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Preface

I am pleased to deliver first edition of the Book, Banking – For Bank Promotion
Exams., which I am sure, you would find very useful not only for your career 
advancement but also a reference book for your day-to-day work. This book is very 
handy for those who aspire to shape up their career in the banking sector and are about 
to appear for their internal Promotional exams, for say, Clerical cadre to Officers grade, 
JMG scale–I to MMG scale-II or MMG scale-II to MMG scale-III in PSU Banks, RRBs and 
Urban Co-operative Banks.  

The book comprise of exhaustive 40 chapters, which covers various aspects of 
banking, KYC guidelines, Digital Banking, Ratio analysis, Assessment of credit limits, 
Lending and risk management, Managing NPAs, Legal aspects of banking and various 
other relevant topics. The book also covers relevant legal concepts such as, Banking 
Regulation Act, Negotiable Instrument Act, SARFAESI Act, Tax laws & GST Act, IBC Code 
etc. Further, since the banking today is reshaped by technology and risk management 
concepts, the book also covers the important topics, viz. Digital Payment Solutions, KYC 
norms, Basel Accord, Risk Management, Treasury Operations etc., among other things.  

The Book also includes a section of 20 sets of Multiple Choice Questions, which 
is sure to help you prepare for the exam. conducted by various PSU Banks, RRBs and 
Urban Co-operative Banks.  

I am sure the aspiring candidates would find the book very useful in preparation 
for their internal promotion tests/examinations. 

The author of the book is a career ex-banker who has written several books 
related to Banking and related other competitive exams. 

During the course of compiling the book, extensive support has been taken 
from a number of books, journals, RBI circulars and web contents, in order to update the 
book with latest inputs and factual contents. I extend my sincere gratitude to all of them 
and acknowledge their contribution. 

Best Wishes for your success. 

N K Gupta       

(mail your suggestions to: ibcacademy@gmail.com) 
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Chapter-1: BANK AND BANK DEPOSITS 

The relationship between a banker and a customer depends on the activities; products or services 
provided by bank to its customers or availed by the customer. A Bank render a variety of services 
to their customers, like providing locker facility, keeping articles in safe custody, collecting bills, 
cheques etc. Thus the relationship between a banker and the customer is the transactional 
relationship.  

DEFINITION OF A BANK 

The Banking Regulations Act (B R Act) 1949 does not define the term ‘banker’ but defines what 
‘banking’ is. As per Sec.5 (b) of the B R Act “Banking' means accepting, for the purpose of lending 
or investment, of deposits of money from the public repayable on demand or otherwise and 
withdrawable by cheque, draft, order or otherwise." 
As per Sec. 3 of the Indian Negotiable Instruments Act 1881, the word “banker includes any person 
acting as banker and any post office savings bank”. 
According to Sec. 2 of the Bill of Exchange Act, 1882, ‘banker includes a body of persons, whether 
incorporated or not who carry on the business of banking.’ 
Sec.5(c) of B R Act defines "banking company" as a company that transacts the business of banking 
in India. Since a banker or a banking company undertakes banking related activities, meaning of 
banker or a banking company is derived from Sec 5(b) as a body corporate that: 

(a) Accepts deposits from public. 
(b) Lends the money so collected or 
(c) Invests the money so collected by way of deposits. 
(d) Allows withdrawals of deposits on demand or by any other means. 

This chapter include: 

 Definition of a Bank
 Defining a Customer
 Bank Deposits
 Classification of Deposit Accounts
 Special Accounts
 Important Terms
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DEFINING A CUTOMER 

The term Customer has not been defined by any act. The word ‘customer’ has been derived from 
the word ‘custom’, which means a ‘habit or tendency’ to-do certain things in a regular or a 
particular manner’s.  
In terms of Sec.131 of Negotiable Instrument Act, when a banker receives payment of a crossed 
cheque in good faith and without negligence for a customer, the bank does not incur any liability 
to the true owner of the cheque by reason only of having received such payment. It obviously 
means that to become a customer account relationship is must. Account relationship is a 
contractual relationship. 
It is generally believed that any individual or an organization, which conducts banking transactions 
with a bank, is the customer of bank. However, there are many persons who do utilize services of 
banks, but do not maintain any account with the bank. 
Thus bank customers can be categorized in to four broad categories as under: 

 Those who maintain account relationship with banks i.e. existing customers.
 Those who had account relationship with bank i.e. Former Customers.

 Those who do not maintain any account relationship with the bank but frequently visit
branch of a bank for availing banking facilities such as, for purchasing a draft, encashing a
cheque, etc. Technically they are not customers, as they do not maintain any account with
the bank branch.

 Prospective/Potential customers: Those who intend to have account relationship with the
bank. A person will be deemed to be a 'customer' even if he had only handed over the
account opening form duly filled in and signed by him to the bank and the bank has accepted
it for opening the account, even though no account has actually been opened by the bank
in its books or record.

Cash deposit: The practice followed by banks in the past was that for opening account there has 
to be an initial deposit in cash. However, the condition of initial cash deposit for opening the 
account appears to have been dispensed with the opening of ‘No Frill’ account by banks as per 
directives of Reserve Bank of India. ‘No Frill’ accounts are opened with ‘Nil’ or with meager 
balance. 
The term 'customer' is used only with respect to the branch, where the account is maintained. He 
cannot be treated as a ‘customer' for other branches of the same bank. However with the 
implementation of’ ‘Core Banking Solution’ the customer is the customer of the bank and not of a 
particular branch as he can operate his account from any branch of the bank and from anywhere. 
In the event of arising any cause of action, the customer is required to approach the branch with 
which it had opened account and not with any other branch.  

BANK DEPOSITS 

One of the important functions of the Banks is to accept deposits from the public for the purpose 
of lending. Reserve Bank of India has been issuing broad guidelines to the banks periodically to 
safeguard the interests of depositors.  
Deposit products are broadly as follows: 
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(a) “Current Account (Demand Deposits)” mean deposits which are repayable on demand. These 
accounts are generally maintained by business persons, Trusts, etc. with the sole intention of 
making transactions during the normal course of their business and the intent is not for savings. 
There is no limitation on transactions made and it can be done any number of times as per the 
business needs. No interest is paid on balances held in the Current accounts. Banks also impose 
service charges for cheque issue and account maintenance under these accounts. While opening 
of current accounts for business entities, banks should make reference to CIBIL/CRILC to ensure 
that the entity does not have borrowing arrangement and it is not on the list of defaulters. In either 
case, a reference can be made to the lending banks, before the current account is opened to ensure 
credit discipline among the borrowers, though it is not mandatorily required. 
(b) “Savings Bank Deposits” also another demand deposit product, which is meant for savings and 
rightly subjected to restrictions on number of withdrawals and amounts, as decided by the Banks 
during any specified period. These accounts, opened by Individuals or a group of persons jointly, 
combine features of both current account and fixed/term deposits an operative account which 
carry interest, as decided by the respective banks. Interest on Savings Bank account is less than 
fixed deposit interest rates, yet there are Private sector Banks who offer attractive rates of 
interests which are quite comparable to term deposits. Banks have discretion to introduce special 
schemes with insurance coverage and other benefits to the specified group of customers with or 
without additional charges depending on the scheme terms and conditions. As per RBI guidelines, 
no bank should open Saving Deposit account in the name of: 

 Govt. Departments/bodies depending upon budgetary allocation for performance of
their functions

 Municipal Corporations or Municipal Committees/Panchayat Samithis
 State Housing Boards
 Water/Sewerage/Drainage Boards
 State Text Book Publishing Corporations/Societies
 Metropolitan Development Authority
 State/Dist. Level Housing Co-op Societies
 Any political party/Trading/Business or Professional concern, whether such concern is a

proprietary or partnership firm or a company or an association.
Exceptions: This restriction do not apply to Primary Co-op. Credit Societies, KVIC Boards, 
Agriculture Produce Market Committees; Societies registered under1860 Act or any other acts, 
Development of Women and Children in Rural areas (DWCRA), ITDA, SGSY, MPLADS, DDA, Zilla 
Parishads, Gram Panchayats, SHGs, Farmers’ Clubs and Vikas Volunteer Vahini (VVV). 
(c) “Term /Fixed Deposit” means a deposit received by the Bank for a fixed period and are subject 
to withdrawal, only after expiry of the fixed period. These includes deposits such as 
Recurring/Cumulative/Annuity/ Re-investment deposits/Cash Certificates etc. The deposits are 
opened for the minimum period of 15 days whereas maximum period allowed is 10 years. 
However, branches can accept term deposit for 7 days also, provided the amount of deposit should 
be Rs.1 lakh & above. This is not an operative account and hence no cheque book is issued. 
The depositor has, however, discretion to close the account at any time during the tenor of the 
deposit. Recently, RBI has allowed banks to take “non-callable deposits” which will not allow the 
customer to withdraw the money till the end of the tenor. Banks may pay higher interest to 
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compensate the depositor for sacrificing the discretion to withdraw his money when he wants. The 
move is aimed at to overcome the asset-liability mismatches for the banks.  
While opening Term Deposits especially Bulk Term Deposits, mostly from Institutions, Government 
Departments, Public Sector Undertakings and High Networth Individuals (HNI), Banks shall ensure 
strict compliance with KYC guidelines. The deposit receipt is to be handed over to the institutional 
depositor by the branch personally. Further, Bank Branches shall act diligently with regard to 
deposit loans and premature cancellation of bulk term deposits. Banks should ensure the following 
precautions while allowing Loans/Overdrafts to self or third party against bulk term deposits: 

 Validation of consent and independent confirmation shall be obtained from the depositor
and the same is to be kept on record.

