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Preface

TheBSE IngtituteLtd. isthewholly owned subsidiary of BSE Limited. BSE InstituteLtd. inheritsfrom
BSE theknowledge and insightsinto the capital marketsindustry, garnered over the past 140 years.

BSE Institute L td. hasthe distinct advantage of being at the centre of action— thefinancial hub of
India, oneof theworld's most rapid emerging markets. Thishas helped us provideinsightsinto the
uniquefunctionsof thisworld. Emerging markets such asthe BRIC countries— Brazil, Russia, India,
and China— can entice and intimidate. However, thefirst-hand experience of our faculty and subject
matter expertsin dealing with therealitiesof this market enables usto appreciate how organizations,
entrepreneurs, and investorsidentify and respond to these new challengesand opportunities.

Hence, our programs are designed to hel p |earners devel op an actionableframework to delveinto key
aspectslike:
e Identifyingwhich market ingtitutionsareworking, and whichingitutionsaremissing?

e  Whichpartsof our busnessmodel canbeadversdly affected by theseinstitutional voids?
e  How canwebuild competitive advantage based on our ability to navigateingtitutional voids?

e Howcanweprofit fromthestructura reality of emerging markets by identifying opportunitiesto
fill voids, servingasmarket intermediaries?

Our commitment to being at theforefront of the current and evolving practice of businesshasled to
programsthat reflect theredities of the marketplace.

Casestudiesreplicate actual businesssituationsand are taught so that students must work together to
makedifficult decis onsunder typica management conditions, including alack of completeinformetion,
complex trade off Situationsand timepressure.

TheBoard takesthisopportunity to thankfully acknowl edge the commendablework of BSE Institute
Ltd in providing support to CBSE for successfully launching and implementing courses under NSQF.

Commentsand suggestionsare welcomed for further improvement of the book.
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UNIT 1
ANCILLARY SERVICES OF BANKS

OBJECTIVES

After reading this unit you will be able to:

Describe the features of safe custody services & Bank roles & responsibilities
List the rules of Safe Deposit locker and process of availing Bank locker facility
Elucidate the importance of Electronic payments

Summaries the advantages of RTGS/ NEFT

Understand fee based services — Bank Guarantee and Letter of credit

Understand the benefits to the Banks in selling Third Party Products (TPP)

List the salient features of Credit / Debit cards

Understand the Brokerage / Demat account features and its advantages

STRUCTURE

11
12
1.3
14
15
16
1.7
1.8
1.9

Safe Custody of Valuables

Locker Operations.

Remittances — RTGS/ NEFT / Drafts

Fee based services - Issuing Bank Guarantees (BG) and Letters of credit (LC)
Sdling Third Party Products- Insurance and Mutud fund units

Credit Cards & Debit Cards

Brokerage & Demat Services

Summary
Practice Questions

1.1 Safe Custody of Valuables

Banks offer thefacility of safe custody of valuablesto the public. Though thereis no obligation on
them to accept the vauables for safe custody and it is not a primary function of bank, yesthisfacility
is provided by banks to earn a fee based income.
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Wrong delivery of the articles kept with banker for safe custody to an unauthorized person is
conversion (putting goods for one’'s own use). Banks take charge of goods, articles, securities as
Bailee not as trustee or agent.

Bailor — Bailee Relationship: Bailment is a contract for delivering goods by one party to another
to be held in trust for a specific purpose and returned when the purpose is over. Bailor isthe party
that delivers the goods to another. Bailee is the party to whom the same is delivered. So, when a
customer gives a sealed box to the bank for safe keeping, the customer became the bailor, and the
bank becomes the bailee.

Bailment Definition: Section 148 of Indian Contract Act defines Bailment as:

The delivery of goods by one to another person for some purpose, upon a contract that they shall,
when the purpose is accomplished, be returned or otherwise disposed of according to the directions
of the person delivering them. The person delivering the goods is called the ‘Bailor’, and the person
to whom goods are delivered is called the ‘Baileg'.

Essentials of Bailment: Essentials of Bailment are
» Goods. Baillment can be effected only with respect to goods.
> Dedivery: Delivery of goods by one person to another is essential.

> ‘Ddivery includes: Physica delivery, Constructive delivery or Symbolic delivery. Goods are
to be returned to the bailor without demand unless agreed otherwise. The same goods along
with any accretion, are to be returned e.g., bonus shares, calf born to a cow.

Duties of Bailor:
» To disclose faults in goods:
< Only known faults where bailment is gratuitous.

s All faultsincluding not known but existing at the time of bailment in case of non-
gratuitous bailment.

» To bear expenses.

%+ Gratuitous Bailment: All expenses— ordinary or extra-ordinary.

¢ Non-Gratuitous Ballment: Only extra-ordinary expenses.

«+ To indemnify for loss caused to the bailee because of defectivetitle.
Duties of Bailee:

Bailee'sduty isnot to mix bailor’s goods with his own or other bailor’s goods. If he does so, then,
where goods can be separated, Bailee shall bear the cost of separation. Where goods cannot be
separated, Bailor has to be compensated for loss to return the goods in specie
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Bailee duties are to take as much care of the goods bailed as a man of ordinary prudence will take
in respect of his own goods of the same nature and value. and, Not to make unauthorized use of
the goods

Liabilities of Bailee: Liahilities of the Bailee are;

» Asper Section 148 of Indian Contract Act, the Bank becomes custodian and as aBaileeis
liable for any loss caused to the Bailor due to his negligence

» Heshould return any increase in goods to the true owner i.e. the bailor.

» Sec 164 — Indian Contract Act, the bailee has to take as much care of such goods as an
ordinary prudent man will take.

1.2 Locker Operations:

Safe deposit vaults or bank lockers have long been considered the safest place to store valueable
viz. jewellery, stock certificates, deeds and other valuables. While most banks offer such afacility,
the locker size, annua rent, deposit required, time period and provision for refund differs from bank
to bank.

A box, usually located inside a bank, is used to store valuables. A safe deposit box is rented by the
bank and can be accessed with keys, pin number or some other security pass. Valuables such as
documents and jewellery are placed inside the box and customers rely on the security of the building
to protect those valuables.

Need of Bank Lockers:

Storing too much jewellery and valuables in the house at times becomes a security issue and an
impediment in case of natural calamities. A bank locker offers a safe, trustworthy space to store
valuables, jewellery, documents and other things dear to you.

