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	INTER BANK ELECTRONIC FUND TRANSFER SYSTEM (EFT SYSTEM) 

OBJECTIVES:
TO PROMOTE AND DEVELOP AN ELECTRONIC FUNDS TRANSFER MECHANISM WHEREBY BANKS WOULD BE ABLE TO PROVIDE REMITTANCE TO THEIR CUSTOMERS FROM ANY OF THEIR BRANCHES, AT "DESIGNATED CENTRES" TO ANY OTHER BRANCH OF THE SAME OR OTHER BANKS AT THE SAME OR ANY OTHER "DESIGNATED CENTRE".
SALIENT FEATURES:
· Acceptable for TRANSFER transactions only - No transactions in cash. 
· The maximum limit per transaction is Rs.2 crores.
· Commission & exchange rates - Rs.25.00 per transaction.
Back
SWIFT 

SWIFT is an international computer network specially dedicated to handle the international inter-bank payments and message traffic. A group of 239 banks came together and formed a co-operative society named as SOCIETY FOR WORLDWIDE INTERBANK FINANCIAL TELECOMMUNICATION (SWIFT) in 1974. Presently, SWIFT is in operation in more than 4000 institutions, representing nearly 120 countries.
OBJECTIVES OF SWIFT:
· To standardise the Fund Transfer instructions among the member participants.
· Immediate delivery of payment instructions and related messages.
· To enhance the security levels of such transfers.
· To reduce the cost of message transmission.
· To provide service that is worldwide, round the clock and available on all days of the week.

SERVICES OFFERED:
SWIFT offers services and transactions essential for efficient international banking operations such as:-
· Customer and bank payments.
· Credit/debit advices.
· Statements.
· Foreign exchange and money market confirmation.
· Collections.
· Documentary credits ( L/C).
· Interbank securities trading.
· Balance reporting.
· Payment systems.
· Travellers cheques.
· Guarantees.
· Cash Letters.

BENEFITS OF SWIFT:
· The combined advantages of reduced cost, higher speed and rigid control with greater security for the increasingly voluminous data are of special interest to all banks as well as to the customers.
· Standard procedures throughout the world using standard message formats.
· Retrival of any message.

SWIFT IN CENTRAL BANK OF INDIA:
Central Bank of India has been a member of  SWIFT since 3.12.1991.
CBT is located at International Division, Bajaj Bhawan, Mumbai.
The SWIFT BIC code is 'CBININBB'.
SWIFT offers support services which guarantees smooth operation to derive maximum benefits from the system. It also provides education and training programmes. The Support Centres offer day-to-day support on-call by a team of professionals round the clock for its rapid and effective use.
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CENTRAL KISAN CREDIT CARD (CKCC)
OBJECTIVE:
This scheme is made to meet urgent credit requirement including working capital for agricultural and allied activities like dairy, poultry, etc. of farmers. The Agri Card will enable a farmer to use a loan sanctioned to him as and when he needs to purchase inputs like seed, fertilizer and pesticides or to get cash resources to increase crop production and to meet working capital requirements.
CARDS
The beneficiaries will be issued a credit card cum pass book, which will serve both as an identity card as well as facilitate recording of the transactions on an ongoing basis.
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DEMAT


It is the process by which physical certificates of an investor are converted in electronic form and credited in the investor's account with his Depository Participant (DP). The investor can dematerialise only those certificates that are registered in his name and these certificates belong to the list of securities admitted for dematerialisation at NSDL.


Back
REMAT
The investor is allowed to get back the securities in the physical form, by requesting NSDL through his DP. NSDL intimates the registrar who prints the certificates. This process is knows as 'REMATERIALISATION'.
Back
CERTIFICATE OF DEPOSIT


This is a negotiable interest-bearing debt instrument of specific maturity issued by banks. A CD represents the title to a TIME DEPOSIT with a bank, but is a liquid instrument since it can be traded in the Secondary Market. It is a Money Market instrument with a maturity of less than one year and is issued at a discount from the face value. Interest is the difference between the issue price and the face value, which the holder receives at maturity.