 KYC compliance shall invariably be verified and complied with, if the loan is allowed and
credited to the account of a third party.

 E-mail or SMS shall be sent when the loan is granted or deposit is closed on maturity or
premature cancellation.

CLASSIFICATION OF DEPOSIT ACCOUNTS 

(i) Joint Accounts – Deposit accounts can be opened by an individual in his own name or by more 
than one individual known as Joint Account. The account can be operated by single individual or 
by more than one individual jointly as per the mandate. The mandate for operations can be viz., 
Individual; or jointly; or Either or Survivor; or Former or Survivor; or Any one or Survivor. If the 
account is held by two individuals – Either or Survivor, the final balance with interest, if applicable, 
will be paid to survivor on death of anyone of the account holders. If the account is held on former 
or survivor basis, the final balance along with interest, if applicable, will be paid to survivor on the 
death of Former. The bank may at the request of all the joint account holders allow addition or 
deletion of name/s of joint account holder/s if the circumstances so warrant or allow an individual 
depositor to add the name of another person as a joint account holder. However the name of the 
first joint account holder cannot be replaced. 
(ii) Accounts of Firms/Companies/Trusts/Associations – The above constituents can open 
domestic deposit accounts, i.e. current, term deposits by producing necessary documents as 
specified in the application. All the members of the organization like partners, directors, trustees, 
etc. are subject to compliance of KYC norms. Only certain types of institutions are eligible to open 
Savings accounts. Branches shall adhere to the following guidelines while opening of Government/ 
Quasi Government / Public Sector Undertakings/ Other Institutional Accounts. 

 Obtain Government order or notification authorizing the concerned officer to open and
operate the account

 Verify the identity of the officer authorized to operate the account
 Obtain photographs of the persons authorized to operate the account
 Address letter to next higher authority after opening of the account
 Not to make payment of maturity proceeds of term deposits in cash
 Obtain balance confirmation letter for operative and term deposits every quarter from

the said accounts
(iii) Minors’ Accounts – Savings Bank/Recurring Deposit Account can also be opened by a minor 
jointly with natural guardian or with mother as the guardian. Minors above the age of 10 will also 
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be allowed to open and operate saving bank account independently. However, no overdrafts will 
be granted to these minors. On attaining majority, the erstwhile minor should confirm the balance 
in his / her account and if the account is operated by the natural guardian / guardian, fresh 
specimen signature of erstwhile minor duly verified by the natural guardian would be obtained and 
kept on record for all operational purposes. Direct Benefit Transfer (DBT) credits, if any, to such 
accounts should continue to be accepted and the benefits should not be returned for want of KYC 
compliance. However, a cushion of 6 months is given to such accounts to complete the KYC 
formalities, after attaining majority. As per the latest guidelines, RBI has allowed minors aged more 
than 10 years to open and operate savings bank accounts independently. However, banks can fix 
limits in terms of minimum age and the amounts up to which the minors are allowed to operate 
the deposit accounts. Banks are also allowed to offer facilities like Debit Cards, Cheque Book and 
Internet Banking. The aim of this move is to help children understand financial matters and open 
and operate bank accounts with ease and confidence. Further, it is also aimed to bring uniformity 
among banks in opening and operating minor’s accounts. 
(iv) Illiterate Accounts – The Bank may at its discretion open deposit accounts in the name of 
illiterate individuals. However, opening of Current Deposit Account requires prior permission from 
higher authorities. While opening of the account, the depositor needs to call on the Bank 
personally along with a witness who is known to both the depositor and the Bank. The Bank official 
shall explain the terms and conditions governing the account including safe keeping of Passbook, 
Cheque Book, Debit Card etc., to the illiterate person. At the time of withdrawal/ repayment of 
deposit amount and/or interest, the account holder should affix thumb impression in the presence 
of the authorized officer who should verify the identity of the person. 
(v) Visually Impaired Persons – Visually Impaired Persons may be allowed to open all types of 
deposit accounts, except current accounts, either singly or jointly with other persons. Opening of 
Current Accounts for visually impaired persons at the branch level requires prior permission from 
higher authorities. The terms and conditions governing the accounts including special conditions, 
if any, should be read and explained to the visually impaired person by the bank official in the 
presence of a witness in view of his physical infirmity. Branch should obtain witness signature 
(known to the bank) on Personal Data Form and the Account Opening Form along with specimen 
signature of the depositor at the time of opening of the account. 
(vi) Pension Accounts are opened on receipt of advice from Pension disbursing authorities with all 
the relevant documents sent to the Bank at identified places /branches. Payment of pension will 
be made as directed by the Pension disbursing authority. The terms and conditions for opening of 
accounts in the name of pensioners are available at these selected branches of the Bank. The 
pension can be credited to his/her existing savings/current account maintained with the branch 
selected by the pensioner. All pensioners of the Central Government Pensioners and those State 
Governments which have accepted such arrangement can open Joint Account with their spouses 
– with the operative instructions of ''Former or Survivor" or "Either or Survivor". Banks are allowed
to open Pension account jointly with spouse. In case pensioner expires, the spouse can continue 
the same account for family pension/other pension benefits. 
RBI has not stipulated any minimum balance to be maintained in pension accounts by the 
pensioners. Individual banks have framed their own rules in this regard. The pensioner is required 
to furnish a Life Certificate/Non-employment Certificate or Employment Certificate to the bank in 
the month of November every year. However, in case a pensioner is unable to obtain a Life 
Certificate from an authorized bank officer on account of serious illness/incapacitation, the bank 
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official will visit his/her residence/ hospital for the purpose of recording the life certificate. Since 
the banks are operating in Core Banking environment, the pensioner has option to approach any 
of the branches of the pension paying bank for submission of Life Certificate. In order to overcome 
the hardships associated with life certificate, Govt. of India has introduced Digital Life Certificate 
“Jeevan Pramaan” where the pensioner has option to visit nearby CSC centre or any Government 
office to submit online through Aadhar-based biometric authentication. 
(vii) Senior Citizens: Senior citizens who have completed 60 years of age and residing in India are 
given certain privileges such as 0.50% additional interest rate over and above the card rate. The 
depositor is required to furnish Proof of age to the bank. Joint accounts with another senior citizen 
or with person who is not a senior citizen is permitted. In the latter case, only if the senior citizen 
is the first named depositor, the privileges are applicable. 
(viii) Staff Accounts – Banks can offer additional interest of 1% on the deposits placed by the staff 
members either working or retired subject to conditions laid down by the respective banks. The 
spouse of the deceased also can also avail this facility. In case of Joint accounts, the first name in 
the deposit should be the staff or ex-staff or spouse of the staff. However, staff rate of interest is 
not applicable for NRE/NRO/FCNR deposits. 

Other Important Terms: 

Permanent Account Number (PAN) is mandatory for all account openings other than Basic Savings 
Deposit Account/PMJDY account. However, account can be opened provided he/she submits 
Form-60. 
Form 60/61 –these are declaration by the customer who deposit high value cash (Rs.50,000 & 
above) and who do not have PAN Card. Form-60 is meant for customers declaring that he is not an 
income tax assessee whereas, Form-61 is obtained from the persons who have agriculture income. 
Mandate – At the request of the depositor, the Bank register mandate/ power of attorney (POA) 
authorizing another person to operate the account on his behalf. 
Interest paid on Deposits – 

(a)  Savings Bank Accounts - The balances in the SB accounts are eligible to earn interest as decided 
by the respective banks since the interest rates are deregulated. The interest is calculated on basis 
of the daily balance in the account.  Reserve Bank of India has directed Banks to pay interest on 
domestic rupee savings deposits shall be calculated on a daily product basis as under: 

i. A uniform interest rate shall be set on balance up to Rupees one lakh, irrespective of the
amount in the account within this limit.

ii. Differential rates of interest may be provided for any end-of-day savings bank balance
exceeding Rupees one lakh.