Per sons who can avail Bank locker facilities:

A bank locker can be leased to any adult, firm or association. Most banks insist on some kind of
collateral. So, they give alocker only to their existing account holders, or to those who agreeto
open an account (savings or current) or make afixed deposit that covers renta s for three years and
charges for breaking open the locker in case of an eventuality.

Customer / Bank relationship:

The relationship between a p3erson hiring the locker and the bank is that of alessor and alessee.
The banks do not know what is kept in the lockers, so they do not want to compensate if the
contents of the locker go missing.

Bank Locker Charges

The rent of the locker may vary for different branches of the same bank depending on the branch
location. The locker rent is higher if the branch islocated in a prime commercia areaof the city.
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Moreover, private and foreign banks charge a much higher rent compared to public sector banks.

If you decide to close your locker in midyear, in most cases, you forego the annual rent which you
paid a the beginning of the year. As regards the safety aspect, most banks claim that confidentiality
of thelocker’s contentsis maintained, unless the income tax authorities or the police require otherwise.

Process for hiring Bank L ocker:

In order to rent asafe deposit vault, you must first have a savings account with the particular bank.
Some banks may a so ask you to deposit a fixed amount as cautionary deposit for a specific time
period. You have to pay the locker rent in advance, either for one year or more, depending on the
rules of the bank. Apart from the usual documents required for opening abank account (identity and
address proof), banks require signature to be verification process to be completed before renting
out alocker.

All you need to do isfill out asmple locker application form and sign alocker agreement, agreeing
to abide by the terms and conditions, and pay the deposit and the rent. You can operate the locker
either singly or jointly, but only one key is dlotted per customer, while the other key remains with
the bank.
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SAMPLE AGREEMENT FOR HIRING LOCKER

The Federa Bank Limited, having its registered office at Alwaye and one of its branches at
....................................................................................... (hereinafter called ‘the Bank’) agreesto

...................... (hereinafter called the Hirer(s) agree(s) to take on hire, subject to the terms and

conditions endorsed herein below, the Bank’s LOCKEr NO. ......eeeeeeeeeeeeeeeeeeeeeee et

months from thisday at arental of RS. ........ccccooeviinneniineeee for the said period. Unless

and until determined in accordance with the terms and conditions noted herein, the hiring will
continue to like periods upon the terms and conditions given hereunder at periodica rentals which
shall be payable in advance on the last day of the preceding period for the next ensuing period.

FOR THE FEDERAL BANK LIMITED

(MANAGER)

2}

vivieneennn. } Hirer(s)

.
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TERMS AND CONDITIONS

1.
2.

10.

14

The safe deposit vault will remain open on bank working days during ordinary banking hours.

The hirers shall have no right of property in the locker but only exclusive right of use thereof
and access thereto during the period of the agreement and in accordance therewith. The hirer(s)
shall neither assign or sub-let the locker or any part of it nor permit it to be used for any
purpose other than for the deposit of documents, Jewel lery or other valuables nor shdl the hirer
use the locker for the deposit of any property of an explosive nature or goods or any articles,
the keeping of whichisillegal.

Therent is payable strictly in advance for a minimum period of twelve months. If the rent due
isnot paid in due course, the bank reserves the right to refuse access to the locker.

In case of default of payment of rent, the Bank may after issuing aregistered notice giving one
month’s time at the registered address of the hirer, break open the locker and make alist of
the contents and may remove the contents to another safe and/or the bank is at liberty to
auction all or any part of the goods and appropriate the proceeds towards the arrears of the
rent and also towards the cost of breaking the safe and repairs thereto. The hirer will have no
right to complain against the said procedure or to question the list of contents made by the
Bank.

All repairs required to be done to the locker; lock or keys shall be done exclusively by
workmen agppointed by the bank.

In case of loss of keys, the Bank should be notified without delay. All charges for opening and
replacing the locker or keys shall be payable by the hirer(s).

The Bank will not be responsible for any damage or loss to articlesin safe custody as aresult
of any act of war or civil disorder. The Bank will exercise dl such norma precautions asit may
inits absolute discretion deem fit. It will not accept liability for any loss or damage whatever
sustained to items deposited with it. Accordingly hirers are advised in their own interest to
insure any item of value deposited in a safe deposit locker with the Bank.

Either party may terminate the agreement on giving the other party 7 days notice in writing prior
to the date on which the agreed period of hiring terminates. The keys of the locker shal in such
case delivered by the hirer to the Bank during working hours on the day of termination of the
hiring.

If no such notice has been given, the hiring of the locker shal be considered renewed but this
condition is without prejudice to rights of the bank accrued to the bank in the meantime.

Hirer(s) is/ are requested to keep the keys of her / his/ their lockersin a place of safety not
to divulge number of their locker, passwords (if any given) and not to deliver their keysto any
person other than their duly authorised agent.
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11.

12.

13.

14.

15.

16.

17.

18.

19.

20.

21.

22.

23.

For reasons of grave or urgent necessity the Bank reservesthe right of closing the safe deposit
department for such periods asit may consider necessary. The Bank also reserves the right of
making changes in the opening and closing hours of the department without previous intimation.

Any changein the address of the hirer(s) should be intimated to the Bank immediately and any
notice or communication sent by post to the address of the hirer(s) as given to the Bank shall
be considered to have been duly served.

It is hereby agreed that the relation of Bank and the hirer in this connection isthat of a Lessor
and Lessee and not that of banker and a customer or a bailor and bailee.

The hirer(s) agree(s) to abide by such rules and regulations as the Bank may from timeto time
adopt.

In cases where the locker is rented to more than one person any one of them will have access
to the locker unlessinstruction to the contrary is given in writing. Duly appointed agent(s) will
have access to the locker, provided such authority is registered with the bank.

Access to the said locker shall during thejoint lives of the Hirers or the survivors of them be
had by the Hirers of the survivors of them jointly / any one or more of the Hirers. On the degth
of al the Hirers save one all of the rights the Hirers hereunder shall vest in such survivor and
upon his/ her death shall vest in his/ her legal representative(s).

The Bank shall have ageneral lien on all property of the hirer(s) in the Safe Deposit for dl
moneys due from the hirer(s) with power to realise such property or party thereof in satisfaction
of moneys due but not paid.

A deposit of Rs...... per locker is to be made at the time of lease. This amount will be
refunded when the locker is surrendered and key thereof is returned to the Bank in good
condition and provided the hirer(s) does/ do not owe to the Bank any amount by way of
arrears of rent or other charges.

