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Dr. J. N. Misra
Chief Executive Officer,
IIBE, Mumbai

editorial

very year, the Institute conducts a Micro Research Competition for its members and awards
prizes to the selected papers. 'Micro Research' is an essay competition for members of the
Institute (bankers) on their areas of interest. Out of the prize winning papers of Micro
Research Competition, some papers will be published in one of the issues of Bank Quest. We carry

two prize winning micro research papers in this issue. Both these papers focus on “Pradhan Mantri
Jan Dhan Yojana”

The first paper is “Pradhan Mantri Jan Dhan Yojana (PMJDY) - a National Mission on
Financial Inclusion” by Mr. Deenanath Jha, Chief Manager (Research), State Bank Institute of
Information and Communication Management(SBIICM). In this paper, the author explains the
salient features of the PMJDY scheme. The second article is “Jan Dhan Scheme” by Ms. Ila Vats,
United Bank of India. In this paper, she presents a case study of a Public Sector Bank in
implementing the PMJDY scheme.

The third article is “Short Term Trade Credit - A boon for Indian Importers” by Mr. D. Murugesan,
Senior Faculty at Southern India Banks' Staff Training College. In this article, the author explains two
broad categories of trade credit and their benefits to importers. The fourth article is “NPA - A serious
drag on growth” by Dr. C. I. George, former executive of Canara Bank and Principal of the Bank's
Staff Training College. The author explains some of the issues of Non Performing Assets in Banks in
this article.

The next article is by Ms. Nidhi Choudhari, IAS, Maharashtra on “Housing Finance : Access and
Affordability”. The author in this article discusses evolution of housing finance and various issues
that affect the growth of housing finance in India. The sixth article is by Mr. D. M. Chandgadkar,
CEO & Company Secretary, Saraswat Infotech Limited on “Credit Risk Rating & its importance
in Banks” In this article, the author explains the concept of credit risk rating, types, uses of credit
ratings, various regulatory issues in credit ratings.

The issue also carries an article in Hindi by Mr. Sudhendu Kumar, Manager (Research), State Bank
Institute on “TIAREI H IRGRY ST H HITHT T BT AELIH : I B 2~ We carry two book reviews in this

issue. The first book reviewed in this issue is “Before and After Global Crisis” written by Mr. T" 'I” Ram
Mohan and reviewed by Ms. Nidhi Choudhari, IAS. The second book reviewed is “Corporate Valuation :
A Guide for Analysts, Managers and Investors” written by Dr. Prasanna Chandra and reviewed by
Dr. A. A. Attarwala & Prof. C. S. Balasubramaniam, Kohinoor Business school.

We are sure that you will find the coverage and content of this issue interesting. Your suggestions
and feedback for improving the contents are welcome.

Dr. J. N. Misra
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In the January-March 2015 issue of 'Bank Quest', we had carried a lead article along with the name
of Mr. B. V. Upadhye, General Manager, Bank of India entitled “Global Financial Crisis and Emergence

of Basel lll : Lessons for Emerging Economies”.

We wish to clarify that the said article, published for educational purpose, is a verbatim reproduction
from a paper solely authored by Mr. Dawa Sherpa, Research Student, Centre for Economic Studies,
Jawaharlal Nehru University, New Delhi, India (JNU) for the EY International Congress on Economics | -
"EUROPE AND GLOBAL ECONOMIC REBALANCING" held at Ankara, October 24-25, 2013 under
the title Critical Evaluation of Basel Ill as Prudential Regulation and Needs. A reference to Mr. Sherpa's
original article with his name is shown at the end of the paper published in the Bank Quest, however,
inadvertently his name is not published as the sole author of the same which is being clarified through

this corrigendum.

We hereby express our deepest regrets to Mr. Dawa Sherpa, his professor Ms. Jayati Ghosh and
JNU for the above inadvertence on our part in carrying this article without naming Mr Dawa Sherpa
as the sole author and consequential inconvenience caused to all of them. We have since withdrawn

the article from the said issue of the 'Bank Quest' and from our website - www.iibf.org.in. also.

Honorary Editor,
Bank Quest,
Indian Institute of Banking & Finance

18.6.2015
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Deenanath Jha *

Introduction

The objective of "Pradhan Mantri Jan-Dhan Yojana
(PMJDY)" is ensuring access to various financial
services such as availability of basic savings bank
account, access to need based credit, remittances
facility, insurance and pension to the excluded sections
i.e. weaker sections & low income groups. This kind of
deep penetration at affordable cost is possible only with
effective use of technology.

Hon'ble Prime Minister, Shri Narendra Modi launched
"Pradhan Mantri Jan-Dhan Yojana (PMJDY)" on 28"
August 2014, across the nation simultaneously. PMJDY
is a national mission for Financial Inclusion.

The task is gigantic and is a national priority. It has an
ambitious objective of equipping all households in the
country with banking facilities and having a bank account
for each household. The Hon'ble PM has emphasised
that it is important to include the people left-out into the
mainstream of the financial system. The PMJDY lies at
the core of development philosophy of "Sab Ka Sath,
SabKa Vikas”.

The account can be opened in any bank branch or
Business Correspondent outlet. PMJDY accounts are
being opened with Zero Balance. However, if the
account-holder wishes to get a cheque book, he/she will
have to fulfil the minimum balance criteria.

Special Benefits under PMJDY Scheme
a. Intereston deposit.

b. Accidental insurance cover of%1.00 lac.
¢. No minimum balance required.

d. Life insurance cover of¥30,000/-.

e

. Easy transfer of money across India.

f. Beneficiaries of Government schemes will get Direct
Benefit Transferin these accounts.

g. After satisfactory operation of the account for 6 months,
an overdraft facility will be permitted.

h. Access to pension, insurance products.

i. Accidental Insurance Cover, RuPay Debit Card must
be used atleastonce in 45 days.

j- Overdraft facility upto ¥5,000/- is available in only one
account per household, preferably in the account that
is in the name of the lady of the household.

Financial Inclusion : Current Status - India

® Though the economy has shown impressive growth
during post liberalization era of 1991, the impact is yet
to percolate to all sections of the society and therefore,
India is still home of 1/3" of world's poor.

® Census 2011 estimates that only 58.7% of the
households have access to banking services.

® The banking network of the country (as on 31.03.2014)
consists of a bank branch network of 1,15,082 and an
ATM network of 1,60,055. Of these, 43,962 branches
(38.2%) and 2,33,34 1 ATMs (14.58%) are in rural areas.

® Despite various measures for financial inclusion,
poverty and exclusion continue to dominate the socio-
economic and political discourse in India even after six
decades of post economic independence era.

® The statistics show that there is substantial progress
towards opening of accounts.

® Providing basic banking services has been a priority
during the recent years. However, it is essential that all
the sections be financially included in order to have
financial stability and sustainability of the economic
and social order.

* Chief Manager (Research), SBIICM, Hyderabad.
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@ According to World Bank Findex Survey (2012), only
35% of Indian adults had access to a formal bank
account and 8% borrowed from formal financial
institutions in last 12 months. The miniscule number
suggests an urgent need to further push the financial
inclusion agenda to ensure that people at the bottom
of the pyramid join the mainstream of the formal
financial system.

Important Guidelines on Financial Inclusion

® 2006 : In January, banks were allowed to enlist non-
profit Business Correspondents (BCs) as agents for
delivery of financial services, acting in the capacity of
'last-mile infrastructure'.

® 2008 : In April, it was decided that BCs should not be
located more than 15 kilometres from the nearest bank
branch, so as to ensure their adequate supervision.
This restrictive rule severely limited the expansion of
this model.

® 2008 : RBI issued operative guidelines for mobile
banking and amended the same in December 2009
to ease the various transaction limits and security
norms.

® 2009 : For the sake of profits, individuals were
allowed to participate as BCs, and this category
included retail stores, gas stations, PCOs etc. Further,
BCs were allowed to operate up to 30 kilometres
from the nearest bank branches.

® 2009 : Banks were allowed to apply 'reasonable’
service charges on customers to ensure the viability
of the BC model. They were also allowed to pay
a 'reasonable’ commission / fee to the BCs to
incentivize them.

® 2010 : In June, RBI and TRAI were able to reach an
agreement regarding the rollout of mobile banking,
whereby TRAI would deal with all interconnection
issues and RBI would handle the banking aspects
such as KYC checks, transaction limits etc.

® 2010 : In September, all companies listed under
the Companies Act (1956) were allowed to act as
BCs, with the exception of Non-Bank Financial
Companies (NBFCs).

6 April-June 2015

® 2010 : The same directive determined that the
distance rule was open to optional relaxation in
certain cases, based on the decision of the State
Level Bankers' Committees. However, document
verification falls under the domain of the banks, to
ensure adherence to KYC norms. This slows down
the account opening process.

® 2011 : In January, TRAIl announced its intent to
fix mobile tariffs for financial services as against
their current market pricing, in order to ensure
affordability.

2011 RBI issued guidelines for opening
Aadhaar-enabled bank accounts to facilitate routing
of MGNREGA wages and other social benefits in
to the accounts using EBT.

® 2012 : RBI permitted Aadhaar number as a proof
of both Identity & Address for the purpose of opening
of bank accounts.

® 2012 : Gol introduced Sub Service Area (SSA)
approach for opening of banking outlets and for
Direct Cash Transfer.

® 2012 : Aadhaar Payment Bridge System (APBS)
was introduced for centralised credit of Social
Benefits.

o Guidelines on Direct Benefit Transferissued by Gol.

® 2013: RBI permitted to use e-KYC to ease the account
opening process.

® TRAI issued guidelines on USSD-based mobile
banking services for Financial Inclusion.

® 2014 : RBlissued guidelines for scaling up of Financial
Inclusion.

Six Pillars of PMJDY

PMJDY, to be executed in the Mission Mode,
envisages provision of affordable financial services
to all citizens within a reasonable distance. It comprises
of the following six pillars :

a. Universal access to banking facilities : Mapping of
each district into Sub Service Area (SSA) catering
to 1000-1500 households in a manner that every
habitation has access to banking services within a

The Journal of Indian Institute of Banking & Finance



reasonable distance (say 5 km.) by 14" August 2015.
Coverage of parts of J&K, Himachal Pradesh,
Uttarakhand, North East and the Left Wing Extremism
affected districts which have telecom connectivity
and infrastructure constraints would spill over to
the Phase Il of the program (15" August 2015 to 15"
August2018).

b. Providing basic banking accounts with overdraft
facility and RuPay Debit card to all households :
The effort would be to first cover all uncovered
households with banking facilities by August 2015,
by opening basic bank accounts. Account holder
would be provided a RuPay Debit Card. Facility of
an overdraft to every basic banking account holder
would be considered after satisfactory operation /
credit history of six months.

c. Financial Literacy Programme : Financial literacy
would be an integral part of the Mission in order to
help the beneficiaries make best use of the financial
services being made available to them.

d. Creation of Credit Guarantee Fund : A Credit
Guarantee Fund would be created to cover the
defaults in overdraft accounts.

e. Micro Insurance : To provide micro-insurance to
all willing and eligible persons by 14" August 2018,
andthen on an ongoing basis.

f. Unorganized sector Pension schemes like
Swavalamban : By 14" August 2018 and then on
anongoing basis.

Under the mission, the first three pillars would be

emphasised uponin the firstyear.

Timeline for Financial Inclusion Plan

The target is to achieve the Comprehensive Financial
Inclusion of the excluded sections by 14" August 2018
intwo phases as under :

Phasel (15" August 2014 - 14" August 2015)

® Universal access to banking facilities in all areas
except areas with infrastructure and connectivity
constrains like parts of North East, Himachal Pradesh,
Uttarakhand, J&K and 82 Left Wing Extremism (LWE)
districts.

The Journal of Indian Institute of Banking & Finance

@ Providing Basic Banking Accounts and RuPay Debit
card which has inbuilt accident insurance cover of %1
lakh. Aadhaar number will be seeded to make account
ready for DBT payment.

o Financial Literacy Programme
Phasell (15" August 2015 - 14" August 2018)

@ Overdraft facility up to ¥5,000/- after six months of
satisfactory operation/ credit history.

@ Creation of Credit Guarantee Fund for coverage of
defaults in A/Cs with overdraft limit up to ¥5,000/-.

® Micro Insurance.

® Unorganized sector Pension schemes like

Swavalamban.

Some of the Phase Il activities will also be carried out in
Phase I. Additionally, in this phase; households in hilly,
tribal and difficult areas would be covered.

Moreover, this phase would focus on coverage of
remaining adults in the households and students.

Strategy for achievement of objectives

® In order to achieve the above objectives, a broad
collaborative strategy with all stake holders was
proposed. It was proposed to encourage public-
private partnerships, as also, gainfully utilise inter-
department convergence and synergies. The
existing rural infrastructure of post offices having
Gramin Dak Sewaks would be optimally utilized
to become Bank Mitr (Business Correspondent)
of the Banks. One of the key strategies will be
deployment of online fixed point Bank Mitr
(Business Correspondent) to deliver basic banking
services near to the customers' doorstep. There
are 1.26 lakh Common Service Centres, out of which
only 12,000 are BCs of the banks.

® The strategy is to take forward the Bank Mitr
(Business Correspondent) model for expansion
of banking services by modifying it to ensure both
operational flexibility and viability of the Bank
Mitr (Business Correspondent). Technological
innovations like RuPay Card and mobile banking
will be harnessed. Banks will use the RBI's scheme
for subsidy on rural ATMs and UIDAI's scheme for
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subsidy on micro ATMs to augment their resources at
the village level.

® Convergence with the National Rural Livelihood
Mission (NRLM) in rural areas and National Urban
Livelihood Mission (NULM) in urban areas would
be sought for to cover each household with bank
accounts. The expansion plans of the Department
of Telecom to provide telecom connectivity in
difficult areas would be effectively utilized for the
provision of banking facilities in these areas.
Department of Telecom has been requested to
ensure that problems of poor and no connectivity
are resolved on priority.

Implementation of Pradhan Mantri Jan-Dhan Yojana
(PMJDY)

It is extremely important to expand the banking network
of the country to reach out to the financially excluded
segments of the population.

Bank Branches & ATMs :

In the year 2013-14, Public Sector Banks (PSBs) set up
7840 branches across the country, of which about 25%
were in rural areas. More than 40,000 ATMs were also
set up pursuant to the Budget announcement of 2013-14
of providingan ATM at every branch.

The present banking network of the country (as on
31.03.2014) comprises of a bank branch network of
1,15,082 and an ATM network of 1,60,055. Of these,
43,962 branches (38.2%) and 23,334 ATMs (14.58%)
are in rural areas and the remaining in semi-urban and
metropolitan areas.

