w’\?'y
CONTENTS

Certificate Examination for Small Finance Banks - Syllabus
Foreword

Recommended Reading

Chapter-Heads

MODULEA: INDIAN FINANCIAL SYSTEM &
REGULATORY GUIDELINES

CHAPTER 1

FINANCIAL SYSTEM OVERVIEW

1.0  Objectives
1.1  Introduction to Indian Financial System

1.1.1  Reserve Bank of India as a Central Banking
Authority

1.1.2  Constituents of the Indian Banking System
1.1.3  Non-Banking Finance Companies (NBFCs)
1.1.4  Primary Dealers (PDs)
1.1.5  Financial Institutions (FIs)
1.2 Equity and Debt Market
1.2.1  Stock Exchanges
1.2.2  Brokers
1.2.3  Equity and Debt Raisers

PAGE
1ii

vii

x

X1

N

11
11
11
11
12
12
12




CONTENTS

PAGE
1.2.4 Investment Bankers (Merchant Bankers) 12
1.2.5  Foreign Institutional Investors (FIIs) 12
1.2.6  Depositories 12
1.2.7  Mutual Funds 13
1.2.8  Registrars 13
1.3  Insurance Regulatory and Development Authority of 13
India (IRDAI)
1.4  The Mult Commodity Exchange of India Limited 13
(MCX)
1.5  Development Banks 14
1.5.1 National Bank for Agriculture and Rural 14
Development (NABARD)
1.5.2  Small Industries Development Bank of India 15
(SIDBI)
1.5.3  National Housing Bank (NHB) 17
1.5.4  Export-Import Bank of India (EXIM Bank) 17
1.6  Let ussum-up 18
1.7  Keywords 18
1.8  Check Your Progress 19
1.9  Answers to ‘Check Your Progress’ 19
CHAPTER 2
BANKING REGULATIONS
2.0  Objectives 23
2.1  Introduction 23
2.2 Objectives of RBI 24
2.3  Role and Functions of RBI 25
2.3.1 Monetary Authority 26
2.3.2  Issuer of Currency 29
2.3.3  Banker and Debt Manager to Government 29
2.3.4  Banker to Banks 30

2.3.5  Regulator of the Banking System 30




CONTENTS

PAGE
2.3.6  Manager of Foreign Exchange 32

2.3.7  Regulator and Supervisor of Payment and 32
Settlement Systems

2.3.8 Maintaining Financial Stability 33
2.3.9 Developmental Role 34
2.3.10 Setting up of a New Bank 35
2.3.11 Branch Licensing 37
2.4  Regulatory Restrictions on Lending 37

2.5  Inclusion of Urban Co-operative Banks in the Second 39
Schedule to the Reserve Bank of India Act, 1934

2.6  Guidelines on Credit Flow to Women 39
2.7  Let us sum-up 44
2.8  Keywords 45
2.9  Check Your Progress 46
2.10 Answers to ‘Check Your Progress’ 47
CHAPTER 3
SETTING UP OF A SMALL FINANCE BANK
3.1  Objectives 51
3.2  Background 51
3.3  Objective of a Small Finance Bank 52
3.4  Registration, Licensing and Regulations 52
3.5  Eligible promoters 53
3.6  Scope of activities 53
3.7  Expansion of branches 54
3.8  Capital requirement 54
3.8.1 Capital adequacy framework 55
3.8.2  Leverage Ratio 55

3.8.3  Liquidity Coverage Ratio (LCR) and Net Stable 55
Funding Ratio (NSFR)

3.8.4  Capital measurement approaches 55

3.9 Promoter’s contribution 56




3.10
3.11
3.12
3.13

3.14
3.15

3.16
3.17
3.18

3.19

CONTENTS

Foreign shareholding
Voting rights and transfer/acquisition of shares
Prudential norms

Additional conditions for NBFCs/MFIs/LABs convert-
ing into a bank

Business plan
Corporate governance

3.15.1 Constitution and functioning of board of
directors

3.15.2 Constitution and functioning of committees
of the board, management level committees,
remuneration policies

Other conditions for setting up of SFBs
Transition path

Procedure for application for setting up a Small Finance

Bank

Other Stipulations for SFBs

3.19.1 Inter-bank borrowings

3.19.2 Investment classification and valuation norms

3.19.3 Restrictions on loans and advances (including
lending to NBFCs) including regulatory limits

3.19.4 Income recognition, asset classification and
provisioning norms on advances including that
for restructuring of credit facilities

3.19.5 Cireditrisktransfer and portfolio sales/purchas-
es Securitization, assignment and direct sale of
loan portfolios, sale of NPAs, guarantees, LCs,
SBLCs, co-acceptances, credit derivatives and
inter-bank participation certificates, take-out
finance

3.19.6 Para-banking activities

3.19.7 Risk management

PAGE
56
57
57
58

59
59
59

59

59

60
61

64
64
64
64

64

65

65
66



CONTENTS

PAGE
3.19.8 CRR, SLR, disclosures and statutory/regula- 66

tory reports

3.19.9 Ownership and control regulations 66
3.20 Banking Operations 66
3.20.1 Branch authorization policy 66
3.20.2 Regulation of Business Correspondents 67
3.20.3 Bank charges, lockers, nominations, facilities 67

to disabled persons, etc.

