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Mission Statement

“The CMA professionals would
ethically drive enterprise globally
by creating value to stakeholders in
the socio-economic context through
competencies drawn from the
integration of strategy, management
and accounting.”

About The Institute

The Institute of Cost Accountants of India is a statutory
body set up under an Act of Parliament in the year 1959. The
Institute as a part of its obligation, regulates the profession of
Cost and Management Accountancy, enrolls students for its
courses, provides coaching facilities to the students, organises
professional development programmes for the members and
undertakes research programmes in the field of Cost and
Management Accountancy. The Institute pursues the vision
of cost competitiveness, cost management, efficient use of
resources and structured approach to cost accounting as the
key drivers of the profession. In today’s world, the profession
of conventional accounting and auditing has taken a back
seat and cost and management accountants are increasingly
contributing toward the management of scarce resources and
apply strategic decisions. This has opened up further scope
and tremendous opportunities for cost accountants in India
and abroad.

After an amendment passed by Parliament of India,

Disclaimer:
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Vision Statement

“The Institute of Cost Accountants
of India would be the preferred
source of resources and
professionals for the financial
leadership of enterprise globally.”

the Institute is now renamed as “The Institute of Cost
Accountants of India” from “The Institute of Cost and
Works Accountants of India”. This step is aimed towards
synergising with the global management accounting bodies,
sharing the best practices which will be useful to large
number of transnational Indian companies operating from
India and abroad to remain competitive. With the current
emphasis on management of resources, the specialized
knowledge of evaluating operating efficiency and strategic
management the professionals are known as “Cost and
Management Accountants (CMAs)”. The Institute is the
largest Cost & Management Accounting body in the world,
having approximately 5,00,000 students and 1,00,000
members all over the globe. The Institution headquartered at
Kolkata operates through four regional councils at Kolkata,
Delhi, Mumbai and Chennai and 116 Chapters situated
at important cities in the country as well as 11 Overseas
Centres. It is under the administrative control of Ministry of
Corporate Affairs, Government of India.

This publication does not constitute professional advice. The information in this publication has been obtained
or derived from sources believed by The Institute of Cost Accountants of India (ICMAI) to be reliable. Any
opinions or estimates contained in this publication represent the judgment of ICMALI at this time. Readers of
this publication are advised to seek, their own professional advice before taking any course of action or decision,
for which they are entirely responsible, based on the contents of this publication. ICMAI neither accepts nor
assumes any responsibility or liability to any reader of this publication including third party products in respect
of the information contained within it or for any decisions readers may take or decide not to or fail to take.

@2025 The Institute of Cost Accountants of India. All Rights reserved
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Chatrman’s Message

"We are what our thougfits iave made
us; so take care about what you think.
Words are secondary. T hougfits (ive;
they trave( far.”
~ Swami Divekananda

As we bid adieu to the financial year 2024-25, it is both a moment of reflection and an opportunity to chart our
course for the journey ahead. This past year has been one of remarkable endeavors, notable achievements, and
unwavering dedication in our quest to advance the Banking, Financial Services, and Insurance (BFSI) domain.

Among the many milestones we have traversed, one of the most illustrious was the National Seminar on Banking
and Insurance, held on the 16th and 17th of January, 2025, in the vibrant city of Mumbai. Under the auspices of
the BFSI Board, ICMAI, the seminar delved into the theme of " Enhancing Efficiency in Banking and Insurance
by Leveraging Risk and Cost Management." The event was graced by esteemed dignitaries, including Ms. Sujata
Saunik, IAS, Chief Secretary of the Government of Maharashtra, as the Chief Guest, alongside an assemblage
of eminent figures in the banking and insurance sector. Seven insightful technical sessions illuminated the way
forward, fostering dialogue and innovation.

For those who seek to revisit the wisdom imparted at this grand congregation, we have encapsulated the key
takeaways in this 20th edition of the BFSI Chronicle. Additionally, the event recordings are accessible on the
CMA YouTube channel for further enrichment.

This year also marked the triumphant launch of the Advanced Certificate Course on Fintech, a pioneering
initiative by the BFSI Board, ICMAL We take immense pride in announcing a 100% pass rate, a testament to the
dedication of our candidates and the exceptional guidance provided by distinguished bankers entrenched in the
Fintech ecosystem. A special note of appreciation is due to Shri NDSV Nageswara Rao, General Manager, State
Bank of India, for his invaluable support in faculty facilitation and in shaping a robust publication on Fintech,
an indispensable resource for aspiring professionals in this dynamic field.

In our continued engagement with requlatory authorities, we held fruitful discussions with the Hon'ble Governor
of the Reserve Bank of India and senior officials from both Public and Private Sector Banks. These dialogues have
strengthened our resolve, and we remain optimistic that our persistent efforts toward the inclusion of Cost and
Management Accountants (CMAs) as Concurrent Auditors will soon bear fruit.

Furthermore, our commitment to continuous skill development was reinforced through the revision of course
materials for three flagship certificate programs — Certificate Course on Concurrent Audit of Banks, Certificate
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Course on Credit Management in Banks, and Certificate Course on Treasury and International Banking. Since
their inception in 2020, these courses have evolved, with updated study materials aligned to contemporary industry
needs. Additionally, we successfully conducted all levels of the Investment Management Course in collaboration
with the NSE Academy.

Our calendar was replete with a series of webinars, thoughtfully curated to address pertinent issues in the
BEFSI sector. These knowledge-sharing platforms have been instrumental in fostering continuous professional
development, and we aspire to sustain this momentum in the years to come.

A highlight of our engagements was our presence at the prestigious Business Standard BFSI Summit 2024,
where we set up an exclusive stall, creating a melting pot of ideas and collaborations with industry stalwarts in
Mumbai last November.

On the advocacy front, BESI relentlessly pursued the rectification of anomalies that excluded CMAs from various
professional engagements. We are heartened to note that positive steps have been initiated by banks and other
regulatory bodies to amend such expressions of interest, reinforcing the rightful place of CMAs in the financial
landscape.

The BFSI Board has also been at the forefront of strategic partnerships, pioneering dialogues with the International
Financial Services Centres Authority (IFSCA). The Memorandum of Understanding (Moll) we established has
laid a foundation for collaborative growth, enabling the Institute to organize a spectrum of events at GIFT City
and even beyond, extending to London.

Yet, as the saying goes, " The glass is always half empty." While we take immense pride in our accomplishments,
there remain unfulfilled aspirations and unfinished endeavors. With renewed vigor, we stride into the new financial
year, determined to complete our pending initiatives and launch an array of transformative activities. We firmly
believe that with unwavering dedication and collective effort, no goal remains beyond reach.

We wholeheartedly welcome your suggestions at bfsi@icmai.in, as your insights are invaluable in shaping the
future of the CMA profession. Rest assured, we remain steadfast in our commitment to leaving no stone unturned
in our pursuit of excellence.

With Warm Regards,

~ & -

CMA Chittaranjan Chattopadhyay
Chairman
Banking, Financial Services and Insurance Board

The Institute of Cost Accountants of India
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cStrom the esk of the Department

I t is March and as we slowly closing the financial year and comparing the performance of the year gone by the
nation is now at a cross current faced by the new Government of United States of America. We are in the regime
of reciprocal tariff and it will have a deleterious effect on our nation’s GDP. It is estimated that as high as 0.6
percent of the country’s GDP will be lost in the tariff war. We are sure that our trade our commerce especially
the sectors such as automobiles, jewellery, pharmaceuticals, consumer goods etc. will be severely impacted. Our
exports to USA is estimated to $ 77 billion will be affected.