In the year 2014-15, PSBs propose to set up 7332
branches and 20,130 new ATMs. However, given
the banks' staff constraints and the viability of
opening full-fledged branches in rural areas, the
demands for branch expansion far exceed the
supply. The efficient and cost-effective method to
cover rural areas is by way of mapping the entire
country through Sub Service Area (SSA) approach
and deploying fully enabled online fixed point Bank
Mitr (Business Correspondent) outlets. Public Private
Partnerships in this area shall expedite the process
and promote efficiency of coverage.

8 April-June 2015

Swabhimaan Villages :

In the year 2011-12, banks covered more than 74,000
villages, with a population more than 2,000 (as per
2001 census), with banking facilities under the
"Swabhimaan" campaign. Looking at the viability
of each centre, banks would strive to set up a brick
& mortar branch with minimum staff strength of
1+1 or 1+2 in 74,351 villages having population
of 2000 or more which were covered by BCs in the
earlier campaign. This can be done in a phased
manner in a period of 3-5 years.

Mapping Sub Service Areas (SSAS) :

Under the present plan, all the 6 lakh villages across the
entire country are to be mapped according to the Service
Area of each bank. Each Service Area will have at least
one fixed point banking outlet catering to 1000 to 1500
households. This will be called as Sub Service Area
(SSA). Villages with Panchayat Offices can be made
the nodal point. This approach was tried in 121 DBT
districts and the entire mapping resulted in creation of
30,855 SSAs. Of these, 30,751 SSAs were saturated
with banking facilities. It is estimated that there would be
about 1.3 lakh SSAs across the country; of which, under
the present campaign, about 0.8 lakh would already be
covered by banking facilities. Only about 50,000 new
SSAs would need to be covered. Moreover, there are
more than 1.40 lakh BCs of PSBs and Regional Rural
Banks (RRBs) in the rural areas.

PSBs have estimated to set up about 31,846 SSAs
in order to cover the entire geography of the country.
RRBs have estimated to set up another 14,216 SSAs to
complete the SSA coverage. This translates to a target
of coverage of 46,162 SSAs. Considering the possibility
of some field level data mismatches, a conservative
estimate of coverage of 50,000 SSAs is being planned
for, under the present campaign.

However, actual field experience suggests that many
of these are not functional. It is estimated that 75,000
replacements of non-functional BCs would be required.
There are around 1.26 lakh network of Common Service
Centres (CSC) in the country, out of which 12,284
centres are working as banking BC outlets. All the
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remaining CSCs are proposed to be enabled as BC
outlets, forbanks.

Coverage of SSAs :

It is proposed that SSAs shall be covered through
a combination of banking outlets i.e. branch banking
and branch-less banking. Branch banking means
traditional brick & mortar branches. These branches
are manned by bank staff and offer complete banking
services including third party payments and processing
of loan applications. Branchless banking comprises of
fixed point Bank Mitr (Business Correspondent), who
act as representatives of the bank to provide basic
banking services i.e. opening of bank accounts, cash
deposit, cash withdrawal, transfer of funds, balance
enquiries and mini statement facility.

Besides, they also provide value-added additional
services to the bank. Villages without brick & mortar
branches would be covered by fixed location Bank Mitr
(Business Correspondent) outlets, preferably at the
panchayat office / bus station / local market. The Bank
Mitr (Business Correspondent) may cater to the
neighbouring villages in his area on pre-defined time
and days. The working and visit timing would be
prominently displayed at his place of working. Every
habitation will have access to banking services within
5 km. by August 2015, except parts of J&K, Himachal
Pradesh, Uttarakhand, North East and the 82 LWE
affected districts which have infrastructure constraints.

RBI had directed banks to cover all villages by March
2016. This task would now need to be pre-paned to
August 2015, except the hilly, tribal, desert and difficult
areas having problems of telecom connectivity.

Urban Financial Inclusion :

As per Census 2011, there were 7.89 crore urban
households; out of which, 5.34 crore households were
availing banking services. As on 31 March 2014, the
banking network had 71,120 branches and 1,36,721
ATMs in urban, semi-urban and metropolitan areas.
In urban areas too, the banks would engage Bank
Mitr (Business Correspondent) wherever required. The
exact number of uncovered households at present is
not available with banks but is estimated to be about

The Journal of Indian Institute of Banking & Finance

1.5 crore. In the urban centres of the district, the
Lead District Managers (LDMs) would be responsible
for co-ordinating with all available banks in the centre
to cover all households.

Working of Bank Mitr (Business Correspondents) :

The Bank Mitr (Business Correspondent) outlets (in
both rural and urban areas) would be fully equipped
with the required infrastructure. As Bank Mitr (Business
Correspondent) need to carry out online transactions,
internet connectivity is imperative.

However, as per the present status, there may be
certain connectivity issues particularly in hilly and tribal
areas of the country which need to be addressed
immediately.

Hence, there would be a committee consisting of
various stakeholders including BSNL to sort out these
hurdles. Each Bank Mitr (Business Correspondent)
would be given proper training on certain essential
aspects of banking, insurance, pension and on customer
handling.

Adequate compensation to the Bank Mitr (Business
Correspondent) would be ensured for enabling him
to provide uninterrupted services particularly in the
difficult rural and remote areas. The suggested
remuneration to reach the last mile Bank Mitr
(Business Correspondent) would be at least 35,000/-
pm comprising of fixed amount and additional
transaction / activity based variable component. While
deciding upon the remuneration structure, it would
be ensured that the costs on rent, electricity, internet,
travelling etc. are also accounted for.

Success of Pradhan Mantri Jan Dhan Yojana Scheme :

Banks, primarily the PSBs, have opened 11.5 crore
accounts under the Pradhan Mantri Jan Dhan Yojana
(PMJDY), covering 99.74% households and paving
the way for transfer of over 365,000 crore of subsidies
and other transfers directly into these accounts.

"Most of India today is included in the banking system.
Exceptinaccessible households, bank employees visited
every household, and their strike rate was 99.74%," said
the Mr. Arun Jaitley (Finance Minister), adding that in the
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long run the initiative will help people to turn to plastic
money and reduce the use of cash in the economy.
Among the 21.05 crore households surveyed, 20.99
crore have access to bank accounts.

Of the accounts opened under PMJDY, 51% were held
by women, while over 59% were in rural areas. Barring
Jammu & Kashmir, Arunachal Pradesh, Chattisgarh,
Manipur, Meghalaya, Nagaland and Odisha, all other
states have reported 100% coverage for households.
Although, a little over 9,100 crore has so far been
deposited in 28% of the accounts, the government
is hopeful of scaling up that number in the coming
months as the benefits, such as cooking gas subsidy,
are transferred directly. Mr. Hasmukh Adhia, Financial
Services Secretary said, once fully rolled out, Mahatma
Gandhi Rural Employment Guarantee Scheme
(MNREGS) alone will result in the transfer of 333,000
crore a year through bank accounts, while another
325,000-%30,000 crore is expected to flow by way of
subsidies related to cooking gas. Up to January 14,
36,689 crore have already been disbursed to over
8 crore cooking gas customers.

(TOI dated 21.01.2015)
Way forward

By any standard, the Pradhan Mantri Jan Dhan
Yojana (PMJDY) is an extraordinary achievement for
the government. In just over five months, the scheme has
extended banking to almost every single household in
the country - with nearly 116 million new accounts and
the government claiming that 209 million of the country's
210 million households are now covered by banking.

What then accounts for the gap of 94 million between
the 210 million total households and the PMJDY's 116
million, which reportedly covers 99.74% of the eligible
households?

The answer is simple: the rest are already covered.
According to Reserve Bank of India (RBI) data, as at the
end of March 2014, Indian commercial and rural banks
had 243 million basic savings bank deposit accounts
(BSBDA) - 126 million through bank branches and the
rest through BCs. Add 243 million to 116 million (359
million), the number credibly covers all households.

10
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Without a bank account, no subsidy reform is
possible; for, the key to monitoring the flow of
money to the right pockets depends on authentication.
The PMJDY manages to do this with a mix of Aadhaar-
enabled IDs and/or other forms of authentication.

The problems with the scheme are obvious and
short-term in nature : Of the 116 million accounts,
nearly 83 million have zero balance. In short, they
are accounts with no possibility of a transaction till
money flows to them.

According to statistics now available, LPG subsidy
payments - estimated currently in the range of ¥25,000-
%30,000 crore annually - are getting routed compulsorily
through bank accounts. Some 50% of the 16 crore LPG
consumers are already linked through bank accounts,
and by 1 April 2015, 100% coverage is expected. The
Economic Times says that “the government has already
disbursed %6,688.98 crore to 8.03 crore LPG customers
up to 14 January 2015, and the figure could go up to
%25,000-%30,000 crore annually.”

Once LPG is done, the next obvious target will be
kerosene, where current subsidies could be in a similar
range of ¥25,000-%30,000 crore.

The other big scheme to use bank accounts will be the
Mahatma Gandhi Rural Employment Guarantee
Scheme (MGREGS), which has an outlay of ¥33,000
crore annually. Approximately, ¥15,000 crore already
flows through bank accounts. The PMJDY will gradually
take the figure closerto 100% over the next year or two.

According to Business Line, funds for three pension
schemes (39,690 crore), 24 scholarship schemes (35,756
crore) and seven other schemes (32,583 crore) are also
being routed through bank accounts.

The biggest subsidy payments will obviously be
towards food and fertiliser subsidies, which this year
have outlays of 1,15,000 crore and 72,970 crore
respectively. That's a massive flow of ¥1,87,970 crore
currently going to the Food Corporation of India. Nobody
knows how much of the subsidised grain actually goes
to the poor. PMJDY will ensure that it does once food
and fertiliser subsidies are also paid through banks
instead of physically through shops.
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Putting these numbers together, what you get is
a huge potential flow of government subsidies in the
range of nearly ¥2,90,000 crore. If even 1/3” of this
flows through the Jan Dhan accounts, that's a sizeable
volume of nearly ¥1,00,000 crore. Compare that with
the current balance of just 39,218 crore in 116 million
PMJDY accounts.

Looking at a 2 to 3 year timeframe, PMJDY - even
assuming the huge costs of rollout - will probably
pay for itself. That's because, elimination of subsidy
leakages of even 20% of the total will yield savings
of more than 58,000 crore. PMJDY is well worth it.
(http://www.firstpost.com/)

Conclusion

Hence for nation building, for successful implementation
of Direct Benefit Scheme, for checking the pilferage
of subsidy, for financial inclusion, for providing a
wide range of credit, insurance and pension services
to our citizens, we need to replicate our performance
of first five months and make the next phase even
more successful.
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Introduction

Several efforts have been done in last four-five decades
to bring the structured banking services within the reach
of common man. The motive behind nationalization of
banks was to permit the mass to have access to banking
services. However, even after 68 years of independence,
a large section is still out of the ambit of our banking
sector. The objective of Financial Inclusion is to reach out
to the excluded section and to extend financial services
to the large hitherto un-served population of the country.

If we study the report of Census 2011, it reveals many
facts about availability of banking services to the part of
country :

Through the learning of earlier models, government
has devised a new mission mode project which was
announced on 15" August 2014 by the Hon'ble Prime
Minister during his Independence Day speech. Pradhan
Mantri Jan Dhan Yojna (PMJDY), as the scheme is
named, was officially launched on 28" August 2014
in a mega camp approach. The banking industry went
into a tizzy and opened a record 1.8 crore account
to mark the day. This achievement has been registered
in the Guinness Book of World Records. For the first
time, the tabloid of Department of Financial Services
was presented on Rajpath during Republic Day parade.
This shows the importance of this project.

(No.s in lac)
As per 2001 Census As per 2011 Census
Type of Total No. of No of Percentage Total No. of No of Percentage
Households | Households households of household Households households of household
availing availing availing availing
Banking facilities Banking facility Banking facilities Banking facility

Rural 1383 416 30.07 1678 914 54.46

Urban 537 265 49.34 788 534 67.76

Total 1920 681 35.46 2466 1448 58.71

It is quite clear that out of 41% of the total households
in the country not having bank accounts, about 46%
of them are rural households and 32% of them are
urban households who are deprived of any banking
facility. This 41% of the total households are to be made
associated with the banks for their active participation
in the financial system. They are not a liability on the
banking industry; rather, they are a huge untapped
market who can contribute tremendously to the growth
in retail and CASA segment business of the banks. The
more such population a bank can capture, more will it
enhance the bank's capability to grow further.

Review of Literature
PM dJan Dhan Yojna in a nutshell
Idea of Jan Dhan Scheme is based on six pillars which

will drive this project to establish reality in Financial
Inclusion

Pillar-l: Universal access to banking facilities

Mapping of each Gram Panchayat is done into Sub
Service Area (SSA) catering to 1,000-1,500 households
in @ manner that every habitation has access to banking
services within 5 km. Each SSA must be covered either
with a Brick & Mortar Branch or Fixed Location BC aka

Manager (IT), United Bank of India, Kolkata.
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Business Correspondent. The Fixed Location BC means
a BC Agent with uniform who should be available 3-4 days
in a week at one fixed location. In the remaining days of
the week (which must be pre defined), he shall move to
other attached villages with that SSA for providing
banking services to the villagers. At the Fixed Location, a
signboard / banner must be available and the BC Agent
must have machine which inter-operable facility.

Pillar-Il : Providing Basic Banking Accounts

All the households in the villages / wards allotted to the
Bank must have minimum one bank account. Passbook
and RuPay Card is to be provided to these customers
invariably.

Pillar-lll : Financial Literacy Programme

To be extended to the block level from the district level at
present.

1. Program is proposed to be implemented through a
wider role of Lead District Managers. They should
conduct Financial Literacy program at the block level
and Panchayat level to educate the people and make
them aware of the advantages on access to formal
financial system, savings, credit, importance of timely
repayments and building up a good credit history.
Besides, the people should be educated about why to
save, why to save early in life, why save with banks,
why borrow from bank, why borrow as far as possible
for income generating activities, why repay in time,
why insure themselves, why save for retirement etc.

2. BC Agents/ Individual BCs/ VLEs / Kiosk operators to
impart awareness to the villagers in camp mode and
make the people aware of their dos' & don'ts while
dealing with the Corporate BC Agents / Individual
BCs/VLEs/Kiosk operators.

Pillar- IV : Micro Credit availability & Creation of
Credit Guarantee Fund for coverage of defaults in
such accounts

Facility of an overdraft up to ¥5000/- to accounts opened
under PMJDY in each household on completion of
financial literacy training.

® The customers enrolled should be provided suitable
credit facility and monitored properly.
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® Overdraft of maximum 5,000 will be sanctioned in
one account of the household (preferably in the
account of the leading lady of the house).

@ Accounts should have satisfactory operation with
proper credit balance for last 6 months.

® The base branch should take up with the concerned
BC for proper follow up and ensure that the accounts
do not slip into becoming a NPA.

