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Unit 1: Introduction to Financial Literacy 

Introduction:  

 

 

Financial literacy assumes much significance in today’s world. Financial literacy, as a life skill, 

is to be imparted to every individual for management of their personal finances. People face 

various issues like complexity of financial products, prevalence of fraudulent and Ponzi 

schemes, need for funds to get a better quality of life after retirement etc. These issues have 

generated need for a better management of personal finances with proper management of 

income and expenditure. 

Financial education helps people in being financially literate and develop a positive attitude 

towards managing their income, expenditure, assets and liabilities properly, which would lead 

to better financial well- being. 

Financial planning is a must for every household. Financial planning goes beyond savings. It 

is an investment with a purpose. It is a plan to save and spend future income and should be 

carefully budgeted. 
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Financial literacy refers to the knowledge and understanding of various financial products. It 

helps individuals manage their money, personal finances, investment, and tax planning. Its 

primary purpose is safeguarding individuals from financial frauds and scams. 

It is crucial for the realization of long-term goals—a child’s higher education, buying a house, 

or establishing a business. It highlights emergency funds, retirement funds, insurance, and 

estate planning. Educating one individual creates a chain reaction—creating awareness among 

friends, family, colleagues, neighbours, clients, etc. 

Financial literacy is the cognitive understanding of financial components and skills such as 

budgeting, investing, borrowing, taxation, and personal financial management. The absence 

of such skills is referred to as being financially illiterate. 

Financial literacy consists of several financial components and skills that allow an individual 

to gain knowledge regarding the effective management of money and debt.  

Below are the fundamental components of financial literacy that should be learned. 

1. Budgeting 

In budgeting, there are four main uses for money that determine a budget: spending, investing, 

saving, and giving away. 

Creating the right balance throughout the primary uses of money allows individuals to better 

allocate their income, resulting in financial security and prosperity. 

In general, a budget should be composed in a way that pays off all existing debt while leaving 

money aside for saving and making beneficial investments.  

2. Investing 

To become financially literate, an individual must learn about key components in regards to 

investing. Some of the components that should be learned to ensure favorable investments are 

interest rates, price levels, diversification, risk mitigation, and indexes. 

Learning about crucial investment components allows individuals to make smarter financial 

decisions that may result in an increased inflow of income. 

3. Borrowing 

In most cases, almost every individual is required to borrow money at one point in their life. 

To ensure borrowing is done effectively, an understanding of interest rates, compound 

interest, time value of money, payment periods, and loan structure is crucial. 

If the criteria above are understood sufficiently, an individual’s financial literacy will increase, 

which will provide practical borrowing guidelines and reduce long-term financial stress. 

4. Taxation 

Gaining knowledge about the different forms of taxation and how they impact an individual’s 

net income is crucial for obtaining financial literacy. Whether it be employment, investment, 

rental, inheritance, or unexpected, each source of income is taxed differently. 

https://corporatefinanceinstitute.com/resources/fpa/budgeting/
https://corporatefinanceinstitute.com/resources/valuation/time-value-of-money/
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Awareness of the different income tax rates permits economic stability and increases financial 

performance through income management. 

5. Personal Financial Management 

The most important criteria, personal financial management, includes an entire mix of all of 

the components listed above. 

Financial security is ensured by balancing the mix of financial components above to solidify 

and increase investments and savings while reducing borrowing and debt. 

Achieving an in-depth knowledge of the financial components discussed above guarantees an 

increase in an individual’s financial literacy. 

Importance or Benefits of Financial Literacy 

 

1. Personal Financial Planning and Management 

Individuals who gain financial knowledge develop various sources of income. They prepare a 

monthly budget and borrow carefully. Financial knowledge ensures diligent financial 

management—enough savings for a rainy day. 

2. Identify Fake Schemes 

Contemporarily, financial fraud is on the rise—chit funds, pyramid schemes, Ponzi 

schemes, carding, etc. A financially literate person will evade shady schemes. It is the perfect 

antidote to get-rich-quick schemes.   