 RBI advised banks to avoid any discrimination while extending interest rates to the customers. The 
interest amount is to be credited to the respective accounts at least once in quarter or at lower 
intervals, as per the discretionary of the banks. Interest paid upto Rs. 10,000 on Savings Bank 
account is exempt under Section 80TTA of Income Tax Act. 
(b)  Current Accounts - No interest shall be paid on deposits held in current accounts. However,
the balances lying in current account of a deceased individual depositor or sole proprietorship 
concern shall attract interest from the date of death of the depositor till the date of repayment to 
the claimant/s at the rate of interest applicable to savings deposit as on the date of payment. 
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(c) Term Deposits – The interest shall be calculated at quarterly rests on term deposits, however, 
banks are allowed to pay monthly interest at discounted value. For the purpose of calculation of 
interest on domestic term deposits repayable in less than three months or where the terminal 
quarter is incomplete, interest should be paid proportionately for the actual number of days 
reckoning at 366 days in a leap year and 365 days in other years. Whenever interest rates are 
revised, the revised rates are applicable to fresh deposits as well as the renewed deposits. The 
interest rates offered are non-discretionary and non-discriminatory and are applicable uniformly 
to all depositors at all branches of the Bank. The rate of interest on deposits should be prominently 
displayed in the branch premises and Bank’s website. However, differential interest rates shall be 
offered on bulk deposits only. Government of India advised the Banks not to pay any preferential 
interest on the deposits of Central Public Sector Enterprises. The interest payment can be made to 
any operative account as directed by the depositor in witting. 
In case of premature withdrawal of Term Deposits, the Bank, at its discretion, may allow 
withdrawal of term deposit before completion of the agreed period of deposits. The Bank shall 
declare its policy on penalty which will be levied by way of interest reduction for premature 
withdrawal of term deposit. Normally, the premature cancellation of term deposit attracts a 
penalty of 1%. However, at present, deposits of Individuals up to Rs. 5 lakh contracted for any 
maturity period and deposits of Govt./Corporates/ firms/ institutions / associations’ etc. up to 
Rs.100 lakh contracted up to 90 days are exempted from levying penalty.   
In case of Premature Renewal of Term Deposits, by seeking premature closure of an existing term 
deposit account, the bank shall permit the renewal at the prevailing rate on the date of renewal, 
provided the deposit is renewed for a period longer than the balance period of the original deposit. 
While prematurely closing a deposit for the purpose of renewal, interest on the deposit for the 
period it has remained with the bank will be paid at the rate applicable to the period for which the 
deposit remained with the bank reckoning from the date of deposit and not at the contracted rate. 
(d) Recurring Deposit – This is a special kind of Term Deposit offered by banks which help people 
with regular incomes to deposit a fixed amount every month into their Recurring Deposit account 
and earn interest at the rate applicable to Fixed Deposits. It is similar to making FDs of a certain 
amount in monthly instalments, for example Rs.1,000 every month. This deposit matures on a 
specific date in the future along with all the deposits made every month. Thus, Recurring Deposit 
schemes allow customers with an opportunity to build up their savings through regular monthly 
deposits of fixed sum over a fixed period of time. Minimum Period of Recurring Deposit is 6 months 
and maximum is 10 years. 
The Recurring Deposit can be funded by giving a Standing instructions, a mandate by the customer 
to the bank to withdraw a certain sum of money from his Savings/Current account and credit to 
their Recurring Deposit account. When the RD account is opened, the maturity value is indicated 
to the customer assuming that the monthly instalments will be paid regularly on due dates. If any 
instalment is delayed, the interest payable in the account will be reduced and will not be sufficient 
to reach the maturity value. Therefore, the difference in interest will be deducted from the 
maturity value, as a penalty. The rate of penalty will be fixed upfront. Interest is compounded on 
quarterly basis in recurring deposits. One can avail loans against the collateral of Recurring deposit 
up to 80 to 90% of the deposit value. 
TDS is applicable on Recurring deposits. If interest earned on recurring deposits exceeds Rs.10,000 
a year, TDS at the rate of 10% would be deducted by the bank. Income tax is to be paid on interest 
earned from a Recurring Deposit at the rate of tax slab of the RD holder. 
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Overdue Term Deposits – Overdue deposits will be renewed with effect from the date of maturity 
at the then  prevailing interest rate, on the due date, provided such request is received within 14 
days (both days inclusive) from the date of maturity. Where the overdue period exceeds 14 days 
and where the deposit or part thereof is renewed, the rate of interest payable on the deposit so 
renewed shall be the lower of (i) the rate of interest applicable for the renewed period prevailing 
as on the date, or (ii) the rate of interest applicable for the renewed period and prevailing on the 
date of renewal. In case, the depositor is not interested to renew the overdue deposit and would 
like to withdraw the amount, the depositor shall be eligible for the applicable Savings Bank interest 
rate for the overdue period of deposit.  
Automatic renewal mandate - For the sake of convenience of the Bank and the Depositors, it is 
desirable to obtain a mandate from the depositors at the time of accepting of deposits with regard 
to disposal of maturity proceeds, i.e. Automatic renewal or credit the amount to the operative 
account. The mandate for automatic renewal, helps auto-renewal of deposits for the same tenure 
continuously at the prevailing rate of interest, unless a contrary instructions is received by the Bank 
Interest payable on deposits in the deceased account – In the event of death of the depositor, 
interest shall be payable in the following manner: 

(a) interest is payable to the claimants of a deceased deposit customer, beyond the date of 
maturity at the interest rate applicable to the period for which the deposit has remained 
with the bank upto the date of actual payment, only if the death of the depositor has 
occurred before the date of maturity of the deposit. 

(b) No interest is payable beyond the date of maturity of the term deposit, where the death of 
the depositor has occurred after the maturity of the term deposit on the basis that the 
depositor has failed to exercise his right to renew the deposit for a further period. 

(c) Bank shall pay simple interest at the Savings Bank deposit rate, in the case of death of a 
depositor after the maturity date of deposits, where the depositor had failed to renew the 
deposit for a further period, as the bank has enjoyed the funds upto the date of payment of 
the deposit proceeds to the legal heirs/nominees.  

(d) In the case of balances lying in current account standing in the name of a deceased 
individual depositor/sole proprietorship concern, interest shall be paid from the date of 
death of the depositor, whichever is later, till the date of repayment to the claimant/s at 
the rate of interest applicable to savings deposit as on the date of payment. 

Deposits maturing on a holiday – In case of reinvestment/recurring deposits, banks should pay 
interest for the intervening Sunday/Holiday /Non-business working day on the maturity value on 
the succeeding working day. However, in case of ordinary term deposits, the interest for the 
intervening Sunday/holiday/non-business working day should only be paid on the original principle 
amount. 
Payment of Term deposits by cash – Section 269 of Income Tax Act, 1961 prohibits payment of 
term deposits or notice deposits in cash, if the amount involved, principal plus interest is Rs. 20,000 
or more. Hence, the payment of such deposits is to be made by credit to the account of the party 
or by a A/c Payee crossed demand draft/Pay order only. 
Term Deposits: Purchase of Cheques/Drafts – Banks were hitherto permitted to purchase 
cheques/drafts “at par”, provided the entire proceeds are placed as Term Deposits for a minimum 
period of 6 months. Now, RBI has advised all Banks to stop the purchase of cheques/drafts at par 
for placing the proceeds as Term Deposits with effect from 27.01.2014. 
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Loans against Deposits – The Bank may consider request of the depositor/s for loan/overdraft 
facility, upto 90% against term deposits duly discharged by the depositor/s on execution of 
necessary security documents. Whenever a loan is granted, a lien on the deposit is marked. The 
bank gets the right to appropriate the deposit proceeds towards the loan account on the date of 
maturity, in case the loan remains unpaid. The interest rates applicable, margins to be maintained 
etc. will be made known to the customers at the time of availing the Deposit Loan and also will be 
placed in Bank’s website from time to time. Banks shall not grant loans/advances against term 
deposits maintained with other banks. 
Tax Deduction at Source (TDS) – It is the statutory obligation to deduct tax at source (at present 
10%), if the total interest paid/payable on all term deposits held by Resident person exceeds the 
amount specified, presently Rs.10,000 in a financial year under the Income Tax Act. However, TDS 
is exempted to the individual depositors who submits “Form 15G” (whose age is below 60 years) 
and “Form 15H” (whose age is above 60 years) stating that their total income from all sources, 
including the interest on bank deposits is well within the taxable income limit. However, the system 
deduct TDS automatically where the interest income exceeds Rs. 3 lakh and Rs. 5 lakh p.a. for senior 
citizens & super senior citizens (above 80 years) respectively. Branch should obtain Form 15G/15H 
in triplicate and return one copy to the customer as acknowledgement and it should bear round 
seal of the branch.  
As per extant guidelines, all depositors invariably submit PAN, failing which the interest income on 
such term deposits attracts TDS @20% with effective from 01.04.2010. Acceptance of Form 15G 
from individuals is not valid, where the interest income from deposits is more than the basic 
exemption limit of Rs. 2.50 lakh under the present Income tax laws. 
Normally, form 15G cannot be accepted from Temple Trust or other trusts, however, it can be 
accepted only when they produce the tax exemption certificate issued by IT authorities. In case 
where the deposit is made in the name of beneficiaries as per the directions of the Court, applicable 
TDS is to be deducted. Please note that such deposits are not to be treated as deposits in the name 
of the Government. However, deposit held in the name of an administrator or receiver or any 
authority of similar nature by the Court are exempt from deduction of TDS.  
It is the responsibility of the branches to download Form 16A from TIN website and also generate 
single interest certificate for a customer. Branches should ensure that TDS certificate (Form 16A) 
as well as Interest certificate should be sent to the depositor without waiting for or seeking any 
written request from the depositor. The Bank will issue a tax deduction certificate for the amount 
of tax deducted. Further, if any depositor requests for TDS certificate, the same should be issued 
again even though the TDS certificate was already issued.  
Interest earned on Savings Bank Deposits, Certificate of Deposits and Non-Resident (External) 
Accounts including FCNR Deposits are exempted from TDS. 
Inoperative/Dormant Accounts – Savings as well as Current account should be treated as 
Inoperative/Dormant, if there are no transactions in the account for over a period of two years. 
For the purpose of classifying as above, both the type of transactions (Debit/Credit) induced at the 
instance of customers as well as third party should be considered. Charges levied or interest 
credited should not be treated as transaction for the said purpose. However, crediting the Fixed 
Deposit interest, Dividend and Interest warrants to Current/SB account are to be treated as a 
customer induced transaction, and consider the account as operative account only. Operations in 
Inoperative/Dormant accounts may be allowed after due diligence i.e. ensuring genuineness of the 
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Chapter-2: CREDIT FACILITIES – FUND BASED 
AND NON-FUNDED 