Pillar-V : Micro Insurance

The fifth pillar of PMJDY is to provide micro-insurance
to the people. Insurance Regulatory and Development
Authority of India (IRDAI) has created a special category
of insurance policies called micro-insurance policies
to promote insurance coverage among economically
vulnerable sections of society. The IRDAI Micro-insurance
Regulations, 2005 defines and enables micro-insurance.
A micro-insurance policy can be a general or life insurance
policy with a sum assured of 350, 000 or less.

Pillar- VI : Unorganized sector Pension schemes like
Swavalamban

The sixth and final pillar of PMJDY relates to old
age income security. To encourage workers in the
unorganized sector to save voluntarily for their old
age, an initiative called “Swavalamban Scheme”,
a co-contributory pension scheme was launched on
26.09.2010, wherein the Central Government would
contribute a sum of 1,000 per annum in each
National Pension Scheme (NPS) account opened
and having a saving of ¥1,000 to 312,000 per annum
for a period not exceeding five years. The Scheme
runs up to FY 2016-17. Under the scheme, Government
will contribute 31,000 per year to each NPS account
of eligible subscribers opened in the year 2009-10,
2010-11, 2011-12 and 2012-13. They will get the
benefit of Government co-contribution for five years.
Subsequently, the benefit of Swavalamban Scheme
reduces to four, three, two and one year to the
subscribers enrolled during FY 2013-14to FY 2016-17.

Key benefits available under Jan Dhan Yojna

1. Life Insurance Coverage of 30,000/~ for first time
accounts opened in PMJDY.

April-June 2015
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Hon'ble Prime Minister announced a life cover of
330,000/- during the mega launch of the PMJDY
scheme on 28" August 2014 in New Delhi, with the
RuPay Card for all those who subscribe to a bank
account for the first time during the period 15" August,
201410 26" January, 2015.

This life insurance cover will give a life insurance cover
on death of the life insured, due to any reason, to the
deceased family. The scheme aims to provide security
to those families who cannot afford direct insurance,
viz. the urban poor and rural poor who are not covered
under any social security scheme.

2. Accidental Insurance Coverage of% 1,00,000/-

1 lakh accidental insurance coverage is linked
with RuPay Card. Each account holder under
PMJDY has to be given RuPay Card to get the
benefit.

Rupay Debit Card is an indigenous domestic debit
card introduced by National Payment Corporation
of India (NPCI). This card is accepted at all
ATMs (for cash withdrawal) and at most of the
PoS machines (for making cashless payment for
purchases) inthe country.

Accidental Insurance cover is %1 lac and no
premium is charged to the beneficiary -- NPCI will
pay the premium. At present, the premium is 30.47
per Card. NPCI has signed a MoU (Memorandum
of Understanding) with HDFC Ergo for providing
accidental insurance coverage.

3. Overdraft upto%5,000/- in PMJDY Accounts
It is a general purpose loan to provide hassle-
free credit to low income group / underprivileged
customers to meet their exigencies without insistence
on security, purpose or end use of the credit.

Risk Mitigation under Overdraft scheme

a) BSBD accounts, which are operated satisfactorily for
atleast sixmonths.

b) OD to be granted to the earning member of family,
preferably women of the house.

c) There should be regular credits under DBT / DBTL
scheme/ other verifiable sources.
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d) Account should be seeded with Aadhaar for avoiding
duplicate benefit.

e) BSBD account holder should not be maintaining any
other SB account with any bank / branch to ensure
compliance with RBI directives.

f) Age of applicant should be between 18 years to 60
years.

g) Eligible amount of Overdraft with an upper cap of
%5,000/- is as follows.

® 4times of Average monthly balance.

® or, 50% of credit summations in account during the
preceding 6 months.

® or,35,000/- whicheveris lower.
Provision of Credit Guarantee Fund

® Guarantee cover upto 60% of default amount in
PMJDY.

® Banks will pay Guarantee Fee @ 1% on loan
outstanding atthe end of each year.

(PMJDY document provides creation of a corpus
of ¥1,000 crore for default in PMJDY OD scheme.
DFS guidelines are awaited on this account and
also on the entity managing such fund and claim
process).

Methodology of the study

Broadly the micro research was carried out through
the case study of a nationalized bank by studying its
performance review as per reports available in public
domain.

Case Study of a Bank : In order to closely
monitor the strategy adopted by public sector
banks (PSBs), their achievements, and the
challenges to see the real picture from ground
zero, it was required to focus on a sizable bank
which would have adopted various methodologies
and gained some commendable feathers in its
cap. UCO Bank, a leading PSB was selected for
carrying out this case study.

For the purpose of this case study, secondary
source of data was collected from the data available
in public domain.

The Journal of Indian Institute of Banking & Finance



The results of this study, thus done, are presented below :

CASE STUDY : Study of Strategy, Challenges and
Achievements of UCO Bank

Name of the Case Organization : UCO Bank
Introduction:

UCO Bank, a body corporate, established under
the Banking Companies (Acquisition and Transfer
of Undertakings) Act 1970, having its Head Office at
10, B. T. M. Sarani, Kolkata - 700 001, India, hereinafter
called “The Bank”, is one of the leading PSBs in India
having more than 2900 branches and 2100 ATM along
with 1165 Ultra Small Branches, spread all over the
country.

The Bank has extended the banking services in
un-banked / under-banked areas under the Financial
Inclusion Solution (FIS) initiative. The objective is to
provide financial services to the excluded segment
through financial inclusion. In view of achieving the said
objective, Bank has adopted various models including
Brick & Mortar / Mobile Van and Information and
Communication Technology (ICT) model coupled with
Business Correspondent model. Business Correspondent
(outsourced third-party) would render banking and
financial services within the norms stipulated by RBI.

Financial Inclusion Solution is offered for service areas
of different branches / villages / blocks / districts / cities /
zones / states to be implemented in phases over three
years. Most of the branches are located in rural / semi
urban areas. Bank proposes to open accounts and
provide basic banking services including credit linkage to
the excluded population.

Initiatives of UCO Bank in Financial Inclusion

Although Financial Inclusion (FI) was taken up as
a social responsibility amongst the banking sector;
very soon the Bank envisaged the future of this
project and started implementation through various
models. With its untiring efforts, the Bank has been
able to provide banking services in more than 17000
villages so far and has been able to bring more than
65 lac excluded people from the remotest villages
under the banking umbrella.

The Journal of Indian Institute of Banking & Finance

Performance Review of UCO Bank in Jan Dhan Scheme

Summary of Accounts opened by UCO Bank and
its sponsored RRBs under PM Jan Dhan Yojna

[Figures are in lakh]

Name of |Rural|Urban| Accounts| RuPay| Balance | No. of
the Bank debit in accounts
cards | accounts with
zero
balance
UCOBank| 18.3 | 19.15| 37.45 | 33.68 | 37935 2213
Sponsored| 4.46 | 0.09 4.55 3.29 4420 2.84
RRBs
Total 22.76| 19.24 42 36.97 | 42355 24.97

Other figures about Jan Dhan Scheme

® Outof 210606498 households, 210565975 i.e. 99.98%
have been covered by all the Banks till 26" January
2015.

® 54.13% accounts have been seeded by UCO Bank
with Aadhaar Number against the industry average of
35.01%

® Maximum Aadhaar seeding in 74% in Sikkim, while
minimum Aadhaar Seeding is 3.27% in Meghalaya.

@ Private Sector Banks have opened 4.19% accounts
against 78.35% by Public Sector Banks.

® While 59% accounts opened by Private Sector Banks
are with zero balance, Public Sector Banks have taken
a lead with 66% accounts with zero balance.

@ Average balance per account in Public Sector Bank is
¥833/- while in Private Sector Banks itis¥1,252/-

® Number of BC Agents deployed by UCO Bank is 4317
vis-a-vis 1.23 lakh industry wise.

o Direct Benefit Transfer in LPG is rolled out country
wide from 01.01.2015 wherein 52.32 lakh accounts
have been credited with subsidy.

Performance Analysis under PMJDY :

Distribution of Accounts opened under PMJDY

RURAL URBAN O RURAL
48% 52%
[J URBAN
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® Genderbased Share

Distribution of Male and female accounts
under Rural and Urban population

Male
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® About 450691 accounts of minors (abovel10 years
of age) have been opened under this scheme from
16" August 2014 till date.

Ramganj Branch, Suri Zone has opened highest number
of female accounts (7413 accounts) under PMJDY
followed by Bandikui Branch, Jaipur Zone (6839 accounts)
and Babai Branch, Bhopal Zone (5942 accounts).

[] Total No. of Accounts [ ] Accounts with 0 Balance
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In Rural area, about 76% accounts opened under
PMJDY are with zero balance; whereas it is about
71% inurban area.

Total Balance Outstanding (In lakhs)

[] Rural
[] Urban
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30% of total balance outstanding in the accounts
opened under PMJDY is from Rural area whereas
70% is from Urban area.

Conclusion

The study done for Jan Dhan Scheme has resulted
in following conclusions::

Prime Minister Jan Dhan Scheme - Myths and Fact

Like any great plan with Prime Minister Jan Dhan
Scheme also there are various myths associated
at ground level. In last few days, various media
have been flooded with analysis questioning the
promised delivery of this scheme. There are various
concerns raised under the scheme, like:

Muiltiplicity of Accounts : Bound to the association
of various public funding schemes and in keeping
with the many inherent benefits accruable to the
accounts opened under Jan Dhan, there has been
a fiasco of opening new account under Jan Dhan
even by those who are already having account/s.
No doubt, at some of the places these events have
indeed happened but through the awareness of
banks, they can be prevented. The applicant should
be told that the desired facilities can even be
availed in the present accounts through RuPay
Cards. Thus a person will avoid signing up for
multiple accounts.

Plurality of Dormant Accounts : Past experiences
of financial inclusion have shown the opening of
a large number of dormant accounts. But, this
scheme has been designed in a way which may
lead to lower number of dormant accounts. For
Accidental insurance coverage, there should be
at least one transaction in last 45 days from date
of loss and for Overdraft facility there should
be successful operation in the account for 6 months.
Additionally, DBT / DBTL plan, to transfer subsidy
directly to the account. The above measures may
ensure adequate operations in the accounts.

Opportunities for Banks under PM Jan Dhan Yojna

Financial Inclusion project has run through a long
journey from obligation to opportunity. Initially looked
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at as a social responsibility, the project has
started showing its power gained from “economy
of scale”. So far banking industry was involved
in the banking of class; but is now successfully
shifting towards banking for mass.

This shift in paradigm is clearly visible through
the mass CASA drive run by banking industry
to gain low cost deposit and secure advances. In
line with the trend in industry, our bank has 40-
50% of Saving Account demand deposit which
comes through accounts opened under the financial
inclusion drive. This has further accelerated during
the campaign under PM Jan Dhan Yojna.

A.Business opportunity lies in the Financial Inclusion
Accounts in following forms :

1. Low cost deposit : Bank is paying 4% interest
on the saving accounts including those opened
under financial inclusion. In comparison to the
average cost of fund which is 6.9% this fund is
even cheaper for the bank. The average balance
per account stands at ¥1317 which is a standard
balance for the saving account.

Further, these accounts are being served
mainly through business correspondents which
reduce the transaction cost on such account.
Thus the operational cost is even lesser on
the FI Accounts. These account holders are
prone to use alternate delivery channel from
day one which reduces foot fall in the branch
and increases operational viability.

2. Stickiness One of the major attribute of
the financial inclusion account is the nature
of stickiness. As the account holders are
novice account holders and the service area is
distributed among the banks on exclusive
basis; there is fair opportunity of monopolistic
business. Further, the bank will able to maintain
alongterm relationship with such customers.

3. Cross Selling of Products : Another business
opportunity attached with the Financial Inclusion

The Journal of Indian Institute of Banking & Finance

. Operational Accounts

customers is the presence of a huge untapped
market. There is greater scope of cross selling
of products which further increases due to
demand-side pull due to PM Jan Dhan Yojna.
In the said scheme, the customer will be entitled
for following benefits through his/her account.

a. Life Insurance / Micro Insurance.
b. Social Security Pension.

c. Direct Benefit Transfer for various government
schemes including monthly remittance for LPG /
Kerosene subsidy.

d. Overdraft Small overdraft upto %5,000/-
is to be given on 12% rate of interest. This
advance is secured through credit guarantee
fund and the limit will be sanctioned after
satisfactory operations of 6 months in the
account.

One of the major
change brought into the Financial Inclusion
project is issuance of RuPay card wherein
%1,00,000/- accidental insurance is inbuilt. While
this additional benefit creates demand for
the account, it further ensures balance as well
as regular transactions in the account (in order
to be entitled for the accidental insurance there
should be at least one transaction in last 45 days
of the accident).

This feature will not only bring in stable funds
in the account but also drastically reduce the in-
operational accounts which were a prime concern
overtheyears.

Thus, Financial Inclusion is a major project for
entire banking industry which is providing an
opportunity to expand the customer base of the
bank, acquire first time customers for longer
relationship, harness the opportunity with higher
account-to-product ratio and increase profit with
lower operational cost by bringing about a perfect
mix of risk and business expansion.
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B. Projection of Business Growth (for UCO Bank)

Parameter As of As of Remarks
FY 2014-15 FY 2019-20
Deposit
Estimated No of Account 6500000 7500000
Average Balance per A/c 1500 4000
Estimated Gross Balance (In lakh) 97500 300000
Advances
Estimated No of Account 5000 1500000
Total amount (in lakh) (35,000/- 50 75000 Categorized as Priority Sector
each starting with ¥1,000/-)
Advance to BC Agent (In lakh) 0 1875 Categorized as Priority Sector @ Base Rate. Installment will be
(Rs.75,000/- each) recovered through monthly remittance of BC Agent.
Total Business (In lakh) 97550 376875

Fee Based Income

Micro Insurance

Yet to be decided by Govt. of India

Social Security / Micro Pension

Yet to be decided by Govt. of India

Remittance (Interbank transfer)

Bank may charge up to ¥20/- per transaction which estimate up to ¥6-9 crore per year.

Commission towards DBT / DBTL

Minimum 1% to Maximum 10 per transaction

Daily transaction = 40000

Thus Daily Commission =34.00 lakh

Annual Income =312.80 Crore

1 8 April-June 2015
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Contribution of Jan Dhan Scheme to the Indian
Economy

Implementation of Financial Inclusion Project has
contributed to the Indian Economy in a productive
way. Following are the major contributions of Financial
Inclusion initiatives :

1. Regulation of unbanked and under banked sectors
ofthe country.

2. Reduction in unorganized financial sectors like money
lenders.

3. Helpin reduction of Poverty.
4. Generate employment opportunity.

5. Tapping leakage of government fund by removing
ghost beneficiaries.

Financial Inclusion has broken the barrier between a
plethora of financial services offered by organized
financial institutions at the bottom of the pyramid.
Concept of inclusive growth is no longer just policy
choices, but are policy imperatives, which would
determine the long-term financial stability and
sustainability of the economic and social order, going
forward. However, it is definitely required to ensure
that the entire eco-system is collectively willing to walk
that extra mile to ensure that our fellow countrymen
get easy access to the financial system and are able
to leverage this access to improve their economic and
social well-being.

