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* LEARNING OBJECTIVES:



After studying this chapter, you will be able to understand:
Introduction and types of financial institutions♦
♦
♦
♦
♦
♦
♦
♦

Introduction and types of bank
Importance of bank
Functions of central, commercial and development bank Introduction, types, compansion of cheque Rules of cheque and parties involved in cheque Introduction, types and functions of insurance
Introduction and functions of Employee Provident Fund, Citizen Investment Trust and Financial Co-operatives
[bookmark: bookmark4][bookmark: bookmark5]Introduction
The institutions which perform numerous financial functions like accepting deposit from individuals, companies and corporations, providing loan for productive works and investing in various profitable sectors are called financial institutions. The main objective of these institutions is to promote industrial, agricultural and commercial sectors of the economy by accepting deposit and providing loans. Banking and nonbanking institutions include banks, insurance companies, financial co-operatives, employees provident fund, citizen investment trust, investment companies, etc.
Some definitions of financial institution are:
According to Nepal Rastra Bank Act 2012, "Financial institutions refer to any institutions established under the prevailing laws with the objectives of providing loan for agriculture, co-operatives, industry and for any other specific economic purpose of collecting deposits from the general public. The term also refers to any other institution called financial institution by the Government of Nepal by publishing a notice in Nepal i	Gazette".
According to A.T.K. Ukrant, "Financial institutions are investment intermediaries linking the savers and users of capital"
In conclusion, a financial institution is the institution which is established with the purpose of collecting deposits from the individuals, companies and corporations and mobilizing the collected funds in a productive sector of ecomomy.
[bookmark: bookmark6][bookmark: bookmark7]types of Financial Institutions
The followings are main types of financial institutions:
1. Bank
2. Insurance Company
3. Employees’ Provident Fund
4. Citizen Investment Trust
5. Financial Co-operative Society
[bookmark: bookmark8][bookmark: bookmark9]Bank
Banks are institutions which deal with currency and performs works related to credit and collection of fund. They are established under the provision of current laws, rules and regulations. A bank plays the role of agent, which performs all monetary transactions on behalf of its clients. The bank refers to the government, non-government and semi government organization which does monetary mobilization, credit creation and controls.
The word 'Bank' is derived from Italian word “Banco', which means a bench. Thus, previously Italian gold smith used to perform the monetary transaction sitting on the bench, the same word Banco was later marked as a bank. Later Banco used to denote to monetary transaction. In 1994 B.S. Nepal Bank Limited was established as first bank in Nepalese history.
Some definitions of bank are:
According to the Dictionary of Banking and Finance (PH. Collin, reprint 1997), “Business which holds money for its clients which lends money at interest and trades generally in money."
According to Crowther, “Bank is an institution which collects money from those who have it to spare and who are saving it out of their income and lends this money out to those who require it.”
In conclusion, a bank is a financial institution which is an agent of its clients, which remits money, collects incomes and pays expenses on behalf of them. It performs monetary and credit transactions by accepting deposits and providing loan to various parties against securities and guarantees.


Importance of Bank	
A bank is a the financial wheel of an  economic system. Development of trade and industrial sectors generally depends on the development of banks. It plays a role in the economic development of a country through various works. Import the bank can be stated as follows:

1. Capital formation : A bank accepts money from the individual organizations and mobilize it in various productive sectors like, industry, trade  and service areas of the country. Thus, the bank is the main source of formation for economic development.	
2. Provides loan: Banks provide long term, mid-term and short-term lo customers as per their needs from the deposited fund with security  Banks flow loan in various titles taking service charge and interest as per the rules. Such loans are home, auto, business, educational land purchase loans etc. as per their clients' demand.	
3. Remitting money:  
Banks remit the fund from one place to another.  They issue different types of credit instruments such as bank draft, letter of credit, credit cards and telegraphic transfer (T.T). these credit instruments facilitate for fast and safe remittance of money from one place to another place.
<</

  

  4.Creates and  controls credit: A bank flows much more amount of loan than the amount of deposit it has on a given point of time? Such process is known as credit creation function. It also controls overflow of money in the market by using different methods which is called credit control. Central bank plays important roles for credit control.
5. Exchanging foreign currencies : It converts foreign currency into national currencies and national currencies into foreign currencies as per the direction of the central bank for its clients. It helps to promote foreign trade.
6. Promoting trade and industry: A bank plays financial as well as technical roles for the promotion of trade and manufacture in a country. It supports for the development and growth of industrial and trading activities. It creates good environment for establishing new industries as well as for promoting existing business.	
7. Issuing notes: A bank issues coins and paper notes. Such coins and notes make easier or measuring the value of goods and services. Central bank issues the paper notes and coins of different denomination.
8. Encouragement for saving: It encourages the people to save their earnings and deposit into the bank for full security of saving, attractive rate of interest, insurance of depositor. Thus, if encourages saving and helps in capital format.
9. Policy making Government formulates appropriate financial plans and.

policies by receiving some relevant financial data from the bank. It helps for preparing monetary and other policies of the government.
10. Role of agent: A bank plays a role of agent for its clients. Bank provides some agency works for traders, businessmen- and government organizations. It collects interest, cheques, bills, salaries, pension, draft etc. from the customers. It makes payments of subscription, insurance premium, rent, interest on overdraft etc.	
[bookmark: bookmark10][bookmark: bookmark11]Types, of Batik


