be postponed to the subsequent mortgagee.”

Rights of a Mortgagee

» Righttosuefor mortgage-money: under smple mortgage or wherever expressly so agreed the
mortgagee hasaright tofileasuitinacourt of law for the mortgage-money.

> Right of Sale: In case of ssimple, equitable and English mortgage, the mortgagee can cause
through the court, the mortgaged propertiesto be sold in case of default by the mortgagor in

80



Banking

repayment of the mortgage-money. Transfer of Properties Act, however, confers upon the
mortgageeright of salewithout theintervention of the court under certain circumstances.

> Right of possession: to any accession to mortgaged property. If any accession (addition) is
made to the mortgaged property, the mortgagee, in the absence of acontract to the contrary is
entitled to the possess on of such accession for the purposes of security. For instance, if aperson
mortgagesaplot of land and later erectsabuilding onit, for the purposes of security, the mortgagee
isentitled totheplot aswell asthebuilding.

» Right of foreclosure: Incaseof mortgage by conditiond sde, usufructuary mortgageor anomal ous
mortgage, amortgagee may suefor foreclosure, i.e. may obtain adecreefrom the court debarring
themortgagor of hisright to redeem the property.

3.10 Typesof Security

Secured loans are those which are granted against the security of tangible assets, like stock intradeand
immovableproperty. Thus, whilegranting loan against the security of some assets, achargeiscreated
over theassets of the borrower infavours of thebank. Thisenablesthebank to recover theduesfrom
the customer out of the sale proceeds of the assetsin casethe borrower failsto repay the loan.

Therearevarioustypesof securitieswhich may be offered as security for theloans granted, but al of
those are not acceptabl e to the banks. Thetypesof securitiesgenerally accepted by the bank arethe
following:

»  Tangibleassetssuch asplant and machinery, fixtures, annuities, motor-van, Gold ornaments, jewels
etc.

Documentsof titleto goodslike Railway Receipt (R/R), Billsof exchange, etc.
Financia Securities(Sharesand Debentures),

Stock (raw materia / work in process/ finished goods)

Life-InsurancePolicy

Red estate's(Land, building, tc).

vV V V V VY V

Fixed Deposit Receipt (FDR)

Typesof Securitiesavailableinthemarket are:
> Equity

» Bonds

»  Mutud Funds

>

Warrants
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Equity share: Itsowner ownsapart of the capital of the company which hasissued the sharesin
question. Theshares enablethe sharehol der theright to take part in the decision-making in thecompany.
If thelatter operateswith profit, theownersof sharesmay recaivedividends. Theamount of thedividend
isdecided upon by the shareholdersat a General Meeting of the Shareholders.

Bond: A bond isadebt security. When purchasing abond, you have no right to participatein the
company’s decision making but are entitled to the reimbursement of the principal and theinterest.
Companies may decidethat the principal bepaid in regular annual instalmentsor on the maturity of
bonds.

Interest paid can be onfixed rate/ floating rate. Issuerspay theinterest Half Yearly / Yearly

Warrants: Warrants are optionsissued by acompany, which give holderstheright to purchase a
certain quantity of the respective company’s sharesat apre-determined price.

311 Summary

> Liquidity Risk management isthecritica functioninadl Banksandismanaged by theAsset Liability
Management (ALM) team of the Bank using thefollowing parameters:

»  Loanscan becategorized into revolving loan and instalment | oan, secured and unsecured | oan,
fixed and floating ratel oan etc.

» CIBIL helpslenderstoincrease granting good quality loanswhich resultsin reduced losses and
faster processing of applications.

»  Banksfollow the5 C'sof lending which are Character, Capacity, Capitd, Collatera, & Conditions
whilegrantingloans.

» Bank providesdifferent types of |oans such as Credit cards, personal |oans, educational loans,
consumer durableloans, car loans& homeloans based on the needs of the customers

»  Corporatesrequireworking capital |oan such ascash credit, overdrafts, discounting of Bills, Export
Credit (short termloan) and Term Loan (Long term 1 oan) to manage the running of the organi sation.

»  Bankswhileproviding secured |oanstake security from the customer to manage the counterparty
credit risk. Different methods of cresating charge on security are Lien, Pledge, Hypothecation, and
Mortgege.

3.12 Sdf Test Questions

l. Choosethecorrect option:

1. Asecuredloanis
a) aloanwheretheborrower hasassured of repayment
b) aloanwherethebank isquitesure of repayment

c) aloanwheresome security isgiventothebank
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Which of thefollowingis Third Party Product?

a  Insurance

b) Mutud Fund

c)  Noneof them
d) Bothofthem

Inanon-fundfacility the bank
a  promisesto pay

b) paysimmediady

c)  doesnotdo anything

A specificlienonanasstis
a  Atypeof security

b)  Atypeof charge

c) Bothofthem

d)  Noneof them

A revolving credit limit

a) isthesameasopenendedlimit

b) isthesameascloseended limit

c) is patialyopenendedand partialy closeended
d)  noneof them

A non-revolving creditlimit

a)  isthesameasopenendedlimit

b) isthesameascloseendedlimit

c) is partialyopenendedand partidly closeended
d) Noneof theabove

What type of loan isgranted by the Bank for the purchase of white goods?
a  ConsumptionLoan

b)  Consumer DurableLoan

c) MortgageLoan

d HomelLoan

Banksgenerdly don't pay interest on money deposited in which of thefoll owing account?
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a  Savingsaccount

b)  Current account

c¢)  Fixeddeposit account

d)  Overdraft Account

Whichloanwill berecommended to the customer who requireslcanfor short and hasno collateral ?
a CalLoan

b) HomelLoan

c) Persond Loan

Aloanisknownto __ whenthedebtor failsto repay theloan
a  Default

b)  Insolvency

c)  Bankruptcy

d) Nospecificname

A borrower defaults on a secured loan of Rs. 25,000. The underlying security isworth Rs.
40,000. Which of thefollowingistrue?

a
b)

c)

€)

Bank can retain Rs. 25,000.

Balance Rs. 15,000 hasto be paidto the borrower

Bank cannot sell the underlying security becauseitsvaueishigher than |oan amount.
Bank canretain the entire sale proceedsof Rs. 40,000

Theexcessof Rs. 15,000 hasto be shared equally between the bank and the borrower

Out of thefollowingwhichisafee based product?

YV V V

Mutual Fundsale
Personal Loan
Education Loan
Auto Loan

Answers: 1—-c¢,2-d,3—-a,4—b,5-3a,6-b,7-b,8-b,9-c,10—a,11-b, 12 -4,
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Fill in theblanks:

1
2
3
4.
5
6

Theprincipa balanceat theend of thelifeof aninstallmentloanwillbe .
Theinterim [oan for the new houseisknown

isthe organi zation that maintainsthe borrower’shistory inIndia.
Loanamountrepaidinequa ingtallmentisknownas
GarnisheeOrderisissuedbya_ .

Pre payment penaltiesfor thehousingloaninIndiais

Answers: 1- zero, 2—Bridge Loan, 3- CIBIL, 4—EMI, 5—Court, 6 —Zero

© N o g &~ 0w N PP

Answer in detail ;

What isliquid asset and explain when an asset isconsidered liquid?
What is difference between Fund based and Non fund based |0ans?
What isthedifference between Cash Credit and Overdraft facility?
Explainthe5C sof Lending.

Explainthefeaturesof Housingloan?

Explainthedifferent modesof creating charge on securities
Explainthebillsdiscounting process

What arewarrants?

Activities

Prepare achart showing against which loans, Bank requireswhich typesof asset?

Do acomparative study of one Public Sector Bank, one Private sector bank, oneforeign
bank and one cooperativefor the Housing and Vehicleloan and present to the class?

Discuss the difference between various types of charge created on an asset given for
taking aloan?
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LawsRelatingto Negotiablel nstruments

Unit -4

L earning Objective

learn about the
concept of a cheque
and its distinct
features.

2. Understand the
various sections
of NI act
applicable
throughout life
of the cheque.

2. Detail description
of NI Acts
applicablefrom
thetime of
issuancetill paid.

L ocation Duration-20HOURS
Classroom SESSION-1DEFINITION& CHARACTERISTICSOF CHEQUES
B:rr1k< Learning Knowledge Performance Teachingand Training
b Outcome Evaluation Evaluation Method
After studying this 1 Describe the 1 Evaluate the | Classroom teaching
topic the learners definition of characteristic of
would be ableto cheques. cheques.

SESSION -2 BILLSOF EXCHANGE (BOE) & PROMISESNOTES(PN)

After studying this
topic the learners
would be able to
learn about the
distinct features of
these instruments &
the difference
between them.

1 Definition of BOE &
PN

2 Key elements of
BOE& PN

3. NI Acts applicable
toBOE& PN

1 Explaintheconcept
of BOE& PN

2 DescribetheNI
Acts applicable to
BOE& PN
throughout it life

3. Usageof BOE &
PN

Classroom teaching,
PPTs

SESSION-3CROSSINGS

After studying this
topic the learners
would be ableto learn
about the concept of
crossing & its
significance.

1 Meaning
crossing of
cheques

2. Requisites of
crossing of
cheques

3. Variousformsof

Crossing

Special Crossing

> Generd
Crossing

» Account Payee
Crossing

4. NI Acts
applicableto
crossing of
cheques

Y

1 Describewith
Ilustrations
various forms of
crossings

2. Enlist the persons
who can cross a
cheque

3. Elucidatethe

significance of
Crossing of
Cheques.

Classroom teaching,
PPTs
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SESS ON-4ENDORSEMENTS

Learning Knowledge Performance Teachingand Training
Outcome Evaluation Evaluation Method

After studying this [ 1 Meaning of List the types of Classroom teaching,
topic the learners Endorsement. endorsements. PPTs
wouldbeabletolearn | 2 Use of Exolain theimpact of
about the concept of Endorsements engorsemer:t cF))n
endorsement. 3 Essentials of Businesses.

Endorsement.

SESSION-5DISHONOUR, NOTING & PROTESTING OF BE

After studying this | 1 Understanding | 1. Explainthe Classroom teaching,
topic the learners of process of acceptance PPTs
would be able to acceptance of process of BE.
know about the bill of exchange. .
process of 2 Meaning of 2 List reason of
Dishonour, Noting dishonour by dishonour by non
and Protesting of BE. non acceptance acceptance.

& nonpayment. | 3 Ejycidatewhat is

3. Understanding noting &
Noting & protesting.
Protesting .

SESSION-6 LIABI

LITIESOFPARTIES

After studying this
topic the learners
would be able to
identify the
Liabilitiesof Parties.

Meaning of
primary &
secondary
lighilities.
Liabilitiesof
various parties.

List the liabilities of
various parties.

Classroom teaching,
PPTs
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LawsRelatingto Negotiablel nstruments
Unit - 4
L earning Objective

After readingthisunit, youwill beableto:

Explainthedefinition & characteristicsof acheque.
Describethefeaturesof aBill of Exchange & Promissory note.
Understand what is Crossing and its advantages.

Understand what is Endorsement and it uses.

Explain about the process of Dishonour, Noting and Protesting of BE.
Summarisetheliabilitiesof partiesto negotiableinstruments.

STRUCTURE

4.1
4.2
4.3
4.4
4.5
4.6
4.7
4.8

Definition & Characteristicsof Cheques
Billsof Exchange& Promissory Notes
Crossings

Endorsement

Dishonour, Noting and Protesting of BE
Liabilitiesof Parties

Summary

Practice Questions

I ntroduction

Exchange of goodsand servicesisthebasisof every businessactivity. Goods are bought and sold for
cashaswell ason credit. All thesetransactionsrequireflow of cash either immediatdly or after acertain
period of time. In modern business, largenumber of transactionsinvolving huge sumsof money takes
placeevery day. Itisquiteinconvenient aswell asrisky for either party to make and receive payments
incash. Therefore, itisacommon practicefor businessmen to make use of certain documentsas means
of making payment. Some of these documents are called negotiableinstruments. Inthislesson let us

| earn about these documents
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4.1 Definition & Characteristicsof Cheques

Chegueisavery popular negotiableinstrument. If you have asavings bank account or current account
inabank, you canissueachequeinyour own nameor infavour of others, thereby directing the bank
to pay the specified amount to the person named inthe cheque. A cheque may beregarded asabill of
exchange; theonly differenceisthat thebank isawaysthe draweein case of acheque. TheNegotiable
InstrumentsAct, 1881 definesacheque asabill of exchange drawn on aspecified banker and not
expressed to be payabl e otherwise than on demand. Actually, achequeisan order by the account
holder of the bank directing hisbanker to pay on demand, the specified amount, to or to the order of
the person named therein or to the bearer.

HT HOFC BANK

et P oy e o Al S AcPame | | |

Wil t¢ B el Findnsid Broes 190 g, 2973

b T T g LT T BT T ___By Order
?\’e e UET L
e ? | !
T T
weaia o S0P C BARS LTD)
i o

«000000« 000:2%0000+w QOO0O0O0O« QOO0

Section 6 of theAct providesthat achequeisabill of exchange drawn on aspecified banker, and not
expressed to be payabl e otherwise than on demand. Simply stated, achequeisabill of exchange
drawn on abank payableawaysondemand. Thus, achequeisabill of exchangewith two additiona
conditions, namely:

» Itisalwaysdrawn on abanker, and
> Itisawayspayableon demand.

A chequebeing aspeciesof abill of exchangemust satisfy al therequirementsof abill; it doesnot,
however, require acceptance.

By virtue of Section 31 of the Reserve Bank of IndiaAct, no bill of exchange or hundi can be made
payableto bearer on demand and no promissory note or abank draft can be made payabl e to bearer
at al, whether on demand or after aspecified period of time. Only acheque can be payableto bearer
on demand.