The Bank will have the option to enhance the rent of the locker after giving notice to the hirer(s)
and the hirer(s) will be bound to pay the enhanced rent as decided by the Bank.

The Hirer(s) agree(s) that the bank may a any time, at its discretion and without assigning any
reason call upon them to withdraw the articles from the said locker failing which the Bank will
be absolved from al the responsibilities in respect of the articles.

The Hirer(s) shall have no right to claim refund of the proportionate amount of rent for the
unexpired portion of the agreed period of one year if the Hirer(s) terminates the agreement
before the agreed period.

Notwithstanding the time specified herein before, the Hirer(s) agree(s) that this agreement shdl
be deemed to bein force, unlessit is specifically terminated by either of the parties.

The Bank will have the right to appropriate the key deposit, if any occasion arises to break
open the cubicle on account of non-payment of rent / loss of key.

Name and Address:

Signature of hirer(s)

Ancillary Servicesof Banks
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F.

RBI Guidelines on Lockers:

Allotment of Lockers:

>

Linking the lockers facility with placement of fixed or any other deposit beyond what is
specificaly permitted is arestrictive practice and should be prohibited forthwith.

Fixed Deposit as security for lockers: Banks may face situations where the locker-hirer neither
operates the locker nor pays rent. To ensure prompt payment of locker rent, banks may at the
time of alotment, obtain a Fixed Deposit which would cover 3 years rent and the charges for
breaking open the locker in case of an eventuaity. However, banks should not insist on such
Fixed Deposit from the existing locker-hirers.

Wait List of Lockers: Branches should maintain await list for the purpose of allotment of
lockers and ensure transparency in alotment of lockers. All applications received for alotment
of locker should be acknowledged and given await list number. Banks are also advised to give
acopy of the agreement regarding operation of the locker to the locker-hirer at the time of
alotment of the locker.

Due Diligence:

In a recent incident, explosives and weapons were found in a locker in a bank branch. This
emphasises that banks should be aware of the risks involved in renting safe deposit lockers. In this
connection, banks should take following measures:.

>

>

Banks should carry out customer due diligence for both new and existing customers at least
to the levels prescribed for customers classified as medium risk. If the customer is classified in
ahigher risk category, customer due diligence as per K'Y C norms agpplicable to such higher risk
category should be carried out.

Where the lockers have remained un-operated for more than three years for medium risk
category or one year for ahigher risk category, banks should immediately contact the locker-
hirer and advise him to either operate the locker or surrender it. This exercise should be carried
out even if thelocker hirer is paying the rent regularly. Further, banks should ask the locker
hirer to give in writing, the reasons why he/ she did not operate the locker.

Banks should have clear procedure drawn up in consultation with their legal advisers for
breakings open the lockers and taking stock of inventory.

Loss of Locker Contents:

The bank will, in no way, be responsible/ liable for the contents kept in the locker by the hirer. In
case of theft, burglary or similar unforeseen events, action will be initiated as per law.” The RBI has
also said that even if the banks do not know about the contents of the locker, they should take
necessary steps to protect the contents in the locker. There have been afew casesin the past where
customers have received compensation for loss or damage to locker contents.

16
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Nomination Facility:

It is always beneficial to avail the benefits of nomination facility/ survivorship clause provided to
locker-hirers. The mgjor advantage of availing thesefacilitiesisthat in the event of unfortunate desth
of one of thejoint locker-hirer, the right of accessto the contents of the locker does not automaticaly
devolve on the surviving joint locker-hirer/ nominee (S), unlessthereisasurvivorship dlause nomination.

Operations of Bank Locker:

The locker has two keys for opening the locker. One key is with the lessee (customer) and one
master key iswith the bank. The lessee needsto vist the branch during the specified time mentioned
for the locker operations.

Lesseewill sign theregister filling in the locker number and signs.

>  Responsible Bank officer will verify the signature with the Bank records.
> If thesignature tallies, the officer will take the customer to the locker room.
>  Bank officer will open thelocker with his key and then lesser will open the locker with his key

to open the locker.

» Oncethe locker is opened, the Bank officer will leave the locker room and the lesser will
deposit / withdraw valuables he wants

»  Once he completes his transaction, he closes the locker door and locks the locker with his key
only. The locker operation may vary from the Bank to Bank based on the type of locker,
standard procedure followed by the Bank

1.3 Remittances— RTGS/NEFT/Dr afts

Waysto transfer money: To transfer funds (money) from one person to another person, the banks
have various channelswhich are:

>  Paper Based:
e Chegues
e Demand Draft
»  Electronic Funds Transfer

e NEFT
e RIGS
» Cards
e Credit Cards
e Debit Cards
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There are afew large value payment systems functioning in the country. These are:
> Inter-Bank Cheques Clearing Systems (the Inter-bank Clearing),

»  High Vaue Chegues Clearing System (the High Vaue Clearing),

»  Government Securities Clearing System (the G-Sec Clearing),

»  Foreign Exchange Clearing System (the Forex Clearing) and

» Red Time Gross Settlement (RTGS) System.

All these systems (except the High Value Clearings) are electronic based systems. These mostly
relateto interbank / inter-financid ingtitutiona transactions except the High Vaue Clearing where high
value customer cheques are cleared.

The Inter-bank Clearing functionsin 7 places and the High Vaue Clearing in 15 places— both are
managed by the Reserve Bank of India. The G-Sec Clearing and the Forex Clearing are managed
by the Clearing Corporation of IndiaLimited (CCIL). The RTGS System is operated by the Reserve
Bank of India. All these are deemed to be Systemically Important Payment Systems (SIPS) and
therefore the Reserve Bank has, in line with the internationa best practices in this regard, moved
them (except High Vdue Clearings) to either secure and guaranteed systems or the RTGS System.

A. Real Time Gross Settlements Payments System (RTGS) :

RTGS Transaction Flow

Customer fills up the Data entry and its Data flows through
RTGS funds transfer 'T authorization in CBS 4  totheRBI'SIFTP
p )

request form. / System. 7| and RTGS server

Remittance Amount Data transmitted to Recipient Bank gets

and Charges are paid Intra-day Liquidity Ao Hrins i ahd
as per desired mode Management. credits Customer a/c.
- 8

The acronym ‘RTGS stands for Red Time Gross Settlement, which can be defined as the continuous
(real-time) settlement of funds transfersindividually on an order by order basis (without netting).
‘Real Time meansthe processing of instructions at the time they are received rather than a some
later time; * Gross Settlement’ means the settlement of funds transfer instructions occursindividually
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(onaningruction by ingruction bass). Consdering that the funds settlement takes place in the books
of the Reserve Bank of India, the payments are final and irrevocable.