3. Spread Investment Awareness 

Financial education does not occur in a vacuum. It is not an isolated incident. Educating one 

individual creates a chain reaction. Such an individual would make efforts to educate family, 

friends, students, colleagues, etc. A financially literate individual may conduct seminars, 

teach in colleges, write articles and books, mentor students, etc. 

Everyone is interested in finance; everyone is a stakeholder. Therefore, financial literacy is a 

movement; “FIRE” is a good example. 

 

https://www.wallstreetmojo.com/pyramid-scheme/
https://www.wallstreetmojo.com/ponzi-scheme/
https://www.wallstreetmojo.com/ponzi-scheme/
https://www.wallstreetmojo.com/carding/
https://www.wallstreetmojo.com/financial-independence-retire-early-fire/
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4. Succession Planning 

It is often said that the poor plan for Saturday night whereas the rich plan for three 

generations. By being financially prudent, individuals impart valuable knowledge to their 

children. Moreover, they plan their succession and leave sufficient money for their 

successors. 

5. Refrains from Herd Mentality 

The financially literate don’t follow random public opinion. They get to the bottom of every 

financial trend. They are more immune to incorrect market speculation. They make cautious 

investors, but in the long run, the profits add up. 

6. Financial Planning and Decision Making 

It is very important to set up an emergency fund and a retirement plan—the earlier, the better. 

Basic Concepts 

Income, Expenses and Budgeting 

Are you sometimes short of cash at the end of the month? Don't seem to be able to save for 

the things you really want? 

You can learn to balance your income with your expenses – and even have some money left 

over for savings and extras. Let us show you how to manage your incoming and outgoing 

finances. 

Setting priorities: Needs and Wants 

It is very important to know the difference between your needs and your wants. This will help 

you in setting your priorities so that you know where to spend your money. 

Need: A necessity, something that is required, something that is essential for life 

Want: A desire, something that is wished for, something that is non-essential 

Using these definitions, "a roof over my head" is a need. So are clothing, food and 

medications. "Watching movies in theatre" is a want, and so are buying an expensive saree, 

jewellery, etc. 

Income 

Most of us have a source of income through our job, business, farming, pension, etc. Many 

may also be receiving interest income from their investments. 

Whatever be the sources of income, you need to know how to keep track of it and manage it 

to cover your expenses and save for future. 

Expenses 

It costs money to live. You need to pay for food, clothing, housing, transportation, 

communication, and a dozen other necessary expenses. Then there are things like 

vacations, entertainment, gifts for relatives and so on. If you want to reach your goals, 

there are two things you must do with your expenses: 

https://www.wallstreetmojo.com/emergency-fund/
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The first step in controlling your spending is to get in the habit of tracking your daily 

expenses so that you know how much you spend and what are the details of your 

expenses. 

Budgeting 

Now that you know your income and expenses, you need to put them together and that is called 

a budget. There's nothing difficult about a budget. It is simply a comparison of income and 

expenses. 

Is the difference between your total income and total expenses a positive or a negative figure? 

 

 

 

 

 

 

  

 

What is power of Compounding? 

With simple interest, you earn interest only on the principal (i.e., the amount you initially 

invested); while with compounding, you earn interest on the principal as well as, previously 

earned interest. 

A sum of Rs.100/- invested for 10 years, at 10% rate of interest, amounts to Rs. 200/- with 

simple interest, and Rs. 260/- (approx.) with compound interest, at maturity. 

 

 
 

 
 

 
 

 
 

 

 

 
 

 
 

 
 

 
 

 

 

 
 

 
 

 
 

 
 

 

 

 
 

 
 

 
 

 
 

 

 

 
 

 
 

 
 

 
 

 

 

 
 

 
 

 
 

 
 

 

 

 

1. Know what your expenses are 

2. Reduce unnecessary spending. 

If it is positive, you have a surplus. 

Congratulations! With the extra money you 

must pay off any debt or loan if you have. 

Otherwise you can increase your monthly 

savings amount or invest for future. 

 

If it is negative, you have a deficit. You need to 

increase your income to balance your budget. 

