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History of Banking—its
Evolution and Development

ROLE OF BANKS IN INDIAN ECONOMY - SALIENT FEATURES o&

Banks play a crucial role in the economic development of any country. Man de\&)j)ed
countries such as Japan, Germany etc. owe their growth and development to str fwancial

system including banking system. In most of the grow1ng e ies 1nclud strong
healthy banks are pivotal to development. In countries wing ec 11<e India,

banks are important from four angles. These are:

One, banks help in developing other financia 1n arles a as per the need
of the country. &

Two, help the corporate sector to meet its e needs bec of'less developed equity
and bond markets.

Third, banks help mobilize the sav1n arge numb ers which look for assured
income and liquidity and safety o un@

Lastly, Banks also provide fingA@ial*$fability in &/z‘omy
HOW BANKS HAVE CHANG RYEA

Banking has chan, e needs of orny over the years and evolved as a strong
instrument of developm: Varlous f changes that have made banks an instrument
of development are elow:

1. Countries Ver ha
(backw d “develop,

FYP ¢ ed “underde d” economy as one where the economy has not been able to

tifize the glve ilible resources or have underutilized the resources like natural
irces, man esources etc. “Developed” economy on the other hand means
ere full or 1 utilization of such resources have taken place for the growth and

evelopmeE ofgfhe economy. Underdeveloped or growing economies like India, are
P

ivided into two major groups viz. “underdeveloped”
dvjanced) countries.

also char, ed by nature of occupational pattern which in India is mainly agriculture,
and th lation is largely “agrarian population”.

Reas non-utilization of resources could be:
-availability of technology;
evailing socio-economic factors that may hinder the use of available resources etc.
Under-developed economies are normally characterized by “poverty”.

2. Agriculture largely remains labour intensive in India. Most farmers as well as labourers
live at subsistence level or even below subsistence level. In order to increase agricultural
production, investment in agriculture is necessary which will generate surplus to form
capital base of the farmers.
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At present majority of farmers and farm labourers are unable to save anything because
of poor to low surplus. Poor Capital level results in low to even no reinvestment in the
business which may lead to poor standard of living. Addition in population is also one
of the many major causes of poor savings and poor standard of living.

3. Common basis for comparing underdeveloped economies and developed economies has
been per capita income. India’s per capita income as compared to many developed and
even underdeveloped countries has been low.

4. Capital-Output ratio is also a determinant of economic development. It means numb
of units of capital required to produce one unit of output. In other words, this term refers t@
productivity of capital in various economic sectors at a point of time.

ut rg)a

5. Inorder to reduce the economic disparity, it is necessary to increase capita nd
improve public savings. For this, investment level is requiged to increase. For Wy e8tments
to increase there is need for generating surpluses and sagings. To avqid m cation of
savings there is need to mobilize public or communiff§sa¥ings. Purp obilization
of savings are: 0‘

(1) to help improve production throu@@nt thyd1 g capital output

ratio and,

(ii) to channelise the idle funds fro ic into the ive channels.

STEPS TAKEN TO MOBILIZE RESOURC

6. Inorder to mobilize public 3 overnmea @1; d many steps through Five Year

Plans.

(i) Taxation is first mea‘&

(ii) Other measures ize monies e people by spreading of banking facilities
in the need

(iii) Other ste% ed encouragi urplus of public sector enterprises, and

(iv) mobilizati internal xternal loans/deposits.
7. Publics d other O:‘%&ti s like Banks and private organizations became major

sour mobilizing ings of the people from all sectors of the economy as well
ery corn % country.

may not a dearth of savings in the rural areas but it may be failure of
osit mob1hz forts which allow the savings being put into unproductive channels.
overnme enough scope of deposit mobilization, both in the rural and non-rural
areas an ecisions to create infrastructure for collecting savings.

op ew banks and branches all over the country.

HIS@AND EVOLUTION STAGES OF BANKING - HIGHLIGHTS

For reaching the modern day banking business, banking industry has to pass through various
stages of evolution and development. The stages are briefly discussed below:

9. As;1$n ards such mopping up of savings, banking industry took the initiative to

Stage-1 Indigenous Banks

* Business of banking has been reported origin in Vedic period. Records show giving and
receiving of credits during that period.
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¢ Indigenous money lenders were known as Seths or Shahs existed during that period and
ran lucrative business in money lending.

¢ Discounting of bills was common in those times.

¢ Hundi (traditional bills) system was in vogue during that time.

* During 17th century, a foreign traveller quoted the existence of money changer in India
known as Shroffs.

*  Moghul period also refers to Jagat Seth called Manak Chand. Lord Clive also mentioned
about him around 1859. &

Defects of Indigenous Banking

Certain shortcomings were observed in the indigenous banking in India Vis—?alﬂs);e
requirement of trade and commerce. Some important shortcomings that existeghat t ime
are listed below: ®

(i) Indigenous banking is unorganized and does not se e'the need@n ing of the

different sectors of the economy, including bankin . *}
éork on ¢ n@) basis resulting

(ii) They only do business for trade and commerce
into trade risk in their financial business. &
and long ter e purposes.
(iv) Methods of accounting was basedzn localypractices a@ e could not match with

(iii) They did not distinguish between shor:
modern methods of financial accou .
d very hii& of interest.

mn 1770 was %ded by M/s Alexander & Co., an English

(v) Many of the indigenous bankers

Stage-2 Opening of Presidenc

(a) Bank of Hindustan estahfi

agency in Calcutta. @1
(b) First Presidenc ely Bank tta came up in 1806 in Calcutta in collaboration
with Governm ngal and East lydia Company. Total capital was Rs.50 lakh of which

Rs.10 lakh w;
(c) Howeve

e of East I pany.
9, Bank of@alctifta was renamed as Bank of Bengal.

Muymbai).
il Presidency & came up in Madras (now Chennai) in the year 1843.
60, concept @ited liability was introduced in India leading to the establishment

(d) Bankefontbay, as 53 sifency Bank was established in 1840 in the then Bombay

of Joint'Stock Banl&. o
All banks i are registered under the Indian Companies Act as Joint Stock Company.

MODERI)@KING - ADVENT AND DEVELOPMENT

T mmercial banking industry in India started in 1786 with the establishment of the
Ba engal in Calcutta.

It was only with the establishment of Reserve Bank of India (RBI) as the central bank of the
country in 1935 under the Reserve Bank of India Act (1934) that the quasi-central banking role
of the Imperial Bank of India came to an end.

In 1865, the Allahabad Bank was established with Indian shareholders.

Punjab National Bank came into being in 1895 by purely Indian nationalist people like Lala
Lajpat Rai, Babu Purshotam Lal Tandon, S.Dayal Singh and others.



4 History of Banking—its Evolution and Development
Between 1906 and 1913, other banks like Bank of India, Central Bank of India, Bank of
Baroda, Canara Bank, Indian Bank, Bank of Mysore etc. were set up.
e The brand ambassador of bank of Baroda is Rahul Dravid.
* The branding line of Bank of Baroda is ‘India’s International Bank’.
* The logo of Bank of Baroda is known as ‘Baroda Sun’.

In 1921, the three Presidency banks were amalgamated to form the Imperial Bank of India,
which took up following roles:

(i) role of a commercial bank,
(ii) a bankers’ bank, and o
(iii) a banker to the Government. (quasi central banking role) C)

The Imperial Bank of India was established with mainly European shareho . @

Reserve Bank of India was established in 1935 under RB 934)

After independence, the Government of India started t teps to erl ‘r&the spread
of banking in India that led to the stage -3 of banking d entin In@

Stage-3 Banking in Post Independence Pe & %

After independence, in order to serve the eco y better, the& ia Rural Credit Survey
Committee was set up by RBI. This Comittee reCommende tImperial Bank of India be
taken over and with it are merged / integ former sta& d and state-associate banks.
Accordingly, State Bank of India (SBI) gas€nstituted i under the State Bank of India

Act (1955). Subsequently in 1959, the
enabling the SBI to take over five \m former sta spciate banks as its subsidiaries. These
were State Bank of Patiala; St of Hyderal

Bikaner & Jaipur and State Mysore.
After creating a subSidi f SBI, arra t made was that 55 per cent of the capital will

be owned by the SB& 45 per ce ins with old shareholders.
d
fculture but long term financial needs were left for other agencies

However, thi
weak capital b
recovered logf\S)"
was no coordination between commercial banks and long term

ent to me
s. ce when one was available the other was not available.

Bank o& ubsidiary bank) Act was passed,
ta

te Bank of Travancore; State Bank of

ement als ome weaknesses like reduced bank profitability,
banks tingy/ burdened with large amounts of bad loans (un-

ve traditionally focused on meeting the short-term financial

AD\@OF MODERN BANKING - STAGES OF DEVELOPMENT

. esent day banking is the result of continuous research and development in the field of

financial and economic aspects of Indian banking system.

* After independence of the country, today’s banking has passed through various stages
of development. Banking was held to be a strong institution to respond to the growing
financial needs of various sectors of the economy. Many policy decisions, amendments in
laws, new enactments etc. were initiated to make banking industry respond to growing
financial requirements of different sectors of the economy.
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Broadly, four stages could be identified that Indian banking has passed through or is passing

through after independence. These are as follows:

Stage-1  Period covering 1948 onwards till late sixties (say 1969), identifies with the
foundation stage. During this period government ensured the enactment of
necessary legal / legislative framework for consolidating and reorganization
of the banking system. Banking during this period was cautious, selective
and securitized. Loans were advanced against tangible securities only i.e.
to persons who were able to offer good securities and deposits to the ban
Banks overlooked the importance of project (purpose), person (borrower)
repayment capacity.

¢ Inorder to overcome above difficulties and others, social control on banks was iti ted
in 1968 on the recommendations of the National Credit Council in 1967

Group, established by RBI)
SOCIAL CONTROL AND NATIONALIZATION OF BAN @AND (o) VE
Factors that led to the decision to nationalize Commﬁ nks wer® x

1. Ownership and control in few hands.
2. Concentration of wealth and power by big industrialgoufes who used the bank

funds to build their own empires. Q
3. Failure of banks to mobilize resou om small nd villages by not opening

branches in small towns and vil %

D

4. Misutilization of resources afigl p@wfers by so d interests. In other words money
mobilized by banks was not % g used for nomic benefit or development.

5. Discrimination agalnst b
6. Needs of the agr!c,ul tor of the ec y was neglected by banks by ignoring small

farmers taking

7. Misuse of fun nks. Some ere financing anti-social elements who in order

eg’of essential commodities, thus affecting the general

ctors of th my were given priority. Private control of the banks led to
yus evelop tacles to the achievement of the plan objectives.

to get large Create short
public at
8. Banl:@e to follo of the five year plan policies and framework wherein

NATIOIWALIZATION ANKS

e To mak@kmg system align itself to the needs of economy and policies of the
over t, on July 19, 1969 fourteen (14) of the major private sector banks were
na@zed as a part of social control over banks. This was an important milestone in

ory of Indian banking. This was followed by the nationalization of another six
ate banks in 1980.
[ ]

e 14 banks were nationalized under the Banking Companies (Acquisition and Transfer
of Undertakings) Act, 1970. Criterion for selection of these banks was that those which
had deposit of Rupees 50 crores and above as on the date of Ordinance issued on 19*
July, 1969. These banks were:

1. Allahabad Bank 2. Bank of Baroda
3. Bank of India 4. Central Bank of India
5. Dena bank 6. Canara Bank
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7. Indian Overseas Bank 8. Bank of Maharashtra

9. Punjab National Bank 10. United Bank of India

11. Union Bank of India ~ 12. Syndicate Bank

13. Indian Bank 14. United Commercial Bank

This process was followed again in 1980 when another lot of six banks were nationalized
under Banking Companies (Acquisition and Transfer of Undertakings) Act, 1980. Banks
nationalized in second stage were:

1. Punjab & Sind Bank

2. Oriental Bank of Commerce o
3. New bank of India (now merged with Punjab National Bank) C)
4. Vijay Bank
5. Andhra Bank
6. Corporation Bank
With the nationalization of these banks, the major seg the banki
the control of the Government. The nationalization of imparted
expansion in un-banked, rural and semi-urban which in twii
mobilization, thereby giving boost to the ove, Vil rate ofghe
in scaling up of lending to agriculture and its al ectors.

In 1975 five Regional Rural banks were@stablished on 2.10@ through an Ordinance. The
ordinance was replaced by Regional Rur s Act, 197, the main objective to extend
banking facilities to the un-banked ru s along withpcOmmercial banks and cooperative
banks. t

Stage-2 Expansion Stage

This stages / phas co@ e period fr(‘bte sixties (1969 to mid eighties). There was
rapid expansion, both idaband horizogtalie. geographical spread as well as administrative
spread. There was eff@ig tOfulfill natios@liZgtion objectives of expansion.

There was re-ofie on of cgedifflow policy during this period so as to benefit the neglected
sectors of the e y, like agr@r small scale industries and small borrowers.

phlase started f early eighties to start nineties when rapid expansion of banks
i certain seri roblems of control and economic viability of certain branches, more
ancheés. This phase also saw the problem of manpower, their training and
hes. Branch expansion was slowed down during this period and banks
he gaps that occurred during period. Staff productivity, recovery of advances,
. were some major problems.

Sta@anking Reform Phase
To Create a strong and competitive banking system, a number of reform measures were

initiated in 1991. The thrust of the reforms was on increasing operational efficiency, strengthening
supervision over banks, creating competitive conditions and developing technological and
institutional infrastructure. These measures led to the improvement in the financial health,
soundness and efficiency of the banking system.

positioning of
started addre

One important feature of the reforms of the 1990s was the permission to open new private
sector banks. Following this decision, new banks such as ICICI Bank, HDFC Bank, IDBI Bank,
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Development Credit Bank (DCB), Kotak Mahindra Bank, InduSind Bank, Yes Bank and UTI
Bank (now Axis bank) were set up.

From 1991 onwards till today, banking industry has seen the reforms in terms of their
management and business policies. The main aim of reforms is to create a vibrant financial sector
that is efficient, competitive and responsive to the needs of the economy and the people at large.
(a) Main focus of the reforms was:

(b) Strengthening of financial institutions, and integration of domestic financial system with
global system of banking and economic system.

Policies were made in such a way that it could provide banks with:- o
(a) greater flexibility in banking operations
(b) greater accountability to shareholders, and x.
(c) greater control over bank functions, and
(d) safety through prudential norms and supervision. Q ® ‘b
Based on the happenings in the domestic and inter market, I

x@nklng system
is gearing up for meeting new challenges like:
(i) Banks entering into greater spec1ahze§ hke ret@i g, personal sector,

corporate sector etc.

(i) Banks have to look for more non“fand based busmes , like advisory services.
merchant banking advisory service rantee bus nsultancy business services

etc. &
(iii) Creatingastrongimage of t @anon br& ); customer delight and excellence
etc.

(iv) The concept of Umvers‘lknkmg is ca %\Jp fast. (Universal bank means where a
bank takes up both t ions of lon ending development financial institutions

as well as that 6 rc1a1 ban er words a universal bank lends both short
term (workin 1tat) as well a oan (long tern finance).
e Export-Im % (Exim B was established in 1982 (1.1.1982) to help entrepreneurs

terms of longgerntgnd short term funds, to increase exports and to act as

f the busine ﬁ xport and import.
e the Natio%nk for Agriculture & Rural Development (NABARD) in 1984

f Committee to Review Arrangements for Institutional Credit
griculture% ral Development (CRAFICARD). NABARD was set up under the
f 1981.

ION AND ITS ROLE

Commission was established in 1951 to look into the following aspects:

ggest as to how the revenues earned by the government through taxes etc. at centre
Id be shared between the States and the Centre.
¢ Finance Commission is set up under Articles 280 of the Constitution of India.
* Since 1951, 13 Finance Commissions have been set up. The Fourteenth Finance Commission
has been set up under the Chairmanship of ex-Governor of Reserve Bank of India, Y V
Reddy. Thirteenth Finance Commission was headed by Finance Secretary Vijay Kelkar.
The first Finance Commission was constituted in 1951 and was headed by K C Neogy.

® Period of Commission is five years.
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¢ Finance Commission has four other members. Finance Commission is appointed by the
President of India.

e Main focus of the Finance Commission is to reduce the imbalances between taxation
fixation and expenditure controls of the Centre and the States respectively.

* Presently the 13" Finance Commission has recommended that States share from the
Central Revenue should be 32 per cent.
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( PAST EXERCISE )

1. Which of the following is considered an 6. The branding line of Bank of Baroda is

informal method of getting credit/finance? [BOB 2008]
[Vijaya Bank 2008] (a) International Bank of India

(a) Internet banking (b) India’s International Bank &

(b) Branch visits (c) India’s Multinational Bank

(c) Going to moneylenders (d) World’s local Bank o

(d) Telebanking (e) None of these c)

(e) All of these 7. Which of the following is/are thi ajor
2. Which of the following is NOT a Public concepts visible in today’s ba&"dus’fry

Sector Unit/Undertaking/Agency? [Vijaya in India?

Bank 2008] [IOB 2008]

(a) ECGC (b) SEBI (1) sed ma“a

(c) SIDBI (d) Axis Bank ( mg cQ

(e) BHEL IT initiatj

Only (1) Only (2)

3. Which of the following is NOT a foreign (c) Only ) Both (2) & (3)

bank working in India? (e) All 1 3)
[Vijaya Bank 2 8. Wh1c followmg commissions set-
(a) HSBC

@ President of India decides the
(b) Barclays e‘tmn of tax incomes between the
(c) Standard Chartered ral and State Governments?

(d) Yes Bank [United Bank of India 2009]

(e) All are foreign banks a) Central Law Commission
4. Who amongst thef the Chair (b) Pay Commission for Government
of the 13th Fmance C 1ssion? Employees
@ (¢) Administrative Reforms Commission

Bank 2008]

(a) Bimal Jal (d) Planning Commission

(b) YV Re (e) Finance Commission

(c) C R ra] n . Nationalization of banks aimed at all of the

lkar following except
e of these ‘/ [IBPS 2012]
5. Brand E g Personality of (a) Provision of adequate credit for
BanK of Baroda? @ [BOB 2008] agriculture, SME and exports

(b) Removal of control by a few capitalists
(c) Provision of credit to big industries

h Bachch only

achchan (d) Access of banking to masses

(e) Encouragement of a new class of

entrepreneurs
(©) 2. (d) 3. (d) 4. (d) 5. (e) 6. (b)

7. (e) 8. (e) 9. (b)
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( PRACTICE EXERCISE )

1. In India, the first bank of limited liabilities 7. Consider the following statements:

managed by Indians and founded in 1881 1. Allahabad Bank was the first bank to be
was established exclusively by Indians.
(a) Hindustan Commercial Bank 2. Seven banks forming subsidiary of Sta@
(b) Oudh Commercial Bank Bank of India was nationalised in 19604
(c) Punjab National Bank Which of the statements given above ise
(d) Punjab and Sind Bank correct?
(e) National Bank (@) Only 1 (b) Only 2
2. How many banks were first nationalised? (c) Both1land2 (d) Neithefggorg

(@) 10 (b) 12 (e) Ca@
(c) 14 (d) 16 8. Whichma first Ba @ated by the
(e) 24 Indiams? : K
3. When was the second phase of ( @enal Ba Of@
nationalisation done? State Ba )I%,
(a) 9th July, 1969 (cy” Avadh al Bank
a
nk

(b) 10th July, 1968 d) Reserv f India
(c) 16th August, 1985 (e) Natio
(d) 15th April, 1980 9. Whenﬁ e Avadh Commercial Bank
(e) None of the above @ est@ﬁ ?
4. How many banks were in secc@ase of & (b) 1894
nationalisation? 898 (d) 1899
(a) 4 () 5 ‘b %) 1864
W Q o

) 6 Imperial Banks were amalgamated and

7
(e) 9 changed as .......
5. Match the followi (a) Reserve Bank of India
List1 % —4 (b) State Bank of India

(c) Subsidiary Banks
(d) Union Bank of India
(e) Corporation Bank
11. When was Imperial Bank was changed as

A. Allah k

B. Orj Bank of
rce
jab National &

State Bank of India?

CO Bank 6 . (a) 1stJanuary, 1935

- N (b) 26th February, 1947
COdZS' B ¢ A B C D (c) 1st]July, 1955
(@) 2 3 ®)2 3 4 1 (d) 1stJuly, 1959
©) 14 13 2 (e) 26th February, 195.5 . .
(e ™4 2 12. In the second natlonah.satlor.l of commercial

6. @ of the following Indian Banks is not banks, ......... where nationalised.

a Nationalised Bank? (@) 4 (b) 5
(a) Corporation Bank (c) 6 (d) 8
(b) Dena Bank (e) 9
(c) Federal Bank 13. The first wholy Indian Bank was set-up in
(d) Vijaya Bank (a) 1794 (b) 1894
(e) Oriental Bank of Commerce (c) 1896 (d) 1902

(e) 1918
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14. When was SBI established?
(a) 1st April, 1935
(b) 31st July, 1969
(c) 5th May, 1955
(d) 1st]July, 1955
(e) 5th May, 1960

15. The origin of the State Bank of India goes
back to the first decade of the 19th century
with the establishment of
(a) Bank of Calcutta
(b) Bank of Bengal
(c) Bank of Bombay
(d) Bank of Madras
(e) None of these

16. Which bank came into existence in 1921
when three banks namely, Bank of Bengal
(1806), Bank of Bombay (1840) and Bank
of Madras (1843) were reorganised and
amalgamated to form a single bankin
entity?

(a) Imperial Bank of India
(b) State Bank of India 6
(c) Reserve Bank of India @
(d) Punjab National Bank
(e) None of the above
17. Which bank became the Sta k of India

in 1955?
(a) General Bank

§acquired

?
ank
S Bank

c?sits criteria of 14 banks
19th July, 1969?
rore (b) %500 crore

( (d) %50 crore
( ne of these
20. e the premier institution that is taking

care of the financial needs of importers
and exporters of our country which was
established in the year 1981.

(a) EXPO Bank

(b) Export Import Bank (EXIM)

(c¢) Merchant Bank

21.

22.

23. A

$8

L

26.
27.

28.

(d) ECGC

(e) None of the above

The first nationalisation of banks exercise
was done on

(a) 19th June, 1969

(b) 19th June, 1970

(c) 19th June, 1967

(d) 15th July, 1967

(e) None of the above

How many banks were nationalised i\@
second phase in 19807

(@ 5 (b) 6

() 7 (d) 4

AP N
the changed‘ of

Which one
complete

21stD
(a) 1 Bank of India

) @e Bank of India

unjab National Bank
) Bank of Baroda
e) Allahabad Bank

Which institution provides long run finance
to industries?
(a) UTI
(c) GIC
(e) All of these
Open Added Money Market Scheme was

pubhc sector bank has
years of its establishment on
,2011?

(b) LIC
(d) IDBI

firstly introduced by
(a) UTI (b) IDBI
(c) ICICI (d) LIC

(e) None of these

The Export Import Bank of India was set-up

in

(a) July, 1969  (b) April, 1970

(c) January, 1982 (d) April, 1982

(e) None of the above

Exim Bank also provides

(a) refinance facilities

(b) consultancy and technology services

(c) services of finding foreign markets for
exporters

(d) All of the above

(e) None of the above
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29.

30.

31.

32.

33.

Exim Bank concentrates on

(a) medium-term financing

(b) short-term financing

(c) short and medium-term financing

(d) shortand long-term financing

(e) None of the above

Exim Bank extends facility of

(a) rediscounting of foreign bills
commercial banks

(b) advisory services to the exporters

(c) research and market surveys

(d) All of the above

(e) None of the above

The branding line of Bank of Baroda is

(a) International Bank of India

(b) India’s International Bank

(c) India’s Multinational Bank

(d) World’s Local Bank

(e) None of the above

Nationalisation of banks aimed at all ofgthe
following, except

of

35.

(a) provision of adequate credit for

agriculture, SME and expo @ (e)
(b) removal of control by a few a ts 36

(c) provision of credit to bi

only
(d) access of banking to,
(e) encouragemen @ class 0
entrepreneurs &
Which of the hg banks
included in cond Sche e RBI
Act, 1934 effect from gust,
2004 an

@s, is the latest t in Indian
a new ge& rivate sector

(©) 3. (d)

(c) 7. (c) 8. (c)

11. (c) 12. (c) 13. (c)

16. (a) 17. (c) 18. (c)

21. (@) 22, (b) 23. (¢)

26. (b) 27. (c) 28. (d)

31. (b) 32. (c) 33. (d)
36. (b)

34.

History of Banking—its Evolution and Development

(a) ICICI Bank Limited

(b) HDFC Bank Limited

(¢) Kotak Mahindra Bank Limited

(d) Yes Bank Limited

(e) None of the above

The word ‘Bank’ is derived from

(a) German word ‘back” which means
joint stock fund’

(b) Italian word ‘banco’

(c) words ‘bancus’ or banque’ whicel’ans

‘a bench’ \.
(d) All of bove
(e) Nu&z above ® ‘b'
\%Y e largest a bank of State

Ind1a7 @
tate Ba

(b) State Ban derabad
(c) State Bikaner and Jaipur

(d) st & of Saurashtra
ank of Assam

rmatlon of the 14th Finance
mission in India has been finalized.
o has been appointed to head the
commission?
(a) D.Subba Rao
(b) Y.V.Reddy
(c) Montek Singh Ahluwalia
(d) Raghuram Rajan
(e) Rakesh Mohan

ANSWER KEY

4. (e) 5. (c)
9. (a) 10. (b)
14. (d) 15. (@)
19. (d) 20. (b)
24, (a) 25. (d)
29. (a) 30. (d)
34. (d) 35. (b)



Banking and Banking
Structure-Legal Aspects

DEFINITION OF BANK AND BANKING o&

After independence, steps were taken in order to regulate the banking and banking lei;\ess
in India. Government brought in a law in this regard, wherein banking and ba Lyisiness

in India has been defined. This law became an Act and called nking Reg Act, (BR
Act), 1949. L

As per the Act, Section 5(c) provides that ‘a banking yisa com@vhich transacts
the business of banking in India.”

Further, Section 5(b) of the BR Act defines b, iness a , for the purpose of
lending or investment of deposits of money fronihe ubhc repa demand or otherwise,
and withdrawable by cheque, draft, ord othe

BANKING STRUCTURE
RESERVE BAN DIA (As &(%gulator)

1 ‘ % 1
ORGANIR ‘b, UNORGANIZED SECTOR

T 1
Commerc1al Cooperat1ve Banks

bo anized Sector

Commercial Banks

$ Scheduled Banks Non-scheduled Banks
| |
I 1 I

I 1
éatlonahzed State Bank SBI subsidiaries Private RRBs LABs
Banks of India Sector Banks

Foreign Banks Old Private New Private
Sector banks  Sector banks
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Cooperative Banks - Structure
1

1 1
Urban Cooperative Rural Cooperative
Credit Credit

1
Coop. Credit Societies ~ Urban Cooperative Banks
1

I
Scheduled Non-Scheduled  Short Term Long Term
1
I 1 1
State Coop. Central Coop. Primary Agri. o
Banks Banks Credit Societies
— O
State Coop.  Primary . Agri.
Agri al & Rur vaJop.
L
ent a

N
£0 C

Unorganize
1
I 1
Indigenous Banks Mo Chit idhis

enders f

e Scheduled Banks have bee ef@ the Reser\@l of India Act as those which are
e .

included in the second sche e RBI Agp,

e In order to be included i cond sch the RBI Act, a bank must fulfill the
following three criteria: ‘}

(i) the paid up pi@ﬂ reserves

(ii) working of& should n

(iii) the banks4@ b&jincluded in the nd schedule should either be a company as per the
Comp s Kct, 1956@ e Cooperative Bank or a corporation or any institution

@r should not be less than Rupees 5 lakhs.
trimental to the interests of the depositors.

noti the Gover t of India in this behalf.
¢ On ter hand a no& duled bank is one whose paid up capital is less than Rupees

Banking S &éomprises of a main corporate office having single branch doing
bankingbusiness in a n area of operation.

MONEY MARKET FINANCIAL INSTRUMENTS -

E types and structure
|

1 1 1
: S Call Money Bill Market Bank Credit
Instruments instruments
1 : 1
Treasury Bills General Bills

The governance of banks in India is largely controlled by some important laws / Acts.
Mlustratively, these are:

1. The Reserve Bank of India Act (1934)
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2. The Banking Regulation Act (1949) that applies to all activities of all banking companies
including sections applicable to Cooperative Banks in India.

Negotiable Instruments Act (1881).
Bankers” Books Evidence Act (1891),
SBI Act (1955),

. Regional Rural Bank Act (1976),
The Reserve Bank of India is responsible for the regulation and supervision of banks a@

empowered under the Banking Regulation Act.

FIMMDA: C)
What is FIMMDA? \.
FIMMDA stands for The Fixed Income Money Market ar@atives /;W of India

SANRCI

(FIMMDA). It is an Association of Commercial Banks, Finan itutions a ry Dealers.
FIMMDA is a voluntary market body for the bond, Mo Derivatiy, kets.

INVESTOR PROTECTION FUND(IPF) :

ISE has set up an Investor Protection Fund (IPF) t et the Clalms estors against defaulter
Members, in accordance with the Guidell issued by the of finance, Government

of India.

ISE has established an Inter-ggn tock Exc]@ nvestor Protection Fund Trust
(ISE-IPF Trust) with the objective ensating s in the event of defaulters' assets
not being sufficient to meet the a ed claims stors, promoting investor education,
awareness and research. The In Protectio IPF) is administered by way of registered
Trust created for the purp e Inter-co Stock Exchange Investor Protection Fund
Trust is managed by T\(

The Inter-conn ock Exc vestor Protection Fund Trust, based on the
recommendations Defau erss ittee, compensates the investors to the extent of
funds found i 1n ient in Defa count to meet the admitted value of claim, subject to
a maximum s per decide per investor per defaulter/expelled member.

LE EMENT TTING UP NEW BANKS AND BRANCH AUTHORIZATION

POL %
. e minimuin gfdfutory requirements for setting up new banks in India are stipulated
in the B 1949.
e The explicates the eligibility criteria for the entry of new banks. At present, the capital
re ent for any new bank entry is Rupees 500 crores.

. erve Bank of India also releases some guidelines / directive on various issues relating
anking operations including expansion, control etc. Some areas on which guidelines
/ directives are issued are:

* Guidelines / directives to update its branch authorization policy, which governs the
opening of new branches by all Scheduled Commercial Banks in the country.

¢ Under the banking structure, private money lenders do not form the part of scheduled
banking structure.
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¢ Legally, banks are not permitted to create a charge upon any unpaid capital of the company
as per Banking Regulation Act, 1949 (section-14).

* Under the Banking Companies (Acquisition & Transfer of Undertaking) Acts of 1970 and
1980, as amended in 1994, public sector banks are permitted to offer their equity shares
to public up to 49 per cent of the capital of the bank.

* For the uniform and fair conduct of the banking business by banks in India, a Banking
Codes and Standard Board of India (BCSBI) has been created. &

* At present there are 19 public sector banks (nationalized banks); State Bank of Indi@

and SBI Associates (5)
¢ Government introduced the Banking Companies (Acquisition and Transfer o ndegng)
and Financial Institution Laws (Amendment) Bill, 2000 gzhich allowed Go

dilute its sharing holding to 33 per cent, mainly for t ose of raisi equity
¢ This bill empowers the Government to supersede rd of D1re public sector
banks. x
TYPES OF BANK ACCOUNTS AND THEIR R &
1. Savings Bank Account &
Meaning
Savings Bank accounts as the na ﬁ mplies, are i ed for savings for future. The very
purpose of this type of accountdSi§o Promote savi abit of the general public. As such, there

is no restriction on the nu ad amount sits that can be made. The credit balance
outstanding in this a 1 earn inter er the current directives of the Bank. When
needed, the amount ciE 1ithdrawn, jeqt’to certain conditions.

Introduction of iNgs agco
All savings b ounts are @e to be introduced by someone known to the bank or

customer hgg ah accoun é
For open Sa nk Accounts
Savin nk Accoun e opened in the names of:-

Indivi ua N 1ng1e Accounts

Minors

i) Associations, Clubs, Societies.

(vii) Trusts

(viii) Institutions/ Agencies specially permitted by the RBIL

* Savings bank accounts of military units may be opened for funds of Regimental Units
which mainly consists of contributions from individual members of the unit, income
from Regimental properties, collections made on Army day, etc.
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* Interest is paid on daily basis calculated between 10™ and 30" of each month.
* At present banks pay an interest of 4% on the savings bank account.
e Minimum balance to open a normal savings bank account is Rupees 1000=00. However,

poor people defined by the Government of India, can open a savings bank account with
zero balance called No-Frill Savings Bank Account.

2. Current Account &

Meaning & Purpose

Current Accounts are active accounts opened by such section of the public like '@ers,
Businessmen, Corporate Bodies, etc. who like to operate their accounts contiw&s{? e to
the

many receipts and payments of money in connection with thejr business. In &ounts,

there is no restriction on the number of withdrawals and dep@si
Opening of Current Accounts - Introduction gz
Introduction by

All current accounts should be introduced by pe
an existing current account holder should ge 51sted

For whom to open Current Accounts

Current Accounts may be opened in t mes of follo
(i) Accounts in the name of a sin
(ii) Joint Accounts of two or g@mduals &Q/
(iii) Sole-Proprietory Conce,
(iv) Partnership Firms. ‘Ib
(v) Joint Hindu F 1ndu Undj ‘bamlly
(vi) Assoc1at1on Soc1et1es

(vii) Trusts/O st Acc e Provident Fund A/cs.
(viii) Pr1vat$Pu blic LI%CO panies and other undertakings registered under
ies Act, 956
ms and A ators

( er Banks. %
(xi) ‘State Financial &drporations.

ia
[ )
(xii) Gover@/ Quasi Government Departments /Boards/Bodies etc.

No mt is paid in current accounts. However banks may charge a reasonable amount
from th; omer / clients if the balance falls below the stipulated amount.

eposits / Term Deposits

Meaning & Scope of Fixed / Term Deposits
* The term fixed deposit will include both deposits made for a fixed period and deposits
made subject to notice of withdrawal.
¢ Fixed deposits are term deposits repayable after an agreed period fixed at the time of
deposit.
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*  On the other hand, call deposits (accounts) can be treated as demand or term liabilities
subject to terms of repayment and notice of withdrawal agreed at the time of accepting
these deposits.

Who can open Fixed Deposit Accounts
Fixed Deposits can be opened in the name of:
e Individuals,
¢ Joint names of two or more individuals,
e (Clubs, Association, Societies, Trusts, etc. C)o

Court of Law, ®

¢ Limited Companies,
* Minor under the guardianship of the natural guard@uardiam a@g by the

¢ Partnership or Proprietory concerns.

Other Features &
* Money is deposited in the account and p d is dec1ded e)tustomer.

* Premature withdrawal is allowed 1 uch ccounts. I e 'of premature withdrawal
customer is paid rate of interest Ch is the one apphcable for the period the
deposit remained in the bandg T erest is Calc edfor the duration it remained with
the bank.

¢ Thecustomer / client ha some reaso penalty fixed by each bank for premature
withdrawal.

¢ Fixed deposits nsferable ents.

¢ Fixed deposit deposits igher rate of interest than other deposit schemes.

. Normall nger the of dep051t higher the interest rate. In some
banks it d time hab sit accounts. However this principle does not always
hold@ due to the p051t needs and market conditions.

4. ccounts

DEMAT means D %hzed Account. This account is opened to buy and sell shares in the
market. Itis qﬁﬂ?e any other bank account with the difference that in such accounts only
shares are tr d and not money as is the case with other bank accounts.

Indian D ory Receipit:
An1 a receipt, declaring ownership of shares of a foreign company. These receipts can
be H in India and traded in rupees. Just like overseas investors in the US-listed American

Depository Receipts (ADRs) of Infosys and Wipro get receipts against ownership of shares held
by an Indian custodian, an IDR is proof of ownership of foreign company’s shares. The IDRs are
denominated in Indian currency and are issued by a domestic depository and the underlying
equity shares are secured with a custodian. An Indian investor pays in Indian rupees for the
IDR whereas a shareholder in the issuer’s home country pays in home currency.
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5. Public Provident Fund Accounts (PPF)

* Public Provident Fund (PPF) is the scheme floated under the PPF Act 1968 by central
government. It is a safe and government backed investment scheme which provides
besides higher interest rate a tax benefit under section 80C of IT Act.

Features of the PPF Scheme
¢ The period for which money could be invested in PPF is 15 years.
*  Minimum investment is Rs.500 and Maximum investment is Rs.1,00,000 per year. @

¢ Amountinvested more than Rs.1,00,000 will not be eligible for interest and for tax be

under Sec 80C.

* One is eligible to open only one PPF account in one’s name. But if fou tgsecond
account is opened it will be deactivated. You will receiv. pr1nc1pal of mgha ou paid.

¢ PPF can’t be opened in joint names. However, PPF a s can be o the names
of spouse or children.

¢ PPF account can be opened in your minor, e also. x

* You can’t invest more than 12 insta a year. if you planned for
contribution of Rs.1,000 per month then um contn you can make is 12,000
in a year.

* This account cannot be attached fo T debt or 1 So this is totally safest form
of investment. q %

* PPF account can be opene@ natlonah& s, post offices or other banks so
permitted. %

e If you forget to Con e minim nt in any year then the account will be
deactivated. T you need t s.50 as penalty for each inactive year and
also you need to 500 for eaghjingetive year’s contribution. Such provision can be
modified fro o time by opriate authority.

* NRIs ca PPFac they can continue their existing account till its maturity
only. S does not pr extension of period.

er then the balance amount will be paid to his nominee or

In ca@zath of acco@
eir even bem years. Nominees or legal heirs are not eligible to continue the

F can be Ea rred from one place to another place. But can’t be transferred from

one nany other.
ing an Employee’s Provident Fund Account can open a Public Provident

e Ape . , .
F ount since both are different.

. e your account completes 15 years then following options are available to subscriber:
) You can withdraw your whole amount.

(b) You can extend for a 5 years block as many times as you wish.

6. Senior Citizen’s Account

* Asper the Government guidelines, people above the age of 60 years are treated as senior
citizen.
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* Senior Citizen accounts are normal savings accounts with the difference that an interest
benefit of between 0.25% and 0.50% per annum or as decided by respective banks from
time to time is given to the beneficiary account holder.

* This scheme became effective from April 19, 2001.

* Insuchaccounts where a senior citizen opens a joint account, the first name in the account
should be that of senior citizen only then the benefit of the scheme goes to senior citizen.

¢ The accounts under senior citizen scheme are applicable to those senior citizens who ar:

residents of India. o

NON-RESIDENT INDIAN (NRI) ACCOUNTS ‘ )
Who is Non-Resident Indian? xo
Definition of NRI
Foreign Exchange Management Act (FEMA) 1999, def1 n-Reside &n as:
(a) A person resident outside India who is a c1t1 dla ie.
(i) Indian citizens who go abroad for nt or fo on any business or
vacation etc. indicating indefinite pe of stay outsi
(ii) Indian citizens working abro on 551gnment Forelgn Governments,
Government Agencies or Inter al/ Multm& onetary Fund (IMF), and

World Bank etc. @

(iii) Officials of Central and vernmen @ubhc Sector Undertaking deputed
abroad on ass1gnment oreign G ncies/Organization or posted to their
own offices includi ian D1plo 1ssmns abroad.

(b) A person of Indian @m who is a of any country other than Bangladesh or
Pakistan, if
sport.

eld an India

this pag Qny of its grand parents were a citizen of India by virtue

(i) He, atan
(ii) He or ei
itution of Ind enship Act 1955 (57 of 1955)

rson isa S% an Indian Citizen or a person referred in sub clause b (i) or

'1 above.

' ove defmlt% RI in simple words means:
di

person of(In i nationality or origin, who resides abroad for business or vocation
or emplo t, or having an intention of employment or vocation, when the period of
stay abfod®is indefinite.

e A is of Indian origin is an NRI if he has held an Indian passport, or he/she or any
is/heir parents or grandparents were/are a citizen of India.

ile a spouse, who is a foreign citizen, of an Indian citizen or a person of Indian origin, is
also treated as a person of Indian origin, for the purpose of opening of bank accounts and
other facilities granted for investments into India, provided such accounts or investments
are in the joint names of spouse.

¢ Forinstance, students going abroad for higher studies, are not NRIs, while, government officials
going abroad on posting to Indian missions or World Bank, IMF, etc., are NRIs.

* Tourists on brief visit to foreign countries are not categorized as NRlIs.
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Types of NRI accounts and their features

Different types of non-resident accounts can be opened by banks in India. Their types, important
features, requirements and operational aspects are briefly given below:

NRI Accounts-Rupee and Foreign Currency Accounts

A Non-resident Indian can open following types of accounts:
1. Non-resident (External) Rupee Account (NRE) &
2. Non-resident Ordinary Rupee account (NRO)
3. Foreign Currency (Non-resident) Account (Banks) [FCNR(B)] C)o

Features of Accounts \.

1. Non-resident (External) Rupee Account (NRE Acc

* NRE accounts can be opened and maintained by esident In rough any of
the following modes: x
(i) remittances from abroad by way of drafts, ansfer from another
Non-Resident account.
(ii) by tendering of foreign currenc avel ers Cheque otes by the NRI during his
temporary visit to India, pr0v1d bank is sa‘% out his non-resident status.
* NRE account can be open g Bank acc Current Account, or Recurring
Deposit Account or Term D a mlm r10d of one year.
e An NRI can open NRE S as ]omt ts in the name of two or more non-

resident individuals. dividuals of Indian nationality or Indian origin.
, jointly w son resident in India is not permitted.

*  Opening of N
* Nolienis per@ be markedlomytlte balances held in NRE savings account.

Permitted Cre&
The RBI has ted the fol ortant credits that can be put into the NRE accounts:
(a) Mes @ce to Ind} erm1tted currency.

Sonal cheque n on foreign currency account of the account holder.
dvellers cheq nd bank drafts drawn in any permitted currency
Foreign czﬂr§m’ /bank notes tendered during his temporary visit.

any other NRE/FCNR (B) Accounts.

Transf;
Ar&r credit if covered under general permission or specific permission granted by
Bank of India.

S
Pef&d debits

The following debits are freely permitted in the NRE accounts:
(a) Local disbursements/payments
(b) Remittance outside India
(c) Transfer to any NRE/FCNR(B) Account
(d) Investments in shares/securities, etc.
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Other facilities

NRE accounts also, offer following other facilities to NRI depositor:
(@) A cheque book facility in saving or Current account is allowed.
(b) Full repatriation of deposit amount including interest permitted.
(c) Maturity proceeds can be transferred to another bank, as desired by the depositor.
(d) Nomination facility is permitted. Nominee can be either resident or non-resident.

(e) Income by way of interest on balances held in NRE account is exempted from income
tax as on date. @

(f) Residents Indian can operate the account on the basis of power of attorney gr

account holder. However the power of attorney holder cannot repatriat d 51de
India.
(g) Banks may allow temporary overdrawing up to Rs. - (at pre& RE saving

account, to be adjusted within 2 weeks of availm

Interest on NRE Deposits
Interest varies from time to time at the dlscreg th respectl\%
2. Non-resident Ordinary Rupee Acc%(N 0)

¢ NRO accounts are Rupee accou

* NRO accounts can be opene amtame person resident outside India and
also by Foreign Tourist, wh on a short India on tourist visa.

* Thenew accounts can b ed by sen h remittances from abroad or by transfer
of funds from N CNR acco

¢  When aresident es a non-R , his domestic Rupee account, is re-designated
as an NRO ac

¢ NRO account of§an NRI ike any other domestic account, opened and maintained
to facili dits which ue 11 India from investments that were made prior to his

counts can be opened as Joint Accounts, with resident Indians.

le Credits

The following credits are freely permitted to be credited to NRO accounts:
(a) Any remittance from abroad in permitted currency.
(b) Currency tendered during visit to India of the account holder.

(c) Any legitimate dues in India of the account holder can be credited to such account. For
instance, rent, interest, dividend, and maturity proceeds of Units of UTI, LIC policy
maturities, etc. can be credited.
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Permissible Debits
¢ Alllocal payments in Indian rupees.

* Remittance outside India of the account holder, net of applicable taxes. For example,
interest, dividend, rent, etc. can be debited to such account.

* Any other transactions if covered under general or specific permission granted by RBI.

3. FOREIGN CURRENCY (NON-RESIDENT) ACCOUNT (BANKS),
[FCNR (B) ACCOUNTS]

FCNR accounts are foreign currency accounts which can be opened and maintained b
Resident Indians, in Designated Currencies only, viz., US dollar, EURO, Great Britain é}wds
Japanese Yen,. Canadian dollar and Australian dollar as of now. Py

NRIs can open these accounts only in the form to Term , for a gun eriod of
ONE year and maximum period of FIVE years. ;}
Joint accounts can be opened in the name of two or r@non—rem enko duals, who are

persons of Indian nationality or Indian origin.

SEPA

The Single Euro Payments Area (SEPA) isghere e than 500 &\ citizens, over 20 million
businesses and European public authoriti n make and r ayments in euro under the
same basic conditions, rights and obligai egardless eir location.

The introduction of the euro ed to m S payments anywhere in the euro
area just as easy as at home. But cently it t so easy to pay for goods or services
electronically in another euro untry %

Permitted Credits I@s
Credits permissible § (B) accou&he same as that in NRE Rupee account. Other

Facilities

(a) Thereis @ ange risk 1@t th®gccount holder as the account is maintained in foreign
urre

(b) % on of prm:)@mount along with interest is permitted.
s

nterest on th it shall be paid on the basis of 360 days to a year, cumulative
lf-yearly i of 180 days.
ominatio y is avallable
Income by way of Interest is exempted from income tax.
(f) No ation by way of power of attorney to the resident is permitted, since there are
ithdrawals.
ward Cover can be booked to hedge the balance held in FCNR account.
est on FCNR (B) accounts: Interest rate can vary from time to time as per the policy
of the RBI and respective banks.

POST OFFICE SCHEMES

(8)

Post Office Savings Accounts - types and features

® Period / duration of the savings account is normal as in other cases.
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* Rate of interest is 4% per annum.
* Interest is tax free up to Rs.10,000/=.

¢ Earlier maximum amount that could be accumulated in savings bank was Rs.2,00,000/=
but now there is no limit.

* Cheque book facility is available.

Term Deposit Accounts &
* These term deposits are for different periods, i.e. 1, 2, 3, and 5 years. Q

* Rate of interest per annum varies with duration or period of deposit. As on 31.
is 8.2% for 1-2 year; 8.3% for 3 years and 8.4% for 5 years duration term deposit
%ﬁ years

* Income tax benefit is available under section 80 C in case of term depost

duration. ‘b’
* Interest is chargeable quarterly. x
Monthly Income Scheme (MIS) o ,&
¢ Duration of deposits under monthly i schéme is 5 S
¢ Rate of interest as on 31.3.2014 is 8,4% p.a.
e No tax benefit is available in MIS o office. &o
Senior Citizen Scheme (SCS) a @ Q/
is

* The senior citizen scheme ng deposifdutasion of 5 years.
* Rate of interest per ann 9.2% as 02& 14.

e Tax is deducte s@e in SCS.
e Thereisno ta@ it in SCS. A@g income tax rules will apply in such accounts.

¢ A depositor perate mo, aft one account in individual capacity or jointly with
spouse. E

. Minig age for openi ccount is 60 years.
o s charge@arterly basis.
t

° mum amo can be deposited in SCS is Rupees 15,00,000/ =.
e [Interestis paid %1“ March / 30" June / 30™ September and 31 December every year.
o

und Scheme

e is the same with the same features as discussed in earlier paragraph on PPF

| Savings Scheme (VIIl issue)

¢ The period is 5 years from the date of deposit.
¢ Minimum amount is Rs.100/=. No maximum limit prescribed.

e Denominations of certificates available are for Rs.100/-, 500/- 1000/-, 5000/- and
Rs.10,000/=.

* Rate of interest is 8.5% p.a. as on 31.3.2014.
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e Income Tax rebate is available under section 80C.
* Interest is chargeable half yearly and paid annually and is deemed to be reinvested.

* Any individual person can buy these certificates as an adult himself or on behalf of a
minor; or a Trust can buy such certificates

National Savings Scheme (IX issue)

* Duration of such deposits is 10 years.
* Rate of interest is 8.8% p.a.
e Income Tax rebates is available under section 80 C of the Income Tax Act. o

* Interest is chargeable half yearly and is deemed reinvested.

Opening of Post Office Accounts ( Requirement of wts) \o
S

®  One recent photograph (passport size) for individu 2

and in cas f&t accounts,
photographs of all joint holders. Q é
* Any one of the following documents for jde on of o‘ der:
¢ Election photo Identity card &

¢ Ration card with photograph

e Passport
e Driving License
e Job card issued under —I@SA duly siix@ an officer of State Government

* Post office identity card
¢ Identity card issued tral /State nment or PSU
¢ Photoidentity ca d by reco iversity /education board /college /school

e Aadhaar ca umber and(a ss (UIDAI).
For Address Pro f the fol one document

¢ BanlOoRplst office pasSlhook™ Statement with current address.
ort with current re

card wit t address
lectricity bi ore than 3 month old.

Telephone ot more than 3 months old.

e GSalary af reputed employer with current address
¢ Certifigate from Public Authority /Postman or Gram Dak Sewak or Branch Postmaster
. I letter containing address and name of the prospective account opener.

Att@on of Documents
J cuments could be self-attested.
* Incase ofilliterate depositors should be attested by Gazetted Officer / Sarpanch / Branch
Sub-head / Chief Post Master or Postman/ Gram Dak Sewak.
¢ In case money is invested / deposited through an agent, the agent can attest the same.

¢ In case savings go beyond Rs.50,000/=, a copy of PAN Card be obtained or Declaration
form 60 be submitted.
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(

PAST EXERCISE )

1.

As per the newspaper reports, some

economically developed states only hold

about 60% of the total 'Demat Accounts' in

India. A demant Account is [BOI 2008]

(a) anaccount which is opened by the people
of the lower income groups of society.

(b) an account in which trading of the
shares is done.

(c) an account which can be opened only
by minors.

(d) an account which can be operated by
big corporate houses and are mainly
business accounts like current acounts.

(e) None of these

What is an Indian Depository Rece1pt7

[BOB

(a) A deposit account with a public Se
Bank

(b) A depository account wit
Depositories India

(¢) Aninstrumentin the fo ository

receipt created by an ep031tory
against underl quity sha ‘DS

of the i 1ssu1ng
(d) An instrume

(a) Mo

N\

or a day or

&/ more than one

days

ey borro
fay but up to

(c) Money bersoweed for more than one
day b 7 days

(d) Mo borrowed for more than one
up to 14 days

(e)¢ None of these
4. a time we read a term 'SEPA' in
financial newspapers. What is the full form

of the term? [UBI 2009]
(a) Single Exchange Processing Agency
(b) Single Euro Payments Area

(c) Single Electronic Processing Agency
(d) Super Electronic Purchase Agency

(e) None of these

5. What is Forex ?

[Punjab & Sindh 2011]

(a) Itis buying of foreign currency.

(b) Itis selling of foreign currency.

(c) Itis buying of one currency and sellin
of another currency.

(d) Itissimultaneousbuyingofone curr@
and selling of another currency

(e) None of these

6. Which of the following is n of the
schedule nking structys Ind1a ?
[COI, ank 2011]
(a) enders
(b lic Secto a
ivate S
Regiona ks
(e) State Co rative Banks
. Which of lowing is not a part of

the schy banking structure in India?
g [Indian Overseas Bank 2011]
(a) Co-operative Banks
lic Sector Banks
rivate Sector Banks

) Regional Rural Banks
(e) Moneylenders

. Which of the following is the most active

segment of the money market in India?
[Indian Overseas Bank 2011]

(a) Call Money/Notice Money Market

(b) Repo/Reverse Repo

(c) Commercial Paper (CP)

(d) Certificate of Deposit (CD)

(e) None of these

9. Govt of India has created a special fund

called India Micro Finance Equity Fund of
%100 crores. The fund is maintained by
[Corporation Bank 2011]

(a) IDBIBank (b) RBI
(c) ECGC (d) SIDBI
(e) NABARD

10. Accounts are allowed to be operated by

cheques in respect of [IBPS 2011]

(a) Both savings bank accounts and fixed
deposit accounts

(b) Savings bank accounts and current
accounts

(c) Both savings bank accounts and loan
accounts
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(d) Both savings bank accounts and cash 15. With a view to facilitating payment of

accounts only balance in the deposit account to the person
(e) Both current accounts and fixed deposit named by the depositor without any hassles
accounts in the event of death of the account holder,
11 Which of the following is a correct the following facility was introduced for
statement? [IBPS 2011] bank accounts in our country: [IBPS 2011]
(a) Normally no interest is paid on current ((a; Will 8; Redgistration
deposit accounts. c¢) Nomination In emnlty
(b) Interest is paid on current accounts at (e) Guerantee )
the same rate as term deposit accounts. ~ 16- Banks in our country normally PUb]m
(c) The rate of interest on current account that additional interest rate is allo
and savings account are the same. retail domestic term dep051.ts of [IB 11]
(d) No interest is paid on any deposit by ((a; Ig/[mors ((121))1&4“? o,
the bank. ¢) Senioreitizens ovtem s
(e) Savings deposits are the same as current (e) R}H > ents o ‘k .
deposits. 17. Draw epting, malo%' suing of any
pr note, hu ill of exchange
12. The usual deposit accounts of banks are
[IBPS 2011] d% to ehto Eea&er on
(a) Current accounts, electrlc:lty accounts ane by er than the Reserve
nk of Indi entral Government is
and insurance premium accounts prohlblte d [IBPS 2011]
(b) Current accounts, post office sa @) Bank1 gulation Act, 1949
lgg?gun;ccounts and  term dep (b) S (1) of the Reserve Bank of
ct 1934
(c) Loan accounts, savings ba C otiable Instruments Act, 1881
and term deposit account ndlan Contract Act, 1872
(d) Current accounts, savin None of the above
accounts and term de counts bank without any branch network that
(e) Current bill acg@un erm dep051t " offers its services remotely through online
_ accounts banking, telephone/mobile banking and
13. Fixed deposits an ring (iepo interbank ATM network alliances is known
I as [TBPS 2013]
(a) repayabl rian agree (a) Universal Banking
(b) repaya: n demand. (b) Indirect Bank
(C) not able (c) Door Step Bank
e after d 051tors (d) A Direct Bank
. y;ble onde after an agreed () Unit Banking
HFLOC a5 per oice. 19. Which of the following is an investment

14. Intefest on sav ngs nk account is now advisory discipline?

calculated by bank&on [IBPS 2011]
(a) minim, nce during the month — LIBPS 2013]
(b) minjflum Balance from 7th to last day (a) Corporate Industrial Finance
o onth (b) Offshare Banking
(c), fuinithum balance from 10th to last day (c) Wholesale Banking
the month (d) Wealth Management
aximum balance during the month (e) Trade Finance

(e) daily product basis

ANSWER KEY

® 2 (© 3 @ 4 ® 5 @ 6 @ 7. (o
. @ 9 @ 10 ® 1. @ 12 @ 13 @ 14 (o
5. (© 16 () 17. ®) 18 (@ 19. ()
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( PRACTICE EXERCISE )

1. Consider the following statements: Which of the statements given above is/are
1. In Indian Commercial Banking System, correct?
the number of the Non-scheduled Bank (a) Only 1 (b) Only 2
is more than the Scheduled Banks. (c) Bothland2 (d) Neither 1 nor2
2. The Non-scheduled Banks in Indian (e) Can’tsay
Commercial Banking Systems are even 5 A scheduled bank is the one Whi‘:e
less than a dozen in number. included in the )
Which of the statements given above is/are (a) I Schedule of Banking R ulat@ct
correct? (b) II Schedule of Constitutio
(a) Only 1 (b) Only 2 (C) II Sch (S Of RBI ACt &
(c) Both1and 2 (d) Neither 1 nor 2 (d) Al o
(¢) Can'tsay (e) thte e @A}e ublic sector
2. Which one of the following banks can be ks 1nyfn di p
included in the Scheduled Commercial
Banking System of India? ( R
&2y (c) 28 14
(a) Regional Rural Banks (e) Non e A
(b) Private Sector Banks 7. Whic followmg is popular ‘saving
(c) Foreign Banks in India banké g the poor children?
(d) All of the above @ ) e banking
(e) None of the above redit banking
3. Match the following: ac Debit banking
List I %I:ist I d) Merchant banking

(e) Piggy banking

8. Who is a very senior citizen?
(a) A person who is 65 years and above
(b) A person who is 75 years and above
(c) A person who is 80 years and above
(d) A person whois 90 years and above
(e) A person who completed 100 years of

A. Allahabad Ba
B. Central B

India
C. Ind1 seas

Natlon
S a5
— 9. When banks accept fixed sum of money
Codgs: % from an individual for a definite term and
A B C ) pay on maturity with interest, the deposit is
(a) 2 4 known?
(b) 2 41 (a) Term deposit
(c) 4 o 1 (b) Demand deposit
(d 3 2 (c) Bond
2 3 4 (d) Mortagage

(e) Advance
10. Which one of the following whose activities
are not systematically coordinated by the

4. Consider the following statements:

1. Scheduled Commercial Banks are those
which have been included in the First horitv?
Scheduled of RBI Act, 1934. H}"ngtary aut | ority:

2. Non-scheduled Commercial Banks are ’ rgamse‘ sector

. . . II. Unorganised sector
those which have been included in the . Co-oberative sector
Second Scheduled of RBI act, 1934. ’ P
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Select the correct answer using the codes 15. Which of the following can be identified as

given below a demat account?
(@) Only II (b) Tand III (a) Accounts which can have zero balance
(c) Onlyl (d) ITand III (b) Accounts opened to facilitate
(e) Only III repayment of loan

11. Which one of the following dominate the () Accounts in which shares of companies
organised sector? are traded in electronic form
(a) RBI (d) Accounts maintained by mutual fun
(b) Commercial Bank companies for investors
(c) Co-operative Bank (e) None of the above
(d) RRBs 16. Which of the following is not a@
(e) SBI market instrument?

12. National Saving Scheme (NSS-922) has (a) Treasu Bllls \
been closed by the government since

(a) 1st November, 1999
(b) 1st November, 2000
(c) 1st November, 2001

(d) 1st November, 2002 sury Bil
(e) 1st November, 2003 (a salary wn by Government
13. Match the following;: off1c1a treasury
List I List II (b) bill ee by the Government
A | Agricultural T TUmit o%ctofrs ar}lld other suppliers on the
Sector "@ @ ry for the dues owed to them by

Government

B. | Industrial Sector |2. [En y bligation of the Government of India

i issued by the Reserve Bank of India and
payable normally 91 days after issue

(d) a mode of drawings by the Treasury
Office on the Reserve Bank of India

(e) None of the above

. Which one of the following countries is the

first borrower of fund from the International

C. [ Unorganised

Sector
D. | RRB A

Codes: Q Monetary Fund?
D (a) United States(b) France
1 2 (b (c) Spain (d) India
N2 3 4 ((é () SriLanka
(e) 3 1 ® . Which one of the following statements is
14. A schedul% is one true regarding IMF?
(a) which(C rms to the requirements of (a) Itis notan agency of UNO
e III of the Banking Regulation (b) It can grant loan to any country of the

49 world
1ch has been declared as a (c) Itcan grantloan to State Government of

cheduled bank by the Government of a country
India (d) It grants loan only to member nations
(c) which has deposits exceeding * 10 (e) All of the above
crore 20. Voting rights in the IMF are distributed on
(d) which has its name added to the the basis of
second schedule of the Reserve Bank of (a) one country, one vote
India Act, 1934 (b) proportion to the share of the income of

(e) None of the above the country in the world income
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(c) proportion to contributions given by
each country
(d) proportion to quota allotted to countries
from time to time
(e) None of the above
21. The headquarters of IMF and World Bank
are located at
(a) Geneva and Montreal
(b) Geneva and Vienna
(c) New York and Geneva
(d) Washington DC
(e) Nigeria
22. Which one of the following institutions
publish the report of ‘“World Economic
Outlook’?
(a) IMF
(c) RBI
(e) Citi Bank
23. The capital of IMF is made up by
contribution of the
(a) credit
(b) deficit financing
(c) member nations
(d) borrowing
(e) All of these

(b) World Bank
(d) UNCTAD

24. Special drawing right is ernatlonal
practice of drawin, f thh of the
following institutio 01 this sp
finding fac111ty7

(a) World Ban
(b) Asian D nt Ban
(c) Federa erve

(d) Eur@n Common M
0 e above
.“Nationglised banks een permitted

their equlahares to the public
t

to the extent 0£499 their capital as per
e n 1994, in

ulation Act, 1949
Companies  (Acquisition

ransfer of Undertakings) Acts
70/1980
I Act, 1935

(d) Nationalisation of Banks Act, 1980
(e) None of the above
26. How many banks are presently associates
of State Bank of India?
(@ 8 (b) 7
(c) 6 (d) 5
(e) 4

Banking and Banking Structure-Legal Aspects

27. The paid-up capital of non-scheduled bank
is less than
(a) ¥5lakh (b) %10 lakh
(c) T121lakh (d) T15lakh
(e) None of these
28. A foreign bank is one
(a) whose most of the branches are situated
outside India
(b) in which atleast 40% equity shares
held by non-resident Indians 6

(c) which is incorporated out51de
(e) None afthe above

29. Howm b ks are p@se t 10nahsed
banks1

(d) All of the above
(a)

6
. Which of th 11 ing are the scheduled

Q of Mauritius Limited

Bank Limited
Bank
one of the above
ae’ All of the above
1w Which of the following is not the part of the
scheduled banking structure in India?
(a) Money lenders
(b) Public sector banks
(c) Private sector banks
(d) Regional rural banks
(e) State co-operative banks
. BCSBI stands for
(a) Banking Codes and Standards Board of
India
(b) Banking Credit and Standards Board of
India
(c) Banking Codes and Service Board of
India
(d) Banking Credit and Service Board of
India
(e) None of the above
33. Scheduled bank means a bank
(a) incorporated under the Companies Act,

1956

(b) authorised to transact government
business

(c) governed by the Banking Regulation
Act, 1949
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(d) included in the Second Schedule to the Which of the statements given above is/are
Reserve Bank of India Act, 1934 correct?
(e) All of the above (a) OnlyI (b) Only II
34. ‘Unit Banking System’ is that system where (c) BothIandII (d) Neither I nor II
an individual bank undertakes the banking (e) EitherIorII
business 40. Which of the following statements is
(a) through a single office incorrect regarding a minor?
(b) through a few branches operating (@) A minor is a person who has no
within a limited area attained the gas of 18
() Both (b) and (c) (b) Minor does not have legal capaci@
(d) All of the above enter into a contract (g
(e) None of the above (c) A current account in the nor
35. Savings account with zero balance can be can begopened when gu Q of the
opened for min ates thi ac%
(a) persons of high net worth (d) AARingr’s accour% never be
(b) employees of IT companies d to be ov
(c) weaker sections of society he eve Of a minor, the
(d) women customers gmoney payable to the guardian
(e) None of the above I has deregiflate@rinterest rate for savings
36. Which of the following is not a public s accounts. Wigat'@ioes it suggest?
bank? (a) Cu pers will get the benefit of higher
(a) State of Hyderabad ind@gest rates
(b) Central Bank of India @ (b) § will have the right to fix their
(c) Regional Rural Bank b rest rates independently .
(d) HDFC Bank ach bank will have their respective

(e) None of the above interest rates without the need to
adhere to fixed interest rate common to

37. In economics, a y believ d all bank
that the main Ob]k a public sggto S

(d) Banks will decide interest rates for
financial compa nk is to

individual customers according to their
(a) employ m e more savings.
(b) maximi 1'profits (e) None of these
(c) maxi tal productl . A money deposited in a bank that cannot
(d)_sell OOdS at SUb cost be withdrawn for a present fixed period of
ese time is known as a
38. f the follo not requlred for (a) term deposit
g a bank acg’ﬂ (b) checking account
(a) Identity préof ¢ (c) savings bank deposit
(b) Addre f (d) no frills account
(c) Recerft phidtographs (e) current deposit
(d) D e certificate 43. Mahesh and Suresh are friends aged 14 and
(e), Nom® of the above 15 respectively. They want to open a joint
: . account in your bank. You will
39. er the following statements: M Uy
f the beneficiary of a cheque has lost (a) allow them to open a joint account to be

operated jointly

(b) allow them to open a joint account
with operating instructions either or
survivor

(c) allow them to open a joint account
with operating instructions former or
survivor

the cheque, he can instruct the paying
bank to stop payment of the cheque
without waiting for the account
holder’s instruments.

II. While  outsourcing, = the  only
consideration should be cost savings.
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(d) allow them to open a joint account
with operating instructions any one or
survivor

(e) None of these

44. Mangalam village became the first village in

India where all households were provided

banking facilities. Mangalam village is

situated in which of the following Union

Territories?

(a) Delhi

(b) Chandigarh

(c¢) Puducherry

(d) Daman and Diu

(e) Andaman Nicobar

45. How does a bank establish the identity of a
customer?

(a) By getting introduction of an existing
customer

(b) By following KYC norms

(c) By taking AADHAR card copy

(d) All of the above

(e) None of the above

46. While discussing investments, ther

mention of short-term government s‘@ y.

What is this type of investment s?

(a) Debenture (b) Mutual ful

(c) Treasury bill (d) Share‘b

(e) All of these

47. The commercial bafki stem in Inds

consists of A\(

(a) nationalised nd priva T

te ge
banks
(b) schedu non-sched banks
(c) regiona 1 banks, Co-0 anks

i
nelopment b%
e above
e of the ab &/

48. AnSihstitution w% accepts deposits,
makes busiﬁk@ s and offers related
services is ¢
(a) Savi
(b) C@rcial bank
(c) ment bank
A@&Velopment bank

entral bank

49. Money deposited with the bank becomes a
debt due
(a) from the banker
(b) from the customer
(c) to the customer

(d) Either (a) and (b)
(e) None of these
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50. Savings account with zero balance can be
opened for
(a) persons of high net worth
(b) employees of IT companies
(c) weaker sections of society
(d) women customers
(e) None of the above
51. Who amongst the following cannot open
an account in any bank in India?
(@) One who is not earning regularly
(b) A housewife
(c) A student of 10th standaxd C)
(d) A farmer who owns aN.iece of
lan

(e) A do and his

dual wh&
r@¢ of income j Mnown
52. @ a depga#it r@ sole proprietor
% holds &:‘ the name of the
proprietory Qeon

as well as in the

individual city, the maximum
insurance % r is available up to

(a) TAQ0000 (b) 200000

(c) 0 (d) All of these

) e of these
5 &se of FCNR (2) Scheme, the period for
6‘xed deposits is
(a) as applicable to resident accounts
(b) for terms not less than 1 year and not
more than 5 years
(c) for terms not less than 2 years and not
more than 6 years
(d) at the discretion of the bank
(e) None of the above
54. Which of the following are the scheduled
banks?
(@) The Fuji Bank Limited
(b) IDBI Bank Limited
(c) Centurian Bank of Punjab Limited
(d) All of the above
(e) None of the above
55. Small savings Scheme like National Savings
Certificates, Public Provident Fund,
Monthly Income Schemes are popular
among the salaried people. Which financial
institutions manage these schemes?
(a) Public sector banks
(b) Commercial banks
(c) Post offices
(d) Co-operative banks
(e) Private sector bank
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56. Which of the following statements about
UCBs undertaking insurance business is/
are correct?

(a) No UCB should undertake insurance
agency business without obtaining its
prior permission

(b) The Reserve Bank has allowed all
primary (Urban) co-operative banks
to undertake insurance business on
a referral basis, without any risk
participation through their network of
branches

(c) The banks need not obtain prior
approval of the Reserve Bank to
undertake referral business

(d) All of the above

(e) None of the above

@) 13
(©) 15

(e) 20
58. The maximum period for wh
deposit can be accepted by a erc1a1
bank is
(a) 10 years (b) 15
(¢) No limit ( ﬁ
(e) None of these
59. The rate of i
deposits is d
(a) Indian s Associatio

(b) the@ concerned 0

nce Ministr
(e ne of the abé
60. Zer6 balance adcoyitis generally allowed

to be opene

(b) 14
d) 16

ildren

(e)“senior citizens

61. In our country, now a cheque remains valid
for payment for .......... from the date of
issue.
(a) 3 months
(c) 9 months
(e) 18 months

(b) 6 months
(d) 12 months
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62. ‘Nomination” for a Deposit account in the

bank means

(a) mandate given by the close relative(s)
of the depositor, to settle the death
claim in case of death of the depositor

(b) mandate decided by the bank to settle
the death claim of its depositor

(c) mandate of the depositor in favo
of one or more persons, to cla1
amount on death of the depositor

(d) mandate of the depositor in fa@
close relative who can cl the affount
of the dep0s1tox.
i né & banks to

e death clalﬁ depositor
g given licences

(d) 2001 %

64 Cr0551 eques makes them

(a) document
%)1g1ble to endorse to person other

n the payee
remam the same in all respect, it is only

57. In July 1969, how many commercial bank: 1991
were nationalised? (C) 1993

992
1995

‘b apractlce
(d) eligible for payment irrespective of

sufficient balance in the account

(e) ineligible to get cash across the bank
counter

65. When a bank dishonors a cheque.

(a) itis called settlement of the cheque

(b) itis called withdrawing of the cheque

(c) itis called nullifying of the cheque

(d) itis called truncating of the cheque

(e) itis called return of the cheque unpaid

66. In a bank which of the following are the

usual types of Deposits accounts?

(a) Savings accounts, Electricity accounts
and Insurance Premium accounts

(b) Fixed deposits, Post office Savings Bank
accounts and Current Deposit accounts

(c) Current Accounts, Saving Bank
accounts and Term Deposit accounts

(d) Loan accounts, Savings Bank accounts
and Term Deposit accounts

(e) Current Bill accounts
Deposits accounts

and Term



34

67. Which of the following cannot be called as a
value added service offered by a bank?
(a) Special accounts for poor sections of
society
(b) Accident insurance cover
(c) Instant credit of outstation cheques
(d) Free cheque books
(e) All of these
68. An account in which trading of shares in
their electronic form is done, is known as
(a) D-mat account
(b) NRI account
(c) NRIO account
(d) Current account
(e) None of these
69. A Savings Bank Account opened with a
commercial bank with zero balance or very
minimal balance is known as
(a) Savings Bank Ordinary account
(b) Student Savings Bank account
(c) No-Frill account
(d) Current account @
(e) Call deposit
70. Travellers cheque is
(a) asupplementary credit

(c) a certificate is a bank or fi

institution i w0t cash

(d) a chequ ed by a banl o ance

institu ich functio d
(e) a pt@d instrumen y a bank
ce institu#io ich can be

titute of caai&

71. Fo ailment of nce from National
Housing Bani;: gcheduled commercial
bank has tqS y which of the following

conditions?
(a) T ital adequacy ratio of the banks
E§o be as per the norms prescribed

the Reserve Bank of India

72.

73.

75.
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(b) The net non-performing assets to the
net advances of the bank should not
exceed 10%

(c) The scheduled commercial bank has
earned profit for the last 2 years

(d) All of the above

(e) None of the above

A current account in a bank means

(a) in which balances are kept high @

(b) interest is not paid on the balance i

daily o
(d) avai dit facilitie

account
(¢) in which transactions sh&ta:l ace

(e) N of'these
W the followij thods is being
g d by n& calculating and

applying intdre ings Bank accounts?

(@) On  monthlyy products based on
mini ance between 10th and
las g day.

alance is counted and interest is

n average quarterly balance.
On average half yearly balance.

(b) a cheque issue by@a or finance‘maie) None of the above.
institution whic ns as capit ’

The main function of IMF is to

(a) give financial investment loans to
devoloping countries

(b) act as a private sector lending arm of
the World Bank

(c) help of solve balance of payment
problems of member countries

(d) arrange international deposits from
banks

(e) None of the above

How many banks are there in public sector

at present ?

(a) 28 (b) 27

(c) 19 (d) 20

(e) None of these
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ANSWER KEY

13.
19.
25.
31.
37.
43.
49.
55.
61.
67.
73.

(b)
(e)
(@)
(d)
(b)
(@)
(d)
(@)
(b)
(©
(@)
(b)
(b)

14.
20.
26.
32.
38.
44.
50.
56.
62.
68.
74.

(d)
(a)
(d)
(d)
(d

(a)
(d)
(c)
(c)
(e)
(d)
(a)
(c)

. (b)
9. (a)
15. (c)
2. (d)
27. (a)
33. (d)
39.  (d)
45.  (d)
51. (0)
57. (b)
63. (c)
69. (c)

75.  (b)

4.

10.
16.
22,
28.
34.
40.
46.
52.
58.
64.

(b)
(a)
(d)
(@)
(©
(d)
(©
(©

5.

11.
17.
23.
29.
35.
41.
47.

- &
g

. (e)

;&@ i

(©)
(b)
(©)
(©)
(d)
(©)
(©)
(b)
(b)
(b)

6. (c)
12. (d)
18. (b)
24. (a)
30. (e)
36.  (d)
42, (@)

48. ,(b)

py %}

35

N



3 Reserve Bank of India—
Structure and Functions

IMPORTANT POINTS TO REMEMBER o&

Every country has its own central bank which controls and handles the monetary a% of
the country. For instance central bank of USA is called the Federal Reserve Bafti, the central
bank of UK is Bank of England and the central bank in CI@DOWH as theRe s Bank

of China and so on. )
The Reserve Bank of India (RBI) is the central banl@t country. @estabhshed on

April 1, 1935 under the Reserve Bank of India Act, 19

The basis of the establishment of RBI was thefeco ndatio enBy a Committee called
‘Hilton Young Commission” established by t Bfitish Govéafim@&pt in India.

It started as a private bank with privatefgharehdltiing as wa@ e in most foreign central
banks of the world operating at that poin%’;ne.

When RBI was established, its capi fixed at crore i.e. Rupees 50 million).

When the RBI was establishe imk over t tions of currency issue from the
Government of India and the po redit cont the then Imperial Bank of India.

Initially RBI had its headq in Calcutta olkata) but soon shifted its headquarter
to Bombay (now Mumbai) j .

However from ]a@%% RBI onalized by the Government through an Act
called Transfer of Pubii nership A .

The RBI Act %whole of %a n terms of supervision, control and guidance/
directions to fi jal institutiofg in Mdia.
STRUCTUl@AANAGEM FUNCTIONS
Re k of India i ing as a corporate body. It has its common seal and is an on-

succession.

going'@@plern with p@
organizatignal Structure of RBI is through the Central Board of Directors (CBD). The
Transfer of Puﬁvnership Act provides for the constitution of CBD and Local Board by the

t. The CBD has of 20 members (as on date). Besides these members, RBI

Central Gov
has one G or, four Deputy Governors appointed by the Central Government. Their tenure
in officeqs 9%ears for Governor and 4 years for Deputy Governors. Also in the organizational
stru‘%re Executive Directors.

P

resently Mr. Raghuraj Ranjan is the 23 Governor of Reserve Bank of India, who took
over the charge from Dr. Y.V. Reddy. To start with the first person appointed as the Governor
of RBI was Sir Osborne Smith.

The RBI Act provides that CBD conducts one meeting every quarter and at least 6 meetings
in a year.

RBI at present has 22 Regional Offices located mostly in the State Capitals / UTs. The
jurisdiction of RBI as per the RBI Act of 1934 extends to all the States and Union Territories.
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The Local Boards have been formed in four major centers of the country, viz. Mumbai,
Kolkata, New Delhi and Chennai.

The general control, superintendence and directions regarding the working of banks in
India remain with the Central Board of Director through its Governor and Deputy Governors
and other executives.

One Director each from Local Boards is nominated to the CBD by the Central Government.
Nearly 10 Directors are nominated by GOI besides one Central Government official. &

Reserve Bank of India besides being named as ‘bank” does not fall in the category
commercial banks because it does not do the business of banking as defined in the Ban,
Regulation Acti.e. accepting deposits and lend money to people as done by commerci

RBI controls the changes in the stock of market because firstly, such ch%(isv

powerful influence on prices, secondly, greatly influence outpmt and distributjo ncome

and wealth, which in turn influence employment and lastl s in balgnc ome and

wealth distribution.

MONETARY POLICY OBJECTIVES OF RBI So ‘\,()
ye

RBI normally declares the monetary policy t r. These p re called busy season
policy (declared in October every year) ang slack'Season policGe red in April every year).

The objective behind such monetary is to:
* ensure price stability of co the cou Q}&

* ensure balanced credit exp
* ensure growth of long te stments 1 nomy
® ensure proper bala orts and i lm

* Encourage foo ent opera
* Ensure proper tion of cr 1 sectors of the economy.

In order to achigVe these objecti resorts to various methods / techniques, like:-
e OpenM perat1ons§

e Inter ateés manage
LS AP
taining pr &R (Statutory Liquidity Ratio) and CRR (Cash Reserve Ratio)
%{ough Selective Credit Control (now withdrawn)

lodns and advances by banks

rve Bank of India as a central monetary authority of India, like in any other Central
ank of any country, is empowered to guide, monitor, regulate, control and promote the
past, present and future of the financial system of the country.

¢ RBI is performing such functions since 1935 after its inception as empowered by the
Reserve Bank of India Act, 1934 and Banking Regulation Act, 1949.

* As a Central Bank of the country, the RBI performs a wide range of functions. Among
various functions important are:
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* Acts as the currency authority

* Controls money supply and credit

* Manages foreign exchange

* Serves as a banker to the government

* Builds up and strengthens the country’s financial infrastructure

* Acts as the banker of commercial banks
= Supervises banks. &
Reserve Bank of India performs various functions to manage the monetary system o@
country. These functions include:
he iggnce

1. Reserve Bank of India under the RBI Act, Section 22 is solely responsible f
of currency notes excluding rupee one note which issyeg by Finance Secr&gr¥ of the
Government of India. RBI regulates the issuance of es in Ingdia to bring
confidence among people of genuineness, quality a ility of m ued besides
bringing in uniformity in issuance of notes. Du single a ho@t ere is effective
control on flow of credit in and out of the t.

