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PREAMBLE \:

£

It will be e).ctremely appreciated by teachers and students that the Boaru
Intermediate Education, Karachi has introduced a new syllabus of Banking devised for
intermediate students effective from 2007 — 2008. This book has been designed
completely in accordance with the new syllabus.

Modern banking and monetary systems have turned into an essential pillar of the
present economic system. Whether it is market economy or controlled one, if the banking
system is excluded the economic system will collapse. Production, trade, import, export,
issuance of currency, credit transactions or whatever business activity all are dependent
on banking. The importance of banking can be assessed from the existence of
International Monetary Fund, World Bank and International Finance Corporation which
control the world banking and economic system. In fact, the IMF is assuming the status
of world central bank.

In Pakistan the importance of banking has been well-recognized and the banking
sector, since the inception of State Bank of Pakistan in 1948, has been faring extremely
well. The Institute of Business Administration is offering MBA in banking and Pakistan
Banking Council offers course for bankers that lead to their career in banking. Having
studied this book under any course program you too can go a long way in adopting a
banking career.

This book on banking has been made different in that it gives you latest data on
national and international financial institutions including World Bank, IMF, PICIC, ICP,
IDBP, NIT and ADBP. It also entails sufficient information on SDR. In addition, some
misconceptions have been removed. For instance, when bill of exchange is dishonoured
noting and protesting are registered. The protest used here does not mean an objection as
suggested in many books. It is rather an affirmation of the glmm by the Nptary Pub!xc.
For the first time in a textbook on banking specimens of noting and protesting are being
included here. Likewise judicious utilization, one o.f the principles of e;n_plo.ymg bank

" funds, is misunderstood as legal utilization although it refers to prudent utilization. These
* concepts have been clarified in this book.

", T s thi « more useful some additional topics, that a banking student

'!: must T o mfu:e:noo:d?ed Special Drawing Rights (SDR), a new international
i ,,luﬁl . credit management; Federal Funds Purchased; and Euro dollars, have been
mﬁ oty "bﬁeﬂy. Latest balance sheets and profit and loss accounts of the State Bank of

an along with its organization chart has bee added.

e
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Every topic discussed in the book is in simple language in optimum size enabling
students to prepare well for their exams.

| am thankful to my son, Mr. Ahmed Waheed Khalid who rendered his untiring
and devoted services in the completion of this book. Composing, proofreading,

publishing and production of this book go to his credit.

I invite students, teachers, and other readers to send their comments and
suggestions to improve the book.

Mohammed Amin Khalid \
|
|
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CHAPTER 1

BANKING
Evolution/ Mankind has always been seeking security and protection. This need
Origin of has led him to scientific and technological development on one hand,
Banking and banking development on the other. In modern times the banking

has become so necessary that if it is excluded from any economic
system the whole business and economic world will collapse like
house of cards.

Man has always found himself in the pursuit of safety and
convenience. If we dig into the history we will come to know that his
persistent effort to achieve these two targets brought him blessings in
the form of not only evolution and later revolution in science and
technology but also in the banking field. Today banking has assumed
that high importance, you just withdraw and exclude it the whole
economic and financial structure will collapse.

In the days gone by when man started saving money he felt
himself unsecured. First he buried his savings underground. But this
practice did not last long for its shortcomings. Consequently, he
resorted to deposit his savings with the strong and robust persons for
safekeeping who hired armed guards on wages. These trustees charged
fee from depositors to earn livelihood and finance the expenditure on
armed guards. |

This practice turned into widely accepted business, which gave
rise to the idea to lend the deposited money. Thus the innovator
trustees earned income from two ends, from depositors and from

- borrowers. The reinforced business, in turn, attracted severe
competition that led the idea to dropping the receiving of the fee from
s. The new

attr: ,wa_ ‘ ey

scheme proved a blessing in disguise because it,
more busmess and brought the trustee new
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2. Merchants
3. Gold smiths

The Bank of Venice is perhaps the first ever regular bank in the
banking history and was established in 1157 followed by these banks
as under:

Bank of Barcelona in 1401
Bank of Genoa (Italy) in 1407
Bank of Amsterdam in 1609

Banking History of England

During the era of King Charles James II (1660-1685), the Whigs, a
political group in Great Britain identified with industrialists. Non
conformists and reforming interests, which later become Liberal Party
under Gladstone, established a finance company that carried out
banking business. The King Charles, compelled by economic distress,
seized its all assets including gold and silver. Consequently, the group
established another bank named, Bank of England in 1694 to
financially help bail out King Charles III (1689-1702).

Later, 1t became the central bank of England, and in 1946 it was
nationalized. The bank has played tremendous role in the development
of the modern banking

In mid-twenties a grcat - any banks were formed in the UK |
which were merged 1nto four big banks. populariy called Big Four
They are:

Lioyd Bank

Barclays Bank

Midland Bank

National Bank

National Westminster Bank

In addition to the Big Four, the 1J.K. had smaller banks.

Royal Bank of Scotland
National Giro Bank
Trustee Savings Bank

Banking History of the USA |
. In the U.S. in 1791 Alexander Hamilton founded Bank of '/nited

States that was wound up in 1811. The bank was revived in 1816 only
for 20 years.
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. According to a survey, there were fifteen thousand commercial
banks working in the US, of which around ten thousand were state
banks functioning under their respective sate laws. In America,
provinces are called states. The remaining five thousand banks were
working under the federal government law, and are referred to as
national banks.

Banking History of India

The first bank in the Indo-Pak subcontinent came into existence in
1809. Its name was Bank of Bengal. It was followed by a bank in
madras in 1840, and one in Bombay in 1863. Imperial Bank was
formed in 1921. In 1935 Reserve Bank of India was established as a

~ central bank. Habib Bank in Bombay in 1941 and Muslim
Commercial Bank in Calcutta in 1947 were founded.

Banking History of Pakistan

In Pakistan, banking sector was created with the setting up of the
Habib Bank in 1947 which was shifted to Karachi from Bombay, and
| o - Muslim Commercial Bank in 1948 from Calcutta to Chittagong. After
| partition of the subcontinent Reserve Bank of India assumed the
<A respnnmbﬂlty of performing central banking functions in Pakistan.

o i sequently, the functions were taken over by the State Bank of
iy |t S Pa!dstan which was organized in July,1948. Its one of the main feats
,_ was the rescue of the Bank of Bhawalpur which had gone on the brink
“of bankruptcy. The salvage by the State Bank wrote a glittering history
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Dr. Herbert L. Hart defines bank as:

‘A banker is one who in the ordinary course of business honors

cheques drawn upon him by persons for whom he receives money on
current account.”

Hartley Withers defines it as:
“A manufacturer of credit and a machine for facilitating exchanges”.
According to Crowther:

“The present day banker has three ancestors: merchant, money-lender,
and goldsmith. A modemn bank is something of each of these”.

w
MULTIPLE CHOICE QUESTIONS (MCQs)

The first bank in the Indian sub-continent was
A.  Bank of Bengal

B. Bank of India

£ Imperial Bank

D. National Bank

Initially banks were established for
A. Multiplying money

B. Spending

C. Security

D. Replacing barter system

Credit for banking development goes to
A. Money lender

B. Goldsmiths

C. - Merchants

D.  All of the above

A bank is the manufacturer of
A. Accounting system

B. Industries :

C. Trade

D. Credit
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5.

The first bank established in Pakistan was
A. National Bank

B. State Bank

C. Habib Bank

D Muslim Commercial Bank

State Bank of Pakistan came into being in
A. 1947

B. 1948
C. 1949
D.
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m

SHORT QUESTION

1. Define banking.

2. Give two definitions of a bank.
3. Briefly describe the origin of bank.
s
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|

CHAPTER 2

BANKING SYSTEM AND KINDS

'KINDS OF BANKS BY FUNCTIONS
institut i s in money. In geheral, it receives =~ |

< i i et $ar

-

ks can be classificd into the following categories:




20 MODERN BANKING e
reserves. As a banker to the scheduled banks

exchange and national .
rediscounts their bills of exchange, clears their cheques drawn on ea

other, and regulates their activities. Every country has its own centra
bank.

Industrial banks offer valuable services for the development o
industries in a country. They offer long-term loans, both in local ang
foreign currencies, to the industrialists. They prepare feasi ility
reports on new projects and expansion plans. They provide valuable
consultations on the establishment of factories, their modemizatior
and improvement. They are a part of development financia
institutions (DFIs).

Industrial
Bank

The agneultural bank plays a
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Private Bank

Public Bank

Nationalized
Bank

Partnership
Bank

Statutory
Bank

Chartered
Bank

Cooperative
Bank

. Mongage banks lend for purchasing and reclaiming land, and
discharging old debts. They mortgage 50 percent of the land. The

pcn’qd of loan ranges between 15 and 30 years. These loans are
provided to their members.

KINDS OF BANKS BY OWNERSHIP

The existing banking system provides for the following organizations
under which a bank can be formed.

This is the bank which is formed as a private company which is run by
a group of persons, relatives or friends not exceeding 50 in number.
Such banks include merchant banks, discounting and accepting
houses. Discounting and accepting refer to those of bills of exchange.

These banks are established under Companies Ordinance 1984 and
enjoy public investment. Most of commercial banks are founded as

public banks / public companies. Their minimum number of members
is seven.

These are the ones which originally acted as public company and later
were taken up by the government. In Pakistan, in 1974, all major
commercial banks in the private sector were nationalized. These
banks’ equity is 100 percent owned by the government.

This type of bank is established under a Partnership Act 1932. The
capital is brought in by partners whose minimum number is 2 and
maximum 10. :

This category comes into existence under the statute of a legislative
assembly. In Pakistan its examples include State Bank of Pakistan,
IDBP, ADBP, PICIC.

A bank may be organized as a chartered bank which is formed by the
order of the king or queen of a country. Bank of England is its
example.

Bank organized under cooperative societies act are called cooperative
banks. They work on mutual cooperation of the members. The banks
may be subdivided as follows:
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) Cash
- Department

~ Accounts

Department

e mnsfg' termination, retirement, salaries and wages, overtime, and
mfallundm'the purv:ew of the human resource department. It

1. Primary cooperative societies
2. Central cooperative banking union
3. Provincial cooperative banks

At present in Pakistan there are over 28,000 primary cooperative
societies, 52 central cooperative banking unions, and four provincial
cooperative banks one each established in all the four provinces.

ADMINISTRATIVE ORGANIZATION
(DEPARTMENTS OF BANKS)

The following are the departments of chief importance of a bank.

This department is responsible for the receipt and payment of cash. It
maintains all records and accounting to this regard. The department
conducts audit of cash so as to' check any misappropriation or
embezzlement of it. It also determines as to how much till cash is

required.

It gathers and keeps the record of all accounting data obtained from
the head office and branches of the bank. Audit is one of its functions
that comes im its purview. All the accounting work in other

_departments is done under its supervision. The department prepares

final accounts of the bank.

This department is responsible for hiring and firing and other
pmspnne! ;ﬁims Training, orientation, placement, promotion,
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I
curity This department 1 ‘ . i
pe R it Moot S ent 1s responsible for the security of the property of the
Departmen ; .h 1I)rov1des security systems and sends armed guards t*o
ranches. It takes all such measures i
assets of the bank. BEERIVERE L satsy of fhe
MULTIPLE CHOICE QUESTIONS (MCQs)
1. The bank that deals in receiving deposits and advancing loans is referred to
as

A. Central bank

B. Mortgage bank

C. Commercial bank
D. Exchange bank

2, Financial and economic stability of accounting is the responsibility of
A. Commercial bank
B. [ndustrial bank
. C. Exchange bank
' D. Central bank

3. Statutory banks are established by
A. State
B. The king or the queen
C. A private group of persons
D. Public

: 4. State Bank of Pakistan is a
A. Chartered bank

‘ B. Statutory bank

| C. Cooperative b

D. Public bank

S. Scheduled banks are referred to as

A. C ercial banks o . |
B. Tﬁg;?mat follow schedule of time set by the central bank |
C. Central banks |

D.  Members of the central bank |

Habib Bask is a
A. Scheduled bank

i.
l;
L::
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10.

B. Central bank

C. Commercial bank
D. Industrial bank

E. A&C

Banks can be established under
A. Cooperative Societies Act
Companies Ordinance
Partnership Act
Legislative assembly

All of the above.

armers, landlords, and, fudels are financed b y
Agricultural banks o :
Commercial banks

Central banks

Industrial banks

dministrative organization of a bank refers to
Cash department

Board of directors 3

Chairman of the bank

Departmentation

ank’s important departments include

J mOUow

>

¥ UVow»> UOow

Mmooy
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“

SHORT QUESTION

Eae e ——————————————————

i

X N N

e I e R e I
PR S N e SO

17.
18.
19.

Define a commercial bank.

What is a central bank?

Distinguish between an industrial bank and an agricultural bank.
What is a savings bank?

What is a mortgage bank?

Define exchange bank.

What is a private bank?

What do you mean by public bank?

Explain the concept of nationalized bank.
What is a statutory bank?

Give three differences of a public bank and partnership bank.
What is a chartered bank?

. . Can Pakistan establish a chartered bank, Explain briefly?

What do you mean by administrative organization of a bank?
Explain any two departments of a bank.

Explain the following departments of a bank.

a. Accounts department.

b. Cash department.

What is the duty of a security department of a bank?

How does a bank’s legal department work?

What are the kinds of a cooperative bank?

SHESCRIFTIVEQUESTION

Discuss the kinds of banks by functions.

What do you know of the banks by ownership?

Elucidate the administrative organization of a commercial bank.
Write notes on the following:

Cash department of a bank

Commercial bank

Partnership bank

Central bank

ap o
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Chapter 3

COMMERCIAL BANKS

Definition
Functions

Primary Functions: - ,
Receiving Deposits — Advancmg Loans

Secondary Functions:
Accepting & Discounting B/E Transfer of Money — Creation
of Credit Money — Underwriting Shares — Issuing L/C -
Lockers-Agency Services. '

How Credit is Created

Chart of Functions
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CHAPTER 3

Definition

Scheduled
Banks

COMMERCIAL BANKS

Commercial banks are ones that receive deposits and advance loans
and play an important role in the creation of credit money.

They help businessmen promote their business. They work for
traders, manufacturers, wholesales, retailers, importers, and exporters.
The bank’s main functions are receiving deposits and advancing loans.

KINDS OF COMMERCIAL BANK
Commercial banks are divided into two types:

1. Scheduled banks
2. Non scheduled banks

These are the banks which are the members cf the central bank. They
are referred to as scheduled banks since their names appear in the
schedule, list, or register of the central bank

Once they become the scheduled bank they enjoy the folloWing
facilities and services from the central bank.

Rediscovnting of the bill of exchange
Clearing house

Lender of last resort

Advisory services

A

However, such banks have to discharge certain liabilities to the
central bank. i

1. Maintaining cash reserve at the central bank as a mandatory
requirement.
2. Following credit control policy of the central bank.

' Because of their being member of the central bank, the scheduled
commercial banks enjoy a strong market and financial goodwill which
attracts huge amount of deposits from industrialists, traders, and the
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and at better conditions than non-scheduled banks.

Not only local commercial banks, but also foreign banks are
. required to become the scheduled banks to be able to work in that

country.

Non-Scheduled Non-scheduled banks are not the members of the central bank, and
Banks hence they cannot get all those facilities and services that are allowed
to scheduled banks from the central bank. They also do not enjoy the

|
public at largé. They also borrow from these banks with -confidence |
public confidence. In practice, such banks do not exist.

