
                 

 

www.mahendraguru.com 

www.mahendraguru.com 



                 

 

www.mahendraguru.com 

www.mahendraguru.com 

 

IMPORTANT BANKING TERMINOLOGY 

COMMERCIAL BANKS  

Bank that are indulge in daily transaction (Financial) with common man are termed as 

Commercial Banks. 

FUNCTION OF COMMERCIAL BANKS  

The functions of commercial banks are of two types.  

PRIMARY FUNCTION: 

1. Accepting deposits.  

The most important activity of a commercial bank is to mobilize deposits from the 

public. People who have surplus income and savings find it convenient to deposit the 

amounts with banks. Type of accounts. 

o Deposit Accounts 

Banks offer different types of deposit accounts –  

o Savings Bank Accounts 

o Current Accounts 

o Term Deposits. 

FEW FACTS: 

 The nomination facility is available for all deposit accounts. Nomination is 

optional for account holders. The name of the nominee will be recorded in the 

pass book / statement of account / term deposit receipt only at the request of the 

account holder. The bank will close your account within three working days of 

receiving your instructions.  

 Savings bank deposit interest rate was deregulated with effect from October 25, 

2011. Each bank will have to offer a uniform interest rate on savings bank 

deposits up to Rs.1 lakh, irrespective of the amount in the account within this 

limit. For savings bank deposits over Rs.1 lakh, a bank may apply different rates 

of interest. With effect from April 1, 2010, banks are required to pay interest on 
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the end-of-day balances of all savings bank deposits accounts. Banks can pay 

interest on deposit accounts at quarterly or shorter rests. 

 A savings or a current account is classified as ‘inoperative’ or ‘dormant’ if there 

are no transactions in the account for over a period of two years. 

 The bank is required to inform the account holders (including joint account-

holders) three months prior to the account being classified as dormant. 

TERM DEPOSIT. 

 A term deposit is a contract between the bank and the customer for a definite term 

and it cannot be paid prematurely at the bank’s option. However, Banks have the 

freedom to determine their own penal rates of interest for premature withdrawal 

of term deposits. 

 A floating interest rate is a variable interest rate which can change over the 

duration of the loan / credit facility. The applicable interest rate on the loan moves 

up and down with the market rates or along an index. 

 An interest rate on a loan / credit facility that remains fixed either for the entire 

term of the loan or for part of this term is referred to as a fixed interest rate. 

 EMI is the acronym for Equated Monthly Instalment. EMI is a fixed amount, 

comprising of both principal and interest, paid by a borrower to a lender at a 

specified date each calendar month. 

 Banks may take some additional securities which are called collateral securities. 

Collateral could be in the form of guarantee from one or two persons, assignment 

of life insurance policies, lien over shares, and units or other securities or 

mortgage of immovable property. These additional securities are taken so that in 

case a loan is not paid back, recourse may be taken to such securities instead of 

depending upon the primary security alone. 

 An Automated Teller Machine [ATM] is a machine in which a customer can use 

his ATM card by punching in his / her PIN (Personal Identification Number) to 

get cash, account information, and other related services. 

The services/normally offered at an ATM are:  

 - Cash withdrawal 

 - Cash Deposit  

 - Account information  
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 - Regular bills payment  

 - Purchase of Re-load Vouchers for Mobiles  

 - Mini Statements  

 Banks have been mandated to resolve customer complaints regarding failed ATM 

transactions by re-crediting the customer's account within 7 working days from 

the date of complaint. Banks have to compensate the customer @ of Rs. 100/- per 

day for delays beyond 7 working days. 

 Credit Card refers to a plastic card assigned to a cardholder, usually with a credit 

limit, that can be used to purchase goods and services on credit or to obtain cash 

advances. Credit card is a facility provided by a bank or non-banking financial 

company (NBFC). Credit card-holders can withdraw cash from ATM(s) up to the 

limit permitted on their card. 

GRANT OF LOANS AND ADVANCES  

The second important function of a commercial bank is to grant loans and advances.  

LOANS  

A loan is granted for a specific time period. Generally commercial banks provide short-

term loans. But term loans, i.e., loans for more than a year may also be granted. 