The new tax regime w.e.f. of exemption of income tax of income upto Rs. 12 lakh will give a fillip to the consumption
of the country as the citizens will have more to spend. The old tax regime will be slowly fade away and it will have
a positive impact in the industry especially catering to the consumption story. However, the financial products
like Life Insurance Policies, Small Savings Scheme, NPS products will be impacted as citizens will not procure
them for tax savings purposes.

The GDP of the country upto February 2025 has seen a growth of 6.2 percent and it is believed it will grow by
6.5 percent for the financial year 2024-25. 1t is believed that overall investment and demand is positive and the
future expectations index (FEI ) remains optimistic and buoyant.

With the ceasefire of the war of Ukraine and Russia and with tepid tensions in the middle east and the geo political
situation is felt to be better than previous calendar year and we hope such situation prevails for thewell-being of
the world peace.

We have seen that overall trade volume of the world will be impacted with tariff tensions and it will have ripple
effect in the GDP of all the countries.

The Reserve Bank of India in order to invigorate and provide succour to the economy notified a reduction of
benchmark Repo rate by 0.25 percent to 6.25 percent. This is the first rate cut after 5 years and it is planned to
cut further in the coming quarters. It is done with the objective of enhancing liquidity and enabling the growth
momentum.

The Institute of Cost Accountants of India




BFSI Chronicle, 20" Edition March 2025 [ )

Book Review

Shri D. Indu Sekhar

Former General Manager
State Bank of India

Title of the Book: “Advanced Certificate Course in
FinTech”

Published by: BFSI Board of The Institute of Cost
Accountants of India, 12, Sudder Street, Kolkata-700
016.

“Advanced Certificate Course in FinTech” covers
the following EIGHT Chapters (All aspects are
Interconnected with “ Advancements in Contemporary
Technological Innovations” in the World):

1. Introduction to FinTech.

2. Technology Innovation & FinTech Evolution.

3. Blockchain.

4. FinTech and Banking.

5. FinTech and Asset Management.
6. FinTech and Insurance.

7. FinTech and Payments.

8. FinTech and Cryptocurrencies.

The Term “Fintech” represents a Synthesis of the
Words “Financial” and “Technology.” It Pronounces
the “Application of Technology” in the provision of
“Financial Services and Products to Consumers”.
This may include various Fields such as Banking,
Insurance, and Investment, essentially any Sector
that pertains to Finance.

The various Technologies employed within “FinTech
Models” in the Financial Sector Globally covered in
this Book are:

Blockchain Digital Banking Big Data Artificial Intelligence Cloud Computing
Cyber Security Crypto Currency Data Analytics Internet of Things (I0T) Open Banking

Regulatory Robotics Embedded Finance Automation Biometrics
Technology

Chatbots Virtual Payments | Artificial Intelligence in | Klarna / e-commerce Predictive Modelling

Finance

Quantum Artificial Intelligence Blockchain Disrupt Artificial Intelligence Etc. Etc.

Computing and Financial Protocols Automate and Secure
Machine Learning

FinTech, or Financial Technology, is transforming :
India’s Financial Services Sector by making services |
more accessible, efficient, and Secure. Fintech is
growing rapidly in India and is one of the Fastest :

Growing in the World.

The Institute of Cost Accountants of India

Fintech Innovations in India:

@ Digital Banking: Online and Mobile Banking
Solutions are more Convenient and user-
friendly than Traditional Banking.




@ Digital Lending: FinTechs. are bridging the gap
between Consumers with Low Credit Scores
and New-to-credit Customers.

® Secure Payment Gateways: FinTechs are
offering secure payment gateways and mobile
wallets.

® Lending: FinTechs are offering Paperless
Lending Solutions.

® Blockchain and Cryptocurrency: FinTechs are
offering New Opportunities for Decentralized
and Transparent Financial Ecosystems.

Following the read-through of this FinTech Book,
the resultant implications for the readers are:

O Delve into Fintech’s impact on Markets, Global
Ecosystem, and Business Models.

O Uncover How Tech Innovation is Propelling
Fintech’s Evolution.

O Grasp Blockchain’s Fundamentals, from Origins
to Web 3.0 Revolution.

O Explore Fintech’s Disruption of Banking, from
New Lending to Open Banking.

O Embrace Digital Asset Management, from Robo-
advisors to Goal-based Investing.

® @ BFSI Chronicle, 20" Edition March 2025

O Explore Fintech’s Insurance Revolution, from
Usage-based to Smart Contracts.

O Master Fintech Payment Trends, from Global
Ecosystems to Programmable Payments.

O Gain a Deep Fintech and Crypto understanding,
from ICOs to NFTs and Trading Strategies.

This comprehensive, hands-on book is the go-to source
for everything you need to confidently navigate the
ever-changing scene of this booming industry. This
FinTech Publication will shed light on this rapidly
changing landscape making it an invaluable source
of information for anybody working in or interested
in this space particularly Financial Sector (including
Banking / NBFCs).

For further information on availability of Book
etc. Please Contact:

O BFSI Board bfsi@icmai.in

O CMA Dibbendu Roy, Additional Director & HoD
at bfsi.hod@icmai.in.

O CMA (Dr.) Aditi Dasgupta, Joint Director at bfsi@
icmai.in.

-000-
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A Reflective Overview
of Banking & Insurance -
Contemporary Developments
and Way Forward

(Excerpts from Dr. Paritosh Basu's keynote speech delivered on January 17, 2025, at the National
Seminar on Banking and Insurance organised by the Banking, Financial Services, and Insurance
Board of the ICMAI)

The BFSI business ecosystem in India is slowly progressing
towards the direction technology titan Mr. Bill Gates
envisaged in his often-quoted statementin 1994: “Banking is
necessary, bank is not.” This dictum is equally applicable to
insurance and other financial services rendering businesses.
The COVID-19 Pandemic has validated that statement and
reinforced that trust, services, and relationships are necessary.
Physical meetings and branches are not.

On the other hand, Mr. Shaktiknta Das, the erstwhile
Governor of RBI, said in a Summit on July 19, 2024, that
“Embracing technology and innovation while remaining
focused on governance and risk management can ensure
sustained capacity and resilience of the financial sector ...”
But the next question that has started pondering researchers
is whether branchless services are the end of the journey for
BFSI entities with digital transformation (DT). Sustainability
will also call for continued efforts to maximise revenue
generation and minimise value destruction with applications
of technologies. Otherwise, the entire effort will remain
CMA (Dr.) Paritosh Basu restricted to digitalisation, and the DT of businesses will not
Senior Director (Services) be achieved.Again, DT is a journey and not a destination.
Stragility Consulting Pvt. Ltd.

The Institute of Cost Accountants of India
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The present authorand his two co-researchersconducted
a study on the composition of revenue earnings of 70
selected banks across five continentsduring 2008-2013.
In a published paper, they concluded that the selected
Indian banksearned 87 %from Interest and 13% from fee-
based services, compared to 53% and 47%, 69% and 33%,
of the selected banks of the USA and EU,respectively.
The global average was 77% and 23%. The quoted
composition of Indian Banks” earnings might not have
changed significantly, tilting towards fee-based earnings.

Therefore, one can conclude that the Indian banking
system continues to deliver predominantly the same
three-hundred-year-old village-bankers’ lending
servicesthrough digitalised banking systems. Hence,
overdependence on interest earnings has not reduced.
On the other hand, RBI has not yet permitted commercial
banks to engage in commodity trading, which the banks
in the USA and Europe can do to reduce their dependency
on interest earnings. It is also a matter of research
to conclude whether potential scopesfor generating
additional earnings through new business models with
innovative applications of digital technologies have been
fully explored to de-risk the topline earnings.