Lending is one of the primary functions of a bank. The deposits mobilized by the bank are deployed 
profitably to its customers by way of loans, advances, cash credit and overdraft. Interest received 
on such loans and advances is the main source of its income pool. The banks make loans and 
advances out of deposits, received from their customers. As such, the bank owes a greater 
responsibility to its depositors. Hence, the Bank, as a custodian of public deposits, should be 
extremely careful while granting loans. 
From the view point of borrower, it is ‘borrowing’ and from the view point of bank, it is ‘lending’. 
Loan may be regarded as ‘credit’ granted where the money is disbursed and its recovery is made 
on a later date. It is a debt for the borrower. While granting “loans”, credit is given for a definite 
purpose and for a pre-determined period. Interest is charged on the loan at agreed rate and 
intervals of payment. ‘Advance’ on the other hand, is a ‘credit facility’ granted by the bank. Banks 
grant advances largely for short-term purposes, such as purchase of goods traded in and meeting 
other short-term trading liabilities.  
There is a sense of debt in loan, whereas an advance is a facility being availed of by the borrower. 
A credit facility repayable in instalments over a period is termed as loan while a credit facility 
repayable within one year may be known as advances. However, these two terms are frequently 
used interchangeably.
Lending is a principal activity of a bank. A bank's existence largely depends on its size and quality 
of its lending portfolio. A banker should be in a position to identify the needs of the customer for 
funds  and customize  the  lending products, to  suit the  requirements of  the  customers, subject, 

This chapter include: 

 General Rules of Sound Lending
 Loan and Advances
 Types of Loan and Advances
 Non-Fund Based Credit Facilities
 Types of Letter of Credits
 Rule of Clayton’s Case
 Types of Borrowers
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however to conforming to the laws of the land. Therefore, a banker for his success as a lender is 
required to acquaint himself with various types of credit facilities and understand the legal 
relationship existing under different credit facilities.   

GENERAL RULES OF SOUND LENDING 

A banker should use his wisdom and judgment and must be extra careful while granting loans. The 
sound lending requires a Banker to take the following precautions: 

1. Safety: The golden rule for granting loans is the safety of funds. The main reason for this is
that the very existence of the bank is dependent upon the loans granted by him. In case the
bank does not get back the loans granted by it, it might fail. A bank, therefore, cannot and
must not sacrifice the safety of its funds for the sake of a higher rate of interest.

2. Liquidity: The second important rule of granting loan is liquidity, means the possibility of
converting loans into cash without much loss of time and money. As such, the funds with
the bank which he lends are payable on demand or short notice. As such, a Bank cannot
afford to block its funds for a long term period and cause mismatch of resources.

3. Profitability: Profitability or return on deployment is another important consideration for
Lending. The bank should lend judiciously to earn highest returns, so that it may pay a
reasonable rate of interest to its customers on their deposits, reasonably good salaries to its
employees and a good return to its shareholders. However, a bank should not sacrifice
either safety or liquidity to earn a high rate of interest.

4. Diversification: ‘One should not put all his eggs in one basket’ is an old proverb which very
clearly explains this principle. A bank should not invest all its funds in one industry. In case
that industry fails, the banker will not be able to recover his loans and it may also fail.
According to the principle of diversification and risk management policies, the bank should
diversify its investments in different industries and should give loans to different borrowers
in one industry.

5. Security: A banker should generally grant secured loans only. In case, the borrower fails to
return the loan, the banker may recover his loan after realizing the security. In case of
unsecured loans, the chances of bad debts will be very high.

6. Margin Money: In case of secured loans, the bank should carefully examine and value the
security. There should be sufficient margin between the amount of loan and the value of
the security. If adequate margin is not maintained, the loan might become unsecured, in
case the borrower fails to pay the interest and return the loan.

7. National Interest:  Banks were nationalized in India to have social control over them. As
such, they are required to invest a certain percentage of loans and advances in priority
sectors, viz., agriculture, small scale and tiny sector, and export-oriented industries etc.
Again, the Reserve Bank also gives directives in this respect to the scheduled Banks from
time to time. The banks are under obligations to comply with those directives.

8. Creditworthiness of the Borrower: Last but not the least, the bank should carefully examine
the creditworthiness of the borrower, viz. honesty, integrity, creditworthiness and capacity
of the borrower to repay the loan. In case the Bank fails to verify the bonafides of the
borrower, the loans and advances might become unrecoverable and turn bad debts for the
bank.
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LOANS AND ADVANCES 

Fund based lending by Banks for working capital and long-term requirements are made in the form 
of: 

1. Loans – Term Loan/Demand Loan
2. Cash credit
3. Overdraft
4. Bills discounting

1. Loans: Term/Demand Loans - A Term loan/Demand loans is generally granted for meeting the
capital expenditure, and is repaid in regular payments over a set period of time. Term loans usually 
last between one and ten years, but might last as long as 30 years in some cases. A term loan 
usually involves an unfixed interest rate that will add additional balance to be repaid. Term loans 
can be given on an individual basis, but are often used for small business loans. The ability to repay 
over a long period of time is attractive for new or expanding enterprises, as the assumption is that 
they will increase their profit over time. Term loans are a good way of quickly increasing capital in 
order to raise a business’ supply capabilities or range.  
When the interest amount is added back with the Principal Loan dues in order to arrive at and to 
offer a uniform monthly installment payable across the tenor of the Loan, the repayment method 
is called Equated Monthly Installment (EMI).   
Demand loans are those which are repayable on demand through a repayment schedule is agreed 
upon by the bank.  
Commercial banks grant loans for different periods-long, short and medium term for different 
purposes.  

(1) Short-term loans are meant for the working capital needs of business, such as, purchase of 
raw-materials, payment of wages, electricity bill, taxes etc. Such loans are granted by banks 
to its borrowers to be repaid within a short period of time not exceeding 15 months. Short 
term loans are normally granted against the security of tangible assets, like goods in stock, 
shares, debentures, etc. The rate of interest charged on short term loans ranges from 12% 
to 18% p.a.  

(2) Medium Term Loans and Long term loans are generally known as ‘term loans’. These loans 
are granted for more than 15 months and upto 30 years. In case of medium term loan, the 
period ranges from 15 months to less than 5 years. Medium term loans are generally 
granted for heavy repairs, expansion of existing units, modernization/renovation etc. Such 
loans are sanctioned against the security of immovable assets. The normal rate of interest 
ranges between 12% to 18%, depending upon the period, purpose, nature and amount of 
the loan. 
Though banks may grant long term loans, they avoid granting loan for more than 5 years. 
The development financial institutions usually grant long-term loans. Banks in certain cases, 
like housing loans sanction long-term loans which are repayable over longer period of 20-
30 years. 

2. Cash Credit: Cash credit is the most popular method of lending by the banks in India. It accounts
for more than two third of total bank credit. Under cash credit system, a limit, called the credit 
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limit is specified by the bank. A borrower is entitled to borrow up to that limit. It is granted against 
the security of tangible assets or guarantee. The borrower can withdraw money, any number of 
times up to that limit during the validity of the bank credit. He can also deposit any amount of 
surplus funds with him from time to time. He is charged interest on the actual amount withdrawn 
and for the period such amount is drawn. The merit of cash credit facility are: 

A. Flexibility - The greatest advantage of cash credit method is that it is flexible. A customer 
can withdraw and deposit money any number of times. 