Back
DERIVATIVES


Derivatives is a financial contract that derives its value from another asset or an index of asset values. These underlying assets may be foreign exchange, bonds, equities or commodities.
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Derivatives traded at exchanges are standardised contracts that have standard delivery dates and trading units. OTC derivatives are customised contracts that enable the parties to select the trading units and delivery dates to suit their requirements.
Back
 

 

 

FLOATING EXCHANGE RATE

It is the exchange rate of a currency that is allowed to float, either within a narrow specified band around a reference rate or freely according to market forces. These forces of demand and supply are influenced by factors, such as, a nation's economic health, trade performance and balance of payments position, interest rates and inflation.
Back
 

 

 

 

 

 

OPTION
 

A contract that gives a holder the right to buy (Call Option) or sell (Put Option) a certain number of shares of a company at a specified price is known as the 'Striking Price' or 'Exercise Price'. 
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REPOS/REVERSE REPOS
An abbreviation for a Sale and Repurchase Agreement, is also termed 'Buy Back', 'RP', or 'Ready Forward' (RF). It is a sale of securities with an agreement to repurchase the same on a future date and at a specific price. By doing so, funds become temporarily available. The difference between the sale and purchase price, the latter being slightly higher, is the interest earned by the investor or lender. Alternatively, the sale and repurchase prices may be identical, with the borrower agreeing to pay a specific interest charge. It is, in effect, a short-term loan secured by the assets sold to the lender. Institutional investors with surplus funds find repos a convenient vehicle.

The term 'REVERSE REPURCHASE AGREEMENT' refers to a repos deal viewed from the perspective of the supplier of funds. The assets are bought with an agreement to resell them at a fixed price on a future date.
 

Back
 

 

SECONDARY MARKET
The segment of financial markets in which securities that have already been issued are traded. Thus the secondary market comprises of security exchanges and transactions taking place elsewhere, for e.g. Kerb Deals.
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FOREX OPEN POSITION
 

A corporate/financial institution, which deals in buying and selling of foreign exchange, may keep their position either at 'overbought or 'oversold' which is exposed to exchange risk. Keeping their position as either 'overbought' or 'oversold' is known as Open Position.
Back
 

 

 

 

 

EXIM POLICY
EXIM policy stands for the Export-Import Policy. Government of India announced through the Ministry of Commerce, their long term policy for five years. The first long term policy was announced in March, 1992, which came into force for five years, starting 1.4.1992 to 31.03.1997. This policy mainly deals with incentives to exporters and regulates the physical movement of goods from/to India through a negative list. Every year the Commerce Ministry reviews the policy and suggests amendments wherever necessary.
Back
 

 

 

 

RBI REFINANCES/REDISCOUNT FACILITIES
Refinance is the system under which a Bank/F.I borrows from apex banking institutions or other such specific institutions. It is a measure which is used by apex bank in a  short-term period to control/regulate call money rates.
Rediscounting implies discounting of a debt instrument such as a Bill of Exchange by a Bank/F.I. which had earlier discounted it.
Back
 

 

 

 

FUNGIBLE FORM OF SHARES
A Share is termed as fungible when it can be replaced by another share of a similar description. This is quite relevant in the process of dematerialisation of shares where physical share certificates are destroyed and as an alternative, these shares are maintained in electronic form by Depository Participants.
Back
 

 

 

WEAK BANK – NARASIMHAM COMMITTEE - II
A ‘Weak Bank’ has been defined by the committee as follows:
· Where a total of accumulated losses of the bank and net NPA amount, exceeds the net worth of the bank.
· Alternatively, where operating profit minus income from recapitalisation bonds results in a negative position, for the last three consecutive years.
Back
 

 

 

INCOME RECOGNITION NORMS – DEFINITION OF NPA
RBI has defined NPA as follows(credit facilitywise)

NPA - Term Loan : If interest and/instalment of principal remains overdue for a period of more than 180 days.
NPA - Cash credit & overdraft : A CC/OD account will have to be treated as NPA if account remains out of order for more than 180 days.
NPA - Bills purchased & Discounted : If the bill remains overdue for a period of more than 180 days.
NPA - Other accounts : Any other credit facility such as payments made by the Bank under LC/LG/DPG etc. should be treated as NPA if the amount to be received remains overdue for a period of more than 180 days.
Back
 

 

 

SELECTIVE CREDIT CONTROL
With the view to discourage hoarding and black-marketing of certain essential commodities by traders, RBI has been controlling margins, sanctioning powers and rate of interest charged by banks to borrowers dealing in such sensitive commodities. The list of items under selective credit control is revised from time to time as per market forces. 
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SELF HELP GROUPS 
Self Help Groups are made up of rural poor. Banks may provide credit in bulk directly to the group, which may be an informal group or a registered body. The SHG in turn will on-lend to its members on terms agreed mutually among themselves. The quantum of credit is linked to the savings mobilised by the group. The savings credit ratio may vary from 1:1 to 1:4 based on the assessment of capabilities of SHG by the lending bank.
Back
 

 

 

 

 

SWEAT EQUITY 

Sweat Equity is the equity issued by the company to employees or director’s at a discount for consideration other than cash for providing the know-how or making available rights in the nature of intellectual property rights or value addition. It is issued by corporates to retain the human assets. SEBI is formulating a policy whereby it will mandate a three year lock in period from the date of allotment of shares issued under the Sweat Equity Plan.
Back
 

 

 

 

G.N.P.
Gross National Product is the aggregate market value of all final goods and services produced during a given year in a country.
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G.D.P.
 