FUNCTIONS ur COMMERCIAL BANKS

Functions of commercial banks can be divided in to two categories:

1. Primary functions
2. Secondary functions

I. Primary Primary functions can further be subdivided into the following:
Functions

1. Receiving deposits
2. Advancing loans

1. Receiving Deposits

mctio: ?mﬁﬁthc formation of capital. Capital is formed by
sits from the accountholders (depositors). Small savers,
% manufacturers andathersdeposuthwcy 1
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[1. Secondary
Functions

retire bi‘lls, pay off accounts payables, discharge other liabilities, and
buy various current assets.
Secondary functions are of two types:

a. Public utility services
b. Agency services

. Public Utility Services

Under this category, the bank performs the following functions:

Accepting and discounting bills of exchange.
Transfer of money

Creation of credit money

Underwriting of shares

Issuing letter of credit (L/C)

Providing leckers services

Credit Cards

ATM Cards

PRI N IO PO o

The following are the details:

I Accepting and Discounting Bills of Exchange

Bill of exchange is a negotiable credit instrument used in home and
foreign trade. Through it the buyer of goods is allowed a specified
period, generally three months, for payment. The bank accepts the bill
on behalf of the debtor and discounts it for the creditor. Discounting
the bill refers to pay the cash at a discount before the bill becomes
matured (due). Discounting process benefits 21l the parties involved in
it viz., the banker, the drawer, and the drawee.

2. Transfer of Money

Commercial banks play a significant role in transferring money from
one person, company, city, or country to another. This service is
reliable, quick, safe, and inexpensive. On the other hand, if this service
is performed by post office, it would be costly, time consuming, and
risky. Now, in the business world, money is transferred mostly by
banks using cheques, pay orders, drafts.

3. Creation of Credit Money

When banks receive deposits and advance loans out of these deposits,
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credit money is created. The whole banking system in a country ma
way to the creation of credit money. To keep it in limit the central
bank regulates it by requiring all commercial scheduled banks to
deposit with it a certain percentage of their deposits.

4. Underwriting of Shares

Underwriting refers to purchasing the whole issue of shares or bong ‘»’_i;
from the principal company and reselling it to the public By this
underwriting the bank receives commission from the issuing company

which becomes free from this painstaking job of selling shares to the

public.

'I‘hebankalsotakwther@sponsihmtytosellthenew iss '
thhontundqwnnngthem. e : |
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Instead of drawing money from their accounts they make direct
purchases with their cards and the amount spent is recovered from
their account balance. For this service, the bank charges some fee

which is deducted from the account. Cash can also be withdrawn from
ATM. |

9. ATM (Auto Teller Machines)

An automated teller machine is an electronic means of transferring
funds. It is an electronic machine that replaces a human and provides
needed cash to the credit cardholder, or a bank accountholder. The
machines provide information about current balances of the account
holder. All these functions are provided after the identification of the
receiver or depositor of cash. Identification is made by personal
identification number (PIN) which is entered on the machine at the
time of making a transaction. ATMs are installed at or near the bank
entrance. Other places include big steres, supermarkets, petrol pumps,
drugstores. In Pakistan, the machines are installed at the bank gates.
(For further details see chapter 9)

. Agency Services

Commercial banks act as attorney for their clients. They buy and sell
shares and bonds, receive and pay utility bills, premiums, dividends,
rents and interest for their clients. Chegues are used in most of
transactions with the bank. The details are as under:

1. Accepting Cheques & Bills

Businessmen receive cheques in payment from other parties. These
cheques may be drawn on other banks than theirs. They deposit these
cheques with their banks and get the payment. This is very valuable
service that the bank performs for its clients.

In addition, the bank also receives payments against electricity,
gas, phone bills from consumers. It also receive and pays premlums,
dividends, interests, and rents on behalf of its clients.

2. Dealings in Shares & Bonds

On the instructions of its clients the bank buys and sells shares and
bonds on the stock exchange.
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3. Acting as Attorney

The bank acts as attorney to its clients and thus performs legal and
commercial functions for them.

CREDIT CREATION

There are two types of money viz.,

(1) Cash money
(11) Credit money

Cash money is available in the form of currency notes issued by the
central bank. Credit money is the amount agreed upon to pay later. It
is issued by commercial banks and takes the form of cheques. Cash
deposits and cash reserve requirements play an important role in the
cxpansion or contraction of credit money. Credit expansion takes
places by means of using cheques.

HOW CREDIT IS CREATED

Credit creation can be understood with two different examples:

Example No. 1. Assumptions: 1. Thé trading area has only one commercial bank.
2. Cash reserve requirement is ten percent.
' 3. People don’t draw cash from the bank, and keep their
i money only there.

Now suppose, a person deposits Rs.1000/= with a bank, ten percent of -
: ‘the cer ral bank as cash reserve requirement. Hence
- 18 left with Rs.900 to be used for advancing
/s this Rs.900 will either buy goods from
ﬁ .. m
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Example No. 2

Maximum credit expansion = Present cash deposit

1
cash reserve

Maximum Credit expansion = Original deposit x

= 1000 767700

=1000 x 10
= 10,000

If the original deposit is Rs.1000 the extent of credit expansion will be
Rs.10,000.

The example No. 1 above is not possible in practice because people
must draw some cash. When cash is drawn the credit expansion goes
down. Therefore, suppose people are inclined to draw cash at 50
percent and the rest 50 percent is used through cheques. In this case
this formula will be used:

1
Rate of drawing x cash reserve

Original deposit = Rs.1000

Present cash deposit = 1000 — 100 = 900
i.e. Cash available =900

(10percent of 1000 , i.e. 100 has been deposited with the central
bank)

Rate of withdrawal = 50%

Maximum credit expansion = 900 :

50 % + 10%

]
50/100 + 10/100

=900

= 1500
In this example Rs.1000 will expand up to Rs.1500/=
Note: It makes no difference if there are more than one bank because
banking system in an economy is only one. Here the assumption was
made just for the sake of simplicity.
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FUNCTIONS OF A COMMERCIAL BANK

|
|

Primary Functions Secondallry Functions
[ l ] I ) A
Advancing Loans Receiving Deposits  Public Services Agency Services
— Call loans ixed deposit —Lockers s —«Rcceéving f:hequag, bills
— Loans aving accounts —Foreign exchange bRecqug interest,
— Cash loans urrent accounts —Financial advice premium
—Overdrafts : —Underwriting —Buying & selling shares
— Discounting B/E —Accepting B/E —Working as attorney
—Trade information
—Status inquiry
—Foreign trade
—Credit creation
_Payment of
salaries
—Transfer of ~ =
money

) m
* -

MULTIPLE CHOICE QUESTIONS (MCQs)
1. Banks registered with the central bank are referred to
A. Registered banks
B, Scheduled banks 3
C- Limited banks
D.  Commercial banks

2. Central banks advance loans to commercial banks by
" Rediscounting bills of exchange =~
* Clearing house :
Maintaining cash reserves of the commercial bank
. Credit control.

oow»
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3. Under public utility services, commercial banks perform the function of

A.  Receiving deposits

B.  Advancing loans

c. Issuing credit cards

D.  Agency services

lssuingletter of credit (LIC) is the function under
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10.

D. None of the above

Using ATM saves

Excise duty on cheques
Time of accountholder
Labor

All of the above

B and C

moNw

ANSWER KEY

de—t
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SHORT QUESTIONS

Define a commercial bank.

Distinguish, between a scheduled and a non-scheduled bank.

Name the facilities given by the central bank to the scheduled bank.
Define any two services of the central bank to the commercxal bank.
Define lender of the last resort.

What do you mean by rediscounting of the B/E?

What is a “cIearmg hous ’ service?

Define non-scheduled bank.

'Bnaﬂy discuss primary functions of a commercial bank.

cribe ijmauon ofadmmng loan by prob bank.
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22,
23.
24.
25,

2,

Prepare the list of secondary functions of a commercial bank.
Write a note on credit cards.

Write a note on locker services of the bank.

Write a note on bank deposits.

What are commercial banks? Describe their functions / services to various classes
of the public.

What do you mean by credit creation? How is it created? Is it possible to control
credit expansion? Explain with examples.

29,
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Chapter 4
" BANK ACCOUTS
Definition * Banks thrive on three accounts based on commodity and business

needs.

ol

can be defined as a facility provided to the
it his money with the bank and withdraw it -
: ymthe account to borrow and or settle

IK ACCOUNTS
s a variety of accounts to be opened

he person to open that account

-~ ¥
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2. Current
Account

3. Fixed
Deposit
Account

accountholder can withdraw cash only twice a week. The upper limit
of the amount of a cheque is Rs. 15000/=. For the amount above this
limit the bank requires an advance notice of one week. The conditions
are aimed at to discourage withdrawals and encourage savings. Banks
offer interest or profit on this account. If the balance falls below the
required minimum level, the bank imposes a certain charge on the

accountholder.

Current account is operated by businessmen. Earlier it could be
opened with a minimum of five hundred rupees but now a minimum
of two thousand is needed. Even some banks require five thousand
rupees to open it. It can be operated any number of times a day. Unlike
savings account there is no upper limit of the withdrawal. This account
serves the businessman as if his cashier is sitting at the bank and
dealing in his cheques. A nominal interest may be offered on the
balance of account. The account is not subject to zakat. Here too, if the
balance falls below a certain sum, the bank fines the accountholder at

a specified rate,

This account is opened for a definite period of time without the expiry
of which the amount cannot be withdrawn. The rate of interest is
higher than that of savings account. The greater the period for which
money is deposited the higher the interest rate is offered. The period
ranges from three month to ten years. It is usually operated by
widows, pensioners, salaried persons, etc. to get regular income. In
Pakistan, this account is subject to zakat deduction.

This type of account offers the facility to the accountholder to save
money right at home and put it in the locker provided by bank. The

key of the locker remains with the bank which sends its officer every
week to collect the amount from the locker. Now this type is no longer

in practice.
'HOW TO OPEN A BANK ACCOUNT
ning an account with the bank is quite simple and

d, :'. 'h';'
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or fixed deposit accounts. Savings account serves the purpose of
saving, current account is used for settling business transactions, and
fixed deposit is meant for earning regular incoms.

Application The bank manager will provide the client an application form to fill in
Blank the blanks for getting such information as:

~ Name, father’s name, address, profession, amount to be deposited,
introducer’s data, date, and signature. After receiving the filled-up
form, mmu lec it and allocate an account number.

ion blank, the bank also gives a blank

, two signatures of the accountholder as a
M When a cheque is presented at the
on the cheque with the one on the
ice o afety to the bank and the

-

u: lso provides a space for

nt the bank requires one or two
re alreadyv wthold @ftthe samﬂb&nk The refetee
‘his account number in the columns
“This refereme ensures ﬁbs bank’s
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After the first deposit is made, the bank supplies a cheque book that

Supply of :
a Cheque contains up to 25 leaves for savings account, and 25 or more for
Book current account. Fixed deposit account doesn’t carry cheque books

because it is a non checking account.

Excise Duty Cheque book is supplied after accountholder has paid excise duty -
imposed by the Government of Pakistan on cheques. This duty was
first imposed by president General Yahya Khan in 1970. The duty is
paid either in cash or is deducted from the balance of the account. In
2000, the Govt. of Pakistan withdrew the excise duty.

Enclosures Along with the application blank a photocopy of the identity card of
the accountholder should be attached. For identification purpose the
bank may ask to enclose a photograph also.

MULTIPLE CHOICE QUESTIONS (MCQs) ‘

1. An advance notice is required to withdraw an amount of Rs.15,000 or more
l. ‘in case of -
- A, Current account
B. Saving account
- C. Fixed deposit account

T ¢ following account/accounts are subject to Zakat
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A. Savings account

B. Current account

C. Fixed deposits

D. A&C
S. The account usually preferred by pensioners is

A. Fixed deposit. B. Savings

G Current D. Home deposit
6. Excise duty on the cheque is charged by

A.  State bank of Pakistan
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SHORT QUESTIONS

Define bank account. List down types of bank accounts.
What do you know about savings account?
Why do businessmen prefer current account, answer briefly?
Why are fixed deposit accounts open?
Write a note on home savings account.
In which account the higher interest rate is offered and why?
Why are savings accounts open? Give at least four reasons.
For whom are savings accounts suitable and way?
If a widow wants to open an account with the bank, which type should she prefer
and why?
~10.  For a salaried person which type of account is better and why?
11.  In which type of account lowest or no interest is offered?
12.  Prepare a list of the steps in opening a bark account.
13. Why does a bank ask for two references to open a bank account?
14.  Give the details of the entries in pay-in-slip.
15. Wm p,.nqte on excise duty with reference to cheques.
]  are the enclosures attached to the application for opening a bank account?
he contents of an application blank for opening a bank account?
' nt is opened what documents will the bank hand over to the

R

a?-, force ﬁm atmt opg a bank account?
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CHAPTER 5

LENDING INSTITUTIONS

In addition to banks there are other credit institutions also that advance
loans and other financial services. They are as under:

Savings and loans associations
Credit unions

Life insurance companies
Commercial finance companies
Factor companies
Sales-finance companies
Consumer finance companies

.

RN 1R D —

These lending jns;itu;idns receive deposits in small amounts which are
ploughed back in advancing loans to finance the purchases of real
estate. The real estate so bought is mortgaged with the creditor.

- They work on cooperative basis. They comprise those people who are
endly and well-known to one. another, e.g. the employees of a
mpany. Thése employees with the cooperation of the employer lay
ation of a credit union, and save up their money with it on
y basis. The amount is recovered from their monthly salaries.
a huge fund is pooled and advanced at a nominal interest rate.
loans are recovered in monthly installments from the salaries of
debtor employees. 4

E ployees use these loans for puréhasin'g durable consumer goods |
, refrigerators, furniture, etc. The interest earned is distributed to
1l CI'S Wmﬁt T

ive millions of rupees in the form of premiums
policies. The ageount so collected finds its way |

ding the purchasing of shares, bonds, |
vancing loans to the issuing companies. The
) also directly advances loans to businessmen




CHAPTER S5 LENDING INSTITUTIONS 47

l
! C.ommercial They deal in money in two ways.
L Finance

| Companies (1) Buying accounts receivables
, (11) Advancing direct loans

(i) Purchgsing Accounts Receivable

- accounts receivable at a discount outright in their
these receivables fall due they directly collect money
price. Buying accounts receivable benefits all
immediately gets cash against selling
wyer of the merchandise (debtor) gets
p&}meﬂt and the commercial finance

ctailers, 1mporters and exporters
rchasing machinery, equipment,
ice the loans .are secured the

) -pe:iditure.

discussed ~ above purchases
wdition that if they are unpaid the
sible and return the amount received

offers a greater facility to business
bles from them without the above
counts feceivable are unpaid by the
fer the loss. Hence, it assumes a

'chm'ges ly a hlgher
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Sales Finance  Many businesses sell durabie consumer goods like refrigerators, TVs,
Company cars, and the like on installments. In such transactions, an agreement
between the buyer and seller is drawn. Sales finance companies deal in
buying these contracts. As a result, the seller immediately gets his
payment, the buyer continues to pay on installments, and the sales
finance companies receive interest income resultant from the
installment sales. According to the contract between the seller and
buyer, the title of ownership to the goods remains with the seller until

the buyer makes full payment of the product. After the contract is

~ purchased the sales finance company assumes the title of ownership to
--':MMNI@L Ifthecusﬁrma'fadstomakeh;s payment the finance
¢ y will repossess the product. In case the company finds i
ible to repossess the article, it will refer to the original seller for
Very of the loss. These companies have flourished the

Ir nives business. They also buy the contracts of insta “
ﬁm tﬁat buy machinery and equipment.

nal loans. Before advancmg they look into the
financial soundness, and job security of the
kmamn amount ofmoneyas a
lm other types of securities. The
h Wlﬁch is mostly two percent.
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Exercises
“

MULTIPLE CHOICE QUESTIONS (MCQs)
1. Money can be

hra

S

e
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ANSWER KEY
T d 2 d b B d 54 c
b e - B et :

“SHORT QUESTIONS
1. Preparealistofiendinginstituﬁons. - |
2.  What is a role of consumer finance company? : |
3. Which financial institutions specialize in facilitating installment sales?

