
Welcome to the world of 

Banking 





UNIT - I 



DEFINITION OF BANKING : 

 Banking Regulation Act 1949 defines banking as, 
 

  “ACCEPTING FOR THE PURPOSE OF LENDING AND 
INVESTMENT,  

 
 DEPOSITS OF MONEY FROM THE PUBLIC, 

 
  REPAYABLE ON DEMAND,  

 
  ORDER OR OTHERWISE AND 

 
  WITHDRAWABLE BY CHEQUE,DRAFT,ORDER OR 

OTHERWISE”. 



 BANK IS PART OF FINANCIAL 

SYSTEM 

 Financial system is one which supplies the 

necessary financial inputs for the 

production of goods and services. 

 

  Economic development of any country 

depends upon the existence of well 

organized financial system. 



Financial  

system 

Financial markets 

Financial 
intermediaries 

  Financial assets 
  

Financial instruments 
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  There has been a rapid development in the banking 
institutions in various countries.  

 
  With development, various systems of banking 
have come into existence. 

 
  Banks can be classified on the basis of volume of 
operator, business pattern & areas of operations. 



COMMON BANKINGSYSTEM  

 BRANCH BANKING  

 UNIT BANKING 

 CORRESPONDANCE BANKNG 

 DEPOSIT BANKING 

 INVESTMENT BANKNG 

 MIXED BANKING 

 UNIVERSAL BANKNG 



QUESTIONS : 

 

1.Define the term bank ? 

 

2.Explain how bank form part of  financial system ? 

 

3.Explain banking system in terms of volume ? 

 

4. Explain types of common banking system ? 

 



UNIT - II 



 
TYPES OF BANK 

 
  

 

 



Banks 

Commercial 
Banks 

Scheduled 
Banks 

Indian Banks 

Public Sector 

State Bank of 
India 

Nationalized 
bank 

Private 
Sector 

Foreign 
Banks 

Non 
Scheduled 

Banks 

Regional 
Rural Banks 

Cooperative 
Banks 



Scheduled commercial banks are those included in the 

second schedule of the Reserve Bank of India Act, 1934. 

For this, they have to satisfy three conditions: 

 It must have paid-up capital and reserves of an aggregate value of at least 

Rs. 5 lakhs. 

 It is carrying on the business of banking in India. 

 It must be a corporation or cooperative society and not a partnership or 

sole proprietorship firm. 



 The banks which are not included in the 2nd schedule of 

RBI Act, 1934. 

 These also have to maintain statutory cash reserve but 

not with RBI. 

 Their banking activities are limited, e.g., they cannot 

deal in foreign exchange. 

 The share of these banks are almost nil.  



SCHEDULED BANKS 

 

 Registered or incorporated 

in India. 

 They have their headquarter 

in India and can have 

branches all over India. 

 They can also operate in 

foreign countries. 

FOREIGN BANKS 

 

 Registered or incorporated 

in their home country, not in 

India. 

 They have their office 

and/or branches in India. 

 They play an important role 

in shaping the attitude and 

policies of foreign govt., 

companies and their clients 

towards India. 

INDIAN BANKS 

 

 

 

 



PUBLIC SECTOR BANKS :- 

 Public sector banks are 

banks in which the 

government has a major 

holding.  

 At least 51% ownership is 

vested with the 

government. 

 The shares of these banks 

are listed on stock 

exchanges.  



STATE BANK OF INDIA 

 Government of India 
entered in commercial 
banking when it took 
over Imperial Bank of 
India and converted into 
State Bank of India on 1 
July 1955. 

 It was first one to make 
public issue in 1993-94 
after which the share 
holding of RBI has come 
down to 68.93%. 

 

State Bank Group 

 State Bank of 
Hyderabad 

 State Bank of Patiala 

 State Bank of 
Travancore 

 State Bank of Bikaner & 
Jaipur 

 State Bank of Maysore 

 State Bank of 
Saurashtra 

 State Bank of Indore 



 In 1969, 14 banks with deposit base 

of Rs. 50 Crores or more were 

nationalized. In 1980,, 6 more banks 

were nationalized. 

 This step brought more than 90% of 

commercial banking in the public 

sector. 

 The main function of nationalised 

bank is provide finance for the 

housing projects, health facilities 

and increase the chance to 

providinig the products and services 

to the people of rural areas. 