B. Economical - The scheme is economical. A borrower has to pay interest only on the 
amount borrowed and that too for the period the amount is actually withdrawn. Unlike a 
loan, he is not required to pay interest on the entire amounts of the loan. 

3. Overdraft:  One of the main advantages of maintaining a current account is that, its holder can
avail of the facility of Overdraft, means they can overdraw the Current account to the Overdraft 
limit fixed by Bank. An overdraft facility is granted to a customer on a written request. Sometimes, 
it may be implied where a customer overdraws his account and the bank honours his cheques.   
The bank should obtain a written request from the customer. He should also settle the terms and 
conditions and the rate of interest chargeable. It is usual to obtain a promissory note from the 
customer to cover the overdraft. 
4. Bills Discounting: The bank provides the customers with the facility of purchasing and
discounting their bills receivable. This is a method of financial accommodation offered by the 
banker to the customer. The bank permits the customer to discount his bills receivable and have 
the value of the bills credited to his account. The bank charges discounting charges on the face 
value of the bills. It waits till the maturity of the bill and presents it on the due date to the drawee 
for payment. After collection, the proceeds of the bill are appropriated towards the loan and 
interest due by the customer. If the bill is discounted, the amount will be recovered earlier from 
the customer. 
The methods of bill finance, depending upon payment obligations incurred by the bank, can be 
classified into: 

(i) Bill discounting and bills purchase; 
(ii) Drawee bill acceptance; 
(iii) Bills co-acceptance. 

In all these cases, the banker undertakes an obligation and depending on the nature of bill finance, 
the first two are fund-based facilities and the last is a non-fund based facility. 
Fixed or Floating rate of interest: A fixed interest rate means that the percentage of interest will 
never increase during the tenor of the Loan, regardless of the financial market. Low-interest 
periods are usually an excellent time to take out a fixed rate loan. Floating interest rates will 
fluctuate with the market, which can be good or bad depending on what happens with the global 
and national economy. Since some term loans last for 10 years, betting that the rate will stay 
consistently low is a real risk. 
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Chapter-3: RETAIL, WHOLESALE & 
INTERNATIONAL BANKING 

Retail Banking or Consumer banking, is the provision of services by a Bank to individual consumers, 
rather than to companies, corporations or other banks. Services offered include savings 
and transactional accounts, mortgages, personal loans, debit cards, and credit cards. 
Until the late 1990s, banks were mobilising deposits from retail consumers but lending was 
primarily confined to the trade and industry sector. Reason being that the policies and approach 
of the Government and the RBI was directed towards production-oriented economic activities and 
thus financing of consumption expenses towards retail sector was discouraged. 
Thus, financing of individuals and retail customers for their consumption needs was discouraged, 
excepting financing under priority sector lending, where banks were financing individuals for 
agriculture and allied activities and also under various government sponsored schemes for their 
economic and financial upliftment.  

Retail Banking 

Retail banking is, broadly speaking, dealing of commercial banks with individual customers, both 
on liabilities and assets sides of the balance sheet. Fixed, current/savings accounts on the liabilities 
side; and personal loans, housing, auto loans, and educational loans on the assets side, are the 
important products offered by banks. 

This chapter include: 

 Retail Banking
 Wholesale Banking
 International Banking
 Universal Banking
 American Depository Receipts & Global Depository

Receipts
 Participatory Notes
 Bancassurance
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Retail lending offered diversification of lending portfolio with dispersal of credit risk to low-ticket 
loan accounts to a large number of retail consumers helping Banks to diversify their portfolio risk. 
Banks took this opportunity to cater to the multiple banking requirements of the individuals by 
segmenting the individuals as a separate business market and called it by the name of 'Retail 
Banking'.  

Related Ancillary Services 

 Credit cards, Debit cards and Depository services.
Today's retail banking sector is characterised by three basic features: 

1. Multiple products (deposits, credit cards, insurance, investments and securities).
2. Multiple channels of distribution (call center, branch, Internet/Mobile and kiosk); and
3. Multiple customer groups (consumer, small business, and corporate).

Retail Deposit Products 

• Savings Bank Account
 Premium Savings Bank Account
 Zero Balance Account for salaried class people
 No Frills Account for the common man

• Recurring Deposit Account
• Current Account
• Term or Fixed Deposit Account
• Senior Citizen Deposit Accounts, etc.

Retail Loan Products 

 Trade related advances to individuals- for setting up business, retail trade etc.
 Home Loans to resident Indians: for purchase of land and construction of residential

house/ purchase of ready built house/for repairs and renovation of an existing house.
 Home Loans to Non-Resident Indians
 Consumer Loans - for purchase of white goods and durables
 Personal loans - for purchase of jewels, for meeting domestic consumption etc.
 Auto Loans - for purchase of new/used four-wheelers and two-wheelers
 Educational Loans - for pursuing higher education both in India and abroad
 Crop loans to agricultural farmers
 Credit Cards
 Gold Loan

Retail Services 

 Safe Deposit Lockers
 Depository Services
 Bancassurance Products etc.

Retail lending has been growing to as high as 21.50% of the aggregate advances portfolio and it 
has proved to be a major driver for profit for the banks. It is reported that the overall impairment 
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of the retail loan portfolio worked out much less than the Gross NPA ratio for the entire loan 
portfolio. Within the retail segment, the housing loans had the least gross asset impairment.  

WHOLESALE BANKING 

Wholesale Banking implies provision of banking business with business and industrial firms - mostly 
corporates and trading houses, including multinationals, domestic business houses and prime 
public sector companies. Banks have been doing such businesses traditionally and usually called as 
Commercial Banking and Corporate Banking. With competition from multinational banks, in 
servicing this segment of customers, banks are vying with each other in providing a wide array of 
commercial, transactional and electronic banking products. Banks achieve this through innovative 
product development and a well-integrated approach to relationship management.  

Products 

The products are broadly classified into four major groups, viz., Fund-based Services, Non-Fund 
Based Services, Value-Added Services and Internet Banking Services. 
1. Fund-based Services

(a) Term Lending
(b) Short Term Finance
(c) Working Capital finance
(d) Bill Discounting
(e) Structured Finance
(f) Export Credit

2. Non-fund-based Services

(a) Bank Guarantees
(b) Letter of Credit
(c) Collection of Bills and Documents

3. Value-added Services

(a) Cash Management Services
(b) Vendor Financing
(c) Corporate Salary Accounts
(d) Forex Desk

(e) Derivatives Desk
(f) Tax Collection
(g) Channel Financing
(h) Real Time Gross Settlement
(i) Syndication Services
(j) Money Market Desk
(k) Employees Trusts
(l) Bankers to Right/Public Issue

3. Value-added Services..contd

4. Internet Banking Services

(a) Payment Gateway Services
(b) Supply Chain Management
(c) corporate Internet banking
(d) Supply chain partners

Bank offering Products/services to other banks:  Banks offer products to other peer smaller banks 
in areas like clearing sub-membership, DD/cheques payable at par, RTGS-Sub-membership, 
Cheque Collection, Funds Transfer, ATM tie-ups, etc.  
Bank offering Products/services to other Financial Institutions:  Banks also cater to the Financial 
Institutions by offering products like Cash Management Services and to Mutual Funds by offering 
products, viz. Collection Services, Payment Services, Custodial Services and Funds Transfer. Banks 
also offer Stock Brokers services like Clearing Settlement Bankers on Equity and Derivatives 
Segment, Professional Clearing Member of NSE Derivatives, Bank Guarantees etc. 
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INTERNATIONAL BANKING 

International banking is a type of banking that has presence across the international borders. 
International Banking services cater to the trade engaged in cross-border transactions. Banks have 
been traditionally offering various services to the international business firms. Every country sell 
certain goods and services (export) out of their surplus production to other countries. Similarly, 
each country need to buy (import) certain goods and services from other countries in order to 
bridge the demand and supply in its economy. Further, in a liberalized and free trade economy, 
the government and people of one country may invest capital and labour in another country and 
may earn income in the form of profits, dividends, interest, royalty, etc.  
Foreign exchange market is the place where each country/people can pay for their requirements 
and receive their entitlements in their own home currency. Banks are amongst the active members 
of the foreign exchange market and they provide specialized services to their customers called 
International banking services.  
These services can be broadly grouped into the following: 

For Exporters: 

1. Export Packing Credit: Banks provide finance in the form of Export Packing Credit (EPC) both
in rupees as well as in foreign currencies to assist the exporters to facilitate manufacturing
or packing the goods for export from India.

