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14 @ \ BAD LOANS & OTHER BURNING ISSUES IN BANKING

14.11 \ TYPES OF LOANS: BASED ON INTEREST RATE
Table 1: Type of Loans based on Lending Rates

Fixed Interest Loan (ffja sareier =1 301)

Q Floating Interest Loan (SeTTgAT)

e.g. Short-term crop loans upto %3 lakh for farmers
at fixed Interest 7%.
This interest rate will not be changed throughout

the loan tenure.

e.g. (External Benchmark) + spread + risk premium
= 12% originally. (Ref#1A2MonPol)

But benchmark is regularly updated. So resultant
interest rate may increase or decrease throughout

the tenure of loan.

Teaser Loan: A sub-type of Floating interest rate
loan, wherein initial years have low interest, but
afterwards- higher interest rate. While RBI has not
banned Teaser loans but has put stricter regulations

on them from 2011.
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14.12 \ TYPES OF LOANS: BASED ON BORROWERS
Table 2: Type of Borrowers

Prime Borrower He has the capacity to repay loans.

Such person doesn’t have the capacity to repay loan. Giving teaser rate home
Subprime Borrower

(Individual)

loans to them caused Sub-prime Crisis in USA (2007-08), ultimately led to
Global Financial Crisis (GFC). (More in |t Pillar#3).

@ Overleveraged Such company has borrowed too much money than its ability to pay it back. An

Borrower Overleveraged company has high ratio of Debt (Bonds/loans) to Equity

When a weak bank keeps giving new loans to a subprime / overleveraged

A Zombie Lendi . c
omble LediiE | porrower. HHSIR S, HHSIN HOIGR ol ol &l 3@ &

?Why is the offering of "teaser loans" by commercial banks a cause of economic concern? (UPSC-Pre-2011)
1. The teaser loans are considered to be an aspect of sub-prime lending and banks may be exposed to
the risk of defaulters in future.
2. InIndia, the teaser loans are mostly given to inexperienced entrepreneurs to set up manufacturing or
export units.
Answer Codes: (a) 1 only  (b) 2 only (c)Both1and2 (d) Neither 1 or 2

14.13 \ €2 NON-PERFORMING ASSETS (3Fids TReaf=yar)
14131 N - @ - @ - @NPA / TBS Problem: Three Stages of

L. @Til] mid-2000s: Boom period in global economy. Indian Corporates were taking large amount of
loans & became overleveraged. (7T @t &FFaT & ST @4 o)

2. From 2007-08: Subprime & Global Financial Crisis (GFC: df% anf¥e ee): Indian exports IZ' UPA
govt’s policy paralysis & judicial activism, environment activism (FfeFTa werara 3fiw =faes wfsHaar, watazor
gferaar) = projects delayed. Companies began facing difficulties finishing projects & repaying loans.

3. @By 2013: ~1/3™ of the bank loans were owned by “IC1 companies” i.e. companies with interest
coverage ratio less than 1, meaning they were not generating enough revenue even to repay the loan
interest. (IC>1 is good and IC <1 is bad.)

Thus, balance-sheets of (1) some Large Corporates Companies & (2) Public Sector Banks (PSB) became weak.

It is called “Twin balance sheet syndrome (TBS)” [gf&X ge-ua @i &He1] by Economic Survey 2015-16.

?What is the importance of the term “Interest Coverage Ratio” of a firm in India? (Prelims-2020)

1. Ithelpsin understanding the present risk of a firm that a bank is going to give a loan to.

2. Ithelpsin evaluating the emerging risk of a firm that a bank is going to give a loan to.

3. The higher a borrowing firm’s level of Interest Coverage Ratio, the worse is its ability to service its debt.
Answer Code: (a) 1and 2 only (b) 2 only (c) 1 and 3 only (d)1,2and 3
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e Public Sector Banks seee New Private Banks === Public Sector Banks

ESZO: NPA had reached its peak in 2018 but now it appears to be declining because of various measures

taken by Government and RBI and Bankers.
14.13.2 \ @) NPA related definitions in Banking Sector

Loan account where borrower is repaying the principal and interest in timely fashion.

Std. Assets (T e — Frafiir saron et/ e Fven)
SMA-0 If loan principal or interest unpaid for 1-30 days from its due date, then such loan
account is classified as Special Mention Account-0.
SMA-1 31-60 days
SMA-2 61-90 days
RO - Ifloan principal or interest is not paid for more than 90 days from its due date, then
NPA such loan account is classified as Non-Performing Asset (NPA). fr=a ST &¢e @
ITAF e faifa/arie & SuR o7t 90 T3 § &1fSes g1 Goh @t oy forea STAT el &t TR ..
gRgufat - For the farm loans, NPA is not counted on number of days but on number of
ar cropping seasons. ¥ 0T & AEHI & fgaTa & 16! et &t Haw/g % feaa T g g
e - Approx. 7-8% of all the loans given by Scheduled Commercial Banks (SCBs) have
aREEai become NPA [2021-Mar]. RBI fear this % will Eincrease to 10-11% by 2022-Mar.
Provisioning As per RBI norms, banks must set aside funds to cover losses against their NPA. Such
TEHIHROT ‘provisioning of funds’ mdecrease profitability of the Bank.
- Gross non-performing assets = grand total of all NPA loans(g a1T)
- Indian Commercial Banks’ (Gross) NPA approx. ¥8 lakh crores: within that PSB
Gross NPA (%6 lakh cr) > private Sector banks (z2lakh cr)
(GNPA: g&5et - Exact Amount: 28.2 lakh crore (2021-Mar). 8.8 lakh Cr (2020-Mar). Thus
) NPAIZ' than last year because 1) better loan recoveries 2) higher write-offs.
- Sectors with highest % GNPA= 1) Industries > 2) Agriculture > 3) Service Sector >
4) Personal Loans [As of 2020]
NET NPA NET NPA (g ©74I7) = GNPA Minus Provisioning > @WHATITMEANSNOTIMP
Substandard | When loan account remains in the NPA classification for 12 months/>
asset (T afean qdafaan)
Doubtful When loan account in substandard classification for 12 months/>
When a bank, its auditor or RBI declares that given doubtful asset has little / no
Loss Asset

salvageable value. (Femt &¥es *ft THEM RUTE 3T79)
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- Loan write off= When banker removes a loan amount from the ‘asset-side’ of the
bank balance sheet, to save corporation tax (How? = we-are-not-here-for-CA-
exam).

) - Loan write-off doesn’t waive bank’s right to recover that bad loan, it’s merely an

Loan write-off ) i
accounting exercise for tax-benefits. ()

- Loan write-off reduces the NPA% of the Bank (Because amount is written-
off/cancelled from balance sheet)

- 2020-21: Indian Commercial Banks written off ¥1.85 lakh crore worth loans

Restructured | When principal / interest rate / tenure of the loan is modified. Banks may do it when

loan borrower facing difficulty in repaying loans. (J7ifad @t / 0T1)

Stressed Asset | NPA + Loans Written-Off + Restructured Loans = Stressed Assets (qTaqof gufy)

If bank allows the borrower to pay 60% of dues & forgoes 40% as loss, then bank has

OI-I]:i::;t:l offered “Onetime Settlement (OTS) with 40% haircut” @t & %o f&waT S Wg & Twart
THSH HI B
Evergreening of | When a borrower taking a new loan to pay off his old loan.
loans TAT &St G o foq 7T &t feran

14.14 @ \ @ ATMANIRABHAR — LOAN/EMI/NPA RELIEF / MORATORIUM
= (3 3gr@ W I%) [F a loan is outstanding as of THEN 2020-March: RBI allowed

moratorium/suspension of loan repayment for 6 months for March, April, May, June, July, Aug.
=> This applies to: All commercial banks (including regional rural banks, small finance banks and local area
banks), co-operative banks, All-India Financial Institutions, and loan giving NBFCs (such as housing

finance companies and micro-finance institutions)

2020 How loan moratorium/suspension works

March Suppose there is due date for monthly loan instalment but borrower opts for moratorium
arc
so he need not pay principal/interest.

April to Aug | Same as above

Sept Due date for monthly loan instalment AND borrower needs to Pay.
Oct Due date for monthly loan instalment AND borrower needs to Pay.
Nov Due date for monthly loan instalment AND borrower needs to Pay.

= IF borrower stopped paying loan instalments since Sept’s due date, then by this time
it’ll have crossed 90 days from due date.

= And we know that Non-Performing Asset (NPA: &sia 9uf)= if principal or

Dec interest unpaid for more than 90 days from due date.

U

So, this account will be classified as Non-Performing Asset (NPA).

U

However, if we look from March to Nov= total 9 months or 270 days no loan is
classified as NPA.

14.14.1 @ @ \ @ Loan Moratorium: how it benefits borrower (3Rt I ®IFg)

=> Ifhisincome |Z| due to Corona, he gets relief from Equated Monthly Instalments (EMIs) for “X”
months. (It’s not compulsory to skip EMI. Borrower can repay loan regularly, if his financial situation is

sound.) T AgI A fored WA 1fAard wg g
= & Benefits to Bank? Unpaid loan doesn’t accumulate under the ‘NPA’ category for a bank. So, it helps

banks in following ways:
o [¥] Provisioning — profitability [2] (C]C]ESs21 said this happened in both PSB & Pvt Banks)
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o |Z| obligations in BASEL-III Capital norms. (Because if |Z| NPA — bank will have to arrange
more capital to comply with BASEL-III Norms)

= @Challenge / controversy? (g=tfri/ JaaT)

v" Ifhe doesn’t pay for “X” months, then Banks will continue to charge interest (on those “X”
months) and add it to the total outstanding loan — compound interest rate system — his total
burden may[ 4] (37R ama e T R B, O T AT F SR TS Tl ST/ TG )

v" SC PIL: interest should be waived. But RBI opposed, because if borrowers don’t pay interest,
then how can banks give interest to depositors for their deposits. Banking system will become
unsustainable | (I=H =ITITeTd H STAfed ATfeen i 48 AT &l T@HH A gl S1TY)

v" 2020-Oct: Govt informed SC, “we’ll pay interest on the interest for those 6 months for loans upto
32 cr <REF: next section>” (37 ©: #EHI # qepdl s4TS & R i1 TS T a8 g+ 7S] aR 371)

14.14.2 ©:3) N\ ® Loan Moratorium: Interest Relief Scheme (FraT saTsT % SR ¥g ATt =Tt W Reamd)
SR 7R H, FSIGR & Aed & foq Re7d de 7 cli-fa=al &t s7qraft Uz A it srgafa ot eft |
fareg, a3 farelt A1ee = 6 #EIAT A A= 7 TS gl dl 39 T ST F HUT ST Igd gl or |
TR I S & FUR TG TS i THH Tgeh & dp-@rd H ST Bl |
= Technical name: COVID 19 Ex-Gratia to borrowers for difference in interest.
= Boss? FinMin — Dept of Financial Services
=> Eligibility? ALL Borrowers who had taken following types of loans up to 22 crores (including credit
card dues) as on 29 February, 2020.

EEligible M, NOT eligible (ura & 8)
loan must be taken from a formal financial intermediary such as ™ loans from informal money
Bank, NBFC, MicroFinance Institution (siuanies foxia geaer) lenders e.g. Shroff, Baniya, Sahukar
MSME Loans, Education loans, Housing Loans, Consumer @if loan account classified as “Non
Durable Loans, Credit Card Dues, personal /Consumption Performing Asset (NPA) as on
loans (e.g. marriage etc social ceremonies ke liye loans). 29.02.2020.

Automobile Loans: two wheeler, rickshaw, taxi, car, truck etc. M, if tractor loans and crop loans.

(govt has different technical schemes
to help such farmers)

It doesn't matter If you (A) opted for the Moratorium or (B) did -

not opt for moratorium. Both types of borrowers are eligible. 3T

=TT o 3T 2t ot TR 3Rt @y St

= In these eligible accounts — Government will deposit the interest on interest during the moratorium

period. In other words, "difference between the compound interest and simple interest to all borrowers
with loans up to Rs 2 crore for the six-month period will be reimbursed."

M, How exactly does it work? What are the formulas and calculation methodologies? REF FAQ
https://financialservices.gov.in/whats-new not important for exam. # X S eirer-var-emr-aar
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14.15 @ \ b RBI “3R” FRAMEWORK FOR REVITALIZING STRESSED ASSETS (2015-19)
RECTIFICATION: | RESTRUCTURING: | RECOVERY: |

ruptcy Code ‘16
No change in Ease tenure, Auction / Liquidate

tenure, Interest. Interest, ownership [SARFAESI Act '02]
may change. 5/25,
CDR, SDR, S4A

Figure 1: q1a9%d URa=fasil @t gsiiiad &< 8q STRE1SIE 1 grar: 2019 & Uget &7

14.15.1 4 Rectification (§9R)

- 2015: RBI ordered the Banks to conduct Asset Quality Review (AQR: 9R&dft 7ora=rn @ign) and begin
rectification of bad loans i.e. Bank doesn’t change in loan interest, tenure or terms, but asks client to
rectify his irregularity in loan-repayment.