 

 Andhra Bank 

 Punjab National Bank 

 Indian Overseas Bank 

 IDBI 

 Allahabad Bank 

 Syndicate Bank 

 UCO Bank 

 Dena Bank 



 All those banks in which 

majority of stake are held 

by private individuals 

 The banks, which came in 

operation after 1991, with 

the introduction of 

economic reforms and 

financial sector reforms 

are called "new private-

sector banks“ 

 New banks are strategic 

in their thinking and 

operations. 

 



 They were set up on the 

recommendation of 

Narasimham Committee in 

1975.  

 The objective was to provide 

credit and other facilities to 

small and marginal farmers, 

agricultural labours and 

artisans.  

 RRBs are working in all states 

except GOA and Sikkim. 

 They are governed by 

Regional Rural Bank act, 1976 

 50% capital is provided by 

central govt., 15% by state 

govt., 35% by sponsoring 

public sector bank.  

Features of RRB: 

 The area of RRB is limited to 
only a region, comprising of 
some district of a state 

 These banks grant loan only to 
the rural agriculture sector and 
small artisans. 

 The lending rates would be 
some what lower than the 
commercial banks. 

 These are intended to eliminate 
money lenders. 

 These banks are to supplement 
the effort of cooperative banks. 

 



 Cooperative banking is a 

small scale banking 

carried on a no profit no 

loss basis for mutual 

cooperation and help. 

 Engaged in financing 

rural and agricultural 

development. 

 They are established 

under the Cooperative 

Credit Societies Act of 

1904. 

Feature of cooperative banks: 

 Government  sponsored, 
supported and subsidized 
financial agencies in India. 

 Work on the principle of 
cooperation, self help and 
mutual help.  

 They function on “no profit no 
loss” basis. 

 Some of them are scheduled 
banks but most are non- 
scheduled banks. 

 Cooperative banks are 
financial intermediaries only 
because a significant amount 
of their borrowings is from the 
RBI, NABARD, central and 
state government and 
cooperative apex institutions. 
 



     CO-OPERATIVE BANK 

Characteristics :- 

Customer owned 

Entity 

 

Democratic Control 

 

Profit Allocation 



Questions : 
 

1. Distinguish between scheduled bank and 

non- scheduled bank ? 

  

2. What are nationalized  banks ? 

 

3. Explain private banks ? 

 

4. Explain co -operative banks ? 



UNIT – III 



RESERVE BANK OF INDIA 

 RBI was established in 

1st April 1935. 

 Present governor is 

URJIT  PATEL. 

 There are 22 regional 

offices and most of 

them in share capital. 

 



  WHY RBI IS CALLED AS  CENTRAL BANK 

OF INDIA ???? 
  Central bank of a country 

execute multiple functions 
such as overseeing 
monetary policy, issuing 
currency, managing foreign 
exchange, working as 
a bank of government and 
as banker of scheduled 
commercial banks, etc. 

 It was started as 
shareholders bank with 
a paid up capital of 
5crores. 

 It was privately owned.  
 In 1949, RBI was fully 

owned by government. 



        FUNTIONS OF RBI 
 

To regulate the 
issue of bank notes 
and keep  reserves , 
with a view to 
secure monetary 
stability in India. 

Generally to 
operate the 
currency and 
credit system of the 
country.  



     FUNCTIONS OF RBI 

 

 TRADITIONAL 
FUNCTION 

 

 PROMOTIONAL 
FUNCTION 

 

 SUPERVISORY 
FUNCTION 

 



o   TRADITIONAL FUNCTION 

 Monopoly of currency notes issue. 

 Banker to government (both central 
&state) 

 Agent & Advisor to Government 

 Banker to Banker’s 

 Act as clearing house of country 

 Lender of last resort 

 Controller of credit 

 Custodian of foreign exchange reserves.  



o PROMOTIONAL FUNCTION 

 Promotion of banking habit and expansion of banking 
system 

 

  Provide refinance for export promotion 

 

 Providing credit to agricultural  through  NABARD. 

 

 Extension of and facilities for SBI 

 

 Helping  Co-Operative  sector 

 

 Prescribe  minimum  statutory  requirement. 

 

 Innovating new banking business transactions.  



o   SUPERVISIORY FUNCTION 

 Granting license to banks 

 Inspects and makes enquiry in various section 
of RBI and banking regulations. 

 Implement deposit insurance scheme 

 Periodical review of work of the commercial 
bank 

 Giving directives to commercial bank 

 Control non banking finance corporation 

 Ensuring health of financial corporation 
system through on site & offsite verification.  

 



Questions : 
 

 

1.. What are promotional functions of bank ? 