Partiesto a cheque: Thefollowingarethe partiesto acheque:

(& Thedrawer: Thepersonwho drawsthe cheque.
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Thedrawee: Thebanker of the drawer on whom thechequeisdrawn.

The payee: oneto whom the sum stated inthe chequeis payable, either the drawer himsalf or any
other person may bethe payee.

Theholder: iseither theorigina payeeor any other personto whom, the payee has endorsed the
cheque. In case of abearer cheque, the bearer isthe holder.

Theendorser: whenthe holder endorsesthe chegqueto anyoned se, thelatter becomestheendorser.

Theendorsee: isthe person to whom the chequeisendorsed.

Essentialsof a Cheque

>
>
>

>

It isalwaysdrawn on abanker wherethe drawer has an account.
Itisaways payable on demand.

It does not require acceptance. Thereis, however, acustom among banksto mark chequesas
good for purposesof payment.

Cheques may be payabl e to the drawer himself. It may be made payableto bearer on demand
unlikeabill or apromissory note.

Thebanker isliableonly to thedrawer. A holder has no remedy against the banker if achequeis
dishonoured.

A chequeisusudly vaid for 3monthsin India. However, itisnotinvalidif it ispost dated or ante-
dated.

No Stampisrequired to be affixed on cheques.

Typesof Cheque: Broadly speaking, chequesareof classfied asfollows:

a
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Open cheque, and Crossed cheque.
Bearer cheque and Order cheque
Ante-dated cheuge and Stale cheque or Post-dated cheque

Open cheque: A chequeiscaled‘Open’ whenitisnot crossed and can be encashed over the
counter at the bank. Theholder of an open cheque can do thefollowing:

» Receiveits payment over the counter at the bank,
» Deposit the cheguein hisown account
» Passit to someone el seby signing on the back of acheque.

Crossed cheque: Sinceopen chequeissubject torisk of theft, itisrisky to issue such cheques.
Thisrisk can beavoided by i ssuing another types of chequecalled  Crossed cheque' . The payment



b)

f)

Banking

of such chequeisnot madeover the counter at the bank. It isonly credited to the bank account of
the payee. A cheque can be crossed by drawing two transverse paralle lines acrossthe cheque,
with or without thewriting * Account payee’ or

‘Not Negotiable'.

Bearer cheque: A cheque which is payableto any person who presentsit for payment at the
bank counter iscalled ‘ Bearer cheque' . A bearer cheque can betransferred by meredelivery and
requiresno endorsement.

Order chegque: Anorder chequeisonewhichispayableto aparticular person. In such acheque
theword ‘ bearer’ may be cut out or cancelled and theword * order’ may be written. The payee
can transfer an order chequeto someone el se by signing hisor her nameon its back.

Ante-dated cheques: Chequeinwhichthedrawver mentionsthedateearlier to thedate of presenting
if for payment. For example, achequeissued on 20th May 2015 may bear adate 5th May 2015.

Sale Cheque: A chequewhichisissued today must be presented before the bank for payment
withinadtipulated period. After expiry of that period, no payment will bemadeanditisthencalled
‘stalecheque’. Validity period of chequein Indiais 3 months.

Post-dated Cheque: Cheque onwhich drawer mentionsadate which issubsequent to the date
onwhichitispresented, iscalled post-dated cheque. For example, if acheque presented on 8th
May 2015 bearsadate of 25th May 2015, it isapost-dated cheque. The bank will make payment
only on or after 25th May 2015.

Mutilated Cheque: In caseachequeistorninto two or more piecesand presented for payment,
suchachequeiscaled amutilated cheque. Thebank will not make payment against such acheque
without getting confirmation of thedrawer. But if achequeistorn at the cornersand no material
fact iserased or cancelled, the bank may make payment against such acheque.

4.2 Billsof Exchange& Promissory Notes

Specimen of a Bill of Exchange

B ———
Rs 1,000 New Delhi, 25 Aug'11

One month after date pay to Mr. A K. Jha or
order the sum of rupees one thousand only,
for value received.

Satyender =
12 miles
MIM, Ranchi Sd/Ritesh.
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A*“bill of exchange’ isaninstrument inwriting containing an unconditional order, signed by themaker,
directing acertain personto pay acertain sum of money only to or tothe order of, acertain person or
tothebearer of theinstrument. (Section 5)

Thedefinition of abill of exchangeisvery smilar to that of apromissory noteand for most of the cases
theruleswhich apply to promissory notesarein generd applicableto bills. Therearehowever, certain
important pointsof distinction between thetwo.

Partiesto billsof exchange: Thefollowing arethe partiesto abill of exchange:

@
(b)
©

(d)

€

(®
@
)

0]

The Drawer: the person who drawsthebill.
The Drawee: the person onwhom thebill isdrawn.

TheAcceptor: onewho acceptsthebill. Generdly, the draweeisthe acceptor but astranger may
also accept it on behaf of thedrawee.

The payee: oneto whom thesum stated inthebill ispayable, either thedrawer or any other person
may bethe payee.

Theholder: iseither theorigina payeeor any other personto whom, the payee has endorsed the
bill. Incase of abearer bill, the bearer isthe holder.

Theendorser: whenthe holder endorsesthebill to anyone el se he becomesthe endorser.
Theendorsee: isthe personto whomthebill isendorsed.

Draweein case of need: Besidesthe above parties, another person called the“ draweein case of
need” may beintroduced at the option of the drawer. The name of such aperson may beinserted
either by thedrawer or by any endorser in order that resort may be had to himin caseof need, i.e.,
when thebill isdishonoured by either non-acceptance or non-payment.

Acceptor for honour: Further, any person may voluntarily becomeaparty to abill asacceptor. A
person, who ontherefusal by theoriginal draweeto accept the bill or to furnish better security,
when demanded by the notary, accept thebill supraprotest in order to safeguard the honour of the
drawer or any endorser, iscalled the acceptor for honour.

Essentialsof aBill of Exchange:

@)
2
3
(4)
©)
(6)
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It must beinwriting.

It must contain an unconditiona order (not arequest) to pay money.
It must besigned by the drawer.

The partiesmust be certain.

Thesum payable must d so be certain.

It must comply with other formalitiese.g. stamps, date, etc.
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Promissory Notes:
Specimen of a Promissory Noteto pay a certain sum of money alongwith inter est:

Theundersigned jointly and severally promiseto pay to the order of ,
thesumof Rs. , together with interest of % per annum on theunpaid
ba ance. For valuereceived,

Place

Date (Signatures of the Promisors)

Specimen of Usance PN

30 days after datel, So.

promiseto pay Sri. Slo.

or order, thesum of Rs. (Rupees only), for valuerecived

Pace
Date Signature of the Promisor

A “promissory note” isaninstrument inwriting (not being abank note or acurrency note) containing an
unconditional undertaking, signed by the maker to pay acertain sum of money to, or totheorder of, a
certain person, or only to bearer of theinstrument. (Section 4)

Partiestoa Promissory Note: A promissory note hasthefollowing parties.

(& Themaker: the person who makes or executesthe note promising to pay the amount stated
therein.

(b) Thepayee: oneto whom thenoteispayable.

() Theholder: iseither the payee or some other person to whom he may have endorsed the note.
(d) Theendorser.

(¢ Theendorsee.

Essentials of a Promissory Note:

To beapromissory note, aninstrument must possessthefollowing essentias.
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[t must beinwriting. Anoral promiseto pay will not do.

It must contain an express promise or clear undertaking to pay. A promise to pay cannot be
inferred. A mere acknowledgement of debt isnot sufficient.

If Awritesto B “1 oweyou (1.0.U.) Rs. 500", thereis no promiseto pay and theinstrument isnot
apromissory note.

The promise or undertaking to pay must be unconditiona. A promiseto pay “when able’, or “as
soon as possible’, or “after your marriageto 1?7’ is conditional. But a promiseto pay after a
specific’ time or on the happening of an event which must happen, isnot conditional, e.g. “|
promiseto pay Rs. 1,000 ten daysafter the death of B”, isunconditional.

The maker must sign the promissory notein token of an undertaking to pay to the payeeor his
order.

The maker must be acertain person, the note must state clearly who isthe person promising to
pay.

The payee must be certain. The promissory note must contain apromiseto pay to some person or
persons described by name or designation or to their order.

The sum payable must be certain and the amount must not be capabl e of contingent additionsor
subtractions. If A promisesto pay Rs. 100 and al other sumswhich shal becomedueto him, the
Instrument isnot apromissory note.

Payment must beinlegal tender money of the country. Thus, apromiseto pay Rs. 500 and deliver
10 quintalsof riceisnot apromissory note.

It must be properly stamped in accordance with the provisions of the Indian StampAct. Each
stamp must beduly cancelled by maker’ssignatureor initials.

It must contain the name of placeand thedateonwhichitismade. However, their omissionwill
not render theinstrument invalid, e.g. if it isundated, it is deemed to be dated on the date of
deivery.

A promissory note cannot be made payabl e or issued to bearer, no matter whether it is payableon
demand or after acertaintime

PN in Installments;

A PN can bedrawn payableininstallmentsal so and aprovision a so can be madethat on default of one
installment the entire amount mentioned in PN becomes payable.
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Specimen of aPN payablein instalment:

| Sri. Slo. promiseto pay to

Sri. So. the sum of

Rs. (Rupees only) infiveequal installments,
thefirstinstallmentof Rs._ (Rupees only) tobepaidon

the day of , the second on the day of , thethirdon

the day of , thefourthonthe day of andthefifthon
the day of withinterest thereon at therate of per cent per annum
(theinterest to cease on theinstallment paid) in consideration of full valuereceived.

Place-

Date Signature.

SinceaPN istransferable, when aPN istransferred to another party, thelatter becometheholder’.
Any person who becomesaparty to aNI should be capable of enteringinto avalid contract.

Personswho areincapableof enteringinto a contract

»  Minor: Asper Section 26 of theAct, aminor may draw, endorse, deliver and negotiateaNI so as
tobind al partiesexcept himsalf. Hedoes not incur any liability but other adult partiesdo remain
liable. He can be an endorsee or payee.

Aninsolvent personisnot competent to draw, make, accept or endorseaNI

A person of unsound mind cannot enter into acontract when heisinthat state. A personina
drunken state of mind cannot enter into avalid contract

» A company cannot incur liability under NI unless expressly or impliedly permitted by the
Memorandum of Association or Articleof Association. However it can beapayee or an endorsee.

> Asper Section 27, every person capabl e of binding himself or being bound, by aNI, may so bind
himself or be bound by aduly authorised agent actingin hisname.

> Asper Section 29, alegal Representative can deal with theNIsbelonging to the deceased, to the
same extent asthe deceased could have done. While signing hemust usewordsto indicatethat he
issigninginthe capacity of alegd representative, so asto avoid being held persondly responsible.

» Inthecaseof aHindu Undivided Family (HUF) (al so known as Joint Hindu Family), theKarta
(eldest member of thefamily) can bind thejoint family by executingaNI provideditisfor the
benefit of family. It should be noted that the other membersarenot liable personadly.
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Similaritiesand Differences between Bill of Exchangeand Cheque:

Similarities:

Three parties: Drawer, Drawee and Payee; Drawer and Payee may bethe same person;

Written and signed, should contain an unconditional order to pay acertain sum of money only;

Payee may endorsetheinstrument to another person.

Differences:

B/E

Cheques

Drawee may beanybody including abanker.

Draweeisawaysabanker

May be payable on demand or after theexpiry
of aspecified period.

Always payable on demand

3days graceareallowedtothedraweefor
making the payment in the case of bills payable
after theexpiry of the specified usance period.

Chequeisawayspayable on demand and so
thereisno question of 3 daysof gracefor
paymen.

If dishonoured, it should be noted and
protested for filing asuit.

A bank dishonoursachequedrawvnonit only
when thechequeisnot payablefor some
reasonslikefor want of balancein the account
of thedrawer and so it cannot be protested.

Stamp duty isapplicableon billspayable
after 90 days

Chequesbeing payable on demand stamp duty
isnot applicable

A PN or aBE cannot be crossed

A cheque can be crossed

Differences between aPN and a BE:

Promissory Note

Bill of Exchange

It containsapromiseto pay

It contains an Order to pay

Primary ligbilityisPN that
maker of the

Primary liability isthat of thedrawee. If thedraweefails,
theliability will fall onthedrawer.

A PN hasto be presented for payment
only (not for acceptance sincethe PN
isitsalf issued by the personwho

hasto pay).

A ‘demand’ BE hasto be presented for payment.

A ‘usance BE hasto befirst presented for acceptanceand
after acceptanceit hasto be presented to the acceptor for
payment on or before the due date
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Initialy therearetwo parties—the
maker (promissor) and the payee
(promisee). Maker and payee haveto
bedifferent persons.

Initialy therearethree parties—the maker whoisthe

drawer, the draweewho is ordered to pay and the

payee who hasto get the money. Thedrawer and the
payee may bethe same.

PN isdrawninasinglecopy of
operativeNI

NI Act providesBEsto bedrawvnin sets. (Oneof them
being satisfied, theother isautomaticaly nullified).

PN cannot be drawn conditionally

BE also cannot be drawn conditionally, but the acceptor/
endorser canmakeit conditiona by restricting the effect of
further endorsements.

If aPN isdishonoured, notice of
dishonour need not begiven.

If aBE isdishonoured, theholder hasto givenotice of
dishonour to al hisprior partiesagainst whom hedesires
totakeaction.

How todistinguish between a holder and aholder in duecour se?