3.20.4 Marginal Cost of Funds based Lending Rate 67
(MCLR), other related regulations on interest
rates and fair practice code for lenders

3.20.5 Financial inclusion and development 67
3.20.6 Bank deposits 68
3.20.7 KYC requirements 69
3.20.8 Foreign exchange business 69

3.20.9 Otherbankingservices-Currency distribution 70
(covering detection of forged and counterfeit
notes, currency chest facilities, facilities for
exchange of notes)

3.20.10 Customer education and protection 70
3.20.11 Credit information reporting 70
3.20.12 Outsourcing of operations, internet banking 71
and mobile banking
3.20.13 Implementation of Ind AS 71
3.21 Let us sum-up 71
3.22  Check Your Progress 72
3.23  Answers to ‘check your progress’ 72
CHAPTER 4
FINANCIAL INCLUSION AND FINANCIAL LITER-
ACY

4.0  Objectives 75




4.1

4.2

4.3
4.4

4.5

4.6

4.7

4.8

CONTENTS

Background
4.1.1  What is financial inclusion?
Financial Inclusion by Extension of Banking Services

4.2.1  Use of Business Facilitators and Correspon-
dents

4.2.2  Other terms and conditions for Engagement
of Business Facilitators and Correspondents

4.2.3  Financial Inclusion Plans
Role of ICT in Financial Inclusion
Use of mobiles/tablets in financial inclusion drive

4.4.1  Leveraging Mobile Banking for Financial

Inclusion
Financial Literacy
4.5.1 Importance of Financial Literacy
4.5.2  Issues in Financial Literacy in India
4.5.3  Financial Literacy-for Whom?
4.5.4 How it is being imparted?
4.5.5 Initiatives taken by Reserve Bank of India
Rural Self Employment Training Institutes (RSETTIs)
4.6.1 Concept
4.6.2 Infrastructure
4.6.3  Programme Structure & Contents
4.6.4  Selection of Trainees & Batch Size
4.6.5  Credit Linkage

The Depositor Education and Awareness Fund Scheme,
2014

4.7.1  Accounts from which the credit balances are
to be transferred by banks to RBI

4.7.2  Utlisation of Funds

SHG-Bank Linkage Programme for Small Finance
Banks

4.8.1 SHG lending to be a part of planning process

PAGE
75
76
76
76

78

80
81
82
82

83
84
84
85
85
86
86
86
87
87
88
88
89

89

90
90

90



CONTENTS

PAGE
4.8.2  Opening of Savings Bank A/c 91
4.8.3  Margin and Security Norms 91
4.8.4 Documentation 91
4.8.5  Presence of defaulters in SHGs 91
4.8.6  Capacity Building and Training 92
4.8.7  Monitoring and Review of SHG Lending 92
4.8.8 Interest rates 92
4.8.9  Service/Processing charges 92
4.8.10 Total Financial Inclusion and Credit Require- 92
ment of SHGs
4.8.11 Encourage SHG Linkage 92
4.9  Micro Finance 93
4.10 Let us sum-up 95
4.11 Keywords 96
4.12  Check Your Progress 96
4.13 Answers to ‘Check Your Progress’ 96
CHAPTER 5
GOVERNMENT SPONSORED CREDIT-LINKED
SCHEMES
5.1  Objectives 99
5.2  Deendayal Antyodaya Yojana - National Rural Liveli- 99
hoods Mission (DAY-NRLM)
5.2.1  Background 99
5.2.2  Objectives of DAY-NRLM 99
5.2.3  State specific poverty reduction action plans 100
5.2.4 Women SHGs and their Federations 100
5.2.5  Financial Assistance to the SHGs 101
5.2.6  Interest Subvention Scheme for Women 102
SHGs

5.2.7  Role of banks in the implementation of DAY- 105
NRLM




5.3

5.4

5.2.8

5.2.9

5.2.10
5.2.11
5.2.12
5.2.13
5.2.14
5.2.15
5.2.16

CONTENTS

Lending Norms

Purpose of loan and repayment

Security and Margin

Dealing with Defaulters

Credit Target Planning

Post credit follow-up

Assistance of Govt. agencies in Repayment
Deputation of the bank officials to SRLMs

Supervision and monitoring of the Scheme

Deendayal Antyodaya Yojana- National Urban Liveli-
hoods Mission (DAY-NULM)

5.3.1
5.3.2
5.3.3
5.3.4

5.3.5

5.3.6

5.3.7

5.3.8

5.3.9
5.3.10
5.3.11

5.3.12

Background

Objectives of the Program

Implementation of the Program

Selection of Beneficiary & Procedure for
Sponsoring Applications

Educational Qualifications and Training
Requirement

Employment through Skills Training and
Placement (EST&P)

Entrepreneurship Development Program

(EDP)

Follow-up entrepreneurial support to Individ-
ual and Group entrepreneurs

Pattern of Financial Assistance

Procedure for interest subsidy to Banks
Individual Enterprises (SEP-I)-Loan & Sub-
sidy

Group Enterprises (SEP-G)-Loan & Subsidy

Prime Minister’s Employment Generation Program

(PMEGP)
5.4.1 Introduction
5.4.2  Objectives of the program

PAGE
106
107
108
108
108
109
109
109
110
110

110
110
111
111

114

114

114

115

115
116
117

117
119

119
120



CONTENTS

PAGE
5.4.3  Scope of the Scheme 120
5.4.4 Project cost 121
5.4.5  Eligibility Criteria 121
5.4.6  Seclection of Beneficiaries 122
5.4.7 Implementing Agencies 123
5.4.8 Bank Finance 123
5.4.9  Rate of Interest and Repayment Schedule 123
5.4.10 Village Industry - Meaning 124
5.4.11 Rural Area - Meaning 124