[bookmark: bookmark12][bookmark: bookmark13]Central bank
The central bank is the supreme bank of a country which regulates and controls the country's monetary system by managing the activities of all the banks and financial institutions operating in the country. It is established for overall management and mobilization of deposited fund by maintaining a monetary policy, it is the bank of government and totally handled and
managed by the government It systemizes the financial system and utilizes the reserved capital in national development Every country needs a central bank in order to act as banker to the government develop the banking sectors, issue coins and paper notes, create and control credit, and exchange foreign currencies.
Reek Bank of Sweden is the-first central bank in the world, which was established in 1656 AD. Similarly, Bank of England is the central bank of England, Reserve Bank of India, the National Bank of Denmark are the examples of central bank.
Nepal Rastra Bank was established as the central bank of Nepal in Baishakh 14,2013 BS under Nepal Rastra Bank act 2012 BS with the prime objectives of monitoring monetary policies of the nation. It is the bank of government totally owned, managed and controlled by the government.
Some definitions of central bank are:
According to Dr. D. Kock, "Bank which constitutes the apex of the monetary and banking structure of its country is called Central Bank."
According to Pro.R.P. Kentent "Central Bank may be defined as an institution which is charged with the responsibility of managing expansion and contraction for the volume of money in the interest of the public welfare."
In conclusion, Central bank is the apex bank providing monetary and banking services without a purpose of earning profit. The central bank is to serve the broad national interest in monetary matters and to support for the economic policies of the government It provides banking services to the government, maintains the cash reserve of the commercial banks, issues notes and works as a lender of the last resort to all commercial and development banks.
[bookmark: bookmark14][bookmark: bookmark15]Functions of Central Bank
1. Issues notes and coins
The central bank issues coins and paper notes. It has sole authority to issue notes and coins of different denomination. It has to take prior permission from the government to issue the paper notes because after their issue, the government is responsible for the payment of value of notes in case of non payment. While issuing notes, the bank has to keep at least 50% of the value as deposit of gold, silver, foreign currency or government securities. A committee decides about the picture (archeological, historical, religious, animals, forests etc. to be printed on the notes, however, it is finalized only after the approval of the Government of •Nepal. Nepal Rastra Bank has issued paper notes of Re. 1, Rs, 2, Rs. 5, Rs. 10, Rs. 20, Rs. 25, Rs,50, Rs. 100, Rs.250, Rs. 500 and Rs. 1000 till the date.
2. Acts as on agent bank of government
Central bank is the bank of the government which provides banking facilities to ministries, departments and offices of the government It conducts the financial
activities as an agent of the government like collecting revenues as per the Financial Act passed by the parliament or ordinance and pays expenses on behalf of government as per budget appropriation. This bank also works as a representative of the government, while purchasing and selling gold, silver etc.
r	
3. [bookmark: bookmark16][bookmark: bookmark17]Banker of banks
The central bank is the guardian of all commercial banks and financial institutions. It is the most responsible monetary authority in the matters of expansion, development and management of banking system throughout the country. It is necessary to get permission from the central bank to establish any new bank and to expand their branches. Other banks have to follow the directives and suggestions issued by the central bank while fixing the rate of interest, accepting deposit and providing banking facilities to the public.
4. [bookmark: bookmark18][bookmark: bookmark19]Control of foreign exchange
The central bank determines the exchange rate of different foreign currencies and maintains control over them. The central bank delegates to other banks and financial institutions to carry out foreign exchange transactions and reserve foreign currencies. Being a policy maker bank, the central bank makes the policies regarding foreign exchange. Thus, it controls the flow of foreign currencies to maintain stability in domestic currency value.
5. [bookmark: bookmark20][bookmark: bookmark21]The lender of the last resort
The central bank serves as the lender of the last resort to commercial banks in the financial crisis providing loan to them as lender of the last resort. It fulfils the financial demands of banks and financial institutions at the time of crisis. The central bank grants loan to other banks and charges interest.
6. [bookmark: bookmark22][bookmark: bookmark23]Creates credit and controls it