'Whltdoymlhnwoffa:torcmnpanid?
ﬂédownﬂncnoteonml&ﬁmncecmnpany
do@ﬁ!mmalmsnmhonpmdmsemmtrwuvables”
betwemlobourmnonsanduednmlom.
onhfemsmmcecanpmyasaﬁnmalmimﬁm.

aadltmums. |
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CHAPTER 6
CREDIT INSTRUMENTS |
CHEQUES
Definition Willis defines negotiable instruments as, “it is the one the property in
of Credit which is acquired by every person who takes it bona fide and for

Instruments value, notwithstanding any defect of title in the person from whom he

took it”. In Pakistan Negotiable Instruments Act, 1881 is enforced the -

. _ introduction chapter of which states that the act only deals with bills of
R - exchange, cheques, and promissory notes although the following also
fall in the category of negotiable instruments:

Railway receipts
Port trust bonds
Dividend warrants

~ An instrument carrying “not negotiable” is only transferred as

H1S5aCliUl]
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- 2. The order must be unconditional. If any condition is attached with
the order the cheque will lose its legality.
3. The cheque must be in writing. An oral order on the bank for
drawing cash will not be accepted as a cheque.
4. The amount demanded must be for certain amount in money, not
! -,'! '-‘m : =
he payment must be made to a certain person, bearer, or self.
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3. Cross cheque

It is the cheque that cannot be cashed at the counter of the bank. It
must be deposited in the bank account of the drawee. It is kn9wn as a
cross cheque because two parallel lines are drawn across it. Cross
cheques are safer than bearer and order cheques, since they cannot be
cashed at the counter and must be deposited in the bank account
Hence the possibility of forgery is minimum.

1. Cashier’s Cheque or Pay Order

It is a cheque in which a bank orders the other bank to pay a certain
sum of money to a third person. The pay order can be crossed and is

payable within a city. It is issued to a person requesting for it only

when he has deposited the same amount plus bank charges with the
bank.

2. Confirmed Cheque
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SPECIMEN OF A CHEQUE

PAY

L)

.‘:
" Y

AR NS N
Habib Bank Limited

IQBAL LIBRARY BRANCH.

NEAR ISLAMIA COLLEGE, KARACHL

Date

PLS.

OR BEARER

- |RUPEES

Rs.

- - -

Ny e B RS

ffjaﬁaaz?rosugéiéﬁooocoésxaawoﬂﬂw4

Iftwowkl‘l\nﬂﬂ

}ffigcnosscueoues

drawn across the cheque, it becomes a cross
afety and minimizes the possibility of falling
er drawing a crossing on the cheque it becomes
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/% &

-

N

General crossing may be used for two different purposes:

a. “Not negotiable” crossing

A cheque crossed “not negotiable” loses its negotiability and ceases to
be a negotiable instrument. The crossing, however, does not prevent

cheque to another party. If this
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Habib Bank, Garden Branch

United Bank
@ \\

S

1. This crossed cheque can only be deposited in the Garden Branch

of Habib Bank.
2. This cheque can be deposited in any branch of UBL.

PARTIES TO A CHEQUE
The cheque has three principal parties as under:

It is the person who issues the cheque by signing it to a person named
~ therein. In fact, the drawer issues the order to the bank to pay a certain
sum of money to him or to his order.
i ;It'isathe»pm in whose favor the cheque is drawn. He is usually the
receiver of the amount of the cheque but he can transfer it to another
- person by endorsement. In such a case the cash will be received by the
_endorsee (to whom the cheque is transferred). :
ﬁfs?athildpﬁneipa‘llpartyinvolvedinthechequeandrweimthe
order of the drawer or endorser and acts upon it. It pays the amount
mentioned in the cheque to the payee.

ot L
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——

Post-dated If the cheque bears a future date it is known as a post-dated cheque.
Cheque Future-dated cheque cannot be cashed till that date arrives. Bank will

cash only present-day cheque or previous-dated cheque provided it is
not older than six month.

Stale Cheque  Banks do not honor stale cheques. These cheques are older than six
months and as such they cannot be henored by the bank.

Insufficient If the amount of the cheque is greater than the balance in the account,

Amount such a cheque will be bounced. However, if the bank has granted
overdraft facility it can be accepted by the bank.

Dcath  °*

The bank stops the payment against the cheque whose drawer has
Y died. If the cheque has been drawn by-the accountholder and dies
4 ' before it is presented at the counter of the bank, the cheque is liable to

L ; be dishonored. However, the bank must be in the knowledge of such a
'! : tragedy.

Insanity If the accountholder loses his sense and goes insane, and the doctor

confirms the insanity, and the bank gets this information, the cheque
will be dishonored.

Bankruptcy Banks do not honor the cheques of the accountholder who have

become bankrupt. A person can be declared bankrupt only by the court
| | of law. : |
Garnishce court of law issues order to a bank for the stoppage of the
Order mmst cheques drawn by a particular accountholder, the

: _~*~1._‘._ ST |

p;a ' 4"

cheque, if the accountholder himself |
> the payment, the cheque will bei

|

fﬁh&mdorsement of the |
. Altered cheques must be |
of the drawer to avoid bank’s

i P
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\

The am ount on the cheque is written twice, first in words, and second
es. If both the amounts are different the cheque is subject to be

c has sufficient reasons for the suspicion of the signature or
Ment on the cheque being forged, the cheque will be

mtm the proper shape, legible, or is mutilated it is

jective of dishonoring a cheque is to safeguard the
€ mmtholdu' and the bank itself. However, the
: e care in dnshononng cheques, or else it would
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Exercises

MULTIPLE CHOICE QUESTIONS (MCQs)
Credit instrument includes

Cheque

Bill of exchange

Promissory note

All of the above

A & C only

ashier’s cheque is a
Bank draft
Pay order

>

B.
.
D.
B

C

A.
B.
6
D.
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Mng a cancelled the cheque is known as
Mlmed cheque
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A. Harass accountholder |
B. Safeguard the accountholder |
C. Safeguard the bank
D. Safeguard the accountholder and the bank
E. Payor, payee, and the bank

ANSWER KEY

5 1 Eo

S 6%);, a X =

SHORT QUESTION

Define credit instruments.

Briefly define various forms of credxt instruments.
What is a cheque?

Define bill of exchange.

What do you know of promissory note?

“A cheques is a bill of exchange”. Bneﬁy eXle
mm any five essentials / requirem
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b) Account payee only

ly explain parties to cheques.
Vrite a note on general crossing.
Explain confirmed cheques.
1eque com rerted into a confirmed cheque.
reen the drawer and the drawee

out drawers countermand?

ca sh ed at the counter of the bank? Why or why not?

ge in your scholarship cheque?

;STALE CHEQUE and a POST-DATED CHEQUE.

rged signature on a cheque?

e in a cheque?

e is insufficient amount in the balance against a cheque?
ntedated and post dated cheques.

itents of a cheque?

=
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Deﬁmhon of Blll of Exchange
Essentials of a Bl“

~+  Kinds of a Bill of Exchange
| Kinds by Place s
Kmds by Tlme
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CREDIT INSTRUMENTS I
BILL OF EXCHANGE

BILL OF EXCHANGE

to another, signed by the person giving it, requiring the
n it is addmswed to pay on demand or at a fixed or
re , @ sum certain in money to or to the order of
6‘ to the bearer’

2 not a reqUest or promlse
_ dmonal
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IL. Kinds by
Time

- They are issued for a definite

2. Foreign Bill

When the drawer of the bill is in one country and the drawee in
another, the bill is known as a foreign bill.

3. Bills in Sets

Sometimes foreign bills are made in sets i.e. more than one in numbers
and sent by post to the drawee for acceptance. If one or more bills are
lost on way the rest may reach their destination. If, in such a case, one
bill is accepted and paid the rest of the bills will automatically become
invalid. Bills in sets are used to avoid any delay arising out of their
missing on the way to the drawee.

The bill of exchange may be divided on the basis of time, that is, when
they are paid. In this sense they are subdivided as follows.

1. Demand or Sight Bill

This bill is payable on demand or on sight. It is also: known as
‘darshani hundi’. Such bills are payable immediately and do not
contain a particular or specified period of time. |

2. Time Bill

: ite period of time and pay
- matunity or expiry of that period mentioned therein slpamml. 1 2 h
! three months period plus three days a5 : usually




CHAPTER 7 CREDIT INSTRUMENT - II: BILL OF EXCHANGE 67

2. Clean or Non-Documentary Bill

There are times when the bill is drawn and accepted without being
attached with the documents of exports. Such bills are known as clean
or non-documentary bills.

Kind: 'TQ ‘Ihe bill of achange can be categorized on the types of payment

,,Hj,, Bearer Bill

M&mp&yd)leto any person who bears or carries them. There
Mnlsmwhoshmﬂdgetthepaymentagmnstﬂ:ebﬂl

ofﬁnbill is restricted to the person whose name has

e bill are as follows:

nd most common type of bill of exchange used in
hhmbyﬁewﬂd(cmmﬁem
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SPECIMEN OF BILL OF EXCHANGE

Rs. 20000 Karachi .
5 December 2001 |

On demand pay Mr. Ahmed Wahid or créer the sum of |
Rupees twenty thousand for value received.

Stamp

(Signature of Mr. Ahm an |
across thestamp) |

PARTIES TO A BILL

There are many parties involved in the bill and sometimes a singl
| ma i iti i sent il
pany Yy enjoy different capacities. Followmg are the parties to

ill and signs it. He is the creditor in ¢
He orders the dra e

city of a seller or exporter. wee b i
r (0 his order. e

f money to him (drawer) o
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e

pa'son who physically possesses the bill. He legally
! ‘:, p possess it. He may hold the following positions.

y possesses the bill. He receives it in good
alar on the face of it and without the

y be u-uduurwho transfers or negotiates
on. This transfer or negotiation of title is
=y T

1 credito mpetlnll,but hels, however,
arat ;,:g\pybu

""ﬂi
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then sent back to the drawer. In modern practice, the acceptance , .',i
processed by the drawee. It is rather accomplished by the-bankﬂ-n
country of the drawer on behalf of the d@w&. This alternag 7
procedure of acceptance saves time, cost, and risk.

DISHONOR OF THE BILL

When the bill of exchange is not accepted or not paid on maturity
bill is said to have been dishonored.

} From the above it is clear that the bill is dishonored
| accounts: “

a. Dishonor by non-acceptance
b. Dishonor by non-payment

Dishonor by When the drawee refuses to

- Dishonor ‘ accept the bill, it stands to be dishonored
L - Nom-Acceptance The dishonor by non-acceptance may have the following reasons:
B ; - The drawee doesn’t accept the bill within 24 hours of its receipt.
2. When the drawee is not entitled to accept it.
L3, Whenthedraweeisafakepersom

1
2
3
4, If the bill is tq be conditional] accepteg
z, When the drawee disappears.y -

3 In S : 3
bm‘fmtherearemanydrawws, and all the drawees do not sign the
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—

. The holder must issue notices to the parties involved.

Notice of dishonor must be served within a reasonable time.

The endorser on receiving the notice must notify it to the previous

endorser.

4. Notice may be oral or written.

5. In case of death, the notice must be served to the heir.

6. In case of bankruptcy the notice should be served to the official
assignee.

7. Notice can be issued by the agent.

W

NOTING AND PROTESTING

When the bill is dishonored, the holder lodges his complaint with the
notary plic. The whole process of taking up the matter with it is

tified by the holder of the dishonor of the bill
npayment. This process is known as noting.
 the register of the notary public which
' ’ﬁntihc bill has been dishonored. Before
public requires necessary supPorﬁng
misﬂsoinadeonaseparaleplecc of

e

es a fee, known as noting charges, for
ese charges are recovered by the holder

a4 :._“3.' -

'Q!hyhehktsitas
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. —
If the bill is not dishonored expressly the notary Pﬂ!ﬁc y
‘ the dishonor as “office closed’ or ‘drawer or acceptor not fout
SPECIMEN OF A NOTICE

NOTICE OF DISHONOUR OF BILL

..............................

----------------------

---------------------

I hereby give yo
which fell due on

e c'lnng\v---‘.».-
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4. Date of the dishonor
5. Signature and seal of the notary public

SPECIMEN OF A PROTEST
PROTEST OF A BILL FOR NON-ACCEPTANCE

5, PR R two thousand and .........
est e esee Of .ceunnnne... merchant, and
al bill of exchange, a true copy of which is on the
p\fndu'mttm) L of the said city,
, authority duly admitted and sworn, did
1d  exhit M original bill of exchange to Mr.

§ T (his address)
d "';" d acceptance thereof to which he
accepted at present (or the answer given).
Not. ry, , at the request aforesaid did protest and
nly protes aymst the drawer of the said bill
pé hereto, andallothers whom it doth
re-exchange all costs, damages, charges
to be hereafte incurred by reason of
Thus done and protested

............. witnesses.

on thousand nine-hundred and

(Seal)
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Maturity Maturity is the time when the bill falls due for payment. Usually the
bill runs for three months plus three days as a grace period. However,
the demand or sight bill becomes mature on demand or sight.

Grace Days Once the bill of exchange becomes matured or due on a certain date,
additional three days are given for payment, These three concession or
additional days allowed for payment are known as grace days. They
are applied only for time bills and not sight bills.

Discounting Discounting of the bill of exchange is the function of commercial
banks. Discounting is opposite to retirement. In retirement the bill is

paid earlier than maturity date. in discounting payment is obtained
before the bill is matured.

The word discounting refers to the cutting of the amount off the

: bill at a given interest rate for making the payment of the bill before it
e is due.

Notary public is a solicitor and especially appointed by a competent
authority. Their duty it is to deal with the dishonor of the bills by way
- of noting and protesting. Notary public’s protest is accepted in the
~ foreign courts. It also performs the function of attesting deeds.

LY

If notary public is not available, the dishonored bill may be
. #ilrmed) by any member of a household or a substantial
with two witnesses. The protest is made at the place of

-
—
©

L™

he took hold of the bill in good faith for value and
ot any defect in the title of the person from whom
d. course is a person who takes a bill
A Of lt, not Ovel'due’ and Without“ NOL |CC
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bill or cheque. The person negotiating the instrument is called an
endorser and to whom it is transferred is called an endorsee.

Blank Endorsement Or General Endorsement

 for a part of the amount rather than the
IS «u By law such an endorsement

sement
‘Icondltmn it is known as

e mdorsee orders to pay a
s the endorsee should
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MULTIPLE CHOICE QUESTIONS (MCQs)

k. Foreign bill of exchange may be classified as a

A. Bill by time
B. Bill by place

C. Bill by payment
D.  All of the above

Bills in sets are categorized as

Foreign bills
Bills by documents
Bills by time
Bills by payment
B‘ills b'y place
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Drawn on a debtor
Drawn on a notary public
Accepted
AB &D

que a bl
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13. A bill for a definite period is known as
A. Demand bill

B. Time bill

C. Trade bill

D. Accommodation bill
14. Parties to the bill include

A. Maker

B. Accepter

2 Payee

D. Drawee

E. B&C

" All of the above
The endorser of the bill is

A Accepter




’
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Being a time bill
Non payment
4 B & D only
Noting of the bill is done by the

ry public

e date the extra payment is known as
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B. faithful party
G, Holder of the wrong bill
D. De facto party
97.  When the endorsement is made without naming a party, the action is
referred to as

A Special endorsement
B. Unnamed endorsement
& General endorsement
D. Blank endorsement

E. C&D

When a part of the amount is transferred it is through
Restrictive endorsement
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e

SHORT QUESTIONS

Define bill of exchange.

What are the essentials of a bill?

What are the kinds of a bill?

List down kinds and subkinds of a bill.
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3is
32.
33;
34.
3.

30.

What is the nature of notary public?

Define endorsement.

List down the kinds of an endorsement.