- In genuine case, additional loan may be given. Bank may also try to find a new partner / investor for
reviving the project. 3% 3tfaRert &l § HepaT &, 74T %1% et Fgg F Taha o |

14.15.2 & Restructuring (qiea: =1t g2 a1 oot Gart Gt erafy a1 wiferht & wgema)

- Restructuring = Changing the loan interest (%) or tenure or ownership. it consisted of following schemes:

- 5/25 for Infrastructure loans: RBI allowed banks to extend infra-loan tenure upto 25 yrs, & even mloan
interest rate. But such interest rate will be reviewed each 5yrs.

- CDR: Corporate Debt Restructuring: For non-infra corporate loan- features similar to above.

- SDR: Strategic Debt Restructuring Scheme: Bank’s Debt (Loan) is converted to Equity (Shares) & bank
sells it to highest bidder => company’s ownership may change. Scheme unsuccessful as it required the
approval of existing shareholders. (YUriifeis 50T geite-)

- S4A - Scheme for Sustainable Structuring of Stressed Assets: Similar to aforementioned SDR. Technical
differences between SDR & S4A not important.# SO\ del-uel-3mil-aa (qrrerelt i i gyrofta &ee)

- JLF- Joint lenders forum (Fvrgrarett & &gaa #9): Consortium of the lenders, who will work out
aforementioned restructuring methods. But, proved unsuccessful because PSB Officials would not vote
positively due to the fear of Media & 4C [Courts, CBI, CAG and CVC].

14.15.3 N Recovery (Tgat)

Bank liquidates loan-defaulter’s assets under either of the following acts: (Fuftr &t STt 37X Fefreft)

1) SARFAESI Act 2002 (SR®qET stfafFas/@ma) OR

2) Insolvency and Bankruptcy Code 2016 (J14-37&/#7aT Q& fgaferara dfgar 2016)

?‘Scheme for Sustainable Structuring of Stressed Assets (S4A)’ is related to: (UPSC-Prelim-2017)
a) procedure for ecological costs of developmental schemes.

b) scheme of RBI for reworking the financial structure of big corporates with genuine difficulties.

c) disinvestment plan for Central Public Sector Undertakings.

d) Provision in “The Insolvency and Bankruptcy Code’.

14.15.4 \RBI’S Prudential Framework (2019)

This is outdated topic for UPSC-2022, so only basic idea required.
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2019-June: RBI released Prudential Framework for Resolution of Stressed Assets Directions 2019 (dTau&d

uftgaftal & fgrm-fdei 3 forg faderyot Tur)

- RBIapplied it on Banks, AIFI and selected categories of NBFCs- using the powers under Banking
Regulation Act (1949) and RBI Act (1934).

- Itdiscontinued CDR, S4A, SDR, JLF etc. henceforth IBC to be main tool for resolving business loans.

- If principal / interest is overdue for 1-30 days, classify loan account as SMA-0. Then, within 30 days, the
lender shall review the loan account, & initiate resolution process (RP). (Previous Feb-12 circular
required lenders to start RP within 1-day of SMA-0.)

- Lenders must upload data of 25 crore /> loans to RBI’s CRILC portal on weekly basis.

= Forbids loan restructuring for borrowers who have committed frauds/willful default in past.

= Forbids evergreening of stressed loans.
™ @ most of above directives were suspended / postponed in Corona so don’t lose sleep

14.15.5 \RBI’S KV Kamath Report Resolution Framework for Covid19-related Stress
2020: RBI had setup this Committee to look into loan restructuring for large companies, who are hit by
Corona pandemic. KV Kamath identified 26 vulnerable sectors (e.g. power, construction, steel, road, cement

etc..) He and gave various technical guidelines for loan restructuring. But as such not enough MCQ worthy

stuff. # SO\ der-uer-am-aer
14.16 @ \ SARFAESI ACT 2002: ORIGIN, OBJECTIVE & LIMITATIONS
ot TEl Tl ol Yufl &t STt SR et e & fog s

= 1991: Narsimham-I Committee on banking sector reforms observed that borrowers obtain stay orders
from ordinary courts = banks have difficulty recovering NPA. So, Debt Recovery Tribunals (DRT: 01
Tl rATeon) were set up (1993)= ordinary courts can’t interfere in the loan recovery process.

= 1998: Narsimhan-II Committee observed that DRT's need to be strengthened with a law, so,
Securitization and Reconstruction of Financial Assets and Enforcement of Security Interest (SARFAESI)
Act enacted in 2002. [Hfietor &R faxia snferat @ geen i wfasfa fed @ vt &ea o sifefaas 2002]

= Under SARFAESI act, lenders can attach the mortgaged assets when loan is not repaid. They can change
board of directors in such companies, can auction such assets, can also sell such assets to Asset
Reconstruction Companies (ARC, NBFC: uft&afa qafator &ueit). [2021: RBI setup Sudarshan Sen
Committee to suggest reforms for ARCs]

SARFAESI not applicable on farm loans.

Uy

If loan-defaulter wants to obtain a stay order, he cannot go to ordinary courts. He will have to approach

for DRT. If DRT doesn’t help then = higher appeal to Debt Recovery Appellate Tribunal (DRAT: %01
el STdieiy =mfe@Ror), but DRAT will require him to deposit minimum 50% of the loan dues (to
discourage frivolous appeals). = higher appeal to high court.

14.16.1 @ \ 3 @ Which lenders have SARFAESI powers ?

v" All types of Banks

v' Housing Finance Companies (HFCs)

v'ifan NBFC fulfills two conditions SIMULTANEOUSLY:

o 1) The NBFC having asset size of 2100 cr or more, AND

o 2)loan given is at least 250 lakhs. [@Budget—ZOZl reduced minimum limit to 220 lakh]
v For example Bajaj Finserv, Reliance Capital, Muthoot Finance, IL&ES.
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14.16.2 & @ SC Judgement: Yes, Cooperative banks also have SARFAESI powers (2020)
= Constitution: 7" Schedule — Union List: (dfa¥m &t 74t et — &9 gh)
o  Entry 43: Incorporation, regulation and winding up of trading corporations, including banking,
insurance and financial corporations, but not including co-operative societies.
o  Entry 45: Banking.
=> 2007: A court judgments said “Union’s SARFAESI Act doesn’t apply to Cooperative banks. Because
cooperative banks are outside the law-making power of the Union as per the Entry 43.”
=> 2020-May: Supreme court finally clarified the matter: “Entry 45: banking involves all types of banks- both
commercial and cooperative banks. Therefore, when the Union made the SARFAESI Act to empower the
banking sector, — same powers are also available to Cooperative banks.” Hg®rt da 3 38 w7 &1 &
TR FOIGR &l FUf ST TR T §= 6 G i = e foarT |
14.16.3 GBX: & Limitations of SARFAESI Act (¥afgma)
- @The DRTs & DRATS are understaffed. 1 lakh+ cases pending (2016), so, case will go on for years and
the debtor will remain in possession of asset. STsit &t FHt & Terct & U &t uferar aga divft &

- @This leads to erosion of asset-value (machinery, vehicles) even when DRT allows auction at a later
time. TIEY/ 7R R STect et 7 grht df 36 Hea # ofiX fvae st §
- In some businesses, auction or liquidation may not yield the best returns for the banks e.g. hotel resort in

remote area, where no other hoteliers are keen to invest. g ¥R &l Gufxi &t T & <51 sielt A= arelt fier
ST g ST&<t TRl

- Insuch cases, if the loans were restructured (i.e. reducing % interest rate, extending tenure, finding new

partners), then banks could salvage more value. S8feiq et &t ao7e & $7R F© T foHar STg @t dgar
- But, SARFAESI act doesn’t facilitate such arbitration ( #&9&rdr) So, Govt. came up with a new law: IBC
14.17 @ \ & INSOLVENCY AND BANKRUPTCY (I1&B) CODE 2016

- 3187 T feanferama Gfgdr 2016: HoigR o AR & AT GHE T/ ATgae! SHeam & fog

- = .oy
DRT under SARFAESI Act "2 . IBBI to ‘
T , ~ IPA to oversee

Individuals & . )
| Partnership firms b Ce':tlfy & 4 Dr.ChM.VS, Sahoo
alrperson
S 7 J train IP

1&B code: Appeal structure

| Companies

Insolvency Professional (IP)
makes resolution plan, If not _
accepted by majority of lenders |
then liquidation of company.

= IBC code classifies creditors into two categories
o A) Operational Creditors (OC) = Suppliers, contractors, salaried employees etc. (FRETH TR :
g Fueit ol o a%g/AaT Hea1 IS ot Ak 38 IR U9 9T §)
o  B) Financial Creditors (FC) = banks, NBFC, bond & other debt security holders, + Home
buyers. (fa<ia @ gR).
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=> IF an Individual or Partnership firm or Company defaults on a business loan of ¥ “X” lakh or more, then,
above types of creditor(s) approach National Company Law Tribunal (NCLT: Tgi &t &l Sfeeon), to
initiate proceedings under the I&B Code.
o NCLT has over 10 benches across India. Also has facility for e-filing of applications.
o NCLT must accept/reject application within 14 days.
o IfNCLT accepts the application, then it will grant moratorium (9/Eg}) of 180-270 days so no
other lender can unilaterally attach assets under SARFAESI Act.
= Within that period, an Insolvency Professional (IP: R1g=-37&dm T&<ft URiaX) will make a resolution plan e.g.
[¥] loan interest, extend loan tenure, or IP could even find another investor to finance the pending
project etc.
= [P will present the plan to Committee of Creditors (CoC: @gRI &t @ffifd) madeup of the Financial
Creditors (FC). In this Committee, FCs’ voting power is based on the quantity of loans given by them.
= Ifx% of the FCs agree with such resolution plan, then it will be set in motion, otherwise, IP will liquidate
(afegHIA) the assets to recover the dues.
= Appeal Structure?
A. IfBorrower is individual / partnership firm: @DRT — DRAT of SAFAESI Act. OR
B. If Borrower is a Company: @ National Company Law Appellate Tribunal (NCLAT: Tgi &ut
A 37dteltd =mfeeon) of the Companies Act.
14.17.1 @ \ : @IBC Not applicable on following borrowers
(F fore & FoigRl &1 [BC &I # THT9H &l @ el o)
= N Wilful Defaulter (STH-3g1eR S&UgR): A borrower who has the capacity to repay, but he’s not
repaying the loan. E.g. Vijay Mallya was declared wilful defaulter by SBI (2017).
A. Total number of wilful defaulters 2,017 (Year 2019), 2,208 (Year 2020), 2,494 (2021). Thus
they’re steady increasing.
= \, Incapable Defaulter (3/H¥ §&TgR): A borrower whose loan account is in NPA for more than a
year, and he has no capacity to repay even partial loan amount. (fSE& sitera & e @i ge &, 5 T =
TSI HAT?)
Above two categories of borrowers are not eligible for I&B resolution process. Their assets will be directly

liquidated under SARFAESI Act. (3t 9 Gufel ST e ATar! Ei, ek T1Y IS TR fohaT Tl Sam)

14.17.2 @ \ & Insolvency and Bankruptcy Code Amendment (2018: &fgar &=iiee)

- RERA registered building (home & office) buyers are classified as ‘financial creditors’. So, if builder
unable to finish project, unable to repay the loans to banks — homebuyers will have voting power in the
I&B resolution process. (More RERA in Pill#6)

- It IZ'the voting requirements for faster resolution:

Table 3: these % are for observation. (BExact numbers NOT important for exam.

Lenders’ Voting requirements (FUigraisil & y&ard & A4 # AqgH) Before | After
Routine decisions (g fAura & fe) 75% 51%
Key decisions like appointing IP, extending deadlines for resolution process, approving | 75% 66%
the resolution plan (Fg@qui fAvig & forg)

Withdrawing resolution plan from NCLT NotIMP | 90%

14.17.3 @ A & IBC Code (first) Amendment Act (2019: Gt T=ive)
2019-Aug: it was passed by Parliament, with following features
- Must finish entire process within 330 days, instead of earlier 180-270 days walli limit.
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- Iftoo many FCs (e.g. homebuyers): they may appoint a representative (JfifAf¥) for to attend the
Committee of Creditors on their behalf, for smoother & systematic conduct of meeting.
14.17.4 @ \ & IBC Code (second) Amendment Act 2019

2019-Dec: introduced in parliament, with following features:

«_»

= IBC complaints can be made only if the loan amount is minimum “x” or minimum lenders are “y”. This
is to discourage frivolous complaints by lenders. (Ifg ST 0T &t 77 AT & A Riswrd! @l A1)

= If the government had given any license, permit, registration etc. then it’ll not be cancelled while IBC
proceedings are going on. (e.g. if a liquor company’s license was cancelled while ongoing case — no fresh
investor would come— business can NOT be revived !). (Si& de AR Te 1@l & SRR 39 (et st &
AT T TG BN, TAT Bl 1 (3T et & feraadt e fgmmem)

= Ring-fencing from any risk of criminal proceedings: = After IBC restructuring, if a new partner
joins/takes over in the business, he’ll be given immunity from criminal proceedings against offences
committed by previous promoters. (qR SIS FrRIATE & T 73 e & frarad)/ g2 & Afar)

™, Plus, many other technical changes but poor cost-benefit chasing them. It shows that IBC is a ‘work in

progress’...many operational difficulties= govt has to keep changing the norms/amendments. This is a

‘criticism/ shortcoming’ of IBC act. R IR 38 & H GYR FA it STEX.. T e & 9 @t g |

14.17.5 @ \ @: IBC Pre-Packs

= PRE-pack System is found in United Kingdom and the United States
= IBC 2021 Ordinance (and later Amendment Bill) aim to enable this in India for MSMEs.