2. RBI acts as banker to commercial bank; x
3. RBI conducts banking and financialoperatigns of the Gg ent of India and advises
on various financial and economic igSues. 6

While handling the Governmentb " RBI maintaﬁgovernment accounts, advises on
monetary matters includingdi a@ aspects, bes@: rrying out Government business

as and when required. &

4. It provides financial acc tion to co%a e banking sector for financing special
sectors of the econom riculture gtg.

5. Bank performs f@on of contr ez;]&xchange value of rupee vs. US dollar.

6. Asa guide i@ er of bankjfig aWd financial sector, RBI appoints CEOs of Banks
and put its of the Bo e Bank to ensure proper Governance and sound
banking predti

7. Asad ental fun RBI promotes various specialized institutions. It has
pro IDBI (Industsi velopment Bank of India), NABARD (National Bank for

pment), Small Industrial Development Bank of India (SIDBI),

redit Guarantee Corporation of India (ECGC) etc.

BI issues npnefaty policy twice a year to provide guidance to flow of credit and safety

measur@e banking and financial sector. It issues busy season policy in October

every yearand slack season policy in May-June. This sets the tone for the money market

as é; financial activities.

9. good governance, RBI resorts to moral suasion on banking and financial sector.

1$sseminates financial data on banking, economy and other aspects of monetary aspects.

11. RBl is sole authority to handle overall monetary and credit policy in the country.

12. To regulate the flow of credit in the economy RBI also resorts to selling and purchasing
of short term or even long term securities.

13. RBI provides ‘ways and means’ credit facility to the Government of India and State
Governments in order to overcome tight money position between payment and receipt
of the client. The period of such “‘ways and means’ credit is maximum 90 days (3 months).
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Such power to lend money to governments is given under section 17 (5) of Reserve Bank
of India Act, 1934.

14. RBI also acts as a lender of the last resort, which means meeting the genuine financial
requirements of commercial banks.

15. Management of raising of finance by the Government and issuance of new loans /advances
on behalf of the Government of India / State Government is handled by the Public Debt

Office of the Reserve Bank of India.
16. It regulates the credit flow in the market by using credit control instruments like ban'

rate, open market operations and power to vary reserve ratios like cash reserve

(CRR) and statutory liquidity ratio (SLR). These two ratios are most important tg®l

maintaining liquidity in the financial system, particularly banking syste

17. Bank Rate, CRR and SLR are some of the quantitative st that RBI canrwn time
to time to control flow of money and to control inﬂa@ ‘b

i ME e banking system.

ion of banks based on

1. Statutory Liquidity Ratio (SLR)

e Reserve Bank of India exercises direct ¢ r the i
RBI is the only authority to effect cha t e hquldlt
demand and time liabilities.

* Asper Section 5 (f) of the Bankmg ation Act, 19 % and liabilities” means those
d

liabilities that are to be met on d

¢ Banks are also required to a port10
liquid assets i.e. bonds etc. is called Sta
SLR fixed by RBI is 22.5 t reduced

¢ Liquid assets to be m d arein th f cash, gold and unencumbered approved
securities as pe 4 of the Bapki egulation Act, 1949.

e Asand when% ases the S ces the funds supply in the market, thus reducing
nds

the lendable ces with ¢ ial banks. Vice versa when SLR is reduced it will
increase t with onward lending.
2. Cash R e Ratlo (

are requ1% sit with reserve bank of India an amount equal to the percentage

eposit liabilities in the form of
quldlty Ratio. As on 15.6.2014 the

2posits wit tive bank in the ratio prescribed by RBI from time to time. This is
alled Cash Res Ratio (CRR).

e This is

&one to provide stability to the economy. In simple words CRR is the
funds banks have to deposit with the Reserve Bank of India. It change
e to time is part of economic policy to control inflation etc. Any change in CRR
tage means either increased availability of funds with the banks or reduced funds
ilable in the market.

changed CRR means no additional funds available for banks to lend.

3. Bank Rate

It means the rate of interest at which RBI buys or rediscounts the bills of exchange including
commercial papers etc. as permissible under RBI Act, 1934. As per the need of the hour, RBI
raises the Bank Rate in order to squeeze the credit expansion whereas it reduces the Bank Rate
when it needs to allow more flow of credit in the economy.
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4., Repo Rate

Repo Rate is the rate at which banks borrow from the Reserve Bank of India (RBI). A lower
repo rate means bank’s borrowing cost will go down which could prompt banks to cut lending
rates.

5. Reverse Repo Rate

Reverse repo rate means the rate of interest at Which RBI borrows from the banks. &

Objectives of Monetary Policy
(a) Ensures price stability C)

(b) Controls expansion of bank credit \.
(c) Promotion and development of fixed investments ° ‘b{
(d) Controls inventory build up by some individuals *x

(e) Export promotion
(f) Ensures proper food procurement operatiOhs® )x
Sectors of the

(g) Uniform credit distribution among vari and society.

Techniques Used by RBI to Manage an@tr [ Monet tem
1. Open market Operations
2. Bank Rate Mechanism @
3. Discretionary control of refi and redis
4. Interest Rate (Repo rate everse rep @Control
5. CRR and SLR
6. Credit rat1on1n
8. i i %d arises
9. i ing system t

LICENSING OF BAN (S

¢ Anype oup of persons or company who/which wishes to start a banking company
in India is required to take prior permission / licence from the Reserve Bank of India
vi ion 22 of the Banking Regulation Act, 1949.

. ore granting licence, RBI gets itself satisfied on various terms like:

Location of bank

* Availability of sufficient capital. As of now minimum capital for opening a new bank
is Rupees 500 crore. This may vary from time to time. Initially, minimum capital
required for opening a new bank was only Rupees 5 lakhs. The minimum capital to
be decided by RBIl is as per the Banking Regulation Act, section11.

= Ensure that bank will serve the cause of people (depositors).

* Ensure that bank will not work detrimental to the interest of the country.
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* Banks are required to transfer from their annual profits, minimum 20 per cent to the
reserves.

= A bank opened as public sector undertaking is not required to any permission or
licence from RBI
Bank Holiday
A bank holiday in India is a public holiday which is declared specially for the Banks and other

Financial Institutions. Not all public holidays are classified as Bank Holidays. Bank Holidays
are declared by Central /State Governments/ Union Territory under the Negotiable Instrumen

(NI) Act, 1881. o

BRANCH LICENCING (OPENING OF NEW BRANCHES) C)

* As a part of their function to control the business of bagking in India a@:re the
availability and access of banking facilities to all citize e countyy, rcises the
Regulation

Act, section 23 makes it obligatory for the bank to m RBI to open

prior pe is@f
any new branch. &; x
¢ RBI before granting the permission toﬁ:\e branch a in India gets itself

power to control opening/expansion of new bran% e country. B&
on

satisfied on some of the following import spects:
* availability of banking infrastructre already exis @ the area.
* ensures that bank has stron, und finan (capital, profits etc.) to support

opening of new office/lgan
* ensure that business dev ent is possi‘t@ e area.
* does general good t blic (depo@ nd borrowers) at large.

asically associated with change of ownership in
d liabilities at market determined rate of exchange.

ieWpthe government's savings scheme under the leadership of
& uty governor of the Reserve Bank of India who retired on 20

that the interest paid on savings instruments under the scheme,
accounts, be reviewed annually and benchmarked to government
maturity periods.

om large volatility, the rates will not be changed by more than 1 percentage

Rate for I citizens' savings scheme will be 1 percentage point higher than comparable
govergient securities. National Savings Certificates (NSCs) will give 0.5 percentage point
hig benchmark securities and other schemes, including PPF, will offer 0.25 percentage
point above the benchmark.

Benefits of CAC to Indian Economy

¢ There is availability of larger capital stock to supplement domestic resources that will
help growth.

* Reduction in cost of capital and improved access to international financial markets.
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¢ CAC enhances the effectiveness of fiscal policy by reducing real interest rates applicable
to public sector borrowings.

¢ (Can bring about an optimal combination of taxes through reduction of the inflation and
in the rates of other taxes to international levels that has beneficial effect on tax revenues.

SECURITIES AND EXCHANGE BOARD OF INDIA (SEBI)
* Securities and Exchange Board of India is a regulatory body controlling investments in
the market.

* Many countries of the world have similar type of controllers for making the investr@
market more efficient, stable, transparent and of high quality. g

e SEBIwas established under the Securities Exchange Board of India Act of J% me
®

into operation on April, 12.1992.
ctis ”t@ro% interest of
equlate the N s market and

* Main function of the SEBI as provided in the preamble
the investors in securities and promote the development
for matters connected therewith or incidental thereto”.

e GSEBI is headed by a Chairman in Mr. U ha and assi ree Whole Time
Members (WTM). They are Mr. Prasha; any¥Ir. Raje atf Agarwal and Mr. S.
Raman. These members in turn are assiste Executive D s who control different

departments and various function$: Q
e First member looks after the cor nance, speglal orcement cell, investigation
w

department, economic & anadysi hile Mr. eWKumar looks market regulations,
integrated surveillance, legal Ygeneral se 'c@ffairs of the SEBI’s Regional Offices.
Mr S Raman on the other h ooks after, estment management, enforcement,
adjudication, RTI and te Authori epartment, etc.

e SEBI hears the c m@s f investors as constituted a Appellate Tribunal to hear

the complaints E&p e decisio irst level authorities. The Securities Appellate
Tribunal (SAT residing (Aficer 1n Hon'bl Justice J.P. Devadhar(as of now) with
two membe @" Jog Sin r. A.S. Lamba.

Perticipatory

Financial ingtsmments used by rs Or hedge funds that are not registered with the Securities

) g# oard of Indi@west in Indian securities. Indian-based brokerages buy India-

'ies and the articipatory notes to foreign investors. Any dividends or capital
erlying securities go back to the investors. In many ways, this is

ted from t%
similar 40 an infor al. process, where brokerages hold on to stocks for foreign investors.
INSURANCE B&ATORY AND DEVELOPMENT AUTHORITY (IRDA)

* Goy ent of India appointed a Committee called by the name Malhotra Committee
t into various aspects of the life and non-life insurance in India.
0‘$]hotra Committee Report was submitted in 1994, January 7. Based on the
commendations of Malhotra Committee, IRDA was established and incorporated as a
statutory body by an act of Parliament of India.

¢ IRDA was incorporated under the Insurance Regulatory and Development Authority
Act, 1999. This Act was cleared by the Central Government.

¢ IRDA has its headquarter at Hyderabad (Andhra Pradesh). Till 2001 it operated from
Delhi.
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* Asfarasorganizational structure of the IRDA is concerned, it has 10 members appointed
by the Central Government. The 10 member team is headed by the Chairman. At present
its Chairman is T.S. Vijayan. Of the other members, four members (at present R.K.Nair,
M. Ram Prasad, S. Roy Chowdhary and DD Singh) are whole time members whereas Mr.
Anup Wadhawan, S.B. Mathur, Prof. V.K. Gupta as CA and Subodh Krumar Agarwal
are four part time members.

* Main purpose and function of IRDA is to protect the insurance policy holders” interest.
It also regulates the opening of new insurance companies in the country for which j
provides registration certification to the interested insurance companies which
to start insurance business in India. It also has a role in allowing balanced and
growth of insurance industry.

* In cases where it finds irregularities in the functioning of the insurance %?where

policy holders’ interest is at stake, it may not renew or ify the registr, rtificate
or even cancel or suspend the operations.

¢ Insurance Repository Facility: Central Governm céntly anno settmg upofa
system called Insurance Repository. Itis a type wher, 1cy holder (s) can

buy and keep policy of insurance in electg6nic at. In thy er document could
be avoided and so the cost. Such policié t in electronicQrni¥rt are called “electronic

policies” or “e Policies Q
¢ Various Functions of IRDA: Amo@ many fungtidhs’that IRDA performs, some

important ones are:

* Inorder to watch the inte & licy hold, @DA makes out rules and regulations.
C

= JRDA sets standard of f conduct eyors and assessors of losses.
f insurers, insurance intermediaries and

= Takes up 1nspect10 it and co
others havi r@n ection with ance business.
* Helps regulat nvestment@f ifpurance company funds.

. Recomm rgin for m4l ing of solvency / liquidity of insurance company.

* Adjudigates 1spute 2 Y
ins e intermedia %

. I@ sets businew s in terms of percentage of total insurance business for rural,
social se )

&ﬂn
i e of the insurer.

ets premi
Unit Linked Ins ar%lan (ULIP):

A Unit Linked ance Plan (ULIP) is a product offered by insurance companies that unlike
olicy gives investors the benefits of both insurance and investment under
ted plan.The first ULIP was launched in India in 1971 by Unit Trust of India
(UTI) e Government of India opening up the insurance sector to foreign investors in
ZO%he subsequent issue of major guidelines for ULIPs by the Insurance Regulatory and
De ment Authority (IRDA) in 2005, several insurance companies forayed into the ULIP
business leading to an over abundance of ULIP schemes being launched to serve the investment
needs of those looking to invest in an investment cum insurance product.

arious parties to insurance business like insurers, non-
nsurance intermediaries.

OPEN MARKET OPERATIONS

* Among the many tools that RBI uses to control the flow of credit / money in the economy,
“open money market operations” is one of them.
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* As the name indicates open market operation, it means sale and purchase of financial
instruments is done by the RBI in the open market.

* RBI in order to expand or contract the money in the economy, sells or purchases the
eligible short term or long term government securities or bills of exchange or foreign
exchange etc.

¢ In the Open Market Operations, RBI while selling the securities tries to withdraw the
money from the economy (market) whereas when it purchases the securities in the open
market it expands the money in the economy or market.

¢ Open Market Operations are used to control and reduce market money ﬂuctuationQ

* The concept behind open market operation is that any sale or purchase of apfitq
securities by the Reserve Bank of India as the Central Bank of the country tends t@gither
squeeze the money in the market or increases the supply of money. x.

¢ This method is effective in controlling money supp ease in m pply by
purchasing the securities will help banks to lend m ney in varigu tors of the

economy. o Q
Hot Money:
Money that flows regularly between ﬁnanc@ as inv attéinpt to ensure they
ilRflow’f

get the highest short-term interest rates possib ot money w rom low interest rate
ountijfes by inves ing to make the highest
exchange e sum is high enough and

yielding countries into higher interest rat
return. These financial transfers could aff
can therefore impact the balance of pa

Banks usually attract "hot moneWi b¥gffering relati f@\ort-term certificates of deposit that
t

have above-average interest rates. on as the inSgitytion reduces interest rates or another
institution offers higher rates, i with "hot ey withdraw their funds and move them
to another institution with hi ates. ‘b’

MUTUAL FUNDS

oling customers’ funds held for trading for higher
ds Mutual Fund is a link between investors who save
investor, he brings liquidity into the financial system
cOmporate governance with investor protection.

abl'und is c d as a ‘“Trust’. Its functions include mobilizing public funds,
ifying capit kets for investment such funds on behalf of investor.

r holding an naging the public funds, Mutual Fund is required to act efficiently
and professs nallyfor the benefit of the investor, besides, holding the portfolio as Trustee

of invest

* Base period of the units and the amount raised, Fund can be classified as ‘open
en nd’, ‘close ended fund’, income oriented fund’, and Trust oriented fund’.

. the ®pen ended fund there is no ceiling on the amount to be raised. Here unit holders

&ssured of certain return in the form of dividends, appreciation in capital and safety

funds.

* Close ended Fund is characterized by maximum amount to be raised or pooled, fixed
period and stocks are listed in stock markets in order to have quick liquidity. Here the
unit price is normally less than the Net Asset Value (NAV).

e Net Asset Value (NAYV) is the value of each unit or share. In other words it is the total
value of asset (Fund) divided by the total number of units/share outstanding. It also
means value of asset (Fund) minus liabilities.
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¢ Suppose a Mutual Fund Scheme has investment at Market Value to the tune of Rupees
700 crore. The liabilities are Rupees 50 lakh whereas outstanding units are 28 crore. The
Net Asset Value (NAV) will be 24.98.

* India’s first Mutual Fund came up as Unit Trust of India on February,1. 1964. It is first
statutory Mutual Fund organization in India. The first commercial bank to start the
business of Mutual Fund in India was State Bank of India.

e With the amendments in the Banking Regulation Act, 1949, banks can do the business
of Mutual Fund.

* Where the investor wants regular income from his /her investment, the Fund in‘@
money so pooled in fixed income bearing securities. Such Funds are called *

Oriented Fund”.

e SEBI controls, supervises and guides the functioning afythe Mutual FuN better
governance.

¢ Normally the lock-in-period of repurchase of the Mutual F years

¢ Mutual Funds sometimes charge a fee from er only e of redemption
of the units. Such transactions and mod ect1on of ‘%&d Back-ended-load
Redemption Scheme.

* Mutual Funds are required to b erat y a sep ganization called Asset
Management Company (AMC) for under the Indi mpanies Act of 1956 which

requires the approval of SEBL

e  Mutual Fund is useful to iftes in various mg/ or instance, small investors can
be party to Fund, there is d pfication of r& are largely safe since it is managed

by experienced professi rofessmna anaged Mutual Fund investment means
having investment ment skll domg continuous research in available
investment opti

¢ The first diversifiegquity inves cheme in India was ‘Master Shares’.

e  While investi ney in M 1 Bund, as an investor he/she has the right:

is documents of Myvestment,

ve ccess to in orffand
benef1c1 | hip of the asset of the scheme.
h portfoh er means that the fund is active in the market, transaction cost is
and there t be some risk involved.
¢ In Mutual de “Load” means expenses charged to the fund.

Sovereign W. unds: A sovereign wealth fund (SWF) is a state-owned investment fund
investing i 1 and financial assets such as stocks, bonds, real estate, precious metals, or in
alternativégiivestments such as private equity fund or hedge funds. Sovereign wealth funds
investglgbally. Most SWFs are funded by revenues from commodity exports or from foreign-
exc e reserves held by the central bank. Some sovereign wealth funds may be held by a

central bank, which accumulates the funds in the course of its management of a nation's banking
system; this type of fund is usually of major economic and fiscal importance. Other sovereign
wealth funds are simply the state savings that are invested by various entities for the purposes
of investment return, and that may not have a significant role in fiscal management.
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( PAST EXERCISE )

1. As reported in the newspapers, China has
asked its banks to put 12.5% money instead
of earlier 12% as CRR. This correction in
CRR has been made for the seventh time in
past one year. Why did China have to take
this step again and again and so frequently?

[OBC 2008]

(1) It will put a curb on lending of money
by the banks.

(2) It will help Govt of China to tame the
rate of inflation.

(3) It will help the poor to get easy loans at
cheaper rates from the banks as higher
CRR brings more money for activities
of the social sector.

(@) Only (1) is correct

(b) Only (2) is correct

(c) All(1),(2) & (3) are correct

(d) Only (3) is correct

(e) Both (1) & (2) are correct

2. Which of the following QIODS/
agencies has asked all the@s in India
s

to form customer servi at branch
levels? [OB
(a) Indian Bank t10r1

(b) Reserve Ba d1a (RBI)
(c) Suprem rt’of Indla
(d) Secun xchange B ndia

;xchange Board

3. all know Securi
a (SEBI) ha%(en some corrective
steps to restrictfunctioning of Participatory
Notes (P—l\@in‘lndian Stock Markets.
Why are s considered dangerous for
the finafgial markets of a country?

[OBC 2008]
( is allows a foreign investor to invest
unds without knowing the history/

financial health of a company. If the
company fails fforeign investors lose
their money. Govt of India does not
want this as this will bring a bad name
to the country.

(2) P-Notes allow foreign investors to buy
shares of blue chip companies without

following Konw Your Customer (KYC)
norms. Hence money invested here
may not be from a valid and legal

source.

(3) P-Notes are launched to arra
funds only for social schemes. D
huge funds available with s
investment they are sending it lk.
Hence _the cost of such%t{:ents is
veryahighyand it ercially

vi or banks ‘&cept such
@ ents. x
y (1) is
Only (2)4
Only (3
(d) Both re correct
(e) No
4. In theigent times the RBI and the Securities
@ ge Board of India (SEBI) have
arious steps to control the flow of
al in India economy. Which of the
llowmg is/are NOT included in this/

these step(s)? [BOM 2008]
(l) Guidelines have been issued to restrict
unregulated overseas investors

through "P-notes".

(2) 60,000 crore out of this fund is being
provided to waive the loans on farmers.

(3) Borrowers raising external commercial
borrowings of over $20 million would
have to park the proceeds overseas for
use as foreign currency expenditure.

(@) Only(1)  (b) Only (2)

(c) Only (3) (d) Both (1) & (3)

(e) AllL(1),(2) & (3)

5. The Reserve Bank of India issues coins and
notes of various denominations. At present
RBI does not issue coins of which of the
following denominations?

[Vijaya Bank 2008]

(b) 20 paise

(d) 50 paise

(a) 10 paise
(c) 25 paise
(e) 1.00 Rupee
6. As we read every now and then, the
Monetary and Credit Policy is reviewed and
changes/corrections are made frequently.
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Who amongst the following exactly takes
this decision in India? [Vijaya Bank 2008]
(@) Deputy Chairman, Planning Commission
(b) Prime Minister
(¢) Finance Minster
(d) Chairman, Finance Commission
(e) None of these

7. We often see the names of two personalities
in newspapers/magazines/electronic media.
These names are Dr. C Rangarajan and
Dr Bimal Jalan. In their lives, one thing in
common. That is [Vijaya Bank 2008]
(a) Both are the chief economic advisors to

Prime Minister of India.

(b) Both are Members of Parliament.
(c) Both are former Governors of RBI.
(d) Both were Finance Ministers of India.
(e) There is nothing common in both.

8. Which of the following organisations i
known as the market regulator in India?

[BOI 2
(a) IBA (b) SEBI
(c) AMFI (d) NSDL @
(e) None of these
9. The Reserve Bank of India s on

changing various ratios/r quently.
Why is this done? B

(1) To keep inflati

(2) To ensure thaNn
lose its mar

(3) To ensure nks do htige

profits ost of publi ne

(a) Onl (b) Only 2

@ (d) Au@m & (3)
e of these

ported in va wspapers many

have revis %helr interest rates

on home loans) ca® loans and other such

loans. Whi, e following phenomenon

prompted\these banks to make such an
upw ision in their interest rates?

[UBOI 2008]

I has revised the CRR and other

uch rates upward, which has created a

liquidity crunch in the market.

(2) Stock markets in the country are
showing very high fluctuations as
visible through their indexes. As a
result banks have lost a huge amount of
money in trading. Banks now want to

upee do

10.

11.

14.
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recover that money by increasing their
interest rates.

(3) Banks are in need of a huge amount of
money, as they have to give revised pay
to all its employees.

(a) Only (1) (b) Only (2)

(©) Only (3)  (d) All(1),(2) & (3)

(e) None of these

Very often we read in the newspape

about various measures taken up to co

the flow of the capital in the Indian

Who amongst the followi the
regulators who can control M of the

same in L 12008]
(1) Ingi K’s Ass®Ri @’
(2) &
nly M) y @)

Only (3) oth (2) & (3)
(e) Both (
. Many tim, ead a term “Hot Money” in
news hat is/are the characteristics
of ey? [UBOI 2008]

term is used for fresh currency

)
otes issued by the RBI.
It is the fund which flows in the market

O1 2008]
ontrol 3)

to take advantage of high interest rates.
It is the fund which is thrown in the
market to create imbalance in the stock
markets.

(@) Only (1)  (b) Only (2)

(c) Only (3) (d) All(1),(2) & (3)

(e) None of these

. RBI's open market operation transactions

are carried out with a veiw to regulate
[BOB 2008]

(a) Liquidity in the economy

(b) Prices of essential commodities

(¢) Inflation

(d) Borrowing power of the banks

(e) All the above

Open market operations, one of the

measures taken by RBI in order to control

credit expansion in the economy, means
[BOB 2008]

(a) Sale or purchase of Govt. securities

(b) Issuance of different types of bonds

(c) Auction of gold

(d) To make available direct finance to

borrowers
(e) None of these
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15. The bank rate means [BOB 2008]
(a) Rate of interest charged by commercial
banks from borrowers
(b) Rate of interest at which commercial
banks discounted bills of their
borrowers
(c) Rate of interest allowed by commercial
banks on their deposits
(d) Rate at which RBI purchases or
rediscounts bills of exchange  of
commercial banks
(e) None of these
16. The stance of RBI monetary policy is
[BOB 2008]
(a) inflation control with adequate liquidity
for growth
(b) improving credit quality of the Banks

(c) strengthening credit delivery
mechanism

(d) supporting investment demand ingthe
economy

(e) Any of the above

17. Capital Market Regulator is @)
(a) RBI (b) IRD

(c) NSE (d)
(e) SEBI

18. Which of the following 4 gulator of‘b
the credit rating agéfgi ndia?

[BO

(a) RBI
(c) SIDBI ( SEBI
(e) None b
19. The rec ec151onZo cut'Cash
-' tlo (CRR basis points
r 2008) w111 to infuse how

rket?[OBC 2008]

20. Whenever RBI does some Open Market
ion Transactions, actually it wishes
to regulate which of the following ?
[IOB 2008]
(a) Inflation only
(b) Liquidity in economy
(c) Borrowing powers of the banks
(d) Flow of Foreign Direct Investments
(e) None of these
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21. Which of the following financial product
are NOT much popular in India as they
have been launched only recently?

[IOB 2008]
(a) Development Bonds
(b) Insurance Policies
(¢) Mutual funds
(d) Sovereign Wealth Funds
(e) All are very popular products in Indid.

22. Which of the following policies of,

financial sectors is basically desi

transfer local financial assets into ign
financial assets freely ar&.market
determirny hange rates7
‘: ?’I I0B 2008]
Account 1bili

(a)
ncial Deficit ement
Iimu rlce

Restr1ct1

(e) None of
23. A custorr@' es to purchase some US
dollar a. He/she should go to

[IOB 2008]
) Qublic Debt Division of the RBI only
merican Express Bank Only

c)” RBI or any branch of a bank which is
% authorized for such business
(d) Ministry of Foreign Affairs
(e) None of these
24. What is the Statutory Liquidity Ratio (SLR)

at present? [IOB 2008]
(a) 14% (b) 18%
(c) 20% (d)  24%

(e) None of these

25. An agreement, which in fact is a contract,
between the RBI and Banks for the sale and
repurchase of Govt securities and short-
term treasury bills at a future date and for
which the RBI indicates “the interest rate”,
is generally known as [RBI 2009]
(a) Repo Rate
(b) Bank Rate
(c) Reverse Repo Rate
(d) Prime Lending Rate
(e) None of these

26. As per the reports in various newspapers
many private companies are trying to
obtain the licences to launch a banking
company in India. Which of the following
organisations/agencies issue the licence for
the same? [Corporation Bank 2009]
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27.

28.

29.

(a) Securities & Exchange Board of India
(SEBI)

(b) Indian Institute of Banking & Finance
(IIBF)

(c) Reserve Bank of India (RBI)

(d) Registrar of Companies

(e) None of these

As per the Reserve Bank of India (RBI), the

economic conditions in India are not yet

suitable for full convertibility of Rupee. At

present Rupee is convertible at which of the

following accounts?  [Indian Bank 2010]

(1) Fully at Capital Account

(2) Fully at Current Account

(3) Partially at Trade Account

(a) Only (1)  (b) Only (2)

(© Only(3)  (d) Only (1) & (3)

(e) None of these

newspapers, the Reserve Bank of I
(RBI) raised Statutory Liquidity Ratio (5,
by 100 basis points to 25%. What wa

the reason(s) owing to which R
SLR? [Indlan
(1) It will help in reducing li in the
market.
(2) Inflation will cqme substantiall
(3) It will facilita’&S dnies to la
@ 1 i

their IPOs as

customers, i uals or corporates, do not

appear in4ny st published by the Security

Counﬁn\mittee. This act/directive of

the o ensure which of the following?

ﬁ [Indian Bank 2010]

a) Wo ensure that the bank loans /advances

taken by the individuals/organizations

are used only in those activities for
which they are taken.

(b) To ensure that money deposited in the

bank has not come from unknown and
unauthorized sources

aReserve Bank %\dla has directed all
the banks to eEurg at the names of their

30.

ia
Govt. of
As per the news published in major (4) Any Indi

3l

D

32.

33.
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(c) To ensure that no one visits a foreign
nation for any illegal activity by
purchasing foreign currency from a
bank

(d) To ensure that Indians do not go to a
nation where they are being targeted
for racial discrimination

(e) None of these

As per the news published in vario

financial newspapers, the RBI is rewor@

the roadmap on Capital

Convertibiliy. If this is done, who é);ngst

i

the following would be a o igvest in
foreign P ts or acqu1 S outside
Ind1a ny restttl
(l) ector Banks

SBI 2010]
pames h1 reg1stered in

(a) Onl

(b) Ony@

(c) o«;

(d)@ (2), (3) & (4)

ne of these
ecided by the Reserve Bank of India, all
e villages with a population of 2000 will
have access to financial services by the end

of [SBI 2010]
(a) 2009-10 (b) 2010-11
(c) 2011-12 (d) 2012-13

(e) None of these

As reported in various newspapers, the

Reserve Bank of India is planning to allow

more and more banks to function as “Local

Area Banks”. This will help RBI in the

implementation of which of the following

of its plans/drives? [SBI 2010]

(1) Financial Inclusion

(2) Rural Banking

(3) Mobile and e-Banking

(@) Only(1)  (b) Only (2)

() Only (3  (d) Only (1) & (2)

(e) None of these

The Reserve Bank of India has asked all the

banks to install “Note Sorting Machines” in

the branches. How will this help banks and

the general public ? [Allahabad Bank 2010]

(1) The machines will check for counterfeit
notes and drop these from circulation.

(2) This will help banks to count the notes
quickly and accurately.



(2) This will help in sorting out soiled
notes so that they are not reissued by
the banks.

(a) Only(2)  (b) Only (1)

(9 Only(3)  (d) Only (1) & (2)

(e) None of these

34. As per the guidelines issued by the RBI,
banks are preparing for a service which will

allow customers to withdraw upto * 1,000

using their debit cards from notified shops/

stores all over the country. All such shops/

stores will have ‘POS’ terminals for the

same. What is full form of the ‘POS’ ?
[Allahabad Bank 2010]

(a) Payment on Sale

(b) Power of Sale

(c) Point of Sale

(d) Payment Order Service

(e) None of these

|§a’a. Simil
35. Many a time we read in newspapers that
some big banks have revised their lending
rates to make them dearer or chea

Though the decision to raise the len
rates is always in the hands of the

normally they announce this i of
theirs
[Corporatj 2010]

(1) immediately after the Budget is
y &
presented in the Lo ha every year. ‘b

(2) when the RB
policy rates.

changes inf1

(3) when the and Cre y
is\reviewed p
b) Only (2

(d) On§ )

)

& (RBI) recently
SO

policy rates and
alsopindicated tha%re may be another
change in éuture. Which of the
following i onsidered a policy rate(s)
in the han{}s 6fthe RBI?
[Corporation Bank 2010]

(a) Only (1)
(c) Only (3)
(e) All(1), (2) &(3)

37. As per the reports published in various
newspapers, RBI has asked banks to make
a plan to provide banking services to all
villages having a population of 2000. This

(b) Only (2)
(d) Only (1) & (2)

38.

41.

42.
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directive issued by the RBI will fall in which
of the following categories?
[Corporation Bank 2010]
(a) Plan for Financial Inclusion
(b) Efforts to meet the targets of Priority
Sector Lending

(c) Extension of Relief Packages to the
Farmers

(d) Extension of Internet and Branch

Banking 5

(e) None of these

The rate on which banks baatow the
RBI is callegd........... .[Punjab &§in&h 2010]
(b) GRR

g)the apex bank of
e gpex Bank of the USA

Punjab & Sindh 2010]

oY)
5
o
c
}j

ow,

is called .......
(a) Feder
(b) Th

(d) @ al National Bank of USA
ne of these

t is the full form of “ULIP’, the term
hich was in the news recently?
[Syndicate 2010]
(a) Universal Life & Investment Plan
(b) Unit Loan & Insurance Plan
(¢) Universal Loan & Investment Plan
(d) Uniformly Loaded Investment Plan
(e) Unit Linked Insurance Plan
Which of the following Rates/Ratio is not
covered under the Monetary and Credit
policy of the RBI? [Syndicate 2010]
(a) Bank Rate
(b) Repo Rate
(c) Cash Reserve Ratio
(d) Reverse repo Rate
(e) Exchange Rate of Foreign Currencies
RBI has asked banks to make a plan to
provide banking services to all villages
having a population up to 2000. This
directive issued by the RBI will fall in which
of the following categories ?
[Corporation Bank 2011]
(a) Plan for Financial Inclusion
(b) Efforts to meet the targets of Priority
Sector Lending
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(c) Extension of Relief Packages to the
Farmers
(d) Plan for opening more rural branches
(e) None of these
The rate of interest on Savings Bank
Account is stipulated by
[Corporation Bank 2011]
(a) The concerned bank
(b) RBI
(¢) Indian Banks Association
(d) Government of India
(e) Banking Codes and Standards Board of
India
Banks borrow money from the RBI on
which of the following rates?
[Allahabad Bank 2011]
(a) Reverse Repo Rate
(b) Repo Rate
(c) SLR
(d) CRR
(e) Saving Rate
Banking and financial services a
the world are regulated us
Monetary Authority of the 1

controls this function in India?
[Allaha@ank 2011]

(a) Ministry of Fin Ce

43.

44.

45.

(b) SEBI
(c) RBI
(d) IRDA

(e) FEDAI
Which o followm

objectiv f our moneta

46.

Bank 2011]
nchor mﬂat ectations
actively ma% 1quidity

0 maintain

(2
erest rate regime
price output and

=

bility

(e) None of these

Which of the following is/are key policy

rates used by RBI to influence interest rates?
[Allahabad Bank 2011]

(1) Bank Rate and Repo Rate

(2) Reverse Repo Rate

(3) CRR and SLR

47.

48.

49.

52.

(a) Only (1)
(b) Only (2)

(c) All (1), (2) & (3)

(d) Only (3)

(e) Both (1) & (3)

Which of the following rates signals the

RBI’s long-term outlook on interest rates?
[Allahabad Bank 201
(a) Repo Rate

(b) Reverse Repo Rate o

(c) Bank Rate ‘ : ,

(d) SLR
(e) CRR \
For w?@\e followging s RBI has
decid undertake 1& arter policy
rev ﬁu ad Bank 2011]
re-alig
To take gte %ensure smooth flow
of credit
(3) To pr idance to the economy
(@) O (b) Only (2)
(C) (d) All(1),(2) & (3)

o e of these
of the following is the Central Bank
SA7 [Allahabad Bank 2011]
a) Federation of Banks, USA
(b) Citigroup, USA
(c) Bank of America
(d) Central Bank of USA
(e) Federal Reserve
. Who amongst the following was the
Head of the committee which gave its
recommendations on the modalities for
Capital Account Convertibility?
[Andhra Bank 2011]
(a) Dr. Rakesh Mohan
(b) Dr. C Rangarajan
(c) S.S.Tarapore
(d) K.J. Udeshi
(e) None of these
Which of the following organisations/
agencies has established a fund known as
Investor Protection Fund?
[Indian Overseas Bank 2011]
(a) RBI
(b) SIDBI
(c) Bombay Stock Exchange
(d) Ministry of Finance
(e) Ministry of Commerce and Industry
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53.

54.

55.

56.

57.

58.

59.

Reverse Repo is a tool used by RBI to
[Indian Overseas Bank 2011]

(a) Inject liquidity

(b) Absorb liquidity

(c) Increase the liquidity with banking

system

(d) To keep the liquidity at one level

(e) None of these

The European Union has adopted which of

the following as a common currency?
[Indian Overseas Bank 2011]

(a) Dollar (b) Dinar

(¢) Yen (d) Peso

(e) Euro

SEBIisa/n [Indian Overseas Bank 2011]

(a) Advisory body

(b) Statutory body

(c) Constitutional body
(d) Non-statutory body
(e) Registered as a society
Which of the following bodies prom
Securities Trading Corporation of
Limited (STCI) jointly with the li
Banks? [Indian Overseas

(a) Securities Exchange Boar

() ICICILtd  (c) IDBI\‘&
(d) Reserve Bank o Ind@

(e) IRDA
Consider the folloywaing?

verseas B
(1) Deposit
(2) Base R
(3) Priﬁnding Rate
e above l@ided by the
: Bank of India?
Only (1) (lfge@nly (1)

(d)¥Both (2) and (3)

e regulated by
[Corporation Bank 2011]

ecurities and Exchange Board of India
(SEBI)

(c) Reserve Bank of India

(d) IRDA

(e) None of these

Which of the following is not a function of

the RBI? [Corporation Bank 2011]

(a) Maintaining Forex

60.

63.

64.
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(b) Deciding Bank Rate, CRR and SLR
from time to time

(c) Opening Savings Accounts for general
public

(d) Prescribing the Capital Adequacy Ratio

(e) Currency Management

The monetary authority in India, viz

Reserve Bank of India, is bound to maintai

a reserve against the notes issued, whateyge

may be the amount. This system is callé¢ %

(a) Minimum Reserve Syst
(b) Propoptional Reserve Syste o

tem
eposit Syst%
of thes Q
e rates n& of the following
sit sch is fixed by the Reserve
orporation Bank 2011]

Bank of India?
(a) Fixed above five years’

sits

m

(b) ing deposits
ayings bank
exi Deposit scheme

None of these

e
%\Ihich of the following policies is known as

4

Annual Policy Statement?

[Corporation Bank 2011]
(a) Annual budget of GOI
(b) Credit and monetary policy of RBI
(c) Foreign trade policy of DGFT
(d) Regulations issued by SEBI
(e) None of these
Which of the following Acts was framed
specially to deal more effectively with
the problem of Non-Performing Assets in
banking system? [Corporation Bank 2011]
(a) Companies Act
(b) Banking Regulation Act
(c) Foreign Exchange Management Act
(d) Industrial Dispute Act
(e) SARFAESI Act
Very often we read in newspapers/
magazines about ‘Sovereign Wealth Funds’.
Which of the following is/ are the correct
description of the same?

[Corporation Bank 2011]
(1) These are the funds or the reserves of

a government or cenetral bank of a
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country which are invested further to
earn profitable returns.

(2) These are the funds which were
accumulated by some people over
the years but were not put in active
circulation as they retain them as black
money for several years.

(3) The funds which are created to be used
as relief funds or bailout packages.

(a) Both (2) and (3) only

(b) Only (2)

(c) Only (3)

(d) Only (1)

(e) None of these

65. The names of which of the following
rates/ratios cannot be seen in financial

newspapers? [Corporation Bank 2011]

(a) Bank Rate

(b) Repo Rate

(c) Statutory Liquidity Ratio

(d) Cash Reserve Ratio

(e) Pulse Rate
66. Ten-rupee notes contain the s of
[Corporation 2011]
(a) Finance Secretary, GOI

(b) Chairman, State Ba
(c) Governor, Res of Indla

(d) Finance Minis
(e) Prime Mini Q
67. Interest pa@) savings%‘1

unts
is 011]
(a) not % ated by RBL
b ¢d by Stat: ments.
ghlated by Ce overnment

ebulated by R

(e) regulates by Findhice Minister.
68. Which of éfollowing is a correct
statemen [IBPS 2011]
(a) S@w sole authority to issue and

anage currency in India
@ationalised bank is the sole authority
0 issue and manage currency
in India.

(c) A cooperative bank is the sole authority
to issue and manage currency in India.
(d) RBI is the sole authority to issue and

manage currency India.
(e) None of these

53

69. Which of the following states became the
first state in the country to launch RBILs
e-payment system for commercial tax
payers? [IBPS 2011]
(a) Andhra Pradesh
(b) Kerala
(c) Gujrat
(d) Maharashtra
(e) Karnataka

70. Bank rate policy, open market operati
variable reserve requirements and s
liquidity

requirements e plo by
Reserve Bank as measures O ontrol
are classifie S 2011)

(a) q e meth(ﬂ

(b) ive metho x
of the %
f the

None of

Reverse Re ol used by RBI to
(a) 1n]ect
(b) a 1d1ty

e the liquidity with banking
stem
eep the liquidity at one level
one of the above

hat is Repo Rate? (IBPS 2011)
(a) Itisarate at which RBI sell
government securities to banks
(b) Itis arate at which RBI buys
government securities from banks
(c) It is a rate at which RBI allows small
loans in the market
(d) Itis a rate which is offered by Banks to
their most valued customers or prime
customers
(e) None of the above
73. Which of the following is not a function of
the RBI? (Bank PO 2010)
(a) Maintaining Forex
(b) Deciding Bank Rate, CRR and SLR from
time to time
(c) Opening Savings Accounts for general
public
(d) Prescribing the Capital Adequancy
Ratio
(e) Currency Management

74. Capital market regulator is [BOB 2008]
(a) RBI (b) IRDA
(c) NSE (d) BSE
(e) SEBI
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75. Which of the following is the regulator of

the credit rating agencies in India?
[BOB 2008]

(a) RBI (b)  SBI
(c) SIDBI (d) SEBI
(e) None of these

76. Which of the following organisations is
known as the market regulator in India?

[Syndicate Bank 2009]
(a) IBA (b) SEBI
(c) AMFI (d) NSDL

(e) None of these

77. In one of his speeches, Pranab Mukherjee
said that the government has no plans to
dilute the roles of market regulators. This
means, the role of which of the following

(LIC)
(b) Confederation of Indian Industry (
(c) Federation of Chambers of Co

and Industry (FICCI)

(d) Bureau of India Standards b

(e) Securities and Exchang arePof India
(SEBI) 9‘3

78. Equity schemes n strong N

gains which boost theffyassets' was a

some financial n

form of NAV in abo
ntral Bank

(a) Nill ountmg Variati

(b t untmg Ve

Asset Value
( Asset Ve

(e) None of th ab%
79. SEBlisa/a ian Overseas Bank 2011]
(a) advis %@jy
(b) s@r body
(c) <o utional body
@n—statutory body
e) wegistered as a society

80. Mutual funds are regulated by
[Corporation Bank 2011]
(a) Association of Mutual Funds of India
(AMFI)
(b) Securities and Exchange Board of India
(SEBI)

82.

83.
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(c) Reserve Bank of India

(d) IRDA

(e) None of the above
81. Which of the following best describes the
Securities and Exchange Board of India?

(a) SEBI is the
markets

regulator for the capital

(b) SEBI protects the interest of investors
(c) SEBlis for ethical practices o
(d) All of the above C)

(e) None of the above

Which of thg following pohc%ﬁown as
Annual Pli tatem

ual bud

d) Regula

will not be diluted? [Syndicate Bank 2010] dlt an
(a) Life Insurance Corporation of India Forelgn

Bank 2011]
ent al Government
policy of RBI
cy of DGFT
ued by SEBI

(e) None e above
By inefgasing repo rate, the economy may

e following effects

[IBPS 2012]

éﬁ(ate of interest on loans and advances

will be costlier
(b) Industrial output would be affected to

84.

85.

an extent

(c) Banks will increase rate of interest on

deposits

(d) Industry houses may borrow money
from foreign countries

(e) All of these

Increased interest rates, as is existing in the

economy at present will

[IBPS 2012]

(a) Lead to higher GDP growth

(b) Lead to lower GDP growth

(c) Mean higher cost of raw materials

(d) Mean lower cost of raw materials

(e) Mean higher wage bill

The European Union has adopted which of
the following as a common currency?

(a) Dollar
(¢) Yen
(e) Peso

[SBI Bank 2013]
(b) Dinar
(d) Euro
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86. The Holidays for the Banks are declared as
[SBI Bank 2013]

per

(a) Reserve Bank Act
(b) Banking Regulation Act

(c) Negotiable Instruments Act
(d) Securities and Exchange Board of India

Act

(e) Companies Act

11.
16.
21.

(e) 2

(e) 7.
(d) 22.

o AR
(b) Q\’

(b)

(e
(a)

26. ( 27. (
31 ) 32,

36. d) 37% @)
41. (e) 124 (@)
46. (b) 7. ©)
51. 52. (@)
56. 57. ()
61. © 62. ®)
66 © 67. (d)
71. () 72. (®)
76. () 77. )
81. (d) 82. (b)
86. © 87. ()

>

%,

28.
33.
38.
43.
48.
53.
58.
63.
68.
73.
78.
83.

87. Interest on Savings deposit nowadays is
[SBI Bank 2013]

(e)
(b)
(©
(b)
(b)
(e)
(d)
(©
(©
(©

(a) Fixed by RBI

(b) Fixed by the respective Banks

(c) Fixed by the Depositors
(d) Fixed as per the contract between Bank

and the Consumer Court
(e) Not paid by the Bank

&
Q> .. O
@*g&”

Y

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

x

10.
15.
20.
25.
30.
35.
40.
45.
50.
55.
60.
65.
70.
75.
80.

(e)
(a)
(d)
(b)
(a)
(b)
(d)
©
(©
(e)
(b)
(b)
()
(a)
(d)
(b)
(d)

N

O
&.
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(

PRACTICE EXERCISE )

1.

Which of the following is not an apex
institution?

(a) SBI

(b) SIDBI

(c) NABARD

(d) State Cooperative bank

(e) None of these

. Sub-section 12AB of Section 17 of the

Reserve Bank of India Act, 1934 defines
the term as an instrument for borrowing
funds by selling securities of the Central
Government or a State Government or of
such securities of a local authority as may

5. Banks and other financial institutions in

India are required to maintain a certain
amount of liquid assets like cash, precious
metals and other short-term securities as a
reserve all the time in banking world, this

known as o
(a) CRR c

[ ]
E‘B&that the

(b) Fixed asset
(d) PLR

(e) None of these

(c) SLR
the RBI is

a
@Jldlty
be specified in this behalf by the Central
Government or foreign riti 1th n CRR
ove Nt or Toreigh SECUTIies, With a d) Net D dTlme Liability

agreement to repurchase the said secu
on a mutually agreed future date at
agreed price which includes 1nteres

funds borrowed?
(a) Bankrate (b) LAP
(c) Repo (d) Rever

(e) None of these
under t e

Which of the fol
qualitative metho
adopted by Reser of India?

redlt co
(a) Selective C ¢ s

@ntrol
(b) Credit isation Sche

(c) Mora ion

(d) All above
the abov
e means K/
(a) $He rate of rest charged by

commercial\bagks on advances
(b) the ra hich commercial banks

1sc t Dills of exchange for their

c) e rate of interest allowed by banks on
deposits

he standard rate at which the Reserve
Bank of India is prepared to buy or
rediscount bills of exchange other
commercial paper eligible for purchase
under the Reserve Bank of India Act,
1934

(e) None of the above

. Which of the

(e) None e above
7. The te sand Means’ advances refers
) advances allowed wunder DRI

cheme by commercial bank

the advances allowed by commercial
banks under Twenty Point Economic
Programme

(c) the temporary advances made to the
government by its bankers to bridge
the interval between expenditure and
the flow of recepts of revenues

(d) All of the above

(e) None of the above

following  training

establishment is not run by Reserve Bank of

India?

(a) Bankers Training College, Bombay

(b) College of Agricultural Banking, Pune

(c) NIBM

(d) All of the above

(e) None of the above

. In period of depression when the Reserve

Bank desires to encourage the banking

system to create more credit it

(a) reduces the bank rate

(b) raises the bank rate

(c) permits the bank rate to be decided by
market forces

(d) All of these

(e) None of these
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10. For the performance of its duties as the
regulator of credit, the Reserve Bank of
India possesses the usual instruments of
general credit control, viz.

(a) bank rate

(b) open market operation

(c) the power to vary the
requirement of banks

(d) All of these

(e) None of these

11. The currency notes issued by RBI have a
cent percent cover in
(a) approved assets
(b) gold
(c) foreign exchange
(d) trustee securities
(e) None of these

12. Which of the following do not fall withi
the functions of the Reserve Bank of Indja?
(a) Regulation of currency
(b) Control of credit
(c) Banker of the governme r's

bank and lender of the last r
(d) Accepting deposits and m

and advances to pubhc
(e) None of the above

13. Which of the f
functions of the R

reserve

loans

are th
ank of Ind

usiness
authority,
banker to the

(C) Re g forelgn ex

as not
kers” bank
Vernment %
(e) "None of thelab
14. The Pubhc@)fﬁce of the Reserve Bank
of India

(a) is tral depository for all types of
nment securities except Treasury

ttends to the function of note issue the
Reserve Bank of India

(c) is responsible for maintaining external
value of rupee

(d) controls balance of payment position of
the Government of India

(e) None of the above

57

15. Which of the following are the instruments
of Credit Control in the hands of the RBI?
I. Lowering or raising the discount and
interest rates.
II. Raising the minimum support price of
the major agro products.

III. Lowering or raising the minimum cash
reserves maintained by the commerci
banks.

Select the correct answer using the c@

given below

(a) OnlyI (b) Only I
(c) Only (d) Bothlm;.
(e) Bo 111

.
16. RBI market o transactlons
areéed out with a@v o regulate.
ﬂ uidity i
(by prices t1al commodities
conflatio
(c) borro ower of the banks
(d) A above
(e) f the above
17. oes the letter ‘L” denote in the term

" as referred every now and then in
%elation to monetary policy of the RBI?
(a) Liquidity  (b) Liability
(c) Leveraged (d) Longitudinal
(e) Linear
. Which of the following is not a measure
adopted by the Government or RBI to
control inflation?
(a) Monetary policy
(b) Fiscal policy
(c) Public distribution system
(d) Price control
(e) Financial inclusion
19. Whenever RBI does some Open Market
Operation transactions, actually it wishes
to regulate which of the following?
(a) Inflation only
(b) Liquidity in economy
(c) Borrowing powers of the banks
(d) Flow of foreign direct investments
(e) None of the above
20. Which of the following are decided by the
Reserve Bank of India?
I. Deposit rates
II. Base Rate
III. Prime Lending Rate



21.

22.

23.

24.

Select the correct answer using the codes

given below:

(a) OnlyI (b) Only II

(c) Only III (d) II'and III

(e) None of these

RBI has recently deregulated the rates of

interest to be provided by various banks

to their depositors/customers with effect

from 25th October, on their accounts.

(a) Time deposit(b) Saving bank

(¢) Loan (d) Fixed deposit

(e) Current

Which of the following functions are not

being performed by the Reserve Bank of

India?

(a) Regulation of banks in India

(b) Regulation of foreign direct investment
in India

(c) Foreign currency management in India

(d) Control and supervision of money

(e)

supply

Currency management in India
Which of the following is not a fun
the Reserve Bank of India?
(a) Fiscal policy functions
(b) Exchange control funct

(©)

(d) Monetary autho
(e)

Supervisory
The Reserve B ndla h
the banks to r that the n

customer
appear j y hst pubhs

mmittee

f the following?
ank loans/advances
1duals/organisations
y m those activities for

are taken
re that money deposited in the
as not come from unknown and

(b)

0 ensure that no one visits a foreign
nation for any illegal activity by
purchasing foreign currency from a
bank

To ensure that Indians do not go to a
nation where they are being targeted
for racial discrimination

(e) None of the above

(d)

25.

26.

Insurance, exchange ructlon of
currency notes
tlons

28.

29.
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As we all know, banks in India are required
to maintain a portion of their demand and
time liabilities with the Reserve Bank of
India. This portion is called

(a) statutory liquidity ratio

(b) cash reserve ratio

(c) bank deposit

(d) reverse repo

(e) government securities

Reserve Bank of India is the lender o@
last resort to scheduled commerci@ 5

because

(a) the pagties can approac&fl when
thei are exhaust%

(b) th T ! from other

ot able to %

meet or indirectly all
the1r re le mands for financial
accomm subject to certain terms

and s which constitute its
dis te policy.
(d) A ese
(e) of these
without the prior approval of the
Can not
) one a new place of business in India of
abroad
(b) shift other wise that within the same

centers (city/town/village) of the

existing place of business

shift their sole rural branch outside

the centre/village is not permitted, as

such shifting would render the centre

unbanded

(d) All of the above

(e) None of the above

The interest rate at which the RBI lends

to commercial banks in the short term to

maintain liquidity is known as

(a) interest rate

(b) repo rate

(c) reverse repo rate

(d) bank rate

(e) None of the above

The bank rate is

(a) free to fluctuate according to the forces
of demand and supply

(b) set by the RBI

(c) set by the RBI is directed by the Union

Ministry of Finance

(©)
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(d) set by the RBI as adviced by the Indian
Banks Association

(e) set by the Government of India on
the recommendation of the Planning
Commission

30. A customer wishes to purchase some US

dollars in India. He/she should go to

(a) Public Debt Division of the RBI only

(b) American Express Bank Only

(c) RBI or any branch of a Bank which is
authorised for such business

(d) Ministry of Foreign Affairs

(e) None of the above

31. Consider the following
I. Bank Rate Policy

II. Open Market Operations

III. Devaluation of Rupee

Which of the above are called fiscal

measures?

(a) Only II

(b) BothIandII

(c) BothIand III

(d) Only III

(e) None of these
32. The names of which of th wmg
rates/ratios cannot be se nancial

newspapers?

(a) Bank Rate

(b) Repo Rate \

(c) Statutory qu@ tio
e

(d) Cash Reser.

(e) Pulse R
33. Prior appr (as also a lic f 4Bl is
i opening

banking a
chant banki

(d) “All of the aove
(e) None of b&ve
34. i as the banker to the

(d) Nationalised Banks
(e) Central Bank of India
35. Where is the headquarter of Reserve Bank

ches

of India?

(a) Mumbai (b) Delhi

(c) Kolkata (d) Ahmedabad
(e) Noida

36. What is the animal of the insignia of the
RBI?

(a) Lion (b) Tiger
(c) Panther (d) Elephant
(e) Horse
37. Who regulates the money circulation in
India?

(a) State Bank of India
(b) Reserve Bank of India
(c) NABARD

(d) Commercial Banks
(e) SBI

38. When was

Reserve Ba\ofgdia
establishe
(a) 19 (b) 1825
() (d) 194\‘:&

(e)
ank of India
onahse B‘
1947 1948
(c) 1949 d) 195

(e) 196
40 Gen the minimum rate below which

do not lend is known as
or rate (b) repo rate
1ghest rate (d) base rate
) All of the above
. SEBI, a regulator of securities market in
India was established in the year 1988, but
was empowered with statutory Powers in
the form of Act in the year
(a) 1990 (b) 1991
(c) 1992 (d) 1993
(e) None of these
42. CGTMSE stands for
(a) Central Government Fund Trust for
Medium and Small Enterprises
(b) Credit Guarantee Fund for Medium
Size Enterprises
(c) Central Government Transfer Fund for
Multispecialty Micro Enterprises
(d) Credit Guarantee Fund Trust for Micro
and Small Enterprises
(e) None of the above
43. What is the full form of ‘CRR’ as used in
banking sector?
(a) Crucial Reserve Rate
(b) Cash Reserve Ratio
(c) Compulsory Return Rate
(d) Credit and Reserve Ratio
(e) None of the above



44. Many Regional Rural Banks are given
licence to open branches in small cities and
towns. These licences are given by
(a) Cabinet Committee on Economic

Affairs
(b) Reserve Bank of India
(c) NABARD
(d) Indian Banks” Association
(e) None of the above

45. Which of the following organization/
agencies is not associated with the world of
banking and finance?

(a) SEBI (b) AMFI
(c) RBI (d) ECGC
(e) SPCA

46. As per the new guidelines issued by SEBI,
companies are required to list shares within
how many days of the closure of the Initia
Public Offers (IPOs)?

(a) 12 days (b) 15 days
(c) 21 days (d) 30days

(e) 25days
47. Which of the following key r not
been altered by RBI since 20

(a) Bank rate
(b) Statutory liquidity r@
(c) Cash reserve r&
(d) Repo rate

(e) Allof the a 0

48. Commerc1a arketis a
oney marlii

(a) orga Dd

ayear (d) annually

1 of these

rnment securities with terms of more
than 1 year are called

(a) government bonds

(b) treasury bills

(c) bills of exchange

(d) capital bills

(e) None of the above

50.

>
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51. Which of the following policies of the

financial sectors is basically designed to
transfer local financial assets into foreign
financial assets, freely and at market
determined exchange rates? Policy of
(a) Capital Account Convertibility
(d) Restrictive Trade practices &
(e) None of the above 9

52. On 1st March, 1992, Reserve Bank g\ 1a

(b) Financial Deficit Management
(c) Minimum Support Price
announced a new system of &gchang@fates
known as
ertlblhy

(a) par
(b) ed excha tem
er (a) or
th (a)
Nelther
The numb onal offices of RBI is
(a) 20 (b) 21

(©) 2& (d) 23

(e) ng’of these

54. & has adopted ....... model, in which

ile banking is promoted through

usiness correspondents of banks.

(a) Bank Led  (b) Bank Mobile

(d) Mobile (d) All of these

(e) None of these

. Which of the following is/are known as

banker’s bank?
(a) SBI (b) NABARD
(¢) RBI (d) All of these

(e) None of these

56. Which of the following agencies/
organisations has recently decided that
all the stock exchanges should introduce
physical settlement of equity derivatives?
(a) Reserve Bank of India
(b) Bombay Stock Exchange
(c) Registrar of Companies
(d) Securities and Exchange Board of India
(e) All of the above

57. CRR refers to the share of ........ that banks
have to maintain with RBI of their net
demand and time liabilities.
(a) soft cash (b) forex reserves
(c) gold (d) liquid cash
(e) None of these



Reserve Bank of India—Structure and Functions

58.

59.

60.

61.

62.

63.

In India, RBI prescribes the minimum SLR

level for scheduled commercial banks in

India, in specified assets as a percentage of

bank’s

(a) net demand and time liabilities

(b) demand liability

(c) time liability

(d) All of the above

(e) None of the above

Section 14 of Banking Regulation Act, 1949

(a) prohibits a banking company from
creating a charge upon any unpaid
capital of the company

(b) contains a system of licensing of banks
by the RBI

(c) provides that the subscribed capital of

(d) All of the above
(e) None of the above
Objective of Monetary Policy of RBI is t
(a) control inflation
(b) discourage loading of com i
(c) encourage flow of credit in ected
sector
(d) All of the above ‘b
(e) None of the ab Q
tements

Which of the follo

a banking company should not be less
than one-half of its authorised capital ‘ i

i
correct? @
(a) SEBI was esta ed inl 88

(b) It was ully auto

(c) It r tes the sec market and

the 1nte1& investors in
guirities
(d) A1 of the abov%

(e) None of thé\abgve

A compawﬁich pools money from
investorsan vests in stocks, bonds and
share@ed

(a), 4 ba

‘@ insurance company

(c) "pank assurance

(d) mutual fund

(e) None of the above

Which of the following rates is not decided
by RBI?

(a) Bank rate

(b) Repo rate

(©)
(d)
(e)

Reverse Repo rate
Base rate
Cash Reserve Ratio

64. Which of the following is the Central Bank
of the country?

(a)
()
(e)

RBI (b) SBI
RRB (d) NABARD
None of these

65. Bank rate as fixed by RBI, means

&,

(@)

(b)
(©)

(d)
(e)

L
IL.

(©)
(e)

rate of interest charged by banks @

borrowers

rate of interest on bank deposit

rate of interest charge RBJ on its
loans nks

ra rest on iBter® loans

the abov
erve @ dia keeps on
anging vari /rates frequently.

is thlS
To kee tion under control.
To e that Indian rupee does not

rket value.
ure that banks do not earn huge
rofits

at the cost of public money.
the correct answer using the codes
n below:
Only I (b) Only II
Only III (d) All of these
None of these

67. Open market operations, one of the
measures taken by RBI in order to control
credit expansion in the economy, means

68.

(@)
(b)
(©)
(d)

(e)

sale or purchase of government
securities

issuance of different types of bonds
auction of gold

to make available direct finance to
borrowers

None of the above

Which of the following statements about
the money market is/are true?

(@)
(b)

(©)

(d)
(e)

Not all commercial banks deal for their
customers in the secondary market
Money markets are used extensively by
businesses both to warehouse, surplus
funds and to raise short-term funds
The single most influential participant
in the US money market is the US
Treasury Department

Both (a) and (b)

All of the above
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69. Under which section of the Reserve Bank (c) The Fiscal Policy of India is approved
of India Act, the Reserve Bank has the sole by RBI
right of note issue? (d) RBI has Deputy Chairman Planning
(a) Section20 (b) Section 22 Commission on its board
(c) Section25 (d) Section 28 (e) None of these
(e) Section 30 75. The RBI is not expected to perform the
70. From the given options, bring out the one function of
which is not a function/power of Reserve (a) the banker to the government
Bank of India? (b) accepting deposit from commercia
(a) To assume the responsibility meeting banks o
directly or indirectly all reasonable (c) accepting deposit from comme@l)
demands for accommodation public °
(b) Tohold cash reserves of the commercial (d) issue rrency
banks and make available financial (e) N ese o
accommodation to them 76. RBLssti tes a heal }}‘»x of CASA in
]ﬁ s. What does it

(c) To enjoy monopoly of the note issue t ness fi
(d) To assume responsibility of all banking ote? &
operations of the government (a Custom& is and Savings Pattern

(e) The assume the responsibility,q of (b) Cost jation and Selling Analysis
statistical analysis of data relate (¢) Cu count and Savings Account
macro economy of India

it and Savings Aggregate
71. Which of following instituti r@te (e)go)\ of the above
non-banking financial compani 77. MYhiél of the following is/are functions of

(a) RBI
(b) SEBI ‘b'

BI?
61. Acts as the currency authority.
II. Controls money supply and credit.

(c) IRDA o ‘br
(d) Finance Minist& III. Manages foreign exchange.
(e) None of thes IV. Serves as a banker to the government.
72. All venture ,€a Fu t 7' be Select the correct answer using the codes
registered @ ‘\8 given below:
(a) RBI (a) Tand II (b) II and III
(b Q 0 () LIand III (d) All of these
@s rar of Com@ (e) None of these
( e
(e)

r (a) or (b 78. Quantitative instrument of RBI can be
one of these (a) Bank Rate Policy (BRP)
73. The Monetaryand @redit Policy of India is (b) Cash Reserve Ratio (CRR)
the responsilgility*of X{vh‘iCh of the following? (c) Statutory Liquidity Ratio (SLR)
(a) Plagaing Commission (d) All of these
(b) E Ministry (e) None of these
(c I 79. Which of the following acts govern the RBI
tional Advisory Council functions?
(e) None of these (a) RBI Act, 1934
74. Which of the following statements is (b) Banking Regulation Act, 1949
correct? L ) . (c) Companies Act, 1956
(a) RBIisjustlike any ordinary commercial (d) Foreign Exchange Regulation Act, 1973

bank
(b) RBI is responsible for the overall
Monetary Policy

(e) Foreign Exchange Management Act,
1999



Reserve Bank of India—Structure and Functions

80. The bank rate means
(a) rate of interest charged by commercial
banks from borrowers
(b) rate of interest at which commercial
banks discounted bills of their
borrowers
(c) rate of interest allowed by commercial

banks on their deposits 88.
(d) rate at which RBI purchases or
rediscounts bills of exchange of

commercial banks
(e) None of the above

81. Banks borrow money from the RBI on
which of the following rates?
(a) Reverse repo rate
(b) Repo rate
(c) SLR
(d) CRR
(e) Savings rate
82. The first Governor of the Reserve Ban %
India from 1st April, 1935 to 30th Jun
was
(a) Sir Osborne Smith b
(b) Sir James Taylor
(c) CD Deshmukh
(d) Sir Benegal Ra ‘b
(e) KG Ambegaon&
83. Headquarters of Bank of Ingiag
(a) New Delhi umb
(c) Kolkat d) Chennzb 91
ba
84. ablished { 0
R
( 90
(e) 1994 °
85. In 1991, theéQvas as high as
(a) 25% (b) 30% 92.

(d) 39.5%

5
(c) 3
e %

(
86. @ of companies notified by SEBI can be
traded only when these are in ....... form
(a) physical
(b) dematerialised
(c) Either (a) and (b)
(d) centralised
(e) None of these

87.

(d)
e of the
bank whi

. IRDA with its headquarters at

63

At which rate the RBI lends short-term
money to the bank?

(a) PLR

(b) CRR

(c) Repo rate

(d) Reverse repo rate

(e) None of these

When RBI acts as a baker to the governmen
what does it do? &
(a) RBI keeps bank accounts @
government é
ns

(b) RBIcarries out governmefjtra ions
(c) RBI ises the gove on all
fin, d monc‘ar s
e above

OV;,
banker of other

1 ank
t bank
pment bank
ral bank
Reserve Bank of India was set-up on
e recommendations of the
(a) Narasimham Committee
(b) Hilton-Young Commission
(c) Mahalanobis Committee
(d) Fazal Ali Commission
(e) None of the above

s is call
(a) saving b
(b) com
(c) 1
(d)

is

the Regulatory Authority for all insurance

companies in India including the Life

Insurance Corporation of India.

(a) Hyderabad (b) Bengaluru

(¢) Mumbai (d) Delhi

(e) Chandigarh

Which of the following is/are key policy

rates used by RBI to influence interest rates?
I. Bank rate and repo rate

II. Reverse repo rate

III. CRR and SLR

Select the correct answer using the codes

given below

(a) OnlyI (b) Only II

(c) Only III (d) All of these

(e) None of these
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93. Which of the following rates signals the
RBI'’s long-term outlook on interest rates?
(@) Repo rate
(b) Reverse repo rate
(c) Bank rate
(d) SLR
(e) CRR
94. Proposals for setting up of new banks
are under active consideration. Which
organisation gives the permission?
(a) RBI
(b) Indian Banks Association
(c) Finance Ministry
(d) Cabinet Committee
Affairs
(e) None of the above
95. As we all know, Cash Reserve Ratio (CRR)
is the percentage of the deposits keep in
reserve with them. This ratio is also k

. b@

on Economic

(a) Repo rate

(b) Reverse repo rate
(c) SLR

(d) Liquidity ratio

0 banks a
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(c) balancing liquidity with a view to
enhance economic growth rate

(d) improving the position of availability
of the securities in the market

(e) All of the above

99. An agreement, which in fact is a contract,

between the RBI and banks for the sale and

repurchase of government securities angd

short-term treasury bills at a future dafe

and for which the RBI indicates ‘the int @

rate’, is generally known as

(a) repo rate C)

(b) bank rate

rate
ding rate

e fthese
Monetary Policy

erally 1
every

( 3 month 6 months

(c) 9 mon d) 10 months

(e) No e above
101. Wh1c the following rates is decided by

t conditions and not by RBI?
krate (b) SLR
RR (d) Inflation rate
) None of these

(e)

account in which of the following?

(e) None of the above “A " ‘ S
96. At which of th @g rates d n average citizen cannot open a Savings

the Central Bank le
government secugiti
(a) Repo Ratg §

(b) Rever

=

Rate b
‘ Q
97. Th@lMterest rate %hlch the RBI lends

to commercial ar* in the short-term to
maintain li is known as

(a) intere§tr
(b) rw@e
(c), feverse repo rate
@nk rate
(e) "All of the above

98. Reverse repo means
(a) injecting liquidity by the Central Bank
of a country through purchase of
government securities
(b) absorption of liquidity from the market
by sale of government securities

(a) Commercial bank
(b) Post office
(c) Co-operative bank
(d) RBI
(e) None of the above

103. As per the existing policy, the Cash Reserve
Ratio (CRR) of scheduled banks is fixed at a
certain percentage of their NDTL. What is
full form of NDTL?
(a) New Demand and Tenure Liabilities
(b) Net Demand and Time Liabilities
(c) National Deposits and Total Liquidity
(d) Net Duration and Total Liquidity
(e) New Deposits and Term Liquidity

104. As per the new guidelines issued by SEBI,
companies are required to list shares within
how many days of the closure of the Initial
Public Offers (IPOs)?
(a) 60 days (b) 12 days
(c) 30 days (d) 45days
(e) None of these
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105. On which one of the following issues can
SEBI penalise any company in India?
I. Violation of Banking Regulation Act.
II. Violation of  foreign  portfolio
investment guidelines.
III. For violation of Negotiable Instrument

Act.
Select the correct answer using the codes
given below:
(a) OnlyI (b) I, 1II, and IIT
(c) Tand I (d) II'and III

(e) All of these
106.Assume that Reserve Bank of India reduces
the bank rate by 1%, what will be its impact?
(a) Less liquidity in the market
(b) More liquidity in the market
(c) No change in the liquidity in the market
(d) Mobilisation of more deposits by
commercial banks
(e) None of the above
107.Which of the following agenc
organisations has decided to akw T
changes for ULIPs?
(a) IRDA (b) RBI B
(c) AMFI (d) FRBI
(e) None of these
108.Which of the foll

II. To interest ime

con@‘nt with  pri put and
stability

e correct a using the codes
gi elow
(@) OnlyI (R Only I
(¢) Tand IIE;$
(d) All gfthe above
(e) the above

109.Th§§ese e Bank of India had diverted its
State Bank of India to
(a) IDBI Bank (b) LIC
(c) ICICI Bank
(d) Government of India
(e) None of these
110.As per the reports in the leading
newspapers. Securities and Exchange
Board of India (SEBI) has asked the mutual

fund industry to stop ‘Misselling’ their

schemes to investors. What is ‘Misselling’

of products?

I. Misselling takes place when mutual
funds are sold without telling the likely
returns.

II. When agents sell the products without
telling investors what are the risk
involved in investing in mutual fun

III. When agents invest someb
money in mutual funds with eir

knowledge, it is called ellin
Select the rect answer usin codes
given bﬁ:; °® € b
11

(b O
1 pfthese

o purchase some US
/She should go to
ivision of the RBI
Express Bank

(C)& any branch of a bank which is
6 orised for such business

inistry of Foreign Affairs
6@) None of the above

Q ‘vz.ln January, 1998, the Reserve Bank of India
re objectiv

introduced new regulatory framework for

safeguarding the interest of depositors. The

guidelines comprises

(a) NBFCs falling short of the stipulated
minimum Net Owned Funds (NOF)
were precluded from accepting public
deposits

(b) An NBFC not having minimum credit
rating as prescribed by RBI is not
eligible to accept fresh deposits

(c) Ceiling on the quantum public deposits
was related to the level of credit rating
given by the approved credit rating
agencies

(d) All of the above

(e) None of the above

113.RBI prescribes the cash reserve ration to be

maintained by banks as part of prudential

norms. In what way is this cash reserve

maintained by the banks?

(a) Itis kept as reserves of gold with RBI

(b) Itis maintained as cash with RBI



(c) Each bank keeps the reserve in their
respective head offices

(d) It is maintained as investments in
government bonds

(e) None of these

114.RBI has reduce by one percentage point the

Statutory Liquidity Ratio required to be

maintained by banks to 23%. In what form

is this stipulation reacquired to be fulfilled?

(a) Banks are required to keep the amount
in approved government securities of
the appropriate value

(b) The amount to be maintained in cash
and securities with RBI

(c¢) Therequired amountistobemaintained
in gold with RBI

(d) All of the above

(e) None of the above

115.The chief economic advisor to the

Government of India has recently char
Who is the present incumbent?

(a) Raghurm Rajan
(b) Bimal Jalan
(¢) Rakesh Mohan
(d) Kaushik Basu
(e) Y.V.Reddy

116. The financial year
but what is the finan
(a) January - De

(b) April-M
(c) July - J
(d) Octo ptember
(e) y
117. of the followi&-l
under the %
?

(a) Bank rat
(b) Exch of foreign currencies

© R ﬁ ;;
(d) repo rate
asI'reserve ratio
118 provisions of which one of the
folldwing Acts does the RBI issue directives
to the Banks in India ?
(a) RBI Act
(b) Banking Regulation Act
(c) Essential Commodities Act

(d) RBI and Banking Regulation Act
(e) None of the above

S Aprll
ar for RBI?

/ratios is not
etary and credit

Reserve Bank of India—Structure and Functions

119.Which one of the following tools is used by

RBI for selective credit control ?

(a) It advises banks to lend against certain
commodities

(b) It advises banks to recall the loans for
advances against certain commodities

(c) It advises banks to charge higher rate
of interest for advance against certai
commodities.

(d) It discourages certain kinds of le
by assigning higher risk wejghts™o
loans it deems unde51ra

(e) None the above 0
120.Under ns of wh ome of the
follow

ts has th e Bank of
he power ate, supervise

ctor?
(b ion Act
(c) Nego struments Act
(d) R ankmg Regulation Act
(e) e of the above
121. As now, the Bank Rate at present is

x€ 6% What does it mean in context to

anking operations ?

) No bank will be able to give loan to any

patron at a rate lower than the Bank
Rate.
) Bank should give loan to their priority
sector customers/borrowers at the rate
of 6% only. They cannot charge less or
more than this from their priority sector
clients.

(c) Banks are required to invest 6% of their
total capital on financial inclusion and
inclusive banking operations.

(d) Banks will be required to give 6% of
their total deposits to the Govt. of
India for meeting its Balance of Trade
requirements.

(e) None of the above

122.As we all know, the RBI has raised the Cash

Reserve Ratio (CRR) by 25 bps, in April

2010. What action will banks have to take to

implement the same ?

(1) They will have to deposit some more
money with the RBI as reserve money.

(2) Banks will be required to give some
more loan to projects of the priority
sector.
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(3) Banks will be required to give a loan
equivalent to the CRR to the Govt. of
India for its day to day expenditure as
and when required.
(@) Only 1 (b) Only 2
(c) Only3 (d) Only1and?2
(e) All1,2and 3
123.The rate on which banks borrow from the
RBI is called .......
(a) SLR (b) CRR
(c) Interest Rate(d) Bank Rate
(e) Repo Rate
124.Which of the following is the full form of
the term SLR as used in the banking sector?
(a) Social Lending Ratio
(b) Statutory Liquidity Ratio
(c) Scheduled Liquidity Rate
(d) Separate Lending Rate
(e) None of these

Why is this done?
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(2) To ensure that Indian Rupee does not
lose its market value.

(3) To ensure that Banks do not earn huge
profits at the cost of public money.

(@) Only 1 (b) Only 2

(c) Only3 (d) All1,2&3

(e) None of these
126.The central banking functions in India ar
performed by the

1. Central Bank of India o
2. Reserve Bank of India C)
3. State Bank of India

4. Punjab/National Bank \0
(@ 1,2 ‘b

(b) 2 ®
(0 M Q‘\'
,\'

atio is lowered by the

(a) inc (b) decrease it
(¢) n act (d) constant

&None of
If the cash rggér
125.The Reserve Bank of India keepsqon B its i credit creation will be to
changing various ratio/rates freque%

(1) To keep inflation under co

(e) @1 of these

1. (@ 2 (o) 3. 01 (d fbr © 6. (© 7. (d) 8 (0
9. (@ 10. (d) \, (@) 12. 3. (d 14 (@ 15 (d) 16. (e)
17. (a) 18. . (b) 2. (b) 22. (b) 23. (a) 24. (0
25. (b) 26 27. (c%s. ®) 29. () 30. (¢) 31. (d) 32. (e
33.  (d) @ (b)  35. 6. (b) 37. (b) 38 () 39. () 40.
41, ) &Q 44. (b) 45. () 46. (a) 47. (a) 48. (a)
49. 50. (a) . (@ 52 (d 53 () 54 (d 55 () 56. (d)
57. (d) 58. ) ﬁ @ 60. (d) 6L (d 62 (d 63 (d) 64 (a)
65. () fa) 67 (@ 68 () 69. () 70. (a) 7. (a) 72. (b)
73. (o) b) 75. () 76. () 77. (d) 78 () 79. (a 80. (d)
81. 82. (@ 8. () 84 () 8. () 8. (b) 87. (c) 88 (d)
89. &) 90. (b) 9L (@ 92 (¢ 9. () 94 (a) 95 (d) 96. (o)
97. (e) 98. (b) 99. () 100. (a) 101. (d) 102. (d) 103. (b) 104. (b)
105. (¢) 106. (b) 107. (a) 108. (b) 109. (d) 110. (d) 111. (¢) 112. (d)
113. (b) 114. (a) 115. (a) 116. (c) 117. (b) 118. (d) 119. (b) 120. (b)
121. (a) 122. (a) 123. (d) 124. (b) 125. (d) 126. (b) 127. (a)
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MONEY - ITS QUALITY AND FUNCTIONS o&

What is money? C)
Money is something that passes freely from one person to anoter and could be o settle
debt. °

In the old age banking, many types of metals wer s money t tI& debts. Such
metals were like gold, silver, cowrie shells, etc.

Development of modern money thoughins ted beca Mystem of settlement
of debt made fixing of pricing of a product di

The problem of fixing prices of prodagts le the deve of modern money that
enables a man to receive payment for the or services d, and to purchase, at a time
he chooses, the goods and services he {

Quality of Money b &Q/

First important aspect of 1s to know it lity aspects.

Money must possess ce htles to u o be used as acceptable (acceptability factor)
mode of debt settlement eptability t comes prime factor. To be acceptable, experts

have suggested seve udlities of m Wthh important are:
(@) Portab mmo n%a money should be easy to carry, since transactions
a

tak1 e at differe ce§ could be settled there and then.
(b) ility: Moneg hould be durable in use. The commodity used as money

d withs quent handlings. It should also not wear out quickly or

eteriorate i ity with passage of time.
Divisibility:%-ney used must be capable of being divided into convenient number of
its. This will help in carrying out business transactions of smaller values.

1. It contains a value

2. Itis a unit of account.

3. Itis used as a medium of exchange.

4. It functions as a standard of deferred payment.

Present day money we use consists of coins, banknotes, etc.
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Quasi Money: There is another form of money defined in developed economies called as
“quasi money” or “near money”. Bank deposits, transferable by cheque or other instruments
of transfer are generally acceptable as a means of payment.

MONEY SUPPLY MEASURES

The RBI controls the money supply in the economy by various means.

Various measures of money supply are:

M 1= It purely reflects the non-interest bearing monetary liabilities of the banking se
It contains money with public + demand deposits with banking system + ’o@
deposits with RBI.

M 2= Itincludes, besides currency and current deposits, savings and shortterm deposits

reflecting the transactions balances of entities. In words itis s asM1
+ Time liabilities portion of savings deposits wi anking® s'% certificate
of deposits issued by banks + term deposit g nts with a &c ual maturity

of up to 1 year with banking system. 65 é
S
r :s)

M 3= Itincludes M 2 + term deposits o s with @al maturity of over
1 year with banking system + € rOwings fr -depository financial
corporations by the bankinggystem¥§ri other wcél ¥s measured as M 2 + net

time deposits of banks.

M 4= M 4 money supply is me sM3+t posits with Post Office savings
bank (excluding NS igicluding vari@tis)other deposits with PO like time
deposits, recurring its and CTD/Gf PO

OTHER IMPORTANT POIN ONEY S

¢ ’‘High powered s used by ns money produced by RBI and Government
ublic and

of India and hejg.b
¢ Ingredients powered 4npné¥ include post office deposits + public sector bank
deposits osit held b luding cash reserves of banks partly held in the form
of cur s ‘cash in ha artly as deposit with RBI and other deposits of RBI.
. i between hg wered money and ordinary money supply is that ordinary

y supply inclifdes@emand deposits with banks plus currency with public plus other
sits with reas high powered money includes currency with public besides

h reserves o ks and other deposits of RBI.