Holder

Holder in duecour se

A holder may become the possessor of
aNI evenwithout consideration

A holder indue course acquiresthe possession of a
NI for consideration

A holder in due course becomesthe possessor payee
of the NI beforeit becomesdue

A holder in due course becomesthe possessor of the
insrumentin‘good fath’

A holder cannot get abetter titleto
the NI than thetransferor

A holder in due course can get abetter titlethan the
transferor

4.3 Crossngs

Specimen Of General Crossing ‘
Com
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Specmen of Special or Restnictive Crossing

A chegueiseither “open” or “crossed.” An open cheque can be presented by the payeeto the paying
banker and ispaid over the counter. A crossed cheque cannot be paid acrossthe counter but must be
collected through abanker.

A crossingisadirectionto the paying banker to pay the money generally to abanker or to aparticular
banker, and not to pay otherwise. The object of crossing isto secure payment to abanker sothat it
could betraced to the person recel ving theamount of the cheque. Crossing isadirection to the paying
banker that the cheque should be paid only to abanker or aspecified banker. To restrain negotiability,
addition of words*"Not Negotiable” or “ Account Payee Only” isnecessary. A crossed bearer cheque
can benegotiated by ddivery only but acrossed order cheque must have an endorsement aso. Crossing
provides security and protection to the hol der of the cheque.

Modes of Crossing (Sections 123-131A)
Therearetwo typesof crossings namely: (i) General and (i) Special Crossings.

In caseof genera crossing acheque bearsacrossitsfacean addition of two paralld transverselines
and/or the addition of thewords* and Co.” between them, or addition of “not negotiable’. As stated
earlier, whereachequeiscrossed generally, the paying banker will pay to any banker. Twotransverse
paralée linesareessentid for agenera crossing (Sections 123-126).

In case of general crossing, the holder or payee cannot get the payment over the counter of the bank
but through abank only. The addition of thewords*and Co.” do not have any significance but the
addition of thewords* not negotiable’ restrict the negotiability of the chequeandin caseof transfer, the
transfereewill not give abetter titlethan that of atransferor.

Where acheque bearsacrossitsface an addition of the name of abanker, either with or without the
words“not negotiable” that addition constitutesacrossing and the chequeis crossed specially and to
that banker. The paying banker will pay only to the banker whose name appears acrossthe cheque, or
tohiscollecting agent. Pardld transverselinesarenot essentid but thenameof thebanker istheinsignia
of aspecid crossing.

In caseof specid crossing, the paying, banker isto honour the cheque only whenit is presented through
the bank mentioned in the crossing or its agent bank.

Account Payee's Crossing: Such crossing does, in practice, restrict negotiability of acheque. It
directsthe collecting banker that the proceeds are to be credited only to the account of the payee, or
the party named, or hisagent. If the collecting banker creditsthe proceeds of acheque bearing such
crossing to any other account, hewill beliable to compensate thetrue ownersfor theloss sustained by
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him. Such crossing doesnot affect the paying banker, who isunder no duty to ascertain that the cheque
isinfact collected for the account of the person named as payee.

Not Negotiable Crossing:

A chegue may be crossed not negotiable by writing across the face of the cheque the words “Not
Negotiable” withintwo transverse pardlel linesin caseof agenera crossing or dong with the name of
abanker in case of aspecia crossing.

Section 130 of the Negotiable InstrumentsAct provides* A person taking acheque crossed generally
or specialy bearing in either case with the words* not negotiable” shall not have and shall not be
capableof giving, abetter titleto holder of the cheque than that which the person from whom hetook
it had”. The crossing of cheque“not negotiable” does not mean that it isnon-transferable. It only
deprivestheholder of the instrument theright of better titleto theinsturments.

The object of this Sectionisto afford protection to the drawer or holder of achequewhoisdesirousof
transmitting it to another person, as much protection as can reasonably be afforded to him against
dishonestly or actual miscarriagein the courseof transit. For example, acheque payableto bearer is
crossed generdly andismarked “ not negotiable’. It islost or stolen and comesinto the possession of
X whotakesitingoodfaith and givesvaluefor it, X collectsthe cheque through hisbank and paying
banker a so pays. Inthis case, both the paying and the coll ecting bankers are protected under Sections
128 and 131 respectively. But X cannot claim that heisahol der-in-due course which he could have
under thenormal circumstances claimed. Thereasonisthat chequeiscrossed “not negotiable” and
hencethetrueowner’s (holder’s) right supersedestherights of the holder-in-due-course. Since X
obtai ned the cheque from a person who had no titleto the cheque, X can claim no better title solely
becausethe chequewas crossed “ not negotiable” and not for any .other reason. Thus* not negotiable’
crossing not only protectstherightsof thetrue owner of the chequebut al so servesasawarning tothe
endorsees’ to enquirethoroughly beforetaking the cheque asthey may haveto be answerableto the
trueowner thereof if theendorser’stitleisfound to bedefective. “Not negotiable”’ crossing does not
restrictsthe negotiability of the cheque but in case of transfer; thetransferee will not get abetter title
than that of thetransferor.

A chegue crossed specially or generally bearing the words* not negotiabl e’ lacks negotiability and
thereforeisnot anegotiableinstrument in thetrue sense. It doesnot restrict transferability but restricts

negotiability only.
Asper Section 131, acollecting banker who ‘ingood faith” and ‘ without negligence’ collectsthe

proceeds of acheque crossed generdly or specialy to himsdlf on behdf of hiscustomer isnot liableto
thetrue owner of the chequeif thetile of the chequeisproved to be defective.

According to section 131-A, these sections are al so applicablein case of Bank drafts. Thusnot only
chequesbut bank drafts also may be crossed.

4.4 Endorsement

I ntroduction: A negotiableinstrument may betransferred by negotiation. Negotiation can be effected
by mereddiveryif theinstrument isabearer oneand by endorsement and delivery in caseitisan order
ingrument.
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Anorder instrument meansinstrument payabl e to aspecified person or to the order of that specified
person. If aninstrument payableto order istransferred without endorsement, it ismerely assigned and
theholder thereof isnot entitled to therights of aholder in due course.

M eaning of Endor sement: An endorsement isthe mode of negotiating anegotiableinstrument. A
negotiableinstrument payabl e otherwisethan to abearer can be negotiated only by endorsement and
ddivery. According to section 15 of theNI Act “whenthemaker or holder of anegotiableinstrument
signs the same, otherwise than as such marker for the purpose of negotiation on the back or face
thereof or on adlip of paper annexed thereto, heis said to have endorse the same and is called the
endorser. The person to whom theinstrument isendorsed iscall ed the endorsee.

“Theword endorsement is said to have been derived from Latin ‘en” means‘upon’ and ‘ dorsum'’
meaning ‘the back’. Thususually the endorsement isonthe back of theinstrument though it may be
evenonthefaceof it. Whereno spaceisleft on theinstrument, theendorsement may bemadeonadip
of paper attached toit. Thisattached dip of paperiscaled‘ Allonge' .

Who may endor se?

The payee of aninstrument istherightful personto makethefirst endorsement. Thereafter the
instrument may be endorsed by any person who has becomethe holder of theinstrument. The maker
or the drawer cannot endorse theinstrument but if any of them has becomethe hol der thereof he
may endorsetheinstrument (Section 51). Themaker or drawer cannot endorse or negotiate an
instrument unlessheisinlawful possession of instrument or isthe holder there of. A payeeor
indorsee cannot endorse or negotiate unlessheisthe holder thereof.

Essentialsof aValid Endor sement: In order to operate as mode of negotiation an endorsement
must comply withthefollowing conditions, namely:

> Itmust bewritten on theinstrument itself and be signed by theendorser. Thesimple signature of
the endorser, without additional words, issufficient. An endorsement written onan allongeis
deemed to bewritten ontheinstrument itsalf.

» Theendorsement must be of the entire instrument. A partial endorsement, that isto say, an
endorsement, which purportsto transfer to the endorsee apart only of the amount payable, or
which purportsto transfer the instrument to two or more endorseesseverdly (i.e. separately),
does not operate asanegotiation of theinstrument.

» Whereanegotiableinstrument ispayableto the order of two or more payees or endorseeswho
arenot partners, al must endorse unlessthe one endorsee has authority to endorsefor the others.

»  Whereanegotiableinstrument ispayableto order and the payee or endorseeiswrongly designated
or hisnameiswrongly spelled, he should sign theinstrument in the same manner asgiveninthe
instrument. Though, hemay add, if hethinksfit, hisproper signature.

> Wheretherearetwo or more endorsementson an instrument, each endorsement is deemed to
have been madein the order in which it appearson theinstrument, until contrary isprovided.
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»  Anendorsement may beeither an endorsement in blank or specia endorsement. It may aso be
restrictiveendorsement.

Typesof Endor sement
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AccordingtotheN.I. Act, 1881 endorsement may beof any of thefollowing types:
Endorsement in blank or general endorsement.
Endorsement infull or special endorsement.
Restrictive endorsement.

Partid endorsement.
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Conditiona endorsement.

Endor sement in Blank or General Endor sement: In case of an endorsement in blank, the payee or
endorser does not specify an endorsee and he simply signshisname (Section 16 of NI Act).

Endorsement in Full or Special Endor sement: When the payee or endorser specifiesthepersonto
whom or to whose order theinstrument isto be paid, theendorsement is called special endorsement or
endorsement infull. The specified personi.e. the endorsee then becomesthe payee of the instrument.

Restrictive Endor sement: Anendorsement isrestrictivewhenit prohibitsfurther negotiation of a
negotiableinstrument. Sec. 50 of the NI Act 1881states:” The endorsement may, by expresswords,
excludetheright to negotiate or may constitute the endorsee an agent to endorsetheinstrument or to
receiveitscontentsfor theendorser or for some other specified person.”

For example, if B endorses an instrument payable to bearer asfollows, theright of C to further
negotiateisexcluded

> Paythecontentsto C only
» Pay Cformyuse

Partial Endor sement: If only apart of theamount of theinstrument isendorsed, itisacase of partia
endorsement. An endorsement which purportsto transfer to the endorsee only apart of the amount
payable, or which purportsto transfer theinstrument to two or more endorsees severaly, isnot valid.
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Conditional Endor sement: If the endorser of a negotiable instrument, by expresswordsin the
endorsement, makeshisliability or theright of theendorseeto recel ve theamount duethereon, dependent
on the happening of aspecified event, although such event may never happen, such endorsement is
caled aconditional endorsement (Section 52 of NI Act).

Suchan endorser getsthefollowingrights:

Hemay makehisliability on theinstrument conditiona on the happening of aparticular event. Hewill
not beliableto the subsequent holder if the specified event does not take place. For example, “pay C
if hereturnsfrom London”. Thus C gets the right to receive payment only on the happening of a
particular event, i.e. if hereturnsfrom London.

Effectsof endorsement: Thelega effect of negotiation by endorsement and delivery is:

(i) Totransfer property intheinstrument from the endorser to the endorsee.

(i) Tovestinthelatter theright of further negotiation, and

(i) Arighttosueontheinstrument in hisownnameagains dl theother previousparties(Section 50).
Cancellation of endor sement:

When theholder of anegotiableinstrument, without the consent of the endorser destroysor impairsthe
endorser’sremedy against prior party, theendorser isdischarged fromliability to theholder tothesame
extent asif theinstrument had been paid at maturity (Section 40).

4.5 Dishonour, Noting & Protesting of BE

DISHONOUR OFANEGOTIABLE INSTRUMENT

When anegotiableinstrument is dishonoured, the holder must give anotice of dishonour to al the
previouspartiesin order to makethem liable. A negotiableinstrument can be dishonoured either by non
acceptance or by non-payment. A chegque and apromissory note can only be dishonoured by non-
payment but abill of exchange can be dishonoured either by non-acceptance or by non-payment.

Dishonour by non-acceptance (Section 91)
A bill of exchange can bedishonoured by non-acceptanceinthefollowingways.

1. Ifabill ispresented tothedraweefor acceptance and he does not accept it within 48 hoursfrom
thetime of presentment for acceptanceit istreated asdishonoured. When there areseverd drawees
evenif oneof them makesadefault in acceptance, thebill isdeemed to be dishonoured unless
these severa draweesare partners. Ordinarily when there are anumber of draweesall of them
must accept the same, but when the drawees are partners, acceptance by one of them means
acceptanceby dl.

2. Whenthedraweeisafictitiouspersonor if he cannot betraced after reasonable search, thewill is
treated asdishonoured.
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3. Whenthedraweeisincompetent to contract, thebill istreated as dishonoured.

4.  Whenabill isaccepted with aqualified acceptance, the holder may treat the bill of exchangeas
dishonoured.

5.  Whenthedraweehaseither becomeinsolvent or isdead.

6. When presentment for acceptanceisexcused and thebill isnot accepted. Whereadraweein case
of needisnamedinabill or inany indorsement thereon, thebill isnot dishonoured until it hasbeen
dishonoured by such drawee.

Dishonour by non-payment (Section 92)

A bill after being accepted hasto be presented for payment on the date of itsmaturity. If the acceptor
failsto make payment whenitisdue, thebill isdishonoured by non-payment. In the case of apromissory
noteif themaker failsto make payment on the due datethe noteis dishonoured by non-payment. A
chequeisdishonoured by non-payment as soon as abanker refusesto pay.

Aninstrument isalso dishonoured by non-payment when presentment for payment isexcused and the
instrument when dueremainsunpaid (Sec 76).

Effect of dishonour: When anegotiableinstrument isdishonoured either by non acceptance or by
non-payment, the other partiesthereto can be charged with liability. For example, if the acceptor of a
bill dishonoursthebill, the holder may bring an action against the drawer and theindorsers. Thereisa
duty cast upon the holder towards thosewhom hewantsto makeliableto give notice of dishonour to
them.