5.4.12 Modalities of the Operation of the Scheme 124
5.4.13 Entrepreneurship Development Program 126

(EDP)
5.4.14 Bankers Review Meetings 126
5.4.15 Negative List of Activities 127
5.5  Let us sum-up 127
5.6  Check Your Progress 128
5.7  Answers to ‘Check your progress’ 129
CHAPTER 6
RISK MANAGEMENT
6.0  Objectives 133
6.1  Introduction - Risk Management 133
6.1.1  Risk Management Function 133
6.1.2  Risk Management Structure 134
6.1.3 Loan Review Mechanism (LRM) 134
6.1.4  Credit Risk 135
6.1.5 Market Risk 135
6.1.6  Operational Risk 136
6.2  Introduction - Basel Accords 136
6.2.1  Basel I Accord 136

6.2.2  Basel IT Accord 137




CONTENTS

PAGE

6.2.3  TheSecond Pillar - Supervisory Review Process 142

6.2.4  The Third Pillar - Market Discipline 144

6.3  Basel-1II 146
6.3.1 Introduction 146

6.3.2  Objectives/aims of the Basel-III 147

6.3.3  Major Changes Proposed in Basel-III over 147

earlier Accords

6.3.4 Capital adequacy framework for SFBs under 150

Basel-III
6.3.5 Leverage Ratio 150
6.3.6  Capital measurement approaches 151
6.4  Let ussum-up 151
6.5  Keywords 152
6.6  Check Your Progress 152
6.7  Answers to ‘Check your progress’ 155
II I I MODULEB: OPERATIONAL ASPECTS OF
BANKING
CHAPTER 7
OPERATIONS OF BANKS
7.0 Objectives 161
7.1  Introduction 161
7.2 Meaning of a Bank 161
7.3  Functions of a bank 163
7.3.1 The important functions covered under 163
Section 6
7.4  Who is a Customer? 164
7.5  Banker-Customer Relationship 167

7.5.1  Debtor-Creditor (Bank is a Debtor and Cus- 167

tomer is a Creditor)




7.5.2

7.5.3
7.5.4

7.5.5

7.5.6

7.5.7

CONTENTS

Creditor-Debtor (Bank is a Creditor and

Customer is a Debtor)
Bank as a trustee

Bailee-Bailor relationship (Bank-Bailee and
Customer-Bailor)

Agent-Principal relationship (Bank is Agent
and Customer is Principal)

Lessor and Lessee (Bank as a Lessor and Cus-
tomer as a Lessee)

Indemnifier and Indemnified (Bank is
Indemnified or Indemnity olderand Customer
is Indemnifier)

7.6 Different Deposit Products and Services

7.6.1

Deposit Products

7.7 Services to Customers and Investors

7.7.1
7.7.2
7.7.3

Merchant Banking
Lease Financing

Plastic Money

7.8  Letus sum-up

7.9  Keywords

7.10  Check Your Progress

7.11  Answers To ‘Check Your Progress’

CHAPTER 8

MAINTENANCE OF ACCOUNTS

8.0  Objectives

8.1 Introduction

8.2 Personal Accounts

8.2.1
8.2.2
8.2.3
8.2.4

Accounts of Individual
Joint Account Holders
Accounts of Minor

Accounts of Illiterate Persons

PAGE
168

168
168

169
169

169

169
169
177
177
178
179
181
182
182
184

187
187
187
187
188
189
190




CONTENTS

PAGE

8.2.5  Banking facilities to a person who cannot sign 191
due to loss of both hands

8.2.6  Visually impaired persons 191

8.2.7  Accounts of persons with Autism, Cerebral 192
palsy, Mental Retardation

8.3  Accounts of Other Customers 192
8.3.1 Hindu Undivided Family (HUF) 192
8.3.2  Partnership Firm Account 193
8.3.3  Limited Liability Partnership [LLP] 194
8.3.4 Limited Companies 196
8.3.5 Trusts 198
8.3.6  Executor and Administrator 199
8.3.7  Clubs, Societies and Associations 199
8.3.8  Government and Public Bodies 200
8.4  Savings Bank Interest Rates 200
8.5  Safe Deposit Lockers 201
8.5.1 General 201
8.5.2 Nomination 201
8.5.3 Important Guidelines of RBI on Lockers 202
8.5.4  Access to locker (with survivor/nominee 203
clause)
8.6  Cash and its Custody 203
8.7  Clearing Operations 207
8.8 Let us sum-up 207
8.9  Check Your Progress 208
8.10 Answers To ‘Check Your Progress’ 210
CHAPTER 9
KNOW YOUR CUSTOMER AND ANTI-MONEY
LAUNDERING
9.0  Objectives 213

9.1 Introduction 213




CONTENTS

PAGE

9.2  Who is a customer? 213
9.3  Key Elements of KYC Policy 214
9.3.1  Customer Identification Procedure (CIP) 215

9.3.2  Customer Due Diligence (CDD) Procedure 215

9.4  Record Management 226
9.5  Secrecy Obligations and Sharing of Information 227

9.6  CDD Procedure and sharing KYC information with 228
Central KYC Records Registry (CKYCR)

9.7  Operation of Bank Accounts & Money Mules 228
9.8 Unique Customer Identification Code (UCIC) 228
9.9  Principal Officer (Money Laundering Reporting 229
Officer)
9.10 Obligations Under Prevention of Money Laundering 229
Act, 2002
9.10.1 Stages of Money Laundering 230
9.10.2 Objectives of Prevention of Money Launder- 230
ing (PMLA)
9.10.3 Money Laundering - Risk Perception 230
9.11 Classification and Reporting of Frauds 231
9.12  Let us sum-up 232
9.13  Check Your Progress 232
9.14 Answers to ‘Check your progress’ 233
CHAPTER 10
BANKER'S SPECIAL RELATIONSHIP
10.0  Objectives 237
10.1  Introduction 237
10.2  Mandate - Definition 237
10.3  Power of Attorney (POA) - Definition 238
10.3.1 Constituted Attorney 239
10.3.2 Delegation of Power 239

