
CHAPTER-2
Banking(Operations)

Learning Objectives  :
After studying this Chapter you will be able to 

.
list out the new instruments offered by banks;

.
understand the types of loans given by banks; 


and other financial services.

.
know the meaning of and different types of personal banking services.

.
appreciate the meaning and importance of NRI banking.


explain the meaning and importance of corporate banking.

.
understand the meaning and advantages of mobile banking, internet banking at Core banking

.


2.1
Deposits

For investment of surplus funds or to create a fund for future needs like children’s’ education and marriage, construction of house, business, etc one can find plenty of opportunities to deposit money banks under various deposit schemes. Now a days almost all banks are computerized, core banking/ network banking system is introduced which helps the people to deposit money at their own convenient locations.

2.2
Types of Deposits

The following are some of the deposit schemes available in banks:

1. Current Account

2. Savings Account

3. Term Deposit/Fixed Deposit/ Recurring Deposit Account

4. Multi Option Deposit Account

The first three accounts were already discussed in Class XI and the last type is discussed below:

Multi Option Deposit Scheme is a term deposit which is not fixed at all and comes with a unique break-up  facility which provides full liquidity as well as benefit of higher rate of interest, through the savings bank account. One can also keep that deposit intact by availing an overdraft facility, to meet occasional temporary funds requirements. Individual banks have their own deposit schemes to suit the current as well as future needs of the people. You may visit nearby branches of the banks and collect information about different types of deposit accounts to ascertain the comparative advantages and limitations of the different types of deposit schemes. 
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2.3
Loans

Banks have variety of schemes under Personal Finance to satisfy varying needs of the banking public. Banks provide credit in the form of overdraft or loans.  Overdraft facility is generally provided on current account.  Overdraft is a service provided by a bank to utilize  money even when there is no balance in the customer’s account.  It is a form of credit and one has to pay interest for the overdraft drawn.  It is an arrangement made to cover the cash shortages. The rates differ from bank to bank and depend on the time period also. It is not suitable for long period of time. Bank loan is the money which one borrows from the bank for a specific purpose for specific period with agreement for interest and repayment periods etc.

2.3.1
Types of Loans

Following are some of the popular loan schemes offered by banks:
1. Housing Loans: Finance is provided for purchase of a new House. Loan is also given for the purchase of land and constructions of house on the same.  The rates of interest to be charged depends on two factors firstly the amount of loan and secondly the time period for which the loan is required. The rate of interest may be fixed or fluctuating. In case of fixed rate of interest the interest rate remain the fixed throughout the period of loan inspite of the fact that the current rate of interest may be different  the rate at which the loan was obtained.  In case of fluctuating rate of interest the rate of interest changes according to the current rate in the market.

2. Personal Loan : Finance is provided to meet out all personal needs like renovating the house, purchasing a computer, marriage or medical expenses etc.

3. Travel Loan : Finance is provided to meet out the travel cost of the customers either domestic or for international visits.

4. Car Loan/Vehicle Loan : Finance is provided for purchase of car or other vehicles either for personal or business purposes.

5. Education Loan : Finance is provided to meet out the education cost of children of the customers.

6. Festival Loans : Finance is also  given to meet out the festival expenses.

2.4
Investments

Now a day’s bank also participates in the activities of investment at national or international level of investment banks. They help companies and government to raise money by issuing and selling securities in the capital markets. They provide necessary financial guidance to its customers for effective investments in Stock  and Mutual Funds. Some banks also have specialized offices for this purpose.
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2.5
Cards

Banks provide free ATM cum Debit Card to its customers who have deposit account with them. This Card provides online access to savings or current account. They can have access to the widest network of ATMs across the country to withdraw cash, enquire about the account balance etc. Banks are also having bilateral sharing arrangement with other banks under this scheme Transactions limit varies from bank to bank. The limit  for withdrawal of  money from State Bank of India Card Rs 20,000/-  per day. Holders of Elite Account in Centurion bank Card can transact nearly one lakh per day. Some Banks provide International ATM-cum-Debit Card which can be used within as well as outside India, at a nominal fee. ATM Cards enables the customer to shop at a large number of Merchant Establishment in India.

2.6
Insurance

Insurance is a kind of investment and is getting popular among the customers of banks. Insurance can be for life or for fixed assets. Banks do services for life insurance. In earlier days people used to go for life insurance with Life Insurance Corporation of India.; But now, banks also have entering into the insurance business. ICICI Prudential Life Insurance is one such example. Life Insurance is a unique investment that helps customers to meet their dual needs – saving for life’s important goals. and coverage of risk. It helps one’s family remain protected from circumstances such as loss of income due to critical illness, retirement and even after the death of the policyholder. Property insurance help in protecting at the assets.