Corporate Insolvency Resolution Pre-packaged Insolvency Resolution Process (PIRP)

Process (CIRP)

IBC's Formal process: lenders file
complaint to NCLT — Insolvency
professional appointed — Loan
restructuring proposal — If NOT

approved by lenders —
Auctioning. (sftuenfie ufshar Fo 39
TEAERY)

Pre-packaging = Borrower company informally (discreetly)
negotiates a resolution plan with its lenders / buyer-parties who
may be interested in its action, before approaching IBC/NCLT
process. (3 9 = fafSaa €9 § Hic/Hmr! ufsHar Y& eF ¥ vea &
SETETRE €9 § SHoigR Sl 30 SHoigiar a7 Aias &t et § &fe W@
e WG T IS % WS/ grarst | gudTg GHeiT R H A )

e.g. Anil offers lenders, “I’'m unable to repay loan but I'm
getting new partner/investor Mahindra. Together we’ll revive
the biz & repay 80% of the loan.”

If this is agreeable, they’ll send letter to NCLT, “Weve internally
agreed for this plan. Please give judicial approval to it.”

If Resolution Plan not aggregable to
Lenders then Public Auction /
Open Auction Conducted.

Public auction not conducted but Swiss Challenge allowed, IF loan

recovery <100% then under Swiss challenge mechanism, any third

party would be permitted to submit a resolution plan for the

distressed company, and the borrower would have to either match

the improved resolution plan or forego the control of company.

E.g. if Anil + Mahindra willing to repay only 80% of loans = In
such case when recovery is not 100% — third parties (e.g.
Mukesh, Tata etc) can challenge it & give better offer to lenders.
E.g. Mukesh offers, “Sell me Anil’s company, I'll repay 95% of
loans” — then Anil will have to match offer else Mukesh wins &
Anil loses control of company.
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Corporate Insolvency Resolution
Process (CIRP)

Pre-packaged Insolvency Resolution Process (PIRP)

Time limit: upto 330 days = slower

Time limit = 120 days = faster than CIRP

More number of days = more

negative headlines in newspaper =

mconﬁdence of customers &
investors (e.g. Customer may not
buy Videocon refrigerator, if he

continuously sees negative news &

Beneﬁt? a quick (speedy) and discreet (confidential) way of
completing the insolvency resolution process. @Rd 3R T &7 &
g F ghe forr g

Prevents the stigma/bad publicity/damage to brand image
associated with formal IBC proceedings. else in future difficult
to get investors/customers/clients. HTHeT SuTRe €9 & HIE T e

UgATTI= SREER} H/SIHE H St agAH/ el A1 gl aw wfas 7
ferehl/Tgeh I SRS BT GfRhet & ST ©.

- least disruptive to the businesses, Cost-effective

starts to fear that company will

shut down, he’ll not get

warranty/repair service after 3-5 ] . ] .
- Helps in workers’ job preservation (compared to a scenario

years) where company is shut down & auctioned)

CIRP applicable to all small and big | Only available to micro, small and medium enterprises (MSMEs) as

enterprises. per 2021’°s IBC Ordinance / Amendment Bill.

14.17.6 @ \ . @ IBBI directive on Avoidance Transaction and 500 other technical things

™ Such technical topics not important for the scope of the exam. If any teacher teaching it / private
quizmaster is asking MCQ on it then please ask them to first go through previous years official papers and ask
him to prove where's the pattern of such questions being asked in real exam 2# O\ dte1-ugi-armi-agt

14.17.7 ™, (@ A &) ATMANI — IBC Ordinance/Act 2020 to suspend new cases

=> 2020-June: Govt issues ordinance to amend IBC Code. (31mer)

= Corona = business is down, difficult to work out any resolution plan. So, No fresh case will be registered

in IBC code for next “X” months Because Corona (- &8} & gifeel/geitenor sl wifiia famar mar.)
= “X” =24 March 2021 (b Exact dates notIMP

IBC Ordinance / Act 2020 | Case can start if loan default of minimum _ _ amount
BEFORE Minimum 21 lakh/>.
AFTER Minimum %1 crore/>**

**So even after suspension is lifted, most of the small businessmen will be spared from IBC proceedings. (3@

TeM & ag i 7Y 3 gt fog S, it fadk 72 i & feig feg Sme)

14.17.8 @ (@ AP) Insolvency and Bankruptcy Board of India (IBBI)

TR De- 3787 Td feanfarare | - durfAes g
IBBI is the statutory body that monitors and implements I&B Code 2016.

Ul

IBBI composition: 1 Chairman (M.S.Sahoo), 1 nominated member from RBI, 8 members from
Government’s side = total 10 people.
IBBI’s administrative control rests with the Ministry of Corporate Affairs (MCA: &dRe Al &1 Harerd).

U

Chairman has 5 years / 65 age tenure, whichever earlier. Also eligible for reappointment (37:fgfet gva).

U
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=> IBBI selects Insolvency Professionals Agencies (IPAs). These IPAs enroll and supervise the members
practicing as Insolvency Professionals (IPs). Presently, 3 organizations given “IPA” status viz. 1) ICAI
(Chartered Accounts) 2) ICSI (Company Secretaries) and 3) Institute of Cost Accountants.

14.17.9 IBBI — Information Utility
IBBI also selects Information Utility (IU: §=HT SWIfTIdI §€1) organization to maintain database of borrowers.

o In2017, NeSL: National E-Governance Services Ltd (owned by consortium of SBI, LIC etc.) was
the first to get the IU status from IBBI.
o Itis compulsory for the lenders to share data with IU. IU helps lenders in two ways:
1) by looking @borrowers’ credit history, lenders can make informed decisions about whether to
give loan or not, and how much interest to charge ? @sigId o SR T FHT &
2) This database helps establishing documentary proofs during NCLT / DRT / judicial / liquidation
proceedings. T fzhaT & LTS Had e/ IUTST H ¢
14.17.10 @ (@ VN & )Insolvency — Misc. Org: Indian Institute of Corporate Affairs (IICA)
- anautonomous body under Ministry of Corporate Affairs. (¥ama=i g&)
- Ithaslaunched a two-year Graduate Insolvency Programme (GIP). @ dsH & famar

- The student passing this program can register as IP, without the mandatory 10 years' experience.

14.17.11 @ Project Sashakt by Finance Ministry (2018)

7=2g Future pf Bankin

4tiz ; anuary, C.a
Figure 2: 7o, g7 3 ar? ¥ [BC 7 o7 8723, W@E?NPAW##WW?T- T '

2018-Jul: Finmin’s Project Sashakt for PSB-NPA on report by Sunil Mehta (PNB CEO).

5 Pronged approach to resolve the NPA problem in a timebound manner:

1. Small sized bad loans upto ¥50 cr: SME-resolution template, 90 days. Bank itself should work it out,
without approaching NCLT/IP. @9 HralT &

2. Mid-sized bad loans Z 50-500cr: Inter-Creditor Agreement (ICA: 3fR-3gR @=R), 180 days. Banks
themselves should work it out, without approaching NCLT/IP. #&d ATaT &

3. Large size above 500 cr: (Proposed) independent Asset Management Company (AMC: uReufti-ses
&) to buy off bad loans from banks. AMC will not be funded by Government. St #1a1 &

4. Online asset trading platform.

5. NCLT/IBC legal-technical reforms.

14.17.12 \ & ATMA-NIRBHAR — Insolvency — Micro,Small,Medium Enterprises

- Ref Pillar#1D: Financial Inclusion — Mudra and other loans schemes

?What was the purpose of the Inter-Creditor Agreement signed by Indian banks and financial institutions
recently? (UPSC-Prelims-2019)

a) To lessen the Government of India’s perennial burden of fiscal deficit and current account deficit

b) To support the infrastructure projects of Central and State Governments

c) To actasindependent regulator in case of applications for loans of ¥ 50 crore or more

d) To aim at faster resolution of stressed assets of ¥ 50 cr or more which are under consortium lending.
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14.17.13 (B XN\ &) [®] @ Cross-border Insolvency (gft1-ur =t faferara)

N |7
| |§ * ﬂr

Cross-border insolvency has two facets: [1) foreign creditors should be able to recover money lent to

Indian corporates & VICE VERSA. [2) During Indian company's insolvency in India, the Indian lenders
should be able to recover money from Indian company's foreign assets easily, AND VICE VERSA.
IBC sections 234 & 235 have provisions for it, BUT they are not notified yet, so they are not enforced.

2018: Corporate Affairs Ministry's Insolvency Law (reforms) Committee under Injeti Srinivas recommended

We should create a separate law for Cross-border Insolvency. 31erT & & o+
More than 40 nations use United Nations Commission on International Trade Law (UNCITRAL)'s
Model Law of Cross Border Insolvency (1997) So, we can use it as a template while making our own law.

Government is working on such bill.

14.18(EB N @) ECONOMIC SURVEY ON IBC/NPA (31fee gdegor)

14.18.1 Economic Survey 2018-19 on IBC/NPA (released in 2019-July)

With I&B Code and other measures by RBI, the NPA % has |Z| 3fTSier UREUET & e # Aeg fiel

I&B code's time-bound mechanisms have prompted 'behavioural changes' in corporate borrowers. Now

they fear losing control of the company. This has improved corporate governance, cash and financial

discipline. (FliRe STGR & agR # TR, Ut &t mifers 3R g & Feit STt 3@ <2 & Fafid oo aug # R €)

By 31/3/2018: % 50,000 crores worth NPAs have been upgraded to std assets (meaning the (arrogant)

borrowers have been forced to resume paying principal & interest regularly.)

Due to IBC Code, India's rank has improved in World Bank's Ease of Doing Biz report. (More in Pillar#4).

However, we also need to begin more reforms:

v" We need to increase the number of NCLT benches, number of IP Professionals, use ICT technology
for faster case proceedings. (RIS, Aa e 3R SHIaTSI & TGN & Tt dht STEd)

v We should enact separate law on cross-border insolvency. (SH1-9R faaferara & ferq srert & & a+)

v" Group Insolvency: Big Industrialists usually operate through groups of companies, each having a
separate identity e.g. Tata Sons Itd — 1) TCS 2) Tata Motors 3) Tata Steel etc. If one of these
company become insolvent, it creates negative ripples on entire group's financial health. Certain
legal-technical reforms are necessary to address such group-insolvency. (&g faarferard= & A &
fueH & & folg A # 5o daidh gur g Smy)

V' Certain legal-technical reforms to address insolvency cases involving individual proprietors and
partnership firms. (e ATfees 3R ARG W & fofq I # %o GuR fhq Sm: They re legally different

entities than ‘Companies registered under companies Act. More in 1C: SEBI handout)

14.18.2 (@ AN @)@ @Economic Survey 2020 on IBC/NPA (released in 2020-Jan-31%)

NPA had reached its peak in 2018 but now it appears to be declining because of various measures taken
by the Government and RBI. (¥R-R srister ufegufat &t g &9 81 & €)

Appreciated that IBC proceedings take on average 340 days to complete, unlike SARFAESI legal
proceedings which take 4.3 years. ¥ @I fUeRT SaTg1 Sied! & & UK &

Appreciated that IBC helps recovering more amount of loan than SARFAESI in 2018-19

Approx. Amount recovered in crores | 2017-18 | 2018-19
SARFAESI and DRT 33,000 | 52,000
IBC 5000 71,000
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14.193)  © [#:[] ] Es21: RecuLaTORY FORBEARANCE (fferamdht e/ arg=iteran)

During a great financial crisis the Reserve Bank may allow for some relaxation in above guidelines. (fa<ia @ee

et | RoTd dop S aH! # R ¢ gear g)

=

U4y

For example, Restructuring of loans: A stressed / NPA walla borrower's loan tenurelZ' and/or loan
interest rate IZ' as per RBI norms. (¥ &l GifeH. @4 &t e1afe-fiard/sams 53 & agema)

Then such restructured loan account will be reclassified from NPA to Standard account — then banker's
Provisioning, BASEL-capital norms related headaches will decrease |Z|

such temporary relief from the strict rules is called "Regulatory Forbearance". (fafamet &mm)

RBI permitted it after 2007-08's Subprime & Global Financial Crisis.