10.4 Garnishee Order 239




CONTENTS

PAGE
10.5  Attachment Order 244
10.6  Banker’s Lien 247
10.7  Right of Set-off 248
10.7.1 Essential Features of Set-off 248
10.8  Right of Appropriation 249
10.9 Nomination facility 252
10.9.1 Nomination for paymentofdepositor'’s money 252
10.9.2 Nomination for return of articles kept in safe 254

custody/safe deposit lockers with banking

company

10.9.3 Acknowledgement of Nomination 255
10.9.4 Registering the nomination 256
10.9.5 Recording the nomination 256

10.9.6 Customer Guidance and Publicity Educating 256
Customers on the Benefits of nomination/
survivorship clause

10.9.7 Settlement of claims 256
10.10 Let us sum-up 257
10.11 Keywords 258
10.12 Check Your Progress 258
10.13 Answers to ‘Check your progress’ 260
CHAPTER 11
NEGOTIABLE INSTRUMENTS ACT
11.0  Objectives 263
11.1  Introduction 263
11.2  Payment of Cheques - General Guidelines 263

11.2.1 Negotiable Instruments Actand Paying Banks 264
11.2.2 Precautions to be taken by the paying banker 265
11.2.3 Protection to paying banker 271
11.2.4 Forged Instruments 272




CONTENTS

PAGE

11.3  Collection of cheques - Duties of a collecting bank 274
11.4  Endorsement of cheques 276
11.4.1 Kind of Endorsements (Sections 15 to 17) 276

11.5 Crossing of cheques 277
11.5.1 Types of Crossing 277

11.5.2 Crossing after Issue of the Cheque 279

11.6  Bouncing (dishonour) of cheques 279
11.6.1 Reasons of Dishonour 279

11.6.2 Dishonourofa Cheque for Insufficient funds/ 280
exceed Arrangement in the Account

11.7  Cheque Truncation System 283

11.7.1 Precautions to be taken while handling the 284
CTS Format Cheques

11.8  Let us sum-up 285
11.9  Keywords 286
11.10 Check your Progress 286
11.11 Answers to ‘Check your Progress’ 288
MODULEC: CREDIT & FOREIGN EXCHANGE
MANAGEMENT
CHAPTER 12

PRINCIPLES OF LENDING, WORKING CAPITAL
ASSESSMENT AND CREDIT MONITORING

12.0  Objectives 293
12.1  Introduction 293
12.2  Cardinal Principles of Lending 293
12.3 Non-Fund Based Limits 297

12.3.1 Bank Guarantees 297

12.3.2 Letters of Credit(LC) 298
12.4  Working Capital And Term Loans 299

12.5 Adequacy of Working Capital 300




CONTENTS

PAGE
12.6  Difference Between Term Loans And Working Capital 301
12.7  Credit Appraisal Techniques 301
12.8  Sources of Working Capital Funds 302
12.9  Estimation of Working Capital Needs 302
12.10 Operating Cycle Method 303
12.11 Projected Net Working Capital (NWC) 304
12.12 Projected Turnover Method 305
12.13 Cash Budget System 306
12.14 Fixation of Interest Rate 308
12.15 Credit Management 310
12.16 Credit Monitoring 313

12.17 Setting up of Central Electronic Registry under the 314
Securitisation and Reconstruction of Financial Assets
and Enforcement of Security Interest (SARFAESI)

Act, 2002
12.18 Let us sum-up 315
12.19 Keywords 316
12.20 Check Your Progress 316
12.21 Answers To ‘Check Your Progress’ 320
CHAPTER 13
DOCUMENTATION
13.0  Objectives 323
13.1 Introduction 323
13.1.1  Need for “Documents” 323
13.2  Different Types of Documents 324
13.3 Documentation Procedure 325
13.3.1  Selection of Correct Set of Documents 325
13.3.2  Stamping 325
13.3.3  Amount of Duty 326

13.3.4  Filling procedures 326




CONTENTS

PAGE
13.3.5  Execution 326
13.3.6  Legal Formalities 330
13.3.7  Keeping Documents Valid (in force) 330
13.3.8  Renewal of Documents 332
13.3.9  Revival of Time Barred Debts 332

13.3.10  Safekeepingand Preservation of Documents 333

13.4  Stamping and Registration of Documents 333
13.5  Securitization 337
13.6  Let us sum-up 338
13.7  Keywords 338
13.8  Check Your Progress 338
13.9  Answers To ‘Check Your Progress’ 339
CHAPTER 14
DIFFERENT MODES OF CHARGES

14.0  Objectives 343
14.1 Introduction 343
14.2  Types of Charges 343
143  Assignment 344
14.4 Lien 345
14.5  Set-off 345
14.6  Hypothecation 346
14.7  Pledge 347
14.8  Mortgage 348
14.9  Right of Appropriation 349
14.10 Types of Collaterals and Their Characteristics 349
14.11 Land And Buildings 350