2.7
Demat Services

Banks have come forward to offer Demat services to its customer. Demat account is opened for the purpose of buying and selling stocks/shares of companies. Under this, the following facilities are provided to the customers 

2.7.1


(i)
e-Instructions

One can transfer securities 24 hours a day, 7 days a week through Internet & Interactive Voice Response (IVR) at a lower cost. Now with “Speak to transfer”, one can also transfer  or pledge instruction through  customer care officer of the concerned bank

(ii)
Consolidation of Demat Account

Under this one can Dematerialize the physical shares in various holding patterns 

 and consolidate all such scattered holdings into primary demat account at reduced cost.

(iii)
Digitally Signed Statement
One can receive account statement and bill by email.
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(iv)
Corporate Benefit Tracking.

One can track dividend, interest, bonus etc through one’s account statement.

Mobile Request

Access one’s Demat account by sending SMS to enquire about Holdings,

Transactions, Bill & ISIN details.

(v)
Mobile Alerts
Receive SMS alerts for all debits/credits as well as for any request which cannot be processed.

Banks in alliance with Securities Limited Organisations introduce a State of-the-Art online trading platform to cater to every trading need and offer a truly world class experience of online investing- anyplace, anytime. This service ;provides with a 3-in-1 account which is an integrated platform of Bank Account, Demat Account and an Online Trading Account to give customers a convenient  and paper free trading experience under one roof. This will help the customer to trade from the comfort of home or office through the Internet. Buying and selling of shares is now just a click away distance. Apart from online trading account advantage, customers will get the added advantage of a Savings and Demat account also. 

2.8
Online Services

Transaction at the convenience of customers, saving times and cost through Computers is popularly known as Online Banking. It is also known as E-Banking or Net Banking or internet Banking. It is done through a computer with internet facilities. Customers can monitor and control their funds through Internet Banking. They can check account balance, view their account,. Get summary statement, make bill payments and utility payments, request for Cheque book, drafts, Bankers Cheques, stop cheque payment transfer funds, request for third party transfers, invest and renew deposits, issue standing instructions, register mobile number for SMS alerts and many more attractive features.  User-Id and Password are given by the banks to the customer for operation of account after they successfully register with the bank

2.9
NRI Banking

A Non Resident Indian(NRI) as per FEMA 1999 is an  Indian citizen or Foreign National of Indian Origin resident  outside India for purpose of employment, carrying on business or vocation in circumstances as would indicate an  intention to stay outside India for an  Indefinite period. An Individual will also be considered as NRI if his/ her stay in India is less than 182 days during  the proceeding financial year.

Banks allow NRI’s to open an NRI account when they complete the account opening formalities. A customer for this purchase a form has to be filled up in which the information soughtly the bank is provided. . They can open a NRI Saving Bank Account, Current Account, Fixed Deposits in Indian Rupees, Fixed Deposits in Foreign Currency, NRO account ( Rupee accounts for crediting  income in India)
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Money Transfer

Money can be transferred either through on line or drafts or telegraphically or by wire transfer or Cheques. E-Transfer is completely online, paperless money transfer service which enables the customer to send money directly from one bank account in foreign country to India. Drafts in Indian rupees can be purchased from exchange companies of one country and mailed to the branch of another country where the customer has the account. Telegraphic or wire transfers can be made through branch to branch. Cheques can be deposited for credit of the customer’s accounts and the Cheques will be collected and credited to their accounts.

2.10
Corporate Banking
Banks provide facilities to Corporate houses for different purposes. Banks are offering financial services for new projects as well as expansion, diversification and modernization of existing projects in infrastructure and non-infrastructure sectors for economic development of our country. Infrastructure sector includes Road & Urban Infrastructure, Power and Utilities, Oil & Gas and other natural resources, Ports and Air[ports and  Telecommunications. Non-infrastructure sector includes Manufacturing i.e. cement, steel, mining, engineering, auto components, textiles, Pulp & Papers, Chemical & Pharmaceuticals etc; Services i.e. Tourism & Hospitality, Educational Institutions, Health Industry etc. 

2.10.1
  Corporate Net Banking

Most banks such as SBI and other banks offer Internet Banking for corporate too. Corporate can empower officers identified by them to operate online one or more of their accounts at one or more networked branches of the Bank. The company appoints a ‘regulator’ or ‘super-boss’ for corporate Internet banking. The powers are defined and their limits are specified for transaction.

