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 PREFACE

The world of finance and economy is dynamic. The
Banking sector in India has undergone significant
transformation during the past few years. The technology
driven banking sector no longer requires the brick-and-mortar
establishments. The gamut of instruments available in the
banking world calls for cashless economy thereby contributing
in ease of doing business. Nevertheless, the customers need
not physically visit a bank to do the transactions. With
customers moving to alternate channels, the relationship
between a banker and a customer too has undergone
remarkable shift. Again, the mergers and consolidations have
contributed towards the structural transformation of banks.
The role of regulatory body assumes all the more importance
than before. The apex bank of India i.e the Reserve Bank of
India bring about regulatory changes in the financial sector
which has a direct bearing on banking sector. Therefore, it is
important for a teacher and the taught to update themselves
on the existing banking laws and practice. The new education
policy has opened up the doors of knowledge. Law and
Practice of Banking has been introduced in the second
semester of B.Com Course in Karnataka.

With the introduction of NEP more than the material
content, fair deal is required towards the practical side of the
subject. In this regard some of the skill components have been
incorporated at the end of each chapter. However, students
are expected to take note of all the latest developments relating
to the subjects covered in the syllabus by referring to RBI
circulars, financial papers, economic journals, latest books and

publications in the subject. Only then, NEP becomes more
meaningful.

We do not claim originality in the contents incorporated in
the book. The theoretical contents in the book have been
availed from different sources including reference books and
internet sources. We are deeply indebted to all these authors.

I am highly thankful to my co-author Ms Harinakshi, Lecturer,
Srinivas Institute of Management and Commerce for her
salutary resources.

This book would not have seen the light of the day if not for
the encouragement and trust reposed by Edwise, Mangalore.
I am extremely grateful to the college management, for all the
support extended to me throughout my career. I thank my
colleagues and family members for their moral support.

We gracefully welcome all suggestions from the readers in
improving the subject matter of the book.

  Dr. Ashalatha S Suvarna

Ms. Harinakshi
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Partnership Firms - Joint Stock companies - Executors and
Trustees - Clubs and Associations and Joint Hindu Undivided
Family.

MODULE NO. 4:

NEGOTIABLE INSTRUMENTS

 Introduction – Meaning & Definition – Features – Kinds of
Negotiable Instruments: Promissory Notes - Bills of Exchange
- Cheques - Crossing of Cheques – Types of Crossing;
Endorsements: Introduction - Meaning - Essentials & Kinds
of Endorsement – Rules of endorsement

MODULE NO. 5:

RECENT DEVELOPMENTS IN BANKING

 Introduction - New technology in Banking – E-services – Debit
and Credit cards - Internet Banking-Electronic Fund Transfer-
MICR – RTGS - NEFT –ECS- Small banks-Payment banks.
Digital Wallet-Crypto currency- KYC norms – Basel Norms -
Mobile banking-E-payments – E-money. Any other recent
development in the banking sector.

SYLLABUS

COURSE: 2.3 - LAW AND PRACTICE OF BANKING

AS PER NEP SYLLABUS FOR II SEMESTER B.Com.

MODULE NO. 1:

INTRODUCTION TO BANKING

 Introduction- Meaning – Need – Importance – Primary,
Secondary & Modern functions of banks - Origin of banking-
Banker and Customer Relationship (General and special
relationship) - Origin and growth of commercial banks in India
– Types of Banks in India– Banks’ Lending - changing role of
commercial banks. RBI: History-Role & Functions.

MODULE NO. 2:

PAYING AND COLLECTING BANKER

Paying banker: Introduction - Meaning – Role – Functions -
Duties - Precautions and Statutory Protection and rights -
dishonor of Cheques – Grounds of dishonor – Consequences
of wrongful dishonor of Cheques; Collecting Banker:
Introduction - Meaning – Legal status of collecting banker -
Holder for value -Holder in due course – Duties &
Responsibilities - Precautions and Statutory Protection to
Collecting Banker.

MODULE NO. 3:

CUSTOMERS AND ACCOUNT HOLDERS

Introduction - Types of Customers and Account Holders -
Procedure and Practice in opening and operating accounts of
different customers: Minors - Joint Account Holders-
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MEANING AND DEFINITIONS OF BANKING

Different Authors and Economists have given some
structural and functional definitions on Bank from different
perspectives. The inception of modern banking is the outcome
of commercial bank.

In the words of Professor Roger, “The bank which deals
with money and money’s worth with a view to earning profit
is known as Commercial Bank”.

