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UNIT-1
INTRODUCTION

ORIGINOFBANKING
Bankingisasoldastheauthentichistory.Thebankinghasitsoriginasearlyas2000B.C.,when
Babyloniansdevelopedthesystem ofbankingusingtheirtemplesasbanks.Onefindsareference
tothemoneychangersintheNew Testament.The‘rudimentarybankpractices’foundinthe
EgyptianandPhoenicianhistory.InancientRomealso,bankingwasdevelopedonthelinesofGreek
system.WhenRomansconqueredtheGreeks,theTemplePriestsnolongeractedasfinancial
agents.TheRomansintroducedtherulesandregulationsfortheconductofprivatebanking.The
growthofbankingwasseenonlyin12thCenturyA.DinVeniceandGeneva.Somepeopleopined
thattheword‘banking’isoriginatedfrom theGermanwordmeaning‘amoundorheapofmoney’.
Someotheropinedthattheword“Bank”isderivedfrom theFrenchword‘banque’whichmeansa
‘Bench’wherebusinessistransacted.Thus,itisunderstoodthatthereisnounanimityamongthe
economistsabouttheoriginoftheword‘Banking’.
Ingeneralthereareplentyofevidencestoshowthatevenpriortotheadventofaccidentalideas,

theconceptofbankingwaspracticedinIndiaandwellunderstoodinthosedays.Itsorigincanbe
tracedtoatimeasearlyas500B.C.inoneoranotherform.Sir.RichardTempletestifiedtothefact
thatbankingbusinesswascarriedoninancientIndia.TheVedas,ManusmiritiandKautilya’s
Arthashastrabeartestimonytotheexistenceandefficientworkingofabankingsystem inIndiabya
sectionofpeopleearlyinthehistory.BankinginIndiahasalsobeenreferredtoManu,thegreat
HinduJuristandothersintheearlyVedicliteratures.Thebankingwascarriedonbythemembersof
theVaishcommunityandManuspeaksofearningthroughinterestasthebusinessofVaishyas.
DuringtheBuddhistperiod,businessofbankingwasfurtherrefinedanddecentralized.Tillthe
Buddhistperiod,bankingwaspracticedonlyby‘Vaishyas’.Then,BrahminsandKshatriyasenteredin
tothelucrativebusinessofbanking.Thus,thetransitionfrom money-lendingtobankingmusthave
occurredbeforeManudevelopedaspecialsectiontothesubjectofdepositsandPledges.During
RamayanaandMahabharateras,bankingwasapart-timebusiness.Whereas,duringtheVedic
perioditbecameafull-timebusinessandbankingremainedthecrudestform.
DuringtheMoghulperiod,inthereignofJahangirandShahJahanHundiescameintoexistenceand
largebankinghousescametobeestablished.Theindigenousbankershadgreatopportunitiesfor
developingtheveryprofitablebusinessofmoneychanging.BythearrivalofBritishersinIndia,
revolutionarychangestookplaceintheIndianbankingsystem.Thefirstjointstockbankwas
establishedatCalcuttaknownas"theBankinHindustan”in1770undertheEuropeanmanagement
promotedbyanAgencyHouseM/SAlexander&Co.However,theneedwasfeltforthemodem
bankingsystem.Thus,theseedofmodernbankingonBritishpatternweresownduringthelast
decadeof18thcentury.Inthebeginningof19thcentury,specialeffortsweremadetodevelop
modernbankinginstitutions.ThebankofCalcutta’thefirstpresidencybankwasestablishedin
1806markedthebeginningofmodernbankingerainIndiaanditwasrenamedasthe'TheBankof
Bengal’in1809.ThentwomorePresidencybanksnamely,TheBankofBombay’in1840andthe
bankofMadras’in1843wereset-upthroughaCharterofEastIndiaCompanywiththefinancial
Participationofgovernment.Towardstheendof19thCentury,theearlyphaseof20thcentury,the
‘SwadeshiMovement’gaveagreatstimulustotheestablishmentofanumberofbankswithIndian
management.ThefirstpurelyIndianbankwas“TheOudhcommercialbank”,establishedin1881,
followedby‘ThePunjabNationalBank’in1894,andThePeople’sBankofIndia'in1901.TheHilton
YoungCurrencyCommission’hadsuggestedandstronglyrecommendedfortheestablishmentofa
Centralbanktobecalled‘theReserveBankofIndia’(RBI)in1926.ThegovernmentofIndiadecided
toestablishaseparateCentralbankwiththetaskofcontrollingtheissueofmoneyandregulating
allotherbanksinthecountryontherecommendationsof‘CentralBankingEnquiryCommittee’in
1929-31.Theyear1935openedanewerainthehistoryofIndianbanking,whentheReserveBankof
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IndiawasestablishedundertheReserveBankofIndiaAct,1934toactasacentralbankofthe
country.Itstartedfunctioningfrom 1stApril,1935.Thus,furtherliberalizationofReservebankof
India’slicensingpolicyledtoexpandthebankingactivitiesinruralandsemi-urbanareaswithaview
tofulfilltherequirementsofadevelopingeconomyinconformitywithanationalprioritiesand
objectives.
DefinitionofaBank
Abankisafinancialinstitutionwhichperformsthedepositandlendingfunction.Abankallowsa
personwithexcessmoney(Saver)todeposithismoneyinthebankandearnsaninterestrate.
Similarly,thebanklendstoapersonwhoneedsmoney(investor/borrower)ataninterestrate.Thus,
thebanksactasanintermediarybetweenthesaverandtheborrower.
Thebankusuallytakesadepositfrom thepublicatamuchlowerratecalleddepositrateandlends
themoneytotheborroweratahigherinterestratecalledlendingrate.
Thedifferencebetweenthedepositandlendingrateiscalled‘netinterestspread’,andtheinterest
spreadconstitutesthebanksincome.
FeaturesorfunctionofBank:
1)Dealswithmoney:TheMainFeaturesofabankisthatitdealswithallthemoney-related
transactions.Forexample,youcandeposityourmoneyinabankaccounttosaveitsecurely,and
youwillalsogetinterestedinthemoneythatyouwillsaveintheaccount.

However,youaresupposedtopaythemoneybacktothebankwithinterest.
2)Provideloans:Banksmakeextramoneybyprovidingloansfordifferent products totheloan.
Thebankmakestheextramoneybylendingmoneytotheeligiblepersonatcertainrates.

Nowadays,banksprovideloansforvariousrequirementssuchasstudyloan,carloan,homeloan,
personalloans,etc.Differentbanksprovidedifferentloansatdifferentinterestrates.
3)Identity:Therearevariousbankswhichprovideloansatdifferentinterestrates.Therefore,each
bankhasadifferentnamewhichhelpsthepeopletoidentifyiteasilyandto differentiate withother
banks.Eventhoughthebasicservicesprovidedbyallbanksarethesame,buteachbanktriesto
providedifferentinterestratesandbetterservicestoattractmoreandmorecustomers.Therefore,
eachbankusesauniquebanknameanduniquetaglinetoselltheirservices.
4)Withdrawalandpaymentfacilities:ABankprovidesvariouspaymentandwithdrawalservices
tocustomerssothattheycanreceivetheirmoneyhassle-free.Customerscanwithdraw money
usingchequesanddraftsandalsofrom theATMsinstalledbythebanksatdifferentlocationsin
thecity.

5)Internetservices : AnotherfeatureofaBankisthatmodernbanksarealsoprovidinginternet
services.Thedevelopmentoftheinternetanditsinclusioninthebankingsectorhasmadeiteven
moreeasyforpeopletocarryoutvarioustransactions.
6)Business:Theonlyworkofbankingisnottoprovidebankingservicestocustomers.Allbanks
areinvolvedinthesubsidiarybusinessestomakemoremoney.Theirsoleresponsibilitytoprovide
maximum satisfactiontotheircustomersandtoprovidethem maximum interestratessothat
morecustomersdobankingwiththem.
7)Increasingfunctionality:Likeotherindustriesbankingsectorisalsofocusedonenhancingtheir
functionality.Bankshavedevelopedfrom justprovidingmoneylendingandcashdepositand
withdrawalservicestoprovidingloansandcredittocashlessbankservicestointernetandmobile
banking.
8)Branchesatdifferentlocations:Also,thefeaturesofabankincludeservicestoitscustomers
wherevertheyliveinthewholeworld.Mostbanksareopeningtheirbranchestheruralpartofthe
countrytoconnectpeoplewiththebanksandtogainmoreprofit.

MeaningofBanker:
Abankerisanemployeeofabankorfinancialinstitutionwhoservicesthefinancialneedsof

clients.Theseclientscanbeindividualsorinstitutions,bothwithdifferentneeds.Abankertriesto
maximizetheprofitofabankwhilemaintainingappropriaterisklevels.
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MeaningofCustomerofaBank
A customer issomeonewhohasanaccountwitha bank orwhoisinsucharelationshipwith

the bank thattherelationshipofabankerand customer exists.Thelegalpositionimpliesthat
openinganaccountisthecrucialelementinestablishingthebanker-customer relationship.
RelationshipbetweenBankerandCustomer

Therelationship betweenabankerand acustomerdependsonthetypeoftransaction.The
followingaretherelations:
a)RelationshipofDebtorandCreditor:Bankeracceptsdepositsofmoneyfrom hiscustomersfor
thepurposeoflendingandinvestmentandrepaysitondemandasperthetermsofthe contractof
deposit.Infact,depositacceptedbythebankistechnicallymoneyloanedouttothebankfrom the
depositors.Therefore,thegeneralrelationshipbetween adepositorandthebankerisarelationof
thedebtorandthecreditor.Thedepositorsarecreditorsandthebankisthedebtor.However,the
relationshipbetweenthebankerandcustomerisdirectlyoppositewhenthebanklendsmoneytoits
customer.Thebankbecomesthe creditorandthecustomerbecomesthedebtor.
b)Relationship ofTrustee and Beneficiary:When a bankeraccepts items like securities or
documentsforsafecustodyormaintainsescrowaccountsofthecustomers,  therelationbetween
thebankerandcustomerisaTrusteeandtheBeneficiary(Trustier).ThebankistheTrusteeandthe
customeristhebeneficiary.
c) RelationshipofLessorandLessee:Whenacustomerhiresasafedepositlockerfrom thebank,
therelationbetweenthebankandthecustomerislessorandlessee.Thebankisthelessor
(licensor)andthehirerofsafedepositlockeristhelessee(licensee/tenant).
d)RelationshipofPrincipalandAgent:Whenabankcollectscheques,billsandotherinstruments
forcustomers,therelationbetweenthebankandcustomeristhatofPrincipalandAgent.Thebank
alsomakesregularpaymentsofinsurancepremium rentetc.asperstandinginstructionreceived
from thecustomer.Intheabovecasesalsotherelationbetweenthebankandthecustomerisof
Principalandagent.Thebankactastheagentandcustomertheprincipal.
e)RelationshipofAssignerandAssignee:Anassignorisapersonwhotransfershissecurityrights
toalenderascollateraltothemoneyborrowedbyhim.Thetransferof  LifeInsurancePolicies,
NationalSavingCertificates,Supplybillsetc.inthenameofthe bankisexamplesofassignment. 
Thebankonwhosenamesecurityrightsaretransferredbytheassignoriscalledasassignee.On
fullpaymentofduestotheassignee,theassignorcangetthesecurityre-assignedinhisname.
f)RelationshipofBailorandBailee:Bailmentreferstodeliveryofgoodsbyonepersontoanother
forsomepurposeunderaconditionthatthegoodstobereturnedtodepositorwhenthepurposeis
accomplishedorotherwisedisposedofaccordingtothedirectionsofthepersonwhiledelivering
thegoods(Sec148ofcontractact).Thepersondeliveringthegoodsisknownasbailorandthe
persontowhom goodsaredeliverediscalledbailee.
TypesofCustomersinBank:Abankerdealswithdifferenttypesofcustomerslike Individuals,
Partnershipfirms,Companies,co-operativesocietiesetc. Whileopeningandintheconductof
accountsofthesepersons,thebankerhastocomplywiththelaw applicationtoeachofthem.
Bankersalsoopencurrentaccountsforproprietoryconcerns,partnershipfirms,Companies,limited
liabilitypartnershipfirm etc.Thefollowingarethetypesofcustomer:
a)AccountsofIndividual:Anindividualcanbeapersonholdingabankaccount forpersonaluse.

Suchcustomersmustcomplywithexistingregulationsandbankersmustensurethattheydonot
openandusebankaccountsforillegalpurposes.Thecustomershouldbeproperlyintroducedto
thebank.Theintroductionisnecessaryfortermsofbankingpracticeandalsoforthepurposeof
protection.

b) Joint Account Holder: A joint account is an account opened by two or more
persons. Instructionforopeningtheaccountmaybeanyoneofthefollowing:

EitherorSurvivor
BothJointly
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FormerorSurvivor
AnyoneorSurvivor

c)AccountsofMinor:Aminorisapersonwhohasnotcompletedeighteenyearsofage.Any
contractenteredbyminorisvoidandisnotenforceablebylaw.Asper section11oftheIndian
ContractAct1872,“whentheageofmaturityhasbeenprovidedbylawtobe18years,anyperson
lessthanthatage,evenbyaday,wouldbeaminorinlaw”.Thispreventsminortoacquireproperty,
disposepropertyorenterintoanytypeofagreement.
d)Non-residentindividuals(NRIs):Non-ResidentIndianmeans,aperson,beingacitizenofIndiaor
apersonofIndianoriginresidingoutsideIndia.ApersonisconsideredIndianOriginwhenheorhis
parentsoranyofhisgrandparentswereIndianNational.Non-residentfallsgenerallyintothe
followingtwocategories:
a. Apersonwhostayabroadforthepurposeofemploymentortocarryonbusinessactivitiesor
vocationorforanyotherpurposeforanindefiniteperiodofstayoutsideIndiaand
b.IndianNationalworkingabroadforaspecificperiod.