Noticeof dishonour : Noticeof dishonour meanstheactud natification of thedishonour of theinstrument
by non-acceptance or by non-payment. When anegotiableinstrument i s refused acceptance or payment
notice of suchrefusal mustimmediately begiven to partiesto whom the holder wishesto makeliable.
Failureto givenaticeof the dishonour by the holder would dischargedl parties other than themaker or
the acceptor (Sec. 93).

Notice by whom: Where anegotiableinstrument isdishonoured either by non- acceptance or by non-
payment, the holder of the instrument or some party to it whoisliablethereon must give anotice of
dishonour to all the prior partieswhom hewantsto makeliable on theinstrument (Section 93). The
agent of any such party may a so be given noticeof dishonour. A noticegiven by astranger isnot valid.
Each party receiving notice of dishonour must, in order to render any prior party liable give notice of
dishonour to such party within areasonabletime after he hasreceivedit. (Section 95)

When aninstrument i s deposited with an agent for presentment and i s dishonoured, he may either
himsdf givenaticetothe partiesliableon theinstrument or hemay givenoticeto hisprincipd. If hegives
noticeto hisprincipal, hemust do so within the sametimeasif heweretheholder. The principal, too,
inhisturn hasthe sametimefor giving notice asif the agent isan independent hol der. (Section 96)

Noticeto whom? Noticeof dishonour must begivento al partiesto whom the holder seeksto make
liable. No notice need be given to amaker, acceptor or drawee, who isthe principal debtors (Section
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93). Notice of dishonour may be given to an endorser. Notice of dishonour may be givento aduly
authorised agent of the person to whomit isrequired to be given. In case of the death of such aperson,
it may begivento hislega representative. Where he has been declared insolvent the notice may be
givento himor to hisofficial assignee (Section 94). Whereaparty entitled to anotice of dishonour is
dead, and noticeisgivento himinignoranceof hisdeath, itissufficient (Section 97).

Modeof notice: Thenotice of dishonour may beoral or written or partly oral and partly written. It
may be sent by post. It may bein any form but it must inform the party towhom itisgiveneitherin
expresstermsor by reasonabl e intendment that the instrument has been dishonoured and inwhat way
it has been dishonoured and that the person served with the noticewill beheld liablethereon.

What isreasonabletime? It isnot possibleto lay down any hard and fast rulefor determining what
isreasonabletime. In determining what reasonabletimeis, regard shall be had to the nature of the
instrument, theusua coursethe dealingswith respect to smilar instrument, the distance between the
partiesand the nature of communi cation between them. In ca cul ating reasonabletime, public holidays
shall beexcluded (Section 105).

Section 106 laysdown two different rulesfor determining reasonabletimein connection with thenotice
of dishonour (a) when the holder and the party to whom notice is due carry on businessor livein
different places, (b) when the partieslive or carry on businessin the same place. Inthefirst casethe
notice of dishonour must be dispatched by the next post or on the day next after the day of dishonour.
In the second case the notice of dishonour should reach itsdestination on the day next after dishonour.

Placeof notice: The placeof businessor (in case such party has no place of business) at theresidence
of theparty for whomitisintended, isthe placewherethenoticeisto given. If thepersonwhoistogive
the notice does not know the address of the person to whom the noticeisto be given, he must make
reasonable effortsto find the latter’s address. But if the party entitled to the notice cannot after due
search befound, notice of dishonour isdispensed with.

Dutiesof theholder upon dishonour

(1) Noticeof dishonour. When apromissory note, bill of exchangeor chequeisdishonoured by
non-acceptance or non-payment the hol der must give notice of dishonour to al the partiesto the
instrument whom he seeksto make liablethereon. (Sec. 93)

(2) Notingand protesting. When apromissory note or bill of exchange has been dishonoured by
non-acceptance or non-payment, the holder may cause such dishonour to be noted by anotary
public upon theinstrument or upon apaper attached thereto or partly upon each (Section 99). The
holder may a so within areasonabletime of the dishonour of the noteor bill, get theinstrument
protested by notary public (Section 100).

(3) Suit for money. After theformality of noting and protesting isgonethrough, the holder may bring
asuit against the partiesliablefor the recovery of the amount due ontheinstrument.

I nstrument acquired after dishonour : Theholder for value of anegotiableinstrument asaruleisnot
affected by thedefect of titlein histransferor. But thisruleis subject to two important exceptions (i)
when the holder acquiresit after maturity and (i) when he acquiresit with notice of dishonour. The
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holder of anegotiableinstrument who acquired it after dishonour, whether by non-acceptance or non-
payment, with noticethereof, or after maturity, hasonly, asagainst the other parties, therightsthereon
of histransfer (Section 59).

As per Section 138, aperson who issues acheque which isunpaid by the bank for want of funds/
arrangement inthe account is deemed to commit an offence and may be puni shed with imprisonment
andfine.

Section 138: Dishonour of chequefor insufficiency, of fundsin theaccount: Whereany cheque
drawn by a person on an account maintained by him with abanker for payment of any amount of
money to another person from out of that account for the discharge, in wholeor in part, of any debt or
other liability, isreturned by the bank unpaid, either because of the amount of money standing to the
credit of that account isinsufficient to honour the cheque or that it exceedsthe amount arranged to be
paid from that account by an agreement made with that bank, such person shall be deemed to have
committed an offenceand shall, without prejudiceto any other provision of thisAct, be punished with
imprisonment for aterm which may extend to one year, or with fine which may extend to twicethe
amount of thecheque, or with both: Theabove shal apply if thefollowing condition arefulfilled.

»  The chegue has been presented to the bank within a period of three months from the date on
whichitisdrawn or within the period of itsvaidity, whichever isearlier;

»  Thepayeeor the holder in due course of the cheque asthe case may be, makesademand for the
payment of the said amount of money by giving anotice, inwriting, to thedrawer of thecheque,
within fifteen daysof therece pt of information by him from the bank regarding thereturn of the
chequeasunpaid; and

»  Thedrawer of such chequefailsto makethe payment of the said amount of money to the payeeor,
asthe case may be, to the holder in due course of the cheque, within fifteen days of the receipt of
thesaid notice.

> “Debt or other liability” meansalegally enforceable debt or other liability.
NOTINGAND PROTESTING

When anegotiableinstrument isdishonoured the holder may suehisprior parties i.e. thedrawer and
the indorsers after he has given anotice of dishonour to them. The holder may need an authentic
evidence of thefact that anegotiableinstrument has been dishonoured. When achequeisdishonoured
general 1y the bank who refuses payment returns back the cheque giving reasonsin writing for the
dishonour of the cheque. Sections 99 and 100 provide convenient methods of authenti cating thefact of
dishonour of abill of exchangeand apromissory note by meansof ‘ noting’ and ‘ protest’.

Noting

Assoonasabill of exchangeor apromissory noteisdishonoured, thehol der can after givingthe parties
duenaticeof dishonour, suethe partiesliablethereon. Section 99 providesamodeof authenticating the
fact of thebill having been dishonoured. Such modeis by noting theinstrument. Notingisaminute
recorded by anotary public on the dishonoured instrument or on apaper attached to such instrument.
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When abill isto be noted, the bill istaken to anotary public who presentsit again for acceptance or
payment asthe case may beand if the drawee or acceptor still refusesto accept or pay thebill, thebill
isnoted as stated above.

Noting should specify in theinstrument, (a) thefact of dishonour, (b) the date of dishonour, (c) the
reason for such dishonour, if any (d) the notary’ scharges, (€) areferenceto the notary’sregister and (f)
thenotary’sinitids.

Noting should be made by the notary within areasonabletimeafter dishonour. Noting and protestingis
not compulsory but foreign billsmust be protested for dishonour when such protest isrequired by the
law of the placewherethey aredrawn. Cheques do not require noting and protesting. Noting by itself
hasnolegd effect. Still it hassomeadvantages. If noting isdone within areasonabletime protest may
bedrawnlater on. Noting without protest is sufficient to allow abill to be accepted for honour.

Protest

Protestisaformal certificate of the notary public attesting the dishonour of thebill by non-acceptance
or by non-payment. After noting, the next step for notary isto draw acertificate of protest, whichisa
formal declaration onthebill or acopy thereof. Thechief advantage of protest isthat the court on proof
of the protest shal presumethefact of dishonour. Besidesthe protest for non-acceptance and for non-
payment theholder may protest thebill for better security. WWhen the acceptor of abill becomesinsolvent
or suspends payment before the date of maturity, or when he abscondsthe holder may protestitin
order to obtain better security for the amount due. For thispurposethe holder may employ anotary
publicto make the demand on theacceptor and if refused, protest may be made. Notice of protest may
begivento prior parties. When promissory notes and bills of exchange arerequired to be protested,
notice of protest must be given instead of notice of dishonour (Section 102). Inland billsmay or may
not be protested. But foreign billsmust be protested for di shonour when such protest isrequired by the
law of the placewherethey aredrawn (Sec. 104).

Whereabill isrequired to beprotested under theAct withinaspecifiedtime, itissufficient if itis* noted
for protest’ withinsuch time. Theformal protest may be given at any time after the noting (Section
104A)

Contentsof protest
Section 101 of theAct lays down the contents of aregular and perfect protest which areasfollows:

1. Theinstrumentitself or alitera transcript of theinstrument; and of everything written or printed
thereupon.

2. Thenameof the person for whom and against whom theinstrument has been protested.

3. Thefact of and reasons for dishonour i.e. a statement that payment or acceptance or better
security, asthe case may be, has been demanded of such person by the notary public from the
person concerned and herefused to giveit or did not answer or that he could not befound.

4. Thetimeand place of demand and dishonour.

Thesignature of the notary public.
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4.6 Liabilitiesof Parties

Theprovisonsregardingtheliability of partiesto negotiableinstrumentsarelaid downin Sections30to
32 and 35t0 42 of the Negotiable InstrumentsAct. Theseprovisionsareasfollows:

Liability of Drawer (Section 30):

Thedrawer of abill of exchange or chegqueisbound, in case of dishonour by the drawee or acceptor
thereof, to compensate the holder, provided due notice of dishonour hasbeen givento or received by
thedrawer. The nature of drawer’sliability isthat by drawing abill, he undertakesthat

(i) onduepresentation, it shall beaccepted and paid accordingtoitstenor, and

(i) Incaseof dishonour, hewill compensatethe holder or any endorser, provided notice of dishonour
hasbeenduly given.

However, in case of accommodation bill no notice of dishonour tothedrawer isrequired. Theliability
of adrawer of abill of exchangeis secondary and arisesonly on default of the drawee, whoisprimarily
liableto make payment of the negotiableinstrument.

Liability of the Drawee of Cheque (Section 31):

Thedrawee of acheque having sufficient funds of the drawer in hishands properly applicableto the
payment of such cheque must pay the cheque when duly required to do so and, or in default of such
payment, he shall compensatethe drawer for any loss or damage caused by such default. The banker,
therefore, isbound to pay the cheque of the drawer, i.e., customer, if thefollowing conditionsare
idied:

() Thebanker hassufficient fundsto the credit of customer’saccount.

(i) Thefundsare properly applicableto the payment of such cheque, e.g., the funds are legally
availablefor the payment of the cheque.

(i) Thechequeisduly presented during banking hoursand on or after thedateonwhichitismade
payable. If thebanker isunjustified inrefusing to honour the cheque of itscustomer, it shall be
ligblefor damages.

Liability of “Maker” of Noteand *’ Acceptor’ of Bill (Section 32)

In the absence of acontract to the contrary, the maker of apromissory note and the acceptor before
maturity of abill of exchangearebound to pay theamount thereof at maturity, according to the apparent
tenor of the note or acceptance respectively. The acceptor of abill of exchangeat or after maturity is
bound to pay the amount thereof to the holder on demand:

It followsthat theliability of the acceptor of abill correspondsto that of the maker of anoteandis
absol uteand unconditional but theliability under this Section issubject to the contract to the contrary
(e.g., asinthe case of accommodation bills) and may beexcluded or modified by acontrary agreement.
Further, the payment must be made to the party named in the instrument and not to any-one el se, and
it must bemade at maturity and not before.
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Liability of endorser (Section 35)

Every endorser incursliability to the partiesthat are subsequent to him. Whoever endorsesand delivers
anegatiableinstrument before maturity isbound thereby to every subsequent holder in caseof dishonour
of theinstrument by the drawee, acceptor or maker, to compensate such holder of any lossor damage
caused to him by such dishonour provided (i) thereisno contract to the contrary; (ii) he (endorser) has
not expresdy excluded, limited or made conditional hisown liability; and (iii) duenoticeof dishonour
has been given to, or received by, such endorser. Every endorser after dishonour, isliable uponthe
instrument asif it ispayableon demand. Heisbound by hisendorsement notwithstanding any previous
ateration of theingtrument. (Section 88)

Liability of Prior Parties(Section 36)

Every prior party to anegotiableinstrument isliablethereonto aholder in due courseuntil theinstrument
isduly satisfied. Prior partiesmay include the maker or drawer, the acceptor and all theintervening
endorsersto anegotiableinstrument. Theliability of the prior partiesto aholder in duecourseisjoint
and severa. Theholder in duecourse may hold any or all prior partiesliablefor the amount of the
dishonoured instrument.

Liability interse

Various partiesto anegotiableinstrument who areliabl e thereon stand on adifferent footing with
respect to thenature of liability of each one of them.