Under normal circumstances the beneficiary branches are expected to receive the fundsin red time
as soon as funds are transferred by the remitting bank. The beneficiary bank has to credit the
beneficiary’s account within two hours of receiving the funds transfer message.

RTGS Operation:

i. Limit

Type Minimum Maximum

RTGS Rs. 2 Lakhs No Limit

ii. Timeof Operations. RTGS transactions will be sent to RBI based on the following schedule:

RBI settlement Timings for R-41 transactions

(other than Inter Bank transactions)

Day Sart Time End Time
Monday to Friday 09:00 hrs 16:30 hrs
Saturday 09:00 hrs 13:30 hrs

RTGS Tariff:

With aview to rationalize the service charges levied by banks for offering funds transfer through
RTGS system, a broad framework has been mandated as under:

» Inward transactions — Free, no charge to be levied.

»  Outward transactions:
e Between Rs 2 lakhsto 5 lakhs - not exceeding Rs 30.00 per transaction;
e Above Rs 5 lakhs — not exceeding Rs 55.00 per transaction.

The remitting bank receives a message from the Reserve Bank that money has been credited to the
recelving bank. Based on this the remitting bank can advise the remitting customer through SM S that
money has been credited to the receiving bank.

The remitting customer has to furnish the following information to a bank for initiating a RTGS
remittance:

»  Amount to be remitted

»  Remitting customer’s account number which is to be debited

Ancillary Servicesof Banks 19
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Nationa Electronic Funds Transfer (NEFT) is a nation-wide payment system facilitating one-to-one
funds transfer. Under this Scheme, individuas, firms and corporate can electronically transfer funds
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from any bank branch to any individual, firm or corporate having an account with any other bank
branch in the country participating in the Scheme.

For being part of the NEFT funds transfer network, a bank branch has to be NEFT- enabled. The
list of bank-wise branches which are participating in NEFT is provided in the website of Reserve
Bank of Indiaat http://www.rbi.org.in/scripts/neft.aspx

Individuals, firms or corporate maintaining accounts with abank branch can transfer funds using
NEFT. Even such individuas who do not have abank account (wak-in customers) can aso deposit
cash at the NEFT-enabled branches with instructions to transfer funds usng NEFT. However, such
cash remittances will be restricted to amaximum of Rs.50,000/- per transaction. Such customers
have to furnish full detailsincluding complete address, telephone number, etc. NEFT, thus, facilitates
originators or remittersto initiate funds transfer transactions even without having a bank account.

Individuas, firms or corporate maintaining accounts with abank branch can receive funds through
the NEFT system. It is, therefore, necessary for the beneficiary to have an account with the NEFT
enabled destination bank branch in the country.

a. NEFT Operations:

\
( { b ( 1
| Select Service o Select NEFT as »| Generate Service |
| Required e payment mode | | Mumber |
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Ancillary Servicesof Banks 21



NEFT isan dectronic fund transfer system that operates on a Deferred Net Settlement (DNS) basis
which settles transactions in batches. In DNS, the settlement takes place with all transactions
received till the particular cut-off time. These transactions are netted (payable and receivables) in
NEFT For example, currently, NEFT operatesin hourly batches. [ There are twel ve settlements from
8 amto 7 pm on week days and six settlementsfrom 8 am to 1 pm on Saturdays.] Any transaction
initiated after a designated settlement time would have to wait till the next designated settlement time.

Sep-1: Anindividual / firm/ corporate intending to originate transfer of funds through NEFT has
to fill an application form providing details of the beneficiary (like name of the beneficiary, name of
the bank branch where the beneficiary has an account, IFSC of the beneficiary bank branch,
account type and account number) and the amount to be remitted. The application form will be
available at the originating bank branch. The remitter authorizes his’her bank branch to debit his
account and remit the specified amount to the beneficiary. Customers enjoying net banking facility
offered by their bankers can aso initiate the funds transfer request online. Some banks offer the
NEFT facility even through the ATMs. Wak-in customerswill, however, have to give their contact
details (compl ete address and tel ephone number, etc.) to the branch. Thiswill help the branch to
refund the money to the customer in case credit could not be afforded to the beneficiary’s bank
account or the transaction is rejected / returned for any reason.

Sep-2: The originating bank branch prepares a message and sends the message to its pooling
centre (also called the NEFT Service Centre).

Sep-3: The pooling centre forwards the message to the NEFT Clearing Centre (operated by
National Clearing Cell, Reserve Bank of India, Mumbai) to be included for the next
available batch.

Sep-4: The Clearing Centre sorts the funds transfer transactions destination bank-wise and prepares
accounting entries to receive funds from the originating banks (debit) and give the fundsto
the destination banks (credit). Thereafter, bank-wise remittance messages are forwarded
to the destination banks through their pooling centre (NEFT Service Centre).

Sep-5: The destination banks receive the inward remittance messages from the Clearing Centre
and pass on the credit to the beneficiary customers' accounts.

b. IFSC:

IFSC or Indian Financial System Code is an a pha-numeric code that uniquely identifies a bank-
branch participating in the NEFT system. Thisisan 11 digit code with the first 4 alpha characters
representing the bank, and the last 6 characters representing the branch. The 5th character is0
(zero). IFSC is used by the NEFT / RTGS system to identify the originating / destination banks/
branches and also to route the messages appropriately to the concerned banks / branches.

c. NEFT Charges:

The charges that can be levied on the customer for NEFT are given below:
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» Inward transactions at destination bank branches (for credit to beneficiary accounts)
e Free, no chargesto be levied on beneficiaries
» Outward transactions at originating bank branches — charges applicable for the remitter
e For transactions up to Rs 10,000 : not exceeding Rs 2.50 (+ Service Tax)
e For transactions above Rs 10,000 up to Rs 1 lakhs not exceeding Rs 5 (+ Service Tax)

e For transactions above Rs 1 lakhs and up to Rs 2 lakhs: not exceeding Rs 15 (+ Service
Tax)

e For transactions above Rs 2 lakhs: not exceeding Rs 25 (+ Service Tax)

With effect from 1st July 2011, originating banks are required to pay a nominal charge of 25 paisa
each per transaction to the clearing house as well as destination bank as service charge. However,
these charges cannot be passed on to the customers by the banks.