* Reserve oPIndia takes certain extreme steps of termination of license of existing
Or new, s or recommends moratorium on bank or file winding up petition in Court
wi@onsiders bank is doing business not in the interest of its clients or considers that

nctioning and affairs are beyond redemption.

b
. row Money concept used by RBI means those assets which represent immediate
rchasing power and act as a ‘medium of exchange’ function of money.

* Blocked Currency means when one money currency of a country is not permitted to be
exchanged with another country’s money currency, then it is called blocked currency.

¢ Rationale behind defining money as ‘money held by the public”is to separate the producers
of money from those who demand it.

¢ RBI measures money supply in order of descending order of liquidity.
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CURRENCY CHEST AND MINTS/PRESSES

* Reserve Bank of India has the sole responsibility to manage the currency in India with
power it derives from the RBI Act, 1934.

* Currency Chest is the storehouse for storing money (notes and coins) not in use or surplus
with commercial banks.

¢ Currency Chest along with the money held therein remains the property of RBI. At present
there are nearly 18 centers identified by RBI to run currency operations. Such operatio
are done through dedicated / designated branches of the commercial banks. Q

¢ The money stored in the currency chest is the property of the Reserve Bank of In
is held by the bank on its behalf.

*  When a commercial bank deposits the money in the curregcy chest, such mo chomes
the credit in the bank’s account with RBI and vice ver ‘k

¢ The currency chest facilities maintained by com anks are m lable to all
banks, government and general public.

¢ When the money is moved from one curr es 0 anot 0 of transportation
is normally borne by the RBI along wi
m

e Issuable notes, soiled notes, new
notes) are all called notes.

ated note er damaged notes (torn

COINAGE- DENOMINATION AN

e  Owner of the Small coins i

overnme t&y\dla and has the sole right under the

Coinage Act of 1906 as ed from tim ime.

¢ Government of Indi ercises rlg esign coins of various denominations. The
denominations es1gne ifited by Government are Rupee five, two, one,
paisa 50, pa1 paisa 10 ¢

e At present e mint d a]or centers of the country, viz. Mumbai, Alipore
(Kolkatz%a ad and y (Hyderabad) and NOIDA (UP),
ributed by, its issue offices. These issue offices are at Chandigarh,

e (Coins
@Guwahatl abad Jammu, Jaipur, Kolkata, Lucknow, Mumbai, Nagpur,
lhi Patna d WHiruvanantheapuram.

Decimals coinar y
Decimalisatio e process of converting a currency from its previous non-decimal

denominati decimal system, i.e. a system based on one basic unit of currency and one
Oor more s, its, such that the number of sub-units in one basic unit is a power of 10, most

commorily 160.

&a, Pakistan, and other places where a system of 1 rupee = 16 annas = 64 paise = 192
pies was used, the decimalisation process defines 1 new paisa = 17100 rupee. The following table
shows the conversion of common denominations of coins issued in modern India and Pakistan.
Bold denotes the actual denomination written on the coins.

BENEFITS OF CURRENCY CHEST

* Beneficiaries of the currency chest are banks, government and public.
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* Currency chest helps to withdraw surplus cash from the banks’ branches that pass on
the credit to the depositing bank.
e Un-issuable notes can be removed from the market.
* Mutilated notes can be exchanged with fresh notes.
¢ Shortfall in cash receipts and payments on any day can be quickly withdrawn from the

currency chest.
PRINTING OF MONEY (NOTES) &
* Notes are printed by Reserve bank of India whereas coins are minted by Govecr)Q

of India.
* The basis of printing notes by RBI is/are: \'

*= Additional need of money O
* Need for reserves required under law.

* Need for replacing the old, mutilated, or tes in

= Based on the futuristic needs (forecagti

¢ Coins and Rupee one note is signed by ecretary (Fi Government of India
whereas all other denominations of n8es like rupee 5 10, ,100, 500 and 1000 are signed
by the Governor of Reserve Bank o

* RBIhas directed Banks not #@st ny currenc mstead the bundle (s) should be
tied or secured by paper ba % ubber ban

¢ While maintaining cash, s use “clip Chp system is the mode of verification
of cash.

Cotton is used e it gives hiteness, provides lengthy fibers that provide
strength, cur otes are cri cotton can withstand many folding.
tH of cottonWased™y paper currency is around 6000 to 7000 folds whereas
standard / efgr is around 6000 folds.
. @hread in pa@\rrency is:
etallic or p ead that can’t be photocopied,

hread is ‘/\?‘l nside the note, and
) i read gives a blue look under the ultra violet lamp (UV lamp)

istributed in the economy is a liability.

¢ For printing of X‘ currency g‘h}c produced paper from 100 per cent cotton.

o .
J ées issued by the Controller of currency before 1935 (before the establishment of RBI)
e called currency notes.
¢ Bank Note is a promissory note payable to the bearer and issued by RBI on demand
* The form of approved assets that RBI ensures before currency notes are issued include
Government Rupee and foreign security of any maturity, bullion and gold coins and

rupee coin and eligible promissory notes and bills of exchange that are payable in India
and purchasable by RBL
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Cash factory in Lucknow

India's largest lender State Bank of India (SBI) launched its first Currency Administration Branch
(CAB), an exclusive branch to handle currency notes in Lucknow. Also known as cash factory,
CAB s part of the bank's plan to open one currency chest in every city that will distribute notes
and rupee coins to the local banks and ATMs, apart from identifying counterfeit currencies.

The cash factory will be the nodal point for issuing currency notes to all local SBI branches
as well as ATMs. About half a dozen sophisticated note sorting machines will sort out currency
notes in four varieties in the branch office.

ISSUING OF NOTES o
e Reserve Bank of India issues notes based on certain methods. In first % alled

Deposit System, RBl issues paper money which is backe ly by gold or gilva@greserves.
e Sometimes fixed amount of money is permitted to hefisSsed agains®sec s, without

necessary gold or silver reserves. This method is ixed Fidugiary§ethod.

¢ Inanother method called Maximum Limit @Waxim idletary System, limit
of issue of paper notes is fixed.

¢ In yet another method called Minimun@ve System, intum reserve in the form
of gold and silver is fixed. This is method which is@ resently used in India to

issue note.

* Thecurrency coins of Rupee th.
Debt Office of RBI, is made
manufactured with nickel.

ed by the Government through the Public
like bro reas paisa 25 and 50 are normally
er the new c@igs of 2, 5 and 10 naya paisa are made of

an alloy made of coppew@mekel.

* Rupees 500 note, wa oduced in I%l economy in 1987 after withdrawing it for
some period w a pees 1000 s reintroduced in the year 2000.

¢ Indiahas decl %par value e in terms of ‘gold” under Bretton Woods System

and as a me f IMF.
¢ India dﬁé its rupee f, otind sterling and linked it with ‘basket of currencies’.
With @3 ent of refo [iff 1992announced a system of partial convertibility and

exchangesat stem.

olding reserv@g for issuing of notes, RBI is required to hold minimum Rupees 200
e of which ess than rupees 115 crore shall be gold.

Bl as ogisa es note in the denominations of rupees 2,5, 10, 20, 50, 100, 500 and 1000.
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(

PAST EXERCISE

)

1. Which of the following banks has opened
the country's first
Lucknow which will issue currency notes
to all its branches and ATM in the area?

(Andhara Bank 2009)

"Cash Factory" in

(a) Bank of India

(b) Bank of Baroda

(c) State Bank of India
(d) Union Bank of India
(e) None of these

2. Coins which were minted in with the ‘Hand
Picture’ are available since
(IOB 2010
(a) independence
(b) 1965 (c) 2000 6
(d) 2005 (e) 2010

The Reserve Bank of India bega o@on
of notes in 1938, issuing ¥ 25101 tes. X

1000 note was re-introduce (IBPS
2012)

(a) 1987 ( &

(c) 2003 (

(e) 2010 ;

O

Q.

&
&

3. (©)

@)

4. Who decides on the value and volume of
bank notes to be printed and on what basis?

(SBI 2011)&

C)

.
atlon for
d in India?

% (IBPS 2011)

id RBI demonetise 25 paise coins in
ntry?

(a) Finance Ministry
(b) Planning Commission
(c) RBI
(d) Stock exchange
(e) None of these
5. What is aximung

whlc can be

ﬂ( 000
(by’X 10
(c) ?100
(d) ¥50
(e) ¥
6. W
e
(Vijaya Bank 2008)
a) 2010
(b) 2008
(c) 2011
(d) 2009
(e) 2005

&/0 ANSWER KEY

4.

(© (@) (©
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(  PRACTICE

EXERCISE

)

1. Rupee coins are the legal tender in India
under the provisions of
(a) Reserve Bank of India Act, 1934
(b) Negotiable Instruments Act, 1881

(c) Banking Regulation Act, 1949 8.

(d) Indian Coinage Act, 1906
(e) None of the above
2. InIndia, the system of decimal coinage was
introduced on
(a) 15th August, 1947
(b) 26th January, 1950
(c) 1st April, 1957 9.
(d) All of the above
(e) None of the above
3. Which of the following is the sale authorlty
for issue of currency in India?
(a) Government of India
(b) Reserve Bank of India
(c) Controller of Currency
(d) All of the above
(e) None of the above
4. In terms of Section 24 of t
of India Act, 1934, the Re nk of Ind1a

may issue bank 'X the maxim

10

denomination of

(a) T500
(c) 10000 1000
(e) Noneo
5. The mm of rupee coin ne® by

Act 1906

rve Bank of 1&1934

king Regul, ct, 1949
(d) Xurrency Act,

(e) None of the\ab&ve
6. One rupee nd coins are issued by

(a) Res Bank of India
(b) S ank of India on behalf of
overnment of India

vernment of India

(d) Finance Minister of Central Government
(e) None of the above

7. The monetary authority in India,viz
Reserve Bank of India, is bound to maintain
a reserve against the notes issued, whatever
may be the amount. This system is called is
(a) minimum reserve system

12.

13.

(b) proportional reserve system

(c) maximum fiduciary issue system

(d) simple deposit system

(e) None of the above

One rupee notes bear the signature of

(a) Governor of Reserve Bank of Indiao

(b) Prime Minister of India
(c) President of India
(d) Secretary,  Ministry mance
(Goveffiment of India)
(e) Ng ~% e above ® ¢ 2}
The aetcsissue syste is based on
Depos @
e System

' Inimu
Proport1 rve System
it System

d) Simple
(e) None e’above
ee isa

The I
oin

(a)
dard-token coin

&tandard coin
serve Bank gold coin

e) None of the above

The currency notes are issued by the

Reserve Bank of India under the signature

of

(a) Executive Director

(b) Deputy Governor

(c) Governor

(d) Secretary

(e) None of the above

The approved assets against which currency

notes are issued by RBI comprise of

(a) gold coin and billion and rupee coin

(b) foreign securities and Government of
India rupee securities of any maturity

(c) bills of exchange and promissory notes

payable in India which are eligible for

purchase by RBI

(d) All of the above

(e) None of the above

Who is the final authority for deciding the

design, form and material of bank notes?

(a) Central Government

(b) Reserve Bank of India

(c) Indian Banks Association
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(d) Note Issuing Authority of India
(e) None of the above
14. Whenever somebody needs foreign
currency against Indian Rupee, banks give
equivalent amount of desired currency
based on prevalent?
(a) Bankrate  (b) Currency rate
(c) Policy rate (d) Exchange rate
(e) Base rate
15. Which one of the following is the major
component of the money supply in the
Indian Economy?
(a) Currency component
(b) Deposit component
(c) Treasury bill with public
(d) Both (a) and (b)
(e) Both (b) and (c)
16. The first decimal issues of coins in 1950 in
India consisted of
(a) 1,2 and 5 paise
(b) 1,2,5and 10 paise
() 1,2,5,10 and 25 paise
(d) 1,2,5,10,25 and 50 paise
(e) 1,2,5,10,25and 50 paise al 71
17. In India, Fixed F1duc1ary S f note
issue was in force from
(a) 1816 t0 1920 (b 19@
(c) 1945 to 1950 (& 1952

(e) 1965 to 1972

18. Which one of owin,

currently us ia to iss

(a) Fixed 1ary System
F1duc1ary

entage Rese
(e)W\MANimum ReséSystem
19. On“ 25th Sep;mb 7 1975, rupee was

delinked fr e

ound sterling and was
linked tos
1.

(d) 2. ©) 3.

. (© 7. (b) .
11. (© 12. d) 13.
16. (e) 17. () 18.
21. (a) 22. d) 23.

75

(a) US dollar
(b) gold
(c) basket of currencies
(d) All of these
(e) None of these
20. The Reserve Bank of India began production

of notes in 1938, issuing ¥2,51,01,000 notes. ¥
500 note was re-introduced again in &

(a) 1987 (b) 2000
() 2003 (d) 2006 o
(e) 2010

21. Who decides on the quantitygof coi be
minted? xO

(a) The ment of In
(b) RE@H b %
(C)

of the
None of
. Under Bretto S System as a member
of IMF, Indiaggde ared its par value of rupee
in term:
(a) Bfftish pound

asket of currency
gold

) None of the above
The merit of issuing notes with RBI can be
seen is
(a) uniformity
(b) stability in currency
(c) control of credit
(d) All of these
(e) None of these
. The association of the rupee with pound
sterling as the intervention currency was

ANSWER KEY

broken in

(a) 1990 (b) 1991

(c) 1992 (d) 1993

(e) None of these
(b) 4. (©) 5. (a)
(d) 9. (b) 10. (b)
(a) 14. (d) 15. (d)
(e) 19. (c) 20. (@)
(d) 24. (c)
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5 Commercial Laws

BANKING REGULATION ACT, 1949 - IMPORTANT PROVISIONS o&

¢ The Banking Regulation Act of 1949 came into operations with effect from M@ 16.
1949. The purpose of this Act was to supplement the Com anies Actand hélfygongolidate
the prevailing laws at that time relating to banking co

¢ Banking Regulation Act defines bank, banking and g busmes @ ection 5 of

the ACT.
¢ Banking Regulation Act, 1949 says “ba any” v\i company which
O B) n

transacts the business of banking.

* “Banking” means the accepting, for the ose of lendj
of money from the public, repaya on demand or o
cheque, draft, order or otherwise.

¢ In simple words, Bankin %ﬂeﬁned as t ness activity of accepting and
safeguardmg money owne er individ entltles and then lending out this

money in order to earn

vestment, of deposits
1se, and withdrawable by

e With the passage of t @ activities % by banking business have widened and

now various ot es are also y banks.

* The banking se these days issuance of debit and credit cards, providing
safe custody ble 1te , ATM services and online transfer of funds across
the countr, ‘

e BankingRegulation Act, t applicable to Primary Agricultural Credit Societies.
How, % Bankmg Re Act does apply to cooperative banks as per section 65

“

Of'the Banking

e of nomin &be taken in case of deposits have been described in section 45 ZA
@Jlation Act.

Banking Hies in India are supposed to transfer at least 20 per cent funds to reserve
fund c every year. (Section 17, Banking Regulation Act, 1949).
s&ﬂ

e Re ank of India is empowered through Section 21 of the Banking Regulation Act,
keep control over advances of banking companies.

1
) banking company in India cannot create floating charge on the undertaking or any
operty of the company. (section 14 A).

* Section 7 of the banking Regulation Act, 1949 provides that every company carrying
the business of banking must use one word of the following: bank, banker, banking or
banking company.

* Section 6 provides list of businesses that banking company can undertake which have
been increased from time to time.
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* Businesses that banking companies in India are prohibited to undertake are given in
section 8 of the Act.

¢ Banking Companies can open its subsidiaries as section 19(1) of the Act. Main purposes
for which banking company can open subsidiary are:

* Undertaking administration estates as executors, trustees etc.

* Undertaking and executing trusts
* Providing safe deposit vaults services &
* Carrying banking business outside India. o
* Any other business that Government may permit from time to time.
¢ Section 30(1) requires banks to be audited every year. C)

¢ Banking Regulation Act as amended in 1968, inserte@Section 10, .w sub-

sections like A, B, C and D regarding management q, g compani
¢ Section 10A provides that of all the Board of Dir least 51 p, must possess
special qualities/experiences etc. like:
* Accountancy, economics, agriculturg’ law, k1ng, éﬁn, etc.
* Do not have substantial interest in c nies Wthh usiness with banking
company in which he is Board OfDirectOr.
. Appomtment of a person as D % o1 who 1s a Director of other banking
company is prohlblted
NEGOTIABLE INSTRUMENTS A), 1881: NT FEATURES
¢ Commercial bankln is gover e Negotiable Instruments Act, 1881.
¢ The enactment t was not define and amend the then laws relating to
promissory of excha % cheques but also to provide a legal framework
for payment ectlon of eqpes and other negotiable instruments besides fixing
duties an sibiliti g and collecting bankers and their protection thereof.

. Negoti struments fines and describes the crossing and endorsement of
nego f@ e 1nstrumen@ eir implications.
J e amendn‘% de in the Negotiable Instruments Act, 1881, new chapter and
ns added j m sections 138 to 142, describes the forging and dishonouring of
ques and the plications. This section was added in the Negotiable Instruments Act,
1881 by way of amendment through Banking, Public Financial Institution and Negotiable
Instru ws (Amendment) Act, 1988 (Act 66 of 1988).

ee chapters define the terms used in trade and commerce the meaning of various
e instruments and other aspects of banking operations like drawer, drawee,
der, holder for value, holder in due course etc.

ther chapter like chapters-4 onwards talk about different banking operations, legal
framework and guidelines etc. on how to handle various including negotiation, presentment,
payments, crossing, dishonouring and penalty etc.

NEGOTIABLE INSTRUMENTS: IMPORTANT FEATURES

* Negotiable Instruments by statute under Negotiable Instruments Act, 1881 means and
include Cheque, Bills of Exchange and Promissory Note. These negotiable instruments
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being dealt along with other important aspects of negotiable instruments are given in
different sections given below:

= Section 4 of Negotiable Instruments Act, 1881 deals with promissory note.

=  Section 5 of NIA, 1881 deals with bills of exchange

= Section 6 of the Act deals with cheques.

= Section 123 describes the types of Crossing and its definition.

= Section 8 describes the term “holder” of instrument. &

= Section 10 describes “holder in due course”.

= Section 9 of NI Act, 1881 describes about “holder for value”. Q
* Under section 137 of the Transfer of Property Act, 1882, certain insigume ike
Government Promissory Notes, Shah Jog Hundis, Delivegy Orders and Rai eceipt
(under certain conditions) have been recognized as neggtidple instrgm customs,
usages and law to be having negotiable characters. »\
son to another,

¢ All negotiable instruments can be negotiated or t erred frQp o@le
i.e. ownership is transferable. Negotiable Jusigumefit is explain@d egotiable means
“transferable” or “change hands along yfithhowership” strument” means a
“document” or “property in document” u or banking ptiRos

¢ Drawing, accepting, making or issuifig any’promissory@o¥
expressed to be payable to bearer on g@ and by a pe%

govt is prohibited under sec 31 (@ pof RBI act 19342é
* Essential Features of Negoti truments% :
n

er than the RBI or the control

* Itis an unconditiona docume

* Negotiable instru e conveni nsferable from one hand to another along
with the proger he instru .

*= Holder of t&gotiable ins eftt has the right to sue in his own name on the
instrume

* Negoti mstrume d complete and good transfer of title in the instrument
tot nsferee. It h pléte negotiability as well as transferability property.

tween Ty bility and Negotiability

ability mea Sfer of any product from one person to another with the condition that the
cannot transfergetter title in the product to transferee than what he (transferor) himself has.
pfoduct which is, say, stolen one, then he (transferor) cannot give transferee any
than he himself has. If transferor is caught, then the product has to be returned
al owner. However, in case of Negotiable instrument transferee if takes a cheque from
the trans thout knowledge of latter’s (transferor’s) defective title (say stolen cheque), then the
transfegedwill have complete title in the property (money) in the cheque and shall not be responsible to
the ner of the cheque from whom stolen. But in transferability this is not true.

DEFINITION OF VARIOUS NEGOTIABLE INSTRUMENTS
Cheques: An instrument to be called a cheque, must possess the following important features
as required in section 6 of Negotiable Instrument Act. These are:

* Instrument should be drawn on a specified banker for specified amount with a date
on it.
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* Instrument that is payable on demand is cheque and only in money terms.

* There are three parties to cheque, namely, Drawer (i.e.account holder who signs the
cheque); Drawee (bank on whom cheque is drawn and is to pay the money to payee); and
Payee (whom to pay money)

* Ina cheque order to pay money is unconditional.
Promissory Note: It has following characteristics as contained in section 4 of NIA, 1881:
* Itis unconditional promise to pay.
= Itshould be in writing and signed by the maker.
* Promise to pay must be of a certain sum of money.
* Promise to pay must be to or to the order of certain person or the beare the

instrument ®
Bills of Exchange: Characteristics of bill of exchange in sectign ct, 1881
provides following important parameters to call an 1nstru s b111 of ex

* Aninstrument in writing;

* It contains an unconditional order, ‘x
* Bill of exchange is signed by make:ﬁ

* There is direction to pay to a cef§ain sufff'of money or to the order of certain

person or the bearer of instrum

* As per the banking practice so
instruments like dividend

I instrum also being used as negotiable
share warga nk draft, bank notes etc.

¢ Instruments like deposit re
offices etc. are non-neg

POINTS OF SIMILARIZIE
INSTRUMENTS

, share cert S, postal and money orders of post
struments

ERENCE EN ABOVE THREE NEGOTIABLE

= Allthet e uncon nakorder as common factor.

. In ca cheque an exchange there are three parties whereas in case of
ry note ther two parties.

= e of Cheque t aker is the drawer, whereas in case of bills of exchange and

issory n aker is creditor and debtor respectively.

case of ¢ and promissory notes, acceptance of instrument is not required
but in case 1 of exchange acceptance is necessary.

= Che n%e crossed to stop further negotiability but in case of promissory note
ang4idlof exchange crossing is not required.
. se of bill of exchange the liability of the drawee or maker is secondary, i.e. upon
-fulfilment of a promise to pay by drawee but in case of promissory note the
éliabﬂity is primary
In case of cheques the liability of the drawee is to pay on demand.

MORE ABOUT CHEQUES

Cheques can be classified into various types. Normally cheques are of four types. These are:

Bearer Cheque: A cheque payable to a person mentioned in the instrument or any person who
presents the cheque on the bank’s counter is called bearer cheque. In case of bearer cheque, it can
be transferred to another person by mere delivery.
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Open Cheque: Holder of an open cheque can get cash across the counter of the bank or holder
can transfer to another person by signing at the back of the cheque or even can deposit in his own
account.

Order Cheque: Such cheques contain an order to pay money to a particular person mentioned
in the instrument. Such cheques are transferable by endorsement.

Crossed Cheque: When two transverse parallel lines on the face of the cheque are put then the
cheque is called crossed cheque. Crossing is a direction / instructions to the bank.

HOLDER

¢ Aholder of negotiable instrument means a person who has possession of the ins&ent
in his own name and has the right to recover money mentioned therein. °

* Holder is not a person who is in possession of the in t throgghw ossesses
lost cheque belonging to another person, if court pasSeg ai order not g possessor
of the instrument to get amount. (section 8 of NI@8

)
¢ Holder has the right to endorse, obtain %e{ mstrum i s;of loss of original
and can sue other in his own name as the inStrument.

Rights of Holder:
1. An endorsement in blank may b rted by hi an endorsement in full
2. Heis entitled to cross chequ
3. Cannegotiate a cheque with! person, if &ation is not prohibited by any crossing
etc. € k
4. Can claim payment strument e in his own name on the instrument

5. Can get duplicate of the Ch@erwise lost.
HOLDER IN DU E
e Holder 4 course (se%l f NIA, 1881) means a person who has obtained the
instr t for lawful able consideration; must have obtained instrument before
;isnot a efect in the title of his immediate transferor and has nothing

ently WTO the instrument.

. instance, if rower of the bank, deposits a cheque with his bank in discharge of
his debt‘,tﬁtlv osition of the bank is “holder in due course”.

Conditions, Holder in Due Course

10n of instrument in the hands of holder in due course- if order, name must exist
ayee or endorsee

egotiable Instruments must be regular in all aspects
¢ Instruments must have been obtained for valuable consideration

e Instrument must have been obtained before the amount mentioned therein becomes
payable.

¢ Holder in due course must obtain instrument without having any doubt in its title. He
receives the instrument free from any defective title.
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HOLDER FOR VALUE

* When a banker obliges a customer by crediting his account with the amount of the
cheque of other bank, and allows him to draw money against it, the banker’s position is
of “holder for value”. For instance, ‘X" a debtor induces “Y”, a third person to draw on
him (X), which accepts in favour of his creditor ‘Z’, then the latter (Z) is holder for value

with power to sue the drawer “Y” even though he has not received any value.
Payment in Due Course :&

¢ Payment in due course means when cheques are passed in “accordance with the a
tenor of the instrument in good faith and without negligence to any person in po§gession
thereof under circumstances which do not afford a reasonable ground fowfg that

he is not entitled to receive payment of the amoun@ mentloned n 10 of
Negotiable Instrument Act, 1881) ‘8’

¢ The above section makes it clear that payment i ered ma &e course only
when made as per: d@

= Apparent tenor (see date, name of & &
=  Whether cheque is stale or not &
* Bearer or otherwise,

* Amount in figures and words &

* There is not apparent vigibi the naked ut material alteration etc.
and witho ence, and

* Amount is paid in goo
* Payment is made to in possess1§f e instrument.
* Thelegal position of due cours ot withstand test of law in case instruments

are overdue in or a notn& e instrument or inchoate instrument.
CHEQUE PAYME COLLEC STEM

Collectlon of ues

Role ¢ mg Banker;
Q of the functi e banker is to collect cheques of his customers only to realize
Mments fro e bank (paying bank).

* Many a ti ifficult to ensure the legality of ownership of cheque deposited by
customg&eahzatmn from another bank. In order to ensure safety of the collecting

bankerfsection 131 of the Negotiable Instruments Act, 1881 provides certain parameters
th@lowed can give legal protection to the collecting bank. These parameters are:
A

in good faith and without negligence
Receive payment for his customer only. No third party cheques to be collected.
* Collect cheques crossed generally of specially to himself.

What is Negligence?

* Negligence depends upon the circumstances of each case.
* Generally it indicates lack of care which is necessary to be taken in a case.
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* “Test of negligence under section 131 is whether the payment considered in the light
of circumstances, antecedents and present, was so much out of ordinary course that
it ought to have aroused doubt in banker’s mind and caused him to make enquiries.”

* Some specific examples of negligence in practice could be:
*  Opening of accounts without proper introduction.

* Irregularity of endorsements

* No enquiry being made in doubtful cases. &
* Failure to take note of Not Negotiable Crossing.

* Collection of “Account Payee Cheque” for any other person. C)o

WHAT IS COERCION?

As per Section 15 of Indian Contract Act: & ° ‘b’

¢ Coercion means threatening to commit or comgi any ac hi@an offence under
Indian Penal Code or unlawful detaining &nmg to debdi wfully any property
belonging to other party, with a view t inifg his or hewc nt.

What is Conversion? b
e “Conversion” means wrongful ful interf &(1 e. using, selling, occupymg or

holding) with another pers erty whi ® consistent with the owner’s right
of possession.

* Negotiable Instruments ‘@c uded unde
is liable for conversin
¢ The basic princi I conversi

the same from who take

\% in the term “property” and hence banker

at a rightful owner of the goods can recover
out his authority.

However, right{ ofggtie owngr isgestri€ted to the fact that when goods have reached in the
hands of a per good faith, f@g valte and without knowledge that the other party had no
authority ongoo

E above, true e@can file suit for conversion.

CRO AND END@ ENT OF CHEQUES
Crossing of Ch
What is

g? — Two parallel transverse lines on the face of the cheque

Differe es of Crossing

Ge rossing (section 123 of NI Act, 1881)

¢ Parallel lines with or without any abbreviation like “& Company” or “ Not Negotiable”,
or “Account Payee” are all general crossings.

Special Crossing (section 124 of NI Act, 1881)

e Parallel lines with the name of some Banker is written across the cheque.

¢ Cheque shall be deemed to be crossed specially to that Banker.



Banking and Commercial Laws 83

“Crossing of Cheque: some features

¢ Where a cheque is uncrossed, the holder may cross it generally or specially.
e It restricts the payment of the cheque by way of cash.

* In case of special crossing, the banker on whom it is drawn shall not pay otherwise than
to the Banker mentioned therein and to none else.

Truncated Cheques &

¢ Truncated cheque means a cheque whose image is scanned and the electronic ima
sent for collection and payment, instead of physical cheque. ‘: )

CTS-2010 ( Cheque Truncated System-2010) o

¢ This facility started initially in NCR (National Capi@ n) andCh&ater this

scheme was extended to whole of the country in
¢ New cheque books are now issued with mark a 2010 ?%‘ y Banks

* Reserve Bank of India and Indian Ban 1on hav d such cheques by
standardizing paper quality, water markSiflogo of bank in e ink etc.

* CTShasbeenlegalized through th endmdent of Neg eInstruments Act 1881. The
amendments came through the Ne le Instrum, 1881 {NI (Amendment and
Miscellaneous Provisions) Act, % .

Advantages of CTS &@

= There is better rec 10n of fun

* Since only age is sent
cheques, lo e is saved.

ollectlon instead of physical movement of

ce time taken for collection is reduced.

eques is f
. Earh sical move Cheques used to take place from branches to the nodal
r collection . There was lot of risk in physical movement as any
) . le lost mlgh o risks. Now with CTS system the operation risk is largely
ed.

ovement ques can be anywhere in the country with no geographical

constraints.
= Tt re‘cétl?e cost of handling and other operational costs.

As per théamt@dments in the Negotiable Instruments Act, 2002, presentation of a truncated
cheque to g banker is not compulsory.

WhéXe an electronic image of a truncated cheque is presented for payment, drawee bank
is eni to:
1. Demand any further information regarding the truncated cheque in case of any suspicion
about genuineness of the apparent tenor of the instrument.

2. Demand the presentment of the truncated cheque for verification if it has suspicion of
any fraud, forgery, tampering or destruction of the instrument.

3. Retain the truncated cheque, if the payment is made accordingly.
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Collection of cheques: Time Limits

¢ Normally proceeds sent by the Paying Branch are credited in the Drawee’s A /c within
10 days of lodgment in case the instrument drawn on State Head Quarters except the
State Capital of N.E. Region & Sikkim, and 14 days in all other cases. For delayed credit
beyond 10/14 days, branch should pay penal interest at the rate of FD as applicable for

the delayed period.
¢ For abnormal delay in credit i.e. beyond 90 days, branch should pay penal interest at th
rate of 2% above. F.D. rate applicable for the delayed period.

PAYMENT OF CHEQUES C)o

Role of Paying Banker °
¢ Duties of the paying banker are laid down in secti the Ne&oti strument
Act, 1881. This section provides that “ the drawee que having jent funds of the
the cheque when

duly required so to do, and in default of such
or damage caused by such default”.

¢ Paying banker is required to ensurﬁvaﬂa ity of suffici

drawer in his hands properly applicable to his pay:@ ch che
£,

funds (there is no restrictions by co tc.), make pa nly when duly required to
do so, and in case of default in p compensatéghe party.

¢ Some examples of payment§go e:
= Cheque presented for %@nt is marke&:’ay to bearer’, is payable to bearer or
possessor or order. %
= Cheque presente d’ pay Ran% order’ is payable to Ramesh or to his order.

Bouncing of Chequ
* Bouncing offch@gties or dish rihg of cheques was a civil liability till 1989.

¢ Howev ke bounci cheues a criminal liability that can lead to imprisionment
and/p®fine, amendme made in the Negotiable Instruments Act through banking,
Pub ancial InstiutiOns and Negotiable Instruments Laws (Amendment) Act, 1988

April 1. 1989
new secﬁﬁom sections 138 to 142 were inserted in the existing Act mainly to

protect genuine lic.
. Howev@re bank returns the cheques with the remarks “payment stopped” always
t n dishonouring of cheque and as such section 138 (b) is not attracted.

does
° C@ishonoured on the ground of “account closed” does not mean dishonoured due

o\insufficient funds or exceeding arrangement.

anking customs and practice and as per legal decisions “refer to drawer” is considered
that cheque has been returned for want of funds in the drawer’s account.

* Avalid cheque does not become invalid due to it being either post dated and ante dated.

ENDORSEMENTS OF CHEQUES—IMPORTANT ASPECTS

* Negotiable Instruments Act, 1881, section 15 defines endorsement as one “where the
maker or holder of a negotiable instrument signs the same, otherwise than as such maker,
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for the purpose of negotiation, on the back or face thereof or on a slip of paper annexed
thereto or so signs for the same purpose a stamped paper intended to be completed as
a negotiable instrument, he is said to have endorsed the same and is called “endorser”.

¢ In simple words, endorsement means when holder signs the negotiable instrument
otherwise than as maker (drawer), on the:

= Back of the instrument

= On the face of the instrument

* Onaslip of paper annexed to the instrument as its part, or

* Signs a stamped paper intended to be completed as negotiable instrument. o

e Endorsement can be full endorsement or blank endorsement. C)

*  When in addition to the signatures the holder writes the name of the eRgorgee, it is
called endorsement in full. Section 16 of NI Act)

*  Where merely signature of the holder is put withé@t agybody’s ng& itis called

Blank Endorsement.
* A cheque endorsed blank becomes a begre e may i 1&1))' itwas issued as
an order cheque. But the same chequg®t me an o %e if endorsed in full.
* Sometimes in practice, endorsement is do fixing a rubbér st¥mp, such endorsement
is valid legally.
¢ In case any ‘order cheque’ is endo in blank, th be paid to the bearer and
like a bearer cheque can be trans y deliver is is true in case any cheque etc.is

endorsed in blank, it becow& aPle to bearer.
BILLS OF EXCHANGE- IMPO EATUR &

* Section 5 of the Ne nstrumen es a bill of exchange as an instrument in
writing contai condition , signed by the maker and directing certain
person to pay f money o r to the order of a person or to the bearer of the
instrument. §

(a3

e Bill of E@ has foll racteristics that make it a bill of exchange:
= S e in writin

d be signe

is necessar,
payable. In

* Name pfith@payee must be certain.
¢ Drawe &ceptor are the same in case of bill of exchange.
. Th& two types of bill of exchange, viz.

. and bill of exchange

Usance bill of exchange

there is no ambiguity in naming drawer, drawee and amount
r words all these should be certain.

* Itisnecessary that all types of bills of exchange are presented for payment or acceptance
to the drawee.

*  When bill of exchange is drawn on partnership firm, then any partner can accept it.

* Demand bill of exchange is one which is payable on presentment, or at sight or on
demand. In such bills no time limit arises.

* In case of demand bills presentment time and acceptance time are the same.
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Dishonour of Bill
¢ Billis considered dishonored when drawees who are not partners any one fails to accept
bill or drawee given conditional acceptance, it is deemed dishonoured.
¢ Notice of dishonour is not necessary for maker.

Payment of Bill on Public Holiday
*  When on the date of payment or maturity is a public holiday, then it is done on th&

immediate preceding working day.. (Q

* Days of grace on bill of exchange and promissory note are allowed after sight or af d
Normal grace period is 3 days after sight or after date. Days of grace are not perl@ble
in case of cheques. \;

¢ Days of grace on bill of exchange and promissory note ogltii@happening o, ituation
or event, or after that situation or specific day. L x
})f money only to or

* A document canbe called a promissof§gnote it it satisfies g l requirements mentioned
in negotiable instruments act and i condition, omise to pay.

e Law provides that a promi r@ should pos@ owing features:
1

* A written, uncondition. se to pay.&
* Must have been si aker

* Parties to promis %e are certad '@peciﬁed in particular.
*  Method of p&@s specified ith money payable.
1

* Promissory no bill of exc can be drawn for any duration. Law does not

e Itis defined as an unconditional unde
to the order of a certain person or to the

PROMISSORY NOTE sp
ing t

tnership Act defines partnership as relation between persons who
have ag$ share profits of the business carried on by all or any of them acting for
hip

% ept of parg&o is contained in Indian Partnership Act, 1932.

all. It al ns abstract relations of agency between two or more persons.

e Part
or

irm can be registered or unregistered. Partnership agreement can be written

o ical characteristics of partnership is:
Joining together or association of minimum two persons or more than two persons.
= Agreement for engaging themselves in gainful business

= Persons coming together for a legal business must agree to share profits from the
business in a proportion.

* Between themselves partners act as an agency in their relationships.

¢ Section 8 of the Partnership Act, 1932 defines “Particular Partnership” which means a
person becoming a partner with another person in a particular venture or undertaking.
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* Asbetween the partners it may be agreed if so desired by them (a) that one or more of
them shall not be liable for losses, (b) that any partner is not to share the losses but share
only the profit, (c) that to share loss which is a negative profit.

¢ For instance, a sum due to one of the partners in a firm from a company can be set off
against the debt to such a company due from the firm.

¢ Legal relationship between the partners is that of “Agency’.

* A partner as an agent of the firm has some implied powers under section 18 of th
Partnership Act, 1932. Implied Powers means that any partner can make the firm liable
by his acts done in the name of the firm in ordinary course of business.

¢ For instance, under implied powers some specific acts, for example, that a par erycan

do are:
* He may sell or purchase any goods on account of t necessary Xny firm’s
business. ‘8
* He may receive payment of debts due to the d issue re ereof
* He may borrow money on credit of th f1 s assets.
* He may accept, make and issue bil neg0t1 ments.
¢ However, under implied powers not acqul ansfer any immovable
property.
¢ Implied powers do not apply to t mg unde ction 19(2) of the Partnership Act:
= Partner cannot take fir d e to arbltrat
= Cannot compromise or firm’s clai mst outsiders (third party).
= Cannot open a ban count on be f the firm in the name of the partner.

= Cannot wit dr or admit a‘v ility in a suit filed on behalf of firm or
proceedings he firm r ely.

. PARTNERS
can be diss any

iving a notice to that effect to other person. (section 43

of the P hip Act).
. er typical fea p nership are:
ership exist between members of charitable society or religious
ssociations
Persons wh er into partnership with one another are individually called ‘partners’.

rsgjointly or collectively are called ‘firm’.

u Family is not a partnership.

n be admitted as partner of the firm with the consent of all partners (Section 30
artnership Act, 1932). Minor when admitted as partner derives certain rights as
section 30 of the said Act. These rights are:

Personally minor is not liable to any act of the firm.
* Can elect to become a partner on attaining majority.
* Entitled to all benefits of the firm but not liable for any losses or other liabilities.

= If decides not to become partner then his share is not liable for any acts of the firm
done after the date of notice of his intention of not becoming partner.

* Right to all information and inspection of accounts etc.
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Reconstitution of Partnership: Partnership firm can be reconstituted on the retirement,
death, or expulsion etc. of partner. Reconstitution of partnership firm means:

= Share transfer of partner’s share from one person to another.

* Insolvency or death of partner

= Expulsion or retirement of partner ,or

* Introduction of new partner.

When inducing a new partner to the firm, section31 of the Partnership Act, 1932 provid

certain pre-requisites. These are: o
= Consent of all the existing partners is required.
* New partner shall not be liable of the deeds of the firm prior to his dagg of ]&ng

* New partner agrees to the existing business line apgyis ready to work ﬁg wit
existing partners.

®
A partner can retire from the partnership (secti f the Par@vp Act) on the

grounds:
* He retires with the consent of other tn&. %
* He retires with express agreement by§artners. %
* In case of partnership at Will, pafigner cah retire any@
in writing to all other partners. %ﬁ
' t1

When partner retires, remainifg’partners can @ e business without break. On
all¥ there is np¢diSselution of partnership firm.

retirement of the partners n
d, it has to e in good faith. Test of good faith are:

his own by giving notice

In case a partner is to be
* Has expelled partper giWen reason% ice?
= Is expulsiorx‘h terest of th ership firm?

atural justigeQdhered to ,i.e. had the partner being heard before

ersHip: Dissolution of partnership firms means when partners fail to
to close or stop partnership, then such action is called dissolution. It

an be dissolved by (i) the consent of all partners, (ii) in accordance with the
etween partners, (iii) by operation of law particularly where unlawful business
carried on, and (iv) by the intervention of court’s order.

i
J @ion 42 of the Act further states that partnership can be dissolved by any one or all of
e

following contingencies, subject to the contract to the contrary. Such contingencies
stated are:

*  When partnership is constituted for a fixed period or term and on the expiry of the
term, partnership is dissolved.

*  When partnership is constituted to carry out one or more ventures and those have
been completed.
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*  When partner dies
*  When any partner is adjudicated as an insolvent.

* Business of partnership is considered illegal and void, if (a) it is forbidden by law, (b)
the nature of the business carried out by partnership is such that it is against any law of
land, or against public interest at large, (c) business is fraudulent, and (d) business may
cause harm to person or property.

Registered and Non-registered Partnership—its impact o&

¢ In the partnership is unregistered then the partner cannot do the following:

his right. Only registered firms or persons of registered firm can sue °
contract

* A partner cannot institute a suit against the firm or any partner of the f'r&’foef))rce

* An unregistered firm cannot sue a third to enforgg a%gight aris'g’lg
whereas registered firm can.

* An unregistered firm or any partner of the u@i ered firm @ claim a set off
in a proceeding instituted against the fj d partyfto right arising out
of contract.

* Right of set off is affected if claim i ve Rupees is value may vary by

he ACt.

government after amendments o
ortant F@&s

THE INDIAN COMPANIES ACT, 195

¢ Company is a legal person eparate legahentity and company member is not an
agent of the other memb %

¢ Company is a perpe %nce and d solvency of any members of the company
does not dissolvi@th pany unli ership.

artnership where liability is unlimited.
is share to another person making the transferee a

¢ Liability of mepakbe®is limited
¢ Company sF@der can trafiSfe
member ompany.
e Com nducts its lbm% the basis of:
randu icle of Association
he Compa'% t, 1956, and

Use of com: seal of the company.
Axct, 1956 applies to the whole of India.
ompany means following:

pany is an artificial person with perpetual succession and common seal, formed
registered under the provisions of the Indian Companies Act, 1956.

‘éA company that uses a word at the last of its name as name ‘limited” or ‘private
limited’.

* A company of few individuals forming a group of workers.
* Memorandum of Association: It contains the following information:

= Constitution of the company i.e. the charter of the company.

* Name of the company, name of the State where company is registered and situated
and objects of the company.
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* Authorized capital, and
* Liability of the members.

*  When bank lends money to the company, it sees all the points mentioned in the
memorandum of association. Normally bank sees (i) objective of company is incorporated,
(ii) what is the constitution of the company i.e. how it has been formed and who are its
promoters, (iii) what is present capital and how much is required, and (iv) liabilities of
its members, any special clause etc.

* Article of Association provides information related to share capital, underwr
commissions, alterations of capital, powers of Directors, their qualifications, remune
rules and regulations, objects of company, power of company, etc C)

d they are estabN‘ under
e Statutory companies are those which are establish

special ACVSV Parliament.
For example such companies are RBI, SBI, NAB r other t enterprises.

¢ There are three types of companies that tered un mpames Act, 1956.
These are:
* Public Limited Company

* Private Limited Company

¢ Joint Stock Companies are mainly statutory companies
the Indian Companies Act.

* Company Limited by r e .

¢ Public Limited Company i ifed by share lability is per shareholdings, require 7 or
more persons to start a and is in@o ted under Companies Act, 1956.
® Private Limited Co y

. ted by guamante® is one where members contribute fixed amount in the
inding up, being motive since these are charitable companies.

pany doing something beyond its scope, power of authority,
acts made ar&{r d members/company’s power as laid down in memorandum
i aWires are ab initio void and not ratifiable.

ssoclation
Joctrine of Relation back: It means when dealing of the insolvent from the date of act
wAll not be valid in law. All such properties sold or transferred shall rest

sumed to have read the public document and understood their contents and
rtained that the transaction is not inconsistent with the memorandum and articles
the company. Moreover, outsider has no right and duty to see the inside working of
the company’s internal proceedings.

* Doctrine of Constructive Notice means that every person dealing with the company is
deemed to have notice of the contents of its memorandum and article and have understood
them properly.

* Minor cannot become a member of a company and is wholly incompetent to contract. Minor
taking shares is void.
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* Rights of Members include (a) right of getting dividend, (b) right of return of capital on
winding up of company or reduction, (c) right to attend meetings and exercise vote, (d)
right to inspect statutory books and registers free of charge as provided under Companies
Act.

* Prospectus: Prospectus under section 2 (36) of the Companies Act defines prospectus
as any document described or issued as a prospectus and includes notice, circular,
advertisement or other document inviting deposits etc. It also means invitation issued
to the public to take shares etc. of the company. It acts as an advertisement offering t
public. In other words it is general notice to public.

¢ Issue is not public when directed to a specified person. o

¢ Deemed Prospectus means where a company allots or agrees to allot any s&‘} or
debentures with a view to their being offered for sale to public by any docuffignt by which
it is deemed that offer of sale is to public is called deemg@yprospectus.

* Section 20 of the Banking Regulation Act, 1949 pro restricti% s to grant
loans and advances to its Director who happen t irector or past or guarantor
of any company or firm.

LAW OF CONTRACT—THE INDIAN CONTRA@1 881 @

Meaning of Contract

enforceable by law is called@ c
¢ Section 2(e) of the Act alsogpfgvides that ”& omise and every set of promises,

* Meaning of contract has been defgc' @sectiom 2 (l&tge Contract Act as “agreement
t,,

forming the consideratio ch other, i reement”.
However, Agreemen t be enfo Court of Law, and as such they are not
contracts.
Essential Elemen ntract &
® Section 1 heContra ;9§81 provides certain essential features that are required
to be lo nto before a id)contract is made. These essential features are:

1 offer acce conditionally.

@Relatior@
ontract is ful object.
Capacit togr into a valid contract.
. Fre%n?of the parties to the agreement.
* Fref cORsent of the parties to the agreement
. om from vagueness
&Presenee of consideration
Performance possibility
* Compliance with legal formalities

Person of Unsound Mind

“A person is said to be of sound mind for the purpose of making a contract if, at the time when
he makes it, he is capable of understanding it and of forming rational judgement as to its effect
on his interest” Section 12 of The Indian Contract Act.
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Two major test of Soundness of Mind are:
* Capacity to understand the concerned business
= Ability to form a rational judgement as to its effects on a person’s interests.

LUNACY AND IDIOCY

¢ Lunatic means a person whose mental powers are deranged so that he cannot form a
rational judgement on any matter.

¢ Normally an agreement entered by lunatic is void in law, with exception where jig
necessary for his/her life.

¢ Banks do not normally open accounts of lunatic since they are unable to unders@ the
do’s and don’ts of the banking operations. °

IDIOCY
a person Q

¢ The term idiocy is related to the term idiot, whlck@P ental powers

it erson 1\' in law.

¢ Lunacy can sometimes be cured but idioc 'ncurable.

Competence o

e Section 11 of Indian Contra§ iyides com et@ to three distinct branches. These
C

are completely absent. Any or all contract

¢ This defect is related to poor brain dev

are:
* Disqualification du y, i.e. pe being minor.
* Disqualification (@n nsanity, d earlier in foregoing paragraphs.
= Other disq s by pers (s)
Section - 3 of Indi ority Act, scribes /defines minor.
Who is Minor?& e
e Ever son domiciledyi 1a ahd has attained the age of majority when he / she shall
pleted the 18 years and not before. However in case of appointment of
dian by the nt court, the age of majority is 21 years and not 18 years.

o dia, minor c% enter into a contract, subject to certain exceptions. Banks do not enter
into contractwitleontract except for deposits under guardianship or where no liability is
created in ontract. An agreement by minor is absolutely void since minor has no capacity
to cont,

Excepti case of Minor

or’s property is liable for payment of a reasonable price for necessaries supplied to

e minor or to anyone whom minor is bound to support.

* Section 68 of the Indian Contract Act provides that if a person incapable of entering into a
contract, or anyone whom he is legally bound to support, is supplied by another person
with the necessaries suited to his conditions of life, the person who has furnished such
supplies is entitled to be reimbursed from the property of such incapable person”). This
in simple words means that minor may enter into a contract to support a third person
who provides services and goods for minor’s benefit.
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* Another important feature in the Contract regarding minor is that since any contract
minor enters into is absolutely void in law, he/she cannot ratify his/her actions done
during minority period after attaining majority. There can be no ratification of a contract
which is void ab initio.

* A minor cannot be compelled to refund any benefit that he might have received under
a Void Contract.

* A minor cannot be a promise under section 26 of Negotiable Instrument Act.
¢ Contract Act provides that minor can be an agent so as to bind his acts but not so as
bind himself.

e A minor cannot be declared insolvent because even for necessaries of life h@ t
personally liable. \
[ )
TRANSFER OF PROPERTY ACT, 1882 A& . {b,

Important Features of the Act Q

e Transfer of Property Act was enacted in 1 ster of Pr eans an actby which
a living person conveys property, in n future r more of the living
persons or to himself or to hlmself r more oth g persons. (Section 5 of
Transfer of Property Act, 1882)

e  Word “Property” has also been d in Gener rmClples of Law. Property as per
this law means physical or hmg like la uilding and also owner’s rights
or interest in it. It also mean: on actlon e book debt, bills of exchange and
other negotiable instru t and docu the title to goods.

¢ Transfer of Propert not fully le to the States of Punjab and Haryana.

¢ DPossession of an be any llowmg (i) actual possession, (ii) physical
possession, (111 uctive posggs ,and / or (iv) adverse possession.

* Therearesi e of mortgagés\thadr have been recognized in India. These are equitable
mortgage/si (regis ortgage, anomalous mortgage, English mortgage,
unsufr y mortgage itional mortgage.

o _Mofgagor” means on who gives his property as security or for sale. “Mortgagee”

S a person to@ the property is given as security or buyer of property.

° mon form ortgages practiced in India are simple mortgage and equitable

ortgage °
e Major b@ of equitable mortgage (mortgage by deposit of title deeds) are:
s

. istration is not required
. nsaction remains confidential between banker and mortgagor.

‘éOn completion of contract (repayment of debt), the title deeds are returned to the
mortgagor.

* Mortgagee (in case loans, it is bank) gets the same rights under equitable mortgage
as in case of simple (registered) mortgage.

* Essential features of a simple mortgage are:
* Property remains in the possession of the mortgagor.
* Mortgagor binds himself personally to pay the mortgage money.
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* Mortgagor expressly or impliedly agrees that in the event of default to pay, the
mortgagee has the right to sell the property and apply the sale proceeds to cover the
mortgaged money.

* Rights of the mortgagee as per Transfer of Property Act, 1882 are:
= Right to foreclosure (section 67) or sale

* Right to sue for mortgage money
* Right to realize the security
* Right to sale without court’s intervention, and

= Right to the accession to mortgaged property, i.e. hold mortgaged property
purpose of security, unless there is contract to the contrary.

* Under Transfer of Property Act, section 7, only owner of the property @r duly
authorized agent of the owner can transfer the proper
¢ Right of the Mortgagor to redeem the property mor as been c in section

60 of TOPA, 1882. These are:

= Possession of property
= Delivery of the mortgage deed, titl other ocuments.
= Retransfer of mortgaged propetty to r any th1r D as per his direction.

* Mortgage by deposit by title dee oes not req gistration under the Indian

Registration Act. {
BANKERS’ BOOK EVIDENCE AC —IMPOR I‘@EATURES

¢ Bankers’ Book Evidenc t,¥891 mainly %es to providing evidence in the court of
law of the banking tr N ns in case suit since it (bank) keeps and maintains
accounts of all

e Bankers’ Books‘\v section 2(3 Bankers’ Book Evidence Act as amended from
time to time the followifig*
. Ledg ay books, ks, account books etc. used in the business whether

ke wrltten f printouts of data or stored in a floppy, disc, tape or
ther form agnetic data storage device.

1fied Copyzwhigh means a copy of written form of details in such books together
ith a certificat@ritten at foot of such copy that it is true copy of such entry. In
simple wor%is means that such entry is contained in the books of the bank.

stafement that consists of printout of data stored in a floppy, disc, tape etc.

tified copies are admitted as evidence of matters, transactions etc. subject to the

nt of original entries. Though, certified copies of entries in the bankers’” books are
admissible as evidence but not as conclusive evidence. To prove the case additional and
corroborative evidence is required to be produced by the bank to prove its case. (Section
34 of Bankers” Book Evidence Act. 1891).

* Printout copy of the transactions has to be certified by the Manager and in case of electronic
data, the Officer-in-charge of the computer system has to give the certificate as to the
fact that all needed precautions / safeguards of the data in the computer system etc. has
been taken care of.
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(

PAST EXERCISE

)

1. Mortgageis a [IBPS 2011]
(a) security on movable property for a loan
given by a bank.
(b) security on immovable property for a
loan given by a bank.
(c) concession on immovable property for
a loan given by a bank.
facility on immovable property for a
loan given by a bank.
(e) security on immovable property for a
deposit received by a bank.
2. With reference to a cheque which of the
following is the “drawee bank” ?
[IBPS 2012
(a) The bank that collects the cheque
(b) The payee's bank
(c) The endorsee's bank
(d) The endorser's bank
(e) The bank upon which the
drawn
3. Which of the following is

(d)

egotlable

(b) Pay order

instrument? [Indian O ank 2011]‘}
(a) Cheque \¢

tiable instru%

1. % 2. © 3. ©)

&

4. Which of the following is not a prerequisite

for a promissory note? (Vijaya Bank 2008)
(a) Drawn on a specified banker
(b) It should be unconditional

(c) It should be in writing

(d) It should be made and signe@ ;;e

debtor
(e) It shoydg be payable in ?ency of
th o
e followingds a party of Bill
nge? 6 (IOB 2009)
&The dra x
(b The dra
(c) The p

(d)
(e) \\&of these

6. In of Section 5(1) (5) of the Banking

tion Act, 1949, a ‘banking company’
ans any company which ~ (IBPS 2012)
a) accepts deposits from the public

(b) undertakes lending of money

(c) transacts the business of banking in

(d) All of the above

(e) None of the above

ANSWER KEY

4. (a) 5. (d) 6. (c)
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( PRACTICE EXERCISE )

1. Aworkinggroup onchequetransactionsand
E-cheques was constituted by the Reserve
Bank of India under the chairmanship of Dr
R B Barman and major recommendations of
group include
(a) the physical cheque will be truncated

within the presenting bank

(b) settlement will be generated on the
basis of current MICR code line data

(c) electronic images will be used for
payment processing

(d) All of these

(e) None of these

2. Which of the following is a primary function
of banks?

(a) Collection and payment of cheq
rent, interest etc on behalf o
customers

(b) Buying, selling and keepi safe
custody, the securities 0@ of their

customers
ecutors of

(c) Acting as trus

property of t stomers 0 i
advice
(d) Remittin, from o the

other bank dra il or

tele@nc transfer 0

Instrurnent Act,

of the following statements is
incorrect about negotiable instruments?

(a) Pay A or Order

(b) Pay to Order to A

(c) Pay Aand B

(d) Pay A only

(e) Pay Bearer

5. Which of the following is not a negotiable
instrument?
(a) Promissory note
(b) Bill of exchange
(c) Cheque
(d) Bank draft o
(e) Share certificate g)

6. Which of the following is nﬁ‘e ntial

for the endor as per

d be on the ent
ould be ad@ e holder or the

maker }
( Signatu be in ink and not by

pencil r stamp
(d) It sho@ontain unconditional order

(e) T dorser should sign the
@1 ement in the same style and
the same spellings as written in

&/the instrument
nder the Negotiable Instrument Act, 1881,

‘b an instrument which is incomplete in some

respects, is called a/an
(a) foreign instrument
(b) inland instrument
(c) inchoate instrument
(d) ambiguous instrument
(e) fictitious instrument
8. Which of the following acts helps a bank in
its day-to-day activities?
(a) Competition Act
(b) Negotiable Instruments Act
(c) Hindu Marriage Act
(d) Hindu Succession Act
(e) NRI Act
9. All of the following are examples of
Quasi negotiable instruments, under the
Negotiable Instrument Act, 1881, except
(a) dividend warrants
(b) share warrants
(c) bearer debentures
(d) promissory note
(e) None of these
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10. Transfer of any instrument to another
person by signing on its back or face or on a
slip of paper attached to it is known as
(a) promissory note
(b) bill of lading
(c) bill of exchange
(d) endorsement
(e) None of these

11. Which of the following statements is correct
about promissory note?

(a) Itneed not be in writing

(b) An implied promise is enough to
constitute a valid promissory note

(c) The promise to pay must be definite
and unconditional

(d) The name of the payee need not be
mentioned

(e) The payment can be in kind

97

12. The banker is under an obligation to take
utmost care in keeping secrecy of the details
of the customer. However, the obligation of
secrecy is not considered essential when
(a) abanker is required to give evidence in

the court

(b) there is mnational emergency and
disclosure is essential in the publi
interest (Q

(c) there are clear proofs of reaso
state and when consent ig give the

r to provide in ation for

(d) 6. (d)
© 12 (@



Banker—Customer
6 Relationship

¢ Banker and customer have a legal binding once they enter into an agreement. This bin &
arises from vast varieties of services provided by banks to depositors as well as bo .

Each service provided calls for a contractual relationship. There are certain te nd
conditions which are applicable to both parties- customer and banker. ®

® Such relationship is contractual in nature and base e cus % sages of
bankers. Courts in India have recognized some of th toms and % his makes

the relationship as implied terms of contract. Q
errev.

* Thevery nature of contract between custo b @d three important
aspects,
(i) There is both implied and expriss termgin the agreefe

(ii) Duties owed by the bank toward§the customer, a
(iii) Duties owed by customer to ank.

* Besides the above, bank mas@javgcertain commo uty of care. As such these duties
may vary with the type of %Ship betwegf) baffker and customer and the nature of
activities/services avail ank or proi by bank from time to time.

* Inpracticebesides le ?e&nship (fingMgiakerelationship), bank enters into an emotional
and social relatigns ith its cust Sb'

* Sucharelationshi ormally lo g but at the same time risk borne. Therefore, we
should go in etails of thg(c er before engaging in this banker and customer

relationship.
¢ Today’ ss also denfaRgls that business of banking is to attract, acquire and retain
rightaomers whi S it important that we should understand customer better

a gh Kno ustomer (KYC) guidelines find right and suitable customer
% nger relatio&
° drder to und d the relationship, we have to understand the definition of customer
and banker

ANKER-CUSTOMER RELATIONSHIP

banker customer relationship is necessary because this relates to society,
otional attachment and legal angles.
th serve the society to grow and the economy to expand.
Before we discuss the relationship between the banker and the customer, it is necessary that
we understand who is bank, banker and customer.

* According to section 5(b) of the Banking Regulation Act, 1949 ‘Banking’ means “accepting
for the purpose of lending or investment of deposits of money received from the
public, repayable on demand or otherwise and withdraw able by cheque, draft, order
or otherwise”. The person who is performing this function is called the “Banker’.
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¢ The term Customer has not been defined in law in India. In practice and common usage,
customer is one who has business dealings with bank and has an account with the bank.
However, when a customer undertakes a “casual service” with bank like cashing a third
party cheque, or deposits third party cheque or makes a draft for somebody etc. does not
make him customer and the relationship between banker and customer is not established.

FUNCTIONS OF BANKS
Banks perform many functions some of which are legally required while some arose out

business necessity. Important functions are:
* Acceptance of deposit of money for the purpose of lending or investments. C)
¢ Discounting of Bills
¢ Collection of Cheque and Bills \
e Safe Custody of articles & e ‘b’
¢ Conducting foreign exchange transactions
¢ Conducting foreign exchange transactio
¢ Conducting foreign exchange transacti &
* Remittances

¢ Hiring of Safe Deposit Lockers
¢ Conducting Government T

¢ Issuing Letters of Credit an ntees, etc

¢ But now, as the Compe creases, m ly opened banks/ institutions have
diversified their busi d entered o as of business, like Selling of Gold Coins,
Credit Card busi es r p ty pr P ) selling, etc.

DUTY OF SECREC

e Bankisu gatlo w and moral grounds to maintain the secrecy about
custom ank dealings to observe secrecy of customers account or any of his
tran ns or any oth@gl rmatlon related to the customers” account. For any breach

: aspects iable legally and morally.

er’s duty oEe y to its customer is an implied term of contract.

yanker is justifi disclosing customers” bank dealings and accounts under section-6
of bankersgbooR Evidence Act, 1891 on order of court, Section 26 of banking Regulation
ection 45 B of the Reserve bank of India Act, 1934.

jgation continues even after the closure of the account except under following

ion of Secrecy Disclosure

Under the following circumstances Bank is not undertaking any liability when information
about the customers” account/transactions is disclosed.

(a) Under compulsion of law: Bank is required to disclose the information when lawful
orders received. For instance, if court order is received under Bankers Book Evidence Act, 1879
bank is duty bound to disclose information of the account.
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(b) In the interest of Public (national interest): When bank has the knowledge that
customers’ transactions are damaging to the public interest or national interest, then it can
disclose the information on the account.

(c) In the interest of the Bank: When bank wants to sue a customer for non-payment of the
dues on loans and advances etc. then bank can disclose the information.

(d) With the implied consent of the customer: When disclosure is made at the behest of
the customer in writing.

(e) As per banking practices: Sometimes banking practices require that customers’ acco
or his dealings with the bank are shared confidentially with other counterparts. For exa
if a borrower who deals with "X’ bank wants another loan from “Y” bank, then Y’ may T
confidential report from ‘X’ bank. As such, ‘X" bank as per banking practices gan shame/this
information confidentially with ‘Y’ bank. X’

(f) Guarantor seeking information: When in a loan acco, a guaraytor% aranteed
the account, he has right to seek information on the accou, borrower N om he stood

as guarantor. ‘ )

DUTIES OF BANKER {r Q’
¢ Bank’s foremost duty is to honougggusto s cheque d it is drawn properly.
As a paying banker, it is duty of th k to ensure que is in proper order, not
forged and is being paid on the @ the authorifly. Bank is duty bound to see that

before paying money, the ult of customer h cient funds in the account, there
is no legal impediments in t of moneyfet™®

* Money deposited with b e absolut@ rty of the bank and bank can use it the
way it deems fit subj e conditio s a debtor it pays back the money when
demanded. 6

ney throu effue or otherwise may end when:
ermanded {§toprpayment instructions received)
hé bank thatustofper has expired, except in case of impersonal accounts,
co. Ltd., AB ation etc. drawn as representative of the company or

e.
D X
otice of cust&/ nsanity.

e
eceipt of der.
When carporate customer starts winding up proceedings as per court’s orders.
tle§

= Che forged and bank has reasonable idea that presenter of cheque etc. is not
e o it.

e B upposed to issue, update pass book of the customer. In case bank opts for
ending account statements by post or by internet, then bank is required to send such
rmation on regular intervals.

¢ Duty to collect the cheques, Bills etc.
Rights of the banker: Banker has certain rights that can be exercised by him in case of need.
¢ Right to charge costs allowed legally.
¢ Right of General Lien
¢ Right of set-off
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¢ Right of appropriation
* Right to act as per the mandate given by the customers.

Charge Costs: Bank has the right to charge ‘bank charges’ on certain transactions, either
at the request of the customer or on the basis of banking customers and usages. For instance,
when bank sends SMS about account status of his customer, then bank charges some amount.
Similarly some banks charge some money on use of fresh leaflet in cash credit accounts etc.
Bank also has the right to charge (debit) bank charges on return of cheque unpaid to the account
of the customer. &

GENERAL LIEN ; o
e [tis aright of the creditor to retain the possession of the goods and securi%. by

the debtor until the debt due by the customer is paid.

* The banker’s lien is an implied pledge. & ® ‘b

* A banker acquires the right to sell the goods, ame into bd xsession in the
ordinary course of banking business. This mea ny spegifigiragsdctions other than
as defined under Banking are not subje &al lien. ¢ &Astody transactions,
Locker transactions, money deposited e‘specific p tc

* Section 171 of the Indian Contract Agt, 1872%¢ives a rig geheral lien to the banker.

RIGHT OF SET-OFF

¢ Right of set-off is the right o g(er to adj a@it balance in a customer’s account,
with any balance outstandi is credit jm.th@dooks of the banks.
* In other words, the ban‘@as arightt ally adjust the two accounts of the same

customer with ¢ rta@ﬁ unt, one in and another in credit, which is called right
of set-off.

* Theset-offis le to debts d payable on the date of set-off. The account must
be in the sarfie e and ghe e Capacity.

* Incase erhasafi eposit in the bank and customer has also taken an overdraft

facili om the bank, ank can exercise right of set-off only after the maturity of

ercising ri et-off, bank does not normally need any separate document since
g implied co t.

or examp!E Daulat Ram Tota Ram, a partnership firm has an overdraft facility

from th to the tune of Rupees 9,500=00. As on 12.6.2014 the balance outstanding

in the #¢cotnt is 12,575=50p. However, the partners have a savings bank account in their

na@;h the same branch. Despite repeated notices, nothing has been paid. Since the

s a savings account in the same names and the balance is 15,565/ =, the bank can

cise right of set-off by debiting savings bank account and crediting the overdraft
ount by Rupees 12,575.50.

Points of Difference between Lien and Set-off

1. Lien is in relation to goods and security whereas set-off is in relation to money claims.
2. Lien is right to retain goods and security and set-off is right to combine and consolidate
the accounts.
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3. Lienis special relationship between customer and banker whereas set-off can be avoided
by an agreement.
4. Lien precedes set-off whereas set-off comes after lien.

RIGHT OF APPROPRIATION

* Section 59 of Indian Contract Act, 1872 provides that if a customer owes many debts to
the bank and makes payment that is not sufficient to satisfy all debts then he can ask
bank to adjust particular accounts to discharge its debt.

¢ Insimple words, right of appropriation means adjustment of monies of customers @

by him for liquidation of his debt.

¢ The customer, who deposits the amount, has a right to clarify the purposg and @unt
against which the credit is to be given by the banker. It means it is the duty o castomer
to specify the nature of the transactions. If he fails to the purp banker
has a right to adjust the credit against the any deb s. This i e right of
appropriation. &

® Section 60 of the Contract Act provides that omer d to intimate the
bank to inform to which debt money d is to be ed, and there is no
other ways or circumstances to show o ate to which ment is to be applied,
then bank as creditor has liberty t ly is dlscret ny lawful debt due and
payable to bank.

e In case the customer or the bank o appropn he amount paid to satisfy certain
debt, then the payment so be app owards the amount to debts ‘in
order of time’. (section 61 o ract Act)

* Theright of set-off can b sed by a b s a statutory right that helps banker to
adjust his debt by s easonabl to the customer. However, bank should
ensure before s @ there is no to the contrary to this effect.

¢ Theright of set-off¥g,eXercisable o n the relationship is that of debtor and creditor.

* Debts due a mined ca e set-off by bank.

RELATIONSH EEN BA R CUSTOMER
As mentio rher custon e who has some financial dealings with the bank and has
1th the wever, “casual dealings” like cashing someone’s cheque or
soiled note l&gloes not make a person a bank’s customer.
g the vario lationships arising out of business dealings between banker and
Customers im es are given below. The relationship may vary with the nature of the
transaction / S w1th bank from time to time during the period of dealing.

For instance, a customer having a saving or current account with the bank and balance in
the acco ains in credit, the relationship remains that of creditor and debtor between
Custo éx and banker. But moment either the amount is overdrawn the relations turns to be that

nd creditors between customer and banker instead of creditor and debtor earlier.

ThlS relationship may change from time to time.

Under this relationship, bank undertakes to receive money from his customer and collect
cheques etc. for his customer only. Bank agrees under this relationship to pay the money back
to the customer only when demanded. Also bank will not cease to do business with customer
except upon serving reasonable notice to his customer. However, customer undertakes to take
reasonable care in drawing money from bank in writing. This relationship makes the bank under
duty to pay customer’s money on demand if everything otherwise is normal.
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RELATIONSHIP CREDITOR AND DEBTOR

In simple words when the customer deposits money into his account in the bank, the relationship
between the customer and banker takes the shape of bank as debtor and depositor as creditor.
Such relationship is established when depositor asks the bank to open an account and bank in
turn handover the application form to be filled by the depositor and submit to the bank along
with necessary documents. Moment the branch agrees to open an account a relationship between
the depositor (customer) and banker is established that of creditor and debtor. &

RELATIONSHIP DEBTOR-CREDITOR

When the customer avails a loan or an advance, then his relationship with the banker unﬁgoes
a change. Since the funds are lent to the customer, he becomes the borrower the Béhker
becomes the lender. The relation becomes that of debtor- c@inee the custi comes

a debtor and the banker a creditor. x

PRINCIPAL & AGENT
¢ Banks provide ancillary services such tlon of 1lls etc. They also
undertake to pay regularly the electri hone b111 and on behalf of the
customer.
¢ The relationship arising out of ther%}lary servicegsi r1nc1pa1 agent between the
customer and the bank. The pro the che t for collection , and which are

(received) from the paying r and credité@l into the customer account.

¢ Here the instruction of t
out the same as Age ‘D’
* Asaspecial fact customers do not charge any commission for collecting

local cheques/ ut do char lection of outstation instruments (cheques, DD,
Bills etc.). Fo ce, a customie elhi receives a cheque from his friend in Shimla.

Since che is dfawn o d branch in Shimla, therefore customer in Delhi hand
over th qte to his ba i and requests to collect the proceeds (money) from

Shi elhi Bank se cheque through clearing to Shimla and gets the proceeds
or the CL& n turn banks charges it commission.
LESS

in transit, are not credited %’c stomer acco ill such time as they are collected

mer to the er is that of a Principal and Bank carries

D LESSO
e An impor a.cﬂlary service provided by the banks is that of safe deposit lockers or
also cal It facility, to the customers who hire them on lease basis.
e The ionship therefore, is that of lessee and lessor. Customer is lessee and bank is lessor.

space for the use of clients. The bank is not responsible for any loss that arises to the

o I in banks, this relationship is termed as licensee and licensor. The bank leases out
éee in this form of transaction except due to negligence of that bank.

* Locker holder can keep any personal but safe goods in the locker without the knowledge
of the banker.

* Lockers can be operated by double keys — one the master key held by banker and other
locker key held by customer.

¢ Nomination facility is available in such accounts. Customer normally opens a savings bank
account in the bank and keeps sufficient money to pay yearly rent for hiring a locker box.



104 Banker—Customer Relationship
INDEMNIFIER AND INDEMNIFIED

The customer is indemnifier and the bank is indemnified. A contract by which one party promises
to save the other from loss caused to him by the conduct of the promisor himself or the conduct
of any other person is called a contract of indemnity — section 124 ( Indian Contract Act, 1872).

In the case of banking, this relationship happens in transactions of issue of duplicate demand

draft, fixed deposit receipt etc. The underlying point in these cases is that either party will
compensate the other of any loss arising from the wrong/excess payment.

BAILOR AND BAILEE o
* A bailment is the delivery of goods in trust. A bank may accept the valuabl his
customer such as jewellary, documents, securities for sgfe custody. In su @ase the
customer is the Bailer and the bank is bailee besides begofing a tryste ig’situation
is provided in section 148 of Indian Contract Act 1 ere it is n% ear that the
delivery of goods from one person to the other f purpose l,m e contract that
the goods will be returned when the pur omphs the relationship
that of bailor and bailee.
¢ The money or the securities so kept are n the dlsposal bank.

* The banker cannot utilize those mo or securities e51res since the money does
not belong to him. He is holdin, perty in trl{ violation of this contract is
breach of trust. @

PLEDGER & PLEDGEE

¢ When a customer p ds and d ts as security for an advance or any credit
facility, then h Pledgor a ank becomes the Pledgee.
¢ Thepledged g§ tobe retu act to the Pledgor after the debt is repaid by him.
MORTGAGOR GAGE
e Mort, is the transf 1nterest in specific immovable property for the purpose of
he payme oney advanced or to be advanced by way of loan.
a Custo ges a specific immovable property with the bank as security for
ance, the C er becomes mortgagor and banker is the mortgagee.

TERMINATIO@ANKER-CUSTOMER RELATIONSHIP

The relat@p seizes once:
e  The tomer wants to close the accounts

° customer dies,

e The customer becomes insane or

e The customer becomes insolvent.

¢ Banker may himself close the a/c by serving notice to a/c holder on reasonable grounds.
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GARNISHEE ORDER AND INCOME TAX ATTACHMENT ORDER

WHAT IS GARNISHEE ORDER?

* A garnishee order is an attachment order issued by a competent court under section 60 of
civil procedure code (Rule 46 of Order XXI of schedule) at the request of a creditor to attach

his debtor’s funds in the hands of a Banker.
* A garnishee order is issued in two stages, first order Nisi and then an order Absolut

¢ Banker — Garnishee; Person approached the court - judgment creditor and person w@
funds are to be attached - Judgment Debtor.

GARNISHEE ORDER-GUIDELINES X
ORDER NISI. ° ‘b
¢ Initial order of the court for attachment of funds bank to %as to why the
funds of the depositors should not be attached rder i 1 order.
*  Onreceipt of order Nisi the bank is requj f@;&ra &deposﬁors account.
¢ Bankis supposed to inform the custom out the rece1 order Nisi.

ORDER ABSOLUTE &

e After receipt of the explanatign @. the bank t issues ‘Order Absolute’.
¢ On receipt of an Order Ab the bank i ed to deposit the specified amount
in the court.

* Production of pass é eposit rece?gnot necessary for making such payment
e

e Many a times
mentioned, th

pecify the amount. In case, no amount is

order do
balance is tached. If issued for specific amount then only
nt is to be tted or attached.

Qounts for its various types of customers. The list of customers
Og?‘ te bodies. Important types of bank customers are: individuals
er own right, minors, proprietorship concerns, partnership firms,
E 11m1ted companies, Hindu Undivided Families (HUF), Government

Bodies etc.

Any indix1 who is not a minor and is competent to contract can be bank’s customer.
Importar@t is selection of right customers. Bank is required to keep in mind legal aspects
of cust ealing with bank. For this Reserve Bank of India in 2002 through Anti-Money
Lau@g Act of 2002 and subsequent RBI guidelines on this matter provide that for selection
of rigltcustomer banks should develop a customer acceptance policy and ensure that before
opening an account or developing a banker customer relationship, ‘'Know Your Customer’
guidelines of RBI are adhered to. Banks have to deal with the following types of customers
while opening their accounts. Important/salient features of each category of customers and
precautions to be taken in opening their accounts are given below:
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TWO OR MORE INDIVIDUAL OPENING ACCOUNT TOGETHER (JOINT ACCOUNT)

* Legally speaking, two or more individuals can come together to open a joint account in
the name of two persons or more.

¢ While opening joint account all aspects taken care of in Individual account opening are
to be satisfied here also. There is no restriction of number of joint holders of an account.
However, bank needs to ensure that all KYC guidelines are adhered to and customers
are having a purpose to open such account.

* Ajoint account can be operated by any one or all the joint account holder together,
the absence of any instruction (s) to the contrary all cheques should be signed by all

account holders.
MINOR AS CUSTOMER x

* Abank does open account of children who are below of 18y e is no risk
involved in such accounts provided account remaj ed1t bala 1 other legal
aspects of opening minor’s account have be

¢ Section 3 of Indian Majority Act, provid. ch11d e age of 18 years,
except in case where a guardlan is app by’a court, age of majority is 21
becomes major. Since a minor belqy 18 (21 years guard1an ) cannot enter
into a contract and such contract i de by bank is @ ince the banker customer
relationship is contractual in natur efore car e taken to see that minor’s
account is opened within t ework.

* A contract entered by minor, nk to ope&»f ount is valid to the extent that such

or his/her benefit only. That is why

through savings,

there is n §dealing with bank by an illiterate person. He/she

can enter i avalid co the bank.

contract help minor ge ies of life
banks open account of ‘I& below 18 ﬁE that his necessities of life are met with

Illiterate as Custom

e Duetod: Ity in obtaini res from the illiterate persons or taking his/her thumb
i n, banks av, ing cheque book facility. However, following precautions
taken w& ing and maintaining such accounts:

fr

gt thumb im om customer should be taken on application form and specimen
ature card. LTI of female and RTI of male.

* In case twgiNit&ates join together to open an account with the bank, then the operation
allowe be jointly or survivor and not either or survivor.

rate and one literate person can open joint account. Some banks provide cheque
cility while some do not issue any cheque book.

ent photograph of the account holder is to be taken along with the application form.
troduction should also be preferred in such cases.

BLIND PERSON AS CUSTOMER
¢ Blind person can also open bank account of all nature like SB, CA, TD etc. Normally loan
accounts or current account with overdraft facility are discouraged.

¢ Blind persons are competent to enter into contract. Account opening form mentions the
customer is “Blind Person”.
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It is necessary that before opening the account, bank explains various risks factors involved
in the operations of the account. It should be explained preferably in the presence of a
bank customer or staff member.

Bank also allows opening of Joint account with a relative.

Make payments or receive cash from the customer in the presence of some witness,
preferably, bank customer. Blind customer’s presence should be ensured for withdrawals.

PROPRIETORSHIP CONCERN

A sole proprietorship concern has many features that make it unique. These are: o
* Jtis easy to form and run.

* Oldest form of business organization. .

* One man organization easy to control and mana

* No registration is essential in sole- proprletor erns.

But a license specific to the line of business fro Cal ad 's 1s requlred

It is mostly self-financed out of savings wings fro and friends.
Outside interference is avoided and owne lly'onits own planmng, organizing,
decision making, marketing etc. areqgoncer Proflts be shared with anyone.
Owner and firm have the same stan, d thereis x1stence of concern separate
from its owner. As such the ha the propr' is unlimited. It can be more than

the capital invested by the

¢ Shortcomings: Major short of a pro 1p concern is its lack of continuity.
Since the business is one ow, as on b ssrnan sindisposition, death etc. business
operations are affec o is mco
PARTNERSHIP FlRM
e Partnershi oup o ming together to jointly do a business and share
profits o usiness.

usiness an. case of non-banking business. It can be formed either by a
n document, partnership deed’ or orally.

irm may b% ing firm doing the business of sale and purchase of goods or it may
t

is legal enét by the business relationship of 10 person in case of

manufacturinggprocessing etc. It may also be professional partnership firm like that of
chartered ants, lawyers, Doctors, etc.