But Neo-insurance operators, emerging from startups
to unicorn status like Policybazar, Digit, Acko, etc.,
have introduced several innovations with InsureTech
to generate revenues while optimising policy and claim
management expenses. They have also integrated their
smartphone Apps with other business operators like Ola
and Uber to provide embedded travel insurance services.
Neolnserersalso innovatively use robotic process
automation (RPA)to manage proposals from insurance
policy issuance to claim management seamlessly.
The application of advanced cognitive tools for data
analytics has helped them achieve customer delight
simultaneously with the frugal management of expenses.

It is unclearwhy the Neobanks of India are not permitted
to operate with full-stack banking licenses despite
providing excellent services to traditional bankers for
customer acquisition and payments. Those neobanks are
also providing additional Procure2Pay and Order2Cash
management services to MSMEs through digital
platforms to diversify business and revenue models.The

©® @ BFSI Chronicle, 20" Edition March 2025
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emergence of such Neo-banks has substantially curtailed
the payment services of traditional banks.

Two significant risks from Indian banks’ digitalisation
exercises are cybercriminals” invasions of their digital
transaction and data storage systems and mule bank
accounts. Cybersecurity, IT-related risks, digital frauds,
and mule bank accounts are also significant concerns that
must be addressed to reduce the number of instances
before further steps are taken to generate new business
and revenue models with innovative applications of
digital technologies.

Meanwhile, the Indian corporate bond market and
private credit, i.e., the P2P lending market, are gradually
proliferating with adoption and digital technology-based
transactional platformssecured by guardrails powered
by Al for cybersecurity. The growth of these two markets
under the regulations and watchful eyes of RBI may soon
cause shrinkage in the lending business of traditional
banks.

The mismatch will occur if P2P lending and corporate
bond management are done using blockchain, but
RBI does not fully operationalise retail and wholesale
CBDC using blockchain platforms. Error- and risk-free
interoperability of these platforms is also to be established
for seamless operation, shedding the need for the ultimate
financial settlements to be done beyond the blockchain
platforms using fiat currencies with the intervention of
traditional commercial banks.

While the insurance sector is slowly and steadily moving
ahead with digital transformation, the time is here and
now for traditional Indian banks and RBI to once more
go back to the drawing board and work for de-risking
the topline of banks by diversification of business and
revenue models with fee-based services delivered riding
on digital technologies. These will encourage and bring
NBFCs along the road to becoming a significant partner
in the journey of digital transformation in the Indian
BFSI sector.

NOTE: The views expressed in this paper are exclusively
those of the author.
o
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Future Financial Ecosystem:
‘Finternet’

Abstract:

The Finternet phenomenon integrates Technological Advancements with Financial Systems, thereby
facilitating users in the Management and Exchange of a Variety of Assets in a Secure manner.

The paramount objective of Finternet is to enhance Individual Autonomy by providing users with
Comprehensive Control over their Assets within a meticulously regulated and secure framework.
Through the utilization of Tokenisation, Finternet empowers users to convert an extensive array of
Assets, encompassing Real Estate, Bonds, Non-Fungible Tokens (NF1s), and Artworks, into Digital
Formats. Subsequently, these Digitised Assets can be Traded or Administered via a Consolidated
Platform, thereby offering unparalleled Accessibility and Adaptability.

Mr. Nandan Nilekani, Co-founder of Infosys, recently Articulated the Transformative implications of
Finternet during his presentation at the Global Fintech Fest (GFF) held in Mumbai. He elucidated
how Finternet is poised to Fundamentally Alter Financial Services on a Global Scale, particularly
in Domains such as Payments, Lending, and International Transactions.

Myr. Nilekani emphasized that Finternet would enable Individuals to engage comprehensively in
the Economic Environment by exercising control over a Diverse Spectrum of Assets. This Spectrum
includes user-governed and regulated assets, as well as registered land and tokenised tangible
assets. He further stressed that the forthcoming major innovation within India’s Fintech Ecosystem
would center around Asset Tokenisation, with mainstream Banking Institutions facilitating Smart
Contracts under Governmental Regulation.

.F internet constitutes a multitude of interconnected
Financial Ecosystems, analogous to the Internet. It aims
to diminish barriers among diverse Financial Services
and Systems, significantly alleviating the intricate
Clearing and Messaging processes, alongside other
impediments that currently afflict the Financial System.
The Architecture of the Finternet will be predicated
on Consolidated Ledgers, thereby integrating various
Financial Markets, including Tokenized Assets, Equities,
Shri Nagarjun K Bonds, and Real Estate, onto a singular programmable
Deputy Manager _ platform. This infrastructure possesses the potential
State Bank of India, Regional Office . . .

to empower Individuals and Enterprises to transfer

The Institute of Cost Accountants of India
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any desired Financial Asset, in any Quantity, at :
any moment, utilizing any device, to any recipient,
globally. Financial Transactions are projected to be
! often incurring elevated interest rates. Additional
Costs associated with external verification systems,
i auditing mechanisms, and back-office operations
Financial Asset Transactions, such as those involving
Real Estate and Bonds, often require several days to
settle. The lack of interoperability among isolated !
proprietary databases frequently hinders the velocity
of transactions, particularly in the context of Cross- !
border Payments. Legitimate Transactions are
adversely affected by the propagation of compliance
measures aimed at preventing Illicit Activities,
including those associated with Anti-money

Cost-effective, Secure, and Virtually Instantaneous.

Necessity of Finternet:

Laundering and Terrorist Financing.

Drivers:

a) Thesphere of economicactivity is burgeoning atan
extraordinary rate, pushed by Digital Innovations.
These advancements are engendering multiple
layers of innovation, which are proliferating to

unlock markets globally.

b) The proactive engagement of regulatory activities
in fostering Open Finance, Open Banking, ;| Finternet’s Concept:

and Tokenization reflects a promising intent !

to leverage the potential inherent in financial The Three ‘U’s’: According to Mr. Nilekani, the

i Finternet is characterized by Three Essential

i Attributes:

c) The explosion of internet accessibility across !

innovations.

The Institute of Cost Accountants of India

The duration for Government Transfers to Banks
frequently exceeds expectations for Individuals,
compelling them to resort to Short-term Loans,

further exacerbate the financial system’s expenses.
Furthermore, the costs related to Cross-border
remittances remain prohibitively high.

The Credit Period itself imposes substantial costs on
companies engaged in International Transactions.
Occasionally, significant hidden costs are incurred
during potentially lucrative transactions and products
that ultimately do not materialize.

A Multitude of Deficiencies and their repercussions,
! alongside specific drivers, are heralding a transformative !
i evolution within the ecosystem of financial systems.

all demographics, coupled with the universal
adoption of smartphones, has paved the way
for every Digital Application. Progressions
in cryptographic technology, declining
computational costs, and advancements in
Artificial Intelligence are poised to instigate a
revolution within Financial Systems.




FINTERNET -

AN ITEGRATED DIGITAL FKANCE ECSYGTEM, -"‘

This framework implies that the Finternet prioritizes i
the user within the Financial Ecosystem, harmonizing
various Asset Classes, and ensuring the System’s
Universal Applicability. By amalgamating the finest
elements of the regulated Financial Environment !
with State-of-the-art Tokenization Technology, the
Finternet aspires to establish a financial infrastructure :

that is both secure and inclusive.

i This Digital-first paradigm is anticipated
Efto markedly accelerate the Velocity,
i Security, and Cost-efficiency of Financial :
éTransactions, thereby  facilitating a
 transformative enhancement relative fo
éthe existing Financial Framework. T he
focus on interoperability guarantees that
§dzverse Financial Ecosystems can engage' '
gand communicate cohesively, while the§
i principle of modularity enables the system to '
progress and adapt over time, assimilating§
inovel technologies and services without:
compromising the integrity of the prevailing%

i infrastructures.