The beneficiary can expect to get credit for the NEFT transactions within two business hours
(currently NEFT business hoursis from morning 8 AM to evening 7 PM on al week days and from
morning 8 AM to afternoon 1 PM on Saturdays) from the batch in which the transaction was settled.

In case of non-credit or delay in credit to the beneficiary account, the NEFT Customer Fecilitation
Centre (CFC) of the respective bank can be contacted (the remitter can contact his bank’s CFC;
the beneficiary may contact the CFC of his bank) and can be escalated to NEFT Help Desk (or
Customer Facilitation Centre of Reserve Bank of India) a Nationa Clearing Cell, Reserve Bank of
India, Mumbai or the Genera Manager, Reserve Bank of India, Nationa Clearing Centre, First
Floor, Mumbai Regional Office, Fort Mumbai 400001. If it is not possible to afford credit to the
account of the beneficiary for whatever reason, destination banks are required to return the transaction
(to the originating branch) within two hours of completion of the batch in which the transaction was
processed.

NEFT can be used to transfer funds from or to NRE and NRO accounts in the country. This,
however, is subject to the adherence of the provisions of the Foreign Exchange Management Act,
2000 (FEMA) and Wire Transfer Guidelines.

Besides personal funds transfer, the NEFT system can also be used for avariety of transaction
including payment of credit card dues to the card issuing banks, payment of loan EMI etc. It is
necessary to quote the IFSC of the beneficiary card issuing bank to initiate the bill payment transactions
using NEFT.

In case of successful credit to the beneficiary’s account, the bank which had originated the transaction
is expected to send a confirmation to the originating customer (through SMS or e-mail) advising of
the credit as also mentioning the date and time of credit which remitter provided to the branch at
the time of originating the transaction.

The remitter can track the NEFT transaction through the originating bank branch or its CFC using
the unique transaction reference number provided at the time of initiating the funds transfer. It is
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possible for the originating bank branch to keep track and be aware of the status of the NEFT
transaction at al times.

Following are the pre-requisites for putting through a funds transfer transaction using NEFT:

>
>

>

Originating and destination bank branches should be part of the NEFT network

Beneficiary details such as beneficiary name, account number and account type, name and
IFSC of the beneficiary bank branch should be available with the remitter

Customers should exercise due carein providing the account number of the beneficiary, as, in
the course of processing NEFT transactions, the credit will be given to the customer’s account
solely based on account number provided in the NEFT remittance instruction / message.

Benefits of NEFT: NEFT offers many advantages over the other modes of funds transfer:
The remitter need not send the physical cheque or Demand Draft to the beneficiary.
The beneficiary need not visit his/ her bank for depositing the paper instruments.

The beneficiary need not be apprehensive of loss/ theft of physicd instruments or the likelihood
of fraudulent encashment thereof.

Credit confirmation of the remittances sent by SMS (Short Message Service) or email.

Remitter can initiate the remittances from his home/ place of work using the internet banking
aso.

Near real timetransfer of the funds to the beneficiary account in a secure manner.

Demand Dr aft:
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Data ofissuance of DD, Post 2012
the validity of DD is oniy 3

Name ofthe personwhose favourthe months :

DDis drawn /
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_ Placewhers DD

Amountpayable is payable
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Demand Draft isacheque that contains an order by one branch of abank (Drawer branch) directing
another branch of the same bank (Drawee branch) to pay on demand a certain sum of money to
aspecified beneficiary (Payee).

a. Featuresof Demand Draft: Demand draft is discussed in section 85(A) of the NI Act. The
features are:

» A Demand Draft is payable on demand
» A Demand Draft can NOT be paid to its bearer

» A DD isnegotiable and its features are similar to that of abill of exchange and
not a Cheque.

> If aBank failsto honour the Draft, the Bank is liable and not the person who got it issued.
» If there are wrong signatures on the Bank Draft, the Bank is liable.
b. Advantages of Demand drafts are:
» Demand draft may be crossed aso. Hence it cannot be-encashed at the counter
> No counterparty risk as the risk shiftsto the Bank
» Norisk of its being dishonoured due to insufficiency of funds
» Itisasecured instrument for the payee
c. Key Differences between Banker’s Cheque and Demand Dr aft

Banker’s Cheque is issued for transfer of money within the local limits of the drawer branch,
whereas Demand Draft isissued for transferring money to a person residing at a different place.

The area of banker’s cheque is limited while the area of demand draft is very vast.

The banker’s cheque is pre-printed with the word “Not Negotiable’ however, thisisnot soin the
case of demand draft.

A demand draft of value Rs. 20,000 or more can be issued only with A/c payee crossing, however
in case of banker’s cheque there is no such condition.

Banker’s cheque can only be cleared in the branch of bank from where it isissued, but Demand
Draft can be cleared at any branch of the same bank.
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1.4 Fee Based Services - Issuing Bank Guarantees (BG) and
L etters of credit (LC):

In the face of declining net interest margin banks have entered into new product areas over the past
two decades, moving from traditional lending to areas that generate non-interest revenues. The
changeis of importance for financial stability. The more unstable is a bank’s earnings stream, the
more risky the ingtitution is. The conventional wisdom in the banking industry is that earnings from
fee-based products are more stable than |oans Fee-based activities reduce bank risk viadiversfication.

Types of Bank Income: There are two broad sources of a bank’s income or revenues. One is
Interest Income or Fund Based Income and second is, Non-Interest Income or Non-fund Based
Income.

Non-Interest Income/ Non-Fund Based I ncome

‘Non funded’ facilities are those where in immediate payment of money / funds is not involved but
the bank gives a sort of support in the form of a guarantee or promise or undertaking (Letter of
Credit) on behalf of the customer (Applicant) in favour of third parties (Beneficiaries).

If the customer failsto fulfill his agreed Financid obligations or Performance obligations, the Bank
pays the beneficiaries, in terms of the guarantee / undertaking. At the time when the bank makes
such payments, the  Non-funded’ credit facility becomesa‘ funded’ facility i.e. aloan to the customer.