Thus, this study concludes that banking fraternity
on a whole is extensively and religiously implementing
the Jan Dhan Scheme; however the model of
implementation needs to be reviewed. “One Size
doesn't fit for all” is true in case of implementation.
A cluster based model may perhaps need to be
developed.
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Background

Importers in India have long felt the need to contain
the cost of imports by way of cost effective short
term trade credit. Now, under the liberalized FEMA
regime, they have access to LIBOR linked,
internationally competitive trade credit from abroad.
Indian Importers need to remain competitive in the
present day environment and these liberalized measures
will surely help them contain the cost of imports; thereby
enhancing their competitive capacity in the current global
environment. The imports into India will be normally
under any of the two payment terms; viz. cash terms or
on credit terms. While cash rich importers can only afford
to import on cash terms, most of the Indian importers
prefer sourcing the capital goods or non-capital goods
on credit terms. This general tendency on the part of
importers to get the supplies now and pay later led
to the genesis of Trade Credit in International Trade.
Trade Credit from abroad broadly comes under two
sub-segments popularly known as 1. Supplier's Credit
2. Buyer's Credit. These two forms of credit have become
increasingly popular in the recent years and this article
aims at giving a broad outline of the same.

What is a Supplier's Credit?

Supplier's Credit is a financing arrangement under
which an exporter extends credit to a foreign buyer
to enable the latter pay on credit terms. In other words,
here the sales are on credit terms after accepting a
portion of the amount due in cash. The exporter accepts
a pre-structured deferred payment offer from the
importer and agrees to effect the shipment. However the
seller may be able to obtain cash payment from his bank
(though the goods have been sold to the Buyer on credit
terms) by discounting the draft or promissory notes

drawn on the buyer or on the strength of the Letter of
Credit opened by the Buyer's bank.

The Supplier's Credit may be on two modes :

1. Without being backed by the Buyer's bank (entirely
based on the financial standing of the Buyer and the
strength of the business relationship).

2. With the Financial backing by the Buyers' bank
in the form of Letter of Credit or Bank Guarantee /
SBLC (Standby Letter of Credit) or co accepted bill
of exchange.

Why Supplier's credit is preferred against working
capital limitsinINR?

Supplier's credit enables local importers gain access to
cheaper foreign funds at internationally competitive rates
linked to LIBOR rates as against local sources of funding
which may be costlier (as they are linked to base rates of
respective banks). For example, currently the 6 months
LIBOR for USD is around 0.40% and even with a spread
of 3.5% (maximum under FEMA guidelines) the maximum
rate of interest for a trade credit up to 3 years is 3.9%;
whereas, the minimum domestic lending rates for INR is
around 11% (at the best rates linked to base rate). Thus,
there is a clear interest rate advantage of more than 7.1%.

Maximum Period of Supplier's Credit

As per the existing FEMA guidelines, the importer
for the purpose of importing capital goods, can avail
Supplier's Credit for a maximum period of 3 years
and for consumable goods (non-capital goods like
raw materials, spares, consumable and services) the
importer can avail Supplier's Credit for a maximum
period of 360 days. The total period shall not exceed
3 years or 360 days reckoned from the date of shipment
of goods into India, respectively.

*  Senior Faculty, Southern India Banks' Staff Training College, Bangalore.
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The Supplier's Credit is quoted in “LIBOR + Spread”
format where LIBOR is London Inter- Bank Offered
Rate plus Spread which should not exceed 350
points as per the current FEMA guidelines. 6 months
LIBOR becomes the benchmark rate for Supplier's
Credit / Buyer's Credit. However, the importers of good
standing in India may be able to get Supplier's Credit
at lower rates, thus making the Trade Credit very
attractive in terms of interest rate.

Availing Supplier's Credit-Benefits to importers

® The importer can avail funds at a lower cost compared
to INR denominated short term loan or cash credit
limits which are linked to Base Rate of the lending
bankin India.

® When the importer establishes a LC in favor of
his seller, the transaction becomes so safe and
attractive from the seller's point of view that he
can get immediate cash flows (as if sold on cash
terms from his bank on the security of a LC). Hence
the buyer can demand a better price from the
seller.

® The importer can generate cash flows within this
credit period to make settlement to the seller. The
trade credit thus eases the financial pressure on
the Indian Importer.

o Importer can take a view on the exchange rates
to keep the retirement (repayment) commitment
un-hedged. Importer gains in the event of INR gaining.
He also retains the interest rate advantage.

® Even with the cost of hedging being added, the
Importer can retain the interest rate advantage while
using the Trade Credit route.

A basic flow chart showing how a Supplier's Credit
transaction takes place

Exporter (Seller Abroad)
(selling on Credit Terms)

Importer in India
(Buying on credit terms)

When the Supplier's Credit is backed by an LC (issued by
the Buyer's bank in favour of the Seller) the Buyer
becomes the applicant and the seller becomes the
beneficiary, as seen below :
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Issuing Ill. Issues Letter of Credit Beneficiary's
Bank Bank
1. Applies IV. Informs seller
for Letter Letter of credit
of Credit Has Been Issued
V. Goods
Applicant / Beneficiary /
Purchaser Seller

I. Contract calling
for Payment by
Letter of credit

Also see the chart below showing how the transaction
finally comes to an end when the seller gets the payment
and the buyer gets the goods.

<+ 1. Sign the Contract—

Exporter . Importer
— 5. Ship the Goods —
t t |
9. 4. 11.
Make Advise Release
Payment LIC Goods
6. 10. 2.
Submit Make Apply
Docs Payment LIC
| | I

+«— 3. Issue LIC ——
— 7. Send the Docs —

Exporter's Bank
(Advising Bank /
Negotiating Bank)

Bank of China
(Issuing Bank)

<+ 8. Payment Acceptance —

Buyer's Credit-What does it mean?

Assume that the Buyer who got the supplies on
credit terms from the seller (under Supplier's Credit
route) does not have adequate cash flows at the
end of the credit period. Now the buyer has two
choices:

1. Request the seller to extend the credit period
(within FEMA permitted tenure of 1 year / 3 years
for non-capital goods/ capital goods respectively).

2.If the Seller is not agreeable for extension of the
credit period, the Buyer can approach his bank
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for arranging a Buyer's Credit from a bank abroad
(in the same currency of the Invoice / LC) subject
to FEMA provisions.

Buyer's Credit is therefore another short term credit
for the Buyer (Importer) again at LIBOR linked rates
(relatively cheaper than rates for INR). The Buyer's
Credit extending bank shall demand either an LOC
(Letter of Comfort in SWIFT Format MT799) or SBLC
(Standby Letter of Credit in SWIFT Format MT760). The
Buyers bank earmarking the credit limits fixed for the
Buyer (Importer) arranges the Buyer's Credit and gives a
financial commitment to the Buyer's Credit extending
Foreign Bank (can be bank incorporated in India and
having branches abroad, or can be a Foreign Bank). On
the due date, if the Importer customer fails to meet the
commitment it becomes the funded exposure for the
bank in India as the Buyer's bank (in India) is obliged to
settle to the Foreign Bank.

Buyer's Credit may sometimes succeed a Supplier's
Credit; or, the importer importing on sight terms can also
go for Buyer's Credit in isolation. But the total tenure
under any of the three options should not exceed FEMA
permitted tenures for Capital Goods / Non-capital Goods
as the case may be.

Option-1: Avail only Supplier's Credit up to the full tenure

Option-2 : Avail Supplier's Credit and then subsequently
go for Buyer's Credit in case the Seller does not extend
the credit period.

Option-3 : Get the goods on sight terms (without
Supplier's Credit) and then go for Buyer's Credit within
the permitted tenures

The steps involved in a Buyer's Credit Transaction are as
under:

1. The customer will import the goods either against
LC, DA/DP terms oronopen sales.

2. Customer sends the required details to his bank
forarrangement of buyer's credit quote.

3. The Buyer's bank approaches and negotiates
with Foreign Banks / Branches (Under an
arrangement) for the best quotation of buyers
credit within FEMA rules.
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4. After confirmation of the quotation from client,
the Buyer's bank arranges Quote acceptances
Letter and LOU (Letter of Undertaking / Comfort) in
SWIFT Format.

5. Client's banker needs to send the LOU / SBLC
through SWIFT in the format acceptable to the
financing bank.

6. On the receipt of LOU / LOC, financing bank will
credit the funds either in the NOSTRO account of
LOU / LOC issuing bank or directly to the supplier's
bank.

7. 0Once funds come in the NOSTRO account, client's
banker will then make import bill payment.

8. On maturity date, Importer's bank will recover the
required amount from the importer and remit the same
to the overseas financing bank. A cross currency
contract is utilised for the import payment in case the
borrower's country is different as compared to the
currency of imports.

9. If the importer fails to meet the financial commitment,
then it becomes funded exposure for the Buyer's
bank.

Why Supplier's Credit / Buyer's Credit have become
so popular nowadays

1. In order to make the importers gain access to cost
effective funds from abroad to fund Imports, RBI has
vastly liberalized its norms. The basic intention is to
make imports cost effective so as to help importers
remain competitive in International Trade.

2.Banks abroad having huge foreign exchange
resources find it very attractive to lend to Indian
Importers at interest rates permitted by FEMA LIBOR
plus 350 points. Moreover, the Buyer Credit
extended to Indian Importers are backed by either
a SBLC (MT760 format) or MT 799 (LOC / LTU
Free format) and the foreign Banks find this avenue
forlending quite safe and secure.

3. Even if the exchange rates remain stable, the
importers can safely retain the interest arbitrage.

4. Even if the exchange rates become volatile, then
too, the importer can safely hedge their payables.
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The rate of interest together with the cost of
hedging will still remain cheaper compared to
domestic credit.

5. Importers having natural hedge in the form of
export earnings can take the full benefit of interest
rate differential. Such importers can afford to leave
the Trade Credit un-hedged and thereby save the
hedging cost.

6. Importer's banks in India liberally organize either
Supplier's Credit or Buyer's Credit within the
pre-fixed credit limits duly taking advantage of the
liberalized FEMA provisions as these measures
enhance the Bank-clientele relationship.

7. Importer's banks in India may generate substantial
fee based income and exchange income by being
associated with the trade creditin a big way.

Trade Credit for Infrastructure and other projects
beyond 3 years

As per the extant FEMA guidelines, AD Category - |
banks may approve availing of trade credit not
exceeding USD 20 million up to a maximum period
of five years (from the date of shipment) for
companies in the infrastructure sector, subject to
certain terms and conditions stipulated therein. It is
also stipulated that AD Category - | banks are not
permitted to issue Letters of Credit / Guarantees /
Letter of Undertaking (LoU) / Letter of Comfort (LoC)
in favour of overseas supplier, bank and financial

institution for the extended period beyond three
years. No roll-over / extension is permitted beyond
the permissible period.

On a review, it has been decided by RBI to allow
companies in all sectors to avail of Trade Credit
not exceeding USD 20 million up to a maximum
period of five years for import of capital goods as
classified by Director General of Foreign Trade
(DGFT). It has also been decided to relax the
ab-initio contract period of 15 (fifteen) months for
alltrade credits to 6 (six) months.

AD Category - | banks are, however, not permitted
to issue Letters of Credit / Guarantees / Letter of
Undertaking (LoU) / Letter of Comfort (LoC) in favour
of overseas supplier, bank and financial institution
for the extended period beyond three years.

However there is a word of caution for the banks.
Trade Credit should not be organized as a matter
of routine without really taking into account the
working capital cycle of the Importer. The genuine
financial difficulty of the customer in generating
cash flows to meet the commitments towards imports
(made on credit terms) can be a justifiable ground
for dependence on Trade Credit.

Sources : RBI Website www.rbi.org.in.

@

Social Media Channels

The Institute has always followed an innovative approach and has kept pace with the changes which
are happening in the economy in general and in the banking and finance space in particular. Recognising
that the social media has brought about a paradigm shift in the way banking operations are being
conducted today and its phenomenal reach, the Institute has taken an important decision of making a foray
in the social media space. The Institute is now live on Facebook and YouTube. Members are requested
to visit the page through www.iibf.org.in and share their views.
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In terms of Banking Regulation Act, 1949, Section 5(b)
“Banking means accepting, for the purpose of lending
or investment of deposits of money from the public,
repayable on demand or otherwise, and withdrawable
by cheque, draft, order or otherwise”. This definition
establishes the fact that if the purpose of accepting of
deposits is not to lend or invest, then it is not banking
business. The Section 5(b) is applicable to all scheduled
banks operating in India. In general, commercial banks
are scheduled banks which are operating throughout this
great nation. Money deposited with a bank is always
repayable with interest accrued and due. Similarly,
money received from a bank by way of a loan is also
repayable with interest accrued and due. Both these
functions go hand-in-hand and are the two dimensions
of banking viz. deposits and advances. Legally, money
deposited by a customer with a bank is money lent by a
customerto a banker. Bank uses this money according to
its discretion in compliance with the directions of Reserve
Bank of India (RBI) and the directives of the Government
of India. A customer who has deposited money with a
bank is a creditor who has the right to demand back his
money. The banker, who is the debtor, is under an
unavoidable obligation to repay the debt when it is called
upon to do so or face the risk of a run on the bank. In the
similar pattern, the person who has taken a loan from a
bank becomes a debtor and a debtor is expected to pay
the loan amount with interest and other charges of the
bank in compliance to the terms of agreement executed
in favor of the bank by the borrower. Hence, the failure by
a borrower to pay the loan amount in time and making
it a Non Performing Asset (NPA) is virtually endangering
the safety and the survival of the creditor i.e. the bank.
When a bank accepts money it gives a valid discharge
by issuing a receipt to the depositor. A borrower receives

a loan for a specific reason or purpose and it is intended
that the borrower uses this money strictly in obedience
to the stipulations of the agreement. Any violation
(intentionally or unintentionally) by a borrower is a
breach of trust and a breach of agreement executed
in writing by the borrower. It is suggested that a portion
of the loan amount, say 40% should be always repayable
on demand by the bank for which bank should be
in a position of holding enough immediately realizable
securities. A loan should be always supported by
adequate stake of the borrower because a loan without
any stake or with a very less stake is sure to be an NPA
at the earliest. A reasonable amount of capital should
be always the contribution as the stake of the borrower.
The higher amount of stake determines the sincere
interest of the borrower that the borrower understands
and stands to know that he is going to lose his money too
in case the venture turns out to be a mis-venture. Losing
one's own money is but bearable but losing someone
else's money is not only bad but also an offence. When
one is dealing with other people's money, the person
concerned has to be exceptionally shrewd because
he is acting as a trustee; thus, he is bound to repay as
agreed without delay and demur. There is no resale
value for second hand deals; therefore, the vehicle
under hypothecation to the bank does not realize any
worth mentioning value when listed for a sale by the
bank. The outstanding loan amount becomes
unrealizable. So, it is prudent from the bank's point of
view that personal liability must also be included to
recover the entire dues besides hypothecation of the
vehicle. The fault of the present banking system is that
it does not insist on a reasonable and sustainable
amount of stake from the borrower. It is necessary
to raise the margin to a minimum of 50% of the cost of

Former Executive & Principal of the Bank's Staff Training College, Canara Bank.
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vehicle / equipment / machinery and the like. Personal
stake alone takes care of the loan compared to other
financial and technical considerations. For e.g., for a
vehicle loan, the borrower should be able to provide a
margin of 50%. Where the margin is less than 50% the
chances of the loan becoming NPA is certainly very high.
Thus, the bank digs its own grave in the swift business
of advancing without a reliable safety cushion. Stake
means a financial share or interest in an enterprise.
The higher the stake, higher is the commitment
towards repayment. With stake the bank wins; without
the borrower's stake, the bank loses. The mostimportant
reason for an asset to turn into a NPA is that the asset
is in possession of a person who has no stake in it.
If you lose your money, you weep and when you lose
someone else's money, you make that someone else
weep. If a bank provides finance for outdated technology,
it is financing an already NPA unit. Bank expertise has
to be updated in its own assessment in order to avoid
immediate casualty.