14.11.1 Examining the Title to the Property 351

14.11.2 Documents to be called for from the Mort- 351

gagor

14.11.3 Valuation of Property 352




14.12

14.13

14.14

14.15

14.16

Goods

14.12.1
14.12.2
14.12.3
14.12.4
14.12.5
14.12.6
14.12.7

CONTENTS

Precautions for Advance against Goods
Storing of Goods

Inspection of Stocks

Stock Audit

Valuation

Margin of Stock

Recovery in Case of Default

Documents of Title to Goods

14.13.1

14.13.2
14.13.3
14.13.4
14.13.5

The Essential Requisites of a Document of

Title to Goods

Merits of this Security

Demerits of this Security

Precautions to be taken by the Banker
Trust Receipts

Advances Against Life Insurance Policies

14.14.1 Assignment of the Policy

Advance Against Shares

14.15.1 Statutory Limit on Shareholding in Com-
panies

14.15.2 Regulatory Limits of the Banks’ Exposure
to Capital Market

14.15.3 Advances against Shares to Individuals

14.15.4 Bank Financing to Individuals against the
security of shares to Joint Holders or Third
Party beneficiaries

14.15.5 Bank finance to Assist Employees to Buy
Shares of their Own Companies

14.15.6  Advances against Units of Mutual Funds

Loan Against Book Debts

14.16.1 RisksinLendingupon Account Receivables

PAGE
353
353
354
354
354
355
355
355
356
356

356
356
357
357
358
358
359
359

359

360

361

361

362
362
363



CONTENTS

PAGE
14.16.2 Factors to be considered while Advancing 363
against Book Debts

14.16.3 Method of Charging the Security 363
14.16.4 Modes of Financing Book Debts 363
14.16.5 Guidelines 364
14.16.6  Verification of Book Debts 364
14.16.7 Other Aspects 364

14.17 Loan Against Term Deposits 365
14.17.1 Margin and Rate of Interest 365
14.17.2  Deposits in the Name of Minor 365
14.17.3  Other Aspects 365

14.18 Loan Against Gold Ornaments 366
14.18.1 Important Aspects 366
14.18.2 Precautions for Loan against Gold Orna- 367

ments
14.19 Let us sum-up 370
14.20 Keywords 370
14.21 Check Your Progress 371
14.22 Answers To ‘Check Your Progress’ 373
CHAPTER 15
PRIORITY SECTOR ADVANCES

15.0  Objectives 377
15.1  Introduction 377
15.2  Categories under Priority Sector 377

15.3  Targets/Sub-Targets for Priority Sector as applicable to 378
Small Finance Banks

15.4 Computation of Adjusted Net Bank Credit 379
15.5  Description of eligible categories under the Priority 380
Sector

15.5.1  Agriculture 380




CONTENTS

PAGE
15.5.2  Micro, Small and Medium Enterprises 383
(MSME:)
15.5.3  Export Credit 385
15.5.4  Education 385
15.5.5  Housing 385
15.5.6  Social Infrastructure 386
15.5.7  Renewable Energy 386
15.5.8  Others 387
15.5.9  Priority sector loans to the borrowers 387
considered under Weaker Sections category
15.5.10 Miscellaneous 388

15.5.11 Transfer of Assets through Direct Assign- 388
ment/Outright purchases

15.5.12 Inter Bank Participation Certificates 389
15.5.13 Priority Sector Lending Certificates 389
15.6  Monitoring and Non-achievement of Priority Sector 390
targets
15.7 Common Guidelines for Priority Sector Loans 390
15.8  Let us sum-up 391
15.9  Check your progress 392
15.10 Answer to ‘Check your progress’ 393
CHAPTER 16
NON-PERFORMING ASSETS
16.0  Objectives 397
16.1 Introduction 397
16.2  Definition of Non-Performing Asset (NPA) 397
16.3 Income Recognition 398
16.4  Asset Classification 400
16.4.1  Categories of NPAs 400

16.4.2  Sub-standard Assets 400




CONTENTS

PAGE
16.4.3  Doubtful Assets 400
16.4.4  Loss Assets 401
16.4.5  Guidelines for classification of assets 401
16.4.6  Upgradation of loan accounts classified as 402

NPAs

16.4.7  AssetClassification to be borrower-wise and 403
not facility-wise

16.4.8  Advances under consortium arrangements 403

16.4.9  Accounts where there is erosion in the value 404
of security/frauds committed by borrowers

16.4.10 Advances to Primary Agricultural Credit 404
Societies (PACS)/Farmers’ Service Societies
(FSS) ceded to Commercial Banks

16.4.11 Advances against Term Deposits, NSCs, 405
KVPs/IVPs, etc.

16.4.12 Loans with moratorium for payment of 405

interest
16.4.13 Agricultural advances 405
16.4.14 Government guaranteed advances 406
16.5 Early Recognition of Stress 407
16.6  Provisioning Norms 407
16.6.1  Loss Assets 407
16.6.2  Doubtful Assets 407
16.6.3  Sub-standard Assets 408
16.6.4  Standard Assets 408
16.6.5  Advances Covered by ECGC Guarantee 409

16.6.6  Advance Covered by DICGC Guarantee 409

16.7 Computation of Gross Advances, Gross NPA, Net 409
Advances, and Net NPA

16.8  Let us sum-up 410
16.9  Keywords 410
16.10 Check Your Progress 410

16.11 Answers to ‘Check Your Progress’ 411




CONTENTS

PAGE
CHAPTER 17
AGRICULTURAL ADVANCES
17.0  Objectives 415
17.1  Introduction 415
17.2  Agricultural Short Term Loans 415
17.3 Kisan Credit Card (KCC) Scheme 415
17.4 KCC - For Marginal Farmers 419
17.5 Disbursement of KCC limit 419
17.6  Issue of Electronic Kisan Credit Cards 419
17.7  Validity/Renewal of KCC limit 420
17.8  Rate of Interest (ROI) 420
17.9  Repayment Period 420
17.10 Margin 420
17.11 Security 421
17.12 Other features 421
17.13 Assessment of Agricultural Term Loan limit 426
17.13.1 Certain important features of agricultural 427
term loans

17.13.2 Land Development 427
17.13.3 Minor Irrigation 427
17.13.4 Farm Mechanisation 428
17.13.5 Finance to Horticulture 429
17.13.6 Poultry Farming 429
17.13.7 Dairy Farming 430
17.13.8 Sericulture 432
17.13.9  Vermi Culture (Vermi Composting) 432
17.13.10 Drip, Sprinkler and Lift Irrigation System 432
17.13.11 Land Purchase 433