Letters of Credit & Bank Guarantee comes under non fund, fee based activities.
A. Bank Guarantee:

A Bank Guarantee is non-fund credit facility. Thisis an unconditional commitment on the part of the
bank on behalf of its customer (applicant) to pay another person (the beneficiary) a certain sum of
money | F the applicant failsto pay.

a. Dé€finition of Guarantee:

Bank guarantee (BG) is an agreement between 3 parties viz. the bank, the beneficiary (party
to whom the guarantee is given) and the applicant (party who seeks the bank guarantee from
the bank). BGs are an important banking arrangement and play a vita role in promoting
international and domestic trade. A contract of Guarantee is a “Contract to perform the
promise or discharge theliability of athird personin case of hisdefault”. Bank guaranteeisan
additional tool to fulfil the obligations under the contract. The creditor who is not sure about
the solvency of the borrower protects himself against default by the debtor to pay the debt. In
this case, the borrower pays afixed amount to the bank for giving guarantee. Guarantee fee
Isthus a non interest income to the bank.
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Specimen of Guarantee Letter:

= &
£ CREDIT
O SUISSE|GROVP
> LETTER OF GUARANTEE
=]
o
o
5 BANK GUARANTEE NR. TI\H06.50
ISIN NUMBER
o ISSUE DATE: NOV 04™, 201
=i MATURITY DATE JUN 04nd, 2012
— CODE CREATION DATE MAY 22 ® 2007
=
(o
o WE, THE UNDERSIGNED CREDIT SUISSE GROUP AG, ZURICH,SWITZERLAND,
HEREBY OPEN OUR IRREVOCABLE, TRANSFERABLE, DIVISIBLE, ASSIGNABLE.
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. FOR THE AMOUNT OF DOLLARS 100.000.000.00 ( FIUN
P DRED MILLION DOLLARS ) DUE ONE YEAR AND ONE MONTH FROM THE
DATE OF ISSUE 04", DAY OF OCTORER 201
/=
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w SWIFT WIRE SYSTEM, DEMAND HEREUNDER MUST BE MARKED DRAWN
e UNDER THE LETTER OF GUARANTEE No.T1\H06.50 WITH ISIN NUMBER
— . DATE 04™ DAY OF OCTOBER 201
o
B WE ENGAGE WITH YOU THAT THE DEMAND DRAFT UNDER AND IN
B COMPLIANCE WITH THE TERM OF THIS LETTER OF GUARANTEE. SHALL. BY
P DULY HONOURED ON DATE OF PRESENTATION TO US, THIS LETTER OF
GUARANTEE IS SUBJECT TO THE UNIFORM CUSTOMS AND PRACTICE
m/ COMMERCE, PARIS FRANCE, PUBLICATION 500, LATEST REVISION. &
o < & O,
C) THIS CABLE IS AN OPERATIVE INSTRUMENT, ALL CHARGES AR FOR THE%
ACCOUNT OF THIS APPLICANT.
w A~
i THIS LETTER OF GUARANTEE EXPIRES ON JUN 04th . 2012 )‘,? o
[ =) Al1G
175 CREDIT SUISSE GROUP A
o BANK OFFICERS
)
o
E-u---d
e WALTER B. KIELHOLZ BRADY W. DOUGAN
% CHAIRMAN OF THE BOARD CHIEF EXECUTIVE OFFICER
==
@)
A PARADEPLATZ 8 P.O. BOX1 ZURICH,8070

PHONE: +41-44-2121616

Parties to the Guarantee:

Guarantor: A person or ingtitutation who issues aletter of guarantee which contains his commitment
to pay a sum of money, of the principal debtor defants.

Principal Debtor: is the debtor who has the obligation to pay the monthly.
Beneficiary: isthe creditor of the principal debtor, in whose favour the guaranteeis given.
a. BG Process:

BG is issued by a bank on the receipt of request from the “applicant”. He promise to pay
“guarantee amount” towards some purpose/underlying transaction to the “ beneficiary”. If the applicant
defaults.
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While granting the Guarantee facilities on behalf of aborrower, the bank would assess the financial
position (credit worthiness) of the borrower aswell as the technica ability, experiencein theline,
reputation etc. of the borrower to complete the contract satisfactorily. While issuing Guarantees the
banks charges their non-refundable Guarantee fees from the borrower. This congtitutes Bank’s Non
Interest based income

If the bank i.e. “the guarantor” receivesthe“clam” from the beneficiary, it resultsin “BG invocation”.
In case of foreign BG, apart from these 3 parties, there is also a*“ correspondent bank”. If a bank
does not have branch in some foreign country, it issues BG in that country through its* correspondent
bank”. The bank does all the required due diligence, financia and business anaysis before issuing
the guarantee.

For example: An exporter called “ABC LTD.” in Dubai seeks abank guarantee from an importer
caled “XYZ Pvt. Ltd” in India Inthiscase, “XY Z Pvt. Ltd” approaches Corporation Bank to give
abank guarantee on his behalf to the exporter. Now, if Corporation bank does not have a branch
in Dubai, Corporation bank would issue the guarantee through State Bank of India (SBI). Here,
“XYZ Pvt. Ltd” isthe applicant; “ABC LTD” isthe beneficiary; “ Corporation Bank” istheissuing
bank and “SBI” is the correspondent bank.

This BG agreement acts as an undertaking assuring the beneficiary that the bank would pay the
specified amount, in case of its applicant’s default in meeting his obligation as mentioned in the
guarantee. In effect, the BG acts as a promise that in case the liability of the debtor/applicant is not
met, the contractud liability will be met by the bank. BG contract isindependent from the underlying
transaction/contract that exist between the beneficiary and the applicant.

Features of a Valid Guarantee:

» Guaranteeis awaysissued for aspecific amount

» The purpose of the guaranteeis clearly stated

» Guaranteeisvalid for a specific defined period

» Thegrace period alowed to enforce guarantee rights is also stated in the guarantee

It is important that guarantee can be enforced based on terms of the contract (i.e. guarantee
agreement) existing between the bank and the beneficiary. Generaly, beneficiaries do state a clause
to beincluded for charging pend interest in case of delayed payment. Hence, it is essentia for the
bank to be cautious while finalizing the format and text of the contract (the guarantee agreement).
While signing the same, the provision of pena interest and clauses attached to delays and default
are to be carefully noted.

Types of Bank Guarantees

Financial Guarantee: The bank guaranteesthat the principa debtor will meet the financia obligation
and in case he fails, the bank as a guarantor is bound to pay.

Performance Guar antee : Guarantee issued isfor completing a particular task in the prescribed/
agreed upon manner as stated in the guarantee document.
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Advance Payment Guarantee: This guarantee assures that the advance amount would be returned,
in case the agreement for which the advance is given does not get fulfilled.