Benefits of Finternet:

The advantages associated with the Finternet are
extensive, positioning it as a transformative entity ;
within the Global Financial Framework. Several i

fundamental benefits include:

® ® BFSI Chronicle, 20" Edition March 2025

\/ User-centric.
v Unified.

v" Universal.

v Empowerment of Users: Finternet grants
Individuals” direct authority over their
Assets, thereby diminishing dependence on
Conventional Financial Intermediaries.

v’ Universal Interoperability: By Integrating
diverse Asset Classes onto a Singular Platform,
Finternet facilitates seamless interaction and
Management of Assets.

v/ Enhanced Security: The Implementation
of Sophisticated Cryptography and Smart
Contracts Guarantees that all transactions are
Secure, Transparent, and Immutable.

v Increased Accessibility: Finternet democratizes
access to an array of Asset Types, enabling a
broader Demographic to engage in the Global
Economy.

v Tokenisation and Smart Contracts (The
Fundamental Components of Finternet):
The principle of Tokenisation is integral to
the Finternet. It entails the conversion of
Tangible Assets into Digital Tokens that
can be Traded or Managed on a Blockchain.
This Methodology not only enhances the
efficiency of Asset Management but also shows
novel pathways for Investment and Wealth
Generation. Conversely, Smart Contracts are
self-executing agreements, with the stipulations
of the contract encoded directly into software.

The Institute of Cost Accountants of India
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These Contracts ensure that Transactions
are Secure, Transparent, and Automatically :

Enforced, thereby mitigating the necessity for
Intermediaries.

v Unifying Financial Services with Advanced
Technology: Mr. Nilekani has Articulated a

Visionary framework for the Finternet that !

aspires to Unify Financial Services through the

application of Advanced Cryptography and !
Tokenisation. This framework is formulated i

to encompass all Asset Types, including user-

controlled assets, user-generated content, NFTs, :

and regulated financial products. The objective

is to establish a Universal Infrastructure that not
only safeguards users from the adverse aspects
of Financial Transactions but also optimizes
their engagement in the economy.

The Road Ahead:

i The Finternet embodies an Ambitious Vision for the
Future of Global Finance, possessing the capacity to
fundamentally alter the manner in which Financial
Services are accessed and employed. By establishing
a Unified, User-centric Financial Ecosystem, the
Finternet endeavours to enhance Financial Inclusion,
Lower Costs, and stimulate Innovation within
¢ Financial Services.

The Emergence
of Finternet:

An Interconnected Network
of Financial Ecosystems
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Nonetheless, actualizing this ambition will
necessitate a Unified endeavour from both
the Public and Private Sectors, accompanied
by meticulous deliberation of the associated
Challenges and Risks.

If effectively executed, the Finternet has the potential :

to emerge as a fundamental pillar of the Digital
Economy, providing a Financial System that is

more efficient, Inclusive, and Innovative for Future :
Generations. As we find ourselves on the threshold

of this Significant Transformation, it is evident that
the moment for the Finternet is Opportune.

The Intersection of Technological Innovations,
i Regulatory Endorsement, and escalating economic
i ambitions presents a distinct opportunity to establish
i a Financial System that genuinely caters to individuals
across all geographies. This Aspirational Vision
! Possesses the capacity to fundamentally alter the
: Financial Landscape for Future Generations.

Finternet can supercharge inclusive access to
financial services

!
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Mr. Nandan Nilekani, Co-founder of Infosys, has
characterized the ‘Finternet’ as a remedy for labo-
rious Banking Procedures such as Securing Loans,
acquiring Real Estate, Transferring Assets, and
Bonds, among Other Tasks.
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“The Finternet represents a Novel Paradigm in
Global Finance, characterized by the Three ‘U’s’ - it !
is User-centric, Unified, and Universal - emphasizing
the necessity of placing the user at the core while
ensuring universality across diverse Asset Classes. !
The Finternet amalgamates the strengths of the :
regulated financial ecosystem with the advantages !
afforded by Tokenization Technology. It employs :
the fundamental construct of tokens to facilitate |
universal interoperability and composability,” Mr.

Nilekani elucidated.

Such financial operations may require extensive
Timeframes to accomplish, depending on labour- i
intensive clearing processes and substantial
documentation, rendering the existing financial :

infrastructure inadequate to meet user demands.

@ Tokenization of Everything: Tokenization
refers to the methodology of converting rights
associated with an Asset into a Digital Token :
utilizing Blockchain Technology or Analogous |
Systems. “Every asset, ranging from your
savings account to your art collection, can
be tokenized. This methodology streamlines
ownership, transfer, and trading through
a cohesive global ledger,” Mr. Nilekani !

Articulated.

For example, consider the ownership of a Real
Estate Asset, such as an Apartment. Currently,
the process of Selling this Apartment, or a
fraction thereof, necessitates a difficult and
intricate procedure, including identifying !
potential buyers, managing paperwork, and i
complying with regional regulations. Through !
tokenized fractional ownership, the apartment
could be segmented into, for instance, 1000
tokens, each signifying a 0.1 percent stake in
the property. These tokens could subsequently i
be marketed on a digital platform, facilitating :
fractional ownership. If an individual aspires |

: Right Moment for the Emergence of the
: Finternet:

acquire several tokens. This process is seamless
i The Financial Services Sector is on the brink of a

to invest in real estate but cannot afford to
purchase an entire property, they can merely

and devoid of fractional complications.
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@ User-Centric Financial Systems: The Finternet
emphasizes a user-centric approach; this
financial service positions users at its core,
granting them comprehensive control over
their financial assets, whether they pertain to
deposits, real estate, or non-fungible tokens.

“It is user-centric, placing the user at the nucleus
of the challenges we aim to address, as users
desire increased autonomy over their financial
endeavours. It must be unified, signifying
that it should encompass all asset classes.
This could include shares, bonds, deposits,
artworks, or even horses; the specific asset class
is immaterial,” Mr. Nilekani asserted.

@ Global Interoperability: Nilekani advocates for
an extensive architectural framework for the
internet that facilitates the buying and selling of
tokens across various ledgers, thereby enabling
mobile transactions. Consider a scenario
wherein one possesses digital tokens recorded
on a blockchain in India and intends to utilize
them for acquiring goods from a firm operating
on a disparate blockchain in Germany. Global
Interoperability would facilitate communication
and transaction processing between these two
distinct blockchains without necessitating token
conversion or the involvement of multiple
intermediaries.

“Itis imperative that we harness the capabilities
of Cryptography and the Principles of
Tokenization in all relevant domains. In other
words, can we conceptualize a methodology
that fully leverages the optimal advantages
offered by Tokenization Technology, and that
is precisely the function of the Big Internet.
This system employs fundamental constructs
of tokens and subsequently enables universal
interoperability,” elucidated Mr. Nilekani.
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significant transformation, shaped by a multitude
of converging trends. These developments are !
poised to redefine the manner in which over 8 billion
Individuals and 300 million Enterprises engage with
and navigate Financial Ecosystems. Such trends :
present a duality of opportunities and challenges,
necessitating sophisticated, forward-looking policy i
and technological frameworks to fully exploit
their potential. Historically, the convergence of !
Foundational Technologies and Trends, exemplified
by the industrial revolution’s amalgamation of i
mechanisation, steam power, and mass production,
or the Digital Era’s Integration of the Internet, GPS,
and Smartphones, has engendered Novel Realms :
of Innovation. This phenomenon has resulted in
profound shifts within human society and economic
structures. The brink of a comparable opportunity
i advancements in cryptographic techniques and
technologies have markedly improved the capabilities
Escalating Economic Aspirations and Involvement
of Individuals and Enterprises: The advent of the
digital age has magnified the economic ambitions
and capabilities of individuals and entities. Moreover,
it has intensified expectations for financial services
that are more Accessible, Tailored, Affordable, and
Systems.
activities, entrepreneurial initiatives, and market :
engagement illustrates the diverse array of financial
needs and applications. This burgeoning landscape
of economic activity demands a financial system
sufficiently robust to accommodate the dynamic !
and varied needs of an interconnected, digitally
underwriting, and advisory services. Progress in
i cloud computing and associated computational
Evident Intention from Regulatory Bodies: There :
exists a discernible regulatory intent to harness !
the potential of financial innovations in a secure
i dismantling conventional barriers, thereby rendering
initiatives such as Open Finance, Open Banking, the
Tokenisation of Central Bank Currency, Digital Asset :
Regulation, and the introduction of Rapid Payment :
Systems, among others across various jurisdictions.
Although many of these initiatives commence
with an expansive vision, they frequently become
compartmentalised during the implementation ‘!
phase. Consequently, there is a pressing need for an

within the Financial Services domain, driven by:

Efficient. The increase in the formalisation of informal

empowered public.

and controlled manner. This is manifested in
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architecture that endorses a Cohesive Approach. Such
an Architecture can ensure that the Initial Expansive
vision is preserved and effectively realised.

Universal Accessibility: The widespread adoption
of smartphones and the enhancement of internet
accessibility are crucial in facilitating equitable
access to financial services, empowering digital
applications, and enabling user-centric experiences
for a broader demographic. While smartphones and
internet connectivity will drive the uptake of digital-
first solutions, applications within the Finternet will
also be accessible through diverse means, including
feature phones and assisted modes, thereby ensuring
that no individual is excluded.

Progress in Cryptographic Technology: Recent

of financial systems, providing attributes such as
Programmability, Immutability, Composability,
Interoperability, and Verifiability. When effectively
leveraged, these Technological Advancements
facilitate more Secure, Efficient, and Seamless
Interactions across various Financial Platforms and

Advancements in Computational Technologies and
Artificial Intelligence (Al): The implementation of Al
is poised to fundamentally transform the financial
services sector, thereby augmenting processes
related to identity verification, fraud management,

technologies has facilitated the creation of advanced
Al Tools. Such innovations, encompassing voice-
activated interfaces and multilingual capabilities, are

financial services more accessible to a broader
demographic, including individuals with disabilities
and those who are non-native language speakers, thus
promoting inclusivity within the financial ecosystem.
The advent of large language models in conjunction
with other generative Al methodologies represents
a noteworthy technological progression, with cloud
infrastructure being instrumental in the processing

19



and analysis of extensive data sets. This advancement
in Al has the potential to revolutionize financial i
systems, particularly in the domain of fraud detection,
where Al algorithms can promptly recognize and
react to anomalous activities, thereby enhancing :
security measures. Furthermore, generative Al can :
optimize numerous back-office operations, resulting
in cost reductions and decreased processing durations :
in tasks such as document scanning, transcription,
data entry, customer request vetting, and text
summarization. Additionally, the capacity of Al i
to identify novel data patterns enables financial
institutions to gain deeper insights into customer
preferences and creditworthiness. It also streamlines
compliance mechanisms, including know-your-
customer regulations, thereby reducing expenses and

enhancing efficiency and accuracy.

To Conclude:

Finternet signifies a profound Transformation
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in Conceptualization of Finance and the Digital
Landscape. By amalgamating these two realms,
Finternet possesses the potential to democratize
access to Financial Services, Empower Individuals,
and foster a more inclusive Global Economy. As
Tokenization and Smart Contract Technologies
Advance, Finternet could indeed emerge as a
Pivotal Innovation in the Financial Technology
Sector, particularly within the context of a Rapidly
Expanding Economy such as India.

The path of finance may very well be determined
by Finternet, a platform that integrates user-centric
principles, universal applicability, and cutting-
edge technology to fundamentally transform the
management and interaction with Assets.

. References:
! BIS Working Papers: The Financial System for the

Future-Finternet. o
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Detect Fraudulent Activities
Through ‘Digital Footprint
Analysis’

Abstract:

Fraud represents a considerable threat to the financial stability of Companies, necessitating
the implementation of robust detection and prevention methodologies. In the current business
environment, the continuous transformation of Financial Markets coupled with advancements in
technology has introduced unparalleled challenges, with fraud emerging as a significant hazard
to the stability and integrity of organizations globally. As financial transactions grow increasingly
involved and the digital domain expands, fraud offenders exhibit a remarkable adaptability in their
tactics, reflecting a high degree of sophistication.

Digital Forensics assumes a crucial function in contemporary investigations by tracing the
electronic traces left by individuals. Employing Methodologies such as data acquisition, keyword
analysis, and link analysis, investigators are capable of extracting significant information and
revealing the accuracy of situations. Nonetheless, problems including encryption and the extensive
volume of digital data present challenges that necessitate resolution. Notwithstanding, with the
continuous advancement of Tools and Technologies, the domain of Digital Forensics remains
dynamic, ensuring that no digital trace remains overlooked in the search for justice.

E ach action taken online, whether it be a click,
swipe, or interaction, generates a Digital Footprint,
which constitutes a residual data trail. These
footprints encompass a broad spectrum of activities,
including visits to websites, engagements on social
media platforms, electronic correspondence, file
downloads, and beyond. Each action contributes
distinctly to an individualized digital signature,
thereby creating a complex variety of information.

Digital Footprints:

Shri M. Rajesh A Digital Footprint, often referred to as a “Digital
Asst. General Manager (IA) Shadow,” represents the distinctive trail of data
State Bank of India, generated by an individual or organization during
I"_tem“l Alfdit Department their engagement with the internet. Almost every
Circle Audit Office

online interaction results in the generation of a

The Institute of Cost Accountants of India

21



trace. Certain traces are obvious, such as a publicly :
accessible post on social media. Other traces may '
be more nuanced, demonstrated by the cookies
utilized by websites to monitor visitor activity. The !
cumulative effect of all traces left by an Individual or
Entity constitutes their Digital Footprint. While both
individual internet users and organizations possess
i Official websites, internet-connected devices, and
confidential databases all contribute to a Company’s
An Individual’s Footprint is comprised of the
personal information they share, both directly and :

Digital Footprints, they exhibit significant differences.

Exposing the Digital

Footprints of Fraud

Categorles of Digital Footprints:

Digital Footprints evident in various classifications,
ranging from persistent to temporary. Persistent i

footprints comprise data retained on Servers or

within archival systems, such as browsing history :
or social media contributions. Temporary Footprints
comprise brief data, including cookies or temporary :
internet files. Both Categories possess considerable :
Forensic relevance, yielding unique insights into an

Individual’s Digital Behaviours.

a) Forensic Relevance:

Within the investigative domain, these
Footprints function as essential clues. Forensic i
Analysts diligently trace these pathways, :
applying their expertise to reconstruct incidents

and extract crucial evidence. For example,

in contexts involving Digital Forensics, i
understanding these Footprints is critical for !
explaining the sequence of occurrences and
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indirectly. It encompasses online account interactions,
browsing history, and the information that data
brokers accumulate in the background. Conversely,
an Organization’s footprint is inherently more
intricate. It encompasses the sum of the Company’s
Online presence, which includes all Public and
Private internet-facing assets, content, and activities.

Digital Footprint.

Actions undertaken by Employees, such as send-
:ing Emails from Corporate Accounts, further :
: augment an Organization’s Digital Footprint. '

formulating a detailed Chronological Account.