NPA : Non Performing Assets (NPAs) are the resultant
product of non-performing acts by borrowers. Error in
vital operational fronts attribute to the failure. Performers
are good assets, non-performers are bad assets. NPA
makers are working against the progressive economic
growth and prosperity of the nation as a whole. NPAs can
collapse the whole spectrum because the cancer of NPA
can spread fast and suffocate the banking system. It is
not that Bank A has less NPA, or Bank B has more NPA.
The problem starts with banks having NPA per se. Itis a
sign of bad health and increasing NPA means entering
into the financial ICU. NPA in the books of a bank is not a
healthy sign. It can lead to public trust disappearing and it
can put an urgent end to the function of a bank or banks.
An increase in NPA means the lender is nearing
bankruptcy and puts the depositor at the risk of not
getting one's deposit amount back from the bank. Such
situations are becoming alarmingly common nowadays.

An NPA is defined as a credit facility in respect of
which the interest and/or installment of principal has
remained past “due” for a specified period of time.
NPA is a classification used by banks that refers
to loans that are in jeopardy or in default. Once the
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borrower has failed to make interest or principal
payments for 90 days, the loan is considered to be
a NPA. Increase in NPA decreases public confidence
in the banking system. Troublesome economic
situations such as soaring inflation, unemployment,
instability in the policies & plans and such other
economic diseases can lead to sharp increase in NPA
and put banks in a distress mode.

Quick realization of securities : A lender banker
must be able to dispose of the assets provided as
security without delay. This also includes the
mortgaged property. Delay in selling the securities
increases the defaulted loan amount. This is against
the interests of the borrowers as well as the interest
of the bank since more amounts have to be written
off due to unnecessary delay in clearing the securities.
Law of limitation is not in favor of the creditor. The
original agreements executed by the borrower must
stand till the loan is fully cleared by the borrower. There is
no need to renew the loan agreement. The procedure of
acquiring Acknowledgement of debt, Acknowledgement
of Security and Acknowledgement of Liability has to
be abolished forthwith. Normally, a borrower consults
his lawyer before executing agreements. An agreement
executed by the borrower stands till the loan is fully
cleared irrespective of time. There is no need to have
any further documents with regard to the loan
outstanding in the books of banks. The original document
stands absolutely valid, enforceable till the loan is
cleared by the borrower. It means, the bank has a right
to proceed against the borrower as long as the debt
is outstanding in the books of the bank in the name of
the borrower. The bank can also proceed against the
Co-obligant and guarantor (surety) as long as the liability
is not cleared by any one of them or jointly. At the time of
granting the loan, no court of law is involved. Permission
of the court is not required to grant a loan by a bank.
Therefore, it is logical that court's permission is not
required to recover the loan. An agreement is binding
on the debtor; if there is any breach of contract by the
debtor, debtor is responsible for the offence committed
by him. Bank's money is public money; therefore, the
debt is a public debt. Hence, the debtor is liable up to
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the last paisa due to the bank. When a loan is not
cleared as per the agreement, there is provision for
charging overdue and penal interest; the bank is entitled
to receive it at all times. Nobody gives anything free in
this world except God, and the banker is no exception to
this general maxim. Bank on its own can proceed against
the borrower and no court order can stop the banker
from exercising its rights under any circumstance. While
the documents of agreements with the bank rest in
the custody of the bank, the ledger containing debt
transactions go on increasing in an unstoppable manner.
The interest-meter will stop only when the loan is fully
cleared and the balance in the account is zero. These
facts are known to the borrower at the time of availing of
the loan, hence there is no room for any rethinking on
these normal events. There is no abnormality or instance
of surprise by any count on the actions taken by the bank.
Bank is doing just the right things expected of the banker
in the interests of the public.

Commercial banks in India, specifically nationalized
banks and significantly State Bank of India (SBI) and
its associate banks are doing a great job in promoting
a steady growth in the economic front of the nation as
a whole. But, it is a sad state of affairs that for reasons
beyond the control of banking system, the financial
growth vis-a-vis development could not be realized as
expected in the last ten years. The prevalent situation
strongly displays a diminishing indicator of the economic
progress of the country. Thus, there is a need to urgently
attend to the ills with far-reaching remedial measures.

Nationalized banks are the undertakings of the
Central Government of India. They work in a disciplined
atmosphere and collect reasonable interest and other
charges. If there is any disagreement on the interest
rates or charges levied by the bank, a borrower should
bring it to the notice of the bank before availing of
the loan. Once the loan agreement is executed and
the loan is duly availed of, then terms of agreement
stand valid till the loan is cleared. Banks are not in
the habit of writing off. It is the last act resorted, if there
is no other way left out. Even if a loan amount is written
off under pressing circumstances, the amount can
still be followed up because bank lends public money
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with the sole intent and purpose of recovering the
whole amount along with interest and other incidental
but essential charges. There is no second thought
on this established, solid, age-old principle. Write-off
is an accounting term, not to be used by a bank as a
routine procedure. But unfortunately it has become the
easiest thing to do for banks. Bank's promptness should
not be treated as its weakness. Banks follow up seriously
because unrecovered amounts are a signal of further
deterioration. A loan can be cleared from the books of
the bank by payment by the debtor, by the co-obligant,
or by the guarantor (surety). Guarantee is a contract
whereby a person undertakes to answer for the debt,
default or miscarriage of another. The loan liability can
also be cleared by way of subsidy, grant or by sale of
the security in the possession of the bank. Unless this
process is honored, banks cannot recover its loans
and NPA keep souring, resulting in making the banks
bankrupt.

A creditor has to be a shrewd person. A bank being
a creditor works under unalterable rules, regulations,
customs and practices. A defaulter may be given more
time for repayment but there is no provision for writing
off the loan. Money lent by a bank must be received
back with interest because bank has to pay interest
to the depositors till the deposit remains with the
bank. If a borrower fails a banker, he actually fails the
depositors of the bank. As the depositor has to receive
interest, the borrower has to pay interest. This is a simple
logic to be followed. No confusion needs to arise in
this regard. Solvency of the borrower is the responsibility
of the borrower. Insolvency of the borrower is not the
responsibility of the creditor although the creditor stands
to lose his money. Forcing a write off is cheating the
bank. Such undesirable persons are to be blacklisted.
A record of such blacklisted people is to be maintained
by the bank and if necessary it has to be circulated
amongst other banks. Before granting any loan, this list
must be closely checked and banks should ensure
that the person asking for a loan is not in the list of the
undesirable persons. Out of 100 loans sanctioned 99
are ok and if one loan account goes bad, the manager
is taken to task. This is unfair to the core of any discipline
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because commercial banks are expected to advance
money and loans carry greater risk. Risk acceptance
is a required quality for a banker. If this aspect is not
appreciated, risk-aversion becomes a necessity to
avoid burning one's fingers. Therefore, a loan should
be sanctioned with great care; then, it has to be
monitored closely and followed up timely. Extra time
and effort has to be spent in maintaining the loan
portfolio up to the mark. Basic defects if any, have
to be totally avoided before sanctioning the loan. Yet,
incidental defaults are to be anticipated, and remedial
measures are to be in hand and initiated because
any loan can suddenly become a bad loan. Managers
need fortune and God's mercy to avoid the occurrence
of bad loans. Recurrence of bad loans elsewhere is a
good lesson to be taken note of and such mistakes
should not be repeated because such incidents
can be treated as intentionally accommodating a
bad borrower knowing well that it can become a bad
loan quickly.

Risk takers : Amongst managers of a bank there
can be 4 types of risk takers : (1) High risk takers,
(2) Normal risk takers, (3) Low risk takers and (4) No
risk takers. Although these 4 types co-exist in the
banking organization, the high risk takers take the
bank to amazing heights because without adequate
business and profit, a bank cannot compete or even
exist. Every bank is a macro organization and it should
be a healthy, growing enterprise. Bank expects each
employee to do his best.

Law of Limitation : The law of limitation of three
years validity for bank agreements is to be abolished.
Bank grants loans for a period of 5 years to 30 years
or so for different types of credit facilities. Therefore,
the agreements, promissory notes, undertakings
and the like must be binding on the borrower till the
debt is fully cleared to the satisfaction of the lender.
A debtor has to pay the creditor the amount due to
the latter. A debtor continues to be a debtor till the
entire debt amount is paid. Debt includes principal
amount, interest and all other related charges. Bank
agreements are money agreements which are to be
honored in letter, in spirit, and in figures. Dues to
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Income Tax Department, Revenue Department, Sales
Tax Department; in fact, any dues to the Government
and quasi Government are payable without any limitation
period. So bank loans also should be treated at par
with dues to the Government because banks deal
with public money and dues to the banks are public
debts. Government Departments have powers to
confiscate, prosecute and take punitive steps against
persons who have not paid the dues to the Government.
The same facilities should be made available to banks
so as to gain the confidence of customers and
discipline the borrowers at large. Bank as a bonafide,
approved, authorized creditor can take all steps to
recover its dues from the erring debtors. Laws and
practices of this land must be a source of help,
guidance, safety and security for banks since the
functions of banks are in dealing with money and
its related business. Banks are not meant to engage
themselves in court matters and squander their time
for court procedures. Entering into deal with courts by
engaging advocates is spending good money after
bad money because the lawyer has to be paid and
bank has to wait indefinitely to get any tangible result
through the process of law in operation. Banks should
not be dragged into the court net as the business
of bank is not entertaining the courts under pressure
from the borrowers who have betrayed banks by
breaching the trust deposited with the bank through
agreements executed in favor of the bank.

The extent of responsibility of the bank : Officers
and managers of banks spend their maximum
precious time in keeping the loan documents intact
from the time of execution of the documents till the
end of the world. Thousands of documents are to
be preserved, maintained, accounted, verified and
its availability periodically confirmed. It is a matter
of spending time, engaging scarce space and
expending money. Besides, abundant responsibility
is cast on the officials of the bank under whose
custody the entire stock of documents remain
as valuable assets. Once the loan is availed of by
the borrower, what is left with the bank is the loan
documents as dependable securities. The books of
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accounts of the bank stand evidence to the ongoing
transactions. Therefore, preservation of the loan
agreements and concerned books are the key
responsibility, accountability and also a self-defense
mechanism for banks.

Preferential treatment for banks : If banks are to
remain as the basic structured organizations for the
economic growth and swift development of the
country, interests of the banking system have to be
safeguarded. On one side, the Government directs
banks to give educational loans to everyone who asks
for it and on the other side, there is strong criticism
of banks that NPAs are increasing at a faster rate. This
is an unfair treatment meted out to the banks. There
is no wonder that when a country guarantees rights to
its citizens while their responsibilities are disregarded,
loans will remain unpaid. There is nothing wrong
about one's rights. Any amount of rights is welcome
in the world but every right must be a derivative of
a duty, responsibility and accountability. An entitlement
is the reward for hard work and expected result. Bank
loans are not gifts. Commercial banks should not be
held responsible for giving educational loans or any
other loans as rights of the beneficiaries.

o

28

April-June 2015

The Journal of Indian Institute of Banking & Finance



A N

-4 Nidhi Choudhari *

Housing is one of the most basic needs of human beings
along with food and clothing and therefore, it becomes
very important that every welfare state ensures “a roof
for all citizens” through facilitating policies. In India, the
government policy has set the mandate of providing
a roof for all by 2026. The Ministry of Housing and
Urban Poverty Alleviation (MHUPA) defines affordable
housing for the middle-income group and below as
one where the equated monthly instalment (EMI) or rent
does not exceed 30%-40% of a resident's gross monthly
household income. It is high time that some concrete
significant steps are taken by the government and other
regulatory bodies to ensure safe, secure and affordable
housing to every citizen because housing not only
contributes to the overall well-being of an individual but
also contributes immensely to economic activity being
alabourintensive industry.

Evolution of Housing Finance in India

Housing finance had largely remained unorganized in
India because people used to resort to previous savings,
retirement benefits, or loans from family and relatives
while constructing houses. They rarely approached banks
for borrowing money to build a house. In other words, the
housing finance sector had suffered due to absence of
competition, no recovery laws, excessive regulation and
complicated legal proceedings in civil suits.

It is only in late 1970s when Housing Development
and Finance Corporation (HDFC) came into being,
that this sector got some boost. Even during this
time, housing finance remained largely un-utilized
due to reasons like a real estate market which
was largely unorganised, development disparities, a
compartmentalized development approach etc.
Later on, other public sector entities set up SBI Home

Finance, Canfin Home Finance, GIC Housing Finance
and Gruh Finance. These measures helped to deepen
the market. With the entry of foreign banks like Citibank
in the 1980s, housing finance moved from branch
concept to doorstep delivery. Under this, bank officials
visited the customer and introduced the concept of loan
against property.

Housing finance took a big boost when ICICI introduced
floating rate loans in early 2000. Later, SBI rose to the
occasion and came up with teaser loans which changed
the very game of housing loans. SBI could provide lower
interest rates due to its high CASA deposit base. This
was, however, was not possible for many other banks.
These banks attempted, to attract customers by giving a
higher LTV (loan-to-value) by also sanctioning loans for
home improvement or other kinds of loans.