The government has given the responsibility to the central bank to create and control credit in the country. When unnecessary funds are created by commercial banks, it may result in inflation and underflow of funds creates the problem of deflation. It may create economic instability. The central bank implements or measures to control the overflow and underflow of circulation of money using various methods like buys and sells securities through capital markets, changes cash reserve ratio, changes bank interest rate and credit quota.
7. [bookmark: bookmark24][bookmark: bookmark25]Conducts central clearing
Every commercial bank keeps its cash reserve in the central bank, which makes easier for them to clear inter-banks transactions. The account created by central bank facilitates to clear inter banks transaction. The central bank conducts central clearance of the banks and financial companies through the adjustments of their
accounts. The central bank adjusts the accounts of commercial banks by means of debit and credit entries in their respective accounts.
8. [bookmark: bookmark26][bookmark: bookmark27]Mobilization of capital and management of the debt
The main responsibility of the central bank is to manage national debt and loans. The central bank has the right to manage and make national debt policy and it uses full efforts to mobilize the resources and savings for the development of the country. The central bank performs all kinds of works related to the collection of such debt from the general public and corporation by issuing bills and development bonds.
9. [bookmark: bookmark28][bookmark: bookmark29]Developing banking system
The central bank develops banking system in the nation. It gives direction and suggestions to the banks for their development and expansion of banking services. The central bank creates environment to establish banks in remote areas.
10. [bookmark: bookmark30][bookmark: bookmark31]Other functions
The central bank performs other various functions like, custodian of the cash reserve of other banks, purchase and sale of government securities, provides L.C. facilities for government and other banks, remittance facilities for commercial banks, dealing with foreign countries etc. It also acts for keeping the relation with foreign banks.
[bookmark: bookmark32][bookmark: bookmark33]Memory Tips
Central bank
· Central bank is supreme government owned bank of country.
· It regulate and control the monetary system of a country.
· It is bank of the government and bank of the other banks.
· It issues paper notes and coins,
· Nepal Rastra Bank is the central bank of Nepal.
[bookmark: bookmark34][bookmark: bookmark35]Commercial Bank
A bank established with the objectives to promote and help in the operation of trade, commerce and industries in the country and with the purpose of earning profit is known as a commercial bank. Commercial banks are more popular nowadays. When we talk about a bank, we mean a commercial bank. Commercial banks are established as the joint stock company. Commercial banks accept deposit under different accounts and grant short term, medium term and long-term loans for various productive purposes. Commercial banks carry out agency functions for the promotion of trade and industry and deal
With foreign currency exchange. The difference between charging rate of interest and giving rate of interest» one of the sources of income to the commercial banks.
 The first commercial bank of Nepal is Nepal bank limited, which was established in 1994 B.S. After the establishment of Nepal Bank Limited, Rastriya Banijya Bank was established on Magh 10, 2022 BS. When the government took liberal economic policy, a large number of commercial banks were established in joint venture with foreign commercial banks with national investment. As a result, 27 commercial banks are in place in Nepal till Falgun, 2071. Development banks, finance companies and co-operatives are also performing limited commercial activities with the permission of the central bank.
Some of the definitions of commercial bank are:
According to Bank and Financial Institution Act 2063 BS, "A bank is an organized institution established to perform financial transactions1’.
According to Commercial Bank Act 2031 BS, “Commercial Banks are the  those banks which are established under this act to perform financial functions except those which are established for specific purpose like development banks, cooperatives etc."
In conclusion, commercial banks grant loans to the individuals and corporations and charge interest. These banks accept the deposits under different accounts and allow interest. Commercial banks are established for earning profit. These banks perform some commercial functions like accepting deposits, granting loans and dealing with foreign currencies.
[bookmark: bookmark36][bookmark: bookmark37]Functions of Commercial Bank
1. [bookmark: bookmark38][bookmark: bookmark39]Accepts deposits
A commercial bank accepts deposits from the general public or institutions under different accounts titles. It operates current, saving and fixed deposit accounts to provide banking services to their customers.
a. Current account : Depositors can deposit and withdraw deposited money at any time as per their requirement. It is called current account. It is the account in which there is no restriction in respect of the amount and number of withdrawals. This account is opened for safety of money and not for interest. The bank has brought this type of account into practice for those who are involved in business activities like industries and trades.
b. Saving account: Saving account can be initiated even with a small amount of money. It is opened by individuals in which there is restriction in respect of the amount and number of withdrawals. The major aim of this account is to encourage the people for saving. A moderate rate of interest is allowed to the account holder, which may not be more than the fixed deposit account. Depositor can use their cheque or electronic card to withdraw the amount from their accounts.
c. Fixed account: The amount deposited in a bank for a fixed period deposit. The bank provides with a facility to deposit for a fixed period and pays certain percentage of interest on the amount deposited. Depositors  cannot withdraw the money before the expiry of the specified time period. Banks provide higher rate of interest in this account Interest rate can differ according to the period of maturity.	
2. [bookmark: bookmark40][bookmark: bookmark41]Provide loan
Commercial bank grants short term, medium term and long term loan to the public or corporations for specific purposes by taking security deposit of gold, silver, land building, share etc. It charges interest against the loan granted.
3. [bookmark: bookmark42][bookmark: bookmark43]Transfers money
A commercial bank transfers money through the means of bank draft, T.T. and letter of credit from one place to another place as per the request of its customers. It issues cheque, demand draft, mail transfer, L.C, credit cards for remittance of money.
4. [bookmark: bookmark44][bookmark: bookmark45]Agency function
A commercial bank performs a number of agency functions for its customers. It operates agency functions like purchase and sale of shares and debentures, makes registration and cancellation of ownership of properties of the limited company, receives income on behalf of its customers and pays dividend of the shares with commission from the customers. Now agency function of commercial bank is not permitted by Nepal Rastra Bank Act in Nepal.
5. [bookmark: bookmark46][bookmark: bookmark47]Exchange of foreign currency
A commercial bank exchanges foreign currency following the direction of the central bank.It helps foreign trade and foreign investment. It provides the foreign exchange service under the prevailing rate determined by Nepal Rastra Bank in Nepal.
6. [bookmark: bookmark48][bookmark: bookmark49]Open letter of cred it
A commercial bank helps the importer to import goods from foreign countries by opening LC account. A letter of credit is the guarantee paper given to the exporter on behalf of the local trade or importer to pay the value of goods imported. This provision is specially made by the bank to facilitate the foreign trade. Commercial bank have also been given the right to issue and accept travelers’ cheque.
7. [bookmark: bookmark50][bookmark: bookmark51]Creates credit
It is the lending policy of bank providing as much amount of loan as possible out of the available deposits. It is also an important function of commercial banks. The process of granting more amount of loan by the bank than the deposits is creation of credit.
[bookmark: bookmark52][bookmark: bookmark53]8 Buying and selling shares and debentures
Commercial bank help in issue of shares, purchase and sell of the securities like shares, debentures through stock exchange and other capital markets. It helps to promote trade and industries.
[bookmark: bookmark54][bookmark: bookmark55]9. Other functions
Commercial banks performs different works like locker facility to keep gold, silver and valuable items safely, purchase and sells of bill of exchange, provides overdraft facility, managerial and technical advices etc. The bank charges nominal amount of commission for the services rendered.
[bookmark: bookmark56][bookmark: bookmark57]Difference between the Central Bank and Commercial Bank
	Central Bank
	Commercial Bank

	The central bank is the bank of government which controls the monetary systems and banking system of the country.
	A commercial bank is the bank of people which accepts deposits and provides loans to individuals and corporations to promote trade and industry in the country.

	It is established for issuing notes, performing financial transactions on behalf of the government.
	It is established for providing banking facilities to individuals and organizations and promoting trade and industry in the country.

	It is the agent bank of the government.
	It is the agent bank of individual and corporations.

	It provides loans to the government and commercial banks.
	It provides loans to the individual and corporations.

	It has the solo authority to control foreign currencies.
	It has the authority to exchange foreign currencies.

	It is established under Nepal Rastra Bank Act.
	It is established under Commercial Bank Act.

	It controls credit
	It creates credit.

	It is operated by the government.
	It is operated by the government or private sector.



