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1. Explain the nationalisation of banks in India? 

The nationalisation of banks in India refers to the process by which the 

government took ownership and control of major private banks to align 

banking services with national economic and social objectives. 

First Phase of Nationalisation (1969) 

On 19 July 1969, the government led by Indira Gandhi nationalised 14 

major commercial banks that each had deposits exceeding ₹50 crore. 

Objectives: 

• Extend banking services to rural and underserved areas. 

• Increase credit availability for agriculture, small industries, and weaker 

sections of society. 

• Prevent concentration of economic power in a few industrial houses. 

• Mobilize savings for national development. 

• Support planned economic growth. 

Second Phase of Nationalisation (1980) 

On 15 April 1980, the government nationalised 6 more commercial 

banks. 



With this step, about 90% of banking business in India came under 

government control. 

Reasons for Nationalisation 

• Private banks mainly served large industries and urban areas. 

• Agriculture and small-scale industries received inadequate credit. 

• Regional imbalances existed in banking facilities. 

• The government wanted banking to support social welfare and 

economic planning. 

Impact of Nationalisation 

Positive Effects 

• Rapid expansion of bank branches, especially in rural areas. 

• Greater financial inclusion and access to banking services. 

• Increased lending to priority sectors such as agriculture and small 

businesses. 

• Higher mobilization of public savings. 

Negative Effects 

• Reduced competition in the banking sector. 

• Bureaucratic inefficiencies and political interference. 

• Growth in non-performing assets (bad loans) in some public sector 

banks. 

• Lower operational efficiency compared with some private-sector banks. 

Later Developments 

Beginning in 1991, following the recommendations of the M. Narasimham 

Committee, India introduced banking-sector reforms that encouraged 

competition and allowed new private banks to enter the market. Although 



many banks remain government-owned, the sector today includes both 

public and private banks. 

Conclusion: Bank nationalisation was a major economic policy aimed at 

making banking serve broader social and developmental goals. It helped 

expand banking access across India, particularly in rural areas, though it 

also introduced challenges related to efficiency and management. 

2 What are the objectives and achievements of bank nationalization in India? 

The main objectives of bank nationalization were: 

1. Expansion of Banking Facilities – To extend banking services to rural 

and remote areas. 

2. Priority Sector Lending – To provide adequate credit to agriculture, 

small-scale industries, and weaker sections of society. 

3. Reduction of Economic Concentration – To prevent a few industrial 

houses from controlling financial resources. 

4. Mobilization of Savings – To encourage people to save and channel 

those savings into productive investments. 

5. Balanced Regional Development – To reduce disparities in economic 

development among different regions. 

6. Support for Economic Planning – To align banking activities with 

national development goals and government plans. 

7. Financial Inclusion – To make banking services accessible to all 

sections of society. 

Achievements of Bank Nationalization 

1. Rapid Growth of Branch Network 

o Bank branches expanded significantly, especially in rural and 

semi-urban areas. 

2. Increase in Deposits 

o Public confidence in banks increased, leading to higher savings 

and deposits. 

3. Growth in Priority Sector Credit 

o More loans were provided to farmers, small businesses, and 

weaker sections. 



4. Improved Financial Inclusion 

o Banking services became available to millions who previously had 

no access to formal banking. 

5. Balanced Regional Development 

o Banking facilities spread to less-developed regions, supporting 

local economic growth. 

6. Support for Agriculture and Rural Development 

o Credit availability helped increase agricultural production and 

rural development. 

7. Strengthening of the Public Sector 

o Banks became important instruments for implementing 

government welfare and development programs. 

Conclusion: Bank nationalization played a crucial role in expanding 

banking services, increasing financial inclusion, and directing credit 

toward national development priorities. While it faced challenges such 

as reduced efficiency and rising bad loans in some cases, it significantly 

transformed India's banking system and contributed to economic and 

social development. 

 

3. Explain the various types of Banks and their functions? 

Banks are financial institutions that accept deposits, provide loans, and 

offer various financial services. The major types of banks in India and 

their functions are as follows: 

1. Central Bank 

In India, the central bank is the Reserve Bank of India (RBI). 

Functions: 

• Issues and regulates currency. 

• Acts as the banker to the government. 

• Controls credit and monetary policy. 

• Supervises and regulates banks. 

• Maintains financial stability. 

• Acts as the lender of last resort to banks. 

2. Commercial Banks 



These banks provide banking services to the general public and 

businesses. 

Functions: 

• Accept deposits from customers. 

• Provide loans and advances. 

• Facilitate fund transfers and payments. 

• Offer services such as internet banking, ATM facilities, and lockers. 

• Promote trade and commerce. 

Examples: State Bank of India, HDFC Bank, ICICI Bank. 

3. Cooperative Banks 

These banks are owned and managed by their members and operate on 

cooperative principles. 

Functions: 

• Provide credit to farmers, small businesses, and local communities. 

• Encourage savings among members. 

• Support agricultural and rural development. 

4. Regional Rural Banks (RRBs) 

RRBs were established to serve rural areas and weaker sections of 

society. 

Functions: 

• Provide agricultural and rural credit. 

• Support small farmers, artisans, and rural entrepreneurs. 

• Promote rural development and financial inclusion. 

5. Development Banks 

These banks provide long-term finance for industrial and economic 

development. 

Functions: 

• Finance large industrial and infrastructure projects. 

• Promote economic growth and modernization. 

• Provide technical and financial assistance to industries. 

Examples: National Bank for Agriculture and Rural Development 

(NABARD), Small Industries Development Bank of India (SIDBI). 



6. Investment Banks 

These banks specialize in raising capital and providing financial 

advisory services. 

Functions: 

• Assist companies in issuing shares and bonds. 

• Manage mergers and acquisitions. 

• Provide investment advice and underwriting services. 

7. Savings Banks / Postal Banks 

These institutions mainly encourage savings among the public. 

Functions: 

• Accept small savings deposits. 

• Provide safe investment options. 

• Offer basic banking and remittance services. 

Example: India Post Payments Bank. 

8. Payments Banks 

These are specialized banks that provide limited banking services. 

Functions: 

• Accept small deposits. 

• Facilitate digital payments and money transfers. 

• Promote financial inclusion. 

• Cannot provide large loans like commercial banks. 

Examples: Airtel Payments Bank, Paytm Payments Bank. 

Conclusion: Different types of banks perform specialized functions to 

meet the diverse financial needs of individuals, businesses, agriculture, 

and industry. Together, they contribute to economic development, 

financial stability, and financial inclusion in India. 

4. Explain the origin ,evolution, growth and development of Banking 

Institutions in India? 

1. Origin of Banking in India 

Banking in India has a long history dating back to ancient times. 

References to lending, borrowing, and money transactions are found in 

ancient texts such as the Arthashastra and Manusmriti. Moneylenders, 

merchants, and indigenous bankers known as "shroffs" and "seths" 



performed banking functions such as accepting deposits and granting 

loans. 

2. Evolution of Banking in India 

A. Pre-Independence Period 

Presidency Banks 

The modern banking system began during British rule with the 

establishment of: 

• Bank of Bengal (1806) 

• Bank of Bombay (1840) 

• Bank of Madras (1843) 

These banks mainly served government and commercial interests. 

Formation of Imperial Bank 

In 1921, the three Presidency Banks were merged to form the Imperial 

Bank of India. 

Establishment of the Central Bank 

The Reserve Bank of India (RBI) was established in 1935 to regulate 

currency and banking operations. 

B. Post-Independence Period 

Nationalization of RBI 

In 1949, the RBI was nationalized and entrusted with the responsibility 

of regulating the banking system. 

Creation of State Bank of India 

In 1955, the Imperial Bank of India was transformed into the State 

Bank of India (SBI) to expand banking services across the country. 

Bank Nationalization 

• In 1969, 14 major commercial banks were nationalized. 

• In 1980, 6 more commercial banks were nationalized. 

The objective was to promote financial inclusion and support economic 

development. 

3. Growth of Banking Institutions in India 

The banking sector experienced significant growth after nationalization: 

• Expansion of branch networks, especially in rural areas. 

• Increase in bank deposits and savings mobilization. 



• Growth in agricultural and industrial credit. 

• Development of cooperative banks and regional rural banks. 

• Wider access to banking services for weaker sections of society. 

 

4. Development of Banking Institutions in India 

Banking Reforms (1991 Onwards) 

Following economic liberalization, major reforms were introduced based 

on the recommendations of the M. Narasimham Committee. 

Key developments included: 

• Entry of new private sector banks. 

• Adoption of modern banking technology. 

• Improved prudential norms and supervision. 

• Greater competition and efficiency. 

Digital Banking Era 

Recent developments include: 

• Internet banking and mobile banking. 

• Digital payment systems such as Unified Payments Interface (UPI). 

• Expansion of payments banks and small finance banks. 

• Increased financial inclusion through government initiatives. 

Conclusion: The banking system in India has evolved from traditional 

indigenous banking practices to a modern, technology-driven financial 

system. Through the establishment of the RBI, nationalization of banks, 

banking reforms, and digital innovations, banking institutions have 

played a crucial role in India's economic growth, financial inclusion, 

and development. 

5. Write an explanatory note on the functions of Commercial Banks of 

India. 

Commercial banks are financial institutions that accept deposits from 

the public and provide loans and other banking services to individuals, 

businesses, and government organizations. They play a vital role in the 

economic development of the country. 

1. Primary Functions 



A. Accepting Deposits 

Commercial banks accept money from the public in different forms: 

• Savings Deposits – For individuals to save money and earn interest. 

• Current Deposits – Mainly for businesses; allows frequent 

transactions. 

• Fixed Deposits – Deposits kept for a fixed period at a higher rate of 

interest. 

• Recurring Deposits – Regular monthly deposits with interest. 

B. Granting Loans and Advances 

Banks lend money to individuals and businesses in various forms: 

• Personal loans 

• Home loans 

• Vehicle loans 

• Cash credit 

• Overdraft facilities 

• Business and industrial loans 

This helps promote trade, industry, agriculture, and economic growth. 

C. Credit Creation 

Commercial banks create credit by lending a portion of the deposits they 

receive. This increases the money supply and supports economic activities. 

2. Secondary Functions 

A. Agency Functions 

Banks act as agents on behalf of customers by: 

• Collecting cheques, bills, and dividends. 

• Paying insurance premiums, utility bills, and taxes. 



• Transferring funds from one account to another. 

• Purchasing and selling securities. 

• Acting as trustees, executors, and representatives. 

B. General Utility Functions 

Banks provide several additional services: 

• Safe custody of valuables in lockers. 

• Issuing demand drafts and banker's cheques. 

• Foreign exchange services. 

• ATM, debit card, and credit card facilities. 

• Internet and mobile banking services. 

• Providing letters of credit and bank guarantees. 

3. Developmental Functions 

Commercial banks contribute to national development by: 

• Financing agriculture, industries, and infrastructure projects. 

• Supporting small-scale industries and entrepreneurs. 

• Promoting rural development. 

• Encouraging savings and investment. 

• Implementing government welfare and financial inclusion schemes. 

4. Modern Banking Functions 

With technological advancement, banks now offer: 

• Digital banking services. 

• Online fund transfers through systems such as Unified Payments 

Interface. 

• Mobile banking applications. 



• Electronic payment and settlement services. 

• E-commerce payment support. 

Conclusion: Commercial banks are the backbone of the financial system. 

Their functions include accepting deposits, providing loans, creating credit, 

offering agency and utility services, and supporting economic development. 

Through traditional and digital banking services, they contribute significantly 

to the growth and stability of the Indian economy. 

6. Explain the main features of Banking Regulation Act, 1949? 

Main Features of the Banking Regulation Act, 1949 

The Banking Regulation Act, 1949 is an important legislation that 

regulates and supervises banking companies in India. It provides a legal 

framework for the functioning of banks and empowers the Reserve 

Bank of India (RBI) to oversee banking operations. 

Main Features of the Banking Regulation Act, 1949 

1. Regulation of Banking Business 

• Defines the term "banking" and specifies the activities that banks 

can undertake.  

• Ensures that banks operate in a safe and organized manner.  

2. Licensing of Banks 

• Every banking company must obtain a license from the RBI before 

commencing business.  

• The RBI can grant, refuse, or cancel a banking license under 

specified conditions.  

3. Minimum Capital and Reserve Requirements 

• Prescribes minimum capital and reserve requirements for banks.  

• Ensures financial stability and protection of depositors' interests.  

4. Control over Management 

• The RBI has the authority to regulate the appointment, 

reappointment, and removal of key managerial personnel.  

• Ensures competent and responsible management of banks.  

5. Regulation of Shareholding and Voting Rights 



• Controls ownership and voting rights in banking companies.  

• Prevents excessive concentration of control in the hands of a few 

individuals.  

6. Inspection and Supervision 

• The RBI has the power to inspect banks and examine their books of 

accounts.  

• Ensures compliance with banking laws and regulations.  

7. Maintenance of Cash Reserve 

Banks are required to maintain prescribed reserves to meet their 

obligations and ensure liquidity.  

8. Restrictions on Loans and Advances 

• Places restrictions on loans and advances to directors and related 

parties.  

• Prevents misuse of bank funds and conflicts of interest.  

9. Submission of Returns and Accounts 

Banks must maintain proper accounts and submit periodic reports 

and financial statements to the RBI.  

10. Power to Issue Directions 

The RBI can issue directions to banks in the public interest or to 

safeguard the banking system.  

11. Amalgamation and Reconstruction of Banks 

• Provides procedures for the merger, reconstruction, or winding up of 

banking companies.  

• Helps maintain stability in the banking sector.  

12. Protection of Depositors 

Various provisions are aimed at safeguarding the interests of depositors 

and maintaining public confidence in the banking system.  

Importance of the Banking Regulation Act, 1949 

• Ensures sound banking practices.  

• Protects depositors' interests.  

• Strengthens financial stability.  

• Prevents unhealthy competition and malpractice.  



• Empowers the RBI to effectively supervise banks. 

 

11. Discuss the powers of Reserve Bank of India under Banking 

Regulation Act, 1949? 

The Banking Regulation Act, 1949 grants extensive powers to the 

Reserve Bank of India (RBI) to regulate, supervise, and control banking 

companies in India. These powers help maintain the stability, efficiency, 

and soundness of the banking system. 

1. Power to Grant and Cancel Licenses 

• The RBI can issue licenses to banking companies for commencing 

banking business. 

• It can refuse or cancel a license if a bank fails to comply with the 

provisions of the Act or operates in a manner detrimental to 

depositors' interests. 

2. Power of Inspection 

• The RBI can inspect the books, accounts, and records of banks. 

• It may conduct investigations to assess the financial condition and 

management of banks. 

3. Power to Issue Directions 

• The RBI can issue directions to banks in the public interest. 

• Banks are required to comply with such directions regarding 

lending, investments, management, and operations. 

4. Power to Regulate Management 

• The RBI can approve or remove managerial personnel in certain 

circumstances. 

• It can recommend changes in the management of a banking 

company when necessary. 

5. Power to Control Opening and Closing of Branches 

• Banks require RBI approval for opening new branches or shifting 

existing branches. 

• This ensures balanced banking development across regions. 

6. Power to Regulate Shareholding and Voting Rights 



• The RBI supervises ownership patterns and voting rights in banking 

companies. 

• It prevents excessive concentration of control by any individual or 

group. 

7. Power to Prescribe Reserve Requirements 

• The RBI ensures that banks maintain prescribed reserves and 

liquidity levels. 

• This helps banks meet their obligations to depositors. 

8. Power to Restrict Loans and Advances 

• The RBI can regulate the granting of loans and advances. 

• It can prohibit loans to directors and related parties to prevent 

misuse of funds. 

9. Power over Amalgamation and Reconstruction 

• The RBI can prepare schemes for the merger, reconstruction, or 

reorganization of weak banks. 

• It plays a key role in maintaining banking stability during financial 

difficulties. 

10. Power to Apply for Moratorium 

• The RBI may request the government to impose a moratorium on a 

troubled bank. 

• This temporarily suspends certain operations while corrective 

measures are taken. 

11. Power to Supervise Banking Operations 

• The RBI monitors the overall functioning of banks. 

