Unit — 8
Practical Banking Operations
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8.1 Introduction:

Modern economies are characterized by autonomous as well as planned
economic development. For economic development innovators and bankers are
required. Modern banking through credit supply and mobility of funds through money
market and capital market contributes substantially to the process of economic
development. Modern banking, finance, trade, industry, agriculture as also long term
and short term credit needs of individuals in a variety of ways. Banking in a sense
constitutes the blood circulation in the economic system. Recently modern banking
has undergone revolutionary changes in its functional style mainly because of the
technological facilities emerging from information technology. Due to IT banking has
become more efficient, faster and is in a position to provide vastly expanded multiple
facilities and services to the customers. This in a way accelerates the dynamism of
the entire economic system




8.2 Objectives:

The study of this unit will enable the reader to understand :
1. Importance of customer oriented banking services,

2 Opening, transferring and closing a bank account,

3 Demand draft, telegraphic transfer, mail transfer,

4. Rights and responsibilities of a bank,
5

Credit card, debit card, ATM, e-banking and other technology based
services of the banking.

8.3 Bank customer :

Banking, now has become a highly competitive industry of the economy. One
of the main reasons is access to information technology available to the banking
system. The managements of private banking, the Reserve Bank of India as also
government of India through its agencies are trying to meet the traditional and emerging
demands of various types of bank customers. It is through information technology
that banking units are competing each other to make available to their customers a
variety of services at consistently increasing standards of quality at reasonable prices
and thus, attract bank customers. This is applicable to nationalized banks, old and
new generation private banks, foreign banks as well as co-operative banks. Gradually,
banking is reaching the stage of development, where bank customers will carry out
their banking transaction from their homes with the help of IT. Itis, of course, necessary
that elderly bank customers will have to pick up some minimum level of IT skills and
it is now evident that younger generation is already more or less well versed in using
IT for banking purposes.

Bank customers keep their deposits in various forms in the banks. These
depositors are individuals, professionals, various types of business firms, farmers,
co-operative institutions as also government institutions. It is through these deposits
that banks extend short-term, medium term and even long-term loans and advances
to needy individuals, traders, industrialists and professionals. Such banks pay a
certain rate of interest to the depositors and charge a higher rate of interest from
various borrowers, which help them maximize profits, if they maintain a proper level
of operational efficiency. Accepting deposits and advancing loans are not the only
functions carried out by bankers, to attract an ever increasing flow of customers,
both depositors and borrowers. Banks extend to their customers a variety of services.
Banks accept deposits on current account, saving account, time account as also,
recurring account. Current accounts are useful to business enterprises. Saving
accounts are useful to the families and middle class people. The same is true in
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case of recurring deposits. Fixed and time deposits are useful for all. Banks make
available cash credit facility, over-draft facility as also regular loans and advances.
In certain cases banks invest their portion of funds in govt. securities and in securities,
which are available in money and capital market. Banks also make educational
advances, personal advances and advances for purchase of durables like two-
wheelers, four-wheelers and white goods.

In 1975, Government of India through Reserve Bank of India appointed a
committee under the Chairmanship of Shri Talwar and in 1990, another committee
under the Chairmanship of Goiporia was appointed to make recommendations
regarding improvement in customer service of the banks. The main recommendations
of these committees are given below :

. Talwar Committee :

1. Two officers of the bank must sign on demand draft, whose value is
more than Rs.10,000/-

2. The banks must intimate depositors with fixed deposits about the
completion of the maturity period.

3. In case a bank customer forgets or keeps his passbook in the bank, the
bank must arrange for its safe dispatch through post-office to the
customers.

. Recommendations of Goiporia Committee :
1. Banks must accept currency notes of lower denominations.

2.  Banks must make available easy, fairly priced and secure facility of safe
lockers to the customers.

3. Banks must improve their own image through better customer relations.

4. Banks must observe strict time limitations in providing services to the
customers.

5. A cheque of more than Rs.5,000 from a different town deposited by
customer should be encashed immediately.

6. Every bank must have a “help counter”.

7. Banks must be compelled by law to accept damaged currency notes.

8.4 Opening, transferring and closing a bank account :

A) Opening a bank account : When a person wants to open a bank
account either for deposit purposes or for borrowing purposes, he has to complete




following procedure-

1. He has to submit an application in prescribed form for opening an account
duly signed.

2. He must deposit a certain amount through this application form with a
pay in slip for opening the account.

3. He must fill up a specimen signature card with his full name, full address
and specimen signature and submit the same to the bank.