According to H.L.Hart,  “One who in the ordinary course
of business honours cheques drawn upon him from and for
whom he receives money on current account”.  As per this
definition bank renders two functions.  Firstly it accepts deposit
and secondly it honours customer’s cheques.  This definition
is incomplete.  It ignores major functions of lending of funds
by banks.

According to John Paget, “No person or body corporate or
otherwise can be a banker who does not take deposit accounts,
issue and pay cheques and collect cheques crossed or
uncrossed for his customers”. Further he states that, “One
claiming to be a banker must profess himself to be one the
public must accept him as such and finally banking should
be his main business”.

According to Sec. 5 of the Indian Banking Regulation Act
of 1949, “Accepting for the purpose of lending or investments
of deposits of money from the public, repayable on demand or
otherwise and withdrawable by cheque, draft, order or
otherwise”.  Section 6 of the same Act provides that “a banker
should perform various subsidiary functions and his main
business should be banking business”. The above definitions
throw light on the following prominent functions of banks such
as-

MODULE - 1   INTRODUCTION TO BANKING

INTRODUCTION

Money and banking are part of everyday life. One without
the other cannot exist. Banks offer all sorts of financial products
to trade commerce and industry. Banking sector acts as the
backbone of modern business. Development of any country
mainly depends upon the banking system. The term bank is
either derived from old Italian word ‘banca’ or from a French
word ‘banque’ both mean a bench or money exchange table.
In olden days, European moneylenders or money changers
used to display coins of different countries in big heaps
(quantity) on benches or tables for the purpose of lending or
exchanging.

Banking is directly or indirectly connected with the trade
of a country and the life of each and every individual. It is an
industry that manages credit, cash, and other financial
transactions. In banking, the commercial bank is the most
influential institution for any country’s economy or for
providing any credit to its customers. In India, banking
company is responsible for transacting all the business
transactions including withdrawal of cheques, payments, and
investments, etc. In other words, the bank is involved in the
deposit and withdrawal of money, repayable on demand,
savings and earning a decent amount of profits by lending
money. Bank also helps to mobilize the savings of an individual,
making funds accessible to business and help them to start a
new venture.
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1. Accepting of deposits

2. Lending or investment function

3. Undertaking of agency and utility services to the general
public.

It is worth recollecting the definition given by Amy Brady,
in the modern technology driven system, bank is no longer
an institution established in a particular place providing
financial services dealing with ‘paper and people’ it is all about
‘people and technology’.

A bank is an institution which deals in money. It means
that a bank receives money in the form of deposits from public
and lends the same to the needy. In other words, a bank is
considered as a physical place where customers visit a
particular branch to make deposits and withdrawals, using
paper tools like deposit slips, cheque books, and pass books.
Delivery of banking services and products directly to
customers anytime, anywhere using electronic delivery
channels has become the core dimension of a bank in the
current era. The introduction of the ATMs, online banking,
and mobile banking has changed not just the process of
banking but also the idea of what a bank is. However, the
basic function of a bank as a financial institution in rendering
service to its customers and society remains the same.

CHARACTERISTICS / FEATURES OF A BANK

1. Dealing in Money: Bank is a financial institution which
deals with other people’s money i.e. money given by
depositors.

2. Individual / Firm / Company: A bank may be a person,
firm or a company. A banking company means a company
which is in the business of banking.

3. Banking Business: A bank’s main activity should be to
do business of banking which should not be subsidiary
to any other business.

4. Name Identity: A bank should always add the word
“bank” to its name to enable people to know that it is a
bank and that it is dealing in money.

5. Acceptance of Deposit: A bank accepts money from the
people in the form of deposits which are usually repayable
on demand or after the expiry of a fixed period. It gives
safety to the deposits of its customers. It also acts as a
custodian of funds of its customers.

6. Giving Advances: A bank lends out money in the form of
loans to those who require it for different purposes.

7. Payment and Withdrawal: A bank provides easy payment
and withdrawal facility to its customers in the form of
cheques and drafts. It also brings bank money in
circulation. This money is in the form of cheques, drafts,
etc.

8. Agency and Utility Services: A bank provides various
banking facilities to its customers. They include general
utility services and agency services.

9. Profit and Service Orientation: A bank is a profit seeking
institution having service-oriented approach.

10. Connecting Link: A bank acts as a connecting link
between borrowers and lenders of money. Banks collect
money from those who have surplus money and give the
same to those who are in need of money.

Banking is an evolutionary concept. There is continuous
expansion and diversification of the functions, and activities
of a bank.