Ideally, such forbearance should be discontinued after economic recovery i.e. in 2011 when GDP, IIP etc
had improved considerably. (geifes faxita Gere @ G & a1 39 TR &t &1/ Raradi &l 95 3= g1 91feq)

But RBI continued forbearance /Lax monitoring till 2015 — medicine started showing following side

effects / detrimental consequences on the health of banking sector and the economy. (fég R 5% 4 38 &2
IuT e ST <. SFATARES €9 § I gaE @H § dof & Tl WX g )

14.19.1 S @ [ Regulatory forbearance: side-effects by prolonged use (% T % SuanT & Fifar)

=

udu

U

=

Banks exploited the forbearance window to restructure loans even for unviable entities, thereby window

dressing their accounts, inflating profits — |Z| dividends to shareholders, including the govt in the case

of public sector banks. (R<Td § @t &rT/famad! @ el ST deeh St + 319 feaasil o aTed srereoT T,

Sifew qot ufegaf @ w0 3R T @l SaTe) Jel Tere fawmn)

It also encouraged the banks to engage in risky lending practices e.g.

Zombie Lending (= weak bank keeps giving new loans to weak / subprime / Over Leveraged borrower)

Evergreening of loans (=Companies taking new loans to repay the previous loans- @i @ fA¥eR gfkaaon)
As a result, when RBI ended forbearance in 2015, following bad things discovered:

@NPAS almost 2x doubled when compared to the pre-forbearance levels. (3Fsie afEmftrl g g 715)

@Many corporate / loan scams unearthed: ICICI-Vodafone loan, Yes Bank-Rana Kapoor, PNB-Nirav
Modi, Punjab and Maharashtra Co-operative Bank (PMC) etc. (fa<ita 7+ 9™+ 311q)

@Similar problems are also observed elsewhere in other countries. (31 3=t & +ft 7€} arat &1 gRraia)

14.19.2 g Q) Regulatory forbearance: Policy Lesson for Post-Corona Recovery (ifd urs ?)

VY

During Corona, again RBI has announced regulatory forbearance measures. [e.g. Loan Moratorium loan
restructuring etc.] But, policymakers should not continue such emergency measures/ forbearance after
the crisis is over. (3T @ B & a1 38 UHR Ht 1/ RAd! &l JLd 95 Tl a1fey)

As the economy recovers, banks should be ordered to conduct Asset Quality Review (AQR) and take
corrective measures accordingly. (aREufRi U Fedi FR GUR % g Fen foram Sq)

When an emergency medicine becomes a staple diet, it can be counterproductive.

“Those who do not learn from history are condemned to repeat it.” (- Spanish philosopher George
Santayana) (STt e &t Tafddl & TR el 98 3 TeAfadl Dl GIerq)

Banks' auditors should be penalised if not reporting the malpractices like evergreening and zombie
lending. This would thereby create fear/incentives for the auditor to conduct the balancesheet inspection

more diligently. (a1 qdigrent ot Hiaret o foiq e famam Sg)
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= National Company Law Tribunal (NCLT) should be empowered further, to enforce corporate go>élc

standards under Companies Act. (TR @t A STfaR0T & 21fees Txifariantor &)
14.20 \ MR BORROWERS’ DATABASE & SURVEILLANCE (3ureatelt &1 e g fiRrh)

[C]ESz20: AI- RBI: PCR (Global) LEI
ML, PSBN Netwok Registry Number

14.20.1 A B -] CJEs20: Use AI-ML Technology
In PSBs, most of the loan-information processing (=Credit analytics) happens manually (T fazervor graerd
&9 @ %2 ). This causes inefficiency, frauds and loan default. Tools such as Artificial Intelligence (AI),
Machine Learning (ML) (faw gfgw/smger 3 7= ufigror) can help them in following ways:
= Willful defaulters usually create fictitious companies to transfer their assets / shares / money just before
they stop paying loan installments. (ST-SgIaR @ 7 THA T, Foil HFIT SR Al o TG BT TG B &, ITIR
IR gva)
=> Artificial Intelligence (AI) can alert the authorities through real time surveillance & data analytics of the
borrower’s NEFT/RTGS/DEMAT account transaction. (STeT-3Te7 @Ml U fRet T ged)
= Geo-tagging of assets (Fufd fi fora1-2f) i.e. adding longitude and latitude data with the photos & videos
of the Factory building, machinery, vehicles, aeroplanes, helicopter etc. Then, —
o Scamster can’t pledge fictitious assets as collaterals for loans (St @uft fSEe sifeia & &)
o Scamster can’t pledge the same asset as collateral to multiple banks/NBFCs. (U@ & &ufti &l aias
T % U TR TR e § et @)
=> GPS chips may be embedded in the factory-machines and vehicle to track their real time location —
o If scamsters move the machinery out of the factory, the banker will be alerted.

o Bankers can remotely disable machines/vehicles, if loans are unpaid.

U

Blockchain Technology can used for storing and verifying the authenticity of the data.

U

AT can monitor Social media activities e.g. Borrower is not paying the loan and yet sharing the
Switzerland vacation photos on Instagram = He is a wilful defaulter — Attach his assets under the
SARFAESI Act. (FSigR & dixrel Hifean nfdfafer oz At @t smy)

M, Caution? borrower’s privacy and dignity should also be respected while doing such computerized

surveillance. (3o wgH IS G IYURGT el fisTar & 3ff G T@HT =1feN)

Figure 3: Instagram Wiet 8 ¥7et g7 ARRI=T 8 Gzl &2, 3 &
14.20.2 A B -] €] ES20: setup PSBN Network

= Government should create a new organization named PSBN (Public Sector Bank Network), which will act
as a Financial Technology/Fintech Hub (FinTech: faxita sienfiidt & forg ges 7 geen s o).
= Whenever a borrower applies for a loan to a public sector bank — Details will be sent to PSBN. — PSBN
will verify the creditworthiness (fe=ia &/@) and risk profile (fgarferdus @1 Sifed) of the applicant through:
o Artificial Intelligence (AI), machine learning (ML) and Big Data Analytics- as explained in the
previous section
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o E-KYC (Know Your Customer): Aadhar verification — cross checking his Aadhar number
against Financial data from Corporate Affair Ministry, SEBI/share market, Income Tax
Department, GST, etc. (3R &€ & SIRY 37 FAfeRT & IR ISR, 3T, ST Fets 1 i sfige
e <)

Benefit ? fraud prevention, m chances NPAs, quicker decision making, process loan applications faster,
cost saving for individual banks as all of them can use a single hub instead of spending on separate

servers/technology. (fa=ia Gter &1 S & g, @9 3Tsiteli & Sieg! § faeM §a gm)
14.20.3 AN M- ¥ RBI — Public Credit Registry (91 #t ardwifis o)

Presently, multiple organizations keep borrowers’ database / credit history viz.

1) Under the I&B code, Insolvency and bankruptcy board of India (IBBI) has authorized the National e-
governance services Ltd (NeSL) to act as an Information Utility (IU).

2) Under the Credit Information Companies Regulation Act (CICRA 2005), RBI has given license to CRISIL
(oldest CIC-1987), CARE, FITCH India, ICRA, Brickwork Ratings , SMERA etc. as Credit Information
Company [507 a1 &a].

3) RBI has its own “Central Repository of Information on Large Credits (CRILC)” for Loans above Rs 5 cr.
Banks & NBFCs have to submit weekly updates in this portal.

@But, not all of these databases are under the direct control of RBI. Each has their own methodology for

data collection & tabulation. Not all of these databases are covering all individual & corporate borrowers.

._@ u@‘

A)

5 1 )
" N
R A &m‘ \

Figur.e 4: 71 91G &} avg G T FoR G | G G & ST AP |
So, RBI’s Yeshwant M. Deosthalee Committee (2017-18) recommended setting up a Digital Public Credit
Registry (PCR) with following features:
1) PCR will be setup under RBI, using data from SEBI, Corporate Affairs Ministry, GST authorities, IBBI,
Banks, NBFCs etc. 3Te7T- 37T Gemafl & & STel gifeld el
2) PCR will help lenders to get complete 360-degree profile of borrower on real time basis.

3) PCRwill help RBI in early detection of systematic stress, checking the efficacy of monetary policy & other
big data analytics. Hifges e &t srfremiar s & off Fgg wam

[Asked in UPSC-CDS-2016-11]

[Asked in UPSC-CDS-2018-1]

Which one of the following is/are credit rating agency/
agencies in India?

(a) CRISIL

(b) CARE

(c) ICRA

(d) All of the above

The Reserve Bank of India has recently constituted a
high-level task force on Public Credit Registry (PCR),
headed by

(a) Sekar Karnam (b) Vishakha Mulye

(c) Sriram Kalyanaraman

(d) Y. M. Deosthalee

MORAL Outrage NOT REQ: “WHY not merge PSBN Network with RBI’s PCR registry ? Ans=Send
suggestion to RBI + CEA Subramanian K, that they shd not do duplication of efforts.# O\ #ter-udi- -t
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Fzgure 5: ﬁ%ﬂﬁmﬁwwﬁé@ﬁéﬁﬁwmﬁwmaﬁ?

- Objective? Even if a company is blacklisted by Indian banks, it could apply for loans overseas, and those
overseas bankers may not be aware of company’s history. So, there should be a global “Aadhar card”
number for companies, and they must be forced to quote that number during every financial transaction.

- After Sub-Prime Crisis and Global Financial Crisis (GFC), the G20 and its Financial Stability Board
(FSB: faitg f@ar a1) came up this LEI concept- a 20-digit alphanumeric code.

- LEI’s Global Boss: Global Legal Entity Identifier Foundation (GLEIF), Frankfurt, Germany. LEI’s Indian
agent: Clearing Corporation of India.

- RBI had ordered the large corporate borrowers (who have taken loans of Rs.1,000 crore or more from
Indian banks) must obtain LEI number by 31/6/2018, then gradually smaller companies must obtain LEI-
number in a ph manner. U SSI-9<] UL 3 Ig TGTH AT g, TR St Bict Sufel 3 =1 g |

- Companies must quote this LEI-number in their financial transaction. RBI has power to issue such
directives under: Payment and Settlement Systems Act, 2007 & Banking Regulation Act 1949.

14.21 \ El ﬁ . @ FUGITIVE ECONOMIC OFFENDERS ACT, 2018

Figure 6: QW@?E%WW 9 TIRT &I AYR Slebe Ggah cie &1 TTfeldl 7 YL, &7 ST ell?) /72

ENEN

el anfdes eraursht srfafaed: This act targets economic offenders accused of cheque dishonor, loan / investment
/ chit-fund scam, money laundering etc. worth % 100 crores /> & left India to avoid facing prosecution / arrest.
- Special courts under the PMLA (Prevention of Money-laundering Act, 2002) will order the villain to
appear within 6 weeks, if not then he is declared “Fugitive Economic Offender”=> His Indian & Overseas
& Benami properties will be attached (w72 anfiies sruRTeft &t R ot faeRit guftat & e faar sem).
- Once property attached- the Union Govt will oversee its administration / liquidation (aR&HTd).
- No ordinary civil court / tribunal can give stay order. Villain can make appeal only in High Court and
Supreme Court. (97ier &nfies STuRTef Shaet 3= =aTerd 3fX Yol =marerd & S Heg AT Tehell 8).
If Borrowers don’t repay, SARFAESI auctions give little recovery, CRR-SLR insufficient to repay deposits

then bank collapse imminent. Then, how to protect the depositors? Ans. =

14.22 5 8 R & DICGC ACT: OBJECTIVE & LIMITATIONS

 Figure 7: ¥ serd) & 49 @ a1 | 3 e A G T ?