17.14 Risk Mitigation in Agriculture 434

17.15 Let us sum-up 436




CONTENTS

PAGE
17.16 Keywords 436
17.17 Check Your Progress 437
17.18 Answers to ‘Check Your Progress’ 437
CHAPTER 18
RECOVERY OF LOANS
18.0  Objectives 441
18.1 Importance of Recovery 441
18.2  Factors affecting recovery of advances 441
18.3  Recovery through Filing of suits 444
18.4  Recovery through Local Recovery Acts 446
18.5  Recovery of advances through compromise settlement 446
18.6  Recovery through Lok Adalats 449
18.7  Recovery of loans through Agents 451
18.8  Recovery through Debt Recovery Tribunals DRTs 453
18.9  Recovery of Loans through SARFAESI Act 456
18.10 Rephasement and Reschedulement of loans in areas 460

affected By natural calamities

18.10.1 Meeting of State Level Bankers’ Committee 461
(SLBC)/District Consultative Committee

(DCCQ)
18.10.2 Declaration of Natural Calamity 461
18.10.3 Restructuring of existing loans 462
18.10.4 Asset Classification 463
18.10.5 Utilization of Insurance Proceeds 464
18.10.6 Sanctioning of Fresh Loans 465
18.10.7 Other ancillary measures 467
18.10.8 Riots and disturbances applicability of the 467
guidelines
18.11 Let us sum-up 468
18.12 Check your progress 469

18.13 Answers to ‘check your progress’ 469




CONTENTS

PAGE
CHAPTER 19
LENDING TO MICRO, SMALL AND MEDIUM
ENTERPRISES
19.0  Objectives 473
19.1 Introduction 473
19.2 AIM of MSMEs 473

19.3  Definition of Micro, Small and Medium Enterprises 475
19.4  Priority Sector Guidelines for MSME sector - Targets 476
19.5 Common Guidelines for Lending to the MSME Sector 477
19.6  Credit Linked Capital Subsidy Scheme (CLSS) 478

19.7  Streamlining flow of credit to Micro and Small 478
Enterprises (MSEs) for facilitating timely and adequate
credit flow during their ‘Life Cycle’

19.8  Debt Restructuring Mechanism for MSMEs 479
19.9  Framework for Revival and Rehabilitation of MSMEs 479
19.10 Institutional Arrangements 480
19.11 Credit Rating Scheme 484

19.11.1 Benefits of Performance and Credit Rating 484
19.11.2 Benefits to Banksand Financial Institutions 484

19.11.3 Salient Features 484

19.11.4 Empanelled Agencies 485

19.11.5 Reimbursement of Performance and 485
Rating Fee

19.12 Credit Guarantee Fund Trust Scheme for Micro & 485
Small Enterprises (CGTMSE)- Salient Features

19.13 National Credit Guarantee Trust Company Ltd. 487
19.14 Credit Guarantee Fund for Micro Units (CGFMU) 488

19.15 Credit Guarantee Fund Scheme for Education Loans 489
(CGFSEL)

19.16 Let us sum-up 491
19.17 Keywords 492




CONTENTS

PAGE
19.18 Check Your Progress 493
19.19 Answers to ‘Check Your Progress’ 494
CHAPTER 20
FOREIGN EXCHANGE
20.0  Objectives 499
20.1 Introduction 499
20.2  Authorized Persons to transact in foreign exchange 499
20.3  Enhanced Activities permitted to ADs -Category II 501
20.3.1  Eligibility Criteria for grant of AD Category 502
II license
20.3.2  Existing Full-fledged Money Changers 502
(FFMCs)
20.4  Opening of Foreign Currency Accounts (NOSTRO) 502
abroad
20.5 Inspection/Audit 502
20.6  Authorized Branches 503
20.7  Remittances of Foreign Exchange 503
20.8  Let us sum-up 507
20.9  Check your progress 507
20.10 Answers to ‘check your progress’ 508
MODULED: MARKETING, TECHNOLOGY
AND CUSTOMER SERVICE
II I I INCLUDING SOFT SKILLS
CHAPTER 21
MARKETING - AN INTRODUCTION
21.0  Objectives 513
21.1  Introduction 513
21.2  Marketing Concept 514

21.2.1  Market 514




21.3

21.4

21.5

21.6

21.7
21.8

CONTENTS

21.2.2  Types of Market

21.2.3  Marketing - A Management Function
21.2.4  Marketing - A Business Philosophy
21.2.5  Selling vs. Marketing

Marketing Management

21.3.1  Definition

21.3.2  Functions of Marketing Management
21.3.3  Importance of Marketing for Indian Banks
Products and Services

21.4.1  What is a Product?

21.4.2  Characteristics of Physical Products
21.4.3  Characteristics of Service Products
21.4.4  The Servuction Process

21.4.5  Marketing of Financial Services
21.4.6  Types of Financial Markets in India
21.4.7  Marketing of Banking Services
Marketing Mix