 

2. Explain the traditional function of RBI ? 

 

3. How RBI execute supervisory function explain ? 





FUNCTIONS OF COMMERCIAL 
BANK 

PRIMARY 

FUNCTION 

SECONDARY 
FUNCTION 



ACCEPTANCE OF 
DEPOSITS 

ADVANCING OF 
LOANS & CREDIT 

CREATION 

INVESTMENT 
FUNCTION 

DEAING IN 
FOREIGN 

 EX-CHANGE 

PRIMARY 
FUNCTION 



AGENCY 

SERVICES 
GENERAL 
UTILITY 

SERVICES 

SECONDARY FUNCTIONS 



          DEPOSITS 

Interest Interest 

Investments 
Interest  

Dividend 

Dividend 

To  

shareholders 
Expenses 

-Salaries 

- office Rent 

- Electricity 

- Depreciation 



LOANS 

Manufacturing  

industry 

Trade 



FUNCTIONS OF BANKS 

Accepting 

Deposits 
Lending 

Money 

Other  

Financial  

Services 



ACCEPTING DEPOSITS FROM PEOPLE 
 Current Deposits means 

Money can be Deposited and withdrawn any number of times.  

For such deposits no interest is paid 

 

 Fixed Deposits (FDs)means 

Money Deposited can be received only after a fixed period. 

For such deposit Interest is paid. 

 
 Savings Deposits 

Interest of 4% to 5% is paid 

 
 Recurring Deposits means 

People deposit a fixed amount every month and earn interest similar 

to FDs (Fixed Deposits) 



LENDING MONEY : EVERY BANK FOLLOWS THE 

BASIC 3 PRINCIPLES - SAFETY , LIQUIDITY & PROFITABILITY 

 Safety :Bank will lend money only to those borrowers  
who are safe borrowers. i.e. those who have capacity to  
repay. 

 
 Liquidity 

Money lent should not affect the bank capacity to repay 

deposits in time. 

 
 Profitability 

Interest should be profitable to bank. 



LENDING MONEY . . .ISSUING LOANS 
 Type of Loans 

 Term Loan 

 Short term Loans: These loans are given for a period of 1 yr to 5yrs.  

Fixed amount is given for rate of interest 

 Long Term loan is given for the period of 5 yrs to 15 /20 yrs. 

 Cash Credit 

Borrower can borrow more than the money actually available in his account,  
any number of times up to a sanctioned limit. It is mainly given to  
businessman against the security such as stock in hand, raw materials or  
some other commodity. 

Overdraft 
Customer can withdraw over and above his credit balance.  mutual fund 

shares, LIC policies or even debentures  are taken as securities by bank. 

 

 Bill Discounting 

Bills of Exchange are discounted and loan granted. 



LENDING MONEY . . . CONTINUED 
 Term Loans : Purpose 
 Short Term Loans 

 Short term duration 

 To meet working capital requirements 

 

 Long Term Loans 
 Bridge Finance 

 Loan has been applied for from a financial institution 

 There is time for getting disbursement of this loan 

 To avoid delay, a bridge finance is obtained from bank 

 

 Loan Syndication 
 Two or more banks come together and jointly finance a large project 

 Thus these banks form a temporary lending syndicate 
 One of the bank acts as a lead institution to coordinate and manage the 

loan, disbursement, interest and recovery 



OTHER FINANCIAL SERVICES 
 Merchant Banking 

 Leasing 

 Money Transfer 

 Factoring 

 Housing Finance 

 Credit Card 

 Portfolio Management 

 Tele-banking 

 Internet banking 

 Micro Finance 



OTHER FINANCIAL SERVICES . . CONTD 
 Merchant Banking 

 Merchant banker is an organization who underwrites security issues 

 Generally it advises and manages issues to raise capital for their  

corporate clients 

 Merchant Bank has a certificate from SEBI 

 Some merchant banks also provides services: 

 Acceptance for bills, 

 Corporate finance 

 Portfolio Management 

 Other services 

 Merchant Banks also provide services like : 

 Loan syndication 

 Feasibility study, project reporting, coordination with banks etc 



OTHER FINANCIAL SERVICES . . CONTD 
 Leasing 

Renting out of immovable property by bank to businessmen 

 

 Money Transfer 

Demand draft, Pay orders, TT, credit cards etc 

 

 Factoring 

Sales and receivables are handed over to the bank. Bank receives and  
collects the same. Bank gives loan to the seller on the same 

 

 Housing Finance 

Loan for new house, improvement, furniture etc. 