Issues in Housing Finance

It is often said that the housing finance sector always
has demand-supply mismatch as the supply of housing
finance can never cope with its need. Many consider
housing as a “Bottomless Pit”. This imbalanced situation
is prevalent even in rich countries and it is perhaps the
most perturbing factor in developing countries like India.
Thus, there are some unique issues that affect the
growth of housing finance in India, which are discussed
in the following pointers :

® Regulatory concerns : India has been going through
a phase of low growth and high inflation in past
few years which has led to an increase in interest
rates by RBI. This has, in turn, made housing loans
dearer. After the global financial crisis which erupted
on account of sub-prime lending in USA, Indian
regulators, particularly RBI, have taken a serious note
of housing finance activity. Therefore, the provisioning
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and exposure norms for commercial real estate have
been made stringent and in general, a lull in housing
sectoris observed all through the country.

® Real Estate Inflation : High interest rates on account of
high repo rates make housing loans expensive.
Besides, high rates increase the cost of construction,
ultimately increasing the purchase cost for the buyers.
The real estate industry is also facing labour shortages.
Labour wages have increased manifold on account of
MGNREGS everywhere in the country which has made
construction more expensive. The situation may worsen
in the coming years when the demand is expected to
increase threefold.

® Sub-Prime Crisis : The recent global crisis which
erupted in USA due to sub-prime mortgages in
housing finance has created a lull in the sector even
in India. Housing loans have become expensive
since then and the extent of regulation has also
increased. It is very important that a balance between
regulation and healthy growth of the sector is met
and we do not blindly impose regulations of the West
because there is difference in the level of economic
development and complexity of markets.

® Teaser Loans : In a rising interest rate scenario,
the borrowers are less enthused to avail a housing
loan fearing higher monthly outflows that could drain
their savings. To grab the attention of the customers
and entice them to avail loans, most banks in India,
particularly since early 2010, introduced teaser
loans. Under the 'teaser loan' offer, a bank charges
lower interest rates for the first two or three years
and later on from the fourth year the interest rate
will automatically get reset to the then-prevailing
base rates.

Risks in Housing Finance

Housing finance bristles with several risks viz. credit risk,
liquidity risk, legal risk etc. which became evident in the
recent American sub-prime crisis and Dubai debt crisis.
As a result of these crises, even the Indian housing
market faced fluctuations and observed recessionary
trends. From the lender's point of view the following
points makes housing finance a risky venture :
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® The immovability of house on land may give rise
to certain external factors such as increase in
crime in the area, formation of slums in near vicinity,
distance from day-to-day services etc. which may
adversely affectits value.

® Housing finance has a long term character because
the product involved is not readily saleable and does
notyield monetary return as in agriculture orindustry.

@ There is risk in the affirmation of the borrower's legal
position. Possession does not indicate ownership.
In certain cases, the creditor, in case of default,
finds it difficult to establish the debtor's ability to
provide security.

@ Housing finance is mortgage-oriented and analysis
of house as a security is beset with problems,
complexities and risks. The prevalence of inheritance
and other laws makes it difficult to ascertain whether
the full ownership of the house is with the borrower and
to make sure that no other claims to the property are
outstanding.

o In India, land administration is not only replete with
colonial laws, archaic practices, low assessment
rates and old survey techniques but also is a source
of massive corruption in revenue department which
increases the cost of housing.

@ Land records in India are mostly kept in regional
languages with differences in terminology within the
state, while banking mostly works on English
language. Thus, it becomes difficult for bank staff to
understand the underlying land and property records.

Reforms in Housing Finance

The housing sector is unique in the sense that
several factors provide finance for housing viz. the
Central Government, The State Governments, banks,
NBFCs, HFCs, MFIs, private capital - formal or informal,
or individuals. Yet, it is insufficient on account of the
massive magnitude of the needs for housing in the
country. Even today, housing loan as a percentage
of GDP stands at only 9% which is much lower than
the levels achieved in most developed countries.
Some reforms to increase flow of credit in housing
sector have been discussed in the following heads::
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® Reducing Stamp Duty : In most Indian states, stamp

duty ranges between 10-20%. Markets across
Singapore and Europe levy a maximum of 1-2% as
compared to the above. The National Housing and
Habitat Policy 1998 has also recommended a stamp
duty of 2-3%. Therefore, the state governments may
have to look into the matter seriously and reduce or
remove stamp duty at the earliest.

Legal Support : Housing finance systems need to be
supported by explicit legal arrangements and
instruments. Legal arrangements may also have to
take into account the additional layers of complexity
raised by the mobilization of collateral in the
secondary mortgage market.

Financial Innovation : There is a need for financial
innovation in regard to loan products. One such
product could be a savings-induced home loan or a
home loan deposit. Prospective customers could
make periodic deposit. Once the customer reaches a
threshold balance, the financial institutions can
consider sanctioning of a housing loan. The balance in
the account could act as collateral or the margin.

® Hedging Credit Risk : There should be a well defined
hedging arrangement to account for credit risk. This
could be in the form of insurance.

® Mortgage Guarantee Companies (MGCs) : The
concept of MGC was mooted in the Union Budget for
the financial year 2007-2008 with an objective to give
greater comfort to banks and housing finance
companies that lend against mortgages. According to
RBI, which is regulator for MGC, only one MGC has
been registered as of August 2014. The government
and the RBI must work towards promotion of MGCs on
a large scale as this can reduce credit risk in housing
sector and thereby reduce the interest rates on home
loans.

Facilitating Foreign Investment : The government
of India has permitted 100% Foreign Direct
Investment (FDI) in the development of integrated
townships from the year 2001. It is expected
that FDI will increase to $25 billion by 2020 in
the housing sector. However, investments may not
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o Independent Regulator :

materialise unless the conditions relating to land
acquisition and development are made simple,
physical infrastructure is developed properly and
State acts as a facilitator rather than a controller
of the housing sector.

Today, housing is
vaguely regulated by both RBI and NHB in addition
to several other organizations like Municipal
Bodies, state and Central Governments etc. It is
important that the vagueness of regulation is done
away with, by mooting NHB as the sole regulator
of housing sector in India. There should be
concerted efforts by NHB to promote Private Equity
(PE) in real estate sector. It should also issue city-wise
Housing Index every year so that citizens can
get information about housing prices. In addition,
a housing sector education series can also be
introduced on the lines of financial education
of RBI.

Housing Ombudsman : In India, housing market
is fraught with uncertainty and ambiguity creating
problems for both buyers and developers. As end
users may not be sure of delivery of a house
by builders on time, they may not want to risk a
purchase by taking a loan from the bank. Therefore,
the government can set up a Housing Ombudsman
on the lines of Banking Ombudsman to ensure
speedy grievance redressal which may facilitate
greater customer satisfaction resulting into the
growth of housing sector.

Priority Status : The RBI should raise the home
loan lending ceiling to 50 lakh under the Priority
Sector Lending (PSL) scheme. Even government
should give emphasis on providing residential
quarters to all its employees as the utmost
priority. Schemes for providing land and houses
to government employees can also be thought
aboutin this regard.

® CSR Funding : The Ministry of Corporate Affairs

should revise its rules relating to Corporate Social
Responsibility (CSR) and include funding to
community housing or shelterhomesin CSR.
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Conclusion

To sum up, we can say that housing is integral to
the holistic development of individual, community
and the country as a whole. Beyond rules, rubrics
and rupees required in housing sector, we must
recognize that housing has a very important role
in psychological and social outcomes. It is therefore,
very important to re-orient housing finance towards
a comprehensive package of land + services + finance +
technology. | would conclude with words of Millard
Fuller, founder of Habitat for Humanity International,
“Everyone-all of us, every last person on God's
earth-deserves decent shelter. It speaks to the most
basic of human needs-our home-the soil from which
all of us... either blossom or wither. We each have
need of food, clothing, education, medical care, and
companionship; but first, we must have a place to
live and grow.”
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D. M. Chandgadkar *

Meaning of Credit risk rating : Credit risk rating
indicates the likelihood of default associated with a
given borrower or the given instrument floated by an
issuer for raising the funds. Credit risk rating if carried
out for a given credit portfolio of a bank, represents how
the risk is distributed or is concentrated. It is likely that
in the given portfolio, bank may have loan assets with
low risk, medium risk or high risk or mix of all. Each
grade is assigned either in alphabetic form or numeric
formin the rating exercise and denotes the degree of risk
or probability of default associated with it. It is worth
mentioning that the given default depends on economic
situation, market conditions and political conditions
prevailing in the economy and cannot be assumed to be
staticin nature.

Many banks have highly calibrated rating frameworks
where marginal differences between the rating grades
are denoted by adding positive or negative signs after
the rating grade, such as AAA+, AAA—, and AAA. The
principle of rating implies that the higher the rating grade
(signifying lower risk or greater safety), the lower is the
probability of default.?

A credit rating is technically an opinion on the relative
degree of risk associated with timely payment of interest
and principal on a debt instrument. It is an informed
indication of the likelihood of default of an issuer on
a debt instrument, relative to the respective likelihoods
of default of other issuers in the market. It is therefore
an independent, easy-to-use measure of relative credit
risk. Given the universal reliance on rating during
the yesteryears, and hence the power of opinion, credit
rating was expected to increase the efficiency of the
market by reducing information asymmetry and lowering
costs for both borrowers and lenders.

Types of ratings

1. Country ratings by S&P, Moody's or Fitch : These
agencies carry out the rating of the overall
creditworthiness of the country as well as the sovereign
instruments floated by them in the international market.
While rating the overall creditworthiness of the country,
the focus is on political and economic risks elaborated
with quantitative and qualitative details.

2. Entity rating (NBFCs / SMEs) : Rating of the SME
or NBFC which is carried out, is of importance
to these entities for seeking private equity, favorable
trade terms, credit exposures from the banks &
financial institutions and for generating export
business. In case of NBFCs, the rating is useful for
garnering deposits from the public as well.

3. Product rating (Individual exposures) : Bonds or
commercial papers floated by the corporates or
long term bonds raised by banks for Tier Il capital are
rated by the rating agencies.

Uses of Credit Rating : Credit rating exercise is
considered as a risk measurement exercise in banks.
Itis therefore useful for the following purposes :

1. Approval at the entry level : At the entry point itself,
based on the rating exercise, banks can decide to
approve/reject a credit proposal. Credit rating involves
different notches; each notch is indicative of the level
of risk from low risk to high risk of default. In the credit
policy document, banks can decide to approve loan
proposals falling within a given range of credit
notches. If a deviation from the policy is to be allowed
for accepting a proposal below the given notch, the
policy document prescribes ways and means of
mitigating additional risk assumed.

*  Chief Executive Officer & Company Secretary, Saraswat Infotech Limited.
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2. Deciding about exit from the exposure : Credit rating
can be a base for banks to take proactive decisions
about exiting from exposures where rating reveals
degradation and the likelihood of loss if the exposure is
continued. In fact, banks can decide about the exit
from the industry as a whole, based on the rating
exercise and its macro level review.

3. Concentration of Risk : The risk rating exercise helps
in ascertaining if the risk is concentrated in a given
rating or is dispersed over the different rating class.
The concentration of low risk portfolio in a given
segment can be considered to be a mitigating factor
if the exposure to the given sector is very high in
relation to the total exposure of the bank. For instance,
it is likely that the bank may have an exposure to the
diamond industry. But within that, if the concentration
of exposure is with AAA credit rating, it can be
considered a mitigating factor.

4. Change in risk level : Credit rating exercise is carried
out by banks at the time of entry and also at periodic
intervals (say once in a year) when the financial
statements are submitted. Re-rating exercise helps
banks in ascertaining the dispersion of risk over
different grades of rating vis-a-vis the rating existent
before the re-rating exercise. Banks can therefore
take corrective steps of intensive monitoring in case
of accounts where rating has degraded from the
earlier rating.

5. Fixing exposure limit : In the credit policy of the bank,
prudential limits are defined per individual borrower
and per group borrower. These limits are well within
the limits of RBI guidelines. Credit Rating grades
can be used as a base to stipulate exposure limits.
Banks can use credit rating to stipulate overriding
requirement for the exposure limit. It means, banks
can specify that exposure limit guidelines would be
applicable provided the borrower or the group has
AAA rating. In cases where rating is below the level
prescribed, exposure limits on the lower side can be
stipulated.

6. Review of portfolio Banks can review the
portfolio exposure for a particular industry or region

34

April-June 2015

on a periodic basis. Such macro level review is
essential to assess the quality of portfolio. In such
an exercise, banks can track migration of rating
within the portfolio and for the portfolio as a whole.
The review on this basis can be useful for deciding
the industries or geographies with positive outlook
or the negative outlook for taking additional exposure
inthe subsequent years.

7. Pricing of Loans : Credit rating is useful for determining
the interest rate at which advance is to be given by
the banks. Normally, the risk reward principle is
followed. While advances with low risk are given
funds at prime rate or sub-prime rate, borrowers
with moderate or high risk are offered credit facilities
atrates above the PLR.

Credit rating -- Regulatory requirement :

As per RBI guidelines, itis imperative for NBFCs to have
a minimum investment grade credit rating in order to
raise funds by way of public deposits. RBI requires
corporates to get their commercial paper rated from the
rating agencies and issue it only if rating is above a
specific grade.

SEBI has stipulated rating for debentures having
maturity above 18 months floated by public limited
companies in India. After consulting the Government
and by issuing a notification, the credit rating agencies
were brought under the regulatory ambit of SEBI in
exercise of the powers conferred on it under the SEBI
Act 1992.

Credit Rating by whom :

Credit rating exercise can be carried out by banks
internally. Banks can also avail the services of external
rating agencies. Thus, rating can be internal as well as
external.

1. Internal Rating : Banks undertake internal rating
of individual loans as well as of the total portfolio.
Banks adopt and follow different internal rating models
based on the (1) type of advance: industry, trading,
service, (2) on the basis of size: exposure above a
particular limit and exposure below the threshold limit;
(3) type of borrowers: existing borrowers and new
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borrowers. Banks review the models so set by carrying
out back testing and stress testing to factor in the
changes in macro level environment as well as
regulatory changes if any. In case of retail loans given to
individuals, banks follow the credit scoring models to
assess the creditworthiness of the borrower.

2. External rating : In India, rating exercise is carried
out by following rating agencies : a) CRISIL, b) CARE,
c) ICRA, d) SMERA, e) ONICRA and f) FITCH. The
peculiar and healthy factor amongst all the rating
agencies is the ownership which is not vested with
any single business house. These agencies are
promoted by banks and/or financial institutions who
are the beneficiaries of the rating exercise. Two types
of ratings are generally provided by rating agencies
namely, an issue-specific credit rating and an issuer
credit rating.