4, Depending upon the nature of the account, some additional documents
will be required, e.g. photograph, ration card, PAN card etc.

5. He must give references of two respectable persons through whom bank
may examine credit capacity, character and capital of the person to
ensure regular transactions with the bank.

Depending upon the nature of the account the bank customer will have to give
in his application following information-

1.  Type of account,

2 Initial amount to be deposited and the type of deposit,
3. Full name, age, profession etc.
4

Names of the persons who will operate the account and their specimen
signatures,

5. Identification reference of the customer,
6. Nominee for the account.

We give blow a broad specimen of an application form for opening an account
in a bank-

(H.O. State Bank of India,
Branch- Laxmipuri, Kolhapur)
Dear Sir,

I/'We declare that State Bank of India Saving Banks Rules have been read
by we/us and that I/'we accept them as binding upon me/us.

I/We also declare that the Account will be operated upon and the balance
will be payable to ... ... of us.

If the account be closed before the completion of one year, I/We agree to
pay a charge of Rs. .... .... To cover the cost of Pass book.

Yours faithfully,

(Signature)




Matter on the other side of the form.

Operation Instructions —
Full Name 1.

2.
Standing Instructions :

Specimen Signatures :

1.
2.
Introduced by ... ... ... ... ... .. .... ... .. ... .. Occupation ... .. ... ... ... L
....Account No. ... ... ... ... ... ... LADAress ... e
. «.. ... Date.:

B) Transfer of Account : When a customer of a bank in a city moves to

some other city due to job change, transfer or shifting, he can transfer his bank
account to the branch of the same bank in the same city where he moves. For
example, Mr. R.R.Patil who has a bank account in State Bank of India in Pune, can
transfer his account to branch of State Bank of India in Kolhapur in case he is
transferred from Pune to Kolhapur. For this purpose, he will have to complete following

procedure :

1. He will have to apply to SBI branch Pune to transfer his account to
Kolhapur SBI branch.

2.  Along with this application he will have to surrender his pass book and
unused checkbook to the State Bank of India, branch office in Pune.

3.  After receiving this application and related papers the Pune branch officer
of SBI will calculate interest on deposits, credit it to the pass book and
with a remark on the pass book “A/c. transferred to Kolhapur branch on
.......... ”, return the pass book to Mr. Patil, but cheque book will not be
returned.

4.  The Pune office of SBI will record all these matters in his books and send
through an appropriate channel to the Kolhapur branch office, along with
the original application form for opening account, specimen signature
card of Mr. Patil.

5.  After receipt of these papers, Kolhapur branch will open an account in
the name of Shri Patil.




C)

Closing of Account : Under provisions of Indian law, particularly Banking

Regulation Act, a bank customer can close his bank account in any bank for following

reasons-
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Change of residence.
Displeasure with the treatment given by bank officers and employees.
On maturity of a fixed deposit.

In case of a defaulter a judicial order can cancel or close any bank
account.

If a customer doesn’t accept the regulations and rates of interest of a
bank.

If a customer is doubtful about the financial health of the bank.

A bank also can close an account of a defaulter for his frequent deception
and unreliable behavior.

A bank account can be closed on the death of a depositor with proper
documentary evidence from the relatives, whereby the balance will be
transferred to the rightful heir.

A bank account also can be closed if a bank customer becomes or is
declared unsound in mind.

For closing a bank account, following steps are necessary —

1.

The customer must submit an application to the bank in the prescribed
form.

The passbook and unused cheques will have to be returned.

The bank will calculate up to the date of closer interest on the balance
in the account and deduct marginal amount as incidental charges and
return the entire amount to the depositor.

After this, a remark “Account closed” is endorsed on the first page of the
pass book, a similar entry made in the ledger and a remark is entered
in the pass book that there is no balance in the account.

Demand draft, telegraphic transfer, mail transfer and negotiable
instruments:

Modern banks are not only collectors of deposits and distributors of credit, nor
are they only stores of national wealth but more importantly they are the facilitators
of growth and development. Modern banks make social, economic and even political

(126 )

N——"



system of a nation more productive. Modern banks provide a number of secondary
facilities to the society, which include exchange of credit letters, sale and purchase
of shares and debentures, working as trustee and transfer of funds.