- 1961: Deposit Insurance and Credit Guarantee Corporation Act (f7&7 siaT 3R wrg et f7m) - mandates
that all types of banks must buy insurance on their deposit accounts from DICGC. Banks have to pay
premium for this insurance.
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- DICGC is 100% owned by RBI. One of RBI Dy. Governor acts as chairman of DICGC. HQ: Mumbai!
- When a bank shuts down, DICGC will pay upto 2 1 lakh insurance to every deposit holder for his

principal and interest. (fg S &g g 7T A ST & THH RIS gl § gHM)

- EJBudget-2020: announced [ 4 ]the insurance coverage to z 5 lakhs (FHa *RUTE &t AR & wGwt)
- 2021: Government introduces Deposit Insurance & Credit Guarantee Corporation (Amendment) Bill —

BEFORE (QuR/&=iie fadae & uga) AFTER REFORM (4R uma)
Upto 1 lakh coverage Upto Rs 5 lakh
When will depositors get back above amount? No When RBI imposes (withdrawal) moratorium on a
clear timelines. Often they had to wait for many weak bank — within 90 days of that event, DICGC

years (3E1/q3TaST & ST SHH THA AT 79 Tl &) will pay depositors. (R1d Se S/ FHeIR S & & gt
& UF I WX Tk TIIY I8 90 Tt 3 i & gamasn A

ST
Banks had to pay premium/fees to DICGC at the DICGC can [2]increase the premium fees to T12-
rate of T10 paise to insure every 100 worth of 715 paise (i.e. 20%-50% more than the original fees)

deposits. (5! 7 €2 7100 % feuffSie 1 §if & foig 10 T8 M, Exact figures NOTIMP. (a1 ferea & sigiert 1 77%)
&t ST foreat/ g ot et &)

All types of Banks covered Same (G TR % Sk % UTeah! 1 GRIEHT el §)

- Previously, DICGC provided guarantee cover to bank on the loans granted to Priority Sector Borrowers.

- E.g. if Micro enterprise owner did not repay PSL-loans, DICGC would cover losses of the banks, hence its
name contains the word ‘Credit Guarantee Corporation’.

- But, with setting up of SIDBI (1990), National Credit Guarantee Trustee Company Ltd. [NCGTC, 2016]
etc, this credit guarantee work is divided among many institutes (More in |t Pillar#1D), but we need not
PHD over it.# /O, 9igT-9@1-31mi-aer

14.22.1 KB (B Q & - & Limitation of DICGC (wwafart)

- @ If a customer deposited more than 5 lakh in a single commercial / cooperative bank, then he gets
only %5 lakh from DICGC. And for the remaining amount he must wait till RBI / Cooperative Registrar
liquidates the bank. ( Ref 1B1: Banking Regulation Ordinance 2020)

- @DICGC doesn’t cover PACS and NBFCs. Those victims may have to approach courts.

- 2002: UTI (a Government owned mutual fund company) made big losses. DICGC not liable to protect
UTI-clients. So, Govt had to pay 214,561 crores bailout package.

- Therefore, Financial Sector Legislative Reform Commission (FSLRC: fa<ita &d faarit gar emahT) under
Justice B.N. Srikrishna (2011-13) recommended a new organization called Resolution Corporation (RC)
via -Financial Resolution and Deposit Insurance (FRDI) Bill/law.

- Govt had proposed the FRDI bill in 2017, but too much opposition in media & public, so withdrew it in
2018= it’s a defunct topic. We’ll not WASTE TIME learning its salient features. # O\ @e1-ugi-3mi-set

14.23 2 (8 N\ €2) A BAD BANK CALLED “PARA - SuGGEesTED BY [T] [C]ES17

- Former Chief Economic Advisor (CEA) Arvind Surbamanian’s Economic Survey 2016-17 had proposed
a bad bank named “Public Sector Asset Rehabilitation Agency” (PARA: Trdsifaes et uftggy ga:ufagra=
usiet). PARA will buy bad loans from PSBs, try to salvage the maximum value from loan-restructuring /
liquidation-auction and absorb the losses. TR St & @RTa &= YU/ ST3TSie URGUTE! s @G,

- CEA Arvind . also suggested RBI to give additional dividend to Govt. to start this bad bank & finance its
losses. ftsTd S 3 HATh @ PR o S AT el § 3 UG & 38 a7 1Y ag o d
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14.23.1 2 ([H N\ ©) Bad Bank called ARC/AMC- Announced by (=] Budget-2021

= [JBudget-2021: we'll set up an Asset Reconstruction Company (ARC) and Asset Management Company
(AMC) to take over the bad loans from banks. (aR&uft qie/uae dut ot o dopt § It srersies ufeufat
I @G )

= Govt will not have any shareholding in ARC/AMC. Banks will set these organization(s) up with their own
funds. (SRFR THH WA IR &l T S 1ot GG & I YT I SHR! ST

= Padmakumar M Nair will be CEO (Chief Executive Officer), previously worked in SBI

Actual details about structure / function etc not yet announced. # X S eirer-var-am-ag.

14.24 @ J 6 f G2 M ProMPT CORRECTIVE ACTION (PCA) FRAMEWORK

- 2002: RBI Governor Bimal Jalan designed it for all Scheduled Commercial Banks, except RRBs. (wfed
GYURTEE FHRaTE §93@1) — 2017: Urjit Patel toughened PCA norms further. (i @t i g smam)
- 2018: NABARD announced separate ‘Prompt Corrective Action (PCA) Framework’ framework for
Regional Rural Banks (RRBs &ea 7mior s 3 forg wmame &t svert § fammaett 8).
- In PCA framework, all Commercial Banks are monitored for
- Asset Quality (NPA or bad loans), udtgrafcaf &t 7ot srest § &l 542
- Capital Sufficiency (BASEL-IIT), uaTw ysit & ot el ?
- Profitability (Return on Assets: RoA), Uit T & &l € &l eI ?
- Accordingly, are classified into Risk threshold #1, #2, #3. Higher the number, higher the risk. Then,
accordingly, RBI will take corrective actions such as:
1. RBI giving strict warning, conducting deeper audit & supervision. (g St AR
2. Restricting bank’s directors’ salaries and dividend distribution to its investors. (3, @I faa=or
TR ek AT
3. Restricting bank’s branch expansion & lending operations. (1T &R 37 3601 37 TR ek 7T
Forcing merger / shutdown of a weak bank (under Banking regulation Act 1949). (37 sid # faefi
AT/ PHSIR doh ol 9 L 1)
- Ifa PCA-listed bank wants to get ‘whitelisted’, it’ll have to mits NPA, obtain additional capital, |Z|its
profitability. (38 gt & aTex Ferer & O 31sie GufRial ot A AT GHTI, AT Yoit e @R, SATGT HATH AT 21TT)
- PCA is “Monetary Policy — Qualitative / Selective Tool — Direct Action”. (Fifge =fifcd — TomEs — et
PRI %1 9 U H14 2)
- Asof 2020-Feb: 4 PSBs in this list viz. Indian Overseas Bank (IOB), Central Bank of India, UCO Bank and
United Bank of India. (b Dynamically changing info so we need not remember / loose sleep for MCQs.

14.24.1 @ & @ f (=3 @ Supervisory Action Framework for Urban Co-operative Banks

- 2012: RBI launched Supervisory Action Framework (SAF) for Urban Co-operative Banks (UCBs). (Jg&
e Sl W e FRars wuir)

- [2]Tightened it further in 2014, — tightened further in 2020 (37 ffrt 3t o T foram )

FAQ: How is SAF similar or different than PCA framework meant for commercial bank? Ans. Not important.

Sufficient to know word association ke PCA=commercial banks, SAF=UCB.# O\ &ife1-ugI-31-ser

14.24.2 ATMANI — @ @ &5 @ RBI orders bank to halt Dividend Distribution
= Scheduled commercial banks and cooperative banks shall not make any further dividend payouts from

profits made during FY 2020-21 until further instructions. (JAT% H & @A fazor W ) — 2021: RBI
relaxes these norms to allow dividend release. (gTciifeh 31e e S = 38 UGEl W T 4t 8)
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=> This will help the banks to conserve funds and absorb losses in an environment of heightened uncertdinty
in CORONA. (91 o1 ER&J0T 37X TehTT I STaifoia/ara)

= Separately, FinMin has ordered PSBs to reduce 20% non-core spending (f%s[e @=if # 20% &t Feldt e &l
31gx1) E.g. PSBs have habit of buying Audi cars for their Managing Directors, but now they’ll not be able

to waste money like that.

14.25@ KB BASEL-III Noryms (3&a-3 7IES)

Bank for International Settlements (BIS) is an international institution made up of 60 countries’” Central
Banks. HQ @ BASEL, Switzerland. Its committee on banking supervision set norms in 1988 (I), 2004 (II),
2011(T1I) to ensure global financial stability. (3f%e fariia ferar  forg wrde s € 39 |fEfa )

' |f Weak Public Sector Banks issued shares/bonds, no
wise investors will give 3. So Govt. must recapitalize
them and / or merge them with big/strong PSB.
BMB+5Ass0->SBI (*17); Vijaya+Dena->BoB(‘19)

Debt Equity
(Bonds N (Shares)

Mum% e
IC ”“;:'*‘ [Assets (100)
apiial rrom R
Shares & CRR, SLR
Bonds (1) » Good Loans
* Bad loans
1
"RBI | %Dalculate “Risk Weighted Assets” | Sl
- Additional Rs.10 capital required. The More bad loans = more risk | *.=
LT process of gathering that capital via assigned. RWA = Rs.120. %)=
P, 94

shares/bonds = Recapitalization.

4‘94’Iiknt‘a°'°6
Non-compliance with BASEL= RBI puts . _®BAS.E|-'|” norms (WEF 31/3/2019)

bank in PCA list- restricting directors’ || Min. Capital = Risk weight Asset Ratio (CRAR) = 9%.
salaries, dividends, branch expansion, Pregently: (1+120) x 100 = less than 1%

lending ops., even merger / shutdown. || Desirable: (11 + 120) x 100 = 9%

Figure 8: we need not bother with Tier-1 Tier-2 Capital etc, #%1ST-9gl-3T71-ag!
- From 1/4/2013, RBI began phased implementation of BASEL-III norms in India:
- First, a bank needs to calculate its Risk-Weighted Assets (RW A: Siif@gut &ufx).
- Against these RWA, (Universal) Scheduled Commercial Banks (SCB) must keep:
o “Minimum Capital to Risk Weighted Assets Ratio” (CRAR) at 9% or higher from 31/3/2019.
o “a%” Capital Conversation Buffer (CCB) from XX date..
o “b%” Counter Cyclic Capital Buffer (CCCB): whenever RBI notifies.
- “c%” Leverage ratio (LR)
- “d”% Net Stable Funding Ratio (NSFR)
- “e%” High quality liquid assets (HQLA)
- “f%” Liquidity Coverage Ratio (LCR)
- and so on...many things.

™ FAQ. How exactly do CCB, CCCB, LR, NSFR, HQLA, LCR etc work? Ans. Not important for exam,
beyond the basic ‘word-association’ that they’re related to BASEL Norms. # fO\ @er-ugl-amt-sat

= Each member country’s Central Bank can prescribe different %, ratios depending on their country’s
situation. (%X 3%t g der 3TemT-31er 3 e ST &t gemdl §)

= AsBadloans (NPA) |Z| = bank’s asset quality degrades Elz its Risk-weighted assets (RWA) |Z| —
bank must arrange more capital to comply with these ratios, norms and buffers.
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= Ifabank can’t comply with BASEL norms — RBI puts it in PCA list. In worst case, bank will have to
merge/ sell off its business to another bank or shut down. (37 ATEE! &l & T A 37t # o I & Tl 8)

=> BASEL Norms also apply on Differential Commercial Banks (LAB, RRB,
SEB, PyB), Cooperative Banks, AIFI (EXIM, NABARD, NHB, SIDBI) and certain category of NBFCs, but
RBI can prescribe separate norms / limits / deadlines for them. (faf$a yeR &t faxita rerer SuR Gernel ) 3
HES! ht TIHT STeTT- 316l §)

? What is the objective of BASEL-III norms? (UPSC-Prelim-2016)

a) Develop national strategies for biological diversity.

b) reduce the GHG emissions but places a heavier burden on developed countries.

c) transfer technology from developed Countries to poor countries to replace chlorofluorocarbons in refrigeration.

d) improve banking sector’s ability to deal with financial and economic stress and improve risk management.

? Basel Convention provides: (UPSC-IES-2020)

(a) Indian standards for pollution measurement and prevention

(b) International guidelines to control the transboundary movements of hazardous wastes between different countries
(c) Indian standards for the disposal of municipal and industrial wastes

(d) International standards to categorize pollution in air and wastewater
14.25.1 ﬂ D-SIB: Domestic Systematic Important Banks
= In 2010, G-20’s brainchild Financial Stability board (HQ: BASEL) asked countries to identify

Systematically Important Financial institutions and put framework to reduce risk in them. [Side note:
Same parents responsible for birth of Legal Entity Identifier (LEI)]

=> Each year, RBI identifies banks that ‘too big to fail’ (=if they fail, it’ll severely hurt the economy)’ and
labels them as Domesti matic Im nt Banks (D-SIB), & orders them keep additional equity
capital against their Risk Weight Assets (RWA) & imposes other technical norms.

=> Presently, 3 D-SIBs in India: SBI, ICICI, HDFC (Latest Entry).