A partgetShip may be registered or unregistered. An unregistered firm however have
dlﬁltage that it cannot sue other debtors who have defaulted in the performance
of{a"fmnction to prefer its claim on them. In case of registration of partnership deed, it is
istered with Registrar of Firms.

is important to note that in the absence of the agreement to the contrary in the
partnership deed, any partner can bind the acts of other partner for the acts done on
behalf of the firm.

The account should be opened in the name of the firm. The account opening form should
be signed by all the partners. Mandate in the name of any partner to operate the account
and take banking decision should be signed by all partners. Any change in such mandate
should also be signed by all partners.
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¢ Liability of partners is unlimited. In other words every partner is liable for the firm’s
activities fully. They are jointly and severally liable.

* Aletter of partnership duly signed by all the partners should be obtained. When a minor
is admitted as partner in the firm, a letter of restrictive operations should be obtained.
Minor is admissible for the profits or benefits from the firm but not for any liability.

¢ Payment of the cheque drawn by any partner can be stooped by any other partner.

® Precaution is required to be taken that in the event of the death or insolvency or lunac
of any partner, the operations in the account are stopped and a fresh partnership d
should be taken from the remaining partners.

LIMITED LIABILITY PARTNERSHIP (LLP) \C)
(S

¢ Limited Liability Partnership is a body corporate having ségarate le al e having
mixed characteristics of Partnership firm and Comp is separa s partners,
cannot own assets in the name, sue and be sued It etual suc Every partner

is an agent of the LLP

o Itistoberegistered with Registrar of Co mcorp ument shall contain

the name of LLP, proposed business, add of the registerégyotifce and name & address
of each partner. Name to contain ‘Fiited [Mability Par “or 'LLP’ as suffix.

* Incorporation Document is not req to Contalr& which incorporated. Thus,

registered office can be cha d@ place in st by informing ROC subject to
prescribed conditions. 8

LIMITED COMPANY
Joint stock Comparue rned by th rues Act, 1956. A Company is incorporated
under the Compames A ompan parate entity from its members.
There are thre of the com
1) Pub i d Com

) mlted
(@mmer\t Co

Doc S Requ1r$| ase of Company Accounts
di

e List of the irectors.
Certifi of Certificate of Incorporation is taken while opening account.
o Certify

copy of Certificate of Commencement of Business in case of public limited
ny is required.

y of Memorandum of Article of Association (MOA)

oard Resolution to open an account with the bank and operational instructions.

TRUST ACCOUNTS

A trust is an obligation arising out of a confidence reposed in and accepted by owner for the
benefit of another person or owner. It is fiduciary relationship with respect to property, subjecting
the trustee to equitable duties to deal with the property for the benefit of another person.
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¢ Insimple words when an individual or an Association has property in his possession but
there is no ownership of property available, then arrangement by which such property is
managed or run is called “Trust”. The individuals or Associations holding and managing
the property are called “Trustees”.

¢ Trust may be established by two important ways:

* By voluntary coming together of interested parties/persons.

= By court order. &
¢ The nature and extent of trustee’s authority is determined by an agreement of tru

or by the order of the Court. SG
* Other special features of a Trust are: C)

= Trustis an obligation annexed to the ownership of erty. o

= Trust arises out of a confidence reposed in or ac

benefici ‘\v
ct of tr a@

= Trust property is held by trustee for the benefi S
ia. One liTrust and second is

* Relationship of confidentiality exists i t}%

¢ Normally two types of trusts are commnyin
Private Trust.

* Trust could be created for lawful pufjgoses. o
¢ Trust can be created by person c t to Contra$
¢ Trustees are those persons o mand th o@e ce.
"Trust Deed" is a document t@scribes the &om of a trust and the purpose etc. for

which it is being established. 6

EXECUTORS & ADM TQORS
* A person to wio e executio ill is entrusted by the deceased (testator) is called

the execut will.
* Theexe supposed %iﬂ probate from the court.

e For a@on who diesWith®ut leaving a will (intestate), the court appoints a person to
T the pro;&t/' alled the administrator.

HIND DIVIDED LY (HUF)
e  Hindu Unéi

id&d Family unit is recognized in India by Hindu Law. Hindu Law is in fact,
m of Hindu practices and customs accepted and practised for many decades.

overned by two schools of law: one Dayabhag, in which son does not acquire
right in the ancestral property so long as father is alive, and second is Mitakshara,
$Ch propagates the thought that in a joint family governed by Hindu Law, all members
atquire right in ancestral property by birth. In most of the States in India, Mitakshara
system is prevalent except in West Bengal and Assam where Dayabhag system prevails.

* Normally the affairs and property of the Joint Hindu Family is managed by the eldest
male member (adult) of the family, who is called KARTA of family. The other members
(male as well as female except widow) of the family are called ‘Coparceners’.

e HUF cannot be admitted as a partner in the partnership firm.



Banker—Customer Relationship

COOPERATIVE SOCIETIES

¢ Societies maintain accounts with the banks. Following points should be kept in mind
while opening accounts of societies/clubs etc.

* Society must be registered under the Society Registration Act 1960 for which certified
copy of the registration Documents is to be obtained.

¢ Copy of bye laws, rules and regulations should be obtained and read carefully for any
restrictive clause (s). A list of the members of the managing committee should be drawn&

¢ Copy of resolution of the Managing Committee /Governing Body etc. should be kep,
record. This is necessary before opening an account since this resolution provide ‘@
the Managing Committee/Governing Body has passed for opening an account.‘ )

* Borrowing Power, if any, should be known to the bank. °
LOCAL AUTHORITIES ‘b
* Local Authorities include Municipal Corporatl@z la Boaxds Development

}s as to who would

¢ Generally these authorities have mafige 1ng committee h president, vice-president
and treasurer and the treasurer is owers to n d operate the account.

J Normally loans and adva@ 1sc0uraged@ ies but can be advanced with

Authorities, etc. &
e Bank must obtain copy of such statut out the
authorize opening of the account.

permission from compete

GOVERNMENT DEPARTMEN% ‘&
1

¢ Copy of the g u t notificati d be obtained authorizing the concerned
department (pegsofyin the depar o open and operate the account.

les and ions framed by the department for opening and

acco% ld be obtained and compliance must be as per rules

KN CUST UIDELINES (KYC)

Reserlg Bank of |n4"? ) on AML/ KYC States
oBKY!

e “The ob]ec C/AML guidelines is to prevent banks from being used, intentionally
or unin, ally, by criminal elements for money laundering or terrorist financing

YC POlle, a “Customer” is defined as:

e One on whose behalf the account is maintained (i.e. the beneficial owner);

* Beneficiaries of transactions conducted by professional intermediaries, such as Stock Brokers,
Chartered Accountants, Solicitors, etc. as permitted under the law, and

* Any person or entity connected with a financial transaction, which can pose significant
reputation or other risks to the Bank, say, a wire transfer or issue of a high value demand
draft as a single transaction.



Banker—Customer Relationship

* KYC procedures also enable banks to know/understand their customers and their
financial dealings better which in turn help them manage their risks prudently”.

* Thenecessity of knowing your customer is to (i) check financial frauds (ii) identify money
laundering and other suspicious activities, (iii) scrutiny and monitoring of large value
transactions and, (iv) check opening of benami accounts.

under “Know Your Customer” (KYC) guidelines issued by the Reserve Bank of India
(RBI) and/or such other norms or procedures adopted by the Bank.

e  What is Due Diligence?

¢ Duediligence basically means that bank takes reasonable efforts to verify the cus@er’s
antecedents and understand his purpose of opening account with the bax

¢ Before establishing any banking relationship Bank will carry out due diligence as required&

®
* The due diligence process that the Bank follows, includ ining rece graphs,
verifying identity, verifying address, and other inf n on occ r business

and source of fund for the person opening the
BQ;O req Qoduction from a

* As part of the due diligence process the Bank af#a
person acceptable to the Bank if they sg/dee cessary|

¢ Objective of KYC framework is to ensure a priate custom@gidéntification and monitor
transactions of suspicious nature. Q

¢ Different means to identify custome cedents cold b&from documents like passport,
driving license and VeriﬁcaE n exiting acco@ ders including the introduction

of accounts by bank custom: &
e Valid introduction can be d from do ets like PAN card, Income Tax Authority,
Election ID, Adharar C .

utility bills etc.

e Reserve Ban a has stipulgt atissuance of Demand Draft, Traveller’s Cheques,
Mail Tran, Telegrafyhi nsfers (last two are no more in use due to technology
improv nbanks), b Ruipees 50,000 and above it should be done only through
the dgto the accou ough cheque deposit and not against cash.

. 10on collec the customer under KYC requirements while opening account

e kept confi jal, cannot divulge information with any outsider, cannot use for
ss-selling or other purpose and should be used for bank’s internal purposes.

¢ KYC infogmgti@n normally cannot be part of the account opening form. It could be
luntary basis only from customers.

e Proof of resider@rification C f(hdone through personal visits, ration cards,

ey Laundering refers to the conversion or “Laundering” of money which is illegally
tained, so as to make it appear to originate from a legitimate source.

* Money Laundering is being employed by launderers to conceal criminal activity or against
the law enforced in India.

WAYS OF DOING MONEY LAUNDERING

* Hawala: Hawala is an alternative or parallel remittance system.
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* Structuring Deposits : This method entails breaking up large amounts of money into
smaller parts.

* Third-Party Cheques : Utilizing cheques or banker’s drafts drawn on different institutions
and clearing them via various third-party accounts.

The Prevention of Money Laundering Act, 2002

The Prevention of Money Laundering Act, 2002 (PMLA) forms the core of the legal framework

put in place by India to combat money laundering. PMLA and the Rules notified there unde

came into force with effect from July 1, 2005. Director, FIU-IND and Director (Enforcem

have been conferred with exclusive and concurrent powers under relevant sections of th

to implement the provisions of the Act. g)
cial

The PMLA and rules notified thereunder impose obligation on banking comp
institutions and intermediaries to verify, identity of clients intain recor Furnish
information to FIU-IND. PMLA defines money laundermg 0, nd prov e freezing,

seizure and confiscation of the proceeds of crime.

BANKING OMBUDSMAN %
¢ Banking Ombudsman Scheme was anno by Reserve B obIndia in 2006. However,

it was revised, amended in 2007 arf@2009 t prov1de t 1€e a wider role in the field
of customer complaints and to adj . It came 1& on January, 1. 2006.

commercial banks, all regional

applicabl
ary coop&amks in the country. This scheme

¢ Banking Ombudsman Scheme,
rural banks, and all schedul
extends to the whole of Ind

* Any executive of the ran(?general Ma r Chief General Manager or other person
suitable for the ppomted a mg Ombudsman.
¢ The period of off1 mbuds ears.
PRE- CONDITIO FILIN INT
. The plainant sh made written representation to the Bank and that
laint has bee j d or complainant has not received any reply within a period
e month ank has received his representation or he is not satisfied with
ereply gi
The compla not made later than one year after the complainant has received the
reply e®ank on his complaint.

aint does not pertain to the same subject matter for which suit proceedings
ending before any Court, Tribunal or Arbitrator etc. or decree or award or order

already been passed by such authorities.
éCompensation is limited to Rs.10.00 lakhs.
The complaint should not be frivolous and filled with bad intentions.

GROUNDS FOR COMPLAINTS

Common grounds of service deficiency in banking that can be entertained under the banking
Ombudsman scheme are:

* Non-payment or inordinate delay in payment and collection of cheques, bills etc.
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¢ Non-acceptance of small denomination notes and coins without sufficient cause.

* Refusal to open deposit account or close the account or delay in closing accounts without
reason for refusal or delay.

e Failure to follow the Banking Codes & Standard Board of India’s guidelines and non-
adherence to the fair practices code as adopted by the bank.

¢ Failure to issue or delay in issue of drafts, pay orders or banker’s cheques etc.
¢ Non-adherence to follow prescribed working hours. &
¢ Failure to honour guarantee or letter of credit commitments. Q

¢ Delay or failure to credit the proceeds to the parties account or non—observanc

guidelines.
* Any other matter relating to the violation of the directi&sued by the Ni?elahon

to banking or other services.
e Complaints from NRIs having accounts in Indi tion to t @alttances from

abroad, deposits or other bank related matters
e Forced closure of accounts without due #otice uff1C1e

¢ In case of loans and advances, failure to fo BI directive i erest rates etc. and also
delay in sanction of credit facility wi ut reaSon can be -4 d or filing complaint.

* Non-acceptance of application for C ac1l1ty is s& ground for filing complaint.

FILING OF COMPLAINT %

* Complaint should be file ting and si by the complainant or his/her authorized
representative statm name an ss of the complalnant name and address
of the bank’s br fice agains the complaint is being filed, facts of the case,
documentary if any, alon, e nature and extent of loss to the complainant
be given and 1ef sought.

OTHER MATTH rescnbe from time to time

bf charges @k adequate prior notice to the customer.

% adherence b e bank or its subsidiaries to the instructions of RBI on ATM/Debit
d operation: redit card operations.

on—disbur§ / delay in disbursement of pension [to the extent the grievance can

be attrib o the action on the part of the bank concerned, but not with regard to its

empl
J Re& accept or delay in accepting payment towards taxes, as required by RBI / Govt.

° usal to issue or delay in issuing or failure to service or delay in servicing or redemption
govt. securities.

* Thebank shall within one month — comply and intimate the compliance to ombudsman.

* Appeal before appellate authority: Within 45 days of date of receipt of award, any person
aggrieved may prefer an appeal against the award. Appellate authority may grant further
period of 30 days.

* Banks to display salient features of scheme for common knowledge of public.
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POWERS OF BANKING OMBUDSMAN

Banking Ombudsman has following powers:

¢ (Call any additional information from the Bank against which complaint is filed or any
other bank concerned with the complaint.

¢ (Call for certified copies of any document relating to the complaint.

* Maintaining confidentiality of any information or document that may come to his
knowledge or possession.

* Nature of the proceedings before Banking Ombudsman is “summary in nature”.
e Appellate Authority in the Scheme of Banking Ombudsman is Deputy Gover@—m—
charge of the Department of RBI which is implementing the scheme. \

Rejection of Complaints & o
Banking Ombudsman can reject the complaint in case
* The complaint is frivolous, malafide e
* The complaint is without sufficien eyond ]urlsdlctlon (Clause
12.(5))
* Complaint is not pursued by copiplainant w1th r le diligence,
* Inthe opinion of the bankmg sman ther oss or damage or inconvenience
caused to the Complam
BANKING OMBUDSMAN ACT?& |TRATO|§
* Any dispute betwe and the bank or may be amongst banks

tomer of ﬂv
is received by t& g Ombt@ r arbitration. It means Banking Ombudsman

acts as a arbitr

SMian assum e of arbitrator once the dispute is referred to him
C nt of the parties to do so by way of an affidavit of
g, duly sta % ang) notarized.

l@age after as@g the charge of arbitrator, if Banking Ombudsman feels that
able to pem is given role independently, then he can refuse to continue to
arbitrator,

e (Jenerally sgeal% Banking Ombudsman follows the rules and procedures laid down

in the Ar tidh & Conciliation Act, 1996.

e [Ifthe is for an amount less than Rupees 10 lakh and parties to dispute agree for
arbj n in writing, then Banking Ombudsman can himself act as arbitrator.

CO@ER PROTECTION ACT
o nsumer Protection Act (COPRA) was enacted in 1986 Act 68 of 1986) and implemented

w.e.f April 15, 1987

¢ This Act was amended comprehensively in 2002 (specifically on 17.12.2002) and amended
Act was implemented from 15.03.2003.

e Consumer Protection Act applies to services and goods and among services fall the
banking services.
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OBJECTIVES

Consumer Protection Act was enacted to promote and protect the important rights of consumers.
Some important objectives are:

* Right to be protected against marketing of goods which are hazarduous to life and
property.
¢ Right to be informed about quality, quantity, potency, purity, standard price of goods and

services to protect the consumer against unfair trade practices or unscrupulous exploitatio
of consumers and provide consumer education.

¢ Right tobe assured wherever possible, access to an authority of goods at competitiv,
¢ Right to be heard and assured that consumer interest will receive due CO% :

Central Councils ‘}
e  Government of India has established Central Con, rotection CCPQ), for
hearing the complaints of consumers or complaj . In shor, C isalso called
‘Central Council’.

e  The Chairman of the Central Council is 1y inister mer Affairs in Central
Government

¢ Consumer interest under Consu‘@otection Ac e protected by Consumer
Protection Councils.

of Consumer Affairs is the

e Atthe State level also Const r@ection C@re in existence and State’s Minister
%snan.

Objectives of Councils Q‘b 4},%

* Protect right of c r against
the life and pr. ty?of consu

ing of goods and services which dangerous to

¢ Right tobe jififfofgred abo ity, purity, quantity, price etc of the product and services.
* Right to&access tov gopds and services at competitive price.
. Assq@nsumer that rest is being watched by council.
er’s right &rd is what the council is meant for.
? or Centra &nment can establish various redressal agencies to hear and solve

e consumer protection act, the redressal of dispute is done through following
rum/Commissions:

thire
‘$District Consumer Disputes Redressal Forum (also called District Forum) to hear
disputes district level. Jurisdiction of handling disputes up to Rupees 20 lakh falls
within District Forum.
= State Consumer Dispute Redressal Commission (also called State Commission). It
can handle disputes with claims between Rupees 20 lakh and 100 lakh.

= National Consumer Redressal Commission (also called national Commission). It can
handle disputes above Rupees 100 lakh.
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BANKING CODE AND STANDARD BOARD OF INDIA

¢ Competitive forces alone do not ensure expected fair treatment, quality, justifiable price
and transparency of banks services to customers. Statutory regulatory measures set out
in letter but not carried out in spirit.

¢ For addressing these issues along with other issues related to customer service, RBI setup
a committee under the chairmanship of S S Tarapore, which suggested setting up of
BCSBI as an independent watchdog for ensuring promised level of service by the bankers.

ORGANIZATIONAL SET UP

e Setup in 2006 as a Trust o

e (Collaborative effort of RBI, IBA and banks C)

* Managed by Governing Council

* Membership Voluntary \.

¢ On becoming member, bank bound by Codes & [ ‘br
CONSTITUTION

¢ Registered as a separate society under the 0 eglstra
* An independent banking industry wa nsure t nsumer of banking

services get what they are promised by t anks

* Reserve Bank to lend financial su t for imited pe 1ve years.
¢ Toensure that the Board really funct an autono d independent watchdog of
the industry, the Reserve Bank e inancial s to the Board by way of meeting
its full expenses for the flrstE @r
ROLE OF BCSBI
¢ Combine the best of bot —regulatlo atutory regulation.
e Evolve compre n es and st for fair treatment of customers.
e Actasa watchd o < sure that deliver services in accordance with promises
made in the c
e Promote s atlon
¢ Collabo proach
COMPLAI i,h ND BCSBl

J B@SBI does n ith individual cases of complaints. However, in case complaints

% to any ser ling in complying with the code, the BCSBI may investigate and
itiate appropx%actlon The BCSBI is interested in cases where member banks appear
to have bredched the Code.

CODE OF Bs MMITMENT TO CUSTOMERS

e Th e covers the products and services offered by banks to individual customers. It

11 relates to
gDeposit accounts
Safe deposit lockers

= Settlement of accounts of deceased account holders
* Foreign exchange services

= Remittances within India

* Loans and advances and guarantees

= (Credit cards

* Internet Banking



Banker—Customer Relationship

117

( PAST EXERCISE )

1. Which of the following is the abbreviated
name of the new Act which deals with

money laundering? [OBC 2009]
(a) AILTA (b) PERDA
(c) TERLS (d) SALT
(e) PMLA

2. Abank normally does not have to deal with
an issue related to [Indian Bank 2010]

(a) payments and settlement systems

(b) contractual rights of creditors

(c) intellectual property rights

(d) cases of insolvency

(e) coordination between regulators active
in banking / financial sectors

3. Asweallknow,bankspublishtheir quarterl

performance to bring transparency ingthe

system and also to give a clear pict

of their performance to the public.

were results of Quarter 2 differerft from

the results of Quarter 1 of the lj nks

including giants like SBI & ICI s?

[Allaha ank 2010]

(1) Performance was s in Quarter
2.

(2) Yields on adv
banks have

f almost al

(3) Advance at a slo when
compa 0 deposits.
is true
is true 0
(3) is true &
3@ e

bank. What services do banks

in this regard?

[Syndicate 2010]

ks act as payment agents by

operating current accounts, paying

cheques and receiving payments for
them.

(2) Maintaining account books for them for
their day-to-day activities so that they
are not required to appoint account/
finance personnel on a regular basis.

(3) Lending money by way of overdraft,
instalment loan, credit or advance for
business activities

(@) Only (1) (b) Only (2)

(© Only(3)  (d) Only (1) & (3)

(e) All of these

5. Which of the following is NOT a fune#io

a bank? [S dicmlol

(a) Providing project financ&.

(b) Selli ual Funds

(c) De@iding policy r?xi CRR, Repo

LR etc
lement ts of behalf of the
gcustome

(e) All of th% unctions of a bank

One of jor challenges banking

industr ing these days is deliberate

effort& some people to bring money
ea through illegal activities in
ctfdtion. Which of the following acts has

passed to prevent this activity?
[Allahabad Bank 2011]

(a) Payment & Settlements Act

(b) Banking Regulation Act

(c) Negotiable Instruments Act

(d) Narcotics and Psychotropic Substance
Act

(e) Prevention of Money Laundering Act

7. Banks need liquidity to meet which of
the following objectives of banking?
[Allahabad Bank 2011]

(1) To meet deposit withdrawal

(2) To fund loan demands

(3) To maintain public confidence

(a) Only (1) (b) Only (2)

(© Only(3)  (d) Only (1) & (2)

(e) None of these

8. Which of the following terms is NOT used
in the Banking world?
[Allahabad Bank 2011]

(a) Holding Company

(b) Postdated cheque

(c) Credit

(d) Time deposit

(e) Centripetal force



9. KYC guidelines followed by the banks have
been framed on the recommendations of
the [Indian Overseas Bank 2011]
(a) Ministry of Home Affairs
(b) Ministry of Rural Development
(¢) Indian Banks Association
(d) Financial Intelligence Unit
(e) Reserve Bank of India

10. Which of the following is the popular name
of the norms by which a bank satisfies itself
about the customer’s identity and activities?

[Corporation Bank 2011]
(a) Basel norms
(b) KYC norms
(c) Service norms
(d) Lending norms
(e) None of these

11. Banks, today, in addition to normal banking
services, offer which of the followm
services? [Corporation Bank
(a) Internet Banking
(b) Depository Services
(c) Financial Counselling Serv @
(d) Only (a) and (b) above 6

(e) All (a), (b) and (c) above

12. Which of the following sta ts is true?
[IBPS 2011]
(a) Banks cannot and and ti
deposits from Y
(b) Banks can ly deman P
from pu
(c) Banks accept only osits
fro lic.
( an acce emand and

deposits f u
(e ks can acé mand and time
deposits o government.
13. When a ba‘r&.\rns a cheque unpaid, it is
called [IBPS 2011]
g of the cheque
ncelling of the cheque

ishonor of the cheque
(e) taking of the cheque
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14. In order to attract more foreign exchange
the Govt of India decided to allow foreign
investment in LLP firms.What is full form
of “LLP” as used in this reference?

[IBPS 2011]
(d) Longer Liability Partnership

(e) Limited Liability Partnership &

15. The process by which a life ir@Q

policyholder can transfer all gights, and
interest- upder a policy coni&g’a third

(a) Local Labour Promotion
(b) Low Labour Projects
(c) Limited Loan Partnership

person i nas o ‘N PS 2013]
(a) AsSignm@rent of the p,
(b)@ ecation 0@1
vestm ol1cy
Negotla &pohcy
Nomina ofjthe policy
ankmg (@) an Scheme is applicable
to the b $ f . [IBPS 2012]
(a) A§5C eduled commercial banks
@ ing RRBs
scheduled commercial banks
ncluding RRBs

) Only Public Sector Banks
(d) All Banking Companies
(e) All scheduled banks except private
banks
17. Banking Ombudsman is appointed by
[SBI Bank 2013]
(a) Government of India
(b) State Governments
(c) RBI
(d) ECGC
(e) Exim Bank
18. A bank's 'fixed deposit' is also referred to as
[IBPS 2013]
(a) term deposit
(b) savings bank deposit
(c) current deposit
(d) demand deposit
(e) home savings deposit

ANSWER KEY

1. (e) 2. (c) 3. (a)

. (c) 8. (e) 9. (e)
13. (d) 14. (e) 15. (@)

4. (d) 5. (c) 6. (e)
10. (b) 11. (e) 12. (d)
16. (b) 17. (©) 18. (a)
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(

PRACTICE EXERCISE

)

. When was Ombuds

. Traveller’s cheques are valid for'}

. Banker-Customer

. Who will settle the grievances of customers

of banks?

(a) Reserve Bank of India
(b) State Bank of India
(c) Local Courts

(d) Ombuds Men

(e) Governor of RBI

. Who introduced the Banking Ombudsmen

Scheme?

(a) ARBI

(b) SBI

(c) Ministry of Finance
(d) NABARD

(e) None of these

introduced?

(a) November 2006 (b) October 1981
(c) June 1995 (d) January 1998

(e) July 1996 @
(a) Three months “
(b) Six months
(c) One year

(d) No limit are v

R
fegotiable Ins%ent Act
(d) Narcotics afid g¥chotropic Substance

Act &
(e) Non above
Monﬁdering normally involved

(a) ent of funds
@ering of funds
integrating of fund

(d) All of these

(e) None of these

relationship is often
considered a fiduciary one. What is this
relation based on?

(a) Contract

(b) Faith

9.
Men Scheme firs

(c) Commercial
(d) Agent and principal
(e) None of these
8. A bank is under a statutory obligations t
honour its customer’s cheques vide
(a) Section 10 of the Banking Regul: m
Act, 1949

(b) Section 3 of the RBI Act, 2934 C)
(c) Section31ofthe Negotial%tmments
N
@n of the abov x
er so [grish to enter into
usiness is a must for them to
approach a K. at services do banks
provide t injthis regard?
cufigent accounts, paying cheques and
@1 ing payments for them.
& intaining account books for them for
heir day-to-day activities, so that they
6 are not required to appoint account/
finance personnel on a regular basis.
III. Lending money by way of overdraft,
instalment loan, credit or advance for
business activities.
Select the correct answer using the codes
given below:
(a) OnlyI
(c) Only III
(e) All of these
The main function of commercial bank can
be segregated into
I. payment system.
II. financial intermediation.
III. financial services.
Select the correct answer using the codes
given below
(@) LTand I (b) IandIII
(¢c) Tand II (d) IIand II
(e) None of these
Which of the following types of institutions
operate in the call money market only as
lender?

(a) Commercial banks
(b) Primary dealers

(b) Only I
(d) Tand III

10.

11.
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(c) Insurance companies
(d) SBI
(e) None of the above

12. Which of the following is the Central Bank
of the country?
(a) RBI (b) SBI
(c) RRB (d) NABARD
(e) None of these

13. A banker is expected to honour the cheques
within the specified banking hours as per
section of Negotiable Instrument Act, 1881.

(a) 22 (b) 25
(c) 30 (d) 45
(e) 65

14. The legal relationship between a bank and
its customer is a kind of
L. debtor and creditor.
II. principal and agent.
III. pledgor and pledgee.
IV. mortgagor and mortgage.

Select the correct answer using the celles
given below:
(a) Tand III (b) I, Il and IV

(¢) LI, IMIand IV (d) ITand II
(e) I,IIand III
15. Many times, we hear about_t nking

Ombudsman’. What is/are %‘ajor roles
of same?
I. Banking Omb

quasi-judi
authority havi ers to su
the banks a@ customers 4o
e

case of digptt

ﬁ\ Omb an
y the Presi 0

II. The g are

appoi ndia

d@retired jud%the High or
reme Courts.

decisions/j ents given by the

anking Omb an cannot be taken

to any courhof qustice as their decisions
are lastj of bank related problems
dispyrtes.
Selecﬁorrect answer using the codes
giv w
@ly I (b) Only I
nly IIT

(d) All of these
(e) None of these

16. Banking Ombudsman Scheme is applicable
to the business of

(a) all scheduled commercial banks
excluding RRBs
(b) all scheduled commercial banks

including RRBs

17.

18.

20.

21.
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t
C

(c) only public sector banks
(d) all banking companies
(e) all scheduled banks except private banks
Which of the following is not a part of the
scheduled banking structure in India?
(a) State co-operative banks
(b) Public sector banks
(c) Private sector banks
(d) Regional rural banks
(e) Moneylenders Q
Which of the following statements i
about soiled /mutilated note?,
(a) All banks are authorise@, tap accept
soile s across theicottters and
panith&exchange Value
@1 re expe(:t($g er this service
e
ank branches and
nches of private sector
banks orised to adjudicate and
pay V@in respect of mutilated notes
has also authorised all
rcial bank branches to treat
ain notes in ‘two pieces’ as soiled
otes and pay exchange value
) All of the above
our bank’s customer XYZ enjoys a CC
limit of * 100000. The CC account shows a
credit balance of * 10205. The relationship
between your bank and XYZ limited is
(a) debtor/creditor
(b) creditor/debtor
(c) bailor/bailee (d) bailee/bailor
(e) None of these
In case, a depositor wishes to withdraw his
fixed deposits prematurely, banks
(a) do not allow the same till maturity of
the deposits
(b) charge a penalty for the same
(c) do not charge any penalty and allow
the same
(d) All of the above
(e) None of the above
For filing and resolving customer
complaints, the Banking Ombudsman
(a) charges a fee of ¥ 500
(b) does not charge any fee
(c) charges a fee of ¥ 1500
(d) charges a fee of ¥ 1000
(e) None of the above
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22. Which of the following is/are the rights of 26. Who is the appointing authority for the

customer towards his banker? banking ombudsman?
(a) To receive a statement of his account (a) RBI
from a banker (b) Finance Ministry
(b) To sue the bank for any lose and (c) PMO
damages (d) Team of PM, Finance Minister and RBI
(c) To sue the banker for not maintaining Governor
the secrecy of his account (e) (a)and (c) ”&
(d) All of these 27. Which of the following is the drawee ba
(e) None of these in respect of a cheque? o
23. Which one is true in respect of bank (a) The payee’s bank
marketing? (b) The bank which collects the ch@
(a) Bank marketing deal with providing (c¢) The bank on which the c rawn
services to satisfy customer’s financial see’s bank
needs and wants. ‘k
(b) Bank marketing has to discover/ . i king ombu

ascertain/anticipate the financial needs of 1 er of a bank
of the corporates.

(c) Bank marketing may be required to Fmance Ministry,

satisfy the corporates and institutions, Govern'&) ndia
other related needs and wants. (d) An i ent authority appointed
(d) Bank marketing means competi ddress customer complaints

element, efficiency and effective (e) of these
the process. 29. Kn@ ur Customer (KYC) norms are
(e) None of the above § d to be strictly followed by banks. It
24. Under what circumstances, e bank s
close a partnership account 65) providing improved customer services
(a) Death of partne (b) determining the identify and residence
(b) Retirement of a&e proof of account holders through
(c) Insolvency of approved documents
(d) All of the ab (c) ensuring that staff members know the
(e) None of t customers
25. SWIFT is rk for ban exc nge (d) organising regular customer service
mforma atis thee meetings
1 mdow nternatlonal (e) None of these
ahsactions 30. The co-operative credit societies have a
WO 1nternat10na1 (a) two-tier structure
ansactions (b) three-tier structure
(c) Society evorldwide interbank (c) four-tier structure
financi ommunications (d) five-tier structure
(d) All gfthe above (e) None of these
(e) N$ the above
é ANSWER KEY
1. (d) 2, (a) 3. (¢) 4, (d) 5. (a)
. (d) 7. (b) 8. (c) 9. (d) 10. (a)
11. (c) 12. (@) 13. (e) 14. (c) 15. (a)
16. (b) 17. (e) 18. (e) 19. (a) 20. (b)
21. (b) 22, (d) 23. (a) 24. (d) 25. (c)

26. (a) 27. (©) 28. (d) 29. (b) 30. (b)



7 Regional Rural Banks

ESTABLISHMENT AND STRUCTURE - SALIENT FEATURES Q&

¢ Regional Rural Banks (RRBs) are third layer of commercial banking organizati
commercial banks and cooperative banks. RRBs were established on the rec merc.()ons
of the Narsimhan Committee to meet rural credit needs of the farmmg an tI.r rural

community.

* RRBs are new category of commercial banks sponsor astrong c c1a1 bank to
serve limited area and within limited local hmnéo ever, sincg 1 s coOmmencement,
the area of operation has been widening

* Regional Rural Banks were estabhshe eglonal Act, 1976 and first
bank established was Prathama Gr on Octob 5. The first Commercial
Bank to sponsor an RRB was Synd Ban

* Regional Rural banks were est as joint b s of Central Government, State
Government and Sponsore

¢ [Initial capital to start with i was Rupees@crore but subsequently it was increased
and at present the capit ement is crore.

¢ This capital is shared ral Gover tate Government and Sponsored Bank in

the ratio of 50%, 15% respe 111 recently. But now this ratio has changed to
60%, 20% and ong Centr nment State Government and Sponsored Bank
respectively, GovernméntQets through NABARD and its share of subscription

: al Structur e governed and managed by Board of Directors. Total
'§ of the Boa% ut can change at the behest of the Government for better
[ endence & members of the Board of Directors, at least 3 are nominated by
ernment of Iadiap? by State Government and 3 by sponsored bank. Chairman of the
sponsored bank and appointed after the approval of the NABARD.
abbanking directions are received from Reserve Bank of India/NABARD.

ral Banks are treated as scheduled commercial banks as per Reserve Bank
ct, 1934 and are included in the second schedule to RBI.

re managed and controlled by its Board of Director.

ansion in terms of opening new branches, RRBs have to prior approval of Reserve
ank of India.

* RRBs public deposits are assured by Deposit Insurance & Credit Guarantee Corporation.
In the larger interest of the depositors, RRBs are also permitted to give additional interest
on deposits of 1% if required.

* RRBs are required to maintain SLR in government securities or as directed by RBI from
time to time.
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¢ Capital Structure: There are four layers of capital structuring of RRBs. RRBs have first
level from share holders (Central Government, State Government and Sponsor Bank)
followed by second level of deposits from public. In case of need RRB can borrow funds
from sponsor bank also. Lastly, RRBs draw refinance from NABARD. Just like in case of
cooperative banks, Reserve bank of India also provides refinance facilities to RRBs that
too at concessional rate of 2% less than the bank rate.

* In relation to Income Tax Act and taxation purposes all RRBs are treated at par with
Co-operative Banks.

OBJECTIVE OF SETTING UP RRBS o
* Main objective of setting up RRBs was to provide credit and other banki fac&s to
small, marginal farmers and agricultural labourers, smalartisans etc. inmﬁeas for
developing rural economy. °
* Another objective was to create a separate orga ith rural local touch
since commercial banks were largely urban
* Yet another objective was to reduce r mbalan %ncourage local self
employment generation.
GROWTH AND PERFORMANCE OF RR
¢ From 1975 onwards there has b nomenal of RRBs in terms of numbers.
From 5 banks in 1975, it gr 196.

e Ason 2013 there were 000 branc

* Performance wige as Q 2013, there RRBs left after amalgamation, of which 2
banks were in losSign@®fest 80 in pagfi

¢ One of the bigges

* RRBs cover around 619 dlst f the co $&wblhzmg over 145035 crore rupees.

pfoblems fa RBs was recovery of loans and advances. On the

part of the ment, ere in 2007 included as beneficiary of SARFAESI Act,
2002. (S atlon and uctiyiring of Financial Assets and Enforcement of Security
Intergmt, 2002.
RO NSOR BA@
. role of spo%banks is broadly specified below:
Bank’s share capital

RRB in recruitment and training of manpower.

=" Subscriptioy
* Ma 1 assistance in the initial stages.
. $Cl | assistance on mutually agreed terms

RR COMMERCIAL BANKS

* RRBs have limited area of operation like 2-25 districts whereas commercial banks can
operate anywhere in the country and have no geographical restrictions. However of late,
NABARD has also, in order to make RRBs become viable entities, removed geographical
restrictions to very large extent. RRBs are also permitted to open extension counters at
suitable places. They are also permitted now to re-locate their loss-making branches at
more business lucrative places.
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* Beneficiaries of RRBs loans and advances are pre-determined like lending only to weaker
sections, labourers, marginal farmers, small farmers, village artisans etc. But in case of
commercial banks such predetermination is not there.

* RRBs can also do non-fund business in order to overcome financial burden and improve
their profitability.

* Manpower recruitment and compensation in RRBs is determined by Central Government which
largely relates to State Government pattern of equivalent rank.

* Rates of interest are restrictive for lending purposes.

ACTIVITIES THAT RRBS UNDERTAKE g&o
¢ Grantingloan and advances to specified section of society like small and ma%p ers,

agricultural labourers and other poor persons, whether Mgdividually or i .

¢ Granting loans and advances to cooperative sociefigs uding # l@ societies,
agricultural processing societies. &

¢ Granting loans and advances to small entrepr Qnd oth, ders etc. in their
area of operation. { &

¢ Helping people below poverty line (BPL ecome part aff stream of economy.

e NABARD has permitted RRBs to ift@gease their lendin -target people up to 60%
from present 40%. This will help o diversify, usiness activities in area of
lending.

* RRBsare permitted to undert of third p %ﬂucts (TPP) like insurance products-
both human and animal relal ealth prod, t without risk participation subject to
the condition that RRBS@F les with IR nsurance Regulatory and Development
Authority) regulatio should no mend any particular product or service to
any person ensutj any tie-up not bind the bank for risk coverage.

* RRBs can also j avellers of sponsor banks’. If agreed between RRB and

répaittance business for customers.

ined if RRBs performance is good and can afford cost.

nk (RRB) hasg net worth and is a non-defaulter of SLR/CRR besides
wer NPA legel§(say 5% and below) then such banks can open NRI accounts.

1ake themsel re profitable, RRBs can do the business of credit cards, open
pency chest e authorized to government business also.

IMPROVING I%I’I.NING OF RRBS- PRESENT SHORTCOMING

—-

e RRBsldc iformity in their functioning. There are different controllers of an RRBs and
ea@ to pull its ideas in the system. This results in poor monitoring and controlling
e Bs.

° ‘$ to area restriction RRBs are unable to mobilize good business. RRBs may be allowed
operate in a larger area.

¢ Manpower development is on the back-foot in most RRBs.

* Poor recoveries are major issues in such banks. Use of SAFAESI Act, 2002 can be of great
help.

* Management system is poor. Chairman and Board Members must develop proper vision

of the bank. Each subsequent Chairman, who is for short period in the bank, must work
for that vision, particularly making it competitive organization.
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( PAST EXERCISE )

1. The sponsor bank helps and aids the RRB (c) Small Industries Development Bank of
sponsored by it, by [Vijaya Bank 2009] India (SIDBI)
L su‘t.)sqibilng to its share capital. (d) Reserve Bank of India (RBI)

I training its personnel. (e) National Bank for Agriculture and

III. providing managerial and financial Rural Development (NABARD)
assistance dqrmg the first 5 years or Each of the RRBs covers districts r. @
extended period.

Select the correct answer using the codes from (1B 12]

& @) 1to15 (b) 2to 25

given below ®

(a) Iand II (b) Iand III (c) 3to2 (d) 2 .to 1
(c) Tand III (d) All of these (e) 1
(e) None of these 5. Rem ral banks wking in all the
2. Regional Rural Banks (RRBs) are classified India t@ [SBI 2011]
as [NABARD 2009] Sikkim &
(a) scheduled commercial banks (b) Jammu a mir
(b) subsidiaries of the sponsor banks (c) Goa
(c) subsidiaries of NABARD (d) Sikla Goa
(d) All of the above
t

i :
(e) None of the above (©)
3 Which of the followi a y 6. the following is an example of
. ich o e following 1es >
, s [IBPS 2013]

organisations in India maintain Micro YU :t T f Indi
Finance Development anc‘&ity Fund n rust of Inclia )
which was in news rece [IBPS 2012] b) Life Insurance Corporation
(a) Confederation \atries in I (c) General Insurance Corporation
(CID) (d) All of the above
ciation (IB (e) None of the above

(b) Indian Ban ?@
1. Q 2. a 3. (e) 4, (b) 5. (d) 6. (d)
&

4@
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Regional Rural Banks

(

PRACTICE EXERCISE )

1.

By virtue of the amendment carried out

by the Regional Rural Bank (Amendment)

Act, 1987, the Chairman of a Regional Rural

Bank (RRB) is to be appointed by

(a) Central Government

(b) State Government

(c) Sponsor bank in consultation with
NABARD

(d) Reserve of Bank of India

(e) None of the above

Which of the following conditions are

required to be fulfilled by a Regional Rural

Bank (RRB) to be eligible for opening of

new branches?

(a) It should not have defaulted in

maintenance of SLR and CRR d
the last 2 years
(b) It should be making operational

(c) Itsnetworthshould show i o@nt
and its net NPA ratio shoul xceed

8%
(d) Both (a) and (b) ‘b'
(e) All of the abov, o
Which of the Nr
recommendatio
Committee, 1991?
(a) Reducti
(b) Phagt

ic sector bank
resources available

of programme of financial

eneral credit card etc, Reserve

ed that

onsor banks should provide them

ines of credit at a reasonable rate of
interest

(b) RRBs may borrow from/or place
funds with other RRBs, including those
sponsored by other banks, subject to
counter party Credit Risk Policy and
limits

(c) RRBs may enter into ready forward
transactions in government securities
with Subsidiary General Ledger (SGL),
Constituent Subsidiary General Ledger
(CSGL) account holders

(d) Both (b) and (c) o

(e) All of the above

5. Which of the following measur ave
been taken to enlarge resoul“‘%ﬂable to

RRBs?

(a) Li ble rate of

Credit at |

T
( @ess toi
gborrowi
(cJ Accesst

(d) All of the,a
(e) No e above
6. Whicb%{t e following statements about

Re ural Banks (RRBs) are correct?
) nsor banks travellers cheques can
e issued by RRBs

%:)) RRBs can enter into arrangements

with the sponsor banks for providing
remittance facilities to its customers

(c) Where RRBs can afford the investment,
they can install lockers also

(d) Both (a) and (b)

(e) All of the above

. Reserve Bank has permitted RRBs for

opening/maintaining non-residents

(ordinary/external) accounts in rupees and

for acceptance of FCNR (2) deposits subjects

to the condition that

(a) the bank should have a positive net
worth and earned net profit during the
preceding year

(b) the bank should not have defaulted in
maintenance of CRR/SLR requirements
on more than three occasions during
the preceding 2 years.

(c) net NPA level of the bank should not
exceed 5% of the outstanding advances
as on 31st March of the preceding year

(d) Both (b) and (c)

(e) All of these
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8. Out of total priority sector advances of (c) Central Government 30%, State
RRBs, atleast ...... should be advanced to Government 30% and Sponsor Bank
weaker sections. 40%

(@) 25% (b) 50% (d) Central Government 35%, State
(©) 60% d) 75% Government 35% and Sponsor Bank
) 90% 30%

(e) Central Government 50%, State

9. The Regul Authority for Regional
e Regulatory Authority for Regiona Government 25% and Sponsor Bank

Rural Banks is

25%
(a) Sponsor Bank 15. RRBs are permitted to undertake corp
(b) Central Government agency business, without risk partici @
(c) State Government for distribution of all types of i@nce
(d) RBIand NABARD products including healt nd imal
(e) All of these insurance gwbject to the condjti at
10. The main resources of RRBs are (a) the shoudd y with
(a) share capital the surance and
(b) deposit from the public e opmen m r1ty (IRDA)
(c) borrowing from sponsor banks ulatlon g as ‘composite
(d) refinance from NABARD corpora
(e) All of the above (b) the ba s ld not adopt any
11. The common feature of all the agricul restr1c ract1ce of forcing its
credit societies in the country is that to goin only for a particular
(a) the persons living in cities and t ance company in respect of assets
their members (@ @ ed by the bank o
. - . risks, if any, involved in insurance
(b) the agriculturists are t}}elr gency should, not get transferred to
(c) only small and margi ers are the business of the bank
their members d) Both (a) and (c)
(d) only the farme and holdin (e) All of the above
8 acre and above 11‘ membe 16. Under which category, will you classify
(e) All of the ab Regional Rural Banks (RRBs)?
12. RRBs were set: (a) Scheduled commercial banks
(a) 1975 b) 1985 (b) Co-operative banks
(C) 1991 (d) 2001 (c) Private sector banks
(e (d) Development banks
13. recommenda Wthh of the (¢) None of the above
g committ E ; onal Rural Banks 17 Eeglonal Rural Banks (RRBs) are managed
(RKP) were establisigd? (EZ]) Reserve Bank of India
(a) Tarpore nittee .
) (b) a Board of Directors
(b) Narasi Commlttee () the sponsor bank
(C) Kar ommittee (d) the State Government
ommlttee (e) All of the above
(e a Committee 18. Regional Rural Banks (RRBs) are
14. ent, the formula for subscription to empowered to transact the business of
RRBs capital has been fixed at banking as defined under
(a) Central Government 50%, State (a) Banking Regulation Act, 1949
Government 35% and Sponsor Bank (b) Negotiable Instruments Act, 1881
15% (c) Regional Rural Banks Act, 1976
(b) Central Government 60%, State (d) the Banking Companies (Acquisition
Government 20% and Sponsor Bank and Transfer of Undertakings) Act, 1970

20% (e) None of the above
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19. Which of the following is incorrect about
the recommendations of Narasimham
Committee Report, 1998?

(a) Reduced CRR and SLR

(b) Deregulation of Interest Rate

(c) Establishment of the ARF Tribunal
(d) Fixing Prudential Norms

(e) Capital Adequacy Norms

20. RRBs are refinanced at
(a) 2% below the bank rate
(b) 1% below the bank rate
(c) 2% below the repo rate
(d) 1% below the repo rate
(e) repo rate

21. With a view to improving the performance
of RRBs and giving more powers and
flexibility to their boards in decision-
making, the Reserve Bank had constitute
task force on empowering the RRB Boards
for Operational Efficiency. The task fo
was headed by
(a) KG Karmakar @
(b) SS Tarpore b

(c) Rangarajan

22. Onthecurrentacc ces maintai

by the Regional nks (RRB
them, the com anks may

(a) pay inter p*o 9%

(b) waive iff@iglent charges

(c) payfinferest as ap 0 savings
Y

S A

interest as ates as may be

23.

éntral Government, State Government

nd the Sponsor Commercial Bank in
the ratio of 50 : 15 : 35 respectively

(d) NABARD, the concerned State
Government and the  Sponsor
Commercial Bank in the ratio of 60 : 20 :
20 respectively

(e) All of the above

Regional Rural Banks

24. For the purpose of Income Tax Act, 1961,
the Regional rural banks (RRBs) are treated

25.

28.

29.

30.

as

(a) scheduled commercial banks

(b) non-scheduled banks
(c) nationalised banks
(d) co-operative banks
(e) None of the above

With a view to increase their resource b

RRBs have been permitted to

(a) issue of credit/debit cards and@ g-

up of ATMs
(b) open ency chests
(c) han sion ang o

b as sub-a e&
ch are utio:riy
ernme zx

e) < 10 crore

are insured by

vernment

those banks

to

conduct

Both (a)
(e) All of the’ako
. The total 1sed capital of RRBs was

origin @ at T 1 crore which has since
bee to

(a) W2 ctore (b) % 3 crore

& crore (d) %7 crore

(d) M Narasimham ‘b %
(e) None of the above I@ ‘&

eposits with Regional Rural Banks (RRBs)

(a) Life Insurance Corporation of India

(b) General Insurance Corporation
(c) Deposit Insurance and Credit Gurantee

Corporation
(d) None of the above
(e) All of the above

Which nationalised bank was the first to
sponsor a Regional Rural Bank (RRB) in

India?

(a) Syndicate Bank

(b) Bank of India

(¢) Union Bank of India
(d) Central Bank of India’
(e) None of the above
Regional Rural Banks
supervisory purview of

(a) SBI (b) RBI
(c) SEBI (d) IRDA
(e) None of these

RRBs are owned by

(a) Central Government
(b) State Government

fall

within
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(c) Sponsor Bank

(d) All of the above

(e) None of the above

129

32. The issued/paid-up capital of a Regional

Rural Bank (RRB) should be
(a) T 60 lakh

31. The number of directors on the Boards of (b) minimum ¥ 25 lakh and maximum ¥
RRBs has been raised to 100 lakh
(a) 14 (b) 15 (c) T801lakh
(c) 16 (d) 17 (d) %90 Ilakh
(e) 18 (e) None of the above &
A O
1. (c) 2. (e) 3. (c) . . d)
6. (e) 7. (e) 8. (a) (e)
11. (b) 12. (a) 13. (b) (e)
16. (a) 17. (b) 18. (@)
21. (e) 22. (a) 23. (d)
26. (b) 27. (a) 28 (a (b)
31. (d) 32, (b) é




Co-operative Banks
8 in India

COOPERATIVE BANKING IN INDIA - EVOLUTION, STRUCTURE & OPERATIONS o&
Co-operative Credit Sector

¢ Co-operatives as important form of doing business through mutual und d‘ng and
is said to have found mention in Indian history of third/£&gtury B. C

¢ The modern day co-operative movement in India is 25 years

¢ Indian Co-operative Movement is perhaps the lar e world 1n f membership
with over 220 million members, represe 1n fth of populatlon and
covering over 1,00,000 villages.

¢ Co-operatives have all along been playinggery 51gn1f1can the rural economy.

¢ The rural co-operative credit sector t accounted for % of the credit disbursed
a few years back, now has less tha hare.

¢ Co-operative Credit consistgof perative Cre 1et1es and Co-operative banks.

Objectives of Co-operative 'b &/

* Not for profit

e Common good mbers and ety at large.
¢ No single own ut owner pread over members.

Normally t are three w monly encountered by any reader regarding cooperative

syste . One sh u rstand the meaning of:
is the mea co- operatwe”
(ii) atis a coop e society? And
(iii)

) Whatisc rftive movement?

graphs explain the meaning of these words.

ether for common goal through cooperation is called cooperative. While working
togetherall'®oods and bad of the results are shared by a group. Cooperative or cooperation is
bas@;rinciple of oneness, selflessness, democratic values, self help, understanding ones
responsibility, equality among members and democratic way of working. Every member
understands his/her responsibilities towards members and society.

Cooperative Society is a body or an association, formed by group of likeminded people,
having common cause, and common purpose. All the members formulate the policies and rules
that they themselves follow.

Cooperative Movement means a movement that is based on the socio-economic aspect of
the society. Such movement touches the lives of large number of people.
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Principles of Cooperative Working
* Cooperatives are voluntary organizations having membership open to all. There is a
common purpose behind their actions.

* Second principle is democratic way of working and control system. All members work
as a team and those elected in the executive body in various capacities are responsible
and answering to the members.

¢ There is equality among all members irrespective of status, richness, caste and cree
Money or capital does not come in the way of working for common goal. o

¢ Cooperatives work on the principle of one person one vote.
* Managing Committee is responsible and accountable to members of the §Rety°

¢ Cooperative principle is also based on value of self helpand autonomy. o
. . . . ®
Salient Features of Cooperative Banking in India & &

e The first Co-operative Societies Act was enact @;ederal ti .However, later
‘co-operation” subject was transferred to cial Gove tter the enactment
R

of this Act, many Cooperative Credit ere estab India.
¢ InIndia ‘Co-operation’ or ‘cooperatiqgs’ is Nn@¥% a provingi ect and the Constitution
provides that every state to have i% Cooperativ

¢ Co-operatives operating in morm ne state - ed by a Federal Act.
¢ States known to enact highl i¢tive coo a@aws to retain control, resulting in
politicization and bureaucr fon of coo I&a

S.

* Anyonya Cooperative ‘5@6 considere %e first cooperative bank in India.

¢ Except for Uttar ra@a d Bihar, ¢ ive societies have unlimited liabilities in all
other parts of the y.

* There are 31 W operative
e Cooperatiyge Bafks in In
Co-opera'gs - significa ers are in following sectors
1281 product@
r producti%
airy secto

@
e Agricul arketing, & Handlooms

n our country as on 31.03.2012.
hree tier level system

o Ba%& inance
Ruwp rative Banks for Short Term Loans
As n in the chart above, three main cooperative organizations provide short term credit
to rural sector. These are:
1. State Cooperative Banks (SCB)
2. District Central Cooperative Banks (DCCB)
3. Primary Agriculture Credit Societies (PACS)
Main features of these cooperative banks are:
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Long Term Credit by Cooperative Societies

e All Primary Cooperative Agriculture and Rural Development Banks (PCARDB) and
State Cooperative Agriculture and Rural Development Banks (SCARDB) provide long
term credit to members of the cooperative bank. These banks are also named as Land
Development Banks in many States.

* These banks provide short term, medium term and long term financial support to needed
members.

* Mostly these loans are given against the security of immovable property, mainly la®

¢ Common activities for which loans are given are reclamation of saline and alkali ds,
sinking of wells, other development works etc. °

* The repayment period is long, varying from 5 to 10 @more ingdederMing cases.

¢ The main purpose of such banks was to avoid far togotop oney lenders
who used to charge exorbitant rate of 1nteres x

URBAN CO-OPERATIVE BANKS (UCBS)
Important Features of UCBs

¢ The only self-reliant segment of tive Credit

* Evolved organically over a as self-hel @cﬁutions for people of small means
without any state support. &

* Brought under Control the Reserve Bank of India
in 1966 through an latlon A CS), section 5 (ccv), 1949.

¢ Urban banks con ubstantl ‘?e;rowth of informal sector
= 60% of 10 e ‘prioritys of the economy.
. 200 u ks out ccount for 80% of the resources.

852 e banks con in 5 states.
0 ted in We Southern parts of the Country - 85% of the banks being in

% regions.
aharasht te leading with 30% of total banks.

* Subjected to'acagunting & prudential exposure norms, just as commercial banks.

f payment system of the Country.

ed as better suited institutions to operate as credit delivery system for small
siness and entrepreneurs.

de by the co-operative principles like self help, equality, philanthropist, common
good of members and public at large,

¢ Follow principles of sound business for their sustainability.

Definition of Urban Cooperative Bank

Banking Regulation Act, section 5 (ccv), 1949 defines a urban cooperative bank as one:
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*  Which is not a primary agriculture cooperative society
* Isaprimary cooperative bank doing the business of banking,
* Having paid up capital at that point of time Rupees 1 lakh, amended from time to time.

* Lending is done to members only who are shareholders.

controls UCBs from the point of view of licensing, opening of branches, area of operations

* All Urban Cooperative Banks are dual controlled organizations. Reserve bank of India
all banking business norms like SLR, CRR, exposure norms, interest rate norms, busi@&

development norms etc. Another control is of State Registrar of Cooperatives which 1
into the audit aspect, management aspect, dispute settlement, liquidation etc.

¢ All Urban Cooperative Banks are also called Primary Urban Cooperative s @UCB).

¢ UCBs do all business as done by commercial banks ex t ones that ricted by
RBI from time to time and to the extent directed.

¢ Urban Cooperative Banks are classified as sch L@COOPGI‘ L@anks and non-

scheduled urban cooperative banks. Nori- sC uled co anks are normally
weak banks unable to meet capital requ ents of the R re not included in the
schedule of RBI.

e Non-scheduled Cooperatlve Banks ) are pem)ﬁh deposit money in scheduled
cooperative banks (SCB) subject @ conditions t SCB fulfill CRAR requirements
as well as net NPAs are les per cen e SLR and CRR limits have been
achieved.

e ACB (Audit Com at Board provide direction to the business
operations o nk and total audit related functions of the

bank.
Multi-state Co a;ve Act;
. Mult' te ooperatlv a Central Act passed in 2002. It covers whole of India as

Ig coopera& ties. This Act was enacted after amending the Act of 1984 in

A8 defined in t ction 2 (p) of the Multi State Cooperative Act, 2002, a society means
er@d as per the provisions of the Act.

¢ Inthe State Cooperative Act, it is laid down that disputes arising in the society
eard, arbitrated and decided by the Dispute Settlement Authority and NOT by
istrar of Societies. RBI has the powers to decide for winding up of a multi state

erative society and the Central Registrar has to follow the orders to wind up the
society.
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( PAST EXERCISE )

1. Money Laundering normally involves

(2) The cooperative banks are mostly

(a) placement of funds [BOB 2008] under the supervisory control of

b 1 . ¢ fund the Panchayats, which are not

(b) 'ayermg' o tunds professionally qualified to control s

(c) integration of funds institutions. é

(d) All of (a), (b) and (c) (3) Cooperative Banks do not get a@i lef

(¢) None of (a), (b.) and (¢) _ package from the Govi§Hencethey
2. One of the major challenges banking have anage their Xgn their

industry is facing these days is money oW %ces onl

laundering. Which of the following acts/ (@) (b)

norms are launched by the banks to prevent @)’ 3) &‘1 2) & (3)

money laundering in general? [BOB 2008] None of ’

(E) Ignolx(/\.f YOI;H C1113t.0m(z Norms > The workingggrotpset up by the RBI has

(b) Ban g Best ation Act suggested awinch of an Emergency Fund

(©) NegOtl‘:ﬂble Instrument Ac.t Facilit e for banks. This scheme will

(d) Narcotics and Psychotropic Substa hel of the following types of banks ?

Act [Allahabad Bank 2010]
(¢) None of these &’ublic Sector Banks
3. Which of the following sch€mes was

11 B
launched a few years bac t@vide wage z %(3) Small Banks

¢) Urban Cooperative Banks

employment to tl} u ople in In (d) Private Banks
(The programme is b run succes (e) Foreign Banks
in addition to N [BO 5

6. As per the reports published in various
journals and newspapers, the “small

(a) Indira A na
(b) Accele Rural W,
grathme

Ppply borrowers” in rural areas still prefer to take
@ informal route for their credit needs. Which
alseanitation L i p
C&R . of the following is the “informal route” of
poorna Grame ozgar Yojana

credit in the financial sector ?

adhan Mant m Sadak Yojana [Punjab & Sindh 2011]

tlae cooperative banks in

through a difficult phase (a) Credit cards

(b) Loan against gold from financial
institute
(c) Debit cards
(d) Money lender
(e) None of these
7. Micro credit or micro finance is a novel

as th, commercial banks today. What
rong with cooperative banks?
[RBI 2009]
(1) The cooperative banks disbursed credit
on the loans on demand mostly without
proper guarantees and documents.
Hence repayments were always at the
mercy of the borrowers and up to some
extent on good crops.

approach to banking with the poor. In this
approach, bank credit is extended to the
pooor through  [Corporation Bank 2011]
(a) Self Help Groups
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(b) Anganwadi
(c) Cooperative Credit Societies
(d) RBI
(e) None of these
8. Which of the following is the purpose of
introducing 'Know Your Customer' norms
by the banks?
(a) To bring more and more people under
the banking net

135
(b) Identifying people who do not pay

income tax
(c) To ensure that the money deposited in
banks has come from genuine sources
(d) Toensurewhether the money deposited
in the bank is of an India or a foreign

national &

(e) None of the above

5. (c)
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( PRACTICE EXERCISE )

1. Which of the following is not an organised Select the correct answer using the codes
sector in India? given below
(a) Nationalised Banks (a) OnlyI (b) Tand II
(b) Regional Rural Banks (¢) Tand Il (d) Iand III
(c) Cooperative Banks (e) All of these
(d) Chits and Money Lenders 7. Under the scheme of Co- oper@
(e) Industrial Bank Agricultural Credit developed
2. Banks recover term loan from the parties in the state Co-operative B ha
EMIs. What the letter ‘E” represents in the consideredesuch a vital link thate. @
term? ) (a) it }&glven agtat arable to
(a) Easy (b) Effective scheduled
(0) Equated. (d) Essential (b ertain p central
(e) Economical . ancing age Ve been treated as
3. Banks are required to provide loans to the its bran

priority sector upto a specified limit. Wha (¢) Both (a)

is the limit for public sector bank?
(a) 40% (b) 32% 6 (d) All of

0 0 (e) N ese
((3 2802 (d) 35% 8. Ce -operative Banks
4. The central co-operative banks rect ) py a crucial importance in the co-
touch with peratwe credit structure

) form an important link between the

(a) farmers .
State co-operative bank at the apex and

(b) state co-operatiye b

(c) land develop the primary agricultural credit societies
(d) Central Gov & at the base

are closer to the primary societies than

er
(e) None of th Q
5. The general to the 16 licies an Apex Bank could be one
ti Q

has (d) None of the above
(e) All of the above
nt the cr ystem inall 9. The State Co-operative Bank, being the

and proce
been to

of co-opera

Apex Bank at the state level
allow  only lgerm loans to the (a) operates as a balancing centre for the
armers extendifg beyond 20 years for movement of the resources in the entire
on land state
esearch and upgradation of (b) acts as the custodian of the surplus
ural inputs like seeds, manure, resources and the reserves of the central
ents etc. co-operative banks and supplements
( ovide a window for marketing of them by attracting sizeable deposits
gricultural produce and by obtaining loans from RBL
(e) Allof the above (c) provides the link between the RBI and
6. Co-operative banks in India are registered the money market on one hand and the
under . o entire co-operative credit structure, on
I. Banking Laws (Co-operative Societies) the other
Act, 1965. (d) All of the above

II. Banking Regulation Act, 1949.

None of the ab
IIl. Companies Act, 1956. (e) None of the above
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10.

11.

12.

13.

Which of the following year marked the
beginning of the history of agricultural co-
operative banks in India?

(@) 1904 (b) 1905
(c) 1906 (d) 1907
(e) 1908

Which of the following Co-operative Banks

is considered as the first Co-operative Bank

in India?

(a) Greater Bombay Co-operative Bank
Limited

(b) Abhyudaya Co-operative Bank Limited

(c) Ahmedabad Mercantile Co-operative
Bank Limited

(d) Amanath Co-operative Bank Limited

(e) Anyonya Co-operative Bank

According to the guidelines, the Reserve

Bank of India will consider proposals for

merger and amalgamation of urban co-

operative banks when
(a) the net worth of the acquired ba%

positive and the acquirer bank
to protect entire deposit
depositors of the acquired b

(b) the net worth of acq ank is
negative, but the acqu1§ank on its
own assures to osits of all
the depositors 0 1red ban

(c) the net wort e acquire
is negativ ? the acqu1 k
assures t tect the de 1 the
deposi ith f1nanc1al

the e Governme nded up

art of th of merger
of the above

The’earliest eff ts e direction of setting
up special @or gage banks were made

in
(a) Wi ngal when the first Co-operative
ortgage Bank was organised in
Parganas in 1884
n Punjab when the first Co-operative
Land Mortgage Bank was organised in
Jhang in 1920
(c) Orissa when the first Co-operative
Land Mortgage Bank was organised in
Jhang in 1834
(d) All of these
(e) None of these
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14. What are the co-operative banks at the
village level known as
(a) Central co-operative banks
(b) Primary agricultural co-operative
societies
(c) Village co-operative banks
(d) State co-operative banks
(e) None of the above
15. What was the objective of starting c
operative banking in India?
(a) To act as competitors to commegaia
banks

(b) To be solely for the agri¢ re gector
(c) Tost f help group

(d) To ace %
inglisenous banke
( @\e of the Q
-%}‘Y Co-opesati nks has their licenses
c

celled by
(a) Because
staff and management rift

(b) BecaL‘
% of labour unrest

to voluntary surrender by the

of the above
ich of the following is true about Co-
perative Banks?
(a) They are established under the Co-
operative Societies Act
(b) They have profit as their main motive
(c) All are scheduled banks
(d) All of the above
(e) None of the above
18. National Federation of Sate Co-operative
Banks
(a) provides a common forum to the
member banks
(b) promotes and protects the interests of
the member banks
(c) co-ordinate and liaison with
Government of India and RBI
(d) provide research and consultancy
inputs to the member banks
(e) All of the above
19. The RBI has prescribed that all SGBs should
maintain their SLRs in
(a) dated securities notified by RBI
(b) T-bills of Government of India
(c) state development loans
(d) All of the above
(e) None of the above
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20.

21.

Which of the following does not come under
the category of development banks?

Co-operative Banks in India

(d) All of the above
(e) None of the above

(a) Industrial Development Bank of India 22. A Central Co-operative Bank is generally

(b) Small Industries Development Bank of

India (a)
(¢) Industrial Investment Bank of India (b)
(d) State Finance Corporation (c)
(e) Export-Import Bank
Primary (Urban) Co-operative Banks (d)
(UCBs) have been permitted to close
unremunerative branches/extension

(a) the bank has not been placed under
any directions under Section 35A of the
Banking Regulation Act, 1949.

(b) the bank’s board should take the
decision of closing down the extension
counter/branch and the dec151on
should be properly minuted m
official record of proceedings of

Board Meeting.

(c) the bank should give pro to 24. T
all existing depositors/cli f the
branch through a press in local

leading newspapers_as through
a circular to @tltuent of t
branch, well in x\’

of the brandQ

SRS

Q
AN IS

11.
16.
21.

&

D,

headquartered at

an important town of the district
state capital
same place which is the headquarter of

the district

the place where from the Ce

Government is run

(e) All of the above
counters without the Reserve Bank’s prior 23. The weakest link in the co-
permission provided system is

farmers

é ANSWER KEY

(d) 2, (c) 3. (a)
(a) 7. (c) 8. (e)
(e) 12. (d) 13. (b)
(a) 17. (@) 18. (e)

) 22. ©) 23. (b)

14.
19.
24.

(b)
(d)
(b)
(d)
(b)

&edit

rati
o
% data on

rge number of

redit societies

) state co-operative banks
(c) land development banks
e of the cl (d) central government
(e) None of these

10.
15.
20.

1ple structure and
of various types of

(@)
(a)
(d)
(b)



Priority Sector Advances :
Origin

¢ Organized financial sector had very little share in the total rural credit despite governm

repeated emphasis on lending to needy sectors of the economy.

* During the meeting of National Credit Council (established by RBI) heldyin ]u 968

emphasis was laid on role of commercial banks in increqging their i mvo ef in the
financing of priority sectors, viz., agriculture and s le 1ndlstr1 then not
clearly defined).

* Priority sector was later formalized in 1972 (b he re nformal Study
Group on Statistics relating to advances t iority Sect wuted by the Reserve
Bank in May 1971.

¢ Based on the report, the Reserve Ba eda mod rn for reporting priority

sector advances and certain guideli ere issued in ection indicating the scope

of the items to be included unde ious cate of priority sector.

* No specific target was fixe iori cpor lendmg till 1974.

¢ First time in November 19 banks w 1sed a target of 33.33 per cent to be
achieved by March 197

¢ Inorder to boost the onomy w are in the economy was over 70 per cent at
that point of t1 ment intr certain scheme (s) to improve flow of credit

to these sectors hem wa ank Scheme.
LEAD BANK s LBS) %
. Lead heme is an i approach to rural development.
o ntroduced #9 (12" December) with a concept of area approach.

67, a Study up (Gadgil Study Group) established by National Credit Council,
ed by the %s ggested that commercial banks should be made responsible for
o

0 ticular district.

mmittee of Bankers (FKF Nariman) in 1969 to study the feasibility of
g asked to take responsibility of area development, recommended that all
institutions be made responsible for developing an area, i.e. district by involving

h banks which lead other banks in the area development were called Lead Banks.

OBJECTIVES OF LEAD BANK

Important objectives of LBS are:

* To pinpoint places which may be suitable for opening of branches and prepare a phased
programme for opening of branches.

* Increase credit facilities in the neglected area and sectors of economy.
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Priority Sector Advances : Origin

Finding out constraints coming in the way of development and propose remedial actions.

Take up schemes, which can help mobilization of deposits and promote investment by
local people.

Prepare projects / schemes to be financed by banks in the area (district).
Help in implementation of schemes by coordinating with concerned agencies (government

CRITERIA FOR ALLOTMENT OF AREA

or private).
Monitor progress and evaluate impact of schemes. &

Bank’s Resources and track record
Regional Orientation of banks

Contiguity or cluster approach ° ‘b\
Number of districts in the State and eligible Banks

ROLE & FUNCTIONS OF LEAD BANKS

Conduct impressionistic survey of the & &

Locate Growth Potential Areas.

Ascertain sectors or pockets that a%‘ly banked az o Robrly developed.
Ascertain credit gaps in the are

Liaison with different organ ag!

Formulate feasible, bank?l El proﬁtabla;&ﬂ

ation.

Prepare District Credit CP)
Ensure that DC oped to re employment as well as underemployment
n and als ve standard of living of people. Element of
eed is als ed to be made.
\TION
1980, it was etween Union Finance Minister and the Chief Executive

h, 1985.

sequently,@the basis of the recommendations of the Working Group on
implement?’or") Priority Sector Lending and the Twenty Point Economic Programme

of public& anks to increase limit of priority sector advances to 40% by

by Ban hnaswamy Committee Report: Chairman: Dr. K. S. Krishnaswamy), all
commécidf*banks were advised to achieve the target of priority sector lending at 40
pe&f aggregate bank advances by 1985.

gets were also specified for lending to agriculture and the weaker sections within

[ ]
$pr1or1ty sector
° nce then, there have been several changes in the scope of priority sector lending and

the targets and sub-targets applicable to various bank groups.

During all these years many changes have been made in the priority sector advances
scheme. Further Reserve Bank of India in August 2011 set up a Committee to re-examine
the existing classification and suggested revised guidelines with regard to Priority Sector
lending, its classification and related issues (Nair Committee Report) (Chairman: M V
Nair).
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CLASSIFICATION OF PRIORITY SECTORS

* The revised guidelines are operational with effect from July 20, 2012.
Various categories included under priority sector are:
(i) Agriculture - Direct Agriculture and Indirect Agriculture
(ii) Micro and Small Enterprises: manufacturing and service sector

(iii) Education
(iv) Housing :

(v) Export Credit

(vi) Others C)
AGRICULTURE ADVANCES x.
Direct Agriculture Advances: Production Credit and tment C ‘tb

i Groups (JLGs),
ata on such loans],

Y, animal husbandry,

Loans to individual farmers, including Self Help Grou
i.e. groups of individual farmers, provided ban
directly engaged in Agriculture and Allied A®ivities’viz., dair

poultry, bee-keeping and sericulture (up O coco@prstage) are
agriculture. In simple words loans given digectly to farme
purposes are called direct agriculture fina % {

INDIRECT AGRICULTURE FINA% &
¢ Loans given to corpora ers’ cooper% societies or firms or State Corporations

like State Electr1c1ty orporat1 e Rural Development Corporations etc.
for onward lendl dividual f ome under the category of indirect finance
to agriculture.

roductive and investment

ry AgriculfurayCredit Societies (PACS), Farmers” Service Societies
ersized A 1ti Purpose Societies (LAMPS) for onward lending to
rs come u is fategory.

@:IJSERWCE ENTERPRISES

terprises, the categorization has been done on the basis of: (i)
d (ii) service sector. These sectors of the economy have also been
tv@o categories, i.e.

DIR$INANCE TO MICRO/SMALL ENTERPRISES
Manufacturing Enterprises

¢ The Micro and Small enterprises engaged in the manufacture or production of goods to
any industry specified in the first schedule to the Industries (Development and regulation)
Act, 1951 and as notified by the Government from time to time. The manufacturing
enterprises are defined in terms of investment in plant and machinery.

Loans for food and agro processing
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¢ Loans for food and agro processing will be classified under Micro and Small Enterprises,
provided the units satisfy investments criteria prescribed for Micro and Small Enterprises,
as provided in MSMED Act, 2006.

SERVICE ENTERPRISES

* Bank loans up to 5 crore per unit to Micro and Small Enterprises engaged in providing
or rendering of services and defined in terms of investment in equipment under MSME]@

Act, 2006.

Indirect Finance dg?
* (i) Suppliers of inputs and marketing of outputs of artisans, village and COtt%. ries.
a

¢ (ii) Loans to cooperatives of producers in the decentraliZed, sector viz
and cottage industries.

artisans

¢ (iii) Loans sanctioned by banks to MFIs for on—le o0 MSE sec

¢ The limits for investment in plant and mac eg:: ipme acturmg / service
enterprise is the basis of classification a of such under priority sector
category. The investment limit is gl en bel@yy as per G t of India notification.
(as notified by Ministry of Micro Smalgnd Medlum ses vide, 5.0.1642(E) dated
September 9, 2006)

* Manufacturing Sector:
Investment in P1 achine &/
Micro Enterprises ‘b Rupees l’v%kh
Small Enterpriges o Rup eé&kh to 5 crore

e Service Sector

1n Equipnie
Micro E r es upees <10 lakh
prises pees 10 lakh to 2 crore

ED
sto 1r1d1v1 or educational purposes including vocational courses up to Rupees
10lakh fors Ind1a and Rupees 20 lakh for studies abroad are included in priority
sector a‘(@

Housing §
i\Loahs to individuals up to 25 lakh in metropolitan centres with population above ten
lakh and 15 lakh in other centres for purchase/construction of a dwelling unit per
family.

(ii) Loans for repairs to the damaged dwelling units of families up to 2 lakh in rural and
semi- urban areas and up to 5 lakh in urban and metropolitan areas.

(iii) Bank loans to any governmental agency for construction of dwelling units or for
slum clearance and rehabilitation of slum dwellers subject to a ceiling of 10 lakh per
dwelling unit.
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(iv) The loans sanctioned by banks for housing projects exclusively for the purpose of
construction of houses only to economically weaker sections and low income groups,
the total cost of which does not exceed 10 lakh per dwelling unit. For the purpose
of identifying the economically weaker sections and low income groups, the family
income limit of 1,20,000 per annum, irrespective of the location, is prescribed.

* Bankloans to Housing Finance Companies (HFCs), approved by NHB (National Housing
Bank) for their refinance, for on-lending for the purposes of purchase/construction/
reconstruction of individual dwelling units, subject to an aggregate loan limit of 10 la
per borrower.

* The eligibility under priority sector loans to HFCs is restricted to five percer@ e

individual bank’s total priority sector lending, on an ongoing basis. \.

EXPORT CREDIT A& ‘)
¢ Export Credit extended by foreign banks with lesan 0 branche@e reckoned for

priority sector target achievement.
* As regards the domestic banks and for. ba with 2@ an@d a e branches, export
credit is not a separate category under pri@kity sector.
CERTAIN DEFINITIONS 6 &
Definitions @

1. On-lending: Loans sanctio banks to ible intermediaries for onward lending
only for creation of prio‘n&ﬁctor assets. verage maturity of priority sector assets
thus created should m minous wi‘? urity of the bank loan.

2. Small and Mar% ers: FarmgrsWith landholding of up to 1 hectare are considered
as Marginal F. rs” Farmers aYeindholding of more than 1 hectare but less than 2
hectares arefofgidered a armers. For the purpose of priority sector loans ‘small
and ma@rmers’ inc landless agricultural labourers, tenant farmers, oral lessees

and ﬁ—c oppers, w, ar¢ of landholding is within above limits prescribed for

y d Margi@er”.
CAQDN OF Ag

Bank Credit in"lndéa (As prescribed in item No. VI of Form ‘A’ (Special Return as on March
31st) und n 42 (2) of the RBI Act, 1934. I

Bills @ounted with RBI and other approved Financial Institutions I

NetBank Credit (NBC)* III
(I-1I)

* For the purpose of priority sector only. Banks should not deduct / net any amount like
provisions, accrued interest, etc. from NBC.

Bonds/debentures in Non-SLR categories under HTM category + other investments eligible
to be treated as priority sector. I\Y%

ANBC (Adjusted Net Bank Credit) III+1V
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Non-convertible Debentures (or NCDs):

The debentures which can't be converted into shares or equities are called non-convertible
debentures (or NCDs). Debentures are long-term financial instruments which acknowledge
a debt obligation towards the issuer. Some debentures have a feature of convertibility into
shares after a certain point of time at the discretion of the owner. The debentures which can't
be converted into shares or equities are called non-convertible debentures (or NCDs).

COMMON GUIDELINES ON PRIORITY SECTORS &

Banks are required to comply with the following common guidelines for all categories of adval @
under the priority sector.

1. Rate of interest X.
The rates of interest on various categories of prioritygseSor loans.wi!‘b( per RBI
directives issued from time to time.

2. Service charges

No loan related and adhoc service charge, ion char Me levied on priority
sector loans up to 25,000. Ei
men

3. Receipt, Sanctlon/Re]ectlon/Dlsb egister

A register/ electronic record shou rnamtameﬂl_l e bank, wherein the date of
receipt, sanction/rejection /gi ent with r ereof, etc., should be recorded.
The register/electronic reco d be maN ble to all inspecting agencies.

ohs

4. Issue of Acknowledge-?}t oan App
0

Banks should prov1 wledgem oan applications received under priority

Financial Inc

sector loans.
FINANCIAL INCL; i:

The concep, inancial Incl as come up in 2008 when a Committee set up by Reserve
Ban on Finangj smn (Dr.C Rangara]an Committee, 2008) put forth the need
to the ambit king facilities/services those people who did not have or could
not aft@pe to have ac o the financial services. The Committee defined Financial Inclusion

needed by vul e groups such as weaker sections and low income groups at an affordable

cost”.
Cause ﬁlr Financial Inclusion

Theémany factors / causes that hindered the inclusion of poor into the ambit of financial
services. Among many two very important are:

as “The process oénw ing access to financial services and timely and adequate credit when

1. General mindset of the people that poor are non-bankable and are loss making
business activity.

2. Ingeneral the systems and procedures of the financial sector were not people friendly.
Banks were considered out of reach for poor people and considered an organization
of rich, by rich and for rich.
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Financial Exclusion

Financial exclusion has been defined as the inability to access necessary financial services in an
appropriate form by a section of the population. This includes lack of access to Bank accounts
like Credit, Savings, Protection against risk (insurance, pension), Debt assistance, Access to
advice or financial literacy, etc.

¢ Financially excluded persons are landless workers, marginal farmers, oral lessees, slum
dwellers mostly in urban areas, migrants, etc.

Reasons for Financial Exclusion

e Lack of Regular or substantial income, which makes many people not qualif for
bank loan. x.

J Financially excluded people are mostly daily wagers. bank lgea gaday’s
wage, in case loan is not given or asked to come ag

* Hassel - free financial assistance from local mon ers is si p r easier.

* Most banks needed collateral which disc poor peo e ank loan.

