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editorial

Research is an important aspect of education. Research studies help the institutions to
understand the lay of the road and shape of things to come such that the educational
programmes can be appropriately modified and sharpened. In order to understand and
Chief Executive Officer, explore solutions to the problems in the banking and finance industry and to initiate
IIBE Mumbai appropriate steps, research needs to be encouraged. With this view, the Institute conducts
an annual essay competition for its members under its Micro Research initiative. Under this
initiative members are encouraged to contribute original papers on any area of banking
and finance. Essays received under this competition are evaluated by a panel of experts
for contents and relevance.

Dr.J. N. Misra

For the financial year 2015-2016, the Institute had received 52 Micro Research Papers.
Based on the score given by the experts, 3 of these essays on 3 different topics in Banking
& Finance were approved by the Institute’'s Research Advisory Committee for the award of
prizes for the year 2015-16. The prize winning articles are included in this issue.

The first article of this issue is titled “Domestic Systemically Important Banks (D-SIBs):
Need for Higher Prescription of Additional Capital” and is authored by Mr. Anmol Chopra.
As the Global financial crises had unfolded, the international community had moved to
protect the global financial system through preventing the failure of systemically important
financial institutions. Under Basel lll, the primary focus of the Basel Committee on Banking
Supervision has been to increase bank capital requirements and to introduce capital
surcharges for systemically important banks. However, some economists have warned
that the tighter Basel Il capital regulation, which is primarily based on risk-weighted
assets, may further negatively affect the stability of the financial system. The author has
offered an interesting perspective on the need for higher prescription of additional capital
in the context of the contemporary challenges being faced by the commercial banks in
India.

The second essay is on “Funding Infrastructure: A Closer Look at the Financial System
Structure of India by Ms.Shromona Ganguly. In this article the author has discussed how
the bank-dominated financial system has largely contributed to the rapid growth of private
investments in India’s Infrastructure over the past few years and how this has resulted in
a growing concentration of risks in banks in terms of sector exposure and asset liability
management.

The Third essay is on “Marketing and Sales Optimization through Deployment of Big
Data Analytics in Indian Banking” by Mr. Bibekananda Panda and Mr.D Rama Krishna
Reddy. Today, the Indian Banks have unanimously agreed that managing and analysing
big data is critical to their success as Big Data Analytics (BDA) has become a vital part of
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their standard business dynamics. The key to success for any organisation lies in the best
utilisation of big data and technology driven business processes to give best in class products
and services to customers. Leveraging BDA leads to more confident decision making, which
means greater operational efficiencies, cost and risk reductions for the organisation.

Apart from the prize winning articles under the Micro Research initiative, we have also
carried some other articles which are contemporary.

The fourth article is on “Corporate Governance in Loan Appraisal: A Case Study” by Dr. Ram
Jass Yadav. Appraisal of term loans aims to ascertain whether the proposal is commercially
viable taking into consideration the technical, economical, financial and managerial aspects
of the project. Through this case study, the author has strongly suggested that the appraisal
of any credit facility of the Bank should go beyond Financial Statement Analysis, should
address the deeper issue of corporate governance and encourage further research for a
timely detection of falling corporate governance standards. Towards the end, the case study
under reference presents the significance of corporate governance on the appraisal of a
term loan.

The fifth article is on “The interpretation of relationship between Net Working Capital and
Current Ratio” by Mr. V. Sundararajan. Through this article the author has discussed the
relationship between Net Working Capital and Current Ratio. As suggested by the author,
for credit processing officers and the decision taking authority, the concept of relationship
between Current Ratio (CR) and Net Working Capital (NWC) should be crystal clear.
Individually the concept of Current Ratio and Margin are like chalk and cheese. The
interpretation of the business, its growth, owners contribution depends purely on how to
correlate these two aspects.

In the end of this issue there is an article on “Legal Decisions affecting Bankers” by Mr. M.G.
Kulkarni focused on “Whether, Bank is vicariously liable for the acts of its employees?”

We are sure that the articles included in this edition will stimulate your interest. Your
suggestions and feedback for improving the contents are welcome.

Dr. J. N. Misra

The Journal of Indian Institute of Banking & Finance



Micro Research Prize
Wining Article, 2015

= Anmol Chopra

Domestic Systemically Important Banks
(D-SIBs): Need for Higher Prescription of
Additional Capital

After the 2008 financial crisis, Basel Committee on Banking Supervision (BCBS) had come out with a framework
for identifying Global Systemically Important Banks (G-SIBs) after G-20 leaders had given this mandate to BCBS.
Additional capital surcharge is imposed on these banks in order to protect depositor interest in case of sharp decline
in cash flows for banks. On similar lines, Reserve Bank of India (RBI) too came out with a framework for identifying
Domestic Systemically Important Banks (D-SIBs) with some differences as compared to BCBS G-SIB framework.
RBI in August 2015 came out with the first list of two (2) D-SIBs. But considering unique situations related to Indian
banking system, this paper argues that more number of Public Sector Banks (PSBs) may be identified in the future
lists of D-SIBs. Also, this paper argues that the capital surcharge as per RBI Framework may not be sufficient to
reach the desired goal of G-SIB and D-SIB framework. The framework may be revised to be more in tune with
G-SIB framework which has higher capital surcharge requirement.

1. Introduction

The 2008 global financial crisis hampered the normal
continuation of business growth in most banks and
financial institutions worldwide. The crisis may have
emanated from moral hazard and use of exotic
derivative products, but it was severely exacerbated by
lack of sufficient capital to address the risks that had
increased due to the crisis. This lack of sufficient capital
meant that the banks and financial institutions neither
had the capital to clean the mess that their balance
sheets were in, and nor to fund credit growth which
would help the entire economy and this posed a risk
towards depositors’ interests.

Most of the bigger banks and financial institutions,
which have since been termed as Systemically
Important Financial Institutions (SIFIs) or Systemically
Important Banks (SIBs), were reeling with very low
market valuations during the period. Due to insufficient
capital with these SIBs, and due to the significance of
their size, complexity, inter-connectedness and impact
on banking system and general economy, Governments
worldwide had to step in to save these banks through
cash infusion, bailouts and in some cases, helping them
merge with other healthier banks.

In Seoul meeting of G20 nations in 2011, the policy
framework on addressing systemic risks associated

with these “too-big-to-fail” SIBs prepared by Financial
Stability Board (FSB) was discussed and finalized.
The framework was planned to be implemented from
2012 onwards with full implementation by 2019. Using
the Basel Committee on Banking Supervision (BCBS)
methodology for assessment of SIBs and requirement
of additional loss absorbency capital, FSB came out
with a list of 29 Global Systemically Important Banks
(G-SIBs) in 2011. It was decided that this list would be
updated every year and the additional loss absorbency
requirement will kick in from 2016".

In the updated methodology by BCBS in 2013, an
indicator based measurement approach was developed
and recommended?. It was argued t hat a multiple
indicator approach would address various distinct
dimensions of systemic importance and would
help in identifying the G-SIBs more accurately. The
selected indicators were Size, Interconnectedness,
Substitutability, = Cross-jurisdictional  activity and
Complexity. This methodology gave 20% weightage
to each of the five indicators. Banks on whom the
methodology will be applied would change every year
depending on the set criteria. Based on each banks’
score, they would be put in five buckets, which would
prescribe different levels of loss absorbing capital in
form of common equity (CET1) as a percentage of risk-
weighted assets (RWAs).

* Manager, Department of Banking Supervision, Reserve Bank of India.

'See “Policy Measures to Address Systemically Important Financial Institutions” by FSB on November 04, 2011. Available at http://www.fsb.org/wp-content/uploads/r_111104bb.pdf?page_moved=1.

2See “Global systemically important banks: updated assessment methodology and the higher loss absorbency requirement” by BCBS in July 2013. Available at http://www.bis.org/publ/bcbs255.pdf.
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Similar to the BCBS methodology in identifying and
regulating G-SIBs, RBI came out with draft guidelines
to deal with Domestic Systemically Important Banks
(D-SIBs) in 2013, which were finalized in July 20143,
Based on these guidelines by RBI, a four-indicator
approach was finalized with different weights for each
of the indicators. The criteria for selection of banks to
compute their score was also defined and based on
annual computation of these impact scores of banks,
they would be bucketed in 5 categories, prescribing
different levels of CET1 requirement percentages of
RWAs. Since then, RBI released the first list of D-SIBs
in August 2015 with additional capital requirements from
April 1, 2016, to be fully effective from April 1, 2019.

The BCBS methodology for identification of G-SIBs,
the RBI methodology for identification of D-SIBs and
the additional capital prescription in case of both the
methodologies, is presented in the following sections.
In addition, this paper argues that the level of additional
capital prescription in India, as prescribed by RBI, is not
sufficient to fully address the risks posed by D-SIBs.
To have a more comprehensive assurance in terms of
addressing the risks posed by these banks, this paper
argues that a higher number of D-SIBs be identified in
future annual exercises done by RBI and a higher level
of CET1 requirement be applied on these banks.

2. BCBS Methodology for assessment of G-SIBs

As mentioned above, BCBS had come out with an
updated methodology in 2013 for assessing the G-SIBs

annually. This methodology uses a multiple indicator
based measurementapproach to comprehensively cover
all aspects of the impact such banks may have on the
banking system. These five indicators, as per the latest
methodology of BCBS are Size, Interconnectedness,
Substitutability,  Cross-jurisdictional  activity and
Complexity. An equal weightage of 20% was given to
each of the broad indicators. Within each of the indicator,
except Size, there are multiple sub-indicators, which are
equally weighted within the indicator.

The annual exercise would be done on a chosen sample
of banks, which may vary from one year to another based
on a set criteria. Banks which fulfil any of the following
criteria are included in the sample. These criteria are (i)
75 largest global banks as identified by the Committee
based on Basel Ill Leverage Ratio exposure measure,
(i) G-SIBs identified previous year, or (iii) banks added
to the sample by national supervisors.

For calculating the score of each sub-indicator for each
bank, the amount for the sub-indicator (in Euros) is
divided by the aggregate sum of the values for all the
banks taken in the sample. This value is then multiplied
by 10,000 to express the same in basis points (bps).
Then the score for each indicator is calculated by taking
a simple average of the scores of all the sub-indicators.
And the score for each bank is calculated by taking a
simple average of the scores of all five indicators.

The basic summary of the multiple indicator approach
as designed by BCBS is tabulated below.

Table 1: BCBS Methodology for assessment of G-SIBs

Indicator Sub-indicator Weightage
Cross-jurisdictional activity (20%) | Cross-jurisdictional claims 10%
Cross-jurisdictional liabilities 10%
Size (20%) Total exposures as defined for use in the Basel Il leverage 20%
ratio
Interconnectedness (20%) Intra-financial system assets 6.67%
Intra-financial system liabilities 6.67%
Securities outstanding 6.67%
Substitutability/financial institution | Assets under custody 6.67%
infrastructure (20%)
Payments activity 6.67%
Underwritten transactions in debt and equity markets 6.67%
Complexity (20%) Notional amount of over-the-counter (OTC) derivatives 6.67%
Level 3 assets 6.67%
Trading and available-for-sale securities 6.67%

3See “Framework for Dealing with Domestic Systemically Important Banks (D-SIBs)” by RBI on July 22, 2014. Available at https://www.rbi.org.in/scripts/bs_viewcontent.aspx?ld=2861.
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Cross-jurisdictional activity is focussed on capturing
the global activities of banks and to reflect on the
consequences of their failure on the international
banking system. This is the reason why both cross-
jurisdictional claims as well as liabilities are captured in
the methodology to ascertain the spill over effect from
the bank’s failure on international market. So the greater
the global footprint of a bank, the higher would be the
impact of its failure.

Size is a key indicator in determining the impact of a
bank on global markets. A larger bank is difficult to
replace and the extent of its activities impacts a larger
number of market participants. Basel Ill Leverage Ratio
exposure measure is used for calculating the size of a
bank as it takes into account both the on-balance sheet
assets as well as the off-balance sheet assets.

Interconnectedness of a bank tells about the network of
obligations related to a bank within the financial system
and how the bank can pose systemic risk by impacting
the claims and obligations of other institutions within the
system.

Substitutability as an indicator measures the bank’s
degree of substitutability both as a market participant
as well as a client service provider. The three sub-
indicators within the indicator, assets under custody,
payment system activities and underwritten transactions,
measure the extent of a bank’s involvement in financial
system infrastructure and what would be the impact of
its failure on market liquidity.

Complexity for a bank is measured in terms of its
business, structural and operational complexity. It gives
an idea about the costs to be incurred to replace the
bank’s activities as a market participant.

After the above methodology has been applied on the
sample of banks and their score has been calculated,
the banks are bucketed into 5 buckets of G-SIBs based
on the cut-off level for each bucket. A bank’s position
may change each year, i.e. it may be in different buckets
in different years depending on the score for the year or
it may not even be a G-SIB for a particular year.

From the year 2013 onwards, it has been mandated
that all banks with Basel Ill Leverage Ratio exposure
measure greater than 200 billion Euros (approx. 13
to 15 lakh crore rupees depending on the prevailing
exchange rate) should make the values on the 12 sub-
indicators public and this should be enforced by national

supervisory authorities. This practice of disclosure of
12 sub-indicators is the minimum requirement as per
BCBS methodology and individual national authorities
may impose stricter disclosure norms.

The initial buckets that had been set in 2013, their
cut-off score and the loss absorbency requirement for
each bucket is tabulated below. The loss absorbency
requirement is expressed as a percentage of RWAs and
this is the additional CET1 that banks need to bring in
within the requirement period.

Table 2: Bucketing approach of BCBS
Loss absorbency
Bucket | Score range | requirement (CET1 as a
percentage of RWASs)
5 D-E 3.50%
4 C-D 2.50%
3 B-C 2.00%
2 A-B 1.50%
1 Cut-off point-A 1.00%

The score ranges are equal in size for all buckets.
Initially, bucket 5 is kept empty so as to incentivise
banks to avoid becoming more systemically important.
Based on the above methodology, FSB came out with
the latest list of G-SIBs on November 03, 2015*. The list
has 19 banks in Bucket 1, 5 banks in Bucket 2, 4 banks
in Bucket 3, 2 banks in Bucket 4 and Bucket 5 has been
kept empty. The full list of bucket-wise banks is provided
in Appendix 1. The banks in each of the buckets would
be required to bring in additional loss absorbing capital
in a phased manner from 2017 to 2019. Banks would
have to bring in 50% of the loss absorbency capacity
requirement from 2017 and full requirement in 2019.

3. RBI Methodology for identifying D-SIBs

In line with the BCBS Framework for identifying G-SIBs,
RBI came out with the Framework for dealing with
Domestic Systemically Important Banks (D-SIBs) in July
2014. As with the BCBS framework, the RBI framework
too involved a two stage process. The first one dealing
with identifying the sample of banks for which the
systemic importance score is to be calculated and the
next stage deals with bucketing the D-SIBs for loss
absorbance capital surcharge.

The criteria for selecting the sample of banks for which
the systemic importance score is to be calculated

“See “2015 update of list of global systemically important banks (G-SIBs)” by FSB on November 03, 2015. Available at http://www.fsb.org/wp-content/uploads/2015-update-of-list-of-global-systemically-

important-banks-G-SIBs.pdf.
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is different for RBI framework than it is for BCBS
methodology. According to RBI framework, banks
having their size, as measured by Basel Ill Leverage
Ratio exposure measure, more than 2% of GDP at
market price are selected in the sample for which the
systemic importance score is to be calculated.

The methodology in terms of indicators used is also
different in case of RBI framework. In this case, there

are four indicators which are used, each with a different
weight. This is unlike BCBS methodology where five
indicators are used and all have equal weightage. The
four indicators used in RBI framework are Size, Inter-
connectedness, Substitutability and Complexity.

The indicators used, the various sub-indicators within
each indicator and the weights assigned to each of the
indicator/ sub-indicator is tabulated below.