Payment Guarantee/ L oan Guar antee: The guaranteeisfor assuring the payment / 1oan repayment.
In case, the party fails to do so, guarantor is bound to pay on behalf of the defaulting borrower.

Bid Bond Guarantee: As a part of the bidding process, this guarantee assures that the bidder
would undertake the contract he has bid for, on the terms the bidding is done.

Deferred Payment Guarantee: When the bank guarantees some deferred payment, the guarantee
istermed as Deferred Payment Guarantee. For example: A company purchases a machine on credit
basis with terms of payment being 6 equal instalments. In this case, since the payment is deferred
to alater period, creditor seeks deferred payment guarantee with an assurance that the payment
would reach him in the given time period.

I mportance of Bank Guar antees. Importance of bank guaranteeis asfollows:
Addsto Creditworthiness. BGsreflect the confidence of the bank in the business of the applicants.

Assessment of Business: In case of foreign transactions or transactions with Government
organisations, the foreign party or a Government Undertaking is constrained and cannot assess
soundness of each and every applicant to a project. In such cases, BGs act as atrusted instrument
to assess stability and creditworthiness of companies applying for projects.

Confidence of Performance: When new parties associate in business and are sceptic about
performance of the company undertaking the project, performance guarantees help in reducing the
risk of the beneficiary.

Risk Reduction: Advance payment guarantees act as a protection cover wherein the buyer can
recover the advance amount paid to the seller, if seller failsto deliver the goods or services. This
protects against any probable loss that a party can suffer from anew seller.

Difference between a Bank Guarantee and a Letter of Credit:

A letter of credit is an obligation taken upon is by a bank to make a payment once certain criteria
are met. Once these terms are completed and confirmed, the bank will transfer the funds. This
ensures the payment will be made as long as the services are performed. A bank guarantee, like a
line of credit, guarantees a sum of money to a beneficiary. Unlike aline of credit, the sumisonly
paid if the opposing party does not fulfill the stipul ated obligations under the contract.

For example aletter of credit could be used in the delivery of goods or the completion of aservice.
The seller may request that the buyer obtains aletter of credit before the transaction occurs. The
buyer would get this |etter of credit issued by abank and forward it to the seller. This letter would
substitute the bank’s credit for that of its client, ensuring timely payment.

A bank guarantee might be used when a buyer obtains goods from aseller and then runsinto cash
flow difficulties and can’t pay the seller. The bank would pay an agreed-upon sum to the seller.
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Thesefinancia instruments are used in trade financing when suppliers, or vendors, are selling goods
to overseas customers with whom they don't have established business relationships. The instruments
are designed to reduce the risk of non-payment by the buyer.

B. Letter of Credit (LC):

An LCisabank’s (Issuing Bank-1B) written irrevocable commitment, made on behalf of its client
(applicant of the LC-buyer of goods/ services) to pay the beneficiary (sdller of the goods/services),
aspecified amount of money on the due date provided the beneficiary submits ‘ complying' documents
(i.e. submits the documents as stipulated in the LC) to the IB within the stipulated time at the
stipulated place.

A Non-funded credit facility means that the bank does not release any funds to the borrower at the
time of sanctioning the facility. It isa commitment to pay on behaf of the borrower contingent upon
the beneficiary fulfilling the conditions and the borrower not paying the dues before the due date.

SAMPLE - IRREVOCABLE STANDBY LETTER OR CREDIT

(NOTE: FORM MY VARY, SUBSTANCE MAY NOT)

BANK LETTERHEAD

IRREVOCABLE STANDBY LETTER OF CREDIT

TO: ATTN: GROUND FUELS DIVISION Il, DIRECT DELIVERY FUELS, CONTRACTING OFFICER
DEFENSE ENERGY SUPPORT CENTER (DESC)-PLC
8725 JOHN J. KINGMAN RD STE 4950
FORT BELVOIR VA 22060-6220

EFFECTIVE DATE:

AMOUNT OF LETTER OF CREDIT: $
CONTRACTOR:

CONTRACT NUMBER: SP0600-
LETTER OF CREDIT NUMBER:

To Whom It May Concern:

We hereby establish our “Irrevocable Standby Letter of Credit” in your favor, available by your draft/s at sight, drawn on (Name of
Bank issuing this Standby letter of Credif) accompanied by a manually signed statement that the signer is “an authorized
representative of the Defense Energy Support Center”, and one or both of the following statements:

a. “l hereby certify that the United States Government has delivered product under the terms of Contract Number
SP0600- and that (Contractor) has not paid under the terms of that contract, and as a result owes the
Government $ -

b. “l hereby certify that (Contractor) has failed to take delivery of product under the terms of Contract Number
SP0600- , and as a result owes the Government $ "

Drafts must be presented for negotiations on or before the expiration date of this Letter of Credit, (Expiration Date), at our bank.
The Government may make multiple drafts against this Letter of Credit.

This Letter of Credit is subject to the Uniform Customs and Practice of Documentary Credits (1993 Revision, International
Chamber of Commerce Publication No. 500) and except as may be inconsistent therewith, to the Uniforrmn Commercial Code in
effect on the date of issuance of this Letter of Credit in the state in which the issuer’s head office within the United States is
located.

We hereby agree with the drawers, endorsers and bona fide holders that all drafts drawn under and in compliance with the terms
of this Letter of Credit will be duly honored upon presentation and delivery of the above documents for negotiation at our bank on
or before the expiration date.

Very truly yours,

(Authorized Signature)

(Typed Name and Title)

NOTE: FORM MAY VARY, SUBSTANCE MAY NOT
PROVIDE COPY OF EXHIBIT A- SOLICITATION/CONTRACT FOR SALE OF PRODUCT TO YOUR BANK

SP0600-05-R-0040 EXHIBIT D
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a. Letter of Credit Definition:

A document issued by abank / financid ingtitution on behaf of abuyer stating the amount of credit
the buyer isavailing, and that the ingtitution will honor drafts up to that amount drawn by the seller
on the buyer. It gives the buyer the prestige and financia backing of the issuing ingtitution and satisfies
the requirements of the seller in completing the transaction. A commitment, usually by a bank on
behalf of abuyer, to pay the beneficiary a stated amount of money under specified conditions gives
an assurance to the seller to recover his dues from the buyer on the due date.

b. Partiesinvolved in LC transaction:
» TheApplicant isthe party that applies for the letter of credit to be issued (i.e. the buyer).