Liability of Acceptor of Forged Endor sement (Section 41)

An acceptor of abill of exchange aready endorsed isnot relieved from liability by reason that such
endorsement isforged, if he knew or had reason to believe the endorsement to be forged when he

accepted thehill.
Acceptor’sLiability on aBill drawn in aFictitiousName

An acceptor of abill of exchange drawn in afictitious name and payabl eto the drawer’s order isnot,
by reason that such nameisfictitious, relieved from liability to any holder In due course claiming under
an endorsement by the same hand asthe drawer’ ssignature, and purporting to be madeby the drawer.

4.7 Summary

A Negotiableinstrument means
» A promissory note

Bill of exchangeor
Cheque

Either to order or bearer.

YV V V VY

Negotiableinstrumentscan be
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Payableto Order
Payableto Bearer
Payableto Joint payee

YV V V VY

Negotiableinstruments are regulated by the Negotiable instrumentsAct whichwas passed in
1881.

»  Promissory noteisaninstrument inwriting containing an unconditiona undertaking signed by the
maker to pay acertain sum of money only to or to theorder of acertain person or to the bearer
of theinstrument.

> Bill of Exchangeisaninstrument inwriting, containing an unconditional order signed by the maker
directing acertain personto pay acertain sum of money only to or to the order of acertain person
or tothebearer of theinstrument.

» Chequeisabill of exchange drawn on a specified banker and not expressed to be payable
otherwisethan on demand and it includesthe e ectronicimage of atruncated chequeand acheque
intheeectronicform

Charecterigticsof Negotiableinstrument are:

Ingtrument inwriting

Unconditionda order / promise

A chequeisdrawn on aspecific banker

The promiseor acceptanceto pay isfor payment of money and money only
Certainty of thesum

Payableto order or bearer

Payee must beacertain person

Déivery of theinstrument

Currency note

Tranderability

YV V. V VYV V V ¥V V V VY V

Confersabsoluteand good title onthetransferee
Partiesto Negotiable Instruments:
>  Bill of Exchange are Drawer, Drawee, Acceptor, Payee, Endorser, Endorsee & Holder

»  Partiesto aPromissory Noteare maker, Payee & Holder
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Partiesto aCheque are Drawer, Drawee & Payee

Therearetype of crossing of cheques—Genera and Special. Crossing providesaprotection and
safeguard to the owner of the cheque as by securing payment through abanker it can beeasily
detected towhose usethemoney isreceived. A cheque can be crossed by the hol der, drawer and
the Banker.

Negotiation of aninstrument isaprocess by which theownership of theinstrument istransferred
by one person to another. There are two methods of negotiation: by mere delivery and by
endorsement. Initslitera sense, theterm‘indorsement’ meanswriting on aninstrument butinits
technical sense, under the NegotiableInstrument Act, it meansthewriting of aperson’snameon
theface or back of anegotiableinstrument or on adip of paper annexed thereto, for the purpose
of negotiation.

A bill may be dishonoured by non-acceptance (since only billsrequire acceptance) or by non-
payment, whileapromissory note and cheque may be dishonoured by non-payment only. Noting
means recording of thefact of dishonour by anctary public onthebill or paper or both partly.
Protest isaforma notarid certificate attesting the dishonour of thebill.

Theterm* discharge’ inrelation to negotiableinstrument isused intwo senses, viz., (a) discharge
of oneor more partiesfrom liability thereon, and (b) discharge of theinstrument. When aperson
signs anegotiabl e instrument as maker, drawer, endorser or some other capacity, the person
becomes contractually liable ontheinstrument (i.e., to pay). Liability a so arisesfrom improper
transfer or presentment of an instrument, negligence in instrument issuance, alteration, or
endorsement, improper payment or conversion.

4.8 Practice Questions

l.
1.
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Choosethecorrect option:

The purpose of accommodation bill is:

a)  Tofinanceactua purchaseor saleof goods

b) Tofadlitatetradetransmisson

c)  Whenany oneor both partiesarein need of funds
d) Noneof these

If thedue dateisapublic holiday, what will bethe due date of the PN or BE :
a  FollowingBusinessday

b)  PrecedingBusinessday

¢) Thesameday only

d  Onemonthlaer
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A chegueissued by abranch of abank against consideration received isknown as

ad  Drawing Cheque

b) Banker’'scheque

c)  Clearingcheque

According to Negotiable Instrument Act, 1881, all of thefollowing aretypes of the cheque,
EXCEPT:

a  Bearer Cheques

b)  Pay Order cheques

c)  Crossed Cheques

d) Blank Cheques

Dishonour of achequedueto *insufficient fund’ ispunishableunder which section of NI Act?
a Secl128

b) Sec13l

C) Sec138

d)  Notpunishable

Endorsementinblankis

a  writingnothing onthecheque

b)  signing by the holder onthecheque
c)  netherof them

d) bothof them

If achegqueisdrawn ‘ Payableto Ramesh Vermaonly’, it means
ad  RameshVermacannot further negotiateor transfer the chequeto ancther person by ddlivery

b) Ramesh Verma can further negotiate or transfer the cheque to another person by
endorsement & delivery

C) Chegue can be paid to Ramesh Vermaonly
d)  Noneof these

InaPN / BE/ cheque, theendorsersare

a  princpas

b)  sureties

c)  nether of theabove
d) both
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Mr. Guptaissued achequeinfavor of acharitabletrust for donation. Here, Trustis

a Holder

b)  Holderinduecourse

c) Bothof theabove

d) Noneof theabove

Which of thefollowingistruewhenwords‘ Not Negotiabl€ areincludedinagenerdly or specialy

crossed cheque?

a  Chequebecomesnon-transferable.

b)  Chequecan befurther transferred but the transferee cannot get the better title than the
transferor.

¢)  Anopenor uncrossed chequewith thewords* Not Negotiable' hassimilar effect.

d) Noneof these.

Which of thefollowingsisnot thefestureof Negotiable Instrument?

a) Itistransferableby meredelivery if payableto bearer.

b) Itistransferableby endorsement & delivery if payableto order.

c) Bothof theabove

d) Noneof theabove

Answers, 1-c¢,2-b,3-b,4—-b,5-¢c,6-b,7-¢c,8-¢,9-¢c,10—4a 11 —c,
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Fill intheblanks:

1.

2
3
4.
5

o

A PN payableby instalIments, graceperiod of __ daysisallowed.
Inacheque, thereisno grace period asthechequeis instrument.

Stamp duty isapplicableon billspayablesafter  days.

Abill of exchangeisa order to pay.
The bill has to be to the payee to make it an effective BE/
cheque.

Maker of theBE / Chequeiscalledthe

Wherethe draweeisincompetent to contract, or the acceptanceisqualified, the BE may
betreated as
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Answers. 1- 3, 2—demand, 3—90 days, 4 —unconditional, 5—delivered, 6—drawee,

7 —dishonoured

Answer indetail:

1.  Whatisnegotiableinstrument?

2. What does“Endorsement in Blank” means?

3. Whatispaymentinduecourse?

4.  Comparethe characteristicsof Billsof Exchangeand Promissory note?

5.  Explanthedifference between Demand and Usance Promissory Note?

6.  Explainhow to distinguish between aholder and aholder in due course?

7. Explanwhatisprotest?

8.  Explainthepartiesto the Promissory noteand cheque?

9.  Whatisthenoticeof dishonour?

10. Explainwhatisthenotingand protest?

11. What arethetypesof endorsementsavailableasper NI act?

12. Explainbriefly thenoting and protesting processof aBE?

13. What isSurety ship?

Activities:

1.  Prepareachart showingthedifferent negotiableinstrument?

2.  Explantheclassthedifferent waysacheque can be crossed and it implications?

3.  Prepareachart showingthecharacterigtics, differencesand usageof Bill Payable, cheque
and Promissory Note?

4.  Carryoutaroleplay onthe partiesinvolved in Bills of Exchange, Promissory note and

cheque?

*kkk*k
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Business Communication
Unit-5
L earning Objective

We, asindividuas, communicate 70% of our time, an organization communicates90% of itsworking
time. Theimportanceand role of communicationinan organization can- beseen asajob of bringing dl
aspectsof thebus nesstogether- employees, superiors, suppliers, cusomers, public, etc.
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Henceitisessentid to understand theimportance of Effective Communication.
Communicationisaprocessof exchanging information, idess, thoughts, fedingsand emotionsthrough
speech, signals, writing, or behavior. In communication process, asender (encoder) encodesamessage
and then using amedium/channel sendsit to thereceiver (decoder) who decodesthe message and after
processing information, sends back appropriate feedback/reply using amedium/channd.

Relevant Knowledge

Communicationisasoaprofessiona and socid need of anindividual.
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Wor kplace Communication

Itisof paramount importanceto any organization. Effectiveor ineffective Communication at aworkplace,
very often, marksthe difference between successand failure.

What mattersisHOW you say it not alone WHAT you say. Body language, Gesturesandtoneplay a
mg or rolein communication.

As the quote states “ Actions speak louder than words’

Under standing the Communication Process Relevant Knowledge

People communi catewith each other in anumber of waysthat depend upon’ themessageand its
contextinwhichitisbeng sent.

Choi ce of communi cation channel and your style of communi cating also affect communication. So,
thereisvariety of typesof communication. .

Types of communi cation based on the communi cation channelsused are:

1. Verbd Communication

2. Nonverbd Communication

Fundamentalsof Effective Communication: The7 C'sof Communication are:
Correct, Courteous, Clear, Concise, Consideration, Concreteand Compl ete
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When communicationisincompleteitisin effective.

Under standing Communication with I nternal and External Customers

Communicationwithinan organizationiscaled“ Internal Communication”.

Itincludesal communicationwithin an organization. It may beformal or aninforma communication.
Effective internal communication isavita means of addressing organizational concerns. Good
communication may help to increase job satisfaction, safety, productivity, and profits and decrease
grievancesand turnover.
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External Communication

Communicationwith peoplecompany iscdled*externa communication’. Supervisorscommunicate
with sources outs de the organi zation, such asvendorsand customers.

Both Internal and External Communication are equally important.
« Improvesprofitsand profitability

« HoldsEmployees Together

o Buildsmutual trust and Harmoniousworkplacerd ations

» Bindsour Customerswith us

« IncreasesProduct Quality

o Increases Service Qudity

e Increases Team Spirit

 IncreasesConfidence

116



Banking
o Increases Respect for Top Management
o Increases Workplace Discipline (read- obedience)
o IncreasesJob Satisfaction
Assignment : RolePlay

Divide studentsinto 4 groups of 10 each. The students haveto prepare aRole play on the scenario
“My day a theMall” whileusing verbal and non verbal communication (All components example:
Words, tone, gestures postures and body |anguage)

Ty | R S—— W + charrkelders

Assessment
Answer thefollowing questions

(Useadditional sheetsof paper if necessary)
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A Fill intheblanks

1. Communicationwithinanorganizationiscaled

2. Both and

Communication areequaly important.

3. What mattersis you ~ay it not lone———you say.

4. Typesof communication based on the communication channel sused are and
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B. Satewhether trueor false
1. Bodylanguageplaysavery minor rolein communication.
2. Choiceof communication channel and your style of communicating a so affect communication.

Checklist for Assessment Activity

Usethefollowing checklist to seeif you' ve met al therequirementsfor assessment.

Exercise

Mty

1. Differentiatebetween’ Verba and Non Verbal communication.

Part A

2. Differentiatebetween Interna and Externa Communication.
Part B
1. WhatisCommunication?What arethe C'sof communication?

The performance Standard covered by the assessment includesthefollowing, but not limited to:

Performance Standards y N
€ 0
5

Abletounderstand the

communi cati on process
withinterna and externa
customers
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Under standingtheOrganisational Culture
Relevant Knowledge

Organizational Cultureisacollectivebehaviour of humansthat areapart of an organization.

: i

Itisalsoformed by thevalues, visions, or practicesfollowed by the organization. It isthe pattern of
such collective behaviour of the empl oyees. These practi ces aretaught and are supposed to be adopted
by new membersof the organization.

Organizationa cultureaffectstheway people and groupsinteract with each other. Thiscould bewith
clients, with associated partnersor internally asan organi zation.

Every company hasits*own uniqueculture’. Theorganizationa culture may a so have negativeand
positive aspects.

Organizational cultureistaught to the person as cultureistaught by parentsto children. Therefore
people applying for ajob are selected depending upon their capability and ability to match their
“persondlity toacompany’sculture’ andfitintoit.
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o Cultureisshared by dl intheorganization
o  Culture hdpsmemberssolve problems
o  Cultureistaught to newcomers
o  Culturedronglyinfluencesbehaviour
STEPSTO PRACTICINGHEALTHY ORGANIZATIONAL CULTURE
A variety of characteristicsdescribeahedthy culture:
«  Acceptance and appreciation of others
o Diversty
o Teamspirit :
o Fartreatment of each employee
o  Respect for each employee's contribution
«  Equd opportunity for each employee
« Effectivecommunicationamongal employees
o A senseof directionand purpose
o Abilitytocompetefarly intheorganization
o Innovationand customer service

o Willingnesstolearn

Examplesof Unhedthy Organization Culture:
o Uncooperative

o Aggressvestylesof communication
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e Inequity
o Bia
o Nosenseof visonormisson
o  Norespect for others contribution at work

Understanding the importance of organizational culture:

Themost important building blocksfor ahighly successful organization and an extraordinary work-
placeis*“organizationd culture.”

We defineorganizationa cultureasthe shared values, beliefsand practi cesin organi zations. Organiza-
tional cultureistheway peopl e behavein an organi zation when no oneislooking. Why should wethink
about this? How doesthisimpact peopleinan organi zation? It isvery important because what happens
inthe day-to-day life of organizations and employeesisculture. Cultureiseverywhereand affects
everyoneintheorganization. It directly impactswhat happensor does not happen in organizations.