Innovative Steps taken for Financial c&/ K

* Public Private Partnership 1n1t1at1v rov1d1ng a bankmg services to people
Below Poverty Line (BPL) in In

¢ Encouraging and allowing ple too st savings bank account with any
balance, called as no frill ac

¢ Inreality it includes loa urance servi%nd much more

¢ Formation of Jo Groups
¢ Involving NGO& Civil Soc1 anizations etc. as intermediaries for onward

banking servi

e These 1nt iy ar1es used as Business Facilitators (BF) or Business
Corresp ts (BC) by ial Banks.
510n Busi Correspondents (BC)
ividuals/

The banks may en age followmg individuals/entities as BC.
) Individu

= retite ank employees teachers, government employees & ex-servicemen
] idual owners of kirana / medical /Fair Price shops, individual Public Call Office
P

é( ) operators
agents of Small Savings schemes of Government of India/Insurance Companies,
* individuals who own Petrol Pumps,

* authorized functionaries of well run Self Help Groups (SHGs) which are linked to
banks, any other individual including those operating Common Service Centres

(CSCs);
(i) NGOs/ MFIs set up under Societies/ Trust Acts and Section 25 Companies
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(iii) Cooperative Societies registered under Mutually Aided Cooperative Societies Acts/
Cooperative Societies Acts of States/Multi State Cooperative Societies Act;
(iv) Post Offices; and

(v) Companies registered under the Indian Companies Act, 1956 with large and
widespread retail outlets, excluding Non Banking Financial Companies (NBFCs).

What Business Correspondents can do?
The BC can help the bank in any one more of the following ways. Scope of activities may incl
(i) identification of borrowers;

of primary information/data; °
d advice

(i) collection and preliminary processing of loan applications 1nclud1T©1on

(iii) creating awareness about savings and other pr: and ed‘lca
on managing money and debt counselling;

(iv) processing and submission of apphcatlons

(v) promoting, nurturing and monitori lf elp Gr M; i iability Groups/
Credit Groups etc;

(vi) post-sanction monitoring;
(vii) follow-up for recovery,

(viii) disbursal of small va
(ix) recovery of pr1nc1palb 1on of 1nt
) cp
)

(x) collection of small osits
(xi) sale of micro i / mutual roducts / pension products/ other third
party pro @

(xii) receipt an ery of sma remittances/ other payment instruments.

undertakerby§he BCs would be within the normal course of the
bank’s bankihg usiness% ucted through the BCs at places other than the bank

Busi tators ) 50

° s may use diaries, such as:

(i) Non- ovﬁent Organizations

(i) M@ngnce Institutions set up under Societies/Trust Acts
(iii) s’ Club
i perative Societies other than Credit Cooperatives

v) Community based organizations

—~

vi) IT enabled rural outlets of Corporate entities (Information & Communication
Technology (ICT) Solutions)

(vii) Post Office

)

)

(x) Village Knowledge Centers

(viii) Insurance Agents

(ix) Well established and functioned Panchayats
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(xi) Agri-Clinics /Agri-business centers
(xii) Krishi Vigyan Kendras
(xiii) KVIC (Khadi Village Industries Commission)
(xiv) Individuals
Where individuals are engaged as Business Facilitators, adequate precautions need to be
taken and proper due diligence conducted.
What Business Facilitator can do?
* The facilitation services may include: C)o

(i) Identification of borrowers and fitment of activities;
\;ﬁtion of

(ii) collection and preliminary processing of loan applieations including vewifi
primary information/data Y E‘b

(iii) creating awareness about savings and other s and edu Wnd advice on
managing money and debt counselhng

(iv) processing and submission of appl UCBS
(v) promotion and nurturing Self He p oups / ]omt L li Groups;
(vi) post-sanction monitoring

(vii) monitoring and handholdi elp Gro mt Liability Groups / Credit
Groups / others; and

(viii) follow-up for recovery, &
e DIFFERENCE BETWEE ND BF IS@A LATTER (BF) DOES NOT HANDLE

CASH. ‘b{

KISAN CREDIT CARD g

¢ TheKisanC rd has emefige@as an innovative credit delivery mechanism to meet
the pro@ edit re ts of the farmers in a timely and hassle-free manner.
e TheK eme was star 1998 and during the last over 13 years of implementation,
man ediments eficountered by policy makers, implementing banks and the
n the im ation of the scheme.
RBI h @wmg guidelines
¢ From]u RCC Scheme is being implemented by Commercial Banks, RRBs (Regional

Rural nd Cooperatives.
Im tmg banks will have the discretion to adopt the same to suit institution /location
s e requirements.

ObJ ives of KCC
¢ Kisan Credit Card Scheme aims at providing adequate and timely credit support from
the banking system under a single window to the farmers.

* Purposes covered under the scheme are for cultivation and other investment needs as
indicated below:

(a) To meet the short term credit requirements for cultivation of crops
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(

b) Post-harvest expenses

)

(c) Produce Marketing loan

(d) Consumption requirements of farmer household
)

(e) Working capital for maintenance of farm assets and activities allied to agriculture, like
dairy animals, inland fishery etc.

(f) Investment credit requirement for agriculture and allied activities like pump sets, sprayers,
dairy animals etc.

Note: The aggregate of components a. to e. above will form the short term credit limit portion
the aggregate of components under f will form the medium /long term credit limit portion.

Who are Eligible Persons ? C)
(i) All Farmers — Individuals / Joint borrowers who are o cultivators ‘bx.

(ii) Tenant Farmers, Oral Lessees & Share Croppers ®

(iif) SHGs or Joint Liability Groups of Farmers inclu ehant farmers; e croppers etc.

TERMS AND CONDITIONS OF LENDING & &x

Rate of Interest (ROI)
e Rate of Interest will be linked to Bz%%ate and is left o@dmcretion of the banks.
Repayment Period @ Q/;

¢ Each withdrawal under the is 12 months Agithout the need to bring the debit balance
in the account to zero at nt of time. %\!1 drawal in the account should remain
outstanding for moregha months.

able within a period of 5 years depending on
e existing guidelines applicable for investment

¢ Financin
dependi the type of

e Thetermloanc isnormall
the type of activi investment
credit. §

kat their % may provide longer repayment period for term loan

tment.

Margi be decided b
Securi curity wi Iélicable as per RBI guidelines prescribed from time to time.
fer Scheme:

Under@he’scheme, Sr%and marginal farmers with landholdings of less than two hectares

can have their entige outstanding loans, till March 2007, waived. Farmers with holdings of over

two hectares vz@lggible for a one-time settlement rebate of 25% of their outstanding loans,
ition that the remaining 75% will be paid in three instalments by June 30,

st will be charged on the outstanding amount.

bitious loan waiver scheme for small farmers has been extended by nearly 20%,

an Rs 71,000 crore from the Rs 60,000 crore. Over 40 million indebted Indian farmers

un to get some financial relief since the massive loan waiver scheme for small and

marginal farmers officially came into effect.

POVERTY ALLEVIATION PROGRAMMES

What is Poverty?

Many people have defined poverty differently. Some say poverty is hunger, Poverty is lack of
shelter, poverty is poor health due to unhealthy conditions clinic facilities and lack of health



Priority Sector Advances : Origin 149

clinics etc. Some people are of the view that having not enough money to meet his/her minimum
living needs etc.
Causes of Poverty

Among the many causes forwarded by many experts, most common causes are:
1. Unemployment & underemployment

2. Population pressure

3. Unequal distribution of National Income

4. Selfish motives of some individuals o
Various Programmes/Schemes to eradicate Poverty C)

e National Rural Livelihood Mission (NRLM)

¢ Swarna Jayanti Shahari Rozgar Yojana (SJSRY) x
¢ Self Employment Scheme For Rehabilitation of Man@engers ]@
* Sampoorna Gram Rozgar Yojana (SGRY) &
¢ Prime Minister’s Rozgar Yojana (PMRY)
* Pradhan Mantri Gramodaya Yojana (P x
¢ National Rural Employment Guarante GA &
* Swarna Jayanti Gram Swarozgar
Village Grain Bank Scheme

Village Grain Bank scheme is being i ted sinc ber 2004 by the Department of
Food & Public Distribution. The s ms to he n@inalised food insecure households
who do not have sufficient resourc rchase ratj ring lean season or natural calamities.
Such households in need of f s can borrta:-nem from the village grain banks set up

within their villages to be s ntly returm e bank. Such banks can be set up in food
scarce areas like drou \@areas hota desert areas, tribal areas and the inaccessible
hilly areas which rem f because tWral calamities like flood etc. About 30—40 below
Poverty Line/ Anty nna Y les may form a grain bank. These villages are to

be identified / no the c State Government/Union Territories. Food grains are
loaned to BPL satther ond quintal per family under v1llage grain bank scheme.
So far (]anu ) the gov s sanctioned 21,751 village grain banks in 20 states to
provi rd agamst ion durmg the period of lean season or natural calamities.
MIC DIT AND FINANCE

Two words are n used are micro credit and micro finance. Micro Credit is distribution

of small amo Credlt (loans and advances) to poor people for their self and family

development! Flnance on the other hand means allowing poor to the basic financial

services @emng savings account, access to insurance products, credit etc. where amount
redit taken are for very small amounts.

deposi
@credit in simple words, can be described as providing small dose of credit along
with other financial services and developing thrift among poor people located in different place
like rural, semi-urban, and urban centers for raising their income levels and standard of living.
Grameen Bank of Bangladesh:

Dr. Muhammad Yunus is known throughout the world as a pioneer of the microcredit concept
that uses small loans made at affordable interest rates to transform the lives of impoverished
people, mostly women. The founder of the Grameen Bank in Bangladesh, Yunus and Grameen
were jointly awarded the Nobel Peace Prize in 2006.
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The YH Malegam Committee:

Since Reserve Bank of India (RBI) does not regulate the interest rates charged by Micro Finance
Institutions, the central bank has issued instructions on a Fair Practice Code to be adhered to
by all Non-Banking Financial Companies (NBFCs) in terms of which the NBFCs should not
charge exorbitant rates of interest and resort to undue harassment viz., persistently bothering
the borrowers at odd hours, use of muscle power for recovery of loans, etc. In this context,
the RBI had constituted a Sub-Committee Shri Y.H. Malegam which is currently working on
various issued of the Microfinance sector in the country. It will submit its report in 3 month
Apart from this, the Department of Financial Services is also mulling over to introduce the
Finance (Development & Regulation) Bill, 2010 after taking into account the views of

the Malegam Committee recommendations. ]&

Pre-requisites of Micro Credit/Financed 9 x
a

1. Hassel-free system of delivery of financial services, ns, msurx roducts etc.

along with least documentation and securlty (1es
i ent of @& funds should be
f1 ce activ

2. Expeditious sanctions of loans and quick
most important prerequisite of micro crgdi

Why Micro Credit /Finance

*  Micro creditis supposed to help peoy
to get financial services at his dogrs
and thrift among members 1

Self Help Groups (SHG)
Simple definition of a S oup isa Gro small to very small poor likeminded people

who come together to selves to ach1ev1ng their dreams of subs1stence living

with proper living co s Breakin
Self Help G HGs) re
The me an SHG fa@g similar problems.

They each other t helr problems.
o /SE mote s \@(g among their members. The savings are kept with the bank.

§iis the com in the name of the SHG.

roups of poor people.

° ¢ SHG gives 11 loans to its members from its common fund.
e After six thes, if the SHG satisfies the bank as per the checklist for quality, bank
can giv, to the SHG.
Self Hel p and Joint Liability Group (JLG)- Differences
JLG
Minimum15-20 members - Minimum 3-5 members
Meetings compulsory - Not necessary
Banks Loans available - Get loans from only MFI
Gets the benefits of - There is no such benefit

govt. scheme
Individual responsibility - Share responsibility and stand as guarantor for each other.
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Relevance to Bankers

* Very poor people can save small amounts. But slowly this amount may swell and can
be a big amount.

* Looking to the need and importance of banking with SHGs, even RBI and NABARD
have approved banks” dealing with such groups.

¢ RBI has classified loans to SHGs as priority sector lending.
* NABARD gives cent percent refinance to banks for loans to SHGs.
* All commercial banks, RRBs and cooperative banks have realised that SHGs are @

business. C)
* Lending to SHGs fulfil social commitment of banks also. \

FUNCTIONS OF SHG A& .
Size of the SHG 0 0
e The ideal size of an SHG is‘ 10 to 20 memb, s& %

¢ The group need not be registered. ‘ E &

Membership

¢ From one family, only one pers ecome a méMmber of a SHG. (More families can
join SHGs this way.)

¢ The group normally Consisézither only r&pr of only women. Mixed groups are

generally not preferred.

¢ Women’s groups ar ly found t rm better. (They are better in savings and
they usually en Pﬁer use of 1

e  Members sh the same nd financial background.

Common L1v tlons k
Members for SHGs ve following living/working conditions

Kucha h&f
ng no accegétoSefe drinking water

J aving no s niglatrine
e Those w@ve’ only one or no one employed in the family

* Presepte offlliterate adults in the family

e DPr of an alcoholic or drug addict in the family or a member suffering permanently
m prolonged illness

esence of children below five years in the family
¢ Family eating with difficulty two meals or less a day
* Scheduled Caste or Scheduled Tribe families

e Ifafamily has atleast four of the above 9 common living conditions, it can be considered
poor, and one member of that family can be encouraged to become a member of an SHG

¢ Also use locally important conditions to decide whether a family is poor.
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¢  Women / men from very poor households.

¢ Those who depend on moneylenders even for daily necessities.
* Those with a per capita income not exceeding Rs.250 per month.
¢ Those having dry land holding not exceeding 2.5 acres.

Classification of Advances to SHG
* Advances made to SHGs are classified under different categories (Direct Agriculture&

MSE) of Priority Sector Credit on the basis of main/predominant activity undert
by the group members out of the Bank loan.

¢ In all other cases, loans not exceeding Rs.50000/- per borrower provided throu G
will be classified under Micro Credit within Priority Sector. x.
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( PAST EXERCISE )

1. The Govt of India in general and the Banks (3) Providing insurance cover to each and
in particular are very much after ‘Financial every citizen so that he/she can live a
Inclusion’. a goal which both of them wish healthy and long life.
to achieve as early as possible. What is the (a) Only (1)
actual meaning of “Financial Inclusion”? (b) Only (2)

(1) Eachandeveryindividualabovetheage (d) Both (1) & (2) C)
of 21 years should have an employment

and/or independent source of income () All(1), (2) & (3) ) ®

enough for him/her to sustain. 4. The Wf)r sanctlon?m 0 crores
(2) It is a concept which envisages that to w the foll tes for its

maximum people in India should have P 0‘6 eviation Ppegr e?

access to banking services.

ijaya Bank 2008]
(3) Banking services should be provided Karnata x
only to those who have a valid and (b) Gujarat
legal source of income as Govt of Ipdia (c) Maha
wants each and every person in fhe (d) Utt ﬁesh

income tax net irrespective of the aﬁ) (e) of these

(@) Oofntlh eg)i Iilscgfns' @ 5 W the following is true about the
(b) Onliz, (2)is trEe tidhal Rural Employment Guarantee

(c) Only (3) is true ‘b' % . ) _ [BQI 2(_)08]
(d) All(1), (2) & (3) are ‘b 1) Itisapplicable onlyin 100 rural districts.
(e) None of these G (2) It gives a guaranteed employment of
2. Which of the folloWi organisw 100 days to all those who are eligible for
banks has done mendable the same and are also willing to take it.
the field of migf@-fifpance an arded (3) This act is applicable only for men
Nobel PriZ&‘ the past? between the age of 21-65. Women do
[Vija nl®2008] not get the benefit of the same.
(a a ank of Ban (@) Only (1)

(c) Only (3)
(d) WABARD (d) All(1),(2) & (3)

R %& (b) Only (2)

(e) None of thése @

3. Many a ti ead in newspapers about (e) _N one of these ) ) ]
‘FinancigKInfMision’. What does it really 6. Which of the following will be considered
mean@ up the correct statement(s))] as an advance to Priority Sector by the

[Vijaya Bank 2008] banks? [BOB 2008]
@OW the merger and acquisition of (a) Credit to farmers for agricultural
anks so that only few big banks exist purposes
and continue to cater to the need of (b) Loan to a group of doctors to establish a
corporrate sector. hospital in a city

(2) Expanding the network of banks in
such a way that people from lower
strata of society also get the benefit of
services provided by banks.

(¢) Loan to a sick mill owner

(d) Loans given to purchase houses in posh
colonies

(e) None of these
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7. Ineconomics it is generally believed that the
main objective of a Public sector financial
company like Bank is to .................

[IOB 2008]

(a) Employ more and more people.

(b) Maximize total profits.

(c) Maximize total production.

(d) Provide financial service to the people
of the nation of its origin across the
country.

(e) Sell the goods at subsidized cost.

Which of the following committees has

given its recommendations on “Financial

Inclusion”? [IOB 2008]

(a) Rakesh Mohan Committee

(b) Rangarajan Committee

(¢) Sinha Committee

(d) Kelkar Committee

(e) None of these

instant credit for various agric
purposes?

08]
(a) Kissan Credit Card
(b) Personal Loan
(c) Business loan
(d) ATM Card
(e) None of these
Which of the fo, 1
is specificall
help to chi

o‘b'

products pfia
ighed to proVid A
in their hig Q

foreign natio
Loan ) i

(e) None (ﬁ ®
Many ti e see in newspapers that

jects are launched by the Govt
on ‘PPP’ basis. What is the full
f ‘PPP’? [IOB 2008]
referential Payment Plan

(b) Public Private Partnership

(c) Partial Payment Project

(d) Popular Private Project

(e) Public Private Plan

Which amongst the following organizations
make major credit policies for the Regional
Rural Banks (RRBs)? [Nabard Bank 2009]

10. k

ancial

11.

12.

13.

. Which of the following products launched
by most of the banks helps farmers in gett;

14.

4

15.

16.

now th Uré
s' Creased
(@) Only (1)
(b) Only (2)
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(a) NABARD
(b) Asian Development Bank
(c) World Bank
(d) State Bank of India
(e) None of these
Which of the following is not true about the
National Rural Employment Guarantee Act
(NREGA)?
[Nabard Bank 200

(1) NREGA was enacted first to pr

job to rural people only but nowdpe

in urban areas can also avail Ehe jobs
under it.

(2) NREGANis applicable i Ns.tricts of
th now. @
3) @ initially p % 100 days job
T
1

days has been

() Only

(d) Al & (3)

(e) f these

W the following schemes is/are now

t of the National Rural Employment
rantee Act NREGA)? [Nabard Bank
009]
(1) Pradhan Mantri Gram Sadak Yojana
(2) National Food For Work Programme
(8) Sampoorna Grameen Rozgar Yojana
(a) Only (1)
(b) Only (2)
(c) Both (2) & (3)
(d) All(1), (2) & (3)
(e) None of these
Micro credit or micro finance is a novel
approach to banking with the poor. In this
approach bank credit is extended to the
poor through

[Nabard Bank 2009]
(a) Self Help Groups
(b) Anganwadis
(c) Cooperative Credit Societies
(d) Reserve Bank of India
(e) Small Industries Development Bank
The concept of micro finance was launched
in which of the following countries initially?

(Nabard Bank 2009)
(a) Bangladesh (b) India
(c) Egypt (d) Israel

(e) Sri Lanka
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17. The National Bank for Agriculture and

18.

19.

20.

21.

Rural Development (NABARD) gets some
amount of its funds from which of the
following organizations for its various
schemes?

[Nabard Bank 2009]
(1) World Bank
(2) Bank of America
(3) IDA
(a) Only (1)
(b) Only (2)
(¢) Only (3)
(d) All(1),(2) & (3)
(e) Only (1) & (3) both

The National Bank for Agriculture and
Rural Development (NABARD) was
established in the year

[Nabard Bank 2009
(a) 1970 (b) 1982
(c) 1977 (d) 1980
(e) 1975

Which of the following statement
TRUE about the activities of the NA
[Nabard ‘ﬁ 2009]

(1) NABARD has the re‘.@ bility to
inspect RRBs and C ve Banks.

(2) NABARD maffptai esearch
Development ;N promotere
in agriculturﬁ ral develo

(3) NABAR i

Com

(

995-96 proposed

the Creation of (RID NABARD, with a
corpus of ¥ @Wr.’What is the full form of

1), 2) & (3)

RIDE ? [Nabard Bank 2009]
dia Decoration Forum
and Industrial Development

ural Infrastructure Development
Fund

(d) Research and Industrial Development
Fund

(e) None of these

Which of the following statements about

the NABARD is/are TRUE?

[Nabard Bank 2009]

aa) Kisan Credit Card

1 ing of ning
idsign of India. 6 24.
(a) Onl (b) Only,
Bo m& @) O,

(1) NABARD has a dual role to play as
it is an apex body and a refinance
institution.

(2) NABARD services as a refinance
institution for all kinds of production
and investment credit to agriculture
and cottage and village industries.

(3) NABARD accepts short-term deposit,
from the public like any other ban
improve its capital base. 6

(a) Only (1)

(b) Only (2)

) & (3)
ational Bank

. ad Offi glpa
r Agricult % 1 Development
(NBARD)

[Nabard Bank 2009]
(a) New "Q (b) Hyderabad
(c) M (d) Lucknow
(e) f these
f the following is an easy way of
1ding credit to the farmer community?
[Nabard Bank 2009]

(b) Indira Vikas Patra

(c) National Saving Certificates

(d) Loan against gold

(e) None of these

Which of the following is true about the

“Village Grain Bank Scheme”?

[Andhara Bank 2009]

(1) The Scheme was launched to provide
safeguards against starvation during
the period of natural calamities or lean
season.

(2) The grain banks are set up in food-
scarce areas like drought-prone areas,
hot and cold desert areas, tribal areas
and inaccessible hilly areas.

(3) Village Panchayats, who were running
village grain banks earlier, are now not
authorised to run the same. Instead, the
authority is now given to NGOs and
SHGs in the village.

(a) Only (1) (b) Only (2)

(© Only(3)  (d) Only (1) & (2)

(e) AllL(1),(2) & (3)



25. Which of the following is/are the reasons
owing to which about 105 million new
people are added to the list of hungry
people and the total number of the same
has reached about 1 billion? [RBI 2009]
(1) Unprecedented increase in food prices,
particularly in poor nations

(2) Cutin the supply of foodgrains to poor
nations by many European countries

(3) Sudden increase in population of the
countries like Uganda, Ethiopia, Sudan
and Nabibia as many refugees have
taken shelter there.

(@) Only (1) (b) Only (2)

(©) Only (3)  (d) All(1),(2) & (3)

(e) None of these

26. Which of the following is/are true about
the Loan Waiver Scheme for the farmer
launched by the Govt of India recently?

[RBI
(1) The Govt has taken over the debt ofi
farmers and has made rei bur
to the banks.

(2) The Govt has identified low-
productivity districts farmers
would be eligible f mum loan

relief of ¥ 20

holdings were
(3) Andhra P
numb%( ci

(a) Only (

(d) All(
these
27. ional Rural ment Guarantee
ow known ich of the following

names? ° [SBI 2010]
(a) Indira @1 Rural Employment
Guarantee®Act
(b) R@ndhi Rural Employment
arantee Act

Eu
aharlal Nehru Rural Employment
uarantee Act

(d) Mahatma Gandhi Rural Employment
Guarantee Act
(e) None of these
28. Which of the following is/are true about
the National Rural Employment Guarantee
Act? [Punjab & Sindh 2010]

29.

(a) On

(c) O&Z

(e)@ 2) & (1)
30.

32.
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(1) The Actisnow known as Indira Gandhi
National Rural Employment Guarantee
Act.

(2) The Act is now applicable to all the
districts of the country.

(3) Minimum wage fixed under this Act is

now < 250 per day. &

(a) Only (1) (b) Only (2)

(c) Only (3) (d) All(1),(2) & (3)

(e) None of ‘these Q
The Workers under the Nation

Employment Guarantee Act age enc ged
to take thejr wages through dihd post
office age@u Thls Govt. is
to obt 1Ch of the ll g goal(s)?

ndlcate 2010]

ote B ss
To mini t practices.
To enco re and more people to
join N

(b) Only (2) & (3)
(d) All (1), (2) & (3)

st the currency quotes USD/JPY,
/Euro and USD/CAD, which one of
e following is referred as the base currency

for quotes ? [Punjab & Sindh 2011]
(a) USD (b) JPY
(¢) Euro (d) CAD

(e) None of these

. The approach of “‘Micro-Credit’ or ‘Banking

with the poor’ is comparatively a new
concept in the field of rural credit. This
approach has been tried very successfully in
which of the following countries ?

[Punjab & Sindh 2011]
(a) Bangladesh (b) India
(¢) China (d) Japan

(e) None of these
Many a time we read about the priority
sector in newspapers. Which of the
following is/are considered segment(s) of
Priority Sector in India?

[Punjab & Sindh 2011]
(1) Agriculture
(2) Small Scale Industry
(8) Textile Industry
(a) Only(1)  (b) Only (2)
(c) Only (3) (d) All(1),(2) & (3)
(e) None of these
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33.

34.

35.

36.

37.

The Government of India has launched a

number of poverty alleviation programmes.

This is done with the view that poverty is the

root cause of social insecurity. In addition

to that UNO has also launched Millennium

Development Goals to be achieved by 2015.

Which of the following is NOT one of those

goals ? [Punjab & Sindh 2011]

(a) Improve mental health

(b) Combat HIV/AIDS, Malaria

(c) Reduce marriageable age for males to

18 years
(d) Promote gender equality and empower
women

(e) Achieve universal primary education

As per the decision taken by the

Government of India, now the Natlona

Rural Employment Guarantee Act

extended to all the districts of Ind1a

means it will now be applicable to abou
[Corporatio n@ll]

(a) 200 districts (b) 300 distr%

(c) 400 districts (d) 500 di

(e) 600 districts

Which one of th fo@ng is a S —‘b
Employment Pro% for Edu

Unemployed Yo@
rporati 2011]
(a) Prime Minister’s Rozgar@
(b) Swaﬁyanti Sahakari r Yojana
Social A '@Programme
rn Jayanti G%&Narozgar Yojana
Ba

(e) ne of these
Nobel laureateMulgammed Yunus belongs
to which ﬁle following countries?
[Allahabad Bank 2011]

(@) S a  (b) Pakistan
(c aldives (d) Bangladesh

ne of these
Which of the following will set up core

banking infrastructure for rural banks?

[Allahabad Bank 2011]
(a) SIDBI (b) IBA
(c) RBI (d) SBI

(e) NABARD
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38. For which of the following reasons,
NABARD has set up joint liability groups
(JLG) of farmers? [Allahabad Bank 2011]
(a) Tofacilitate delivery of credit to farmers
(b) To facilitate better delivery of credit to
farmers through informal sources

(c) To facilitate better delivery of credit to
share croppers and those who do n
have their own land

(d) To facilitate better delivery of c (Q
farmers through Panchayats é)

(e) None of these

39. Loans ofsgorverysmall .givento

low-i oup pe e%known as

%ad Bank 2011]
@stment @

Micro C
Savmg 10afis

(d) Secure
(e) Cas t loans
40. Wth e following is the full form of

a used in the agriculture sector?

[Andhra Bank 2011]
isan Credit Card

) Kisan Credit Company
(c) Knowledge Credit Corporation
(d) Konkan Credit Corporation
(e) None of these
41. Which of the following is an employment-
creating programme of the Govt of India?
[Andhra Bank 2011]
(@) MNREGA (b) Bharat Nirman
(c) Kalpana-I (d) ASHA
(e) Swajaldhara
42. Which of the following schemes is related
exclusively to Financial Inclusion?
[Indian Overseas Bank 2011]
(a) Swawalamban
(b) Swadeshi
(c) Swabhiman
(d) SGSY
(e) None of these
43. Dr Muhammad Yunus is a resident of
[Corporation Bank 2011]
(a) India (b) Pakistan
(c) Bangladesh (d) USA
(e) UK
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44. Financial inclusion means provision of of which of the following concepts in the
[IBPS 2011] field of banking? [SBI Bank 2013]
(a) financial services, namely, payments, (a) Core Banking
remittances, savings, loans and (b) Micro Credit
insurence at affordable cost to persons (c) Retail Banking
not yet given the same. (d) Real Time Gross Settlement
(b) ration at affordable cost to persons not (e) Internet Banking
yet given the same. 48. RBI has released its guidelines for entr
(c) house at affordable cost to persons not new banks in the private sector in the m
yet given the same. of February 2013. One of the nor at
(d) food at affordable cost to persons not least a prescribed percentag ragches of
yet given the same. new bank{sheuld be set in afKed rural
(e) education at affordable cost to persons centre 1 a populg ‘@upto 9,999
not yet given the same. hat is th r‘X'ntage of such
45. The concept ofMicro Credit' essentially s pres e norms?
concentrates on [IBPS 2013 [SBI Bank 2013]
(a) consumption smoothening as nd (a) 10% ) 15%
when needed (c) 18% (d) 25%
(b) providing safe place to hold sav (e) T t an those given as options
(c) accepting deposits 49. W the following is/are the major
(d) provision of credit to the p% s the Govt has introduced in the
(e) facility to transfer mon aankmg sector? [BOM 2009]
46. A worldwide financial g network 1) Dismantling the complex system of
which exchanges 1ajetween ba interest rate controls
and financial in s is kno (2) Eliminating prior approval of the RBI
I for large loans
(a) CH AP ﬁWIFT ﬁ (3) Introduction of capital adequaney
(c) NEF ) SF norms and a few other prudential
norms
a) Only (1 b) Only (2
47. hammad Y e rece1p1ent of ((c; Onlilf 23; E d; All (yl; 22) & (3)
th ébel Peace P 6 is the exponent (e) None of these

'

1. % 2. @ 3 b)) 4 d ®) 6. (a)
7. 8. ®) 9. @ 10 (© 1. () 12. (a)
13&;) 4. (@© 15 (@ 16 (@ 17. (¢ 18 (b
9. Yo 200 (© 21 (@ 220 (© 23 (@ 24 ()
25, (@ 26 (4 27 (& 28. (b)) 29. (b) 30. (a)
3. (@ 32 (9 3. (0 34 (¢ 35 (@ 36 ()
3. (&) 38 (0 39. (b) 40. () 4. (@) 42 (@
3. (0 44 (@ 45 (A 46 () 4. (b 48 ()
49. (c)
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(

PRACTICE EXERCISE )

. What are the cooperative banks at th

. Refinance facility is provided by NABARD. 7. Which of the following is not a

Which institutions can avail this facility? recommendation of the Narsimham
(a) State cooperative banks Committee, 19917
(b) Regional rural banks (a) Reduction of CRR and SLR
(c) Commercial bank (b) Phasing out directed credit progra
(d) All of the above (c) Reduction of Capital Adequacy Raﬁ
(e) None of the above (d) Establishment of ARF Fund
RBI has sold its entire stake except 1% in (e) Autonomy of Public Sectg Ban
which of the following organisations? 8. Which of thg following ban Q. ntered
(a) DICGC capital in the wak rasimham
((b; ggg?RD Co ecommend
C
k d

(d) National Housing Bank an«

1ental merce
(e) None of the above ‘s

Bank of

village level known as? d) All of thy
(a) Central Cooperative Banks (e) None e‘above
(b) Primary Agricultural Cooperat1 9. The m Committee-Il was set-up

Societies some recommendations for im-
(c) Village Cooperative Banksb ent in the

(d) State Cooperative Bank fficlency and productivity of the
(e) None of the above % financial institution

The financial assist nc S of % 10000 (b) banking reform process

by a bank to Very a rrower wi (C) export of IT sector

called (d) fiscal reform process

(a) Business fi (e) None of the above

(b) Govern fitance . Which of the following organisations/
(c) Micro agencies works solely to monitor and

(d) Sm ance

arrange flow of agriculture credit in India?
(@) NABARD (b) SIDBI
iftee- I was set-up (c) RBI (d) SEBI
mendations for im- (e) None of these
11. Which of the following is not a scheduled
product1v1ty of the Commercial Bank?
(a) IDBI Bank (b) Axis Bank
reform process (c) HDFC Bank (d) NABARD
(e) Kodak Mahindra Bank
12. Which programme was instituted to help

f th .
one of the above the farmers across timely and adequently

Narsimham Committee recommended to

dit?
reduce SLR and CLR to credit: . .
(@) 25% and 3.5% respectively (a) Kissan Credit Card Yojna
(b) 24% and 3.5% respectively (b) MNREGA
(c) RSBY

(c) 25% and 3% respectively o )
(d) 20% and 5% respectively (d) Aam Admi Bima Yojna
(e) 25% and 5% respectively (e) All of the above
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13. The majority stake of subsidiaries of 20. Which of the following statements is

NABARD is held by incorrect about NBFCs?
(a) SBI (@) An NBFC cannot accept demand
(b) RRB deposits.
(c¢) RBI (b) These institutions trade in the capital
(d) Co-operative Bank market in a variety of assets and
(e) PNB liabilities.

14. Regional Rural Banks were set-up with (c) An NBFC can issue cheques drawn o
(a) Reserve Bank of India Act itself.
(b) Regional Rural Banks Act, 1976 (d) Deposit insurance facility of De
(c) NABARD Act Insurance and Credit @ ee
(d) HDFC Bank Act Corporation is not availdgle fo
(e) None of the above deposit@rs. X

15. Regional Rural Banks carry on normal (e) NB s brokqs le funds
banking business as defined in an is capa ntermediate
(a) Reserve Bank of India Act @v en th ulté& saver and the
(b) Banking Regulation Act, 1949 mate inge
(c) Regional Rural Bank Act, 1949 . workingfa P atlons of NBFCs are
(d) Companies Act, 1956 regulated by
(e) None of the above (a) SEBI

16. Regional Rural Banks are classified und (b)
(a) Land Developments Banks c e Mmlstry, Gol
(b) Co-operative Banks @
(c) Commercial Banks one of the above
(d) Public Sector Banks Narasimham Committee, 1991 has
(e) None of the above ‘b 1ven which of the following major

17. NABARD provide recommendahons”
(a) Scheduled com x nks I. Reduction in the SLR and CRR.
(b) Co-operativ II. Phasing out Directed Credit

(c) Regional rifka Programme.
(d) All of t@ve III. The determination of the interest rate
(e) Non the above should be on the grounds of market
ovides reﬁ“@ssistance for forces such as the demand for and the
otion of agn‘é supply of fund.
otion of sptall Seale industries IV. The actual numbers of public sector
(c) ottage and vil industries banks need to be reduced.
(d) All of theabov® V. Narrow banking concept where weak
(e) None ove banks will be allowed to place their
19. The basjc aim of Lead Bank Scheme is that funds only in short-term and risk free
(a) bi s should try to open offices in as.
ch district Select the correct answer using the codes
re should be stiff competition among given below:
he various nationalised banks (@) LIlandV  (b) LIII,IVand V
(c) individuals banks should adopt (¢) LI ITand V(d) II, II, IV and V
particular  districts for intensive (e) LI, Il and IV
development 23. An anna was equal to
(d) all the banks should make intensive (a) 4 paise (b) 16 paise
efforts to mobilise deposits (c) 50 paise (d) 100 paise

(e) None of the above (e) None of these
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24. All Regional Rural Banks (RRBs) are
required to maintain their entire Statutory
Liquidity Ratio (SLR) in
(a) government and other approved

securities

(b) current accounts with sponsor banks

(c) time deposits with sponsor banks

(d) gold holdings only

(e) All of the above

25. How many types of primary agricultural
credit societies are there in our country?

(a) Large-size societies which include
Rural Banks, Agricultural Banks and
credit unions

(b) Service co-operative

(c) Other small size societies

(d) All of the above

(e) None of the above

26. Which of the following could be considere
as an initiative towards promotion of
financial inclusion?

(a) Opening of no frills accounts

(b) Appointing business corresp
for servicing rural custome

(c) Opening of bank branches i

districts
(d) All of the above ‘b’
e
egeople to

(e) None of the ab

(a) access financ ets

(b) access credi ets

(c) learn f@l atters t

nked
27. Financial inclusion
(d) All of ¢ ove
(e) No the above
28. rominent level micro
apex organi &providing micro
cr ervices for éem in India is

(a) National Ceedit Fund for women
idhi Kosh

(e) Noneétof these
29. is not an innovation likely to explain
t igh repayment rates of Micro Credit

Programmes?

(a) Promising larger and larger loans for
borrowers in good standing

(b) Public repayments

(c) Strong competition between numerous
Micro Credit Programmes to reduce

4

interest rates
(d) Starting repayments before investments
are likely to have borne fruit
(e) None of the above
30. SHG Bank Linkage Programme, initially

launched by
(a) RBI (b) NABARD
(c) SBI (d) RRBs

(e) Finance Ministry
31. Recent initiatives for financial inclysi
India include

L. ‘no frill” account for retall'Qurpgse.
II. simpli YC (Know r

i ®
Counsellix@ﬂt (CCC)

ities.
extensio
Select the ¢ ct

given bel
(@ Ia (b) IIand III
(c) IV (d) Iand1V

) QAlJof these
32. rasimham Committee recommended to

uce SLR and CRR to
a) 25% and 3.5% respectively
(b) 24% and 3.5% respectively
(c) 25% and 3% respectively
(d) 20% and 5% respectively
(e) 25% and 5% respectively
33. Which of the following is incorrect about
Non-banking Financial Companies
(NBFCs)?
(a) NBFC cannot accept demand deposits
(b) NBEC is not a part of the payment and
settlement system
(c) NBFC canissue cheques drawn on itself
(d) NBFCS are fast emerging segment of
Indian financial system
(e) None of the above
34. What is the full form of ‘NBFC’ as used in
the financial sector?
(a) New Banking Finance Company
(b) National Banking and Finance
Corporation
(c) New Business Finance and Credit
(d) New-Business Fund Company
(e) None of the above

cards.
swer using the codes
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35. Base rate is the rate below which no bank
can allow their lending to anyone. Who
sets-up this ‘Base rate” for banks?

(a) Individual Banks” Board

(b) Ministry of Commerce

(c) Ministry of Finance

(d) RBI

(e) Interest Rate Commission of India

36. Why are interest rates charged by Micro
Finance Institutions (MFIs) higher than
lending rates of banks?

(a) MFIs are not allowed to source deposits
from public

(b) Banks have the benefit of cheaper funds

(c) MFIs borrow bulk of their funds from
banks

(d) MFIs borrow funds from banks at
high cost and also their administrativ.
expenses are more

(e) None of these

37. Which of the following is true?
(a) NBFCs can accept deposi

public

(b) NBFCs cannot offer depgsit
the public ‘&

(c) Deposits of N FC@ sured with
DICGC

osits fro

(d) NBFCs can ac
if they are @ed and, permittedby
RBI é
(e) None e
38. The N am Comﬁ was set-
[ est some hetommnendations for
ement in th
ficiency an&oductivity of the

(a)
financial inStitusion
(b) banki m process

(c) expartof IT sector
(d) fi orm process
(e)¢ None of these
39. of the following steps is taken for

financial inclusion in India?

(a) The expansion of network of co-
operative banks to provide credit to
agriculture and saving facilities in rural
areas

(b) Nationalisation of banks in 1969 and
expansion of branches

mes to

&
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(c) Creation of an elaborate framework of
priority sector lending with mandated
targets as part of a strategy to meet
the savings and credit needs of large
sections of the Indian population, who
had no access to institutional finance

(d) All of the above

(e) None of these

40. The financial assistance of loans of ¥ 10QQ0
by bank to a small borrower will be ca

(a) business finance C)

(b) government finance

(c) micro figance(d) small findtce®

() KYQinahce 5}
e& k was set-up

developm

41. Co-ope
S PN
BARD
RBI x
(c) SBI
(d) Centra rnment
(e) N ese
42. Kis &dit Cards are an effective way of
rea@iing” out to the farmers by the banks.
% assistance does the farmer receive in
15 way?

approved limit

(b) Short-term credit facility against value
of his crops

(c) Long-term credit is provided against
his land holdings

(d) Loan is permissible against crops sold,
but payment yet to be received by the
farmer

(e) None of these

43. Which of the following will set-up core
bank infrastructure for rural banks?

‘baa) Credit facility for crops etc against an

(a) SIDBI (b) IBA
(c) RBI (d) SBI
(e) NABARD

44. The Securitisation And Reconstruc-tion
of Financial Assets and Enforce-ment of
Security Interests Act (SARFAESI Act) at
present is not applicable to
(a) public sector banks
(b) financial institutes of the government
(c) private banks
(d) non-banking financial companies
(e) small and co-operative banks



Priority Sector Advances : Origin

45. Which of the following is an effort in the
direction of financial inclusion?
(a) Internet banking
(b) Anywhere banking
(c) Foreign currency accounts
(d) All of these
(e) None of these
46. Which of the following is incorrect about
the acceptance of deposits by the NBFCs?
(a) They are allowed to accept/renew
public deposits for a minimum period
of 12 months and maximum period of
60 months
(b) They cannot accept deposits repayable
on demand
(c¢) Theyshould have minimum investment
grade credit rating
(d) Their deposits are not insured

(e) The repayment of deposits by NBF%
guaranteed by RBI

St

47. Which of the following is/are t
of foreign banks?

I. Remitting money from ountry to
another country.
II. Discounting o Qﬂlls
III. Buying and se ld and sﬂv

IV. Helping d expo t tr,
Select the & answer usi the odes
g1venb
(a (b) na%
nd IV  (d) 111
( of these %
48. Which of the( follewing is introduced
® . .
by banl&o financial
inclusion?
(a) S}@s package
(b), Tnterntet banking
@siness correspondent
(d) Corporate banking

(e) None of the above
49. What is not a mechanisms that contributes
to the success of micro credits?
(a) Dynamic incentives
(b) Peer monitoring

increase
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(c) Regular repayment schedules
(d) Collaterals
(e) All of these
50. The index of financial inclusion has been

launched for the first time in 2008 by

51. The lead bank scheme for public s@&
banks does not cover ‘ : )
(a) metropolitan cities

(b) all stategand union terré\,fr o

(a) CII (b) FICCI
(c) NCAER (d) ICRIER
(e) IIFI

(c) ba distance®

(d) eas only ‘x
@ne of th Q
ancial i i )\G a programme of

the govern cover the maximum

populatio ank accounts. What is the
current ge?
(a) (b) 15%
(d) 65%
0/0
%‘ ill what amount are deposits of public in
NBFCs insured?
(a) ¥ 1lakh
(b) 50000

(c) Notinsured
(d) None of these
(e) All of these
. Which one of the following will set up core
banking infrastructure for rural banks?
(a) RBI (b) NABARD
(c) SIDBI (d) IBA
(e) None of these
55. On July 12, 1982, the ARDC was merged
into
(a) RBI
(b) NABARD
(c) EXIM Bank
(d) HDFC Bank
(e) None of these
56. In pursuance of the recommendations of
Narsimhan Committee, the RBI has framed
new guidelines
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13.
19.
25.
31.
37.
43.
49.
55.

(a) to govern entry of new private sector 57. Regional rural banks

Priority Sector Advances : Origin

banks to make the banking sector more I. have limited area of operation
competitive II. have free access to liberal refinance
(b) to reduce the freedom given to banks facilities from NABARD
to rationalize their existing branch III. are required to lend only to weaker
network sections
(c) to set up more foreign exchange banks (@) LI
(d) to lend more easily for industrial (b) 1L, III
development (c) L 1ILIII o
(e) None of these (d) LI

(e) None of these

@ 2 ® 3 &
(a) 8. (d) 9. (a) 1 )
(c) 14. (e) 15. (d)
(c) 20. (c) (b 22. (e) (a)
(e) 2. (d) & 29. (0
(e) 32. (a) 3% 34. 35. (a)
d 38  (b) (d) K( 1. (a)
(e) 4.  (d) ~ (e 47. (o)
‘& (©) 53. (c)

(d) 50. do 51. (a)
(b) 56. Q( 57. @

PR

12.
18.
24.
30.
36.
42,
48.
54.

(a)
(@)
(d)
(a)
(b)
(d)
(@)
(©
(b)



Non-performing Assets :
Important Points

Commercial banks and other Financial Institutions in India lend money to entrepreneurs &
others for generating interest income for itself as well as return of the principal amo .
However, such lending is for future income generation which depends of ungertainti€s in

performance, market demand and supply, and sometimes ad e economic con s. This
leads, sometimes, to a serious risk for lending institutions. Y ‘b

Since 1992 when reforms started, Banks have be ifying th xan assets into
various categories as per Reserve Bank of India’s gui from tj t@e. The definition

of performing and non-performing assets have’be oing aro n banking circles in
different ways, till RBI standardized its defini s follows. K

interest. However, non-performin #5 one whi topped yielding principal and/or
interest and is not paid by the bor for a peri days.

In simple words NPA is one ir@ch followi% res occur.
< Ul

¢ Installment of painci as remaine ue” for a specified period of time.
e  On balance she&, account wifidh sHows following additional features is an NPA.
g t&

DEFINITION §
A performing asset is one which yE ldﬁ I income i &s of repayment of principal and

* Interest m loan a ntPs past due.

C
= (Cas it/ overdraft decount remains “out of order”.

Bidgpurchased / disz is'unpaid or overdue.

ived in respect of any other account remains ‘past due’ for a

amount t
eriod of m? 90 days.

Related Definiti erms
(a) Out of O counts
Accoﬁreated as “out of order” if outstanding balance remains continuously in excess
ed limit or drawing power.

of the s

@rhere outstanding balance in principal operating account is less than the sanctioned
limit/d*awing power, and the credits in the account continuously for 90 days are not enough
to cover interest debited during the same period, such accounts are also treated as “Out of
Order Accounts”.

(b) Overdue Amount

Any amount due to the bank on any credit facility is “overdue” if it is not paid on due date
fixed by the bank.
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NARASIMHAM COMMITTEE RECOMMENDATIONS ON NPAS

* Purpose: The Committee recommended that banks should have greater consistency and
transparency in their published accounts (balance sheet, profit & loss account). Norms
have to be fixed for such transparency. RBI thus, initially fixed over 1 year (four quarters
in case of Cooperative banks) as period of NPA to be defined. However, this period has
been reduced in stages and at present it is 90 days.

* Inthe early stages of reforms and early guidelines of RBI, an asset was considered as NP@
on the basis of “past due” concept. Asset becomes past due if it remains outstan@

for 1 month (30 days) from the date it has become due. But in 31.3.2001 this concegt
discarded and new concept was introduced based on period. a)

ended that thwould be
crual qf in osted as
efiCy to the b %formance
hat reco ry be considered

* Policy of income recognition: The Committee reco
objective and record based recovery classification. Si
income in the books of accounts does not give trans
There, RBI directed banks from time to time to en;
on actual receipt basis and not on accrual

¢ RBI, based on the recommendations o 1ttee, di ks to classify assets
in different forms and for risks progiding isions. Th or the provisioning are
as follows:
*  On the basis of the classificati ssets.

* Based on the period for Whi e asset ned NPA.
* Availability of securit e realizab h&e thereof.

e From 31.3.2004, RBI mtré&d a conce é:t of order” where an asset will be called
an NPA, if prin al@mterest rem ig&rdue or outstanding for a period of 90 days
or more from tg%’ ned limit ulated drawing power in case of cash credit /
overdraft acc

Reasons of Sl %

. Most@ortant slippa or / ineffective monitoring especially in big accounts having
arge unts sa say over Rupees 10 lakh.

% adherence 4o t s & conditions laid down in sanction letter, etc.
oviding Eéjus%d and continuous excesses / adhoc sanctions without proper appraisal

of needs

e B toidentify early warning signals at the right time and take remedial measures.

. @ure in due diligence (especially new / taken over accounts).

. metimes external factors lead to account becoming NPA like poor economic growth,
demand and supply factors of the market, business failures, etc.

. Securi;es ve become obsolete and have never or rarely been inspected.

Asset Classification

As per Reserve Bank of India’s guidelines banks classify their loan assets in FOUR groups. It has
dispensed with the earlier classification based on eight “Health Codes”. The new classification is:
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1. Standard Asset: Standard asset is one which does not show or indicate any sign of
distress or problem with regard to recovery/repayment of dues. Normal banking risk (s) is/
are acceptable. Such assets are called Standard Assets.

2. Substandard Assets: With effect from March 31, 2001, a substandard asset was one, which

has remained NPA for a period not exceeding 18 months. However this was reduced further in
31.3.2005 to 12 months by RBI. Now this period is 90 days from the due date.

Characteristic critical features of such accounts are: &
* Sub-standard asset has general credit weaknesses.
* Itjeoparise the liquidation of debt. o
* Bank may incur some c)
= In such cases, current net-worth of the borrower/ antor or the Nﬁnarket

value of the security charged to bank is not enoq§ ﬁ&ﬁsure re.ov
3. Doubtful Assets: Starting from March 31, 2005, ould be d as doubtful
if it has remained in the substandard category for a f12 m

Other important features of such assets ar g

= Asset becomes NPA for more than onths ( w as 18 months before

31.05.2005).
* Liquidation of dues is highly 2 1 or 1mpro&e or highly questionable.

*  Security erosion at 50%€ over the pre year’s value.

4. Loss Assets: A loss asset is d ﬁ ere loss h identified by the bank or internal or
external auditors or the RBI ins@m but the am has not been written off wholly. Though
there may be some salvage main featu

* Loss identifi nk or by t nal auditor/ RBI or statutory auditors

= Amount wrltten

ma}$ mall /
Some speciabaspects of

i does not et worth of the borrower or guarantor.
% ears of interes d principal are paid by the borrower in the case of loan accounts
Assified as N account may be classified as ‘standard” accounts.

°
Gross and N@-performing Assets

Simply sp, g, Gross NPAs are the ones that show total figures of amount unrecovered
withou justment of provisions etc.

° NPA = Gross NPA — Provisions

there might be some salvage / recovery value,
e {less than even 10 % of outstanding)

Provisioning Norms
As per RBI guidelines, banks are required to provide provisions in their NPA accounts.

Loss making Asset

* Incase of loss making accounts, the provisioning shall be 100 per cent of the balance
outstanding.
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Doubtful Asset

* In case of doubtful assets, banks are required to provide with 100 per cent for the
portion of loan asset which is unsecured. However for secured portion of loan asset
under doubtful category, if an asset remains in doubtful category up to 1 year, then
provision shall be 20% of the balance outstanding and for 1 to 3 years, the provision
shall be 30%. Slowly the amount of provision in doubtful category is increased to 100
per cent, increasing every year. &

Sub-Standard
* In case of sub-standard category of assets, a general provision of 10 per cen r@
principal outstanding amount in the books is required. However, this 10% dges)not
include guarantee receivable from Deposit Insurance & Credit Guarante@{orgpration
and Export Credit Guarantee Corporation. ‘br

Provision for Standard Assets
*= A general standard provision of 0.25% or a 1sed by BI @1 ime to time is
applicable on all standard assets.

LEGAL MEASURES OF LOAN RECOVERY Q

Lok Adalats
* Lok adalat —deals cases up t /00 lacs &
*  Civil suits - It is like a c1 here att efore Judgment takes place.
= [tissuitable for cases as ary suits here isno security other than Demand

Promissory Note

=  Debt recover
lacs, DRT

= Securiti and R
Inte t 2002 (SA SI)
1 ention of CO C

0 VERY TRIB& - IMPORTANT FEATURES OF THE ACT
¢ of Debts d banks and Financial Institutions Act- RDDB&FI Act)

* The estdglishment of Debt Recovery Tribunals for recovery of bank and financial
instj dues was recommended by initially by Narasimham Committee followed
by Tiwari Committee.

= Recovery th ou nue Recove@ts as arrears of land revenue.
%{ nal (DRT) s where outstanding of for more than Rs.10.00

tion of Financial Assets and Enforcement of Security
rough attachment and sale of assets by Banks without
pter has been discussed elsewhere in details.

. ; ct got the approval (assent) of the President of India on 27.8.1993.

This Act was amended many times over the past 15 years. The period of amendments
are given below:

(i) The Recovery of Debts Due to banks and Financial Institutions (Amendment)
Act, 1995 (28 of 1995).

(ii)) The Recovery of Debts Due to banks and Financial Institutions (Amendment)
Act, 2000 (1 of 2000)
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* DRTs have been established mainly for providing a simple and summary procedure to
banks for recovery of their dues in accordance with the principle of natural justice. It acts as
a court of appeal for recovering of shortfall in dues which remain unpaid after exercising
banks right under other laws like SARFAESI, 2002. Third advantage of establishing DRTs
is to help banks seek recourse in it to recover unsecured dues of Rupees 10 lakh and above.

¢ Government of India has the powers to establish DRTs. It has the powers to establish one
or more Debt Recovery Appellate Tribunals (DRAT) by notification. &
Presiding Officer (PO), and one or more Recovery Officers beside by lean secretarial

¢ Composition of DRT: DRTs are having a small organizational structure with @
* Tenure of PO: The period for which Presiding Officer is appointed in DRT is fo@ars

from the date on which he starts his office. °
¢ Normally the Presiding Officer should be a person lifies t be@ ct Judge.
In case of DRAT, the Chairperson should qualify to ‘mber of In% gal Service
cer of DRT for

(experience minimum1-3 years),or Judge of Hig or Pre idi@
3 years. &
m i e

* The Proceeding of DRT and DRAT ar by (i) f natural justice, (ii)
rules of civil procedure code (section 22 ( CPC, 1908

* Thejurisdiction of DRTs is not depe t on the locatj harged property —movable
or immoveable, of defendant. Secti (1) of RD Act, 1993 provide that bank

may file an application to T al where d@\ nt resides at the time of making

application or carry on busi r where th& of action, wholly or partly arise.
e Fees: Rule 7(1) and 7(2) DDB & F 993 lays down the procedure of filing
application and feem eposited. e can be sent through crossed DD on a

nationalized baflgo ugh India Order favouring Registrar.
e The fee structux &
= Jfdebt &pees 01 is Rs.12,000/ =.
= If d%bove Rs.l% eq is Rs.12,000/= plus Rs.1000/= for every Rs.1 lakh of
delbtor part thereo t&maximum of Rs.1,50,000/=
view ap@ fee is 50% of fee paid.
&K 2
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( PAST EXERCISE )

1. The Banking Industry a few years back was
badly in the grip of Non-Performing Assets
(bad loans) for which the RBI and banks
took special measures. As per the latest
financial reports of the industry, what is the
status of NPAs at present? [OBC 2008]
(1) There are no NPAs now as not a single

loan of %5 lakhs and above is given by
the bank without proper paperwork.

(2) As reported in the first half of 2007 the
NPAs have again risen.

(3) Astheinterest rates are very high banks
are not providing loans to middle class
and poor general borrowers. Hence
NPAs in private and personal ban.
area are 'zero' where as in indus
credit sector NPAs are still at t
of 22 percent.

(a) Only (1) is correct

(b) Only (2) is correct

(c) Both (1) & (2) are CO

(d) Only (3)is Corre

(e) None of thes

2. As per the d aken b ovt of
India, all th ic Sector Ba will
be recapjtalisedt over the n y IS SO

maintain 1 Adequacy
AR) of ........... [UBI 2009]
) 12%

d)  22%

! [
(e) None c@
3. What is ull form of the term ‘NPA” as
used j ing environment?

[SBI 2010]
t Profitable Assets
(b) New Potential Accounts
(c) Non Performing Assets
(d) Net Performing Assets
(e) None of these
4. As a practice, all banks now deduct some
amount from their pre-tax income and

set aside in a separate account to create a
cushion for the loans which may go bad.
This is called ............. .

[Punjab & Sindh 2010

(a) CRR (b) SLR
(c) Provisioning (d) PLR o
5. Which of the following is @bhc

(e) None of these

Sector Uni#®y [Indian Oversgas 2011]
(a) HP ) Yes B(&
(C) (d)
I Bank
er thera th Five Year Plan,
ated un ent is to be reduced to
thh of t ing levels?
[Corporation Bank 2011]
(a) 9° (b) 6%
(d) 8%

@
& anking terminology, NPA means
[Corporation Bank 2011]
(a) No-Promise Account
(b) Non-Personal Account
(c) Non-Performing Asset
(d) Net Performing Asset
(e) New Promising Ambience
8. When there is a difference between all
receipts and expenditure of the Govt. of
India, both capital and revenue, it is called
. [IBPS 2012]
(a) Revenue Deficit
(b) Budgetary Deficit
(c) Zero Budgeting
(d) Trade Gap
(e) Balance of payment problem
9. A non-performing asset is .
[SBI Bank 2013]
(a) Money at call and short notice.
(b) An asset that ceases to generate income
(c) Cash balance in till
(d) Cash balance with RBI
(e) Balance with other banks
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10. Banks and other financial institutions in

India are required to maintain a certain
amount of liquid assets like cash, precious
metals and other short-term securities as a
reserve all the time. In Banking World this
is known as [SBI Bank 2011]
(a) CRR

(b) Fixed Asset

(c) SLR

(d) PLR

(e) None of these

(d) 2. (a) 3.
(e) 7. (c) 8
11 (e)

a

11. In a Poverty Pyramid index, which of the

following segments of population faces the
highest poverty risk ?
[Corporation Bank 2011]

(a) Formal Wage Employment
(b) Informal Self-Employment : Employers
(c) Regular Informal Wage Employment
(d) Informal Self Emloyment : Own

Account
(e) Casual Informal Wage Employ.

and Domestic Work \
o
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( PRACTICE EXERCISE )

1. Which of the following acts is specially the problem of non-performing assets in
launched to facilitate banks in recovery of banking system?
bad loans? (a) Companies Act
(a) RBI Act (b) Banking Regulation Act
(b) Banking Regulation Act (c) Foreign Exchange Management act
(c) Companies Act (d) Industrial Dispute Act o
(d) Income Tax Act (e) SARFASESI Act c)
(e) SARF AESI Act 6. Where is the headquarter of 3IDBI?
2. Non-performing assets are cause for serious (a) Varanasi (b) Luckno ®
concerns for banks. Why are these loans (c) Ne ey (d) I@lk
known as non-performing? (e) M
(a) Recovery of bank’s funds are difficult 7. Ba and  financi &HCES all over
(b) Interest on these accounts are not @'ld ar usually by the
charged etary ut of the land. Who
(c) Banks have to make provision for thes controls this Ct in India?
loans in their balance sheet (a) Mlms hance
(d) All of the above
(e) None of the above 6
3. The objectives of forming SHG.ig/a
I. to build mutual trust and 1dence
between the bankers and I poor ch bank in India has introduced vertical
people. ¢ z lr redit cards?
II. to encourage bank vities, both‘b (a) Kotak Bank (b) Yes Bank
on the thrift a credit 51de (c) HDFC Bank (d) ICICI Bank
a segment ulatlon t (e) SBI
formal fin, nst1tut10 9. BEF is the statement which banks submit to
find diffi to over. RBI relating to :
gto:
Il to me ¢ needs Of by (a) Transactions in US Dollars

gthe ﬂex1b111 1V1ty and ()

Importers who have not submitted
veness o rmal Credit p

documentary evidence for import

em with th th of technical . ) .
administée cipabﬂities and within stipulated time period
inancial regour®e? of the formal credit (c) Over due expprt bills
instituti ® (d) Non performing assets N
Select th ct answer using the codes (e) Excess overnight limit position of the
i bank
(b) Tand II 10 Which of the following is true about RBI's
(d) 1 and III decision regarding sick micro and small
of the above enterprises?

4. Which among the following is related to (@) These guide lines made on

bank risks? recommendations of the working
(a) Deposits  (b) Bank funds group chaired by Deputy Governor K.
(c¢) NPA (d) All of these C. Chakrabarty

(e) None of these (b) RBI has suggested that an MSE is

considered 'sick' when: any of the

5. Which of the following acts was framed X
borrowed amount of the enterprise

specially to deal more effectively with
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remains a non-performing asset (NPA)
for three months or more

(c) RBI also suggested if there is erosion in
the net worth due to accumulated losses
to the extent of 50 percent of its net
worth during the previous accounting
year

(d) The stipulation that the unit should
have been in commercial production
for at least two years has been removed.

(e) All the above true

11. Which among the following is called as non

performing assets?

(a) Assets that can exchange income;

(b) Assets that eases to earn interest income

(c) assets that have not been commented
upon by the auditors

(d) all the above

(e) none of the above

12. Which of the following does not perta to
non performance assets?

(a) Sub standard assets

3.

\' (d)

1. (e)
6.
11. (b) : ; )2

44
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(b) doubtful assets

(c) loss assets

(d) all the above

(e) standard assets

13. Which among the following defines a non

performing asset?

(a) In aloan account, the principal due has
not been paid for more than ninety day

(b) In a loan account, the interest due ha
not been paid for more than ninety Q

(c) Both (a) and (b) as mentioned a8

(d) Assets that have not beemcommiemted
upon by the bank audltox

above
committees

e ecogmtlon and

assific
gRangar tee
(b G01p0r1a

ommlttee,

(c) Narasj
(d) Janki committee
(e) of the above

. (c) 5. (e)
9. (b) 10. (b)
14. (c)



CHAPTER
1 1 Modern Aspects of Banking

C)o&
x.
Yrhe advmta@ TGS are:

IT BASED BANKING SERVICES

REAL TIME GROSS SETTLEMENT (RTGS)
The system of Real Time Gross Settlement started on 26 March

e Itis faster, real time on line settlement system of f
* Helps all scheduled banks to settle inter-bank nsactions of any

fund tgdhsf
amount.
* Banks can provide additional product ice toits cust& r faster fund transfer.
nsfert

e Itis safe and secure electronic fun
* Money transfer takes place from o k to anoth& eal time and on gross basis
¢ Real time payment transactign i§ 1ot subjected t(@
¢ There is no bunching with ther transact%

aiting period

¢ Minimum value of transa@tiofShould be ,000/=

¢ Customer can access, S facility en 9am to 4:00 pm on week days and 9am
to 12 noon on r

¢ Charges may j\th banks. H@m commonly charged fee is:
* Inward Outstation) Ren¥ittance Charges : NIL

= Loc ard : NIL

] mation Outwa
to 5 lak 25/- per transaction

bove 5 la K/ = 50/- per transaction

requires participating banks to hold a specific ‘settlement” with RBI. All
transactiogmov®ments have to be done electronically using fund in special account with
t of transaction is final and irrevocable.

ittance Charges

will increase viability of payment movement and funds ownership.

S

NA‘&L ELECTRONIC FUND TRANSFER (NEFT): IMPORTANT FEATURES

This scheme was launched in 2005, October. NEFT is the nationwide electronic fund transfer
system.

* NEFT is a system of funds transfer to enable account to account funds transfer without
involving physical movement of paper instruments, like cheques etc.

* This system was first recommended by Shere Committee set-up by RBI.
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* National Electronic Funds Transfer (NEFT) is electronic funds transfer system, which
facilitates transfer of funds to other bank accounts in over 63000 bank branches across
the country. This is a simple, secure, safe, fastest and cost effective way to transfer funds
especially for Retail remittances.

* The objective of RBI's NEFT system are (i) to facilitate an efficient, secure and economical
system of fund transfer, (ii) to make system reliable and expeditious for funds transfer
in banking sector, and (iii) to relieve the stress on existing paper based fund transfer and

cheque clearing system.
* NEFT is useful to banks in following ways:
* Funds are transferred on the same day across presently 4 metro cities and 1
transferred on next day in other cities.
* Helps transfer funds rather than only information. C)

* In all metros, settlement is thrice in a day. \.
* Banks can help customers to get inter-bank TT s@ ‘b’

L
PROCESSING INFORMATION BY RBI: SOME STEPS Q

* RBI centers process the files received fromall and u pective branches
of destination banks.

* Service branches process the file and p ranch level orffontaining beneficiary
details.

e Destination branches credit the am%to the benef{@ account.

NEFT FEE CHARGED BY BANK
Normally banks vary in their cha Following owes are a sample charges which some
banks charge.

(a) Inter Bank Fund Tran %eferred n %‘nen’c which settles transactions in batches.
(b) Inward Remittaace ges : NIL ‘Jf&
(¢) Outward Remim arges
() Uptol LQ
c

(i) Abov adfo 2 Lac4 5/- per Transaction
: 23/- per Transaction

' % Prvices avai &) customers in e-banking are:

Machine (ATM)
o
anking
nking
rbank Mobile Payment Service (IMPS)
ill Payment

8. ECS Service
9. NEFT / RTGS
10. Indo Nepal Remittance System
11. e Payment of Taxes
12. Merchant Acquiring Business (POS)
13. Cash Management Service
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AUTOMATED TELLER MACHINES (ATMS)

* ATMs are virtual banking system without human interaction.
* ATM machines can be installed at any suitable location for deposited and withdrawing
money.

* ATMs operate by a system of checking account holder authenticity and run on menu.
ATMs use Iris or other advanced scan system. PIN numbers (confidential) given to
customers are fed in ATMs. Advanced ATMs have finger print analysis system also

* ATM use is customer-friendly and is very simple. Customer inserts the ATM car, &
the ATM machine. ATM asks for customers PIN which he feeds, then he fee
amount needed and then presses the button for either deposit or withdraw

* Customers can get their balance in the account through ATM also a of the
day, all 7 days, 24 hours. Besides customer can get a account stat e rom the
ATM system. For customers, this is convenient, re any t1 g facility,
without additional cost.

* ATM card holders of say ‘A’ bank can also w1th ash up e rmt from other
banks” ATMs provided ‘A’ bank has th ernent Wi anks including the
specific amount that can be w1thdraw

¢ Further advancements have been king usa disabilities like the low
vision, illiterate and aged people. S stem came se in some banks from 2012
(June).

Limitations of ATMs m
1. Security: Unlike bank tell sdonot he person performing the transaction
to present their picture ification. %he person must only insert a bank card
and enter a per na fication nu% the bank card is stolen and the number
i asﬂy access the account.

46( harged surreptitious fees by their own banks for using other

transaction receives privacy, there is no such guarantee when using

person perf;
an ATM‘§
5. There, 1§ alSO limited withdrawal of cash.

Bio

Thﬁetric ATM has been introduced to safeguard customers from all the frauds and
unauthorized access to bank account.The introduction of Biometric ATMs is latest entrant in
the banking services. We all have seen and used traditional ATMs which accept our debit or
credit cards and we enter our PIN code and use banking services to deposit money, withdraw
cash, check balance, request for check books etc.

acy: Unlike?wks in which securlty guards and tellers are present to ensure the
a

As the technology evolves, it also brings some sort of risk with it. You might have read or
know about ATM frauds, duplication of ATM cards, ATM skimming, unauthorized withdrawal
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of money. You also might have seen people and groups of thieves involved in such crimes.
Banks and Bank regulator always try to bring and adopt technology which brings safety and
security to the customers.

How a Biometric ATM works

It works similar to traditional banks ATMs but it does not ask for a numeric password. Biometrics

ATMs have attached scanner or sensor where you put your finger or palm. Your finger print
acts like a password. Your finger print is then matched with the finger print stored in the ba

centralized database. If it matches you are authorized to get access to ATM and your acc@

ALTERNATIVE CHANNELS OF BANKING C)

Internet Banking \

¢ Customers can carry out banking activities from th rt of the1r office with
only click of a mouse.

¢ Using Internet Banking ID and passwor Qs can a e Bank accounts /
do transactions on-line 24x7 without a
her

* Access your Bank Account from an home OfflC the move through PC/
Laptop/I Pad with Internet connec
¢ For Individual Savings & Current nt holder orporate Cash Credit /Over
Draft /Current Account h g{
¢ Easy and secure way of Ba and bankm& done 24 x 7 days.
MOBILE BANKING
* A milestonein k eld provi fcbrus’comers a secure and convenient means of
banking and ¢ e from an anytlme
¢ Banks wishjifgpto¥provide m nkmg services shall seek prior one time approval
from Res Bank of In mshmg full details of the proposal.
¢ Customer®an do followi ihg business on mobile phones:
@ms’cruetlon it his account to issue demand draft.
nquire balan account and transaction details (history of last few transactions).
Can issue s ayment instructions and enquire for bills and outward clearing.

=  Ask foron demand account statement, and

Funds Transfer

Loan account information
=  ATM locator.

Use of mobile phone is simple: customer applies for mobile phone banking facility. After
approval data is fed in the system; customer is given a PIN; customer connects to telephone
number, system will play a voice menu and the list of number of services offered are voiced;
customer to only follow voice menu to avail the required services.
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SMS BANKING

* Provides instant notification about the transactions as and when it happens. It helps to
keep a watch on account round the clock.

¢ Every debit or credit in your account over a limit desired by you is intimated by SMS.

* Helps to detect unauthorized access to the account.

CORE BANKING SOLUTIONS (CBS) &
* Core banking Solution is the centralized banking platform where total bank’s operat@

are controlled and run from a centralized hub. CBS means application of co
technology to various banking functions.

* (CBSintroduction has proved advantageous to banks in various ways viz. (1 ]‘ng has
become single window in nearly all banks having CBS (ii) it 1s an tomany
MIS problems of banks from audits and controls., (ii e opera nk can be

run from centralized hub, and (iv) new products ag ices can bﬁ)J d quickly, etc.

¢ (CBS system works through centralized c st
customer information all over the count

siness plan and

tabase;
kept in %
¢ Through CBS system customers are equa enefltted ind ways. Customer is no

more bound at one place where ac t exists. He/she with CBS to access his/
her account from any station/city. mer has si d hassel free, accurate and
quick banking in place. Blggest ge to cust is that he/she can do banking 24
hours by any e-banking se % 1lable Wlth t k.

CREDIT CARDS- SALIENT FEfb
e [tisa plastic card wi Ooprocessor mbedded on one side and magnetic stripe

on the other.
¢ In simple wordsyi a plast1c ntains the name of account holder along with

t number.
e’normally lid for 5 to 10 years, varying from bank to bank.

Basic featufes of credit ca e:@redit card offers lot of information, along with many
lt cur1ty featu@,ormal credit card is made of three distinct layers of PVC core

Wwhite plasti iched between two clear laminate layers; modern credit card
arries pho of the holder; and on the front of the card is the optical character

ognition line R), valid date line and name of the bank. On the backside, features
contain seryice and lost/stolen directions as well as magnetic stripe and signature panel
for card
DIFFER ETWEEN DEBIT CARD AND CREDIT CARD
. it of personal account in debit card is instantaneous, the moment card holder enters

i to transaction.
* Debit card is introduced for Electronic Fund Transfer at Point of Sale (EFTPOS) system.

* In credit card, a delay between the time of purchase and the time that funds are debited to
the account is large and varies.

¢ Credit cards are being used by people by paying the whole balance at the end of the
month either through internet banking transfer, mobile banking transfer or through
cheque payment.
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What's Plastic money ?

Plastic money is a term that is used predominantly in reference to the hard plastic cards we use
everyday in place of actual bank notes. They can come in many different forms such as cash
cards, credit cards, debit cards, pre-paid cash cards and store cards.

RBINET
¢ RBINET helps commercial banks in following ways: &
* Commercial banks can have access to format messaging and file transfers avai
on BANK NET network.
* Information sharing among banks and within different offices of banks is ble
through it. [

* Communication of important instructions / dire containgd !@ circulars,
policy guidelines etc. can be simultaneously ma ilable to a .
BANKNET Q o
¢ Banknet is a sophisticated packet ( ing” systems an®linig) where electronic
authorization of national and intergationaf§wansactions dled.
* (learing and settlement between c olders, merc @nd their respective issuers
and acquirers is handled.

* Local currency settlements i donesia,ﬁgs}a, USA etc. could be handled easily.

e Telecommunication netw carried o r BANKNET to clear and settle all
international and local %r Card transaéws that are not on us.
n

¢ Transfer of informatj y given d% ion.
e BANKNET has% e of spee ibility, member-to-member processing capability

in electronic i ing system, a ling members to transmit electronically images
of sales sliEs trievalge us avoiding exchange of papers.
Automate active voicé& se system (AIVR)

Autg ractive vpj onse systemis a technology that allows a computer to interact
wi s through the'ge pf voice and DTMF tones input via keypad. In telecommunications,
IVR a s customer interact with a company’s host system via a telephone keypad or
by speéch recognifion, after which they can service their own inquiries by following the IVR
dialogue.IVR s s can respond with pre-recorded or dynamically generated audio to further
direct users to proceed. IVR applications can be used to control almost any function
rface can be broken down into a series of simple interactions. IVR systems
e network are sized to handle large call volumes.

WIFT' ?

SWIFT the Society for Worldwide Interbank Financial Telecommunication is a member-owned
cooperative that provides safe and secure financial transactions for its members. Established
in 1973, the Society for Worldwide Interbank Financial Telecommunication (SWIFT) uses a
standardized proprietary communications platform to facilitate the transmission of information
about financial transactions. This information, including payment instructions, is securely
exchanged between financial institutions.
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( PAST EXERCISE )

1. Many a time we read in newspaper about 5. A lot of Banks in India these days are

the benefits of National Electronic Funds offering M-Banking Facility to their
Transfer (NEFT), a dlivery service launched customers. What is the full form of ‘M’ in
by the bank. Why do banks advocate for ‘M-Banking'? [BOB 2008]
such delivery channels? [OBC 2008] (a) Money (b) Marginal
(1) It is a system in which no physical (c) Message (d) Mutual Fund

transfer takes place, hence risk is very (e) Mobile Phone

low. . 6. Which of the followmg is the 11 1t 10n
(2) In this system banks are not required of the ATMs owing to w

to transfer any money actually to the required togisit branches of th

account of the customer. Only book OB 2008]

adjustment is done. Hence actual fund ) It t accept (?

is not needed. (2) a hrmte dlsbursement

(3) This facility is available to anybody at c1t

any place. Even having a bank account
is not at all necessary. b, Ig)arlcil; c(){) fgfcﬁ %)
a) Only (1) is correct
gbg Onlgl, EZ; is correct (c) Only (3 All (1), (2) & (3)
(c) Only (3) is correct (e) None ese are limitations
(d) Both (1) & (2) are correct . As we gt , more and more countries/
(e) All (1), (2) & (3) are correct org ns are NOW going for Non-Cash
2. Many times we see banks e _" Trepdagtions and accordingly Banks have
anywhere Banking: Anytime ing" ed many new products in the market

launched by banks make ssible for roducts is a non-cash transaction

Which of the following prgz cilities G‘ the same. Which of the following

the customers to avail services 24 product? [UBI 2009]
hours all seven da [OBC 20 (a) Only ATM Card
(1) ATM (b) Only Credit Card
(2) Internet Ban (c) Only Prepaid Card
(3) Universal cl e ook (d) Only Debit Card
Only ( (e) All are non-cash transaction products.
) d) Only (3 8. As per the news published in major
3 ) & (3) / newspapers journals hence forth the Credit
: 3 : in ewspapers Card holders will be able to access their
jies, some ba e decided to credit card information though automated
; s that fraudulent interactive voice response system over
witgllrawals can evented. Biometric the phone instead of speaking to the staff.
ATMs will be aBle g9 do so as it ‘[51(1)58 é};%c(%;s] This decision of the banks/credit card
(1) signa f the card holders. companies will pr?g(ii)oration Bank 2009]
%g fin o H&iso(}ftjlcrl}:eec;ildhho?hiergs. (1) an additional hurdle to the customers
' as people feel comfortable in talking to
(a)enly (1) (& Only (2) the staff instead of talking to a machine
(e 111(yl§,322) & ((33) Both (2) & (3) (2) an additional security to the customers
4. Which of the following is known as Plastic as this does not allow any staff to
money? [Vijaya Bank 2008] handle any transaction directly. .
(1) Demand Draft  (2) Credit Card (3) Some comfort to the .banks as they will
(3) Debit Card be able to reduce their staff strength.
() Only (1) (b) Only (2) (a) Only (1) (b) Only (2)
(c) Only (3) (d) Both (2) & (3) (c) Only (3) (d) AlL(1),(2) & (3)

(e) All(1),(2) & (3) (e) Only (1) & (3)
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9. As per the notification issued by the banks,
the “third party ATM usage” will now be
restricted to certain withdrawals and limits
only. What does it really mean?

[Indian Bank 2010]

(1) The ATM cardholders will not be able
to withdraw from other banks” ATMs
under any circumstances.

(2) Customers of one bank may be able to
withdraw only a limited amount from
other banks” ATMs.

(3) ATM card holders will have to pay a
fee if they withdraw money from other
banks” ATMs frequently.

(@) Only(1)  (b) Only (2)

(© Only(3  (d) Only ()& (3)

(e) Only (1) & (3)

10. Which of the following is an innovative
mechanism adopted by banks to meet the
targets fixed for lending to priority sec
by the Banks? [Corporation Bank 2

(a) Buying & Selling of Priosit @or
Lending Certification
(b) Sale of Kisan Vikas Patra %

(c) Inter Bank Part1c1patlon%ﬁcates

(d) Adoption of C lution

(e) None of These x
11. As we all have n anks thes
are giving mor asis on “Bra ch Ss
Banking”. @d es thls ly ean?
010]

(1) Ban ill not hav y branches
to be in od old days.
ad the n f branches will

¥ restricted a ill conduct only a

specified basiness.

(2) Banks launch/operate many
deliy channels like ATMs, Mobile
B /Internet Banking etc so that

oplé are not required to visit a branch
their usual banking needs.

(8) This means banks will issue only debit
or credit cards for all types of day-to-
day financial transactions. Cheques/
cash payments will not be allowed.

(@) Only (1)  (b) Only (2)

(c) Only (1)& (2) (d) Only (2) & (3)

(e) AlL(1),(2) & (3)

12. Many times we read a term CBS used
in banking operation. What is the full
form of the letter ‘C’ in the term ‘CBS?

[Corporation Bank 2011]
(a) Core (b) Credit
(c) Continuous (d) Complete

(e) None of these
13. Which of the following terms is NOT use
in banking?