. b) Mobile Device Forensics:

Given the omnipresence of Smartphones, the
field of Mobile Device Forensics has assumed
significant importance. Such Devices harbour
extensive Digital Footprints, encompassing
call Logs, Text Messages, GPS Co-ordinates,
and Application Usage Data. The process of
understanding and extracting information
from these devices necessitates specialized
expertise from a Digital Forensic Analyst expert
in navigating the details of Mobile Systems.

Digital Footprint Analysis:
v Social Media Engagement: Contributions,

Interactions, and Endorsements.

v Online Transactions: Records of Purchases and
Payment Information.

The Institute of Cost Accountants of India
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v/ Browsing Behaviour: Websites accessed and Search queries entered.

Dlgltal Footprint Analysis Ident1ﬁes§

: for Fraud Detection:
v/ Fraud Detection necessitates the examination !
of patterns and variances within the data. For
instance, a sudden increase in expenditure,
different login locations, or discrepancies i
within a user’s profile may signify fraudulent i

Fraudulent Activities:

conduct. Sophisticated Tools and Algorithms
are employed to discern these irregularities.

a) Is Digital Footprint Analysis Legally
Authorized:

v Indeed, it is acceptable; however, it must be

executed in strict adherence to Data Protection
statutes and privacy regulations. It is essential :
to guarantee that data collection and Analytical !

Methodologies are respectful of user privacy
and conform to established legal frameworks.

b) Reconstructing Incidents and
Identifying Evidence:

v The proficiency in analysing Digital Footprints

is beached in the Capacity to reconstruct
incidents. Forensic analysts methodically
amalgamate fragmented data points to construct :
a comprehensive narrative of the sequence of !
actions. Through this Analytical Process,
essential evidence is revealed, whether in !
the context of legal proceedings, Corporate :

Investigations, or instances of Data Breaches.

The Institute of Cost Accountants of India

Device Specifics: Internet Protocol Addresses and
Device Identifiers. ’

Communication Data: Electronic Correspon-é
dence, Messages, and Chat Exchanges. 5

Application of Digital Footprint Analys1s

a) Monitoring Behavioural Anomalies-Vigilance
for a typical Online Behaviour, such as:

@ Abrupt Increases in Expenditure: If a patron
who typically engages in modest purchases
suddenly acquires expensive items, such
behaviour may warrant scrutiny.

@ Inconsistent Online Engagements: Sudden
Alterations in an Individual’s Interactions
with Social Media or Websites may indicate
fraudulent activity.

b) Verification of Digital Identities-Ensure the
consistency of Digital Identities. For instance:

@ Discrepancy Between Digital and Physical
Information: If an Individual’s online persona
does not align with their established details,
this inconsistency could signify fraud.

c) Utilization of Social Media Analytics-Examine
Social Media Behaviour to reveal:

@ Connections and Affiliations: Investigate
whether the Individual is linked to known
fraudsters or maintains dubious associations.
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Other Applications of Digital Footprint

Analysis:

@ Employ Predictive Analytics: Implement
Predictive Models to foresee potentially :
fraudulent activities. These models analyse |
Historical Data to project future behaviours
and identify high-risk individuals prior to the

emergence of issues.

@ Integrate with Anti-Money Laundering
Systems: Fuse Digital Footprint Analysis with
existing Anti-money Laundering Systems. !
This integration fosters a Holistic Approach
to fraud detection, thereby enhancing the

effectiveness of monitoring efforts.

Challenges of Digital Footprint
Analysis:

Digital Footprint Analysis Challenges and :

Considerations. While the Analysis of Digital |

Footprints possesses significant potential, it is

: Trends and Tools in Digital Footprint

: Analysis:

@ Data Privacy and Compliance: It is imperative ;
to adhere to regulatory frameworks such as !
the General Data Protection Regulation :
(GDPR) and other pertinent legislation. !

Intelligence (AI) and Blockchain, are revolutionizing

is essential while simultaneously monitoring

accompanied by various challenges:

Ensuring the protection of customer privacy

and preventing fraudulent activities.

® ® BFSI Chronicle, 20" Edition March 2025

0 Content and Conduct: Assess the Nature of

their Posts and the manner in which they engage :
online.

@ Data Accuracy: The integrity of the data
collected is of paramount importance.
Inaccurate data may result in false positives
(Misidentifying inoffensive behaviour as
suspicious) or false negatives (overlooking
genuine fraudulent activity).

@ Ethical Concerns: It is vital to remain knowing
of ethical implications. Upholding customer
privacy and refraining from disturbing
practices is crucial. Achieving a balance
between effective fraud detection and privacy
considerations is fundamental to preserving
Trust.

@ Technical Integration: The Amalgamation
of Digital Footprint Analysis Tools with pre-
existing systems may present complexities. It
is essential to ensure that the Tools employed
are compatible with current operational
processes and Technological Infrastructure.

The Domain of Digital Footprint Analysis is rapidly
evolving, necessitating Vigilance toward Significant
Trends. Emerging Technologies, such as Artificial

Data Analysis Methodologies and Fraud Detection

i Mechanisms. Al facilitates the Identification of
i irregular patterns and behaviours, while Blockchain

The Institute of Cost Accountants of India
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enhances the Security and Precision of Transactions. :
i and Tools to Address New indicators of fraud. This

Concurrently, Fraudulent Tactics are continuously

adapting. To maintain a competitive edge, it is !

Digital Footprint Tracking and
Protection:

into the Personal Information being circulated.

Cybersecurity Initiatives.
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essential to routinely refine analytical techniques

necessitates the ongoing updating of Systems and
Knowledge.

: Regularly refreshing Analytical Tools, providing :
: comprehensive Training for Personnel, and Opti- :
i mizing Strategies will aid in mitigating contem- :
i porary Threats and Curtailing Fraud. :

i Highlighting unintended exposure of sensitive
{ information.

Digital Footprint tracking enables Organizations
to observe and analyse user behaviour, thereby
enhancing the understanding of online activities
and Security Vulnerabilities. Conducting an Internet :
Footprint assessment can unveil concealed Data
regarding one’s Online presence, yielding insights
i Capitalizing on Digital Footprints, Organizations
can more effectively Identify Suspicious activities,
The composition of a Digital Footprint encompasses i
both the Data that is deliberately shared and the
residual traces left by passive online activities, such !
as Web Browsing and Geolocation Data. Digital Foot
Printing empowers Businesses to Chart and Evaluate
the online interactions of their Clientele, delivering
invaluable Data for Marketing endeavours and
i imperative to acknowledge that this domain is
characterized by its dynamic nature. The necessity for
An Online Footprint assessment ensures that the i
Personal and Professional information disseminated :
across the Internet is congruent with established !
Privacy and Security Objectives. A Digital
Footprint email may encompass Critical Metadata, |
disclosing information regarding sender Behaviour,
Geographical Location, and Device Utilization for References:
further scrutiny. The Analysis of One’s Email Digital
Footprint can reveal discernible patterns, facilitating
enhanced protection against Phishing Threats and !

Conclusion:

Digital Footprint Analysis constitutes a Pivotal
Instrument for Financial Institutions striving to
augment their Anti-money Laundering (AML) and
Fraud Prevention Strategies. By understanding and

Authenticate Identities, and Evaluate Risks. The
essential element is the integration of these insights
into existing Operational Frameworks, maintaining
awareness of Novel Developments, and continuously
enhancing Methodologies.

While executing Digital Footprint Analysis, it is
adaptation and continuous Vigilance is paramount in
sustaining effective strategies for Fraud Prevention.
By Employing appropriate Tools and Methodologies,
we can enhance the Institution’s defences and provide
Robust Protection against Fraudulent activities.

Centre for Cyber Security.

Internet Society.
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Are Banks Hungry tor Deposits?