Distinguish between blank and special endorsements
Explain any two of the following:

a.  General endorsement.

b.  Partial endorsement.

c.  Sans recourse endorsement.

Explain any one of the following:

d. Restrictive endorsement and qualified endorsement. .

Partial and specml endorsements

T




CHAPTER 8 CREDIT INSTRUMENT - lii: PROMISSORY NOTES 83




I -

84 MODERN BANKING

CHAPTER 8

CREDIT INSTRUMENTS 1l
PROMISSORY NOTES (PRONOTE)

The Bill of Exchange Act 1882 defines promissory note as
«unconditional promise in writing made by one person to ano!
signed by the maker, engaging to pay, on demand or at a fixe
determinable future time, a sum certain in money to or to the orde
~ aspecified person, or to bearer.

Definition

J

Once signed by the maker, it must be handed cver to the payee

"'lv promissory note is an unconditional promise by the borrowe
return the borrowed money on a specified date to the lender o

orader.
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KINDS OF PRONOTES (PROMISSORY NOTES)

The promissory note may be of the following kinds:
Under this category, the pronote can be further subdivided:

- _— 3. .-
\’e LQic )

1. 3ign e
s AN ERE E &

'A“.,ez_-.<

 is the 'r“ _M becomes payable on sight.

-
= .»..-:( l:.!

4‘% potexsmadeforadeﬁmtcpmodofumeaﬁer
ecome payable.

.F

ﬂalyonepersonmdmak&sonly
sndlanotelsknownassmgle

=¥ v
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SPECIMEN OF A PROMISSORY NOTES

Promissory Note Payable on Demand
Karachi

December 5, 2001
On demand 1 promise to pay to Mr. Ahmed or order the sum of
Rupees two thousand only for value received.

Rs.2000

Stamp

- (Signature of M. Wahid acmwthg

DIFFERENCES BETWEEN THE PROMISSORY NOTE AND T E
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[.5. It cannot be crossed. It can be crossed.
| 6. No notice is required even if it is
dishonored.

noting

N THE PROMISSORY NOTE & THE BILL

— PROMISSORY NOTE
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g e B

MULTIPLE CHOICE QUESTIONS (MCQs)

e ——

1, A promissory note is
A. An unconditional order
| B. A conditional request
£ An open request
D. A pledge
2 Parties to the promissory note include

A. Drawer and accepter
: B. Accepter and payee
*I "’_C Notary public and payer
: ﬁ Drawer and payer
g bill of exchange the promissory note must be

_-In writing
~ Unconditional

A promise
A. cepted by the drawer
hmamptD

"'Hlmmissorymteisreferredgo“
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bill resembles a promissory note in

of promissory note

of dishonor of the bill

Ory note
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SHORT QUESTIONS
m

Define a promissory note.

List down the essentials of a promissory note.
Explain the parties to a promissory note.
What are the kinds of a promissory note?
What is a usance promissory note?

LR

Dis inguish between single and joint promissory note.
Distinguish between note receivable and notes payable.
c the right mark against the right statement.

ISSOry note is crossed.

exchange is note crossed.

Ty note is drawn on a banker
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CHAPTER 9

CREDIT INSTRUMENT 1V
CREDIT CARD

Definition It is a card issued by a bank or a financial institution that allows credit on
short term basis to the cardholder. It is issued to those who are credit
worthy. The credit (or loan) allowed is unsecured but backed by the
market goodwill of the cardholder. Banks issue Visa and Master cards
~ while non-banking financial institutions American Express and Diners
- Club issue cards on their respective names known as American Expres

“Cards and Diners Club cards.

Through credit cards commercial banks provide a facility to
to buy goods and services and withdraw cash through A
nated teller machines). Credit cards are of two kinds.

d by non-banking institutions which are

issued by commercial banks. These cards are of tw
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into the financial standing of the applicant, his credibility, and expected
repaying ability and punctuality.

The credit agency (the issuer of credit card) reccives a charge of

2% to 3% a month on the credit amounts used or withdrawn. An annual
feeis ﬂso charged. Due to severe competition many credit agencies forgo
- the annual fee but their monthly charges are exorbitant. Credit cards are
mg of electronic and other types of consumer goods. Those
accepts these cards have to agree with the credit agency, the

d, to pay a certain percentage of the sales amount as

~_ transaction the seller checks the genuineness of
the transaction. It is necessary for the business

that the card is not stolen, lost, or cancelled one. He
3¢ amount of sales is within the limit of credit

. : ency m on monthly basis a bill ShOWing
drawn from an ATM during the previous

':u;,,v payable in lump sump or monthly
. J 0 . =

t Visa and Master are also credit
h local or foreign commercial
oress and Diner’s Club are non-
the cards directly or through

bl
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DEBIT CARD

' oo This card is issued fo the bak

Definition [t 1s anew concept in a banking DUSINESS [his card 15 15SueC 1: bmk;_

accountholders who have sufficient balance with he bank. m:..y’ af
t purchases with ther

drawing money from their accounts they make direc |
cards and the amount spent is recovered from their account balance. Fex

his service, the bank charges some fee which 1s deducted from e
unt. Cash can also be withdrawn from ATM.

jvantages of using a debit card are these:
fou don’t have to carry moncy. especially large amount of money §

ing robbed of your cash in eliminated. r
are reduced to one. In other words, you do not have 1o §
up, and get cash, and then go shopping. Through the ca

ght purchases thus you save time and hassle.

nsactions are interest free.

(AUTOMATED TELLER MACHINES)

er machine is an electronic means of transfernng fun
machine that replaces a human and provides Be
 cardholder, or a bank accountholder. Many A
nst the depositors account The machines PI
surrent balances of the account holder. All
d after the identification of the receiver or dep
machine at the time of making a transX
umps, drugstores. In Pakistan, |
L

Le gl
sl Sl I Y
7y h -
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Exercises

__MULTIPLE CHOICE QUESTIONS (MCQs)

: 13 ' nit is enjoyed by

y B. Gnld cards
- D.  All of the above

IS € U i by

Card holder’s property
None of the above
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/
SHORT QUESTIONS

1. Define credit card as a credit instrument.
2. Define non-bank charge card.
3. Explain bank charge cards.
4. Briefly describe to whom credit cards are issued?
5. What is a debit card?
5. Explain advantages of a debit card.
Define ATM.
~ What are the advantages of ATM?
note on visa and master card.
pish between debit and credit cards.
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CHAPTER 10
LETTER OF CREDIT (L/C)
Definition «It is a letter of open request by a bank or other financial instituti'm_
: a prospective borrower, for an agreed amount aqd for a definite or
=R indefinite period. It enables the borrower to draw a bill of exchange on
. the bank which is automatically accepted™.

Letter of credit is an open letter of request by a bank reques ing i
~ person to lend a certain sum of money to the person named therein an
ises that the sum in question will be paid by itself. In other

promises
words, the bank guarantees the payment of the debt.

The request may be made by a banker or any individual, b
~ mostly it is the banker which issues it.

It is a document issued by a bank or other financial institution to
borrower who is allowed to draw a bill of exchange on the institutio
ccepted automatically. The letter of credit is used in local an
trade. Thcbuyer requests his bank to open an L/C addi essed
eller in the foreign country or other city within a country. Th
or seller obtains the payment by presenting all necessar
} accepted and returned by the importer

C becomes irrevocable when the seller is informed of

o

if(jv the of Qg bill, the amount, peri od




lers of
I ’i:\ - ial
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These credits are used for business purposes. They are of the
following types.

Confirmed or Irrevocable Credit

is type of credit the bank gives an undertaking to accept
1ll of exchange drawn on it.
|

ot give an undertaking to accept and pay the bill
onfirmed credit. It simply states that the
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Revolving Credits

Where credits are automatically renewable under certain conditions, |
they are known as revolving credits.

Transferable Credit

Where fixed credits allows its holder to transfer his right to draw
against them to another person, it is known as transferable credit.

| Divisible Credit

Where the credit allows its holder to transfer drawing rights in pus

| ﬂ!e total amount of credit to the other party, it is known as divi
credit.

n letter are issued to the travellers. It is ri »
‘ sky to carry monrq
try and may be lost, stolen, or robbed. These letws
€ to their money, and can be cashed at the designated b

visit. These are of the following types.
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Circular Cheque / Credit

Banks issue such cheques to their agents, branches, or correspondents
in foreign countries to sell them to visitors to the country of the
issuing bank. For instance, Habib Bank , Karachi issues circular
cheques to its branch in London to sell them to resident Pakistanis
who want to visit Pakistan. These cheques are issued under the
foreign exchange law of Great Britain. '

Travellers’ Commercial Letter of Credit

e issued to businessmen who want to make purchases
uctant or afraid to carry with them huge amount in
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/1, The L/C is a/an

Order

Request

Promise

- None of the above
'he L/C is issued by a /an

- Importe;




f—
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C. Bearer cheque
D. All of the above
E. None of the above

Cheques issued to bankers in foreign countries for the use of visitors are
referred to as




104 NMODERN BANKING

e SHORT QUESTIONS

1. Define letter of credit (L/C)
2. List down the kinds of L/C
3. Distinguish between documentary credits and clean credits.
4. Distinguish between revocable and irrevocable credits.
5.  Distinguish between omnibus credit and divisible credit.
6. Write a brief note on following:
~ aFixed credits
~b. Unconfirmed credits.
“c. Divisible credits.
e short notes on the following.
lving credits.

/

e .' gnglimiwed-letter credit,
/C and the State Bank of Pakistan.
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- E_‘I—Pl_:g '-
A A

_ — Short-term Loans —
ments — Financial Liability
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CHAPTER 11
BANK ADVANCES & FUNDS
Definition Bank funds chiefly consist in public deposits which must be returned
ce sheet of the bank.

one day, and is shown as a liability in the balan
To follow the principles of using funds is to ensure not only the profit

to the bank but also the return of the deposit with interest to
depositors. The bank is the custodian of the public money and mus

use it safely and productively.

PRINCIPLES OF EMPLOYING BANK FUNDS
(Principles of Investment)

" % The principles are as follows:

L principle that calls for the bank -3

v
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¢) The portfolio of the bank investments should be wide and not
restricted to a few.

d) Inve§tments should be made on strong business houses.
- ) The investment should be easily and readily returnable.
- D Risky business should be avoided.

the state of having assets (investments) that can

J CaSlI

from some months to years in changing
invests unnecessarily in these assets its
e weak and technical solvency may be

¢ to pay cash against cheques drawn on

So the bank funds should not be stuck




108 MODERN BANKING
The bank should not

dvance a big amount to 2 single party-

¢c. Nottoa
one basket.

put all its €ggs n

n profitable projects
penses but also its
y its funds 1n
hich have track

y for the bank to employ its funds 1
meet not only its operational ex
he deposit holders. It must emplo
projects and business organizations W

ofits.

[t is necessar
so that it can
obligations 10 t
financially sound
record of paying regular pr

4. Profitability

5. Short-term Investments are of two types:
nts: these are the investments which come

Loans 1
a. Short term investme
i

back with profit within one year.
b. Long-term investment: these refer to those :nvestments which have |
a life over one year and may extend to twenty to twenty-five years

or even longer.

E Most of the bank deposits are short-term and therefore the bank m
B should concentrate on only short-term investments. If the funds are !rll
employed in long-term investments the bank will find itself unable to

meet its obligations of short-term deposits. Most of the deposits of the

bank are in the current and saving accounts which are considered &

short-term and can be withdrawn any time.

ShOﬂ' t-term investment includes, advancing short-term loans,
iscounting  bills of exchange, buying central bank’s treasury bills and
securiies. i

o

ned -ea.rher, more than eighty percents of the bank funds m
osits and other liabilities. In other words, W‘ own
n twenty percent. From this fact it becomes cleaf -
ploy its funds, which is mostly a liability, ¥
cious and unwise utilization wi | rendet

ilities in the from of deposits.

sle party an
P an amount larger than ten percs
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No bank can lend to its director an amount above a limit specified
by the rules.

The bank can only invest in recognized portfolios.

No bank can invest in companies and businesses on the prohibited
hst that mcludes gambling, speculation, raffle schemes, and

latter will have to hold a greater amount
Moreover, the former bank will have a

ut any profit. Such a use is
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Bank Reserve  All scheduled commercial banks are bound to keep a certain part of 1
their deposits at the central bank as mandatory bank reserve. This
reserve at the central bank yields no profit to the bank. In the USA
commercial banks can put their mandatory reserve in other
commercial banks also, with no profit as usual.

PROFITABLE USE

Profitable use of funds refers to investment that yields profit to the
bank. Banks must invest profitably to meet expenses, distribute
dividends, and pay interest.

Profitable use may be classified as follows:

1. Lending
II. Investment

Banks employ their funds in advancing money and in retum get
M income. The loans are provided to the following businesses.

: Commercial and industrial concerns

- House building companies
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amount overdrawn. If the sanction is for Rs.5000 in overdraft but the
accountholder overdraws only Rs.2000 the interest will be charged on
Rs.2000 only. Overdrafts are secured and short-term loans, and mostly
used by businessmen to meet their day to day need for cash.

3. Cash Credits

ke overdrafts with the exception that here interest is
at least 50 percent, no matter the amount has been

n overdraft and cash loans in that the bank
ole amount sanctioned no matter the whole
n. The payment of the loan is made in lump

. discounting bills of exchange.
 purchasing the bill at a discount.
1 thirty to ninety days. So is the

s charged for the period the bill is

' is the amount deducted by the

_ bank needs money before
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a. Treasury bills

Federal governments issue these bills through their central banks fora
period ranging from three to twelve months. Their face value runs into
millions of rupees. They yield a sizable profit to the bank but much
money is stuck up in them.

b. Treasury notes / coupons

They are also issued through the central bank. They are different from
the treasury bills in that they are long-term investment and are issued
for a period ranging from one year to seven years.

¢. Treasury bonds

They are issued for a very long period ranging from 25 to 50 years. In
“the U. S. they are very common.

- Though the last two investments are lon
~Th g-term, they can be sold
any time at the stock exchange. Therefore, these investments are also

- 7‘;#‘“ 1

| u _ ttoues and governments cannot stop their

i hwgm needed funds. The commercial
T SECAUSe Income from them is tax-free.
oth short-term andlong-term. i

- ing bonds on the in: i
e ] tw
3 ’m yield ) ‘—.:'»‘

T 1ssued by the following
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(n) Municipal committees and boards

(11i) Public  utility corporations,  as electricity,  82s,
. telecommunication companies, and water boards.

(iv) ‘Othet govemment and semi-government institutions and

iy ke 'l'uttl-um; etc.

Cor mallofthanbwausetheyarealsosecm'ed

ﬂm their shares and bonds through stock
nercial ban pumhaaemanpmwdedthecomanyts
and its busin j mve. Although they are

nt but can be myﬁmeonthestockexdnnge.

irsz, -y

M [l
,,,,,
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capital in relation to its total assets is 1:14. In Pakistan this ratio is far
too great. Habib Bank’s capital deposit ratio is 1:34. As such the
amount of annual profit is many times greater than the capital itself,
This state of affair shows that the banking is a very lucrative business.
However, in Pakistan, most nationalized banks are at the verge of
bankruptcy for mismanagement, bad loans, heavily writing off loans

and other reasons.

2. Deposits Deposits refer to money received from the accountholder by the bank
for safekeeping or else. They are of three kinds:

i) Demand deposits
ii) Time deposits
ii1) Eurodollars

 Demand Deposits

They can be withdrawn by cheques from the bank any time as needed
the accountholder. According to a survey, demand deposits
L e 38 percent of total deposits. Banks receive them through
L accounts. Demand depositors commonly belong to the

)
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Eurodollars

Local banks possess branches in foreign countries where they have
large deposxts in foreign exchange. These deposits in foreign exchange
- on branches are called Eurodollars. Such deposits are easily
- conv HFF e into dollars. Such funds are extremely valuable.

e

k it is mandatory to keep at the central bank a

nhmbmk falls below or mounts
 such a circumstance, the commercial bank
ws from the other one with surplus
The central bank raises no objection
 federal funds purchased. The

_‘_bmk with surplus balance.