1.22
Cash Management

Cash Management is managing a company’s short term resources to sustain its ongoing activities, mobilize funds and optimize liquidity. Cash Management comprises of accelerating and efficiently collecting cash inflows concentrating collected funds; Controlling the timing of cash outflows; forecasting the position; securing adequate sources of short-term funds; optimizing use of any temporary cash surpluses; gathering timely information; implementing the system and services necessary to monitor, manage, and control the cash position; ensuring the internal and external transfer of financial data.

2.12Trade Services

Banks continued to play a key role in International Trade also. Banks provide trade services through their experts teams backed by advanced technology, global network distribution and comprehensive range of import and export products and services. One of the example is HSBC Trade Service. They offer a broad range of trailer-made technology-based solutions that bring enormous benefits to both importers and exporters in improving the management of the total supply chain. 
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2.13. Forex Online

Forex means Foreign Exchange. Forex market is very large and growing. Trading is conduct mostly either through telephones or through electronic trading networks. Banks, Insurance companies and other financial institutions use the forex market to manage the risks associated with fluctuations in currency rates. Foxes trading involve high level of risk and may not be suitable for untrained investors. It requires constant monitoring and to understand the relationship between the currencies and their rates. Before start trading one has to open an account with a forex dealer. The investor should have constant touch with currency exchange rates since there will be lot of fluctuations in the exchange rates. If one is not cautious he/she may loose money. If one is using Internet based or other electronic system for trading, in the event of system failure, one may loose orders or order priority and result in loss of investments too. The investor should also know about the foreign currency scam to avoid losses.

2.14
SME Services

SME means Small and Medium Enterprises. The Bank finances for Small Business activities which are of special significance to a large number of people as many of these activities can be started with relatively lower investment and with no special skills on the part of the entrepreneurs. This includes loan to traders to meet normal business requirements. Large number of small and medium enterprises are working in our country.  These enterprises are a source of employment to the local people. Such enterprises mainly adopt labour intensive techniques even than finances are required by them to meet long term as well as short-term credit requirements. Banks provide a variety of facilities through the SME Service.

Key Words :

Multi Option Deposit Account; Demat Services e-Instructions; Interactive Voice Response(IVR) Digitally Signed Statement; Corporate Benefit Tracking Mobile Alerts, On Like Services. NRI Banking, Corporate Banking, Corporate Net Banking, Forex Online, SME Services.

Summary:


Banks accept deposits through different types of deposit schemes. The facilities of these schemes can be awaited by customers according to their needs. Banks also provide different types of loan facilities according to the needs of their customers like housing loans, personal loans, travel loans, loans for purchase of vehicles, education loans etc. Banks help companies and government by participating in the investment activities at the national and international levels. They provide necessary finance and guidance to the customers for the effective investment in shares, Debentures and Mutual Funds. Now a days ATM services are provided by the banks by which the customers can withdraw money without visiting the bank by the use of Debit and Credit Cards.  Insurances both life  and  property is a new area entered into by banks.  Where in banks provide insurance facilities to their customers.  Stock exchange operations have gained a lot of importance there days.  A person can trade in shares only when he has Demat Accounts with the banks.  Through Demat Accounts the facilities like e-Instructions, Digitally signed statements, corporate Benefit Tracking. Mobile alerts etc are provided. 
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Banks these days also provide on line services by which using the internet facilities through a Computer a Customer  can have an idea about his bank balance and can also obtain bank statement. NRI Banking and Corporate Banking are the other important services provided by the banks to NRI’s and the Corporate houses.  Banks also help the business houses in their cash management by providing liquidity through different means on line forex services are also provided by the banks these days.

Short Answer Questions :

1. State any three types of bank deposits.

2. What is meant by Multi option Deposit Account?

3. Give the meaning of fixed and fluctuating interest rates on housing loans.

4. What is meant by a Demat Account.

5. Give the meaning  of e-Instructions.

6. What is meant by Mobile Alerts?

7. Give the meaning of NRI banking. 

8. What is meant by Corporate Banking?

9. Give the meaning of Cash Management ?

10. What is meant by Forex online?

11. Give the meaning of EME Services.

Long Answer Questions :  

1. Explain briefly the different types of loans given by commercial banks.

2. Briefly discuss the different types of deposit accounts that can be opened by a customer l with a commercial bank.

3. Discuss briefly the benefits of Demat Account to a Customer.

4. What are the advantages of ATM facilities? Explain briefly.

5. Explain briefly the advantages of NRI banking.

6. What is meant by Corporate Banking? Explain briefly is importance. 
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