» TheBeneficiary isthe party named in the letter of credit in whose favour the letter of credit
isissued (i.e. seller)

» Thelssuing or Opening Bank isthe applicant’s bank that issues or opens the letter of credit
in favour of the beneficiary and substitutes its creditworthiness for that of the applicant.

c. Bendficiary:

The beneficiary isnormally the seller of goods who receives payment if he has complied with the
terms and conditions mentioned in the LC.

A Letter of credit isissued in favor of the beneficiary to enable him or his agent to obtain payment
once he performed his part of the contract and submitted sti pul ated documents showing compliance
with the terms and conditions of the |etter of credit.

In case of atransferable letter of credit, the credit is transferred to another party, the origina
beneficiary is known asfirst beneficiary the person to whom the credit is transferred is known as
the second beneficiary.

The beneficiary decides the terms of payment when sales contracts are negotiated. He assesses the
risk of nonpayment even when compliant documents are presented in the case of unconfirmed LCs.
Scrutinizes LC on receipt from the advising bank to check whether it isin accordance with the sales
contract and whether it is otherwise acceptable to him.

e. Advising Bank:

An Advising Bank may be named in the letter of credit to advise the beneficiary that the letter of
credit has been issued. Therole of the Advising Bank islimited to establish authenticity of the credit,
which it advised to the beneficiary.

f.  Paying Bank:

The Paying Bank is the bank nominated in the letter of credit that makes payment to the beneficiary,
after determining that documents conform, and upon receipt of funds from the issuing bank or
another intermediary bank nominated by the issuing bank.
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g. Confirming Bank

The Confirming Bank is the bank, which, under instruction from the issuing bank, substitutesits
creditworthinessfor that of theissuing bank. It ultimately assumes the issuing bank’s commitment to

pay.

If the LC facility isin respect of import of goods from abroad, then the country’s ‘ EXIM Policy’
will have to be taken into account by the opening banker. It hasto follow the rules of the government
regarding the goods which can beimported. RBI’s‘ Exchange Control Policy’ will so be consdered
by it to ascertain whether payment in aparticular currency is permissible.

h. Letter of Credit Process flow:

Letter of Credit Process 35&E

BENEFICIARY/ APPLICANTS
SELLER/ EXPORTER [  *HGeeds ——® RBUYER/ IMPORTER
I b Fy
L. Application
3. Advice foxr LLC
of LC 6. Fomey 8. Momey
9. Documenis
E. Dorumenis
l o e ¥ b
ADVISING' PAYINGS ISSUING/ OPENING
(CONFIRMING) BANK 7. Do = — BANEK
- 2. Lo

62

> Applicant gpproaches Issuing/ Opening Bank with LC gpplication form duly filled and requests
Issuing Bank to issue a Letter of Credit in favour of Beneficiary.

» Issuing Bank issues a Letter of Credit as per the application submitted by an Applicant and
send it to the Advising Bank, which islocated in Beneficiary's country, to formally advise the
LC to the beneficiary.

Advising Bank advises the LC to the Beneficiary.

Once Beneficiary receives the LC and if it suits his/ her requirements, he/ she prepares the
goods and hands over them to the carrier to dispatch to the Applicant.

»  He/ Shethen hands over the documents al ong with the Transport Document as per LC to the
Negotiating Bank to be forwarded to the Issuing Bank.
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>

Issuing Bank reimburses the Negotiating Bank with the amount of the LC post Negotiating
Bank’s confirmation that they have negotiated the documents in strict conformity of the LC
terms. Negotiating Bank makes the payment to the Beneficiary.

Simultaneously, the Negotiating Bank forwards the documents to the Issuing Bank to be
released to the Applicant to claim the goods from the carrier.

Applicant reimburses the Issuing Bank for the amount, which it had paid to the Negotiating
Bank.

Issuing Bank releases dl documents along with the titled Transport Documents to the Applicant.
Settlements of LC:

All commercid letters of credit must clearly indicate whether they are payable by sight payment, by
deferred payment, by acceptance, or by negotiation. These are noted as formal demands under the
terms of the commercia |etter of credit.

>

Ancillary Servicesof Banks

In asight payment, the commercia letter of credit is payable when the beneficiary presentsthe
complying documents and if the presentation takes place on or before the expiration of the
period of commercial letter of credit.

In adeferred payment, the commercid letter of credit is payable on a specified future date. The
beneficiary may present the complying documents at an earlier date, but the commercial | etter
of credit is payable only on the specified future date.

An acceptance is atime draft drawn on, and accepted by, abanking ingtitution, which promises
to honor the draft at a specified future date. The act of acceptance iswithout recourse as it
isacommitment to pay the face amount of the accepted draft.

Under negotiation, the negotiating bank, athird party negotiator, expedites payment to the
beneficiary upon the beneficiary’s presentation of the complying documents to the negotiating
bank. The bank pays the beneficiary, normally at a discount of the face amount of the value
of the documents, and then presents the complying documents, including a sight or time draft,
to the issuing bank to receive full payment at sight or at a specified future date.

Advantages of usingan LC are:

The beneficiary (seller) is assured of payment as long as it complies with the terms and
conditions of the |etter of credit.

The credit risk is transferred from the applicant (buyer) to the issuing bank.

The beneficiary minimizes collection time as the letter of credit accel erates payment of the
receivables.

The beneficiary’s foreign exchange risk is eliminated with aletter of credit issued in the currency
of the beneficiary’s country.
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k. Risksinvolved in LC:

Since al the partiesinvolved in Letter of Credit deal with the documents and not with the goods,
the risk of Beneficiary not shipping goods as mentioned in the LC is still persists. The Letter of
Credit as a payment method is costlier than other methods of payment such as Open Account or
Collection. The Beneficiary’s documents must comply with the terms and conditions of the L etter
of Credit for Issuing Bank to make the payment. The Beneficiary is exposed to the Commercia risk
on Issuing Bank, Political risk on the Issuing Bank’s country and Foreign Exchange Risk in case of
Usance Letter of Credits.

I. Different payment structuresfor LC:
Sight Credit: In this the payment is release to Beneficiary on presentation of documents

Acceptance Credit: In this beneficiary draws the bill of exchange on issuing bank and allows
some time for acceptance

Deferred Credit :Is same as Acceptance Credit except thereis no bill of exchange

Back to Back Credits: Exporter receives a credit from his buyer (Selling credit). He has to
procure goods from other suppliers. He opens a credit for purchase of the goods (buying
credit). Second 