Abstract:

Banks are currently meeting considerable challenges in preserving Depositors’ Savings within
Current Accounts and Savings Accounts (CASAs), which are pivotal for maintaining Balance-
Sheet integrity and serve as Low-cost funding Sources. Depositors exhibit a limited incentive to
retain their savings in these accounts over prolonged durations, primarily motivated by aspirations :
for heightened returns amidst an environment marked by escalating Inflation. Consequently, the
customers are increasingly diverting their financial assets towards Riskier Investment avenues,
anticipating Superior Returns, facilitated by Contemporary FinTech Innovations and an array
of Technology-enabled Financial Service Platforms actively participating in Capital Marketg

Transactions.

Shri K. Nagendra Kumar
Chief Financial Officer
Malla Reddy Hospitals

F inancial Institutions are witnessing a surge in Transaction
Volumes, as Customers can now seamlessly Transfer or
Withdraw their funds Instantaneously. These Transactions
return to Banks as Wholesale Deposits, which display a
Greater Degree of Volatility in contrast to Retail Deposits.
This Dynamic necessitates that Banks engage in innovation
by providing more sophisticated Financial Products, such
as Term Deposit Sweeps, which enable the Transfer of
Excess Funds from Savings Accounts into Term Deposit
Accounts. As a result, Banks are formulating strategies to
introduce a broader spectrum of Innovative Solutions aimed
at strengthening long-term retail contract liabilities while
Diminishing Cash Outflows.

Decline in Deposits:

Bank Deposits exhibited a Growth Rate of less than 11 percent
in June 2024, while Loans experienced a Growth Rate of 14
percent. By August 9, 2024, the Annual Growth Rate of Bank
Deposits had Risen to 11.7 percent, in contrast to a Loan
Growth Rate of 18.4 percent. Several factors contribute to
this phenomenon.

Following the Pandemic, the Nation’s Capital Markets
underwent a substantial surge in Retail activity, facilitated
by both Direct Trading and Indirect means such as Mutual
Funds. Indian Households have increasingly shifted their
focus from Traditional Bank Deposits to Capital Markets,

The Institute of Cost Accountants of India
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motivated by the allure of enhanced returns and the
improved engagement facilitated by advancements

in digitization.

The Economic Survey 2023-24 indicates that the
Quantity of Demat Accounts with the National
Securities Depository Ltd (NSDL) and Central
Depository Services Ltd (CDSL) escalated to INR
15.14 Crore in FY24, Compared to 11.45 Crore in the !
preceding Financial Year. Additionally, the escalating
Cost of Living, Rising Tax Burdens, and a precarious
employment landscape have adversely affected
the Average Indian Household, prompting many

Individuals to Deplete their Savings.

Deposit Mobilization:

The Indian Financial Sector is Currently grappling
with a formidable set of challenges. In addition to i
the persistent issues surrounding Non-Performing
Assets (NPA) and mounting debt, the Sector is now
confronted with a troubling Decline in the Rate of
Deposits, compared against a robust acceleration in !
Credit Growth. This expanding Asset-liability Gap
raises significant concerns not only for the Banking
Institutions within India but also for alternative :
investment vehicles such as Mutual Funds and
Pension Schemes, which are increasingly diverting i
funds away from Traditional Banking. At this critical
juncture, Banking Institutions must reevaluate !
their conventional strategies concerning Customer

Acquisition and Retention.

a) Interest Rates: In this context of elevated interest
rates, wherein the ‘Repo Rate’ has attained its !
peak and inflation remains at a substantial level,
it is entirely rational for customers to demonstrate
a reduced propensity to allocate their savings
in CASAs (which furnish banks with low-cost !
funding) as they seek superior rates typically

associated with Term Deposits, which have | Digital Advancements Vs. Customer

. Retention:

historically functioned as the repository for their
long-term savings.
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concerning the allocation of household savings
towards alternative financial assets, including
Stocks and Mutual Funds, which have consistently
yielded superior returns compared to Traditional
Term Deposits, which have only managed to
exceed inflation by approximately 1% to 2%.
All State-owned Banking Institutions, which
collectively represent around 60% of Total
System Deposits, have instituted Special Deposit
Programs to attract and retain deposits while
offering Competitive Interest Rates ranging from
7.15% to 7.30% for tenures of less than Two Years.
Investors no longer perceive it as advantageous to
retain their funds within CASAs, which provide
banks with Low-cost Funding and Strengthen
their Balance Sheets (with CASAs constituting
40.5% of funds in FY-2024 compared to 43% in
FY-2023 and 45% in FY-2022).

c) Technology Banking Solutions: The advent
of contemporary Mobile Applications and
Technology-driven Banking Solutions has
markedly simplified the process for Customers
to execute instantaneous fund Transfers and
withdrawals from their accounts, thereby casting
uncertainty on the extent of Customer Retention
within the Banking Sector (Source: RBI Governor’s
Statement, 5 April 2024).Consequently, Financial
Institutions are diligently formulating and
implementing strategies to unveil a broader
array of Innovative Solutions designed to sustain
Robust Long-term Retail ContractLiabilities
while concurrently mitigating Cash Outflows.
In a concerted effort to maintain relevance, these
Institutions are striving to effectively Cross-
sell Retail Asset and Liability Products to their
existing depositor base, thereby amplifying
transactional volumes.

Financial Institutions are committing significant

b) Customers’ Investment Preferences: Since the
commencement of the Pandemic, there has been

a pronounced evolution in Customer Preferences

resources to enhance their Information Technology
Infrastructure to provide an extensive variety of
Digital Offerings and to refine the personalization
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of the customer experience through Mobile Applications. This Strategic
initiative has demonstrated efficacy in attracting New Clientele through
Digital Platforms, Partnerships with Financial Technology Enterprises,
and the Cross-promotion of diverse Lending Products and Credit
Facilities, thereby establishing New Avenues to fulfil the burgeoning
Demand for Credit.

Liquidity Coverage Ratio-Elevates Stable Deposits:

The Reserve Bank of India (RBI) has recently proposed at Strengthening
Banks” Liquidity Prerequisites (Currently, a Liquidity Coverage Ratio
of 100% is mandated) for Stable Deposits acquired through Mobile and
Online Banking Channels, instituting an elevated run-off factor (the
unforeseen withdrawal of deposits) of 10%, an increase from the previous
5%, and 15% for less Stable Deposits due to their heightened ease of
withdrawal. This regulatory alteration will necessitate that Banks sustain
an adequate Portfolio of Government Securities to withstand 30 Days of
Stressed Deposit outflows, thereby constraining their Lending Forecasts.
The Newly proposed “Liquidity Coverage Ratio” framework will compel
Banks to adopt prudent strategies to attract and retain a larger volume
of High-quality Stable Deposits.

Strategies to Navigate Challenges:

a) Opening of New Branches:Notwithstanding the increasing prevalence
of digital accounts, Banking Institutions are reverting to the historically
efficacious strategy of multiplying their physical branch networks; this
initiative is anticipated to partially mitigate the challenges associated
with deposit mobilization by addressing a broader demographic
of depositors. While state-owned banks already maintain a greater
number of branches, it is predominantly the private sector banks that
have accelerated their deposit growth, and the addition of further
branches is projected to enhance deposit mobilization endeavours.
Although the digital transformation has yielded substantial benefits,
Branch Banking remains integral for engaging with Semi-urban and
Rural Populations. For instance, HDFC Bank has articulated plans to
inaugurate 1,000 New Branches in the Fiscal Year 2025, compared to
1,481 in Fiscal Year 2024. Similarly, Kotak Bank intends to Establish
175-200 Branches, an increase from 150 in Fiscal Year 2024, with other
institutions such as RBL Bank and Karur Vysya Bank also expressing
intentions to expand their Branch Networks.

b) Innovative Solutions:Introduction of Appealing Term Deposit
Schemes: Financial Institutions have launched specialized schemes
that provide elevated Interest Rates on Shorter-term Deposits to
rectify their Asset-liability Mismatches, thereby attracting Deposits
with Rates that exceed the Standard Rate by 40-50 Basis Points. This
Strategy is predicated on the expectation that, as the Interest Rate

:
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Cycle evolves, they will not face challenges in servicing Higher-Cost
Deposits over Prolonged Periods.