Reduce your expenses by focusing on what are 

your needs rather than wants. 
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Rule of 72: 

Rule of 72 is a quick, useful formula that is popularly used to estimate the number of years 

required to double the invested money at a given annual rate of return 

Years to double = 72 / Interest rate 

An amount of Rs.1000/-, invested at 9 % rate of interest, will double in 72/9 = 8 years 

What is Financial Planning? 

Financial planning is the process of estimating financial need of a person and to implement 

comprehensive plan to meet those financial need during his or her lifetime. for eg. Birth of a 

child, Purchasing House, Marriage, to meet emergencies etc. 

Financial planning is the process, which provides you a framework for achieving your life goals 

in a systematic and planned way by avoiding shocks and surprises.  

Financial planning is the practice of putting together a plan for your future, specifically around 

how you will manage your finances and prepare for all of the potential costs and issues that 

may arise. The process involves evaluating your current financial situation, identifying your 

goals and then developing and implementing relevant recommendations. 

Here are eight common services that are generally offered as part of financial planning: 

Tax planning: Financial planners often help clients address certain tax issues. They can also 

figure out how to maximize your tax refunds and minimize your tax liability. Certain advisors 

may also be able to actually help you with preparing your taxes and filing your annual taxes. 

Estate planning: Estate planning seeks to make things a bit easier for your loved ones after 

you die. Preparing a will may be part of a financial planner’s services. Estate planning also 

helps prepare for any estate tax you may be subject to. 

Retirement planning: You presumably want to stop working someday. Retirement planning 

services help you prepare for that day. They ensure that you’ve saved enough money to live the 

lifestyle you want in retirement. 

Philanthropic planning: It’s always nice to give something to people who need it or help a 

cause close to your heart. Financial planning can help you ensure you’re doing it efficiently 

and getting all the tax benefits you’re eligible for. 

Education funding planning: If you have children or other dependents who wish to pursue a 

college degree, you may want to help them to pay for it. Financial planning can help make sure 

you are able to do so. 

Investment planning: Though financial planning doesn’t include the actual management of 

your assets, it can still help with your investment portfolio by mapping out how much you 

should be investing and in which types of investments. 

Insurance planning: A financial planner can help you evaluate your insurance needs. Some 

financial planners are also licensed insurance agents and can sell you insurance themselves. 

However, they’ll likely earn a commission, which would create a conflict of interest. 

https://smartasset.com/taxes/income-taxes
https://smartasset.com/retirement/estate-planning
https://smartasset.com/investing/investment-calculator
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Budgeting: This is perhaps the cornerstone of financial planning. A planner can make sure you 

are spending the right amount given your income and can also make sure that you aren’t going 

into debt. 

Financial Planning Process 

 

1. Determining current financial position: 
 

 

 

 

 
 

 

 
 

 

 

 
 

 
 

 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

 

  

 

 
 

 
 

 
 

 
  

 

 

 

 

 

 
  

 

2. Identify and set your goals: 

 
 

 

 

 

 

Determine 
current 
financial 
position 

Identify and set 
your financial 

goals 

Identify 
suitable 

investment 
avenue 

Evaluate 
alternative 
strategies

Create and 
implement your 

plan

Review and 
revise the plan 
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A Good Financial Goal must be SMART.  

For an example, “saving for a motorbike” is a vague and hard to measure. How will you know 

if you are making progress or have achieved it? On the other hand, “saving 50000 rupees for 

a 100 CC motorbike within 10 months” is SMART. It’s specific – you know exactly what you 

are saving for. It’s measurable – you know how much you will need. Its achievable and 

realistic – you can break the total amount needed into smaller steps (saving 5000 rupees a 

month) that will be easier to do. And its time bound you’ve set a deadline of 10 months. 

 

 

 

 

 

 

 

  Incorrect Approach  Correct Approach  

Specific 

  
 

Measurable  

 
 

 

Achievable  
 

I will save money 

 

Realistic Your goal need to be based on 

resources and task that you 

reasonably accomplish. 