Under standingtheOrganisational Culture
Assignment:

1. Visit2retal stores. Identify and comparethe culture of thetwo stores.

Name Customer Friendly Effident Team
of the Service Soirit
store

2. VistaKiranashop andidentify thedifferenceinthe culturefromtheretal Store.
Assessment
Answer thefollowing questions

(Useadditional sheetsof paper if necessary)

1. Acceptanceand appreciation of othersdescribes............ccceueneee. culture.

2. Abilitytocompete............... intheorganization, isastepto practicing ..........cceeeeee. Orga-
nizetiond culture

3. Culturehelpsmembers.........ccccovveeenne. problems.

4. Every company hasits........cccceverennene culture’.
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UNDERSTANDING ORGANISATIONAL CULTURE:
Session-3
Under standingtheOrganisational Culture
Under standing Qualitiesand of Team Members
Checklist for Assessment Activity
Usethefollowing checklist to seeif you' ve met al the requirementsfor assessment. Part A
1. Differentiated between practicing healthy and unhedthy organizationd culture.

2. Differentiated between Fair treatment of each employee and Respect for each employee’s
contribution.

Part B

1. Whaisorganizationd Culture?

2.  What arethecharacteristics of organizationa culture?
Performancestandards

The performance Standard covered by the assessment includesthefollowing, but not limited to:

Performance Standards y N
€ 0
5
Ableto understandthe
organisation culture
Session-4

Under standing Qualitiesand Role of Team Member s

Relevant Knowledge

What isateam? A teamisacollection of asmall number of peoplewith skillsthat complement each
other. These peopleare collectively committed to acommon purpose.

Most organizationsaremade up of different typesof teams.

Example- Production team, Sales- Team Why Have Teams Become So Popular?
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Thereasonsteams have become so popul ar are

Teamwork Dividesthe Task and M ultipliesthe Success.

Session: 4

Understanding Qualitiesand Role of Team Members

Tdent winsgames, but teamwork and intelligencewins championships.

Many handsmakeswork light.

Teams perform better than individuals. (M ore peoplewith diverse strengths) .
Anemployee'stalent isused better in teams. ( tasks are assigned according to capability)
Teamsaremoreflexible. (collective opinionand decisions)

Teamsare an effectiveway to increase motivation and output.

x\wV

."h-:h'lil

rJ.,_l_

Tipsfor Team Building:

Clear Expectations- Vison/Mission Commitment - dedication -

Service- asvaluableto Organization & Competence
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Capability - Knowledge

Charter - agreement - Assigned areaof responsibility

Control - Freedom & Limitations Collaboration - Team work and working together

Communi cation- Effective Cregtive- Innovation .

Conseguences- Accountablefor rewards Coordination - Delegation

Culturd Change

Qualitiesof agood team member :

Peopleskills(good listener, good communicator, self motivated)

Persona characteristics (good sense of humour, participative, cooperative, meetscommitments)

Role of aTeam member whileworking in teams:

a
b)

o)

Takerespons hility for task assigned( never blame othersfor incompletework)
Respect thework and opinions of others

Allow equd participationfrom al membersof theteam.

Take action when required and hel p other team members

Clarity while Giving and Taking ingtructions (asking questionsto make surethat theinstruction
has been understood correctly)

Whenindoubt, ask; if not, ask anyway. It’simportant to ensure that you have understood
everything theway meant and nothing else

Understanding proper Esca ation (if unableto solveaparticular problem ask or consult the
correct person from the appropriate department)

UNDERSTANDING QUALITIESAND ROLE OFATEAM MEMBER:
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Assignment RolePlay
Learning How to become a good team member

Theemployeesof aretail storethat dealsin groceriesand other household productsarehaving abig
quarrel. Themanager enquired why they werefighting with each other.

Theteam membersstarted yelling at each other and started fighting again.

Manager: Will, al of you stop fighting? And will anybody tell mewhat the matter is?

Amit (Employeel) : Sir, dl thedairy products got spoiled dueto Ramesh’'smistake.
Ramesh (Employee2) : | didn’t do anything. Heistheincharge of thedairy section.

Amit: Exactly, hedidn’t do anything despite, | told him that | wasgoing on ashort leave and requested
himto put thedairy inthefridge. Also somehow- dl the pulsesare spilled everywhere. Heis saying that
it sentirely my mistake.

Manager: Didn’'t youtell him Amit? Or isit that, Ramesh you didn’t listen properly.
Ramesh: Hetold methat heisgoing on ashort leave, but didn’t mention thetime.

Manager: Hmm .... Let melook into the matter. Amit if you wereleaving early, why didn’t you the
gopropriatedetallswith Ramesh, weren' t you told during your training how important isit to communicate
properly and clearly?

And Ramesh as an employee, isn’t it your duty to work according to need. If you knew dairy was
getting spoiled why didn’t putitinfridgeon priority.

Rakesh (Employee 3): Sir, Ramesh fightswith everyone and blames usif something goeswrong?

Manager: Isthat so Ramesh?We should |earn be behave responsibly and take responsibility for our
ownactions.

Now all of you clean up themess, start taking good care of our customers.

Teacher can further e aboratetherol e of ideal team members.
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UNDERSTANDING QUALITIESAND ROLE OFATEAM MEMBER:
Checklist for Assessment Activity
Usethefollowing checklist to seeif you' ve met al the requirementsfor assessment. Part A
1. Differentiated betweenteamsandindividuas.
2. Differentiated between responsibilitiesof ateam member and anindividua,
PART B
1. Why haveteamsbecome so popular in organisations?
2. What arethedifferent typesof teamsin aretail store?
4. What arethequadlitiesof ateam member?
Performancestandards

The performance Standard covered by the assessment includesthefollowing, but not limited to:

Performance Standards y N
€
5

Ableto understand the

importance of team
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Session—1 : Communication at Wor k Place

Unit-5

L earning Objective

L ocation Duration-10HOURS
Classroom SESSION-1DEFINITION& CHARACTERISTICSOF CHEQUES
B:rr1k< Learning Knowledge Performance Teachingand Training
b Outcome Evaluation Evaluation Mehaod

To understand the
concept of
communication

1. Introducing and
Greeting

a) Introduce and
greetina
proper way

2. Framing of
Questions and
Complete
Sentences

a) Framing of
question and
sentence

3. Dealingwith
Customersin
Banking
Environment

a) Dealingwith
customers
whilethey are
in the Bank

4. Principles
Communication
a) ldentify of
elements
communication

cycle

1. Beabletointroduce
and greet

people confidently
2.Beabletoframe
Questions on his
own

3. Explainrequirement
of palite,

courteous
communication
requirement

with customers

4. Listtheprinciples
of effective
communication

Interactivelectureon
role of importance of
communication at the
work place
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Session -1: Communication at Wor kplace
Unit -5
L earning Objective

After reading thisunit, youwill beableto:

Definecommunication?

Identify theBarriersto communication?

Unspoken communi cation?

Know How to greet aperson?

Understand howto ded withCustomersinBankingEnvironment

Learn how to interact and deal with customerswhilethey areinthe Bank

Describethe Principlesof communication

STRUCTURE

11
1.2
1.3
14
15
1.6
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Banking

1.1 Introduction andGreetingatWork Place

&P codifying &P decoadifying

Q - Tree Tree wip

s mendirgg 1He svessagie

Communicationisan act of imparting or exchanging of information, ideas, or feding. Communication
isatwo-way activity that takes place between two or more people. Sending, giving or exchanging
information and ideasare often expressed verba ly and non-verbaly. It isanimportant process

through which facts, ideas, experiencesand fedingsare shared and exchanged. Effective
communication occursonly if therecever understandsthe exact information or ideathat the sender
intended to transmit. Communicating in an effective manner, irrespective of themode of
communication used. Theprocess of conveying amessageiscompleteonly when the person
receiving it has understood the messagein completely properly. Better communication hel psbetter
job performance. Effective and communication promotes better rel ations and work cultureamong
theemployees.

To besuccessful, aperson requiresacombination of communication skills. Theseskillsare, writing
kills, speaking kills, listening skillsand non verbal skills (body language).

Effective communication skillsare particularly important for thoseengaged in“ Front End” activities
of retailing. Theshould be ableto explain the characteristicsand features of percent productsto

prosp ctive customersin order to convince them to buy. They also need to understand the
customer’s needsto be ableto recommend theright product.All thisis not possible without good
communicationskills.

To devel op good rel ationshi p with acustomer, it isimportant to look well groomed and communi cate
effectively and inapolitemanner. Thisisthe starting point for establishing awinning rd ationship with
the customer.

Establishingreationship with customers: You can establish effective rel ationshipswith customers

by:
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Communicating with your customers m away which makesthem fedl valued and respected.
Identifying and confirming the needsand expectations of your customers.

Treating your customers courteoudy and hel pfully even when you areworking under pressure.

M ai ntai ning communi cation with your customers to ensure that they are kept informed and
reassured.

® Adapting your behavior to respond effectively to different customer behavior.

Respond appropriately to customer sby:
® Checkingwithyour customersthat you havefully understood their needsand expectations.

Communicateinformation to customer shy:

® Greeting customerslike good morning/good afternoon/good evening, etc. >- Quickly locating
information whichwill help your customer.

® Givingyour customers, theinformation they need about the products or servicesoffered by your
organizetion.

TelephoneEtiquette

Following aresomeof theimportant pointsto be taken care of while communicating on tel ephone

® Answeringtothecall at theearliest

® Creetthecaller or customer

® Takeamessage and communicateit to the concerned person

® Cadl back ontimeif you have assured the customer that youwill be calling him/her at aparticular
time.

EtiquetteatWorkplace

Being polite, setsthetonefor work rel ationships, how you interact with .people. Good MannersMean
Good Business. It takes 15 secondsto make agood first impression, and therest of your | ifeto undo
it, if it was anegative one. So always be prepared to ook and sound your best. Etiquetteis very
important for different communication and working styles. How do you dedl with difficult peoplemaking
impossibledemands?

Focusing onlistening to their entirerequest and then determining what they really need—not whét they
say they want. A good hearing canresolvealot of difficulties. Activelistening isthebest etiquette.

@ Your uniformtaksalot about your organization.
® Firgimpressonsaremadewithinthefirst 5 minutesof meeting someone

® A neat clean and well ironed uniform isacceptable and appreciated by oneand al at dl times.
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TheBusinessintroduction: Inbusinessintroductions, rank and position take precedence over age
and gender.Whenever you find yourself inagroup or in Situationswhereyou must introduce acolleague
toasenior person or your client to your boss, dways say the name of themost important personfirstto
show respect.

The Right Handshake: The handshake is the universally accepted way of greeting people and
introducing oneself inthe businessworld. It should be awarm, pam-to-palm handshake, |asting about
3-4 seconds.

Value Time, Value Business:
® Timeisprecious, timeismoney.
® Betimeconsciousand stick to therulesof punctudity.

® Fina adviceonworkplace etiquetteissimple. Take charge of what isyour duty, maintain proper
decorum at all timesand alwaystresat othersthe way you want to betreated.

ETIQUETTE

Expressing general requests

® | begyour pardon

® FExcuseme

® Sorry?

® What?

Greeting somebody

P ease have a sedt.

Thanksfor agreeingto meet withme.
He' ll beright withyou. .

Can| offer you something to drink?
My pleasure.

Helo Sir, How areyou

Hello, may | speak to Mr. Malik? (on telephone)

Grooming

Grooming describes basic persona hygiene as well as the process that prepares employeesfor a
specific position withinacompany. Thedifferenceisthat persona grooming isfocused on appearance,
whileorganizationa groomingisfocused on behavior. Both typesof grooming arenecessary to succeed
inawork environment. Groomingincludes:

® Personal Grooming
Personal grooming istaking care of your body in ahygienic manner. Caring for your body by washing
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your hands, brushing your teeth, combing your hair, trimming your nails, shaving, wearing clean dothing
and showeringisimportant for aperson’sown hedth.

® Clothing

Persond grooming a soincludeshow you dress. Clothing styleisan extension of your attitude. Persona
grooming a so determinestheimpressi on you make on peopleand how you fed about yoursdf. Someone
who hasgood persona grooming habitslooks clean, neat, doesnot have visible body piercings other
thanin the ear, wears deodorant to limit body odour and does not overdo perfume. Well-groomed
peoplewear clothesthat areironed, fit and are not torn. Pockets should, preferably be empty, avoid
tangling of changeand jewellery should be understated, asopposed to jewd lery that isbright or chunky.
Persona groomingisalso important to avoid the spread of germsintheworkplace.

® Organizational Grooming

Organizationa groomingishow oneisprepared tofor apositioninaworkplace. Many organizations
have required dress codes. Persond grooming can help demonstrate organizational commitment andis
asign of respect for yourself and your job. Depending on where you work, dresscodeswill vary.

® Job Grooming

Organizationd grooming asoincludesdemondrating work-gppropriate behavior. Theseincludeapostive
attitude, useof good manners, smiling, making eye contact, listening and discussing rather than arguing.
Groomingindividua sfor jobsisa so part of organizationa grooming. Managers groomemployeeson
howto do their jobsmoreefficiently and skillfully.Organizationa groomingisalso amatter of accepting
respong bility, being honest and committing yourself to your accomplishments.

ClassRoom Activity

Given below isaconversation betweenMr. X who entersthe BankMr.Y who isacustomer service
representetive:

Mr.Y: Good Morning Sir, Can | help you? Mr. X’ No thank you! | am OK.

Mr. Y: Do you want any assistanceWhat are you looking for? Mr. X’ | have come to deposit the
cheque. Thank you.

1.2 Framing of Questions and Complete Sentences
How to Frame questions?

Theinterrogative pronouns who, what, whom, whose, which and theinterrogative adverbs where,
when, why and how are used to frameinformation questions.