2. Export Bill Negotiation: Banks negotiate export bills drawn under Letter of Credit (LC), if the
documents are drawn strictly in terms with the LC conditions and payment of the bills to
the exporter is made even before the bills are realized from the importers.

3. Export Bill Purchase and Discounting: Even when the exports are not covered under Letter
of Credit, Banks allow credit limits and pay the value of the invoice, immediately on
shipment to the exporter, at a discount. The export documents are presented and the
proceeds credited to the advance account on realization.

4. Export Bill Collection Services: Export documents are sent in collection by the exporter
through his banker for payment by the overseas buyer on their presentation/due dates.
Such payments received against the delivery of documents by the buyer's bank are remitted
to the collecting bank and proceeds credited to his account after deducting commission and
other charges, if any.

5. Bank Guarantees: Banks also issue Guarantees in foreign currency on behalf of exporters
for approved purposes as defined under FEMA, subject to availability of credit limits or
against cash margins, as decided by the bank.

6. Rupee Advance against Export Bills: When an exporter expects the currency of his invoicing
to appreciate further and does not want to surrender the export value of forex, before the
due date, banks offer rupee advance against export bills up to the due date of the
receivables, subject to limit availability and RBI rules.

7. Export LC Advising: With a correspondent banking relationship with the leading banks
across the globe, Letter of Credit is advised through Banks.

8. Export LC Confirmation: When the exporter have little confidence in the credit standing of
an LC opening bank or if the political climate or credit risk of the buyer's country is not
satisfactory, banks offer LC confirmation services.
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9. Suppliers Credit: This facility enables Indian exporters to extend term credit to importers
(overseas) of eligible goods at the post-shipment stage.

10. Forfaiting: A financial transaction involving the purchase of receivables from exporters by a
forfaiter. The forfeiter takes on all the risks associated with the receivables but earns a
margin. Forfaiting financing used by exporters enables them to receive cash immediately by
selling their medium-term receivables.

For Importers: 

1. Import Bill Collection Services: Documentary Collections are a common and useful method
of payment for goods imported from overseas suppliers. However, these require careful
and accurate scrutiny to bills of exchange, stamping requirements on bill of exchange, bills
of lading and other documents. Banks handle the Import collection documents meticulously
and help the importers to remit the import value.

2. Direct Import Bills: FEMA guidelines allow importers to receive import documents directly
from the overseas supplier, subject to certain conditions and banks help importers to settle
payments against the direct imports.

3. Advance Payment towards Imports: Whenever any advance payment to an overseas
supplier is required to be made, banks provide advisory services and also assist in faster
remittance to the suppliers.

4. Import Letters of Credit: Banks issue Import Letters of Credit on behalf of importers.
5. Buyer's and Supplier's Credit: Banks offer a wide range of offshore financing options to

importers to meet their working capital requirements. Banks also arrange for financing
import requirements of importers by way of Suppliers' credit and Buyers' credit.

6. Bank Guarantees: Banks issue Bank Guarantees in foreign currency on behalf of Importers
for all approved purposes as defined under FEMA, against cash margin or under regular
limits, as per bank credit risk assessments.

Remittance Services 

1. EEFC Account Services: Banks provide facilities to maintain an Exchange Earners Foreign
Currency a/c (EEFC a/c) in all permitted currencies.

2. Receipt of Foreign Inward Remittances Services: Banks receive from abroad and credit
them to the Indian beneficiary’s accounts.

3. Payment Services to Abroad (Outward Remittances): Banks as Authorised Dealers in
Foreign Exchange provide remittance facilities in foreign currency to any country for any
permitted purpose up to the limits permitted by RBI.

UNIVERSAL BANKING 

Universal banking refers to a Super Financial Hub for marketing of a host of financial products sold 
by the private /public/government bodies under one roof. Universal banks offer financial products 
such as, banking, mutual funds, insurance, capital market related products including share broking, 
commodity broking, investment products, like sale of gold/ bullion, government/ corporate bonds, 
providing advisory services and Merchant Banking Activities, etc. Banking products include all types 
of deposit (liability) products and also loan (asset) products like short, medium and long-term loans 
(project finance). The insurance products would cover both life and non-life insurance products 
including health insurance products.  
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Chapter-4: ANCILLIARY SERVICES & E-PRODUCTS 

All the services rendered by banks can be broadly divided into two categories. The first being 
primary services, which consist of accepting demand deposits and lending money to its customers 
as per their requirement. These services generate interest income to the Bank and form majority 
of their profitability. 
Apart from these, banks provide many other supporting services; called ancillary services which 
supplement various financial and asset building and support requirements of their customers. 
These services generate significant commission and service charges income for the Bank and 
enhances the profitability of Banks.  
Banks endeavor to explore avenues to generate higher commission and service charges income as 
these do not impact largely on their capital adequacy requirements and these can be improved 
with the existing resources and manpower. 

GOVERNMENT AGENCY BUSINESS 

In terms of Section 20 of the RBI Act 1934, RBI has the obligation to undertake the receipts and 
payments of the Central Government and to carry out the exchange, remittance and other banking 
operations, including the management of the public debt of the Union. Further, as per Section 21 
of the said Act, RBI has the right to transact Government business of the Union in India. 

This chapter include: 

 Government Agency Business
 Remittance of Funds
 Cheque Truncation System
 Electronic Funds Transfer Mechanism
 Plastic Money
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 Merchant Banking
 Lease Financing
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State Government transactions are carried out by RBI in terms of the agreement entered into with 
the State Governments in terms of section 21 A of the Act. As of now, such agreements exist 
between RBI and all the State Governments except Government of Sikkim. Thus, the legal 
provisions vest Reserve Bank of India with both the right and obligation to function as banker to 
the government. 
The Reserve Bank of India carries out the general banking business of the Central and State 
Governments through its own offices and through the offices of the agency banks (State bank of 
India and PSU Banks) appointed under Section 45 of the RBI Act, 1934, by mutual agreement. RBI 
pays agency commission (also called turnover commission) to the agency banks for the 
government business handled by them. Because of growing pressure on the treasuries and banks 
engaged in agency business, the RBI decided to diversify the activity and engage more banks and 
their branch offices under PSU sector to accept and make payments under government agency 
business. 
Transactions relating to the following government business undertaken by agency banks are 
eligible for receipt of agency commission from RBI: 

(a) Collection of revenue receipts and payments on behalf of the Central/State Government 
(b) Collection of Sales taxes and professional Tax 
(c) Collection of Central Excise and Customs, GST payments 
(d) Collection of Direct Taxes, viz. Income Tax, Capital Gains tax, Gift Tax, Wealth tax etc. 
(e) Payment of Pension payments in respect of Central / State Governments 
(f) Collection of Special Deposit Scheme (SDS) 1975 
(g) Opening of Public Provident Fund (PPF) Scheme, 1968 accounts 
(h) Collection of Senior Citizen Savings Scheme (SCSS), 2004 
(i) Collection of Kisan Vikas Patra, 2014 and Sukanya Samriddhi Account 
(j) Any other item of work as advised by RBI as eligible for agency commission (viz. Relief 

Bonds/ Savings Bonds etc. transactions) 

REMITTANCES OF FUNDS 

Remittance means transfer of funds from one branch of a bank to another branch of the same bank 
or a different bank across the country and overseas. Customers can make local remittances in a 
city through banker's cheques and remit funds from one center to another branch location by 
demand drafts, telegraphic transfers, national electronic funds transfer (NEFT) and real time gross 
settlement (RTGS) at prescribed service charges. 
Customers are required to fill an application in the bank’s prescribed form available at the bank 
branch. Particulars required to send a remittance are viz. name and address of the beneficiary, 
account details of beneficiary, place to which the remittance is sent, name, along with the address 
and account number (if any) of the purchaser/remitter.  

a. DEMAND DRAFTS (DP) AND BANKERS' CHEQUE (BC)

These are the most common and simpler mode of funds transfer which are paper based and are in 
practice for several decades. Banker’s cheque (BC) is issued for fund transfer within the 
geographical limits of a city under a clearing settlement location. Whereas, the Demand Draft
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(DDs) are issued for locations outside the city within the country and even overseas too. DD/BCs 
are like a cheque, therefore it can also be “crossed”. When the other party receives it, they have 
to deposit it in their account with the bank for payment. It is the easiest and safest way of sending 
money from one place to another place. 
Purchaser of a DD/BC has no authority to countermand its payment after it has been delivered to 
the payee. However, the bank shall exercise caution if the purchaser of a DD/PO reports a loss or 
theft of the instrument, if the payment has not already been made. All such intimation shall have 
to be made in writing at the branch from where the DD/BC was purchased. 
A DD/BC is a negotiable instrument and is made payable to order of the beneficiary. Banker's 
cheques and drafts are valid for three and six months respectively and can be revalidated by the 
issuing branches on a written request of the purchasers. The drafts can be revalidated only once 
within one year from the date of issue. After one year of the draft being purchased, it can be 
cancelled only at the issuing branch and a fresh draft can be obtained after paying the requisite 
service charges. Refund on cancellation of a DD/BC shall be made only if the original instrument is 
tendered without any sign of an endorsement or any special crossing or negotiations having been 
made. Refunds are subject to establishment of proper identity of purchaser to Bank’s satisfaction. 
The issue and payment of the banker's cheques and drafts in cash across the counter is subject to 
Income Tax provisions and RBI rules against money laundering activities. As per RBI guidelines, 
purchase/payment of drafts/BC for Rs. 50,000 and above are to be made through banking channels 
and not in cash however, with exceptions to Govt. accounts payments. 