VariousTypesofNRIAccounts
 OrdinaryNon-residentRupeeAccounts(NROAccounts);
 Non-Resident(External)RupeeAccounts(NREAccounts);
 Non-resident(Non-Repatriable)RupeeDeposits(NRNRAccounts);and
 ForeignCurrency(Non-Resident)Accounts(Banks)Scheme(FCNR(B)Accounts).

e)HinduUndividedFamily(HUF):HinduUndividedFamily(HUF)is notdefinedundertheIncome
TaxActbutiscovered undertheHinduLaw. Bydefinition,HUFconsistsof allindividuals whoare
lineallydescendedfrom acommonancestorandalsocomprisesofunmarrieddaughters.HUFis
notformedbyacontractbutbythestatusofafamilyi.e.,itiscreatedautomaticallyinanyHindu
Family.Havingacommonancestorisapre-requisitetoform aHUF.
f)Partnershipfirms:A partnership isnotalegalentityindependentofpartners.Itisanassociation
ofpersons.RegistrationofapartnershipisnotcompulsoryunderPartnershipAct.However,many
banks insiston registration ofa partnership.In anycase,ie stamped partnership deed or
Partnershiplettershouldbetakenwhenanaccountisopenedforapartnership.Thepartnership
deedwillcontainnamesofthepartners,objectiveofthepartnership,andotheroperationaldetails,
whichshouldbetakennoteofbythebankinitsdealings.
g)Jointstockcompanies(LimitedLiabilityCompanies):Acompanyisregisteredundercompanies
Acthasalegalstatusindependentofthatoftheshare-holders.Acompanyisanartificialperson
whichhasperpetualexistencewithlimitedliabilityandcommonseal. 
h)Clubs,SocietiesandAssociations:Theclubs,societies,associationetc.,maybeunregisteredor
registered.Accountmaybeopenedonlyifpersonsofhighstandingandreliabilityareinthe
managingcommitteeorgoverningbody..
i).TrustAccount:TrustsarecreatedbythesettlerbyexecutingaTrustDeed.Atrustaccountcan
beopenedonlyafterobtainingandscrutinizingthetrustdeed.TheTrustaccounthastobeoperated
byallthetrusteesjointlyunlessprovidedotherwiseinthetrustdeed.
TYPESOFDEPOSITS:
Bankdepositsservedifferentpurposesfordifferentpeople.Somepeoplecannotsaveregularly;
theydepositmoneyinthebankonlywhentheyhaveextraincome.Thepurposeofdepositthenisto
keepmoneysafeforfutureneeds.Somemaywanttodepositmoneyinabankforaslongas
possibletoearninterestortoaccumulatesavingswithinterestsoastobuyaflat,ortomeet
hospitalexpensesinoldage,etc.Some,mostlybusinessmen,depositalltheirincomefrom salesin
a bankaccountand payallbusiness expenses outofthe deposits.Keeping in view these
differences,banksofferthefacilityofopeningdifferenttypesofdepositaccountsbypeopletosuit
theirpurposeandconvenience.Onthebasisofpurposetheyserve,bankdepositaccountsmaybe
classifiedasfollows:
a.SavingsBankAccount b.CurrentDepositAccount c.FixedDepositAccount d.Recurring
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DepositAccount.
Letusbrieflynotethenatureoftheaboveaccounts.
a.SavingsBankAccount:Ifapersonhaslimitedincomeandwantstosavemoneyforfutureneeds,

theSavingBankAccountismostsuitedforhispurpose.Thistypeofaccountcanbeopenedwitha
minimum initialdepositthatvariesfrom banktobank.Moneycanbedepositedanytimeinthis
account.Withdrawalscanbemadeeitherbysigningawithdrawalform orbyissuingachequeorby
usingATM card.Normallybanksputsomerestrictiononthenumberofwithdrawalfrom this
account.Interestisallowedonthebalanceofdepositintheaccount.Therateofinterestonsavings
bankaccountvariesfrom banktobankandalsochangesfrom timetotime.Aminimum balance
hastobemaintainedintheaccountasprescribedbythebank.
b.CurrentDepositAccount:Big businessmen,companies and institutions such as schools,

colleges,and hospitalshaveto makepaymentthrough theirbankaccounts.Sincethereare
restrictiononnumberofwithdrawalsfrom savingsbankaccount,thattypeofaccountisnot
suitableforthem.Theyneedtohaveanaccountfrom whichwithdrawalcanbemadeanynumberof
times.Banksopencurrentaccountforthem.Likesavingsbankaccount,thisaccountalsorequires
certainminimum amountofdepositwhileopeningtheaccount.Onthisdepositbankdoesnotpay
any intereston the balances.Ratherthe accountholderpays certain amounteach yearas
operationalcharge.Fortheconvenienceoftheaccountholdersbanksalsoallow withdrawalof
amountsinexcessofthebalanceofdeposit.Thisfacilityisknownasoverdraftfacility.Itisallowed
tosomespecificcustomersanduptoacertainlimitsubjecttopreviousagreementwiththebank
concerned.
c.FixedDepositAccount(alsoknownasTerm DepositAccount):Manyatimepeoplewanttosave
moneyforlongperiod.Ifmoneyisdepositedinsavingsbankaccount,banksallowalowerrateof
interest.Therefore,moneyisdepositedinafixeddepositaccounttoearnainterestatahigherrate.
BankDepositAccount17Thistypeofdepositaccountallowsdeposittobemadeofanamountfor
aspecifiedperiod.Thisperiodofdepositmayrangefrom 15daystothreeyearsormoreduring
whichnowithdrawalisallowed.However,onrequest,thedepositorscanencashtheamountbefore
itsmaturity.Inthatcasebanksgivelowerinterestthanwhatwasagreedupon.Theinterestonfixed
depositaccountcanbewithdrawnatcertainintervalsoftime.Attheendoftheperiod,thedeposit
maybewithdrawnorrenewedforafurtherperiod.Banksalsograntloanonthesecurityoffixed
depositreceipt.
d.RecurringDepositAccount:Thistypeofaccountissuitableforthosewhocansaveregularlyand
expecttoearnafairreturnonthedepositsoveraperiodoftime.Whileopeningtheaccounta
personhastoagreetodepositafixedamountonceinamonthforacertainperiod.Thetotal
depositalongwiththeinterestthereinispayableonmaturity.However,thedepositorcanalsobe
allowedtoclosetheaccountbeforeitsmaturityandgetbackthemoneyalongwiththeinteresttill
thatperiod.Theaccountcanbeopenedbyapersonindividuallyorjointlywithanother,orbythe
guardianinthenameofaminor.Therateofinterestallowedonthedepositsishigherthanthatona
savingsbankdepositbutlowerthantherateallowedonafixeddepositforthesameperiod.
RecurringDepositAccountsmaybeofdifferenttypesdependingonthepurposeunderlyingthe
deposit.
OriginandGrowthofcommercialBankinginIndia
BankingindustryinIndiahasalonghistory.Ithastravelledalongpathtoassumeitspresentform.
ThebankingindustryinIndianstartedwithsmallmoneylendersandhasnowlargejointstockworld
classbanksinitsfold.ThegrowthofbanksinIndiaisdiscussedbelowovertwoeras:
1. Pre-IndependencePeriod
2. Post-IndependencePeriod
1. Pre-IndependencePeriod: Bankinginitscrudefrom isasoldasauthentichistory.Allthroughout
theperiodofIndiahistory,indigenousbankersandmoneylendersarerecordedtohaveexistedand
carriedonthebusinessofbankingandmoneylendingonalargescale.Between2000and1400BC
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duringtheVedicPeriodrecordsofdepositsandlendingarefound.RenownedHinduLawgiverManu
hasdealtwiththematterofdepositsandpledgesinsectionofhiswork.TheIndianbanksenjoyed
considerablepublicconfidenceandthiscanbegaugedfrom factthathundiswereusedfrom the
daysofMahabharata.DuringtheMoghulPeriod,theindigenousbankersweremostprominentin
connectionwiththefinancingoftradeanduseofinstrumentsoftrade.
AgencyHouse: Theindigenousbankerslosttheirimportancetoacertainwiththeadventofthe
EnglishtradersinIndia.ThestartingofmodernbankinginIndiacanbetracedtothebeginningof
theEastIndiaCompany’straderelationwithourcountry.ThegrowingtradeInterestoftheEnglish
merchantsandnon-existenceofanyorganisedbanksinIndia,manyEnglishAgencyHouseswhich
wereessentiallytradingcompanystartedtoaddbankingbusinesstotheiractivities.Thebankof
HindustanwastheearliestbankstartedunderEuropeandirectioninIndia.Thebankingbusinessof
AgencyHousecouldnotcontinueforlong.MostoftheseHousesfailedbecauseoftheircomplete
disregardtowardstheprincipleofbankingbusiness.TheBankofHindustancouldnotwithstandthe
failureofitsparentfrom andwascloseddownin1832.
PresidencyBanks: ThebankingbusinessofAgencyHousewhichsurvivedandcontinuedtocarryon
tradeandbankingtogetherwasprogressivelytakenoverbythePresidencyBanks.Thethree
PresidencyBanks viz.:
i. TheBankofBengal(1809);
ii. TheBankofMumbai(1840);and
iii. TheBankofChennai(1843)
TheSwadeshiMovement:SwadeshimovementpromptedIndianstostartmanynew institutions.
Thenumberofjointstockbanksincreasedremarkablyduring1906-1913.ThepeoplesBankofIndia
Limited,theBankofIndiaLimited,theCentralBankofIndiaLimited,IndianBankLimitedandthe
BankofBarodaLimitedweresetupduringthatperiod.
ImperialBankofIndia: ThethreePresidencyBankswereamalgamatedintotheImperialBankof
Indiawhichwasbroughtintoexistenceon27thJanuary,1921,bytheImperialBankofIndiaAct,
1920.TheliabilityofshareholdersoftheImperialBankwaslimitedlikethatofshareholdersofother
banksregisteredundertheCompanyAct.Howevertheword“limited”didnotfrom apartofthe
nameoftheBank.
2. Post-IndependencePeriod: Afterindependence,Governmenthastakenmostimportantstepsin
regardofIndianBankingSectorreforms.In1955,theImperialBankofIndiawasnationalizedand
wasgiventhename“StateBankofIndia”,toactastheprincipalagentofRBIandtohandlebanking
transactionsalloverthecountry.ItwasestablishedunderStateBankofIndiaAct,1955.

In1959,the'StateBankofIndia'(SubsidiaryBanks)Actwaspassedbywhichthepublic
sectorbankingwasfurtherextended.ThefollowingbanksweremadethesubsidiariesofStateBank
ofIndia:
i. TheStateBankofBikaner
ii. TheStateBankofJaipur
iii. TheStateBankofIndore
iv. TheStateBankofMysore
v. TheStateBankofPatiala
vi. TheStateBankofHyderabad
vii. TheStateBankofSaurashtra
viii. TheStateBankofTravancore
ThesebanksformingsubsidiaryofStateBankofIndiawasnationalizedin1960.In1963,thefirst
twobankswereamalgamatedunderthenameof"TheStateBankofBikanerandJaipur".

On19thJuly,1969,14majorIndiancommercialbanksofthecountrywerenationalized.In
1980,anothersixbankswerenationalized,andthusraisingthenumberofnationalizedbanksto20.
Sevenmorebankswerenationalizedwithdepositsover200Crores.Lateron,intheyear1993,the
governmentmergedNewBankofIndiawithPunjabNationalBank.Itwastheonlymergerbetween
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nationalizedbanksandresultedinthereductionofthenumberofnationalizedbanksfrom 20to19.
Tilltheyear1980approximately80% ofthebankingsegmentinIndiawasundergovernment’s
ownership.OnthesuggestionsofNarsimhanCommittee,theBankingRegulationActwasamended
in1993andhence,thegatewaysforthenewprivatesectorbankswereopened.
FinancialServicesRenderedbyBanks
Thesefinancialservicesareexplainedbelow:
1. Banking
ThebankingindustryisthebackboneofIndia’sfinancialservicesindustry.Thecountryhasseveral
publicsector(27),privatesector(21),foreign(49),regionalrural(56)andurban/ruralcooperative
(95,000+)banks.Thefinancialservicesofferedinthissegmentinclude:

i.IndividualBanking(checkingaccounts,savingsaccounts,debit/creditcards,etc.)
ii.Businessbanking(merchantservices,checkingaccountsandsavingsaccountsforbusinesses,
treasuryservices,etc.)
iii.Loans(businessloans,personalloans,homeloans,automobileloans,working-capitalloans,
etc.)
ThebankingsectorisregulatedbytheReserveBankofIndia(RBI),whichmonitorsandmaintains

thesegment’sliquidity,capitalization,andfinancialhealth.
2.ProfessionalAdvisory 
India hasa strong presence ofprofessionalfinancialadvisoryservice providers,which offer
individualsandbusinessesawideportfolioofservices,includinginvestmentduediligence,M&A
advisory,valuation,real-estateconsulting,riskconsulting,taxationconsulting.Theseofferingsare
madebyarangeofproviders,includingindividualdomesticconsultantstolargemulti-national
organizations. 
3.WealthManagement 
Financialservicesofferedwithinthissegmentincludemanagingandinvestingcustomers’wealth
acrossvariousfinancialinstruments-includingdebt,equity,mutualfunds,insuranceproducts,
derivatives,structuredproducts,commodities,andrealestate,basedontheclients’financialgoals,
riskprofileandtimehorizons. 
4.MutualFunds
Mutualfund service providers offerprofessionalinvestmentservices across funds thatare
composedofdifferentassetclasses,primarilydebtandequity-linkedassets.Thebuy-informutual
fundsolutionsisgenerallylowercomparedtothestockmarketanddebtproducts.Theseproducts
areverypopularinIndiaastheygenerallyhavelowerrisks,taxbenefits,stablereturnsand
propertiesofdiversification.Themutualfundssegmenthaswitnesseddouble-digitgrowthinassets
undermanagementoverthelastfiveyears,owingtoitspopularityasalow-riskwealthmultiplier.
5.Insurance 
Financialservicesofferingsinthissegmentareprimarilyofferedacrosstwocategories:
 GeneralInsurance(automotive,home,medical,fire,travel,etc.)
 LifeInsurance(term-life,money-back,unit-linked,pensionplans,etc.)

Insurance solutions enable individuals and organizations to safeguard againstunforeseen
circumstancesandaccidents.Payoutsfortheseproductsvaryacrossthenatureoftheproduct,
time horizons,customerrisk assessment,premiums,and severalotherkey qualitative and
quantitativeaspects.InIndia,thereisastrongpresenceofinsuranceprovidersacrosslifeinsurance
(24)andgeneralinsurance(39)categories.TheinsurancemarketisregulatedbytheInsurance
RegulatoryandDevelopmentAuthorityofIndia(IRDAI). 
6.StockMarket
ThestockmarketsegmentincludesinvestmentsolutionsforcustomersinIndianstockmarkets
(NationalStockExchangeandBombayStockExchange),acrossvariousequity-linkedproducts.The
returnsforcustomersarebasedoncapitalappreciation–growthinthevalueoftheequitysolution
and/ordividends–andpayoutsmadebycompaniestoitsinvestors. 
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7.Treasury/DebtInstruments 
Servicesofferedinthissegmentincludeinvestmentsintogovernmentandprivateorganization
bonds(debt).Theissuerofthebonds(borrower)offersfixedpayments(interest)andprincipal
repaymenttotheinvestorattheendoftheinvestmentperiod.Thetypesofinstrumentsinthis
segmentincludelistedbonds,non-convertibledebentures,capital-gainbonds,GoIsavingsbonds,
tax-freebonds,etc.
8.Tax/AuditConsulting
Thissegmentincludesalargeportfoliooffinancialserviceswithinthetaxandauditingdomain.This
servicesdomaincanbesegmentedbasedonindividualandbusinessclients.Theyinclude:
 Tax–Individual(determiningtaxliability,filingtax-returns,tax-savingsadvisory,etc.)
 Tax – Business (determining tax liability,transferpricing analysis and structuring,GST
registrations,taxcomplianceadvisory,etc.)
Intheauditingsegment,serviceprovidersoffersolutionsincludingstatutoryaudits,internalaudits,
servicetaxaudits,taxaudits,process/transactionaudits,riskaudits,stockaudits,etc.These
servicesareessentialtoensurethesmoothoperationofbusinessentitiesfrom aqualitativeand
quantitativeperspective,aswellastomitigaterisk.
CHANGINGROLEOFCOMMERCIALBANKSININDIA
Bankingindustryisaveryimportanttoolintheconstructionofeconomicstructureofanycountry
anditplaysasignificantroleintheeconomicdevelopmentofadevelopingcountry.Economic
developmentinvolvesinvestmentinvarioussectorsofeconomy.
Themajorfunctionofafinancialinstitutionistoprovidethemaximum financialconveniencetothe
public.First,theyareresponsibleforpromotingoverallsavingsbymakingbanksmoreaccessibleto
thepublic.
Second,theydistributesavingsinamoreefficientmannertothosewhoneeditmore,from an
economicandsocialperspective.
Third,banksareresponsibleforcreatingcreditandfacilitatingthetransactionofbusinessandtrade
whichultimatelyaffectthegrowthoftheeconomy.
Thusthebankscollectsavingsfrom thepeopleandmobilizesavingforinvestmentinindustrial

projects.Theinvestorsborrowfrom bankstofinancetheprojects.Specialfundsareprovidedtothe
investorsforthecompletionofprojects.Thebanksprovideaguaranteeforindustrialloanfrom
internationalagencies.Theforeigncapitalflowstodevelopingcountriesforinvestmentinprojects.
Besidesnormalbanking,thebanksperform agencyservicesfortheclient.Thebanksbuyandsell

securities,make rentpayments,receive subscription funds and collectutility bills forthe
Governmentdepartments.Thusthesebankssavethetimeandenergyofbusypeople.
Banksarrangeforeignexchangeforthebusinesstransactionswithothercountries.Thefacilityof