• It ensures compliance with banking laws, prudential norms, and 

regulatory standards. 

12. Power to Order Winding Up of Banks 

The RBI can apply to the court for the winding up of a banking company 

if it is unable to meet its obligations or violates legal requirements. 

Conclusion: The Banking Regulation Act, 1949 gives the RBI wide-

ranging powers to regulate and supervise banks. Through licensing, 

inspections, directions, branch control, management oversight, and 



corrective actions, the RBI ensures the safety of depositors' funds and 

promotes the stability and growth of the Indian banking system. 

 

12. Explain on credit control of RBI. 

Credit control refers to the measures adopted by the Reserve Bank of 

India (RBI) to regulate the volume, cost, and direction of credit in the 

economy. The main objective is to maintain price stability, control 

inflation, ensure adequate credit for productive sectors, and promote 

economic growth. 

Objectives of Credit Control 

• Control inflation and deflation. 

• Maintain economic stability. 

• Ensure adequate flow of credit to priority sectors. 

• Regulate money supply in the economy. 

• Promote balanced economic growth. 

Methods of Credit Control 

The RBI uses two broad methods: 

1. Quantitative (General) Methods 

These methods control the overall volume of credit in the economy. 

A. Bank Rate Policy 

The Bank Rate is the rate at which the RBI lends money to 

commercial banks for long-term purposes. An increase in the 

bank rate makes borrowing costlier, reducing credit creation. A 

decrease in the bank rate   encourages borrowing and increases 

credit. 

B. Repo Rate and Reverse Repo Rate 

Repo Rate: Rate at which banks borrow short-term funds from the RBI. 

Reverse Repo Rate: Rate at which banks deposit surplus funds with the 

RBI. 

Effect: 

Higher repo rate → Reduced borrowing and credit. 



Lower repo rate → Increased borrowing and credit. 

C. Cash Reserve Ratio (CRR) 

CRR is the percentage of deposits that banks must keep with the RBI as 

cash reserves. 

Effect: 

Higher CRR → Less money available for lending. 

Lower CRR → More money available for lending. 

D. Statutory Liquidity Ratio (SLR) 

SLR is the percentage of deposits that banks must maintain in liquid 

assets such as cash, gold, and government securities. 

Effect: 

Higher SLR reduces lending capacity. 

Lower SLR increases lending capacity. 

E. Open Market Operations (OMO) 

The RBI buys and sells government securities in the open market. 

Effect: 

Sale of securities reduces money supply. 

Purchase of securities increases money supply. 

2. Qualitative (Selective) Methods 

These methods regulate the direction and use of credit. 

A. Margin Requirements 

• The RBI prescribes margin requirements against loans. 

• Higher margins reduce borrowing capacity. 

B. Credit Rationing 

The RBI limits the amount of credit available to certain sectors or 

borrowers. 

C. Regulation of Consumer Credit 



Controls terms and conditions for consumer loans and instalment 

credit. 

D. Moral Suasion 

The RBI persuades banks through advice, meetings, and guidelines to 

follow desired credit policies. 

E. Direct Action 

The RBI may impose penalties or restrictions on banks that do not 

comply with its directives. 

Importance of Credit Control 

• Maintains monetary stability. 

• Controls inflationary and deflationary pressures. 

• Ensures efficient allocation of financial resources. 

• Supports sustainable economic growth. 

• Protects the stability of the banking system. 

Conclusion: Credit control is one of the most important functions of 

the RBI. Through quantitative and qualitative measures, the RBI 

regulates the availability and flow of credit, helping maintain economic 

stability, control inflation, and promote balanced development of the 

Indian economy. 

 

13. Explain the salient features of Deposit Insurance Corporation 

Act, 1961? 

The Deposit Insurance Corporation Act, 1961 was enacted to provide 

insurance protection to bank depositors and to strengthen public 

confidence in the banking system. Under this Act, the Deposit 

Insurance Corporation (DIC) was established. Later, it was merged 

with the Credit Guarantee Corporation and became the Deposit 

Insurance and Credit Guarantee Corporation (DICGC), a wholly owned 

subsidiary of the Reserve Bank of India. 

Salient Features 

1. Insurance of Bank Deposits 

• The Act provides insurance cover to depositors against the risk of bank 

failure.  



• Depositors receive compensation if an insured bank is liquidated, 

merged, or placed under restrictions.  

2. Establishment of Deposit Insurance Corporation 

• The Act created the Deposit Insurance Corporation to administer the 

deposit insurance scheme.  

• Its main objective was to protect small depositors and maintain 

confidence in banks.  

3. Compulsory Coverage of Eligible Banks 

• Deposit insurance is compulsory for eligible commercial banks and 

certain cooperative banks.  

• Banks covered under the scheme must participate in the insurance 

program.  

4. Premium Paid by Banks 

• The insurance premium is paid by the insured banks.  

• Depositors are not required to pay any premium for deposit insurance 

coverage.  

5. Coverage of Different Types of Deposits 

The insurance generally covers: 

• Savings deposits  

• Current deposits  

• Fixed deposits  

• Recurring deposits  

6. Protection of Depositors 

• The Act aims to safeguard depositors' interests and prevent panic 

withdrawals during banking difficulties.  

• It enhances public trust in the banking system.  

7. Administration and Supervision 

• The deposit insurance scheme is administered by the DICGC under the 

supervision of the RBI.  

8. Settlement of Claims 

• When an insured bank fails or is liquidated, eligible depositors are 

compensated up to the insured limit as prescribed by law.  

9. Promotion of Banking Stability 



• By assuring depositors that their deposits are protected within the 

insured limit, the Act contributes to the stability of the banking system.  

Importance of the Act 

• Protects small depositors from loss of savings.  

• Strengthens confidence in banks.  

• Reduces the risk of bank runs.  

• Promotes financial stability and economic confidence.  

• Supports the sound development of the banking sector. 

 

14. Explain the management and functions of Reserve Bank of India? 

The Reserve Bank of India (RBI) is the central bank of India. It was 

established on 1 April 1935 under the Reserve Bank of India Act, 

1934 and was nationalized in 1949. The RBI regulates the country's 

monetary and financial system and plays a vital role in economic 

development. 

Management of RBI 

The RBI is managed by the Central Board of Directors, appointed by 

the Government of India. 

Composition of the Central Board 

1. Governor 

o Chief executive officer of the RBI. 

o Responsible for overall administration and policy 

implementation. 

2. Deputy Governors 

o Assist the Governor in managing RBI operations. 

3. Directors Nominated by the Central Government 

o Experts from various fields such as finance, economics, industry, 

and agriculture. 

4. Government Officials 

o Representatives of the Central Government on the Board. 

Term of Office 

• Members are appointed for a specified term by the Government of India. 



• The Board formulates policies and supervises the functioning of the 

RBI. 

Functions of RBI 

1. Issue of Currency 

• RBI has the sole authority to issue currency notes in India (except one-

rupee notes and coins, which are issued by the Government of India). 

• Maintains an adequate supply of currency in the economy. 

2. Banker, Agent, and Advisor to the Government 

• Maintains government accounts. 

• Receives and makes payments on behalf of the government. 

• Advises the government on financial and economic matters. 

3. Banker's Bank 

• Acts as a bank for commercial banks. 

• Maintains reserves of commercial banks. 

• Provides financial assistance during emergencies. 

4. Lender of Last Resort 

• Provides funds to banks facing temporary financial difficulties. 

• Helps maintain confidence in the banking system. 

5. Controller of Credit 

• Regulates the supply of money and credit in the economy. 

• Uses tools such as: 

o Bank Rate 

o Repo Rate 

o Reverse Repo Rate 

o Cash Reserve Ratio (CRR) 

o Statutory Liquidity Ratio (SLR) 

o Open Market Operations (OMO) 

6. Custodian of Foreign Exchange Reserves 

• Maintains and manages India's foreign exchange reserves. 

• Regulates foreign exchange transactions. 

7. Exchange Control Function 

• Administers foreign exchange regulations. 

• Promotes orderly development of the foreign exchange market. 



8. Clearing House Function 

• Facilitates settlement of inter-bank transactions. 

• Promotes smooth functioning of the payment system. 

9. Supervisory and Regulatory Functions 

• Regulates and supervises banks and financial institutions. 

• Grants licenses to banks. 

• Conducts inspections and ensures compliance with banking laws. 

10. Promotional and Developmental Functions 

• Promotes financial inclusion. 

• Supports agricultural, industrial, and rural development. 

• Encourages modernization of banking services. 

11. Monetary Policy Function 

• Formulates and implements monetary policy. 

• Controls inflation and supports economic growth. 

Conclusion: The RBI is the apex monetary authority in India. Through 

its management structure and wide-ranging functions—such as 

currency issuance, credit control, banking supervision, management of 

foreign exchange, and implementation of monetary policy—it plays a 

crucial role in maintaining financial stability and promoting the 

economic development of the country. 

15. What are the activities permitted by the Banking Regulation Act, 

1949 to be taken up by banker? 

The Banking Regulation Act, 1949 defines and regulates banking 

business in India and specifies the activities that banking companies 

are allowed to undertake. These activities ensure that banks operate 

safely, efficiently, and in the interest of depositors and the economy. 

1. Core Banking Activities 

A. Accepting Deposits 

Banks are permitted to accept money from the public in various forms 

such as: 

• Savings deposits 

• Current deposits 

• Fixed deposits 



• Recurring deposits 

This is the primary function of any banking company. 

B. Lending of Money 

Banks can lend funds in different forms, including: 

• Loans (personal, business, housing, etc.) 

• Cash credit 

• Overdraft facilities 

• Advances against securities 

2. Investment Activities 

Banks are allowed to: 

• Invest in government securities. 

• Invest in approved financial instruments. 

• Maintain statutory liquidity requirements in safe assets. 

3. Agency and Utility Services 

Banks may act as agents of customers by: 

• Collecting and paying cheques, bills, and dividends. 

• Making payments on behalf of customers (insurance premiums, taxes, 

utility bills). 

• Acting as trustees, executors, and administrators. 

• Providing remittance services like demand drafts and bank transfers. 

They also provide utility services such as: 

• Safe deposit lockers. 

• Foreign exchange services. 

• Issuing traveller’s cheques, bank guarantees, and letters of credit. 

4. Foreign Exchange Operations 

Banks are permitted to: 

• Deal in foreign exchange transactions. 

• Facilitate import and export payments. 

• Provide services for international trade finance. 

5. Ancillary Financial Services 

Banks may also engage in: 

• Underwriting of securities (subject to regulations). 

• Portfolio management services. 



• Financial advisory services. 

• Electronic banking and digital payment services. 

6. Restrictions under the Act 

While banks are allowed many activities, the Act also restricts them 

from: 

• Engaging in trading or manufacturing activities directly. 

• Investing in non-banking business beyond permitted limits. 

• Using depositor funds for speculative activities. 

Conclusion: The Banking Regulation Act, 1949 permits banks to 

perform core functions such as accepting deposits and granting loans, 

along with agency, utility, investment, and foreign exchange services. 

At the same time, it restricts non-banking activities to ensure safety, 

stability, and depositor protection in the Indian banking system. 

16. Explain the main features or salient features of Banking 

Regulation Act, 1949? 

The Banking Regulation Act, 1949 is one of the most important laws 

governing the banking system in India. It regulates banking companies 

and gives wide powers to the Reserve Bank of India (RBI) to ensure 

safety, stability, and orderly growth of the banking sector. 

1. Regulation of Banking Business 

• Defines what constitutes “banking” (accepting deposits for lending or 

investment). 

• Regulates the overall conduct of banking companies. 

2. Licensing of Banks 

• No bank can operate in India without a license from the RBI. 

• RBI can grant, reject, or cancel banking licenses. 

3. Minimum Capital and Reserve Requirements 

• Banks must maintain minimum paid-up capital and reserves. 

• Ensures financial strength and protects depositors. 

4. Control over Management 

• RBI has authority over appointment, reappointment, and removal of 

directors and key officials. 

• Ensures proper and efficient bank management. 



5. Branch Expansion Control 

• Banks need RBI approval to open new branches or shift existing ones. 

• Helps ensure balanced regional development of banking services. 

6. Regulation of Shareholding and Voting Rights 

• Limits excessive concentration of ownership in banks. 

• Regulates voting rights of shareholders. 

7. Maintenance of Accounts and Audit 

• Banks must maintain proper books of accounts. 

• Annual audit of accounts is compulsory by approved auditors. 

8. Inspection and Supervision by RBI 

• RBI has the power to inspect banks’ books and operations. 

• Ensures compliance with laws and sound banking practices. 

9. Restrictions on Loans and Advances 

• Banks cannot give undue loans to directors and related parties. 

• Prevents misuse of depositor funds. 

10. Liquidity Maintenance 

• Banks must maintain adequate liquidity and reserves. 

• Ensures banks can meet depositor withdrawals. 

11. Power to Issue Directions 

• RBI can issue binding directions to banks in public interest. 

• Helps maintain discipline in the banking system. 

12. Amalgamation and Liquidation 

• Provides legal framework for merger, reconstruction, or winding up of 

banks. 

• Helps manage weak or failing banks. 

13. Protection of Depositors 

• Contains provisions aimed at safeguarding depositors’ interests. 

• Builds public confidence in the banking system. 

Conclusion: The Banking Regulation Act, 1949 forms the backbone of 

banking regulation in India. It ensures that banks operate safely and 

efficiently under the supervision of the RBI while protecting depositors 

and maintaining stability in the financial system. 

 



17. Discuss the powers of Reserve Bank of India over non-banking 

companies? 

The Reserve Bank of India (RBI) is not only the regulator of banks but 

also exercises control over Non-Banking Financial Companies (NBFCs) 

and certain non-banking financial institutions under the provisions of 

the RBI Act, 1934 and related regulations. These powers are aimed at 

ensuring financial stability, protecting investors, and preventing misuse 

of public funds. 

1. Registration and Licensing Power 

• Every Non-Banking Financial Company (NBFC) must obtain 

registration from the RBI before commencing business. 

• RBI can refuse or cancel registration if conditions are not met. 

2. Regulation of Deposit Acceptance 

• RBI regulates the acceptance of deposits by NBFCs. 

• It can: 

o Prescribe limits on deposits. 

o Specify maturity periods and interest rates. 

o Prohibit acceptance of deposits in certain cases. 

3. Prudential Regulation 

• RBI imposes norms to ensure financial soundness, such as: 

o Capital adequacy requirements 

o Asset classification norms 

o Provisioning for bad debts 

• This ensures NBFCs remain financially stable. 

4. Inspection and Supervision 

• RBI has the power to inspect books, accounts, and operations of 

NBFCs. 

• It monitors their financial health and compliance with regulations. 

5. Power to Issue Directions 

• RBI can issue binding directions to NBFCs in the public interest. 

• Directions may relate to: 

o Lending policies 

o Investment patterns 



o Deposit mobilization 

o Risk management practices 

6. Control over Management 

• RBI can: 

o Remove directors or management personnel. 

o Appoint special officers or administrators in case of 

mismanagement. 

• Ensures proper governance of NBFCs. 

7. Regulation of Credit Activities 

• RBI can regulate lending and investment activities of NBFCs. 

• It may restrict: 

o Unsecured lending 

o High-risk investments 

o Excessive exposure to certain sectors 

8. Power to Prohibit Acceptance of Deposits 

• RBI can completely prohibit an NBFC from accepting deposits if it is 

found to be unsafe or non-compliant. 

9. Winding Up and Liquidation 

• RBI can initiate action for winding up or restructuring of weak or 

failing NBFCs. 

• This helps protect public interest and financial stability. 

10. Consumer Protection Measures 

• RBI ensures protection of depositors and investors by: 

o Mandating disclosure norms 

o Ensuring transparency in interest rates and charges 

o Preventing fraudulent financial practices 

 

Conclusion: The RBI exercises strong regulatory and supervisory 

powers over non-banking companies, especially NBFCs, to maintain 

discipline in the financial system. Through registration, inspection, 

prudential norms, and control over deposits and management, the RBI 

ensures stability, transparency, and protection of public interest in the 

non-banking financial sector. 