[Allahabad BaanQ

(a) Debit Card (b) Credit Card
(c) Kisan Card (d) ELISA ®

(e) Non se
14. Expan rm SWIF ‘b
S’ad Bank 2011]
ety for Internahonal Fi-
anc1a1 mcatlons
(b) Soc1ety ldwide Interbank Fi-
nanc1 mmunication
(c) Soci Worldw1de International Fi-

Transfers

cjety for Worldwide Interbank Fiscal

one of these

1ch of the following is known as Plastic

oney7

[Indian Overseas Bank 2011]

(l) Demand Draft
(2) Credit Card
(3) Debit Card
(a) Only (1)  (b) Only (2)
(c) Only (3) (d) Both (2) and (3)
(e) All(1), (2)and (3)

16. Many times we read a term CBS used is
banking operations. What is the full form of
the letter C in the term ‘CBS’?

[Indian Overseas Bank 2011]
(a) Complete (b) Credit
(¢) Continuous (d) Core
(e) None of these

17. The full form of PIN in the parlance of an

ATM card is
[Corporation Bank 2011]
(a) Permanent Information Number
(b) Personal Identification Number
(c) Professional Identification Number
(d) Permanent Identification Number
(e) Personal Index Number
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18. NEFT means [IBPS 2011] 21. A centralised database with online
(a) National Electronic Funds Transfer connectivity to branches, Internet as well
system as ATM network which has been adopted
(b) Negotiated Efficient Fund Transfer by almost all major banks of our country is
System known as? [IBPS 2011]
(c) National Efficient Fund Transfer (a) Investment banking
Solution (b) Core banking
(d) Non Effective Fund Transfer System (c) Mobile banking
(e) Negotiated Electronic Foreign Transfer (d) National banking
system (e) Specialised banking
19. A centralized database with online 22. In which of the following fund ¢ @
connectivity to branches, Internet as well mechanisms, can funds be moved f@m\e
as ATM network which has been adopted bank to another and where transdction
by almost all major banks of our country is is settled jfstantly without ber unched
known as [IBPS 2011] with a er transaction? PS 2012]
(a) investment banking (@) (b) E&
(b) core banking (c d) %
(c) mobile banking
(d) national banking gank's 'fix osit is also referred to as
(e) specialised banking a [IBPS 2013]
20. A lojc of Banks 1n India fd}ese day e (a) term 'Q"'
offering M-Bank.lng Facility to ) t (b) sa k deposit
customers. What is the full form of © t deposit
‘M-Banking'? 0o 20p8] ol
(a) Money (b) Marginal o/ anc aepost :
(c) Message (d) Mutual F ome savings deposit
(e) Mobile Phone %

6. () .® () 8. () 9. () 10. (d)

11. (e) 2. (a) 13. d) 14. (a) 15. (d)
16. @ 17. (b) 18. (a) 19. (b) 20. (e)
21. 22. (a) 23. (a)

1. d) : 2.% ©) 3. (b) 4. d) 5. (e)
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( PRACTICE EXERCISE )

1. A ‘Debit Card’ is issued by a bank to 6. As we have noticed, banks these days
(a) all customers of a bank are giving more emphasis on ‘Branchless
(b) all customers having savings bank Banking’. What does this really mean?

account with a bank I. Banks will not have many branch
(c) all customers having loan account with as used to be in the good old

a bank o Instead, the number of branch d@
(d) a bank customer who is income tax be restricted and will conducfonly

assesee specified” core business!
(e) all corporate salary account holder I Banks {1 launch/ope man

2. Which of the following is the limitation , w
of the ATMs owing to which people are @‘ . s, Mobile
required to visit branches of the bank? g/Internet 2 g etc, so that

L. It does not accept deposits. ‘ ple are to visita branch
II. It has a limited cash disbursement & or their ng needs

capacity. This me% will issue only debit
III. Lack of human interface. or cred for all types of day-to-
Select the correct answer using the co y Q ial transactions. Cheques/
given below: pa yments will not be allowed.
(@) Onlyl (b) Only IT Sel t correct answer using the codes
(c) Only III (d) I, I and V elow
(e) None of these nly I (b) Only II
3. Real time gross settlement ) Tand II (d) 1and III

(a) the customers (e) All of these

((13 gfsgf‘?ek; ank of 9 7 A—card stores and provides indentification
(d) Both (a) and Q authentication, data storage and application

processing applications

4. ingbanksh oRed the (a) DebitCard (b) Smart Card
‘Cash Factor uednow (c) CreditCard (d) ATM Card
ssue curren s to all its (e) None of these
d ATM inythat@gea? 8. Which of the following is known as Plastic
& Money?
Bdnk of Barod I. Demand Draft
(c) ‘State Bank «f Indfa II. Credit Card
(d) Union#f ndia III. Debit Card
(e) Non se ) Select the correct answer using the codes
5. Aswe ow, more and more countries/ given below
org ons are now going for non- (@) OnlyT (b) Only IT

ransactions and accordingly banks
aunched many new products in the
market for the same. Which of the following
products is a non-cash transaction product?

(c) Only III (d) Both Il and III
(e) All of the above
9. Many times we read a term CBS used in

(a) Only ATM Card banking operations. What is the full form of
(b) Only Credit Card the letter C in the term ‘CBS’?

(c) Only Prepaid Card (a) Complete (b) Credit

(d) Only Debit Card (¢) Continuous (d) Core

(e) All are non-cash transaction products (e) None of these
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10.

11.

12.

13.

14.

15

16.

Which of the following is a leading electronic
payment technology firm? (The logo of the
firm can be seen printed on credit cards/
ATM centres etc.

(a) Visa (b) Max
(c) BSE (d) Sensex
(e) SWAP

To use smart cards/debit cards/credit
cards for the purchase of an item or for
payment of a service at a merchant’s store,
the card has to be swiped in a terminal
known as

(a) point of sale terminal

(b) real time terminal

(c) shopping terminal

(d) All of the above

(e) None of the above

Lot of banks in India these days, are offering
M-Banking facility to their customers. What
is the full form of M in M-Banking?

(a) Money (b) Marginal

(c) Message (d) Mutual Fund

(e) Mobile

the transactions are triggered, i$%all

(a) internet banking

(b) mobile banking

(d) real time gross settl

(e) None of the ab v

The money market dia consis

(c) bill payment service

two sectors nam organised
unorganised s ich of the
do not fall u uriorganised'$ec
(a) RBI, c rcial banks a

(b) LICA%a GIC

( i st of India
genous bank&
e of the ab
. Curgéntly, banks %ﬂ\ that they have
h

achieved 100"/5 FBS. at are they referring

to?

(a) It all their branches are
tec gy driven with core banking

ns
(b)glt suggests complete banking services
is an indication of customised
anking services

(d) All of the above
(e) None of the above
As per the notification issued by the banks,
the ‘third party ATM usage’ will now be
restricted to certain withdrawals and limits
only. What does it really mean?

I. The ATM card holders will not be able

All Inter-Bank Funds Transfer Sys@
where funds are transferred as anc@

17.

>

20.

21.
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to withdrew from other banks” ATMs
under any circumstances.
II. Customers of one bank may be able to
withdraw only a limited amount from
other banks” ATMs.
ATM card holders will have to pay a
fee if they withdraw money from other
banks” ATMs frequently.
Select the correct answer under the cod
given below:
(@) OnlyI (b) Only I
(c) Only III (d) II'and III

(e) Iand III C)
Opening of maximum numN‘TMs is

III.

. Telebanking%is based on
(a) virtu g

(b) onlj king

(c) V%)anking

(d) ePanking
)@ﬁe of these

best alternative banking service to

ranch banking to be the part of financial
nclusion?
(a) Establishment of small branches
(b) Set-up ATMs

(c) Issuing of ATM cards
(d) Giving credit cards
(e) Mobile banking
Which of the following is/are the major
concepts visible in today’s banking industry
in India?

L. Risk-based management

II. Growing competition
III. IT initiatives
Select the correct answer using the codes
given below:
(@) OnlyI

(c) Only III
(e) All of these
E-commerce is increasingly becoming a
popular mode of doing business. What is
this way of operating?
(a) Buying goods and services online from
vendors

(b) Placing orders on the phones

(c) Getting 30 days credit period for

ayment

(d) Payment has to be made in advance
(e) None of the above

(b) Only II
(d) Tand III

before goods/ services are delivered
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22. Which is the card that looks like any other
plastic card or an ATM card with Integrated
Circuit (IC chip)?

(a) Member card

(b) Charge card

(c) Credit card

(d) Smart card

(e) None of the above

23. ‘National Financial Switch” has been set-
up to facilitate connectivity between the
bank’s switches and their ATMs and inter-
bank payment gateway for authentication
and routing the payment details of
various e-commerce transactions. Which
organisation has set-up this switch?

(a) IBRD (b) IDRBT
(c) SBI (d) SIDBI
(e) None of these

24. Banks and other institutions have issued
debt and credit cards, the purpose of both
are

account is credited with ofint
while in debit card the nt is

debited

cards intere

(d)

different, sincé
for delayed p charged w,
credit card interest is“Gha

d
by banks
(e) None above
25. When we talk of smart m at are we
ref 7 -
: nc;:&
(¢) Credit car °
(d) Treasu
(e) N@t above
1.& (b)

(d)
6. (e) . (a) .
11. @) 12. (e) 13.
16. (d) 17. (b) 18.
21. (a) 22. (d) 23.
26. (d) 27. (a) 28.

(a) the same, to make paperless paym&é
(b) different, since in credit car

(c) the same, there is risk‘bght—age of 69
125% in both thg ca ‘v

26. Which of following is necessary to transfer
funds through the RTGS facility?
(a) Beneficiary’s bank account number
(b) The IFSC number of the beneficiary’s
bank branch
(c) There is a minimum amount specified
(d) All of the above &
(e) None of the above o

27. In E-commerce what is meant by BZg : )
(a) It means trade betwe s to

busin
eWeenQH]s@o banks

b T
etween banks

(c) ests transa
Gcapital' 6
&,Au of th 8
(e) None of% e

a
me given to the online

for transfer

busi

287 What is Q
paym ces that all internet banking
cus can use?

) y (b) E-commerce
&ECS (d) All of these
) None of these
. ‘Smart Money’ is a term used for
(a) internet banking
(b) FDRs in banks
(c) credit cards
(d) demand drafts of banks
(e) bank rate
30. RTGS stands for
(a) Real Time Gross Settlements
(b) Reduced Time Gross Settlements
(c) Relative Time Gross Settlements
(d) Real Total Gross Securities
(e) None of the above

ANSWER KEY

(d) 4, (c) 5. (e)
(d) 9. (d) 10. (@)
(d) 14. (d) 15. (a)
(c) 19. (e) 20. (e)
(b) 24, (@) 25. (c)
(a) 29. (c) 30. (@)
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FOREIGN EXCHANGE REGULATION ACT (FERA), 1973 o&
Introduction and Genesis C)

* Exchange control system was initially introduced in Indigin 1939 under th&Refence of
India Regulations to conserve foreign exchange. Such s ere mginl defence

equipment and other war materials.

e Since it was felt then that such control over res was negess oughout, with
only change in its intensity. ‘y

* Assuch first FERA was enacted in 194 ich ame into 5% March 1947.

¢ With many changes brought into thgsystemiafter indepe , and many amendments
done during Five Year Plans, it wag¥glt to further comprehensive and as
such new form of FERA encompa he amend% made from time to time was
brought in 1973.

¢ Government of India and R ank of In e made through this Act to control

n

exchange requirgd tife Seneral or spegi sent of Reserve Bank of India.

and regulate foreign exc ealings in Jadi
¢ With the enactment of i 11 transacm ving direct or indirect dealings in foreign

* Themain objectiv to ensure proper control over foreign exchange
transactions use of foreign exchange of the country.

¢ TheFERA ntaine% ict rules of forex dealing which most industrial houses

Nat point of tj

found i ining drac
busir@growth.
With reforms

During lat§Sin5t es, say 1997 onwards developments that took place through reforms

in the fi oreign exchange include:

ngrease in foreign exchange reserves,

th in foreign trade

Rationalization of tariffs,

) Current account convertibility,

(v) Liberalization of Indian Investment Abroad,

(vi) Relaxation and Increase in external borrowing by Indian corporate,

(vii) Participation of foreign institutional investors in Indian stock markets, etc.

e With all the above reasons in mind and also the feeling that there is no need to strictly
hold on to the legislation to control foreign exchange business and balance of payments
transactions, gave way to the foreign exchange management.
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Foreign Exchange Management Act

¢ GENESIS

e Bill on FEMA passed in Lok Sabha on 2™ December, 1999.

* Rajya passed the FEMA Bill on 8" December, 1999,

e Bill got the assent of the President of India on 29* December, 1999.

* Gazette Notification from the Ministry of Finance, Department of Economic Affairs came
on May 1, 2000. The Act came into force from June 1, 2000. The same day the Foreig
Exchange Regulation Act (FERA) was repealed, i.e. on 1.6.2000.

Objective of enacting FEMA C)
¢ Some of clauses and regulations under FERA were consigered harsh and a Bsiness,
particularly foreign trade. The industrial sector raise concergs fr ly before

Central Government and desired the Government w the FE

* Keepingin line with the policy of liberalization balizatj ment modified
FERA in the form of FEMA (Foreign Exc anageme

e FEMA is applicable to whole of India, 1 offices abr ontrolled by resident
Indian.

* Another objective is to facilitate nal trade a @‘nent system and promote
systematic development of fore@ in Ind1a

Important Features of FEMA
¢ FEMA hasinall 49 secti deal with Gamipus aspects of foreign exchange business.
® Section 46 and 47 p owers to ment of India and Reserve Bank of India
to make rules a t1ons the Y x business is to be managed in the country.
* Another imp ture of t 1s that it divides Forex business into two major
parts, viz.
- Cap C unt Tran
Ccount

and Defi f words as given in FEMA

rency: AS%GCHOD 2 (h) of FEMA, 1999, word “currency” means and includes all

F tal orders, money orders, drafts, cheques, Travellers cheques, letters
of exchange, promissory notes, credit cards including debit cards, ATM
other instrument which will create a financial liability.

ed Person: He is a person who is authorized dealer, money changer or off-
sHoré®anking unit or any other person authorized by RBI from time to time to deal in
ign exchange or in foreign securities. (section10 (1) of FEMA, 1999.

L]

rson of Indian Origin (PIO): PIO means a citizen of any country other than Bangladesh
or Pakistan if:

* He at any time held Indian Passport, OR

= He or either of his parents or any of his grand-parents was a citizen of India by virtue
of the Constitution of India or Citizenship Act of 1955 (57 of 1955, OR

* The person is a spouse of an Indian citizen.



188 Foreign Trade and Banking

* Foreign Currency: means any currency other than Indian currency.

* Capital Account Transactions: Section 2 (e) of FEMA, 1999 explains the capital account
transactions as “transaction that alters the assets or liabilities, including contingent
liabilities, outside India of person (s) resident in India or assets or liabilities in India
of person (s) resident outside India i.e. abroad would all amount to Capital Account
Transaction. RBI has the power under the Act to impose any restrictions on drawal of
foreign exchange for the purpose of capital account transaction.

* Current Account Transaction: Section 20 of FEMA, 1999 explains current accou
transaction as one which is not a capital account transaction. It includes the followx@

(a) all payments due in connection with foreign trade, other current business

short term banking and credit services
(b) Interest payments due on loans and net income on i stment z .

(c) Expenses connected with travel, education, medi e etc.
(d) Maintenance expenses of dependents residm g%
In this regard Government of India has bee d und A, 1999 to make
rules and regulation to restrict drawal of foreigngex for the any current account
transaction. As such Government of India has e certain r ed Foreign Exchange

Management (current Account Transactio
involving foreign exchange and prescribe t
These limits can be revised by Central

ules, 2000. These 1@ oh1b1t certain transactions
i gn exchange can be remitted.
ment / R time to time.

Nostro Account: It meansou t with yoweI s case a bank in India maintains an
account with bank abroad. Say, bank havij &dccount in Hongkong bank in London.
This account shall be in poun %

Vostro Account: me@our account
a bank in London opens t with
i i accounts

Bank in India would
LORO Ac% means
n 1C

- This is reverse of Nostro account. In this case
bank in India. Such account shall be in rupee.
0" account.

olint with you. Here a bank in India if wants to refer

to any accoun d (opened Indjan Bank), it refers to such account as Loro Account.

For instanc ICI B aftount with Hong kong Bank in London. Now if State
bank g rrespon ongkong Bank in London it can refer ICICI bank’s account
as L@ ount.

Account: ror account is also called a Shadow Account. For instance, an account

of a foréign bank mainfained in India with a bank in India, is called Mirror Account. Here all
types of entrie&h in foreign exchange as well as in Indian rupee are recorded.

BALANC@’AYMENTS AND BALANCE OF TRADE

een the countries there are different natures of transactions for which they have
ake payments to each other. Such transactions may relate to countries imports or
countries exports.
¢ Transaction statement showing the level of imports and exports is called Balance of Trade
of that country.
¢ The statement of all debits and credits on account of payments to be made to different
countries is called ‘balance of payment’. These payments may relate to capital goods
exchange, tourists, other expenditures like interest payable etc.
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¢ Balance of Payments is classified into two parts, viz.
* Balance of payments on current account, and
* Balance of payment on capital account.
¢ Balance of payment on current account relates to imports and exports whereas balance
of payment on capital account relates to countries international financial position.
Imbalance in Trade:
India's trade deficit with its top trading partner China continued to mount, touching a whoppin,
$ 31.42 billion as the bilateral trade declined by 1.5 per cent in 2013, registering a downwa
trend for the second consecutive year.
India's trade deficit increased by $ 2.5 billion compared to 2012, bringing into sha@cus
the failure of Indian exports to make headway into China despite repeated pro s by B&ijing
to address India's concerns. ‘“x.

Currency Swap:

A currency swap is a contract which commits two counte tI€s to an exc ver an agreed
period, two streams of payments in different currenc calcula }cgdlfferent interest
rate, and an exchange, at the end of the period rrespon &mal amounts, at an
exchange rate agreed at the start of the contrdc

Currency swaps involve an exchange dfigash flows in two currencies. Itis generally
used to raise funds in a market where the c tehasac ve advantage and to achieve
a portfolio in a different currency of h e, at a cos & than if he accessed the market
of the second currency directly. @

A. LETTER OF CREDIT

Import Letter of Credit 9
in India li

Most of the payment s payment cheque, draft payments, etc. are all

those mode of paym. ere partle ofttract to buying and selling are known or seen face
to face. However uld be git wherein the parties to business deal of buying and
selling are not to each ot orhave ever seen each other like one party is in India and

business with unknown persons is risky. Merchants

other isin U o the nat e
in intern tl@ trade are ed in d1fferent countries having conflicting issues. Whereas
rter) wants t% e receiving payments of goods sold, on the other hand buyer
ods ordered within the terms and conditions agreed.

deal through th spective banks. This mode of payment and executing transaction is called

As such anothgr e of transacting this type business has been developed and that is to
Commercial &f Credit or Documentary Credit.

ly speaking Letter of Credit has been defined under Article 2 of Uniform Customs
ices as “Documentary Credit” and “Standby Letter of Credit”.

also states that any arrangement whereby a issuing bank on behalf of his customer
applicant) or on its own, make a payment to or to his order to third party (beneficiary)
or accept and pay bills of exchange drawn by beneficiary against agreed documents and
agreed terms and conditions is Letter of Credit. This is also called DOCUMENTARY
CREDIT.

¢ It also means under UCP authorizing another bank to make agreed sum of money or
authorizes another bank to negotiate against stipulated document (s).
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In international business, a typical situation is that merchants to transaction are residing in
different place or countries. Each has his own interests which at times may be conflicting
to seal the deal.

In simple words Letter of Credit means a letter issued by importer’s bank favouring
exporter, wherein bank (importer’s bank) undertakes to make payment against fulfilment
of agreed terms and conditions, documents, specified period and specified sum of money.

A letter of credit is normally issued at the request of bank’s customer, who happens to
be buyer of goods (called applicant) for payment of sum of money mentioned therein

exporter of goods o
A letter of credit can only be amended by the issuing bank and none else. C)

Definition of Various Players to Letter of Credit

Applicant: He is a person who requests his ba en a lettd® t in favour
of other party (beneficiary / ex e is also y the name
buyer, or importer.

Issuing Bank: The buyer’s bank whic C and umentary credit. It
also undertakes to m ment. Itis t which operates letter
of credit. It is somgtimes cgted as imp ank also.

Beneficiary: (a) He is seller o'r‘%er of goods.

(b) He is one i favour le %eredlt has been opened.
(c)He is e o rece1 eneflts under letter of credit or
docum credit.

Advising Bank:  Itis th which act %orrespondent (agent) to the issuing bank
or sellers country. Advising Bank in turn
t of credit to the beneficiary so as to ensure

an ated in ex
he establi
ineness of dit. Sometimes bankers use the word ‘Notifying

k’ for adyising®ank. Advising Bank is not liable to pay under the
§ documen dit or letter of credit.
Conflr k:

AdVlsgg at confirms the credit on behalf of the issuing bank. By

add tirmation, it undertakes the responsibility of payment under
of credit arrangement.
Bank: Wthh is authorized to make payment under letter of credit

ablished by the issuing bank is called paying bank. For making
§ payment, issuing bank has to confirm payment.
k:

Negotiat : Itis abankin the sellers / exporters country whose name is specified or

$ nominated to negotiate the documents / bills drawn by seller. If letter

of credit mentions the name of any bank to negotiate the documents,

é then such bank is called “negotiating bank”. Sometimes negotiating
bank can be paying bank, and as such is also called “paying bank”.

Reimbursing Bank: It is the bank that has been authorized by the issuing bank to honour
the reimbursement claims in relation to settlement of negotiation /
acceptance / or payment lodged with negotiating bank. It is normally
the bank with which the issuing bank maintains account from which
the payment is to be made.
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FORMS OF LETTERS OF CREDIT / DOCUMENTARY CREDIT

In practice, there are two major types of letters of credit forms. These are based on four
parameters:

A. Based on degrees of security
B. Based on payment methods

C. Special types of Credit
D. Credit with Advance Payment

First two types are discussed below:

According to degree of security
There are three forms of documentary credit or letter of credit, \.
(a) Revocable Letter of Credit o @

(b) Irrevocable Letter of Credit
(¢) Irrevocable Confirmed Credit

Revocable Letter of Credit: This type o red1t progi ximum flexibility to
the issuing bank or buyer for any amendment o cellat1on wit otice to the beneficiary
up to the moment of payment by the banK'@gwhicH the i 1ssu1n as made credit available.
This form of letter of credit runs the risk ef1c1ary si n be cancelled or amended
without information. Hence this f mmon.

When a letter of credit does n% n the for en 1t is considered irrevocable.

Irrevocable Letter of Cred

or the seller since the contents of the credit
by any one party without the consent of the

e This type of cregit i 51dered be
cannot be mod1f1 Celled or

other. No par agree e right to change the terms and conditions credit.
e The seller depe tHe undertaking of foreign Issuing Bank. The Issuing
Bank irr, ly commit honour the exporter’s documents prescribed in the
Docu Cred1t der.
Irre % e onform C
fen an advisi nk advises credit to the beneficiary and also confirms the credit, then

e ltgives iary a double assurance of payment, since it represents the undertaking of

the Issding"Bank and the confirmation of the Confirming Bank. Confirmation is usually
giv, a bank in the exporter’s country.

J gn: Econ irmed irrevocable credit, the political and transfer risks are eliminated.
Cred

it'is called csnf ed credit provided the credit arrangement is irrevocable.

ith or Without Recourse

e Bills drawn under the credit (Letter of Credit) by the beneficiary, he is liable to make
payment if the drawee fails to do so. In other words, he is relieved of his liability only
when drawee makes payment. Such LC are called “LC With Recourse”. Where beneficiary
excludes his name from the liability by adding the word “Without Recourse”, then such
letter of credit is called “LC Without Recourse”.
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B. ACCORDING TO PAYMENT METHODS

Based on the payment modes, the documentary credit is divided into three methods:
1. Sight Credit
2. Acceptance Credit
3. Deferred Payment Credit

Sight Credit: In this method the beneficiary receives the payment of credit when he
presents the documents and those documents are properly examined.

Acceptance Credit: In this method importer gets time to make payment. Depending L@
the credit terms, exporter draws a document or time draft either on Issuing Bank, or Con@P g

Bank or another bank. Period of payment could be 60 days or more or less a;ﬁee on
®

between the parties
Deferred Payment: The main difference between th tance C’.ed‘y Deferred
Credit is the lack of an accepted draft/document. Defe yment is nder both

confirmed as well as unconfirmed credits.

C. SPECIAL TYPES OF CREDIT Q& @'

(a) Revolving Credit

b) Back to back Credits
¢) Standby Credit
)

(d) Transferable Credit 6@ &/Q/

A/\

Revolving Credit
hen gets exhausted and the bills are paid,

the same credit can be r i iginal level by the beneficiary. The same credit
is revolved many tj mto new contract and documentation. Two basic
conditions must i . d conditions of LC must be abided by and secondly,
amount can reiig d time

For instangg \sippose a company XYZ in Delhi gets a project in Bhutan, for
which they ot a Letter of Credit opened in their favour (XYZ). However in
order to lete the project, XYZ company wants some machines from China for

which
of LC opened by Bhutan firm in favour of XYZ. Such LC when opened on
ngth of earlier LC of Bhutan is called Back-to-Back Letter of Credit.

D. CREDIT WITH ADVANCE PAYMENT

There are two types of credit with advance payment terms. These are:
Red Clause Credit
Green Clause Credit
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Red Clause Credit: It contains a clause for providing for payment of advance

(like working capital) for purchase of inputs like raw material, packaging material

etc.

Green Clause Credit: In addition to the credit given in Red Clause above,

here in Green Clause, credit is also given for insurance and warehousing at the port

where goods are stored pending shipment.

OPENING OF LETTER OF CREDIT- OPERATIONAL ASPECTS

&

Important points to be considered are

While opening the Letter of Credit, Issuing bank should ensure the credit thm.g) and
capacity of the importer or buyer or applicant.
Does the applicant has experience in line of busines;&

n.

use, for b@ror for onward

Purpose of Import should be recorded: it may be

sale.
Marketability of goods and landed cost &
Payment terms

Mode of Import
Letter of Credit number, name on Bills of l&\g, Airways bill or Invoice Bills
of Exchange.
Itis important to note that i goods sup &re unacceptable to oversea buyer due
to inferior quality etc., t g bank is to pay the negotiating bank.
When a Letter of Cr ly mentio, payment shall be made by bank at sight,
or on demand n g entatlon t LC’s are called Sight Credit Lc’s.
Similarly, whe ke a refer full value of shipment of goods but with a clause
that dispatc ds may b n batches or in particular quantity at a time, then
such Lett redit ar eferred Credit or Deferred LCs”.

be drawn after a particular period or usance which

When ntions that
requ ceptance o ent as the case may be by the drawee at the close of usance
en such led Usance Credit.

‘ that LCisj ank guarantee. Just like bank guarantee, the liability to pay money
nder LC o b of the beneficiary is primary and cannot be avoided if everything is

in order
Under estricted letter of credit” negotiation of documents is limited to a specific
ban ntioned in the document of LC.

mentioned specifically about the form of LC, all LCs where no form is mentioned,

o
$1rrevocable
Bertefits of Letters of Credit: Letter of credit provides many benefits to both purchaser
(buyer, applicant) and seller (beneficiary, exporter). These benefits are:

To Buyer/Applicant:

Major benefit to the buyer or purchaser is that he can avail credit from his bank till the
documents reach his bank. Normally this facility is not available from seller.

Buyer or purchaser need not pay any money to seller in advance as it is being done by
the Bank. This is the time when he can use this money for productive purposes.
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¢ Since most of the LC documents have an agreement that goods have to be of quality
specified. For which he needs independent certificate from independent body in this
regard. In case of default, bank does not pay the money to the seller. Thus purchaser is
assured of the quality goods.

¢ Since most of the bills are usance in nature, the buyer/purchaser gets additional credit.
To Seller

¢ Seller gets assured of payment.
* Seller can get payment by negotiating the bills immediately after shipment of goods.

¢ Import regulations of buyer’s country are no issue for the seller.

DOMESTIC LETTERS OF CREDIT
Important features of Domestic Letters of Credit are X
®
¢ Like in the case of import LCs, domestic LC can als 0 ened for d purchaser
¢ Indomestic LCs the bank of purchaser agrees ney tos ler t to submission

of documents and completion of terms ns of

¢ Domestic LCs are normally of two typ
= Sight LCs, which means paymegt is magé at 51ght
= Usance LCs, which means pay made at of bills.

¢ The procedure of opening o 1s that a% purchaser applies for opening

an LC in favour of Seller (be ).
¢ Bank after verification of fi l backgro he purchaser applicant and ensuring
business need, opens a nd adv1se t ller (beneficiary). After dispatching the
goods, the seller sub document gh the nominated bank in the LC and seller
than gets his p rough the
* Bankis requlr en LCs o I&nume trade transactions.
Benefits to B Selle
¢ Both ge dence Buy redeiving the goods and seller for receiving the payment.
. Furt d vantage to t er is that he pays only when goods are received as per the
0 the LC.
to Bank
e [pPearns commis% on opening of such LCs-whether import or domestic. LCs.
L
GUARANTE K GUARANTEE /INDEMNITIES
Importaétures of Guarantee, Bank Guarantee and Indemnity are given below.

J eral meaning of guarantee is a contract to perform the promise or discharge the
ilities of third person in case of his default.

¢ For a contract of guarantee to be lawful, it must have certain pre-requisites like:
* Free consent of parties to contract.
* Legally competent person to contract
* Contract to be backed by consideration.
* Contract should not be void.
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* Contract of Guarantee is covered by Indian Contract Act and defined in section 126.
¢ There are three parties to Guarantee, namely, surety, principal debtor, and creditor.
e  Guarantee can be either oral or written.

¢  When Guarantee is taken, a contract is established between creditor (banker) and borrower
(principal debtor); creditor and surety; surety and principal debtor.

¢ Continuing guarantee is one which extends to series of transactions; which is revoked on
the reconstitution of partnership firm; and where surety is liable for the ultimate balanc
in the account except where limit is imposed on liability. o

Indemnity C)

Indemnity means under section 124 of Indian Contract Act, 1972 to perform Mise or
discharge the liability of a third person in case of his default,

¢ In case of indemnity, there are two contracts.
¢ In contract of Indemnity, the promise is entltle ecove omisor, under

section 125 of Indian Contract Act, 1872, a oes in W 1se to indemnify
applies besides getting all costs and su mlse haﬂ d #inder a compromise.
BANK GUARANTEES

Important features of Bank Guara

* Definition of Bank Guarante its s1mp1 ank Guarantee means an assurance
by one party to the other to D \ e money of the default by the third party. For
u

instance, if Z wants to o, & contract fr t Y is not sure about Z’s credentials,
then Y asks Z to g1v guarantee ur1ng the completion of the work of Y in
time. When Z's s such guar favour of Y, then it is called Bank Guarantee.
submits the docu through t mnated bank in the LC and seller then gets his
payment thro ank
e In othe rnean nfee given by a bank to a third person, to pay him
certain s behalf of ank% customer, in the event the customer fails to fulfil any
contr legal obl oWards third person.
three p e bank Guarantee. The person giving the guaranty is called
ty where erson in respect of whose default the guarantee is given is
“princip b r”. The third person to whom the guarantee is given is called the

redltor
. @ . .
Need fo@ng financial guarantee arises because:
er

= G ent departments insist on an Earnest Money Deposit (EMD) or in lieu Bank
antee.

: s Customer does not have cash to that extent and hence as of Bank Guarantee.

It binds the customer to perform and fulfil his/her contractual obligations for the
performance of a job assigned to him/her by the government department.

e Important terms of agreement of guarantee are:
(i) Security, (ii) Maturity Date, (iii) and purpose of the guarantee.

¢ While issuing guarantees on behalf of the customer, bank should ensure following
important safeguards:
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* Bank should satisfy itself before issuing financial guarantee that customer would be
able to reimburse the bank in case guarantee is invoked by third party.

* Incase of performance guarantee, bank should exercise due caution and have sufficient
knowledge and experience about customer, his capacity and means to perform his
promise under contract.

* Avoid issuing guarantee as far as possible to customers who are not having dealings

with the bank, i.e. credit facility from bank, deposits with bank etc. &

¢  When the payment is invoked under the bank guarantee, bank has following m
obligations to fulfil:

= Payment should be made to the beneficiary without delay and demur sin
erodes the value of the bank guarantee as well as affecting negative e of

the bank.

*  When the beneficiary invokes the bank guarante etter inv@ki guarantee
is sent to the bank in terms of bank guarant is unde ion to make
payment after verifying the facts.

Classification of Bank Guarantees

¢ Though thereisnolegal Cla551flcat1 f uarantee practice three important
types of bank guarantees are recog T ese are

= Financial Guarantee

= Performance Guarante @
* Deferred Payment Gu %

= Statutory Guarante

Financial Guarante

¢ Financial gu is issued j of cash deposit by customer as Earnest Money
Deposit as
e N eed f nc1a1 Gua " also arises:
of cash Cre ty to a customer.
ke Cust der pressure to complete the agreed obligations.

t makes th@ arty assured that their work will be completed in time.

Performance afitee
* These dre gharantee issued in respect of performance of a task contracted.

e Pe nce guarantee is issued by bank on behalf of its customer in favour of third party

uring him that customer will perform as per contractual obligations stipulated in the

@ract, failing which bank will compensate third party up to an amount specified in
glarantee.

Deferred Payment Guarantee

* Deferred Payment Guarantee (DPG) means an unconditional and irrevocable bank
guarantee to seller/exporter where the payment is deferred / postponed and paid in
instalments on due date.
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Statutory Guarantee

e Statutory Guarantees are those guarantees that are issued by banks in favour of courts, IT
departments or other statutory authorities like customs and Central Excise, under Ports Act,
Sales Tax, Provident Fund departments etc.

What is Forex?

The market in which currencies are traded is called ‘“forex”. There is no central marketplace for
currency exchange; trade is conducted over the counter. The forex market is open 24 hours

day, five days a week and currencies are traded worldwide among the major financial ce
of London, New York, Tokyo, Ziirich, Frankfurt, Hong Kong, Singapore, Paris and Syd

The forex is the largest market in the world in terms of the total cash Valu&d

any person, firm or country may participate in this market.&
.\‘b'
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(

PAST EXERCISE

)

1. As per the reports in the major financial
newspapers,
redress imbalance in trade. What does it
really mean ? It means [OBC 2008]
(a) India exports more items to China

whereas China does not export much

India has urged China to

3.

to India.

India is not able to export much to
China whereas its import from China is
of higher value.

(b)

China and India are not at all trade
partners. Hence there is no transaction
between the two countries.

As per WTO laws, India is suppos
export food -grains to China. But Cha
has not placed any order for th

in 2006-07. It has also refusegt pt
200 lakh tonnes of wheat e 4@ ed to it
by India.

(e) None of these

2. As reported in so inl 1 newspa ‘bf;
some banks in 1a)(including
a

(©

to

(d)

banks) these not acce S

dollar trans s’ from Iralian Byyers.
i lowing is th t s¢ason
t accepting gu@h transactions

& [OBC 2008]
%ﬂ n major Iranian

Banks, hence Indian banks are also not

acceptizléﬂsction from Iran as they
don eturn of the same from it.

(2) I@ facing a major Recession,

enc@ all Banks have stopped major

&nsactions with Iranian banks.

(3) Tran has declared itself as an Islamic
country and hence its banking is also 6.
Islamic Banking. This is the reason
owing to which most of the countries

are not able to develop financial ties
with it.

(@) Only (1)  (b) Only (2)
(c) Only (3) (d) Both (1) & (2)

(e) All(1), (2) & (3)

Currency Swap is an instrument to mana

[BOB
(a) currency risk C)
(b) interest rate risk
(c) and interest rate o
(d) cas in diffegent cies
(e) e above ‘»

“those financial

4. T estment; or@
tities whi 'Ngunched or incorpo-
rated in a for@ign@etintry but are investing

re in India” are generally
[RBI 2009]

(a) P t Money

(b) §Priyate Equity

oreign Institutional Investment
) Current Account Money

(e) None of these

At present the trade between India and

China is in a state of “Payment imbalance”.

in an indi
knowgﬁ

What does this mean in real terms ?
[Allahabad Bank 2010]

China does not import many items

from India whereas India imports more

1)

from China.

China does not pay India in time and a
lot of delay is reported by the exporters
India wants all payments to be made in
US Dollars whereas China pays in its
OWn currency.

()
3)

(a) Only (1) (b) Only (2)
(c) Only (3) (d) All(1),(2) & (3)
(e) None of these

Many times we read about ‘Hawala’
transactions in newspapers. Hawala, in
India, is prohibited under the provision of
which of the following Acts?

[Corporation Bank 2011]
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(a) Fiscal Responsibility and Budget
Management Act
(b) Banking Regulation Act
(c) Financial Action Task Force Act
(d) Foreign Exchange Management Act
(e) None of these
7. Many times we read about ‘Hawala’
transactions in newspapers. Hawala, in
India, is prohibited under the provision of

1. (b) 2.
(d) 7. (d)

which of the following Acts?
[Corporation Bank 2011]
(a) Fiscal Responsibility and Budget
Management Act
(b) Banking Regulation Act
(c) Financial Action Task Force Act

(d) Foreign Exchange Management Act
(e) None of the above o
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(

PRACTICE EXERCISE

)

1. Which one of the following factors is taken

Which of the statements given above is/are

into account to calculate the Balance of correct?
Payment (BoP) of a country? (@) Onlyl (b) Only II
(a) Current account (c) Only III (d) All of the above

(b) Changes in the foreign exchange
(c) Errors and omissions 6.
(d) All of these
(e) None of these
2. BoP (Balance of Payment) refers to
(a) transactions in the flow of capital
(b) transactions relating to receipts and
payment of invisible

(e)

to

(a)

(b)

None of the above

Balance of trade of a country is equiv@

difference between the inf{gard Q
outw emittances maie reign
generate N

n a trading

(c) transactions relating only to exports feren ports and
and imports 1mports
(d) systematic record of all its economic d) All of th
transaction with the rest of the wo (e) Non e ebove
(e) All of the above
7. Wlth to the Export Policy of
3. Which of the following is the comp th t of Indi hich of th
India’s Foreign Exchange Res f r;rrtlen Ot naa, V,:]7 o €
(@) Special drawing rights R gciiifﬁiiif en be exported
(b) Reserve tranche posm dia in p
without licence
© In d1an currencwahel @forelgn (b) Export licenses are required for only a
countries few 1terr'1s . .
(d) Both (a) an d (c) Export licenses are required for all items
(e) Neither (a (d) All of the above
4. All of the f g are usef s for (e) N(?ne of t_he above ) )
the gov to pursue ¢ eign 8. In India, which of the following agencies
exc erves excepht is responsible for announcing the Foreign
o o change& Trade Policy?
ose export (a) RBI
(c) \Adjust the exch rate (b) EXIM Ban1'< )
(d) borrow foreignfeurrencies (c) Foreign Ministry o
(e) permit oating exchange rate (d) Industry and Commerce Ministry
5. At presgny, the trade between India and (e) None of the abov'e )
Chin state of ‘payment imbalance’, 9. The balance of trade is given by

(a)

(b)
(©)

what\does this mean in real terms?
ina does not import many items
rom India whereas India imports more
from China.

II. China does not pay India in time and a
lot of delay is reported by the exporters.
India wants all payments to be made in
US dollars areas China pays in its own
currency.

(d)
(e)

III.

income  receipts minus  income
payments on investments

the balance of unilateral transfers
merchandise exports plus service
exports minus the sum of merchandise
and service imports

merchandise exports minus
merchandise imports

the balance on current account
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10. The difference between visible exports and
visible imports is defined as

(a) Balance of trade

(b) Balance of payments

(c) Balanced terms of trade

(d) Gains from trade

(e) All of these

In which year was World Bank formed?

(a) 1945 (b) 1956

(c) 1960 (d) 1988

(e) 1978

The investments done by “those
financial entities which were launched or
incorporated in a foreign country, but are
investing in an Indian venture in India” are
generally known as

(a) patent money

(b) private equity

(c) foreign institutional investment

(d) current account money

(e) None of the above

11.

12.

16.

17.

201

(c) Demand and supply forces

(d) Foreign exchange reserves

(e) None of these

Which of the following is a nostro account?
(a) Account of a foreign bank in India

(b) Account of an Indian bank within
another bank overseas
(c) Account of a non-resident Indian
(d) All of the above o
(e) None of the above Q
&es. not

Which of the following s
meant for figestment purposes?
(a) Nq&wings & 'f%
(b) astructure bo &
atual fu b
&Letter of, %
e

(e) None of

18" Whatis F

g of foreign currency

(a) Itj
(b) A®is Selling of foreign currency

13. Which one of the following may @ e
consequence of buying forex ir% ket &b i6 buying of one currency and selling
by the RBI? f another currency
(a) Itleads to inflation ‘p %ﬂ) It is simultaneous buying of one
(b) Itleads to contrgl o ation ‘b currency and selling of another
(c) It does not affect n currency
(d) It results intw n (e) None of the above
(e) None of t e 19. The term ‘Currency of India’ refers to
14. In which o e following %dia's (a) one rupee notes and coins
first Isla Bank is propo e set-up? (b) bank notes issued by Reserve
5 o D (b) Tarhi du Bank of India viz., ¥ 2, ¥ 5, ¥ 10,
ha (d) a % 20, ¥ 50, ¥ 100 and for other higher
bne of these % denominations
15. The foreign exehang¥®rate is dependent on (c) one rupee notes and coins and bgnk
which of ﬂﬁwing? notes issued by Reserve Bank of India
(a) Govefam®ht policies (d) one rupee notes only
(b) \\@y policy directives (e) None of the above
&
1. (d) 2. (e) (d) 4. (e) 5. (c)
6. (c) 7. (b) . (d) 9. (e) 10. (@)
11. (a) 12. (c) 13. (d) 14. (a) 15. (c)
16. (b) 17. (d) 18. (a) 19. (a)
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¢ There are various reasons why banks should lend money. Firstly, Bank lends mon@
earn income and fulfil the legal requirement of Banking Regulation Act, 1949,
in order to meet its liabilities arising out of interest and non-interest paid
third, as a partner to economic development process, e,g. lending to tra&r’merce,
industry, agriculture etc.

¢ Bankers have liability on them as a part of Fair Practic de set by I These are:
* Develop simplified and comprehensive 1 pplicatign g containing all
important information like interest ra &1 of chaggi st, etc.
* Develop system of giving acknowl
any fee taken for processing fee, etc.

nbfor recei plications indicating

* As a lender to ensure that thef@is proper asse t of credit requirement of
borrowers.

* Keep the record of duly. nctloned let aining amount, interest charged
and installment amoun@ aid at spe& tervals

e Asapart of Fair Practic banks are required to:

= Apprise the borr he state o counts from time to time.

=  Ensure thatge in inter harges etc. should be brought to the notice
of the borrg

= Give re notice to &ers before taking decision to recall / accelerate

paym sdagreed
e Sources nds (liabilit ilable to lending banker for making advances are:

. F@Jp capital Q
eserve fundsﬁﬂé d by bank out of profits

eposits m; from public in various deposit accounts.

Borrowing f. other banks / market etc.
* Uses of ‘@ by banks (assets) is either in the form of Fund based lending and / or

Non-f sed lending
What i ﬁing?

eitding by banks means giving credit to borrowers for a particular purpose at a rate of
interest pre-agreed rate of interest and repayable within specified period of time, as per
terms and conditions agreed by both parties.

Principles of Lending

¢ While lending to other parties bank has to ensure that the money lent will come back in
the form of principal and interest. For this bank has to follow certain principles of lending
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that are based on the guidelines from the RBI and also practical experience of bankers
over years. These principles of lending are given below:

1. While considering application for any loan or advance, bank must look into the following
aspects:
* That the lending is going to be profitable.

* Borrower is acceptable to the bank in terms of his honesty, integrity, skills, business
acumen etc.

* Safety and liquidity aspects of Lending.

* Purpose for which loans and advances are being given is productive and desir@
Purpose should be legitimate and as per law of the land.

* Borrower has good repaying capacity, etc.

[ ]
2. Profitable lending is a function of many aspects. All loa d advances XId profit
to bank. Principles to be followed will cover the follggh1Rg aspects: ® };28’

* Borrower must be trustworthy and of good ¢ cter.

=  Borrower should have intention and willi o repa Q

* Borrower’s goods and services hav kefyglemand.

* Bank should diversify the credit portf@lio and choose st profitable venture to
lend money.

3. Business Acumen of Borrower: Sin iness is pro@fioté®@and managed by borrower, it
lowing aspects of management:

isnecessary thatbank must gs a elook int
=  Borrower has trade kno &
=  Borrower has busine en like opgan®@dtional capacity, labour management,

environment mana t, market %ment etc.

* Borrower shgw g financial ess. He has ability to repay the loan.
* Themost C(:)n;\( spect that ks into is its borrower's 3'C (character, capacity
and capital)).

4. Safety of loax 1Spmother i t principle. It depends upon factors like right purpose,
right us t and sensi orrower, taking adequate security to cover risks, productive
busi etc. Safety ofs ritical to bank lending system. For this banks follow two

1 aisal, viz.

re-sanction sal
ost-sancti praisal
re-sanctioh Agppraisal: While doing pre-sanction appraisal important aspect is
prepara@ credit report to ascertain risk factor(s), identification of strong and weak
areas of lodh proposal, credit need identification, etc. As a principle bank has to ensure
thg@ is neither underfinancing nor overfinancing, since both are damaging to the
d the borrower.

-sanction Appraisal: This aspect of banking principle covers proper documentation,
post sanction supervision and follow-up, inspection of securities etc. besides upgrading
the credit report and renewals and reviewals.

Distinction between Loans and Advances

¢ Inloans no frequent debits are allowed. There is one debit entry of the principal amount
in the loan account. Subsequent debits relate to bank charges, if any, interest charged, etc.
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¢ Withdrawal of amount in loan may be in stages as per the need of the borrower.

¢ Incase of advances, the amount sanctioned is placed at the disposal of the borrower with
a condition that he cannot draw beyond the limit sanctioned.

* In case of advances, account is running account and borrower can draw money as and
when required for genuine sanctioned trade / business transaction.

* However in common usage, both these words are being used as interchangeable.
TYPES OF CREDIT FACILITIES :&

Banks extend Credit facilities in mainly two forms. These are:
(a) Fund Based, and C)

(b) Non-fund based facilities.
* Fund based: In this form of credit delivery, funds 3& avai

labl borrower
immediately for his use for the purpose for whi ioned. Fu lendmg is
further given in the form of either:

1. Term Loan, and / or &

2. Working Capital

* Incaseof Termloan, the loan am is given to the er for the purchase of fixed
assets like plant and machlner truct1on o ng, purchase of commercial
vehicle etc.

* Incase of working cap1 re used o day expenses of the business like
purchase of raw rnat ocessmg aterlal to get finished goods, salaries
and wages of the e ees etc.

¢ Non-fund Basediin orm, relea ds is deferred for period temporarily till the
happening of an € i as contingent liability by banks.

. tion wor ital in the form of non-fund based facility. Many a

s)sellers e goods on credit basis (say 1 month credit) to the buyer

ban en a irrevoc ter of credit. In other words, instead of disbursing loan for
i oods, ba sue a guarantee or open a Letter of Credit.

Most mon and @erred fund based facilities

Si following non-fund based facilities are common with banker and
borrowers
e Letter of Credit
e Bank Guarantee
* Deferred Payment Guarantee
(Note: Discussed elsewhere in the book)
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TERM LOANS

Term Loans are sanctioned mainly for two major purposes, viz.

(i) Business purposes for productive use, like Capital investments for purchase of Plant and
Machinery, Vehicles, Furniture & fixtures, etc.

(ii) The term loans sanctioned for productive purposes are for Capital investments like
purchase of Plant and Machinery, Vehicles, Furniture & fixtures, etc.

Special Features of Term Loans o

* Bank disburses the entire sanctioned loan amount to the borrower in one go.
e As far as rate of interest is concerned, banks and borrowers have two opt C)
(i)  One Fixed Rate of Interest, and
(ii) Floating Rate of Interest.

* In the fixed interest basis, the same rate of 1nter rged thro he period of
loan. However, in case of Floating rate of in @hmh m when there is
change in the link rate (say Base Rate, Prj mg Rat a bank), the rate of

interest will change.
¢ Charging of Interest: Banks charge
balance method or balance outstan
the terms and conditions agreed

e Repayment Period: Term 1
say 3 years to 5 or even 7 ye

terest Ofpthe balance ding (i.e., daily reducing
at the beginning of the month/ quarter, as per

rmally have afpériod of repayment ranging between

* Security of Loans: Loa ured by s g1b1e assets purchased and charged to
banks (Hypothecation, gage etc). ional or Collateral securities can be obtained
where necessarygyhi ein the f edge /mortgage or by 3™ parties Guarantees.

Moratorium of Term
In terms of loans, a %rmm period r&8er's to a period of time that is agreed on between the
lender and the b, T in whi an and the interest is to be repaid.The main principle
of having a m m is so a vidual who has taken out a loan has some extra time to
pay it back@‘ne ender. H each moratorium period is different depending on each
mstance %eople may be awarded a longer period of time than others
gon the amo ave borrowed or the reasons why they are not available to pay
it backgpraight away. 1S usually the process that is agreed on before the creditor makes

official demands far t epayment.
Debt Morator@

This methoi 1t§ used quite a lot when it comes to debt repayment. In this case, the creditor gives

the debt r date to begin paying back the required amount; however there is no specific
date ugey in these circumstances either. It is simply judged depending on the situation and
ho debt needs to be repaid. If the debt is not paid back within this time period then the
creditor will take additional measures to claim back the debt from you.

What is reverse mortgage Loan Scheme?

In simple terms, a reverse mortgage is the "opposite" of a conventional home loan. A reverse
mortgage enables a senior citizen to receive a regular stream of income from a lender (a bank
or a financial institution) against the mortgage of his home. The borrower (i.e. the individual
pledging the property), continues to reside in the property till the end of his life and receives
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a periodic payment on it.
How does a reverse mortgage work?

When the home is pledged, its monetary value is arrived at by the bank, on the basis of the
demand for the property, current property prices, and the condition of the house. The bank then
disburses a loan amount to the borrower in the form of periodic payments, after considering a
margin for interest costs and price fluctuations. The periodic payments also known as reverse
EMI are received by the borrower over fixed loan tenure. With each payment, whether monthly
or quarterly, the equity or the individual's interest in the house decreases. &

A reverse mortgage is an ideal option for senior citizens who require regular income,@
the property is of illiquid nature for some reason.

WORKING CAPITAL-Important Features

N.
¢ Working capital is granted to borrower either as ca@t over(Q' 1 finance.

Important features of working capital are glven ong with s of mode of
financing.

e Itisfinance granted for meeting borrowe day exp quired to produce/
manufacture the goods or sale of good se’of traders

¢ Commonly working capital financ ase operatm f the business. Operating
cycle is defined as the time taken version of to cash. For instance, with
sanctioned cash borrower purch material vert raw material into finished
goods. While converting rial 1nto fi goods borrower spends many
overheads etc. as expenses. inished goo re then sold in the market on cash basis
or finished goods are c dlrectly i . If sold on credit basis, the finished

goods are replaced b
terms of settle
is also called “wo

e (Cash ---Raw jal---Stock-1

s and con into cash is only on realization as per the
mr. This process is called Operating cycle. It
imple words, operating cycle is:

ss---Finished goods---sales ---Cash (Receivables).
1'to the sum of the holding periods of all current assets

Duration epating cy
formin f the opera rogess
. Dura@ of operatin normally depends upon order period for raw material,
me n durin efSing, time period for packing etc. and demand, supply and
% ology use. K/

Cirrrent assets ose that can be converted into cash within 1 year and these include
finished gqdils, gash, claims receivables in one year, etc.
¢ Curren ies include liabilities that are payable within 1 year from the date of balance

bilities representing sources of funds etc.

orking Capital (GWC) means funds required to finance total current assets.

OVERDRAFT
¢ The main purpose of overdraft is to meet immediate needs or shortfall of funds with the
borrower.

e QOverdraft is a mode of finance where a borrower is
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¢ Sanctioned a limit in his, say, current account, to draw as many times as required in a
day but up to the limit sanctioned.

¢ Itis a fluctuating account wherein the balance sometimes may be in credit or sometimes
in debit.

¢ Normally drawings are permitted through cheques only except under very special
circumstances where cash drawing is needed and allowed by bank.

¢ The security in an Overdraft account may be either personal or other tangible lik
insurance policies, fixed deposit receipts, shares and debentures, book debts etc.

* Opverdrafts allowed are normally for short periods. Banks have the discretion eith,
allow or refuse overdraft facility.

¢ Banks goby pastrecord of the borrower and only when satisfied about the né&}: ment
d

aspects and intention where money will be used etc. ba ay allow ov acility.
® ‘ ! >‘
CASH CREDIT

A cash credit is a drawing account against credit u by the s operated in the
same as overdraft account. The bank will sanctigh imi sed on t cap1tal cycle of the
business and the borrower has to operate withimjghe limit so ﬁxe alance outstanding in
the account should be within the limit or %rzg ower. The g power means the value

of securities less margin stipulated by th The borro n save interest by reducing
the debit balance whenever heisin a p do so. T ower will provide securities as

stipulated from time to time. Cash genera against pledge or hypothecation
of goods or sometimes against bo tsand / or rchase and discounting.

Cash credit as workmg c prov1ded e anks either on operating cycle basis,
turnover method (recom y Nayak C@ ee), or cash budget method.
e

First (operating CN econd (tur

BILL FINANCE

e Anentr ur may fin h1 trade through a) long term loans, (b) cash credit, (c)
b111 d unting. Bill fi es (i) purchase of bills, and (ii) discounting of bills.

ce thro
ntages like (i

thod) methods are mostly used in India.

1scount1ng system as compared to other modes has some
inty of payment on due date, (ii) liquid assets can be easily

iseounted w1t%w s, (iii) better control and better resource planning is possible, and
(V) easily i;n’ci le transactions.

* Bill discouffitilgg system comprises of (i) clean bills, (ii) Documentary bills, (iii) bills drawn

under €r
. Bi@ally means ‘Bills of Exchange’ as defined and governed by negotiable Instruments
, 1881, section 5 which provides that bill is an instrument in writing containing an
onditional order signed by maker, directing a certain person to pay certain sum of
oney only to or to the order of a certain person or to the bearer of the instrument.

¢ Bill of exchange in International Trade acts as a means of collecting payments as well as
receipt of payment, demanding payment, acts as a promise of payment like bills drawn
on acceptance basis. It is means of extending credit, e.g. sight bill or tenor bills.

¢ Bill finance comes into play when sale is done on credit basis by the seller to borrowers.

Otherwise borrowers i.e., sellers of the goods, who supply the goods on credit basis
will have to wait for a specified period — say 3 months. This would help the borrower
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to increase his business, as his working capital cycle is reduced. As the bank directly
recovers the money advanced from the buyer of goods, bill finance is also known as
self-liquidating finance.

* Bills are further classified as Sight bills and usance bills. Sight bills have to be paid by the
purchaser of goods immediately sight bills are purchased.

* Usance bills are payable by the purchaser of goods after a specified period of time (say
3 months, etc). Usance bills are discounted. In the case of usance bills, bank will deduct
the discount amount (say 20 or 25%) and pay the balance to the borrower and pay th

discount amount on realization of the bill.

* Essential feature of a bill that a banker normally sees when bill is presented to hi !

* Essential details like date of instrument, place of payment, principal amount ble
and interest payable as well as maturity of bill. \.

* Dishonour of bill if unpaid on maturity. ° ‘b

= Rate of interest applicable at the material time yment of bi‘N

* Validity, authentication of material alteratj éany andgsta uty payable has
been properly paid. i

¢ Inbill purchased bank negotiates bills p ondemand, th@pclean or documentary;
bank pays the face value of the billgo the h§lder; bank chasing acts as a holder
in due course of the bill and inherit rights of the

hip.
e (Crocka Bill: It is a bill of ladin@

g goods by road issued by sea carrier.

Crocka bill of lading cann

06 ed as Oce(/
LETTER OF CREDIT (L/CS) a

LCs are the guarantee ive,@, ank to the sél goods that on the due date he will receive
the sale amount (LC a this case, ing bank (i.e., buyer’s bank) will not provide
buyer. L

ssued for trade both within the country and for
trade international chapter h
BANK GUA

discussed earlier in detail.
Banks j @rantee on b@f customers in favour of third parties undertaking to pay the
3 sum of mon@ e third parties (beneficiary) in the event of the (his) customer
g erform the aBre@® obligations. Guarantees are classified as financial guarantee and
perform¥ance guar tc;%erformance guarantee is an undertaking by a bank that in the event
of a failure by t pPlcant, the guarantor bank will complete the original contract. In India,
e guarantee (as also financial guarantee) will obligate the guaranteeing bank

amount only. Similar to LC, there is no fund based credit facility sanctioned.

DEF$D PAYMENT GUARANTEE (DPG)

Deferred Payment Guarantee is a financial guarantee issued by banks that have a currency
period in excess of twelve months. This type of guarantee is generally issued by banks in
favour of importers who import raw materials and other store inventories, or plant and
machinery from a foreign country. The payments to be made by the importers are made in
installments. If any installment is defaulted or any terms of guarantee is violated, the guarantee is
invoked.
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BANK ADVANCES WHICH ARE SELF LIQUIDATING

Banks lend money against certain documents / securities in which case the loans are liquidated
easily by the primary security at the time of maturity of the document or security or just after
repayment period is over. These loans are provided against liquid securities or maturity period
of the primary security whichever is earlier.

Some of the common self-liquidating loan schemes of banks are:
¢ Loan against Bank’s own Deposits- FDR. &
* Loan against KVP/ NSC.

¢ Loan against LIC Policy.

Loans against Bank’s own FDR

* Bank can provide loan up to 90% of present value o n deposits 1 R etc. for
the period not exceeding the maturity date of the The facilj e provided
in the form of Term Loan and Overdraft limit.

e Bank’s lien marked on the FDR. S

¢ Interest rate charged by banks varies fr ank to bank ally it is 1-2% above
the FDR rate. In some banks, lendi ga1 / for th1r dep051t ROl is 3% over
the deposit rate.

Loans against NSC/KVP QJ

* Banks provide loans agains and KVP nal loans against deposit certificates.
Bank can provide loan ing from 75% t %o of face value of NSC/ KVP depending
upon the age an eriod of th . The facility can be provided in the form
of Term Loan a raft limit.

* For security ba borrower ge the certificate in favour of the Bank.

e Rate of inte mally arliﬁsdro bank to bank but usually is at bank’s PLR.

A personal lpag is @ kind of un which can be used for any purpose that the borrower
deems.aece % . An unse@oan is an umbrella term used for loans which do not require

Banks, credit and other financial institutions offer personal loans on an

Asis

There afe two kin @xsonal loans:
Sometimes called personal bad credit loans, which are typically offered to
t has a lower credit score or a credit history that has a record of delinquent
payments. A secured personal loan needs some collateral, (like house or car),
t er some of the money lent in case of default in payments.
@un&eeured loan is generally offered to people that the lender considers a low credit

k, meaning that they have a higher credit score, a long record of on time payments in
their credit history, and make enough money to be able to pay the loan off easily.

IMPORTANT TERMINOLOGIES

Loan Proposal: It means a written request made by the prospective borrower to the bank
for a credit facility. It is done on the bank’s application form. This request application is also
called loan proposal or loan application.
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Limit: The dictionary meaning of the word ‘limit” is boundary or last line or point, which
a person is required not to cross. In banking the word limit is used in case of Cash Credit /
overdraft accounts and means the amount sanctioned by the bank. Limit before sanction can
be of different types. These can be:

* Proposed limit
e Recommended limit

e Authorized limit or sanctioned limit or overall limit

* Drawing Limit
¢ All these words are used mainly in case of working capital advances (cc afc or /c)

= Proposed limit: This is the amount which the borrgwer has requested%he ®ank to

sanction N ‘lb
* Recommended limit: This is the amount which anager or l& ecommends
to the sanctioning authority for sanctlomng

* Authorized limit: This is the amount nctlon ty sanctions after
going through the complete propo ount is sanctioned limit.

*  Sub-limit: Sometimes borrower wan dlt facilit ibned as per his specific
needs against bills, hypothecati led&e etc. The 1 (authorized limit) is then
sub-divided into need based re ents of t er.

For example, a borrower requests or 1t facility f es 3 lakh (proposed limit). The
branch manager after calculating t ecomme s e sanctioning authority an amount
of Rupees 2.50 lakh recommende ). The sanct g of the bank after critical appraisal
sanctions 2.00 lakh rupees. (sa ed or author limit). After sanctioning the overall limit
(authorized limit), it 1s sub, d into sub- ased on borrower’s requirement. He may
be allowed, say

Against pledge Rupees

Against hypo

Against b1 OOO and

Agams k debts es 25,000

~ that de -limits being sanctioned against various activities, overall

amo® awn does n d Rupees 2 lakh. The interpretation of this is that borrower can

yhey against ge only up to Rs.60,000 and against hypothecation up to Rs.75,000
only. Drawings agdinsgbills and book debts is only up to 40,000 and 25,000 rupees respectively.
Total debit bal ould not exceed Rupees 2 lakh.

Drawi ower (DP): It means residual value of current assets minus margin. In other
words it i e of security minus amount of margin.

in: It is the amount contributed by the borrower to run his business. It represents
bor r's risk involvement in the business.

Loan Syndication: Loan syndication means multiple banking, i.e. banking with more
than one bank for meeting his business financial requirements. Here each bank makes its own
independent evaluation of the borrower, project and offer credit. It is flexible and convenient
approach for banks and borrower.

J.V. Shetty committee to review system of consortium lending, had suggested following
methods alternative to consortium loans and advances.
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* Inter-bank participation

= Commercial Paper

=  Debentures and securitization of debts
* Syndication of Credit

RETAIL LENDING BY BANKS
Why Retail Lending by banks? &
Banks are opting for more retail lending activities due to following various reasons: 9

* Increase in purchasing powers and desire to improve standard of living has 1
lending activities to grow.

¢ Consumer needs are ever changing resulting in more byaging of consumer

¢ Convenience of obtaining bank loans and easy operatj counts due ological
improvements.

¢ Slow growth of Industrial sector has led banks see slow Cr it @K thus, affecting
its profit. Retail sector is a growing sector ank s ion shall be retail
sector.

* Loans to retail sector are safe and lendm s are Compe

Need of Retail Lending

® Retail is a developing mar

e [tis assumed that retail is assured %& for doing business.

¢ Easy to handle and o costs beir% ess, it becomes a profitable venture.
¢ Competitive prx‘k available helf for consumers to choose from hence, no
° i iti , isign and monitoring is nominal. Loan is safe and NPAs

bank’s credit portfolio thus providing a new growing

Further need of retail lending b§®arose becaus@&e following factors:
k

TaxRebate in various categories of citizens has led to rising savings and
igfer disposable income in hand.

ing has led to more flow of income and double income.

neration makes a lot of change in the consumer behaviour. An estimate shows
Jo population in India is less than 35 yrs. of age.

&ernment of India has taken many steps to allow people to buy homes through bank

oans. For incentive purpose, government has allowed interest rebate up to Rupees 1.50
lakhs from 2015-16 financial year increasing the level from Rupees 1.00 lakh during
2014-15E.Y.

* Alternate investment opportunity offering good return

¢ With increasing urbanization, consumerism concept is growing and hence providing a
positive boost to retail sector.
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Various Retail Lending Products

e Home Loans

e Vehicle Loans

¢ Consumer product loans

* Repair & maintenance of home loan

¢ Education loans
The RBI guidelines for Rocovery Agents:
Banks and other financial institutions hire recovery agents in order to recover debts from Cl@
on their behalf. These recovery agents are responsible for collecting outstanding payme
the bank’s customers. Recovery agents have been accused of using inappropria mealbs to
collect money from people. Their recovery practices have recently come under Mmtiny of
the law and justice keepers in the country. ‘b
Arm-twisting tactics

The common notion is that recovery agents use threat onda- dl’g:l: ces and harass
clients to collect debts due. The RBI has recentlyai ddfaft guidel recovery agents
and banks will have to abide by when colle debps from t ers. The idea is to

streamline the practices used by recovery agent keep a tab
The gist of the guidelines 9
* Banks should approach Lok Adala mall case Standing consumer debts less

than around $25,000 in the rw@ersonal loa t card debts or other loans.

* Banks are responsible for th 10ns of the re ﬁ@ ents. Hence banks have to ensure
that the recovery agents § re follow &dehnes and the rules of the Banking
Codes and Standards B f India thr %Jt the recovery process.

* Incases where c efaulton s, banks are obligated to inform them about
the details of rec ents hire e bank.

¢ Thelndian B soc1at1 d the Indian Institute of Banking & Finance (IIBF)
should co ammg or recovery agents in order to educate them about the
preferre Very pract

. Cust s should not or abused during the recovery process. For example,

s may be,_c d only on telephone numbers provided by them and not on

@ pther number.
RBI dKke strict act%against banks not complying with these guidelines.
MICRO, SMAL MEDIUM ENTERPRISES

What is the sfieanthg of Enterprises?
An “ent s” means an Industrial undertaking or a business concern or any other

establishment, by whatever name called, engaged in the manufacture or production of goods
pertdi to any industry specified in the First Schedule to the Industries (Development and
Regulatton) Act 1951 or employing plant and machinery in the process of value addition to the
final product having a distinct name or character or use or engaged in providing or rendering
of any service or services.

Importance of MSME

* Most significant sector after Agriculture. Employs 60 million persons spread over 30
million enterprises. Creates one million jobs every year.
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* Accounts for about 45% of the total industrial output.
¢ Contributes 40% of the total exports.
*  94.9% are Micro enterprises, 4.9% are small and only 0.2% are medium enterprises.

Micro enterprises (Manufacturing)

* Enterprises engaged in the manufacture/ production, processing or preservation of
goods and whose investment in Plant and Machinery (Original cost excluding Lan
and Building and the items specified by the Ministry of Small Scale Industries (vi
its notification no. 5.0.1722 (E) dated October 5, 2006) does not exceed Rs. 25 laldé

Micro Enterprises (Service)

.
(i) Enterprises engaged in the providing / rendering of and who \4 ment in
Equipment (Original cost excluding Land and buildi furnitu® t and other
not directly related to the service rendered or a@ e under o, Small and

Medium Enterprises Development, Act 2006) t excee, 1

(ii) The Micro Enterprises (Service) shall ingu e ll Road ransport Operator
(SRWTO), Professional and Self Employ ), Small ingss, Retail Trade and all
other service enterprises whose invztmen equlpme not exceed Rs.10 lakhs.

Small Enterprises (manufacturing)zA

* Enterprises engaged in the

cture/ n, processing or preservation of
goods and whose investm %mery (Original cost excluding Land

and building and the it cified by t@lmstry of Small Scale Industries vide its
notification no. S.O. 72006) is above Rs.25 lakhs to Rs.5 crore.

. ises £Ngaged in provi ﬁdermg of services and whose investment in

iginal cost'@xc g Land and building and furniture, fittings and such
.2.) is abov khs to Rs.2 crore.

he % 1 Enterprlsg*@mce) shall include Small Road & Water Transport Operator
Profess& d Self Employed (PSEP), Small Business, Retail Trade and all
service ex@ es, whose investment in equipment is above Rs.10 lakhs to Rs.2

°
Medium ente@es (Manufacturing)

Entex@ engaged in the manufacture/ production, processing or preservation of goods
and whaséfvestment in Plant and Machinery Original cost excluding Land and building and
the @xpeeiﬁed by the Ministry of Small Scale Industries vide its notification no. S.0.1722
(E) October 5, 2006) is more than Rs.5 crore but does not exceed Rs.10 crore.

Medium Enterprises (Service)

* Enterprises engaged in providing/rendering of services and whose investment in
Equipment (Original cost excluding Land and building and furniture, fittings and such
items as per 1.2.2.) is more than Rs.2 crore but does not exceed Rs.5 crore.
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* The Medium Enterprises (Service) shall include Small Road and Water Transport
Operator (SRWTO), Professional and Self Employed (PSEP), Business and all other service
enterprises, whose investment in equipment is above Rs.2 crore to Rs.5 crore.

Classification of MSME

* The Micro and Small Enterprises (manufacturing and service) will be classified under
Priority Sector irrespective of whether the borrowing entity is engaged in export or
otherwise.

Acknowledgement g?o

e Each branch will issue an acknowledgement for loan applications rece%f.r! the

borrowers towards financing under this sector and maip#ain the record oﬁ t me.
®
Disposal of Applications ‘»

¢ In case of Loans up to Rs.25000/- : Within 2 w
e In case of Loans above Rs.25000/- : Within &ks x
(Provided the loan applications are completéjinall respects companied by a ‘check

list’ enclosed to the application form).

CREDIT GUARANTEE TRUST F GTMSE) &’
The Government of India and SIDB ed CGTMS%mg banks to help small enterprises

which are unable to give securit, Banks and ied loans. The Trust guarantees certain
amount of loan if given as p the Trust. Banks also need not take any
security as per the CG

eme.
e Main contributQrs e capital c sWf CGTMSE are Government of India and Small
Industrial Dexgel ent Bank ja (SIDBI).
Eligible Borrt@ §
existing Mj

¢ New w Small Enterprises engaged in manufacturing or service
: xcluding”ﬁ/ i/ Trade’.

As gt now, all agtf\iti88 that come under service sector as per RBI’s guidelines on ‘Lending

t& Priority S§cto ~and MSMED Act, 2006 except retail trade are eligible for coverage

rms laid

under th erfle.

Whether loa n to Small Road Transport Operators are eligible for coverage under the
Scheme?

:ﬁ. Small road and water transport loans are eligible for guarantee cover.

der the Guarantee Scheme, a borrower is required to obtain IT PAN number prior
to availing of credit facility from the eligible lending institution. Also it is a mandatory
requirement under section 139A(5) read with section 272(C) of the LT Act 1961 to indicate
IT PAN on all tax documents which include returns, challans, appeals, etc.

* However, in respect of loans up to Rs. 10 lakh, CGTMSE is presently not insisting that

the IT PAN be obtained at the time of availing of the guarantee cover. IT Pan No. is to be
indicated in respect of credit facility above Rs.10 lakh.
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What Guarantee Fee required to be paid

1.50% of the total limit sanctioned, maximum to Rs 100 lakhs (0.75% in case of North
Eastern Region including state of Sikkim & Jammu and Kashmir )

Annual Fee

Whether the rates of guarantee fee and annual service fee can be varied after t

0.75% of the total amount outstanding as on 31° of March of the preceding financial yew
commencement of guarantee cover?

Guarantee fee will not be changed with retrospective effect.

Since the guarantee fee is payable only once at the time of seeking guaraffee cQVer, so
any change in rate will have only prospective effect on t ture proposa overed
under the Scheme.

As regards Annual Service Fee, it is payable or@ aranteed @faahhes as on

March 31, the prevailing rate at that time )x

THIRD PARTY PRODUCTS (TPP)

Why TPP? %{
It is non-fund business for ba a@ very lucrati ness without lending any funds.
Bank’s profit normally is base et interest . Due to squeezing of interest rates
and higher cost of product wer, infra e and competitive scenario, burden on
st Margin has been reduced considerably.

Advantages of TP

points i
° ‘$sle free
o OwW cost

This factor worrie

banks has increased and sI educed N

ﬁ s and theydgo for non-fund based business in TPP.

Immedi@c n ﬁ‘
No ri P Aor los ds
3 ness

Reach

High profit (comm./brokerages)
Easy marketing

No follow up

No Risk Involved
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BANC ASSURANCE
What is Banc Assurance?

Fully exploiting the synergies between banking and insurance, so as to manufacture and
distribute cost effective banking and insurance products to a common customer base. In
simple words banc assurance is a linkage of insurance and bank products and distribution

channel.
Why Banc Assurance?
Major reasons why banks should go for banc assurance are: C)o
* Falling interest rates, reducing spreads and stiff competition.
* Alternative avenues of fee-based income for banks. ¢
* Insurance business in India accounts for a mere a % of GD’ uch bright
chance of expansion of business of insurance t alternatlv els like banks.
* Provides under one roof all banking a e prod es and promotes
insurance linked banking products /s r&
* Banks act as Corporate agents of Insuran€@Companies u the Amended Corporate
Agents Act.
To promote banc assurance busin nks may I&che following promotional
aspects
* Banc assurance should active rol&gfperity of Insurance industry.
* Bank should promot product / s linked with insurance.
* Banc assurance s evelop br ge to stand tall.
Banc assuranc @allable in rket are:
* Referral M
* Deposit Insur es
= Cor Agency M

ance means:

chemes are insurance linked through group insurance.
jal deposit schemes are promoted.

inal premium is charged from customers on special deposits-insurance linked
schemes.

Salient features of Corporate Agency Model are:
* Popular model having more involvement of banks.

* Banks appoint specially licensed insurance trained executives/managers to meet
customers and sell banc assurance products / services.

* Licensed executives / managers provide single window service for all the insurance
requirements.
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Following are the benefits of banc assurance to the banks:

= It offers fee based non-interest income to banks which does not require banks to
maintain capital adequacy ratio on commission business. Bank's comfort level is
improved.

= Banc assurance increases non-interest income which helps to increase total income
without necessitating increase in capital or total assets. Thus balance sheet of banks

improves by improved returns on assets and return on equity.
= Surplus manpower can be used for marketing of bank and banc assurance produ
without additional cost and efforts.

* Loan linked assurance products like most priority sector loans and others 11
loans, vehicle loans, etc. can be marketed by banks through banc ass% get

commission.
.
SECURITIES FOR BANK LOANS: MODES &

* Hypothecation: Banker has right over goods cal pos, oods isnot with
him, e.g. Car Loan, Vehicle loan, CC Lim bts, Sto %Aory Hypothecation
creates a transfer of interest in favour 0 ecate reates a charge in or
upon any movable property, existi re, create e borrower in favour of

and crystallizes at the time of m

¢ Pledge: Banker has right o as well as ysical possession. In case of non-
payment, Bank has the righ 1 e.g. mark€abl€ securities like shares, Gold. Section
8

172 of the Indian Contr 72 defm e as bailment of goods as security for

secured creditor (Bank) without d T of posse% e charge is floating charge

e.g. for Home an agains ty.

e Lien:Itisac n the specj Specific Lien) or general assets (General Lien) of
It4s a crea ht in favour of the lender for payment of dues.

a debt or performan omise.
* Mortgage: Wh é\ovable pr he security is created by way of Mortgage;
aﬂ t(

PRIME LEI@G RATE (
eregul interest rate structure with regards to banking operations by
s, the con reatmg bank’s own bench mark lending rate arose. There as a
r@Sult of this banks Started fixing their bench mark rate of interest which was called Prime
Lending Rates. ® is a rate at which banks would lend to their prime customers.

e Asag
rate

ractice, banks mark up (add) 2.5 to 3.5% on the PLR to make it as commercial
nding to the customers of various credit rating.
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( PAST EXERCISE

)

1. As reported in some major financial
newspapers, many times it is said that
"Other Income" boosts the profit of a bank
to a substantial level. What is this other
income for a bank ? [Pick up the option(s)
which are the part(s) of this other income.

[OBC 2008]
(1) Commission for selling insurance
policies
(2) Fee for providing various services (like
ATM/Extra cheque etc)
(3) Interest on advances and loans

(@) Only(1)  (b) Only (2)

(c) Both (1) & (2) (d) Only (3)
(e) All(1),(2) & (3)

2. Which of the following sche h bgen
launced specifically for hel enior
Citizens to avail loan by of their

(b) Senior Capl cheme

(c) Reverse Loan
(d) DEM unt Schem
éd in the ers, the RBI
i &es to be followed

g%ts appointed by the

n®o this, the India Bank
has to formulate a special
rse for them. Why do RBI and
to come into picture for such

e which is the responsibility of the
banks? [OBC 2008]
(1) RBI and Govt were getting many
complaints from the public about the
misbehaviour of Recovery Agents.

(2) Govt of India is paying much emphasis
on providing banking services to the

poor section of the society. News about

ill - treatment by agents or suicides due

to inability to pay back loans create a

negative picture. RBI does not want thi

to happen.
(3) Despite banks' efforts to @Ver
loans' many people sti ish
their loans tlonally
agents banks to
t eir money y all possible

&Only (1) %}Only )

(c) Both ( (d) Only (3)

product known as '"Reverse

consideration?

(@) A & ®)
4. Banz e days have launched a new

residential property? Q OBC 2008]‘&
(a) English Mortg

gage The scheme is designed keeping
hich of the following groups of society in
[BOM 2008]

(a) Youngsters who have just started

earning

(b) Defence personnel whose life is always

at high risk

(c) Senior citizens

(d) Women who do not have independent

source of income
(e) None of these

. When more than one bank is allowing credit

facilities to one party in coordination with

each other under a formal arrangement, the

arrangement is generally known as

(a) Participation

(b) Consortium

(c) Syndication

(d) Multiple banking
(e) None of these

[BOB 2008]
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6. Which of the following correctly describes

what sub-prime lending is? [IOB 2008]

(1) Lending to the people who cannot
return the loans.

(2) Lending to the people who are high-
value customers of the banks.

(3) Lending to those who are not a regular
customer of a bank.

(@) Only (1)  (b) Only (2)

(c) Only (3) (d) AlL(1), (2) & (3)

(e) None of these

. The Govt of India recently provided

an amount of 65,300 cr to about 3.6 cr

farmers in India. What was the purpose of

the distribution of this much amount to the

[Andhara Bank 2009]

(a) To enable them to purchase tractors

farmers?

and other hitech agricultural machi
(b) This was given to them as a debt waj
®)

and relief package.
() To provide them ferti
advanced high- yielding s
next harvesting season
To help them avai
and update th
farming techni

nd
or the

(d)

and adopfgin

methods o e
(e) None o
Asweall AGovtof India i uch
empha ese days o evelopment

and Med1ur@ i

f the follo atements reflects

the importance of% SME sector in the

India econo o [RBI 2009]

(1) The following a policy of
keeging some items reserved for SMEs

ence a good number of items

r local consumption come from these

one.

(2) The main advantages of SMEs are
reduction of regional imbalances,
low investment, greater operational
flexibility and low production cost.
This helps in good control over prices
of such items in local markets.

t serv1ces‘b
dge about

10.
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(3) A very large number of people are
employed in this sector and this sector
is the second largest employer in India,
after agriculture.

(@) Only(1)  (b) Only(2)

(c) Only (3) (d) AlL(1), (2) &)

(e) None of these

As we have notices, many banks are

entering into Insurance business. Wh@

Banks entering into this sector, parficularly

when many insurance anies” are
already t in India? B12000]
(1) By ding 11% r products,
are earmn 1ona1 revenue

rms of fd@ /c ission.
Banks &g huge customer
base are ing on their existing
relatl 0 convert customers into

pol

increase  of  health-related
ems, everybody wants an

insurance cover, no matter how big or
small it is. Banks are coming up with
many attractive offers, which are also
affordable.

(a) Only (1)
(c) Only (3)

(e) Only (1) & (2)
One of the key factors that provide impetus

(b) Only (2)
(d) All(1), (2) & (3)

to strong growth is Interest Rates. How
do interest rates contribute to the growth
of economy, particularly when these are
[RBI 2009]

(1) It gives corporations the opportunity

lowered down?

to prepay high-cost debts and replace
them with fresh funds raised at lower
rates.