 
By saving regularly I will 

be debt free by next year 

and will have saving 

equal to six months of 

my living expenses by 

next December. 

Time 

Bound  

 

I will save money for my 

daughter’s marriage  

I will save ₹ 50,000 a 

year for next 10 years for 

my daughter’s marriage. 
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3. Identifying Suitable Investment Avenue: 
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1. Safety  

2. Liquidity  

3. Returns  

 

 

 

 

 

 

 

 

 

E. What are Risk and Returns  

Risk can be defined as probability of loss occurring in relation to your expected returns from 

any particular investment. It is measure on the basis level of uncertainty of achieving the 

returns as per investor expectation. Risk and investment go hand in hand. The risk comes 

with potential for reward from investing – which is what make the whole process worthwhile. 

Risk V/s Return 

➢ No such thing as risk free investment. 

➢ Risk and Return relation is tradeoff. 

➢ Risk can not be eliminated but can be managed. 

➢ Manage risk with diversification. 

 

 



FYBFM SEM I Financial Literacy 

11 
 

Savings Related Products 

Here will discuss various types of saving related products available to the public. These 

includes deposited schemes offered by Banks, Government deposit scheme, Public deposit 

schemes issued by companies. 

Why to keep money in Bank? 

➢ Unsafe to keep at home  

➢ Loss of growth opportunities 

➢ No Credit eligibility  

 

What is Bank? 

A bank is a financial institution that is licensed to provide loans and receive deposits from its 

customers. Banks also provide various financial services such as currency exchange, wealth 

management, and safe deposit boxes, etc. 

Broadly, banks can be categorized into retail banks, corporate or commercial banks, and 

investment banks. In most countries, banks are regulated by the central bank or the government. 

In India, the central bank, the Reserve Bank of India (RBI), is entrusted with the responsibility 

to regulate all the banks across the country. 

Banking: 

A bank is known as a financial institution responsible for accepting deposits from the public 

and creates a demand deposit while simultaneously providing loans to its borrowers. Banks can 

perform these lending activities either directly or through capital markets. 

After the country got independence, the government took steps to regulate the banking and 

business sector in India. 

For that, the government brought in a law, in which, the banking and banking business in India 

has been clearly defined. This law changed to an Act named the Banking Regulation Act (BR 

Act) of 1949. 

As per the BR Act, Section 5 (c), “a banking institution is a company that transacts the business 

of banking in India.” 

Section 5 (b) of the BR Act also describes the banking business as “accepting for the purpose 

of lending or investment of deposits of amounts from the public, repayable on demand or 

otherwise, and withdrawal by cheque, draft, and order, or otherwise. 

 

Structure of Banking System in India  

The Banking System in India has a hierarchical structure consisting of various types of banks. 

Here’s an overview of the structure of the banking system in India, which also includes 

legislation under which each type of bank operates: 

Reserve Bank of India: Central bank and apex regulatory authority for the banking 

system in India. Reserve Bank of India Act, 1934 

https://testbook.com/banking-awareness/rbi-notes
https://testbook.com/banking-awareness/capital-market
https://testbook.com/objective-questions/mcq-on-banking-regulation-act-1949--5eea6a0839140f30f369d86d
https://testbook.com/objective-questions/mcq-on-banking-regulation-act-1949--5eea6a0839140f30f369d86d
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Scheduled Commercial Banks: Refer to banks that are listed in the Second Schedule of 

the Reserve Bank of India (RBI) Act, 1934.  

Public Sector Banks (PSBs): Owned and controlled by the government of India. 