foreigncurrencyaccounthasresultedinanincreaseofforeignexchangereserves.Byopeninga
letterofcreditthebankspromoteforeigntrade.
Thebanksnotonlycollectfundsfrom thecustomersbutalsoserveasaguidetothem ininvesting
theirfunds.Thepolicyofbanksisaninstrumentinwidedispersalofcreditinthecountry.Banking
sectorplaysapositiveroleinaugmentingtheprogressofacountryasrepositoriesofcommunity’s
savingsandaspurveyorsofcredit.Itistheheartoffinancialstructuresinceithastheabilitytoadd
tothemoneysupplyofthenationandthuscreatesadditionalpurchasingpower.
Lending,investingandrelatedactivitiesofbanksfacilitatetheeconomicprocessesofproduction,
distribution and consumption.In a developing country like India banks also have social
responsibilitieslikeupliftingtheweakersectionsandfinancingthesocialprojects.Bankingindustry
inIndiahasbeenplayingapivotalroleinrebuildingtheIndianeconomybyextendingitsnetworkto
thebackwardandruralareas,smallindustriesandweakersectionsofthesocietyetc.,inadditionto
providingfinancetoindustryandbusiness.Inawaycommercialbankshaveemergedasthekey
financialagenciesofrapideconomicdevelopmenttodaythaneverbefore.
TypesofbankinIndia
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SomeimportanttypesofbanksincountrieslikeIndiaarediscussedbelow:
(a)Organizedandunorganizedbanking:
Indianbankingsystem canbroadlybeclassifiedintotwocategories:
(i)Organizedbankingand
(ii)Unorganizedbanking.
ThatpartofIndianbankingsystem whichdoesnotfallunderthecontrolofourcentralbank(i.e.
ReserveBankofIndia)iscalledasun-organisedbanking.Forexample,Indigenousbanks.Whereas,
organizedbankingsystem referstothatpartoftheIndianbankingsystem whichisunderthe
influenceandcontroloftheReserveBankofIndia.Forexample.CommercialBanks,Industrial
Banks,AgriculturalBanks.
(b)ScheduledandNon-scheduledbanks:UndertheReserveBankofIndiaAct,1939,bankswere
classifiedasscheduledbanksandnonscheduledbanks..Thescheduledbanksarethosewhichare
enteredinthesecondscheduleofRBIAct,1939.Scheduledbanksarethosebanksanwhichhavea
paidupcapitalandreservesofaggregatevalueofnotlessthanRs5lakhsandwhichsatisfyRBI.
AllCommercialBanks,RegionalRuralBanks,StateCooperativeBanksarescheduledbanks.Onthe
otherhand,non-schedulebanksarethosebankswhosetotalpaidupcapitalislessthanRs5lakh
andRBIhasnospecificcontroloverthesebanks.Thesebanksarenotincludedinthesecond
scheduleofRBIAct,1934.
(c)IndigenousBankers:From veryancientdaysindigenousbankingasdifferentfrom themodern
westernbankinghasbeenorganizedintheform offamilyorindividualbusiness.Theyhavebeen
calledbyvariousnamesindifferentpartsofthecountryasShroffs,Sethus,Sahukars,Mahajans,
Chettisandsoon.Theyvaryintheirsizefrom pettymoneylenderssubstantialshroffs.
(d)CentralBank:Ineachcountrythereexistscentralbankwhichcontrolsacountry’smoneysupply
andmonetarypolicy.Itactsasabanktootherbanks,andalenderoflastresort.IndiaReserveBank
ofIndia(RBI)istheCentralBank.
(e)CommercialBank:Abankdealingwithgeneralpublic,acceptingdepositsfrom makingloansto
largenumbersofhouseholdsandfirms.Throughtheprocessofacceptingdepositsandlending,
commercialbankscreatecreditintheeconomy.Someexamples(commercialbanksinIndiaare
StateBankIndia(SBI),PunjabNationalBank(PNB)etc.
(f)DevelopmentBanks:Developmentbanksarespecialisedfinancialinstitutions.To promote
economic development,developmentbanks provide medium term and long term loans the
entrepreneursatrelativelylowrateointerestrates.SomeexamplesofdevelopmentbanksinIndia
areIndustrialDevelopmentBankofIndia(IDBI),IndustrialFinancialCorporationofIndia(IFCI),
IndustrialCreditandInvestmentCorporationofIndia(ICICI)etc.
(g)Co-OperativeBanks:Co-operativebanksareorganisedundertheprovisionsoftheCo-operative
societieslawofthestate.ThesebankswereoriginallysetupinIndiatoprovidecredittothefarmers
atcheaperrates.However,theco-operativebanksfunctionalsointheurbansectors.
(h)LandMortgageBanks:Theprimaryobjectiveofthesebanksistoprovidelong-term loansto
farmersatlow ratesinmattersrelatedtoland,Thelandmortgagebanksarealsoknownasthe
LandDevelopmentBanks.
(i)RegionalRuralBanks:RegionalRuralBanks(RRBs)areestablishedintheruralareastomeetthe
needsoftheweakersectionoftheruralpopulation.
(j)NationalBankforAgriculturalandRuralDevelopment(NABARD):Thisbankwasestablishedin
1982inIndiainview ofprovidingtheruralcredittothefarmers.Actually,itisanapexinstitution
whichco¬ordinatesthefunctioningofdifferentfinancialinstitutionsworkinginthefieldofrural
credit.NABARD hasbeenmakingcontinuouseffortsthroughitsmicro-financeprogrammeor
improvingtheaccessoftheruralpoortoformalinstitutionalcredit.Theselfhelpgroup(SHG)–
Banklinkageprogrammewasintroducedin1992asamechanism toprovidefinancialservicesto
theruralpoorpeopleonasustainablebasis.
(k)ExchangeBanks:Thesebanksareengagedinbuyingandsellingforeignexchange.Thesebanks
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helpthegrowthofinternationaltrade.
(i)Exim Bank:Itispopularlyknownas‘ExportImportBank’.Suchbanksprovidelongterm financial
assistancetotheexportersandimporters.

******

UNIT-2
CHEQUESANDPAYINGBANKER

Meaningofcrossing
Ans:Acrossedchequeisbasicallyanychequewhichiscrossedwithtwoparallellines.Thelines
canbedrawneitheracrossthewholechequeorthroughthetopleft-handcorner.Itsimplymeans
thatthespecificchequecanonlybedepositedstraightwayintoabankaccountandcannotbe
instantlycashedbyabankoranycreditinstitution.Thisensuresalevelofsecuritytothepayer
sinceitrequiresthefundstobehandledthroughacollectingbank.
TypesofCrossing
Thewayachequeiscrossedspecifiedthebankeronhowthefundsaretobehandled,toprotectit
from fraudandforgery.Primarily,itensuresthatthefundsmustbetransferredtothebankaccount
onlyandnottoencashitrightawayuponthereceiptofthecheque.Thereareseveraltypesof
crossing

1. GeneralCrossing:Whenacrossthefaceofachequetwotransverseparallellinesaredrawn
atthetopleftcorner,alongwiththewords&Co.,betweenthetwolines,withorwithoutusingthe
wordsnotnegotiable.Whenachequeiscrossedinthisway,itiscalledageneralcrossing.

2. RestrictiveCrossing:Wheninbetweenthetwotransverseparallellines,thewords‘A/cpayee’
iswrittenacrossthefaceofthecheque,thensuchacrossingiscalledrestrictivecrossingor
accountpayeecrossing.Inthiscase,thechequecanbecreditedtotheaccountofthestatedperson
only,makingitanon-negotiableinstrument.

3. SpecialCrossing:Achequeinwhichthenameofthebankeriswritten,acrossthefaceofthe
chequeinbetweenthetwotransverseparallellines,withorwithoutusingtheword‘notnegotiable’.
Thistypeofcrossingiscalledaspecialcrossing.Inaspecialcrossing,thepayingbankerwillpay
thesum onlytothebankerwhosenameisstatedinthechequeortohisagent.Hence,thecheque
willbehonouredonlywhenthebankmentionedinthecrossingordersthesame.

4. NotNegotiableCrossing:Whenthewordsnotnegotiableismentionedinbetweenthetwo
transverseparallellines,indicatingthatthechequecanbetransferredbutthetransfereewillnotbe
abletohaveabettertitletothecheque.
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5. DoubleCrossing:Doublecrossingiswhenabanktowhom thechequecrossedspecially,
furthersubmitsthesametoanotherbank,forthepurposeofcollectionasitsagent,inthissituation
thesecondcrossingshouldindicatethatitisservingasanagentofthepriorbanker,towhom the
chequewasspeciallycrossed.

Thecrossingofachequeisdonetoensurethesafetyofpayment.Itisawell-knownmechanism
usedtoprotectthepartiestothecheque,bymakingsurethatthepaymentismadetotheright
payee.Hence,itreducesfraudandwrongpayments,aswellasitprotectstheinstrumentfrom
gettingstolenorencashedbyanyunscrupulousindividual.
RulesofCrossingofCheque
NegotiableChequesaregenerallycrossedasameasureofsafety.

 Achequecanbecrossedgenerally,maybecrossedspeciallybytheholder.
 TheChequeholderhastherighttoaddthewords“notnegotiable”toit.
 Whenanuncrossedchequeoracrossedchequegenerallyissenttoabankerforthe

collection,thepersonmaycrossitspeciallytohimself.Inthiscase,hedoesnotenjoythe
Statutoryprotectionagainstbeingsuedforconversion.

WhatisanEndorsement?
Endorsement means, “thewriting ofone’snameon thebackoftheinstrumentoranypaper
attachedtoitwiththeintentionoftransferringtherightstherein”. – NegotiableInstrumentsAct
Thus,anendorsementissigninganegotiableinstrumentforthepurposeofnegotiation.
Personwhoeffectsanendorsementiscalledan “endorser”
Persontowhom thenegotiableinstrumentistransferredbyendorsementiscalledthe“endorsed”
TypesofEndorsement
Differenttypesofendorsementarediscussedbelow:

1.Blankorgeneralendorsement
2.Specialorfullendorsement[Sec.16]
3.Partialendorsement[Sec.56]
4.Restrictiveendorsement [Sec.50]
5. Conditionalorqualifiedendorsement

• Sansrecourse
• Facultative
• Contingent

1.Blankorgeneralendorsement:Itisa typeofendorsement whenthe endorserjustsignsonthe
instrumentwithoutmentioningthename ofthepersoninwhosefavourtheendorsementis
made.

Endorsementinblankspecifiesnoendorsee.Itsimplyconsistsofthesignatureoftheendorseron
theendorsement.
Example:AbillispayabletoX.Xendorsesthebillbysimplyaffixinghissignature.Thisisan
endorsementinblankbyX.Inthiscasethebillbecomespayabletobearer.
Thereisnodifferencebetweenabillornoteendorsedinblankandonepayabletobearer.Theycan
bothbenegotiatedbydelivery.
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2.Specialorfullendorsement:Inthis typeofendorsement contains notonlythesignature ofthe
endorser butalsothenameoftheperson inwhosefavourtheendorsementismade,thenitis
anendorsementinfull.Insuchanendorsement,itisonlytheendorseewhocantransferthe
instrument.

Example:AistheholderofabillendorsedbyBintheblank.AwritesoverB’ssignaturethewords
“PaytoCororder.”Aisnotliableasanendorserbutthewritingoperatesasanendorsementinfull
from BtoC.
3.Partialendorsement: A partialendorsementisa typeofendorsement inwhichpurportsto

transferto the endorsee a partonlyofthe amountpayable on the instrument.Such an
endorsementdoesnotoperateasanegotiationoftheinstrument.

Example:AistheholderofabillforRs.1000.Heendorsesit“paytoBororderRs.500.”Thisisa
partialendorsementandinvalidforthepurposeofnegotiation.
4.Restrictiveendorsement: A restrictiveendorsementisonewhicheitherbyexpresswords

restrictsorprohibitsthefurthernegotiationofabillorwhichexpressesthatitisnotacomplete
andunconditionaltransferoftheinstrumentbutisamereauthoritytotheendorseetodealwith
billasdirectedbysuchendorsement.

Example: “PayC,“ “PayC formyuse,“ “PayC fortheaccountofB“ areinstancesofrestrictive
endorsement.Theendorseeunderarestrictiveendorsementacquiresalltherightsoftheendorser
excepttherightofnegotiation.
5.Conditionalorqualifiedendorsement: A typeofendorsement wheretheendorseelimitsor

negatives his liabilitybyputting some condition in the instrumentis called a conditional
endorsement.Aconditionalendorsement,unliketherestrictiveendorsement,doesnotaffectthe
negotiabilityoftheinstrument.Itisalsosometimescalleda qualifiedendorsement.

a)Sans recourse: Endorserrelieves himselffrom the liability to allsubsequent
endorsees.

b)Facultative:Theendorserwaivesanyofhisrights
c)Contingent: Theendorsermakeshisliabilitydependentuponhappeningofsome

event.
GeneralRulesregardingtheForm ofEndorsements:
An endorsementmustberegularand valid in orderto be effective.The appropriatenessor
otherwiseofaparticular form ofendorsementdependsuponthepracticeamongstthebankers.The
followingrulesareusuallyfollowedin thisregard.
1.Signatureoftheendorser:Thesignatureonthedocumentforthepurposeofendorsementmust
bethatof theendorseroranyotherpersonwhoisdulyauthorizedtoendorseonhisbehalf.Ifa
chequeispayableto twopersons,bothofthem shouldsigntheirnamesintheirownhandwriting.If
theendorsersignsinblock letters,itwillnotbeconsideredaregularendorsement.
2.Spelling:Theendorsershouldspellhisnameinthesamewayashisnameappearsonthecheque
orbill asitspayeeorendorsee.Ifhisnameismis-speltorhisdesignationhasbeengivenincorrectly,
heshould signtheinstrumentinthesamemannerasgivenintheinstrument.Thereafter,hemay
alsoputhisproper signatureinthesamehandwriting,ifhelikestodoso.Forexample,ifthepayee’s
nameiswronglyspelt as‘VirendraPerkash’insteadof‘VirendraPrakash’regularendorsementwill
beasfollows:
Merelywritingthecorrectnamewillnotberegularendorsement.
3.Noadditionoromissionofinitialofthename.Aninitialnameshouldneitherbeanaddednor
omittedfrom thenameofthepayeeorendorseeasgiveninthecheque.Forexample,achequeis
payabletoS.C. GuptashouldnotbeendorsedasS.Guptaorviceversa.Similarly,achequepayable
toHarishSaxena shouldnotbeendorsedasH.Saxenabecauseitwillbedoubtfulforthepaying
bankertoascertainthatH. SaxenaisHarishSaxenaandnobodyelse.ItispossiblethatsomeHari
Saxenahassignedonthecheque asH.Saxena.
4.Prefixesandsuffixestobeexcluded:Theprefixesandsuffixestothenamesofthepayeeor
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endorsee neednotbeincludedintheendorsement.Forexample,thewords“Mr.,Messrs,Mrs.,Miss,
Shri,Shrimati, Lala,Babu,General,Dr.,Major,etc.”neednotbegivenbytheendorserotherwisethe
endorsementwillnot beregular.However,anendorsermayindicatehastitleorrank,etc.,afterhis
signature.Forexample,a chequepayabletoMojorRajaRam orDr.LaxmiChandramaybeendorsed
as‘RajaRam,Major’orLaxmi Chandra,M.D.’AchequepayabletoPadmashriVishnuKantmaybe
endorsedasVishnuKant,Padmashri.
MeaningofPayingBanker:
Theterm payingbankerreferstothe draweebanker whopaysthe cheques ofhiscustomers.The
primaryrelationshipbetweenabankerandhiscustomersisthatofa debtorandacreditor.
DutiesofThepayingbanker 
Thepayingbanker hasthe followingduties:
A) Incaseof sufficiencyoffunds intheaccountofthe drawer whichcanbeproperlyusedtopaythe
cheque,thebankermustpaythechequewhen required todoso.
B) Thepayingbankeris expectedtopay thechequetothegenuinepayeeasperthedirectionof the
drawer.
C) Thepayingbankershouldpaythechequewhenthereisnorestrictionimposedonthepayment
by thedrawerorbythelaw.
D) The paymentshould be made when the cheques are presented forpayment within a
reasonable timeafterbeingdrawnandduringbankinghours.
E) Hehastohonourthe chequedrawn againsttheaccountmaintainedatthatbranchofthebank
wherethe chequeispresented.
F) Thebankershouldnotmakepaymentofcrossedcheques overthecounterofthebank. Hemust
paythecrossedchequesthroughabanker.
LiabilitiesOfPayingBanker:
Inthefollowingwaysliabilitiesofthepayingbankermayarise:
A) Whentherearesufficientfunds in theaccountofthecustomerappliesforthepaymentof
chequesthepayingbankershallbeliabletopaydamagesifhewrongfullydishonoursthecheques.
B) Whenthecustomerhasbeengrantedoverdraftfacility,thebankerwillbeheldliableifhe
dishonourschequesdrawnbythecustomeronthebasisoftheoverdraft.
C) Whenthecustomerismisledbytheentryinthepassbookanddrawsachequebelievingthe
balanceshownbypassbookastheactualbalance,thebankershallbeliableifthechequeis
dishonoured.
D) Whenthecustomerisallowedbythebankertodrawachequeonthebasisofchequedeposited
forcollection,beforeitisactuallyrealised,thebankershallbeliableto thecustomerifhe
subsequentlydishonoursthecheque.
E)Thepayingbankershallbeliableifhepaysthechequecontraveningthelegalprovisionslaid
downbytheNegotiableinstrumentsact.
StatuaryprotectionforholderinduecourseofcollectingBank:
Section131oftheNegotiableInstrumentsActprovidesprotectiontoacollectingbankerwho
receivespaymentofacrossedchequeordraftonbehalfofhiscustomers.AccordingtoSection
131oftheAct“abankerwhohas,ingoodfaithandwithoutnegligence,receivedpaymentfora
customerofachequecrossedgenerallyorspeciallytohimselfshallnot,incasethetitletothe
chequeprovesdefective,incuranyliabilitytothetrueownerofthechequebyreasononlyofhaving
receivedsuchpayment.”
TheprotectionprovidedbySection131isnotabsolutebutqualified.Acollectingbankercanclaim
protectionagainstconversionifthefollowingconditionsarefulfilled.
1.     GoodFaithandWithoutNegligence:Statutoryprotectionisavailabletoacollectingbanker