(2) Banks use this opportunity to maximize
profits on their treasury operations and
these excess profits are used to clean
their Balance Sheets by making higher
provisions for NPAs or sticky loans.
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(3) The Govt also gets benefited as it can
borrow funds from open market at
low interest rates and bridge its fiscal
deficit.

(a) Only (1)

(©) Only (3)

(e) None of these

11. ‘Sub Prime Lending’ is a term applied to the

loans made to [Punjab & Sindh 2011]

(a) those borrowers who do not have a
good credit history.

(b) those who wish to take loan against the
mortgage of tangible assets.

(c) those who have a good credit history
and are known to bank since 10 years.
those borrowers who are most preferred
customers of the Bank.

(e) None of these
12. Which of the following schemes is laun

specifically for helping senior citizen

avail loan by mortgage of their resi

property?  [Indian Overseas@®an 1]

(a) English Mortgage Scheme 3

(b) Senior Capital loan Sche

(c) Reverse Mortgage Loan

(d) Senior Citizen Rers

(e) None of these
13. Bancassurance is ration Ba

(a) an insuranée eme t
deposi@
(b) ani ance scheme excl r the
@es of banks
pmposite fin& rvice offering
i rance products

eme exclusively for
ifsurance companies

(b) Only (2)
() All(1), (2) & (3)

(d)

oan scheme

14. i e following types of accounts are
kno emat Accounts’?  [IBPS 2011]
( counts which are Zero Balance

ccounts

(b) Accounts which are opened to facilitate
repayment of a loan taken from
the bank. No other business can be
conducted from there.

(c) Accounts in which shares of various
companies are traded in electronic form

15.

18.

&H g product ?
ome Loans

. Interest below which a bank

Credit Function of Banks

(d) Accounts which are operated through
internet banking facility
(e) None to these
The arrangement under which banks sell
insurance products acting as the agents of
the respective companies is called the
[IBPS 2013

(b) Bancassurance Model o
(c) Hybrid Insurance Model ‘ )

\.

(a) Insurance joint venture

(d) Insurance Broking

(e) Inte Model
16. Wh1c the folloW t a 'Money
trument’ 7 [IBPS 2012]
asuryB
Comme 1
(c) Certifica p051t
(d) Eqult res
(e)
17. W e of the following is a retail
[IBPS 2012]

) Working capital finance
(c) Corporate term loans
(d) Infrastructure financing
(e) Export Credit
Banks in India are required to maintain a
portion of their demand and time liabilities
with the Reserve Bank of India. This portion
[SBI Bank 2013]
(a) Statutory Liquidity Ratio
(b) Cash Reserve Ratio
(c) Bank Deposit
(d) Reserve Repo

is called

(e) Government Securities

is not
expected to lend to customers is known as
. [SBI Bank 2013]
(a) Deposit Rate

(b) Base Rate

(c) Prime Lending Rate
(d) Bank Rate

(e) Discount Rate



Credit Function of Banks

20. In banking business, when the borrowers
avail a Term Loan, initially they are given
a repayment holiday and this is referred as
[SBI Bank 2013]
(b) Interest Waiver
(d) Interest concession

(a) Subsidy
(c) Re-phasing
(e) Moratorium
21. The arrangement under which banks sell
insurance products acting as the agents of
the respective companies is called the
[IBPS Bank 2013]
(a) Insurance joint venture
(b) Bancassurance Model
(c) Hybrid Insurance Model
(d) Insurance Broking
(e) Integrated Model
22. As reported in some major financial
newspapers, many times it is said that
"Other Income" boosts the profit of a b
to a substantial level. What is this o

income for a bank ? [Pick up t gz‘

which are the part(s) of this ot

2008]

1
6.

11. ( 12.
16. 9 17.

21. )
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(1) Commission for selling insurance
policies

(2) Fee for providing various services (like
ATM/Extra cheque etc)

(3) Interest on advances and loans
(a) Only (1) (b) Only (2)
(c) Both (1) & (2) (d) Only (3)
(e) All(1), (2) & (3)

23. As per the reports published in &

newspapers, the banks, particularl@ 1C
sector banks, are typing upfgith V@fious

rating agemgies for providin Ritative
assess the aedi s of the
borrg @@hmh a e following
ch cre enc1es in India?
{ n]ab & Sindh 2011]
CARE
(2) CRISI
@) U 0
() (b) Only (2)

2) only (d) Only (3)
&411 (1), (2) & (3)

S

(© 5. (b)

. (e) 10. (e)

(e) . (c) 15. (b)
(b) 19. (b) 20. (e)

(0)
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( PRACTICE EXERCISE )

1. Which of the following correctly describes
what sub-prime lending is?
I. Lending to the people with less than
ideal credit status.
II. Lending to the people who are high
value customers of the banks.
III. Lending to those who are not a regular
customer of a bank.
Select the correct answer using the codes
given below:
(@) OnlyI
(c) Only III
(e) None of these
2. Sub-prime refers to

(b) Only I
(d) All of these

(a) lending done by banks at rates be
PLR

(b) funds raised by the banks
rates b

(c) group of banks which rate as
prime banks as per b Imanac

(d) lending done fi g instituti
including bag Es
tds

customer
meeting wit ally requir
appraisa

(e) None above

3. ‘Sub prlﬁndmg isa % ied to the
t

e borrowe do not have a
0od credit his

e known to bank since 10 years
( th (a) and (b)
one of the above

4. In banking parlance, ‘Sub-prime’ refers to
(a) landing by banks at rates below PLR
(b) funds raised by banks at sub-libor rates

(c) group of banks which are not rated as
prime banks as per bankers almanac

(d) lending donebybanks/Fls to customers
not meeting with normally required

credit appraisal standards
(e) None of the above
5. Which of the following aspects are outB

by the loan policy of a bank?
(a) Rating standards

% extended by one
s called

pers

(d)Wegergificates of deposits
1 of the above
ince, acceptance of deposits and granting

‘b of loans are the two general functions of a

bank, the relationship arising out of these
two main activities is known as
(a) principal and agent relationship
(b) financer and financee relationship
(c) bailor and bailee relationship
(d) general relationship
(e) specific relationship
8. Which of the following lendings qualifies as
a priority sector loan?
(a) Loan for purchase of gold for marriage
of daughter
(b) Loan for consumer durables
(c) Housing loan
(d) Loan for purchase of tractor
(e) None of the above
9. Which one of the following does not qualify
as priority sector lending by commercial
banks?
(a) Software exports
(b) Small business loans
(¢) Education loans
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10.

11.

12.

13.

(d) Small industries loan (c) Corporate term loans
(e) None of the above (d) Infrastructure financing
As reported in various newspapers, many (e) Export credit

banks have revised their interest rates 14, Life insurance in its modern form came to
on home loans, car loans and other such India from England in the year

loans. Which of the following phenomenon (a) 1818 (b) 1896
prompted these banks to make such an (c) 1905 (d) 1907
upward revision in their interest rates?
I. RBI has revised the CRR and other (e) 1919 )
such rates upward, which has created a 15. In case of a debt taken by a married wo@

liquidity crunch in the market. her husband will be liable for deb@
II. Stock markets in the country are the debt is taken
showing very high fluctuations as (a) with his consent or autho ®

eg of life to
nd defaults

visible through their indexes. As a
result, banks have lost a huge amount
of money in trading. Banks now want
to recover that money by increasing
their interest rates.

III. Banks are in need of a huge amount o

£

e 5 R 1 ok Wy st ncin s n
Select the correct answer using the codes)” paﬁ dia.
given below (a)@l 1 (b) North-Eastern
(@) Only I (b) Only II ) thern (d) Western
(c) Only III (d) All of orthern
(e) None of these %ank loan against property requires the
Bancassurance is Q ‘b asset to be free from encumbrances. What
(a) an insurance N o insure b does it mean?

deposits . (a) The asset to be free from liability

(b) an 1nsurn : bkse exclusivel\folyrhe (b) The asset to be properly registered

N o Vinancial se offpring (c) The property to be fully constructed
Rking and ins roducts (d) The asset should not have multiple
afle“deposit s clusively for owners
ployees for i @lompanies (e) None of these
(e)Wyone of the ab 18. In bank’s parlance, credit risk in lending is
Which of the f owischemes is launched (a) default of the banker to maintain CRR
specifically &elping senior citizens to (b) default of the banker to maintain SLR
avail loa ortgage of their residential (c) default of the banker to release credit to
prope@ the customer
(a): Eﬂg h Mortgage Scheme (d) default of the customer to repay the
ior Capital Loan Scheme loan
(c) Reverse Mortgage Loan Scheme (e) None of these
(d) Senior Citizen Personal Loan Scheme 19. Loans and advances a bank, provides come

(e) None of the above

Which of the following is a retail banking
product?

(a) Home loans

(b) Working capital finance

under which of the following category?
(a) Assets (b) Liabilities

(c) Costs (d) All of these

(e) None of these
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20. Which of the following products of a bank
is specifically designed to provide financial
help to children in their higher studies in
India or in a foreign nation?

(a) Personal loan
(b) Corporate loan
(c) Educational loan
(d) Mortgage loan
(e) None of these

21. Which of the following is a payment and
settlement system used by the banks in
India?

(a) Liquidity adjustment facility
(b) Real time gross settlement
(c) Forward rate agreements

(d) Central depository service
(e) Negotiated dealing system

22. Bridge loans refer to
(a) loans  granted to

constru
companies for construction of brid
(b) loan granted to PWD for const

of bridges over rivers
(¢) interim finance allowed b
their customers, pendin sement
of term loans by fina titutions
(d) loan granted to, v@ar constructi
of bridges
(e) None of the

23. The right to retain Possessio those
goods in 1 of which t ues \have

arisen is d
( rlien (b @lien
11,01 these

t of set off (d
(e ne of these
24. Lanxd development“anks provide long-
. [ ] ..
term Credlﬁnemes of basic importance

irrigation purposes like wells,

m-bore wells, tubewells, pump

s and irrigation tanks

echanisation of agriculture i.e., loans
for purposes of tractors, power tillers,
threshers, etc

(c) land reclamation, soil conservation,
plantation of fruit orchards, dairy
development schemes etc involving
heavy expenditure

Credit Function of Banks

(d) Both (a) and (b)
(e) All of these

25. When more than one bank is allowing credit
facilities to one party in co-ordination with
each other under a formal arrangement the
arrangement is generally known as
(a) participation (b) consortium
(c) syndication (d) multiple banking
(e) None of these

26. A Bill of Exchange in which a ban 1@
its branch or another bank, as the case jnay

be, to pay a specified amou a @eciﬁed
person the order pecified
perso

( draft
&promlss %
(d) insuranc
(e) None
27. Which Q)llowmg is not considered as

e instrument under the Negotiable
ts Act, 18817
of Exchange
Promlssory Note
) Share Certificate
(d) Cheque Payable to Bearer
(e) Cheque with ‘Not Negotiable’ crossing
28. As per guidelines of Reserve Bank of India,

a new private sector bank

(a) shall be subject to prudential norms
in regard to income recognition, asset
classification and provisioning, capital
adequacy, etc.

(b) shall have to observe priority sector
lending targets as applicable to other
domestic banks

(c) will be required to open rural and semi-
urban branches

(d) All of these

(e) None of these

29. Initial repayment holiday given to a
borrower for repayment of loan is called is

(a) subvention

(b) moratorium

(¢) re-schedulement

(d) amortisation

(e) EMI
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30. In case where the loan is sanctioned by the
bank against the borrower submitting the
fake/forged documents and thus, playing
fraud on the bank, such a loan is to be
treated in the bank’s books as a ........

even when there is recovery in the account
as per the repayment schedule approved by

225

Select the correct answer using the codes

given below:

(a) OnlyI

(c) Only III

(e) All of these
35. Which of the following means of lending is

considered as a priority sector loan?

(b) Only I
(d) BothIandII

the bank at the time of sanctioning the loan. (a) Loan for purchase of gold for marria
(a) standard (b) sub-standard of daughter
(c) doubtful (d) loss (b) Car loan C)
(e) None of these (c) Housing loan

31. A loan granted for short-term crops will (d) Loan urchase of tra%.
be treated as NPA, if the instalment of (e) Ed io’loan @ %
principal or interest thereon or both 36. Whi e followin, % ot qualify as
remain overdue for ..... crop season(s). P& sector 1 iné
(a) one (b) two & gricult ing
(c) three (d) four (by” Educatiopdo

(e) None of these
Which of the following is not consid
one among the loans under Retail Ba@

(a) Car loan
>
O

32.

(b) Housing loan
(c) Personal loan
(d) Education loan
(e) Infrastructure

o
uited

33. When banks mak@y ad¥ances to
companies agai @r assets, th
forms are @resented to istrar
compani ithin .............. T e date of

ays
onth

ex
(b
(c

(e) None of these E
Which of ‘$oﬁowing is the correct
definitio term commercial papers?

L I@thing but the popular name
!é the judicial stamp papers used to
I

onths

34.

ister financial transactions.
. It is one of the instruments through
which corporates raise debt from the
market.
It is the name of the ’Certificate of
Deposits” (CD) provided by the bank to
its retail customers.

III.

Q(C) Auto@“

Do

(d) Lo all scale sector

(e) I—&ng loan
37. W the following would be treated as

ecured loan?

Agricultural loan
Personal loan
Educational loan
(d) Vehicle loan
(e) Housing loan
The rate of interest banks charge its main/
major and prime customers is popularly
called as
(a) Risk Premium
(b) Prime Lending Rate
(c) Repo Rate
(d) Reverse Repo Rate
(e) Cost of Fund
Which of the following is not an activity of
merchant banking in India?
(a) The management of the customers
securities
The management of the portfolio
The management of projects and
counselling as well as appraisal
The management of underwriting of
shares and debentures
None of the above

38.

39.

(b)
(0)

(d)
(e)
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40. The industrial Finance Corporation of India

11.
16.
21.
26.
31.
36.
41.

provides loans to
(a) government companies only which are
in core sector (i.e., power generation,

steel, coal and cement, etc)

(b) newly

established industries in

backward districts
(c) industries in private sector
(d) joint stock companies and cooperative

(a)
()
()
(b)
(b)
(©)
(b)
(©)
(©)

2. (d)
7. (d)
12. (c)
17. (a)
22, (c)
27. (d)

Credit Function of Banks

societies engaged in the manufacturing

and processing of goods

(e) None of the above

41. When a loan is granted by a bank for
purchase of white goods it is called
(a) Consumption loan

(b) White goods loan

(c¢) Consumer durable loan

(d) All of these
(e) None of these

3.

23.

32. (e) 6@
37. (b) 8.
>

(@) (

(d) : (b)

(b) 4 (b)
(1& 39. (e)

x

)

. s

13. 14.

18 ( 19.
b(a) 24 o(e)

20.
25.
30.
35.
40.

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

N
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LOCKER FACILITIES
* Banks provide safe custody of valuables of the customers. C)
¢ There are two ways to ensure safety of customer's valuables: \0
(i) by hiring out safe deposit vaults (lockers). P

(ii) by accepting the valuables e.g. jewellery, doc etc. (Custodt vice)
* Locker is a subsidiary activity offered by bank 3

¢ [tis a non-fund based activity that bank gtfers he cust
¢ The relationship between the Banker an e users of sa e 051t locker is that of a

lesser and lessee.

* Locker can be issued to an individu 0 Oor mo & s jointly. Locker can also be

issued to Partnership Firms,Li ompames es, Associations, and Clubs etc.
¢ The Bank provides various ockers a yment of duly contracted/agreed
yearly rent payable in a o its Cust% n execution of standard application

form specially de51gned nding up
¢ Theintending hjger Ker is expec 4&‘\

the hirer and\ ti@branch gffi t branch premises for the purpose of entering into an
agreem stablish th er /\essee relationship.

Nominati cility 9
Mination is avallablé®n lockers as per section 45 Z of the N.I. Act, 1881.
er can nondimate a nominee in the locker account.

tatus of the hirer of lockers.
aintain a duly introduced account with the

Nomination can be modified as per the need of the hirer but not before all the
hirers igned a letter of change.

° death of the hirer, contents of the lockers can be handed over to the nominee
ly unless any legal heir raises a contra issue or gets a stay on the disbursement of
e contents to nominee.

Custodial Services by banks

* Customers may deposit his/her valuables / documents etc. with the bank for safety
purposes.

* Property / valuables handed over to the bank are not subject to the general lien of the
banker.
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MUTUAL FUND

® Mutual Fund is a pool of investors fund to be held, managed, traded or disposed of for
higher income for the investors with minimum risk. In simple words mutual fund is also
called as ‘Fund’.The money is invested in a wide range of assets. The assets in which the
fund will be invested are clearly stated in the fund Prospectus.

* Mutual fund is a mechanism for pooling resources by issuing units to investors. The
resources so mobilized are invested as per objectives of the Fund. Investments ar@

diversified and well spread over a spectrum of instruments.

* For selling of Mutual Fund Schemes, AMFI Certification is required. o
Important Features of Mutual Fund C)
* MeFis a link between savings investors and capital market. \(.
* Capital market participants in promoting good comgorfate gove@ar@ investor

protection.

* A player who brings liquidity into the f1n®l syste

* Mutual Fund is organized as a Trust.

Advantages to Investors &

e Reduction in Risk 6

* Professional Management @ &
e Reduced cost to the Investo &/Q/

¢ Liquidity

e Better Yields

e Portfolio D1ver
e Economies of &
e Tax beneflt

° Invest mfort b
@ banks

Advantag

o stomer Retention.
tﬁerse flow of funds
Based on the period of the unit and the amount raised, Funds are categorized as:
*  Open ended funds
= Close ended funds
* Income oriented funds

=  Trust oriented funds
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* Open ended fund is one in which no fixed quantum of amount to be raised nor the number
of investors and where the investors can buy the unit whenever they want and sell the
unit to the Fund at a price (net asset value-NAV) announced by Fund from time to time.

* Close ended fund is characterized by a maximum amount to be pooled by the Fund, fixed
period, quick liquidity and having unit price normally less than the NAV.

Mis-selling:
Mis-selling is an ethically questionable practice of a salesperson misrepresenting or misleadin
an investor about the characteristics of a product or service. In an effort to make a sale to
potential customer, a financial products salesperson could leave out certain informatioe
describe a financial product as something the investor urgently needs, even thoug

financial judgment would come to the opposite conclusion. }C)

®
BASEL ACCORD &

Genesis: Bank for International Settlement (BIS) has e oldest 1 onal bank,
having its headquarters in Basel in Switzerland. The Cen sof G- 10 ame together
in 1974 for the first time to establish broad superyis dards actlces for banks
and form a Committee called Basel Committe

Purpose of Basel accord was fac111tat1ng and éghancing 1nform armg and cooperation
among bank regulators.

In 1988, the committee introduced th jtal measur stem commonly known as
Basel Capital Accord-I. It fixed that an@ d have ming capital standard of 8% by 1992.

Then came the Basel accord -II

oming li s of Basel-I accord. Basel -l accord
suggested the concept of capital ra capital rat'&‘.erator represents the required capital
by bank and the denominator % isk weight%sets.

in

Banks were required tg capital ess than 8 percent of their risk-weighted
assets. This capital ra @‘red to as r1; d capital (RBC).

New capital fram under Base rd consists of three pillars for risk mitigation.
e Firstpillar i % minimum 4 requirements
ndica

* Second p tes supe
o Th1rd orwards the @
All these address to
re 1t Risk, a
peratlona

y review system, and
Ietgdiscipline concept.
reduction processes. Risks are related to:

Commércial ban dla started implementing Basel-II w.e.f March, 31 2007. RBI was
associated with 1 ommittee on Banking Supervision (BCBS) from 1997.

Basis of em f Basel-II guidelines are:
* Ba assess their own risks to which they are exposed i.e. credit risk and operational
1§ks

tant regulatory initiatives taken by RBI relevant to adoption of Basel-II are:

¢ Ensuring banks to have suitable risk management framework as per respective bank’s
needs.

* Risk based supervision (RBS) was introduced in banks on pilot basis.

* Encouraging banks to formalize their capital adequacy assessment process (CAAP) in
alignment with their business plan.

¢ Developing areas of greater disclosure and transparency.
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Capital structure of banks has now been developed into three categories. These are:

A. Tier-I capital comprising of:

* Paid up capital and disclosed reserves
* Retained profit and general reserves

* Legal Reserves

B. Tier-II capital comprises of:
* Undisclosed reserves &
* Asset revelation Reserves o

= General Loan Loss Reserves

* Hybrid (Debt/Equity) capital C)

* Subordinated Debt capital .
RBI has now discontinued the implementation of Basel @w Baseb I and have
started concentrating achieving Basel-III norms for whic issued gul Important

points of guidelines are:

BASEL-IIl NORMS (BASED ON RBI GUIDELI

Objectives: Basel Ill reforms are the r ons Basel Com n Banking Supervision

(BCBS) to improve the banking sector’s a iyto absorb s ar1smg from financial and
(ii) economic stress, whatever the source.

reform package entitled “Basel I1I: ARl
systems” (known as Basel III capitd %; lations) i

(BCBS) released comprehensive
k for more resilient banks and banking
ber 2010.

Consequently, the Basel Commj teegyanking Sup

e Based on RBI Guideli anks in Indi e begun applying Basel-III norms on
capital regulation fr il 1, 2013 i es and they will be fully implemented by
March 31, 2018:

CREDIT RATING S: Main Féa S

There are man rtant cred ti
1. Cred t1 Infor i

ompanies in India, of which few important are:
of India Ltd. (CRISIL)
t Informat d Credit Rating Agency of India Ltd. ICRA)

gfia Ratings earch Pvt. Ltd.

5. SME Riﬁﬁgmcy of India Ltd (SMERA)

6. Briskw

@)

Cre ting Information Services of India Ltd. (CRISIL)

SIL provides to its customers an analyzed data on companie's financial health, insights
opinion along with its advice to enable the investor, issuers, policy makers etc. to
take investment decision.

CRISIL helps mainly in the field of credit risk, financial risk, price risk, market risk,
liquidity risk and exchange risks.

CRISIL covers only corporate sector for its analysis.

CRISIL provides consultancy services to public or private sector enterprises and also
State Governments.
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(b) Investment Information and Credit Rating Agency of India Ltd. (ICRA)

¢ ICRA wasjointly promoted in 1991 by banking and industrial houses like IFCI, LIC, SBI,
some public sector commercial banks, and some financial services companies.

¢ This was established with the objective of providing guidance to investor and creditors
in determining risk associated with investment.

¢ ICRA in general provides services in the area of crating rating, credit assessment and
general assessment about issuers of debt instruments like debentures, bonds, preferenc
shares, fixed deposits, commercial papers etc. It shows that ICRA provides professiq
services for short term, medium term as well as long term debt instruments. 6

®
opment

After independence, Government / RBI opened many specialiZd financial an
i ike loans,

institution to bridge the gap in the capital market and pxg
underwriting of issues, guaranteeing deferred payme 0

FINANCIAL INSITUTIONS IN INDIA xlc)
k

ptreprene jning and skill

development of entrepreneurs and help in promo ects o u&%. hese financial
institutions are broadly categorized into (i) All I %tu ions, level institutions,
depending upon the geographical coverage o operations. nal level, Financial
Institutions provide long and medium term loan easonable ra nterest Their activities
include subscribing to the debenture issa@ of companies, u ite public issue of shares,
guarantee loans and provide deferred pay w g facilities, ef€? e other hand, the State level
institutions help in the development o, @ m and s le enterprises, but the activities
are by and large the same as for t al level insji S.
Important national and State level cial instit re:

e Industrial development of India es ed in 1964 (IDBI)

e Industrial Finange ratlon of Indi hshed in 1948. (IFCI)

e Industrial Credit stment C ion of India started in 1955 (ICICI)

¢ Technology ment & I 1on Co. of India Ltd (TDIC)
e Life Insur rporati established in 1956 (LIC)
e  UnitTr India starte (UTI)

at ncial Corp atiens (SFC)
i@ Industrial D@ ent Corporation (SIDC)
i

ABARD estal%e n 1982
IM bank in 19

e Nationa ing Bank in 1988, (NHB)
. Infr$cture Development Finance Company Ltd (IDFC) in 1997 etc.
nduist

1. 1 rial Finance Corporation of India

is corporation was set up as first development financial institution in 1948 under
the IFCI Act, with the main objective of providing medium and long term finance to
industries starved for funds at that time for new projects, diversification, expansion and
modernization.

¢ Initially IFCI was established under the act of Parliament but later in 1993, July,1 it became
a company under Indian Companies Act, 1956 with, however, Government holding
maximum shares.
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¢ IFCI has over all these years diversified its activities in the field of merchant banking,

syndication of loans, formulation of rehabilitation programmes for sick industrial units,
activities relating to amalgamations and mergers, etc.

2. Industrial Development Bank of India (IDBI)

¢ [DBI came into existence in July 1964 in the form of apex financial institution.

* Main objective of its setting up was to help medium and large industrial units financially
to usher industrial development in the country.

e IDBI provides financial assistance in two ways: (i) Direct assistance, and (ii) Ind@

subscription to industrial securities, soft loans, technicalgefund loans, etc. (]

assistance
* Direct assistance is provided by way of project loans, underwriting Qg -arect
e Indirect assistance is in the form of refinance facilitie, i strial @nc%

3. Small Industries Development Bank of India
e SIDBI was established by the Governm &dia in A Ws a wholly owned
subsidiary of IDBL

¢ Itis the principal financial institutiog for pr@protion, finangi d development of small
scale industries in the economy. h

¢ [t aims to empower the Micro,
view to contributing to th sjof economi

balanced regional develop &

4. Industrial Credit & Inves‘@t Corporatiofr'ef India Ltd. (ICICI)
0

d Mediun&c;zrprises (MSME) sector with a

, employment generation and

e ICICI Ltd. is or a@nown as | Credit & Investment Corporation of India
was established a nt stock copgaily under the Indian Companies Act, 1955.

¢ The objective @iitSppening was industrial sector with permanent financial solution
provider. Igstarfed its fumigti a handling organization as well as helping with long
term funéinng*source. “§
At p t ICICI provi wing support to industries:
ct financ G
Qeasmg acti &/
Supplier,cre

the et with its policies and management.
. CI'has also floated its own bank by the name ICICI Bank.

e I's funding has been through market borrowings and overseas capital markets,
besides other local sources.

upp
. Me@&mkmg activities
e ICICI Sar as a company free from the Government controls. It found its own place in

5. Unit Trust of India (UTI)

e  Unit Trust of India (UTI) was established under the UTI Act, in 1963

¢ The purpose of its establishment was to encourage savings and investment among savers
at all levels.
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¢ Its main function is to mobilize savings of public and channelize in productive channels
for economic development of the country.

* Main objective of such mobilization of savings was to help and motivate middle and low
income groups to invest in schemes and enable them to share the benefits of the rapidly
growing industrialization in the country.

* InDecember 2002, the UTI Act, 1963 was repealed with the passage of Unit Trust of India

(Transfer of Undertaking and Repeal) Act, 2002, paving the way for the bifurcation of
UTI into 2 entities, UTI-I and UTI-II with effect from 1st February 2003.

6. National Housing Bank (NHB) o
* National Housing Bank is wholly owned subsidiary of Reserve Bank of India est&ed
under the National Housing Bank Act, 1987. ®
e NHB is national level apex financial institution hava rimary, ro roviding
refinance to housing companies and banks doing th ess of ho
¢ NHB’s main functions include: ( extendmg i ial assi nc@ ousing finance
institutions, (ii) formulate schemes of m ion of reso extension of credit
for housing projects, (iii) formulate sch eaker se society at subsidized
rates of interest etc., and (iv) provi ines to the jng financing institutions

¢ Share capital of NHB is largely co uted by RBL
raise line of credit from foreign s like USA

Overseas Economic Coope d (OECEF) 0@}3
debt market by offering bo
Some State level financial Instif{ii

Andhra Pradesh Sta
Himachal Prade

Madhya Pra inancial Cor

North Eas elop tHigance Corporation (NEDFI)

Rajasthﬁnce Corp:%( C)

Tam@du Industri@Q ment Corporation Limited
radesh Fin& orporation (UPFC)

er, NHB is empowered to
ousing Guarantee Programme,
etc. NHB also raises funds from

AN S o e

. i F1nanc1al‘§’p ration (DFC)
9. Gujarat Sta Fig cial Corporation (GSFC)
10. The Eco$ Development Corporation of Goa ( EDC)

Financial Corporation ( HFC)

Kashmir State Financial Corporation ( JKSFC)
13 nataka State Financial Corporation (KSFC)

rala Financial Corporation ( KFC))

15. Maharashtra State Financial Corporation (MSFC )

16. Odisha State Financial Corporation (OSFC)

17. Punjab Financial Corporation (PFC)

18. West Bengal Financial Corporation (WBFC)

19. Assam Industrial Development Corporation Ltd (AIDC)
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REFORMS IN BANKING SECTOR

Salient Features
Banking sector reforms were required because of the following reasons:

=  To create and enable environment for banks to overcome external constraints like
interest rates, high levels of preemptions in the form of reserves, credit allocation to

certain sectors etc
* Tocreate policy environment of public ownership and reduce the equity of governme

in banks and enhancing the transparency and disclosure standards.
* To enhance efficiency and productivity through competition. o
¢ The reforms introduced in the banking and financial sector are:
* Introduction of legal reforms by establishing Board fgr Financial Supw BES)
in 1994.

bill, 2004
ervisor a%s matching with

uctuation reserve

* Passing of credit information companies (reg

= Establishing best regulatory framework a
best in the world through introducti
(IFR) out of profits towards interes isk;

Rand i
investment €
* Prescribing prudential guideli ouraging %discipline.
* The special features of reforms are Banaal secto g—ns were undertaken early in

reform cycle, (ii) financial sector driven b risis and reforms have not been

an outcome of multilateral forms were @designed with the country in mind, (iv)
government preferred that ;ﬁ; sector ban age the overhang problems of past
rather than clean up the heet wit V nment aid.
¢ The banking/ f1nanc1 reforms n the outcome of
tee on fina stem (M. Narasimham Committee-I) in 1991
Level Com& Balance of Payments, 1992 (Dr. C. Rangarajan

€ committe %kmg sector reforms, 1998 (M. Narasimham Committee-

II
(@t impact of @\s on the banking system is:
d

verall effici@a stability improved through manpower management, cost
eduction a@ iness per employee
Capital adegi¥acy matches with international levels.
. Gro@s have come down from whopping around 15% to around 3% in 2012.

ovement in profitability in banks

am Committee Report-II recommended the handling of critical issues like:
Required action to strengthen the foundation of banking system.

Procedural, and technological aspects

= Structural changes in the system

* Reorientation of human resource development.

Actions taken by Reserve Bank of India on reforms are:

* Portfolio of government securities of banks is marked to market and adjustment, if
any, announced.
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* Government and other approved securities have been assigned a risk weight against
‘Nil” earlier.

* Capital adequacy ratio raised from 8% to 10% in 2002 and to 12% in 2006 and further
16 % by 2018 as per Basel-III norms.

=  Setting up of an Asset Reconstruction Fund (ARF) to enable banks to issue bonds
which form part of the Tier-II capital.

RBI has further taken steps to tighten the implementation of reforms:
= By tightening of definition of a loan account declared as NPA
* By reducing gross NPA to 3% and Net NPA to 0%. o

* Accrual of interest for income recognition is reduced to 90 days.
* Introduction of minimum 1% provision for even standard assets. x.

* Foreign banks allowed to set up subsjdi or joint v in India
*  Minimum share holding by gover RBI in equitiggofRationalized banks to be

brought down, preferably to 33&.
* Entry of private sector banks pegmitted subject to&}@\ral of RBI and initial capital

requirement of Rs.500crores

INFORMATION TECHNOLOGY 00 (AS A&gﬁ) SALIENT FEATURES

¢ In India, Law of Evide year 2000 %Hed evidence which was paper based.
However, commerc de inclu nking found huge paper work leading to
piling of paper that in ca d paper evidence could be produced in the
court of law.

* Need was f egal chan etter and efficient e-commerce. The Government
of India te@k\th€ call of mtroduced a suitable Bill in 1999 called Information
Techno 111, 1999.

fthls Billw uce paper work and provide a legal recognition to electronic

nd dlglt 5 ures. It was felt that such law will recognize electronic records

igital sig that will in turn improve electronic communication through
rnet etc.

The Bill W, as8ed by both houses of the Parliament and got the assent of the President
of Indi ust, 2000. This Bill came to be called then as Information Technology Act,

2000.: E

Ad%es
is has brought dramatic changes in e-commerce. People of all walks of life are

increasingly using this technology instead of paper documents. It is cheaper, easier to
store and retrieve speedily huge data at a fast speed.

It helps to provide legal sanctity to electronic records and other activities carried through
electronic means.

This Act states that unless otherwise agreed, same shall have legal validity and
enforceability.



236 Para Banking Services
¢ The Act was amended by Information Technology Amendment Bill 2006, passed in Lok
Sabha on Dec 22nd and in Rajya Sabha on Dec 23rd of 2008 .

¢ Through this Act the provisions to provide growth of electronic based transactions, to
provide legal recognition for e-commerce and e-transactions, to facilitate e-governance,
to prevent computer based crimes and ensure security practices and procedures in the
context of widest possible use of information technology worldwide have been fulfilled.

OBJECTIVES OF IT ACT, 2000

Objectives of the Act are: o
tronQ

e To grant legal recognition for transactions carried out by means of e ata
interchange and other means of electronic communicagion commonly refégrd® to as

“electronic commerce” in place of paper based meth ommurgca

* To give legal recognition to Digital signatures fo f tlcatlon ormation or
matter which requires authentication unde To f ctromc filing of
documents with Government departme &

¢ To facilitate electronic storage of data a{

¢ To facilitate and give legal sanctiofyto el ctronic fun fers between banks and
financial institutions

* Togivelegal recognition fo?ee@g of books of a@&s by banker’s in electronic form.

Digital Signatures ?

¢ Digital signatures h ecelver of i tion to verify correctness and authenticity
of origin of inf Receiver ¢ er1fy that the information is safe. In simple
words dlgltal

e A digital si also ﬁt e sender of information to latter deny having not
sent the j ation.

e A d1 sighature ser &a e purpose as a handwritten signature.

. tten 31gn ig¥€asy to counterfeit but digital not.

ital s1gnat vide authentication and data integrity.
. gital 51gnatu so identity of the signer and is better than handwritten signatures

since for $r@more secured.
MERCHA ANKI

nt banking is a consultancy service provided to corporate bodies for project
elopment and fund raising.

* Merchant banking activities include providing advice to corporate for promoting a new
body and managing public issues for raising capital. In other words major functions
undertaken by merchant bankers include issue management, market maker and capital
restructuring or structuring.

* To become a merchant banker, approval of SEBI is required and a minimum net worth
is required.
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FACTORING

Factoring is mainly a receivable management function undertaken by a “Factor’.

It relates to company’s book debts which are held up due to some reasons and company
is not able to en-cash own its own.

Many a time, suppliers of goods and services in small scale sector face working capital
shortage due to non-receipt of payments from buyers. Such trade credit gets locked u@

in the form of receivables.
Timely collection of receivable help improve the cost of funds and efficiency. o
Such small and medium enterprises sometimes are forced (circumstantially) to

Such receivables at discount to a company, called “Factoring Company” so fhat rem@hing
funds can be can be used productively. Such people wo takeover the r&eifable at
discount are called “Factor”. .

Types of factoring

Six types of factoring services are availabl€; &
= Full Service Factoring (without Reco &
* Full Service factoring with Rec6tigse

* Credit factoring i.e. Invoice Dis &

* Debt Administration ( Q/

@y facton
* Bulk factoring Q&
* Agency Factoring
Benefits of Factorin, ‘b
= Elimination x{ d1scount ustomers
t

= Incentive for early t not required
. Promp %ts a
= cost and ti

sed return

Q" rove in 11

44

&
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(

PAST EXERCISE )

1.

Asper thereportsin the leading newspapers
the Securities & Exchange Board of India
(SEBI) has asked the Mutual Fund industry
to stop “Misselling” their schemes to
investors. What is “Misselling” of products?

[BOM 2008]

(1) Misselling takes place when mutual
funds are sold without telling the likely
returns.

(2) When agents sell the products without
telling investors what are the risks
involved in investing in mutual funds

(3) When agents invest somebody's
money in mutual funds without thei
knowledge, it is called rmssellmg

(a) Only (1) (b) Only (2)

(c) Only (3) (d) All(1),(2) & (3)

(e) None of these

Which of the following is/are c out

the “Operational Risk” as used i leld of
banking? (};BOI 2008]
(1) Risk of loss due to i ate or failed
internal process: @
ural calamj
to non-comipliamce

b) Only (2&
(d) All( 3)
these
al return of &'estor is reduced
es as the he commodities

go tip all of a In financial sector
this type @enomenon is known as
................. [IOB 2008]

redit risk

(e) None of these

A/Bank/Finaical = Organisation  these
days relies heavily on e-commerce for its
transaction. As a part of system security, it
has introduced the organisation's security
awareness manual. This step of the

organisation can be classified under which
one of the following categories of measures
for a business? [IOB 2008

(a) Preventive (b) Compliance

(c) Corrective (d) Detective o
(e) None of these
5. Very often we see in the Vertl ents
published Financing Instif@teS/ Agen-
cies statifiggth@their pr@lu iven high
or a atings. Th ng Agencies
onds/i s e t into how many
% ories? [UBI 2009]
Low Ris
(2) Avera
®) H
(a) O (b) Only (2)
(C) 3 (d) AllL(1), (2) & Q)
e of these

ch of the following is/was NOT

%mluded in the agenda set for the Banking

Reforms in India? [RBI 2009]

(a) Dismantling of administered interest
rates

(b) Measures to strengthen risk
management

(c) Promulgation of SARFAESI Act

(d) Promotion of the concept of easy credit
to all with a guaranteed subsidy from
the Govt

(e) Granting of operational autonomy to
public sector banks and allowing them
to raise capital from the open market.

. One of the major emphasis of Basel Il is that

banks should have —.

[Allahabad Bank 2010]
(a) adequate Capital Adequacy Ratio
(b) only few branches in urban centres
(¢) more and more branches in rural areas
(d) core banking mode of operation
(e) all the above to comply with Basel II

norms
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8. Whichofthefollowingis NOT a Government
of India undertaking ?
[Allahabad Bank 2010]
(a) Oil India Ltd.
(b) Sutlej Jal Vidyut Nigam Ltd.
(c) ICICI Bank
(d) National Thermal Power Corporation
Ltd.
(e) Rural Electrification Corporation Ltd.
9. Which of the following is NOT associated
with climate change and/or global warming ?
[Allahabad Bank 2010]
(a) Basel norms
(b) Bali Meet 2007
(c) Copenhagen Conference
(d) Kyoto Protocol
(e) Bangkok Meet in 2009

10. Many times we read in newspapers thaga
company is planning to bring a public is

What does it mean?

[Syn@@lﬂ]

(1) Shares of the company wi issued
only through public sect msatlons
hke banks/Cen alf nstltutlons

(2) Shares of th ny will b
to general only th ary
market

some ho ders/

0 leave the

pany. Henc :‘&wwh to sell their

public

(b Only (2)
d) All(1), 2) & (3)

11. Bas

0 following aspects of the banking
[Punjab & Sindh 2011]
(a) Risk management

try ?

(b) Manpower planning

(c) Retirement benefits for the employees
(d) Corporate Governance

(e) None of these

239

12. What is meant by “Underwriting”, the
term frequently used in financial sector ?
[Punjab & Sindh 2011]
(a) Undervaluation of the assets
(b) The act of taking on a risk for a fee
(c) Giving a Guarantee that a loan will not

become a bad loan
(d) The act of permission to float an IPO
(e) None of these
13. Expand the term BCBS. &{)
[Corporatign Ba 11]
(a) Bank’ mmittee on Ba&.
Su is1on )
(b) ommittee q ng

@ervisio
&Bank’s C %"
Supervi

(d) Basel

on Banking

sion on Banking

14. you understand by 'Para Banking'
vices? [Allahabad Bank 2011]
) Eligible financial services rendered by
banks
(b) Utility services provided by banks
(c) Services provided through business
correspondents
(d) Services provided to armed force
personnel
(e) None of these
15. Which of the following is/was NOT
included in the agenda set for the Banking
Reforms in India? [Andhra Bank 2011]
(a) Dismantling of administered interest
rates
(b) Measures to strengthen risk
management
(c) Promulgation of SARFAESI Act
(d) Promotion of the concept of easy credit
to all with a guaranteed subsidy from
the Govt
(e) Granting of operational autonomy to
public sector banks and allowing them

to raise capital from the open market
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16. Structure of Basel II is based on how many

pillars? [Indian Overseas Bank 2011]
(a) Two (b) Ten

(c) Four (d) Five

(e) Three

17. Credit Rating [Corporation Bank 2011]
(a) is used to rate the borrowers while
giving advances.
(b) is used to work out performance of the
employees.
(c) is used to calculate the number of
excellent auditrated branches.

(d)

(e) is necessary before giving promotion to

is not used in any bank.

employees.

21.

22.

Para Banking Services

(a) adequate Capital Adequacy Ratio
(b) only few branches in urban centres
(c) more and more branches in rural areas
(d) core banking mode of operation

(e) All of the above

Structure of Basel II is based on how many

pillars?

(a) Two (b) Ten

(c) Four (d)  Five

(e) Three

Which of the following ca be c d as
a debt in: ent as referr nancial
transacgiong? fIndian Ove ank 2009]
(a) ate of depo

Stocks

18. Which of the following is not considered d Commer ers
money market instrument? 11] (@) Loans

(a) Treasury bills

(b) Repurchase Agreement
(c) Commercial Paper

(d) Certificate of Deposit
(e) Shares and bonds

[IBPS 2

19. A Bank/Financial on these
days relies heavil merce for 4
transaction. As a r system se
it has intro he organ

security awa anual. f the

organisati e clasaﬁec?lél hich
one of t@ﬂowmg cate measures
6T a ¥ SS? &
q [Indi seas Bank 2009]
(a) Preventive (l%ompliance

(@ Detective

20.
uld have [Allhabad Bank 2010]

1. (e) 2. (a)

6. (d) . (a) .
11. (a) 12. (b) 13.
16. (e) 17. (a) 18.
21. (e) 22. (e) 23.

23.

% generally described as

24.

(b)
(©
(d)
(e)
(e)

Banks tory lending to farmers for
, micro and small enterprises

er weaker sections where in banks

equ1red to lend up to 40% of the loans

[IBPS 2013]

(a) Para banking

(b) Sub-prime lending

(c) Retail lending

(d) Non-priority sector lending

(e) Priority sector lending

Which of the following organization is made

specifically responsible for empowering

Micro, Small and Medium enterprises in

India?

ANSWER KEY

[SBI Bank 2013]
(@) NABARD (b) RBI
(c) SIDBI (d ECGC
(e) SEBI
(a) 5. (d)
. (a) 10. (b)
14. (a) 15. (d)
19. (a) 20. (@)
24, (c)
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(  PRACTICE EXERCISE )

1. Board for Financial Supervision (BFS)
constituted in 1994 by RBI to undertake
consolidated supervision of
(a) commercial banks
(b) financial institutions
(c) non-banking finance companies
(d) None of the above
(e) All of the above

2. SMERA is an SME Rating Agency in India
meant for
(a) rating on credit worthiness of MSME
(b) rating on quality management
(c) rating on training system
(d) rating on technology usage in fthe

organisation)
(e) None of the above

3. Which of the following is not a
financial sector reform in Indi 3
(a) Creating an efficient, p e and

profitable financial sect ustry
system for in-

(b) Preparing the fi t
creasing internati
(c) Opening th tefnal secto

petltlon
calibrated fds
(d) Reduc@ﬁseal deficit
(e) P mamtena

even in theggfa
external envi t
as not included

» of the follo
in the agenda sgt e Banking Reforms

cial
of domestlc

in India? ®
of administrated interest

res to  strengthen  risk

romulgation of SARFAESI Act

(d) Promotion of the concept of easy credit
to all with a guaranteed subsidy from
the government

(e) Granting of operational autonomy to
public sector banks and allowing them
to raise capital from the open market

5. Which financial institution established by
IBRD-American Mission, in 1955?

(a) IDBI (b) ICICI
(c) SBI (d) RRB
(e) PNB o

6. Bank of Rajasthan was merged wit
(a) HDFC Bank (b) ICICI Bank
(c) AXIS Bank (d) Citi Ban ®

vides f1nanc1a @ nce to

7. ICICI
(a) 1I%scale 1r1du
ﬁlarge -SC
(d) All of th
(e) None
8. ICICIp a351stance by way of
(@) 1 and medium-term loans and
OQparticipation
& ranteeing rupee and foreign
currency loans raised from other
sources
(c) underwriting issues of shares and
debentures

(d) All of the above
(e) None of the above
9. The most significant feature of ICICI's

operations is

(a) the foreign currency loans sanctioned
by it

(b) to channelise World Bank Funds to
industry in India and to build capital
market in India

(c) the refinance facilities extended by it

(d) Both (a) and (b)

(e) None of the above

10. In the State of India, the State Financial

Corporation have given assistance mainly

to develop

(a) agricultural farms

(b) cottage industry

(c) large-scale industries

(d) medium and small-scale
tries

(e) None of the above

indus-
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11. The services provided by merchant bankers
includes
I. management of mutual funds.
II. public issues.
III. dealing with the corporate clients and
advising them on various issues.
Select the correct answer using the codes
given below
(a) OnlyI (b) Tand II
(c) IIand III (d) All of these
(e) None of these
12. Which was the first mutual fund started in
India?
(a) SBI Mutual Fund
(b) Indian Bank Mutual Fund
(c) Kotak Pioneer Mutual Fund
(d) Unit Trust of India
(e) None of the above
13. Which of the following mobilise (s) th

savings of the public to specifically ingest
in the industrial securities? ‘]8

(a) UTI (b) LIC
(c) GIC (d) All of the
(e) None of these

14. Banks are authorised to sell
products. Which are these ts?

S,

party

(a) Mutual funds(b) Te osits
(c) Credit cards (& ques
(e) None of these
15. Axis Bank is a Q
(a) Public Segto k
(b) Privat Bank b
(c) Co- tive Bank
( ﬁank 0
in Bank &
16. T was estab n
(a) 1956 (b 64
(c) 1972 (d) 1976
(e) None

(b) Utility services provided by banks

(c) Services provided through business
correspondents

(d) Services provided to armed force
personnel

(e) None of these

4

Para Banking Services

18. Expand the term BCBS.

(a) Bank’s Committee on  Banking
Supervision

(b) Basel = Committee on  Banking
Supervision

(c) Bank’s Commission on Banking
Supervision

(d) Basel Commission on  Banki
Supervision

(e) None of these o

19. Net balance maintained in currentfaccount
by co-operative banks with" ... re not
treated a h for the p sapof CRR/
SLR. o
(a) ePBank of Indi }x
( @e Bank @ad

IDBI Ba ifn1
(d) Canara k
(e) All of e

20. Basel I, was issued in 1988, focuses
on th
(a) ital adequacy of financial institutions

&) provement of the banking sector’s
% ability to deal with financial and
economic stress
(¢) technology upgradation
(d) training of banking staff
(e) professionalism in banking
21. The formal beginning of the merchant
banking services in India began in 1967,
when the Reserve Bank of India provident
licence to the
(a) State Bank of India
(b) Oriental Bank of Commerce
(¢) Grindlays Bank
(d) Federal Bank
(e) None of the above
22. Banks in their daily business, face various
kinds of risks. Which of the following is one
such major risk?
(a) Customer risk (b) Reputation
(c) Goodwill risk (d) Protection risk
(e) Operational risk
23. All merchant banks must be worth atleast
(a) X1 crore (b) X 2 crore
(¢) %3 crore (d) ¥4 crore
(e) T 5 crore
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24.

25.

26.

27.

28.

29.

The merchant banking activity in India is
governed by

(a) SEBI (b) RBI

(c) IRDA (d) All of these

(e) None of these

Basel norms are important international
regulatory stipulations. It is meant for
which sector?

(a) Insurance (b) Banking

(c) Micro Finance (d) Pension funds

(e) None of the above

Mutual funds fall within supervisory
purview of
(a) SBI (b) RBI

(c) SEBI
(e) None of the above

(d) IRDA

merchant bankers?
(a) Issue management
(b) Capital structuring / restructuring
(c) Market maker in capital marke
(d) All of the above
(e) None of the above

Basel -II norms are ass@
of the following % f the ba
industry?
(a) Risk mana Q
(b) Manpo$ning Q
nt benefits for t ye
governanc 6
in objectiV@ ational Housing
Bank is/are °
(a) to pro@amd develop specialised
housi ance institutions for mobi-
li$of resources and extending fi-
!sanc for housing activities
extend refinance facilities to housing
inance institutions and to scheduled
banks
(c) to provide guarantee and underwriting
facilities of housing finance institutions

(d) All of the above
(e) None of the above

30.

32.

33.

>
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Which of the following constitute the
code of conduct for merchant bankers as
stipulated by SEBI?

(a) Maintenance of high degree of
standards of integrity and fairness in
dealings

Providing  true and  adequate
information to investors and abide
the provisions of various acts, rule@
regulation etc

Ethical conduct of
provision of information

.\'fbr

Bl is/are

(b)

usine! nd
cugtomers

of the abov

. in functj
to provideNgefijance for loans and
What are major functions undertaken by advances§extefided by the primary
2 stitu

;with which‘b

lendi tions to SSI units and
ovide resources support to

alﬁa
)@ iscounts and rediscounts bill

rising from sale of machinery to or

manufactured by industrial units in the

SSI sector

(c) it extends seed capital/soft loan
assistance under National Equity
Fund, Mahila Udyan Nidhi and Mahila
Vikas Nidhi and Seed Capital Schemes
through specified lending agencies

(d) All of the above

(e) None of the above

Which of the following public sector banks

is regarded as being the first to launch its

own Mutual Fund Scheme?

(a) SBI

(b) PNB

(c) Bank of India

(d) Canara Bank

(e) ICICI Bank

Which is the principal institution for

promotion, financing and development of

small scale industries in the country?

(a) RBI (b) SBI

(c) IDBI (d) SIDBI

(e) None of these
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34. Credit rating is 35.

(a) used to rate the borrowers while giving
advances

(b) used to work out performance of the
employees

(c) used to calculate the number of
excellent audit rated branches

(d) notused in any bank

(e) necessary before giving promotion to

employees
(e) 2. (a) 3. (d)
. (b) 7. (©) 8. (d)
11. @) 12. () 13. d)
16. (b) 17. (a) 18. & 1
21. © 22. (e) 2

23.
26. @) 27. (d) 28, @
31. @) 32. @) é )

>
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ICICI is the name of a
(a) chemical industry
(b) bureau

(c) corporation

(d) financial institution
(e) None of these

N

E.O

4. ) ) (
o AP
. b
x 20. Ea))

9.
4. 25. (©)

50;3 you
Y
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INFLATION- WHAT IS IT? o&

Inflation in simple words means rise in prices of goods and services. It also meag value

of money during a particular period/time. It is in fact a sustamed rise in prices dggongpanied

by fall in value of money. ‘&
Itis measured normally in terms of percentage increase 6fgle€rease in the dex during

a given period. o

What is Hyper-inflation? Hyper-inflatio very hi 1C 1nﬂat10n during
which period value of the country’s curren ed1 es in ter value and prices of
commodities rises uncontrollably. Such aituati ormally when there is uncertain
political conditions in the country or ther%ar or war—hk

What is the Impact of Inflatio @

(i) Itbringsheavy profittobusi uses like m&c‘curers, traders, and other middlemen.
(ii) People living at below ?ty line or th ho are middle class earners remain the
iy

major surfers durin@ iod of inflai
(iii) Nearly all types o mers are a
income whic ixed, are the
cover inflati .
(iv) Many a flation Cr%m
days 0
Yeéticit financin ds to increase in aggregate demand against aggregate supply, former
a®the latter.

vestment or other expenditure may cause inflation.

y the situation. Those who depend on interest
ufferers since interest rates are not sufficient to

lance in the family budget of people leading to hard

ises Inﬂatlo

of speculation leading to hoarding for more profit through low supply of goods
vices may also cause inflation.

(d&en income increases leading to increase in disposable income, it causes inflation.
(e) Increase in salary and wages, leading to more disposable income causes inflation.

(f) Market demand for large exports reduces supply of goods in the domestic market leading
to labeling higher prices of goods and services.

(g) Population pressures also affect inflationary trends.

(h) Government'’s policy to supply more credit in the market also creates such situations.
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NATIONAL INCOME - Important Points

It is total monetary value of goods and services produced in the country during a given period.

In economic terms, national income is defined as the sum of net value added at factor cost

by normal resident in domestic territory of a country and net factor from abroad during an

accounting period. (Hansen)

¢ Concept of National Income has been presented in different ways. National Income is
represented as Gross National Product (GNP), Net Domestic Product (NDP) at cost, N
National Product (NNP), Personal Income, Disposable Income, Net National Inc@
(NNI) at cost, and Real Income. g‘
d

* National Income is a flow concept which means flow of goods and serxiges
period. Only final goods and services are included duripgythe period. ¢
¢ Normally National Income covers an accounting ye& ® ‘b’

¢ Itis expressed in monetary terms.

ga

Gross National Product (GNP)
¢ Itis the total flow of goods and serviges m ed atmar e resultmg from current
production of the period in con51de n. It also incl t income from abroad.
e The constituents of GNP are:
(a) Consumer durables or gélt satisfy

& eeds.
(b) Gross investment i :& 1 goods i stic market like capital formation,
nv

residential constru entorl
(c) Those goo - 1ces that a uced by the Government.
(d) Net expor ence betw&ort and imports) of goods and services. This is

nco ifrﬁ ad

(iii) Value Addag\Method

Income d:

GNP ages & salaries + Rent + Interest + Dividends + Undistributed Corporate Profits +
Mi omes + Direct Taxes + Indirect Taxes + Depreciation + Net Income from Abroad.

Expenditure Method:

Private Consumption Expenditure (C) + Gross Domestic Private Investment (I) + Net Foreign
Investment (X- M) + Government Expenditure on goods & services (G).



Financial Awareness 247
BRICS - Important Features

* Nations like Brazil, Russia, India, China and South Africa together form the Brics bloc.
The importance of BRICS lies in the fact that 40 per cent of the population of the world
lies in these FIVE nations. They also have the combined GDP of around $24 trillion
which is around 1/5" of the global GDP. Despite such a strong base, these nations are

marginalized by global banks.
* Recent Sixth summit of BRICS was held from 15" July 2014 in Brazil’s Fortaleza city.

* The purpose of BRICS summit is to develop greater economic cooperation amon
nations and advance global economic stability and prosperity. ‘ )

BRICS’s BANK Floated x
¢ BRICS countries agreed to roll out a new bank w1tiv&arter m@l in China.

It will start functioning in next two years
¢ The bank aims to counter western dom: obal fi
* The subscribed capital of the Bank wo 1o nd $50b d the total authorized

capital of $100 billion. Each countryggill ha¥€ a shareho $1O million in the bank,
making it clear that each country %e equal saygd

¢ The President of the Bank forthe ifii#ial'6 years will ta. After India completes its term,
the Presidency will pass on for 5 yea ed by Russia for another 5 years.

UNION BUDGET 2014-15 - T FEATE@

Important Budgeta e@
Fiscal Policy: Ixendmg a ng activities of government constitute its

fiscal pohcy

Fiscal Defi is the surp, o tal expenses (expenditure) over the revenue receipts
and capital ip Capltal m uded in fiscal deficit are exclusive of borrowings. For
inst i eficit = ndlture that includes total of capital expenditure and revenue
ex less Receipt includes capital receipts less borrowings + revenue receipts.

G ment Budg@®§l'his is a document that central government and all State governments
prepare every fiscgl ygar to show their income and expenses. This is a annual task which
highlights the @rise details of estimated receipts and expenditure for a fiscal year. This is
also called afifual budget of the government.

ent Receipts: The estimated income or money receipts from all sources during a
period is called government receipts.

tro Account: Nostro is Italian word meaning ‘our’. In the business of foreign exchange
funds are transferred from one country to another. Such transfers take place at our end involving
particular currency and transferring it to another country in their currency at other centre. In
order to transact such business, the foreign exchange dealers maintain balances, in current
accounts in foreign currencies in overseas branches/correspondents etc. Such a foreign exchange
account by a foreign exchange dealer is called ‘nostro account’.
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Primary Deficit: Primary deficit means net of fiscal deficit and interest payments. In simple
words, primary deficit is the deficit arising out of the fiscal deficit minus payment of interest.

Public-Private Partnerships (PPPs): It is not new in the economy to involve public as
partner to the growth and development of projects. In India this concept is being taken up
by Government of India as well as State Governments. PPPs is a type of finance by public
for development of projects beneficial to the society in general. Public or large business firms
invest money for a return on investment, may be as interest, and part money is invested by the
government. Management is jointly handled by the parties to the project.

Gross Domestic Product, Deflator: A price index which adjusts the overall value of
according to the average increase in the prices of all output. The GDP deflator equals
of nominal GDP to real GDP.

Gross Domestic Product, Per Capita: The level of GDP djvided by the p% n of a
m

country or region. Changes in real GDP per capita over time ninterg ret easure
of changes in the average standard of living of a country, h this i 1s (because
it doesn’t account for differences in the distribution of acros ac roductzon and
individuals, and it doesn’t consider the value of @C‘Qﬂ')

UNION BUDGET- SALIENT FEATURES Q

Economic Survey-2013-14

¢ Fiscal deficit is in bad shape as ed by the nment.
e  Growth estimated durmg all rang e n 5.4 to 5.9%. Expected growth of

7-8% could be achieved by 016-17 subj good monsoon.

e Import restrictions led t rovement ce of Payment (BoP) during 2013-14.

e The Economics v rojected tha nt account deficit (CAD) shall be contained
around 2.1% of 1n 2014- 1

* The currenta and the ca a count balances together form the country’s BoP.

e CADis th p etwee and outflows of a foreign currency. CAD which was
$21.8 bi upees 1.3 org) during April-June, 2013, moderated to around $1.3
b1lho upees 7.765 c an ary-March, 2014. This was possible due to the ban on

gold bec pee depreciation. Lower CAD will make Indian industries less
ptible to glo omic changes and reduced volatility in foreign exchange rates.

d Procurer\‘% Food grain stocks are to the tune of 69.84 million tones as on June

17 2014. This(i to higher procurement. Irony of this situation is that despite higher
procure@nd stocks, inflation rate is still high.

e FDI: GOyerfiment in its budget has announced allowing higher foreign direct investment
(F elected sectors. FDI may be allowed in defence, insurance sector, infrastructure
tor,‘technology etc.

° : Goods and Services Tax (GST) will be important step towards economic reforms
as well as taxation reforms. Adoption of GST will help raising resources for states and
central government. Replacing existing indirect taxes by GST, the later will help create
national market as well as align taxation of imports and exports correctly. It is also hoped
that when GST is adopted, it will improve competitiveness of production and exports
from India. Direct Tax Code (DTC) is also seen as a step towards replacement of existing
income tax laws.
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* Non-Performing Assets (NPAs) of Public Sector Bank (Government owned banks): It
shows a major concern in terms of rising NPAs of public sector banks as per the economic
survey. This may be because of slowdown in the important industries and infrastructure,
like textile industry, chemical industries, iron and steel industries, food processing,
construction, telecommunication etc. Overall NPAs increased from 2.36% of total credit
portfolio of banks in March 2011 to 3.90% in March 2014 as shown in the economic survey.

Some factual information on NPAs of public sector banks (PSB) is given below:
* NPAs of PSBs stood at 4.4% in 2013-2014 against 2.09% in 2008-09.
= Gross NPAs increased to Rupees 2,04,249 crore in March 2014 from Rupees 5

crore in March, 2010. QI
= Opverall NPAs of banks, including private sector banks, rose from 2. % in to

3.90% in March 2014. o

* Ganga Development Programme Project for the p evelop 1ng, and
maintenance of river ganga has been allocated m of Ru OO crore as
announced by the Government. However yearl et allocagi on en in following
sector-wise allocations.

* Main focus of the budget was on nur flnance flat1on simplify tax
regime etc. It is believed by the govern that abov s will lead to growth,
investment and employment.

e  On the front of direct taxes, sala

i agers have. en given a benefit in the income
tax. The income tax slab h ngreased to R up to which no tax is payable
This is an increase of Rs.50, last year& 5.50,000 increase has been given in

80CC as savings incentiv s.1lakh erson can save up to Rs.1.50 lakh and
take income tax benefit. ‘} %
€8

* As per budget 2014 overn e% extended tax holiday benefit for another
1es wh1c 0

3 years to power rwise expires on 31.3.2014. Now it expires on
31.3.2017. Be his exteng at power sector projects can avail tax benefit
under secti of Inco x¥ct. The law permits power companies to claim tax
exempt@ to 10 ye in first 15 years of a project’s operation.

C

15arettes has e to 72% on cigarettes with 65 mm length and 11-21%

ttes of othe e

reductio penditure rather than by way of realization of higher revenue.

nd Inﬂatlor%
e  Decline in § ca‘ eficit from 5.7% in 2011-12 to 4.5% in 2013-14 mainly achieved by

t in current account deficit from 4.7 % in 2012-13 to year end level of 1.7%

e Impr
maj hieved through restriction on non-essential import and slow-down in overall
te demand. Need to keep watch on CAD.

. er cent fiscal deficit a daunting task in the backdrop of two years of low GDP growth,
static industrial growth, moderate increase in indirect taxes, subsidy burden and not so
encouraging tax buoyancy.

OTHER KEY FEATURES OF BUDGET 2014-2015 (SPECIFIC SECTORS)

* Road map for fiscal consolidation outlines fiscal deficit of 3.6 % for 2015-16 and 3 % for
2016-17.
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Administrative Initiatives
* Legislative and administrative changes to sort out pending tax demands of more than
Rs.4 lakh crore under dispute and litigation.

* Resident tax payers enabled to obtain on advance ruling in respect of their income-tax
liability above a defined threshold.

* Income-tax Settlement Commission scope to be enlarged.
* National Academy for Customs & Excise at Hindupur in Andhra Pradesh.

* The subsidy regime to be made more targeted for full protection to the marginali

poor and SC/ST. Q

¢ Convergence with International Financial Reporting Standard (IFRS) by %(ﬁ’l f the
new Indian Accounting Standards (2nd AS) by Indian anies.

¢ Setting up of Expenditure Management Commissio& into ex% e reforms.

¢ Employment exchanges to be transformed into

provided. &
ECONOMIC INITIATIVES §

Foreign Direct Investment (FDI)

r’center A@ Rs. 100 crore

¢ Government to promote FDI selg@i 1n sector &
* The composite cap of foreigiyi tment to& d to 49 per cent with full Indian
management and Control th the FIPB

* The composite cap in th rance sec & increased up to 49 per cent from 26 per

cent with full Ingdia agement a ol through the FIPB route.
* Requirement of ullt up are apital conditions for FDI to be reduced from
50,000 squar to 20,000 etres and from USD 10 million to USD 5 million

respectlve evelop mart cities.
¢ The ma C urmg um lowed to sell its products through retail including
E—co:@rce platform

alization

&

Yequiremen to%se Rs.2,40,000 crore as equity by 2018 in our banks to be in line with
Basel- II@ s®

e Capit
ma

Pu%ctor Undertaking’s Capital Expenditure

nks to be raised by increasing the shareholding of the people in a phased

Us will invest through capital investment a total sum of Rs. 2,47,941 crores in the
current financial year.

Irrigation

¢ 1000 crore provided for “Pradhan Mantri Krishi Sinchayee Yojna” for assured irrigation.
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Rural Development

Shyama Prasad Mukherji Rurban Mission for integrated project based infrastructure in
the rural areas.

Rs. 500 crore for “Deen Dayal Upadhyaya Gram Jyoti Yojana” for feeder separation to
augment power supply to the rural areas.

Rs. 14,389 crore provided for Pradhan Mantri Gram Sadak Yojna(PMGSY).
More productive, asset creating and with linkages to agriculture and allied activities
wage employment would to be provided under MGNREGA.

Under Ajeevika, the provision of bank loan for women SHGs at 4% to be exte@e}i to
another 100 districts.

®

e Initial sum of Rs.100 crore for “Start Up Village E eursh1 a me” for
encouraging rural youth to take up local entreprenefigght programs

¢ Allocation for National Housing Bank increased to 0 crorego s ural housing.

* New programme “Neeranchal” to give i wate she rnent in the country
with an initial outlay of Rs. 2142 crores

* Backward Region Grant Fund ( GF) e restruc 0 address intra-district
inequalities. &

Agriculture Credit Q/
e To provide institutional fin (o landles s it is proposed to provide finance to

°
Food Securit@

5 lakh joint farming gro ‘Bhoomi H isan” through NABARD .
A target of Rs.8 akh@ as been set r1cu1ture credit during 2014-15.
Corpus of Rurax Tucture D ent Fund (RIDF) raised by an additional Rs.
5000 crores fr arget give Interim Budget to Rs.25000 crores .
Allocation &00 cr i
“Long T&ral Credla tgset up for the purpose of providing refinance support
to C(ﬁrative Banks ional Rural Banks with an initial corpus of Rs.5,000 crore.
of Rs.50,
0 crore for

uilding 2,

ded for the Warehouse Infrastructure Fund.

allocated for Short Term Cooperative Rural Credit . Sum of
D’s Producers Development and Upliftment Corpus (PRODUCE)
roducers organizations over the next two years.

Restuficturing FCI, reducing transportation and distribution losses and efficacy of PDS

t en up on priority
. éemment committed to provide wheat and rice at reasonable prices to the weaker
C

tions of the society.
Government when required will undertake open market sales to keep prices under control.

INFRASTRUCTURE

An institution to provide support to mainstreaming PPPPs called 4P India to be set up
with a corpus of Rs. 500 crores.
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FINANCIAL SECTOR
Capital Market

* Ongoing process of consultations with all the stakeholders on the enactment of the Indian
Financial Code and reports of the Financial Sector Legislative Reforms Commission

(FSLRC) to be completed.

* Government in close consultation with the RBI to put in place a modern monetary polic@
framework.

¢ Following measures will be taken to energize Capital markets: o
* Introduction of uniform KYC norms and inter-usability of the KYC record cyoss

the entire financial sector.
* Introduce one single operating demat account ‘k
*  Uniform tax treatment for pension fund and nd hnked ent plan

BANKING AND INSURANCE SECTOR »x
Banking %

¢ Timebound programme as Financi clus on Mission launched on 15 August this
year with focus on the weaker sect1 the soc1et;&
fr

¢ Banks to be encouraged to te ng term loa@ astructure sector with flexible
structuring.

* Banks to be permitted t Qg term f &' lending to infrastructure sector with
minimum regulatory ption suc , SLR and Priority Sector Lending (PSL).

* RBIto create a Qk for hcens ml banks and other differentiated banks.

¢ Differentiated servmg ni rests local area banks, payment banks etc. are
contemplat eet credit mittance needs of small businesses, unorganized
sector, 1o ome house s, farmers and migrant work force.

e Six rﬁe t Recovery al o be set up.

. re capitaL,i SME sector, a Rs.10,000 crore fund to act as a catalyst to

by way of providing equity , quasi equity, soft loans and other
capital for

funds to be 4staglished.

Insurance

ing insurance laws (amendment) Bill to be immediately brought for consideration
he Parliament.

e regulatory gap under the Prize Chits and Money Circulation Scheme (Banking) Act,
1978 will be bridged.
Water Resources and cleaning of Ganga

® Rs.100 crore provided for Detailed Project Reports for linking of rivers.
* Rs.2037 crores provided for Integrated Ganga Conservation Mission “NAMAMIGANGE”.
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* Rs.100 crore provided for Ghat development and beautification at Kedarnath, Haridwar,
Kanpur, Varanasi, Allahabad, Patna and Delhi.

¢ NRI Fund for Ganga will be set up as per budget provisions.

BUDGET ESTIMATES
¢ Mandate to be fulfilled without compromising fiscal consolidation.
¢ Non-plan Expenditure of Rs. 12,19,892 crore with additional provision for fertilize
subsidy and Capital expenditure for Armed forces.

* Rs.5,75,000 crore Plan expenditure — increase of 26.9 per cent over actuals of 20135 o
* Special allocation of Rs.53,706 crore for North East Regions. &)
¢ Total expenditure of Rs.17,94,892 crore estimated. x.
* Gross Tax receipts of Rs.13,64,524 crore estimated.

¢ Net to centre of Rs.9,77,258 crore estimated. x

e Fiscal deficit of 4.1% of GDP and Revenue defigi % esti e@

OBJECTIVES OF TAX PROPOSALS
* Ambitious Revenue Collection Tar in Interim Budge@ osed tax changes factored
in the Budget Estimates 2014-15

e Measures to revive the econem rnote invest manufacturmg, rationalize tax
provisions to reduce litigat%& ess the pr& f inverted duty structure in certain

areas. Tax reliefs to individ payers. E

DIRECT TAXES PROPOSA@
* Personal Income-tageXemption li d by Rs.50,000/- that is, from Rs.2 lakh to Rs.2.5
lakh in the casglo ividual ta , below the age of 60 years. Exemption limit raised
from Rs. 2 oRs. 3 im\thé case of senior citizens.

e No cha in the rate of either for the corporates or the individuals, HUFs,
Ao cp NN
o dtication ces§do Caritinue at 3 percent.
o stment limj &n’ section 80C of the Income-tax Act raised from Rs. 1 lakh to Rs.
175 lakh.
. Deducti‘@it.on account of interest on loan in respect of self occupied house property
s.1.5 lakh to Rs.2 lakh.

raised
e C e tax regime to Infrastructure Investment Trusts and Real Estate Investment
sts to be set up in accordance with regulations of the Securities and Exchange Board
dia.
* Investment allowance at the rate of 15 percent to a manufacturing company that invests
more than Rs. 25 crore in any year in new plant and machinery. The benefit to be available
for three years i.e. for investments up to 31.03.2017.

¢ Investment linked deduction extended to two new sectors, namely, slurry pipelines for
the transportation of iron ore, and semi-conductor wafer fabrication manufacturing units.
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¢ 10 year tax holiday extended to the undertakings which begin generation, distribution
and transmission of power by 31.03.2017.

¢ Net Effect of the direct tax proposals to result in revenue loss of Rs.22,200 crore.

INDIRECT TAXES PROPOSALS
e Toboost domestic manufacture and to address the issue of inverted duties, basic customs
duty (BCD) reduced on certain items.

¢ Colour picture tubes exempted from basic customs duty to make cathode ray TVs che@
and more affordable to weaker sections.

* To encourage production of LCD and LED TVs below 19 inches in India, Basic ms
duty on LCD and LED TV panels of below 19 inches redaiced from 10 perc t@Nil.
* To give an impetus to the stainless steel industry, j e in basQ: C s duty on
imported flat-rolled products of stainless steel fro cent to 7
¢ Concessional basic customs duty of 5 per e ed to and equrpment
required for setting up of a project for sgla e produ
¢ To develop renewable energy, various ite xempted fr se duty
¢ Likewise there are many other sector; here either tax xemptrons have been given
or taxes/duty increased.
APPRECIATION AND DEPRECI RUPEE
Appreciation and depreciatio words th commonly linked increase and decrease
of any value. In case of mo erms, whe y that value of rupees vis-a-vis dollar has
increased from 58 to 6 r, it means pee has depreciated. In other words, we have
to shell out rupees 60 geta doll ore rupee money is to be parted with to get one
dollar. On the oth 7 if value o p comes down from 60 to 55 per dollar, we say that
rupee has appr d;i.e. less ofsupc®s have to be shelled out for a dollar.
Such up, OWn Move, e currency vis-a-vis other currency continues in the
foreigngexc e market. éﬂ above dollar and rupee currency’s upward or downward
mo ndicated th. e IS in more demand than the other. In other words when dollar is

it means né&mand of dollar.

Effect of Cha}@irfCurrency Prices
When rupeg ‘gets depreciated then import items gets costlier. For instance, on importing an

item fro Y we pay rupees 5500 if rupee is appreciated (1 $ =Rs.55). But same import costs
Rs.60 rupee is depreciated (1 $ = 60 Rs.). This shows that on depreciation import items are
aff e most since more money is paid.

Similarly with appreciating rupee importers will gain.

Mostly the changes in the4 currency value vis-a-vis other currencies are due to demand
and supply. As per the economic theory if demand of a product is higher but supply is poor,
the prices tend to rise. The vice versa is also true, i.e. more the supply and less the demands
reduces the prices. The same principle applies to currencies.
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Factors affecting rupee value

1. Employment

Higher unemployment causes low spending since there is no money with unemployed for
spending. Sometimes employed are cautious and spend less to save for future. Unemployment
indicates poor economic growth. When such situation arises demand for currency declines. So
there is depreciation

2. Economic Growth Q

Higher economic growth leads to increase in prices of commodities. Workers earn m@r

are unable to spend due to higher prices. Central banks of the countries may increase est

rates. A change in interest rates may signal a change in currency rates. °

3. Interest Rates o ‘br

During poor economic conditions, money supply is 1 d so is th @ing power of
people. It means supply is low and demand is morg increa mes and value of

rupee increases. RBI in India or Central Bank #f a untry ¢ he interest rates to
make borrowing cheaper. Higher inflow incre ailable cash iffari@and increase spending.

4. Balance of Trade Q
Balance of Trade means = Total value o — Total V%O imports

If above trade balance is positie i ns the cour@ conomy is good. If it is negative
then there is trade gap or trade de &

Trade balance affects the and dema r a currency. During positive economy
(positive trade balance) cur mand is hi ¥ trade deficit, on the other hand, increases

the supply of a countfg’s ncy and comld @¢ad to devaluation if supply greatly exceeds
demand.

In short we see en currengfidéPreciates corporate importing goods and services are
most losers and rters are owever the situation is reverse when rupee currency
appreciates.

4$ )
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( PAST EXERCISE )

1. When the rate of inflation increases (c) interest on borrowings
[IBPS 2011] (d) dividends
(a) purchasing power of money increases (e) penalinterest
(b) purchasing power of money decreases 4. The term 'Smart Money" refers &
(c) value of money increases . [IBPS QG
(d) purchasing power of money remains (a) Foreign Currency
unaffected (b) Internet Banking C)
(e) amount of money in circulation (c) US Doldars \0
decrease (d) Tr S heques.
2. A type of fraud wherein criminals use an (e) ards
innocent person's details to open or use an 5. 1 year been recognized
account to carry out financial transactions is %easmgly ge segment of the
known as [IBPS 2013 al popula ut of the reach of the
(a) identity theft formal b services. Which of the
(b) hacking 6 followi e name of the concept floated
(c) money laundering to by ost of these rural persons in hte
(d) espionage @ mmancial and banking services?

() phishing [Nabard Bank 2009]
3. The part of a company's ear@ or profits %a) Corporate Governance
h

which are paid out olders is
known as
[IBP

(d) Credit Management
((123 capital galg; % (e) Risk Management
taxes b

(b) Financial Inclusion
(c) Wealth Creation

ANSWER KEY

1. (b) $o% (e) 3. ) 4. (e) 5. (b)
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(

PRACTICE EXERCISE )

1.

When the growth of GDP in a country

slows down suddenly, people start losing

their jobs and the situation continues for

several weeks, what name is given to this

state of economy (A big country was in this

state recently)?

(a) Inflation

(b) Recession

(c) Deflation

(d) Economic boom

(e) None of these

What is Gross Domestic Product?

(a) It is the cost of production of all final
goods and services made in the country

(b) Itis the cost of services made withinfghe
borders of a country in a year

(c) It is the market value of all fina
and services made in the ¢

T

(d) It is the market value of all oods
and services made wit orders
of a country in a yea

(e) None of the ab 0
In economic terms,t tal market e

of all final good vices produtediin’a
country in a gi ar is kn

(a) GNI b) GDP

(c) infl (d) PPP

f a natio
nds for r&/
(a)@foss Nationa%duct
(b) ‘Group NetSrod ct

(¢) Grand r Process

(d) Gro etwork Process
(e) the above
ia, the National Income is measured

5. In
basis of
(a) flow of goods only

(b) number of employed youth only

(c) volume of tax collected per annum

(d) earning of people working in PSUs and
government jobs

(e) All of the above

&Ifct?
aa Only I

6. Which of the following is one of the

measures of economic growth of a country?

(a) Volume of direct investment made by
foreign countries

(b) Number of companies listed on
stock exchange 0

(c) Gross domestic product of the @n
(d) Number of foreign natlé)kyorking

inacdu
(e) A above @ ‘b
7. Co rithe followi %ments:
first a t alculate National
Income s made by Dadabhai
Naoroji.

II. The fi cigntific method to calculate
natj mcome of India was made by
&or VKRV Rao.

the statements given above is/are

(b) Only I
¢) BothITandII (d) Neither I nor II
(e) EitherIorII

8. Consider the following statements:

I. GDP is a better measure of National
Income than GNP.

II. GNP is always higher than GDP.
Which of the statements given above is/are
correct?

(a) OnlyI (b) Only I
(c) BothIandII (d) Neither I nor Il
(e) EitherIorII

. Real national income growth refers to

(a) national income growth adjusted for
inflation

(b) national income growth adjusted for
population growth

(c) national income growth adjusted for
depreciation rate

(d) national income growth adjusted for
saving growth

(e) national income growth adjust for
saving
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10. Consider the following statements:

11.

12.

13.

14.

15.

L

IL.

Net national product is most
appropriate method to measure the
economic growth of a country.
Max O Lorenz firstly introduced Gross
domestic product to measure the
economic growth of a country.

Which of the statements given above is/are

correct?
(@) OnlyI (b) Only I
(c) BothTandII (d) Neither I nor IT

(e)

Either I or II

Which one of the following is the correct
sequence of contribution to gross domestic
product in India by the various sectors of
the economy in last 10 years?

()
(b)
(c)
(d)
(e)

Agriculture-Industry-Service
Agriculture-Service-Industry
Service-Agriculture-Industry
Service-Industry-Agriculture
None of the above

Which of the following is not incl
the estimates of National Incom

(a)
(b)

(c)
(d)
(e)

The term ‘Gr ional
coined by

(a)
(b

(
(e)

(a)
(b)

(e)
GDP at factor cost is

(@)

(b)
(©)

Sale of collector’s items

Addition to inventory,w sale of
the company’s prod

Market rent of house
Cost of governme rvices

None of the
Hﬁ was
Am Sen

L@ King 0
bool Haq &

opean Uni%
conomists,of den

S
Thelargests of®ross Domestic Product
(GDP), in id comes from

ure and allied sector
acturing and construction
vice sector
efence and public administration
defence and allied sector

agr

GDP minus indirect taxes plus
subsidies

GNP minus depreciation allowance
NNP plus depreciation allowance

20.