♦ Nepal Bank Limited is the first commercial bank of Nepal.
[bookmark: bookmark58][bookmark: bookmark59]Development Bank
The financial institutions that are established with the aim to develop the country’s economy or provide financial support to the industrial sector of the country for its economic growth are known as development banks. These banks provide financial and technical support for the development of various sectors like agriculture, industry, communication, transportation and industry which helps to develop the country's economic growth. These banks are established under Development Bank Act 2052 BS. The main work of development bank is to provide loan (short term, mid-term and long term) that helps to promote their respective sector. Therefore, it helps a lot in developing the infrastructure of a country.
According to the history of development bank, the first development bank of the world is SOCIETE GENERAL DE BELJ1QUE of Belgium which was established in 1822 AD.
The following mentioned banks are the development banks of Nepal.
1. Agriculture Development Bank
2. Rural Development Bank
3. Nepal Industrial Development Corporation
4. Private Development Banks
[bookmark: bookmark60][bookmark: bookmark61]Functions of Development Bank
The functions of development banks are:
1. [bookmark: bookmark62][bookmark: bookmark63]Development functions
The functions that lie under the development functions are described below:
a. Helps to establish, promote and research of technology for new industries: Development banks help to research in the market using market analysis and I research works, then suggest one whether to establish new industries or not I! and then finally help in promotion. It helps people to get information about the market which makes them aware about establishing a new industry in a market Besides, it also helps in managing the required capital for the establishment and promotion of such industries.	
b. Identifies the priority sector: Development banks firstly identify and then
select the required sectors for their development and provide the necessary requirements to the selected ones.	
c. Helps for smooth running of industries: Directly or indirectly, a development
bank is involved in establishing industries. It helps such industries by making  plans and implementation. It also helps in managing capitals like vehicle, furniture, land, buildings and also raw materials, which are important for such Industries for their development.	
	

d. Maintains proper environment for investment: A development bank maintains the proper environment by investing and gives a guarantee for its investment's security. Thus, it encourages local and foreign investors to be part of it
e. Analyses the product: Before launching a product in the market, it is very important to analyse the market which includes market condition, required demand of a product, availability of necessary requirements. Thus, development banks help in analyzing the right and necessary products.
2. [bookmark: bookmark64][bookmark: bookmark65]Banking functions
The functions that lie under banking functions are described below:
a. Grants loan: Development banks' main aim is to provide loan (short-term, mid-term, long-term) to those industries or any factories which are in need of it. It grants loan against the security deposit of assets on the guarantee of consumer's groups from which they can purchase their requirement in order to develop their industries.
b. Purchases and sales of shares and debentures: Development banks also conduct purchases and sales of shares and debentures issued by different industries. If it is about bill of exchange, its value should be paid within 3 months to development bank by the concerned.
c. Operates accounts: Development banks also provide the facility of withdrawal to its depositors. It accepts the savings from the public and safely keeps those savings under current, saving and fixed deposit accounts. Its operations are almost similar to those of commercial banks.
[bookmark: bookmark66][bookmark: bookmark67]Cheque
Cheque is a requisition slip provided by the bank to the depositor for withdrawal of the deposited money. It is also called an order form or customer order. The collection of such instruction paper or demand form is known as cheque book. It includes the request form inside the book. A new cheque book can be obtained on submission of the request form. It is the most widely used tool for drawing money from the bank. It is an important means of payment.
In conclusion a cheque is an undconditional order drawn upon a specified banker signed by the maker directing the banker-to pay on demand a sum of money mentioned in it only to the order of a person or to bearer of the instrument It an order paper to the bank by the holder of account to pay a sum of money to the persons or bearer of the instrument.
Parties involved in Cheque
a. The Drawee
Usually, the drawee consists of bank and financial institutions. The drawee is the party upon whom the cheque is drawn. It is the party to whom the drawer gives order to pay the amount of cheque to the person named on the cheque or his order or to the bearer.
b. The Drawer
The drawer is the party who draws the cheque upon a specified banker. The drawer is the maker of the cheque. He is the depositor who issues the cheque directing the bank to pay a certain sum of money to a certain person or his order or to the bearer.
c. The Payee
The payee is the party who presents the cheque for payment. The payee is the person who receives money from the bank.
[bookmark: bookmark68][bookmark: bookmark69]Types of Cheques
Cheques can be different kinds according to the condition, payment procedure and safety. Different kinds of cheques are given below.
[bookmark: bookmark70][bookmark: bookmark71]Bearer Cheque1.