Banks help in transferring small or big amounts for customers from one place
to another place through a variety of instruments for a nominal charge. These
instruments are — i) Demand Draft, ii) Mail Transfer and iii) Telegraphic transfer.

i) Demand Draft : For safer and less costly transfer of funds compared
to money order the banks use the instruments of demand draft. Demand draft is an
order given by one bank to another bank on the request of a customer. At present
normally, following steps are involved in the use of demand draft.-

a) A person with a bank account or even without a bank account can apply
to the bank in a printed form for the purchase of demand draft. This form
contains the name of the branch of the bank, the amount required, and
the name of the person along with his address to whom the amount is
to be paid.

b)  The applicant will submit the said amount and the necessary commission
to the bank.

c) The demand draft is prepared by the bank and after crossing it, it is
delivered to the person concerned who deposits it with the bank indicated
and collects the money.

’

d) Normally, at the top of the Draft in the left hand corner ‘Not over Rs. ....

Is printed.
An example of the demand draft :
No. Amg 114 NOT OVER Rs.1000/- Code No.X22
Date: 28.04.12008 BANK OF INDIA
KOLHAPUR
Draft on Mumbai
Branch in favour of | No.Amg. 113
28.04.08
Mr.Desai S.S. on On demand pay to the order of Mr. S.S. Desai
Account of Miss the sum of Rs.1,000/- only for the value received.
Rohini.
Rs.1,000/-
To,
BANK OF INDIA. For
KOLBAPUR BRANCH BANK OF INDIA
Accountants (L Agent.
.............. Accountant




ii) Mail Transfer : Sometimes a demand draft may be displaced or lost.
There may be postal delays. When money to be transferred is urgently required, the
method of mail transfer is used. In this case also document similar to a demand draft
is prepared. But is known as credit note, which includes the name of the payee, his
account number, amount and the name of the payer. In case the payee doesn’'t have
account, the bank sends him a cheque, which can be encashed. Following is the
example of credit note required for mail transfer.

Bank of India, Mumbai Branch.
Credit Note
Kolhapur Branch

Mail to

Dept.DD/MT/TT Credit Note No. 3980

MT.Mumbai - 113.
Credit under advice to the saving bank Rs. [Paise
A/c.No.321 of Mr.S.S.Desai with you. 1,000| 00
Remitter - Miss Rohini. Total ;| 1,000 | 00

Accountant Manager

iii) Telegraphic Transfer : In the case of telegraphic transfer one bank
remits money to another bank by a telegraphic message informing the name of the
payee and the amount to be paid. For this also one has to apply to the Bank in a
printed form giving information about the amount, the payee etc. fee of certain amount
for telegraphic transfer is to be paid. The bank after receiving this application gives
a message to another bank, where the amount is immediately credited to the account
of the payee and in the absence of account, the said amount is paid after confirming
the identity of person.

iv) Negotiable Instruments : In a modern banking system, certain paper
documents are used as money or almost money. These include -

a) Bill of Exchange,

b)  Cheque,

c) Promissory Note

These are known as negotiable instruments.
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A negotiable instrument is a document signed by person ordering without any
conditions a certain amount under signature to a payee. In a way, this definition
applies to bill of exchange, cheque and promissory note. Some bills of exchange are
domestic bills of exchange and some are foreign trade related bills of exchange. Bills
of exchange, which are used for settling external payments, are known as foreign
bills of exchange. According to section 6 of Negotiable Instruments Act, a bill for the
certain amount, whereby a amount is payable on demand is a cheque. A bank
customer submits a cheque personally or through some other customer. Cheque is
a written contract, when a cheque is tendered to a bank, the amount mentioned is
to be paid immediately in cash or to be credited to the account of the payee. Payment
by cheque is safe because it is recorded in pass book and is quick also. The
possibility of misappropriation is almost absent.

Difference between a bill of exchange and a cheque-

Bills of Exchange Cheque

1. A bill of exchange is in the name of 1. Cheque is in the name of bank.

Person.
2. The person in whose name bill of 2. A bank may accept a cheque or
exchange is prepared has to accept it. may not accept cheque.