Table 3: RBI Methodology for assessment of D-SIBs

Indicator Sub-indicator Weightage
Size (total exposure as defined for | - 40%
use in Basel Ill Leverage Ratio)
Interconnectedness Intra-financial system assets 6.67%
Intra-financial system liabilities 6.67%
Securities outstanding 6.67%
Substitutability Assets Under Custody 6.67%
Payments made in INR using RTGS and NEFT systems 6.67%
Underwritten transactions in debt and equity markets 6.67%
Complexity Notional amount of OTC Derivatives 6.67%
Cross Jurisdictional Liabilities 6.67%
Securities in Held For Trading and Available for Sale 6.67%
categories

As can be seen from the table above, the sub-indicators
and weightage assigned to these sub-indicators is
different from the framework in BCBS methodology.

The definition of Size indicator and Interconnectedness
indicator is same as that in BCBS framework. Within
the Substitutability indicator, the definition of payments
activity has been more elaborately defined to include
RTGS and NEFT systems. Within the Complexity
indicator, Level 3 assets have been replaced with
Cross Jurisdictional Liabilities. The separate Cross
Jurisdictional Activity indicator in BCBS methodology
has been done away with.

Apart from definitional changes, changes have been
made with respect to weightage assigned to different
indicators/ sub-indicators. The Size indicator has been
allotted 40% weightage in RBI framework instead of

8 | Apriljune 2016

25% weightage in BCBS methodology. The reason for
this modification is that for a domestic economy, size
as a factor is far more challenging to handle in case of
failure of a large bank. Thus, Size has been taken as a
more important indicator from a systemic risk point of
view as compared to other indicators.

The annual assessment for identifying D-SIBs would be
performed every year in July, taking into account the
data for the year ending March.

Based on the overall score for each bank, calculated by
taking the weighted average of the scores of each of the
indicators, banks passing a particular threshold value
for the buckets, would be assigned to different buckets.

Similarto BCBS framework, RBI framework for identifying
D-SIBs also has 5 buckets with different prescription for

The Journal of Indian Institute of Banking & Finance



additional CET1 requirement as a percentage of RWAs.
And like BCBS framework, here also the highest bucket,
bucket 5 is to be kept empty initially. This is to incentivize
banks with high D-SIB score to not increase their scores
further. If the 5th bucket gets filled, an additional 6th
bucket would get added to the entire framework.

In case of foreign banks having presence in India, they
have to maintain additional CET1 capital in accordance
with the additional capital surcharge on the parent

G-SIB. In case both the parent being a G-SIB and legal
body in India being a D-SIB, a higher rate of capital
surcharge has to be maintained in India.

This additional CET1 requirement is in addition to the
Capital Conservation Buffer as defined in Basel Il norms
of capital adequacy. The implementation of additional
capital surcharge in the form of CET1 requirement
would be implemented in the following phased manner.

Table 4: Phased Implementation of Capital Surcharge under RBI Methodology for D-SIBs
Bucket April 1, 2016 April 1, 2017 April 1, 2018 April 1, 2019
5 (Empty)
4 0.20% 0.40% 0.60% 0.80%
3 0.15% 0.30% 0.45% 0.60%
2 0.10% 0.20% 0.30% 0.40%
1 0.05% 0.10% 0.15% 0.20%

Based on the above framework and bucketing system,
RBI in August 2015% came out with a list of D-SIBs
where State Bank of India was put in bucket 3 with 0.6%
additional CET1 capital requirement and ICICI Bank
was put in bucket 1 with 0.2% additional CET1 capital
requirement. This additional CET1 capital requirement
would be implemented in a phased manner as per Table
4 given above.

4. Argument for More Number of D-SIBs and Higher
Capital Surcharge

The RBI framework for identifying D-SIBs is elaborated
in the above section. As mentioned, RBI recently came
up with the first list of two (2) banks identified as D-SIBs
based on the data for the position as on March 31, 2015.
SBI was placed in bucket 3 with 0.6% additional CET1
capital requirement and ICICI Bank was put in bucket 1
with 0.2% additional CET1 capital requirement.

This paper argues that in future exercises, this list of
D-SIBs should be expanded to include more banks
based on systemic impact score and the capital
surcharge requirement should be increased for all the
buckets in order to reach the basic goal of having D-SIB
framework, i.e. protection of depositor interest, more
effectively.

Firstly, let us look at the criteria used by RBI to select
the sample of banks for which the systemic impact

score is to be calculated. As mentioned in the section
above, banks having their size, as measured by Basel
Ill Leverage Ratio exposure measure, more than 2%
of GDP at market price are selected in the sample for
which the systemic impact score is to be calculated.

Now we have taken the data on GDP at market prices
for the period 2007 to 2015 as this is the period in which
the effect of global financial crisis began. For comparing
the GDP at market prices with the Size of the banks,
we need Basel Ill Leverage Ratio exposure measure.
But since the data about Off-balance sheet items is not
available in public domain, for computation purpose, we
have taken the On-balance sheet Total Assets of the
banks.

Since only the On-balance sheet Total Assets are
compared with GDP values, it would give fewer number
of banks with Size meeting the eligibility criteria. If the
Off-balance sheet assets are also added, more number
of banks would meet the criteria. Still, on a conservative
basis, we take the number of banks which meet the
criteria, for which the systemic impact score is to be
calculated, based on On-balance sheet Total Assets
only.

The table below shows the banks which had Total Assets
more than 2% of GDP at market price for different years
from 2007 to 2015.

°See “RBI releases list of Domestic Systemically Important Banks (D-SIBs)” by RBI on August 31, 2015. Available at https://www.rbi.org.in/scripts/BS_PressReleaseDisplay.aspx?prid=34862.
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State Bank of 5,66,565 | 7,21,526 | 9,64,432 | 10,53,414 | 12,23,736 | 13,35,519 | 15,66,261 17,92,235 | 20,48,080
India

Bank of Baroda 1,43,146 | 1,79,600 | 2,226,672 | 2,78,317| 3,58,397 | 4,47,321 5,47,135 6,59,505 7,14,989
ICICI Bank Ltd. 3,44,658 | 3,99,795| 3,79,301 | 3,63,400 | 4,06234| 4,73,647| 5,36,795 5,94,642 6,46,129

Bank of India 1,41,637 | 1,78,830| 225502 | 2,74966| 351,173 | 3,84,535| 4,52,603 5,73,190 6,18,698

Punjab National 1,62,423 | 1,99,020 | 2,46,919 | 2,96,633 | 3,78,325| 4,58,194 4,78,877 5,50,420 6,03,334
Bank

HDFC Bank Ltd. 91,236 | 1,33,177 | 1,83,271 2,22,459 2,77,353 3,37,910 4,00,332 4,91,600 5,90,503
Canara Bank 1,65,961 | 1,80,529 | 2,19,646 | 2,64,741 3,35,945 3,74,160 4,12,343 4,91,922 5,48,001
Axis Bank Ltd. 73,257 | 1,09,578 | 1,47,722 | 1,80,648 2,42,713 2,85,628 3,40,561 3,83,245 4,61,932
Union Bank of 1,02,678 | 1,23992| 1,60,976 | 1,95,162 2,35,984 2,62,214 3,11,861 3,538,781 3,81,616
India

IDBI Bank 1,03,839 | 1,30,694 | 1,72,402 | 2,33,572 2,563,377 2,90,837 3,22,769 3,28,997 3,56,031
Limited

Central Bank of 93,008 | 1,23,956 | 1,47,655 | 1,82,672 2,09,757 2,29,800 2,68,130 2,89,496 3,11,940
India

Syndicate Bank 89,277 | 1,07,132 | 1,30,256 | 1,39,051 1,56,539 1,82,468 2,15,122 2,51,861 3,083,135

Indian Overseas 82,257 | 1,01,860 | 1,21,073 | 1,31,096 1,78,784 2,19,648 2,44,656 2,74,905 2,85,637
Bank

UCO Bank 74,864 89,795 | 1,11,664 | 1,37,319 1,63,398 1,80,498 1,98,651 2,39,125 2,45,917
Oriental Bank of 73,936 90,705 | 1,12,583 | 1,37,431 1,61,343 | 1,78,130 | 2,00,697 2,20,303 2,30,514
Commerce

Allahabad Bank 67,664 82,939 97,648 | 1,21,699 | 1,51,286 1,82,935 | 2,04,373 2,20,434 2,27,096

Total Assets
of Banking
System

GDP at market
price

2% of GDP at
market price

1,26,50,000

49,87,090 | 56,30,063 | 64,77,827 | 77,84,115| 90,09,722 | 88,32,012 | 99,88,540 | 1,13,45,056

(Source: Balance Sheet of Banks for the respective years; Central Statistical Office)

The shaded banks are the ones which have Total Assets more than 2% of GDP at market price for that particular
year. It can be seen that some of the banks have constantly had Total Assets more than 2% of GDP at market prices
whereas some other banks meet the criteria for some particular years.

It is seen that eight (8) banks met the criteria in 2007, which increased to a peak of sixteen (16) banks in 2012 and
then has declined to thirteen (13) banks in 2015. The reason for increase in number of banks meeting the criteria
from 2007 to 2012 can be attributed to lower growth in GDP during the period.
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It is seen that eight (8) banks have always met the
criteria for all the years. These banks are State Bank of
India, Bank of Baroda, ICICI| Bank Ltd., Bank of India,
Punjab National Bank, Canara Bank, Union Bank of
India and IDBI Bank Limited.

The thirteen (13) banks which meet the criteria for
the year 2015 are tabulated below along with their
percentage share in Total Assets as well as their

percentage share in Total Deposits and their percentage
share in Total Gross Advances. Total Deposits tell us
about the liability faced by a bank. It is the total amount
that a bank would have to pay when there is a run on
the bank. Gross Advances, on the other hand, gives us
an idea about the assets of a bank from lending point
of view, i.e. the money it is expected to receive for the
loans it has given out.

Table 6: Percentage Share of Banks for Important Metrics

Bank Name Total Assets % of Total % of Gross % of

Banking | Deposits Banking | Advances Banking

System System System
State Bank of India 20,48,080 17.02 15,76,793 16.71 13,35,424 17.66
Bank of Baroda 7,14,989 5.94 6,17,560 6.54 4,37,280 5.78
ICICI Bank Ltd. 6,46,129 5.37 3,61,563 3.83 3,98,962 5.28
Bank of India 6,18,698 5.14 5,31,907 5.64 4,111,727 5.44
Punjab National Bank 6,03,334 5.01 5,01,379 5.31 3,92,422 5.19
HDFC Bank Ltd. 5,90,503 4.9 4,50,796 4.78 3,67,888 4.86
Canara Bank 5,48,001 4.55 4,73,840 5.02 3,34,947 4.43
Axis Bank Ltd. 4,61,932 3.84 3,22,442 3.42 2,84,009 3.76
Union Bank of India 3,81,616 3.17 3,16,870 3.36 2,62,757 3.47
IDBI Bank Limited 3,56,031 2.96 2,59,836 2.75 2,15,792 2.85
Central Bank of India 3,11,940 2.59 2,565,572 2.71 1,94,967 2.58
Syndicate Bank 3,038,135 2.52 2,55,388 2.71 2,05,804 2.72
Indian Overseas Bank 2,85,637 2.37 2,46,049 2.61 1,79,041 2.37
Banking System 1,20,36,450 94,37,111 75,61,984
(Source: Balance Sheet of Banks for 2015)

As can be seen, State Bank of India has around one-
sixth share in Total Assets, Total Deposits as well as
Gross Advances. While ICICI Bank, the other bank
identified by RBI in the annual exercise for assessment
of D-SIBs in 2015, is third in the list in terms of Total
Assets, 7th in terms of Total Deposits and 4th in terms
of Gross Advances.

As per RBI assessment for identifying D-SIBs, ICICI
Bank has come in bucket 1 while other banks with
higher Total Assets, much higher Total Deposits and
higher Gross Advances have not come in any bucket. A

The Journal of Indian Institute of Banking & Finance

possible reason for the same may be that Size comprises
only 40% of the total systemic impact score while there
may be other factors related to Interconnectedness,
Substitutability and Complexity, in which the other Public
Sector Banks (PSBs) such as Bank of Baroda, Bank of
India and Punjab National Bank are not very active.

By looking through individual elements of D-SIB
framework for these three indicators, it may be seen that
most of the indicators such as OTC Derivatives, Held
for Trading and Available for Sale securities, Assets
under Custody, Securities Financing Transactions and
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Underwritten transactions fall under ‘non-conventional’
banking practices whereas most of the PSBs are
involved in ‘conventional’ banking services.

These differences in business strategy have meant that
some of these PSBs may have low systemic impact score
due to low scores in Interconnectedness, Substitutability
and Complexity indicators, despite having higher scores
in Size indicator.

But going by the history and traditions of banking services
in India, most of the ‘non-conventional’ services form a
very low part of the total banking services provided by
major banks. This can be verified by the share of non-
interest income in total income of banks vis-a-vis the
interest income share. The percentage share of interest
income and non-interest income in total income for the
above thirteen (13) banks for the years 2013 to 2015 are
shown below.

Table 7: Percentage Share of Interest/ Non-Interest Income in Total Income

Bank Name Interest Income as % of Total Income | Non-Interest Income as % of Total Income

2013 2014 2015 2013 2014 2015
State Bank of India 88.18 88.02 87.1 11.82 11.98 12.9
Bank of Baroda 90.65 89.72 90.71 9.35 10.28 9.29
ICICI Bank Ltd. 82.76 80.9 80.13 17.24 19.1 19.87
Bank of India 89.44 89.83 91.12 10.56 10.17 8.88
Punjab National Bank 90.86 90.43 88.72 9.14 9.57 11.28
HDFC Bank Ltd. 83.65 83.86 84.34 16.35 16.14 15.66
Canara Bank 91.53 90.96 90.58 8.47 9.04 9.42
Axis Bank Ltd. 80.58 80.54 80.92 19.42 19.46 19.08
Union Bank of India 90.78 91.23 90.11 9.22 8.77 9.89
IDBI Bank Limited 88.62 89.93 87.54 11.38 10.07 12.46
Central Bank of India 92.91 92.7 93.31 7.09 7.3 6.69
Syndicate Bank 93.58 93.36 91.11 6.42 6.64 8.89
Indian Overseas Bank 91.29 91.27 91.8 8.71 8.73 8.2
Banking System 88.65 88.22 87.68 11.35 11.78 12.32

(Source: Income Statement of Banks for the respective years)

As can be seen from the table above, the share of non-
interest income in total income for Private Banks such
as ICICI Bank, HDFC Bank and Axis Bank is much
higher as compared to PSBs. This non-interest income
comes mainly from fee income on derivatives and
other transactions and also from custodian activities
and treasury activities. These categories fall under the
‘non-conventional’ banking services under the three
indicators of Interconnectedness, Substitutability and
Complexity.

The whole purpose of formulating G-SIB and
subsequently D-SIB methodologies was to protect
depositors from such a situation when the banks do not
have enough money to pay them back due to stress in
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income flow. The additional capital surcharge is put in
place to take care of a situation when the loss of income
in banks does not result in banks defaulting on their
liabilities.

For most of the major global banks, as identified by FSB
and shown in Appendix 1 below, majority income flow
comes from ‘non-conventional’ banking services and
thus BCBS methodology had assigned equal weightage
to Size indicator as it had to other indicators, namely,
Interconnectedness, Cross-Jurisdictional Activities,
Substitutability and Complexity.

But in India less than 50% population has bank accounts
and the country accounts for 21% of the total unbanked
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population in the World. Considering this and the nature
of banking services provided by PSBs, which have a
huge share in banking services in India, Size ought to
have an even higher weightage in the D-SIB framework.