 

18. Explain the objectives and features of Securitisation Act, 2002. 

Securitisation and Reconstruction of Financial Assets and 

Enforcement of Security Interest (SARFAESI) Act, 2002 

Objectives and Features 

The SARFAESI Act, 2002 is an important law in India that enables 

banks and financial institutions to recover non-performing assets (NPAs) 

without going through lengthy court procedures. It strengthens the 

recovery mechanism and improves financial discipline in the banking 

sector. 

Objectives of SARFAESI Act, 2002 

1. Speedy Recovery of Bad Loans 

o To enable banks to recover dues from defaulting borrowers 

quickly.  

2. Reduction of Non-Performing Assets (NPAs) 

o To improve the financial health of banks by reducing bad debts.  

3. Strengthening Credit Discipline 

o To ensure borrowers repay loans on time and discourage 

defaults.  

4. Empowering Financial Institutions 

o To give banks and financial institutions legal authority to enforce 

security interests.  

5. Minimizing Court Intervention 

o To reduce dependence on lengthy civil court proceedings.  

Features of SARFAESI Act, 2002 

1. Enforcement of Security Interest 

• Banks can enforce security interests (like mortgaged property) without 

court intervention.  

• Applicable when a borrower defaults on secured loans.  

2. Power to Take Possession of Assets 

• Banks can take possession of secured assets such as:  

o Land and buildings  



o Plant and machinery  

o Movable assets pledged as security  

3. Sale or Auction of Assets 

• Banks can sell or auction the seized assets to recover dues.  

• Sale proceeds are used to settle outstanding loans.  

4. Creation of Asset Reconstruction Companies (ARCs) 

• The Act allows formation of Asset Reconstruction Companies to buy and 

recover bad loans.  

• Helps banks clean up their balance sheets.  

5. No Court Intervention Required 

• Banks can act without court approval under specified conditions.  

• Only Debt Recovery Tribunals (DRTs) handle appeals.  

6. Application to Secured Loans 

• The Act applies only to secured loans where collateral is provided.  

• Unsecured loans are not covered.  

7. Notice to Borrower 

• Banks must give a 60-day notice to borrowers before taking action.  

• Borrowers can repay or object within this period.  

8. Right to Appeal 

• Borrowers can appeal against bank actions before:  

o Debt Recovery Tribunal (DRT)  

o Appellate Tribunal  

9. Applicability to Banks and Financial Institutions 

• Applies to:  

o Commercial banks  

o Financial institutions  

o Some NBFCs (not all) 

19. Explain the important principles of banking and lending? 

Banking and lending are built on a set of core principles designed to 

keep financial systems stable, protect depositors, and ensure credit 

flows to productive uses without creating excessive risk. 

At the heart of banking is trust and safety. Banks accept deposits from 

the public and are expected to safeguard that money. Because deposits 



can be withdrawn on demand, banks must always balance liquidity 

(having enough cash available) with profitability (earning returns by 

lending and investing). This tension is one of the defining challenges 

of banking. 

A key structural idea is fractional reserve banking, where banks keep 

only a portion of deposits as reserves and lend out the rest. This allows 

banks to create credit and support economic growth, but it also 

introduces risk if too many depositors demand withdrawals at once. To 

manage this, central banks such as the Reserve Bank of India regulate 

reserve requirements and act as lenders of last resort. 

Another major principle is prudence in lending. Banks must ensure 

that loans are repaid, because lending is their primary source of income 

and also their biggest source of risk. This is why lending decisions are 

guided by the classic “5 Cs of credit”: 

• Character: the borrower’s reliability and credit history 

• Capacity: ability to repay from income or cash flow 

• Capital: borrower’s own financial stake in the project 

• Collateral: assets pledged as security 

• Conditions: economic and market conditions affecting repayment 

ability 

Modern banking also emphasizes risk management and 

diversification. Banks avoid concentrating too much exposure in one 

borrower, sector, or geography. They also manage credit risk, market 

risk, and liquidity risk through internal models and regulatory 

frameworks. 

Internationally, banking standards are strongly influenced by the Basel 

Committee on Banking Supervision, which sets guidelines such as 

capital adequacy norms. These rules require banks to hold enough 

capital to absorb losses, reducing the likelihood of failure and protecting 

the broader financial system. 

On the lending side, principles also include: 

• Purpose of loan: ensuring funds are used for legitimate and productive 

activities 



• Repayment structure: designing installments aligned with borrower 

cash flow 

• Monitoring and control: tracking borrower performance after 

disbursement 

• Security enforcement: ensuring collateral can be realized if repayment 

fails 

Finally, banking systems rely on regulation and supervision to 

maintain stability. Central banks and regulators enforce rules on 

capital, liquidity, and lending practices to prevent excessive risk-taking 

and systemic crises. 

In short, banking works on balancing trust, liquidity, and profitability, 

while lending is governed by careful risk assessment, repayment 

assurance, and disciplined credit evaluation. 

 

20. Discuss on various types of accounts? 

Banks offer different types of accounts to suit different financial needs—

saving money, handling business transactions, or investing funds. Each 

account type has its own purpose, features, and rules. 

1. Savings Account 

A savings account is the most common type of bank account, designed 

for individuals to safely store money while earning interest. It 

encourages saving habits and allows easy access to funds through 

withdrawals, ATMs, and digital banking. 

Key features: 

• Earns interest (usually moderate) 

• Limited number of free withdrawals in some cases 

• Ideal for salaried individuals and households 

• Maintained with a minimum balance (varies by bank policy) 

2. Current Account 

A current account is mainly used by businesses, traders, and 

professionals who need frequent access to funds for daily transactions. 

Key features: 

• No restriction on number of transactions 



• Generally does not earn interest 

• Higher minimum balance requirement 

• Supports overdraft facility (spend more than balance within limit) 

This account helps businesses manage cash flow smoothly. 

3. Fixed Deposit Account (FD) 

A fixed deposit account is an investment account where money is 

deposited for a fixed period at a predetermined interest rate. 

Key features: 

• Higher interest rates than savings accounts 

• Funds locked for a fixed tenure (e.g., 7 days to 10 years) 

• Early withdrawal allowed but may attract penalty 

• Safe and low-risk investment option 

Banks like the Reserve Bank of India regulate interest and safety norms 

for deposits. 

4. Recurring Deposit Account (RD) 

A recurring deposit account allows individuals to deposit a fixed 

amount every month for a specific period. 

Key features: 

• Fixed monthly deposits 

• Earns interest similar to fixed deposits 

• Encourages disciplined saving 

• Useful for goal-based savings (education, travel, etc.) 

5. Salary Account 

A salary account is a type of savings account opened by employers for 

employees to receive monthly salaries. 

Key features: 

• Zero or very low minimum balance requirement 

• Often includes special banking benefits 

• May convert to regular savings account if salary credits stop 

6. NRI Accounts 

For non-resident Indians, banks offer special accounts regulated under 

banking rules and foreign exchange guidelines. 

Common types include: 



• NRE (Non-Resident External) Account: for foreign earnings, fully 

repatriable 

• NRO (Non-Resident Ordinary) Account: for income earned in India 

• FCNR (Foreign Currency Non-Resident) Account: held in foreign 

currency to avoid exchange rate risk 

These accounts help NRIs manage money across countries efficiently. 

In summary 

• Savings accounts → everyday personal use 

• Current accounts → business transactions 

• Fixed deposits → long-term investment 

• Recurring deposits → disciplined monthly savings 

• Salary accounts → employer-based credit 

• NRI a ccounts → cross-border financial management 

Each account is designed to balance liquidity, safety, and returns, 

depending on the user’s financial goals. 

 

21. Explain on Banker’s duty to honour customer cheque? 

A banker’s duty to honour a customer’s cheque is a fundamental 

obligation arising from the banker–customer relationship. When a 

customer maintains a valid account with sufficient funds and issues a 

properly written cheque, the bank is generally bound to pay it. However, 

this duty is not absolute and is subject to certain legal and operational 

conditions. 

Meaning of the duty 

When a customer opens an account with a bank, the bank undertakes 

to: 

• Accept deposits, and 

• Pay out money on the customer’s instructions through instruments like 

cheques. 

Thus, if a cheque is properly drawn and there are sufficient funds, 

the bank must honour it. Failure to do so without valid reason may 

make the bank liable for wrongful dishonour, affecting its reputation 

and possibly leading to legal claims for damages. 



Conditions for honouring a cheque 

A bank must honour a cheque when: 

• The cheque is properly written and signed by the account holder 

• There are sufficient funds in the account 

• The cheque is presented within validity period (usually 3 months in 

India) 

• There are no legal restrictions on the account 

• The signature matches the specimen signature held by the bank 

Grounds for dishonour (exceptions) 

A banker is justified—or even required—to refuse payment in certain 

situations: 

1. Insufficient funds 

If the account balance is not enough to cover the cheque amount. 

2. Stop payment instructions 

If the customer has instructed the bank not to pay a particular cheque. 

3. Irregular or defective cheque 

• Signature mismatch 

• Alterations not properly authenticated 

• Mutilated or unclear cheque 

4. Post-dated or stale cheque 

• Presented before its date (post-dated) 

• Presented after expiry (stale cheque) 

5. Death, insanity, or insolvency of customer 

If the bank receives notice of such events before payment. 

6. Legal restrictions 

Such as: 

• Court attachment or garnishee orders 

• Freezing of account by authorities 

• Regulatory restrictions imposed under banking law or by the Reserve 

Bank of India or other competent bodies 

7. Crossing or endorsement issues 

If the cheque requires special handling (e.g., account payee cheque) and 

conditions are not met. 



8. Doubtful authenticity or fraud suspicion 

If the bank reasonably suspects forgery or unauthorized use. 

Legal implications of wrongful dishonour 

If a bank wrongly refuses to honour a valid cheque: 

• It may be liable for damages to the customer 

• It can harm the customer’s creditworthiness and business reputation 

• In business cases, even small dishonours can lead to financial losses 

or legal claims 

Banker’s protection 

Banks are protected when they refuse payment in good faith under valid 

grounds. If they follow proper procedures and act on reasonable 

suspicion or legal instructions, they are not liable. 

Conclusion: A banker’s duty to honour cheques is a core responsibility 

based on trust and contract. However, it is balanced with safeguards to 

prevent fraud, ensure legal compliance, and maintain financial 

discipline. The obligation exists only when the cheque is valid, funds are 

sufficient, and no legal or technical restrictions apply. 

18.Discuss the banker’s obligation to maintain secrecy of customer’s account. 

A banker’s obligation to maintain the secrecy of a customer’s account is 

one of the most important duties in banking law and practice. It is based on 

the principle of trust, because customers deposit money in banks only when 

they believe their financial information will remain confidential. 

Meaning of Banker’s Duty of Secrecy 

The duty of secrecy means that a bank must not disclose any information 

relating to a customer’s account—such as balances, transactions, or 

financial position—to any third party without proper authority. 

This duty arises from the contractual relationship between banker and 

customer and is essential to maintain public confidence in the banking 

system. 

Legal Basis 



The obligation was clearly recognized in the landmark case Tournier v. 

National Provincial and Union Bank of England (1924), which established 

that banks must keep customer information confidential, subject to certain 

exceptions. 

In India, this duty is also supported by banking practices regulated under 

guidelines of the Reserve Bank of India. 

Scope of the Duty of Secrecy 

A banker must not disclose: 

• Account balances 

• Deposit and withdrawal details 

• Loan transactions 

• Standing instructions 

• Financial status of the customer 

This duty continues even after the account is closed, meaning 

confidentiality is permanent. 

Exceptions to the Duty of Secrecy 

Although secrecy is a general rule, banks are allowed or required to disclose 

information in certain situations: 

1. With customer’s consent 

If the customer gives written or implied permission, the bank can share 

information (e.g., for loan verification or credit references). 

2. Under legal compulsion 

Banks must disclose information when required by law, such as: 

• Court orders 

• Income tax authorities 

• Investigating agencies 



3. Public duty 

If disclosure is necessary in the public interest, such as: 

• Preventing fraud 

• Reporting suspicious transactions 

• National security concerns 

4. Bank’s own interest 

A bank may disclose information to: 

• Recover dues through legal action 

• Defend itself in court cases filed by the customer 

5. Duty to credit agencies (limited disclosure) 

Banks may share limited information with credit rating or reporting agencies 

to assess creditworthiness. 

Consequences of Breach of Secrecy 

If a bank wrongly discloses customer information: 

• It may be sued for damages 

• It may lose customer trust and reputation 

• It may face regulatory penalties 

• In some cases, employees involved may face disciplinary action 

Importance of Bank Secrecy 

Maintaining confidentiality is crucial because it: 

• Builds trust in the banking system 

• Encourages people to deposit money in banks 

• Protects customers from fraud and misuse of information 

• Supports financial stability and reputation of banks 



Conclusion: The banker’s duty of secrecy is a fundamental obligation rooted 

in trust and law. While it is generally strict, it is not absolute, as exceptions 

exist for legal requirements, public interest, and customer consent. A proper 

balance between confidentiality and lawful disclosure ensures both customer 

protection and effective functioning of the banking system. 

22. Explain the various rights of a Banker. 

A banker enjoys certain legal rights and protections in order to carry out 

banking operations efficiently. These rights are recognized under 

banking law and commercial practices. The major rights of a banker are 

explained below: 

1. Right of Lien 

A banker has the right to retain the goods, securities, or valuables of a 

customer until the customer clears the debt owed to the bank. 

• It is called banker’s general lien. 

• It applies to securities deposited in the ordinary course of business. 

• The banker can even sell the securities after giving proper notice if the 

debt remains unpaid. 

Example: If a customer has taken a loan and fails to repay it, the bank 

may retain shares or fixed deposits pledged as security. 

2. Right of Set-off 

The banker can combine two or more accounts of the same customer 

and adjust the balance. 

• One account’s credit balance may be used to recover dues in another 

account. 

• Both accounts must belong to the same person and be held in the same 

capacity. 

Example: Money in a savings account may be used to clear an overdraft 

in the customer’s current account. 

3. Right to Charge Interest and Commission 

A banker has the right to: 

• Charge interest on loans and advances. 

• Collect commission and service charges for banking services. 



These charges are generally according to: 

• Banking regulations, 

• Agreement with customers, 

• RBI or central bank guidelines. 

4. Right to Recover Expenses 

A banker can recover all legitimate expenses incurred while dealing with 

a customer’s transactions. 

Examples: 

• Legal expenses, 

• Stamp charges, 

• Collection charges, 

• Insurance charge 

5. Right to Appropriate Payments 

When a customer owes several debts to the bank, the banker may 

appropriate (apply) the payment toward any debt if the customer does 

not specify otherwise. 

Example: A bank may adjust a payment first against overdue interest 

rather than the principal amount. 

6. Right to Close an Account 

A banker may close a customer’s account by giving proper notice if: 

• The account is not properly operated, 

• There is misuse of banking facilities, 

• The account remains inactive, 

• The customer violates banking rules. 

 

7. Right to Dishonour Cheques 

A banker can refuse payment of a cheque under certain circumstances, 

such as: 

• Insufficient funds, 

• Signature mismatch, 

• Overwriting, 

• Stale cheque, 



• Stop-payment instructions. 

8. Right to Maintain Secrecy with Exceptions 

A banker has the right and duty to maintain confidentiality of customer 

accounts, except when disclosure is required: 

• By law, 

• By court order, 

• In public interest, 

• With customer consent. 

9. Right to Obtain Security 

Before granting loans or advances, a banker may demand proper 

security or collateral from borrowers to safeguard the bank’s interests. 

Conclusion: The rights of a banker are essential for ensuring safety, 

recovery of loans, and smooth banking operations. These rights also 

help maintain trust and discipline in the banking system while 

balancing the interests of customers and banks. 

23. Explain the duties of Banker and Customer. 

In a banker–customer relationship, both parties have specific duties that 

ensure trust, smooth transactions, and legal compliance. These duties 

are based on contract law, banking practice, and regulatory guidelines 

(including those issued by the Reserve Bank of India in India). 

Duties of a Banker 

1. Duty to Honour Cheques 

A banker must honour all valid cheques of a customer when: 

• Sufficient funds are available, 

• The cheque is properly drawn, 

• There is no legal restriction (like attachment order or stop payment). 

Failure without valid reason may lead to liability for damages. 