21.5.1  Tools of Marketing Mix

21.5.2  Interplay of Factors on Marketing
21.5.3  The Services Marketing Mix

Brand Image

21.6.1  Introduction

21.6.2  Definitions of Branding

21.6.3 Image Buildingand Brands in Indian Bank-
ing Industry

21.6.4  Why Brand is Important?
21.6.5 How Brands are buile?

21.6.6  Someofthe changesin the Brandsin Indian
Banking Industry

Meaning of Social Media Marketing
Scope in Social Media Marketing

PAGE
515
515
515
516
516
516
516
517
519
519
519
520
522
522
524
524
525
526
526
528
528
528
529
529

530
530
530

531
532



CONTENTS

PAGE

21.9 How Social Media is Different When Compared to 533
Traditional News Media

21.10 Some of The Popular Social Marketing Networks 534

21.11 Reason of Social Media Impact on Marketing 536

21.12 Benefits of Social Media 537

21.13 Banks in India and Social Media Marketing 538

21.14 Let us sum-up 540

21.15 Keywords 541

21.16 Check Your Progress 541

21.17 Answers To ‘Check Your Progress’ 543

CHAPTER 22

CONSUMER BEHAVIOUR

22.0  Objectives 547

22.1 Introduction 547

22.2  Consumer Behaviour 548

22.2.1  Maslow’s Hierarchy of Needs 548

22.2.2  Family Life Cycle 548

22.2.3  Learning and Habit Development 549

22.2.4  Influence on Decision-making 549

22.3  Customer Relations Management (CRM) 550

22.3.1  CRM includes many aspects which relate 550
directly to one another

22.3.2  Strategies for Building Relationship 550
22.3.3 CRM vs Customer Retention 553
22.4  Product Planning 555
22.4.1  The Banking Product 556
22.4.2  Product Planning 556

22.43  Marketing Characteristics of Different 558
Stages




CONTENTS

PAGE

22.4.4  New Product Development 558

22.5 Branding 561
22.5.1  Value of brand to business 561

22.6  Packaging 563
22.7  Labelling 564
22.8 Letussum-up 565
22.9 Keywords 566
22.10 Check Your Progress 566
22.11 Answers To ‘Check Your Progress’ 567

CHAPTER 23
PRICING & DISTRIBUTION

23.0  Objectives 571
23.1 Introduction 571
23.2. Importance and Objectives of Pricing 571
23.3  Factors Influencing Pricing 574
23.4  Pricing Methods 575
23.5  Pricing Strategies 579
23.6  Bank Pricing 585
23.7  Distribution Channels 588
23.7.1  Functions of Distribution Channel 589

23.7.2  Channel Types 590

23.7.3  Factors Influencing Channel Selection 591

23.8  Let us sum-up 593
23.9 Keywords 594
23.10 Check Your Progress 594

23.11 Answers to ‘Check Your Progress’ 595




CONTENTS

PAGE
CHAPTER 24
CHANNEL MANAGEMENT
24.0  Objectives 599
24.1 Introduction 599
242  Meaning of Marketing Channel System 599
24.3 Channel Levels 600
24.4  Channel Dynamics 600
24.5  Advantages 601
24.6  Channels for Banking Services in India 602
24.6.1  Branches 603
24.6.2  Use of Business Facilitators and Business 604
Correspondents
24.6.3  Other Channels 605
24.6.4 Intermediaries in Banking Services 606
24.6.5  Mobile banking 607
24.6.6  Internet Banking 611
24.7  Keywords 612
24.8  Check Your Progress 612
24.9  Answers To ‘Check Your Progress’ 613
CHAPTER 25
PARA BANKING ACTIVITIES
25.0  Objectives 617
25.1  Meaning of Para-Banking Activities 617
25.2  Mutual Fund Business 618
25.2.1  What is a mutual fund? 619
25.2.2  Management of mutual funds 619
25.2.3  Different Types of Mutual Fund Schemes 620
25.2.4  Investing in mutual funds the SIP way 623

25.2.5 Disclosure of net asset value (NAV) 623




CONTENTS

PAGE

25.2.6  Repurchase or Redemption Price 624

25.2.7  Role of mutual funds in the capital market 624

25.3  Insurance Business 625
25.3.1  Bancassurance 626

25.3.2  Insurance Regulatory and Development 629

Authority (IRDA)
25.4  Referral Services 630
25.5  Pension Fund Management by Banks 631
25.6  Let us sum-up 631
25.7  Keywords 632
25.8  Check Your Progress 632
25.9  Answers to ‘Check Your Progress’ 633
I CHAPTER 26
DATA COMMUNICATIONS
26.0  Objectives 637
26.1 Introduction 637
26.2  Advent of Information Technology in Banking 638
26.3 Data Communications Networks 638
26.3.1 Components of Data Communications 639
Networks

26.3.2  Modes of Transmission 641

26.4. Network Scenario in India Major Networks 642
26.4.1 INET 642

26.4.2 NICNET 643

26.4.3 INDONET 644

26.4.4  RBI Net 644

26.5 Emerging Trends in Communications 645
26.5.1 RBI’s VSAT Network 645

26.5.2  Internet 647

26.6  Evolution of EFT Systems 649




CONTENTS

PAGE
26.7  Structured Message Transfer System Using Swift 650
26.7.1 Security in SWIFT 651
26.7.2  Developments in SWIFT 652
26.7.3  SWIFT India Domestic Services (“SWIFT 652
India”)
26.8 Automated Clearing Systems 653
26.8.1  Clearing House Inter-bank Payment System 653
(CHIPS)
26.8.2  Clearing House Automated Payment System 653
(CHAPS)
26.8.3  Clearing House Automated Transfer System 654
(CHATY)
26.9 Two-Level Funds Transfer System 654
26.9.1  Fedwire 654
26.9.2  Bankwire 655
26.9.3  Point of Sale (POS) Systems 655
26.10 Development in India 656
26.10.1  Electronic Clearing System in India 656
26.10.2 National Electronic Fund Transfer (NEFT) 657
System
26.10.3 Real-Time Gross Settlement (RTGS) System 658
26.10.4 IMPS (Immediate Payment System) 658
26.10.5 Digital Signature 659
26.11 Let us sum-up 660
26.12 Keywords 661
26.13 Check Your Progress 661
26.14 Answers to ‘Check Your Progress’ 664
CHAPTER 27
CUSTOMER SERVICE
27.0  Objectives 667