whenhereceivespaymentingoodfaithandwithoutnegligence.
Thephrasein“goodfaith”meanshonestlyandwithoutnoticeorinterestofdeceitorfraud

anddoesnecessarilyrequirecarefulness.Negligencemeansfailuretoexercisereasonablecare.It
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isnotforthecustomerorthetrueownertoprovenegligenceonthepartofthebanker.Theburden
ofprovingthathecollectedingoodfaithandwithoutnegligenceisonthebanker.Thebanker
shouldhaveexercisedreasonablecareanddeligence.Whatconstitutesnegligencedependsupon
factsofeachcase.
Followingareafewexampleswhichconstitutenegligence:
(a)Failuretoobtainreferenceforanewcustomeratthetimeofopeningtheaccount.
(b)Collectionofchequespayableto‘trustaccounts’forcreditingtopersonalaccountsofatrustee.
(c)Collectingfortheprivateaccountsofpartners,chequespayabletothepartnershipfirms.
(d)Omissiontoverifythecorrectnessofendorsementsonchequespayabletoorder.
(e)Failuretopayattentiontothecrossingparticularlythe“notnegotiablecrossing.”
2. CollectionforaCustomer:Statutoryprotectionisavailabletoacollectingbankerifhecollectson
behalfofhiscustomeronly.Ifhecollectsforastrangerornoncustomer,hedoesnotgetsuch
protection.AsJonesaptlyputsif“dulycrossedchequesareonlyprotectedintheircollection,if
handledforthecustomer”.Abankcannotgetprotectionwhenhecollectsachequeasholderfor
value.InGreatWesternRailwayVsLondonandCountryBankitwasheldthat“thebankisentitled
forprotectionasitreceivedcollectionforanemployeeofthecustomerandnotforthecustomer.”
3. ActsasanAgent: Acollectingbankermustactasanagentofthecustomerinordertoget
protection.Hemustreceivethepaymentasanagentofthecustomerandnotasaholderunder
independenttitle.Thebankerasaholderforvalueisnotcompetenttoclaim protectionfrom liability
inconversion.Incaseofforgery,theholderforvalueisliabletothetrueownerofthecheque.
4. CrossedCheques:Statutoryprotectionisavailableonlyincaseofcrossedcheques.Itisnot
availableincaseuncrossedoropenchequesbecausethereisnoneedtocollectthem througha
banker.Cheques,therefore,mustbecrossedpriortotheirpresentmenttothecollectingbankerfor
clearance.Inotherwords,thecrossingmusthavebeenmadebeforeitreachedthehandsofthe
bankerforcollection.Ifthechequeiscrossedafteritisreceivedbythebanker,protectionisnot
available.Evendraftsarecoveredbythisprotection.

Toconclude,itisnecessarythatthecollectingbankershouldhaveactedwithoutnegligence
ifhewantstoclaim statutoryprotectionunderSection131ofthesaidAct.Thestatutoryprotection
isavailabletothebankerifhecollectsachequemarked“NotNegotiable”foracustomer,whose
nameisnotusedasthepayeethere-in,providedtherequirementsofthesaidsectionsareduly
compliedwith.

ConceptofNegligence
Negligenceoccurswhensomeoneactsinacareless,reckless,ornegligentmanner,causinganother
individualtogethurtordamagesanother’sproperty.
Therearefourelementsofnegligenceyoumustestablishtorecovercompensationinapersonal
injuryclaim basedonthetheoryofnegligencewhichare
i.Dutyofcare
ii.Breachofdutyofcare,
iii.Causation
iv.Theexistenceofdamages.

Givenbelowanexplanationofabovementionedelementsofnegligence.
i.DutyofCare

Thisisalegalobligationtoexercisethesamelevelofreasonablecarethatanotherpersonwould
exerciseinasimilarsituation.
Forinstance,doctorshavealegaldutytoprovidetheirpatientswiththesamelevelofcarethata
similarly-trainedmedicalprofessionalwouldprovideifheorshewereinasimilarsituation.
Alldriversontheroadhaveadutyofcaretooperatetheirvehiclessafelyandinaccordancewithall
trafficlawsinordertopreventchaosandinjurytoothersontheroad.  
Insomecases,yourattorneywillneedtoconsultexpertstodeterminethespecificdutyofcarefor
thesituationwhereyourinjuryoccurred. 
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ii.BreachofDutyofCare
Youmustalsoprovethatthedefendantbreachedhisorherdutyofcarebyfailingtoacttheway
thatareasonablyprudentpersonwouldifheorshewereinthesamesituation.
Inotherwords,youmustprovethatanaveragepersonpossessingthesameknowledgeasthe
defendantwouldhavebehaveddifferentlybecauseheorshewouldhaveknownthathisorher
actionsorlackofactionwouldcauseinjurytotheplaintiff(accidentvictim).

iii.Causation
Thismeanstheremustbeadirectlinkbetweenthebreachofdutyofcareandyourinjuries.You
mustalsoshowthattherewasareasonableexpectationforthedefendanttoforeseethathisorher
actionsmightcauseaninjurytotheplaintiff.
Thismeansthat,regardlessofthedefendant'sactions,heorshewilllikelynotbeheldliableforan
injurythatwasrandom orunforeseeable.
iv.Theexistenceofdamages:

Toreceivecompensationforyournegligenceclaim,youmustbeabletoprovethatthedefendant’s
negligencecauseddamages,suchasmedicalbillsforthetreatmentofyourinjury,billstorepair
propertydamagedintheaccidentandothermonetaryexpenseslikelossofincomefrom the
inabilitytowork.

*****

UNIT-3
BANKINGLENDING

ConceptofLending
Lending (also known as"financing")occurswhen someone allowsanotherperson to borrow
something.Money,property,oranotherassetisgivenbythelendertotheborrower,withthe
expectationthattheborrowerwilleitherreturntheassetorrepaythelender.Inotherwords,the
lendergivesaloan,whichcreatesadebtthattheborrowermustsettle.
Simplyput,lendingallowssomeoneelsetoborrow something.Intermsofbusinessandfinance,
lendingoftenoccursinthecontextoftakingoutaloan.Alendergivesaloantoanentity,whichis
thenexpectedtorepaytheirdebt.Lendingcanalsoinvolvepropertyoranotherasset,whichis
eventuallyreturnedorpaidforinitsentirety.
Principlesofsoundlending
Abankerfollowscertainbasic principlesoflending whiledoingcarryingouttheirlendingandcredit
operations.Banksdealswithpublicmoneyacceptingdepositandlendtotheirborrowerstoearn
profit.Banksfollowsomefundamentalprinciplesoflendinginordertoensuresafety,securityand
profitabilityonmoneyitlend.Lendingisoneofthemostimportantfunctionsperformedbythe
commercialbanksandismajorsourceofincomeofbank.
Borrowermaydifferintermsoftheirpurposeofadvance,activities,financialhealth,repayment
capacity,risksosomeimportantprinciples/considerationsarefollowedbybankbeforetaking
lendingdecision.

ImportantPrinciplesofLendinginBanking|CreditPrinciples
Thesebasicprinciplesofbanklendingaffectbank’sloanpolicies,creditoperationstoagreatextent.
Herearesomeimportantprinciplesoflending:

i.Safety
ii.Liquidity
iii.Purpose
iv.DiversityorRiskSpread
v.Profitability
viSecurity

Givenbelowanexplanationofallabovementionedprinciplesoflending:
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i.Safety:Safetyisthemostimportantfundamentalprincipleoflending.Banksdealwithpublic
moneysosafetyofmoneyfrom publicisfirstpriorityofbank.Whenabankerlends,hemustbesure
aboutthatthemoneyisinsafehandandwilldefinitelycomebackatregularintervalasper
repaymentschedulewithoutanydefault.Safetyoffundsdependsonnatureofsecurity,characterof
borrower,repaymentcapabilitiesandfinancialhealthoftheborrower.
ii.Liquidity:Liquidityisalsoanimportantprincipleoflendinginbanking.Banklendpublicmoney
whichisrepayableondemandbydepositorssobanklendsforashortperiod.Abankermustensure
thatmoneywillcomebackondemandorasperrepaymentschedule.Theborrowermustbeableto
repaytheloanwithinareasonabletimeafterdemandforrepaymentismade.
‘Liquidity’hasasmuchimportanceas‘safety’offunds.Thereasonbehinditisthatabulkoftheir
depositisrepayableondemandorataveryshortnotice.Bankermustensurethatmoneyislocked
upforalongtime.Ifloanbecomesilliquid,itmaynotbepossibleforbankerstomeettheir
obligationsvisavisdepositors.
iii.Purpose:Theunderlyingpurposeforwhichanapplicantisseekingaloanshouldbeproductive.
Thepurposeofloanhelpsindetermininglevelofriskandalsoimpactinterestrateonloan.Purpose
ofloanshouldbeproductiveinordertoensuresafetyoffundswhileitshouldbeextendedforshort
term toensureliquidity.
iv.DiversityorRiskSpread:Bankfollow thisapproach(principleofdiversity)whilecreatingits
advancesportfolio.Riskisalwayspresentwhileextendinganykindofadvancetoanytypeof
borrower.Tominimizetherisk,bankshouldlendtoborrowersfrom differenttrades,industrieslike
agriculture,education,IT,pharma,educationaletc.Lendingsurplustoaparticularsectormayhave
adverseaffectonbankintimeofslump.

Abankermustfollow principleofdiversityalsowhilechoosingitsinvestmentportfolio.He
mustinvestthefundsoverdifferentshareanddebenturesofdifferentindustriesratherthan
investinginparticulartypeofsecurity.
v.Profitability:Banksacceptdepositsfrom publicandlendittomakeprofit.Banksalsoincur
expensestomaintaindepositssuchasrent,stationary,premisesrent,provisionfordepreciationof
theirfixedassets,badloans.Afterincurringsuchexpenditures,abankmustearnsomeprofitlike
otherfinancialinstitutions.Soabankermustextendtheadvanceinsuchawaythatitisprofitable
forbankandalsoatcompetitivelendingrate.
viSecurity:Abankeravoidslendingtoaborrowerwithoutanysecurity.Securityactasaninsurance
tolenderbankincaseofdefaultbytheborrower.Thebankercarefullyscrutinizesallthedifferent
aspectsofanadvancebeforegrantingit.Atthesametime,heprovidesforanunexpectedchangein
circumstanceswhichmayaffectthesafetyandliquidityoftheadvance.Itisonlytoprovideagainst
suchcontingenciesthathetakessecuritysothathemayrealizeitandreimbursehimselfifthewell-
calculatedandalmostcertainsourceofrepaymentunexpectedlyfails.

MeaningofSecuredLoans
Securedloans areloansthatarebackedbyanasset,likeahouseinthecaseofamortgageloanor
acarwithanautoloan.Thisassetisthe collateralfortheloan.Whenyouagreetotheloan,you
agreethatthelendercanrepossessthecollateralifyoudon'trepaytheloanasagreed.
Eventhoughlenders repossessproperty fordefaultedsecuredloans,youcouldstillendupowing
moneyontheloanifyoudefault.Whenlendersrepossessproperty,theysellitandusetheproceeds
topayofftheloan.Ifthepropertydoesn'tsellforenoughmoneytocompletelycovertheloan,you
willberesponsibleforpayingthedifference.

MeaningofUnsecuredLoans
Thesameisn'ttrueforanunsecuredloan.Anunsecuredloanisnottiedtoanyofyourassetsand
thelendercan'tautomaticallyseizeyourpropertyaspaymentfortheloan.Personalloans  and
studentloansareexamplesofunsecuredloansbecausethesearenottiedtoanyassetthatthe
lendercantakeifyoudefaultonyourloanpayments.
Distinguishbetweensecuredandunsecuredloan/advances.
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Givenbelowthepointsofdistinctionsbetweensecuredandunsecuredloan:

i.Themostimportantdifferencebetweenasecuredandunsecuredloanisthecollateralrequiredto
attaintheloan.Asecuredloanrequiresyoutoprovidethelenderwithanassetthatwillbeusedas
collateralfortheloan.Whereasandunsecuredloandoesn’trequireyoutoprovideanassetas
collateralinordertoattainaloan.
ii.Anotherkeydifferencebetweenasecuredandunsecuredloanistherateofinterest.Secured
loansusuallyhavealowerrateofinterestwhencomparedtoanunsecuredloan.Thisisbecause
unsecuredloansareconsideredtoberiskierloansbylendersthansecuredloans.
iii.Securedloansareeasiertoobtainwhileunsecuredloansarehardertoobtain,asitislessrisker
forabankertodispenseasecuredloan.
iv.Securedloansusuallyhavelongerrepaymentperiodswhencomparedtounsecuredloans.In
general,securedloansofferaborroweramoredesirablecontractthatanunsecuredloanwould.
v.Securedloansareeasiertoobtainforthemerefactthattheyarelessriskyforalendertogiveout,
whileunsecuredloansarecomparativelyhardertoobtain.
Differenttypesofloan/advances
Advancesbycommercialbanksaremadeindifferentformssuchasdemandloan,term loan,cash
credit,overdraftetc.Theseformsofadvancesareexplainedbelow.