2. Duty to Maintain Secrecy 

The banker must not disclose customer account information to third 

parties. 

Exceptions include: 

• Court orders, 

• Legal requirements, 



• Public interest, 

• Customer consent. 

This duty protects the privacy and trust of customers. 

3. Duty of Care and Skill 

The banker must act with reasonable care, skill, and diligence in all 

operations such as: 

• Handling deposits, 

• Processing payments, 

• Granting loans, 

• Managing securities. 

Negligence may make the bank liable for losses. 

4. Duty to Follow Customer Instructions 

The banker must strictly follow the lawful instructions of the customer 

as per the mandate given in the account. 

Example: Paying cheques only to authorized signatories. 

5. Duty to Provide Proper Accounts and Statements 

Banks must maintain accurate records and provide: 

• Passbooks, 

• Account statements, 

• Transaction details on request. 

6. Duty to Act as per Law 

The banker must comply with all banking laws, rules, and regulatory 

directions, including anti-money laundering norms and reporting 

requirements. 

Duties of a Customer 

1. Duty to Maintain Sufficient Balance 

The customer must ensure adequate funds are available before issuing 

cheques or making withdrawals. 

Issuing cheques without funds may lead to penalties or legal action. 

2. Duty to Exercise Care in Drawing Cheques 

The customer must: 

• Write cheques clearly, 

• Avoid alterations or overwriting, 



• Use correct signatures, 

• Safeguard cheque books. 

Carelessness may lead to fraud or dishonour. 

3. Duty to Pay Bank Charges and Loans 

Customers must repay: 

• Loans and advances, 

• Interest, 

• Service charges and fees as agreed. 

4. Duty to Inform Changes 

Customers must inform the bank about: 

• Change of address, 

• Change in signature, 

• Loss of cheque book, 

• Any account-related updates. 

5. Duty to Verify Statements 

Customers should regularly check passbooks and statements and 

report any errors or unauthorized transactions promptly. 

6. Duty to Avoid Misuse of Banking Facilities 

Customers must not use accounts for illegal activities or fraudulent 

purposes. They must comply with all banking regulations. 

 

Conclusion: The duties of a banker focus on safeguarding customer 

funds, maintaining secrecy, and ensuring proper execution of 

transactions. On the other hand, the customer’s duties focus on 

responsible use of banking services, maintaining sufficient funds, and 

complying with repayment obligations. Together, these duties ensure a 

stable and trustworthy banking system. 

24. Who is banker? Explain the general relationship between banker 

and customer. 

Who is a Banker? 

A banker is a financial institution or individual that is engaged in the 

business of accepting deposits from the public and using those funds to 

provide loans and other financial services. 



In simple terms, a banker is an entity that: 

• Accepts deposits (savings, current, fixed deposits)  

• Provides loans and advances  

• Offers payment and fund transfer services  

• Acts as a financial intermediary between savers and borrowers  

In India, banks operate under the regulation of the Reserve Bank of 

India, which is the central banking authority. 

General Relationship Between Banker and Customer 

The relationship between a banker and a customer is contractual in 

nature and changes depending on the situation. It is not a single fixed 

relationship; instead, it has multiple legal dimensions. 

1. Debtor and Creditor Relationship 

This is the most important relationship. 

• When a customer deposits money, the bank becomes the debtor and 

the customer becomes the creditor.  

• When the bank gives a loan, the bank becomes the creditor and the 

customer becomes the debtor.  

Example: 

• Deposit ₹10,000 → Bank owes money to customer.  

• Loan ₹50,000 → Customer owes money to bank.  

 

2. Trustee and Beneficiary Relationship 

In some cases, the bank acts as a trustee. 

• Bank holds money or valuables for safekeeping.  

• Customer remains the beneficial owner.  

Example: Safe deposit locker facilities. 

3. Bailor and Bailee Relationship 

When a customer deposits valuables for safekeeping: 

• Customer = Bailor (owner of goods)  

• Bank = Bailee (caretaker)  

The bank must take reasonable care but does not become the owner. 

4. Principal and Agent Relationship 

In certain transactions, the bank acts as an agent of the customer. 



• Collecting cheques, dividends, bills  

• Making payments on behalf of customers  

• Fund transfers  

Here: 

• Customer = Principal  

• Bank = Agent  

5. Mortgagor and Mortgagee Relationship 

When loans are secured by property: 

• Customer = Mortgagor (pledges property)  

• Bank = Mortgagee (holds security rights)  

6. Lessor and Lessee Relationship (Locker Facility) 

For locker services: 

• Customer = Lessee  

• Bank = Lessor (provides space under agreement)  

7. Advisor Relationship 

Banks also act as financial advisors by: 

• Suggesting investment options  

• Offering financial products  

• Guiding customers on loans and savings  

25. Discuss the various precautions to be taken by a banker while 

opening a new account? 

A banker must exercise great care while opening a new account to 

prevent fraud, comply with legal requirements, and protect the interests 

of both the bank and the customer. The following precautions should be 

taken: 

1. Proper Identification of the Customer 

• Verify the customer's identity through valid documents. 

• Obtain proof of identity and proof of address. 

• Follow Know Your Customer (KYC) norms prescribed by the Reserve 

Bank of India. 

Examples: Aadhaar Card, Passport, Voter ID, Driving Licence, PAN 

Card. 

2. Obtain a Duly Filled Account Opening Form 



• Ensure that the customer completes the prescribed application form. 

• Verify all details such as name, address, occupation, date of birth, and 

contact information. 

• Check for completeness and accuracy. 

3. Verify Signature Specimen 

• Obtain specimen signatures of the customer. 

• Preserve them for future verification of cheques and instructions. 

• Ensure consistency in signatures. 

4. Obtain Introduction or Reference (Where Required) 

• Some banks may require references from existing customers or other 

reliable sources. 

• This helps establish the customer's credibility and identity. 

5. Verify PAN and Tax Requirements 

• Obtain PAN details or other tax-related declarations as required by law. 

• Ensure compliance with income tax regulations. 

6. Check Legal Capacity of the Customer 

The banker should ensure that the applicant is legally competent to 

enter into a contract. 

Special care is required for: 

• Minors 

• Joint account holders 

• Partnership firms 

• Companies 

• Trusts 

• Societies 

Relevant documents and authorizations must be obtained. 

7. Collect Required Documents 

Depending on the type of account, collect and verify: 

• Identity proof 

• Address proof 

• Photographs 

• Business registration documents (for firms and companies) 

• Partnership deed or board resolution, if applicable 



8. Conduct Due Diligence 

• Assess the nature of the customer's business and source of funds. 

• Identify suspicious or unusual activities. 

• Comply with anti-money laundering regulations. 

9. Verify Nomination Details 

• Encourage the customer to provide nomination details. 

• Record the nominee's information correctly for future claims. 

10. Ensure Initial Deposit Requirement 

• Collect the minimum opening deposit, if applicable. 

• Issue acknowledgment and activate the account only after completing 

all formalities. 

11. Obtain Necessary Mandates and Instructions 

• For joint accounts, clearly record operating instructions. 

• Obtain authorization letters, powers of attorney, or mandates where 

necessary. 

12. Maintain Proper Records 

• Preserve all account-opening documents safely. 

• Update records regularly and ensure compliance with regulatory 

requirements. 

 

Conclusion: While opening a new account, a banker must carefully 

verify the customer's identity, legal status, documents, signatures, and 

compliance with KYC and anti-money laundering norms. These 

precautions help prevent fraud, ensure legal compliance, and establish 

a secure banker-customer relationship. 

26. Discuss the various precautions to be taken by a banker while 

opening the account in the name of: (a) Married Woman (b) Illiterate 

persons. 

Precautions to be Taken by a Banker While Opening Accounts 

(a) Account in the Name of a Married Woman 



A married woman is legally competent to enter into contracts and 

operate a bank account in her own name. However, the banker should 

take the following precautions: 

1. Obtain Proper Identification 

o Verify identity and address through KYC documents. 

o Record her full name accurately. 

2. Verify Signature 

o Obtain specimen signatures for future verification. 

3. Ascertain Marital Status (if relevant) 

o Record whether she is married, especially when dealing with 

loans or securities. 

4. Open the Account in Her Own Name 

o The account should be opened in the name by which she wishes 

to operate it. 

o If she uses her maiden name or husband's surname, the bank 

should maintain proper records. 

5. Exercise Care in Granting Loans 

o Before granting loans or overdrafts, assess her independent 

income and repayment capacity. 

o Obtain necessary securities where required. 

6. Joint Accounts 

o In case of a joint account with her husband, obtain clear 

operating instructions regarding withdrawals and account 

operation. 

7. Nomination 

o Obtain nomination details for smooth settlement of claims. 

(b) Account in the Name of an Illiterate Person 

Since an illiterate person cannot read or write, the banker must exercise 

extra caution to prevent fraud and misunderstandings. 

Precautions: 

1. Proper Identification 

o Thoroughly verify the identity and address of the customer. 

o Obtain reliable references if necessary. 



2. Photograph of the Customer 

o Obtain and preserve recent photographs for identification 

purposes. 

3. Thumb Impression 

o Obtain the customer's thumb impression in place of a signature. 

o Record it carefully in the bank's records. 

4. Presence of a Witness 

o Obtain thumb impressions in the presence of a responsible bank 

official or witness. 

5. Explain Terms and Conditions 

o Clearly explain account rules, withdrawal procedures, and 

banking terms in a language understood by the customer. 

6. Issue Passbook 

o Provide and regularly update the passbook so the customer can 

verify transactions with assistance if needed. 

7. Withdrawals 

o Ensure withdrawals are made only after proper identification. 

o Verify thumb impressions carefully before making payments. 

8. No Cheque Book Facility (Generally) 

o Banks usually avoid issuing cheque books to illiterate persons 

unless special safeguards are in place. 

9. Record Special Instructions 

o Mark the account clearly as that of an illiterate person to ensure 

additional precautions are followed by bank staff. 

10. Prevent Fraud 

o Take special care to ensure that documents are not misused and 

that transactions genuinely represent the customer's intentions. 

Conclusion: While opening an account for a married woman, the 

banker should verify her identity, obtain proper documentation, and 

ensure clear operating instructions. For an illiterate person, greater 

care is required regarding identification, thumb impressions, witness 

verification, and transaction handling to protect the customer from 

fraud and ensure safe banking operations. 



 

27. “Banker’s duty to secrecy is not absolute.” Explain when 

disclosure of account is justified. 

A banker has a legal and moral duty to maintain the secrecy of a 

customer's account. Information relating to a customer's account 

should not be disclosed to third parties without the customer's consent. 

However, this duty is not absolute. In certain circumstances, disclosure 

of account information is justified and legally permitted. 

The main exceptions are: 

1. Disclosure Under Compulsion of Law 

A banker must disclose customer information when required by law. 

Examples: 

• Orders of a court of law.  

• Requirements under tax laws.  

• Directions from government authorities or regulatory agencies.  

Example: The bank may be required to provide account details to 

income tax authorities during an investigation. 

 

2. Disclosure in Public Interest 

A banker may disclose information when public interest demands it. 

Examples: 

• Prevention of fraud or crime.  

• Investigation of money laundering activities.  

• Matters affecting national security.  

Example: Reporting suspicious financial transactions to authorized 

agencies. 

3. Disclosure in the Interest of the Bank 

A banker can disclose information to protect the bank's own interests. 

Examples: 

• Filing a suit against a customer for recovery of loans.  

• Defending the bank in legal proceedings initiated by the customer.  



Example: A bank may produce account records in court to recover an 

unpaid loan. 

4. Disclosure with the Customer's Express or Implied Consent 

Information may be disclosed when the customer gives permission. 

Express Consent 

• Written or verbal authorization by the customer.  

Implied Consent 

• Disclosure arising from the normal course of business.  

Example: A banker's reference regarding a customer's creditworthiness 

given to another bank with the customer's consent. 

28. Discuss the special relationship between a banker and customer. 

Apart from the general debtor-creditor relationship, a banker and 

customer may have certain special relationships depending on the 

nature of the transaction. These relationships arise when the bank 

performs additional functions for the customer. 

The important special relationships are: 

1. Banker as Trustee and Customer as Beneficiary 

When a banker holds property, securities, or funds on behalf of a 

customer for a specific purpose, the banker acts as a trustee. 

Example: 

• Holding securities in trust. 

• Managing trust accounts. 

In such cases, the bank must act in the best interest of the beneficiary. 

2. Banker as Agent and Customer as Principal 

A bank often acts as an agent for its customer. 

Functions performed as an agent include: 

• Collection of cheques, bills, and dividends. 

• Payment of insurance premiums. 

• Purchase and sale of securities. 

• Transfer of funds. 

Here: 

• Customer = Principal 

• Banker = Agent 



3. Banker as Bailee and Customer as Bailor 

When a customer deposits valuables, documents, or goods with the 

bank for safe custody: 

• Customer = Bailor 

• Banker = Bailee 

The banker must take reasonable care of the property but does not 

become its owner. 

Example: Safe custody of jewellery, share certificates, or important 

documents. 

4. Banker as Lessor and Customer as Lessee 

In the case of a safe deposit locker: 

• Banker = Lessor (provides locker) 

• Customer = Lessee (uses locker) 

The relationship is governed by the locker agreement between the bank 

and the customer. 

5. Banker as Creditor and Customer as Debtor 

When the bank grants: 

• Loans, 

• Cash credit, 

• Overdrafts, 

• Advances, 

the bank becomes the creditor and the customer becomes the debtor. 

The customer is legally bound to repay the amount along with interest. 

6. Banker as Mortgagee or Pledgee 

When loans are secured against property or movable assets: 

• Banker becomes Mortgagee (for immovable property) or Pledgee (for 

movable goods). 

• Customer becomes Mortgagor or Pledgor. 

The bank acquires rights over the security until the debt is repaid. 

7. Banker as Advisor 

Banks frequently provide financial guidance to customers regarding: 

• Investments, 

• Deposits, 



• Loans, 

• Financial planning. 

In this role, the banker acts as a financial advisor and is expected to 

exercise due care and professional skill. 

Conclusion: The banker-customer relationship extends beyond the 

ordinary debtor-creditor relationship. Depending on the services 

provided, the banker may act as: 

1. Trustee 

2. Agent 

3. Bailee 

4. Lessor 

5. Creditor 

6. Mortgagee/Pledgee 

7. Advisor 

These special relationships create additional rights, duties, and 

responsibilities for both the banker and the customer, ensuring the 

smooth functioning of banking operations. 

 

29. Define Promissory Note. Explain essentials of Promissory Note 

Promissory Note – Definition and Essentials 

Definition of Promissory Note 

According to the Negotiable Instruments Act, 1881, Section 4: 

A Promissory Note is an instrument in writing (not being a bank note 

or currency note) containing an unconditional undertaking, signed by 

the maker, to pay a certain sum of money only to, or to the order of, a 

certain person or to the bearer of the instrument. 

Example: 

"I promise to pay Mr. A or order the sum of ₹10,000 on demand." 

Essentials of a Promissory Note 

For a document to be a valid promissory note, it must satisfy the 

following conditions: 

1. It Must Be in Writing 

• The instrument must be written, printed, or typed. 



• An oral promise to pay is not valid. 

2. It Must Contain an Express Promise to Pay 

• There must be a clear and definite undertaking to pay. 

• A mere acknowledgment of debt is not sufficient. 

Example: 

✔ "I promise to pay ₹5,000." 

✘ "I owe ₹5,000 to A." 

3. The Promise Must Be Unconditional 

• The payment should not depend on any uncertain event or condition. 

Example: 

✔ "I promise to pay ₹10,000 on demand." 

✘ "I promise to pay ₹10,000 if I win a lottery." 

4. It Must Be Signed by the Maker 

• The maker (person making the promise) must sign the instrument. 

• Without the maker's signature, the note is invalid. 

5. Parties Must Be Certain 

The following parties must be clearly identifiable: 

• Maker (debtor) 

• Payee (person to whom payment is to be made) 

There must be certainty regarding their identity. 

6. The Amount Must Be Certain 

• The sum payable must be specific and ascertainable. 

• It should not be vague or uncertain. 