Gross Domestic Product is the sum total of values of output of goods and services in the country without adding net factor incomes received from abroad.
Back
 

 

 

 

 

 N.N.P.
Net National Product is the value of the net output of the economy during a year. It is arrived at by deducting the value of depreciation or replacement allowance of the capital assets from G.N.P. 
Back
 

 

 

 

 

 BUILD – OPERATE – TRANSFER (BOT)
This is one of the methods adopted by developing countries for attracting private sector funds for infrastructure development and is known as build-operate-transfer agreement.
Here, the private investor builds, operates and transfers the facility back to the government at the end of a specified period call the Concession Period.
Back
 

 

 

 

 B.O.O. [Build-Own-Operate agreement ]
Here the private sponsor builds, owns and operates the infrastructure facility for the entire life of the project.
Back
 

 

 

 

 

B.O.L.T : [Build-Operate-Lease-Transfer]
Here the private investor builds by taking the project on lease and after the lease period, transfers it back to the government.
Back
 

 

 

 

 

 

 VAR : [Value at Risk]
The new complexities of financial instruments makes the assessment of risk of the exposed positions inadequate. VAR is a simple and attractive model to compute portfolio risk by assigning probabilities of value-chain (asset-price data) quantified by a measurement of their standard deviations.
Back
 

 

 

 

 

LIQUIDITY RISK

Measuring and managing liquidity is vital for effective operations in commercial banks. The
bank’s asset and liability as on a particular day can be put on various residual maturity periods called 'time buckets' varying from 1 – 14 days, 15 – 28 days and so on. All the liability figures are outflows while the asset figures are inflows. The bank can find out the net outflow or inflow in different periods and make their strategies so as to meet the mismatches in outflows. By assuring a bank’s ability to meet its liabilities as they become due, liquidity management can reduce the probability of an adverse situation arising.
Back
 

 

 

 

 

 TIME BUCKETS IN ALM 
The assets and liabilities of a bank’s balance sheet are nothing but future cash inflows or outflows. To measure the liquidity and interest rate risk, the use of maturity ladder and calculation of cumulative surplus or deficit of funds in different time slots on the basis of statutory reserve cycle of 14 days are termed as time buckets. As per RBI guidelines, commercial banks have to distribute the outflows/inflows in different residual maturity period known as time buckets, varying from 1–14 days, 15–28 days, 29 days upto 3 months and so on.
Back
 

 

 

 

 

 INTEREST RISK
The phased deregulation of interest rates and the operational flexibility given to banks in pricing most of the assets and liabilities imply the need for the banking system to hedge the Interest-Rate Risk. Interest Rate Risk is the risk where changes in market interest rates might adversely affect the Bank’s Net Interest Income. The gap report should be generated by grouping interest rate sensitive liabilities, assets and off balance sheet positions into time buckets according to residual maturity or next repricing period, whichever is earlier. Interest rates on term deposits are fixed during their currency while the advance interest rates are floating rates. The gaps on the assets and liabilities are to be identified on different time buckets from 1–28 days, 29 days upto 3 months and so on. The interest changes should be studied vis-a-vis the impact on profitability on different time buckets to assess the interest rate risk. 
Back
 

 

 

 

RATE SENSITIVE ASSETS AND LIABILITIES

An asset or liability is normally classified as rate sensitive, if:
· Within the time interval under consideration, there is a cash flow,
· The interest rate resets/reprices contractually during the interval,
· RBI changes interest rates (i.e. interest rates on Savings Bank Deposits, DRI advances, Export Credit, Refinance, CRR balance, etc.) in cases where rates are administered and,
· It is contractually pre-payable or withdrawal before the stated maturities.
Certain assets and liabilities receive/pay rates that vary with a reference rate. These assets and liabilities are repriced at pre-determined intervals and are rate sensitive at the time of repricing.
Back
 

 

 

 

 ASSET LIABILITY MANAGEMENT SYSTEM
ALM is concerned with risk management and provides a comprehensive and dynamic framework for measuring, monitoring and managing liquidity interest rate, foreign exchange and equity and commodity price risks of a bank that needs to be closely integrated with the banks’ business strategy. ALM involves assessment of various types of risks and altering asset-liability portfolio in a dynamic way in order to manage risks.
Back
 