> is able to raise the balance to

ha p_mafoldiswﬁed out only
h it is made is called Fed Funds Rate.
mt underlyin, fmmsoftheﬁnancxal
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Obtaining loans is one of the leading sources for commemal
These loans are non-depository in nature and are obtained for a
period of time. They can be had in the following forms.

4. Obtaining
Loans

1. Central bank loans
2. Floatation of bonds

Bl i Central banks loans

' r ,_Iiﬂmqi LALLM JM : 3 .
B JLJ,'Ehe;cmtIal bank is one of the sources of funds available

commerclal banks. The commercial bank borrows fmm t :

i ok

qggq market and invites public to i
chasing i ts bonds. They are sédned.

may oW fml_l_l the general pubhc.
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Insurange policy should be valid rather than lapsed.
The policy should not be used as a second mortgage. To ensurc
that the policy is not being used as a second mortgage, the bank
gets i1t registered with the concerned insurance company.

. The age of the insured person must be accepted by the insurance

> amount of loan should be less than ninety percent of the
alue of the policy.

‘take the risk of the policy being void if the insured

“s:uicide, is hanged, or runs away to a foreign

nsure that the insured person will not default the

Sl

securit:es as collateral for loans. These

or debentures. Before accepting them,

v ‘§{p"rpp’agtions:

collateral should be listed with the
secause there the true market value of such
asily be ascertained and they can be easily sold
d accept only those securities which are recognized
offic: |

1 up and no installment thereof left

ity to sell the securities in case of

U ad




118 MODERN BANKING .

a. The immovable property should be sound enough to sell in the

market without any difficulty.

The purchasing price and market value should be determined,

There should be no outstanding tax on the property.

Property should not be pre-mortgaged.

The title of ownership to the property should be in the name of the

borrower.

The bank must physically inspect the property.

The bank should ensure that the property should not have second

mortgage.

h. The depreciation on the property being mortgaged must be taken
into account.

1. The bank should work out repairing cost of the property in
question.

opo g

g

4. Other Items / Articles

A f‘th‘er articlqs that can be pledged include jewelry, bills of lading,
- aﬂ" railway, receipts, delivery orders, dock warrants, warehouse receipts.
- When the bank accepts them as collateral securities it must observe

- the following: "

- a The bank should carefully check these documents as to their

~ genuineness, nature of goods, quantity, amount.

~ b. The weight and value of pure gold in the jewelry must be

~_determined and the kinds of alloy and artificial gems in it should |
~ beexcluded. | '
“'mﬂvaneésare referred to as unsecured loans. The bank must take

car niakling such advances. Usually, it avoids them. However, J
s mseoumd loans, the following precautions are

 on the basis of 1L.O.U. (I owe you), the":_;
| surety. The bank should be very careful
; *bmmwer who should be

basis of two sureties, one that of the
. Such loans call for the following
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Review of the goodwill of the business firms of the guarantor and
the borrower.
Ability of the business to pay off the loans.

iii. Nature and type of business. (banks avoid advancing loans to the

speculative business)

v. Profit position of the previous years.

\ '«' ether the business is a sole proprietorship, partnership or
0 of the business.
] ty,amd financial soundness.
RS DETERMINING CASH RESERVES

lem as to how much cash they should
their obligations of paying cash on
rve to meet checking obligation are
mmwessanly greater than what is

rm payon all chequw drawn
utwhmc;nl msolvemy In the
: tair ﬂw till cash at



120 MODERN BANKING

Nature of The bank must analyze the nature of business of its accountholde
R Ry most of them belong to such businesses as speculation, acceptmg

withdraw cash. In such a case the bank must keep up a high 1 ,,‘f"
 cash reserves. In case of manufacturers’ accounts too the mj
situation prevails.

Size of In some banks the number of account holders is large but they M
Deposits small sums of money. These banks should keep low reserves, O
banks may have a small number of depositors but with large amoy
in which case banks should maintain a high level of cash reserves,

. m of In developed countries, like the USA, people have developed the hz
' 83’49 3?5’ [ using cheques and plastic money (credit cards). Whether nt
shoppers or businessmen, most use these credit instruments and

b e ¢ _carrying and using cash. In such countries the bank need not ke
. large amount of cash reserves which find their way into pto
Eﬂm Inversely, in undeveloped countries, as Pakistan, pe
o : 1o avoid cheques in shopping and business trans acti
mm in all types of dealings. Banks in these countries
maintain a high level of till cash, because the & --mf'f’
g‘ ﬂweuhﬁ'omthebankandthenpaysmcash

Sl o Ju_
1al banks largely invest in the bills of exchange by DUYINg
mnﬂmbanhaxjoyﬂw facility of redisco
vill need small -cash reserves. Rediscounting fa

I"" 'l}‘»,{ omp mm and Sho oﬁ-m ~OmN :,
lu'ge cash reserves. Conversely,m countries 3

m mmsandthnﬁyhabus,

ility offer "“"F- ot

JTIE
L i ne ¢
LiNEEC

_ -.; Pun i

bmkaﬂhmthe




| CREDIT MANAGEMENT
(5Cs of Credit Management)

Credit management is defined as, “banks should use their funds safely,

profitably and ensure timely return of the interest or dividend and the

principal amount and to achieve this objective it should plan well and

determine attractive venues for safe investments and carry out control
re their security and accomplishment of the objective”.

- ' HUGHES & KAPOOR

L T s :
(he credit management can be explained in 5Cs.

- ST
s 0
B s |

ke credit management effective but they -
n of the principles of employment of the
eginning o this chapter.

ild determine the financial soundness of

mes or merchandise, the bank should
so study financial statements and
the last three years. In case of a
that all financial statements have
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Capacity The capacity of the business should be worked out in»': :
the soundness and viability of the business. It is dete
knowing:

=

1. Working capital

2. Retained earnings

3. Average annual profit
4. Debt-equity ratio

The above concepts are related to the field of acCounﬁalié,
learn them from a good accounting book. '

Conditions Before advancing money, the bank should take into 2
s economic, financial, and political conditions of th
government policies, level of business cycle, seasonal f
currency position, inflation rate, and international affairs.
- cycle refers to long-term changes in the economic conditior h
may persist for as long as ten years. On the other
 changes are short-lived and die down in a year.

KINDS OF SECURITIES

eI to something given as a guarantee of repayment. Thd
that a cre: ‘-ﬂ itO_r acquires to the property of the debtor.

i
L

ties offered on loans may be of the following types. ;
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Kinds of Mortgage

1. Simple mortgage

2. English mortgage

3. Usufructuary mortgage
4. Sub mortgage

Shpknme
sssion of the mortgaged property is not delivered, the

N _ c m;amthemortgged property. After
agor remains bound to pay the mortgage money.

the ?Aa ) to receive any income thereupon
and o1 ﬁp‘lnapal amount, it is known as

el

the creditor) transfers his interests in the



|

-

-
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property is retained as a security. General lien is the right to retain a))
the goods of the debtor. It is exercised by bankers, stock brokers
factors, insurance companies, and warehouses.

Hypothecation ~Hypothecation refers to the mortgage of the movable property without

transferring thc possession of the goods. It is a right to recover the
debt against the security of the specific goods.

o

e

5= Exercises "

1. Judicious utilization of banks funds refers to

: A. Legal utilization

: B.  Profitable use
e Wise use
~D.  Unbiased utilization

P I JIR A AN L - 2
2. ¥ Tﬁg‘,‘a safety _prlnciple the bank fund should be used in

~ MULTIPLE CHOICE QUESTIONS (MCQs)

- B3
1 Esf -

i - LEE= 4
yu -'.H,._' = Lal ¥ N ] A

T
- L




erm loans include
Call loans

Loans for 18 months
Loan for 12 months
Loans for 15 months

BANK. ADVANCES LD FUM
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D. Two creditors
E. Two debtors

13. 1.O.U. stands for

A. I owe you

B. I own you

C. I order you

D. | offer you

B None of the abuve
14. LO.Uis

A.  One-name paper

B.  Two-name paper

ing from public
7‘)-shatageinﬂ:edq)ositatmecmtralbank |



! Bank deposits abroad
E. World bank loans

A.  Central bank

d borrowing banks to sell and bey bask

‘__:.'-.. P —
N

e
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B o \ )
27. It determines the reliability of the borrower

A. Capital

B. Goodwill

C: Size of business
D. Accounting results

28.  Itis a contract under which jewelry is surrender to the lender as security
against the loans

A. Charge
L B. Lieu
< Clpgn Pawn
D.  Mortgage -
~ 29. Surrendering immovable property to the lender as security against the loans
- ' Mortgage

5 B L .
Y ~ Hypothecation
C. Lieu

e




CHAPTER 11 BANK ADVANCES AND FUNDS 129

Define bank funds.

List down the principles of employing bank funds.

Write a note on any three of the principles of the employing bank funds.
Explain the following principles:
a. Safety

Fai L
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E 21.  Distinguish between demand and time deposits.
22.  Explain Eurodollars.
23.  Write a note on federal funds purchased.
.24.  Briefly describe precautions in lending loans.
25.  What is the role of life insurance policy as a pledge against secured loans
26. How do stock exchange securities act s a safc guard against secure loans?
27.  Write a note o n immovable properties as a mortgage against secured loans
1 28.  Write a note on clean advance as an unsecured loans.
i 29.

Differentiate between one-name paper advance (IOU) and two-name paper
advance.

30.  Explain “l owe you”
- 3! List down the factors that determine the level of cash reserve.

'_~_‘>* : Wmcanoteonnature of accounts as a determing factor of the cash reserve

b

éf deposus determine the level of cash rescrve at the bank. How?
ies habit determines the extent of cash reserve. How?
otes on the following as cash reserves determinants:



~
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46. Write a note on the following:
a. Sub mortgage
b. English mortgage
c. Simple mortgage

" DES '_1 RIPTIVE QUESTIONS
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 CENTRAL BANK

°f Financial institutions
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CENTRAL BANK

ich is responsible for the financial and economic
untry. The bank is a symbol of its sovereignty and
country, whether developed or not, capitalist or

‘ a central bank. It has a pivotal position in the

and regulates and formulates policies for the
 banks in a country. In Pakistan the central bank

banking system can be traced back to 1694
ind came into being as the first ever central
d to help the King William III out of his

entral bank including the issue of
erformed by several commercial banks
‘were different from each other’s in

: goodwill. That is, the notes lacked
s in the smooth running of the

ency System was unstable,
silver currencies. However,

ep pace with the Industrial

velopmern m fl!t Pwe Of
imercial banking role
ency notes. So this
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trade, development of financial and capital markets, balance wa
foreign aids etc.

The world has turned into a global village, every country bej -
increasingly dependent on one another. Consequently, it ha.?. not only
augmented the role of a central bank but also necessitated the
establishment of a world central bank that regulates the functions of |
all central banks under the sun. Hence, the World Bank (IBRD) ang |
International Monetary Fund (IMF) have come into bein S eXercising -
their full control over all central banks, especially those in the Third
World countries. Even, an international currency named Special |

Drawing Rights (SDR)has been evolved. Every country, being the |
member of the UN, has no

option except to follow the dictates of the |
IMF and the World Bank.

i l“;h y FUNCTIONS OF THE CENTRAL BANK
ey b O T ¥ :

ol '--.jﬁmﬂﬁbnsofacentralbankcanbeplacedintwo broad categories:
- ent’s bank

. _.
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_ inclpding a fixed ratio of a reserve of gold, silver, and approved
E - fmmgn exchange to back the

issue of every note. Under the modern

practices, the following note issue systems are followed:

2y created by the use of cheques and its

o direct relation with the amount of

k controls the credit money for

by using onc or more of the following
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~ 5. Development of Financial Institutions

The central bank is responsible to develop financial institutions, whic,
play a vital role in industrial, agricultural, and capital developmen of
the country. It also facilitates the establishment and running of mope,
markets and stock exchanges. In Pakistan, it helped establish Nation,
Bank of Pakistan, and provided million of rupees to Agricultura
Development of Pakistan and other DFIs ( development financis
institutions).

The central bank also acts as bankers’ bank. In this capacity i
~ performs valuable services to its scheduled commercial banks. Thes:
~ indispensable services are as under.

" 1. Lender of the last resort
- 2. Rediscounting of bill of exchange
3. Clearing house services

4. Cash reserve
-1 Cgunseling servic&s

,Jadar of the Last R&ort

inneed is a fnend indeed, as a popular saying goes. It exacty
ﬂ\erelatlnnsofﬂlecentralandoommerclalbanks. In crisis,
ercial bank has exhausted all its resources and still finds
to : meat all its obligations and outstanding dues the
comes forward to rescue it. The central bank provides
1 mmtoenahlelttodlschargelts liabilities 2nd
to go bankrupt. One of the ways to help is ©
1e commercial bank. Rediscounting refers to 324
v chthe commercial bank has already
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3. Clearing House Services |

The central bank provides clearing house facility to commercial banks.

Every bank receives cheques drawn on other banks, because of which
every bank becomes creditor or debtor to the other bank or banks. All
> sent to the central bank where it settles all the

Tia '{;ﬂit

g their debit or credit balances.
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3. Proportional reserve system
4. Simple deposit method

The explanation of these methods is given here:

Minimum Under it a certain level of gold reserve is fixed against which any ;

Reserve amount of currency can be issued.
system : This system enjoys the following benefits.

Advantages |

1t facilitates savings of gold.
It is flexible and allows to expand and contract money supply to

the need.
~ It, however, suffers the following setbacks too. '
 Liniatins ;

i .**1 l"’-!h@ system is exceedingly prone to inflation leading to the
I uf cummey.

N —

t any reserve of gold. but against government
2 whm emmncy is nceded more than the fixed




i 9 f-" .\—- ": '_-—.-
. It allows mncrease or decrease of the 20 25

—

dhmbumbauﬁtsubsm:mﬁm;; :
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FUNCTIONS O'F CENTRAL BANKS

[ l -

: Government’s Bank Banker’s Bank | o

i —-Monopoly of note issue — Lender of the last m;
—Controller of credit — Rediscounting of BE
—Custodian of foreign exchange ' — Clearing house services |
—Issue and management of public debts — Cash reserve o
—Development of financial institutions — Counseling services
—Custodian of national reserve : .

- - tInternal & external stability of the
f ; | currency . |

“[Control of economic crisis




-
TER 17 CENTEAL Bt 14
CHAPTER 12 ENMNTRAL ELN p

g and selling treasury bills is the function of
Govermnment of Pakistan :

State Bank of Pakistan

Commercial Banks

Scheduled Banks

ﬁnmmn‘m”
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B. Issues L/C
£ Draws bills
D. Settles disputes between importer and exporter

12.  Clearing house services of the central bank refer to
A. Clearing accounts of creditors and debtors
B. Clearing accounts between accountholder
. Clearing accounts between scheduled banks
D. Clearing accounts between scheduled and non-scheduled banks

13.  Cash reserve requirement is fulfilled by maintaining certain cash level
A.  Commercial bank -
B. Central bank
C Branch of a oommercml bank
~D. Al of the above

}mmmmmtis
umercial bmkmalbank
fbmkﬁombmk
nk ’ bank is




SHOR‘I’ QUES'I’ IONS

Define central bank.
Briefly describe the origin of central banking system.
. Prepare a list showing the functions of central bank.
' %umm&efmofaomﬂbmkmthe&vmem
s Mmeﬁmﬂhﬁsamm
be *' ,nfm:tﬂeasamdbmk'sﬁm
: , out management of public debts. Discuss.

L. u. ul @

e S A—
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25.  Clearing house services help commercial banks to a great extent. Discuss.