 ADVANCES  

An advance is a credit facility provided by the bank to its customers. It differs from loan 

in the sense that loans may be granted for longer period, but advances are normally 

granted for a short period of time.  

Types of Advances  

 Cash Credit  

Cash credit is an arrangement whereby the bank allows the borrower to draw amount 

upto a specified limit. The amount is credited to the account of the customer. 

 Overdraft  

Overdraft is also a credit facility granted by bank. A customer who has a current 

account with the bank is allowed to withdraw more than the amount of credit balance 

in his account. 
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 Discounting of Bills 

Banks provide short-term finance by discounting bills, i.e., making payment of the 

amount before the due date of the bills after deducting a certain rate of discount. 

  

NATIONALISATION OF COMMERCIAL BANK 

With a view to bring commercial banks into the mainstream of economic development 

with definite social obligations and objectives, the government decided to nationalize 

14 major commercial banks (with deposits base of over Rs. 50 crores) on 19th July, 1969. 

The names of these banks are as under: 

1. The Allahabad Bank 

2. The Bank of Baroda 

3. The Bank of India 

4. The Bank of Maharashtra 

5. The Canara Bank 

6. The Central Bank of India 

7. The Dena Bank 

8. The Indian Bank 

9. The Indian Overseas Bank 

10. The Punjab National Bank 

11. The Syndicate Bank 

12. The Union Bank of India 

13. The United Bank of India 

14. The United Commercial Bank 

 As a result of nationalization, 85 percent of the banking business in terms of deposits 

was brought under public control. On 15th April 1980, 6 more private sector commercial 

banks (with deposits base of over Rs. 200 crores) were nationalized. 

The names of these banks are as under: 

1. The Andhra Bank 

2. The Corporation Bank 

3. The New Bank of India (merged with Punjab National Bank in 1993) 

4. The Oriental Bank of Commerce 
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5. The Punjab and Sindh Bank 

6. The Vijaya Bank 

Thus, 20 private sector commercial banks were nationalized and over 90 percent of 

banking activity in the country was brought under the public sector. It brought down the 

inequalities in income and wealth, and ensured greater social justice. 

BANKING CODES AND STANDARDS BOARD OF INDIA 

 

The Banking Codes and Standards Board of India were registered as a society under the 

Societies Registration Act, 1860 in February 2006. 

It functions as an independent and autonomous body. Membership of BCSBI is 

voluntary and open to scheduled banks. Initially the membership of BCSBI was open to 

scheduled commercial banks and has now been extended to include Regional Rural 

Banks and select Urban Co-operative Banks 

Shri A C Mahajan is the present chairman. 

THE ENFORCEMENT OF SECURITY INTEREST AND RECOVERY OF 

DEBTS LAWS AND MISCELLANEOUS PROVISIONS (AMENDMENT) 

BILL, 2016 

The Enforcement of Security Interest and Recovery of Debts Laws and Miscellaneous 

Provisions (Amendment) Bill, 2016 seeks to amend four laws -- the Sarfaesi Act, the 

DRT Act, the Indian Stamp Act, and the Depositories Act. The changes in the Sarfaesi 

Act allow secured creditors to take over collateral against which a loan had been 

provided, upon default in repayment. It also provides that the process will have to be 

completed within 30 days by the district magistrate. 

The debtor will have to deposit 50% of the amount of debt due before filing an appeal 

at a DRT. It also seeks to make the process time-bound. A district magistrate has to clear 

an application by the creditor to take over possession of the collateral within 60 days. 

 Amendments to SARFAESI Act:  
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It allows District Magistrate (DM) to take possession over collateral within 30 days for 

securing the creditors. It empowers DM to assist banks to take over the management of 

a company, in case the company is unable to repay loans.  

It creates a central database to integrate records of property registered under various 

registration systems with central registry meant for maintaining records of transactions 

related to secured assets. Unless collateral is registered with the central registry, secured 

creditors will not be able to take possession over it.  

Empowers the RBI to carry out audit and inspection of Asset Reconstruction Companies 

(ARCs) and penalize them if they fail to comply with any directions issued by it. Stamp 

duty will not be charged on transactions undertaken for transfer of financial assets (loans 

and collaterals) in favour of asset reconstruction companies.  