An issue-specific credit rating indicates current view of
the creditworthiness of an issuer for a specific financial
commitment. The recovery prospects connected with
the specific debt is also considered. An issuer credit
rating gives an opinion of an obligor's overall capacity
to meet financial commitments

Products offered by rating agencies : While rating
exercise carried out by the bank or the financial institution
is limited to rating the borrower who has approached for
availing credit limits, rating agencies not only conduct the
rating of issuers as well as products issued by them, but
also rate the banks and financial institutions apart from
conducting sovereign rating. In the following paragraphs,
a review of the products offered by these rating agencies
is detailed:

1. Issuer (Counterparty) Ratings : Rating of the corporate
is carried out by the rating agency. In this exercise,
corporate is evaluated on a long term basis in terms of
financial strength as well as its technical, managerial
and marketing capabilities. Issuer rating considers the
expected performance of the company over a medium
term time horizon of 3-5 years. Such rating is useful to
the company for floating financial products and or
raising funds from the bank or the capital market.
Credit rating is a reflection of the creditworthiness of
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. Bond ratings

the company, It enhances its image in the eyes of
investors, banks and the general public.

. Financial strength rating : In India, rating agencies

carry out ratings of Banks, Financial Institutions,
Mutual Funds and Micro Finance Institutions. The
rating is carried out about the instruments issued
by the banks or financial institutions. Ratings offer
rating agency's opinion on the relative safety of
timely repayment of the principal and interest on the
financial obligations which have been rated; the said
financial obligations having an originally / contracted
maturity of more than one year. In case of insurance
company ratings, rating is done to assess its ability
to meet policyholder obligations.

: The corporate float bonds for
raising long term debt funds from the market. Rating
agencies do the rating of such bonds. Rating
represents an evaluation of the ability of a company
to meet the payment commitments in future, in respect
of principal and interest. It analyses the cash flows
of the company and likelihood of changes therein
due to adverse changes in market conditions and
consequent business plans of the company.

. SME and Small Scale industry rating : In view of

the important role that SMEs play in the growth of
the Indian economy and the boost it would get
given the rating being done, in India, rating for Small
Scale and Micro Industries has been subsidized
by the Government of India to the extent of 75%
of the fees. SMEs, though not subsidized, too
can be benefitted in as much as the organization
is recognized as the credit organization to partner
with. CRISIL has been giving a certified ID which
can be displayed on the website of such companies
and in all its communications which help firms garner
international customers.

. Sovereign Ratings : Sovereign credit ratings gives

investors an insight into the level of risk involved
(including political risk) in investing in a particular
country. In the rating exercise of such kind, economic
and political environment is analyzed to determine
the credit rating. Better Sovereign Rating would help
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developing nations in accessing the international
markets for garnering funds for the bonds floated by it.
India's sovereign rating is carried out by international
agencies such as Standard & Poor, Moody's and Fitch
and its effects after announcements are seen in the
indices of stock markets.

Importance of Credit Rating for Basel
implementation

norms

In Basel | Accord, for all the loans & advances, equal
risk weight of 100% was given for determining the
capital requirements for banks by following the ‘one rule
fits all' approach. It therefore neither provided any
incentive for improving credit quality nor did it reflect
the quality of credit that a bank held in its portfolio. Basel
Il Accord acknowledged this limitation by introducing
three different approaches for evaluating the credit risk
in banks. While in standardized approach, banks can
rely on the rating given by the external rating agencies, in
case of other two approaches, banks were incentivized
by developing internal rating based approach duly
validated by the regulator.

In terms of RBI instructions on the 'New Capital
Adequacy Framework (Basel II)' issued in April 2007,
banks were required to initially assign a risk weight of
100% in respect of unrated claims on corporates with the
caveat that such claims would be assigned higher risk
weights overtime.

To begin with, for the financial year 2008-09, all
fresh sanctions or renewals in respect of unrated
claims on corporates in excess of I50 crore were
to attract a risk weight of 150%, and w.e.f. April 1
2009, all fresh sanctions or renewals in respect of
unrated claims on corporates in excess of ¥10 crore
were to attract a risk weight of 150%. This higher
risk weight of 150% for unrated corporate claims
was equivalent to the risk weight to be assigned to
exposures rated - BB and below.

However, in November 2008, as a counter cyclical
measure, RBI relaxed the regulatory prescription of
150% risk weight for unrated claims. Accordingly, all
unrated claims on corporates, irrespective of the amount,
currently attract a uniform risk weight of 100%. This
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relaxation is temporary and will be reviewed at an
appropriate time.

On the other hand, by getting loans rated, a bank can
save capital on loans in the better rated categories, as
shown in the illustration below.’

Table-1 : lllustration of capital-saving potential by banks
on a loan of 1000 Million Rating
Basel | Basel Il (Standardised
Approach for credit risk)
Risk Capital Risk Capital Capital
weight | required | weight |required saved
(R mn) R mn) R mn)
AAA 100% 90 20% 18 72
AA 100% 90 30% 27 63
A 100% 90 50% 45 45
BBB 100% 90 100% 90 0
BB and 100% 90 150% 135 (45)
below

LIMITATIONS OF RATING EXERCISE :

Markets react stronger to downgrades than to upgrades
(Gonzales et al. (2004)° Credit rating agencies had
came under heavy criticism following financial crisis
due to sub-prime lending in the USA in 2008. They
have been responsible for understating the risks
involved in all kinds of innovative products such as
Structured Credit, Collateralized Debt Obligations
(CDO) and Mortgage Backed Securities (MBS). After
the crisis, these securities involving $1.9 trillion from Q3
of 2007 to Q2 of 2008 of financial institutions and banks
were downgraded to junk categories. One of the factors
that is considered responsible for partial ratings by the
rating agencies is the conflict of interest. It means that
rating agencies work on the issuer pay model. These
companies receive revenue from the companies whose
issues are rated. In order to ensure regular business from
the issuer companies, rating agencies are said to oblige
by giving a favourable rating. In addition, it is also seen
that rating agencies carry out the non-rating related work
for the issuer companies. While rating agencies are paid
by the issuer companies, rating is used by the investors
for taking investment decisions. Most of the rating
agencies have put on their website, the policy adopted
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for managing the conflict of interest issue wherein
emphasis is on highest transparency in its operations
through the corporate governance. Regulators too
have stipulated norms to guard against the failure
of rating agencies on account of conflict of interest.
It is worth mentioning that investor pay model in
preference to issuer pay model has not been
considered feasible in view of the disadvantages it
has which outweigh the advantages.

CONCLUSIONS:

Banks can use internal rating models for assessment
of regulatory capital, generation of risk-grade-wise
loss characteristics, quantification of risk-grade-wise
potential losses, and tracking the rating migration
of borrowers. Banks should treat ratings derived
through the internal models as an additional tool
for credit decisions and not as a substitute for due
diligence. Banks need to resolve certain conceptual,
developmental, and implementation issues in preparing
the design of the rating framework.’

It would be appropriate to conclude by highlighting
the findings from the survey undertaken by The
Models Task Force of Basel committee on Banking
Supervision. It is difficult to design a credit risk rating
framework that will apply equally to all types of
borrowers and all types of banks. Practices vary
among banking institutions in framing the design
of credit risk rating models. The Model Task Force
of the Basel Committee on Banking Supervision
carried out a survey of around 30 institutions in G-10
countries in 1999 to gather information about
the “best practice” and the “sound practice” in the
internal rating systems design. The committee found
that “there is no single standard for the design and
operation of an internal rating system.” There were
“both similarities and differences in the structure,
methodology and application of internal rating
systems at banking institutions.” Broadly, the
commonality among the banking institutions in
the credit risk rating system related to (1) the types

of risk factors taken into account for risk compilation,
(2) the assignment of ratings based on the assessment
of the counterparty, and (3) the use of ratings for
different facets of risk management. The major area
of dissimilarity was found in the methods followed
by banks for compilation of loss characteristics
data for each risk grade. The survey revealed that
banks generally considered similar types of risk
factors in assigning a rating, though there were
some variations in the relative importance and
mix of the quantitative and qualitative risk factors.
Banks made an overall assessment of the
counterparty for assignment of rating, irrespective
of whether the rating was to be assigned
to the borrower or the facility. Ratings were used
largely for the same purposes, viz. limit setting, loan
pricing, and management reporting.
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@A & foTu 1St &5 depi & HIFd AT faHTT gRT d8eR
PHTINferep ST SRIR PRATSTSA 2 |

IR # &l N Fred @ gvEerel SIRuly & forg
qEl afreel @ gar R @1 BN TS g1 R
W 9, 9 < B NN F IR AW 25 T B FHH DY
B IR I Q@ SHifbe dWiE H BEE Sl
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e B T F a6 H IE @ W 2 WIN IF
J a1 giriat &1 g AT F AT AR Sl A T &
@A J TR AFEH B IR AR IR I 2| Fewoy
I UM e B B AEeG & F 9w S
& forg v 95 99 A 21 v I Pk oy 7
AGR BT F AP Y BH IR P oy HHARA A
Jfaer &) T2 &, I 5 a8 1 o S gar AR
PR, BT B IRIY Y XA, AIBIIDPR P TR §
TRl 37 3R FE GG & AT M g7 & AR o
e R AR F=RAT T |

qafe | § HHETRAT Y ST T AT BT MR
—

9fF ST goiaar Jar smeiRa & S fb W A Bkl
g Rrae piRdl & Sucer afvead € @8 s
T H FHAIRAT B B IAEAeIE Bl & el
dpi P TR [T TSH FRA H T TEDI B AGS B
¥ 72 R F wftEl ® o §1 #F wHeR A |
T g 8 5 8 RPN § 3 wmEnadt § e
o <ReT T8 AT WU P MR R BR & 7 fb Jar
T, JMEHT B Tget afgfie / wrsdd meRa amer
T g8l O SAeIRET % T F MR R | S B e
AR R il g IR-THIFA MYR 9 gl & Fifh
ST B9 SR I g & b Jar & & forg st =Rl
foF IUCTT SRR B AU WEH & T TAT AR
JIIRT & T AN & U & A I BRIFH I
P P SO § USH B A<woTd Ja A& S
It & S 6 sfa: Rl § aliar 81 9 € | Berasy
TeH G B IoT T 31y JaT Fare o1 debfedieh Aieam
B IR T IR o 2| g FAAIS B e g {OC &
Neprem @1 TN iR N I GERT B S ¢ Febell 2
Tt &3 & i B Ut bl B A F @A g
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FUARAT B gglel g Il Bl AN | 39h fow a
3rgeY MR Hieel 9T Fahat & N @l ol & %
Jo, fageh 9o 7 o fad daferri e € 1

forepd

SIEHT 9 & Al § FHHANI Fe89 H g9 B &
T KR @@ AW @ s eeRt & @R
Jpa 21 3fad smefaa e @ fwRa arlea &
TER UEDl B I 9eM dAl B YhR Pl JaN JeH
P N IR B A DI 9T ST Joball 2 | Faag T
I AN deIhR qAT ARG @El B FH R A
AT d¢ Fhal B TS PRI § o I T8
g9 Cdh Td PG o g HHAN! B, Ps UBR P
facia I oM @R R Bl SR R WS & &F ¥
¥ fom @ g qAfd=r 98 or) fhan 21 Rewr
Agd Ud JEliT ITIF & 1Y DT B SAGHT IGH P
el ¥ U R geM don faRiy &3 ¥ gdeuer
& B RN FAT B EAifh B N w8
% STHH B STRHT hadl AYIGH & ARG A &l
F TR BT N IAGH F 719 F Afeford = S = |
= e ¥ wdie 8 & dbi 7 HH A A T B
Jor 9= ol el oM wem ' afs WR<T v
feterell gRT IR®BfaT A HANTHRI TR FHIS BT
JTGERON ] AR BT ST b |

LiCi]
1. 9T [ 4TSI : AITg ATe Heiel
2 & e AIg=Tai, TS, 1-6-1921,p. 170
3.91exarE, 1999
4 AT
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Book Review: Before and After the Global Crisis
Author : T.T.Ram Mohan

Year of publication: 2013

publisher: Gyan Publishing House, New Delhi
price: Rs: 990/-

Genre: Non-Fiction

Reviewed by: Nidhi Choudhari, IAS

About the Author

T. T. Ram Mohan, Professor of Finance and Economics at IIM Ahmedabad, has been 2
New York Correspondent for 'The Economic Times'. For the past 15 years, he has been writing
a fortnightly column for the paper- prof. Ram Mohan specialises in the financial sector and
the subject of pr'\vatisation. He has authored four DOOKS: The Big Picture - Reflections On
Our Economic Times; privatisation in India Challenging Economic Orthodoxy; Regulation
of Financial \ntermed'\ar'\es In Emerging Markets (co-ed'\ted with Rupa Rege Nitsure); Brick
py Red Brick: Ravi Matthai; and the Making of M Ahmedabad. He has served on several
committees ofthe RBI andis currently on the boards of several companies.

Aboutthe Book

The book brings togethera selection ofthe author's articles written forThe Economic Times and
the Economic and Political Weekly during the period 2004-12. The volume contains five parts
relating to Indian Economy; Indian Banking; World Economy; l\/\anagement and Governance;
and Indian Polity respect'\ve\y. This collection therefore, throws light on pre- and post-cr'\s'\s
economy, govemance and polity in India and the world. Written ina readable and hard-hitting
style for which the author is well-known, the book is at once & chronicle and a critique of a

turbulent period fortne Indiaas wellasthe world.

Review ofthe Book

The first part of the ook deals with Indian Economy which is further divided into four sub-parts
viz. Macro Economy, Reform, Fiscal Consolidation and D'\s'\nvestment. In his article on
Investment Commission setup by Government in 2004 under the cha'\rmanship of Ratan Tata,
prof. Mohan writes, “Having 2 pusinessman on the Commission is a recipe for controversy
and prec'\se\y the sort of para\ys'\s in imp\ementat'\on the Govemment is keen 10 avoid.”
The author writes that the answer to bureaucratic delays is administrat‘we reform and not
bypass'mg adm'mistrat'\ve processes- The author discusses RBl's concerns about credit
growth in Indian economy and writes that it is €asy to be carried away by aggregate figures
on credit growth. Yet, wé need to take into account the composition of cred'\t-corporate versus
retail, domestic versus foreign currency, sensitive versus non-sens'\t'lve injudging whether theré
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is unsustainab\e poom. \We must also look for imbalances in macro economy. In his article
on “A New Normal for Inflation”, Prof. Mohan supports RBI's tough stand on rising inflation
in the year 2011. He quotes RBI Governor, «\e need 10 bring inflation down in order 10
sustain medium term growth even if that means sacrificing some growth in the short term.”
The author recognizes the role of po\it'\ca\ representat'\ves in economic reforms when he
writes, «politicians tend to be reviled rather than revered. The petter lot, however, aré capable
of the sort of creativity that, while defying the convent'\ona\ economic wisdom, produces
impressive results.” Chapter 13 0N political Class gives @ good insight about Indian po\'\tica\
class. His writing on “Don't Demonise the politician” gives a fresh perspec’ﬂve about peop\e‘s

representatives who are mostly criticized for allills of the economy.