1. DemandLoan:Inademandloanaccount,theentireamountispaidtothedebtoratonetime,
eitherincashorbytransfertohissavingsbankorcurrentaccount.Nosubsequentdebitisordinarily
allowedexceptbywayofinterest,incidentalcharges,insurancepremiums,expensesincurredfor
theprotectionofthesecurityetc.Repaymentisprovidedforbyinstallmentswithoutallowingthe
demandcharacteroftheloantobeaffectedinanyway.Thereisusuallyastipulationthatinthe
eventofanyinstallment,remainingunpaid,theentireamountoftheloanwillbecomedue.Interestis
chargedonthedebitbalance,usuallywithmonthlyrestsunlessthereisanarrangementtothe
contrary.Nochequebookisissued.Thesecuritymaybepersonalorintheform ofshares,Govt.
paper,fixeddepositreceipt,lifeinsurancepolicies,goods,etc
2.Term Loan:Whenaloanisgrantedforafixedperiodexceedingthreeyearsandisrepayable
accordingtothescheduleofrepayment,itisknownasaterm loan.Theperiodofterm loanmay
extendupto10yearsandinsomecasesupto20years.Aterm loanisgenerallygrantedforfixed
capitalrequirements,e.g.investmentinplantandequipment,landandbuildingetc.Thesemaybe
requiredforsettingupnew projectsorexpansionormodernizationoftheplantandequipment.
Advancesgrantedforpurchasingland/building/flat(Apartmenthouse)areterm loans.
3.Overdraft:Anoverdraftisafluctuatingaccountwhereinthebalancesometimesmaybeincredit
andatothertimesindebit.Overdraftfacilitiesareallowedincurrentaccountsonly.Openingofan
overdraftaccountrequiresthatacurrentaccountwillhavetobeformallyopened,andtheusual
accountopeningform completed.Whereasinacurrentaccountchequesarehonoredifthebalance
isincredit,theoverdraftarrangementenablesacustomertodrawoverandabovehisownbalance
uptotheextentofthelimitstipulated
4.CashCredit:Acashcreditisessentiallyadrawingaccountagainstcreditgrantedbythebankand
isoperatedinthesamewayasacurrentaccountinwhichanoverdraftlimithasbeensanctioned.
Theprincipaladvantagesofacashcreditaccounttoaborrowerarethat,unlikethepartyborrowing
onafixedloanbasis,hemayoperatetheaccountwithinthestipulatedlimitasandwhenrequired
andcansaveinterestbyreducingthedebitbalancewheneverheisinapositiontodoso.The
borrowercanalsoprovidealternativesecuritiesfrom timetotimeinconformitywiththetermsof
theadvanceandaccordingtohisownrequirements.Cashcreditsarenormallygrantedagainstthe
securityofgoodse.g.rawmaterials,stockinprocess,finishedgoods.Itisalsograntedagainstthe
securityofbook-debts.Ifthereisgoodturnoverbothintheaccountandinthegoods,andthereare
noadversefactors,acashcreditlimitisallowedtocontinueforyearstogether.Ofcoursea
periodicalreviewwouldbenecessary.
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5.BillsPurchased:Bills,cleanordocumentary,aresometimespurchasedfrom approvedcustomers
inwhosefavourregularlimitsaresanctioned.Inthecaseofdocumentarybills,thedraftsare
accompaniedbydocumentsoftitletogoodssuchasrailwayreceiptsorbillsoflading(BOL).Before
grantingalimit,thecreditworthinessofthedraweristobeascertained.Sometimesthefinancial
standingofthedraweesofthebillsareverified,particularlywhenthebillsaredrawnfrom timeto
timeonthesamedraweesand/ortheamountsarebylarge.
6.BillsDiscounted:Sincebills,maturingwithin90daysorsoafterdateorsight,arediscountedby
banksforapprovedparties.Incaseabill,sayforRs.10,000due90dayshence,isdiscountedtoday
at20% perannum,theborrowerispaidRs.9,500itspresentworth.Howeverthefullamountis
collectedfrom thedraweeonmaturity.Thedifferencebetweenthepresentworthandtheamountof
thebillrepresentsearningofthebankerfortheperiodforwhichthebillistorun.Inbanking
terminologythisitem ofincomeiscalled"discount".
ADVANTAGESOFadvancesagainstvarioussecurity:
1.Ifdefaultiscommittedbytheborrower,thebankerassecuredcreditorcantakepossessionof
security,sellthesameandrecoverloanfrom theproceeds.
2.Chargingofassetstoanextentoperatesascontrolonbehaviouroftheborrower.

3.Byspecificchargingofsecurityaborrowerispreventedfrom raisingfinanceagainstthesame
security.
4.Itensurescontinuousinvolvementoftheborrowerandhecannotleavethebusinessathiswill.
5.Thechargingofasecurityexhibitsconfidenceofborrowerinbusiness.
6.End-useoffundsforthepurposeoflendingisalsosecuredbythesame.*

BANKADVANCESAGAINSTVARIOUSSECURITIES
  Amajorpartofbankadvancesaregrantedonlyforproductivepurposesandbanksnormallydonot
grantanyadvanceforconsumptionpurpose.Advancesagainstmiscellaneoussecuritiessuchas
bank’sownfixeddepositsreceipts,nationalsavingscertificates,lifepolicies,sharesetc.arestill
grantedonarestrictedscale.Thepoliciesinthisregardmaydifferfrom banktobank.Itmayalso
notbepossibletospecifytheexacttermsandconditionsonwhichtheadvanceswillbegrantedbut
atthesametimeitmaybestatedthat theconditionswillnotbe materiallydifferentthanthose
discussedinthischapter.
1. ADVANCESAGAINSTBANKSOWNDEPOSITS:
Depositsofthebankmaybebroadlydividedintwocategoriesasunder:

 i)  DemandDeposits.
ii)TERM Deposits.

 Demanddepositsarepayableondemandandassuchnoadvanceagainstsuchadepositmay
normallyberequired.,
 Term depositsarepayableafterafixedperiodandmaygenerallybeacceptedunderthreedifferent
schemes:
1.  Fixeddepositswhereafixedamountisacceptedforanagreedterm andtheinterestispayable,

everyquarter.
2.  Reinvestmentplanwhereafixedamountisacceptedforanagreedterm andinterestaccrued

everyquarterisfurtherinvested.Thedepositorispaida lumpsum amountafterexpiryofthe
agreedterm.

3.  Monthlyrecurringdepositwhereamonthlyinstalmentisacceptedforanagreedterm andalump
sum amountispaidtothedepositorafteritsexpiry.

2. ADVANCESAGAINSTLIFEINSURANCEPOLICIES:
 Lifeinsurancepoliciesareconsideredasoneofbestsecuritiesavailableforbankadvancesandare
readilyacceptedascollateralsecurity.Needbasedadvanceisalsograntedagainstlifeinsurance
policiesonarestrictedbasis.Alifeinsurancepolicyhasthreedifferentvaluesattachedtoitas
under:
 1.Insuredvalue: Thefacevalueofthepolicyequivalenttothesum assured.
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 2.Paid-value       :   Thevaluewhichhasbeenalreadypaidbytheassuredagainstthepolicy.
 3.Surrendervalue:  ThevaluewhichLifeInsuranceCorporationwillbepreparedtopayshouldthe
policybesurrenderedtoitandthecontractofinsuranceunderthepolicyiscancelled.
3.ADVANCESAGAINSTGOVERNMENTSECURITIES,NATIONALSAVINGSCERTIFICATES,POST
OFFICETERM DEPOSITS,ETC.:
Governmentsecuritiesaregenerallyissuedintwoformsasunder:
•           Stocks.
•           Promissorynotes.
 Forsecuritieswhichareheldintheform ofstocks,theownerisonlygivenacertificatetotheeffect
thathisnamehasbeenregisteredasanownerofcertainamountofstockinaspecifiedloaninthe
PublicDebtOffice.Thesestocksaretransferableonlybysubmitting aspecialtransferform
obtainablefrom apublicdebtoffice.PublicDebtOfficewilltransferthestockandissueafresh
certificateinfavourofthetransferee.
 Thesecurityissuedintheform ofpromissorynotesaretransferablebyendorsementanddelivery
justlikeanyothernegotiableinstrumentandarenotrequiredtobesenttoPublicDebtOfficeatthe
timeofeachtransferunlikestocks.Thesesecuritieshaveastablevalueandareeasilymarketable
andconstitutegoodsecurityforbankadvances.
 NationalSaying Certificates are freelyacceptable as securityforbankadvances.Premature
encashmentofthesecertificatesbeforethreeyearshasnowbeenstoppedbypostofficeandany
short-term requirementoffundsagainstthecertificateswillbemetbybanksonly.Thegeneral
termsandconditionsofadvancesagainstGovt.securities,NationalSayingCertificatesetc.are
givenbelow:
 (i) Thebankshouldsatisfythemselvesastotheacceptabilityofthecreditneedsoftheborrower
andenduseoffundslentandtheyshouldnotbe guidedsolelybyavailabilityofthesecurity.
(ii)  TheinterestrateshouldbeasperthedirectivesoninterestrateissuedbytheReserveBankof
India.
(iii)  Adequatemarginshouldbemaintainedtocoverthedefaults,ifany,inrepaymentofthe
principalandinterest.
(iv)  TheyshouldascertainandfollowtheprocedureprescribedbythePublicDebtOfficeoftheRBI,

postalauthorities,etc.,whenadvancesagainstGovernmentsecurities,postalcertificates,etc.
aregranted.

4. ADVANCESAGAINSTRELIEFBONDS:
 ReliefBondsissuedindifferentseriesindematform areeligibleforsanctionofloansagainstthem
subjecttothefollowingterms:
 (i)         Thebankswillsatisfythemselvesastotheacceptabilityofthepurpose,genuinenessofthe
credit,needoftheborrowerandenduseoffundslent.
(ii)        Therateofinterestwillbeinaccordancewiththedirectivesoninterestratesissuedbythe

RBIfrom timetotime.
(iii)       Adequatemarginwillbekepttocoverdefaults,ifany,inrepaymentoftheprincipaland

interestattheappropriaterate.
*****

UNIT-4
INTERNETBANKING

CONCEPTOFHomeBanking
Homebankingisthepracticeofconductingbankingtransactionsfrom homeratherthanatbranch
locations.Home banking generallyrefers to mobile banking,web banking,banking overthe
telephone,orbankingbymail.Thefirstexperimentswithonlinebankingstartedintheearly1980s.
However,itdidnotbecomepopularuntiltheriseoftheInternetinthemid-1990s.
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Theconceptofvirtualizationplayavitalroletotransform bankingindustryfrom paperbankingto
paperlessbankingwhichwillmajorlybenefitthecustomersofbankingindustry.HomeBanking
worksasamilestonetoachievethecustomersatisfactiontowardstheservicesprovidedby
commercialbanks.HomeBankingisatypeofbankingwhichallowedcustomerstoaccesstheir
financialandbankingservicesviainternetworldwideweb.ThisimpliesthathomeBankingmaybe
cost-efficientandaconvenientbankingformatformanycustomers.Itcanbeexpectedtogenerate
itsmainbenefitsfrom retailservicessuchasshort-term lending,deposits,cashmanagement
includingcardpayments,pre-scheduledpaymentsforelectricity,insurance,housing,etc.Inthose
cases,traditionalmanualoperationswithinthebankarebeingreplacedbyonlineonesperformedby
thecustomersthemselves.
BenefitsofHomeBanking
Benefitsofhomebankingcanbeevaluatedthroughthefollowingpoints:
i.Oneofthefrequentlycitedbenefitsofbankingisitsrelativeconvenience.Borrowerscanaccess
theirbalances,transferfundsandsetupmonthlypaymentsfrom theircomputerswithoutever
havingtoleavetheirhomes.Additionally,themajorityofonlinebanksoffermobileapplicationsfor
yourSmartphone,althoughthesearealsoofferedbymanyretailbanksaswell.
ii.Anotherincreasinglypopularfeatureistheabilitytodepositchecksthroughanapp.Manyonline
bankswillallowyoutodothis,includingAllyeCheckDepositandCITBank'smobileapp.Although
thiswaspreviouslylimitedtomoretech-savvybanks,ithasalsobeenadoptedbymanyretailbanks
inrecentyears.
iii.Rewardsprogramsareanotherfeaturethatwedon'ttypicallyseeofferedbyretailbanksoutside
ofcreditcards.Discover'sCashbackCheckingaccountallowscustomerstoearncashrewardson
qualifyingdebitcardtransactions.CertainonlineinstitutionslikeMemoryBankprovidespecial
promotionalratesforaccountsthatmeetdirectdeposit,monthlypurchaseorbalancerequirements,
whichstandsincontrasttomanyretailbanksthatoftenrequireyoutomeetcertainrequirements
justtoavoidfees.
iv.Onlinebanksarealmostalwaysopen.Whilemostretailbankswillbeclosedonweekendsor
holidays,online banks allow you to access youraccount24/7 and have customerservice
representativesavailablearoundtheclock.
v.Saving timeand reducing physicalrisksarealso thebenefitsofhomebanking.Financial
transactionscanoftenbecompletedinminutesathome.
Disadvantagesofhome/onlinebanking
Noonetypeofbankcanbethebestateverything.Inspiteoftheirmanyadvantages,therearesome
drawbackstousingonlinebanksaswell.Herearesomeofthedownsidesofworkingwithanonline
bank:

i.Technologyissues
ii.Securityissues
iii.Inefficientatcomplextransactions
iv.Norelationshipwithpersonalbanker
v.Inconvenienttomakedeposits

TypesofHomeBanking
Homebankingisoffollowingtypes:
1.MobileBanking:Bankingviamobilephoneappshasbecomeincreasinglypopular.Mostmobile
appsareeasiertousethanwebsites,andtheyhavesomesecuritybenefits.Inparticular,banking
appscanprovideprotectionfrom phishingattacks.Mobileappsalsooftenallow userstoaccess
featuresthatarenotavailableviawebsites.Forexample,itisfrequentlypossibletoscanpaper
checkswithanapp,whilethisfeatureislesscommononwebsites.
2.WebBanking:WebbankingviatheInternetisstillfairlycommon.Nearlyallbankshavewebsites
thatallowaccesstocheckingaccountsandsavingsaccounts.Webbankingisgenerallyavailable
forbothindividualsandsmallbusinesses.Someusersmaybemorecomfortablewithwebbanking
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thannew appsformobilephones.Thevastmajorityofwebbrowsersisalsoopensourceand
thoroughlytested,whichmakesthem moresecurethanmostmobileapps.
3.BankingOvertheTelephone:Bankingoverthetelephoneisoneoftheoldestformsofhome
banking,anditstillhassomeuses.Someoftheearliesthomebankingserviceswasautomated
systemsforobtainingaccountbalancesoverthephone.WhiletheInternethasmostlytakenover
thatfunction,bankingbyphoneremainsausefulfallback.Phonecallsareawayforbankstoverify
ifcustomersactuallymadesuspiciouslookingtransactions.Phonecallsalsohelpcustomersto
resolveissueswhenerrorsoccur.
4.BankingbyMail:Bankingbymailcontinuestoenjoysomepopularity.Depositingpaperchecks
viamailissimpleandintuitiveforpeoplewhousuallydotheirbankinginperson.Furthermore,
bankingbymaildoesnotintroducethecybersecurityrisksassociatedwithonlinebanking.Banking
bymailisagoodalternativeforcustomerswithatemporaryneedforhomebanking.
Notesonvirtualbanking
Definition:TheVirtualBankingistheprovisionofaccessingthebankingandrelatedservicesonline
withoutactuallygoingtothebankbranch/officeinperson.Simply,availingthebankingservices
throughanextensiveuseofinformationtechnologywithoutanyrequirementforthephysicalwalk-in
premisesiscalledasvirtualbanking.
Anyfinancialinstitutionthatoffersthetraditionalbankingservicesonlineistermedasavirtualbank.
Virtualbankingenablesacustomertopaybillsonline,checkaccountdetails,secureloans,withdraw
anddepositmoneyanytimeaspertheconvenience.
Somecommonformsofvirtualbankingare,ATMs,useofmagneticinkcharacterrecognitioncode
(MICR),Electronicclearingservicescheme,electronicfundtransferscheme,RTGS,computerized
settlementofclearingtransactions,centralizedfundmanagementschemes,etc.
Oneoftheadvantagesofvirtualbankingserviceisthatthetransactionscanbecheckedinrealtime,
i.e.asandwhenthetransactionsaremadeandthecustomerisnotrequiredtowaitforthedayora
monthtoendtocheckthetransactiondetails.Thecostincurredinhandlingthetransactionsis
lowerthanthetraditionalform ofbanking,andalso,itchargeslow feecomparativelybecauseof
lessoverheadexpenses.
Also,theresponsetimehasincreasedmanifoldwiththeinventofonlinebanking.Thecustomercan
accesshisaccountanytimeroundtheclockandindulgeinthebankingactivitiesasperhis
convenience.
NotesonE-payments
ElectronicPaymentSystem:- Itane-commerceenvironment,paymentstaketheform ofmoney
exchangeinanelectronicform andarethereforecalledelectronicpayments,Electronicpayments(e
-payments)areanintegralpartofe-commerceandareoneofitsmostcrucialaspects.
“Electronicpaymentisaform ofafinancialexchangerthattakesplacebetweenthebuyerandthe

sellerfacilitated bymeans ofelectronic communications.Electronic paymentis a financial
exchangethattakesplaceinanonlineenvironment.”
ElectronicPaymentSystem isasystem offinancialexchangethatisfacilitatedbyadigitalfinancial
instrumentsuchasencryptedcreditcardnumbers,electronicchequesbackedbyabank.
E-paymentisbasedonelectronicfinancialnetworkandcommunicationtechnologiesasameansto
realizecirculationandpaymentbymakinguseofbinarydatastoredinthebankcomputersystems.
Thusane-paymenthasthefollowingfeatures:

 Itissupportedbycomputertechnologies.Itrealizesstorage,payment,andcirculation.
 Multiplefunctionsareintegratedtogether,includingdeposit,loan,andnon-cashsettlement.
 Itiswidelyappliedtoareassuchasproduction,exchange,distribution,andconsumption.
 Itissimple,secure,fastandreliable.
 Itisusuallyaccomplishedthroughanexclusivenetworkforbanks.