After all, additional capital surcharge would be used
for protection of depositors, who in a country like India,
are mostly people with a basic savings account. RBI
website mentions that “The Reserve Bank's overarching
concern while supervising any financial entity is
protection of depositors' interest.” So if the weightage
of Size indicator, which is primarily concerned with
‘conventional’ banking services, is increased, greater
number of PSBs would have systemic impact score
more than the threshold used by RBI for determining
D-SIBs. These PSBs could possibly be Bank of Baroda,

Bank of India and Punjab National Bank, which together
form 16.09% of the Total Assets in Indian banking
system, 17.49% of Total Deposits and 16.42% of Gross
Advances. Higher capital surcharge in respect of these
banks would mean additional protection to everyday
depositor, which ultimately was the goal behind G-SIB
and D-SIB frameworks.

Regarding the quantum of additional capital surcharge
for various brackets, a comparison between the capital
surcharge under BCBS G-SIB framework and RBI D-SIB
framework is tabulated below, and shows that even the
highest capital surcharge under RBI D-SIB framework
for bucket 4 is lower than the lowest capital surcharge
under BCBS G-SIB framework.

Table 8: Capital Surcharge Comparison between BCBS Framework and RBI Framework

Bucket | Loss absorbency requirement under BCBS Loss absorbency requirement under RBI
Framework Framework

5 3.50%

4 2.50% 0.80%

3 2.00% 0.60%

2 1.50% 0.40%

1 1.00% 0.20%

Considering that Indian banks, especially PSBs, have
low levels of capital position, just meeting the minimum
regulatory requirement in case of some banks, this
capital surcharge level may not be enough. The asset
quality levels of Indian PSBs has been degrading since
the financial crisis and in an event of default by a large
number of borrowers, the additional capital surcharge
prescribed by RBI currently, may not be enough to fully
protect the interest of depositors. Thus to have sufficient
amount of assurance about reaching the desired goal of
framing the G-SIB and D-SIB guidelines, i.e. protection
of depositor money by requiring banks to bring in high
quality additional capital, the RBI framework should be
modified to have capital prescription quantum similar to
BCBS Framework.

5. Conclusion

After the 2008 financial crisis, BCBS had come out with
a framework for identifying G-SIBs after G-20 leaders
had given this mandate to BCBS. This framework
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was based on five (5) broad indicators of Size, Cross-
Jurisdictional Activities, Complexity, Substitutability and
Interconnectedness. Additional capital surcharge is
imposed on these banks in order to protect depositor
interest in case of sharp decline in cash flows for banks.
On similar lines, RBI too came out with a framework for
identifying D-SIBs. RBI in August 2015 came out with
the first list of two (2) D-SIBs. But considering unique
situations related to Indian banking system, this paper
argues that the weightage given to Size indicator should
be increased in RBI Framework, so that more number of
Public Sector Banks may be identified in the future lists
of D-SIBs. Also, this paper argues that as Indian banks
already have a low level of capital position, and the
capital surcharge as per RBI Framework ranging from
0.2% to 0.8% may not be sufficient to reach the desired
goal of G-SIB and D-SIB framework. The framework
may be revised to be more in tune with G-SIB framework
which has capital surcharge requirement from 1.0% to
3.5%.
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Appendix 1: List of G-SIBs by FSB (November 2015)

Bucket G-SIBs in alphabetical order within each bucket
5
(3.5%) (Empty)
4 HSBC
(2.5%) JP Morgan Chase
3 Barclays
(2.0%) BNP Paribas
Citigroup
Deutsche Bank
2 Bank of America
(1.5%) Credit Suisse
Goldman Sachs
Mitsubishi UFJ FG
Morgan Stanley
1 Agricultural Bank of China
(1.0%) Bank of China

Bank of New York Mellon

China Construction Bank

Groupe BPCE

Groupe Crédit Agricole

Industrial and Commercial Bank of China Limited

ING Bank

Mizuho FG

Nordea

Royal Bank of Scotland

Santander

Société Générale

Standard Chartered

State Street

Sumitomo Mitsui FG

UBS

Unicredit Group

Wells Fargo

14

April-June 2016 The Journal of Indian Institute of Banking & Finance



Structure of India

= Shromona Ganguly*

Introduction: Developing infrastructure lies at the core of
any strategy for achieving sustainable economic growth
of a country. Economists have described infrastructure
as a key ingredient for both growth and productivity
since the time of Adam Smith. According to the World
Development Report, 1994, the adequacy of the
infrastructure of a country is a major determinant of the
country’s success in diversifying production, expanding
trade, coping with population growth, reducing poverty,
or improving environmental conditions.

However, financing investment projects remains a key
challenge for countries across the world and developing
countries in particular, mainly due to their limited ability
of public spending and relatively underdeveloped
financial markets. Investment in infrastructure is different
from any other investment, due to three key reasons;
i) these investments are lumpy in nature and involve
uncertainty due to long gestation period ii) investment
in infrastructure involves externality and coordination
with multiple stakeholders, including government and
regulators iii) large infrastructure projects often involve
significant environmental and social risk. Due to its
unigue nature, investment in infrastructure involves a
crucial role of Government.

Notwithstanding, private participation in infrastructure
development has increased significantly worldwide
during the last decade due to increased usage of
innovative project management techniques. Another
factor that contributed to the upsurge of private
investment in infrastructure is increased participation
by pension funds, mutual funds, exchange-trade funds,
insurance funds, private equity funds, hedge funds and
sovereign wealth funds in financial systems across the

Micro Research Prize
Wining Article, 2015

Funding Infrastructure: A Closer Look at the Financial System

globe (World Bank, 2012). However, despite having
great potential, private sector financing remains highly
volatile to financial crises and is concentrated in a few
sectors and countries. This, in turn, has widened the
disparity of infrastructure development between the
middle income countries (MICs) and the low income
(LICs) countries. The MICs have a developed financial
system and a wide range of investors. As a result,
these countries have attracted huge private capital in
infrastructure during recent times. In contrast, the share
of private investment in infrastructure is abysmally low
in LICs. Hence, financing infrastructure remains as one
of the greatest challenge for these countries.

The interconnectedness of financial systems and the
adoption of global regulatory practices and capital
accords have been a key driving force behind changing
pattern of infrastructure finance in developing countries
during recent years. Though the association between
financial system structure and investment flow to
infrastructure has become even more visible during
recent years, there is a dearth of empirical research on
this issue in the context of India. This paper provides
an analysis of infrastructure investment in India, the
key issues involved in funding infrastructure projects
through the existing form of financial markets in India
and concludes with key findings and policy implications
drawn from the analysis.

Financing Infrastructure in India: Some Highlights
from the Working Group Report of 12" Five Year
Plan (FYP) (2012-17)

The Working Group on Infrastructure, 12th FYP
estimated a total amount of Rs 65 lakh crore investment
requirements in infrastructure in real terms, to sustain a

Research Officer, Department of Economic & Policy Research, Reserve Bank of India.
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real GDP growth of 9 per cent. This is almost double the
amount estimated during the eleventh plan. The sharp
increase in estimated requirement of infrastructure
investment is primarily due to the rise in urbanization
and policy thrust to improve rural infrastructure in the
country. Both these also entail greater reliance on
budgetary support. The working group assumed fifty per
cent of the total required investment in infrastructure to
come from budgetary allocation.

Private investment in infrastructure during the period
2012-15 has been largely uneven across the sectors.
Roads accounted for 47 per cent of total private
investment to infrastructure during 2012-15, followed
by electricity (25 per cent) and telecom (24 per cent).
Compared to this, only 3 per cent of private investment
went to seaports. Airports, railroads and water and
sewerage accounted for less than 2 per cent of total
private investment during the twelfth plan period (Chart
1).

Chart 1:Private Investment in Infrastructure in
India (2012-15)

Railroads

Roads
eaporTs
B Telecom

Water and Sewerage

Source: Private Participation in Infrastructure

Database, World Bank

As per the projections envisaged by the working group,
debt financing will continue to play a major role in
financing infrastructure in India. Out of the remaining
%32, 50,000 crores of infrastructure investment to
be financed privately, almost 41 per cent will be debt
financed while equity and FDI financing is estimated at
around 14 per cent. Within debt financing, commercial
banks play the major role by accounting 55 per cent of
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total debt. Taken together, the debt and equity market
(including FDI) in India will be able to fund 55 per cent of
the requirement left to be financed by private sources.
Accordingly, the funding gap in infrastructure investment
works out to be ¥14,60,875 crore (22.5 per cent) of total
requirement in India (Table 1).

Table 1: Funding Pattern (Estimated) of
Infrastructure Investment

Instrument Amount X crore) | Per cent to total
requirement

Equity and FDI 4,55,414 7.01

Debt 13,33,711 20.52

Commercial 7,43,511 11.44

banks

IFCs 3,84,477 5.92

ECBs 54,957 0.85

Insurance 1,50,766 2.32

funds

Total (debt and 17,89,125 27.53

equity)

Total 65,00,000 100.00

Requirement

Budgetary 32,50,000 50.00

support

Funding Gap 14,60,875 22.48

Source: Working Group Report of 12" Five Year
Plan

A critical question drawing the attention of policymakers
is how to address this financing gap in infrastructure?
The working group itself mentions the budgetary support
of ¥32,50,000 crore to be “quite large” and hence, in
the case of further fiscal consolidation adopted by
the government, the possibility of a bigger deficit in
infrastructure financing looms large.

An analysis of comparable countries in terms of
infrastructure investment as proportion of GDP reveals
that India’s savings rate remains at quite a high level
compared to some of these countries (Chart 2). Hence,
what lies at the core of the problem of infrastructure
financing deficit in India is not the inadequacy of
domestic savings, rather lack of financial intermediation
and shallow investors base causing inadequate flow of
funds to the infrastructure sectors.
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Chart 2: Savings and Capital Formation (as per cent of GDP): Various Countries
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The dearth of financial intermediation to channelize the
domestic savings in productive sectors is also evident if
we look at the financial savings of the household sector.
During the last three years, close to 60 per cent of total
household savings was channelised in the physical
asset class. Financial savings constitutes only around
30 per cent though this proportion has increased in
most recent years. The risk-averse nature of Indian
households is also visible if we look at the further
breakup of financial savings by the household sector.

The bulk of financial savings of Indian households is in
the form of bank deposits (56.6 per cent), life insurance
funds (16 per cent) and provident/pension funds (11.7
per cent). As against this, a meagre 3 per cent of total
household savings were kept on the capital market. This
savings pattern clearly points towards a limited domestic
retail investor base in the capital market of India, which
partially acts as a deterrent to the potential domestic
savings flow to infrastructure (Chart 3 and Table 2).

Chart 3: Composition of Household Sector Savings
100% ]
80% |
2 60%
8
8 40% | —
20%
0%
2011-12 2012-13 2013-14
Financial Savings m Saving in physical assets B Saving in the form of valuables
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Table 2: Financial Savings of the Household Sector

Item Per cent ko Gross Financial Saving T billion
2010-11 2011-12 2012-13 2013-14 2010-11 201112 2012-13 2013-14
(31] (R) (P} (R) {R) ]
1 2 3 4 5 & 7 8 9
A. Change in Financial Assels (Gross Financial Saving) 100.0 100.0 100.0 100.0 10,518 215 10437 11,741
a. Cumency 13.0 11.5 10.7 8.7 1.371 1,062 1,116 1,018
b. Deposits 490 58.1 566 588 5,248 5,445 5,906 6,908
i) With Commercial Banks 46.5 534 51.1 531 4886 4923 5338 6,233
i} With Cooperative Banks and Societies 3.0 d.6 3.9 4.2 311 36 412 489
jil} With Mon-banking Companies 0.5 20 1.5 1.6 51 186 157 185
v} Trade Debl (MNet) 0.6 0.5 0.3 0.4 68 45 32 48
¢. Shares and Debentures 0.4 0.3 4.1 2.9 -43 -28 430 337
of which :
i) Privala Corporate Businass 0.6 0.4 0.4 0.3 68 4 44 b |
iy Banks 01 0.0 0.1 0.0 8 1 i 5
iii) Bonds of Public Sector Undertakings 0.1 0.0 0.0 0.8 a8 i 2 B2
iv) Mutual Funds (including LITI) -1.1 -1.2 34 1.8 116 -106 350 210
d. Claims on Govermnmeant 2.7 2.4 -0.8 04 287 219 -B83 46
i) Imvestment in Government securities 0.0 0.1 0.0 0.0 3 5 5 4
i) Imeestment in Small Savings, elc. 34 24 0.7 0.6 361 -218 -7 7
2. Life Insurance Funds 200 213 173 17.0 2,101 1,958 1,803 1,906
of which :
i) Life Funds of LIC and privale insurance companies 19.9 212 17.2 16.6 2,085 1,955 1,800 1,943
I. Providenl and Pension Funds 134 10.3 11.7 11.6 1.410 849 1,223 1,358
B. Change In Financial Liabilities 2,804 2870 3213 3,555
C. Net Financial Saving of Household Seclor [A-B) 7,713 6,345 7,224 B,186
R: Revised Estimates. P: Preliminary Estimates,
Mote : Components may not add up o the lolals due fo rounding off.

Source: Annual Report, Reserve Bank.

Financial System Structure of India: The Gradual
Evolution

On comparing the financial system structure of India with
other countries, we see that India has done fairly well in
terms of banking sector development. This is evident
from the fact that financial system’s deposit to GDP ratio
of India is amongst the highest when compared with
other lower-middle income countries. In India, the bulk
of the deposits is absorbed by the banking sector. The
soundness of banking sector in India is also captured
by the higher Z-score compared to other countries,
indicating a fairly high degree of stability in the banking
sector in India'. However, in terms of deepening of

other segments of financial markets, India remains at a
lower end compared with even some of the low income
countries. The two major indicators of stock market
development, i.e., stock market capitalization to GDP
and total value traded in the stock market to GDP stood
at 68.66 per cent and 46.88 per cent respectively for
India, lower than that China, South Africa, and Thailand
and to some extent, Philippines. We get a mixed picture
on comparing the life and non-life insurance penetration
in India as compared to other countries. Life insurance
sector penetration in India is significant though the non-
life insurance penetration, captured by the premium
(non-life) to GDP ratio of India remained one of the
lowest even among the lower- middle income countries
(Table 3).

1 The Z-score is defined as the ratio of return on assets plus capital-asset-ratio to the standard deviation of return on assets. It compares the
buffers (capitalization and returns) with the potential for risk (volatility of returns). Thus, a higher z-score indicates greater stability of the banking

system.

18

April-June 2016

The Journal of Indian Institute of Banking & Finance



Table 3: Comparing Financial System Deepening across Countries.

Financial systems ~ Bank Depositsto  Bank Z score Stock market Stock market  Life insurance Non-life
deposit to GDP GDP totalvalue capitalizationto  premiumto insutance
rato traded to GDP GDP GDP  premium to
GDP
Upper Middle Income Countries 53.2172 53.1634 15.0405 16.7268 43.2620 1.1821 1.2011
Brazil 50.3563 50.3569 19.6112 38.8328 58.3346 1.3940 1.0250
Chile 39.7411 39,7411 35,7268 22,7936 1262846 2.2440 1.3960
China 49.9152 49.9152 15.5948 112.4194 58.7415 2.0620 0.9730
Colombia 19.2922 19,2922 0.4161 7.6013 62,8183 0.9610 11190
Thailand 99.6694 99.6694 6.2983 67.2344 81.6932 3.0740 1.1310
Turkey 46.7324 46.7324 5.2770 50.9274 30.9959 0.2080 0.8810
Mexico 251977 25,1977 18.0034 9.5490 37.4429 0.8620 0.7880
South Africa 59.1305 59.1305 9.3851 88.9578 145.2294 9.6140 1.5460
Lower Middle Income Countries 38.4475 38.4475 18.2366 6.3168 28.3571 0.4704 0.7904
India 61.9865 61.9865 40.1895 46,8346 68.6668 3.1480 0.3840
Indonesia 31.9916 31.9916 3.0052 16.1525 45.0337
Sri Lanka 31.6029 31.6029 14,1802 70335 33.8166
Philippines 51.2654 51.2654 24,7541 13.6121 73.9011 0.8730 0.4340
Nigeria 29.6810 29.6810 3.6164 1.8107 17.3039
Bolivia 41.4029 41.4029 9.1836 0.0546 15.8462 0.2480 0.7260
High-income nonOECD member 92.7895 92.4880 19.0764 69.7245 88.2646 2.5541 1.4152
High-income OECD members 101.5829 101.5829 13.8219 51.7211 62.1627 3.2048 2.1303

Source: Compiled from Financial Development and Structure Dataset (2013), World Bank

Typically, financial systems observed in countries
around the world can be broadly classified into two
groups; The Anglo-Saxon pattern of market-based
system with developed capital markets and bank-
dominated financial systems observed in Germany
and Japan. In the empirical literature on cross-country
evidence of finance and growth, there are various
methodologies adopted by past researchers to classify
a country’s financial system into the two main variants.
According to Levine (2012), the structure is determined
by analysing the relative depth, access, efficiency and
stability of the banking system of a country vis-a-vis
its capital markets. A more precise methodology has
been followed by Beck and Levine (2009) in analysing
financial system structure. According to them, the two
important ratios that are useful in understanding the
relative development of markets versus banks in a
country are structure-size ratio and structure-activity

The Journal of Indian Institute of Banking & Finance

ratio. Structure-Size equals Stock market capitalization
to GDP divided by bank credit to private sector to GDP
while Structure-Activity equals stock market value
traded to GDP divided by private bank credit to GDP.
For both the indicators, a higher value indicates a more
market-based financial system. While structure-size
ratio focuses on the relative size of financial markets
as compared with the banking system, the structure-
activity ratio focuses mostly on measuring the relative
liquidity in the two segments of a financial system.