 
 Credit Card 

Payment cards processing 



OTHER FINANCIAL SERVICES 
 Portfolio Management 

 Managing the investment basket (portfolio) of high net worth individuals 

 Taking correct decisions for buy and sell using the expertise of  
professionals 

 
 Tele-banking 

 Customers can do banking transactions by calling certain telephone  
numbers 

 This service enables customers to do banking without actually visiting  
the bank 

 

 Internet banking 

 Customers login to bank website and can do transactions like – funds  
transfer, balance enquiry, loans, credit cards all via secured internet network 



MICRO FINANCE & SELF EMPLOYMENT 

 Micro Finance / Micro Finance Institutions (MFIs) 

Innovative concept in banking involving providing loan to poor borrowers of  

homogeneous group for self employment activities. It include banks, NGOs  

and cooperative Banks, Patpedhi, etc. 

Providing Micro Finance means…….. 

 Granting loans to very small businesses and entrepreneurs like  

vegetable seller, fruits seller, cycle repair shop, small beauty parlour,etc. 

 Granting loans to poor people. 

 Low interest rates 

 MFIs are most often NGOs or like Panchayat , Anganwadi Teachers etc.  

can form  Self Help Group i.e. Bachat Gat 



HOW SELF HELP GROUP (BACHAT GAT ) 

WORKS ? 

 SHGs comprise of 20 people mostly women / the  

group can include males as well. 

 SHG members save certain amount each week or 

each month. 

 MFI finances equal amount and loan is given to  

individual or SHG. 

 In turn MFIs get funds from commercial banks 



Questions : 
 

1.What are primary function of bank ? 

 

2. Which principles bank follows for lending money ? 

 

3. What are other financial services provided by 

banks ? 

 

4. Explain how self help groups works ? 



UNIT - V 





  What is NPA? 

 Non Performing Asset (NPA) means a loan or an 

account of borrower, which has been classified by a 

bank or financial institution as sub-standard, doubtful 

or loss asset, in accordance with the directions or 

guidelines relating to asset classification issued by 

RBI.  

 

 



•  NPAs choke the flow of finance in the economy. 
• If  banks will not have the capital then,  there 

will be no money for  the infrastructure projects 
like e.g.. road construction, electricity generation 
etc. 

• Unemployment will increase. 
•  Revenue collection of the country will reduce.  
•  Foreign Direct Investment (FDI) will reduce. 

 



 

 

1. The stakeholders of the banks will 
 lose a lot of money . 
 
2. Banks will find it tough to survive.  
 
3. This will create crisis of confidence in the 

market. 
  
4. The interest rates will go up , which will directly 

impact the customers.  
 



 

5. The overall demand in the Indian economy will 
reduce. 

 
6. It will finally lead to lower growth rates. 
 
7. Higher inflation because of the higher cost of 

funds.  



  

 Government of India promulgated (legally 
activated) :- 
 1. The Recovery of Debts Due to Banks and 
Financial Institutions Act, 1993.  
 2. The Securitization Reconstruction of           
Financial Assets and Enforcement of       
Security Interest (SARFAESI) Act, 2002.  
 



3. Recovery of Debts Due to Banks and Financial 
Institutions (DRT) Act: It provides setting up of 
Debt Recovery Tribunals (DRTs) and Debt 
Recovery Appellate Tribunals (DRATs).  
 
4. Lok Adalat mechanism offers economical, swift 
and acceptable way of settlement  
of disputes for both parties involved.  



 

1.The infrastructure sector can get money through 
Infrastructure Debt Funds (IDFs) instead of  from 
the banks. 
 
2. Strong steps for  recover such a bad loan. 
 
3. More and more poor people in rural area should 
be provided with the banking facility. 
 
4. Adopting new technologies and electronic 
instruments. 



Questions  : 
 

1.Explain  the term Non performing assets 

(NPAs) ? 

 

2. What is impact of Non- Performing assets 

(NPAs) ? 

 

3.What actions did Indian government has 

taken to solve problem of NPA ? 

 

4.How NPAs can be reduced ? 
 

 

 



UNIT - VI 





RECENT TRENDS IN 

COMMERCIAL BANKING 

 BANKING  SECTOR  IS  THE  HEART  OF       
ECONOMY. 

 

 IN 1969, 14 BANKS  WERE  NATIONALISED AND 
FOLLOWED  BY  6 BANKS  IN 1980. 

 

 BANKING  SECTOR  WERE  FULLY 
COMPUTERISED IN 1985. 

 

 SOME  OF  THE  RECENT TRENDS :: 



  NET BANKING 
 

   It is also known 
as Internet 
banking or 
Online Banking. 
It is the process 
of conducting 
Banking 
transactions 
over the 
internet. 