 

 

 

 

 INTERNAL RATE OF RETURN
IRR is the discount rate that makes the Net Present Value (NPV) of a project equal to zero. This rate becomes the cut off rate to borrow money to finance the project. If the cost of funds is above this rate, the project is financially not viable.
Back
 

 

 

 

 

 GROSS NPA AND NET NPA
Gross Non Performing assets is the total outstanding of all the borrowers classified as non-performing assets (viz, substandard, doubtful and loss asset). 
Net Non Performing assets is the Gross NPA minus gross provision made, unrealised interest and unadjusted credit balances with regard to various NPA accounts.
Back
 

 

 

 

 

 RATIOS – CRR & SLR 
CRR
Among the tools available to the Central Bank of a country to influence and control the monetary aggregates of the country, the most powerful is that relating to cash reserve requirements imposed on banks. Under section 42 (1) of RBI act, 1934, every scheduled commercial bank was required to maintain with the RBI every fortnight a minimum average daily cash reserve equivalent to 3% of its Net Demand and Time Liabilities (NDTL) outstanding as on the Friday of the previous week. The RBI is empowered to vary the CRR between 3% and 15%. RBI is using the CRR either to impound the excess liquidity or to release funds needed for the economy from time to time. At present CRR rate is 4.75% from 16/11/02
SLR
Under section 24 (b) of the Banking Regulation Act, 1949, every bank is required to maintain at the close of business every day, a minimum proportion of their Net Demand and Time Liabilities as liquid assets in the form of cash, gold and un-encumbered approved securities. The ratio of liquid assets to demand and time liabilities is known as Statutory Liquidity Ratio (SLR). Present SLR is 25%. The RBI is empowered to increase the SLR upto 40%. 
Back
 

 

 

 

 

 CAPITAL – TIER I AND TIER II
Capital structure of banks is made up of 2 tiers.
Tier I refers to core capital consisting of Capital, Statutory Reserve, Revenue and other reserves, Capital Reserve (excluding Revaluation Reserves) and unallocated surplus/profit but excluding accumulated losses, investments in subsidiaries and other intangible assets.
Tier II is comprised of Property Revaluation Reserve, Undisclosed Reserves, Hybrid Capital, Subordinated Term Debt and General Provisions. This is Supplementary Capital.
Capital adequacy is determined as a ratio of capital funds to total Risk Weighted Assets of the bank.
Back
 

 

 

 

 

  DEPOSITORY SERVICES
A Depository holds securities of investors in electronic form and renders services related to transactions in securities. The purpose of establishing depository are to reduce paper work, to eliminate risks attached to physical form of certificates, to reduce transaction cost and to facilitate pledging of securities.
Presently we have 2 depositories functioning in India: 
(a) National Securities Depository Ltd (NSDL) promoted by IDBI, UTI, NSE and SBI; 
(b) Central Depository Services Ltd. promoted by BSE, Bank of India, Bank of Baroda, SBI and HDFC Bank. 
Back
 

 

 

 

 

 DEPOSITORY PARTICIPANTS (D.P.)
A Depository interfaces with investors through agents known as Depository participants. Institutions which are eligible to function as D.P. are Scheduled Commercial Bank, Bank approved by RBI, Public Financial Institutions, State Financial Corporation, Clearing Corporations, NBFC, SEBI registered brokers and SEBI registered custodians.
The institution must have a minimum net worth of rupees one crore. The concerned depository has the right to choose D.P. subject to approval of SEBI. A D.P. opens accounts of the investors.
Back
 

 

 

 

 

BANK RATE
Bank Rate is the rate at which RBI allows finance to commercial banks. Normally, different types of refinance facilities by RBI to banks are linked to a Bank Rate.
Bank Rate is a tool which RBI uses for short-term purposes. Any revision in Bank Rate by RBI is a signal to banks to revise deposit rates as well as Prime Lending Rate.
For greater effectiveness, this tool is used together with other measures like Cash Reserve Ratio and Repo Rate. At present, the bank rate is 6.5% p.a.
Back
 

 

 

 

 

 

 YIELD TO MATURITY

It is an annualised rate of return on investment. It indicates return earned by an investor on a debenture or bond held till maturity. It is a discount rate which equates the present value of a security’s inflows to its purchase price. It is assumed that the periodic inflows are reinvested at the rate equal to the yield to maturity. 
Back
 

 

 

 

 

 YIELD CURVE
It is a graphical representation of the pattern of yields on a specific date for government securities with varying maturities. Yield curve can take different shapes depending upon the prevailing conditions at any point of time. Yield curve reflects the broad expectations about interest rates.
Back
 