In the case of India, the structure-size ratio increased
significantly during the early years of liberalization,
reflecting the booming stock market of India during
those years. The slowdown in Indian stock market in
the later part of 90’s is also captured by this ratio that
exhibited a declining trend during the period 1995-1998.
The stock market boomed in the subsequent years and
again slowed down during the post-crisis period (2007
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onwards). As expected, this ratio showed a similar trend
as that of the market capitalization ratio.

On the other hand, the structure-activity ratio showed a
somewhat different trend over the years. It is interesting
to note that despite a slowdown in the stock market
during late 90’s, this ratio continued to increase during
the same period, reflecting greater liquidity in the stock
market. Since 1990 onwards, a steady increase in the
structure-activity ratio continued till 2000-01, after which
there was a very sharp and sudden fall in this ratio,
triggered mostly by the stock market scam of 2001. The
ratio again exhibited an increasing trend during 2005-
2008 and slowed down in the post-crisis period. It is
important to note that despite the somewhat volatile
trend, both these indicators ended up with higher values
in the recent years, compared to the 90’s. This trend
reflects the gradual evolution of capital markets in India
since the liberalization (Chart 4).

reduction in SLR and freeing up of funds for lending
(Working Group on Infrastructure, 12th FYP). However,
the two main issues involved in financing infrastructure
through banks are i) such investments contribute to the
growing asset liability mismatch of the Indian banking
sector ii) increasing risk resulting from concentration in
banks’ credit portfolio. In addition, a third factor which
further limits banks’ ability to finance infrastructure is

that many banks have already reached their sectoral
exposure limit stipulated by the regulator.

Let us now look at some of the recent statistics on
credit flow from commercial banks to the infrastructure
sector. During the period 2008-15, total bank credit to
infrastructure grew at a compounded annual rate of 28.5
per cent to reach Rs 9,245 billion at end-March 2015.
Bank credit to infrastructure constitutes almost 38 per
cent of total bank credit to industry as at end- March
2015, significantly higher compared to 24 per cent at
end-March 2008 (Chart 5).

Chart 4: Changing Financial System Structure of India
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Source: (Same as Table 3) Compiled from Financial

Development and Structure Dataset (2013), World
Bank

Infrastructure Financing through Commercial Banks
in India: a Behemoth too Heavy to Carry?

As analysed in earlier sections, infrastructure financing
by banks till now constitutes a sizable proportion of total
debt financing in India. During 2002-2008, total bank
lending to infrastructure almost trebled (Lall and Anand,
2008). This could be partly attributed to the gradual
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Chart 5: Credit to infrastructure as proportion of total
bank credit to industry

2008 2009 2010 2011 2012 013 2014

Source: Handbook of Statistics on Indian Economy,
Reserve Bank

A closer look at the maturity profile of major assets
as well as liabilities in the consolidated balance sheet
of SCBs reveals that the there are more short term
liabilities in Indian banking system maturing within a
year that that of assets maturing within the same period.
More specifically, 46 per cent of the deposits and 53 per
cent of the borrowings of the SCBs have

maturity within a year. As against this, 35 per cent of
the total loans and advances and 27 per cent of total
investments have maturity within a year (Table 4).
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Table 4: Maturity Profile of Major Liabilities and Assets of Scheduled Commercial Banks: 2015
(Rs million)
1-14 15-28 29 days Over 3 Over 6 Over 1 Over 3 Over 5 Total

days days | to 3 months | monthsto 6 | months to yearto 3 | yearsto5 years
months 1 year years years
Loans and 51,08,457 | 17,54,801 70,01,017 52,24,981 | 66,60,349 | 281,01,562 | 78,37,673 | 123,51,286 | 740,40,128
advances

(6.90) (2.37) (9.46) (7.06) (9.00) (37.95) (10.59) (16.68) (100.00)
Investments 31,19,540 | 5,81,220 | 18,18,818 13,25,031 | 19,92,734 45,17,673 | 47,42,867 | 137,01,665 | 317,99,549
(9.81) (1.83) (5.72) (4.17) (6.27) (14.2)1 (14.91) (43.09) (100.00)
Deposits 66,57,593 | 27,41,244 | 96,77,811 91,49,390 | 153,40,450 | 252,55,012 | 77,33,163 | 177,71,875 | 943,26,538
(7.06) (2.91) (10.26) (9.70) (16.26) (26.77) (8.20) (18.84) (100.0)0
Borrowings 22,13,302 | 4,24,036 | 12,31,620 10,40,069 | 11,80,471 18,47,984 | 12,73,939 | 21,71,520 | 113,82,940
(19.44) (3.73) (10.82) (9.14) (10.37) (16.23) (11.19) (19.08) (100.00)

Source: Real Time Handbook of Statistics, Reserve Bank

Term deposits are considered to the most stable
form of deposits with the banking system. However,
as at end-March 2014, close to 41 per cent of total
term deposits with the banking system has a residual
maturity of more than one year but lessthan 5 years. In
contrast, most infrastructure projects take 8-10 years
to complete and minimum 3-5 years to break-even.
Clearly, banks’ ability to fund infrastructure remains
constrained given the maturity profile of its liabilities.
Also, burgeoning non-performing assets in banks
balance sheet further limits its ability to provide loans to
this sector which is perceived as “risky”. In recent times,
infrastructure accounts for a major share of non-priority
sector NPAs of the banks. The stressed advances ratio
stood at 22 per cent for the infrastructure sector in June
2015 (Chart 6) (Lokare, 2014; Financial Stability Report,
2015, Reserve Bank).

Chart 6: Stressed Advances in Important Sectors
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So far, banks have been dealing with this situation by
annual interest rates and put/call options on the loans,
thus passing the risk partly to the projects (Lall and
Anand, 2009). However, most infrastructure projects

are inherently risky and thus pose a threat to the stability
of the banking system. Also, Indian banking sector is
predominated by many medium to smaller sized banks.
Only two Indian banks (SBI and HDFC) feature on top
50 global banks in terms of market capitalization®. For
many smaller sized-banks, there is little scope to extend
loan to infrastructure projects due to the prudential
cap on sectoral exposure stipulated by the regulator.
Unless new policy initiatives are envisaged regarding
strengthening capital position of large banks, it would
be unrealistic to assume the incremental investment in
infrastructure to be mostly supported by banks in India.

Investment in Infrastructure by Non-bank Financial
Companies

Large sized specialised NBFCs are an important
source of financing infrastructure in India. Often these
institutions have an edge over banks in assessing the
risk of infrastructure projects due to their expertise
in lending to this sector. However, the majority of
NBFCs cannot accept public deposits.> They rely on
bank borrowing, debentures and commercial papers
for funding. Following the tighter prudential norms
introduced since 2007, bank lending to NBFCs attracts
higher provisioning requirement. This has partially
curbed bank lending to NBFCs and reduced their ability
to lend for long gestation large projects.

Financing Infrastructure through Insurance Sector:
Analysing the Risk Appetite

As described earlier, financial intermediation in India
is predominated by the banks. While Indian banking
sector has done fairly well in terms of both outreach and
resilience, the other segments of financial markets in
India remained relatively shallow, when compared with

2Business Standard, 17" January, 2015

3NBFCs are classified into two broad categories: (a) Deposit taking NBFCs, and (b) Non-deposit taking NBFCs. As on March 31, 2015, there were 11,842 NBFCs registered with the Reserve
Bank; out of which 220 were deposit-taking (NBFCs-D) and 11,622 were non-deposit taking (NBFCs-ND) entities.
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some of the comparable countries. Within the capital
market, though equity market has grown rapidly since the
liberalization, debt market remained subdued. Likewise,
insurance premium to GDP ratio for India remained
low in general, and for non-life insurance in particular.
In terms of insurance density, India ranks among the
lowest of developing countries (IRDAI Annual Report,
2013-14, Chart 1.3).

In addition to the low penetration of insurance business
in India, the majority of investment by these companies

is kept with safe instruments like government bonds.
Investment in central and state government securities
as proportion of total investment stood at 57 per cent
for Life insurance companies and 36 per cent for non-
Life segment. It seems apparent that life insurance
companies invest infrastructure projects only to meet
the mandatory requirement for investment in the social
sector (15 per cent). The non-life segment, however,
invests 17.5 per cent in infrastructure projects, despite
the statutory requirement for social sector investment
being lower for them (10 per cent) (Charts 7 and 8).

Chart7
TOTAL INVESTMENTS OF LIFE INSURERS : INSTRUMENT-WISE
(As on 31= March)
[T crore)
Investments from 31" March 2013 31* March 2014
Amount Percentage Amount Percentage
Traditional Products
1 Ceniral Gowt. Securities 5,12,180 36.52 6,04 851 3719
2 Slake gowt. and other Approved Securnbes 2,65 0809 18.97 333,951 .54
3 Housing & Infrastructure 1,18 878 A48 1,55,026 954
4 Approved Investments 45 6256 3253 503,059 R
5 Other Investments 49 084 3.50 2918 1.79
A, Total |1+2+3+4+5) 14.02,38T7 100.00 16.26.804 100.00
ULIP Funds
6 Approved Investments 32562483 94 97 322456 a7.22
7 Other Investments 17224 503 8205 278
B. Total (6+7) 3.42.507 100,00 3,311,661 100,00
Grand Total (A+B) 17,44 894 19,57 466
Chart 8
TOTAL INVESTMENTS OF NOMN-LIFE INSURERS : INSTRUMENT-WISE
{As on 31* March)
(¥ crore)
Pattern of Investments 2013 2014
Total % to Fund TDI;I" e to Fund
Cental Govt. Secunties 30,658 24493 354877 2566
State govi. and other approved Secuntes 128987 1056 14 126 1025
Houwsing and Loans to State Govt for Housing & FFE 10,275 B.25 12,742 a1
Infrastructure Investments 18,897 1545 24 544 17.56
Approved Investments 44 104 3583 49 264 35,
Other Investments 5,882 4.78 3,056 2.19
Total 1,22.992 100.00 1,398,809 100,00
Note: 1. Investments of ECGC and AIC of India have not been included
2. FFE : Fire Fighting Equipment

Source (for charts 7 and 8): Annual Report, IRDAI, 2013-14
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Apart from low penetration, the risk adverse nature of
insurance companies further curtails the possibility
of large scale funding from this sector towards
infrastructure projects. However, this could be partially
attributed to the extant regulations of the sector, which
stipulates minimum credit rating for investment in debt
instruments and dividend payout record for equity
instruments. Often, private infrastructure projects lack
required credit rating to attract funds from the insurance
sector.

Financing of Infrastructure through Equity and
External Commercial Borrowings

The major problem with equity financing of infrastructure
in India is that the investor base remains shallow and
risk-averse in nature. The penetration of private equity
(PE) in India is quite low. Though during recent years,
many PE investors have shown keen interest on India,
complex rules on sell-down of equity as well as tax
treatment of capital gains from unlisted projects inhibit
the to take up infrastructure projects.

Tapping the global market for financing infrastructure
projects remains a moot option for India, as often,
private infrastructure projects lack the rating required
to attract fund from the global market. Moreover, the
restrictive cap on the interest rate for ECB introduced in
2007 further acts as an impediment to tap foreign funds
for the sector.

Conclusion and Way Forward

Government assumes key role for creation of
innovative “take out” arrangement

Going forward, rapid urbanization backed by active
government policy initiatives of building smart cities as
well as thrust on sanitization in rural areas would result
in increased requirement of infrastructure investment.
As analysed in the earlier sections, India does not
have much policy room to accommodate the increased
requirement of infrastructure spending through the
traditional fund flow from the banking sector. The
stressed asset ratio for infrastructure sector is already
quite high against the bank lending that has already
gone to the sector. Moreover, lending to infrastructure

The Journal of Indian Institute of Banking & Finance

could further exacerbate the already existing maturity
mismatch in Indian banking sector. In this backdrop,
maintaining even the existing proportion of debt financing
of infrastructure through banks would require innovative
take out arrangement. Be it refinancing infrastructure
loans provided by banks or taking away such loans from
their balance sheets and reengineering these to create
financial instruments to suit the risk appetite of existing
investors base, the government assumes a key role at
this juncture.

National Investment and Infrastructure Fund (NIIF):
Increased Equity Participation

The union budget of 2015-16 announced creation of
the National Investment and Infrastructure Fund, which
will be established as an Alternative Investment Fund
(AIF), under the SEBI regulations. NIIF will have an
initial corpus of 20,000 crore and it will infuse equity in
infrastructure finance companies like National Housing
Bank and Indian Rail Finance Corporation. The idea is
that these infrastructure finance companies then can
leverage the additional equity coming from NIIF and
raise equity from the market. This would multiply the
initial equity contribution of government through NIIF in
the infrastructure sector. This innovative arrangement
is expected to boost equity financing in the Indian
infrastructure going forward.

Regulatory issues to be addressed in capital market
and insurance sector

Turing to the capital and insurance markets, there are
some key regulatory issues involved which hinder fund
flow to infrastructure through these markets. First, the
definition of “infrastructure” is not uniform across different
agencies (Reserve Bank of India, income tax, Insurance
Regulatory and Development Authority of India etc).
This leads to confusion regarding tax treatment and other
regulations. Secondly, listing of private infrastructure
projects should be widened to make these attractive
to investors by reducing information asymmetry and
increasing liquidity. Thirdly, the tax treatment of unlisted
Special Purpose Vehicles (SPVs) needs to be modified
to make it at par with listed projects to attract investors
in this segment.
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Compared to banks, the insurance companies are more
suited for funding infrastructure projects, as the liabilities
of insurance companies are longer term in nature.
However, in India, insurance penetration remains low
and risk-averseness of insurance companies is reflected
in their investment portfolio with significant proportion
parked in government bonds. However, this limited risk
appetite of insurance companies is partly attributed to
the regulations prevalent in the insurance sector. This
includes the stipulations as per the IRDA act on minimum

rating requirement of AAA for 75 per cent of investments
excluding government bonds. Also, at present,
investment in SPV, debentures of non-dividend private
companies are not qualified as “approved instruments”
in the insurance sector. Keeping in view the limited ability
of banks to finance infrastructure projects, this calls for
some modifications in the extant regulations governing
investment of insurance companies. These measures,
however, need to be complemented by policies to
deepen other segments of the financial markets.
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Introduction

Data management has become a critical differentiator
that separates market leaders from the rest. Today with
the advancement of technology we are able to reap the
benefits of Big Data. For example, retailers and banks
are able to analyze behavioural pattern, changing tastes
of customers’ and able to provide personalized product
offerings. Leveraging Big Data Analytics (henceforth
BDA) leads to more confident decision making, which
means greater operational efficiencies, cost and risk
reductions for an organisation. In a hyper-competitive,
customer-driven environment, banks must capitalise
on internal as well as external data sources to gain an
accurate understanding of customer, markets, products,
services, channels, and competitors.