 MOBILE BANKING 
    

It is also known as 

M-Banking. The 

customer can 

operate his 

account over the 

mobile phone.  



ATMS 

 • ATM (Automated Teller Machine) It means electronic  

machines, which are operated by a customer himself to… 

 1. Deposit 

2.To withdraw cash from bank. 

 For using an ATM, a customer has to obtain an ATM card from  

his bank. 



ATMS 
 The ATM card is a plastic card, which is magnetically coded. 

 It can be easily read by the machine. 



ATMS ….. ADVANTAGES 
 provides 24 hours service 

 It gives convenience to bank's customers 

 It reduces the workload of bank's staff 

 It provide service without any error 

 It is very beneficial for travellers 

 It may give customers new currency notes 

 It provides privacy in banking transactions 



PHONE BANKING 

 The customer can obtain 

information about his 

account quickly, but 

however deposit and 

withdrawal cannot be 

made over the phone. 

Otherwise the 

information about his 

account can obtain. 



REAL TIME GROSS    

 SETTLEMENT 

 It is the system of 
funds transfer from 
one to another. The 
transactions are 
settled one to one 
without bunching 
with any other 
transactions .Once 
processed the 
payments are final 
and irrevocable. . 
Minimum amount of 
remittance is Rs.2 
lakhs and no upper 
ceiling is there.  



 NATIONAL ELECTRONIC 

  FUNDS TRANSFER 
    It is a system of funds 

transfer. Its simple, 
secure, safe, fastest and 
cost effective pay to 
transfer of funds. To use 
this facility they furnish 
INDIAN FINANCIAL 
SYSTEM CODE[IFSC], 
of the beneficiary and 
also branch name, full 
account number of the 
beneficiary. It is 
chargeable. 



 MONEYGRAM 
   MoneyGram is a 

new internet based 

remittance 

product. It is 

cashless money 

transfer. These 

facilities available 

to NRIs to remit 

money to India. 



XPRESS MONEY 
 

   X-Press money offered 

in arrangement with 

M/s UAE exchange 

financial service 

limited for remitting 

money to India. 

Money can be 

remitted from 180 

countries across the 

globe. 



 MINISTRY OF COMPANY   

  AFFAIRS  

   This facilities is 

provided by some 

banks only. MCA 

Payments can be 

done via credit 

card, internet 

banking and 

physical challan 

currently. 



KIOSK BANKING 

 It performs basic 

banking activities. 



GREEN CHANNEL COUNTER 

 STATE BANK OF 
INDIA introduced 
this services on 1st 
July 2010 at 57 pilot 
branches across 
country. 

 Through this one 
can do all works in 
bank without using 
challan. 



CHEQUE TRUNCATION SYSTEM 
 

 It is a image based 

clearing system. It 

is issued u/s 18 of 

the payment & 

settlement system 

act 2007.  



Questions : 

 
1.What is mobile and net banking ? 

 

2. Explain the term  Green channel counter ? 

 

3. Explain the term Net Electronic  Funds 

transfer (NEFT) ? 

 

4. What is Real Time Gross settlement 

(RTGs) ? 



UNIT - VII 



RETAIL BANKING 

 Retail banking means providing Banking services to  

common man i.e. individual consumers, and not to  
companies, corporations or other banks. 

 Services offered include 

 savings and transactional accounts, 

 mortgages, 

 personal loans, 

 debit cards, and credit cards. 



RETAIL BANKING PRODUCTS 

 car loan, 

 home loan facility, 

 Loan for consumer durables like TV, refrigerator etc. 

 Retail banking therefore has large customer-base and 

hence, 

 large number of transactions 

with small values. 



OTHER SERVICES BY RETAIL BANKING 
 Retail banking clients may also be offered the following  

services, generally through another division or affiliate of the  

bank: 

 Stock brokerage (discount and full-service) 

 Insurance 

 Wealth management 

 Private banking 



IMPORTANCE OF RETAIL BANKING 
 Most of the Rural and semi-urban branches of banks, do retail  

banking. 

 Retail banking may eliminate market risk. 

 Retail banking brings in the customer deposits. 

 Commercial banks can give loans to grow business and create  

employment, contributing 

to expansion 

of the economy. 



Questions : 
 

1.Explain Retail banking ? 

 

2.Explain different types of retail banking 

products ? 

 

3.What are other services provided by Retail 

banking ? 

 

4.what is the importance of Retail banking ? 