Example: 

✔ ₹20,000 

✘ "Whatever amount may be due." 

7. Payment Must Be in Money Only 

• The promise must relate only to payment of money. 

• It cannot include payment in goods or services. 

Example: 

✔ "Pay ₹5,000." 

✘ "Pay ₹5,000 and deliver a bicycle." 



8. Proper Stamping 

• The promissory note must bear the required stamp as per the applicable 

stamp law. 

• An unstamped or insufficiently stamped note may not be admissible as 

evidence. 

9. It Must Be Payable to a Certain Person 

• The payee must be clearly mentioned. 

• Payment may be made to a specified person or to his order. 

10. It Should Not Be Payable to Bearer on Demand 

• Under Indian law, a promissory note cannot be made payable to bearer 

on demand because it would resemble currency. 

Conclusion: A Promissory Note is a written and signed instrument 

containing an unconditional promise to pay a definite sum of money to 

a specified person or his order. The essential requirements include 

writing, certainty of parties and amount, unconditional promise, 

signature of the maker, and payment in money only. These features 

make it a valid negotiable instrument under the Negotiable 

Instruments Act, 1881. 

30. Define Negotiable Instrument. Explain characteristics of 

Negotiable Instruments. 

Definition of Negotiable Instrument 

A Negotiable Instrument is a written document that guarantees the 

payment of a specific sum of money either on demand or at a specified 

future date. It can be transferred from one person to another, and the 

transferee obtains a good title to the instrument. 

According to the Negotiable Instruments Act, 1881, the main negotiable 

instruments are: 

• Promissory Note 

• Bill of Exchange 

• Cheque 

Characteristics of Negotiable Instruments 

1. Freely Transferable 



A negotiable instrument can be transferred from one person to another 

by: 

• Delivery (in case of bearer instruments), or 

• Endorsement and delivery (in case of order instruments). 

This makes it easy to circulate in business transactions. 

2. Title of the Holder 

The holder of a negotiable instrument has the right to possess it and 

receive payment according to its terms. 

3. Holder in Due Course Gets Better Title 

A person who acquires the instrument: 

• For value, 

• In good faith, 

• Before maturity, 

is called a Holder in Due Course. 

Such a holder gets a better title than the transferor, even if there were 

defects in the previous holder's title. 

4. Right to Sue in Own Name 

The holder can file a suit for recovery of the amount in his own name 

without involving previous holders. 

5. Presumption of Consideration 

The law presumes that every negotiable instrument is made, drawn, 

accepted, endorsed, or transferred for valuable consideration unless 

proved otherwise. 

6. Certainty of Amount 

The amount payable must be definite and certain. 

Example: ₹10,000 payable after three months. 

7. Written Instrument 

A negotiable instrument must be in writing. Oral promises or orders do 

not qualify. 

8. Unconditional Promise or Order 

The instrument must contain: 

• An unconditional promise to pay (Promissory Note), or 

• An unconditional order to pay (Bill of Exchange or Cheque). 



9. Payment in Money Only 

The amount payable must be money and not goods, services, or any 

other form of consideration. 

10. Easy Transferability and Circulation 

Negotiable instruments function as substitutes for money and facilitate 

smooth commercial transactions. 

11. Legal Recognition 

Negotiable instruments are governed by the provisions of the Negotiable 

Instruments Act, 1881, which gives them legal validity and protection. 

Conclusion: A Negotiable Instrument is a transferable written 

document containing an unconditional promise or order to pay a definite 

sum of money. Its important characteristics include free transferability, 

certainty of amount, negotiability, right to sue, presumption of 

consideration, and the special protection granted to a holder in due 

course. These features make negotiable instruments an essential part of 

modern business and banking transactions. 

31. Who is a Holder in Due Course? Explain the privileges and rights 

of a Holder in Due Course. 

Meaning of Holder in Due Course 

According to Section 9 of the Negotiable Instruments Act, 1881, a Holder 

in Due Course (HDC) is a person who: 

• Becomes the possessor of a negotiable instrument (if payable to bearer), 

or the payee/endorsee thereof (if payable to order), 

• Acquires it for valuable consideration, 

• Obtains it before it becomes overdue, 

• Acquires it in good faith and without notice of any defect in the title of 

the transferor. 

Example 

A receives a cheque from B for ₹10,000 before its due date, pays value 

for it, and has no knowledge of any defect in B's title. A is a Holder in 

Due Course. 

Privileges and Rights of a Holder in Due Course 



A Holder in Due Course enjoys special legal protection under the 

Negotiable Instruments Act. 

1. Gets a Better Title Than the Transferor 

The most important privilege is that the Holder in Due Course obtains a 

good title even if the transferor's title was defective. 

Example: 

If a cheque was obtained by fraud and later transferred to an innocent 

Holder in Due Course, the HDC can still recover the amount. 

2. Instrument Free from Prior Defects 

The Holder in Due Course takes the instrument free from defects and 

claims of previous parties. 

He is not affected by: 

• Fraud between previous parties, 

• Illegal consideration, 

• Defective title of earlier holders. 

3. Right to Recover Full Amount 

The Holder in Due Course can recover the full amount mentioned in the 

instrument from all parties liable on it. 

4. Liability of Prior Parties 

Every prior party to the instrument remains liable to the Holder in Due 

Course until the instrument is duly satisfied. 

5. Inchoate Instruments Become Valid 

If a person signs and delivers a stamped but incomplete negotiable 

instrument, the Holder in Due Course can recover the amount filled in, 

subject to the stamp value. 

6. Fictitious Bills Are Enforceable 

Where a bill is drawn in the name of a fictitious person, the acceptor 

may still be liable to a Holder in Due Course if the instrument appears 

regular on its face. 

7. Estoppel Against Denying Validity 

Certain parties cannot deny the validity of the instrument against a 

Holder in Due Course. 

For example: 



• The maker cannot deny the validity of a promissory note. 

• The drawer cannot deny the validity of a bill or cheque. 

• An endorser cannot deny the capacity of prior parties. 

8. Right Despite Conditional or Defective Delivery 

If the instrument was delivered conditionally or for a special purpose, a 

Holder in Due Course who acquires it in good faith can enforce payment. 

9. Protection Against Certain Defences 

A Holder in Due Course is protected against many personal defences 

that could be raised between previous parties. 

Examples: 

• Absence of consideration between earlier parties, 

• Fraud not involving the HDC, 

• Unauthorized transfer by a previous holder. 

Conclusion: A Holder in Due Course is a person who acquires a 

negotiable instrument for value, in good faith, and before maturity 

without notice of any defect in title. The law grants such a holder special 

privileges, including obtaining a better title than the transferor, 

protection from prior defects, and the right to recover the full amount 

from all liable parties. These privileges enhance the free circulation and 

credibility of negotiable instruments in commercial transactions. 

32. What is endorsement? Explain the different types of 

endorsement. 

Meaning of Endorsement 

Endorsement means signing a negotiable instrument by the holder, 

usually on the back of the instrument, for the purpose of transferring 

the ownership or rights in the instrument to another person. 

According to the Negotiable Instruments Act, 1881, when the maker or 

holder of a negotiable instrument signs it (otherwise than as maker, 

drawer, or acceptor) for negotiation, the act is called endorsement. 

Example: 

If A receives a cheque payable to his order and signs on the back of the 

cheque to transfer it to B, A is said to have endorsed the cheque. 

Types of Endorsement 



1. Blank or General Endorsement 

When the endorser signs his name only without mentioning the name of 

the endorsee, it is called a blank endorsement. 

Example: 

(Signed) 

A 

Effect: 

• Converts an order instrument into a bearer instrument. 

• It can be transferred by mere delivery. 

2. Special or Full Endorsement 

When the endorser specifies the name of the person to whom or to whose 

order the instrument is payable, it is called a special endorsement. 

Example: 

Pay to B or order 

(Signed) A 

Effect: 

• The instrument can thereafter be negotiated only by B's endorsement 

and delivery. 

3. Restrictive Endorsement 

An endorsement that restricts further negotiation of the instrument is 

called a restrictive endorsement. 

Example: 

Pay to B only 

(Signed) A 

or 

Pay to B for collection 

(Signed) A 

Effect: 

• Limits the rights of the endorsee. 

• Prevents or restricts further transfer. 

4. Conditional or Qualified Endorsement 

When the liability of the endorser is made subject to a condition, it is 

called a conditional endorsement. 



Example: 

Pay B on his attaining the age of 21 years. 

(Signed) A 

Effect: 

• Payment depends upon fulfillment of the stated condition. 

5. Sans Recourse Endorsement 

When the endorser excludes his future liability on the instrument, it is 

called sans recourse endorsement. 

Example: 

Pay B or order, sans recourse. 

(Signed) A 

Effect: 

• The endorser is not liable if the instrument is dishonoured. 

 

6. Partial Endorsement 

When the endorsement attempts to transfer only a part of the amount 

payable under the instrument, it is called a partial endorsement. 

Example: 

Pay B ₹5,000 out of ₹10,000. 

(Signed) A 

Effect: 

• Such endorsement is generally invalid for negotiation under the 

Negotiable Instruments Act. 

Summary of Types of Endorsement 

Type of Endorsement Meaning 

Blank Endorsement 

Signature only; instrument becomes 

payable to bearer 

Special Endorsement Specifies the endorsee's name 

Restrictive 

Endorsement 

Restricts further negotiation 



Type of Endorsement Meaning 

Conditional 

Endorsement 

Makes payment subject to a condition 

Sans Recourse 

Endorsement 

Excludes endorser's liability 

Partial Endorsement 

Transfers only part of the amount 

(generally invalid) 

 

Conclusion: Endorsement is the act of signing a negotiable instrument 

to transfer rights to another person. The main types are blank, special, 

restrictive, conditional, sans recourse, and partial endorsements. 

Endorsements play an important role in the negotiation and transfer of 

negotiable instruments such as cheques, bills of exchange, and 

promissory notes. 

 

29. Define Cheque and Explain the Different Kinds of Crossing of 

Cheque 

Definition of Cheque 

According to Section 6 of the Negotiable Instruments Act, 1881, a 

Cheque is: 

"A bill of exchange drawn on a specified banker and not expressed to be 

payable otherwise than on demand." 

Features of a Cheque 

• It is always drawn on a bank.  

• It contains an unconditional order to pay.  

• It is payable on demand.  

• It must be in writing and signed by the drawer.  

• It is a negotiable instrument.  

Crossing of Cheque 



Crossing means drawing two parallel transverse lines across the face of 

a cheque, with or without additional words. Crossing provides security 

and ensures that payment is made through a bank account. 

Types of Crossing 

1. General Crossing 

A cheque bears two parallel transverse lines across its face, with or 

without the words "& Co." or "Not Negotiable". 

Example: 

//            // 

Effect: 

• Payment can be made only through a bank.  

• Cash payment at the counter is not allowed.  

2. Special Crossing 

The name of a particular banker is written between the two parallel 

lines. 

Example: 

// State Bank of India // 

Effect: 

• Payment can be made only through the banker named in the crossing.  

3. Not Negotiable Crossing 

The words "Not Negotiable" are added to a general or special crossing. 

Example: 

// Not Negotiable // 

Effect: 

• The cheque can still be transferred.  

• However, the transferee cannot obtain a better title than the transferor.  

4. Account Payee Crossing 

The words "A/C Payee" or "Account Payee Only" are added. 

Example: 

// A/C Payee Only // 

Effect: 

• The amount must be credited only to the account of the payee.  

• Further negotiation is restricted.  



Conclusion: Crossing of a cheque increases safety and reduces the risk 

of fraud. The main types of crossing are General Crossing, Special 

Crossing, Not Negotiable Crossing, and Account Payee Crossing. 

30 . Distinguish Between a Cheque and a Promissory Note 

Basis Cheque Promissory Note 

Meaning 
An order to a bank to 

pay money. 

A written promise to 

pay money. 

Parties 

Involved 

Three parties: Drawer, 

Drawee (Bank), Payee. 

Two parties: Maker and 

Payee. 

Nature 
Contains an order to 

pay. 

Contains a promise to 

pay. 

Drawee Must be a banker. No drawee involved. 

Acceptance 
No acceptance 

required. 

Acceptance is not 

applicable. 

Payment 
Always payable on 

demand. 

May be payable on 

demand or after a 

specified period. 

Form Drawn on a bank. 

Drawn by a debtor in 

favour of a creditor. 

Crossing Can be crossed. Cannot be crossed. 

Dishonour 

May be dishonoured 

for insufficient funds, 

etc. 

Dishonour occurs 

when the maker fails to 

pay on maturity. 

Legal Status 

Defined under Section 

6 of the Negotiable 

Instruments Act. 

Defined under Section 

4 of the Negotiable 

Instruments Act. 

 



31. Explain Various E-Banking Services and Its Trends  

Electronic Banking (E-Banking) refers to the delivery of banking services 

through electronic and digital channels without the need for customers 

to physically visit a bank branch. With the rapid advancement of 

information technology, banking has undergone a revolutionary 

transformation from traditional paper-based transactions to fully digital, 

real-time banking systems. 

E-banking has not only improved customer convenience but has also 

increased efficiency, reduced costs, and enhanced transparency in the 

banking system. Today, banks operate as technology-driven financial 

service providers. 

Meaning of E-Banking 

E-banking is a system that allows customers to access banking services 

such as fund transfers, balance enquiry, bill payments, and account 

management through electronic means such as the internet, mobile 

phones, ATMs, and other digital platforms. 

Various E-Banking Services 

1. Internet Banking (Online Banking) 

Internet banking allows customers to conduct financial and non-

financial transactions using a bank’s official website. 

Services include: 

• Balance enquiry 

• Fund transfer between accounts 

• Opening fixed deposits and recurring deposits 

• Utility bill payments 

• Loan applications and EMI payments 

• Downloading account statements 

Advantages: 

• 24/7 availability 

• No need to visit bank branches 

• Fast and secure transactions 

2. Mobile Banking 



Mobile banking is the use of smartphones to access banking services 

through mobile applications. 

Services include: 

• Instant fund transfers 

• Account balance checking 

• Mobile recharge 

• QR code payments 

• Investment services 

Mobile banking has become one of the most widely used banking 

channels due to smartphone penetration. 

3. ATM (Automated Teller Machine) Services 

ATMs allow customers to perform basic banking operations without 

human assistance. 

Services: 

• Cash withdrawal 

• Cash deposit (in modern ATMs) 

• Mini statement 

• Balance enquiry 

• PIN change 

ATMs provide convenience and reduce workload on bank branches. 

4. Debit and Credit Card Services 

Cards enable cashless transactions in physical stores and online 

platforms. 

Debit Card: 

Directly linked to bank account 

Credit Card: 

Allows purchase on credit with later repayment 

Uses: 

• Online shopping 

• POS payments 

• International transactions 

5. Electronic Funds Transfer Systems 

These systems enable transfer of money between banks electronically. 



Types: 

• NEFT (National Electronic Funds Transfer) 

• RTGS (Real Time Gross Settlement) 

• IMPS (Immediate Payment Service) 

These systems ensure fast and secure money transfer. 

6. UPI (Unified Payments Interface) 

UPI is a real-time payment system that allows instant money transfer 

using mobile apps. 

Features: 

• Instant transfer 24/7 

• No need for bank account details 

• Uses Virtual Payment Address (VPA) 

7. POS (Point of Sale) System 

POS terminals are used in shops and businesses for card payments. 

Features: 

• Card swiping or tapping 

• Instant payment confirmation 

• Secure transactions 

8. Digital Wallets 

Digital wallets store money electronically and are used for quick 

payments. 

Examples include mobile wallet apps used for: 

• Online shopping 

• Bill payments 

• Peer-to-peer transfers 

9. Internet-Based Financial Services 

Banks also provide: 

• Online insurance services 

• Mutual fund investments 

• Loan approvals 

• Tax payments 

Trends in E-Banking 

E-banking continues to evolve rapidly with new technologies. 



1. Artificial Intelligence (AI) in Banking 

AI is used for: 

• Chatbots for customer service 

• Fraud detection 

• Personalized banking recommendations 

2. Blockchain Technology 

Blockchain ensures: 

• Secure transactions 

• Transparency 

• Reduced fraud 

• Faster settlements 

3. Digital-Only Banks (Neobanks) 

These banks operate without physical branches and provide services 

entirely online. 