The cheque of which the bank has to make payment to anybody who presents it into the bank is called a bearer cheque. The bank does not take enquiry to give payment upon this cheque but for the huge amount, banks nowadays ask for identity cards. The bank
does not guarantee to the security of the amount so withdrawn whether the payment made to the right person or not.
2. [bookmark: bookmark72][bookmark: bookmark73]Order Cheque
The cheque of which payment is made only to the person whose name is specified in it is called order cheque. It requires proper endorsement/signature. The cheque with such a signature is known as an endorsed cheque. The bank gives payment upon this cheque after his/her clear
identification. There is a less chance of wrong payment and safer than the bearer cheque.
3. [bookmark: bookmark74][bookmark: bookmark75]Crossed cheque
The cheque which is crossed by two parallel lines are drawn on the face of left hand side of the cheque or words like "& Co" with or without being special instruction is called crossed cheque. The effect of such crossing is that the bank will not pay the
amount of cheque directly to the payee. The main objective of issuing a crossed cheque is to make sure that the amount does not go into the hands of other person than the payee. A crossed cheque is very safe and useful means for paying as well as remitting a large sums from one place to another place. There are two kinds of crossed cheques.
 i) General crossing cheque  : It refers to the type of cheque which k parallel lines with or without the word “& co." between them The effect of  general crossing is that any bank can collect the amount of the cheque. The 
responsibility of the drawee bank is to pay- the amount to any bank, which presents the cheque. It can be issued to such persons or parties whose account is already opened.	
ii) Special crossing cheque : It refers such type of cheque which requires with two parallel lines drawn across on face of the cheque with the name of the bank and with or without words 'A/C payee’ or' Not Negotiable’ inside two parallel lines of the cheque. It contains the name of a particular bank. The responsibility of the drawee bank is to pay the amount of cheque only to the bank mentioned in the crossing.
[bookmark: bookmark76][bookmark: bookmark77]Rules of issuing a cheque
If the drawer makes the cheque properly and if the balance of the drawer at the ban permits, the bank must pay the amount of cheque as soon as it is presented. If the drawer does not make the cheque properly, the bank rejects payment. Some of the rules of issuing cheque are as follows.
1. The date written on the cheque must be correct.
2. The name of the payee should be mentioned on the cheque
3. The signature of the account holder on the cheque must match with the specimen signature.
4. The balance in the accounts should be sufficient for the payment of the cheque
5. The signature of the drawer should match with the specimen provided to the bank while opening the bank account.
6 The date should be correctly mentioned and not expired.
7 There should not be any crossing and overwriting on the cheque.
8. Any changes made while writing the cheque must be duly signed by the account holder.
[bookmark: bookmark78][bookmark: bookmark79]Dishonor of a Cheque
Sometimes, due to various reasons, the bank does not encash the cheque. It is called dishonor of cheque. The bank should pay the amount mentioned on the cheque as soon as it is presented. If the bank pays the amount of cheque to the payee, the cheque is said to be honored. If the bank refuses to pay it, the cheque is said to be dishonored. Therefore, the dishonor of the cheque means the rejection made by the bank to pay the amount of cheque to the payee. When the drawer draws the cheque without following the rules of issuing a cheque, the bank dishonors the cheque. The reasons are:
1. If the date is not written or written incorrectly or expired.
2. If the name of the payee is not written or written unclear.
3. If the bank balance is not enough to make payment on the cheque with maintaining minimum balance in the account.
4. If the order or crossed cheques are transferred without proper endorsement and release.
5. If the cheque is not signed properly as per the specimen signature.
6. If the account number is not mentioned or unclear or mentioned wrongly.
7. If the bank has any types of doubt on the payee.
8. If the bank received the information about the death or madness of account holder.
9. If the court orders the bank to stop payment of the cheque.
10. If the drawer has closed his account before presenting the cheque.
[bookmark: bookmark80][bookmark: bookmark81]Computerized Payment System of Cheque
Nowadays, banking transactions are also performed through computerized system because of growing technology and need. A bank has different branches at different locations of the country. The bank collects information and maintains the accounts of the transactions with the help of the computerized networking system. A customer can deposit and withdraw an amount from any branch bank. To the cheque, verifying process is mostly applied at the time of payment of the cheque. The bank verifies the customer’s signature, according to specification balance on account number and other necessary terms for the payment with help of network of computer and computer identifies them within a minute. Nowadays, banks operate ABBS (Any Branch Banking Service) facilities through computer network.

	Comparision  of cheque

	Basis
	Bearer Cheque
	Order Cheque
	Cross Cheque

	Meaning
	It is the cheque with which anyone holding the cheque can be paid.
	It is the cheque with which only the person or the party whose name is written on the cheque can be paid.
	It is the cheque   with which payment  can be made by	
depositing the cheque amount in a | person or a party's account.	 

	Payment system
	Any random person holding the cheque can be paid.
	Only the person or the party whose name has been written on the cheque and identified can be paid.
	The only way payment can be made is by depositing the cheque amount in a person's or a party's account.

	Security
	Since the cheque may be withdrawn by a wrong person or the party, it is less secure.
	It is safer as the payment is made only after confirming the receiver's identity.
	This method is the safest as the amount is paid only after	
cheque's deposited in one's account.

	Responsibility of the bank
	It isn't the bank's responsibility for the wrong payment, as who ever holds the cheque receives the amount.
	It is the bank's responsibility for wrong payment because it's the bank duty to identify the payee.
	The bank is very responsible for wrong payment as the payment is done only after the deposit of the cheque amount into the payee's account.

	Design
	No specific instruction is mentioned, but only the word bearer is used to denote this cheque.
	To make an order cheque, an instruction order is mentioned.
	To denote or make ; a cross cheque, two parallel lines are sketched across its face.


[bookmark: bookmark82][bookmark: bookmark83]Insurance
Human life is surrounded by various risks and uncertainties. There is a risk at every step of human life. It is impossible to eliminate these risks but a person can reduce the economic losses arising from such uncertain events with the assist of insurance. Such uncertainty may occur due to fire, theft, accident, earthquake and flood. These threats discourage for the promotion of business. Business activities are carried on daily with the uncertainty. Insurance is the way of minimizing and reducing the financial losses arising from such threats, risks and uncertainties.
Insurance is a way, which provides financial security to the man and his property from any particular risk. It is the means of shifting the risks to the insurer. Insurance is a contract between two parties i.e. the insurer and the insured, where one party assures to give financial compensation against mentioned loss to the next party in consideration of premium. Thus, insurance is a contract of indentifying the losses occurred due to any sort of risk in consideration of the premium.
Insurance can be defined as a co-operative device for dispersion of the losses. Such losses occur due to a particular risk which is extended over to a number of persons who are exposed to the risk and agree to insure themselves against the risk. Insurance cannot protect our life and properties. It cannot eliminate and reduce the uncertainties and risks. It can give financial protection against such risks and uncertainties.
Some definitions of insurance are:
According to Insurance Act 2049 BS, "Insurance business means life insurance business and non-life insurance business which also refers to the reinsurance too."
According to Prof. R. S. Sharma, "Insurance is a co-operating device to spread loss caused by a particular risk over a number of persons who are exposed to it, who agree to insure themselves against that risk."
According to Edwin W. Peterson, "Insurance is a contract by which one party, for a compensation called premium, assurances particular risks of the other party and promises to pay him or his nominee, a certain or ascertainable sum of money on a specified contingency."
In conclusion, insurance is a contract between two parties, i.e the insurer and the insured, for the compensation of losses caused by an uncertain event in the future against the payment of amount called premium.
Functions of Insurance	
Insurance plays a very significant role in the field of trade commerce supports the economic development of the nation. It helps to promote, develop and expands the size of business by reducing economic risks. Basically, insurance has two expands the size of business by reducing economic risks.