 

 

 

 

Categorisation and valuation of Bank's Investments
The entire investment portfolio of the banks(including SLR and NON-SLR securities) will be classified under three categories, viz, 'Held to Maturity', 'Available for Sale' and 'Held for Trading'.
The securities acquiredby the banks with the intension to hold them up to maturity will be classified under Held to Maturity. The securities acquired by the banks with the intension to trade by taking advantage of the short-term price/interest rate movements will be classified under Held for Trading. The securities which do not fall within the above two categories will be classified under Available for Sale.
Market Value
The 'market value' for the purpose of periodical valuation of investments included in the Available for Sale and Held for Trading categories would be the market price of the scrip as available from the trades/quotes on the stock exchanges, price of SGL transactions, price list of RBI.
Back
 

 

 

 

 

 

 COMMERCIAL PAPER [ C.P]    
It is an instrument by which blue chip companies raise funds from the market. The company should have a  minimum NET WORTH of rupees four crores and having a sanctioned working capital limit from a bank/FI. Normally, the rate on commercial paper ranges from 8.50 to 10.75% depending on the period, which is cheaper when compared to finance from the bank. Once the company repays commercial paper, the working capital limits hitherto availed from the bank is restored.
Back
 

 

 

 

 

 

  PRIMARY DEALERS AND SATELLITE DEALERS
Primary Dealers are those corporations like Discount & Finance House of India Ltd., which are active in government securities market. Minimum net owned funds for them is Rs.50 crores. They have a double code i.e. of sales and purchases. They have to commit a minimum bidding per year. They take part in primary as well secondary market. At present, there are 13 primary dealers.
Satellite dealers act on behalf of primary dealers and render services in any part of the country. The minimum net owned funds is prescribed as Rs.5 crores.
Back
 

 

 

 

 

 

 NINTH FIVE YEAR PLAN (1997-2002)
National Development Council approved the 9th five-year plan in January, 1997. This plan has emphasised the need to develop an agriculture sector, rural sector and people oriented schemes with a view to reduce poverty, unemployment and economic inequalities. The growth rate is estimated at 7% per annum. To strengthen the financial position of the government, it is necessary to enhance the recovery of direct taxes. It is proposed that the Central Government shall share 29% of the revenue to the state governments. Special importance will have to be given to the infrastructure project which will eventually lead to the progress of other business and industries.
Back
 

 

 

 

 

 

WAYS AND MEANS ADVANCES – WMA
RBI has granted the facility of overdraft to the Central Government as well to State Governments. These government borrowings result in high increase in interest payments on public debt. This enlarged borrowing programme of the government has brought pressure on absorptive capacity of the market. With a view to check the adverse impact of government’s large borrowing programme on interest rates, RBI announced in June '98, its intention to accept private placement of government securities from time to time. In any case, fiscal deficit of government and its borrowing requirements are to be kept within reasonable limits.
Back
 

 

 

 

 

 

 DISCLOSURE NORMS
With a view to bring in transparency in banking transactions and for the benefit of investors, depositors and general public, RBI has stipulated disclosure norms to be observed by banks. These are as follows: 

· Capital adequacy ratio.
· Per employee business.
· Per branch profit.
· Maturity profile of the rate sensitive assets and liabilities.
· Average cost of funds and return on assets. 
· Movements of NPAs, quantum-wise gross and net NDA, opening balance and closing balance.
· Maturity pattern of deposits, loans, investments, borrowings foreign currency assets-liabilities as per buckets prescribed under Asset-Liability Management guidelines.
Back
 

 

 

 

 

 

 

 OMBUDSMAN
He is one who looks after complaints from general public/customers in respect to banking services. RBI makes appointment of this authority in each state. The purpose is to settle amicably the customers’ grievances and in the long run to improve upon banker-customer relationships. 15 ombudsmen have been appointed till date.
Back
 

 

 

 

 

 

 

  GAP ANALYSIS
The various items of rate sensitive assets and liabilities and off-balance sheet items are to be classified in the various time buckets such as 1-28 days, 29 days and upto 3 months etc. and items non-sensitive to interest based on the probable date for change in interest.
The gap is the difference between Rate Sensitive Assets (RSA) and Rate Sensitive Liabilities (RSL) in various time buckets. The positive gap indicates that it has more RSAS than RSLS whereas the negative gap indicates that it has more RSLS. The gap reports indicate whether the institution is in a position to benefit from rising interest rates by having a Positive Gap (RSA > RSL) or whether it is a position to benefit from declining interest rate by a negative Gap (RSL > RSA).