In brief, prof. Ram Mohan's new pook is worth reading not just pecause the book contains
articles written during the periods pefore and afterthe global crisis which make it provides reader
good understand'\ng of events i indian and global economy put also for the sheer simplicity in
explaining subjects as complex as recession, reforms, dis’mvestment, MFls, bank mergers,
'\mpossib\e trinity efc. In the fourteen chapters of the volume, the author has prought together
many small articles which are prief yet comprehenswe and gives a fairly good idea of the
subject. The reader can establish linkages petween yarious articles which appear asifthey were
written for 2 series and thus, some topics are very well covered like economic reforms, fiscal
reforms, panking reforms, global crisis efc. However, part IV and Part y where the author
attempts 10 write on management and governance', and Indian polity respect'\ve\y; he goes off
the track. These parts notonly distractthe reader from the central theme but they also |ack depth
of understand'mg. Although, | like his writings on Indian politicians part'\cu\ar\y when he writes,
“There is little substance to the notion that politicians lack the ability or the character t0 respond
to national problems, including corruption, and that social activists Of other professiona\ groups
are better p\aced todoso.T0 demonise the politician isnotonly to petray jgnorance of the Indian
po\'\t'lca\ system, it devalues one of the most precious assets, our democratic process itself.”
Yet, as @ pook, it would have peen much more concise and crisp iN its idea and had greater
impact if part IV andV weré not included in this volume-. The Gyan Publishing House has taken
care to publish the book and the paper quality is also very good. It has a nice nard cover but its
price 1S relatively on higher side because we have writings on global crisis from eminent persons
like Y. V. Reddy, Kaushik Basu at affordable rates. Due 10 high price, the book is unlikely to get

mass readers.

1. Page 24
o page 47
3. page 57
4.Page 332
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Title: Corporate\la\uat‘ron . A Guide for Analysts, Managers and Investors
Author : Dr- Prasanna Chandra

Published py : Mc Graw Hill Education (tndia) Private Limited New Delhi-110 016
Reviewed py : Dr. A.A. Attarwala® &Prof.C. S. Batasubramantam**

In the wake of revival in the economy, companies and investors are relying more on

private equity and capital markets. Mergers, acquisitions and other forms Of restructuring
are pecoming commonplace among corporate enterprises. Strategic alliances, puyouts,
d‘rs‘rnvestments among public enterprises, employee stock options are gaining popu\ar‘rty.
Valuing 2 pusiness 1S not worth the same 10 all corporate; investors, pankers and the
regulatory bodies/Government. The primary objective of all pusiness activities should be
to maximize shareholder yalue. Owners of Corporaté securities would hold the corporaté

management responstb\e ifitfailsto enhance shareholder value.

The Corporate yaluation is undertaken while raising new capital, mergers & acquisitions
and other forms of corporate restructuring and in investment management. Various pbodies
and prospect’rve puyers aré likely to assign different yalues to the same company, depending
on how the propos’rt‘ron fits in their scheme of emerging perspectives and strategies. Valuation
is the central theme of all theseé decisions. Valuation outcomes in business are neither easy
nor exact. several methods hve pbeen developed and the purposeé of all these is basically
to estimate @ fair market value of company- All these concepts and methods need a thorough
discussion that seeks 10 pbridge the real world of Corporaté / investment analysts, pankers and

regulatory podies with academic finance.

Dr. Prasannd an expert and d'rst'mgu'rshed academician has prought out a new book
«Corporate Valuation - A Guide for Analysts Managers and Investors’. This treatise
discusses the techniques of Corporate Valuation with eas€ and comfort 10 all kinds of
readers. The case studies dealing with the leading pusiness organ'rzat'rons are reflecting
the corporate reality. 10 enhance the understanding, a large number of solved examples
nave been included. 1t also involves the use of advanced financial calculus t0 explain the
complex concepts and prov'rd'rng numerical examples that illustrate them comprehens'rve\y.
With a view to help the corporate analysts, spreadsheet templates in excel have been
developed. This book fulfils the needs of the students who are pursuin CA | Cost &
management Accountants, MBA and other protess’rona\ courses. It would serve as a guide
to corporate executives, pankers / investment analysts who wish 10 relate the finance logic

with contemporary practice.
*Professor, Kohinoor Business School, Kurla West), Mumbai-400 070

** Genior Faculty in Finance/Management Consultant.
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Books Added to the IIBF Corporate Library

10.

11.

12.

13.

14.

15.

16.

17.
18.
19.
20.
21.
22.

23.
24.

25.

Boards that Lead : When to Take Charge, When to
Partner and When to Stay out of the Way

Cases in Corporate Financial Management

Contemporary Issues in Mergers & Acquisitions

Corporate Governance in the Indian Banking &
Financial Sector

Disrupt or be Disrupted : A Blue Print for Change
in Management Education

Economic Environment of Business, 3 Edition

Foreign Exchange

Fundamentals of Investment Management
Fundamentals of Retail Banking

How to Read Balance Sheet &
Other Financial Statements

How to Succeed with People : Remarkably Easy Ways
to Engage, Influence & Motivate Almost Anyone

International Financial Reporting Standards (in 2 parts)
Part A - the Conceptual Framework & Requirements
Part B - the Accompanying Documents

Investment Banking : Text & Cases

Learning to Lead : A Workbook
on becoming a Leader, 4" edition

Light Footprint Management : Leadership
in Times of Change

Macroeconomic Policy Environment : An Analytical
Guide for Managers, 2™ Edition

Principles of Economics, 6" Edition

Risk Management in Indian Banks, 3™ Edition
Romancing the Balance Sheet

Security Analysis & Investment Management
Taxmann’s FEMA with Rules

Taxmann’s Law Relating to Foreign Contribution,
2" edition

Team building & leadership with text & cases

Training of Bank Employees : Comparative Study
between New Generation & Public Sector Banks

Treasury management in India

Ram Charan & Others

K. Ravichandran &
Others

Manju Gupta
M. Sakthivel Murugan

Graduate Management
Admission Council

Veena Keshav Paliwar

P. G. Gopalakrishnan &
Nandini Jagannarayan

Preeti Singh
O. P. Agarwal

Arjun Saini

Paul McGee

International Financial
Reporting Standards

Naliniprava Tripathy

Warren Bennis &
Joan Goldsmith

Charles -
Edourd Bouee

Shyamlal Roy

Gregory N. Mankiw
K. M. Bhattacharya
Anil Lamba

O. P. Agarwal
Taxmann

Manoj Fogla &
Sanjay Patra

D. K. Tripathi
Chackochan J. Njavallil

V. A. Avadhani

Harvard Business, 2014

Himalaya Publishing, 2010

Himalaya Publishing, 2010
Himalaya Publishing, 2011

Jossey - Bass, 2013

Prentice Hall (India), 2013
Himalaya Publishing, 2011

Himalaya Publishing, 2010
Himalaya Publishing, 2012
Himalaya Publishing, 2013

Wiley India, 2013

Taxmann, 2013

Himalaya Publishing, 2012

Basic Books, 2010

Bloomsbury, 2013

Tata McGraw Hill, 2010

Cengage Learning, 2013
Himalaya Publishing, 2012
Drawbridge, 2013
Himalaya Publishing, 2011

Taxmann, 2013

Taxmann, 2014
Himalaya Publishing, 2011
Himalaya Publishing, 2013

Himalaya Publishing, 2010
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Bank Quest Articles - Guidelines For Contributors

Contributing articles to the Bank Quest : (English /
Hindi)

Articles submitted to the Bank Quest should be
original contributions by the author/s. Articles will only
be considered for publication if they have not been
published, or accepted for publication elsewhere.

Articles should be sentto:
The Editor : Bank Quest
Indian Institute of Banking & Finance

Kohinoor City, Commercial-Il, Tower-1, 2™ Floor, Kirol Rd.,
Kurla (W), Mumbai - 400 070, INDIA.

Objectives:

The primary objective of Bank Quest is to present the
theory, practice, analysis, views and research findings
on issues / developments, which have relevance for
current and future of banking and finance industry. The
aim is to provide a platform for Continuous Professional
Development (CPD) of the members.

Vetting of manuscripts :

Every article submitted to the Bank Quest is first
reviewed by the Editor for general suitability. The article
may then be vetted by a subject matter expert. Based
on the expert's recommendation, the Editor decides
whether the article should be accepted as it is, modified
or rejected. The modifications suggested, if any, by the
expert will be conveyed to the author for incorporation
in case the article is considered for selection. The
author should modify the article and resubmit the same
for the final decision of the Editor. The Editor has the
discretion to vary this procedure.

Features and formats required of authors :

Authors should carefully note the following before
submitting any articles;

1) Word length :

Articles should generally be around 5000 words
in length.

2) Title :
A title of, preferably, ten words or less should
be provided.

3) Autobiographical note and photograph :

A brief autobiographical note should be supplied
including full name, designation, name of

organization, telephone and fax numbers, and
e-mail address (if any) or last position held, in
case of retired persons. Passport size photograph
should also be sent along with the submission.

4) Format :
The article, should be submitted in MS Word, Times
New Roman, Font size 12 with 1% line spacing.
A soft copy of the article should be sent by e-mail
tofrancis @iibf.org.in

5) Figures, charts and diagrams :
Essential figures, charts and diagrams should be
referred to as 'Figures' and they should be numbered
consecutively using Arabic numerals. Each figure
should have brief title. Diagrams should be kept as
simple as possible. In the text, the position of the
figure should be shown by indicating on a separate
line with the words : 'Insert figure 1'.

6) Tables:
Use of tables, wherever essential, should be printed
or typed on a separate sheet of paper and numbered
consecutively using Arabic numerals (e.g. Table-1)
and contain a brief title. In the body of the article,
the position of the table should be indicated on a
separate line with the words 'Insert Table 1'.

7) Picture /photos/illustrations :
The reproduction of any photos, illustration or
drawings will be at the Editor's discretion. Sources
should be explicitly acknowledged by way of
footnote. All computer-generated printouts should
be clear and sharp, and should not be folded.

8) Emphasis :
Words to be emphasised should be limited in
number and ijtalicised. Capital letters should be
used only at the start of the sentences or for proper
names.

Copyright:

It is important that authors submitting articles should

declare that the work is original and does not

infringe on any existing copyright. He / she should

undertake to indemnify the Institute against any

breach of such warranty and consequential financial

and other damages. Copyright of published article

will vest with the publisher (Institute).
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DECLARATION FORM

The Editor,

Bank Quest,

Indian Institute of Banking & Finance,
Kohinoor City, Commercial Il,

Tower |, 2™ floor, Kirol Road,

Kurla (W), Mumbai - 400 070.

Dear Sir/ Madam,

Re : Publication of my article

| have submitted an article
for publication at your quarterly journal Bank Quest.

In this connection this is to declare and undertake that the said article is my original work and that I am the
author of the same. No part of the said article either infringes or violates any existing copyright or any rules
there under.

Further, | hereby agree and undertake without any demur; to indemnify and keep the Institute (lIBF)
indemnified against all actions, suits, proceedings, claims, demands, damages, legal fees and costs incurred
by the Institute arising out of infringement of any copyright/ IPR violation.

Yours faithfully,

( )
Author

Name :

Designation :

Organisation :

Address :

Tel. No. :

E-mail ID :

Signature :

Date :
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SUBSCRIPTION FORM FOR BANK QUEST / lIBF VISION

| would like to subscribe / renew my subscription to BANK QUEST / IIBF VISION.
Placed below are my particulars :

(IN CAPITALLETTERS)
Shri/Smt/Kum:

Membership No. (If a member of the Institute) :

Existing Subscription No. (If already a subscriber) :

- for Bank Quest - BQ

- for IIBF Vision - VN

Mailing Address :

Pin:

Tel. Ph: Fax: E-mail :

Iwould like to subscribe for one copy of the Bank Quest as follows (Put tick in box) :
[ ] 1Year(4issues) 3157.00
[ 1] 2years(8issues) 270.00

Iwould like to subscribe for one copy of the IIBF Vision as follows (Put tick in box) :
[ 1 1Year(12issues) 345.00
[ 1 2Years(24issues) Z90.00

No. of copies required (if subscribing to multiple copies) :

| enclose demand draft no. dated for X

Date : Signature :

PLEASE NOTE

@ 'lIBF Vision'is provided every month to all Life Members of the Institute at the e-mail address recorded with
the Institute.

@ Subscriptions will be accepted for a maximum period of 2 years only.

@ Subscriptions will be accepted by demand drafts only; drawn in favour of 'Indian Institute of Banking &
Finance,' payable at Mumbai.

Superscribe name & address on reverse of demand draft.
@ Mail subscription form and demand draftto:

The Joint Director (Administration), Indian Institute of Banking & Finance
Kohinoor City, Commercial-ll, Tower-I, 2" Floor,
Kirol Road, Kurla (W), Mumbai - 400 070.
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IIBF COURSES

A. Flagship Courses
1= JAIIB
> CAIIB
== Diplomain Banking & Finance
. Specialised Diploma Courses
1=z Diplomain Treasury, Investment and Risk Management
1=z Diploma in Banking Technology
1=z Diplomain International Banking and Finance
1z Advanced Diplomain Urban Co-operative Banking
1 Diplomain Commodity Derivatives for Bankers
1=z Advanced Wealth Management Course
1= Diplomain Home Loan Advising
. Certificate Courses
1> Certificate in Trade Finance
1= Certified Information System Banker
i Certificate in Anti-Money Laundering / Know Your Customer
1 Certificate in Quantitative Methods for Bankers
i Certificate in Credit Cards for Bankers
1> Certificate Examination in Banking Oriented Paper in Hindi
1> Certificate Examination in SME Finance for Bankers
1= Certificate Examination in Customer Service & Banking Codes and Standards
1 Certificate Examination in CAIIB - Elective Subjects
1 Certificate Examination in Basics of Banking / Credit Card Operations / Functions of Banks
foremployees of IT Companies
1 Certificate Course for Business Correspondents / Business Facilitators
1> Certificate Examination for Debt Recovery Agents
1 Certificate Examination in IT Security
1 Certificate Examination in Rural Banking Operations for RRB Staff
1> Certificate Examination in Prevention of Cyber Crimes and Fraud Management
i Certificate Examination in Foreign Exchange Facilities for Individuals
1 Certificate Examination in Microfinance
. Specialised Certificate Courses
1> Certified Bank Trainer
1> Certified Banking Compliance Professional
1> Certified Credit Officer
1> Certified Treasury Dealer
. Management Courses
1=z Advanced Management Programme
1= CAIIB linked MBA with IGNOU.
1> BEP (Jointly with NIBM, IDRBT)
F. CPD
(For details visit www.iibf.org.in)
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