ADVANTAGESOFE-PAYMENTS:
Electronicpaymentallowsyourcustomerstomakecashlesspaymentsforgoodsandservices
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throughcards,mobilephonesortheinternet.Itpresentsanumberofadvantages,includingcost
andtimesavings,increasedsalesandreducedtransactioncosts.
1.Increased Speed and Convenience:E-paymentis veryconvenientcompared to traditional
paymentmethodssuchascashorcheck.Sinceyoucanpayforgoodsorservicesonlineatanytime
ofdayornight,from anypartoftheworld,yourcustomersdon'thavetospendtimeinaline,waiting
fortheirturntotransact.Nordotheyhavetowaitforachecktoclearthebanksotheycanaccess
thefundstheyneedtoshop.E-paymentalsoeliminatesthesecurityrisksthatcomewithhandling
cashmoney.
2. IncreasedSales:Asinternetbankingandshoppingbecomewidespread,thenumberofpeople
makingcashpaymentsisdecreasing.AccordingtoBankrate,morethantwo-thirdsofconsumers
carrylessthan$50aday,meaningelectronicalternativesareincreasinglybecomingthepreferred
paymentoption.Assuch,e-paymentenablesbusinessestomakesalestothecustomerswho
choose to payelectronicallyand gain a competitive advantage overthose thatonlyaccept
traditionalmethods.
3.ReducedTransactionCosts:Whiletherearenoadditionalchargesformakingacashpayment,
tripstothestoretypicallycostmoney,andchecksalsoneedpostage.Ontheotherhand,thereare
usuallynofees – orverysmallones – toswipeyourcardorpayonline.Inthelongrun,e-payment
couldsavebothindividualsandbusinesseshundredstothousandsofdollarsintransactionfees.
DisadvantageOFE–PAYMENTS:
1.SecurityConcerns:Althoughstringentmeasuressuchassymmetricencryptionareinplaceto
makee-paymentsafeandsecure,itisstillvulnerabletohacking.Fraudsters,forinstance,use
phishingattackstotrickunsuspectingusersintoprovidingthelog-indetailsoftheire-wallets,which
theycapture and use to access the victims'personaland financialinformation.Inadequate
authenticationalsoailse-paymentsystems.Withoutsuperioridentityverificationmeasureslike
biometricsandfacialrecognition,anyonecanuseanotherperson'scardsande-walletsandget
awaywithoutbeingcaught.Thesesecurityconcernsmaymakesomepeoplereluctanttousee-
paymentsystems.
2. Disputed Transactions:Ifsomeone uses yourcompany's electronic money withoutyour
authorization,youwouldidentifytheunfamiliarchargeandfileaclaim withyourbank,online
paymentprocessororCreditCardCompany.Withoutsufficientinformationaboutthepersonwho
performedthetransaction,though,itcanbedifficulttowintheclaim andreceivearefund.
3.IncreasedBusinessCosts:E-paymentsystemscomewithanincreasedneedtoprotectsensitive
financialinformation stored in a business's computersystems from unauthorized access.
Enterpriseswithin-housee-paymentsystemsmustincuradditionalcostsinprocuring,installingand
maintainingsophisticatedpayment-securitytechnologies.

TypesofElectronicPaymentSystem are:
 Electroniccash
 Electronicwallets
 Smartcards
 Creditcards
 Debitcards
 Chargecards

NoteonATM card
AnATM cardisapaymentcardordedicatedpaymentcardissuedbyafinancialinstitutionwhich
enablesacustomertoaccessautomatedtellermachines(ATMs).ATM cardsarepaymentcardsize
andstyleplasticcardswithamagneticstripeand/oraplasticsmartcardwithachipthatcontainsa
uniquecardnumberandsomesecurityinformationsuchasanexpirationdateorCVVC(CVV).ATM
cardsareknownbyavarietyofnamessuchasbankcard,MAC(moneyaccesscard),clientcard,
keycardorcashcard,amongothers.Mostpaymentcards,suchasdebitandcreditcardscanalso
functionasATM cards,althoughATM-onlycardsarealsoavailable.Chargeandproprietarycards
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cannotbeusedasATM cards.Theuseofacreditcardtowithdraw cashatanATM istreated
differentlytoaPOStransaction,usuallyattractinginterestchargesfrom thedateofthecash
withdrawal.Interbanknetworksallow theuseofATM cardsatATMsofprivateoperatorsand
financialinstitutionsotherthanthoseoftheinstitutionthatissuedthecards.
Shortnoteson:
a)DebitCards:Adebitcardisapaymentcardthatdeductsmoneydirectlyfrom aconsumer’s
checkingaccounttopayforapurchase.Debitcardseliminatetheneedtocarrycashorphysical
checkstomakepurchasesdirectlyfrom yoursavings
b)CreditCards:Issuedbyabankthatallowscardholderstoborrow fundswithwhichtopayfor
goodsand serviceswithmerchantsthatacceptcardsforpayment.Creditcardsimposethe
conditionthatcardholderspaybacktheborrowedmoney,plusanyapplicableinterest,aswellasany
additionalagreed-uponcharges,eitherinfullbythebillingdateorovertime.
c)Biometricpaymentisapointofsale(POS)technologythatusesbiometricauthenticationto
identifytheuserandauthorizethedeductionoffundsfrom abankaccount.Fingerprintpayment,
basedonfingerscanning,isthemostcommonbiometricpaymentmethod.
d)SmartCards:Smartcardsaregenerallyusedinapplicationsthatmustdeliverfast,secure
transactionsandprotectpersonalinformationsuchascreditcardsandothertypesofpayment
cards,corporateandgovernmentidentificationcardsandtransitfarepaymentcards.Smartcards
arealsosometimesusedtofunctionasdocumentssuchaselectronicpassportsandvisas.Smart
cardsareoftendesignedtobeusedwithaPIN,forexample,whentheyareusedasdebitorATM
cards.
e)ECS(Debit/Credit):AnECSorElectronicClearingSystem isamethodoftransactionthatis
generallyusedbyorganisationsforbulkpaymentsandrepetitivetransactions.ECSisanolder
system whichisnowbeingreplacedbyNACH(NationalAutomatedClearingHouse).
f)E-Money:Moneythatisstoredelectronically,forexample,onacomputerorplasticcard,andcan
beusedtopayforproductsandservices,forexample,ontheinternet:Anumberofissuesneedto
beresolvedbeforeweseee-moneyreplacecashcompletely,themostimportantbeingdatasecurity.
g)Electronicpurse:Aplasticcardwithasmallamountofmoneystoredelectronicallyonit,which
canbeusedinsteadofcashtopayforthings:Asmartcardbecomesanelectronicpursewhen
moneyiscreditedtothecardviaanelectronicreader
h)DigitalCash:Digitalcashisasystem ofpurchasingcashcreditsinrelativelysmallamounts,
storingthecreditsinyourcomputer,andthenspendingthem whenmakingelectronicpurchases
overtheInternet.
i)NEFT:
NationalElectronicFundsTransfer(NEFT)isanelectronicfundstransfersystem maintainedbythe
ReserveBankofIndia(RBI).StartedinNovember2005,thesetupwasestablishedandmaintained
byInstituteforDevelopmentand Research in Banking Technology.Thereisno minimum or
maximum limitforfundtransferinNEFTsystem.Thepersonsorpartieswhichhavebankaccounts
generallyusethisfacility.Thisfacilityisopeneventothose,whodonothavebankaccounts.The
personswithoutbankaccountcandepositcashattheNEFTenabledbranchwithinstructionsto
transferfundsusingNEFT.
J)RTGS:
RealTimeGrossSettlement:Itisasystem totransferfundsfrom onebanktoanotherbankona
realtimeandgrossbasis.Thesettlementinrealtimemeanspaymenttransactionsnotsubjectedto
anywaitingperiod.Thetransactionissettledassoonasprocessed.Grosssettlementmeansthe
transactionissettledononetoonebasis,withoutbunchingornettingwithanyothertransaction.
Onceprocessed,thepaymentisfinalandirrevocable.Thissystem ofelectronictransfertakesplace
withthehelpofCentralBankofthecountry.
DistinguishbetweenNEFTandRTGS.
DistinctionbetweenNEFTandRTGS:
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i)ThemaindifferencebetweenthetwoisthatRTGSisongrosssettlementbasiswhereasNEFTis
onnetsettlementbasis.
ii)RTGScompletestransactionsinrealtimewhileNEFTcompletestransactionsincycles.
iii)ThetransferinRTGSiscompletedonaonetoonebasiswhileNEFTisonadeferrednetbasis,
wheretransferarebundledanddeferredforaspecifictime.
iv)RTGSisahighvaluetransfersystem,handlingfundsworthRs1,00,000andabove,whileNEFT
transferssmalleramountsbelowRs10,000.

*****

UNIT-5
INSURANCE

Basicconceptofrisk
Insimpleterms,riskisthepossibilityofsomethingbadhappening.Riskinvolvesuncertaintyabout

theeffects/implicationsofanactivitywithrespecttosomethingthathumansvalue(suchashealth,
well-being,wealth,property or the environment),often focusing on negative,undesirable
consequences.
Insimplewordsriskisdanger,peril,hazard,chanceofloss,amountcoveredbyinsurance,personor
objectinsured.Theriskisaneventorhappeningwhichisnotplannedbuteventuallyhappenswith
financialconsequencesresultinginloss.Thereissayinghighertheriskmoretheprofit.
TypesofBusinessRisk
FollowingarethevarioustypesofBusinessRisks:
1)Physicalrisk:Physicalrisksincludedangersthatposeathreattophysicalassets,includingyour
buildings,equipmentandpeople.Riskscouldbeeventssuchasfire,flooding,orcrimesliketheft
andvandalism.Physicaldamagecanpresentarisktoyourbusinessinanumberofways,from time
lostandrepaircosts,tolegalactionandreputationalharm ifyou’vefailedtoguardagainsttherisks
appropriately.
2. Strategicrisk:Howdoyouknowyou’vemadetherightdecisionforyourbusiness?Decision
makingofteninvolvesbalancingriskversusreward.Ontheonehand,therightdecisioncouldhelp
you achieve yourbusinessgoals,on the other,a wrong move could negativelyimpactyour
organisation.Plusofcourse,it’snotjustdowntothedecisionitself,butalsothewayit’sexecuted.A
poorstrategycanresultinmultiplechallenges,from low salesandpoorprofitstodissatisfied
customersandreputationalharm.
3. Compliance(Regulatory)risk:Businessesaregovernedandguidedbyawealthoflegislation,
regulation and responsibilities,both mandatory and voluntary.Some willbe unique to your
organisation,industryorsector,otherswillbemoregenericacrossbusiness,suchashealthand
safetyanddataprotectionlaw.Therisksoffailuretobecompliantcanbesevere,includinglegal
action,fines,penaltiesandevenclosure.Beyondthat,failingtofulfillyourresponsibilitiesislikelyto
damageyourreputation.Intermsofrewards,complianceisachancetoshowyourcustomershow
you’recaringfortheirinterestsandimprovinghowthingsaredone.
4.Operational(Human)risk:Operationalrisksinvolvetheday-to-dayrunningofyourorganisation,

from humanerrororinappropriatestaffbehaviour,tosystemsfailure,fraudandembezzlement.
Anythingthatputsaspannerinyourinternalworks,islikelytohaveaknock-onimpactonyour
business,potentiallyresultinginlosttimeandrevenueandevenreputationaldamage.It’s
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importanttorememberthatstaffbehaviourcanimpactyourbusinessanytime,outsideworkand
in,bothpositivelyandnegatively.

5.Technology(Cybersecurity)risk:Doingbusinessinanincreasinglydigitalworldnaturallycomes
withbothrisksandrewards.Cyber-attacksandthereputationaldamageadatabreachcan
causeareagrowingconcernformanybusinesses.Ontheplusside,dataenrichedbythein-
depthunderstandingofartificialintelligence(AI)ishelpingbusinessesreachandconnectwith
theircustomerslikeneverbeforeanddevelopnewproductsandservices.Technologyriskscan
alsobelinkedtoeventslikelossofpower,takingsystemsandequipmentoutofaction,with
manyorganisationschoosingtogeneratetheirownpoweronsite.

6.Financialrisk:Financialriskisagoodexampleoftheexternalpressures’businessescanface.
From economicuncertaintiesandvolatilefinancialmarkets,tothemovetowardssustainable
financewithinvestorsincreasinglytakingenvironmentalandsocialfactorsintoaccount.Allof
thesethingscanimpactanorganisationfinancially,alongwithriskssuchaspoorfinancial
planningandprojectionandfraudulentactivity.It’salsoessentialtoconsiderthepartwider
socio-economicrisksplayincustomer-relatedcreditriskssuchaslateornon-payment.Financial
riskscanresultinlossofincomeandnegativecashflow,andevenbankruptcyifthey’renot
managedproperly.

7.Reputationalrisk:Reputationaldamageisoftenaconsequenceofpoorlymanagedbusiness
risks,from failingtomeetyourresponsibilitiestomakingamisjudgeddecision.Inaworldwhere
newsandopinionscanbesharedinstantaneouslyviasocialmediaandorganisationsareoften
seenthroughtheprism ofwiderissuessuchasclimatechangeandgenderequality,it’smore
essentialthanevertounderstandreputationalriskandhowtoprotectyourself.Equally,it’salso
importanttorecognisethepotentialofgoodriskmanagementtoenhanceyourreputation,with
customersincreasinglyvaluinghonesty,transparencyandpositiveactionaroundtheissuesthey
careabout.

Evaluationandmeasurementofrisks
Therearefiveprincipalriskmeasures,andeachmeasureprovidesauniquewaytoassesstherisk
presentininvestmentsthatareunderconsideration.Thefivemeasuresincludethealpha, beta, R-
squared,standarddeviation,and Sharperatio.Riskmeasurescanbeusedindividuallyortogetherto
perform ariskassessment.Whencomparingtwopotentialinvestments,itiswisetocomparelike
forliketodeterminewhichinvestmentholdsthemostrisk.
Alpha:Alphameasuresriskrelativetothemarketoraselectedbenchmarkindex.Forexample,ifthe
S&P500hasbeendeemedthebenchmarkforaparticularfund,theactivityofthefundwouldbe
comparedtothatexperiencedbytheselectedindex.Ifthefundoutperformsthebenchmark,itis
saidtohaveapositivealpha.Ifthefundfallsbelow theperformanceofthebenchmark,itis
consideredtohaveanegativealpha.
Beta:Betameasuresthevolatilityor systemicrisk ofafundincomparisontothemarketorthe
selectedbenchmarkindex.Abetaofoneindicatesthefundisexpectedtomoveinconjunctionwith
thebenchmark.Betasbelowoneareconsideredlessvolatilethanthebenchmark,whilethoseover
oneareconsideredmorevolatilethanthebenchmark.
R-Squared:R-Squared measuresthepercentageofan investment'smovementattributableto
movementsinitsbenchmarkindex.AnR-squaredvaluerepresentsthecorrelationbetweenthe
examinedinvestmentanditsassociatedbenchmark.Forexample,anR-squaredvalueof95would
beconsideredtohaveahighcorrelation,whileanR-squaredvalueof50maybeconsideredlow.
StandardDeviation:Standarddeviationisamethodofmeasuringdatadispersioninregardstothe
meanvalueofthedatasetandprovidesameasurementregardinganinvestment’svolatility.
Asitrelatestoinvestments,thestandarddeviationmeasureshow muchreturnoninvestmentis
deviatingfrom theexpectednormaloraveragereturns.