 

4. Biometric Authentication 

Security is enhanced using: 

• Fingerprint recognition 

• Face recognition 

• Voice recognition 

5. Contactless Payments 

Payments are made using: 

• NFC technology 

• Tap-and-pay cards 

• QR code scanning 

6. Cloud Computing in Banking 

Banks use cloud systems for: 

• Data storage 

• Scalability 

• Cost efficiency 

7. Cybersecurity Enhancements 

Banks are investing in: 

• Multi-factor authentication 



• Encryption technologies 

• Fraud monitoring systems 

Conclusion: E-banking has transformed the banking sector into a 

highly efficient, customer-friendly, and technology-driven system. The 

future of banking lies in digital innovation, artificial intelligence, 

blockchain, and fully automated banking services, making financial 

transactions faster, safer, and more accessible. 

32. Discuss the General Principles Relating to Secured Loan  

A secured loan is a type of loan in which the borrower provides security 

or collateral to the bank. This security acts as a safeguard for the bank 

in case the borrower fails to repay the loan. Secured lending is 

considered safer than unsecured lending and forms a major part of 

banking operations. 

Meaning of Secured Loan 

A secured loan is an advance granted by a bank against tangible or 

intangible assets such as property, goods, shares, or deposits, which 

can be used by the bank to recover its dues if necessary. 

General Principles Relating to Secured Loans 

1. Adequacy of Security 

The security offered must be sufficient to cover the loan amount along 

with interest and charges. Banks generally maintain a margin to 

safeguard against market fluctuations. 

2. Marketability of Security 

The security should be easily saleable in the market so that the bank 

can convert it into cash quickly in case of default. 

3. Stability in Value 

The value of the security should remain stable over time. Highly volatile 

assets are avoided or heavily margined. 

4. Legal Ownership 

The borrower must have clear and legal ownership of the security. 

Disputed or encumbered assets are not accepted. 

5. Transferability 



The security should be easily transferable under law so that the bank 

can enforce its rights when necessary. 

6. Durability of Security 

The security should not deteriorate quickly. Durable goods and assets 

are preferred. 

7. Proper Documentation 

All loan agreements, mortgage deeds, pledge agreements, and 

hypothecation documents must be legally valid and properly executed. 

8. Enforceability 

The security must be enforceable under law without complications or 

lengthy litigation. 

9. Liquidity 

The security should be capable of quick conversion into cash without 

significant loss in value. 

10. Insurance Coverage 

Where applicable, the security should be insured against risks such as 

fire, theft, or damage. 

Conclusion: Secured loans reduce risk for banks and ensure financial 

safety. By carefully evaluating adequacy, legality, marketability, and 

stability of securities, banks can minimize credit risk and ensure smooth 

recovery of advances. 

33. Precautions While Lending Against Immovable Property  

Lending against immovable property such as land, buildings, and 

houses is a common practice in banking. Since immovable assets 

involve legal complexities and valuation risks, banks must exercise 

extreme caution before granting loans. 

Precautions 

1. Verification of Title 

The banker must ensure that the borrower has a clear and marketable 

title to the property. 

2. Examination of Title Deeds 

Original title deeds must be thoroughly examined to confirm ownership 

and legal status. 



3. Encumbrance Check 

The bank must ensure that the property is free from: 

• Mortgages 

• Charges 

• Legal disputes 

• Court attachments 

4. Legal Opinion 

A qualified legal expert should certify the validity of the title and 

ownership. 

5. Valuation of Property 

Professional valuers should assess the market value of the property to 

determine loan eligibility. 

6. Adequate Margin 

Banks should maintain a margin between loan amount and property 

value to protect against market fluctuations. 

7. Creation of Proper Mortgage 

The mortgage must be legally created (simple or equitable mortgage) and 

properly documented. 

8. Insurance of Property 

Buildings should be insured against fire, flood, and other risks. 

9. Verification of Taxes 

Ensure that property taxes and municipal dues are fully paid. 

10. Periodic Inspection 

Banks should periodically inspect the property to ensure its condition 

and existence. 

11. Compliance with Law 

All lending must comply with banking regulations and legal provisions. 

Conclusion: Lending against immovable property is safe only when 

proper precautions are taken. Careful verification, valuation, 

documentation, and legal compliance help banks avoid risks and ensure 

recovery of loans. 

34. Explain the Different Kinds of Securities for Advances  



In banking, advances or loans are granted to customers to meet 

personal, business, or industrial needs. Since lending involves risk of 

non-repayment, banks generally insist on security. Security acts as a 

safeguard for the bank and ensures recovery of the loan amount in case 

of default. 

Security is the asset or guarantee offered by the borrower or a third party 

to secure repayment of a loan. 

Meaning of Security 

Security refers to an asset or right provided to a bank against a loan, 

which can be used by the bank to recover its dues if the borrower fails 

to repay the loan as agreed. 

Types of Securities for Advances 

Securities accepted by banks can be broadly classified into personal 

securities and real securities, along with other special forms. 

1. Personal Security (Guarantee) 

Personal security refers to the undertaking given by a third person 

(surety) to repay the loan if the borrower fails. 

Features: 

• Based on trust and creditworthiness  

• Legally enforceable contract  

Example: 

• A guarantor signing loan documents  

Importance: 

• Provides additional assurance to the bank  

2. Tangible (Real) Securities 

These are physical or real assets offered as security. 

(a) Movable Securities 

Includes: 

• Stocks and goods  

• Vehicles  

• Plant and machinery  

• Agricultural produce  

These are usually secured through: 



• Pledge  

• Hypothecation  

(b) Immovable Securities 

Includes: 

• Land  

• Buildings  

• Houses  

• Commercial property  

These are secured through: 

• Mortgage  

3. Financial Securities 

These include financial instruments such as: 

• Shares  

• Debentures  

• Government securities  

• Bonds  

These securities are usually pledged with the bank. 

4. Documents of Title to Goods 

These are documents representing ownership of goods. 

Examples: 

• Bill of Lading  

• Railway Receipts  

• Warehouse Receipts  

Importance: 

• Easy to transfer  

• Useful in trade financing  

5. Life Insurance Policies 

Banks accept life insurance policies as security if: 

• The policy is assigned to the bank  

• The policy has surrender value  

6. Fixed Deposit Receipts (FDR) 

Loans can be granted against fixed deposits held with the same bank. 

Advantages: 



• Highly safe security  

• Easily liquidated  

7. Book Debts (Receivables) 

Loans can be granted against amounts due from customers. 

• Used mainly in business financing  

• Requires verification of debtors  

8. Gold and Jewellery 

Banks also accept gold ornaments as security. 

• Usually under pledge  

• Valued by certified appraisers  

Conclusion: Different types of securities provide different levels of 

safety, liquidity, and enforceability. Banks carefully evaluate securities 

before granting loans to minimize risk and ensure recovery of advances. 

 

35. Explain the Good Lending Principles to be Adopted by a Banker  

Lending is the most important function of commercial banks. A major 

portion of bank income comes from interest on loans and advances. 

However, lending involves risk, and therefore banks must follow good 

lending principles to ensure safety, profitability, and liquidity. 

Meaning of Good Lending Principles 

Good lending principles refer to the guidelines and rules that banks 

follow while granting loans to ensure that the funds are safely deployed 

and properly recovered. 

Good Lending Principles 

1. Principle of Safety 

Safety of funds is the most important principle. 

• The bank must ensure that the borrower is capable of repaying the loan.  

• Proper security should be obtained.  

2. Principle of Liquidity 

Banks must maintain liquidity. 

• Loans should be recoverable within a reasonable time.  

• Bank must meet withdrawal demands of customers.  

3. Principle of Profitability 



Banks aim to earn profit. 

• Loans should generate adequate interest income.  

• Lending must balance risk and return.  

4. Principle of Purpose 

Loans must be given for productive and legal purposes. 

• Business expansion  

• Agriculture  

• Industrial development  

Loans for speculative activities are avoided. 

5. Principle of Security 

Adequate collateral security should be obtained. 

• Ensures recovery in case of default  

• Reduces credit risk  

6. Principle of Character 

The honesty and integrity of the borrower is very important. 

• Credit history  

• Past repayment record  

• Reputation in market  

7. Principle of Diversification 

Banks should not concentrate loans in one sector. 

• Reduces risk  

• Spreads exposure across industries  

8. Principle of National Interest 

Loans should support economic development. 

• Priority sectors  

• Infrastructure development  

• Employment generation  

9. Principle of Margin 

Banks should maintain a margin between loan amount and security 

value. 

• Protects against market fluctuations  

10. Principle of Legal Compliance 



All lending must comply with laws and regulations issued by the Reserve 

Bank of India. 

36. Jurisdiction, Powers and Functions of Debt Recovery Tribunal (DRT) 

The Debt Recovery Tribunal (DRT) was established under the Recovery 

of Debts Due to Banks and Financial Institutions Act, 1993 to provide a 

fast-track mechanism for recovery of loans and financial dues owed to 

banks and financial institutions. 

Before DRT, banks had to approach civil courts, which caused delays in 

loan recovery. DRT was created to ensure speedy disposal of recovery 

cases. 

Jurisdiction of DRT 

Jurisdiction refers to the authority of DRT to hear cases. 

1. Debt Recovery Cases 

DRT deals with cases where banks and financial institutions seek 

recovery of debts exceeding a prescribed limit. 

2. Financial Institutions 

DRT has jurisdiction over claims filed by: 

• Public sector banks  

• Private banks  

• Financial institutions  

3. Exclusive Jurisdiction 

Civil courts are barred from entertaining such cases once DRT has 

jurisdiction. 

Powers of Debt Recovery Tribunal 

1. Power to Summon and Enforce Attendance 

DRT can summon: 

• Witnesses  

• Borrowers  

• Documents  

2. Power to Receive Evidence 

It can accept: 

• Documents  

• Affidavits  



• Electronic records  

3. Power to Pass Orders 

DRT can pass orders for: 

• Recovery of debts  

• Attachment of property  

• Sale of assets  

4. Appointment of Recovery Officers 

DRT appoints officers to execute recovery certificates. 

5. Power to Issue Recovery Certificate 

Once liability is established, DRT issues a recovery certificate to recover 

dues. 

6. Execution Powers 

DRT can: 

• Attach property  

• Sell property  

• Recover dues through garnishee orders  

7. Contempt Powers 

DRT can punish parties for disobeying orders. 

Functions of DRT 

1. Speedy Recovery of Loans 

Ensures fast disposal of bank recovery cases. 

2. Reduction of Burden on Courts 

Relieves civil courts from banking disputes. 

3. Protection of Public Money 

Ensures recovery of bank funds which belong to the public. 

4. Efficient Debt Enforcement 

Strengthens the banking system by ensuring loan recovery. 

5. Reduction of NPAs 

Helps reduce Non-Performing Assets in banks. 

Appeal 

Appeals against DRT orders lie with the Debt Recovery Appellate 

Tribunal (DRAT). 

37. Explain the Principles of Sound Lending  



Lending is the most important function of commercial banks. The major 

portion of a bank’s income is derived from interest on loans and 

advances. However, lending involves risk of non-repayment. Therefore, 

banks must follow sound lending principles to ensure safety, 

profitability, and liquidity of funds. 

Sound lending principles are the guidelines that ensure that bank funds 

are lent wisely, safely, and productively. 

Meaning of Sound Lending 

Sound lending refers to the practice of granting loans and advances 

based on proper evaluation of the borrower’s creditworthiness, purpose 

of loan, security offered, and repayment capacity, ensuring minimum 

risk and maximum safety of bank funds. 

Principles of Sound Lending 

1. Principle of Safety 

Safety of funds is the most important principle. 

• The bank must ensure that the loan will be repaid. 

• Proper assessment of borrower’s creditworthiness is essential. 

• Adequate security should be obtained. 

Safety protects depositors’ money and ensures stability of the bank. 

2. Principle of Liquidity 

Liquidity means the ability of the bank to convert assets into cash easily. 

• Loans should be recoverable within a reasonable time. 

• Banks must maintain enough liquid funds to meet withdrawals. 

Liquidity ensures smooth banking operations. 

3. Principle of Profitability 

Banks are profit-oriented institutions. 

• Loans should generate sufficient interest income. 

• Lending should balance risk and return. 

Profitability ensures financial sustainability of banks. 

4. Principle of Purpose 

Loans must be given for productive and legal purposes. 

• Industrial development 

• Trade and commerce 



• Agriculture 

Loans for speculative or illegal purposes are avoided. 

Proper purpose ensures economic development. 

5. Principle of Security 

Banks must obtain adequate security or collateral. 

• Movable or immovable property 

• Financial securities 

• Guarantees 

Security acts as secondary repayment source. 

6. Principle of Character 

Character refers to honesty, integrity, and creditworthiness of the 

borrower. 

• Past repayment record 

• Financial discipline 

• Reputation in the market 

Character is the most important factor in unsecured lending. 

7. Principle of Diversification 

Banks should not concentrate lending in one sector. 

• Spread risk across industries 

• Avoid overexposure to a single borrower or sector 

Diversification reduces risk. 

8. Principle of Margin 

Margin refers to the difference between loan amount and value of 

security. 

• Protects against market fluctuations 

• Ensures safety in case of fall in value 

9. Principle of National Interest 

Loans should support national economic development. 

• Priority sector lending 

• Infrastructure development 

• Employment generation 

10. Principle of Legal Compliance 



All lending must comply with rules of the Reserve Bank of India and 

other banking laws. 

Conclusion: Sound lending principles are essential for the safety and 

profitability of banks. By following these principles, banks ensure 

efficient use of funds, minimize risks, and contribute to the economic 

development of the country. 

38. Discuss the Powers and Functions of Banking Ombudsman  

The Banking Ombudsman is an independent authority established by 

the Reserve Bank of India under the Banking Ombudsman Scheme to 

resolve complaints of bank customers in a simple, fast, and cost-

effective manner. 

It acts as a quasi-judicial authority for resolving disputes between banks 

and customers. 

Meaning of Banking Ombudsman 

The Banking Ombudsman is a senior official appointed to redress 

customer grievances relating to banking services, deficiencies in service, 

and unfair practices by banks. 

Powers of Banking Ombudsman 

1. Power to Receive Complaints 

The Ombudsman can receive complaints from customers regarding: 

• Delay in services 

• Non-payment of cheques 

• ATM failures 

• Internet banking issues 

• Loan-related issues 

2. Power to Call for Information 

The Ombudsman can: 

• Call for documents from banks 

• Seek explanations 

• Demand records for investigation 

3. Power of Investigation 

The Ombudsman can investigate complaints independently or through 

authorized officials. 



4. Power of Mediation and Settlement 

The Ombudsman attempts to resolve disputes through: 

• Negotiation 

• Conciliation 

• Mutual settlement between bank and customer 

5. Power to Pass Awards 

If settlement fails, the Ombudsman can pass an award (decision) 

directing the bank to: 

• Pay compensation 

• Correct errors 

• Provide services properly 

6. Power to Reject Complaints 

The Ombudsman can reject: 

• Frivolous complaints 

• Complaints outside jurisdiction 

• Complaints already decided 

Functions of Banking Ombudsman 

1. Redressal of Customer Grievances 

The primary function is to resolve complaints quickly and fairly. 

2. Ensuring Fair Banking Practices 

Ensures banks follow transparent and fair procedures. 

3. Improvement of Banking Services 

Encourages banks to improve customer service quality. 

4. Protection of Customers 

Safeguards customers from unfair banking practices. 

5. Handling Service-Related Issues 

Includes: 

• Delay in transactions 

• Non-credit of funds 

• ATM disputes 

• Internet banking failures 

• Charges disputes 

6. Promoting Trust in Banking System 



Builds confidence among customers in the banking sector. 

Appeal Mechanism 

Customers or banks can appeal against Ombudsman decisions to 

higher authorities within the RBI framework. 

Conclusion: The Banking Ombudsman plays a crucial role in protecting 

customer rights and ensuring efficient banking services. It provides a 

quick, inexpensive, and effective grievance redressal mechanism, 

strengthening trust between banks and customers. 