(d)
(e)

Financial Awareness

GDP minus subsidies plus indirect
taxes
None of the above

16. Gross Domestic Product (GDP) is defined
as the value of all

(a)

(b)

Q)
(d)
(e)

goods produced in an economy in a
year

goods and services in an economy in
year

final goods produced in economi@

year

final goods and services%c:.
b%b by dividing

an

e country
opulation
area of t try
Volut e capital used
N obthe above

ctors of Indian Economy

uct?

18. Whi
&' tes largest to the gross national

)

Ll

(d)
(e)
19.

Primary sector
Secondary sector
Tertiary sector
Public sector
None of these

The main source of National Income of

India is

(a)
(b)
(©)
(d)
(e)

service sector
agriculture
industrial sector
trade sector
None of these

Intermediate goods are excluded from GDP

because

(a)
(b)
(0
(d)

(e)

they represent goods that have never
been purchased so they cannot be
counted

their inclusion would understate GDP
their inclusion would involve double
counting

the premise of the question is incorrect
because intermediate goods are directly
included in calculating GDP

value of intermediate goods is unknown
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21. Gross domestic product is a measure of the
total value of all
(a) consumer income in an economy over a
period of time
capital accumulation in an economy
over a period of time
sales in an economy over a period of
time
final goods and services produced in an
economy over a period of time
final as well as intermediate goods and
services produced in an economy over
a period of time
The base year method of calculating real
GDP compared
(a) quantities produced in different years
using prices from a year chosen as
reference period
quantities produced in different y.
with the prices that prevailed dur
the year in which the output
produced
the quantities of goods

p
consecutive years usin m\ both
years and averaging %ercentage

(b)
(©)
(d)
()

22.

(b)

(©)

changes in the valu

(d) prices at dlffe S in time
a sample ofg tis represe
of goods p Q house olds
(e) None of bove
23. The GDPj value of all f1
serviceaémced
g W he nationgBo aries
fdomesticall &d companies
citizens of t untry

(d) by domesticallwcontrolled companies
(e) None ove
24. In any ygay, real GDP

(a) greater or less than potential
DP
11 always be greater than potential
DP because of the tendency of
nations to incur inflamation
always equals potential GDP
must always be less than potential
GDP

cannot be determined

(©)
(d)

(e)
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25. According to the World Bank, which of the
following attributes of an economy are that
of a ‘high income” economy?

I. GDP per capita of $15000.
II. Adult literacy of more than 95%.
III. Top 5 countries of the World GDP wise.
Select the correct answer using the codes

given below
(a) Only1 (b) Only III o
(¢c) Tand II (d) Tand III

(e) Il and III

26. Consider tlwg following stateme i
I. Th e’year for(ne@g GDP in
js 2004-05.
@ CSO 1 s under the

cs and Programme

Mlmstry
Implem
II. NSSO 4 art of Central Statistical

on (CSO).

(b) OnlyI
(d) Tand III
(e) All of these
7 Which of the following is not included in
National Income Accounts?
(a) Second hand goods
(b) Transaction in stock markets
(c) Transfer payments
(d) All of the above
(e) None of the above
28. Which of the following is the standard
definition of recession?
(a) Negative GDP growth for the year as a
whole
Negative GDP growth for two
consecutive quarters
Negative GDP growth for three
consecutive quarters
Negative GDP growth with increased
rate of inflation compared to the
previous years
Positive GDP growth for two
consecutive quarters

(b)
(©)
(d)

(e)
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29. Which of the following are signs of an open
economy?
I. Share of trade in GDP is high.
II. GDP and GNP are almost the same.
III. Exchange rate is determined by

markets.
Select the correct answer using the codes
given below
(a) Tand III (b) Only II
(¢) Tand II (d) IIand III

(e) All of these
30. Which of the following are included,
when calculating GDP by the expenditure
method?
I. Value of tyres sold by a
manufacturer to a car manufacture.
II. Amount of imports.

tyre

III. Amount spent on education by a
household.
Select the correct answer using th

e
given below: @
(@) Only II (b) Tand I
(c) ITand III (d) Only I

(e) All of the above
31. GDP growth as a
is unreliable because
I. it does no

degradat Q)
IL it does asure grow cmes.
I itd ot measure in n jobs.
rrect an @ng the codes
plow: KJ

and III ( nd II
(¢) Tand III (dg "Only III
(e) All of ué
32. Which i

. the' following sectors makes
maxi ontribution to the national
ingome of India?

vices (b) Agriculture
(c) Industry (d) Both (b) and (c)
(e) None of these
33. Inflation can defined as
(a) a persistent rise in general price level
(b) a persistent fall in general price level
(c) anincrease purchasing power

f develop
de enviro, &
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(d) increase in value of money
(e) decrease in money
34. Reason for cost push inflation is
(a) increase in wage rate
(b) increase in interest rate
(c) increase in the price of raw
material
(d) increase in indirect tax
(e) decrease in cost of production o
35. Which of the following is not a re@sorj for
demand pull inflation?

(a) Sho consumer
(b) Moére eXports {(&
(c) mic growt

ss imp

(Y More ex less imports
During inflai
(a) exp
(b)

)

omes more expensive
ts becomes more cheap
orts becomes more expensive
urplus balance of payment
) All of the above
Umon budget is always presented first in
(a) the Lok Sabha
(b) the Rajya Sabha
(c) joint session of the Parliament
(d) meeting of the Union Cabinet
(e) the State Assemblies
38. As we all know, the Ministry of Finance
every year prepares the Union Budget and
presents it to the Parliament. Which of the
following is/are the elements of the Union
Budget?
I. Estimates of revenue and capital
receipts.
II. Ways and means to raise the revenue.
III. Estimates of expenditure.
Select the correct answer using the codes
given below:
(@) OnlyI (b) Only II
(c) Only III (d) All of these
(e) None of these
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39. Which of the following is not a tax/duty
levied by the Government of India?
(a) Income Tax (b) Education Cess
(c) Service Tax (d) Customs Duty
(e) Toll Tax
40. Fiscal deficit is
(a) total
borrowing

income less  government
(b) total payments less total receipts
(c) total payments less capital receipts
(d) total expenditure less total receipts

excluding borrowing

(e) None of the above

41. The amount of which of the following
reflects the overall budgetary position of
the Government of India at a given time?
(a) Revenue deficit
(b) Total amount of income tax collecte
(c) Capital deficit
(d) Fiscal deficit

(e) None of these &
42. Which of the followin
components of the Fisca
I. Budgetary Defj 6

II. Market Borrowx
i aﬁ&e
sh

II. Expenditur from
Mantri

@ answer us@\e odes
o g
"

( f these

Select the

ividends and Profits
Select the correct answer using the codes

given below:
(@) OnlyI (b) Only I
(c) Mand III (d) Only IV

(e) All of these

Q‘b’
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44. As we all know, Government of India pays
special emphasis on the management of
Fiscal Deficit. What is Fiscal Deficit?

(a) The gap between projected of estimated
GDP and actual GDP

(b) The gap between the total number and
value of the currency notes issued by
the RBI uptill now over the numb
and value of those which are in a@
circulation

(c) The gap between the actyal bo ngs
of the Government of ﬂ.ﬂd the
exp which

expendltu
préwision is made 1 %get
(d)a of goverr@x disbursement
prisin

and capital
expendl r )c& its current receipts
(tax/non: receipts)
(e) None elabove
45. Wth ollowing is/are the Non-tax

mponents of the Union Budget
id?
ustom Duties
%I Interest Receipts
II. Dividend and Profits
Select the correct answer using the codes
given below:
(a) Tand II
(c) I and III
(e) All of these
46. Which of the following organisations/
agencies is actively involved in drafting the
Union Budget of India?
(a) The Planning Commission
(b) The Comptroller and Auditor General
(c¢) Administrative Staff of the Lok Sabha
(d) Ministry of Finance
(e) Ministry of Rural Development
47. Which of the following is the target fixed
for maintaining fiscal deficit in the Union
Budget of India?
(a) 4.6% of total budget
(b) 4.6% of GDP
(c) 3.6% of total budget
(d) 3.6% of GDP
(e) None of these

(b) Only II
(d) Only III
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48. Which of the following is/are different
categories of inflation?
I. Open and suppressed
II. Cost push
III. Deman pull
Select the correct answer using the codes
given below:
(a) OnlyI (b) Tand II
(¢) Tand III (d) All of these
(e) None of these

49. Fiscal deficit is
(a) total income less  government
borrowing
(b) total payments less total receipts

(c) total payments less capital receipts total
expenditure less

(d) total receipts excluding borrowing

(e) None of the above

Inflation is caused by

(a) increase in supply of goods

(b) increase in cash with the govern

(c) decrease in money supply

(d) increase in money supply

(e) All of the above

Where is the head office
Monetary Fund (IM§)?

50.

51. ternational

(a) Paris
(b) New York Q
(c) Washin
(d) Dhaka b
(e) Bei
52. e followi ents is true
ternational ry Fund (IMF)?
(a)W¥'provides w nd means funds to
membt@rt@e .
(b) Itisan of the World Bank and is
situ n Prague.

tions.

n becoming its member, countries
get finance as temporary balance of
payment needs.

(e) It is an organisation floated by the
members of NATO and caters to the
need of those countries only.

(c) I’$ all the rules and regulations in
:élah n to the world trade between the

(d)
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53. Special Drawing Rights are the rights of
countries provided by

(a) World Bank

(b) IMF

(c) ADB

(d) Federal Reserve

(e) None of these

The main function of the IMF is

(@) to help solve balance of payn‘@

problems of member countries

(b) to arrange international ﬁos@om

54.

banks P

(c) to a private sector, g arm of
the®§ Bank @ “B

(d) ance in %\t loans to

elopin ﬁ)
None of 0
. On which o& e following issues has
onetary policy of India?
(a) Int n of GST
(b) us for agriculture sector

opcessions for foreign investment
ightening of monetary policy

) None of the above

hich of the following organisations has

given a warning to the nations of the world
that there may be increased risk to global
financial stability in the world?
(a) World Bank
(b) World Trade Organisation
(c) Asian Development Bank
(d) International Monetary Fund
(e) United Nation Organisation
Consider the following statements:

I. IMF and World Bank both are Bretton

Wood heir.

II. World Bank provides long-term loan

57.

for promoting balanced economic
development.

III. IMF provides loans to eliminate BoP
disequilibrium.

Which of the statements given above are

correct?

(a) Tand II (b) IIand III

(c) Tand III (d) All of these
(e) None of these
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58. The IMF and the World Bank were
conceived as institutions to
(a) strengthen international economic co-
operation and to help create a more
stable and prosperous global economy
IMF promotes international monetary
cooperation

(b)

(¢) The World Bank promotes long-term
economic development and poverty
reduction

(d) All of the above

(e) None of the above

59. As per the news published in the

newspapers, the International Monetary
Fund (IMF) praised India’s, performance on
its economic front. Which of the following
is not true in this respect?

I. IMF favoured the cuts in fuel subsidies
as part of expenditure measur
create space for spending on pr10
sectors.

II. IMF was not in favour of
fund flow to India as it ha ed an
imbalance at reglonal le

III. IMFwantssome mo ral reforms

to be 1mpleme
Select the Correct

usmg the
given below
(a) OnlyI ( OnlyI
() OnlyI d) Iand 6
(e) All Qese
'@y the World

60. eports p

at percenta dian population
livégpbelow the n ternational Poverty
Line? P
(@) 30% 4 S(b) 62%
(d) 42%

(C) 52%
(e) 6%$
61. What is the number of member states in the
Trade Organisation?
(a) 144 (b) 148

(c) 150 (d) 146

(e) 170

Who have the largest share of world trade?
(a) European Union, USA

(b) Japan

62.

63.

64.

67.

68.
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(c) Canada
(d) All of these
(e) None of these

Where is the Headquarters of World Trade
Organisation?

(a) New Delhi (b) New York

(c) Geneva (d) Rome

(e) None of these
Inflation in India is measured on whi@
the follow indexes/indicators?

(a) Cost of Living Index (CO&SC)
®

(b) Consumer Price Index (C

estic Produ
e Price In&&

t %{ ng organisation
ed’in drafting the Union
Budge of Ind!

(a) The P, ing Commission
(b) T%ﬂ troller and Auditor General

(c) istrative Ministries

c1es are

(a) and (b)

&All of the above

flation is measured in India on the basis

of which index?
(a) Consumer price index
(b) Wholesale price index
(c) Retail price index
(d) Market forces
(e) None of these
Financial inclusion is meant for?
(a) Less provilged persons
(b) Senior citizens
(c) Micro finance institutions
(d) All of the above
(e) None of the above
As per reports in the newspapers the Indian
Rupee is appreciated these days. What does
it really mean?

I. The value of the Rupee has gone up. It

is now 110 paise and not 100 paise.

II. The exchange rate of Rupee has gone
up.
III. Now we can purchase more in one

Rupee.
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69.

70.

71.

72.

Which was not possible earlier?

(@) OnlyI (b) Only I

(c) Only III (d) BothTandII

(e) None of these

What is a fiscal deficit?

(a) Itisa gap between the values of exports
and imports

(b) Itisa gap between exports and imports
minus external borrowings

(c) It is a gap between total expenditure
and total receipts of the government

(d) Itis a gap between total receipts minus
external borrowings

(e) None of the above

Which one of the following deficits

deducted the interest payments to internal

and external debt from the fiscal deficit to

calculate the deficit of an economy?

(a) Revenue deficit

(b) Twin deficit

(c) Primary deficit

(d) Budgetary deficit

(e) None of the these

Consider the followin

b@

context of governa

II. Privati@ of higher ucational
instifggion
111 ‘ézing of bur
ed as measures

to ol the fiscal@a in India?
(a) Only I

(b) Only I

one'of the above

did World Trade Organisation come
into force?

(a) 2nd January, 1948

(b) 1stJanuary, 1995

(c) 12th January, 1948

(d) 15th January, 1946

(e) 13th January, 1947

>

73.

74.

75.

b
‘knts in the‘b,i

I. Encouraging f%’direct inve@
inflows G

76.

77.

Financial Awareness

‘Sub-prime Lending is a term applied to the

loans made

(a) those borrowers who do not have a
good credit history

(b) those who wish to take loan against the
mortgage of tangible assets

(c) those who have a good credit history
and are known to bank since 10 years

(d) those borrowers who are

preferred customers of the bant)@

(e) None of these
Which of following sch%&aﬂable

in the f markegs i‘v eant for
urposes? ‘\
(a ional savigngs %ﬁ ates
{ rastru %
(cy” Mutual

(c) Letter t
(e) allo
The tefin national income represents

(a) national product at market prices
us depreciation

Gross national product at markets

prices minus depreciation plus net

factor income from abroad

(c) Gross national product at market prices
minus depreciation and indirect taxes
plus subsides

(d) Gross national product at market prices
minus net factor income from abroad

(e) None of the above

Credit cards are known as

(a) hard money (b) easy money

(c) softmoney (d) plastic money

(e) real money

Financial inclusion is being emphasised by

RBI for

(a) providing basic banking services to the
unbanked areas

(b) providing loans to the unbanked
population

(c) opening accounts for the poor

(d) bringing branches of all banks under
one authority

(e) None of these
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78. Insurance service provided by various 81. Which is the monetary measure to control

banks is commonly known as .... inflation ?
(a) Investment Banking (a) Increase in taxation
(b) Portfolio Management (b) Decrease in taxation
(¢) Merchant Banking (c) Soft credit policy
(d) Bancassurance (d) Hard credit policy
(e) Micro Finance (e) None of these
79. As we all know Ministry of Finance every  82. Selling of securities in the open market
year prepares Union Budget and presents it the central bank creates— o
to the Parliament . Which of the following is (a) Inflation
/ are the elements of the Union Budget ? (b) Deflation C)
(1) Estimates of revenue and capital (c) Both of the above \
receipts. ‘b
(2) Ways and Means to raise the revenue.

(3) Estimates of expenditure.

(a) Only 1 (b) Only 2

(c) Only3 (d) All1,2&3
(e) None of these

80. Which is not a monetary measure to contel (b) Sell g@ ent securities and increase
inflation ? b r

(a) Softloan policy @ (c) répase government securities and
(b) Hard credit policy ease bank rate
(c) Tighten the regulations of issue &’urchase government securities and to
(d) To reduce the quantity ‘fbney decrease bank rate

(e) None of these

‘b (e) None of these

1. (®) é ) ) 4 @ 5. © 6. ©
7. (C)Q 8. ) . 0. @ 1. @ 12 ()
13, 14. & . (a) 16. (d) 17. (a) 18. ()
19. 20. 21, @ 220 @ 23 (@ 24 (a)
5. Y@ 2 %) 7. d) 28 () 29. (a 30. (0
3. (o) é @ 3. (@ 34 (© 3. (@ 36 ()
37. (A 38 d 39 (¢ 40. (d 4. (@) 42 @
43. (é 4. (d) 45 (© 46 (0 47. () 48 (0
49&) 5. (d) 5. (9 52 () 5. (b 54  (a)
5. ™ (d) 5. (a 57 (d) 58 (d) 5. () 60. (d
6. (d) 62 (d) 63 () 64 (d) 6. (© 66 (b
67. (@ 6. () 6. (¢ 7. ( 7. @ 72 (b
3. @ 74 @ 7. (© 7. @ 7. (@ 78 (d
79. (d) 8. (a 8. () 8. (b 8. (b
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APPOINTMENTS

R. Chandrashekhar takes over as Nasscom president

Former telecom secretary R. Chandrashekhar, under wh
technology (IT) department was set up for the first time, tog,
body representing the $108 billion Indian IT-BPM (busine
succeeds Som Mittal, who served as the president of N

MCX-SX appoints Saurabh Sarkar as CEO

MCX Stock Exchange Ltd (MCX-SX), the gguntry‘§priewest full. bourse, announced the

appointment of Saurabh Sarkar as its new chiief executive offic EO) and managing director
(M(d), after approval from market regul ecurities Exchange Board of India (Sebi).
Sarkar, previously MD and CEO o§U tock Excha ofIndia Ltd, has also worked with
global financial servicesfirms like gricole, Sggn Chartered and Calyon, and ANZ
Grindlays Bank.

Arun Jaitley appointed "kcr)ard of ors

The Union Finance MiniSger Arun Jaitle n appointed as India's Governor on the Board
of Governors of th ia Develop nk with effect from May 27. The position was
previously held b er Fin, ce%is er P Chidambaram. The Board of Governors is the
ADB's highest @-making bodfpandhas one representative from each member country. The

Manila-hea red multi-lft neling agency, founded in 1966, aims to improve people's

lives in_Asi Q l the Pacifi

C ES FORM% STITUTED
Nachiket Mor cofnmittee

lled Committee on Comprehensive Financial Services for Small Businesses
e Households headed by Nachiket Mor has been formed. The panel proposed
that eve t Indian be granted a Universal Electronic Bank Account (UEB(a) by January
201e. so proposed that all low-income and small businesses be given access to banking
ser January 2016.

RBI constitutes an Expert Committee to Review Governance of Boards

The Reserve Bank of India has constituted an Expert Committee to Review Governance of Boards
of Banks in India. The Committee would be chaired by Shri P. J. Nayak, former Chairman and
CEO of Axis Bank. The terms of reference of the Committee would be, among other things, to
review the regulatory compliance requirements of banks” boards in India, to judge what can
be rationalised and where requirements need to be enhanced.
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Vijaya Bhaskar Committee

RBI has accepted the P. Vijaya Bhaskar Committee’s recommendations relating to Financial
Benchmarks. RBI has asked for establishing an independent body for recommending benchmark
foreign exchange rate in order to avoid any potential manipulation by the bankers. The Bhaskar
Committee had suggested Indian money and currency markets should move their benchmarks
towards transaction-based from poll-based in an attempt to comb out manipulation. &

Urjit R. Patel committee

The expert committee was headed by Urjit R. Patel, Deputy Governor of the Reserve Ba
India. The committee felt that inflation should be the nominal anchor for the monetar 1cy
framework. The nominal anchor or the target for inflation should be set at 4 per c 1t1% and
of +/- 2 per cent around it. The nominal anchor should be co nicated wit iguity,
so as to ensure a monetary policy regime shift away from &ent aplﬁ one that is
centred around the nominal anchor.

NEW ENTRANTS IN 2014 %

The Industrial & Commercial Bank of Chin B(c) opens t branch

The ICBC becomes the first lender from lan China to a shop in the country. The
world's largest bank by profit, balance s ell as mark@t value, has opened its first branch
in the country in Mumbai. The opefii I'BC's maide h here not only shows the bank’s
confidence in the prospects of In conomic defelopthent and the friendly relationships
between the two countries, b oth COUHC@ mmitment to building a commercial
bridge between the two cou, ‘t&

Doha Bank to openi ranch in

The second largest
and has set a tar
lender is the t:

nder DohadBa ill be opening its first branch in India here shortly

SD 5-bifti ance-sheet by the third year of operations. The Qatari
rab lender veJoperations in the country after Bank of Bahrain and

Kuwait an Dhabi Ba%

m k opens bm n New York
Canaraank has achi% a milestone by opening its branch in New York. It will be the bank's
seventh oversea aiich after London, Leicester (UK), Hong Kong, Shanghai, Bahrain and
anch was opened by Consul General of India in New York, Dnyaneshwar

New York branch will have the staff strength of seven people, four from India
nd three hired locally from United States.

Chhattisgarh ranks as the best performing state in most of
the key fiscal parameters

According to a Reserve Bank of India (RBI) study, Chhattisgarh has done reasonably well in
spending its money in developmental sector, one of the key parameters to judge States overall
performance. As per RBI study, Chhattisgarh's development expenditure as per cent of Gross
State Domestic Product (GSDP) is highest in the country.
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India to Head BRICS' $100 Billion New Development Bank

Leaders of the BRICS emerging market nations launched a $100 billion development bank
and a currency reserve pool recently in their first concrete step toward reshaping the Western-
dominated international financial system. The bank, aimed at funding infrastructure projects in
developing nations, will be based in Shanghai, China, and India will preside over its operations

for the first six years, followed by five-year terms for Brazil and then Russia.

Hong Kong and Macau included in the sensitive list of countries

The Reserve Bank of India (RBI) has included Hong Kong and Macau in the sensitixgg
countries — along with Pakistan and China — that will require its prior appr@val t up

business or related activities in India. Pakistan, Bangladesh, Sgigl anka, Afgharust [Pan and
China are already in the sensitive list.

The RBI grants bank licences to IDFC and Ban inangial @:es
The Reserve Bank of India (RBI) gave its in-prifici d for n ences to IDFC and
Kolkata-based Bandhan Financial Services Pvt¥gd. It was sug at there was a need of

"a different bank to cater to North East".Mfis desfription f1ts y to Bandhan Financial,
which was the only one among aspirants tly operat& swely in the North East.

Video Branch by Indusind Bang Q/
sively for

Video Branch, a service offer usInd Bank customers, has recently

been launched by the bank. B this serv can connect with your Branch Manager,
Relationship Managegor our centr 1deo Branch Executive.Easy, convenient
and completely secure , Video Br rvice offers a wide range of information and
transactions to cate I needs.

Six PSU ban urred ? re loss on crop loan till

Jun 201 4Qvernment
Six pbl188ector banks haﬁ( red aloss of around % 1,900 crore up to June 2014 because of credit
ed ards crop ccording to the information received from six Public Sector Banks
Foss of aroEESd 0 crorein thisregard during the years 2011-12,2012-13,2013-14and 2014-

15 (up to June, 2 a®been indicated. Finance Minister Arun Jaitley told Lok Sabha in a written
reply.

State B Patiala ready to merge with parent SBI

On five associate banks of the country's top lender, the State Bank of India (SBI), is set
to merge with the parent this fiscal. State Bank of Patiala is the most likely suitor. One of these
five associates will be merged with the SBI this financial year. The government-run State Bank
of India has five associates -- State Bank of Bikaner and Jaipur, State Bank of Travancore, State
Bank of Patiala, State Bank of Mysore and State Bank of Hyderabad. Out of these five, three
of them are listed -- State Bank of Bikaner and Jaipur, State Bank of Mysore and State Bank of
Travancore. State Bank of Patiala is the first in the queue.
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RBI unlocks ¥ 40,000 crore of bank funds

Committed to keep inflation under check, RBI Governor Raghuram Rajan left key rates
unchanged and unlocked about ¥ 40,000 crore of funds by reducing the amount of deposits

banks are required to park in government securities. This is the second time in a row that interest

rates have been left unchanged amid demands for moderation to spur growth. The repo rate,

at which the Reserve Bank of India lends to banks, has been retained at 8 per cent, while the
statutory liquidity ratio (SLR) for banks has been cut by 0.5 per cent to 22.5 per cent with effe@
from June 14.

The cash reserve ratio for banks has been kept unchanged at 4 per cent. o

RBI simplifies KYC norms for opening of bank accounts C)

1 o
A bank account can be opened with just one address prownent or localefrofg- now on

helping migrant workers and employees with transferable j at presefit f. bersome

procedure to access banking services. x
ry pro &ss (either current
ndergoi\i 10@lic updation.

Bar 'wilful' defaulters from capital ketsNRBI to SEBI

The RBI (Reserve Bank of Indi(a) has :l%d to SEBI Qies and Exchange Board of

Indi(a) that “wilful” defaulters of banl;@ hould be ted from raising funds through
a

capital markets. At present, the ift jon about wjl ulters of bank loans are shared
with SEBI and others, including c 'nformation%aes on a quarterly basis. The central
1

Henceforth, customers may submit only one doc
or permanent) while opening a bank account o

bank is exploring ways to share& s of these ers with SEBI on real-time basis.
United Bank to 'namg a ame' wilf] %ulters
State-owned United k'9f India (UB on embark upon a process to 'name and shame'

its wilful defaulte

branches. If d a wilful d e person would not be able to borrow in future and

lose Direct(@rel position% anies.
SB H &

In an effort to attract Y, the bank, in association with Accenture, launched six digital
branches across d®ion on Tuesday. The bank terms these branches as digital stores, which
cility for instant in-principal loan approval and an interactive dream wall to
in conceptualising their journey toward realising their financial dreams. Named

,/ the new branches are located in Bangalore, Chennai, Mumbai, Ahmedabad,

rt of its effdxt t@recover dues. As part of this effort, the bank will
default% her details in newspapers and at notice boards of bank
T

and%
World Bank Sets Interim Poverty Target at 9 Percent in 2020

Calling for greater urgency to end extreme poverty, World Bank Group President Jim Yong Kim
announced that the World Bank has set an interim target to reduce global poverty to 9 percent
in 2020, which, if achieved, would mark the first time the rate has fallen into the single digits.
The milestone was based on a World Bank economic analysis of global poverty trends toward
reaching a goal of ending extreme poverty by 2030. Living in extreme poverty is defined as
below $1.25 a day.
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Instant Money Transfer (IMT)

Bank of India, recently launched Instant Money Transfer which allows cardless cash withdrawal
at its IMT-enabled ATMs, a first-of-its-kind initiative by any public sector bank. IMT is an
innovative domestic money remittance facility that allows the customers to send money to a
receiver only by using the receiver’s mobile number through the bank’s ATM and retail internet
banking facility. The receiver can withdraw money from a Bank of India’s ATM without using
a card. &

RBI cancels licences of six Delhi-based NBFCs o

The Reserve Bank of India (RBI) has cancelled the licences of six Delhi-based non 1@?ing
financial companies (NBFCs) following which they would not be able to conduct Bgsiness-They

include NBFCs: GE Strategic Investments India, Profound Exporfsid wo Brothers Hol ’Swank
Services Private Ltd, Praxis Consulting and Information Servj Credibte inance Ltd.
The Rajasthan Road Sector Modernization PrOJ ()

The government of India and the World Bank h, a $160 xdit for the Rajasthan
Road Sector Modernization Project to suppo governmen jasthan improve rural
connectivity, enhance road safety and str then e road sec agement capacity of the
state.

Bilateral Local Currency Swa r@ment @

The Reserve Bank of Australia si ilateral 1 rency swap agreement with the Bank
of Korea allowing for the exch‘%,of local curge between the two central banks of up to
A$5 billion or KRW 5 t illi@ effective E‘b@f the facility will be three years, and could
be extended by mutua of both si

Tokyo Inter Ban ed Rate

Itis the interes which ba arge each other for loans in ]apan The difference between
the TIBOR I OR is ofte ed to as the "Tokyo premium" or "Japan premium", since
it rep credlt ri nese banks.

erm Not

Medium term i®a note that usually matures in five to 10 years. A corporate note
contmuously by a company to investors through a dealer. Investors can choose from
differing ities, ranging from nine months to 30 years. This type of debt program is used
by a co o it can have constant cash flows coming in from its debt issuance.

‘D r Education and Awareness Fund’

The Reserve Bank of India (RBI) would establish a fund to be called ‘Depositor Education and
Awareness Fund’, which would comprise unclaimed funds of depositors. The Fund will be
created by taking over inoperative deposit accounts which have not been claimed or operated
for ten years or more or any deposit or any amount remaining unclaimed for more than 10 years
within three months from the expiry of the period of ten years.
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SREI Infrastructure Finance Ltd (SREI IFL)

SREI Infrastructure Finance Ltd (SREI IFL) is one of India's leading Non Banking Financial
Institutions (NBFI) and the only private sector infrastructure financing NBFI. The Company
was incorporated on 29th March 1985 and now it has expertise in financing of infrastructure
equipment (for construction, mining, oil & gas, power and others), infrastructure projects,
infrastructure development and advisory in all verticals of infrastructure. The company's
business portfolio was widened to include merchant banking and investment banking. &

Trade Receivables and Credit Exchange for Financing MSMEs o

The Reserve Bank of India has sought feedback on the Concept Paper on Trade Rec@;les
and Credit Exchange for Financing Micro, Small and Medium Enterprises (MSMES), Thg model
outlined in the paper envisages both, primary market segmenif(ifghich invoicggfirsptindergo
a reverse factoring process to enable the first level of fin to the E&s well as a
secondary market segment (where the financiers of th ry segmer@&h opportunity

to trade these invoices). & %
GLOBAL ECONOMIC PROSPECTS (GEP) § &
on

Developing countries are headed for a thir secutive year appointing growth below 5
percent, as first quarter weakness in 2014 ayed an exﬁ ick-up in economic activity,

says the World Bank’s latest Global E¢ofqtific Prospec t, issued on June 10, 2014. The
global economy is expected to pick etd as the @gresses and is projected to expand
by 2.8 percent this year, strengthe 03.4and 3 ent in 2015 and 2016, respectively.

current monetary policy framework of

An expert committee app‘bd to examine
the Reserve Bank of India as suggest the apex bank should adopt the new CPI
(consumer price inde easure of inal anchor for policy communication.

ent Bank ( ) ptiblished their latest economic outlook for 45 countries

ific. Simil ¥developing Asia’s GDP grew on average by 6.1% in

hinese eco@grew by 7.7%, itis predicted to slow down in the next years to

e@b anced growth in the long run. Although the economic situation

le, the ADB recommends the use of adequate fiscal policy tools
within the population.

f the SEBI Ordinance 2014

b Mukherjee cleared the re-promulgation of the SEBI Ordinance that had lapsed
on Janu since Parliament could not pass the Securities Laws (Amendment) Bill 2013 in the
Wi@sion. The Ordinance empowers the Securities and Exchanges Board of India (SEBI)
Chairffian to order searches and seizures and crack downs on Ponzi schemes.

President

Purchasing Managers' Index (PMI)

Purchasing Managers Index (PMI) is an indicator of business activity -- both in the manufacturing
and services sectors. It is a survey-based measure that asks the respondents about changes in
their perception of some key business variables from the month before. It is calculated separately
for the manufacturing and services sectors and then a composite index is constructed.
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Consumer Finance

The division of retail banking that deals with lending money to consumers. This includes a
wide variety of loans, including credit cards, mortgage loans, and auto loans, and can also be
used to refer to loans taken out at either the prime rate or the subprime rate.

IDBI Bank is the youngest, new generation, public sector bank. It offers personalised banki
and financial solutions to its clients. The bank has an aggregate balance sheet size of ¥ 32
crore and a total business of ¥ 423423 crore as on March 31, 2013. IDBI Bank's operations, Q
the financial year ended March 31, 2013 resulted in a net profit of ¥ 1882 crore. XC)

IDBI tops the list of PSBs in terms of the Highest Net Profit Per Employee “&

India ranks 120th in index of economic freedom for o

India continues to suffer from low, but improving, levels mic freed latest Index

of Economic Freedom ranks the nation 120th globally th among43 Gountries in the Asia-

Pacific region. Although India is rated a "mos ee econce)% untry achieved its
Ted B

highest score ever in the 2014 Index of Econ eddom. ThelgoU s economic freedom
score is 55.7, which is unchanged from lagf year. o
Indian Global 500 companies 3 &

e n the list rldl's 500 largest companies compiled
by Fortune magazine, with Indian d Reliance stries finding a place in the top 100. Out
of the eight, five are state-run egftii ithana evenue of USD 86,016 million, Indian Oil

has cornered the 83rd spot 98th plac(v ear. Reliance Industries is the first Indian
private firm to made iffg t p 100 list.

Eight Indian companies have ma

RBI sets govt's w MA at 3 cr for H1
The Reserve B ped the wa@yg and means advances limit for the central government in
i (P¥ 2015) at ¥ 35,000 crore per week. The RBI may trigger

the first half ew financjal
fresh flggati market loaéen the government utilises 75 per cent of the ways and means
M(a) limit. &3 ond half limit will be fixed in September.

Marginal Standin F%ity

L
MSF rate is th t which banks borrow funds overnight from the Reserve Bank of India

(RBI) againgtgpproved government securities. This came into effect in may 2011. Under the
Margina ing Facility (MSF), currently banks avail funds from the RBI on overnight basis
againsf their excess statutory liquidity ratio (SLR) holdings. Additionally, they can also avail
fu vernight basis below the stipulated SLR up to 2.5% of their respective Net Demand
and Time Liabilities (NDTL) outstanding at the end of second preceding fortnight.

Inflation indexed bonds

RBI launched inflation indexed bonds will be available till 31st December. The rate will be linked
to CPI instead of WPI - the less accurate gauge of inflation. However, the flip side is that early
redemption, even after the lock-in period is over, will entail hefty penalty.
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The European Central Bank

The ECB is the central bank for Europe's single currency, the euro. The ECB’s main task is to
maintain the euro's purchasing power and thus price stability in the euro area. The euro area
comprises the 18 European Union countries that have introduced the euro since 1999.

The Reserve Bank of India extended the validity period of the in-principle approval whic
it gives a promoter for setting up a bank from one year to 18 months. The central bank
extended the validity period as applicants wanting to set up new banks, brought out Sf

RBI extends validity period of in-principle approvalfor new bank licence @

complex issues pertaining to re-organisation of the existing corporate structure, restrictuying

of businesses and meeting the regulatory requirements. °

RBI releases draft guidelines on payments, small ba@ ® ‘br

The Reserve Bank of India released the draft guideline lifensing of m ments banks
and small banks. The central bank has sought view ents o guidelines from
all interested parties and general public. Accor t RBI, b ts banks and small
banks are “niche” or “differentiated” banks; wi e common objéctivgrof furthering financial

inclusion. o
NP
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(

PRACTICE EXERCISE )

1.

(e) None of these
. The Reserve Bank (M{
recently that its as given

Recently, The Reserve Bank of India (RBI)
constituted a 15-member inter-regulatory
committee to monitor the growing
phenomenon of shadow banking. Who has
been appointed as the Chairman of this
committee?

(a) P.Vijaya Bhaskar

(b) Dindyal Kukreja

(¢) N.Sundaresan

(d) Ram Nath

(e) None of these

. What is the name of the new scheme

announced by the Prime Minister Narendra
Modi on Independence Day to help the
poor in opening bank accounts, which will

come with the facility of a debit card a
accidental insurance cover of ¥ 1 lakh?

(a) Prime Minister Poor Helping
Scheme
(b) Pradhan Mantri Garibi Hat jana

(¢) Pradhan Mantri Jan Dh a
(d) Prime Minster Poor reliefY6jana

BI) anno
to create an @ﬂ;fﬂ posiyi
of Deputy@rnor. For
approac the governm i
legi ti@amges. Whi%& is this?

owledge)@fficer (CKO
( ef Operati r (COO)
(c) Xhi

ief Visionar icer (CVO)
(d) Chief B es® Development Officer

G nor of the Reserve Bank of India (RBI)
ng July 20147

(a) Subhash Sheoratan Mundra

(b) Dr. Subir Gokarn

(c) Anand Sinha

(d) Urjit R. Patel

(e) None of these

. On 20 August 2014 the Finance Ministry

ordered a forensic audit to be done at the

. India's

branches of two banks in view of the reports
of misappropriation of funds worth I 436
crore. Which two banks are involved in this
matter?

(a) Allahabad bank and Dena Bank

(b) Dena Bank and Oriental Bank of

Commerce (OBC) S)
(c) Punjab National Bank a unj
Sindh Bank %’
(d) Unj ank of Indig ar% ntal Bank
erce (OBC
(e e of the
ich intern. ce entity launched
a $2.5-billio Indian rupee bond

programme re
capital m

y so as to strengthen the
nd support infrastructure
in India?

devel
(a) @; tional Union for Housing

nce (IUHF)

) International Finance Organisation (IFO)
(d) Public Finance International (PFI)
(e) None of these
is the name of the ambitious
e-governance project of the Union Govt.,
which was approved by the Union Cabinet
recently and which aims to ensure that
government services are available to
citizens electronically?
(a) Digital India Project
(b) Adhunik Bharat Project
(c) Digital Bharat Project
(d) Nav Bharat Nirmaan Project
(e) None of these
capital market regulator SEBI
recently ordered which NBFC entity to
refund the money raised from some 58.5
million customers through collective
investment schemes (CIS)?
(a) Unimax Agrotech Ltd
(b) Asia Agrotech Corp. Ltd
(c) Omaxe Agrotech Corp. Ltd
(d) Pearls Agrotech Corp. Ltd
(e) None of these

EMternational Finance Corporation (IFC)

7. What
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9. The Reserve Bank of India recently
announced its decision to reduce the
number of mandated free transactions for
savings bank account holders at other bank
ATMs located in six metro cities from five
to three per month. This reduction would
come into effect from which date?

(a) 1 October 2014
(b) 25 October 2014
(c) 1 November 2014
(d) 1 December 2014
(e) None of these

10. The Reserve Bank of India (RBI) has recently
issued guidelines for asset reconstruction
companies (ARCs) to increase their
investments in security receipts (SRs) with
the objective of strengthening the asset
recovery sector. What is the minimum
prescribed percentage of funds that A
would now have to invest in SRs as dlre

in this RBI guideline?
(@) 7.5% (b) 10%
(c) 15% (d) 18%

(e) None of these
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(a) Real Investment Trusts (RITs) and
Infrastructure Investment Trusts
(InvITs)

(b) Real Estate Trusts (RETs) and
Infrastructure Investment Trusts
(InvITs)

(c) Real Estate Investment (REI) and
Infrastructure Trusts (InvTs)

(d) Real Estate Investment Trusts (RE
and Infrastructure Investment T b
(InvITs) é

(e) None of these

13. Petroleu 1n1stry duringg A st 2014
accord in-prinéi 1 roval for
sta e . n ONGC may fetch

ernme 18 000 crore to
eet d1smv get for the current
al For t uch stake-sale in the
company1 sed?
(@) 1% (b) 2%
(c) 4° (d) 5%

(ew of these

14. Railways during August 2014
1 ched a contact-less smart card enabling
assengers to pay for reserved as well as

11. Indian Parliament ecemw passed the‘b unreserved travelling train tickets as part
bill to empower SN against p, of a pilot project. What is the name of this

operators and
effectively. What
(@) The Se@
2014
(b d,Appomtme
014

Constituti 014
(d) The Bankin L 014

anipulator
name Of thd
aw (Ame

m1s510n

(e) None of
12. India's market regulator SEBI
cleared |l guidelines for creation and

usiness trusts for key sectors of
tate and infrastructure on 10 August
. These guidelines have been cleared to
help attract greater foreign and domestic
investments into these sectors. What are
the names of business trusts associated
with real estate and infrastructure which
would be created and listed with these SEBI
guidelines?

smart card with lifetime validity?

(a) Go-India (b) Go-Bharat

(c) Go-Indian (d) Go-Railway

(e) None of these

15. What is the name of the proposed airline of

Tata-SIA Airlines Limited (TSAL), a joint-

venture between Tata Group and Singapore

International Airlines (SI(a)?

(a) Vistara (b) Margaret

(c) Tata-SIA (d) Legard

(e) None of these

16. What is the definition of affordable housing
loans as announced by the Reserve Bank of

India (RBI) on 15 July 20147

(a) ¥ 50 lakh in metros and ¥ 40 lakh in
non-metros, given by banks from
the proceeds of long-term bonds (of
minimum seven years maturity)

(b) % 30 lakh in metros and ¥ 20 lakh in
non-metros, given by banks from
the proceeds of long-term bonds (of
minimum eight years maturity)
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(c) ¥ 50 lakh in metros and ¥ 25 lakh in  22. The panel headed by C. Rangarajan, former
non-metros, given by banks from Chairman of PMEAC (Prime Minister's
the proceeds of long-term bonds (of Economic Advisory Council), has dismissed
minimum six years maturity) _ the Suresh Tendulkar Committee report on

(d) T 60 lakh in metros and ¥ 35 lakh in . . .

. estimating poverty. The report submitted
non-metros, given by banks from . . .
by Rangarajan to Planning Minister Rao

the proceeds of long-term bonds (of SoT
minimum seven years maturity) Inderjit Singh recently stated that the

(e) None of these number of poor in India was much high
17. The fiscal deficit target for year 2015 (2014- in 2011-12 at 29.5% of the population. ‘Q
15) has been retained at the level announced was the poverty figure stated for thes
by former Finance Minister P.Chidambaram year in the Suresh Tendulkar Cobttee
in his interim budget. What is this level? report, which was severely (&d for its
(a) 4.1% of GDP (b) 5.7% of GDP findings
(c) 4.8% of GDP (d) 4.5% of GDP (a) 38 (b) 9 ‘bf
(e) None of these )
18. In the Union Budget 2014-15, the govt. (C) ) &
announced setting up of a commission to ne of thise )
bring in reforms related to spending for n1on 4 -15, in Defence
achieving maximum output. What 1s the ector FDI ¢ ised to ____ from 26% at
name given to this commission? present?
(a) Expensable Management Commltt (@) 5 (b) 74%
(b) Expenditure Management Com (c) (d) 49%
(c) Expedia Management Cont @‘.e of these

(e) None of these
n income tax raised from

(d) Expenditure Maximum Co . nion Budget 2014 -15, Exemption limits
19. The revival of the Kisa tra (KVP) b

(a) ¥ 2lakhto?¥ 2.5lakh

was announced nion Bud
2014-15 on 10 ]u The KVP (b) ¥ 2 lakh to ¥ 3 lakh
discontinued fr mber 2011 (c) ¥ 31lakh to¥ 3.5 lakh
recommendati Wthh C ittée's (d) T 2lakh to? 3.51akh
recommend (e) ¥ 3 lakh to ¥ 4.5 lakh
(a) Shyam nde Comnu . In Union Budget 2014-15, the exemption on
(b) Shy, Prasad Com income for senior citizens has been raised to
a Gopin 1ttee
(e nleng;dtlhi?:% mitte (a) ¥ 2 Ilakh per annum
20. What GDP grewth¥fate range for 2014- (b) v 2.5 lakh per annum
15 was esti 1n the Economic Survey (c) ¥ 3lakh per annum
2013-14, was tabled recently in the (d) ¥3.5lakh per annum
(e) ¥4 lakh per annum
9% (b) 52t05.7% 26. “Beti Bachao, Beti Padhao Yojana” a Scheme
t059% (d) 5.1t05.9% for women safety recently passed in Union

one of these

21. What was the fiscal deficit for 2013-14, as
disclosed in the Economic Survey 2013-14?
(a) 4.1 % of GDP

Budget 2014-15. How much money has
been allotted for this scheme?
(a) 500 Crore

(b) 4.2 % of GDP (b) %100 Crore
(c) 4.3 % of GDP (c) %150 Crore
(d) 4.5% of GDP (d) T 50 Crore

(e) None of these (e) 1000 Crore
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27. How much amount has been allocated to
for setting up 5 more IIMs and IITs?

(a) ¥500 Crore (b) %100 Crore

(c) ¥150 Crore (d) ¥ 50 Crore

(e) ¥1000 Crore

What is the name of the scheme proposed
for hygiene and cleanliness in the recent
Union Budget 2014-15?

(a) Bharat Swach Yojna

(b) Bharat Nirmal Yojna

(c) Bharat Nirman Yojna

(d) Bharat Sudhhikaran Yojna

(e) None of these

How much amount has been allocated to
for Statue of Unity, a statue of Sardar Patel
in Gujarat, in the recent Union Budget 2014-
15?

(a) 500 Crore (b) T 100 Crore
(c) ¥200Crore (d) %150 Crore
(e) None of these

How much amount has been
for irrigation plan named Prad
krishi sichayin yojana, in the r

Budget 2014-157 {k,
(a) 500 Crore (b) X @ e
(c) %200 Crore (d&( cr
(e) None of these
How much a Q&\s been allocated” to
for Interne&c ivity in v es,4n the
recent Uni dget 2014-157
(a 1({;!;& (b) ?%re
0 Crore (d) Q rore
( e of these
Crists M ’%ﬂter for women will

anagemen
be open at ?®
(a) Delhi (b) Mumbai

(c) Ba re (d) Kolkata

28.

29.

30.

Y\ @)
tri

nion

31.

32.

33. 1 PPF ceiling to be enhanced to ____
Rs 1 lakh
(a) ¥1.51akh

(c) T3lakh

(e) none of these
In the recent Union Budget 2014-15,

Agriculture University will be set up in
?

(b) 2lakh
(d) % 3.5lakh

34.

‘W
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(a) Haryana & Punjab
(b) Uttar Pradesh & Bihar
(c) Gujarat & Maharashtra
(d) Andhra Pradesh & Rajasthan
(e) None of these
The union government has announced
a nationwide scheme “Rashtriya Gokul
Mission” which aims to
(a) Eliminate diseases of cattle o
(b) Increase milk production
(c) Curb slaughtering of cat C)
(d) Protectthe indigenous b&iows
e
Bank o? di@/1s planning
s@\, a new_catggory Jof banks called
g' »What dges tands for

Domesti€ S ically Important
Banks

35.

»

ing & Investment Banks

(b) Dom@
() D& Synchronised Important
n

) estic Synchronised Improvised
anks
C

66) None of these

urrently (July 2014), which country holds
the chair of the Group of Twenty (G-20)

forum?
(a) Russia (b) Australia
(c) Brazil (d) Canada

(e) None of these

Which among the following countries will
become the 19th member of the eurozone as
itis set to adopt the euro on 1 January 2015?
(a) Portugal (b) Greece

(c) Lithuania (d) Latvia

(e) None of these

. As of 2014, the BRICS nations represent
what per cent of the World economy.

(a) 12 (b) 15

(c) 18 (d) 23

(e) None of these

According to the latest available data what
was India’s economic growth in 2013-14 ?
(a) 4.5% (b) 4.7%

(c) 5.5% (d) 5.7%

(e) None of these

38.

40.



278

41.

42.

43.

44.

45.

46.

What is the objective of the government
behind setting up a Minimum Export Price
(MEP) for a particular commodity?

(a) To promote import

(b) To promote exports

(c) To check price rise

(d) To help exporters

(e) None of these

The Union Govt. recently launched a web
portal for enabling government-citizen
discussions on several issues. What is the
name of this portal which was inaugurated
by Prime Minister Narendra Modi?

(a) MyGov (b) MineGov

(c) MeriGov (d) MyGovern

(e) None of these

Public sector based Central Bank during
July 2014 announced its plans to sell 4% of
its stake to LIC for ¥ 581 crore. This stake
sale is planned to meet bank's ca
requirement of ¥ 2,000 crore this f1
With this proposed sale Umon
holding in Central Bank would n

to .
(a) 78% (b) 80%
(c) 84% (d) 882 ‘b’

(e) None of these

How many banks N’ by the Re
Bank of India 25 ]uly
violating cent rules i ase of
Deccan Ch@ Holdings?

(a) Ten (b) E

leve
B X
e of these

n, who w ted by the CBI
on gharges of alle accepting a bribe
of ¥ 50 lakh nlfance the credit limit of
some co est was the Chairman and

Managi irector (CMD) of which public-
secto v

(aE gn 1cate Bank

(©)

ian Bank

riental Bank of Commerce
(d) UCO Bank
(e) None of these
The bank to launch 'video branch' is?
(a) HSBC (b) ICICI
(¢) IndusInd (d) Yes Bank
(e) None of these
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47. Consider the following Statements:

48.

50.

) by 0.50% t
~ uctlon i LR@ in increasing
credit av i

(1) Arun Jaitley is a member of the Board
of Governors of the Asian Development
Bank (ADB).

(2) Asian Development Bank is based in
Phillippines.

Choose the correct statement/s using the

(e) None of these

following codes:
Consider thg following statem: .

(a) 1only (b) 2 only

(c) Either1or2 (d) Both1and 2

(1) RB ered Sbtut uldlty
une review.

in the market

ich of t statement(s) is/are
correct?
(@ 1o (b) 2 only
(c) Effter 1or2 (d) Both 1 and 2
(e) of these
the following statements

arding New Development Bank to be

e
astabhshed by BRICS nations are correct?

4

(1) The headquarter of the bank will be in
Shanghai

(2) It will provide financial assistance to
infrastructure projects of BRICS nations
only

(3) The proposal for the bank was first
made in 2012 summit in New Delhi.

Choose the correct code from the options

given below:

(a) 1and 2 only

(b) 1and 3 only

() 2and 3 only

(d) 1,2and 3

(e) None of these

sbiINTOUCH launched by State Bank of

India relates to

(a) ATM services

(b) digital branches

(c) infrastructure loans

(d) home loans

(e) None of these
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51. Name the place where Canara Bank
launched its seventh overseas branch in

June 2014

(a) London (b) New York
(c) Leicester (d) Shanghai
(e) Canada

52. Global Economic Prospects (GEP) report
revised down the economic growth forecast
for developing world in 2014 from 5.3
percent to
(a) 4.5 percent
(c) 5percent
(e) 4.9 percent
53. Name the bank that purchased the HSBC
bank's Swiss private banking assets?
(a) SixSISAG (b) Zurich Cantonal Bank
(c) LGT Bank (d) WIR Bank
(e) None of these

(b) 4.8 percent
(d) 4.4 percent

54. Recently, the BRICS countries firme
plan to set up a New Development B

(NDB) with an initial authorised ca

$100 billion. The NDB will be h ed
in__ 7 %

(a) New Delhi (b) Shang

(c) Moscow (d) ]o
(e) Brasilia

55. As of 2014, the BRI a 10Nns repres

__ percentof t d econom e
blank w1th co tion?
(a) 10 b) 15
(c) 18 (d) 20
(
56. one of the 1 wmg countries

ha nched theﬂperatlon Barkhane"
a counter terrqri peration in against
Islamist mil'@n orthern Africa?

(a) USA (b) Russia

(d) Germany

57. ing to the latest World Development
ators (WDI) data, public spending on
health and education in Indiais ___ per cent

of country's GDP. Fill the blank with correct

option?
(a) 85 (b) 4.7
() 7.0 (d) 8.9

(e) 16
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58. Which among the following companies has
topped the Fortune Global 500 list of the
world's biggest companies?

(a) Exxon Mobil
(b) Wal-Mart
(c) Sinopec Group

(d) Indian Oil Corp
(e) None of these
59. According to Reserve Bank of India's 1@
study, which one of the followi
ranks as the best performm tatenﬁost

of the key fiscal parameters” o

(a) Guj
(b)

attisgar
isha

a None of
of India has power to

The Resery, i
print cu r@notes ofupto¥ ?

(@ 1 (b) 5,000
(c) (d) 15,000
ne of these

RBI has recently decided to withdraw
circulation of currency notes that had

om ci .
‘b been issued before_ ?

(a) 2004 (b) 2006
(c) 2005 (d) 2008
(e) None of these
62. India on 2 January 2014 has signed a credit
agreement of 160 million dollar with World
Bank for the modernization of
(a) Uttar Pradesh Road Sector
(b) Rajasthan Road Sector
(c) Bihar Road Sector
(d) West Bengal Road Sector
(e) None of these
63. Which institution has been recognized by
RBI recently to act as local operating unit
for issuing globally compatible legal entity
identifiers (LEI) in India?
(a) FICCI
(b) India Inc
(c) Clearing Corporation of India Ltd.
(d) Financial Stability Board
(e) None of these
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64. A panel of Reserve Bank of India has
suggested to set-up specialized banks to
cater to the low income households and
small businesses. These banks will ensure
that every citizen have a bank account by
2016. The panel was headed by
(a) Mukul Mudgal
(b) Nachiket Mor
(c) Raghuram Rajan
(d) Bilal Nazaki
(e) None of these

65. Who has been appointed as the Managing
Director and Chief Executive Officer of
General India Life Insurance?

(a) Arvind Mayaram
(b) Santosh Hegde
(c) JS Mathur
(d) Munish Sharda
(e) None of these
66. The Bank of Japan (BOJ) and the Res

69.

70.

Bank of India (RBI) recently,
expand the amount of the B116 ap 71

Agreement (BSA) to

(a) 15 billion dollars

(b) 35 billion dollar; o
(c) 50 billion dolla&
(d) 75 billion dol

(e) None of th e

67. National B T Agncult ural
ABAR ) rec
e rates fo anks and

0.20 percent.
bhshed on the
1ch committee?

Develop

68. rve Bank of India (RBI) on 15 January
2014 included two countries in the sensitive
list under FEMA Act, 2000. The countries in
question are

(a) Iran and China

(b) Hong Kong and Macau

(c) Syria and Sudan

72.

73.
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(d) Israel and Libya

(e) None of these

Reserve Bank of India on 20 January 2014
constituted an Expert Committee to Review
Governance of Bank Boards in India. The

expert committee will be chaired by? &

(a) Urjit R. Patel

(b) H.R. Khan

(c) K.C. Chakrabarty
(d) P.J.Nayak

(e) None of these

Recently, Expert Panel Monetary
Framew. up by the Rm mended
to st n and resI< e current
n policy, fra . The Expert

v as hea

Raghur
(b) Peter]J.
(c) Rupa

(d) U
(e) &f these
@r RBIl issued new guidelines on loan
ucturing of Non-banking Financial
ompanies (NBFCs). The guidelines were
based on the recommendation of which
Committee?
(a) Nachiket Mor Committee
(b) Urijit Patel Committee
(c) Bimal Jalan Committee
(d) B.Mahapatra Committee
(e) None of these
In international banking system, what does
the TIBOR stands for __ ?
(a) Tokyo Interbank Offered Rate
(b) Taiwan Interbank Offered Rate
(¢) Thailand Interbank Offered Rate
(d) Tongling Interbank Offered Rate
(e) None of these
Which one of the following committees was
set up by RBI to study the various issues
relating to financial benchmarks?
(a) Umesh Chandra
(b) Vijaya Bhaskar
(c) Urjit Patel
(d) Subbu Rao
(e) None of these
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74. Who among the following has been appointed (3) As per the RBI guidelines Public Sector
new chairman of NABARD? Banks has to give loans to women SHGs
(a) Harsh Kumar Bhanwala at the interest rate of 9%
(b) Chandra Shekar Which of the statements given above is/are
(c) Hemanth Banswal correct?
(d) Amith Mishra (a) 1only (b) 2only
(e) None of these (c) Bothland2 (d) only3

75. Which of the following foreign banks has (e) None of these

80. Consider the following statements

been granted license to start its banking X )
regarding medium term note (

operation in India, recently?

Doha Bank programme : ‘:J
((;; B;nlj o fa; an (1) Medium term note (MAN) is ebt
() Barclays ank bond ich usually matuf@g i®5 to 10

: year

 Nowot s » iVt D
d bt k d USD

76. Consider the following banks: mlue > ndi:iﬁ:rr’:ce
1. ABN Amro Bank Medlu (MTN) is a debt and

2. Barclays Bank which u atures in 7 to 12 years
3. Kookmin Bank

: hich of t ments given above is/are
Which of the following correctly represe correct?
their countries of origin?

(a) 1& (b) 2 only
(a) Dutch, USA, Japan @ (c)@\ and 2 (d) only3
(b) Japan, USA, China b of these

ne
(c) Dutch, UK, South Korea 1der the following statements :
(d) Dutch, USA, China ) Instant Money Transfer (IMT scheme is
(e) None of these launched by Bank of India.
77. Who is the chairpe State B (2) It allows withdrawal of funds to
India? individuals from its ATMs without an
(a) Arundhati a arya account in the bank.
(b) Naina L Which of the statements given above is/are
(©) Chan 4 correct?
(d) sm harma (a) 1only (b) 2 only
. . these (c) Both1and?2 (d) Neither 1 nor 2
78. rld Bank a new goal of (e) None of these .
fng extreme [%Kty to: 82. Consider the following statements: .
1. The RBI has announced the 'Depositor
(a) 9 percent )
Education and Awareness Fund
(b) 6 perc 015 Sch 2014'
cheme, .
(c) 3 pe Syt by 2025 2. The Depositor  Education and
(d) 0 tby 2015 Awareness Fund Scheme will utilize
(e)gone of these . unclaimed bank deposits for education
79. QoTdler the following statements in regard and awareness of depositor.
to inclusive development : 3. The scheme will be funded by centre
(1) As per the RBI guidelines Public Sector for depositor 's education.
Banks has to give loans to women SHGs Which among the above is/ are correct
at the interest rate of 7%. statements?
(2) Theinitiativeis to get benefit of interest (@ 1,2&3 (b) 2&3
rate subvention scheme under the () 1,&2o0nly (d) One of the above

Damini scheme. (e) None of these
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83.

84.

85.

86.

87.

Consider the following statements :

(1) Umesh Chandra committee was set
up by RBI to study the various issues
relating to financial benchmarks.

The committee has recommended
change in determining money market
benchmark.

Ram Chandra committee was set up by
SEBI to study the various issues relating
to financial benchmarks.

Which of the statements given above is/are
correct?

(@) 1only (b) 2 only

(c) Bothland2 (d) only3

(e) None of these

Which among

@

®)

the following finance
companies has received RBI approvals
to set up a minimum of 9,000 white label

ATMs (WLAs) in the next three year
rural India?

(a) CMS Finvest Ltd. @
(b) SREI Infrastructure Finance

(c) Reliance Capital Ltd.

(d) Tokyo Finance Ltd.

(e) None of these

Which of the follow Xk largest ba
the world in terms et capitalizQti

(a) China Constr n Bank

(b) Indust@ommercml k 0
(c) Wellggdiargs & Co

(d menca

of these &
RBI has d setting up of
a trade Rece1v bl%: d credit exchange
(TCE) for fin

n-banking Financial Corporations
one of these

Which among the following is the largest
foreign bank operating in India in terms of
asset base?

(a) Stanchart (b) HSBC

(c) Citibank (d) DBS

(e) None of these
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88. Consider the following statements:

90.

1. The Reserve Bank of India (RBI) on
2 April 2014 granted in-principle
approvals to IDFC Ltd and Bandhan
Financial Services Pvt. Ltd to start new
banks in India.

2. These approvals have been granted
under the guidelines on licensing
new banks in the public sector.

3. The two have been grant Q
permission to set-up banks fro:é’ield
of 25 aspirants. °

Which of tatements gi\@ eis/are

correc
d 2 onl
1 and 3
1 2 and

(
ank of India on 1 April 2014

he Consumer Price Index (CPI) as
easure of Inflation. It was adopted
first bi-monthly monetary policy
t ement for 2014-15. It was adopted on
e basis of recommendations of which
Committee report?

(a) Urjit R Patel Committee

(b) A Ghosh Committee

(c¢) CRao Committee

(d) Bhagwati Committee

(e) None of these

Consider the following statements:

1. Asian Development Outlook 2014 was
released on 1 April 2014 by the Asian
Development Bank.

2. According to the ADB Outlook 2014,
developing Asia is expected to extend
its steady growth from 6.1 percent
in 2013 to 6.2 percent in 2014 and 6.4
percent in 2015.

3. Asian Development 2014 was released
on 1st January 2014 by ADB.

Which of the statements given above is/are
correct?

(a) 1only (b) 1and 2

(c) 2only (d) only3

(e) None of these
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91. President Pranab Mukherjee on 30 March  95. Which of the following constitutes a

2014 cleared the re-promulgation of the SEBI significant portion of banks' lending
Ordinance Securities Laws (Amendment) portfolios?
Bill 2013. The ordinance aims to give (a) Credit finance
powers to (b) Foreign Exchange
1. Securities and Exchanges Board of India (c) Consumer finance
(SEBI) to act against Ponzi scheme. (d) Money laundering
2. The move was to arm the regulator with (e) None of these
more stringent powers comes in the 96. Consider the following statements:
wake to curb the illegal involvement of 1. The Reserve Bank of India (RBI %
chit fund companies. said the investment limit in the inflation
3. Parliament passed the Securities Laws indexed bonds for individuals
(Amendment) Bill 2013 in the Winter doubleés to Rs 10 lakh. ‘XO
session. 2. Inte

s on thgbo linked to
Consider the above statements and choose %r Price Ind% ).

C
the correct option. \Y f’the stat, e@i n above is/are
(@) 1only (b) 1and2only g’ g

(c) Tand3only (d) 1,2and3 1 only )P and 2

(e) None of these () 2only Either 1 or 2
92. The Reserve Bank of India (RBI) exte

the timeline for full implementation of
Basel III capital regulations by a year

the banks are required to com
Basel III norms by 31 March 201

(a) 31 March 2016
a) Bank of India

(b) 31 March 2018 ‘b,
(c) 31 March 2017 o ‘b (b) Punjab National bank
(c) bank of baroda
4 (d) Central Bank of India
98.

maj ate is held by the Government.

he Q pf the following banks is the second
dof st public sector bank among the 236
s

in India in terms of profit?

d (e) None @e
97. The p& tor banks are banks where a

(d) 31 March 201
(e) None of these
93. The Purchasin ers' Index (e) None of these
venture of ) . .
(a) HDFC Consider the following statements:
: 1. RBI in consultation with Union

B
the Ways and Means Advances (WM(a)

Bank of I&“&/ limits for the first half of the new
®

Government on 1 April 2014 capped

f th
(e ne or these financial year 2014-15 (April 2014-Sep

94. F ibl
actors respongl 2014) at 35000 crore rupees.

or the widespread

larit fi i t
525;.61?)}7 gsiﬁirss 1nta:)nc;ii1d1{§;e;1 g 2. The second half of the limit would be
power e middle class consumer has fixed in September 2014.
bee most significant achievement of 3. This notification of Reserve Bank of
thi§product class. India (RBI) is aimed at triggering fresh
omplainant not satisfied with the flotation  of m.aert loans when the
decision of the Banking Ombudsman, has governr.ne.nt utilises 75 percent of the
the right to appeal to the . WMA limit.
(a) Governor SBP Consider the above statements and choose
(b) AVP of the concerned bank the correct option.
(c) High Court (@) lonly (b) 1and 2 only
(d) Supreme Court (c) land3only(d) 1,2and3

(e) None of these (e) None of these
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99. CSO in its advanced estimates for the year
2013-14 projected the GDP growth rate at
constant prices to be
(a) 4.6% (b) 4.8%

(c) 4.9% (d) 5.1%
(e) None of these

100.At current prices, the GDP growth rate

for the year 2013-14, as projected by CSO

stands at
(a) 11.9% (b) 12.3%
(c) 13.3% (d) 14.5%

101.As per the status on January 28, 2014 the
Marginal Standing Facility (MSF) stands at-
(c) 9.0% (d) 9.25%
(e) None of these
stands at 55.7 and on the basis of it, India has
been placed at...rank in the list of Econ ic
(a) 118th (b) 119th
(c) 120th (d) 121th
103.Which of the following yea istered
the maximum GDP grow i
(c) 2007-08
(e) None of thes
year 2013- 1
n dollar
1on dollar
(d) W12 billion doll
(e) None of these ®
year 2013-14, India’s exports registered the
grow.
106.During the first nine months of the financial
year 2013-14, India’s imports registered the
(a) —4.64% (b) —6.55%
(c) +4.64% (d) +6.55%

(e) None of these
(a) 8.5% (b) 8.75%
102.India’s economic freedom score in 2014
Freedom Index 2014.
QJ
(e) None of these
(a) 2005-06 (
104.During the fir onths % ancial
ade deficit dia‘stood
b1lhor1 dol
105.During th ne months of the financial
%‘25@ (b) +5.94%
—4.76% (d) —5.94%
(e) None of these
growth of
(e) None of these

Current Development in Banking

107.The Ministerial Conference of World Trade
Organisation (WTO) in was held in
(a) Japan (b) Mexico
(c) Canada (d) Indonesia
(e) None of these
108.Who is the newly appointed Managi
Director and CEO of MCX-SX?
(a) Srikant Javlekar
(b) Saurabh Sarkar
(¢) UK. Sinha

“g&

(d) Prateep Chowdhary
(e) None X
109. Wthh test rouﬂi 0 unveiled
rnment f Ct10n7
P IX
NELP X %EP XIII
None of
Wthh 0 followmg committee is
associ th the review of Insider

gulations?
h1 Committee
mha Committee
) Tarapore Committee
(d) Chandrashekhar Committee
(e) None of these

111.World Economic Situation and Prospects

Report is associated with :
(a) IMF

(b) World Bank

(c) United Nations

(d) WTO

(e) None of these

112.Nachiket Mor committee has submitted its

recommendations which are related to:
(a) Insider Trading

(b) Financial Inclusion

() Micro Financing

(d) Macro Financing

(e) None of these

113.RBI has introduced Inflation Indexed Bond

which have the locking period of :
(a) 5years (b) 10 years

(c) 15years (d) 20years

(e) None of these
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114.Consider the following statements in regard Which of the above statements is/are

to money market in India: correct?

(1) It is a market for short-term and long- (a) 1only (b) 2 only
term funds with maturity ranging from (c) Both1and 2 (d) Neither 1 nor 2
overnight to one year. (e) None of these

(2) It acts as an instrument of liquidity =~ 118.When the RBI wants to inject liquidity into
adjustment for the Central Bank. economy, it may adopt the following :

(3) Itis a market for only long term funds. (1) Buy the government securities from t

Which of the statements given above is/are banks. o

correct? (2) Enter into reverse repo operatio

(a) 1only (b) 2only (3) Raise cash Reserve Ratio é)

(c) Bothland2 (d) only3 (4) Reduce SLR. °®

(e) None of these Select thy ct answer e codes

115.Which of the following can be the outcomes given QoW N
of very high inflation in the economy? (a) (b) b only

(1) Reduction in economic growth. and 40

(2) Increase in savings. 1 2,3a
S None of
(3) Reduction in exports.
h1ch of owmg statements is/are
Select the correct answer using the CO
correct d to ‘micro-finance’?

below : -credlt extended by banks to

gg; :1)) :Ej i gﬂg 2 @ dual is reckoned as a part of their

lority sector lending.

((3 %223 i onl RBI has prescribed a particular model
y ‘b for banks to provide micro-finance.
(¢) None of these (3) RBI has prescribed a particular model
116.Which of the follow \f ties can le for banks to provide macro-finance.
financial 1nclu51 ¥a? Choose the correct answer using the codes
(1) Issuing purpos oy given below:
(2) Strict your cust Y(C) (@) 1only (b) 2only

(c) Bothland2 (d) only3

3 of Bank br in unbanked (e) None of these
lareas. & 120.Consider the following statements in regard
ning of no%sl count. to ‘marginal standing facility (MSF)’ of RBI :
S a

eleCt the corrgct er using the codes (1) It will help in reducing volatility in the

given below . overnight lending rates in the inter-
(@) 1,2a y bank market.
(b) 2 4 only (2) The borrowing under the MSF should
(@ X d 4 only be over and above the statutory
%nd 3 only liquidity requirement.
one of these (3) It will not help in reducing lending
117.Consider the following statements : rates.

(1) Fiat money is a term used for Gold Which of the statements given above is/are

coins. correct?
(2) CurrencyDepositRatioisthe proportion (a) 1only (b) 2 only

of the total deposits commercial banks (c) Both1land2 (d) only3

keep as reserves. (e) None of these
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121. ‘Basel III' norms target at which of the
following?

(1) Improve the banking sector’s ability to
absorb shocks arising from financial
and economic stress.

(2) Improve risk management
governance.

(3) Strengthen banks’ transparency.

Choose the correct answer using the codes

given below:

(a) 1only (b) 1and 2 only

(c) 1and 3 only (d) 1,2and 3

(e) None of these

122. Which of the following is not correctly
matched?

(a) Chitra Ramkrishna - National Stock
Exchange

(b) Chanda Kochar — ICICI Bank

(¢) Naina Lal Kidwai — HSBC
(e) None of these g
& are

and

(d) Shikha Sharma — SBI
123.Which of the following defi
correct?
(1) Basis points: increase in st rates in
percentage ter Q
(2) Repo rate: rate ch commezdl
banks borr e RBI b
their securi e inancigl as
RBI for -period of ti
0 rate: rat

3) Rev
i e central b
other banks ort duration.
minimum

( resery tio:
ercentage deposits that banks

must k@tl’ltself to avoid liquidity

(b) (2), (3) & (4)
49 d O&H

efest at
rows funds

124. ng which plan was the National Bank
for Agriculture and Rural Development
(NABAR(d) established to facilitate the
rural credit and agricultural development?
(a) Third Five Year Plan

(b) Fifth Five Year Plan

(c) Sixth Five Year Plan

Current Development in Banking

(d) Eighth Five Year Plan
(e) None of these

125.In India, which of the following have the
highest share in the disbursement of credit
to agriculture and allied activities?
(a) Commercial Banks
(b) Co-operative Banks
(c) Regional Rural Banks
(d) Microfinance Institutions
(e) None of these

126.Choose the correct statements in the(c
of Cooperative Banks in Indj

N,

1. Coopeggtive Banks operate®n o profit
no | S P ‘b

2. C ive Banks“ allowed to
Q-’ e only Iture sector.

&twe Bank.

and 2
Either 1 or 2

1 only

land 3
(e) None e
127.Consi ollowmg statements :

1. al Rural Banks grant direct loans

advances to marginal farmers and
&ural artisans.
62. NABARD is responsible for laying

down policies and to oversee the
operations of the RRBs.
3. RRB is not responsible for laying down
policies.
Which of the statements given above is/are
correct?
(a) 1only (b) 2 only
(c) Both1and 2 (d) Neither 1 nor 2
(e) None of these
128.Which one of the following agencies is
not included in the operation of the Kisan
Credit Cards?
(a) Scheduled Commercial Banks
(b) Co-operative Banks
(c) Regional Rural Banks
(d) NABARD
(e) None of these
129.The Reserve Bank of India, released its June
Mid-quarter Monetary Policy.
Consider the following statements:
1. RBI left its key policy, repo rate
unchanged at 7.25% in line.
2. CRR (Cash Reserve Ratio), remained at
4%.
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3. Repo is the rate at which banks borrow
from the central bank.
Select the correct answer using codes given
below:
Codes:
(@) Tand 2 only (b) 2and 3 only
(c) 1Tand 3 only (d) 1,2and 3
(e) None of these
130.Consider the following statements about
Bharitiya Mahila Bank:
1. The Proposed Bank
headquartered in Mumbai.
2. It will start 6 branches in Mumbai,
Delhi, Kolkata, Chennai, Indore and

will  be

Guwahati.
Select the correct answer using codes given
below:
Codes:
(@) 1only (b) 2 only

(¢) Both1and?2 (d) Either1or2
(e) None of these
131.Match the followings:
List-1
Designation
A. ASSOCHAM

sident

B. FICCI

e correct ans‘wsmg codes given

des:

C

2

£
(c) 1 3
B

132. Banking Solution(CBS) provides:

1. multiple delivery channels to the
customers.

2. better MIS and reporting to external
agencies such as government, RBI, etc.

3. better asset liability management and
risk management by banks.

W= g

Q 3. Financia
a pote 's .
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Select the answer from the codes given
below:
Codes:
(a) Tand 2
(b) 2and 3
(¢c) Tand 3
(d) All of the above
(e) None of these
133.Under which of the following circumst
Reserve Bank of India (RBI) raised t ?@

rate under Liquidity Adjusiment lity
(LAF) from 7.75 to 8 per cenfyin §anuary
20147

o

1. Gl6Bal uncertaint&cinues to

@ nd t @3 cts for some
erging ons g

e
Domesti ilitifs getting accentuated.
rKet contagion is a clear

4. The nflation is expected to be on

pside risk .

&l;@he answer from the codes given

%Odes:
(@) 1,2and3 (b) 2,3and 4
(¢c) 2,3and4  (d) All of the above
(e) None of these
134.The RBI Expert Committee to revise and
strengthen the monetary policy framework
is headed by
(a) Dr. Urjit R. Patel Committee
(b) Suresh Mathur Panel
(c) Vijay Kelkar Committee
(d) Shah Nawaz Committee
(e) None of these
135.RBI appointed a Committee to Review
Governance of Boards of Banks in India
chaired by P.J. Nayak would
1. review the regulatory compliance
require-ments of banks' boards in India.
2. judge what can be rationalised and
where requirements need to be
enhanced.
3. examine the working of banks’ boards.
4. analyse the representation on banks’
boards.
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Select the answer from the codes given
below:
Codes:
(a) 1,2and 3
(b) 2,3and 4
(¢c) 1,3and 4
(d) All of the above
(e) None of these

136.Which  of the following are the
recommendations of the RBI Expert
Committee to revise and strengthen the
monetary policy framework?

1. It recommended that a new Consumer
Price Index (CPI) should be adopted by
Reserve Bank of India (RBI) to anchor
the monetary policy.

2. The committee has also set an inflation sprinciple
target at 4 percent with a band of plus/ bahks from
minus 2 percent around it. (a) 14 mo b) 16 months

3. The monetary policy decision sho,
be vested in the hands of the M
Policy Committee (MP(c) t Wall)be
r

headed by the Governor.
ations

instead linkedsol

Current Development in Banking

138.Consider the following facts about Bhartiya
Mabhila Bank :

1. BMB was inaugurated on 19th
November, 2013, the birth anniversary
of Late Indira Gandhi.

2. Usha Ananthasubramanian is the
founder Chairperson of the BMB.

3. BMB offered 4.5% interest rate
savings bank deposits upto3 1 la
5% on deposits above ¥ 1 lakh.

The correct codes are

(@) 1only (b) 1Tand 2%(.

©) (d) A‘lof%

(e) these

139. eased V@f period of the
0

(c) 2a
setting up of new

(c) 18 (d) 20 months
(e) N of these
140.Redently the Reserve Bank penalised three

nks'tor violation of KYC norms and anti-
ey laundering guidelines. Which one is

4. Not to detach Open Ma a\
(OMOs) from the fisﬁ ations and ‘b ot among them?

the liquidj
management.
Select the answ; the cod

below: & b

Codes:

(@ 1,2 3

g 0

and 4 &

( of the abov%

(e) None of these °

137.Which of @llowing organizations is
selected § RBI for issuing globally

comp egal Entity Identifiers (LEIs)?
(a) rial Credit and Investment
rporation of India (ICICI )
learing Corporation of India Ltd

(CCIL)

(c) Housing Development Finance
Corporation (HDF(c)

(d) Security and Exchange Board of India
(SEBI)

(e) None of these

(a) Axis Bank
(b) HDEC
(c) ICICI
(d) Kotak Mahindra Bank
(e) None of these
141.RBI constituted an expert committee for
examining its current monetary policy
framework. Who is the chairman of the
committee?
(a) Dr. Urjit Patel
(b) H.R.Khan
(¢) Dr. Anand Sinha
(d) K. C.Chakrabarty
(e) None of these
142.RBI reduced the Marginal Standing Facility
(MSF) Rate to 9% from
(@) 9.5%
(b) 9.3%
(c) 9.8%
(d) 9.9%
(e) None of these
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143.

144.

1.
6.

11.
16.
21.
26.
31.
36.
41.
46.
51.
56.
61.

66.
71.

76.
8 3.
86 (©) 88.
(b) 92 . (b) 93.
) (b) é . ©) 98.
101. 102. (©) 103.

96

Who is the first chairperson and managing
director of public sector Bharatiya Mahila
Bank (BMB)?

(a) Shilpa Phadnis

(b) Usha Anantha Subramanian

(c) Reeba Zachariah

(d) Sudha Misra

(e) None of these

Which is not a source of Agriculture finance
in India?

(a) Co-operative societies

(a) 2. (c) 3.

(b) 7. (@)

(a) 12. (d)

(a) 17. (@)

(d) 22, (c) 23.
(b) 27. (@)

(c) 32. (@) @
(a) 37. (b) .
(c) 4

(© (b) 5

(© (b)
(C) 7 (d)

(c
106. @ 107. (d) 108.
111. ¢ 112. (b) 113.
i

(© 117. d) 118.
121. (d) 122. d) 123.
126. (a) 127. © 128.
131. (b) 132. d) 133.
136. (a) 137. (b) 138.

141. (a) 142. (a) 143.

(b) Commercial Banks
(c) Regional Rural Banks
(d) Central Rural Bank

(e) None of these
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145.In India ‘Report on Currency and Finance’
is the annual publication of

(b)

b = x@a‘b ‘&

(b)

(d)
()
(a)
(b)

(a) SEBI
(b) RBI

(c) Finance Commission
(d) Finance Ministry

wﬂ%

104.
109.
114.
119.
124.
129.
134.
139.

144.

(a)
(0
(d)
Q)
(0)
(b)
(b)
(©)
(b)
(d)
(a)
(a)
(b)
(a)
(a)
(©)
(c)
(b)
(b)
(a)
(c)
(d)
(a)
(c)
(d)

)x 10.

100.
105.
110.
115.
120.
125.
130.
135.
140.

145.

(e) None of these \
N }\"br

(b)
(0)
(a)
(0
(o)
(d)
(d)
(b)
(a)
(b)
(0
(c)
(d)
(d)
(a)
(o)
(b)
(b)
(0
(b)
(b)
(a)
(d)
(a)
(a)
(b)
(d)
(d)
(b)

o&
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