Thestructure* how + an adjective/adverb’ may al so be used to frameinformation questions. Frame
questionswhichwill dicit thefollowing answers.

1. TheseareJohn’'sbooks.

2. lwantapen.

3. Wewill stay with our cousins.
4. | amgoingwithmy aunt.
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| went thereto meet James.
My boy istheoneinred shirt.

| met him last week.
Thisbridgeisfifty feet long.
10. Myfatherissixty yearsold..
11. | havetwo brothersand two sisters.
12. Mr. Mathew isour headmaster.

13. Wecameto thisplacefiveyearsago.

5
6
7. |1 comefrom Bangkok.
8
9

Answers
Whosebooks are these?

What do you want?
Whomwill you stay with?
Whom areyou goingwith?
Why did you go there?
Whichisyour boy?

When did you meet him?

How longisthisbridge?

© © o g kM W DNPRF
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. How oldisyour father?

|
[

. How many brothersand sistersdo you have?
. Whoisyour headmaster?

13. When did you cometo thisplace? Incompl ete sentences

=
N

I ncomplete sentences
Sentencefragmentsareacommon mistake. A sentence fragment isan incompl ete sentence. It
could beaprepositional phrase. Or it could be adependent clause.

An English sentencemust have asubject and averb of itsown. Study the sentences given below. Mike
took out hispen.

Hestarted writing.

Asyou can see, both sentences given above have asubject and averb of their own. They also make
compl ete sense.Asentence can have any number of clauses but it must have at least one main or
independent clause.A dependent or subor dinateclause, too, will have asubject and averb of its
own. However, adependent clause cannot stand onitsown. It needsto be attached to an independent
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clause. It is easy to determine whether aclause is adependent clause or an independent clause. A
dependent clausewill amost awaysbeginwith asubor dinating conjunction. Examplesare: if when,
whether, before, after, unless, though, athough, evenif, because, as, sinceetc.

Study the examples given below.

® ‘Whyareyoucrying? ‘Becausemummy hit me’

Herethe dependent clause‘ Because mummy hit me’ isperfectly normal in spoken English, butitis
cons dered incorrectinwriting.

When you write you have to use compl ete sentences.

® | amcryingbecause mummy hit me.

® ‘Whydidhelosehisjob? ‘Becausehewasnever ontime’

The sentencefragment ‘ because hewasnever ontime’ needsto be attached to an independent
clause.

® Helost hisjob becausehewasnever on time.

Sentence fragmentsare perfectly acceptablein spoken English. In fact, when you speak if you use
complete sentencesall thetime, you will sound very unnatural. However, youmustmake a conscious
effort toavoid fragmentsinwriting.

Remember that al dependent clauses need to be attached to an independent clause.

Making Complete Sentences:

Eliminateincompl ete sentencesfrom your writing.We havedready | earned that asentencemust havea
subject and afinite-verb of its own. An independent clause can make a sentence becauseit hasa
subject and averb. Phrases, on the other hand, cannot be sentences. A phraseisagroup of wordsthat
does not have a subject or averb. A phrase can consist of any number of words; however, most
phrasesarenot al that long. Students sometimes mistake phrasesfor sentences.

Examplesarcgivenbelow:
® | think that the new shopping mall will bring many benefits. For example. morejobsand economic
devel opment.

Herethegroup of words.for example, morejobsand economic development’ isaphrase. It cannot
make a sentence.

It should, therefore, be attached to the previous sentence.

® | think that thenew shopping mal will during many benefits, for example, morejobsand economic
development.

We can convert aphraseinto aclause by supplying asuitabl e subject and verb.
Congder theexamplegiven below.

® | think that the new shoppingmall will bringmany benefits. For example, it will.createmorejobs
and economic devel opment.

Another exampleisgiven below.
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@ | support thedecision to build anew theatre. Toimprove the economy and entertain people.

Consider thegroup of words ' toimprove the economy and entertain people ‘. Although it containsthe
verb‘toimprove , it cannot beaclausebecauseinfinitivesare non-finiteverbs. Therefore, the sentence
should berewritten as:

® Toimprovetheeconomy and entertain peool e support the decision to build anew thegtre.

Exercisel: Completethefollowing sentencesusing an appropriateword or phrase.
1. She wait for over two years.

a) wasmadeto

b) hadmadeto

¢) hasmadeto

d) wouldmaketo

2. 1t during thewhole of last week.
a raned

b) wasraining

C) israning

d) hasbeenraning

3. Hewould have accepted thisproposal, if you ore courteous.
ad hadbeen

b) havebee

c a

d wer

4. What | don’t understandiswhy they solong without lodging acomplaint.
a) waited

b) weretowait

c) aretowaltin

5. Shouldit proveto betrue, | resign from the committee.
sl

b) weret

c) hadto

d) should

6. If hedrankless, he liver trouble.

wouldn’'t develop
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b) couldn’'t havedeveloped

c) shouldn’t havedevel opecl

d) wouldn't havedevel oped

7. Newton saw theapple totheground.

a fdl

b) fel

c) fdlen

d) tofdl

Answers

1. Shewasmadetowait for over two years.

2. ltrained duringthewholeof last week.

3. Hewould have accepted thisproposal, if you had been more courteous.
4. What | don’t understandiswhy they waited solongwithout lodging acomplaint.
5. Shouldit proveto betrue, | shall resign from the committee.

6. Thedrank less, hewouldn’t develop liver trouble.

7. Newton saw the applefall totheground.

1.3 Dealing with Customersin Banking Environment:

Inadditionto the skillsmentioned above, the customer servicerepresentative should ensurethat he has
al the products knowledge bank is providing. In case, he does not know, he should look up the
Standard Operating procedure of the Bank. If does not find the information in the SOP, he should
check with hisseniorsbefore advising the customer. Remember itisOK to say that “ Can | get back to
you”. Also do remember to get back to the customer in thetimeline mentioned.

Somestrategiesfor making agood impression when dealing with customer sin thebranch:

1.
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When you greet peoplein person for thefirst time- To makeapositivefirst impression when
meeting newpeopleincludethefollowing aspart of your greeting: awarmsmile, anintroduction that
includesyour first and last name, awel coming comment, direct eye contact and afirm handshake,
if appropriate. | al so recommend repesting the person’sname. For instance, “ It svery niceto meet
you Bob.”

When you meet peoplewho don'’ t tell you their name-If thisoccurs, simply ask them for their
name. | might say, “1 didn’t catch your name.” After they respond, | will repeat their name as
described intheprevious point. Thisisasimpleway of demonstrating your interest inthem.

When someoneintroduces you and does not include your name-When you are introduced to
someone and the person making theintroduction doesn’t includeyour name, it’slikely they forgot
for they don’t know how to makeaproper introduction. In thiscase, offer awarm greeting as|
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described inthefirst tip and be sureto includeyour first and last name. Thiswill prove, that are
paying attended that you realize your namewas omitted.

When you greet someonewho likely forgot your name-When | greet peoplel havenot seenina
while, | awaystaketheinitiativetointroduce myself by name. | could say, “Hi Paul; Todd Smith;
how areyoudoing?’ If | don’t remember the person’sname, | will introduce mysdlf by sharingmy
name and hopethey respond by sharingtheirs. If people

When you arenot introduced-1 waswith afriend in arestaurant recently and acoupleof hisfriends
stopped by thetableto say hi. Hetalked to them for afew minutes but never introduced me. The
proper etiquettein thiscircumstancewould have been for himto introduce meto hisfriends.When
I”’m not introduced to people, | generally respond by introducing myself if the right opportunity
presentsitsalf. Thisseemsto make everyonefed morecomfortable.

When you meet with agroup of people, you DON’ T mow-Have you ever walked into aroom
with asmall group of peopleyou didn’t know and stood there awkwardly not knowing what you
should do?If this happens, be proactive and introduce yourself to each personintheroom. This
will makeyou stand out from the group as someonewith confidence. It will aso make everyone
feel moreat ease.

When you meet with agroup of people, you DO know -When you get together with agroup of
friends or business associates, immediately greet each person with afriendly greeting.As new
peoplejointhe group, bethefirst oneto show you care by greeting them. Itisalsocalled “Being
LikeaDog.” Dogsare aways happy to see you and they’ rethefirst onesto greet you.

When you meet with agroup of people, some know and some you don’t know -When | find
mysdlf inthissituation, Iwill awaysgreet the people | know and introducemyself to .thepeoplel
have not yet met. Onceagain, this seemsto makeeveryonein thegroup feel comfortable.

When you greet areceptionist-Whether you are greeting the receptionist at your dentist’sofficeor
at theofficesof oneof your clients, dwaysintroduce yoursaf withasmileand friendly greeting. For
instance, “Hi my nameisTodd Smith, | have a4.00 appointment with Steve Johnson.” Inthe case
of abusinessenvironment, | awayshand the receptionist my business card to go along with my
verba introduction.

Practice, practice, practice-If youwill follow thesetips, you can be assured of making apositive
first impression and enhance your existing relationships.You will beviewed assomeonewho is
friendly, confident and recogni zesthe val ue of making peoplefeel comfortable. Some of these
recommendationsmay fed alittleuncomfortableat first, but likeanything, themoreyou doit, the
more comfortableit will become When you show aninterest in othersand thethingsimportant to
them, they will show aninterest inyou and the thingsimportant to you!

Greeting People:

Hello./ Hi.
Good morning. (before 12 o’ clock)
Good afternoon (after 12 0’ clock)
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® (Goodevening

I ntroducing People?

® \What'syour name?

Who areyou?

My nameis...

lam...

My friendscall me...
Youcancal me...
Haven't wemet (before)?
Yes,. | think wehave.

No, | don’t think we have,
| think we' veaready met.

Thisis...

Meset ...

Haveyoumet ... ?

Yes, | have.

No, | haven't.

Yes, | think | have.

No, | don’'tthink | have.
Hello, ... (name)
Nicetomeet you. (informa)
Pl eased to meet you.
How do you do? (formal)

Niceto seeyou.

Niceto seeyou again.
Say Goodbye:

® Good bye.

® Bye. | Seeyou.

® Seeyoulater.
()

Seeyou soon.
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® Seeyoutomorrow.

® Sceyou next week.

® Goodnight.

Health:

How areyou?

How areyou today?
Fine, thank you/thanks.
Not too bad.

Verywdl

I’mokay/all right.

Not toowell, actually.
What'swrong with you?
What'sthe matter with you?
Areyoudl right?
I'mtired

I'mexhausted

I’vegot acold.

Asbanking becomesmoredigitized, customerstill crave ahuman connection. Here' show to ensure
arewarding customer experience.

Banksarelooking to streanlline servicesin the name of cutting coststo compensatefor declining
revenue. Oneadded benefit of thesesimplified policiesand proceduresisthat banksas~areproviding
asmpler, easier customer experience.

Simplification, in particular, providesamore cons stent customer experience.

But asnew channels, such as mobile and sophisticated collaboration technol ogies, drive cusomer
expectationshigher, just making the experience s mpler and more cons stent won't beenough to provide
competitive advantage.

Sometacticsthat can hel p banks produce amore compelling customer experience.

® Customer istheking. Makehimfed like one.We are dependent on him and not otherwise
Be politeand warm while speaking to the customer

Listento thecustomer complaints/ queries

Apologisefirst to the customer and ensurerectification of theerror

Providesolutionsto meet the customer requirements

139



Banking

Explainindetall any formfilling to be doneand ensurethe customer hasunderstood therequirement.
M eet the customers expectationsand striveto do better than that

Do what you promise

Strivetoadd a“VOW” experiencewhile servicing them

Do what you say / promise

Thank your customer for providing opportunity to servethem

-~ e e ¢ o o o

4 Understanding Communication Cycle

Effective communication creates hed thy and happy environment within and outsi de the organi zation.
Breakdown in communication is either due to lack of skill in communicating or lack of proper
uudergtanding. Thisalso happens dueto the breakdown of the communi cation network. Thiscreatesa
communication gap.

Communication cycle: Communication hasthreeimportant parts- transmitting or sending, listen-
ing and feedback. The sender transmitsthe message through one medium or another. Thereceiver
listensto the message and then conveys hisunderstanding of the messageto the sender intheform of
feedback to completethe communication cycle.

Elementsof Communication Cycle:
® Sender: Thesender sendsor encodesamessage, e.g. greetsavisitor or acustomer.

® Message: Themessageinthiscaseisthegreeting.

® Medium: Itisthechannel used for communication. Themediummay bein any of thefollowing
forms- verba, non- verbal, pictoria, symbolic and written.

Receiver: Therece ver decodestheincoming messageor expression, and reactsintheform of a esponse.
The communication cycleistheprocess by whichthe® sender” “encodes’ themessageinto words/
sentence or phrases, sendsthe coded message as he/she speaks, writesor understandsthe” message’.
Messages are conveytd through channels e.g. Telephone, video-conferencing, letters,
emailsmeetingsmemos.recordsandreports.itisthen“ decoded” by the® recaiver” by hearing or reading
the messagein order to understand what the sender wantsto convey.
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Feedback —How therecever respondsor reactsisknown asfeedback

1
Ideaoccurs
6 2
M essage understood M essage coded
M essage decoded
5 3
M essage decoded P Messagesent
Message
received
Communication Cycle

Encoding takes place according to the persondity of the sender, which determinesthewordsor style
used by the sender in the message. These assumptions are unspoken and so areonly perceived
through non-verba communication.

Decoding a so takes place according to thereceiver’s persondity. Sometimesthe sender and receiver
think ditTerently and therefore these assumptionshinder him/her frominterpreting the messageinthe
context that was meant by the sender.