Banking Companies (Acquisition and Transfer of Undertakings) Act, 1970 and 1980 

Private Sector Banks: Owned and operated by private entities or individuals. Banking 

Regulation Act, 1949 

Foreign Banks: Bank with headquarters outside India but operate branches in the 

country. Banking Regulation Act, 1949 

Regional Rural Banks (RRBs): Specialized banks providing services to rural and 

agricultural sectors. Regional Rural Banks Act, 1976 

Cooperative Banks:  Financial institutions are owned and operated by cooperative 

societies or groups of individuals. Banking Regulation Act, 1949 (for urban cooperative 

banks) and State Cooperative Societies Acts (for rural cooperative banks) 

Non-Banking Financial Companies (NBFCs): Institutions providing banking and 

financial services without holding a banking license. Reserve Bank of India Act, 1934 and the 

Companies Act, 2013 

Types of Bank Accounts  

 

1. Savings Account 

As we see, the savings account can be opened either by an individual or jointly by two 

individuals with a prime objective of saving money. 

The main advantage of opening a savings bank account is that it pays the customer a sum of 

amount in the form of interest against opening this type of savings account. 

Features of Savings Bank Account: 

➢ No limit of the number of times the account holder can deposit money in the account. 

However, there is a restriction on the number of times money can be withdrawn by the 

account holder. 

➢ The rate of interest varies from 4% to 6% per annum 

➢ No minimum balance required to be maintained. 



FYBFM SEM I Financial Literacy 

13 
 

➢ Internet bank service is provided 

➢ Account holders are provided with an ATM/ Debit/ Rupay Card 

➢ Savings bank account is further categorized as Basic Savings Bank Deposit (BSBDA) 

and Basic Savings Bank Deposit Accounts Small (BSBDS) 

 

2. Current Account 

Current Account is the second type of bank account. Such an account is not used for the purpose 

of savings. It is only opened by businessmen who have a larger number of general transactions 

with the banking organization. 

Features of Current Account: 

➢ Apart from businessmen, current bank accounts are opened by associations, companies, 

institutions, religious institutions, etc. 

➢ There is no fixed number of times that the current bank account holders can deposit or 

withdraw money from it. 

➢ Internet banking feature is available. 

➢ It does not have any fixed maturity 

➢ Overdraft facility is provided 

➢ There is no rate of interest paid on current bank accounts. 

 

3. Fixed Deposit Account 

Fixed Deposit or an FD account is the third type of bank account customers can open in any 

public or private sector bank. It provides investors a higher rate of interest than the regular 

savings account on the given maturity date. It may require the creation of a separate account 

altogether. 

Features of Fixed Deposit Account 

➢ It is a one-time deposit and take away account. 

➢ The account holder needs to deposit a fixed amount of funds for a fixed period of time. 

➢ The amount deposited in a fixed deposit account is withdrawable just once and not 

anytime as per the account holders’ requirements. 

➢ A certain amount of interest is paid on the fixed deposit account 

➢ The rate of interest of a fixed deposit account depends on the amount deposited and the 

time duration for which the amount is deposited. 

➢ The bank is liable to repay the full amount deposited in the FD before the maturity date. 

 

 

4. Recurring Deposit Account 

Recurring Deposit or RD account is a type of account in which the account holder is required 

to deposit a fixed amount of money every month till the time it reaches the fixed maturity date. 

The account is an investment tool that encourages people to make regular deposits and receive 

decent returns on their investment. 

Features of Recurring Deposit Account 

➢ It is the regular deposit factor and the interest aspect that the account provides flexibility 
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and ease of investment to the account holders. 

➢ The RD account can be opened by any individual or an institution either jointly or 

separately 

➢ Regular monthly instalments to be added can range from as low as INR 50 to any 

amount from one bank to another 

➢ The account can be opened ranging from 6 to 120 months. 

➢ Its rate of interest varies from bank to bank 

➢ The Recurring Deposit Account provides the nomination facility as well, Account 

holders are issued passbooks to know their account summary on a regular basis 

➢ The bank can deduct a sum of the amount as a penalty if premature withdrawal of the 

amount is made. 

 

5. DEMAT Account 

The DEMAT Account constitutes the shares and securities held in electronic form. The DEMAT 

account stands for Dematerialization Account. Such accounts are maintained by two depository 

institutions, the National Securities Depository Limited and the Central Depository Services 

Limited. 