BDA is one of the fastest growing multi-billion dollar
businesses today. The latest report of International
Data Corporation (IDC) highlights that the Big Data
technology and services market expect to reach USD
41.5 billion by 2018, nearly six times the growth of the
overall IT market .

BDA helps banks to drive tremendous contextual value
across the entire customer lifecycle. It generates more
targeted customer leads by looking beyond traditional
structured datasets. Banking analytics is usefulto change
amorphous data to structured data and customer’s
life cycle to predict their next moves. Banks need to
deepen their analytics capabilities to serve customers
better. Analytics play a crucial role in adapting frequent
regulatory norms and policies change.

Indian banks have made significant advancement in the
operational area but are in nascent stage in analysing
their own database. Though banks unanimously agree
that managing and analysing big data is critical to their

Marketing and Sales Optimization
through Deployment of Big Data
Analytics in Indian Banking

Micro Research Prize
Wining Article, 2015

= D. Rama Krishna Reddy**

success but till date some Indian banks are lagging in
deploying the techniques. Those Indian banks which
have penetrated BDA early have already enjoying the
benefits.

BDA has its use in almost all the spheres of banking
operations. It is seen to be rigorously getting used
in compliance, risk management, fraud detection,
customer delight, operations and execution, sales
enhancement and cost reduction. Given a set of defined
and undefined benefits offered by BDA, this paper
intensively discusses the importance and usage of BDA
in marketing and sales.

Under the Bancassurance model and cross-selling of
investment products, banks are getting highly criticised
among their customers for mis-selling. Each and every
financial investment product (insurance, mutual fund
etc.) is designed only after a deep research. But wrong
pitching of these products result in loss of loyal and
valuable customers and also hampering brand image
of the banks. Most important challenge Indian banks
facing today are cross-selling/ mis-selling. This paper
highlights the use of BDA in overcoming the mis-selling
issue. The study also gives a detailed analysis of BDA
techniques that can be successfully implemented by
Indian banks in marketing and sales success.

The paper is structured in the following way. Section 2
gives insight about sales and marketing issues faced by
Banks and how BDA can help to resolve these issues.
It also highlights the exact techniques in BDA to resolve
the issue and how banks all over the world by utilising
BDA techniques to enhance marketing efficiency and
sales, increase in Return on Investment (ROI). These
are explained through case studies in detail in this
section. Present status of the adoption of BDA by Indian

* Chief Manager (Economist), State Bank of India, State Bank Staff College.

** Vice President (Economist), State Bank of India, State Bank Staff College.

Thttp://www.idc.com/about/about.jsp
Views are Personal
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banks is explained in Section 3. Section 4 highlights the
risks associated with using BDA in banking business and
techniques to overcome those risks as well. Finally, the
paper concludes with a brief discussion of the benefits
of BDA and how Indian banks can optimally utilise it.

2.0 Big Data Analytics in Marketing and Sales

In marketing and sales, the main strategic goals are
business expansion, sales amelioration, acquire new
customers, and retain the existing ones. BDA examines
large data sets containing a diversified data types to
unearth hidden patterns, unknown correlations, market
trends, customer preferences and other useful business
information. The analytical findings of BDA would
lead to more effective marketing, revenue generation,
expected customer service, and enhanced operational
competence, competitive edge over peer groups and
other business benefits.

Banks generate humongous data such as purchase
history including online transactions, customer profile
data, browsing history, social media data on every single
day. Using this information, banks can employ data
analytics tools to reach effectively their main marketing
objectives. Here we would highlight some of the usages
of BDA in marketing and sales for a successful banking
business. The broad classification of usage of BDA in
marketing and sales can be classified as:

(a) Sentiment Analytics

(b) Customer 360

(c) Customer Segmentation
(d) Next Best Offer, and

(e) Channel Journey

The deployment of BDA in all of these cases, in detail is
elaborated below.

2.1 Sentiment Analytics (SA)

In social media, banks get access to large volume of
unstructured data in the form of communications about
brands, products and services. Customers’ discussion,
sharing, criticism or liking on different social platforms
can easily be analysed through sentiment analytics.
BDA prepares an executive summary of liking and
disliking of products or services. Moreover, the reasons
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backing these sentiments get easily extracted and used
as valuable business insights. In more detail, sentiment
analysis works resolving the issue as follows:

2.1.1 Monitoring customers’ feedback in marketing
success: Sentiment analytics helps to analyse opinions
about the products and services available on social
media, blogs and review sites in text format. Text
analytics algorithm (naive Bayes) is the most successful
analytics tool used to monitor customers’ feedback. It
analyses original comments and breaks them in groups
as negative and positive sentiments. Later, scores are
assigned accordingly in the ranges from highly negative
(-1) to neutral (0) to highly positive (1). This scoring helps
the bank to view the overall sentiment without having to
read all the comments posted about their products or
brand.

Case Studies:

BBVA uses social media to
BBVA determine the feelings of the
customers about its brand and
BBVA products. This helps to tweak

marketing tactics to elicit positive
feedback and achieve optimum
customer satisfaction.

Nedbank tracks various social
media platforms on real-time basis
to help marketing department
in harvesting information about
marketing campaign, customer
preferences  and complaints.
Implementation of this strategy
brought dual benefit for the Bank;
significantly lowered social media
monitoring cost and enhanced
marketing success.

@

NEDBANK
Nedbank Ltd

2.1.2 Identify key customers to boost word-of-
mouth marketing: A good product should ideally sell
itself, but this still holds true to a certain extent as word-
of-mouth recommendation is still the most trusted form
of advertisement. Product awareness can rapidly be
increased by targeting customers with high influence,
and decision trees can be used to determine most
important attributes of an influential customer, given
such customers are known to the bank. In the absence
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of such information, influence of customers in the
social sphere can be determined by a combination of
their reach and level of interaction they have with other
people. Through link analysis and graph theory, banks
get an accurate measure of reach by finding which
customers act as nodes in the wider social network and
accordingly every customer is assigned a leadership
score, and high scoring leaders offered to try out new
products, services or features to spread the product
awareness or these customers may also be flagged for
special attention.

2.1.3 Customer feedback in improving products
and services: Traditional survey methods, used to
get feedback of customers about products/ services
offered by banks, were inherited with drawbacks of a
small sample group. Today customers are freely giving
feedback and product suggestions on social media.
Naive Bayes algorithm of BDA is an extremely popular
method for classifying text and documents, and is
well suited in finding positive and negative sentiments
amongst a customer base. Once these sentiments are
gathered, it is filtered based on product/service. The top
5-10 words that lead to negative or positive sentiment
are extracted and these key words may provide insight
on how the product/service can be improved.

Case Study:
The mobile banking
* BARCI_AYS app launched by
Barclays in 2012
Barclays did not allow young

consumers under 18
to transfer or receive
money. This led to a lot
of negative comments
from teenagers as well
as from their parents in
social media. Barclays
derived actionable
insights from real-time
social media analytics
and improved its app
promptly allowing
access to consumers
of 16 years and above.
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2.2 Customer 360

Banking space in India has undergone a dramatic
change from an oligopolistic market to an almost
perfectly competitive market. Customer is the king
and knowing customer as a whole is important to stay
ahead of competitors. Past and immediate behaviour
of a customer is immensely important to predict her/his
next course of action. Similarly, customers’ transactions
and their travel habits are also important to build their
lifestyle profile and discover new insights. BDA uses
such attributes to build a complete and holistic customer
picture. Some of the areas, where BDA is used, are:

2.2.1 Identifying customer profile: Knowing
individual profile of customers helps a bank to send
out personalized marketing messages and a touch
of personalization improves customer engagement,
security and loyalty in the competitive environment. BDA
classification algorithms, such as neural networks and
decision trees can be used to determine, whether the
customer is interested in a particular content? Logistic
regression can be used to measure the probability
that the customer will click a product advertisement.
Together these algorithms provide powerful insights into
how a customer will respond to a marketing message.

Case Studies:

r HDFC Bank uses customer

H{} HDFC BANK [N :
lifecycle events for credit card

HDFC Bank activations. The Bank sends

personalized messages to each
of the segments that it identifies.
This has resulted in a significant
increase in the number of credit
card activations and a reduction
in cost for acquisition of each
customer.

&) 0cBC Banl(| OCBC Bank by responding to a
customer action, personal lifetime

events and demographic profiles,
has been able to achieve higher
customer engagement.

OCBC Bank
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2.2.2 Product engagement and detecting when a
customer is about to leave: |dentifying, where the
customeris in a product lifecycle helps to build successful
marketing strategy. This is done by classifying the total
product lifecycle into three broad categories; acquisition,
activation and relationship management. Nearest
neighbour and linear regression are powerful tools on
classifying the customers to product lifecycle stage by
comparing them with their peers.

Case Studies:
- The Bank uses product
? HRST lifecycle stages such
& TENNESSEE | as Tloyal, high value,
apprehensive and
wavering customers
to name a few key
segments. Re-
engagement messaging
is used for past high
value customers who
haven’t been in contact
with the Bank for a while.
For loyal and engaged
customers, VIP offers
messaging is used.

Bank Austria

The First Tennessee Bank

makes

P.-‘Baﬂk Austria use of BDA to retain
customers. Specific
behavioural pattern

of the customers (like
cancellation of a product)
is detected and the Bank
takes actions accordingly
for a renewal.

Bank Austria

Cost of acquiring new customers is far greater than the
cost of keeping the existing ones. Predicting churning
customers forms a crucial part of an organisations
customer orientated strategy. By analysing attrition
related indicators, including cancellation of automatic
payments, complaints on customer care or on social
media, proper customer churn can be identified before it
is too late. Decision tree approach is a widely used and
a churn score or a probability that a customer is likely
to churn is established. Survival analysis is another
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popular approach to predict when customers will leave.

Case Studies:

Amex is using predictive models

FanviERIcan il | to analyse historical transactions
E<XPRESSH| and nearly 115 variables to

predict customer churn. It has
achieved huge success in its
Australian operation.

American Express

Tatra Bank segmented its
customers and selected
TR highly personalized retention

TATRA BANKA campaigns for customer groups.
It claims to have achieved target
Tatra Bank of lessening customer churn

from credit card holders by 30
percent with the use of predictive
models.

2.3 Customer Segmentation

Customer segmentation is defined as classifying
customers into natural groupings that share similar
characteristics. Understanding these groups is
necessary for successful sales and marketing strategy.
It helps to see the existing customer base in new ways,
which creates unique business opportunities. BDA
facilitates to create these segments faster.

2.3.1 Designing marketing programs: Targeting the
right customer groups with the right offers significantly
improves marketing effectiveness. BDA does this by
creating customers groups based on lifestyle, life stage
and special events. This allows for new and more
representative cohorts of a customer base that reveals
the needs with greater accuracy and helps the marketing
team to design more personalized marketing programs.
K-means clustering algorithm is the most effective BDA
technique.

Case Studies:

With proper segmentation, the
Bank increased the conversion
rate. Using BDA, it realised the
mistake in its marketing message
and changed it from “Use the
value of your home to send your
kids to school” to “Use the value of
your home to do what you always
wanted to do”.

Bank of America
=

Bank of America
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To pitch right product to the right
customer, the Bank makes use
of understanding the customer
lifecycle. It groups the customers
according to their life stages;
bachelor, married, self employed,
professionals, young families and
retirees for appropriate marketing
message.

BDBVA

BBVA

2.3.2 Loyalty programs based on usage habits:
Proper and accurate segmentation of customers
enables a bank to provide highly personalized cash back
offers by tying up with vertical partners such as travel
companies, food stores and retail shops. This strategy
boosts both card loyalty and usage. Segmentation
based on general transaction data such as purchasing
habits and frequency also reveals lifestyle segments
such as fashion conscious, family orientated, or travel
oriented groups. K-means clustering helps to solve this
problem by uncovering meaningful patterns amongst
the customers profile and transactional data.

Case Studies:

| - Based on customer’s transactional
citibank patterns, the Bank offers discounts
Citibank at retailers and restaurants. Through

this service, it has experienced a
significant increase in its card usage,
retention and overall improvement of
customer satisfaction.

The Bank has designed loyalty
programs based on its customers’
card usage habits. It offers tailored
products to its customers like gifts
for pets, carriers, dog feeders and
doggie loungers.

2.3.3 Pricing strategy optimization: Pricing of a
product is a complex business decision. Banks can
identify the right pricing levels for customers by studying
the price elasticity for each segment. Through clustering
and classification algorithm, these groups are identified
and their price willingness is determined. Clustering
first identifies the spending habits of certain groups,
lifestyles or demographics of customers to measure their
willingness to spend on certain products. Each of these
clusters can then be assigned a price to optimise ROI.
Once the segments are identified and assigned a price,
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a classification algorithm such as a decision tree is used
to assign customer prospects to one of the clusters.

Case Study:

BDA is used for product pricing
engine to acquire new customers.
It runs scenarios on how various
price points will influence its
customer acquisition and deposit
levels. It predicts price in a rising/
falling interest rate scenario and
sets interest rates accordingly to
acquire new customers.

T
FIFTH THIRD BaNK

Fifth Third Bank

2.3.4 Building relation with valuable customers:
Banks always like to identify strategically valuable
customers and puts extra care to reinforce the
relationship. BDA uses segmentation technique to
identify loyal and profitable groups and also advises
the segment that is likely to evolve as important one in
the near future. K-Means clustering algorithm is used to
find natural groupings of valuable customers. Customer
lifetime value indicates how the prosperity of a customer
might increase or decrease over time.

Case Studies:

Barclays is using segmentation
technique by targeting
students with personalized
advertisements. As students
are most likely to pick a bank
for the first time, Barclays tries
to keep these customers in the
long term to reap the benefit.

Zions Bank is using BDA to
identify Hispanic consumers
within its geographic footprint
and segments down into groups
and identifies financial needs
for each group. Based on these
segmentation insights, the
Bank strengthens the customer
relationship.

% BARCLAYS

BARCLAYS

ZIONS BANK

Zions Bank

2.4 Next Best Offer

Cross-selling is a challenge for Indian banks. Next best
offer allows banks to deepen their up-sell and cross-
sell opportunities by predicting what customer wants
next. This is done by analysing the market basket of
the customer and finding patterns between products to
forecast future purchases. Next best offer is commonly
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used to re-engage with customers, reminding them of
the brand or service while simultaneously opening cross
and up-selling opportunities.

2.4.1 Enhancing loyalty through targeted offers:
Offering an additional product to a customer that suits
her/his need not only boosts sales, but also strengthens
customer relationship. Relevant offers mightincrease the
interest and “customer stickiness” to banking products.
However, offering wrong products to a customer can
cause a disjointed feeling against the bank. Market
basket analysis employs the link analysis technique.
Once links are found, timing is also important as some
products are highly time sensitive. Decision trees are
particularly useful in this regard as they can be used
to score suitable timings for a marketing messaging,
based on past customer experiences.

2.4.2 Increasing product propensity: Identifying
the products or services, customers are most likely
interested in for their next purchase, is a valuable piece
of information for any marketing manager. Measuring
customers’ product propensity involves scoring each
product or service based on customers’ historical
purchases and behavioural characteristics. Scoring
for product propensity is typically achieved through a
classification algorithm such as linear regression and
decision trees.

Case Study:

L\ | le5tpac Westpac measures each customer’s
product propensity across their range

Westpac of products and services, and is
successfully making use of next best
offer to drive its cross sales.

2.4.3 Product bundling to boost revenue: Bundling
products that go well together can differentiate an
organization from its competitors. Banks can apply
product bundling to increase cross and up-selling in a
better way. Finding which products naturally go well
together has been a challenge for anyone wishing to
develop an effective cross and up-selling campaign.
Decision tree is a popular method for solving cross-
selling problems.