14.26 @ @: BASEL NORMS DEFERRED IN CORONA

14.26.1 @ @ @ BASEL Norms: RBI deferred some norms

= ATMANI — RBI deferred deadlines for BASEL-norms related to Liquidity Coverage Ratio, Capital
Conservation Buffer (CCB), Net Stable Funding Ratio (NSFR) etc. What they mean/how they work =
NOTIMP (F® AFge! &t sifaw fafdr &t eret foam mar )

= [ We need not loose sleep over new deadlines, as they may again get extended. So, dynamic information
= dangers of answerkey becoming invalid, so, smart examiners usually avoid it.# O\ dter-ugi-arml-agt
14.26.2 @ @ BASEL Norms: Switzerland’s body deferred some norms

= Some of the BASEL norms were to be effective from 1/1/2022 such as IRB approach for credit risk,
operational risk framework, CVA framework, market risk framework, Pillar 3 disclosure requirements.
(what these words mean= NOTIMP)

= Basel Committee's oversight body (group of Central Bank Governors in BIS) have deferred them to
1/1/2023 due to ongoing Corona crisis. # O\ die1-uel-3mi-s¢!
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14.27 @ m @ BANKS’ BALANCE SHEET / AUDIT NORMS (gmwawqﬁ&:rw)

14.27.1 B [ull[31) IndAS Accounting Norms deferred (3ram Ares =ifia/era f33)
=> Ministry of Corporate Affairs (MCA) ordered all the companies to keep their balancesheet as per the
format prescribed in the Indian Accounting Standards (IndAS).

=> Institute of Chartered Accountants of India (ICAI) — Accounting Standards Board (ASB) has designed
IndAS Norms. IndAS norms are similar to International Financial Reporting Standards (IFRS) designed

= Beneﬁt? IndAS accounting format makes it easier for the local and global investors and regulators to
compare, analyze and understand a company’s financial position from its balancesheet.

=> IndAS is not part of BASEL norm. But, since commercial banks are basically ‘companies doing banking
activity’, so they also have to comply to IndAS norms. But, only RBI has the power to notify its
implementation deadline on banks.

=> 2020- Critics demanded RBI should implement it, but RBI not yet done.

14.27.2 @ L @:@Revised Long Format Audit Report (LFAR)

= Audit (e@r 98&m) is a systematic and scientific examination of the Balance Sheet/Accounts
Books/Financial Transactions. Audit is done by an independent person known as Auditor.

=> 2002: RBI required Bank auditors to submit Long Format Audit Report (LFAR) to RBI & to respective

bank's top-management. 2020: RBI issued new guidelines. So, now Bank auditors have to submit Revised

Long Format Audit Report (LFAR) — Beneﬁt? More transparency, accountability, fraud-detection

14.28 @ FB W RECAPITALIZATION OF PSBs: [ardwifa & & donl &l USR]

If a bank doesn’t have enough capital to comply with BASEL-III norms it can issue debt (bonds) and equities

(shares) to gather new capital. (ST&e ATEE! &1 STUTE &eA 3 foIg e = TSTt STHT HEAT Bt 8)

- 2015: Estimation that Public Sector Banks (PSBs) will require ¥ 1.8 lakh crore additional capital by
31/3/19 to comply with BASEL-III norms.

- So, Finance Ministry’s Dept. of Financial Services up with Indradhanush PLAN for phased-
recapitalization of PSBs with % 70,000 crores from 2015 to 2018. Individual PSB will get funding based on
outcomes / performance. (3599 @ o 37T foT HaTery TR ot & STt § Vel AT-T1fel HHEE o SFTer & o)

- 2017: It became clear 270,000 crores was insufficient for BASEL-III compliance. So, Modi Govt.
announced more amount. (i S1¢ H YaT =rell 1 &Y THH gaTw et ot iR Sa1gr we =gy gnm)

- To arrange 22 for this, Govt began to issue Bank Recapitalization Bonds (RcB) in the market with
following features: These bonds will have interest rate of ~7%, mature@ 2028-2033. Non-transferable to
third party, Non-convertible into shares. (T SaTg] 7H FERA & foly §RER A TR # i< SR )

- Govt instructed PSBs to mobilize equity (share) capital from private investors. However, investors shy

away from smaller banks with weak balancesheets, so BMB & 5 Associated Banks merged with SBI
(2017). Vijaya & Dena to be merged with BoB (2019, 1* April) etc. (More in |t Pillar#1B1)
- 5 Budget-2020: FM said we’ve given 23.50 lakh cr in the last years years.

- EJBudget-2021: 220,000 crores for PSB recapitalization in Financial Year 2021-22.

?With reference to the governance of public sector banking in India, Find Correct Statement(s):( UPSC-Pre-2018)
1. Capital infusion into public sector banks by the Government of India has steadily increased in the last
decade.
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2. To put the public sector banks in order, the merger of associate banks with the parent State Banlkof
India has been affected.
Answer Codes: (a) 1 only  (b) 2 only (c)Both1and2 (d) Neither 1 nor 2.

14.29 & BANKING SECTOR: GOVERNANCE / ADMINISTRATIVE REFORMS

14.29.1 &Gyan-Sangam-I, 2015, Pune

FinMin’s Dept of Financial Services (fa<ita &ar fawmT) organized a workshop of financial regulators, Public

Sector Bank, Insurance Companies etc. It resulted in 3 outcomes:

1) PSBs’ CMD post bifurcated into 1) separate chairman and 2) separate MD&CEO so that banks can
function in more professional and accountable manner.

2) Indradhanush plan for bank recapitalization (% 70,000 crores) tied with governance reforms in PSBs.

3) Finance Ministry setting up an autonomous body- Bank Board Bureau (BBB). —

- F‘iu‘re‘;: W#mwéﬁﬂﬁw

- Itis non-constitutional, non-statutory body (3 &€ 7 at Gaenfaes g =1 O denfrar)

- Itinterviews & selects top officials (MD, CEQO, Chairman and full-time Directors) for PSBs, LIC and other
public sector financial institutions. Actual appointment done by FinMin’s Department of Financial
Services. (Just like UPSC selects candidates suitable for IAS but DoPT notifies appointment.)

- BBB also helps the banks in governance reforms, raising capital for BASEL-III etc.

- BBBhas 1 Part-Time Chairman, 3 Part-Time Members and 3 Ex-officio Members (from Govt & RBI side)

- 2018, April: Bhanu Pratap Sharma (retd.IAS) replaced Vinod Rai (retd.IAS, former CAG) as the new
chairman of BBB. (b But such Person in news GK is not imp4UPSC # O\ ie1-ug- e-5t

‘? The Chairman of public sector banks are selected by the _ _? (Pre19-SetA-Q73)

(a) Banks Board Bureau (b) Reserve Bank of India (c) Ministry of Finance (d) Management of concerned bank

14.29.3 &PSB Banking Personnel Reforms— @ @ESZO suggestions Vol1Ch7 (50 years anniversary)

- PSBs should be allowed to do 1) campus recruitment of atleast some specialists (& faRiv=T @ Fwq IRE &
et o) 2) lateral entry in higher management (3= werere & uifaies oxelf ).

- PSBs should give Employee Stock Option Plan (ESOP) to their employees. ESOP is a type of benefit plan
wherein employees given some shares of the company (Apart from their regular monthly salary). [@emt

i faehed AISHT: Aa/aeaTg & STerral et St & YR oft SHad @l i3y S 2]

When/if company makes more | How does employee benefit from ESOP ? (358 41 %Tagl &RT)

profit —

1) Market price of shares IZ| He can sell his shares to a third party for a large gain.

2) the dividend to the He can keep the shares with himself, and will get large dividend from

shareholders will increase. the company (in addition of his regular salary) FaTe % 3Telral &uHT &
AT | & areRr ot A

- Asshareholders, some of these employees may even join as board members — help designing more
realistic business policies at the apex level. Thus, ESOP changes mind-set from an “employee” to that of
an “owner”. (FHE 7 Uit &l Hifeies @11 &t STIET ST &)

- Itencourages the employee to work harder with more dedication, loyalty and passion for the company’s
profitability and brand image. (a7 THIvT 8T 31X 7 & S & el q I H2AT & el )
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14.29.4 &Enhanced Access and Service Excellence (EASE) Agenda 2018

- 2017, October: Government announced 2 lakh+ crore package for recapitalization of PSB. But critiques
argued such relief measures will just make the PSBs officials lazy & undisciplined (moral hazard). So,

- 2017, November: First Public Sector Bank (PSB)-Manthan organized by Dept of Financial Services (DES)
at Gurugram. Based on the participants’ inputs...

- 2018, January: FinMin’s Dept of Financial Services released EASE framework (3t uga il §a1 3epwan) with
6 pillars to make PSBs more Responsive and Responsible viz.

1. Customer Responsiveness. (UTgdh! & Ufd SATEgg!)
2. Responsible Banking: Reduce NPA, prevent frauds. (dRaT9s W 3i%w1)
3. Credit Off Take: Try to reach out to potential borrowers for home, auto, education, loans. (¥@® 3% &
IYREATSN I @It )
4. Help MSME entrepreneurs via SIDBI’s Udyamimitra.com portal. Approve/reject loans in not more
than 15 days. (93491 &t Agg)
5. Deepening Financial Inclusion & Digitalization. (&g @ tazm)
6. Employees’ Human Resource Management (HRM: HI+a &9 ¥&¥): improve with training,
performance linked promotion-salaries-posting-transfers etc.
Implementation ? Each whole-time director of a PSB will be entrusted with one pillar of the EASE-framework.
Their performance will be checked by the PSB’s board of directors. An independent agency will be tasked to
check public perception. Finally PSB banks will be ranked: E.g. 2018: PNB > BoB > SBI.

14.29.5 &Ease 3.0: Tech-Enabled Banking (2020-21)
- 2018=Ease 1.0 — 2019: Ease 2.0 (some more fancy feature but NOTIMP) — 2020: ease 3.0
- Finance minister proposed Smart, Tech-enabled Banking for Aspiring India.

- Associated keywords: Doorstep Banking, Dial-a-loan, Credit@click, Palm banking (using phone/tablets).
Table 4: Points for assembling Mains Answers Rapidly

Eco.Survey-2015: “4R” framework Eco.Survey-2014: “4D” framework
Recognition (7gamM): of bad loans via asset Disinter(@ga= fAdern): "Digup graves, recover money":
quality review (AQR) using SARFAESI Act, I&B code, Sashakt

Resolution (§AT9M): via schemes/mechanisms | Differentiate among PSB (f%7 9@gR @=1): Government
I&B, Project Sashakt should recapitalize Profit Making PSB: while merge or
privatize Loss Making PSB.

Recapitalization (g-gsieon): for BASEL-III Diversify (3f<7 @m1): Allow more number and variety of

[CIREN

norms = Indradhanush, Bank Recap Bonds & | Banks.= SFB & PyB allowed. Wholesale Bank proposed.
other measures: Total ¥ >3.5 lakh cr lakh crore

mobilized.

Reforms(§9R): Governance & Administration | Deregulate (F3@or 7a): Lower SLR, Promote Corporate
of PSB= BBB, EASE Bond market so they borrow less from Banks e.g. Tri-
Party Repo mechanism.

Further, you can also mention: PCA Norms, PCR registry, PSBN Network, ESOP etc.

14.29.6 Z4 Conclusion for public sector banks? (GTdsifae &l & i & TR # frrser)
v' A vibrant banking system can support India’s growth story/ PSBs are growth levers for India.

V" Inefficient PSBs can severely handicap the country's economic development.
v" 35% of Indians are in the 15-29 years age group. Majority of them live in rural areas and many of them
require education loans and business loans to progress in life.
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V" Therefore, aforementioned initiatives are imp in that regard/ need to be addressed on priority basis to
o 1) reap India’s demographic dividend and
O  2)toachieve $5 trillion economy status by 2025.
0  3) to achieve V-Shaped recovery Post-Corona

T hl TIRTEITTT Y ST ST, TT STHIEIh I AT ! U i & el STidd AfeT Tomedt 3Taaes | 31d: Iad o/
oh| TR % I HgH TG &/ IoRT G il ST HaT ¢ |

14.30 / @ @ NEGATIVE NEWS — YES BANK AND AT1 BONDS (2020)

) BANK

= 2004: Yes Bank, a Private Sector Scheduled Commercial Bank starts (HQ-Mumbai)

=> Its founder Rana Kapoor took bribes to approve loans to companies without capacity to repay loans, such
HDIL (This HDIL company also borrowed from PMC bank, causing another crisis there.).