Features of DEMAT Account 

➢ Such accounts help easy trade of share and securities 

➢ They facilitate conducting stress-free transaction of share 

➢ Opening of the DEMAT Account requires the KYC procedure 

➢ The transaction cost is reduced 

➢ Traders can work from any location 

➢ The transfer of securities can be done with less paperwork 

 

6. NRI Account 

The option of the NRI Account is provided by both public and private sector banks to fulfil the 

banking requirements of a non-residential Indian or a person of the Indian origin. An NRI 

account allows overseas transfer of funds to India and holds the funds in Indian rupees. 

Features of NRI Account: 

➢ NRI account enables free repatriate of funds without any restrictions 

➢ It also allows easy investment in the Indian investment instruments like FDI, FPI, 

FII, etc. 

 

Types of NRI Accounts 

Non-Resident Ordinary Rupees (NRO) Account: It allows transfer of foreign earnings easily 

to India. This account can be opened in the form of Savings/ Current/ FD/ RD account. NRO 

accounts can be opened by an individual or a a group of persons 

Non-Resident External Rupees (NRE) Account: This account comes into existence when an 

Indian citizen moves abroad for employment. Their existing bank accounts are then converted 

into NREs. It can be jointly opened with an Indian resident as well. 

https://testbook.com/banking-awareness/kyc-know-your-customer
https://testbook.com/banking-awareness/foreign-trade
https://testbook.com/banking-awareness/foreign-trade
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Foreign Currency Non-Resident (FCNR) Account: This account can be opened to manage an 

international currency. FCNR can only be in the form of Term deposit and can be withdrawn 

after its maturity. 

7. Senior Citizens’ Account 

People above 60 years of age are considered as senior citizens as per the government’s 

directives. Senior Citizens’ accounts are normal savings accounts with the difference that an 

interest benefit ranging from 0.25% to 0.50% p.a. Is decided by the respective banks from time 

to time for the beneficiary account holder. 

The Senior Citizens’ accounts are opened as joint accounts, the first name in the account should 

be that of a senior citizen only then the benefit of the same goes to the senior citizen. The 

accounts under the senior citizen scheme are applicable to only those senior citizens who are 

residents of India. 

8. Salary Account 

A salary account is a type of bank account designed to facilitate the smooth transfer of monthly 

salaries from employers to employees. Salary accounts offer a financially convenient 

environment for both employers and employees. 

Features of Salary Account: 

➢ Primary features of a salary account is the direct credit of monthly salaries by 

employers. 

➢ Salary accounts generally have low or no minimum balance requirements 

 

Benefits of Salary Account: 

Salary accounts usually come with minimal or no fees for account maintenance, transactions, 

and ATM withdrawals. This helps employees save on banking costs and ensures that the bulk 

of their salary remains accessible for personal use. 

A salary account offers opportunities to access financial products and services offered by the 

bank like personal loans, credit cards, or investment options. 
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• E – Banking / Digital Banking  

 

 

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Digital Payment Do’s & Don’ts 
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❖ Credit card and Debit card 

Debit card is issued by banker to account holders for withdrawing money from ATM 

and make payment at point of sale. 

Credit card holder gives benefit of availing certain period of credit. 

 

 

 
 

 
 

 

 

 

 

 
 

 
 

 
 

 

 

 

 

 

 

 
 

 
 

 

 

 

 

 

 

Insurance Related Products  
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Borrowing Related Products  

 

 

 

 

  

 

 

 

 

Different Types of loans provided by Banking institutions to Individuals and Business 

community as follow.  

 

 
 

 

 

 

 

 
 

 

 

 
 

 

 

 
 

 
 

 
 

 

 

 

 

5Cs in credit – to get loan sanctioned.  

 

 

 

 

 

 

Capacity Character Capital Collateral
Credit 
Score 
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Investment in Securities Market 
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Government Schemes for Various Savings and Investment Options  
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Tax Saving Options  

 

 

 

 

 

 

 

 

 

 

 

 

 
 

 

 
 

 

 

 

 

 

 

 

 
 

 

 

 
 

 

 

 
 

 

 

 
 

 

 