 

 



6 MARKS 

 

1. Regional Rural Bank (RRB) 

Regional Rural Banks (RRBs) are special financial institutions created 

to develop rural economy by providing credit and banking facilities to 

small farmers, agricultural labourers, artisans, and rural 

entrepreneurs. They play a crucial role in financial inclusion in rural 

India. 

RRBs were established under the provisions of the Regional Rural 

Banks Act, 1976. 

Meaning of Regional Rural Bank 

A Regional Rural Bank is a scheduled commercial bank operating at the 

regional level in India, established to provide banking and credit 

facilities in rural and semi-urban areas, especially to weaker sections of 

society. 

Objectives of RRBs 

• To provide credit to small and marginal farmers 

• To promote rural development 

• To reduce dependence on moneylenders 

• To encourage savings habits in rural areas 

• To support agriculture and rural industries 

Features of RRBs 

• Sponsored by commercial banks 

• Operate in specific regions 

• Government-supported institutions 

• Focus on rural credit 

• Low-cost banking services 

Ownership Structure 

RRBs are jointly owned by: 

• Government of India (50%) 

• Sponsor bank (35%) 

• State Government (15%) 

Functions of RRBs 



1. Providing Agricultural Credit 

Loans for seeds, fertilizers, irrigation, etc. 

2. Rural Development Financing 

Supports small industries and self-employment. 

3. Savings Mobilisation 

Encourages rural savings. 

4. Agency Services 

Acts as agents for government schemes. 

Importance of RRBs 

• Promotes financial inclusion 

• Reduces rural poverty 

• Supports rural economy 

• Encourages entrepreneurship 

Conclusion: RRBs are vital institutions for rural development, bridging 

the gap between rural borrowers and formal banking systems. 

2. Definition of Bank 

A bank is a financial institution that plays a crucial role in modern 

economic development by accepting deposits and providing loans and 

financial services. 

Definition of Bank 

According to the Banking Regulation Act, 1949: 

A banking company is one which transacts the business of banking, 

which means accepting deposits of money from the public for the 

purpose of lending or investment. 

Meaning of Bank 

A bank is an institution that: 

• Accepts deposits from the public 

• Provides loans and advances 

• Facilitates payment systems 

• Acts as a financial intermediary 

Characteristics of a Bank 

• Accepts deposits 

• Lends money 



• Deals with money only 

• Acts as financial intermediary 

• Provides various services 

Functions of Banks 

1. Primary Functions 

• Accepting deposits 

• Lending money 

2. Secondary Functions 

• Agency services 

• Utility services 

Conclusion: A bank is an essential financial institution that supports 

economic growth by mobilizing savings and providing credit. 

3. Reconstruction and Reorganisation of Banks (2025-Feb) 

Bank reconstruction and reorganisation refer to the process of 

improving the financial condition of weak or failing banks to protect 

depositors and maintain stability in the banking system. 

In India, such measures are taken under the supervision of the Reserve 

Bank of India. 

Meaning of Reconstruction of Banks 

Reconstruction refers to restructuring a financially weak bank by 

altering its capital structure, management, or operations to restore 

stability. 

Meaning of Reorganisation of Banks 

Reorganisation refers to changes in the internal structure of a bank, 

such as: 

• Merger 

• Amalgamation 

• Change in management 

• Capital restructuring 

Objectives 

• Protect depositors 

• Maintain financial stability 

• Prevent bank failures 



• Strengthen banking system 

• Improve efficiency 

Methods of Reconstruction 

1. Reduction of Capital 

Reducing share capital to adjust losses. 

2. Issue of New Shares 

Raising fresh capital. 

3. Change in Management 

Replacing inefficient management. 

4. Financial Assistance 

Government or RBI support. 

Merger and Amalgamation 

Banks may merge to: 

• Strengthen financial base 

• Reduce competition 

• Improve efficiency 

Advantages 

• Stability in banking system 

• Protection of depositors 

• Improved efficiency 

Conclusion: Bank reconstruction and reorganisation are essential tools 

for maintaining a strong and stable banking system. 

4. Types of Banks  

Banks play different roles in the financial system. Based on functions, 

ownership, and operations, banks are classified into various types. 

Types of Banks 

1. Commercial Banks 

These banks accept deposits and provide loans for profit. 

Functions: 

• Accept deposits 

• Provide loans 

• Credit creation 

2. Cooperative Banks 



Owned and operated by members for mutual benefit. 

Features: 

• Democratic control 

• Rural focus 

3. Regional Rural Banks (RRBs) 

Established for rural development and agricultural credit. 

4. Central Bank 

The apex bank of a country. In India, it is the Reserve Bank of India. 

Functions: 

• Monetary control 

• Currency issuance 

• Banking regulation 

5. Industrial Banks 

Provide long-term finance to industries. 

6. Agricultural Banks 

Provide credit for farming activities. 

7. Foreign Banks 

Operate in India but are headquartered in other countries. 

8. Savings Banks 

Encourage small savings among people. 

Conclusion: Different types of banks serve different segments of the 

economy and contribute to financial development. 

5. State Bank of India (SBI) 

The State Bank of India (SBI) is the largest public sector bank in India 

and plays a major role in the country’s banking system. 

It operates under the guidance of the State Bank of India. 

History 

• Originated from the Imperial Bank of India 

• Nationalised in 1955 

• Became SBI under the SBI Act 

Objectives 

• Provide banking services across India 

• Support economic development 



• Promote financial inclusion 

Functions of SBI 

1. Commercial Banking 

• Accept deposits 

• Provide loans 

2. Government Banking 

• Acts as banker to government 

3. International Banking 

• Foreign branches and operations 

4. Rural Banking 

• Supports agriculture and rural development 

Importance of SBI 

• Largest banking network in India 

• Trusted by millions of customers 

• Major role in financial inclusion 

Conclusion: SBI is a pillar of the Indian banking system and plays a 

crucial role in economic development. 

6. Control of Government on Account and Audit of Banks  

Banks in India operate under strict control and supervision of the 

government and the Reserve Bank of India to ensure financial stability, 

transparency, and protection of depositors’ interests. 

Government Control Over Accounts of Banks 

1. Maintenance of Accounts 

Banks must maintain proper books of accounts. 

2. Submission of Reports 

Banks must submit periodic reports to RBI and government. 

3. Inspection of Accounts 

Government and RBI can inspect bank accounts and records. 

4. Compliance Requirements 

Banks must follow statutory regulations. 

Audit of Banks 

Audit ensures correctness of financial statements. 

Types of Audit 



1. Statutory Audit 

Conducted under banking laws. 

2. Internal Audit 

Conducted by bank’s internal auditors. 

3. RBI Inspection 

RBI conducts periodic inspections. 

Objectives of Audit 

• Ensure accuracy of accounts 

• Prevent fraud 

• Maintain transparency 

• Protect depositors 

Role of Government 

• Enforces banking laws 

• Ensures financial discipline 

• Protects public interest 

8. Deposit Insurance Corporation Act, 1961 

The Deposit Insurance Corporation Act, 1961 was enacted in India to 

provide protection to bank depositors and to maintain confidence in the 

banking system. It was a major step towards strengthening financial stability 

and preventing bank runs . Later, the Corporation was merged with the Credit 

Guarantee Corporation to form the Deposit Insurance and Credit Guarantee 

Corporation (DICGC) under the Reserve Bank of India. 

Meaning of Deposit Insurance 

Deposit insurance means guaranteeing repayment of deposits to bank 

customers up to a specified limit if a bank fails or becomes insolvent. 

Objectives 

• Protect small depositors 

• Maintain public confidence in banks 

• Prevent bank failures and panic withdrawals 

• Strengthen banking stability 



• Promote savings habits 

Features of the Act 

1. Establishment of Corporation 

The Act established the Deposit Insurance Corporation in 1961. 

2. Coverage of Banks 

Initially covered commercial banks and later extended to cooperative banks. 

3. Insurance Coverage Limit 

Deposits are insured up to a fixed amount per depositor per bank. 

4. Mandatory Insurance 

Banks are required to register with the corporation. 

Functions 

• Insuring bank deposits 

• Paying compensation to depositors in case of bank failure 

• Maintaining records of insured banks 

Conclusion: The Deposit Insurance Corporation Act, 1961 plays a vital role 

in protecting depositors and ensuring stability in the banking system. 

8. Foreign Exchange Control 

Foreign exchange control refers to the regulation of foreign currency 

transactions in a country. It is essential for maintaining economic stability 

and controlling external trade and payments. 

In India, foreign exchange is regulated under the Foreign Exchange 

Management Act (FEMA) by the Reserve Bank of India. 

Meaning 

Foreign exchange control is the system by which the government regulates 

the buying, selling, and use of foreign currency. 



Objectives 

• Maintain balance of payments stability 

• Control foreign currency flow 

• Prevent illegal transactions 

• Stabilize exchange rate 

• Conserve foreign reserves 

Methods of Control 

1. Regulation of Imports and Exports 

Controlling foreign trade payments. 

2. Licensing System 

Permission required for foreign exchange transactions. 

3. Exchange Rate Control 

Managing currency value. 

4. Restrictions on Capital Movement 

Control on foreign investments. 

Importance 

• Protects national economy 

• Prevents capital flight 

• Stabilizes currency value 

Conclusion: Foreign exchange control ensures economic stability and 

regulates international financial transactions effectively. 

9. Priority Sector Advances 

Priority sector lending is a policy introduced to ensure that adequate credit is 

provided to sectors that are important for economic development but may not 

receive sufficient funds from commercial banks. 



This policy is regulated by the Reserve Bank of India. 

Meaning 

Priority sector advances refer to loans given by banks to sectors identified by 

the government and RBI as crucial for development. 

Sectors Included 

1. Agriculture 

• Crop loans 

• Allied activities 

2. Micro and Small Enterprises (MSMEs) 

• Small industries 

• Cottage industries 

3. Education 

• Educational loans 

4. Housing 

• Affordable housing loans 

5. Export Credit 

• Loans to exporters 

6. Social Infrastructure 

• Schools, hospitals 

7. Renewable Energy 

• Solar and wind projects 

Objectives 

• Promote rural development 

• Reduce poverty 



• Encourage entrepreneurship 

• Ensure balanced economic growth 

Importance 

• Financial inclusion 

• Employment generation 

• Economic development 

Conclusion: Priority sector advances ensure equitable distribution of credit 

and support national development goals. 

10. Liability of Deposit Insurance Corporation to Depositors 

The Deposit Insurance Corporation (now DICGC) provides protection to 

depositors in case a bank fails. Its liability is limited to a certain amount per 

depositor per bank. 

Meaning of Liability 

Liability refers to the obligation of the corporation to repay insured deposits 

when a bank is unable to meet its obligations. 

Extent of Liability 

1. Insurance Limit 

The corporation guarantees repayment up to a fixed limit per depositor per 

bank. 

2. Covered Deposits 

Includes: 

• Savings accounts 

• Fixed deposits 

• Current accounts 

Conditions of Liability 



1. Bank Must Be Registered 

Only insured banks are covered. 

2. Bank Failure 

Liability arises only when: 

• Bank is liquidated 

• Bank is merged or cancelled 

3. Eligible Deposits 

Only insured deposits are covered. 

Exclusions 

The corporation does not cover: 

• Government deposits 

• Foreign government deposits 

• Inter-bank deposits 

Payment Process 

• Liquidator submits claims 

• Corporation verifies records 

• Payment made to depositors 

Importance 

• Protects small depositors 

• Prevents panic withdrawals 

• Strengthens banking trust 

Conclusion: The liability of the Deposit Insurance Corporation ensures 

financial protection to depositors and enhances confidence in the banking 

system. 

11. Central Bank 



 Central Bank is the apex monetary authority of a country responsible for 

controlling the banking system and regulating monetary policy. 

In India, the central bank is the Reserve Bank of India. 

Meaning 

A central bank is an institution that manages currency, money supply, 

interest rates, and supervises the banking system of a country. 

Characteristics 

• Apex banking institution 

• No profit motive 

• Controls monetary policy 

• Banker to government and banks 

• Issues currency 

Functions of Central Bank 

1. Issue of Currency 

Central bank has the sole authority to issue currency notes. 

2. Banker to Government 

• Maintains government accounts 

• Manages public debt 

• Provides financial advice 

3. Banker’s Bank 

• Maintains reserves of commercial banks 

• Provides loans to banks 

• Acts as lender of last resort 

4. Controller of Credit 

• Regulates money supply 



• Controls inflation and deflation 

5. Custodian of Foreign Exchange 

• Manages foreign reserves 

• Controls exchange rates 

6. Supervisory Functions 

• Regulates banks 

• Conducts inspections 

7. Development Functions 

• Promotes financial inclusion 

• Supports economic development 

Importance 

• Maintains financial stability 

• Controls inflation 

• Ensures economic growth 

Conclusion: The central bank is the backbone of the financial system, 

responsible for monetary stability, banking regulation, and economic 

development. 

12. Bank Consumer Protection / Customer Protection under Banking 

Service  

Bank consumer protection refers to the set of legal rights, regulatory 

safeguards, and institutional mechanisms designed to protect customers from 

unfair practices, negligence, or deficiency in banking services. With the 

expansion of banking and digital services, protecting consumers has become 

a key responsibility of the banking system. 



In India, customer protection is largely governed and monitored by the 

Reserve Bank of India through various guidelines and grievance redressal 

mechanisms. 

Meaning 

Bank consumer protection means safeguarding the interests of bank 

customers by ensuring fair treatment, transparency, timely service, and 

redressal of complaints related to banking services. 

Need for Customer Protection 

• To prevent fraud and unfair practices 

• To ensure transparency in banking operations 

• To build customer confidence 

• To improve service quality 

• To protect small and rural customers 

Rights of Bank Customers 

1. Right to Fair Treatment 

Customers must be treated without discrimination. 

2. Right to Transparency 

Banks must clearly disclose: 

• Interest rates 

• Charges 

• Terms and conditions 

3. Right to Privacy 

Customer account details must be kept confidential. 

4. Right to Grievance Redressal 

Customers can file complaints with banks and higher authorities. 



5. Right to Safe Banking 

Banks must ensure secure transactions. 

Mechanisms of Protection 

1. Banking Ombudsman Scheme 

Provides quick dispute resolution. 

2. Internal Complaint Redressal System 

Banks must handle customer complaints internally. 

3. RBI Guidelines 

Regulate fair banking practices. 

4. Consumer Courts 

Customers can approach consumer forums. 

Common Issues Faced by Customers 

• ATM frauds 

• Unauthorized transactions 

• Loan recovery issues 

• Service delays 

• Hidden charges 

Conclusion: Bank consumer protection ensures fairness, transparency, and 

trust in the banking system and strengthens the relationship between banks 

and customers. 

13. Problem: Loan Against Minor Son’s Fixed Deposit Receipt 

A minor is not competent to enter into a contract as per law. Therefore, special 

care is required when dealing with accounts or deposits belonging to minors. 

Legal Position 

Under contract law, a minor: 



• Cannot enter into a valid contract 

• Can only be a beneficiary 

• Cannot be personally liable for loans 

Problem Situation 

A father approaches a bank for a loan against a Fixed Deposit Receipt (FDR) 

in the name of his minor son. 

Legal Analysis 

1. Ownership of FDR 

• The FDR belongs to the minor. 

• The minor is the beneficial owner. 

2. Capacity to Contract 

• The minor cannot pledge or mortgage the FDR. 

3. Authority of Guardian 

• The natural guardian may operate the account but cannot misuse 

minor’s assets for personal benefit. 

Banker's Duty 

The banker must: 

• Refuse loan against minor’s FDR 

• Ensure protection of minor’s funds 

• Follow strict legal compliance 

Exception (Limited Cases) 

Loan may be allowed only if: 

• It benefits the minor directly (education, welfare) 

• Proper court or legal guardian approval is obtained 

Conclusion 



A bank should not grant a loan against a minor’s fixed deposit as it is legally 

invalid and may create liability for the bank. 

14. Banker’s Lien  

Banker’s lien is an important legal right that allows a bank to retain securities 

or assets of a customer until a debt is paid. 

Meaning 

Banker’s lien is the right of a banker to retain goods, securities, or documents 

belonging to a customer in respect of general balance due from the customer. 