Issue of a Duplicate DD/BC 

A customer is entitled for issue of a duplicate DD/BC in lieu of the lost instrument subject to: 
(a) intimation by the customer (purchaser) to the bank about loss of the instrument and 

caution payment of the lost instrument; 
(b) payment of the DD/BC issued has not since been made by the drawee bank/branch; 
(c) Purchaser to execute of an indemnity declaration to safeguard the bank, duly signed by 

both the payee and the purchaser in the prescribed form duly stamped; 
(d) Purchaser to pay the prescribed service charges to bank for issue of duplicate instruments. 

b. MAIL TRANSFER (MT)

A mail transfer is a form of remittance whereby the amount remitted by a customer or a non-
customer is directly credited to the beneficiary’s account with another branch. Mail transfer is 
possible only when the sender (remitter) and the receiver (remittee) both have their bank accounts 
with the same bank though at the different branches. Drawee branches afford credit of mail 
transfer to customer's account within a maximum period of seven days from the date of receipt of 
funds. However, mail transfer facility has no relevance in modern banking environment after 
implementation of core banking solution and anywhere banking concept introduced, where the 
remitter can deposit a cheque in the beneficiary account directly allowing quick transfer of funds 
without incurring any service charges whatsoever.   

c. TELEGRAPHIC TRANSFER (TT)

A telegraphic transfer is a form of remittance, which is implemented by remitting fund transfer 
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massage over a telegram, telex or fax machine. The fundamental principles of such a transfer are 
otherwise identical with that of the mail transfer. Drawee branches afford credit of telegraphic 
transfer to a customer's account within a maximum period of 2 days from the date of deposit of 
funds for TT and this mode is considered faster than MT. However, telegraphic transfer facility has 
no relevance in modern banking environment after implementation of core banking solution and 
anywhere banking concept introduced, where the remitter can deposit a cheque in the beneficiary 
account directly allowing quick transfer of funds without incurring any service charges whatsoever.  

d. TRAVELLER'S CHEQUES (TC)

Traveller's cheques (TCs) are issued in pre-printed denominations on security paper to prevent 
frauds. TCs are issued to any Individual and the purchaser must sign to confirm his identity, on the 
TCs in the space provided for in the presence of bank officials at the time of purchase.  
The TCs are bearer instrument, payable to order and have an unrestricted validity period. At the 
time of encashment, purchaser is required to countersign each TC in the presence of branch 
officials or merchants who accept TCs as a mode of payment, at the space provided. Identification 
of the purchaser is not insisted upon by the bank and payment is made once the signature tallies 
with the one already appearing on the instrument. In case of TCs accepted by merchants in lieu of 
sales made, payment can be effected only through their bank accounts and not across the counter 
in cash. 

e. NATIONAL ELECTRONIC FUNDS TRANSFER SYSTEM (NEFT)

National Electronic Funds Transfer (NEFT) is a nation-wide payment system facilitating one-to-one 
funds transfer. Under this Scheme, individuals, firms and corporates can electronically transfer 
funds from any bank branch to any individual, firm or corporate having an account with any other 
bank branch in the country participating in the Scheme of Reserve Bank. 
Individuals, firms or corporates maintaining accounts with a bank branch can transfer funds using 
NEFT. Even individuals who do not have a bank account (walk-in customers) can also deposit cash 
at the NEFT-enabled branches with instructions to transfer funds using NEFT. However, such cash 
remittances will be restricted to a maximum of Rs. 50,000 per transaction. Such customers have to 
furnish full details including complete address, telephone number, etc. NEFT, thus, facilitates 
originators/remitters to initiate funds transfer transactions even without having a bank account. 
The transactions under this system may be made for amounts inclusive of paisa component when 
there is no upper value limit for putting through an individual NEFT transaction. The system 
facilitates an efficient, secure, economical, reliable and expeditious system of funds transfer and 
clearing in the banking sector, as settlements of fund transfers in NEFT system is done on half-
hourly basis. The NEFT system also relieves the stress on the existing paper based funds transfer 
and clearing system. The remitting branch prepares a structured financial messaging solution 
(SFMS) message and sends it to its service centre for NEFT. The RBI at the clearing centre sorts the 
transactions bank-wise and prepares the accounting entries of net debit or credit for passing on to 
the banks participating in the system. 
IFSC or Indian Financial System Code is an alpha-numeric code that uniquely identifies a bank-
branch participating in the NEFT system. This is an 11-digit code with the first 4 alpha characters 
representing the bank, and the last 6 characters representing the branch. The 5th character is 0 
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(zero). IFSC is used by the NEFT system to identify the originating / destination banks / branches 
and also to route the messages appropriately to the concerned banks / branches. 

f. REAL TIME GROSS SETTLEMENT SYSTEM (RTGS)

Real-time gross settlement systems are specialist funds transfer systems where the transfer 
of funds takes place from one bank to another on a "real time" and on a "gross" basis. Settlement 
in "real time" means a payment transaction is not subjected to any waiting period, with 
transactions being settled as soon as they are processed. "Gross settlement" means the 
transaction is settled on one-to-one basis without bundling or netting with any other transaction. 
"Settlement" means that once processed, payments are final and irrevocable. RTGS systems are 
typically used for high-value transactions that require and receive immediate clearing. 
RTGS system does not require any physical exchange of money; the central bank makes 
adjustments in the electronic accounts of Bank A and Bank B, reducing the balance in Bank A's 
account by the amount in question and increasing the balance of Bank B's account by the same 
amount. The RTGS system is suited for low-volume, high-value transactions. It lowers settlement 
risk, besides giving an accurate picture of an institution's account at any point of time.  
Not only does it allow transfer of funds, it also reduces the credit risk. Both customers and banks 
can transfer monies the same day in various cycles, as compared to cheques, which are cleared a 
day or two later.   

CHEQUE TRUNCATION SYSTEM (CTS) 

Cheque truncation is the process of stopping the flow of the physical cheque issued by a drawer at 
some point by the presenting bank to the paying bank branch. Instead, an electronic image of the 
cheque is transmitted to the paying branch through the clearing house, along with relevant 
information like data on the MICR band, date of presentation, presenting bank, etc. 
Cheque truncation thus obviates the need to move the physical instruments across bank branches, 
other than in exceptional circumstances for clearing purposes. Further, domestic instruments, 
where both presenting and drawee banks are the same, are not allowed in the CTS process. To 
facilitate the transformation to an image-based processing scenario, RBI directed all banks to issue 
cheques in conformity with CTS-2010 standard with uniform features in terms of size, paper quality 
and fields for MICR band, signature and date format. CTS is implemented at all the MICR centres 
with the introduction of Grid-Based Cheque Truncation clearing.  
Under this, all cheques drawn on bank branches falling within the grid jurisdiction are treated and 
cleared as local cheques. Cheque collection charges including speed clearing charges should not be 
levied, if the collecting bank and the paying bank are located within the jurisdiction of the same 
CTS grid even though they are located in different cities. CTS effectively eliminate the associated 
cost of movement of the physical cheques, reduce the time required for their collection and bring 
elegance to the entire activity of cheque processing.  
In addition to operational efficiency, CTS offers many benefits to banks and customers, including 
human resource rationalisation, cost effectiveness, business process re-engineering, better 
service, adoption of latest technology, etc.   
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Electronic Clearing System (ECS): The introduction of ECS – Credit i.e. Single Debit– Multiple 
credits, helped large corporate bodies to pay their dividend, interest and refunds electronically on 
the due date, a very cost effective tool for Bank and its customers. Similarly, the utility bodies are 
now in a position to collect their bills through ECS Debit (Multiple Debits – Single Credit) right on 
the due date. The entire process including passing the credits to the beneficiaries’ accounts take 
only one day, which is convenient and cost effective to both banks and customers. 
As per RBI guidelines, Banks are advised to obtain ECS (Debit) mandate from the term loan 
borrowers who are maintaining operative accounts with other banks to facilitate timely and regular 
recovery of loan instalments. In order to strengthen the recovery mechanism, RBI directed banks 
to replace all existing Post Dated Cheques (PDC) with ECS mandates with immediate effect. 
National Automated Clearing House (NACH): National Payments Corporation of India (NPCI) has 
implemented the NACH, a web based solution for Banks, Financial Institutions, Corporates and 
Government to facilitate inter-bank, high volume, electronic transactions which are repetitive and 
periodic in nature. It is a centralized system, launched with an aim to consolidate multiple ECS 
systems running across the country leveraging robust technology platform, with a single set of 
rules. It supports the financial inclusion measures through Aadhaar based transactions and Mobile 
based ACH transactions.  
The system is covering all core banking enabled bank branches spread across the country. It is used 
for making bulk transactions towards distribution of subsidies, dividends, interest, salary, pension 
etc. and also for bulk transactions towards collection of payments pertaining to telephone, 
electricity, water, loans, investments in mutual funds, insurance premium etc. Further, it has best 
in class security features, cost efficiency & payment performance (STP) coupled with multi-level 
data validation facility accessible to all participants in real-time mode rather than batch mode. It 
gives a positive confirmation from investors' bank about registration acceptance or non-
acceptance, unlike ECS.  
Investors can opt for a one time registration and avail this facility any time for their future 
investments and can make use of this payment mode for their Lump-sum Mutual Fund investments 
apart from SIPs. Realization of funds from the investors account happens on “T” day which helps 
them to track their payments on time. The existing ECS is replaced with NACH with effective from 
01.04.2016. 