= By 2020: Yes bank’s business became unstable. (g4 31f@R gt ™)

Equity Capital + Liabilities (Bonds and Deposits) + NET Profit = Assets

Table 5: Hypothetical figure only for illustration. B.Com/PHD NOT REQUIRED 2 D £9 &> = (B

+Equity Capital +Liabilities +NET =Assets
(Shares) Bonds Deposits Profit (Loans, CRR, SLR etc)
Healthy bank +11 +3 +78 +1 =100
Loser bank * * +78 -10 =90 (assets due to bad
This is happening loans)
*How to revive? (we 11— [1]20 (get 3— [L]2 by +78 (put deposit withdrawal limits to | -10 =90
must balance the equity infusion writing off AT1 keep this stable. Besides, if loans
Equation) from SBI etc.) bonds) given for 10-15 years project, bank
can’t return depositors’ money abhi
ke abhi)
2020-March: RBI is attempting following for Yes Bank’s revival (qsiifaa ar)

= Deposits Liability: (temporary) withdrawal limits of 50,000 on depositors
= [1]Bond Liability:

o A) Write down ~%9000 crore worth AT1 Bonds liability from equation. (in other words, those
investors will not get a single paisaa. a1 @I GadT @l WIS &< g1). These bonds holders are
unhappy & will go to court to stop this. OR alternatively

o B) Convert the AT1 bonds into (lower priced) shares e.g. 100 Face Value ka Bond converted
into 220 Face Value ka Share (so there is 80% loss /haircut for the bond holder)

= [ 1]Equity Capital: Other banks to provide equity (share) capital worth >%10,000cr into Yes Bank —
future shareholdlng maybe SBI (45%),ICICI(6%),HDFC(6%), Ax1s(3 4%)

14.30.1 & BASEL-III norms: Capital Tiers
BASEL-III norms require banks to keep capital against their risk weighted asset ratio. This capital is
subdivided into:

Capital of a Bank | Instruments / subtypes: List not exhaustive

Tier1/ => Common Equity Tier-1 (CET1) e.g. ordinary shares.
core capital — = Additional Tierl (AT1) e.g. AN AT1 Bonds, Preferential shares etc.
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‘ Tier2 — | = Bonds/Debenture, Hybrid instruments

BASEL-III prescribed that banks must keep minimum x%, y% etc in each of these tiers, depending on their
Risk Weighted Asset (RWA).
14.30.2 \ Additional Tier 1 (AT1) Bonds
They have no maturity date (i.e. bank has to pay interest for infinite time / perpetuity and principal will not be
returned). However, bank may ‘buyback’ them after certain years. If / when a bank makes huge losses — AT1
Bonds’ liability may be

A. written off (Tt #% 341) OR

B. converted into shares (process called ‘Bail-In’).

™ < Beyond this any what/why/how/PHD, ball by ball commentary on SC judgements and PILs =poor
cost benefit for MCQs.# O\, de1-ugI-a1m-aa!

14.30.3 \ @ gZero Coupon Bonds for PSB recapitalization

=> Zero Coupon Bonds: They mention 0% interest rate BUT borrower issues them at discount (e.g 3100 ka
bond sold@90) — borrower re-purchases it at face value (e.g. ¥100) on maturity date. Thus the
lender/investor earns profit/interest. [Gm=a &9 § f3a%re &t FATEH o fAew ]

= 2021: Govt issued 5,500cr worth of Zero Coupon Bonds to Punjab & Sind Bank at face value. (i.e. 100
ka bond sold@100, 0% interest). So effectively no interest or profit to be made. (3% A SIS HATH Tl

=> Basically, Govt is doing an Accounting Gimmick/Financial illusion wherein Punjab & Sind Bank gives
Z5500cr to Govt by buying these Zero Coupon Bonds— Govt re-invests ¥5500cr in same bank's
shares/equities, to 'show on paper' that govt has recapitalised this bank for Basel norms. (S€e A&l &t
SIUTE g3 & QT i st W feaman e & folg Uoh e ht faii et e @t € TR & gRT)

= RBI has expressed concerns/displeasure about this gimmick. (Refd s 7 feian/arrent Starg)

= Anyways (b Neither the amount nor the modus operandi is important for exam. # X, = #re1-ug!-m1-ag!

1431¢7 €: & (O [E§) NEGATIVE NEws: ILFS & SHADOW BANKING

——— -

i 1.

Tﬁ' il

1431.1 & (O [H) NBFC: Shadow Banking (3t / wfireran §f yomet)
[E]ES20 Vo1 Chapter 08 on ‘“NBEC’s Financial Fragility’ (frfta szar) observed

= Shadow banking is a set of activities and institutions. They operate partially (or fully) outside the
traditional commercial banking sector. They are not fully regulated by the RBI. 3 &1 urufies s framt &
SRR Y gL I Sl 6.

= They mobilize funds by borrowing from banks, issuing Commercial Papers (CP) and Bonds (Non-

convertible debentures)
Table 6: Three important segments of the shadow banking system in India

HFCs Housing Finance Companies. E.g. Dewan Housing Finance Limited (DHFL)

LDMFs - Liquid Debt Mutual Funds invest clients money into short term debt instruments such as
T-bill (of Govt) and Commercial Papers (of companies).
- e.g. certain schemes by UTI, Kotak, L&T, Tata mutual funds
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- 2019: Some of these LDMFs had invested clients money in IL&FS and DHFL, but failed to
get the money back. Nearly 24000 crore of investors’ money is stuck, triggering the NBFC

crisis in India.

Retail- Retail Non-Banking Financial Companies such as Gold loan companies, asset finance

NBECs companies etc.

Shadow banking system’s assets are risky and illiquid. If there is a “bank run’ like situation (depositors /
investors demanding the money bank) these shadow banks can’t honour the obligations. As seen in the ILFS
crisis (2019) —

14312 & (O [E8) Shadow Banks — IL&FS & NBEC Liquidity Crisis

Assets é "_&FS Liabilities Bank deposit rates ~4-

6% so better [ invest in

@ _ _ | " Long Term borrowing: | mutual funds (MF)
Loans given to infra Bonds, SIDBI loans,

 projects: Ports, Highways  IDBI's Letter of Credits |

. ~ Short Term: Commercial |
and acquisition, Papers, inter-corporate

environment clearance, deposits.
project delayed.
“Shadow Banks” .
NBFCs that perform
bank flike functions but

oulside Banking
Regtilations

3

F pooled public money,
invested here, but IL&FS not
repaying interests regularly.

- Infrastructure Leasing & Financial Services (IL&ES) is a Systemically Important Non Deposit Taking Non
- Banking Finance Company (NBFC - ND - SI: WoreiivTd &9 & Fgeaqul- fSuifdie 7 daret- s o o)
Setup in 1987 HQ@Mumbai.

- Shareholders: LIC > Japan’s Orix group > Abu Dhabi’s group > Central Bank of India > SBIL

- Challenge? 1-2-3 of above diagram. + loans given to unworthy borrowers with forged documents, bribes

were paid to IL&FS board directors & auditors.

14.31.3 & ATMANIRBHAR — : & (O [§) RBI Helping NBFCs/ Shadow Banking industry
- RBI haslaunched 1) TLTRO and 2) special liquidity window. (Ref |t 1A2 Monetary Policy)
- Govt has announced following 1) Partial credit guarantee 2) Sp. Liquidity scheme 3) Credit Guarantee

Enhancement Corporation

14.31.4 ATMANI — @ N @ Partial Credit Guarantee Scheme (PCGS) 2.0
- Budget 2019: If NBFCs/ MFCs/Micro Finance Institutions (MFIs) borrowed money by issuing debt
securities (Bonds or Commercial Papers) — Public sector banks (PSB) invested in it — but borrower

default then the government paid 10% of loss to PSB.
- Corona= total 20% loss cover guaranteed to PSB. (Grdsifacs dei @l &TifRes shiee et)

14.31.5 & ATMANI — & N\ B Special Liquidity Scheme for NBFC/HFC (@ a¥aat @)
- Special purpose Vehicle company (SPV: faRiv 3g%2 & =18 7rit &u) by SBI Capital Markets Limited
(SBICAP). RBI will be regulator.
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- This company will buy 230,000 crore worth short-term debt securities of NBFCs from primary and
secondary market. (79 1afe & o1 Hia¥fer @RIGH)

- — liquidity for those (shadow banks) — they can revive their operations, pay off their other investors etc.

- If shadow bank fails to repay principal/interest to above SPV, then SPV’s losses will be covered by FinMin
— Dept of FinServices (fa=ita &ar fasm).

- In other words, those securities will be fully guaranteed by the central government.

™, Above things’ exact methodology need not memorized # fO\ @iel-ug!-ami-s@r

14.31.6 ATMANI — @ \ @ Credit Guarantee Enhancement Corporation

= Budget-2019: we will setup a Credit Guarantee Enhancement Corporation (CGEC: %fge Tt a¢= fm).
It’ll be an NBFC company, regulated by RBI.

ATMANIRBHAR Bharat 2020= Yes, we’ll do it, (which was already promised in Budget 2019).

This company will provide Credit Guarantee to debt securities issued by Non-Banking Financial
Companies (NBFCs: 7R SfekT farefta drufeai g1 <t 501 vail Uy, 501 3rgreit &t et 3 3 famm).

Thus, debt securities’ credit rating will E = investors will find it safe to park money without demanding
high interest. (fSa& fAa=ret &1 fagma s, Sifaw &M g, o7k g 5T S saret #it off 37 Boraat # fawr #)

- Benefits?

- Investors and Mutual Fund companies will feel safe parking clients’ money in NBFC = Post-corona
economic revival. (PR TgHRY & TG 37ed &t gASiiad a<d H 78g)

- NBFC may lend such borrowed funds to Microfinance institutions (MFI)= help poor borrowers.

Ul

U

NOTE: above things meant for banks/NBFCs. Apart from that, to help MSMEs, Government launched
Emergency Credit Line Guarantee Scheme (ECLGS), but it’s separate-we’ll study in (More in |5 Pillar#1D)

7% feif@ag Following measures have been done long before Corona / Atma Nirbhar. How exactly do above
norms work? Ans.Not-Imp. Because Prelims- word association sufficient due to technical nature of topic

and for mains the max. utility = 250 words, we’ve sufficient content for it

14.31.7 @ (N ) Q) @Shadow Banking — other Remedies by Govt post-ILFS crisis

1) Under Companies Act: Ministry of Corporate Affairs (MCA:) replaced the IL&FS’s Board members.
Uday Kotak made new Chairman. #RURe A & Hale 3 1S 311t Sravaet & 370 faRwsit &t o fman

2) MCA constituted the statutory body National Financial Reporting Authority (NFRA) under Companies

Act 2013 for stricter vigilance over Chartered accountants and auditors. (More in 1C: SEBI Handout)
U A & SfTa AP fareita RafE wnferemor A Ue denfen g &t e

3) Corporate Affairs Ministry’s Serious Fraud Investigation Office (SFIO) investigating the IL&FS officials &
auditors. (TR GRETUE ST BRI - ST THE SR AT e i Sie 9 @l 8)

4) Companies Act requires all companies (incl. NBFCs) to setup a Debenture Redemption Reserve (DRR),
fill it with % from profit to protect bond investors incase of default. Government exempted NBFCs,
housing finance companies and, listed firms from this requirement so they can easily mobilize new funds
to revive old biz. fed=r REwm smfea [fY & fawl & Fo fRama g

5) LIC says we’ll not allow IL&ES to collapse (=we may use Policy holders’ money to rescue it just like IDBI)

6) National Housing Bank introduced Liquidity Infusion Facility (LIFt) of 230,000 crore for additional
liquidity to HFCs for individual affordable housing loans. F=ret gr3fE S g1 e1fifert TT Fear

7) Through Finance Act, 2019, Govt amended RBI Act 1934 to E RBI power to regulate NBFCs in
following ways: RBI can remove NBFC’s board of directors, debar its auditors, can inspect any NBFC or
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its associated group of companies, RBI can force merger/splitting of non-viable NBFCs, higher
fines/penalties for violation. fid e &t fRTt wferalt & sgiad &t 71

1431.8 (O () € W shadow Banking — Remedies by RBI

= RBItightened norms of Asset-Liability Management (ALM) norms for NBFCs.

=> 2019 July: Dy. Gov Viral Acharya Committee — RBI board approved 3 year medium term framework to
improve RBI regulation & supervision, based on global best practices = “Utkarsh-2022” roadmap. af¥e
HIFEE! T STFERVT Y U Rord e ot FoRiefo ST et et ot sromforat & SHTe 3 wTed! # GUR e 3 (oY Ik rdshl

= RBI ordered certain NBFCs to implement BASEL-III norm’s Liquidity Coverage Ratio (LCR) High
Quality Liquid Assets (HQLA) framework in a phased manner. T&e A1-G3! 1 d1e

=> 2021: RBI proposes 4-tier structure for tighter regulation of NBFCs: NBFCs to be classified into four
categories BASE, MIDDLE, UPPER & TOP LAYER (most risky companies). Accordingly tighter
regulation on them. (b Exact details notIMP, Until they actually implemented. =R o} & shfem o fegra &
FieT QT Fad IoT Aot 7§ a8 SI1eT @ got FHufa ot T@r ST o7k 39 R ferd e & A gad sare g gh.