Legal Basis 

It is an implied right arising out of the general banking contract. 

Types of Lien 

1. General Lien 

• Applies to all goods and securities in banker’s possession 

• Covers general debts of customer 

2. Particular Lien 

• Applies only to specific goods for specific debt 

Features of Banker’s Lien 

• Implied right 

• Possessory right 

• Legal right of retention 

• Not ownership transfer 

Conditions 

• Goods must be lawfully obtained 

• Debt must be due 

• Customer must be debtor 



Exceptions 

Bank cannot exercise lien on: 

• Safe custody items 

• Securities held in trust 

• Documents held for specific purpose 

Importance 

• Secures bank’s interest 

• Ensures repayment 

• Reduces credit risk 

Conclusion: Banker’s lien is a powerful legal tool that protects banks by 

allowing them to retain customer securities until dues are cleared. 

15. Special Types of Customers  

Banks deal with different types of customers, some of whom require special 

attention due to legal status or nature of operations. 

Special Types of Customers 

1. Minor 

• Cannot contract 

• Account operated by guardian 

2. Married Woman 

• Legally competent 

• Can open and operate accounts independently 

3. Illiterate Person 

• Uses thumb impression 

• Requires witness and careful verification 

4. Joint Account Holders 



• Operated jointly or singly 

• Clear mandate required 

5. Partnership Firm 

• Account opened in firm’s name 

• Operated by partners 

6. Joint Stock Company 

• Operates through board resolution 

• Requires legal documents 

7. Trust Accounts 

• Operated by trustees 

• Must follow trust deed 

8. Clubs and Associations 

• Operated by authorized office bearers 

Conclusion: Special customers require additional precautions to ensure 

safety, legality, and proper operation of accounts. 

 

16. Problem: Banker’s Lien over Debentures When Current Account is 

Overdrawn  

A customer has: 

• Overdrawn current account 

• Debentures deposited with bank 

Bank wants to exercise lien over debentures. 

Legal Issue 

Whether bank can exercise lien over debentures for overdraft recovery. 

Legal Analysis 



1. Banker’s Right of Lien 

Bank can retain securities for general debts. 

2. Debentures as Security 

If debentures are: 

• Lawfully deposited 

• Not for specific purpose 

Bank can exercise lien. 

3. Overdraft is Debt 

Overdrawn amount is a debt due to bank. 

Exception 

Bank cannot exercise lien if: 

• Debentures are given for safe custody 

• Specific purpose is mentioned 

Conclusion: Bank can exercise lien over debentures for recovery of overdraft 

unless they are deposited for a specific purpose or trust. 

17. Banker’s Right to Set-Off  

Set-off is an important banking right that allows banks to adjust balances 

between accounts of the same customer. 

Meaning 

Set-off is the legal right of a banker to combine two accounts of a customer 

and adjust debit balance against credit balance. 

Conditions 

• Same customer 

• Same capacity 

• Debt must be due 



• Accounts must be in same bank 

Types 

1. Legal Set-Off 

As per law 

2. Contractual Set-Off 

As per agreement 

Example 

Savings account credit balance adjusted against overdraft in current account. 

Conclusion: Set-off protects banks from loss and ensures proper adjustment 

of customer accounts. 

18. Savings Account and Current Account  

Banks provide different types of accounts based on customer needs. Savings 

and current accounts are the most common. 

Savings Account 

Features: 

• Meant for saving money 

• Interest is paid 

• Withdrawal restrictions 

Purpose: 

• Encourage savings 

Users: 

• Salaried persons 

• Individuals 

Current Account 

Features: 



• No interest 

• Unlimited transactions 

• Overdraft facility 

Purpose: 

• Business transactions 

Users: 

• Businessmen 

• Firms 

Differences 

Basis Savings Account Current Account 

Purpose Savings Business transactions 

Interest Given Not given 

Transactions Limited Unlimited 

Overdraft Not allowed Allowed 

Conclusion: Savings accounts promote saving habits while current accounts 

support business transactions. 

19. Different Kinds of Customers 

Banks deal with various types of customers, each having different legal status 

and banking requirements. 

Types of Customers 

1. Individual Customer 

• Single person account holder 

2. Joint Customers 

• Two or more persons 



• Joint operation rules apply 

3. Minor Customer 

• Account operated by guardian 

4. Partnership Firm 

• Operated by partners 

5. Company 

• Operated through board resolution 

6. Trust 

• Managed by trustees 

7. Society/Club 

• Operated by elected members 

8. Illiterate Customer 

• Thumb impression used 

9. Married Woman 

• Independent legal status 

Conclusion: Different customers require different banking procedures to 

ensure legal compliance and safety of funds. 

20. Mobile Banking System 

Mobile banking is one of the most important developments in modern 

banking. It allows customers to perform banking transactions using mobile 

phones or smartphones without visiting bank branches. It is a part of E-

banking services and has revolutionized financial transactions by making 

them faster, easier, and more accessible. 

The system is regulated by the guidelines of the Reserve Bank of India to 

ensure safety and security. 

Meaning 



Mobile banking refers to the facility provided by banks that enables customers 

to carry out financial and non-financial transactions through mobile devices 

using applications or SMS/USSD services. 

Features of Mobile Banking 

• Anytime, anywhere banking 

• User-friendly mobile applications 

• Secure login with OTP and password 

• Instant fund transfer 

• Paperless transactions 

Services Offered 

1. Financial Services 

• Fund transfer (IMPS, UPI) 

• Bill payments 

• Mobile recharge 

• Loan EMI payment 

2. Non-Financial Services 

• Balance enquiry 

• Mini statement 

• Cheque book request 

• Account details 

Advantages 

• High convenience 

• Fast transactions 

• Reduces need for branch visits 

• 24/7 availability 



• Promotes digital economy 

Disadvantages 

• Cybersecurity risks 

• Dependence on internet/mobile network 

• Technical failures 

• Risk of phishing attacks 

Conclusion: Mobile banking has transformed the banking system into a 

digital platform, offering speed, convenience, and efficiency while also 

requiring strong security measures. 

 

 

 

21. Blank Endorsement  

Endorsement is an important concept in negotiable instruments. One of its 

types is blank endorsement, which plays a significant role in the 

transferability of instruments. 

Meaning 

A blank endorsement occurs when the endorser signs his name only on the 

negotiable instrument without specifying the name of the endorsee. 

Example 

A cheque is payable to A. A signs on the back: 

“A” 

This is a blank endorsement. 

Effect of Blank Endorsement 

• Instrument becomes payable to bearer 



• It can be transferred by mere delivery 

• No further endorsement is required 

Features 

• Only signature of endorser 

• No endorsee name mentioned 

• Simple and quick transfer 

Risks 

• High risk of loss or theft 

• Can be misused easily 

Conclusion: Blank endorsement makes a negotiable instrument highly 

transferable but less secure. 

22. Problem on Validity of Promissory Note  

A promissory note must satisfy certain legal conditions under the Negotiable 

Instruments Act, 1881 to be valid. 

Legal Requirements of a Valid Promissory Note 

• Written document 

• Unconditional promise to pay 

• Definite sum of money 

• Signed by maker 

• Certain parties (maker and payee) 

Problem Analysis (Typical Case) 

If a document contains: 

• Conditional promise    

• Uncertain amount    



• Oral promise    

• Missing signature    

It is invalid as a promissory note. 

Example Problem 

“I promise to pay A ₹10,000 if I win the lottery.” 

Solution: 

• Conditional promise → Not valid promissory note 

Conclusion: A promissory note is valid only when all legal requirements are 

strictly fulfilled; otherwise, it is not enforceable under law. 

23. Bills in Set  

Bills in set are used in international trade where multiple copies of a bill of 

exchange are drawn to ensure safe transmission. 

Meaning 

Bills in set refer to a bill of exchange drawn in duplicate or triplicate, each 

part being numbered and containing a condition that payment shall be made 

only on one part. 

Features 

• Multiple copies (usually 2 or 3) 

• Each part is legally valid 

• Only one part is paid 

Example 

First, Second, and Third exchange copies of the same bill. 

Advantages 

• Safe transmission 

• Reduces risk of loss 



• Useful in foreign trade 

Legal Provision 

Governed by the Negotiable Instruments Act, 1881. 

Conclusion: Bills in set ensure safety and reliability in international trade 

transactions. 

24. Material Alteration  

Material alteration is a very important concept in negotiable instruments law 

as it affects the validity of the instrument. 

Meaning 

Material alteration refers to any change made in a negotiable instrument 

which alters its legal effect or liability of parties. 

Examples 

• Change in date 

• Change in amount 

• Change in payee name 

• Change in time of payment 

Effect 

• Instrument becomes void 

• Liability of parties is discharged (except consenting parties) 

Legal Rule 

An altered instrument without consent of parties is not enforceable. 

Exceptions 

• Alteration made to correct mistakes 

• Alteration with consent of all parties 



Conclusion: Material alteration destroys the validity of a negotiable 

instrument unless properly authorized. 

25. Cheque Presentation During Holiday  

A cheque must be presented within banking hours on working days. If a 

cheque is presented on a holiday, special rules apply. 

Legal Principle 

Under banking practice governed by the Reserve Bank of India guidelines, a 

cheque presented on a holiday is considered valid if presented on the next 

working day. 

Problem Situation 

A cheque is presented on Sunday or bank holiday. 

Solution 

• Presentation is invalid on holiday 

• It is treated as presented on next working day 

• If delayed, cheque remains valid if within validity period (3 months 

generally) 

Conclusion: A cheque presented during a holiday is deemed to be presented 

on the next working day and remains legally valid. 

26. Problem on Acceptance of Bill of Exchange  

Acceptance of a bill of exchange is a crucial step in making the drawee liable. 

Meaning of Acceptance 

Acceptance is the drawee’s written agreement to pay the bill when due. 

Problem Case 

If drawee refuses acceptance: 

• Bill is dishonoured 

• Drawer becomes liable 



Types of Acceptance Issues 

• Non-acceptance 

• Qualified acceptance 

• Conditional acceptance 

Legal Effect 

• Liability shifts to drawer and endorsers 

• Holder can take legal action 

Conclusion: Proper acceptance is necessary to create liability of drawee; 

otherwise, the bill is dishonoured. 

27. Paying Banker and Collecting Banker  

Banks perform different roles in cheque transactions as paying banker and 

collecting banker. 

Paying Banker 

Meaning 

The bank on which the cheque is drawn and which makes payment. 

Duties 

• Verify signature 

• Check funds availability 

• Ensure cheque validity 

Protection 

Bank is protected if payment is made in good faith. 

Collecting Banker 

Meaning 

The bank which collects cheque on behalf of the customer. 

Duties 



• Present cheque for collection 

• Act as agent of customer 

• Credit proceeds to account 

Protection 

Protected under statutory provisions if acted in good faith. 

Difference 

Paying Banker Collecting Banker 

Pays cheque Collects cheque 

Acts for drawer Acts for payee 

Debits account Credits account 

 

Conclusion: Both bankers play important roles in cheque transactions and 

are protected under banking law when acting in good faith. 

28. Noting and Protest 

Noting and protest are important legal procedures used in case of dishonour 

of negotiable instruments. 

Noting 

Meaning 

Noting is the recording of dishonour of a bill or promissory note by a notary 

public. 

Contents of Noting 

• Date of dishonour 

• Reason for dishonour 

• Charges 



Protest 

Meaning 

Protest is a formal certificate issued by a notary public stating that a bill has 

been dishonoured. 

Types of Protest 

• Protest for non-acceptance 

• Protest for non-payment 

Importance 

• Legal evidence of dishonour 

• Required in foreign bills 

• Helps in legal proceedings 

Conclusion: Noting and protest provide legal proof of dishonour and are 

essential in international and commercial transactions. 

29. Priority Sector Advances 

Priority Sector Lending (PSL) refers to bank credit provided to sectors that are 

important for the economy but may not receive adequate financial support. 

Objectives 

• Promote inclusive growth. 

• Support weaker sections of society. 

• Ensure balanced economic development. 

Priority Sectors 

• Agriculture 

• Micro, Small and Medium Enterprises (MSMEs) 

• Education 

• Housing 



• Export Credit 

• Renewable Energy 

• Social Infrastructure 

RBI Guidelines 

• Domestic commercial banks are generally required to lend a specified 

percentage of their Adjusted Net Bank Credit (ANBC) to priority sectors. 

Importance 

• Reduces regional disparities. 

• Encourages employment generation. 

• Supports rural and agricultural development. 

30. Debt Recovery Tribunal (DRT)  

Debt Recovery Tribunals were established under the Recovery of Debts and 

Bankruptcy Act, 1993 (formerly Recovery of Debts Due to Banks and 

Financial Institutions Act, 1993). 

Objectives 

• Speedy recovery of debts due to banks and financial institutions. 

• Reduce burden on civil courts. 

Functions 

• Adjudicates cases involving debt recovery by banks and financial 

institutions. 

• Issues recovery certificates. 

Structure 

• Presiding Officer heads the Tribunal. 

• Appeals lie before the Debt Recovery Appellate Tribunal (DRAT). 

Advantages 



• Faster disposal of cases. 

• Specialized forum for debt recovery. 

• Simplified procedures. 

31. Credit Cards  

A credit card is a payment card that allows the holder to purchase goods and 

services on credit. 

Features 

• Credit limit fixed by the issuing bank. 

• Interest-free period for repayment. 

• Monthly billing cycle. 

Benefits 

• Convenient cashless transactions. 

• Online and international payments. 

• Reward points and cashback. 

Risks 

• High interest on unpaid balances. 

• Overspending. 

• Fraud and misuse. 

Parties Involved 

• Cardholder 

• Issuing Bank 

• Merchant 

• Card Network (e.g., Visa Inc., Mastercard) 

32. Smart Cards 



A smart card is a plastic card embedded with a microprocessor chip capable 

of storing and processing data. 

Types 

• Contact Smart Cards 

• Contactless Smart Cards 

Features 

• Enhanced security. 

• Data storage capability. 

• Encryption technology. 

Uses 

• Banking transactions. 

• Identity cards. 

• Access control systems. 

• Transportation tickets. 

Advantages 

• Reduces fraud. 

• Faster transactions. 

• Secure authentication. 

33. Internet Banking  

Internet Banking, also known as Online Banking, allows customers to 

perform banking activities through the internet. 

Services 

• Fund transfer. 

• Balance inquiry. 

• Bill payments. 



• Online deposits. 

• Account statements. 

Advantages 

• 24×7 availability. 

• Saves time and cost. 

• Convenient access from anywhere. 

Risks 

• Phishing attacks. 

• Hacking. 

• Password theft. 

Safety Measures 

• Strong passwords. 

• Two-factor authentication. 

• Secure internet connection. 

34. ATM (Automated Teller Machine)  

An ATM is an electronic banking machine that enables customers to conduct 

financial transactions without visiting a bank branch. 

Functions 

• Cash withdrawal. 

• Balance inquiry. 

• Fund transfer. 

• Mini statement. 

• Cash deposit (in selected ATMs). 

Advantages 



• Available 24×7. 

• Quick and convenient. 

• Reduces crowd in bank branches. 

Components 

• Card Reader. 

• Keypad. 

• Display Screen. 

• Cash Dispenser. 

• Receipt Printer. 

Limitations 

• Withdrawal limits. 

• Technical failures. 

• Security risks. 

35. Traveller’s Cheques  

Traveller’s Cheques are prepaid negotiable instruments issued by banks or 

financial institutions for use while traveling. 

Features 

• Fixed denominations. 

• Signature-based security. 

• Can be replaced if lost or stolen. 

Advantages 

• Safer than carrying cash. 

• Widely accepted internationally. 

• Easy replacement facility. 



Disadvantages 

• Declining usage due to cards and digital payments. 

• Acceptance may be limited in some places. 

Importance 

• Historically provided secure travel funds. 

• Reduced risk of loss associated with carrying large amounts of cash. 

Difference Between Traveller’s Cheques and Credit Cards 

Traveller’s Cheques Credit Cards 

Prepaid instrument Credit facility 

Requires prior purchase Issued with credit limit 

Replacement if lost Card can be blocked and replaced 

Limited use today Widely used worldwide 

 

 