functions: Primary function and Secondary function
	FUNCTIONS OF INSURANCE

	Primary Function
	Secondary Function

	· Provides certainity
· Provides protection
· Distributes risks
	· Mobilization of capital
· Increase efficiency
· Prevent losses
· Maintain financial stability
· Support in foreign trade



1. [bookmark: bookmark84][bookmark: bookmark85]Primary functions
The primary function of insurance is to provide financial safety against the losses due to uncertain events. The primary function of insurance is to immediately follow the measures to protect from loss. It includes the following functions:
a. Provides certainty: Risk arises due to uncertainty. The function of insurance is to provide assurance against such loss which takes place in future against premium. Insurance company promises to give financial compensation to the insured party against the mentioned loss, which provides certainty.
b. Provides protection: It provides a sense of security to people or the community by , giving assurance against such losses. People and their properties are surrounded
by risks and may suffer from losses due to uncertainties.
c. Distributes risks: Insurance is the co-operative tool of distributing risks among the persons who are exposed to it. Risks are distributed among insured at the time of insurance contract in the consideration of insurance premium. Like this, any risk is distributed in a very simple manner.
2. [bookmark: bookmark86][bookmark: bookmark87]Secondary functions
Insurance performs various functions to facilitate people which are known as secondary functions. Different types of opportunities and financial benefits can be grabbed with the help of insurance. They are as follows:
a. Mobilization of capital: Insurance business collects a large amount of money as premium from its customers. The entire fund is not used at once for providing compensation. Insurance company mobilizes the remaining fund or the capital into different productive sectors for the economic development of a country.
b. Increase efficiency : Insurance provides assurance and security against the financial losses due to uncertainties. It helps the individual, business and professional people to get relief from worries of losses and uncertainties. When people are free from tension or unexpected losses, they can devote their time for better success.
c. Prevent losses: Insurance company identifies the way of reducing the risk of life and property using different statistical tools scientifically. They make their customers aware of such risks or events. Hence, insurance helps to decrease loss by forecasting future losses.
d. Maintain financial stability: Insurance provides assurance to the insured person or firm to compensate the financial loss caused by uncertain difficulty. It helps to make better working environment ensuring to compensate the economic losses arising due to unexpected events. The assurance and compensation of loss contribute to the stability of business, and therefore, develop a positive concept about insurance.
e. Support in foreign trade: Generally, the goods are transported through waterway and airways in foreign trade. While transporting goods through the means of water transportation, the importer might be exposed to a number of risks. The insurance helps in minimizing all such risks of economic losses assuring him/her to make financial compensation in consideration of insurance premium. As a result, import and export trade becomes riskless and convenient.
[bookmark: bookmark88][bookmark: bookmark89]Importance of Insurance
Insurance is important for a family, business, society as well as individuals. The importance of insurance are listed below.
1. It helps to minimize risks.
2. It helps to encourage saving.
3. It helps to eliminate dependency.
4. It helps to promote business.
5. It helps to provide financial protection.
6. It helps to grant loans.
7. It helps to create employment opportunity.
8. It helps to develop economy.
[bookmark: bookmark90][bookmark: bookmark91]Types of Insurance
Human life and the properties are surrounded by risks as well. People want to secure future of their children and themselves. So, they become a part of contract of insurance for financial stability of the business and individual properties against the risk and uncertainties. Insurance can be classified into three categories such as life insurance, non-life insurance and re-insurance. Among them, we discuss life and non-life insurance.

	Life Insurance
	Non-Life Insurance

	· Whole life insurance
· Endowment life insurance
· Anticipated endowment life insurance
· Childern's education and marriage endowment life insurance
	· Fire insurance
· Marine insurance
· Motor insurance
· Employees liability insurance
· Fidelity gurantee insurance
· Aviation insurance


[bookmark: bookmark92][bookmark: bookmark93]Life InsuranceTYPES OF INSURANCE

Life insurance is one of the most familiar forms of insurance. It is more popular than the other. It is such insurance, under which the insurer agrees to pay or compensate sum of money either after the end of policy period or death of insured to the insured or his/ her nominee. Life insurance provides financial protection. On the other it encourages to save money for the future. It supports for children`s marriage, economic protection in old age and to run any industry in the future.
Some definitions of Life Insurance are:
According to Insurance Act 2049 BS, "Life insurance should be taken as a business relating to contract in which after having paid a specified amount, a specified amount is paid in the event of the person's death or by paying a specified amount periodically on the basis of age, a specified amount is received by the person or her/his nominee”.
According to M.N Mishra, "Life insurance may be defined as the contract whereby the insurer in consideration of a premium undertakes to pay certain sum of money either on the death of the insured or on the expiry of the fixed period.”
In conclusion, it is clear that life insurance is a contract, which provides economic safety to the insured or his/her nominee. It includes the elements of investment as well as its protection.
Types of Life Insurance
1. [bookmark: bookmark94][bookmark: bookmark95]Whole life insurance
The insurance covering the whole life of the insured with a purpose of providing economic support or relief to the dependents of insured after her/his death is known as Whole Life Insurance. The insured does not get direct advantage from it. It provides economic safety to the insured family member. According to insurance policy, the premium amount is paid by the insured for the agreed period.
2. [bookmark: bookmark96][bookmark: bookmark97]Endowment life insurance
The insurance policy which is done for a fixed period of time is Endowment Life Insurance. Time period of this insurance fixed for 5 years, 10 years, 15 years, 20 years and so on. The premium is payable during the insured period only. When the insured dies within the specific period, his/her nominee will get policy amount. The sum assured is payable to the policy holder on the maturity. Endowment policy is very popular because it provides long term economic safety to the family as well as livelihood to the insured in his old age.
3. [bookmark: bookmark98][bookmark: bookmark99]Children education and marriage endowment life insurance
Education and marriage of the children are expensive affairs- for every guardian. Such economic load can be minimized by taking children’s education and marriage endowment life insurance policy. Under this policy, the parents pay the premium amount regularly for a specific period of time. The child becomes the nominee of the policy holder. At the end of the policy period, insurance company pays the assured amount to the insured as a financial support on children’s marriage or higher education.
4. [bookmark: bookmark100][bookmark: bookmark101]Anticipated endowment life insurance
It is issued for 15, 20 and 25 years and a part of the sum assured is paid at certain intervals during the endowment period. Under this policy, the insured gets certain percentage of policy, amount after interval. If the policy is issued for 15 years, 25 % of the insured amount is paid after the first 5 years; again 25% after 10 years and 50% along with the bonus is paid upon maturity of the policy, i.e. after 15 years. In case of death of the insured before the maturity of the policy, the whole assured amount is payable to the nominee with a bonus at once.
5. [bookmark: bookmark102][bookmark: bookmark103]Term life insurance
Term life insurance policy is issued for a short period of time. Generally, it is issued 3 to 7 years until and unless the amount of loan is repaid. The main objective of this insurance is to facilitate the payment to the creditors or lenders by the debtors or borrowers if the insured dies before paying the debt.

