
Banking practice 

Module I 

Banks: meaning, nature, characteristics of Indian Banking system, functions of commercial banks,- 

primary and secondary functions, agency functions and general utility functions, role of banks in the 

development of economy(financial inclusion) 

Module II 

Banker and customer- relationship between banker and customer- legal framework- termination of 

relationship- Garnishee order- bankers right of lien- General procedure for opening a savings, 

current and fixed deposit account, special types of customers. 

Module III 

Negotiable instruments- meaning, characteristics, cheque and its kinds-crossing, endorsement, 

material alterations- collection and payment of cheque- refusal or bouncing of cheque. 

Bills of exchange- characteristics and parties’ involved-difference between a bill and a cheque, E 

banking, KYC norms and Anti money laundering measures- recent developments. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



A bank is a financial institution which performs the accepting of deposit and lending function. 

Section 5(B) of Banking Regulation Act defines banking as ‘Accepting for the purpose of lending or 

investing, deposits of money from the public, repayable on demand or otherwise’.  

The term bank is derived from Italian word’ banco’ and from French word ‘banque’ meaning a bench 

or money exchange tables. 

Indian banking system consists of Central Bank (Reserve Bank of India), Commercial banks, 

Cooperative banks and Developmental Banks. 
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IFCI: Industrial Finance Corporation of India (1948) 

IDBI: Industrial Development Bank of India (1964) 

EXIM: Export-Import Bank (1982) 
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SIDBI: Small Industries Development Bank of India (1989) 

NABARD: National Bank for Agriculture and Rural Development (1982) 

 

Characteristics: 

 

1. Dealing with money: Banks deals with the money of the public. 

2. Individual/firm/company: Bank may be a person, firm or a company. 

3. Acceptance of deposits: The primary function of a bank is to accept deposits of money from 

the public and are repayable when they want it back or after a period. 

4. Custodians of public deposits 

5. Lending loans: Banks advance loans to different sectors. 

6. Payment and withdrawal  

7. Agency and utility services  

8. Profit and service orientation  

9. Ever increasing functions  

10. Connecting link  

11. Banking business  

12. Name identity 

13. Various branches. 

Functions: 

1. Accepting deposits from public and others. 

2. Lending money to public (loans) and other institutions. 

3. Transferring money from one place to another (remittances) 

4. Collecting money by cheques, drafts and bills. 

5. Discounting of bills. 

6. Hiring safe deposit lockers. 

7. Conducting foreign exchange transactions. 

All these functions can be grouped under primary functions and secondary functions. 

 
Primary functions 

Accepting deposits-  SB, FD, CURRENT 

Providing loans-  cash credit, short and long term 

Credit creation  

 
Secondary functions 

Locker facilities  

Dealing in foreign exchange  

Exchange of securities  

Discounting bill of exchange  

As an agent Administrator, assisting to file tax 
returns, processing cheques, bills, 
drafts etc 

 

 

 

 



Agency services: 

1. Collection of cheques, bills, and drafts. 

2. Payment of interest, instalment of loans, insurance premium etc. 

3. Purchase and sale of securities. 

4. Collection of interest, dividend etc. 

5. Transfer of funds through demand drafts, mail transfer etc. 

6. Purchase and sale of foreign exchange. 

General utility services: 

1. Foreign exchange transactions. 

2. Issuing letter of credit. 

3. Accepting bills. 

4. Encourage the issue of shares. 

5. Providing safe custody for valuables. 

6. Payment of income tax. 

7. Leasing finance 

8. Issuing traveller’s cheques. 

9. Giving trade information. 

10. Providing ATM facility. 

11. Issuing credit/debit cards. 

12. Issuing gift cheques. 

13. Advising on financial matters. 

Types of bank deposits: 

1. Savings Bank account: these are the most common deposits customers can open in banks. 

The depositor or the customer can deposit any amount of money and withdraw within the 

stipulated limitations. 

Features: 

a. Minimum average balance 

b. Base for carrying financial transactions. 

c. Nominal rate of interest 

d. Pass book and cheque book facility 

e. Applicable to all age groups. 

f. Debit and credit card facility 

g. Can get locker facility. 

h. Some of the types of savings bank account are, regular SB, Salary accounts, kids savings 

accounts, women’s savings accounts, institutions savings accounts, senior citizen’s 

savings accounts, rural or Jan Dhan accounts. 

2. Current Deposits: it is an account which doesn’t provide any interest and usually opened by 

the businessmen. 

Features: 

a. Deposits and withdrawals can be made at any time and any number of times.  

b. Provides overdraft facilities. 

c. Provides fund transfer- RTGS, NEFT etc 

d. Can be opened by individuals, public and private companies, trusts etc. 

e. KYC (Know your Customer) is very important to open the account. 



3. Fixed deposits: It is an account where a large sum of money is deposited for a particular 

term 

Features: 

a. The amount of deposit is fixed. 

b. The period of deposit is fixed. (six months to 10 years) 

c. Interest rate is fixed. 

d. Tax is deducted at source. 

e. There are facilities to renew the account for next term. 

f. Partial or complete withdrawal facility with interest penalty is available. 

g. Loan can be borrowed against the fixed deposit receipt. 

Role of banks in the development of economy: 

 