26.  Write a note on proportional reserve system in issuing notes.

27.  Distinguish between minimum reserve system and fixed fiduciary reserve system
in issuing currency notes.

28.  Write merits and demerits of minimum reserve system of note issue.

29.  Write advantages and disadvantages of simple deposit system of currency note
issue.

30.  Write notes on the following with reference to credit control:

a. Direct action
b. Legislation
c¢. Moral persuasion
~d. Publicity
~ Distinguish between direct action and legislation as measures of credit control.
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CHAPTER 13
CREDIT CONTROL

Definition Credit control is one of the principal functions of the central bank.
Credit money expands through commercial banks by means of
cheques. It is the responsibility of the central bank to keep the credit

money at the optimum level.

REASONS FOR CREDIT CONTROL

The central bank makes efforts to control the expansion or contraction
of credit in order to keep it at the required level with a view 10
achieving the following ends.

. 3 1. To save gold reserves

2. To achieve external stability in the currency

! 3 To bring internal strength in the currency
4. To strengthen employment and production

g " ry N

- Ge reserved are drained for two reasons.
- |
1

e

factors bring the gold reserve down when prices increase-
ve expansion of credit money causes inflation which results
in the cost of living. The increase in the cost of IVI%
ple to draw more money from banks which, in TR




CHAPTER 13 CREDIT CONTROL 147

_Extef'l.lal ; It refm to stability in the foreign exchange rate of the local currency.

~ Stability in Foreign exchange rate refers to ratio at which 2 currency can be

~ the Currency  converted into the other. The unstable and fluctuating exchange rate

harms the country’s economy. It impairs foreign trade, especially, the

export. Impaired foreign trade adversely affects internal trade. Hence,

the currency should be stable in relation to its foreign exchange rate.
Credit control and measures help achieve this objective.

Internal stability of the currency refers to stability in the price of
commodities within the country. Absence of proper credit control
creates instability and uncertainty in the prices bringing down the
- prosperity of the common man. Price stability can be ensured by

— A

_  Production and employment are inter-woven. The greater the
production the higher will be the employment rate. The higher

 be achieved by effective credit control.

~ METHODS OF CREDIT CONTROL

" The central bank adopts the following methods to control credit .
- L General or Quantitative Controls

1. Bank rate policy

" 4 Rationin
- 7r"\_ A -

e

BN ET )

rate brings prosperity to the common man. Both ends can

" i A e




148 MODERN BANKING

banks will borrow more from the central bank and lend more to the
businessmen at a lower rate of interest, hence, increasing the credit
money on the market. Inversely, if the central Baflk wants to contract
the credit money supply it would raise the bank rate making the loan
more costly. The step will bring down the credit money to a lower
level. Bank rate policy also affects inflow, outflow, and the rate of
foreign exchange.

This method is effective in the following situations.

1. When the financial market is well-organized.

2. The economic structure of the country is flexible to the extent that

| the procedure should beneficially affect wages, rents, commerce,

. producuon. However, Lord Keynes suggests that the method of
y ntrc g credit has become obsolete.

1 Saf »

B 2.bpuMarkctOpenhons (OMO)

mmen seuniti& to control credit. When it wants to
it 1 m;mchnsmggovanmmtsemmnwmththemﬂt
oney is pumped into the market. This money in return, is
&@m’ﬂdbmkswhehbewmemore competent

ecuri! sowmgtowhlch market money
mhmﬂtwmmeymthe ma:ketls
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3. Change in the Reserve Ratios

Every commercial bank is required to deposit with the central bank a
certain part of its total deposits. When the central bank wants to f}
expand credit it decreases the reserve ratio as required for the §
commercial banks. And when the central bank wants to contract credit
the reserve ratio requirement is increased. By adopting this mechanism |
the central bank is able to either expand or contract credit supply in
- the market according to the need of the economy of the country.

- %1-_;.\; ] ' g °_f Credit

‘--_ credit refers to fixation of the upper limit of the loans |
to the commercial banks. By increasing or decreasing the
it of the loan available to commercial banks directly affects

on or contraction of credit money. This method should be

| only in special cases or emergencies. It should not be adopted

hank under certain conditions adopts the following
bmkmayuke direct action against commercial banks

> the rules, orders or advice of the central bank. The direct
Jay Mnde the refusal of accepting the bills of exchange
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4. Publicity |
18 1 The central bank may resort to massive ad.ve.rtising campaign in the
— news papers, magazines and journals deplctlng_ the poor economic
conditions of the country suggesting commercial banks and other
financial institutions to control credit either by expansion or by
contraction.
MULTIPLE CH
————————— e
B 1. One of the objective of credit control is to
r : Strengthen foreign exchange rate
¥ Defend the coun

Maintain law and order
A & C only

ﬁability can be achieved by
Emnomic reforms

A
B.
C. Control inflation
D.
E
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o
=

D. Dlrect action
ok ?Il except B
market operation will fail if

‘Bank reserves remain unchanged
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' CHAPTER 14

STATE BANK OF PAKISTAN

As a result of partition of India, Pakistan came into being on 14™
August, 1947. To run the financial affairs of the new-born country the
govemnor general of India issued an order called Pakistan Monetary
System and Reserve Bank Order, according to which Reserve Bank of
India, the central bank of India, would undertake and manage the
ﬁnanmal and currency system of Pakistan up to September 30, 1948
Consequently, Indian currency notes were overprinted ‘Pakistan® for
lation mﬂwnew-»bom country.

-Hnmm the Reserve Bank of India could not discharge its
~ functions in line with the particular situation in the country, as such
 the need for establishing its own central bank was felt.

| " Hence three months before the expiry of stipulated period set
mdafﬂiem SthmkofPahmnwnemtobungonl‘my
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Governor, deputy governor, and seven directors are nominated by the
federal government. The eighth director is the head of the ministry of
finances. All seven directors except the head of the ministry of finance
are non-government officials hailing from the field of business,
industry, and agriculture and are elected by the four provinces. The
directors are appointed for a period determined on the discretion of the
federal government. Governor and deputy governor are appointed for
a period of five or more years.

The central board is responsible for all functions and matters of the
bank. The goveror presides all meetings of the board and with the
help of deputy governor monitors all banking affairs.

Centnil Directorate

The central directorate consists of fifteen departments. Every
department is headed by a director. Of these departments, Public
Relations Department and Secretary’s Department are directly
accountable to deputy governor. Research and Statistics departments
~ work under economic advisor. The remaining eleven departments
nwerfaw executive directors.

i

;W?ﬁﬂd offices. These cities are:
ad, Peshawar, RawalPindi, Quetta, Faisalabad,
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Rs.
Capital Paid up 100,000,000
: Reserve Fund 15,414,474,000
B Rural Credit Fund . 2,600,000,000
i Industrial Credit Fund 1,600,000,000
Export Credit Fund 1,500,000,000
Loans Guarantee Fund 900,000,000
Housing Credit Fund 4,700,000,000
Deposits:-
(a) Federal Government 80,452,535,000
(b) Provincial Government 61,945,988,000
(¢) Azad Jamu & Kashmir Government 4,698,599,000
(d) Banks 207,574,257,000
104,641,242 000
1,525,958,000
472,733,000
at : 18,747,014.000
1 Appreciation on gold reserves 74,406,912,000
riated profit 19,142,000,000
222.684,125,000

823,105,837,000

nking Departmen 139,340,000
oy 784,235,946,000

784,375,286,000
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2. The applicant bank must ensure that it will not fndulge in activities |
injurious to deposit holders. As such it must sign a declaration o

this effect.

All nationalized, privatized, foreign and private sector banks. and
financial institutions are all scheduled banks.

Scheduled Banks in Pakistan
Reporting Scheduled Banks & Their Branches by Group
(December 31. 2006)

Sr.

No Bank :

A) | Public Sector Commercial Banks
| 1 | First Women Bank Ltd.

[ 2 | National Bank of Pakistan

3 | The Bank of Khyber
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17 | My Bank Ltd, [ 5]
18 | NIB Bank Ltd. 41
’ 19 | PICIC Commercial Bank Ltd 130
! 20 | Prime Commercial Bank Ltd 73 |
'l 21 | Saudi Pak Commercial Bank Ltd. 50
22 | Soneri Bank Ltd. 73
| 23 | Standard Chartered Bank(Pakistan) Ltd. 115
24 | United Bank Ltd. 1,044
D) | Foreign Banks ' 60
1 ABN Amro Bank NV 12
2 Al-Barka Islamic Bank BSC 11
3 Citi Bank NA 18
4 Deutsche Bank AE 2
5 Oman International Bank SAOG 2
6 The Bank of Tokyo-Mitsubishi Ltd. 1
7 The Hong Kong Shanghi Banking Corporation Ltd. | §
' Indian Banks* b
| 8 | State Bank of India 2
- |9 | The Bank of India Ltd. 1
- | 10 | The Central Bank of India B
~ |11 { The Oriental Bank of Commerce Ltd. 1
' [12_| The Punjab National Bank 1
13 | The United Commercial Bank 1

*mmwnumammmm-m 1965

e The pmaf Ishmmzanon of economy in Pakistan started in July,
: nsequently, the mtet&t system was abolished in three
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Participating Term Certificates that changed over to profit or loss. On
the same date an ordinance was issued allowing the establishment of
modaraba companies and issuance of the Modaraba Certificates. By 1*
October 1991 the number of the modaraba companies registered at the
Karachi Stock Exchange had reached 23. The number reached 53 op

June 30, 1999.

January 1, 1981 witnessed the start of interest-free accounts in al]
nationalized commercial banks. Accountholders were invited to
change from interest-bearing bank accounts over to profit or loss
sharing account. The banks were asked to advance loans on mark-up
basis rather than interest, and to accept export bills on the basis of
difference in foreign exchange rates.

TR In march 1981, the Islamization process was stepped up. Imports,

4 exports,inlmdbills,andallthetmnsactionsatkweﬁxpm‘
‘Corporation, Cotton Export Corporation, and Trading Corporation of
Pmmchanged over to themark-w system.’IheStateBankef ‘

1 com ’77" banks were allowed to lend to
m the principle of Musharaka
araka is an interest-free system and
m m:yparlnusbxpandsetﬂe ‘
of profit or loss. Banks can apply
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- owned by the Federal Government, filed an appeal in the Supreme

~ to 30 June, 2002 to establish the interest free economy.

: - The State Bank adopted business transactions and practices under

* and advised to the banks are as follows:
N{A) Financing by lending:

In 1992, the Federal Shariat Court in its verdict declared the whole
banking system based on interest as haram. It said interest in any form
and irrespective of the terms used for it is a riba and hence un Islamic.
The Government of Pakistan filed and appeal in the Supreme Court
against the judgment. On 23 December, 1999 the Supreme Court
upheld the decision of the Federal Shariat Court and directed the
Government of Pakistan to bring an end to the interest based economy
by June 30, 2001. In the mid 2001, the United Bank Limited, a bank

Court praying the review of its decision. On 14 June 2001, the
Supreme Court accepted the review appeal and extended the deadline

ol
e

principles as specified in its annual report.

- The permissible modes of financing identified by the State Bank

~ (i)  For loans not carrying any interest on which the banks may
“ recover a service charge. :
(i)  Qarz-e-Hasana loans given on compassionate ground free
- of any interest and repayable only if and when the
borrower is able to pay.

atex Iumduofﬁnmﬁng

) Purchase of goods by banks and their sale to clients at
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(iii)  Purchase of Participation Term Certificates and
Certificates
(v)  Rent-sharing.

Functions of  The State Bank of Pakistan perﬁanm all those functio
State Bank bank anywhere does. ’
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\RT OF STATE BANK OF PAKISTAN
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State Bank of Pakistan and its Subsidiaries — Issue Depm'tmmt

Consolidated Balance Sheet
As at June 30, 2006

Note

ASSETS
Gold reserves held by the Bank

Zrng—y B R e Ly
" "l' T. 4'.‘\\2" :‘ * F II “J e
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State Bank of Pakistan and its Subsidiaries — Banking Department
Consolidated Balance Sheet
at June 30, 2006

2006 2005
(Rupees in '000)

. Note

10 139,340 145,618
6 134,568,948 144,020,471
8 11,937,000
7

1,088,559 1,774,629
135,796,847 157,877,718

16 10,525
11 -
22.5 8,904,268
12 408,378,142
17 233,366,050

10,315
9,115,545
2,114,045

199,272,646
224,254,125

18
19
20
21

4,374,048
19,547,984
115,681

1261229

4,082,161
7,111,835
* 20,871
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Allocation of special drawing rights of the
International Monetary Fund

Reserves
Unappropriated profit
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Staw Bank of Pakistan and its Subsidiaries
'Consolidated Profit and Loss Account
For the year ended June 30, 2006

Y Note 2006 2005

. ) , (Rupees in '000)

Dmount, interest / mark-up and / or return earned 35 69,940,502 29,757,649

Interest / mark-up expense 36 4,047,802 2.284.108
' 65,892,700 27,473,541

37 441,033 692,958
38 4,376,273 13,827,713
1,974,628 1,502,639

39 799,545 327,904
73,484,179 43,824,755

LR . : : 40 2,431,476 2,486,249

41 2,190,528 1,743,991

] = 7687361
of investments 395,129

547,691 1,551,419
547691 __ 6.634.400
68,314,484 32,960,106

inistrative and other expenses 42 6,956.813 3,779,637
" 61,357,671 27,180,469

7,288,864 4,203,976
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_§— s

A M
SHORT QUESTIONS

R

L 1. Briefly describe the history of State Bank of Pakistan.

1 2. Write a note on administrative organization of State Bank of Pakistan.

s 3.  List down the names of scheduled banks in Pakistan.

f 4. List down the functions of State Bank.

1 (For more questions see chapter-12)

: |

-

L - Define central bank. Why do an economy need it?

2. - What are the functions of a
- perform the same functions?

Y 1S a central bank said to be bankers’ bank? Discuss.

N : li 1

L
30
LA

e -
1

e

central bank? Does the State Bank of Pakistan

methods of currency issue? Why is the central bank responsible for

J1)
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CHAPTER 15

BALANCE OF TRADE

Definition Every country has to import and export goods and services. Import is
the buying from a foreign country and export refers to selling abroad.
The difference between import and export bill of a nation during a
given period is known as balance of Trade / balance of payment.

Balance of trade includes only flow of goods (visible item),
ignoring services (invisible items) into or out of a country.

Balance of trade of a country will be positive or favorable if its
exports exceed imports. The balance will be negative or unfavorable if
its import bill is greater than export.

Note: According to some Indian and most Pakistani authors, balance
of trade includes only goods but services are excluded from it. That is,
~ only visible items are taken into account, and not invisible items, in

 determining balance of trade. But American and British economists
~ and authors include both goods and services (visible and invisible
item) in working out the balance of trade ignoring the term balance of
payment. In this book, however, Pakistani concept has been adopted.

~ BALANCE OF PAYMENT |
of trade of a nation does not truly reflect its overall
economic and business conditions. It is quite possible
may have unfavorable balance of trade but fa\{t)_rablf’-
t. Hence to determine correct economic positior it

is an income and expense account of a country
It includes all flow of goods, services (visible
current ageount and capital account items. I
“detailed account and record of all types _01_
the light of which a nation formulate 1
ess policies greatly affecting its fore1g®

: a4
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trade and determines or adjusts foreign exchange rate of its currency.
If a country’s foreign receipts are greater than payments the balance of
- payment will be favorable, and if receipts are less than payments, the
~ ba ill be unfavorable (negative). The continuous negative
ayment may cause devaluation of the currency in an effort
' e favorable. On the other hand consistent and stable
call for upward revaluation which is a rise in
1 the foreign exchange market.

it the nature of the balance of payment the flow of
s taken into account:

‘of goods and services, short-and long-term
_ nedical, educational, and hotel services,
incomes and expenses, foreign visits and tours

it delege lons.