[bookmark: bookmark104][bookmark: bookmark105]Memory Tips
· insurance is a contract between Insurer Company and insured person against particular  risk.
· It is a financial treatment against specific risk which provides protection to the dependent person or nominee after the death of insured.
· It encourages to public for compulsory saving habit.
[bookmark: bookmark106][bookmark: bookmark107]Non-Life Insurance
Non-life insurance is contract between the insurer and the insured of short term. It refers to the insurance of goods and properties. In other words, all the insurance policies except life insurance policy is non-life insurance. It is taken for the indemnity of the loss of goods and properties on account of a specified cause. Non-life insurance provides economic safety for building, machinery, equipments, furniture, vehicles and product items against the risk of fire, earthquake, accident and theft. Non-Life insurance includes fire insurance, marine insurance, aviation insurances. Burglary and house breaking, medical aid, cash in transit, personal accidental insurance also come under non-life insurance.
[bookmark: bookmark108][bookmark: bookmark109]Types of Non-Life Insurance
1. [bookmark: bookmark110][bookmark: bookmark111]Fire insurance
The insurance that is done against the risk caused by fire to vehicles, buildings, industrial or business supplies is called fire insurance. Loss or damage of assets caused by fire is called fire waste. Fire insurance is a measure which provides protection against the risk of fire. The objective of fire insurance is to make the financial return of losses caused by fire. Fire insurance is a contract between the insured and the insurer in which the insurer agrees to compensate the insured against a loss or damage caused to a particular property by fire in consideration of premium.  Important definition of fire insurance is:
According to Bill Weipers, "The basic intension of the fire policy is to provide compensation to the insured person in the event of there being damage to the property insured. 


2. Marine insurance
Marine insurance is taken for getting the economic compensate against the losses due to perils of the sea in course of sea voyage. It is a contract between the insurer and the insured in which the insurer promises to indemnify. Marine insurance covers the risks of collision with rock or another ship, attack from enemies, fire, hijack, sinking ship, capture by pirates, detention by the government.

[bookmark: bookmark112][bookmark: bookmark113] 


Important definition of marine insurance is:
According to M. N. Mishra, "Marine insurance has been defined as a contract between insurer and insured whereby the insurer undertakes to identify the insured in a manner and to the interest thereby agreed against marine losses incident to marine adventure."
2. [bookmark: bookmark114][bookmark: bookmark115]Miscellaneous insurance
The following are some types of miscellneous insurance.
a. Motor insurance: The insurance, which compensation the financial losses of the private, public and commercial vehicles, such as, car, jeep, bus, truck, etc. is called a motor insurance. If the vehicle damages the cause of accident or other similar causes, the insurer compensates the economic losses to the owner of the vehicles. This insurance includes the insurance of passengers, vehicles and goods.
b. Employer’s liability insurance: This insurance policy is taken for the workers of factories or institutions by the employer to compensate the claim of the employees on the event of injury, accident, death and disability while they are at work. The workers may lose their life or become physically disabled at work. The insurance that compensates the workers' dependents in case of death or the workers themselves in case of injuries is employer’s liability insurance.
c. Fidelity guarantee insurance: This insurance is human being character risk insurance. The organization should bear some losses that occurs in the office due to mistake of the staff knowingly or unknowingly. To compensate the loss due to such bad attitude, fidelity guarantee insurance is made in the organization. It also reduces the losses due to the activities of honest staff as well.
d. Aviation insurance: Insurance that provides security against losses due to the accident of aircraft is called aviation insurance. Aviation insurance policy is taken for getting economic return against the losses in air service. It contains the losses of aircraft, goods and life of air travelers as well as of the life and properties surrounding the place of an accident.
MEMORY TlPS

h
Non-life Insurance
· Non-life insurance is a financial protection against the risk of goods and properties.
· It includes all type of insurance except life insurance.
· It is a legal contract between insurer and owner of the property.
· Difference between Life Insurance and Non-life Insurance
	Bases of difference
1
	Life Insurance
	Non-life insurance

	Meaning
	The insurance of human being is called life insurance.
	All the insurance policies except life insurance policy are non-life insurance.

	1 Subject
	Life of the human being is the subject matter of this insurance
	Properties are the subject matter of this insurance.

	Period of contract
	Time period of this insurance
fixed for 5 years, 10 years, 15 years, 20 years and so on.
	A non-life insurance is a short term contract which is taken generally for one year.

	Expenditure
	An amount of premium paid for life insurance is a personal expense.
	An amount of premium paid for non-life insurance may be business expenses or personal expenses.

	Compensation



	Insurance company pays the predetermined sum of money to the insured on the expiry of the policy or to the nominee in case of death of the insured.
	The sum of money is to be compensated to the owner of properties holder against the losses of properties.