2.5 Channel Journey :

Keeping track of customers’ journey is a difficult task
as there are many alternate channels of interaction
like TV, mobile, social media, clickable ads, stores,
and publication platforms etc. Through BDA, entire
customer journey and experiences on each channel
is easily tracked. This also provides information on
channels which are underperforming. Gathering this
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information would help the bank to optimize the channel
conversion, increase messaging effectiveness and
measure marketing results across all channels. BDA
helps to track the channel journey in the following ways.

2.5.1 More relevant content in the preferred
channel: Sending right message through right channel
is equally important as the message itself, because
every customer may not use all channels in the same
way. BDA accurately finds those channels customers
are intensively using and how. This forms a strategic
advantage to reach specific target segments in the most
cost effective way and optimize marketing budgets. As
channels used for complaints are different from channel
used for research, BDA prepares an engagement
metrics. Text analytics is best suited for checking if a
customer has made a complaint, while URL referrals
and cookie data can assess if a customer is researching
the product or is a frequently returning customer.

Case Studies:

H} HDFC BANK

HDFC Bank

HDFC Bank uses BDA to slash
operational costs and average
time spent by a customer
at ATM centre. Customer’s
preferred language is captured
from previous interaction with
the Bank and as soon as the
customer injects debit card on
ATM, it pops up convenient
language. Most importantly,
before releasing the card, the
machine asks the customer to
opt for need of other financial
services  including, home
loan, auto loan and PL, that
is already tracked from social
media and other sources.

OCBC Bank identifies that a
large chunk of customers are
shifting to online channels
and their expectations of
these channels are growing
with rapid pace of technology.
Accordingly, the Bank changed
its core principles to deliver a
high quality service through
the channel of customer choice
and expectation.

&) 0CBC Bank

OCBC Bank
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2.5.2 Guiding customers to low cost channels:
Marketing activities are always expensive. Shifting to low
cost channels reduces transaction cost and optimises
operational efficiency. Aiding customers during channel
migration has increased pressure on assisted self-
service and delivering a constant experience across
the multi-channel market. Part of the drive towards a
consistent and intuitive service is being helped by BDA
through measuring the effectiveness of the channels and
applying techniques to increase self-service efficiency.
BDA uses metrics and classification algorithms to score
effectiveness of the channel for each segment. Metrics
such as engagement, content/navigation scores, drop-
off rates, time-stamps and number of clicks to action are
used to evaluate effective online medium.

Case Study:

HSBC ‘v’ HSBC Bank observed
- that some of the major

HSBC Bank barriers in using internet

banking were; customer
habit, security concerns
and a lack of confidence.
It followed a successful
migration  strategy to
enable customers to
undertake  increasingly
more complicated
banking activities via
internet.

2.5.3 Evaluating marketing effectiveness across
channels: Being able to track and measure marketing
effectiveness across channels, allows marketing
managers to optimise their budgets and delivering
higher ROI on their marketing campaigns. Customer
may purchase a product in one channel, but had made
decision to purchase by influence of an advertisement in
another channel. The amount of credit to be givento each
channel for selling the product is a complex decision.
Through BDA, online and offline metrics are prepared
to evaluate campaigning effectiveness. Decision trees
scores each channel, indicating its performance and
how many indirect/direct sales the channel generates
against the cost of the channel. Text analytics is another
popular technique used in this case.
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Case Studies:

i The Bank employs a

multi-channel campaign
P management platform and
“u by using this platform, it

performs analytics across its
channels to develop a clearer
picture of overall marketing
effectiveness, leading to a
higher ROL.

The Bank uses data analytics
to aid its understanding of
performance, factors and
influence of its marketing
campaigns across various
channels. This allows the

Bank Polsk
PKO Bank Polski

B s
LAURENTIENNE

Laurentian Bank

marketing managers to
appropriately change its
campaigns to improve
performance.

3.0 Big Data Analytics in Indian Banking :

The use of BDA in Indian banking is not a new
phenomenon. BDA was first used by HDFC in early
2000s. This was mainly done to effectively use the
massive unstructured data captured by its information
technology systems. Very soon other banks started
following the trend and intensified their investment in
BDA technology. Today starting from State Bank of
India to RBL Bank, all are using the BDA in decision
making. However, a few banks are yet to explore and
experiment mode in big data and advanced analytics.
The intensity of usage of the BDA by Indian banks is
elaborated below.

3.1 HDFC Bank :

The Bank built an enterprise data warehouse in 2000
and from 2004-2006, it invested in building data.
Today, the Bank is tracking every aspect of a typical
customer’s financial habits using BDA. It keeps track
on credit histories of customers and handing out loans
accordingly. As well, the Bank keeps track of personal
habits of its customers to identify promotional offers.
The Bank also makes use of analytics tools to reduce
chances of money laundering by identifying suspicious
activity of moving money to multiple accounts, sudden
activity in long-dormant accounts, finding high amount
of cash deposits in a single-day, opening multiple
accounts in a short period of time etc. In strategic
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decisions, including channel efficiency measurement,
geographic expansion and resource allocation, BDA is
getting used by the Bank.

3.2 State Bank of India :

SBI started investing in BDA in 2009 by setting up one
of the biggest data warehouse in the world with 170 TB
of data that comes in through Core Banking Solution
and 37 other systems — RTGS, NEFT, ECS, AML, cash
management product etc. The Bank is using social media
channel intensively to target its customers. Today, SBI
has the largest number of followers in Facebook and
largest subscribers in Youtube vis-a-vis other Indian
banks. The Bank has also joined Linkedin, Pinterest,
Instagram and Google+ to keep track on social media.
SBI has created a special department (analytics), with
experts including statisticians, risk analysts and external
consultants, who are intensively using BDA techniques
to aid in operation and management decision. To check
the growing bad loans in education, automotive, housing
and SME sector as well as for fraud detection, the
Bank is using BDA intensively. Even the bank is using
analytics to identify the ideal locations for ATMs and the
quantum& frequency of cash deposits in different ATMs.

3.3ICICI Bank :

The Bank is using BDA technique in debt recovery and
minimizing credit losses. It has developed an in-house
technique that factored in several parameters such
as efficiency of the recovery officer, customer profile,
risk behaviour, and exposure etc. The defaulter basket
of the Bank comprised of serious high risk and early
low risk. It employed a ‘centralized debtor allocation
model’ to allocate the right set of NPA cases to the
most appropriate NPA collection channel. For early
delinquencies cases, non-intrusive channels such
as SMS, e-mails, IVR, dunning letters, and reminder
calls through the call centres were used. For serious
delinquent cases, a personal visit or even initiation of
legal action was adopted.

3.4 Axis Bank :

The Bank is using BDA in almost all the spheres of
banking but more intensively for customer intelligence
and risk management. To arrest prepayments of loans
and increase loyalty, the Bank has been using BDA
rigorously.
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3.5 Kotak Mahindra Bank :

BDA is rigorously getting used in data modelling and
neural network scoring engine by the Bank. For Anti-
Money laundering and fraud analysis, the Bank uses
neural network scoring engine with a customized
scoring models. The neural network compares the
characteristics of a customer’s financial activity with the
custom-model and records the patterns of behaviour for
each account holder. It then assigns a score reflecting
the degree of risk for each transaction. The tool has
a built-in ‘learning’ mechanism whereby the system
learns or records the genuine behaviour or pattern
of transaction. This feature helps the investigator in
reducing repetitive alerts or false positives.

In Indian Banking space, some banks have been able
to leverage analytics in a better way than others, which
is reflected on their performance. The banks which
are successful are the ones that have invested and
leveraged technology better than the rest. To sum up,
though Indian banks are still far behind in using BDA
compared to their western counterparts, but they are on
the right track.

4.0 Risks of Using Big Data Analytics :

While the ability to unlock marketable and income-
generating insights from BDA throws an excellent
opportunity for Indian banks, it is inherited with
complexity. There is compliance, legal, commercial and
ethical risks associated with unfettered data exploitation.
In the first case, the BDA technique is highly criticised
for overstepping the privacy precincts of customers in
developed world. Indian banks while using BDA should
ensure retaining integrity and trust of customers. This is
very much critical to avoid public mistrust, and liability.
Apart from that, quality of data is very important for any
analysis. Large public and private sector banks, which
are excelling in today’s banking environment, cannot
ignore the fact of poor quality data management. Poor
data works as a noise and data illusion leads to bad
analytics and poor management decision.

Conclusions :

Banks unanimously agree that managing and analysing
big data is critical to their success as BDA has become
a part of the standard business dynamic. The key to
success for any organisation lies in the best utilisation
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of big data and technology driven business processes to
give best in class products and services to customers.
Leveraging BDA leads to more confident decision
making, which means greater operational efficiencies,
cost and risk reductions for the organisation.

Globally, starting from banks in Africa to America,
BDA is intensively getting used to handle problems in
all aspects of banking including marketing and sales.
Despite large portfolio of advances, Indian banks have
made steady advancement in the operational area but
are still in nascent stage in analysing their own database.
Apart from the largest private and public sector banks,
other State run and small private banks have started
using BDA in addressing marketing and sales issues,
but the adoption is not broad based, rather polarised.

Indian Banks should equally focus on investment on
training people to think effectively and equip them with
tools to do so to succeed analytically. Actuaries, data
analysts, data scientists and advanced analysts need

to be empowered with functional and foundational
knowledge and skills to handle Big Data, which is very
different from pure descriptive or general business
analysis. The real challenge is not just incorporating
new types of data but making it useful.

For sales optimisation and marketing success, Indian
Banks can effectively use the humongous data viz.,
purchase history, online transactions, customer profiles,
browsing history, comments & suggestions etc.,
available on social media. Using these information /
data, banks can deploy BDA tools to effectively achieve
their marketing objectives and minimise wrong pitching
of insurance and other investment products, as relevant
offers could increase the interestand customer stickiness
towards banking products. All these techniques would
help increasing business through cross-selling and up-
selling as well as in building positive brand image of the
banks.
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Introduction

Lenders in present business environment are heavily
depending on the audited financial statements and do
very little to gain the maximum from cross-verification
through formal and informal sources. The primary
objective of appraisal is to ensure safety of the bank’s
money and its customers through market, management,
technical, and financial evaluation. Thus, much needs
to be done on Corporate Governance, because poor
governance of the borrower can contaminate financial
statements, and hence annul the entire credit appraisal
exercise. In this background, the important issues
relating to the appraisal of term loan has been presented
with the help of a case study in this article focusing on
corporate governance and due diligence in term loan
appraisal.

A Case Study - Synopsis

A registered partnership firm was established on
20" October 2014 by five Gen-Y partners in the age
group of 35-40 years. Promoters have experience of
trading in rice for different brands and now ventured
to set up a manufacturing plant with their own brand
‘Gramin Basmati’. The firm has appointed a supplier
& consultant M/s Johan Engineering Ltd on turnkey
basis for the supply of rice mill plant. Bank Branch has
opened current account in March 2015 and received
loan application for term loan of 25 Million (Mn) and
working capital limit for ¥6 Mn. Promoters have stock of
87 acres agriculture land in their personal names and
in names of their family members for growing paddy
and other agriculture produce. Raw material (paddy)
is available in nearby agricultural market and also from
Food Corporation of India. Family members and close

Corporate Governance in Loan
Appraisal: A Case Study

relatives of promoters, all put together eleven individuals
having aggregated worth of ¥38 Mn, of which promoters
have %12 Mn; have joined hands to infuse funds in the
projects as their own contribution and also agreed to
mortgage their properties to secure banks loans.

Bank’s empanelled TEV consultant has considered
the project viable from technical & economical angle.
The firm proposes to commence its trial run from April
2016 and in the initial year of operation i.e. 2016-17, it
proposes to achieve sale of 135 Mn at 50% capacity
utilization. As there is no rice mill in the nearby areas,
the firm will be able to supply the finished products to
hotels, bakeries, and also to retailers in local market in
addition to other big markets of the country. Proposed
exposure is secured by equitable mortgage of factory
land belonging to firm valued for ¥2 Mn which was
purchased a year before in ¥0.20 Mn. Also the loan shall
be secured by equitable mortgage of ten properties in
name of partners & guarantors valuing ¥24 Mn. The
valuation and legal opinion reports have been obtained
by SME Loan Hub of the Bank at request of branch,
from empanelled valuer & advocate respectively.
Accordingly, original reports of valuation & legal opinion
were sent to the Branch for doing needful with the
directions that branch to get photocopy documents,
based on which non-encumbrance certificate (NEC)
obtained, verified from the original documents by bank’s
empanelled advocate. The project outlay of ¥43.70 Mn
is depicted in table -1 and proposed credit facilities have
been rated in ‘investment grade’ under Bank’s internal
rating system. Thus, credit facilities requested by the
firm were sanctioned. Branch had disbursed term loan
facility partly and also released cash credit limit fully to
credit current and saving bank account of the firm and
promoters.

*Assistant General Manager & Vice Principal, Bank of Baroda, Apex Academy.
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Table — 1: Project Outlay (Zin Mn.)
Cost of Project Amount Means of Finance Amount
Freehold land 0.40 Capital 13.70
Building & civil works 12.00 Unsecured Loan 5.00
Plant & Machinery 27.36 Term Loan 25.00
Other fixed assets 0.10
Electric security 0.04
Escalation & Contingencies 0.80
IDCP 1.00
Margin for working capital 2.00
Total 43.70 Total 43.70

Term Loan is repayable in 20 quarterly equal instaliments
commencing from June 2016 with gestation period of
one year. However, interest amount at rate of 12% per
annum will be served on monthly basis and average

utilization of term loan reported ¥15 Mn. during the
period. The repaying capacity assessed based on the
cash flow presented in Table -2.

Table — 2: Internal Accruals, Liquidity and Repayment Schedule (X in Mn)
Year — 315t March 2017 2018 2019 2020 2021
Profit After Tax 2.00 5.00 7.00 9.00 11.00
Depreciation 5.00 5.00 4.00 3.00 3.00
Interest on term loan 3.00 3.00 2.00 1.00 0.50
Term Loan installment 5.00 5.00 5.00 5.00 5.00
Net Current Assets 3.00 7.00 12.00 18.00 25.00

The factory site was visited by Branch Manager and
found it easily accessible & adequate to set up the plant.
Branch Manager also found the partners capable and
thus recommended the proposal for sanction to SME
Loan Hub (SMELH) on 01.06.15. Processing Manager
of SMELH visited the factory site and also all the
properties mortgaged to the Bank. During the physical
visit, properties found marketable and their value
observed realistic except of five properties which were
taken at higher value thus their lesser value reported
by the Processing Manager was considered for security
coverage ratio. Branch Manager has also accompanied
while visited all the properties including factory site with
Processing Manager on 11" June 2015, through report
was signed by Processing Manager only. SMELH has
therefore, advised the branch to make pre disbursement
visit and keep the satisfactory inspection report on its
records. After a year when borrower had failed to repay
bank’s dues and account turned to non- performing
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asset; the properties were visited and four properties
mortgaged to the bank found fake during the inspection
process. The owner of one property was reportedly
passed away in year 2010.

Findings of Case

The observations from the case study are discussed
herein the article from the angle of exercising due
diligence in appraisal of term loan.

01. Land: Itis the fundamental requirement of setting up
a project to have adequate land in light of the plant
size and its capacity. Land can be owned and rented
for the project. In the given case it was purchased
a year before in *0.20 Mn which is having market
value of ¥2.00 Mn but shown in the project cost at
0.40 Mn. The higher amount of land by %¥0.20 Mn
taken in cost of project shall inflate promoters fund
for the equivalent amount without actual flow of
funds into business. Thus, acquisition cost of land
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should be taken in the project cost to accept realistic
project outlay and also to avoid fabricated source of
finance submitted by the entrepreneur.