27.1  Banking Codesand Standards Board of India (BCSBI) 667




27.2

27.3

27.4
27.5
27.6
27.7

27.1.1
27.1.2

27.1.3
27.1.4
27.1.5
27.1.6
27.1.7

CONTENTS

Introduction

Formation of Banking Codes and Stan-

dards Board of India (BCSBI)

Code of Bank’s Commitment to Customers
Function of BCSBI

Monitoring of Implementation of the Code
Initiatives by BCSBI

Grievance Redressal

RBI Guidelines on Customer Service in Banks

27.2.1

27.2.2
27.2.3
27.2.4

27.2.5

27.2.6

Policy for general management of the
branches

Customer Service Institutional Framework
Acceptance of cash over the counter

Reconciliation of transactions at ATMs
failure - Time limit

Banking hours/working days of bank
branches

Assistance/guidance to customers

Procedures for Handling Customer Complaints

27.3.1

27.3.2
27.3.3
27.3.4
27.3.5

RBI has stipulated following procedures for

handling customers’ complaints
Analysis and Disclosure of complaints
Grievance Redressal Mechanism
Display of Names of Nodal Officers

Review of grievances redressal machinery
in Public Sector Banks

Let us sum-up

Keywords

Check Your Progress

Answers to ‘Check Your Progress’

PAGE
667
668

669
671
671
671
672
672
673

675
677
678

678

680
681
681

683
684
685
686

687
687
687
688



CONTENTS

PAGE
CHAPTER 28
PAYMENT SYSTEMS AND ELECTRONIC BANKING

28.0  Objectives 691
28.1 Introduction 691
28.2  Anywhere Banking - Automated Teller Machines 692

(ATMs)
28.3  Personal Identification Number (PIN) 693
28.3.1  Multiple PINs 694
28.4  Electromagnetic Cards 695
28.4.1  Credit Cards 695
28.4.2  Charge Card 696
28.4.3  Debit Cards 696
28.4.4  Smart Cards 696
28.4.5 EMV cards 698
28.4.6  Member Card 698
28.4.7  Electronic Purse 698
28.4.8 Bank Card 699
28.4.9  Electronic Cheque 699
28.4.10 Electronic Cash 699
28.4.11 Electronic Token 699
28.5  Electronic Banking 700
28.5.1  Internet Banking 700
28.5.2  Home Banking (Corporate and Personal) 701
28.5.3  Mobile Banking 703
28.5.4  Electronic Commerce (E-commerce) 704
28.6  Signature Storage and Retrieval System 704
28.7  Cheque Truncation 705
28.8 Payment and Settlement Systems 707
28.8.1  Payment Systems in India 707

28.8.2 Initiatives taken by Reserve Bank 707




CONTENTS

PAGE
28.8.3  National Payment Corporation of India 708
(NPCI)
28.9  Microfiche 716
28.10 Payment And Settlement Systems Act, 2007 716
28.11 Let us sum-up 717
28.12 Keywords 718
28.13 Check your Progress 718
28.14 Answers to ‘Check your Progress’ 720
CHAPTER 29
SOFT SKILLS AND LEADERSHIP SKILLS

29.0  Objectives 723
29.1  Gender Sensitivity 723
29.2  Gender Disparities 724
29.3  Different Product Requirements and Different Needs 725

of Women
29.4  Relationship Management 727
29.4.1  What is ‘Relationship Management?’ 727
29.4.2  Aim of relationship management 727
29.4.3  Customer Relationship Management 727
29.4.4  Relationship Banking 728
29.5 Image Building 728
29.5.1  Importance of Branding 729
29.5.2  Challenges in Building a Brand 730
29.5.3  Brand Colours and Logo 731
29.6 Communication Skills 732
29.6.1  What is communication? 732
29.6.2  Need for communication /33
29.6.3  Process of communication 733
29.6.4  Types of Communication 733

29.6.5  Factors affecting the process of communi- 734
cation




CONTENTS

PAGE

29.6.6  Barriers of Communication 735

29.6.7  Good listening skills 737

29.7  Motivation 738
29.7.1  Factors responsible for motivation 738

29.7.2  Motivation classification 739

29.7.3  Employee Motivation 740

29.7.4  Applications of Motivation Theories 742

29.7.5  How to Build Motivation in Today’s Work- 743

place
29.8 Business Etiquettes 744
29.9  Let us sum-up 746
29.10 Keywords 746
29.11 Check Your Progress 746
29.12 Answers to ‘Check Your Progress’ 747
CHAPTER 30
CONSUMER PROTECTION

30.0  Objectives 751
30.1 Banking Ombudsman Scheme 751
30.1.1 Introduction 751

30.1.2  Typeof Complaints Handled by the Bank- 752
ing Ombudsman

30.1.3  Circumstances under which Complaints 754
will not be entertained by the Banking

Ombudsman
30.1.4  Compensation 754
30.1.5  Appeal against the order Passed by the 755
Banking Ombudsman
30.2  Consumer Protection Act 756
30.2.1  How Complaints are submitted 756

30.2.2  Jurisdiction of Consumer Forums and the 756
Commission




30.3
30.4
30.5
30.6
30.7
30.8
30.9
30.10
30.11
30.12

CONTENTS

Right to Information (RTT)

Right to Fair Treatment

Right to Transparency, Fair and Honest Dealing
Right to Suitability

Right to Privacy

Right to Grievance Redress And Compensation
Let us sum-up

Keywords

Check Your Progress

Answers to ‘Check Your Progress’

PAGE
757
761
761
763
763
764
765
765
766
766