	Indemnify
	Life insurance is not the contract of indemnity because the life of human being cannot be indemnified in terms of money.
	Non-life insurance is the contract of indemnity under which the loss of properties  is indemnified in monetary ' value.	













































Employees’ Provident Fund
Employees’ Provident Fund is also a type of financial institution working in the social security sector. It collects the fund deducted from employees' monthly salary of government offices, corporations and other organizations. It is the fund or long term deposit of the employee operated by Employee Provident Fund under the supervision of Minis of Finance. According to government rule, the organization adds cent percent oft* deducted amount. After retirement from the job, employees will be benefited"
bonus, interest and other facilities. It collects funds from civil, army, police, teachers, employees of public organizations and employees of private companies and invests the collected funds on productive areas of economy. It mobilizes the collected fund and plays a key role for the economic development of a country.
[bookmark: _GoBack]The system of provident fund was started in 1991, B.S. as military monetary fund. The objective was to provide financial contribution to retired military personnels. Later in 2001 B.S., Department of Civil Servant Provident Fund was established. In order to bring effectiveness in service, 'Employees’ Provident fund Act was passed on 31st Bhadra, 2019, which has given birth to the "Employees' Provident Fund" as an independent corporate body.
[bookmark: bookmark120][bookmark: bookmark121]Functions of Employees' Provident Fund
1. It collects the deducted amount of provident fund out of total salary of employees.
2. It keeps record of the amount received from the depositor, provides statement of deducted amount of the employee and maintains it up to date.
3. It makes a payment of total amount of provident fund with interest to the fund holder after his/her retirement.
4. It provides long and short term loan in a profitable sector.
5. It provides necessary information regarding fund service being offered to the provident fund holders.



CITIZEN INVESTMENT TRUST
Citizen Investment Trust is a financial institution, which encourages the general people to save a part of their earnings for the formation of capital. It collects fund from the public and investors and invests it on the productive sectors like shares, debentures and government securities. Thus, it helps for the development of the capital markets. Citizen Investment Trust established under Citizen
Investment Trust Act, 2047 on the 4th Chaitra, 2047. The responsibility of management of this trust is taken fully by a board of directors. The board of directors of this trust is formed with minimum members.

[bookmark: bookmark124][bookmark: bookmark125][bookmark: bookmark2][bookmark: bookmark3]Functions of Citizen Investment Trust
The functions of Citizen Investment Trust are grouped under three main heads s stated below:
1. Saving mobilization
· To operate various types of mutual fund scheme and citizen unit schemes
· To operate various types of retirement schemes such as pension fund, gratuity fund and insurance fund.
2. Financial assistance and investment
· To invest in the shares and debentures of corporate organizations and government bonds.
· To provide term loan and bridge loan to corporate organizations.
· To provide loan for buying and sales of securities
3. Capital market service
· To issue various types of securities and to provide sales management services
· To provide underwriting services
· To provide consultancy services in the capital market
· To provide expert consultancy services in the matters relating to capital structure, issue price, issuing period, merging, acquisition and privatization of corporate organizations.
MEMORY TIPS

Citizen Investment Trust
· Citizen investment trust is a financial institution which encourage to public and employees for saving and developing capital market.
· Nagarik Lagani Kosh is the citizen investment trust of Nepal.
Financial Co-operatives
The financial co-operative institution is a type of co-operative institution, which is established under the Co-operative Act, 2048. It is a charitable association of persons with common interest who join together to safeguard their social and financial interests. The major objective of financial co-operative institution is to strengthen the economic condition of the weaker section of the society by mobilizing the small amount of capital. It is a non-profit making organization which directly addresses for the up liftment of the weaker section of the society. It encourages the saving habit of its members by allowing comparatively higher rate of interest. It accepts deposits from its members and grants loan to them. It provides a small amount of credit facility to it`s members against the securities or group guarantee with least legal formalities.

On October 24,1844, a British Industrialist, Robort Owen, established a consumer cooperative called Rochdale Society of Equitable Pioneers. He has opened co-operative for an ideal society on the strength of mutual help and understanding by eradicating the ongoing exploitation and competition. Thereafter, the expansion of co-operative s started in countries like Germany, Italy, France, Japan, etc. In 1850 AD, Sulj opened the first Cooperative Loan Institution to help farmers suffering from high interest rates of the German money-lenders and Refisen expanded the Loan Co-operative in the rural areas of Germany. In Italy, with the active participation of Lujati, Co-operative Bank was established in the year 1866. With the active participation of Olemberg, Rural Development Bank was established in 1883. As a result of gradual development of cooperatives, International Cooperative Alliance was established in England in the year 1895 AD.
Important definition of co-operative is:
According to Prof. Henry Calvert, "Co-operative is a form of organization wherein persons voluntarily associate together as human beings on the basis of equality for the promotion of economic interests of themselves."
In conclusion, a financial co-operative is an association of people belonging to weaker section of the society who join together to safeguard their social, economic and cultural interests with the principles of democracy, equality, mutual help, co-operation, service and sacrifice.
[bookmark: bookmark132][bookmark: bookmark133]Functions of Financial Co-operative Organization
· It grants loans to its members against the securities or group guarantee.
· It provides different kinds of welfare services to its members.
· It encourages the saving habit.
· It mobilizes the small amount of capital of urban, sub-urban and rural areas.
· It provides co-operative education to its members.
· It saves its members from the exploitation of capitalists in rural areas by fulfilling the financial needs at reasonable rate of interest.
· It contributes to the national unity by promoting the feeling of mutual help and trust among the members.
· It promotes small scale industry, cottage industry and agricultural sector of rural areas through financial and technical assistance.











A. Very short answer questions (Answer the following questions in one sentence/ in very short)
1. When was Nepal Rastra Bank established?
2. Who is the drawee of the cheque?
3 What is insurance?
3. When was Citizen Investment Trust established?
B. Short answer questions (Answer the following questions in short)
1. What do you mean by crossed cheque? Explain its types.
Higher ability
2. "Insurance is a device for promoting trade and industry in the country, justify.
3. Mention any three similarities and any three differences between the central bank and a commercial bank.
C. Long answer questions (Write long answer to these questions)
1. What is the central bank? Explain its functions in brief.
2. What is a commercial hank? Explain its functions in brief.
S.L.C question 2070
3. What is insurance? Explain the functions of it in brief. (1+9)