Inan effective communication cycle, thereceiver understandsthelanguage and themessageiathesame
way that the sender meant it to be. Thewords, tone, body language etc, al convey the sanle message
and nothing getschanged or lost in the process of sendingit.

Todeliver your messageseffectively, you must break down the barriersthat exist in each of these stages
of thecommunication process. If your messageistoo lengthy or containserrors, your message can be
misunderstood and misinterpreted.

Types of Communication:

The medium of communication determinesthe type of communication. Based on themedium used for
communicating, the process of communi cation can be broadly classified asverba communication and
non-verba communication.

Verbal communication includeswritten and oral communication, whereasnon-verba communication
includesbody language, facia expressionsand pictures. Thus, the variousmethodsof communication
areverba communication (oral and written), non-verbal communication (including body language,
pictoriad communication, symbolic communication).

Verbal communication useswordsasthemediumof communication.An effectiveverbal communication
isatwo-way process-speaking and listening must occur. Usualy verba communicationisin theoneto-
onemode or one-to-oneinteraction.
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FactorsInfluencing Verbal Communication:

R - Rhythm -Maintaining rhythmwhile speaking isimportant for communi cating effectively. Pausesin
speech allow the speaker thetimeto think of hig’her next thought, and also providethelistener enough
imeto processtheinformation.

S- Speech - Itistheact of ddiveringaformal spoken communication to an audieces.

T - Tone- Toneisthequality of sound that portraysfedingsor changesin meaning. Amonotoneddivery
couldindicatethat aspeaker isfed up.Anemphatic tonemight reved interest or anger. The Statement:
“Thatisjust great” deliveredinanormal tonewould mean the speaker likes something.A speaker
ddiveringthisstatement inasarcastictone: “ That isjust GREAT” would mean the opposite.

P - Pitch - Pitch occurs because of the vibration of the human voca cords. Changesin thetension of
the.” ocal cords causedifferencesin pitch. Usually, the pitch of women’svoicesishigher than that of
men.

Written communication skill istheahility of anindividua tocommunicateinwriting. Importan skillsin
effectivewritten communication. are:

® [tisdoneinaone-to-onemode or in aone-to-many mode.
® \Wordsshould becearly written and should belegible, givimg all theessentid information needed.

® Effectivewritinginvolvescareful choice ofwords, their organizationin correct order in sentences
and preparing acomprehensive composition of sentences.

Non-verbal communication: Communication that uses physical partsof thebody. It includesfacia

expressions, tone of voice, sense of touch, sense of smell, and body movements.

By understanding theimportant aspects of non-verba communication or body language, you canlearn
toread people more easily.

Featur esof non-ver bal communication that conveysinfor mation:

1. Distance: Thedistanceone standsfrom another frequently conveysanon-verba message. Insome
culturesitisasign of attraction, whilein othersit may reflect statusor theintensity of thewamith or
feding. InIndia afoot away from another personiscons dered arespectful distancewhile communicating.

2. Orientation: Peoplemay present themselvesin various ways. face-to-face, side-to-side, or even
back-to-back. For example, cooperating peoplearelikely to s de-by-sidewhile competitorsfrequently
face oneanother. In the security sector, face-to-face orientation iscommon.

3. Posture: Your posture conveys message. For exampleif you are sitting on achair with your legs
crossed or our armsfolded, then such postures convey adegree of relaxation in the communication
exchange.

4. Gestureswith handsand ar ms. Shaking hands, touching, holding, embracing or patting on the
back, al convey messages. They dll reflect an eement of intimacy.

5. Facial Expressions. Asmile, frown, raised eyebrow, yawn, and sneer al convey information. Facia
expressionscontinud ly changeduring interaction and are observed congtantly by therecipient. Thereis
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evidencethat the meaning of these expressonsmay besmilar acrosscultures. Smilingisconsideredto
be pleasant and hel pful . Afrown conveys confusion and at timesanger. Raised eyebrows, yawn, asneer
areall unacceptable body language, asthey reflect anger or ignorance.

6. Gestures: One of themost frequently observed, bur leascunderstood cuesisahand movement.
Most people usehand movementsregularly whentaking. Handsat thesideor at theback are consdered
non-threatening, encouraging and acceptable.

7.Looking: Amgor feature of socia communication iseyecontact. Eyecontactiscrucia for effective
communication. Thefrequency of contact may suggest either interest or boredom. For example, a
SecurityGuard should look straight into the eyes of the person, athough pleasantly and affably.

8. Pictorical Communication includescommunicatingwith signsliketrafficsgnds, the21-gun salute,
horns, sirens, etc. For example, thesign of * stop’ tellsyouto stop at the given point, thesign of two
childrenwith school bagsindicatethe school zone, the sign of U-turntellsyouto takeaU-turn, and the
sign of aperson crossing theroad indicates the placewhereyou can crosstheroad.

9. SymbolicCommunication: Symbolic communi cation usessymbol sthat signify religion. school,
stop communi cation devices, etc. money from the public, repayable on demand or otherwise,
and withdrawable by cheque, draft, order or otherwise

OVERCOMINGBARRIERSIN COMMUNICATION:

There are various factors that not only affect ~ommunication but also act as barriersto effective
communication.Wewill nowlearn about thevariousfactorsthat may act asbarriersin communication
and also discussthe possible sol utionsto overcomethose barriers.

A. Environmental Factors

Environmentd factorsthat affect communicationincludenoiseand physicad obstacleslikedistanceand
lack of proper instrumentsfor communication.

(i) Noise: Noisecausesstress. Background noisealld excessiveecho aregreat distracterstolistening,
especially for the personswith poor roncentration. Similarly use{)f loud speakers, noisefrom
generatorsor other machinery interfereswith communication.

(i) Physical Obstacles: Physical obstacles like distance and use of defective instruments for
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communication affectsthe effectiveness of communication. Poor lighting, uncomfortable seeting
arrangementsand unhygienic roomsa so affect communication.
Checking the instrument before using it for communication is useJitl in avoiding unpleasant
Situation.
B. Attitudinal Factors

Attitudind factorsthat affect communicationincludefear of upsetting others, fear of rgectionor ridicule
andlow self image.

C. System Design

(i) Time Somefunctionsaretime sensitiveand cannot bedd ayed. Time pressuresaffect theability to
communicae.

Manage your time and pace of communication to ensure effectiveness.

(i) Information overload: Too muchinformation may result in confusion, misinterpretation and loss
of infoffilation.

Effective Communication:

(i) Physical characteristics: Individua characteristicsincludebiological factorslikelisping.
(i) Languagedifferences:

K nowledge of vocabulary, grammar, etc. affectscommunication effectiveness.

Perceptionisgenerdly howeach individud interpretstheworld around him. Communication distortion
occursif thereiswrong perception about the message. Rephrasing or asking questionsto clarify and
checking for understanding hel psin reducing barrier dueto perceptual differences.

iv. Inattention

At timeswedo not listen, but only hear, especially when there are moreimportant thingsto be taken
careof. For instance, if avisitor comesto you at the sameinstancewhen you are answering the phone,
then it isimportant to excuse yourself from the person on the phone so that exclusi ve attention can be
giventothevisitor or you may request thevisitor towait for sometime.

Concluson:
® Listeningtoothersisanart.
® By Good listening reflects courtesy and good manners.

® Ligeningcarefullytotheingtructionsof superiorsimprove competence and perfoffilance. Theresult
of poor listening skill could be disastrousin business, and empl oyment

® (Good listening can eliminateanumber of imaginary grievancesof employees.
Usethefollowing checklist.

PartA

RolePlay
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(8 Differentiate between Sender, Message, Medium, Recel ver and Feedback.
Part B

(& Whatiscommunicationcycle?

(b) What arethedifferent e ementsof communication cycle?

(©) How communication cycleisimportant in effective communication?

Perfor mancestandar ds

he perfonnance standard covered by the assessment Includesthefollowing, but nof [imited to:

Performancestandards Yes No
Identify e ementsof communication cycle.

1
°

K

Abletodraw adiagram of communication cycle

S5 Summary

Communication isatwo-way activity that takes place between two or more people. Sending,
giving or exchanging information and ideas are often expressed verba ly and non-verbaly. Itisan
important processthrough which facts, ideas, experiences and fedlingsare shared and exchanged. -

Effective communication takes placeif both the sender and the receiver understand the exact
information or ideawhichisbeing conveyed.

Effectiveand timely communi cation promotes better rel ationswith the customers.

Sdf grooming, communicateeffectively in apolitemanner isamust for the customer facing staff of
theBank

Communication inwriting should have compl ete sentences
Customer istheKing. Makehimfeel likeone.

Effective communication is amust even in everyday life and we should be alert to barrier
incommunication and do activelistening

ey Words:

EffectiveCommunication
Etiquette
Grooming

Barriersto communication

A

ctiveligening

Practice, practice, practice

1

.6 Sdf Test Questions
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1. Choosethecorrect option:
Exercise2: Completethefollowing sentencesusing an appropriateword or phrase.
1.  Heattributed hisgood hedlthtohis with nature.
a communion
b) company
C) commitment

d) commi.~nication

2.  Sheis acareerinwriting.

a) keenonbuilding
b) keenatbuilding
c) keenforbuilding
d) keentobuilding
3. They himto prisonfor fiveyears.
a snt
b) aresent

¢ snd
d) weresent
4. SOMEMEST WIS, .o ,
a | hadnever beenborn
b) 1haveneverborn
c) |wasnever beenborn
d) | hadneverborn
5. What ifthetrain had been late?
a) wouldyoudo

b) will youdo
c) wouldyouhavedid
d) wouldyouhavedone
6. He understood.
a) wasnot abletobe
b) can'tbe
c) won'tbe
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d) isnotableto
After marching throughthefoothill for two days, wefound ourselves

propey.

a) athebottom of themountain
b) under themountain

C) beneaththemountain

d) atthebaseof themountain
Shesmiled

a inafriendly way

b) friendily

c) afriendlyway

Answers:1-a,2-9,3-a44-a5-d,6-b,7-d,8-a

d) friendly

Completethefollowingusing an appropriateclauseor phrase. Chooseyour answersfrom

tbegiven options.

1.

| want to know

a) whyissheangry withme
b) that sheisangry withme
c) Either couldbeused here
If he had asked me,

a lwouldhdphim
b) |wouldhavehepedhim
c) Iwillhdphim

Shewould have come

a) ifyouinvited her
b) if youhadinvited her
c) ifyouwouldinviteher

We arelooking forward to

a hearfromyou
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b) hearingfromyou
c) Either could beused her~
5. Nosooner did we hear the gunshots

a) whenwerushedtothecamp
b) thanwerusheqtothecamp
c) thanwewouldrushtothecamp

6. Wouldyoumind ?

a) movingabit

b) bytomoveabit

c) Either could beused here
7.  Sheisveryfond

a) of hergrandchildren

b) withher grandchildren

c) Either could beused here

8. Heenjoys

a swimmingintheses

b) toswimintheses

c) Either could beused here
9.  Sheaccusedme

a) that Jpoisoned her dog

b) of poisoning her dog

c) about poisoning her dog
10. Sheisvery confident

a) ofwinning
b) towin

Answers: 1-a,2-b,3-b,4-b,5-b.6-87-88-a9-b,10-a

c) Either could beused here
Il.  Fillintheblanks:
1. Thesadespersonisexpectedtomeetthe.........ccceeeeeneee standardsfor appearance and
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behavour.

2. the needs and expectations of the customer isimportant for developing
relationshipwith rostomer.

3. Thesdesperson should betrained to respond effectively to difterent customer

4. Thehandshakeistheuniversaly accepted way of
peopleand introducing oneseif in the businessworld.

5. when you speak to the customers.
6. Inindig, istheway to greet without touching the customer.
7. Betimeconsciousand stick to therules of
8. Timeispr-ecious,timeis
Answers: 1 - organizationd, 2 - Mesting, 3- n~eds, 4 - greetings, 5 - smile, 6 - Namaste,
6- Creditrisk, Liquidity risk and Interest raterisk, 7 - punctud Ity, 8- money, 9 - behaviour
9. Organizationa groomingisfocused on
1. Grooming Telephone andWork place
2. Etiquette Written communication
3. Complete Sentence Eye Contact
4. Barriertocommunication Persond & Organisation

Answers 1-4,2-1,3-2,4-5,5-3.

5. Verbd communication Noise

Trueor False:

1. Ord communicationisaform of non-verba communication
Written communicationisaform of verba communication
Body languageisaform of non-verba communication

A WD

Pointing fingerswhileta king isagood gesture of communication-

Answers: 1 - Fase, 2-True, 3- True, 4 - True, 5 - True.
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VI.

VII.
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Maintaining eyecontact willletaking or giving speechisameansof effective communication

Answer thefollowingbriefly

o & 0w DN PE

Explanwhy effectivecommunicationisimportant inthe Banking environment?
What isverba communication?

What isnon verba communication?

What arethed ementsof communication?

Explainthecommunicationcycdle

Answer in detail ;

o » 0w N PRE

What isGroomingand explainindetail A

What arethebarriersto communication?

What arethewaysto overcome barriersto communication?

Explainindetal thenonverba communication

What arethe tel ephone etiquettesto be followed whileanswering the phone?

Activities

1.

Plan avisit to the nearest Bank branch and observetheway communicationiscal Tied with
thecustomers?

Doarole play for communicating to the customer for thefollowing:
® Dedingwith problemsor complaintsof customers

® Dedingwithanarrogant customer

® Dedingwithanacoholiccustomer

® Dedingwithanangry customer

Playagameinwhich oneteam Identifiesthevariousnon verba waysof communication used
by another person. Team with maximum pointswins.