3. Amount of the bill of exchange is paid | 3. Amount of the cheque is
immediately or after sometime. immediately payable.
4. A bill of exchange cannot be crossed. | 4. A cheque can be crossed.

5. Once a bill of exchange is issued, 5. The payment of the cheque can
payment can not be stopped. be stopped.

6. A bill of exchange requires payment of| 6. Cheque does not require
a certain amount of stamp duty. Stamp duty.

7. A bill of exchange has a grace period | 7. In case of cheque, these is no
of 3 days. grace period.

v) Promissory Note : According to Negotiable Instruments Act, a
promissory note is a written promise by a person to pay a certain amount to the
bearer, the moment payment is demanded. Such a written document has legal
sanction. Following is an example of a promissory note.

B.Com. Il : Money and Financial System....9



To,

Shri Vasantrao Saraf,

Kolhapur.

I, the undersigned, Shri Sadanand Tendulkar promise to pay to you or any
person directed, an amount of Rs.1000/- borrowed from you today at 10 per
cent interest rate at any time demanded.

Promissory Note

Kolhapur
Date : 10.08.2008

Rs. 1,000/- Signature

(Sadanand Tendulkar)

8.6 Rights and responsibilities of a bank :

A)
1,

Following are the rights of a bank :

The bank has a right to carry out transaction in money in the form of
deposits, advances, investments and transfers. In the case of a non-
operating account, the bank can use the balance according to its own
convenience.

The bank has a right to hold property pledged to it as security by the
borrower till the borrowed amount is repaid.

A bank has a right to integrate different accounts opened by a customer
in different banks in case of default. Similarly, the bank can combine two
or more accounts of a customer with itself if needed.

Bank has a right to charge a certain rate of interest on advances and
charge a certain rate of commission for facility provided.

Bank has a right to refuse submission of papers, documents etc. in case
there is a legal dispute between a customer and bank as also between
a bank and other bank.

Bank has a right, in case of dispute, disagreement between itself and the
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customers, to close an account of a customer. Similarly, it can close an
account if the customer is a regular defaulter and dishonest.

B) Responsibilities of a bank :

1. It is the responsibility of a banker to maintain full confidentiality regarding
its own customers. In fact, bank Officers have to take an oath regarding
secrecy of information in respect of customers. However, in following
cases banks will be required to give information :

a) In case of tax related matters, the banks have to give information
to the governments.

b)  Banks have to give information for public interest and for the purpose
of recovery of loans.

c) For transfer of property after a death of a customer to the inheritors.

d) Banks have to give information in respect of a borrower to a person
who stands guarantee for borrowing.

2. It is the responsibility of a bank to encash duly issued cheques in its
name, provided there is required balance in the account.

3.  Banks have to accept responsibility for various payments under limitations
act.

8.7 Credit Card, Debit Card, ATM, E-banking :

a) Credit Card : Credit card is an example of plastic money. The credit
card mechanism was used for the first time in 1951 by Franklin Bank in USA. After
1958, some more big banks in USA started giving credit cards to their customers
because of the use of advanced electronic procedure. Credit card is a method of
making credit easily available to the credit holders by a bank. A credit card is a plastic
card which is electronically engraved and which can be used through a machine
installed in the bank. A customer is required to move that card through a slit in the
machine and giving some instructions electronically. The same credit card can be
used for purchases of goods and services in shops and hotels in the same way. The
payment for such purposes rests with the bank, which issued the credit card. Credit
card saves time, enables a customer to use money for a period of month, he need
not carry money i.e. (cash) with him all the time. Some banks use credit card for
attracting new customers. Credit card becomes a status symbol. If a credit card
holder is financialy disciplined, there is no serious problem, but a careless person
may become a spend thrift with a credit card. If you lose a credit card, you have to




pay for a new credit card. For the use of a credit card, bank balance in your name
at that particular moment is not essential, but a credit card holder has to settle his
account every month beyond which he will be charged a substantial interest for the
amount due.