B.Com.6thSem.General)Banking&Insurance(CBCS)’2021

26

SharpeRatio:TheSharperatiomeasuresperformanceasadjustedbytheassociatedrisks.Thisis
donebyremovingtherateofreturnonarisk-freeinvestment,suchasaU.S.TreasuryBond,from
theexperiencedrateofreturn.
TransferofrisksinInsurancebusiness
Beforeweunderstandwhatistransferofriskwemustknowwhatismeaningofthewordtransfer.

Themeaningoftransferistomovefrom oneplacetoanother,tocoveypropertytoanother,or
transferanyright/power/money/shares/liabilitiesorassets.
Whenwetalkofliabilitiesonebecomesmuchalertaseveryoneiseagertotransfertheliabilitiesto
someoneelsetheparticularlypecuniaryliabilities.Andwhatarethosepecuniaryliabilities.Itmaya
debtduetoabank/others,liabilityofprocuringhealthservices,liabilityofaccidentaleventsor
otherwise.EverytypeofliabilityisconsideredasaRisk.
TheInsuranceisaform ofriskmanagement.Itisprimarilyusedtotransferrisksoflossin
exchangeforpaymentofcertainamountknownaspremium.Theinsurercompanyisengagedinthe
businessofsellingtheinsurance,(willingtoaccepttherisk)thepersondesirousofpurchasingthe
insurance(willingtotransfertherisks).
Theriskthatanindividualoraanyentityisnotwillingtobearispreferredtobetransferredto
anotherentity.Inbriefitiscalledinsurance.Inexchangeforpaymentofanagreedamountsay
premium theinsureragreestoindemnifytheinsuredforlossesthatresultfrom specifiedperils.
Optionsandhedgesalsooperatetotransferriskfrom onepartytoanother.
PrinciplesofLifeinsurance

PrinciplesofLifeinsuranceare:
1.NatureofContract:Natureofcontractisafundamentalprincipleofinsurancecontract.An
insurancecontractcomesintoexistencewhenonepartymakesanofferorproposalofacontract
andtheotherpartyacceptstheproposal.
Acontractshouldbesimpletobeavalidcontract.Thepersonenteringintoacontractshouldenter
withhisfreeconsent.
2.Principalofutmostgoodfaith:Underthisinsurancecontractboththepartiesshouldhavefaith
overeachother.Asaclientitisthedutyoftheinsuredtodiscloseallthefactstotheinsurance
company.Anyfraudormisrepresentationoffactscanresultintocancellationofthecontract.
3.PrincipleofInsurableinterest:Underthisprincipleofinsurance,theinsuredmusthaveinterestin
thesubjectmatteroftheinsurance.Absenceofinsurancemakesthecontractnullandvoid.Ifthere
isnoinsurableinterest,aninsurancecompanywillnotissueapolicy.
Aninsurableinterestmustexistatthetimeofthepurchaseoftheinsurance.Forexample,acreditor
hasaninsurableinterestinthelifeofadebtor,Apersonisconsideredtohaveanunlimitedinterest
inthelifeoftheirspouseetc.
4.Principleofindemnity:Indemnitymeanssecurityorcompensationagainstlossordamage.The
principle ofindemnity is such principle ofinsurance stating thatan insured may notbe
compensatedbytheinsurancecompanyinanamountexceedingtheinsured’seconomicloss.
Intypeofinsurancetheinsuredwouldbecompensationwiththeamountequivalenttotheactual
lossandnottheamountexceedingtheloss.
5.Principleofsubrogation:Theprincipleofsubrogationenablestheinsuredtoclaim theamount
from thethirdpartyresponsiblefortheloss.Itallowstheinsurertopursuelegalmethodstorecover
theamountofloss,Forexample,ifyougetinjuredinaroadaccident,duetorecklessdrivingofa
thirdparty,theinsurancecompanywillcompensateyourlossandwillalsosuethethirdpartyto
recoverthemoneypaidasclaim.
6.Doubleinsurance:Doubleinsurancedenotesinsuranceofsamesubjectmatterwithtwodifferent
companiesorwiththesamecompanyundertwodifferentpolicies.Insuranceispossibleincaseof
indemnitycontractlikefire,marineandpropertyinsurance.
7.Principleofproximatecause:Proximatecauseliterallymeansthe‘nearestcause’or‘direct
cause’.Thisprincipleisapplicablewhenthelossistheresultoftwoormorecauses.Theproximate
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causemeans;themostdominantandmosteffectivecauseoflossisconsidered.Thisprincipleis
applicablewhenthereareseriesofcausesofdamageorloss.
PrinciplesofGeneralinsurance
Insurancebearsthecostoftheunexpectedtypeofriskamongalargenumberofpeopleinthe

sameregion.Itissignificantconditionsandsituationoftheinsurerbeforegettinginsured.Asboth
thepartiesarerelyingoneachotherwithoutanypracticalapplication.Theinsurermustinvestigate
anydoubtableinsuranceclaimsandacceptandapproveallclaimsofgenuineinsuranceassoonas
possiblewithoutdelayandhindrance.Thereare 7Basic  PrinciplesOfGeneralInsurance applicable
whichmakethebondofreliabilitystrongerbetweentheinvolvedparties.
1.ThePrincipleofUberrimaefidei(UtmostGoodFaith)
IsafundamentalandfirstprimaryprincipleofInsurance.Accordingtothisprinciple,theinsurance
agreementissignedbybothpartiesinabsolutegoodfaith,beliefortrust.Thepersonapplyingfor
theinsuranceshouldindeeddiscloseandsurrendertotheinsurerallthesubjectmatterregarding
Insurance.Theinsurer’sliabilitygetsvoidifanyfactfoundfalse,hidden,omittedorpresentinthe
wrongmannerbytheinsured.TheprincipleofUberrimaefideiappliestoalltypesofinsurance
contracts.
2.ThePrincipleofInsurableInterest
Statesthatthepersongettinginsuranceshouldhavesubjectmatterintheinterestoftheinsured.
Thepersonhastheinsurableinterestwhentheexistenceofthesubjectmattergiveshim somegain,
andit’snon-existencewillprovidehim withaloss.Thatmeanstheinsuredpersonwillhavea
financiallossincaseofdamageofinsuredobject.Example,thefactoryowner,hasaninsurable
interestinitsmachineryastheyaremakinghim monetaryprofitandifhesellsit,theownerofthe
factorydoesnothaveanyinsuranceleft.Weconcludethatownershipplaysaverycrucialrolein
insurableinterest.
3.ThePrincipleofIndemnity
Meanssecurity,compensationorprotectiongivenagainstanyloss,damageorinjuryoftheinsured
object.Accordingtothisprinciple,thecontractofinsuranceisonlybesignedtoprotecttheobject
againstanydamageorlossduetofutureuncertainties.Inthecontractsignedtheamountof
compensation paid should be in absolute proportion to the actualcostofthe object.The
compensationshouldnotbelessormoreoftheactualdamage.
4.ThePrincipleofContribution
Thisprincipleisacorollarytotheprinciplesofindemnity.Itappliestotheprinciplesofindemnityif
theinsuredpersonhastakenmorethanonepolicyonthesamesubjectmatter.Inthiscase,insurer
canclaim onlytheextentofactuallossfrom oneinsureronanynumberoftheinsurer.Ifoneinsurer
compensatesfulllossthanthatinsurercanclaim theproportionateamountfrom otherinsureror
insurers.
5.ThePrincipleofSubrogation
Thisprincipleisanextentofindemnityorcorollaryoftheprinciplesofindemnity.Iftheinsured
personcompensatedthelossordamageofpropertyorobjectthantherightofownershipisshifted
totheinsurer.Thisprinciplehasitsimportanceifthedamagedpropertyhassomevalueafterthe
eventofdamage.Theinsurercanbenefitoutofsubrogationonlytotheextentofcompensation
paidtotheinsuredperson.
6.ThePrincipleofLossMinimization
Accordingtothisprinciple,theinsuredshouldtryitslevelbesttominimizethelossincaseofan
eventsuchasfireorfloodoccur.Henceitistheresponsibilityoftheinsuredtoprotectitsproperty
andavoidfurtherlosses.
7.ThePrincipleofCausaProxima(NearestCause)
Meansifthedamagehasoccurredbymultiplecausesthantheclosestandthenearestcauseof
damageshouldbetakenintoconsideration.The PrinciplesofGeneralInsurance statesthatwhether
theinsuredisliableforthecompensationofthelossesornot.Theproximate(nearest)causeofthe
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lossshouldbeconsideredandnottheremote(fairest)mustbelookedinto.Forexample.,andthe
seawaterenteredtheship,herethecauseofthedamageisboththeratsandtheseawater.The
shiphasinsuranceofseawaterandnottherats,buttheinsurerwillhavetopaythecompensation
oftheseawaterwhichshouldbetakenintoaccount.
Finally,theconclusionisthattheinsuredpartyshouldgenuinelypresentitssubjectmatterandno
factsshouldbehiddenoromittedforthecoveringoftheriskfrom futureuncertaintiesfortoavoid
delaysincompensationapprovals.
Notesonthefollowing:
a)Principlesofutmostgoodfaithb)principlesofindem,nityc)principlesofcontribution.
d)principlesofsubrogation. e)InsurableInterest.f)ProximateCause.
a)Principlesofutmostgoodfaith:TheprincipleofUtmostGoodFaithisalsoknownasUberrimae
Fides.Itmeansthatboththepolicyholderandtheinsurerneedtodiscloseallmaterialandrelevant
informationtoeachotherbeforecommencementofthecontract.
UnderSection45ofInsuranceAct1938statesthatifwithin2yearsofcommencementorrevivalof
the insurance policy,the insurer get to know that there has been a non-disclosure or
misrepresentationofmaterialfacts,thentheinsurercancallthepolicynullandvoid.

Itsimplymeansthatifwithin2yearstheInsuranceCompanyfindsoutthatthepolicyholder
hasnotstatedthecompletetruthorhasliedwhilefillinguptheproposalform,thenitcancancelthe
policyanddeclinetheclaim.Itisnotnecessarythattheywilldefinitelyrepudiatetheclaim,butitis
alsoapossibility.Theinsurermayaskforthedifferenceinpremium orchangethetermsand
conditionsafterthefacthasbeendisclosed.

Thus,ifanalcoholicpersonhadmentionedthatheisnon-alcoholicandhediesinaheart
attackwithin2yearsofthepolicycommencement,thenalsotheInsuranceCompanymayrepudiate
ordeclinetheclaim ongroundsof“non-disclosure”or“misrepresentation”of“materialfacts”,i.e.for
notstatingthecompletetruthormisstatinginformationwhichisrelevantforunderwritingandrisk
assessment.Hispolicycould havebeen over-rated orloaded with additionalpremium ifthe
underwriterswereawareofthefact.
b)Principlesofindemnity:Itisoneofthefundamentalprinciplesofinsurance
Principleofindemnityisappliedonlytopoliciesbelongingtononlifecategoryofinsurance.
Principleofindemnityisnotappliedtolifeinsurancepoliciesasthelifeofahumanbeingcannotbe
ascertainedintermsofmoney
Principleofindemnityimplies “Tobringbacktheinsuredtothefinancialpositionwherehewasprior
tothehappeningofloss”
Insimplewords,itensurestomakegoodthelossoftheinsuredandtobringbacktheinsuredtothe
positionwherehewaspriortothehappeningoftheloss.Thisprincipleisimportantasitensures
thattheinsureddoesn’tmakeprofitoutofinsurancepolicy.Insurancepoliciescan’tbeusedto
makeprofits.
Theclaim canbemadeequivalenttolosswhenfullvalueinsuranceistakenofsubjectmatter.In
casesofunderinsuranceaverageclauseisappliedandtheclaim payableislessthantheactual
loss.Profitcan’talsobemadeincasesofoverinsurance.
c)Principles ofcontribution:Contribution is the rightofan insurerto recoveran equitable
proportionofapaidclaim onbehalfofanotherinsurerwhoisalsoliablefortheclaim.Thishappens
whenyou’redoubleinsured.Itmayhappenaccidentally.
Youmayinsureacar,and yoursonwho drivesitalso insuresitwithadifferentcompany,
accidentally.Youmayclaim twicebutyoudon’tget100%from bothcompanies.You’llonlyget50%
from eachbecauseoftheprincipleofindemnity.
Anotherexampleisafactorywitha ConstructionorAll-riskpolicy andaMarineCargopolicy.Ifyour
twopoliciesarewithdifferentinsurers,Isaytotheclient,pleasemakesureyour MarineCargo
policy hasa50/50clauseonit.
Here’swhy.Saythecargoisairconditioningunitsstoredonsiteforsometime.Whenyouopen
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them,yourealisethey’vebeendamagedsomehow,somewhere.Whoknowswhere?Tomakethings
simpler,wejustsay50/50,andtheinsurerssharetheloss.Thatway,wepreventanyfighting,and
wedon’thavetogotocourt.
d)PrinciplesofSubrogation:Subrogationreferstothepracticeofsubstitutingonepartyforanother
inalegalsetting.Essentially,subrogationprovidesalegalrighttoathirdpartytocollecta debt or
damages on behalfofanotherparty.The insurance sector is considered a primary area of
applicationofthesubrogationprinciple.Byusingsubrogation,aninsurancecompanycanrecover
theamountoftheinsuranceclaim paidtotheinsuredclientfrom thepartythatcausedthedamage.
Notethatinsuchsituations,theinsurancecompanyrepresentstheinterestsofitsinsuredclient.In
otherwords,subrogationisaremedytotheinsurancecompanyforthepaid-outinsuranceclaim.
Thesubrogationrightisgenerallyspecifiedincontractsbetweentheinsurancecompanyandthe
insuredparty.Thecontractsmaycontainspecialclausesthatprovidetherighttotheinsurance
companytostarttheprocessofrecoveringthepaymentoftheinsuranceclaim from thepartythat
causedthedamagestotheinsuredparty.
Subrogationisoneoftheequitabledoctrinesincountrieswith commonlawlegalsystems.
e)InsurableInterest:Insurableinterestisdefinedasthereasonableconcernofapersontoobtain
insuranceforanyindividualorpropertyagainstunforeseeneventssuchasdeath,losses,etc. A
personisexpectedtohavereasonableinterestinalongerlifeforhimself,hisfamily,businessand
henceisinneedofacquiringinsuranceforthese.Therefore,insurableinterestisoftenrelatedto
ownership,relationshipbylaworbloodandpossession.However,itisnotanimportantelementof
lifeinsurancecontractsundermodernlaw.
Insurableinterestis simplydefined asthelevelofhardship(financialdependencyandotherwise)
apersonwillsufferfrom thelossofsomethingorsomeonetheyhaveinsured.Inthecaseoflife
insurance,itreferstothepotentialneedsthebeneficiarywillrequirefrom thefinanciallossof
the insured person. It it helps,you can think of it as a question:“Do I have a
reasonable interest ininsuringthisperson’slife?”Theterm interestherereferstonecessityor
motivation,andhasnorelationtotraditionalbankingoraccruingofwealth.
f)ProximateCause(principlesofcausaProxima):Thecausehavingthemostsignificantimpact
in bringing aboutthe loss undera first-partypropertyinsurance policy,when two ormore
independentperilsoperateatthesametime(i.e.,concurrently)toproducealoss.Courtsemploya
setofproximatecauserulestoresolvecausationdisputeswhenapropertypolicystatesthatit
coversorexcludeslosses"causedby"aperilandthereismorethanoneperilatworkinafact
pattern.Undercommonlaw,whetherthepolicyprovidescoveragedependsonwhichperilischosen
astheproximatecause.Iftheperilselectedastheproximatecauseiscovered,courtsconsiderthe
losstohavebeencausedbythecoveredperilandwillholdthatthelossiscovered.Iftheperil
selectedastheproximatecauseisuncoveredorexcluded,courtsconsiderthelosstohavebeen
causedbytheuncoveredorexcludedperilandwillholdthatthelossisnotcovered. (2) Asa
principleoftortlaw,proximatecausereferstoadoctrinebywhichaplaintiffmustprovethatthe
defendant'sactionssetinmotionarelativelyshortchainofeventsthatcouldhavereasonablybeen
anticipatedtoleadtotheplaintiff'sdamages.Ifthedefendant'sactionswere"proximate"orclose
enoughinthechainofcausationtohaveforeseeablyledtotheplaintiff'sdamages,courtswill
imposeliability.Otherwise,ifthedefendant'sactionssetinmotionalong,bizarrechainofevents
thatcouldnothavereasonablybeenforeseentoleadtotheplaintiff'sdamages,courtswillnot
imposeliability.Intortlaw,multipleactionsbyoneormoredefendantsthatareasubstantialfactor
inproducingthelosscanqualifyasproximatecauses.
TypesofInsurance
Therearetwobroadtypesofinsurance:

1.LifeInsurance 2.GeneralInsurance
1)LifeInsurance:Lifeinsuranceisacontractthatoffersfinancialcompensationincaseofdeath
ordisability.Somelifeinsurancepoliciesevenofferfinancialcompensationafterretirementora
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certainperiodoftime.Lifeinsurance,thus,helpsyousecureyourfamily’sfinancialsecurityeven
inyourabsence.Youeithermakealump-sum paymentwhilepurchasingalifeinsurancepolicyor
makeperiodicpaymentstotheinsurer.Theseareknownaspremiums.Inexchange,yourinsurer
promisestopayanassuredsum toyourfamilyintheeventofdeath,disabilityoratasettime.
2)Generalinsurance:Ageneralinsuranceisacontractthatoffersfinancialcompensationonany
lossotherthandeath.Itinsureseverythingapartfrom life.Ageneralinsurancecompensatesyoufor
financiallossduetoliabilitiesrelatedtoyourhouse,car,bike,health,travel,etc.Theinsurance
companypromisestopayyouasum assuredtocoverdamagestoyourvehicle,medicaltreatments
tocurehealthproblems,lossesduetotheftorfire,orevenfinancialproblemsduringtravel.
Simplyput,ageneralinsuranceoffersfinancialprotectionforallyourassetsagainstloss,damage,
theft,andotherliabilities.Itisdifferentfrom lifeinsurance.Followingarethevarioustypesof
GeneralInsurance:

a.HealthInsurance b.Motor Insurance c.TravelInsurance d.Home Insurance e.
Fire Insurance
a.HealthInsurance:Thistypeofgeneralinsurancecoversthecostofmedicalcare.Itpaysforor
reimbursestheamountyoupaytowardsthetreatmentofanyinjuryorillness.
Itusuallycovers:

 Hospitalisation
 Thetreatmentofcriticalillnesses
 Medicalbillspriortoorposthospitalisation
 DaycareprocedureslikeCataractoperations

b.MotorInsurance:Motorinsuranceisforyourcarorbikewhathealthinsuranceisforyourhealth.
Itisageneralinsurancecoverthatoffersfinancialprotectiontoyourvehiclesfrom lossduetoaccidents,
damage,theft,fireornaturalcalamities
Youcanalsogetmotorinsuranceforyourcommercialvehicles.
InIndia,youcannotdriveorridewithoutmotorinsurance.
c.Travelinsurance:Atravelinsurancecompensatesyouorpaysforanyfinancialliabilitiesarisingoutof
medicalandnon-medicalemergenciesduringyourtravelabroadorwithinthecountry.
d.HomeInsurance:Homeinsuranceisacoverthatpaysorcompensatesyoufordamagetoyourhome
duetonaturalcalamities,man-madedisastersorotherthreats.
Itcoversliabilitiesduetofire,burglary,theft,flood,earthquakes,andsabotage.Itnotonlyoffers
financialprotectiontoyourhome,butalsotakescareofthevaluablesinsidetheproperty.e
e.FireInsurance:Fireinsurancepaysorcompensatesforthedamagescausedtoyourpropertyor
goodsduetofire.
Itcoversthereplacement,reconstructionorrepairexpensesoftheinsuredpropertyaswellasthe
surroundingstructures.
Italsocoversthedamagescausedtoathird-partypropertyduetofire.
Inadditiontothese,ittakescareoftheexpensesofthosewhoselivelihoodhasbeenaffectedduetofire.
ConceptsofLifeinsurance
LifeInsuranceisdefinedasacontractbetweenthepolicyholderandtheinsurancecompany,wherethe
lifeinsurancecompanypaysaspecificsum totheinsuredindividual'sfamilyuponhisdeath.Thelife
insurancesum ispaidinexchangeforaspecificamountofpremium.Lifeisbeautiful,butalsouncertain.
Whateveryoudo,howeversmartandhardyouwork,youareneversurewhatlifehasinstoreforyou.
CharacteristicsOFlifeinsurance:
FollowingarethecharacteristicsofLifeinsurance:
i) Offer and acceptance: Like other contracts of insurance the life insurance contract is also the outcom
e of an offer made by the policy owner and its acceptance by  the insurer. Generally the
life insurance is a contract is made in writing. 
2) Agreed sum of money: The insurer agrees to pay a  certain sum of money either on the death of polic
y owner  or on the maturity of the policy whichever is earlier 
3) Premium: The policy owner is liable to pay periodically the amount of the payment in the form of prem
ium till the death of the policy owner or expiry of the period of policy  whichever is earlier
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4) Not a contract of indemnity: Life insurance contract is a note a contract  of indemnity as the loss cau
sed bythe death cannot be measured in terms of money is a compensation for loss of the one’s life.
5)  Insurable interest: In life insurance  insurable interest must exist when the claim. The person who ha
s been assigned  a life policy  need not  have insurable interest in it as the insurable interest was already 
present at time of taking policy.
6) Lending helping hand: Life insurance  provides helping hand to those  who are left support less and  h
elps financially in case of the death of the insured. It is also considered to be than the best alternative for
 making savings. 
7) Covers other risks: Life insurance covered  others risks which are connected with the  human life in ad
dition  to the risk of death. For example, total and permanent disability  or temporary disability and medic
al expense compulsory retirement or the  economics death risks etc., have also  been covered  under the 
purview of Life insurance these days. 8) Relief  sword of damocles: Life insurance relieves  the insured  fr
om the sword of damocles  i.e.., various risks and uncertainties  which may occur before and after  the de
ath of the insured
MeaningofNon-lifeinsurance
Non-lifeinsuranceisanytypeofinsuranceotherthanlifeinsurance.Whilelifeinsuranceisbrokendown
intopermanent andterm lifepolicies,non-lifeinsuranceincludesmanytypesofotherinsurancepolicies.
Non-lifeinsurancemaycoverpeople,propertyorlegalliabilities. 
Generalinsurance ornon-lifeinsurancepolicies,includingautomobileandhomeownerspolicies,provide
paymentsdependingonthelossfrom aparticularfinancialevent.Generalinsuranceistypicallydefined
as any insurance that is not determined to be life insurance. It is
called property and casualty insurance in the United States and Canada and non-life insurance in
ContinentalEurope.
CharacteristicsofNon-lifeinsurance
FollowingarethecharacteristicsofGeneralInsurance:
1.Insurableinterest1.
Apersoncanenterintoacontractofinsuranceonlywhenhehassomeinsurableinterestonthelifeor
propertywhichisinsured.Insurableinterestbasicallymeansthatthenon-existenceoranyinjuryor
damagecausedtoapropertyorlifeshouldbringlosswhichcanbeestimatedintermsofmoney.So,a
personissaidtohaveinsurableinterest,onthepropertyorlifeofanyperson,providedthelossor
damagecausedtothepropertyorlifedirectlyaffectshim.Thus,apersoncannottakeinsuranceforan
unconnectedpropertyorforanindividualwithwhom hehasnoconnectionasthereisnoinsurable
interest.
2.Contractof‘Uberrimaefidei’orContractofUtmostgoodfaith
Boththepartiestothecontract,thatistheinsuredandtheinsurerhavetodiscloseallthefacts
connectedwiththeinsurancecontract.Non-disclosureoffactsordeclarationoffalseinformationwill
makethecontractnullandvoid.A personsufferingfrom amajordiseasecannotinsureunderthe
pretextofhavinggoodhealthbyconcealinghisailment.Ifhedoesso,laterwhentheinsurercomesto
know abouthisdisease,thecontractwillbecomenullandvoidandnocompensationcanbeclaimed
from theinsurancecompany.
3.Indemnity:
Lifeinsuranceisdifferentfrom contractofindemnity.Itisacontingentcontractwheretheeventdeathis
certaintotakeplacebutitisaquestionoftime.Hence,theinsurancecompanycannotguarantee
againstdeathorpreventdeathbutcanagreetopayastipulatedsum intheeventofdeathhappeningat
anearlierdatethanagreedupon.Whenapersontakeslifeinsurance,henominateshisdependentsto
receivethepolicyamountintheeventofhisdeath,priortothestipulatedoragreedperiod.
4.MitigationofLoss
Thoughinsuranceaimsatminimizingtheloss,itisexpectedthateverypartytothecontractof
insuranceshouldtakeadequatestepstominimizetheloss.Thus,whenafireaccidenttakesplaceina
matchfactory,theinsuredshouldminimizethelossbytakingadequatepreventivemeasures.Hecannot
allowthegoodstobedestroyedbyfiresimplybecausehehasinsuredthem.Thus,mitigationofloss
ensuresthatboththepartiestotheinsuranceshallundertakemeasuresbywhichtheriskisminimized
andthelosssufferedisalsomitigated.
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5.Causaproxima
Thecausefortheaccidentshouldbeadirectcauseforwhichaninsuranceistakenanditshouldnotbe
aremotecause.Inotherwords,theinsurancecompanywillpaycompensationtotheinsuredonlywhen
thecauseofaccidentisdirectlyrelatedtotheloss.Ifthelossistheresultoftwocauses,onemustlook
intothenearestcauseandascertainwhetherthatcauseisinsured.Onlythentheinsurancecompany
willpaycompensationfortheloss.
6.Subrogation
Subrogationmeanssteppingintotheshoesofanotherperson.Whentheinsurancecompanypaysfull
compensationtotheinsured,ittakesovertheownershipofthegoodsinsuredandwillenjoycomplete
rightoftakingnecessarylegalstepstoclaim compensationfrom suchpersonswhoareresponsiblefor
thelosssuffered.
7.Contribution
Whenaninsurancecompanypayscompensationtotheinsured,itputsbacktheinsuredinthesame
positionthathewaspriortotheaccident.Iftheinsuredhasundertakeninsurancewithmorethanone
insurancecompany,thenhecannotclaim compensationfrom everyinsurancecompanywithwhichhe
hasinsured.Underthedoctrineofcontribution,whenaninsurancecompanycompensatestheinsured,it
willbeindemnifiedbytheotherinsurancecompanytotheextentofthepolicytakenbyinsured.
ConceptofRe-insurance
Reinsurance is insurance thatan insurancecompany purchasesfrom anotherinsurancecompanyto

insulateitself(atleastinpart)from theriskofamajorclaimsevent.Withreinsurance,thecompany
passeson("cedes")somepartofitsowninsuranceliabilitiestotheotherinsurancecompany.The
companythatpurchasesthereinsurancepolicyiscalleda"cedingcompany"or"cedent"or"cedant"
undermostarrangements.Thecompanyissuing thereinsurancepolicyisreferred simplyasthe
"reinsurer".Intheclassiccase,reinsuranceallowsinsurancecompaniestoremain solvent aftermajor
claimsevents,suchasmajordisasterslikehurricanesandwildfires.Inadditiontoitsbasicrolein risk
management,reinsuranceissometimesusedtoreducethecedingcompany'scapitalrequirements,or
fortaxmitigationorotherpurposes.
Acompanythatpurchasesreinsurancepaysapremium tothereinsurancecompany,whoinexchange
wouldpayashareoftheclaimsincurredbythepurchasingcompany.Thereinsurermaybeeithera
specialistreinsurancecompany,whichonlyundertakesreinsurancebusiness,oranotherinsurance
company.Insurancecompaniesthatacceptreinsurancerefertothebusinessas'assumedreinsurance'.
ThepowersofIRDA
ThefollowingarethepowersofIRDA
1.AllinsurancecompanieshavetoregisterwithIRDAcompulsorily.
2.Companiescanundertakeonlyinsurancebusiness.
3.ThecapitalstructureofthecompanieswillbedeterminedbyIRDA.
4.CompanieshavetodepositwithRBItheamountstipulatedbyIRDA.
5.AccountsandbalancesheetsofcompanieshavetobesubmittedtoIRDA.
6.Insurancecompanieshavetoappointactuariesandtheywillvaluetheliabilitiesoftheinsurance
companiesandreportthesametoIRDA.
7.InvestmentofassetswillbeprescribedbyIRDAintheform ofapprovedsecurities.
8.ThenatureofgeneralinsurancebusinesswillbeprescribedbyIRDA.
9.StatementsofinvestmentassetstobesubmittedtoIRDAeveryfinancialyear.
10.Allinsurancecompanieshavetodevotecertainpercentageoftheirbusinessincludinginsurancefor
crops.Thisshouldcoverunorganizedsectorincludingtheeconomicallyweakersections.
11.TheappointmentofchiefexecutiveofficerrequirespriorpermissionoftheIRDA.
12.Allinsuranceagentsmustobtainlicensefrom IRDA.
13.IRDA haspowersforlevying penaltyon companieswhich failto complywith therulesand
regulations.
ThefunctionsofIRDA
1.Issuingcertificateofregistration.
2.Protectingtheinterestofpolicyholders.
3.Issuinglicensetoagents.
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4.Specifyingcodeofconductforsurveyorsandlossassessors.
5.Promotingefficiencyintheinsurancebusiness.
6.Undertakinginspection,conductingenquiriesetc.,oninsurancecompanies.
7.Controlandregulationsofrates,termsandconditionsbyinsurancecompanytopolicyholders.
8.Adjudicationofdisputesbetweeninsurancecompanyandothersintheinsurancebusiness.
9.Fixingthepercentageofinsurancebusinesstoruralandsocialsectors.
RoleofIRDAinregulatinginsurancebusiness
Atonepointoftime,someinsurancecompaniesusedtodenycoveragetotheirpolicyholders.The

basisofthedenialwaseithertheirchoiceofbusinesstounderwriteorwastheirunderstandingofgood
riskand bad risk.To regulate the marketand minimize anysortofpartialacts,the IRDA was
established. 
Likethebankingsystem inIndiaisregulatedaspertheguidelinesofRBI.Itrestrictsthebankerstonot
behaveunrulywiththeaccountholders.Thebankinginstitutesareallowedtoofferloansandinterestas
pertheratespre-definedbyRBI.Itleavesnoroom forthemonopolytotakeoverwhichinturnworks
bestforthemasses.FinancialInstituteslikebanksandinsurancecompanieswillbesuccessfulinour
democracyuntilmarketpracticesareforthemajorityandnotjustforfractionofpeople.
IRDAonthesamelinesofindustrialpracticeplaysavitalrolelike

a.Ensuresand encouragesthesystematicgrowth oftheinsuranceindustryjustto benefitthe
commonpeoplewhoinvestinpoliciestolookforsafety.
b.Protectstheinterestofthepolicyholderssothattheytrustthesystem.
c.Promotehighstandardsofintegrityandfairdealingsinthemarket.
d.Resolvedisputesofallkindsandspeedupclaim settlement.
e.Setstandardsandconductvigilancetocheckforscamsorfrauds.

TheIndianeconomyisgrowingwhichfurtherpromotestheentranceofnew insuranceplayersinthe
market.Tokeepthepaceofgrowtheven-handed,IRDAneedstomaintainstandardsofquality.Itwill
furthercontributetostrengtheningthefinancialcapacityofacountryasawhole.
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