ELECTRONIC FUNDS TRANSFER (EFT) MECHNISMS 

a. Electronic Benefit Transfer (EBT)

Direct Benefit Transfer or DBT is an attempt by Government of India and various states to change 
the mechanism of transferring social welfare proceeds and subsidies launched by Government of 
India. This program aims to transfer proceeds of various welfare measures, such as Social Security 
Pensions, Mahatma Gandhi Employment Guarantee Scheme (MNREGS), National Old Age Pension 
(NOAPS), other Government subsidies etc. directly to the beneficiaries through their bank 
accounts. It endeavours to credit subsidies/proceeds into beneficiary’s bank accounts in most 
economical way and avoid/reduce leakages, delays, etc. The program was launched in selected 
cities of India on 1 January, 2013 in 20 districts, covering scholarships and social security pensions 
initially.
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Chapter-5: BANKER-CUSTOMER RELATIONSHIP 

 ‘KNOW YOUR CUSTOMER’ GUIDELINES AND CUSTOMER 

As per ‘Know Your Customer’ guidelines issued by Reserve Bank of India, customer has been 
defined as: 

(a) A person or entity that maintains an account and/or has a business relationship with the 
bank; 

(b) One on whose behalf the account is maintained (i.e. the beneficial owner); 
(c) Beneficiaries of transactions conducted by professional intermediaries, such as Stock 

Brokers, Chartered Accountants, Solicitors etc. as permitted under the law, and 
(d) Any person or entity connected with a financial transaction, which can pose significant 

reputational or other risks to the bank, say, a wire transfer or issue of a high value 
demand draft as a single transaction. 

Thus, we may summarise it as: 
 To constitute as a customer, his dealings with the Banker must be relating to the nature

of business of banking.
 A customer must have a – savings, current or a fixed deposit account opened in his

name.

BANKER-CUSTOMER RELATIONSHIP 

Classification of Relationship 

The relationship between a bank and its customers can be broadly categorized in to General 
Relationship and Special Relationship. If we look at Sec. 5(b) of Banking Regulation Act, we would 
notice that bank’s business hovers around accepting of deposits for the purposes of lending. Thus 
the  relationship  arising  out  of these two  main activities  is known  as General Relationship. In 

This chapter include: 

 ‘Know Your Customer’ Guidelines & Customer
 Banker-Customer Relationship
 Mandate
 Power of Attorney
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addition to these two activities, banks also undertake other activities mentioned in Sec.6 of 
Banking Regulation Act. Relationship arising out of the activities mentioned in Sec.6 of the act is 
termed as special relationship. 

DEBTOR-CREDITOR 

(Bank is a Debtor and Customer is a Creditor) 

When a customer deposits money with his bank, the customer becomes a lender and the bank 
becomes a borrower. The money handed over to the bank is a debt. The relationship between 
the banker and the customer is that of a debtor and a creditor.  
The features of this relationship are: 

(a) The money is lent to the bank and the bank is free to use it in a way most beneficial to it. 
The bank is not bound to keep such money intact. It is not bound to return the notes and 
coins of the same denomination as it was deposited. 

(b) Demand of payment should be made by the customer. The banker is not required to repay 
the debt voluntarily, unlike in the case of commercial debt. 

(c) Demand should be made at the branch where the account exists. Except in the case of 
drafts, travellers' cheque, ATM/credit card etc., the bank is not required to make the 
payment to the customer elsewhere (at other centers), although all the branches of a 
bank are constituents of the same bank (Chartered Bank vs. Mohd. Husain AIR 1965 Mad. 
266). In the above case, it was held that although the branches were agencies of one 
principal bank, they were distinct for payment of customer's cheques. 

(d) The demand should be made in a proper manner. The customer should demand payment 
not verbally or by a mere telephone call but by cheque, draft, withdrawal form, order or 
otherwise. Further, demand should be made during the working days and working hours 
under Sections 25 and 65 of Negotiable Instruments Act, 1881, respectively. 

(e) For the monies deposited, the creditor (customer) does not call for any security from the 
debtor (bank) as in the case of commercial debts. 

(f) In the case of deposit accounts repayable on demand, the law of limitation does not begin 
to run until demand has been made for repayment. In the case of fixed deposit, normally 
the deposit receipt must be produced on or after the due date of deposit and the 
production of receipt is in the nature of demand and hence, the law of limitation begins to 
run from the date on which the receipt is produced. 

CREDITOR-DEBTOR 

(Bank is a Creditor and Customer is a Debtor) 

Lending money is the most important activities of a bank. The resources mobilized by banks are 
utilized for lending operations. When the bank lends money to the customer, the customer is the 
borrower and the bank is the lender. The relationship between the banker and the customer is 
therefore that of a creditor and a debtor.  Borrower executes documents and offer security to the 
bank before utilizing the credit facility. 
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SPECIAL RELATIONSHIPS 

In addition to opening of a deposit/loan account banks provide variety of services, which makes 
the relationship more wide and complex. Depending upon the type of services rendered and the 
nature of transaction, the banker acts as a bailee, trustee, principal, agent, lessor, custodian etc. 

BANK AS A TRUSTEE 

As per Sec. 3 of Indian Trust Act, 1882 ‘ A "trust" is an obligation annexed to the ownership of 
property, and arising out of a confidence reposed in and accepted by the owner, or declared and 
accepted by him, for the benefit of another, or of another and the owner.’ Thus trustee is the 
holder of property on behalf of a beneficiary. 
As per Sec. 15 of the ‘Indian Trust Act, 1882 ‘A trustee is bound to deal with the trust-property as 
carefully as a man of ordinary prudence would deal with such property if it were his own; and, in 
the absence of a contract to the contrary, a trustee so dealing is not responsible for the loss, 
destruction or deterioration of the trust-property.’ A trustee has the right to reimbursement of 
expenses (Sec.32 of Indian Trust Act.). 
In case of trust, banker-customer relationship is a special contract. When a person entrusts 
valuable items with another person with an intention that such items would be returned on 
demand to the keeper the relationship becomes of a trustee and trustier. Customers keep certain 
valuables or securities with the bank for safekeeping or deposit certain money for a specific 
purpose (Escrow accounts) the banker in such cases acts as a trustee. Banks charge fee for 
safekeeping valuables. 
In the case of Subramanyan Pillai and Others Vs. Palai Central Bank Ltd. (AIR 1962 Ker. 210), 
certain persons deposited Rs.2,000 each in the bank as guarantee money to purchase cars. The 
bank failed before they could get the vehicle. The court was of the view that the bank should act 
as a trustee and that the money should be refunded from the bank's asset on the basis of 
preferential debts. A trustee holds money or assets and performs certain functions for the 
benefit of other person called beneficiary. 
In another case, a customer remitted money with instructions to purchase shares/stocks of a 
company. The bank bought shares in parts, but before completing the rest of the purchase, it  
failed. It was held that the bank stood in the position of a trustee to the remitter and was entitled 
to the refund of the unspent balance of amount. 

BAILEE-BAILOR RELATIONSHIP 

(Bank-Bailee And Customer-Bailor) 

Sec.148 of Indian Contract Act, 1872, defines "Bailment" "bailor" and "bailee". A "bailment" is the 
delivery of goods by one person to another for some purpose, upon a contract that they shall, 
when the purpose is accomplished, be returned or otherwise disposed of according to the 
directions of the person delivering them.  
The person delivering the goods is called the "bailor" and the person to whom they are delivered 
is called, the "bailee". 
Banks secure their advances by obtaining tangible securities. In some cases physical possession of 
securities  goods (Pledge),  valuables,  bonds etc., are  taken. While  taking physical  possession of 
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