Building & Civil Work: It is to be ascertained
from plant layout whether proposed building is
sufficient and building design is approved by the
competent local bodies. Cost estimates of the
proposed building need to be compared with the
unit cost of construction notified by the government
department of the area concerned such as Public
Works Department (Bridges & Roads) apart from
peer comparison of similar building & civil work.
Higher amount of cost shall require justification in
terms of quality of construction and building material
proposed to be used; by the Bank’s Architects in
their report. This may cause over-financing with less
or nil promoters’ contribution if estimated cost is not
compared with notified rates.

Plant & Machinery: Project implementation largely
depends on the quality and timely supply of the
machines to be commissioned at the plant. It thus
obligatory on the part of the appraisal officer that
reasonableness of the cost estimates should be cross
checked by competitive quotations and independent
verifications from reputed manufacturers. The
credibility, experience and standing of machinery
suppliers have to be examined. The prices quoted in
the respective supply contracts have to be fixed. In
case price is subject to escalation clause, adequate
contingency provision must be made in cost of
project. Contract between the borrower and supplier
should be thoroughly examined with respect to
warranty and damage clause. lllustratively, in the
extant case when services of a turnkey vendor is
hired following issues to be fully addressed before
accepting the project cost —

Relationship, if any between turnkey vendor and
promoters?

Expenses of training for Indian technical staff & also
foreign technicians involved in turnkey supply?

Track records of the vendor to commission project in
time from other users?

Provision of compensation clause in agreement if
delay caused in commissioning the plant?
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It can be observed from the case that no provision of
preliminary & preoperative expenses has been made
towards training expenses for technical know-how
that signifies understatement of project cost leading
to less provision of margin by promoters toward the
project. Besides, failing in due diligence on other
vital issues narrated in the case may lead to accept
unrealistic Date of Commencement of Commercial
Operation (DCCO) causing to the turning the loan
as NPA on technical grounds and also un-warranted
modification in sanctioned proposal to accept new
DCCO.

Electricity Security: Power being the pre-requisite
to run a project successfully should be adequate
and uninterrupted. It is therefore inevitable to verify
that power connection for required power load is
applied and security amount for the applied power
load has been adequately provided. In the given
case security amount required to be deposited
with state electricity board for required power load
connection was found to be ¥0.10 Mn as against
actual amount provided in project cost of I0.04 Mn.
It leads to the inferences that power load for which
security deposited shall not be adequate to achieve
projected level of production which may cause short
supply of power at later stage for which no provision
is made in the project report. Also the receipt
produced in support of depositing the security
amount to be verified from the amount reflected in
audited financials of the borrower or bank statement
submitted by the client.

Escalation & Contingencies : Provision towards
contingencies depend on the economic factors of
the country and thus it should be worked out in light
of the expected increase in cost due to rise in prices,
sales tax, excise duty, transportation charges,
fluctuation in foreign exchange rates, inflation rate
etc. Besides the time involved in commissioning
the project shall be another determinant as longer
implementation period require higher amount of
contingencies. As such no standard norms have
been set for contingencies; the accepted practice is
to keep 10-15% of the project cost as contingency
requirements. The amount provided towards
contingencies in the given case is merely ¥0.80 Mn
against the project cost of ¥43.70 Mn which is much
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lower than the required amount that caused to funds
deficit because of cost escalation and hence, delays
in project commission or failure of the project.

Interest During Construction Period (IDCP):
Interest on term loan during the construction period
need to be serviced by the borrowers for which
adequate provision of funds to be made by them.
Moratorium period, applicable rate of interest and
average amount of withdrawal in sanctioned limit
are the key determinant to accept realistic amount of
IDCP. In the extant case at given amount of average
utilization of 15 Mn of term loan at 12% p.a. rate
of interest for a period of one year the IDCP works
out ¥1.80 Mn as against the amount provided in the
project cost of ¥1.00 Mn that will result non-serving
of interest payable to the Bank during construction
period, thus account may turn into NPA before a
year period which was observed in the case too.

Margin for Working Capital: Borrower has to
finance a part of its current assets through long
term sources. Also cash margins on any LC/ BG /
DPG to be issued should be arranged by the client.
Generally margin requirements for working capital
for the first full year of commercial production are
taken in total project cost. It can be observed from
the given case that year 2016-17 shall be first year of
its commercial production for which required margin
i.e. net working capital (NWC) projected forZ3.00 Mn
while the actual provision made by the borrower in
cost of project is merely ¥2.00 Mn resulting liquidity
crisis and may also cause of turning the account
under stress due to disbursement of facilities without
adequate margin from promoters; which observed
to be one of the reasons of becoming account NPA.

Capital and Unsecured Loans (USL): After
accepting cost of project, the next step is to find out
the sources of funds that may include contribution
by the promoters themselves and also raising loans
from others including term loans from financial
institutions and also unsecured loans from friends
& relatives. The norms for minimum promoter's
contribution to be followed by financial institutions
which varies but in most of the cases it is 25% of the
project cost, of which '‘core promoters' contribution
should not be less than 15% of the project cost. In
this context, core contribution is ¥13.70 Mn which
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constitutes 31.35% of project cost apart from
unsecured loan of ¥5.00 Mn. with project leverage
ratio of 1.33 which is considered to be financially
sound. However, a credit officer should satisfy upon
the sources of promoters to raise projected funds.

09. Physical Verification of Assets: Bank officials
need to make personal visit of properties proposed to
be mortgaged to verify their marketability, valuation
and genuineness. In the extant case all properties
visited by bank officials and found them marketable
with realistic value except the five properties which
were valued on higher side thus their lesser /
realistic value reported by the Processing Manager
was considered for security coverage ratio. Besides,
SMELH has advised the branch to make pre
disbursement visit to its satisfaction on the valuation
and enforceability of the properties. However, four
properties found fake during the process of initiating
actions under the Securitization and Reconstruction
of Financial Assets and Enforcement of Security
Interest Act (SARFAESI) 2002. This could have
been avoided by the branch to observe not only laid
down guidelines in routine but also to exercise due
diligence with respect to proper KYC of depositors
of title deeds, opening their accounts and sending
them letter by registered post confirming the creation
of mortgage on their properties.

Learning from the Case

Based on the empirical observations of case, following
important learning are emerged from the study.

01. Technical Due Diligence (TDD) — Compliance
and due diligence are assumed to be synonym by
the lenders as against the fact that due diligence is
beyond laid down guidelines which is expected from
a lender to exercise for safeguarding bank’s interest.
lllustratively, in the given case acquisition cost
mentioned in the purchase agreement of the land
to be commensurate with rates of legal / registration
charges to ensure the genuineness of the title deeds
and proper stamping on the deed of the properties.
Similarly, amount of fee paid to the architect by the
prospective borrower to be commensurated with
the market rates of professionals. The genuineness
of properties mortgaged need to be assured by
getting its lien noted with respective state revenue
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authorities, sending a letter by registered post to
the depositors of title deeds having confirmed that
properties in their name is charged to the Bank and
keep its acknowledgement with memorandum of
entry of title deeds as part of KYC compliance by
lenders in addition to other formalities like obtaining
title clearance report from empanelled advocate of
the Bank, getting them vetted by bank’s law officer
and making physical verification of properties. The
incidence of creating ineffective mortgage on the
properties of owner expired in year 2010 could have
been avoided by adopting the suggestive measure
of sending a letter by registered post to the depositor
by the bank branch which was found missing in the
case.

Moderating Project Cost (MPC) - Project outlay is
to be viewed in integration with audited / projected
financials considered for assessment of bank
finance to avoid any kind of trumped-up presentation
in accounts. lllustratively, the acquisition cost of the
land in the given case was %0.20 Mn as against
its cost shown of ¥0.40 Mn taken in project outlay
that inflate the promoters ‘contribution to the extent
of ¥0.20 Mn without actual infusion of margin by
promoters. Also working capital margin envisaged
¥3.00 Mn in year 2016-17 for proposed working
capital but the actual margin provided by the
promoters’ in project outlay is merely ¥2.00 Mn that
may cause release of working capital limit without
raising projected margin from the borrower.

Know Your Customer (KYC) — KYC should not be
limited to the verification of photo copies of identity
and address proof of the client but this need to be
explored beyond this point to assess prospective
business risk and measures of their mitigation.
KYC from lender perspective include establishing
genuineness of documents submitted by the
borrower such as worth report, valuation report,
legal opinion report and sales / purchase order of
buyers and suppliers of the client. Cost estimates
of building and civil work should be compared with
the rates notified by the government department of
concerned area and justification of abnormal hike in
prices to be asked from architect who certifies the
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cost estimates. The capacity of suppliers also to be
verified during KYC process to ensure uninterrupted
supply of raw material and appetite of buyers to
absorb projected product supply on the estimated
price to be fully examined for realistic revenue
projected to assess project viability.

Financial Closure (FC)—Itisaprocess of completing
all project-related financial transactions to release
work site. Among others, promoters’ contribution is
also one of the activities of financial closure wherein
funds are arranged by the borrower through equity
and sub ordinate debt to commercialize the project
in time. It symbolize the promoters interest to set
up the project and achieve its commercialization
in scheduled time, thus bankers need to discreetly
verify the source of equity and also un-secured
loan. Promoters in the case under reference have
their worth of ¥12 Mn then it would be unrealistic
to accept capital of ¥13.70 Mn from their available
worth. Thus, the available liquid worth of individuals
should always be higher than amount expected to
be raised from them. Similarly, the liquid worth of
the unsecured lenders with the conditions of raising
funds from them should be fully ascertained before
fixing financial closure to ensure timely achievement
of DCCO.

Charter of Governance (COG) — The success of
an advance proposal meticulously and carefully
appraised largely depends on the effective post-
disbursement control, follow up and monitoring of
loan accounts. Good credit governance observed to
be missing in carrying out due diligence in the given
case study such as poor KYC, accepting realistic
project outlay, promoters contribution, releasing
working capital facility without completion of the
project and disbursing the term loan to credit bank
accounts of promoters etc. It is therefore, suggested
to document Best Business Practices (BBP) in
credit for introducing good credit governance in
branches. Each loan officer should be given Charter
of Governance for its adherence.

Loan Arranger Diligence (LAD) — Engaging the
professionals like Chartered/Cost Management
Accountants, retired bankers etc. as loan arranger by
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entrepreneurs has become a regular and legitimate
activity to avail finance from banks. However,
instances of collusion are being frequently noticed in
sanctions of loan proposal for which regulators and
investigating agency are expressing their concern.
Since the loan arrangers are found to be involved
in preparing loan application and project report of
borrowers to appraisal note for bankers. Such types
of outsourcing resulting poor quality of appraisal
and becoming cause of corporate financial frauds.
It is therefore, suggested that besides the KYC of
borrower it is to be satisfactorily established of loan
arrangers too along with obtaining an appointment
letter with detailed scope of mandate given by the
borrower to loan arranger. Dealing credit bankers
should maintain arms length without getting
influenced by the present / past position of arranger.
The reference of loan arranger to be mentioned

in appraisal note together with past experience
for other accounts sponsored and dealt by the
concerned arranger.

Conclusion

Appraisal of term loan aims to ascertain whether the
proposal is commercially viable taking into consideration
the technical, economical, financial and managerial
aspects of the project. It is strongly suggested that
the appraisal should go beyond Financial Statement
Analysis and to address this deeper issue of corporate
governance or lack of it, encourage further research
for a timely detection of falling corporate governance
standards. Towards this end, the case study under
reference presents significance of corporate governance
on appraisal of term loan.

v
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= V. Sundararajan*

Introduction:

For any credit processing officers and the decision
taking authority, the concept of relationship between
Current Ratio (CR) and Net Working Capital (NWC)
should be crystal clear. Individually the concept of
Current Ratio and Margin are like chalk and cheese.
The interpretation of the business, its growth, owners
contribution depends purely on how to co relate these
two things.

Net Working Capital:

Net Working Capital is the excess of Long Term
Sources over Long Term Uses in a business entity. This
margin grows year after year by generating sufficient
profit and healthy picture of Reserves and Surplus.
One of the main long term sources of the finance is the
ploughed back profit of the business, which constitutes
the part of Reserves and Surplus. If this is built up on
a regular basis, then we can think of commanding a
sizeable amount of premium during the Initial Public
Offer share issue, which again contributes to the Long
Term Sources. For plough back of profit, it is normally
expected that the business volumes should grow which
finally contributes to the profit. We can confidently say
except for the initial years of the business during which
period the owners brings in Capital, in the subsequent
years the business should generate sufficient profit for
its sustainability.

Current Ratio :

This is an important ratio where we are comparing
the Current Assets against Current Liabilities. Being a
liquidity position dealing with day to day business, it is
expected that this ratio is at an acceptable level of 1.33.
This indicates the promoter / borrower is having a sound

The interpretation of relationship between
Net Working Capital and Current Ratio

margin of 25% in the business. (133:100 = 33.33x4 /
33.33X3). While Current Ratio takes care of the margin
component in running the business, the same work is
taken care by DER in case of a Term Loan in starting
the business.

Improving the margin :

Improving and sustaining the margin is one of the basic
stipulations in any credit proposal. Unfortunately, the
billion dollar question when to stipulate the improvement
of margin is a big question mark even for a seasoned
credit decision taking authority. This article tries to
educate the relationship between Current Ratio and
NWC. It also goes in depth about the understanding the
dynamics of change between NWC and Current Ratio.

What is NWC and how it differs from CR?

Net Working Capital is the money with which a borrower
runs the business as his contribution towards the
same. It can be defined as the excess of Long Term
Sources over Long Term Uses. Without basic margin,
the borrower cannot think of running the business by
availing working capital loan commonly known as “Cash
Credit” in the Indian context. NWC is value of margin
in absolute terms. It means the margin in the system
is ¥5.00 lakhs indicates that after meeting all his Long
Term Uses from his Long Term Sources, he is left with
this much amount to run the business.

The short term funds are basically Short Term Sources
and Short Term Uses. All the current liabilities of the unit
are short term sources and Inventories, Receivables,
Other Current Assets, Cash on Hand are known as
Current Assets. Current ratio is comparing the Current
Assets with that of Current Liabilities. In the short term,
in case of need the liquidity position of the company

* Assistant General Manager, Union Bank of India.
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should be good to run the business and whether he is
having sufficient Current Assets to meet the Current
Liabilities is seen by the Current Ratio.

While NWC is in absolute amount CR is only a ratio.
When we say margin is ¥5.00 lakhs this is absolute.

When we say Current Ratio for the business unit with
a NWC of %5.00 lakhs it totally conveys a different
meaning. This margin need not reflect only one current
ratio. All the combinations of the following tables with
the same margin reflect different current ratio.

(X In lakhs)
Levels of Business Current Assets Current Liabilities NwWC Current Ratio
Level | 25.00 20.00 5.00 1.25
Level Il 30.00 25.00 5.00 1.20
Level llI 35.00 30.00 5.00 1.17
Level IV 40.00 35.00 5.00 1.14
Level V 45.00 40.00 5.00 1.13
Level VI 20.00 15.00 5.00 1.33
Level VII 15.00 10.00 5.00 1.50
Level VII 10.00 05.00 5.00 2.00

In the practical situation there is no business unit
maintaining the same margin and current ratio over a
period of time. The margin in absolute amount undergoes
a change and NWC also changes as it has no direct
relation to the margin but depends purely on the level of
Current Assets and Current Liabilities created with that
margin. If it is so, then how to ensure that the banks
funds are safe in business. How to ensure course of
correction in case of aberrations, when to stipulate to
bring additional margin for sustaining the business are
always a cause of concern which is to be taken with
proper understanding of the business.