b) Debit Card : Debit card is also plastic money, but of a different kind. A
debit card holder can withdraw money or make purchases keeping in mind balance
in his account. Immediately after the withdrawal of the money from a bank or purchase
by the debit card holder, equal amount is debited from the account of the card holder.
Sometimes, debit card is classified as direct debit card and deferred debit card. If
debit card holders want record of his account, it is given. Debit card is issued only
to a person holding an account in a bank. In case of theft, the debit card holder
should intimate to the bank. Debit card holder gets a personal identity number, which
is strictly confidential, which is to be used for operating the debit card. A debit card
holder can withdraw a certain maximum amount per day. In case a customer closes
his account with a bank, his debit card also gets automatically cancelled. A debit card
holder has to maintain certain minimum balance in his account. A debit card holder
also need not carry cash all the times.

c) ATM : ATM that is Automated Teller Machines or All time Money is a great
facility made available by modern banks. Normally, banks operate for a certain number
of hours day. If a customer requires money before or after office hours, he finds it
very inconvenient to raise money. Sometimes a customer may find it difficult to get
money easily because of distance involved in such cases. ATM, which is a
computerized system makes it possible for the customers to withdraw money at any
time any where provided the bank operated ATM outlet is there. Normally, major
banks come together through a common computerized system, which enables credit
card holders or debit card holders to withdraw money anywhere, anytime through
ATM outlet operated by any bank. Normally banks open ATM outlets near share
market, malls, super market, railway stations, airports etc. After a customer submits
required information through an application, the customer is given a personal identity
number (PIN), which gives the customer access to ATM machine. The PIN is known
only to the customer and to the ATM machines. ATM machine gives latest balance
statement. ATM has now become a kind of a revolutionary banking service even in
India. Following chart gives information regarding growth of ATMs in India.




Growth of ATMs in India.

No. of ATMs

Type of Bank In own branch| At other pIacesJ Total

1. Nationalized Banks 3205 1567 4772
2. SBI and its group 1548 3672 5220
3. Old Private sector banks 800 441 1241
4. New private sector banks 1883 3729 5612
5. Foreign banks 218 579 797
Total 7654 2988 17642

ATM cards are non-transferable and need to be very carefully handled.

d) E-Banking : Use of information technology in Indian banking is rapidly
increasing. According to RBI Report on Trends on Indian Banking by March end

2005, the status of computerization in percentage in nationalized banks was as
under :

1. Branch offices having computerization

but not with core solution : 60.00
2. Branches with core banking : 11.00
3. Computerized branches (1+2) : 71.00
4. Partially computerized branches : 21.80

E-banking means using internet for availing various banking facilities. E-banking
means electronic banking. This is a technique developed through internet for depositing,
withdrawing and transferring funds through internet 24 hours a day. It was in the year
2000 that ICICI bank started INCINET, an internet banking facility for wholesale
businessmen and corporate customers.

E-banking has following benefits:

1. Makes information regarding various services and its charges easily and
instantly available to the customers.

2.  E-banking eliminates other agents and thus minimizes service cost.

3. E-banking minimizes cheating and deception.




4, E-banking has following limitations:

a) E-banking is not friendly in case of identified customers with
reference to geographic locations and local sensitivities.

b) In case a customer has separate bank accounts in different banks,
e-banking cannot help inter-bank transfer.

c) E-banking services can be made available to the customers only
if IT infrastructure of the bank is fairly developed.

. Recent rends in banking : If we consider post NEP developments in Indian
banking, it is seen that (a) emphasis is now on larger banks which requires mergers
and integration, (b) greater computerization and greater use of plastic money and e-
money, (c) gradual spread of modern banking i.e. universal banking whereby
commercial banks are expected to carry out functions besides acceptance of deposits,
short term loans, advances and routine banking services, go for investment banking,
merchant banking, insurance and participation in capital market on a large scale.

8.8 Summary:

In this unit of study we have discussed the concepts of bank customer,
fundamental banking activities like opening, transfer and closing the bank account as
also concepts like demand draft, telegraphic transfer, mail transfer and negotiable
instruments. We also have briefly explained rights and responsibilities of a bank. This
is followed by explanation of credit card, debit card, ATM and e-banking.

8.9 Self-study questions :

1. Explain neatly opening of a bank account, transferring of a bank account
and closing a bank account.

Discuss legal rights of a bank.
Discuss legal responsibilities of a bank.

Explain different methods of transfer of money.

o > 0D

Write short note-

a) Bank customer
b)  Credit card

c) Debit card

d) E-banking

e) AIM




8.10 Field work :

Collect various forms related to bank transactions from a local bank.
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