14.31.9 @ S ) Q) @ Shadow Banking — Remedies by SEBI

SEBI tightened norms for Credit Rating Agencies (CRAs). They’ve to disclose 'default probability’ of bonds &

other debt instruments. SEBI tightened norms on Mutual Funds, regarding where/how they invest clients’

money. (et 7 oft URefRiar & forg femt = o forar 8)

14.31.10 & S ) b @ @ Shadow Banking — Remedies suggested by ES20

- CEA Subramanian K. has created a “Health Score for NBFCs” to monitors given NBFC company’s Asset
Liability Management (ALM) problems, balance sheet strength, etc. and gives them a score between -100
to +100. (TTEA GTehich ST ).

- Higher scores indicating higher financial stability of the firm. This health score can provide early warning
signals to the Financial regulators — they can initiate appropriate measures before it's too late. (J9&i® %
e # fRae 0% YR @ qg Jara gt — 3§ Jua Rl e qia Sia=ae/STed/ang g 381 §4h)

14.31.11 ( @ @ NBFC-Negative News (2019): Thomas Cook NBFC closure in UK

- Thomas Cook was a UK’s travel-related financial services company (1841).

- They provided currency exchange, travel/luggage insurance, ticket booking, hotel accommodation, tour
package etc. facilities. But, Their business declined with the advent of Airbnb, Trivago, Makemytrip &
other apps / websites in travel segment. (3TfeTs &7 & Tead I 37 39)

- 2019: Thomas Cook couldn’t repay its loans, couldn’t work out resolution plans with lenders, UK
Government did not give bailout money — compulsory liquidation. (3@ &a & dut &t )

? In September 2019, which one of the following travel giants declared itself bankrupt ? (CDS-i-2020)

(a) Expedia (b) Cox & Kings (c) SOTC (d) Thomas Cook

14. 32/ ® & NeGaTIVE NEWs: PNB, LoU, SWIFT, & NIRAV MODI

LB 25 i : [ '
- r' 'I
l ' e h

PNB (Mumbai Branch): szeforezgn currency loan to our clzent Nirav Modi for purchase of goods (diamonds,

airplanes, whatever), if he doesn’t pay, we’ll pay.

- If such bank guarantee given to another bank in a foreign country, it’s called Letter of Undertaking/

Letter of Credit/ Letter of Comfort: internal difference netimpertant:
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- Bank earns commission / fees from client for issuing such letters / guarantees.

- The foreign currency thus loaned, goes into PNB’s Nostro (Latin:Ours) account, & Nirav uses the dollars

to buy diamonds in HongKong.

- PNB Scam: PNB-Mumbai’s corrupt manager kept issuing LoUs to diamond merchants Nirav Modi &

Mehul Chowkasi without due-diligence or collaterals for 7 years, worth ~212,000 crores. And 2018-

January: Nirav & Mehul left India.

- PNB officials couldn’t detect scam because LoUs were generated through SWIFT platform, which was not

integrated with their Core Banking Solution (CBS) server.

14.32.1 %Financial Messaging Systems

Within India

Globally (3ff§e &R 1)

Structured Financial Messaging System (SFMS)

Society for Worldwide Interbank financial

telecommunication (SWIFT)

designed by Tata Consultancy Services (TCS) for
IDRBT (=Research arm of RBI)

By a Cooperative organization in Belgium’s La

Hulpe city (1973).

to serve the messaging function in NEFT, RTGS,
and other inter-bank, intra-bank e-transactions

platforms within India.

To serve the messaging function for Banks, NBFCs
& brokers who may / may not have direct bank
relations / settlement systems with each other due to

international borders.

Afterwards, € €8 & & (Bball by ball commentary on Nirav Modi case =NOTIMP

14.33& @ W RBI D1vIDEND, RESERVES, ECONOMIC CAPITAL FRAMEWORK

RBI’s income sources include Eb

From its income, RBI allocates funds toEb

1. Interest on G-Sec that are not sold in Open
Market Ops.

2. Interest on Foreign G-Sec / Sovereign Bonds.

3. Interest on Loans given to other Banks /
NBFCs. &1 R fie aren s

4. Revaluation of foreign currency and gold in RBI
reserves. fa3Eht g 3fiX wot 9Tl & e & St

5. Seigniorage: profits from printing money-
because face value > intrinsic value.
HOW?NOTIMP

6. Penalties imposed on errant banks.

1. Staff retirement fund, provisions for bad loans,
depreciation in assets...

2. Reserves for contingency (emergency): ~X 2.5
Ler. 3MUepe uRkfefad & faq smfad srer

3. Reserves for Exchange Rate Stability
(Technically called “Currency & Gold
Revaluation Reserve: ~%7 lakh cr faffma g d
feRa & foig oRfga WeR)

After making these allocations, profit is shared with

Union Govt. in form of ‘Dividend’ (RBI Act Section

47). fea1d § & 7 A @ 3 e/ A9 # G wam F g

afg @ig A it Y I8 TRPR A A1 & €9 H gt et
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14.33.1 @ @ @ RBI’s Bimal Jalan panel (2018-Nov)

RBI Reserves in ¥ Lakh Cr.

@RBI, compared to other central banks, you're
keeping too much reserve.

Give us Rs.3.6 lakh crores out of this, for our welfare
schemes and BASEL-III recapitalization.

2016-17

2017-18

RBI's Dividend to Govt (% Cr.)

50000

30659

To fight deflation thru OMO- RBI should ‘buy’ G-Sec
from market, but if | don’t have enough money in
reserves, then | can’t control inflation in 2-6% &

RBI global credit rating ("AAA”) will decline. Then, if
RBI has to borrow $$ from abroad during exchange-
rate crisis, I'll have to pay more interest &.

So can't give more dividend, else it'll reduce RBI's
capacity against inflation control, rupee -$ exchange
rate stability, and any other financial crisis.

But, we'll make a committee under Bimal Jalan to
decide RBI's Economic Capital Framework, how much
is ideal reserve, model policy for dividend distribution
by looking @best global practices.

2016-17 2017-18

RBI had setup Bimal Jalan panel was setup to review RBI’s economic capital framework & decide the
guiding principles for dividend transfer to Govt. (2nfdie Uit o qa arwie faawor & fagia)

2019- August: RBI board approved its report. It updated / reduced buffer related technical norms in such
manner that RBI will be able to transfer more dividend / surplus to the Government. (q@ie! A Ge! # g
M oTd S 37U FAATH & § 9IRA TXPR &l 1k i 3 6. )

Accordingly for 2018-19: (1.23Lcr dividend+52k extra)= % 1.76 Lcrore to be transferred to government.
This will help the government to meet its fiscal deficit target. (€ (b Fig NOTIMP)

2021: RBI gave Rs 99,122 crore Dividend to Government.

14.33.2 9 [31) RBI’s Financial / Accounting Year (fi<fra o & agama)

2019: Bimal Jalan panel recommended Eh' reform — RBI’s central board accepted it

Before

@ After

RBI’s financial year
- 1934 onwards: January to December
- 1940 onwards: July to June

- For 2020: a smaller balancesheet will be
prepared from 1/July/20 to 31/March/21. Then

- From 1% April, 2021, RBI will switch to annual
April-March format.

But Govt’s financial year is April-March so, RBI had
to give interim dividend to govt until RBI’s final
balancesheet was prepared, then another (full)

dividend was given.

After this reform, no need for interim dividend

(STaf e foeor e ST e 1)
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14.33.3 @ @7 Section-7 Directive & Urjit Patel’s Resignation (%)

» Wil not give
RBI Central Board higher dividend

g3 - (Non-Official Directors) = 16 N (Official Directors) =

> Wil not extend
BASEL-deadline.

> Will not relax
PCA framework.

> Will not do easy
money policy...

- 2 Government officials - RBI Governor
- 10 directors nominated by Government. 4 Dy. Gov.
|- 4 directors from RBI's local boards

Bolo, Urjitbhai not even giving Bluetick to our Whatsapp messages. | must give him command under
RBI Act’s Section-7 in PUBLIC INTEREST to talk with me, and even after that problem persists then I’ll
order RBI central board to implement my directives.

™, This topic is not very important because UPSC usually avoids “Controversy in News”. Urjit Patel was

unhappy with Government interfering / criticizing his work. Such as:

Higher Dividend: Govt. demanded higher dividend from RBI to finance the recapitalization of PSBs for
BASEL-III, and to finance its own fiscal deficit & populist welfare programs. Urjit Patel felt RBI’s higher
reserves are necessary to check any financial crisis. Excessive dividend could increase inflation. He did
not oblige. (SR&R ASTTY Tl & foiq SargT fefacs /amei=r &t #im)
BASEL-III-relaxation: These norms will become fully effective on 31/3/2019 but PSBs don’t have enough
capital to comply so they requested Finance Minister to tell Urjit Patel to extend the deadline, Urjit Patel
did not oblige. (IT&e AT @l sifcH fafer # farad &t @)
PCA-relaxation: Urjit Patel vigorously implemented Prompt Corrective Action framework, so Public
Sector Banks’ branch expansion, lending operations were restricted, they came running to FM. FM asked
Urjit to relax PCA. He did not oblige. (W&iq o=t # Raraa &t #im)
Tight Money Policy: CEA Arvind Subramanian & BJP-Ministers were criticizing RBI’s “Tight” Monetary
Policy depriving MSMEs of cheap loans and thus harming India’s growth rate. Whereas Urjit Patel
deemed tight policy necessary to keep inflation @2-6%CPI (All India) on durable basis so he did not
oblige. (W&TE & wea & I A 3R #E7t g — =TT 3t ARre)
PNB Scam: Jaitley expressed displeasure that RBI couldn’t detect PNB-Nirav Modi fraud, whereas Urjit
Patel defended that he lacks effective powers under Banking Regulation Act to take punitive actions
against Public Sector Banks. (4STTel 3e S - kd Hicl ie Bl T Aehd H 1GHY T Hord Tee)

All these forced Govt. to issue Section -7 Directive to RBI.

14.33.4 W & Section-7 of RBI Act

= Section 7(1) of the RBI Act empowers the Government to consult with RBI Governor in Public Interest.

(St & felg, Rotd ek I ol R /e 7 % 3faii SRR TTaE o F1Y fawe] o gehelt §)

In, 2018-October, for the first time in the history of Independent India, Govt began a Section-7(1)
consultation with RBI Governor Urjit Patel, on the issues of PCA norms, BASEL-III deadline, higher
dividend to Govt., Cheap Monetary Policy etc.

If RBI Governor doesn’t positively respond in such Section-7(1) consultation, then Section 7(2):
Government can issue binding direction / orders to RBI Central Board to implement its wishes. (afg e,
T IR A, GEhR B 1 T GAQ W, e SIS GIRT TXHR 37T T Bt o] hel Hebelt @)

Although, fearing backlash from media & opposition parties, Govt did not issue any specific directions to
the RBI Board. But, 2018-Dec: Urjit Patel resigned before completing 3-year term. He is not the first RBI

governor to resign

their term.
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14.34 24 (f MOCK QUESTION FOR MAINS GSM3 (250 WORDS EACH)

1.

After 50 years of nationalization, the Public Sector Banks are lagging behind private sector banks in
majority of the performance indicators. Suggest remedies in this regard. AT & 50 U & G, HASAH
& & S TGRT Gehelah! o (STt &l o dopl O UTD € | 30 G99 H SUTT gIg

Explain the significance of governance reforms in Public Sector Banks (PSBs) for India’s economic
growth. STRA & e faw & G99 & WA &t o ol A AT YR 3 Hecd ol GHESY,

Suggest the ways in which information-technology can be utilized for combating the NPA in Indian
economy. 3T gREHfadt & fue & forg o sanfiidt &8 Agg e gadt 8?2

What is “Twin Balancesheet Syndrome”? Enumerate steps taken by RBI to resolve it. "g& geidd &l gr&r
1 2 55 &eA o ol AR Rofdl sef GRI IaTY gl o6t il gifsrg,

“While Insolvency & Bankruptcy Code doesn’t fully cure the Twin Balance sheet Syndrome, it certainly
helps alleviating the pain.” Elaborate. "grefifes 9a-31&men G4 foanferards afgdr wRa & gred Jeiud & Trem &
& R § Sk TE! el ©, Ak g (AT €9 § g8 1 7 e H Heg ol €. g RIS,

With respect to India’s financial stability, explain significance of (i) PCA framework (ii) BASEL-III
Norms (iii) Public Credit Registry. “TRa @t fa<ita f@ar & a9 & 3 g9ems¢: (i) 9 et (i) 39a- 111 Args
(iii) =0T <t TSI Ao

Why are shadow banks considered to be a threat to the Indian economy? Discuss the reforms undertaken
by the authorities to address this challenge. TfraTar Set i WReT sreierawn 3 forg W i T S § 2 30
ST # forg g o wr =t |
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