The relationship:

We have seen the two variables i.e., Margin in the
system mainly boosted by the plough back of profit
for a healthy running unit and Current Ratio which
has no relevance to the absolute margin in the system
but depends on level of CA and CL. Since both are
variables, each of the variable can remain constant,
increase or decrease. This results in the permutation of
nine different situations while comparing the margin and
current ratio with the base year. Let us see the various
situations of these permutations:

Margin = = = + + - - -
CR - + = - = = + -
Situation 1 2 3 4 5 6 7 8 9

We can confidently say that the situation where both
are increasing, it is good both for bank and borrower,
whereas where both are decreasing; it is an alarm bell
for both.
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To understand the various situations, let us put the above
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Current 500 600 400 500 600 600 720 460 400 380
Assets

Current 400 500 300 400 460 490 576 368 310 310
Liabilities

Margin 100 100= 100= 100= 140+ 110+ 144+ 92- 90- 70-
Current Ratio 1.25 1.20- 1.33+ 1.25= 1.30+ 1.22- 1.25= 1.25= 1.29+ 1.23-
Situation Base 1 2 3 4 5 6 7 8 9

As there are only two variables, which can increase
decrease or remain constant with the base year, there
cannot be any other combination even in real life
situation.

Let us understand the various situation and the
meaning/interpretations behind it:

Situation 1: Margin remaining constant but Current
Ratio Declines:

This situation happens because the borrower is
expanding the business but at the same time for the
increased level of currentassets forthe growing business,
he has not brought in pro rata margin. Whatever the
margin available in the system he is managing with the
same but to meet the increase there are two options
before him i.e., increasing the Short Term Sources
of Sundry creditors or Bank Borrowings. Increase in
Sundry Creditors can be treated as the improvement
in the quality of business or brand reputation. If that is
the situation after thorough due diligence, then there
is nothing to worry. The situation can also because of
double whammy i.e., reduction in the level of Sundry
Creditors and increased level of bank borrowings. In
either case it is an alarm signal. Indirectly it means he is
contributing his share of margin for the business which
had existed in the earlier year. The customer may also
argue the acceptable level of margin is only 1.17, so, |
am removing my excess margin for business expansion.
Again, it is a point to be probed whether it is for business
expansion or diversions. A proper supervision and due
diligence will suggest whether to induce more margin or
to take corrective steps.

Situation 2: Margin remaining constant but Current
Ratio increases:

When the business is growing this situation will never
happen. Only when the business is shrinking unit can
show a better current ratio with the same margin. This
is a cause for concern as the business is coming down
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due to various factors, either he has to improve it or
diversify into other areas of business to sustain his sales
and profit level. Bank can’'t be complacent that current
ratio is increasing with the same margin rather it should
be taken with a pinch of salt.

Situation 3: Margin and Current Ratio both remaining
Constant:

When there is no change either of these elements
it indicates the borrower has reached the maximum
possible level of production / output and hence the
business remaining constant. This is very rare in the
present situation due to competition at all levels. This
is not a cause for concern but from the borrower’s point
of view he should take proactive step for diversification
of the business or fresh value addition. This can be
counseled to the borrower as the share of the borrower
is likely to come down in the coming years due to
competition and also there is no guarantee that he can
sustain the business at this level for ever.

Situation 4: Margin and Current Ratio both increases:

This is the ideal situation for the bankers. This is a
growing concern with gradually less depending on other
short term sources of finance. Clear indication of plough
back of profit on a regular basis is visible, if there is no
additional capital or term liabilities introduced. There
is no cause for worry. It is to be ensured that he is
not indulging in overtrading or speculative as a prudent
banker with social responsibility.

Situation 5: Margin increases and Current Ratio
declines:

This is a situation where the business is growing
but gradually with fewer margins. Care is required
because to maintain a current ratio at the existing level
for the increased business, the stipulation of bringing
additional margin is must. The current ratio may be
above the acceptable level of 1.17 which does not give
the freedom to the borrower that he can continue the
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trend of reduced margin when the business is growing.
If checked unabated the situation may turn in to the
Current Ratio going below the acceptable level at which
time the course of correction will be costly.

Situation 6: Margin increased and Current Ratio
remains constant:

This situation apparently looks rosy. This clearly
interprets that the borrower is maintaining his margin
even in the increased level of business and total current
assets. This also throws an intriguing question which
deserves attention from the monitoring point of view
what he is doing with the profit accumulated. If the
plough back of profit is just sufficient to maintain the
margin then what he will take back as dividend? Steps
to improve the profitability are to be taken. May be in
the initial years of competition from the new entrant he
may reduce the margin of profit but if it is allowed to
continue then he cannot remain amidst the competition.
This is high time for the borrower to have value addition,
product specialization and diversification if there is
scope.

Situation 7: Margin decreases and Current Ratio
remain constant:

Any reduction in margin but with the same current ratio
is possible only when there is fall in revenues/sales of
the business unit. Maintaining the same ratio is not a
boon or gift to bank but at what circumstances is more
important. There is no profitability in the business and
/ or the revues are shrinking could be a reason for this
situation. Care is to be taken with reference to availability
of current assets and constant supervision and brining
of additional margin is the requirement of the hour.

Situation 8: Margin decreases and Current Ratio
increases:

This may be a clear sign of winding up of the business.
At the same time he is keeping his margin high reducing
the outside liabilities. Now the intention of the borrower
and his business model are to be studied in detail to
know the truth of the matter. Gradually he is quitting
the business and we may also in the process loss a
borrower customer.

Situation 9: Margin and Current Ratio both

decreases:

This is a red flag situation. The unit may be making
losses year after year and could not sustain the business
resulting in the reduced level of business and eroding of
the margin year after year. Unless the rot is stemmed
it is difficult to control the return of our assets. If any
drastic situation is not taken by the borrower to check
the downfall, as bankers we have no option to recall
the advance if the viability is no more existing in the
business unit.

The above study is feasible and possible only in a
free market. As Indian Economy is sailing through the
capital market with socialism as undercurrent, most
of the situations are applicable for a normal working
capital transaction. This is not applicable where the
production/sales is controlled by Government control or
the borrower indulging in speculation and / or hoarding.

With this study, it is a ready reference to study the effect
of both margin and current ratio though both are like
chalk and cheese in comparison. Any individual effort
or study of these two variables will throw no light on the
actual health of the business. A combined study of both
these variables with reference to previous year gives
the right interpretation.

v

* October-December, 2016: Digital Banking

e January-March, 2017:Business Analytics

BANK QUEST
THEMES FOR NEXT ISSUES

The themes for next issues of “Bank Quest” are identified as:

e July-September, 2016: Stressed Account Management & Financial Stability

e April-dune, 2017: Challenges in Infrastructure financing
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2 = M.G. Kulkarni*
Triveni Kshetriya Gramin Bank. . .. Bank/Petitioner

(Now Allahabad UP Gramin Bank)
Banda, Uttar Pradesh
v/s

Prashant Singh and others. . .
Respondents

Banda, Uttar Pradesh

. Complainants/

National Consumers Disputes Redressal
Commission- Date of order 13t March, 2015

Issue:

Whether, Bank is vicariously liable for the acts of its
employees?

Facts:

Complainants had placed various fixed deposits
with the Bank between 2001 to 2005. The deposits
have staggered dates of maturity at an agreed rate of
interest. Bank issued Fixed Deposit Receipts (FDRSs)
to the Complainants on the printed stationary bearing
signature of Manager of the Bank. In 2005 Bank issued
an advertisement in the news papers informing the
public that its Manager had stolen certain Fixed Deposit
Leaves (mentioning their numbers) and that the bank
has filed criminal cases against him. After reading the
said advertisement, Complainants approached the
Bank for encashment of their respective Fixed Deposits
(FDs). The Bank refused encashment on the ground
that- the FDRs were issued without depositing actual
consideration on the respective FDs, the then manager
has played fraud on the Bank and that the Bank has
already filed criminal complaint against the said Manager
for cheating/breach of trust.

Legal Decisions Affecting Bankers

On the refusal of Bank to encash the respective FDs,
Complainants filed Consumer Complaint before District
Consumer Disputes Redressal Forum (District Forum)
interalia seeking directions against the bank to pay back
their money against encashment of respective FDs in
question and for other ancillary reliefs. Bank countered
the complaint submitting that FDRs in question were
not issued by the Bank, there is no privity of contract
between Complaints & Bank, no entry in the records of
the Bank relating to said FDs, Bank is not vicariously
liable and that the Forum cannot entertain the complaint
since the complaint involves complicated questions of
law.

Allowing the complaints, Forum directed the Bank to
honor its obligation and discharge the liability arising
out of acceptance of Fixed Deposits as the Bank is
vicariously liable for the acts of its employee.

Aggrieved by the decision of Forum, Bank filed Appeals
before State Consumer Disputes Redressal Commission
(SCDRC). SCDRC dismissed the Appeals filed by the
Banks. The Bank challenged the said orders by filing
a Revision Petition before National Consumer Disputes
Redressal Commission (NCDRC).

Observations and Decision:

The FDRs in question were issued by the Manager of the
Bank in the course of his employment. FDRs bear the
signature of said Manager though alleged to have been
stolen by him. The FDRs were used for the purpose for
which they were meant for and bear the serial numbers.
It is not the case of the Bank that the said Manager was
not authorized to sign and issue such Receipts. The
Bank in its Complaint/FIR has alleged that the ‘said
Manager had stolen certain numbered FDRs belonging
to the Bank and has used them for misappropriating
public money, without proper entries in Bank’s books of
accounts’. Hence, the Bank’s contention that there is no

* Deputy Director, Indian Institute of Banking & Finance.

44

April-June 2016

The Journal of Indian Institute of Banking & Finance



evidence to show that it has received money from the
Complainants towards Fixed Deposit is not proper. The
bank although in its written statement stated that the
Manager played fraud on the bank in connivance with
the Complainants but in the FIR neither such allegations
were made nor Complainants were named as suspects.
There is nothing on record from the Bank to show that
when and how the alleged fraud was noticed and what
prompted it to lodge FIR against its Manager.

Hence the Bank is liable for the fraud committed by its
Manager in the course of his employment and should
pay the amounts due against FDRs in question to the
respective holders.

The National Commission agreeing with orders of
District Forum and State Commission dismissed the
Revision Petitions of Bank.

v
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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 sent to:
The Editor: Bank Quest
Indian Institute of Banking & Finance,

Kohinoor City, Commercial-ll, Tower-1,2"
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 Countinuing
Professional Development (CPD) of the members.

Vetting of manuscripts:

Every article submitted to the Bank Quest is first
reviewed by the Editor for general suitabillty. 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 modifictions 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 o 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.

Title:

A title of, preferably, ten words or less should be
provided.

Autobiographical note and photograph:

A brief autobiographical note should be supplied
including full name, designation, name of
organization, telephone and fax numbers, and

Floor,

2)

3)

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.

Format:

The article, should be submitted in MS Word, Times
New Roman, Font Size 12 with 17z line spacing. A
soft copy of the article should be sent by e-mail to
publications @iibf.org.in

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'.

Tables:

Use of tables, wherever essential, should be
printed or typed on a separate sheet of papar 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.

4)

5)

6)

8) Emphasis:
Words to be emphasised should be limited in
number and italicised. 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
publisher (Institute).
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DECLARATION FORM

The Editor,

Bank Quest,

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

Tower |, 2nd 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 | 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 (1IBF) 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 :
STATEMENT ABOUT OWNERSHIP AND OTHER PARTICULARS OF BANK QUEST,
THE JOURNAL OF INDIAN INSTITUTE OF BANKING & FINANCE
1. Place of Publication : Mumbai
2. Periodicity of Publication : Quarterly
3.  Publisher's Name : Dr. Jibendu Narayan Misra
Nationality : Indian
Address : Indian Institute of Banking & Finance
Kohinoor City, Commercial-1l, Tower-1, Kirol Road, Kurla (W),
Mumbai-400 070.
4.  Editor's Name : Dr. Jibendu Narayan Misra
Nationality : Indian
Address : Indian Institute of Banking & Finance
Kohinoor City, Commercial-1l, Tower-1, Kirol Road, Kurla (W),
Mumbai-400 070.
5. Name of Printing Press : Onlooker Press, 16 Sasoon Dock, Colaba Mumbai - 400 005.
6. The name and Address of the Owners : Indian Institute of Banking & Finance

Kohinoor City, Commercial-1l, Tower-1, Kirol Road, Kurla (W),
Mumbai-400 070.
I, Dr. J. N. Misra, hereby declare that the particulars given above are true to the best of my knowedge and belief.
31.03.2016
Dr. J. N. Misra
Signature of Publisher

The Journal of Indian Institute of Banking & Finance April-June 2016

47



Notice - Acceptance of Subscription in Online Mode for
Bank Quest and IIBF VISION

We are pleased to inform that Institute has decided to collect subscription for Bank Quest and IIBF VISION
in online mode through SBI Collect and discontinue to accept subscription through Demand Draft with effect
from Ist July 2016. Subscription will be accepted only for one year. Third party payment would not be accepted.
Domestic Subscribers/Organisations are requested to pay subscription directly through online mode. There
is no change in mode of application of subscription for foreign subscribers. Foreign subscriber may write to
Publication Department at publications @iibf.org.in for application form.

Domestic Subscribers/Organisations for payment of subscription in online mode kindly visit “On-Line
Registration/Services " page on IIBF Website:www.iibf.org.in.Subscriptions rates are as under:

Bank Quest
Period | No. of Issues Subscription Service Tax | Total Subscription Rate Total
Rate inclusive of | @ 15% (%) inclusive of postage & Subscription
postage (In India) service tax (In India) (%) Rate inclusive
Q) of postage
(Foreign) (US $)
1 year 4 160 24 184/- 10
IIBF VISION
Period | No. of Issues | Subscription Rate inclusive | Service Tax @ | Total Subscription Rate inclusive
of postage (In India) () 15% () of postage & service tax (In
India) )
1 year 12 40 6 46/-

VOR
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Bank Quest (Quarterly Journal of 1IBF)

Advertisement Rates

Frequency: 4 Issues in a Year
(January-March, April-dJune, July-September and October-December)

- . Availability of Page
Position & Size Rates (As on 10.06.2016)
Inside Front Cover Page (Colour) e 317,500/- (Single issue) Available
Size : 18cm X 24.5 cm e ¥70,000/- (Four issues)
Inside Back Cover Page (Colour) * 317,500/- (Single issue) Available
Size : 18cm X 24.5 cm e ¥70,000/- (Four issues)
Outside Back Cover Page (Colour) | %17,500/- (Single issue) Not available (Booked till
Size : 18cm X 24.5cm e ¥70,000/- (Four issues) October-December 2016 issue)
Full page (Black & White) e ¥8,000/- (Single issue) Available
Size : 18cm X 24.5 cm e ¥32,000/- (Four issue)
Half page (Black & White) * T 4,750/- (Single issue)
Horizontal Size:18cm x 12cm * %19,000/- (Four issues) Available
Vertical Size:8.5cm x 24.5cm

The artwork of the advertisement in a CD with hard copy or in PDF file and a Demand draft of the requisite
amount in favour of Indian Institute of Banking & Finance payable at Mumbai will be sent to:

Joint Director (Publications)

Indian Institute of Banking & Finance (lIBF),

Kohinoor City, Commercial I, Tower 1, 2™ Floor

Off LBS Marg, Kirol Road, Kurla (W), Mumbai — 400070

The publication of the advertisement in Bank Quest is on the sole discretion of the Institute.

The advertisement should reach in the beginning of every quarter i.e. 15" January, 15" April, 15" July and
15" October for publishing in that particular quarter.

For further query if any, you may contact / write to
Dr. Rekha Rani Singh, Joint Director (Publications)
Tel: 022-25047010 (D)/ 25039746/9604/9907 Ext: 110 or e-mail : rsingh@iibf.org.in



Registered with the Registrar of Newspapers for India under No. R. N. 6073 / 57
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Repayment EMI Repayment EMI
Tenure Per Lac Tenure Per Lac

 Union Home | _ 30 years | _ 2845 Union Miles | _7years | 31658

*For loans up to ¥75 Lakh

Apply online or visit the nearest bank branch

Helpline Nos.:

1800 22 2244 /1800 208 2244 (Toll free no.) . )

080 2530 0175 (Chargeable) | z@ﬂﬁ % ‘ rn Union Bank
080 2530 2510 (For NRIs) 31T 3BT of India

www.unionbankofindia.co.in
Proud to be associated with TR dfeh %ﬁ's'qa U SIS & Y& Member of Banking Codes & Standards Board of India