1own in the following chart.

o
. By, =

ALANCE OF PAYMENT

5 4
nt transactions i |
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E. Short-term capital flows
Official reserves transactions balance = A+B+C+D+E

II.  Financing (deficit o surplus) Method

F. Official reserve assets (net)
1. Gold
2. Foreign exchange
3. Special Drawing Rights (SDR)
4. Reserve Position at the IMF
G. Official liabilities
1. Liabilities to fore;

£0 countries / governments
2. Liabilities to foreign agencies
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Nations try to receive foreign investments. They offer attractive

ianent climate to foreign investors by such in-. % es as tax
holiday, better infrastructure, free outflow of their incomcs; eedom

of prices, duty-free flow of raw material and machirery, soft labor

- The country may endeavour to concentrate on the growth of science
and technology through education and aid of the developed countries.

in this way standard of production can be raised and goods of
nology can be produced to have better position in the

B

-3 .;l-l- S
4 (] allal -
[ s % L@ ' %‘
.jri::‘nkigk:' o2
‘i - ] JI

Ly

 QUESTIONS (MCQs)
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< Balance of payment can be improved by
Devaluation

Increase in bank rate

Attracting foreign investment

A&B

A&C

All of the above

ontinuous negative balance of payment results in
development of the economy

High confidence level of foreign investors
Devaluation

All of the above

None of the above

QMmO OE»>

mo0w>

know about balance of trade?
- of payment.
balzmpe of trade and balance of payment.

10logy as a means to improve balance of

coun tl.'msacuons on the balance of payment.
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CHAPTER 16

FOREIGN EXCHANGE

Definition It is a system under which commercial nations pay off their debts.

It can be defined as the system-of foreign bills of exchange under
which foreign payments are made.

Black and Daniel define it as:
?The term foreign exchange refers to funds available for use in
..}_.. ernational transactions and may include foreign currency, deposits
eign banks s, and other liquid, short term financial claims payable
oreign currencies”.
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Determination  Foreign exchange rate is determined in the following methods.
of Exchange
 Rate 1. Rate Fixed by the Government

- : The government fixes its currency rate in terms of foreign currency.
The rate remains fixed and stable over a long period of time. In the
rmination, the state keeps in view market forces, demand for local

ﬁ_@!’dﬂn goods, and dictates of the World Bank and IMF.

xture of the above twomethods. The governmeiit uses its
p to a certai levolqndthemstxsleﬂtoopenmarketforcw
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—

i other’s currencies. The difference in currency systems creates the need
’ for the development of foreign exchange that retters to a system by
' which trading nations can discharge one another s debts._ Hovau'
these countries are inclined to accept those currencies whlch_enjoy a
great demand, readily convertible into any currency, and enjoys the:
confidence of businessmen, common men, and governments around
the world. On this standard come dollars, pounds, marks, yens, etc. All
trading nations are ready to accept these currencies in imports and
exports which enjoy the status of foreign exchange.

DETERMINATION OF RATE OF EXCHANGE

| ( The rate of exchange is th 1 i 2

i l g€ 1s the ratio at which one country’s currency can
{f be exchanged for another. " ;

R ! : 2

|

If one American dollar can buy Pakistan’s fifty rupees, the rate of
exchange for a dollar and a rupee would be:

B LUS S = Pak Rs 70

"=

L lfPa’kR'e;=$0.0l4(i.e.lessthml.Scents)

r

 of determination of exchange rate variec with the




CHAPTER 16 FOREIGN EXCHANGE 177

;. mnmm=oso Pakistani coin -
~ 'Exch nge rate thus determined is called as “mint par of exchange”.
rd allows free flow of coins among countries with it.

i One Country is on Gold Standard, and the Other on

bﬂwd&u&g countries cannot freely flow.
o1 w the bills of exchange. The
emar inda‘lppl’y of their bills, whose

nd services. High demand will put

. ‘are ‘on Non-convertible paper

il ofadnnge is used. In this

_ ; VEertiDIE m Cunmcy
t-la“nrmade through bill of

s and ser es have a good demand abroad, the
> will f,;_,r be high. High demand
hange rate for the currency. Because of
~—:-~-¢-m R L en

lue of w&empeemmxd
he dol vahealntwto Rs.67.

‘“’Wh&g&w

ey
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Business) Business conditions are the result of production, business e
Conditions/ employment, balance of payment, balance of trade, inflation, g
government policies. If business conditions are poor, the rate
exchange will fall, and vice versa. ‘

Influence| The functions of stock exchange include buying and selling of stocke
of Stock; shares, and bonds, offering investment opportunities, and mobilirs
Exchangel of capital. The stock exchange is the index of a country’s economy
Inflow of foreign currency on the stock exchange, that is, forejgn
buying of shares and securities pushes the foreign exchange rate high

Banking)_ The use of bank drafts, travellers’ cheques, letters of credit, bills of ‘

Influencel exchange, and plastic money (credit cards) has a bearing on the rate of |
exchange. Their incoming raises and outgoing drops the rate of |
exchange. ' - .

commercial banks. High bank rate may attract foreign exchange

"

issuec the inflow of foreign investment will |

indicate the possibility of the
ed with other currencies. Speculative
r hand, portends the expected fall in the

under the purview of
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Planned Usel
of Income

Bank Praft|

If national and foreign incomes are not properly channeled and arel
spent u.nproductively the currency will get weakened. A substantial
part of incomes should go for economic and industrial growth. |

TRANSFER OF MONEY / REMITTANCES

In foreign trade money must be transferred in the settlement of debts
from one country to another. International financial system uses the
following means.

1. Bank draft

2. Telegraphic transfer (TT)
3. Bill of exchange

4. Postal order

Where the creditor doesn’t accept the debtor’s personal cheque, the
bank draft is used. It is a cheque drawn on and issued by a particular
bank to the debtor to make his payment.

Bank draft can also be used within a country. Its charges are much
less than those of money order which is used in transferring money
through the post office. Money transferred through bank drafts are
much safer than the money order.

Under this method money can be transferred from one city or country
to another in the shortest possible time. The bank orders its
representatives or agent posted in the other city or country through
telecommunication to pay a certain sum of money to the specified

. person, TT charges are greater than those of bank drafis.

A bill of exchange is “an unconditional order in writing, addressed by
one person to another, signed by the person giving it, requiring the
person to whom it is addressed to pay on demand or at a fixed or
determinable future time, a sum certain in money to or to the order of
a specified person or to bearer”. .

The importer receives and sends it back by post after accepting
and signing it. On receiving it back, the exporter gets it discounted at
his bank and receives cash. The bank will receive its mqney back from
is not sent to the importer for his acceptance. It 1 ‘acocpted by ah

Pt '
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authorized person or a banker in the exporter’s country saving
time and cost.

Bill of exchange is used not only is foreign but also in the
trade. It is one of the most common methods used in transfer
money in foreign trade. :

Postal Orders In drafts, telegraphic transfers; and bills of exchange banks
involved and play a vital role. But in postal orders the post office i
involved. They are quite simple in use for transferring small amou
They are bought at the post office for the amount to be remltted ind

sent to the relevant party in a foreign country who will get it cashed &
his country’s post office.

PURCHASING POWER PARITY THEORY

When two countries trade with each other there must be a definite
- gchgngemtebetweenMIfboththeoomm&samon
- standard, it will be quite simple to establish a exchange rate. But if
AT ﬁé_hﬁﬂet ﬁén-conwﬁblc paper currency system it mll e

“I
.
'
‘
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1 The theory will not operate in the short run.

orice level of goods and services is taken into account only for
0 countries, though they may be available in other international
- markets too where they have the identical prices.

: 3. The brice determination is based on ‘price index’ which is an
mbmarymechmusm

‘‘‘‘‘ € in exports raises the exchange rate, and increase in import
ces the exchange rate, and in both cases internal purchasing

.pom of a currency remains unchanged.

-5 fﬂn them‘y calls for ‘other things remaining the same’ which is not
ssible in the real world. The world now is fast changing,

St [y in sc:enee and technology, greatly affecting productive

ports and exports, different social,
ndards, government price control, new
red this theory non-operant.

; SR
f banks movement of capital, foreign

ﬂr‘

e of IBRD, &.‘w." d the introduction of SDR (a
change ) ch mﬂdthe theory obsolete.
e i
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Exercises

2 Factors of foreign exchange include
Mechanism .

Determination of exchange rate
Float

All of the above

A & B only

oreign exchange is
Local currency
Inland bills of exchange
A system of foreign bills of exchange
‘Funds used in foreign transactions
C&D
Dirty float refers to b
A rr,rﬂgwh'ange rate determined by demand and supply
B.  Fixation by the government and market forces =
C.  Rate fixed by the government only
) All of the above &

n mUow

mouowp
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14.

15,

A. High exchange rate (local currency costlier)
B. Low exchange rate (foreign currency costlier)-
C.  Strong economy
‘D.  Week economy
E. B & C only
High imports may indicate
A, Economic development
B. More use of foreign exchange
C. Unproductive use of national income
2D

> =

High spending on defence results in

All of the above
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-.l‘;g_,_k -

(Purchasing power party theory)

~ Under the theory exchange rate depends on

- A.  Value of currency internationally
. LBF"'A‘ Value of the currency in the neighboring country
O 5 Valuc of currency locally

WWeﬂd Bank and IMF |
ng &pwuy of the importing country
mpﬁy for goods and services
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Define foreign exchange.
Briefly describe factors of foreign exchange.
Explain in your own words mechanism of foreign payments.
Write a short note on determination of exchange rate.
Distinguish between free float and dirty float.
Write short notes on the following:
a. Free float

~ b. Rate of exchange fixed by the government

c. Dirty float
w is exch: nge rate determined? |

short note on mechanism tc determine exchange rate.

R ) DD —
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Distinguish between bank draft and postal order.
Define purchasing power parity theory.

V

Write three assumptions of purchasing power parity theory.

How would you criticize purchasing power parity theory? Give three criticisms.
Explain how IMF and World Bank affect purchasing power parity theory.

How does import and export affect purchasing power parity theory?

e IS L -

e g

‘his money? Discuss
Fxth its assumptions and
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ange activities and matters by and bringing
jor of a centralized authority is referred toas

itself and deposits with the
n the local currency which is
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CONTROL DEVICES

The following devices are used in controlling foreign exchange,

Exchange As a result of inflation the currency loses its purchasing power. Fay
Pegging by such a situation, the government tries to keep up the exchs .
of its currency. The maintenance of the exchange rate is Cited »

exchange pegging. It is, however, an artificial and short-term
and entails many risks.

Clearing

learing Before making or receiving payments in the foreign exchange
_Agn.ement trading countries settle exchange rate, thus preventing its unnecessan
i - fluctuation. This agreement entails such advantages as:
. 1 : b - '

e (a) Imports are regularized and come under a regulated system,
e _'(b). Balance of Payment is bettered.
~ (©) Exchange rate remains under control.

still  Under this method debt servicing of foreign loans is delayed stopping

| thefgiﬂow of foreign exchange. This delay or moratorj helps

j'l’ “1gn exchange rate. It should be bome in mind that the .

s ' exchange and gold reserves is one of the main causes of fal
f Fxgbmge rate! , . ' L

1ethod allows o eountry to pay off its foreign debts in the local
X gn debts in the

J 0 the lender country uses this currency in the

L. S country. The U.S, had been lending to Pakistan under P
1 ﬂ;l,_lﬂ“fedrepayment in Pak currency.
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To save exchange reserves from depletion, the government may ban
imports partially. Importers are required to obtain import license,
without which imports are not possible. Such a restriction brings
savings in the exchange reserves.

ate is the one at which a central bank rediscounts bills of
ented by commercial banks. It is the interest rate fixed
for commercial banks. If the rate is increased the
ts flowing in tc earn a higher rate of interest.

ice causes the increase in the internal prices.
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5. Exchange pegging refers to
A. Keep up exchange rate

B. Keep up budgetary deficit
C.  Keep up budgetary surplus
D.

None of the above. -
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CHAPTER 18

PAKISTAN’S SPECIALIZED FINANCIAL
INSTITUTIONS

INVESTMENT CORPORATION OF PAKISTAN (ICP)

Highlights Date of Establishment

Head Office
Authorized Capital When Established
Authorized Capital on 30 June, 1988
Authorized Capital in 1999-200
Paidup Capital When Established -
_ Paidup Capital on 30 June, 1988
- Paidup Capital in 1999-2000
- Total Income in 1999-2000

- Net Profit in 1999-2000

_*theFunds onJune30 1998
ertifica holde:s onsoJune, 1998 154898

: 378,152m!lm

22 February, 1966
Karachi
Rs. 200 million
Rs.200 million
Rs.200 million
Rs.50 million
Rs.100 million
Rs.265.35 million
 Rs.511.053 million
Rs.49.394 million

Nationalized Banks, Foreign
Banks, Insurance Companies

11 Members

1243 million
393.602 million
26
6.4 billion

1920 million

- -Shares, FIBs, &

124,135 million -
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In the decade of 1960s Pakistan entered the industrial era. It was the
e When many famous financial institutions were formed including
* Development Bank of Pakistan, Industrial Development

g

an, Pakistan Industrial Credit Investment Corporation,
stment Trust, etc. To hone the industrial growth in the
nent Corporation of Pakistan was also established. Its

) increase the number of industrialists, attack

nd cartels, and bring about a strong middle

by pulling its weight.
?;.-1_;E vnth the board of directors. The board

ROk 0!
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2. To develop capital market.
3. It receives deposits from investors which are ploughed m
productively.

4. It offers investment counselling to its clients.
5. The ICP deals in shares, bonds, and other securities.

6. It issues ICP Mutual Funds as a means of collecting funds from the

general public for the purpose of reinvestment. On July 31 1999,
it had issued 26 mutual funds.

7. To raise industrial investments
8. To develop capital market . 'i‘
9. It underwrites new issue of shares and bonds.

10. it buys and sells marketable securities on the stock exchange.
11. It receive huge amount of money through the sale of mutual funds.

_‘!By 1998 lt bad mwed 26 mutual ﬁmds for pubhc S :w‘ﬁ‘
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NATIONAL INVESTMENT TRUST (NIT)

Some Basic Date of establishment: November 12,1962

Head office: Karachi
Pa}d up capltal at establishment: Rs. 1,200,000
Paid up capital -on June 30, 1989: Rs. 3,732,420,000

Rate Ofpmﬁt & units on June 30, 1989 19%

T Jlme 30 1980 Rs.2166.241 million

ital account (1997) Rs.25,951,445,029
assets (1997) Rs.29, 043,526,153

'value ofmthment (1997) Rs.1,100,187,438

it Board of 11 directors
S, June 30 1988 11

T, Jlme 30, 1988 83

ial staﬁ',hme 30, 1988 108

owth requires a large amount of capital
. jal institutions cannot make it

msed by collecting small savings.
ce gmall deposits from the general
_onofRsl 5,50, 100, 1000,
to raise huge funds on which it

‘basis. The trustee of the NIT is
.‘wgscreated by a Deed of

tween the National Bank of
tment Trust Limited as
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Registered Unit Certificates

They are also issued in the same denominations as the bearer
carries the name of the buyer. The principal amount and the profit are
payable only to the person named therein. F

Income on the units is distributed through the coupons attached to
the certificates. _
Units are bought and sold through the trustee bank and other

nominated banks which act as agents of the trustee. The units can
easﬂy be sold back to the management company.