 Amendments to the RDDBFI Act:  

Increases the retirement age of Presiding Officers (PO) of Debt Recovery Tribunals 

(DRTs) to 65 years from 62 years. Increases the retirement age of Chairpersons of 

Appellate Tribunals to 67 years from 65 years. Allows PO and Chairpersons eligible for 

reappointment to their positions. Allows banks to file cases in tribunals having 

jurisdiction over the area of bank branch where the debt is pending. 

NATIONAL WATER FRAMEWORK BILL, 2016 

National Water Framework Bill, 2016, that stresses managing water at basin-level and 

“right measurement” of State’s contribution to river system to resolve conflicts. The 

draft Bill pitches for establishing River Basin Authority for each inter-State basin to 

ensure “optimum and sustainable” development of rivers and valleys. Water being a 

State subject, the Bill, however, will not be binding on States for adoption. 

UNIFIED PAYMENTS INTERFACE 
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The interface will allow account holders across banks 

to send and receive money from their smartphones 

without entering bank account details. UPI is providing 

additional benefits to IMPS in the following ways: 

 Provides for a P2P Pull functionality 

 Simplifies Merchant Payments 

 Single APP for money transfer 

 Single click two factor authentication. 

IMMEDIATE PAYMENT SERVICE (IMPS)  

Immediate Payment Service (IMPS) is an 

instant interbank electronic fund transfer 

service through mobile phones. It is also 

being extended through other channels 

such as ATM, Internet Banking, etc. IMPS is an innovative real time payment service 

that is available round the clock. This service is offered by National Payments 

Corporation of India (NPCI) that empowers customers to transfer money instantly 

through banks and RBI authorized Prepaid Payment Instrument Issuers (PPI) across 

India.  

BENEFITS OF IMPS 

 Instant  

 Available 24 x7 (functional even on holidays)  

 Safe and secure, easily accessible and cost effective 

 Channel Independent can be initiated from Mobile/ Internet / ATM 

channels  

 Debit & Credit Confirmation by SMS 

SMALL FINANCE BANKS 

The small finance bank shall primarily undertake basic banking activities of acceptance 

of deposits and lending to unserved and underserved sections including small business 
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units, small and marginal farmers, micro and small industries and unorganised sector 

entities.  

There will not be any restriction in the area of operations of small finance banks.  

The minimum paid-up equity capital for small finance banks shall be Rs. 100 crore. 

Prudential norms:  

a. The small finance bank will be subject to all prudential norms and regulations of 

RBI as applicable to existing commercial banks including requirement of 

maintenance of Cash Reserve Ratio (CRR) and Statutory Liquidity Ratio (SLR). 

No forbearance would be provided for complying with the statutory provisions.  

b. The small finance banks will be required to extend 75 per cent of its Adjusted Net 

Bank Credit (ANBC) to the sectors eligible for classification as priority sector 

lending (PSL) by the Reserve Bank. 

c. At least 50 per cent of its loan portfolio should constitute loans and advances of 

upto Rs. 25 lakh.  

PAYMENTS BANK 

Scope of activities:  

a. Acceptance of demand deposits. Payments bank will initially be restricted to 

holding a maximum balance of Rs. 100,000 per individual customer. 

b. Issuance of ATM/debit cards. Payments banks, however, cannot issue credit 

cards. 

c. Payments and remittance services through various channels.  

d. BC of another bank, subject to the Reserve Bank guidelines on BCs.  

e. Distribution of non-risk sharing simple financial products like mutual fund units 

and insurance products, etc. 

The minimum paid-up equity capital for payments banks shall be Rs. 100 crore. 

Deployment of funds:  

a. The payments bank cannot undertake lending activities.  
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b. Apart from amounts maintained as Cash Reserve Ratio (CRR) with the Reserve 

Bank on its outside demand and time liabilities, it will be required to invest 

minimum 75 per cent of its "demand deposit balances" in Statutory Liquidity 

Ratio (SLR) eligible Government securities/treasury bills with maturity up to one 

year and hold maximum 25 per cent in current and time/fixed deposits with other 

scheduled commercial banks for operational purposes and liquidity management. 

 