L
¥ i" - Economic Adviser to the Government of Pakistan defines U
‘ us asadevwe whereby a great number of individual investors poo

| andcreateﬁmdslarge enough to be soundly invest

’by the Federal Government. ’I'he ',,
e mtedby shareholda's

ave | declarwmvedseomuesmdm nen
B s e Hrsirance Act 1938 and Company
e . ay

r‘ 1_-.

unds and benevolent funds can be invested in these

-~
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AGRICULTURAL DEVELOPMENT BANK OF
PAKISTAN (ADBP)

18 Feb, 1961
Islamabad

Rs.200 million
Rs.1500 million
Rs.100 million
Rs.988.323 million
Rs.670.86 million
Rs.8960.556 million
Board of 12 directors
headed by a chairman
10

564
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capital which was 100,000,000 at the time of its formation increaseg
to 988,300,000 on June 30, 1988, and to Rs.3.214 billion on June 30,

i 1996.
In addition to capital its financial resources include deposits,

bonds, foreign loans, and aids from the government. The bank has alsg
obtained loans from International Development Association under

UNO aid program.
Objectives The main objective of the bank is to hone the agricultural development
& Services of the country. To achieve this end the bank undertakes the followmg
L : - functions:
Short Term Loans

1. It advances loans in cash and kind to persons belonging to cottage

- 2. The bank advances loans for purchasing light machinery,
U e implements, means of transportation.

ans _r 4 }ﬁnanoe livestock, dairy farming , cattle breeding,

,andfertihzer are also financed ﬁ'omthebank

bove loans are usually short term and do not exceed 18
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g A}?ng with cooperative societies and banks the ADBP is exempted
s TFOM Qf Income tax. The reason for tax exemption is stated
. toal : fm‘mng high amount of bad loans..

by a board of directors which comprises 12
re appointed from the following places;

one director
one director
one director
~ four directors
ives four directors (one from each province)

. fthe bank is the head of the board of directors.
E— “- 4 '..._‘ ‘ s
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INDUSTRIAL DEVELOPMENT BANK OF PAKIS
(IDBP)

Highlights Date of formation
" Registered office
" Nominal capital when established -

Loans granted, 30.6.1963

2.50. 58 mi ; on
rupees
. = (in local curren
~ Loans granted, June 30, 1968 2386.17 million
) capital on June 30, 1988 Rs.200 million
Wtal when established Rs.30 million
apite Oanne 30 J988 Rs.157 million

Rs.157 u: hf»‘:
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The Industrial Development Bank of Pakistan was established on
August 1, 1961 under the report prepared by Credit Enquiry
Commission in 1959. Its prime objective was to provide long-and
medium-term loans to industrialists. Prior to its formation this function
- was performed by Pakistan Industrial Finance Corporation (PIFCO)
which was established in the early days of independence in 1949. It
ctional areas and could only lend to existing industrial

| its jurisdiction to make loans for establishment of
actories. It was replaced by the IDBP in order to

it promotes and finances the establshment of smll and mediu
icy making and execution come under the

ize ‘;ndpaidupcapita..lofthe
une 30, 1997 paid up capital
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Borrowings from the federal government

Advances from the State Bank
Loans from National Bank secured by the government

Rediscounting bills of exchange with the State Bank

Issue and sale of bonds, debentures

Fees from preparing feasibility reports and other m‘mﬂd!mi
services

g N

PN bW

Forcign IDBP’s resources comprise foreign exchange also i in addition to
Exchange resources. The government allocates its share out of loans reog:
- from the IMF, World Bank, and other international donor agencies. I
mid 60s it managed to borrow from the formerly USSR
Switzerland, China, Poland, and the defunct Yugoslavia.

The IDBP faces many problems in financin

g the medium md ‘
mdustnv esf:‘ustly, ﬂl:bﬁo:n seekers do not provide full, nec ﬁ
correct information t their proposed projects. Ifthe‘ ank
out its own studies they become costly and time consummlm‘S%@wo::ﬂdl;ys ‘
many qe»tvhvemdp 1alists are inexperienced and unable to pim and
‘ project properly. To finance them becomes quite mky
\ - ts, especially on political ground, have become

ay. Fourthly, the bank finds it difficult to obtain needed
ge and rupee resources. 5
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PAKISTAN INDUSTRIAL CREDIT & INVESTMENT
CORPORATION (PICIC)

Date of establishment
Head Office

: Autlmuzed capital at establishment
orized capital on June 30, 2000

ital at establishment
capital on 30" June 2000
| ssued on 30" June 1963

2™ October 1957
Karachi

Rs.150 million
Rs.1000million
I'5.40 million
Rs.640.€8 million

Rs.530 million in foreign

currency
Rs.38.60 million 1n local

currency
6562.421 million in local and

foreign currency

168
154

- Board of directors consisting

12 members

i ng ca ital but also long-term

of land, ‘bmldmg, machinery, and
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arrangements of foreign exchange for them to finance the imne 7 |
machinery and equnpment It has been establishcd with foreig
investment.

Management.  The management of PICIC is under the control of a board of direct
consisting of Twenty members. The composition of the bo. d is a
under: .

Representative of Japan shareholders 1
Representative of the Government of Pakistan 1 Director
Representative of Pakistani shareholders 9 Di
Representative of four provinces 4 D

Total Members ' -

f the company is called the 1
LF!CEC eemnsts in ﬁmnchl
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7. Counselling services on administrative problems are offered.

8. It purchases shares and bonds on the stock exchange.

9. PICIC underwrites the issue of new shares floated by companies.
10. It provides guarantee on loans.

In 1990, the PICIC announced the launching of merchant banking to
facilitate more availability of loans to industrialists, promote further

-

ndustrial gowth, and revive sick industries that have been closed for
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-

PICIC COMMERCIAL BANK

On 28 June, 2001 the PICIC took a leap forward when it bought
controlling shares of the Gulf Commercial Bank, previously known 2
Schon Bank, and got them transferred to its name. The bank has bes
named as PICIC Commercial Bank Limited and got the status of the
scheduled bank. It is also listed at the Pakistan’s three stoc
exchanges. Being the listed company its non-government sluu
be bought and sold at the stock exchange. It performs all those
functions that a commercial bank does However, nhasﬁ)anedm

following:

l Ctedttandloanfwihnaoﬂ’aedmbm




CHAPTER 18 PAKISTAN'S SPECIALIZED FINANCIAL INSTITUTIONS 209

NATIONAL DEVELOPMENT FINANCE
- CORPORATION(NDFC)

Rs. 500 million
Rs. 390 million
Rs. 2.082 billion
Rs. 22.161 billion
Rs. 21.523 billion
Rs. 5.522 billion
~ Rs. 7.803 billion
Rs. 32.642 billion
~ Rs. 0.718 million
(330.3 million in 1992)
tes Nil (90.0 million in 1992 )
w&mbm's -

7 2§membm
LSS

g, n and chief executive
ﬁve directors who have
.f.nr on by Vlrtue Oftheu'

:--f"r !nvestment, Govt of

11 fh‘v_,i vt
YL *gﬂ..ﬁf
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profit is permissible if the certificate is cashed within three months,
The certificate is subject to zakat and withholding tax.

2. Special Deposit Account (SDA)

This scheme has been devised especially for individuals, housewives
and institutions. The account allows multiple deposits and
withdrawals, profit included. If the minimum balance is maintained at
Rs. 10,000, profit is calculated on daily basis. The account is liable to
zakat and withholding tax.

- 3. Standard Certificate of Deposit (SCD)

The maturity period of SCD is flexible ranging from one month to five

years. The higher the period the greater is the rate of return. The profit
~ plan is as follows : ;

b Qne month maturity 8%
6 months maturity 11.5%
aturi ™ 15%
ty period is up to one year the i |
/ T, if the certificate is fox)::fove oﬁ;o)ita:,s t}l:ea ):rglﬁetﬁ
X withholding tax are compulsorily

B CHEHY R it
o 3 Al 4 s

L RN
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- Itis also subject to zakat and withholding tax.

. :'- | “H €r t Account

1€ ts refared to as INVESTAR introduced in 1994 for
orporations, partncrships, and trusts. The scheme is

by fmmcml analysts and experts. Under it the NDFC
) : share& stoeks and bonds listed at the stock

Wiy
_investor authorizes the

it the investor exercises his
S L

s for advancing
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b. First mortgage on the entire company assets

c. First floating charge on all businesses, undertakings, ang
the borrower

d. Pledging of shares with blank transfer deeds

e. Pledging of promissory notes

f. Personal guarantees

3. Fees

The following charges are paid by the borrower.

a. Legal documentation fee @ % percent of the loan
- b. A half percent of the loan as project examination fee
c. nitment fee at the rate of 3/8 percent per

fative

%) project monitoring fee is ch
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3. Capital Market Operations -

The corporation deals in capital market activities. In Pakistan there are

m ‘stock exchanges viz.,, Karachi, Lahore, Islamabad stock
hanges. It buys and sells shares, bonds, and stocks through these

‘ It also carries out its own investment schemes such as

rgy P_rojects in the Private Sector

ces m‘gy projects in the private sector. For this
y Henoe it mtered into agreement with
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MRD had conducted 12 market studies by the end of 1995._5;
research related to the fields of chemicals, hotels, resorts, and textiles
The department has also carried out coordination work for SAARC
Fund (South Asian Association of Regional Cooperation Fund)

EEmsSS

1.  Write a note on International Monetary Fund.
¢ a brief history of IMF. _
bi ipants of IMF and what are its resources?
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CHAPTER 19

INTERNATIONAL FINANCIAL
INSTITUTIONS

INTERNATIONAL MONETARY FUND

(IMF)
Date of establishment December 27,1945
el Beginning of Operations May 1946
.  Registered office Washington
P Funds:
May 1946 $ 8.8 billion
- January 1961 $ 14.74 billion
April 1963 $ 15.23 billion

September each year
185

2693 from 141 countries
African, Asia and Pacific, Middle

East, Central Asia,  Western
- Hemisphere

30, $28.28 billion or SDR 19.227 billion
= "\;.‘ v \l -“ 30’

IMF & Members 1 Standby
. i 1 Extended

27 ‘l:"veﬁy Reduction & Growth
Facility (PRGF)

$ 16.642 billion or SpR 11.313

In May, 1946 the IMF

nge rates system and oil
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of Special Drawing Rights (SDR). The second amendment was on the
review of the IMF’s responsibilities. The third was on empowering
the Fund to suspend the membership of its member that failed to fulfil
its obligations. In mid 90s the IMF provided $ 8 billion to Mexico and
S 9 billion to Russia and Ukraine. These were the largest ever

~ packages in the history of IMF which squeezed its financial resources.
Thc Group of seven summit in Halifax, arranged in June 1995
recommended to double the IMF’s gencral arrangement to borrow up
to $ 55 million.

-

_ m has adopted a strategy to lend to those countries on following

se to aQas an international central bank. It
.' 5 as:
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2. Or to pay two percent of its total gold and dollar reserves.

Each member is assigned a quota that establishes its voting power

{ Quotas & :
i Exchange subscription, and the limit of foreign exchange amount which it ca
Operators borrow. Each member is required to subscribe partly in gold and part);

in its own currency.

The Fund has designated the following banks as the custodian of
its gold reserves:

The Federal Reserve Bank of New York
The Bank of England

The Bank of France

The Reserve Bank of India

R

The IMF holds its currency subscription for the most part in the
form of non-interest-bearing and non-negotiable notes that may be

cashed on demand.

Every member is required to contact IMF to buy gold for its
~ reserves. However, if gold is available at better terms in the open
~ market the member can buy from there.

Ly TR 7 |

~Every member can withdraw from its quota up to 25 percent each
If a country is compelled to borrow from the Fund time and again, |
indicates that the country is facing the problem of balance of
r such circumstances the fund will take the following

| mlmuy and demand of it to investigate int0

mber to lend m the IMF in its own |
rt to rationing of its currency.
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m - .A 2 . . .
| faﬂlhtﬁﬁ.ﬂ'ef gmde and eliminate foreign exchange restrictions.

o al
C

g~ L &) gL, .".'
s its member to maintain exchan ili
b exchange rates stability among

| [ O nle
b aes - ] = .=
" am

_* s Bova. . - -
lIs g« mdﬁ’ certain circumstances. It also
g and selling or movement of gold among

<P

. large projects for its members. It
- mation and offers its expert
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—

WORLD BANK
International Bank for the Reconstruction

‘and Development (IBRD)

Some Basic Date of establishment - July, 1944
Facts Date of Commencing business June, 1946

Head office Washington
Total members : 139 (in 1982)

146 (in 1985)
174 (in 1994)
: 185 (2007) |
Management 1. Board of governors ‘
= Governor and alternate govemors
2. 24 executive directors
| $ 10 billion

$ 142 billion

$ 11,483 million
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The World Bank requires that all loans except those to member
govermnments must be guaranteed by the member government
concerned. It provides loan capital and does not invest in shares. It
finances foreign exchange requirements for certain proiccts. It does
not provide loans for local expenditure or working capital. The bank
finances large public projects. It finance small projects in the private
sector only through the development banks.

The management of the bank is as follows:
3. Bank has a board of governors represented by each country
through one governor and one deputy governor.

2. An executive board of directors has been formed consisting of 24
mmbelsofwlnch ﬁveatepelmanent and 19 elected.

ersonnel are managed by a prwdent who is
byexemmve directors.
ﬂfﬁebuk have been determined as follows:

capual of the bank was US § 10 billion
hares worth $ 100,000 each.

d to US 521 billion. However, most of the
ans which are received from its rich and
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The World Bank has been formed for the following objectives: .

Functions &
Objectives |
1. Recconstruction

The pioneer objective of the bank was to reconstruct the countries
greatly afflicted in World War II. Now it aims at providing funds o
member countries for productive and economic purposes.

2. Foreign Investment

It encourages foreign investment by providing bank guarantees and
through participation. If a member country finds itself unable to obtain
foreign investments on suitable conditions, the World Bank is

L 34 approached for help.
o 3, Balan;:ed Forcign Trade
o o £

The bank helps its member countries maintain their balanced foreign
tmde It tries to find ways and means to attract international foreagn '!"

vestments in needy countries.

ility reports and offem expert services on techmcak-t
_,;'_.mdoﬂlersemces. | .o

mwmc RIGHTS .

ed by the IMF. It is used by
@ther. The SDRs are not
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deficit country can use its SDR to get the currency of the relevant
surplus country. In other words, it can import goods from the surplus
country for SDRs. Hence the SDR of the deficit country slip into the
surplus country which gets interest on them from the deficit country.

No country is obliged to accept SDR from other countries if the
amount is greater than twice its own allocated SDRs.

k, _‘._.'; The development of SDR is tc avert international liquidity

Jem and to solve the issue of disequilibrium in balance of
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C. Measure to control the shortfall of exchange reserves
D. B&C E. A&C

Import quota as an exchange control measure refers to

A. Allowing partial import B. Disallowing total imports
C. Allowing free imports D.

E. B&C

ANSWER KEY
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CHAPTER 20

E-BANKING
(ELECTRONIC BANKING)

‘When banking transactions are struck electronically rather than face-
to-face, it is referred to as electronic banking. It is just like e-
commerce or e-marketing in which business transactions including
buying and selling are performed electronically.

e term electronic banking is wide in scope and includes PC
al banking, online banking, phone banking, mobile
g and ATM banking.

F

ments and Equipments Required in E-Banking

Mo 1 S I h s R [k & Lo ez -
TIg Instruments and equipments are required for electronic
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y bills are promptly paid without queuing and late payment is

s to your account round the clock over the week.

sing hours, no holydays and no Sundays can stop
On ON your account.

ed, as checks that have cost are not used in e-

to the bank but an

iven to the bank is leaked out
k for if”ihéch the customer will be

'l

re common.
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verbally told at the time of transaction. In addition other CODﬁdenTg
information as mother’s name is also used.

PC Banking It is also a variation of online banking for making banking
transactions. It uses personal computer (PC) and a modem. Fo;
running this system the bank provides its clients a financial software
on ownership basis. |

M It refers to Automated Teller Machine through which cash in the
Banking ~ account can be drawn. These machines are usually installed outside
~ the bank premises. It works round the clock. The machine accepts

credit or debit, or ATM cards.

ATM

» JiTALy ot
A e