The enactment of a Term Deposit sweep-in mechanism facilitates the
Automatic reallocation of funds from Savings Accounts to Fixed Deposits
whenever account Balances dip below a designated threshold, thereby
lessening the reliance on Costly Borrowing Options and mitigating
dependence on Wholesale Funding Channels. This System empowers
Financial Institutions to synchronize short-term liabilities with long-term
assets, thereby fulfilling regulatory requirements by enhancing liquidity
while concurrently creating avenues for the Cross-promotion of Ancillary
Banking Products and Services to Clientele.

To Conclude:

As the Monetary Policy Cycle experiences a Transition and the Monetary
Policy Committee (MPC) initiates reductions to the Policy Repo Rate,
Indian Banking Institutions are projected to face significant obstacles in
maintaining their Current Profit Margins.

A considerable portion of Loans in India is indexed to the External
Benchmark Lending Rate (EBLR), which is susceptible to more Immediate
Repricing in comparison to Deposits. This scenario engenders a
conundrum, especially as a Sizable Segment of Deposits is locked in at
Elevated Interest Rates and will experience Repricing only Incrementally.
Consequently, Banks may confront a contraction, as their Interest Income
from Loans may dwindle at a more rapid pace than the Interest Costs
associated with Deposits.

In addition to the internal strategies and initiatives of Banks aimed at
delivering innovative Financial Products and Leveraging their Extensive
Branch Infrastructures to attract Stable Retail Deposits from Household
Savings, it is becoming increasingly evident that the Capacity to Fund via
Organic Deposits is under considerable pressure. Financial Institutions
have commenced the procurement of a larger share of Non-retail Deposits
to fulfil the surging Demand for Credit. They must sustain High Deposit
Rates over an extended period, adhere to the New Liquidity Coverage
Ratio (LCR) Regulations concerning Volatile and Digital Deposits, manage
their Lending Dynamics, and Navigate Liquidity Challenges without
endangering their Profit Margins.

References:
RBI Guidelines.

RBI Governor’s Statement o
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Busjness Rule Engine (BRE) in
Banking

(A ‘Novel Framework’ for Understanding by
‘Concurrent Auditors’ in Banks)

Abstract:

The Risk and Credit decision-making team within a lending Banking
Institution contends with a multitude of Credit-related determinations
Daily, including queries such as ‘Should this Loan Application
receive Approval?’, ‘What Interest Rate should be Applied?’, or
‘Should a Loan Application be earmarked for Additional Manual
Evaluation?’ The potential responses to these inquiries can be
as varied as the number of personnel within the Banking Sector,
which underscores the necessity for Lending Policies to regulate '
routine decision-making processes. These policies are condensed
and articulated through Business Rules. However, what precisely
constitutes these Rules, and what form do they take?

Business Rules consist of a Collection of predetermined criteria
that facilitate the Derivation of Conclusions to reach Decisions.
For instance, ‘if CIBIL Score > 600, then Maximum Loan Amount
=< 3,00,000°, or ‘If the Applicant is Classified within a Medium-
Risk Category, then the Interest Rate must not surpass 14%°. As
illustrated, a Rule establishes conditions that dictate subsequent
actions.

[Rule = condition (if) + action (then)]

A succession of such actions constitutes a Lending Procedure or
Workflow. However, who or what is executing all these Rule-based
Actions? Human Agents? Automated Systems?

In light of the fact that the Digital Age is currently in effect, an Ideal
Loan Application Process should require Three Minutes to Complete,
One Minute for Approval, and necessitate Zero Human Involvement.
Nonetheless, this scenario can only materialize if decision-making
systems are subject to Automation. Such Automated Frameworks
Er. Sunil Dasari are Collectively referred to as Business Rules Engines (BRE).

Senior Manager
Bank of Maharashtra
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I n the Complex domain of Banking, where

Operational Efficiency, and Bolstering Reliability.

Environment.

BRE Types:

In the multifaceted sphere of Banking, where an
overabundance of operations and decisions are :
executed every minute, distinct categories of Rule :
Engines are employed for Specific Applications. d)
These Rule Engines, tailored to address various
facets of Banking, play a significant role in enhancing !
the Sector’s Operational Efficiency and Regulatory
Compliance. The Principal Types of Rule Engines !
frequently utilized in the Banking Industry include:

a) BRE-For Credit Scoring: Within the realm of
Banking, one of the most widespread applications
of Rule Engines pertains to Credit Scoring.
These Engines evaluate the Creditworthiness
of Individuals and Business Enterprises by
i e
Credit History, Income, Debt Levels, and others.
Rule-based Credit Scoring Engines empower |
Banks to make judicious lending decisions,
whether pertaining to Loan Approvals, Interest |

scrutinizing a variety of factors, including

The Institute of Cost Accountants of India

‘b
Accuracy and Uniformity hold critical importance,
the implementation of Rule Engines has emerged as !
an essential Technological Foundation. Rule Engines,
fundamentally, are Software Systems developed
to facilitate the Automation of decision-making :
processes through the Application of a predetermined
set of Rules and Logical Conditions. These Rules ‘!
serve as the fundamental guidelines that empower
Banks / Financial Institutions to plotter through !
the complexities of financial transactions, thereby
ensuring adherence to regulations, enhancing

i o)
From mitigating the Risks of Fraud to optimizing
Customer Engagement, Rule Engines have emerged
as the unpredicted architects of numerous dimensions
of Contemporary Banking, Fostering Precision and
Uniformity in a Continuously evolving Financial !

Rate settings, or Credit Limit determinations.
They ensure Uniformity and Impartiality in the
assessment of Credit Applications.

BRE-For Anti-Money Laundering (AML): AML
Rule Engines serve as indispensable instruments
for Banks in their efforts to Combat Financial
Crimes, encompassing Money Laundering
and Terrorist Financing. These Engines utilize
predefined rules and algorithms to scrutinize
transactions and customer information. Upon the
detection of suspicious activities or patterns, alerts
are generated for further examination. AML Rule
Engines are essential for maintaining Regulatory
Compliance and preserving the integrity of the
financial system.

BRE-For Fraud Detection: Financial Institutions
are perpetually confronted with Threats from
Fraudsters intent on exploiting weaknesses.
Fraud Detection Rule Engines assume a crucial
role in the Identification of Potentially fraudulent
activities. They monitor transactions in Real-
time, applying Rules to discern atypical patterns
or behaviours. When a Transaction Triggers a
predefined Rule, it may be flagged for scrutiny or
rejected, thereby preventing unauthorized access
to funds and safeguarding customers.

BRE-For Customer Interaction: Furthermore,
Rule Engines significantly enhance customer
interactions within the Banking Sector. These
Engines employ predefined Rules to Tailor
Customer Experiences. For instance, when a
customer accesses their Online Banking Portal, the
Rule Engine is capable of presenting customized
content based on their prior interactions and
preferences. This personalization cultivates
stronger customer relationships and encourages
cross-selling opportunities.

BRE-For Compliances: Regulatory Adherence
represents a paramount concern for Financial
Institutions. Compliance Rule Engines facilitate
the alignment of banking operations with Industry
Regulations and Governmental Directives. These
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Systems engage in continuous surveillance of ;
Transactions, Policies, and Procedures, identifying
any discrepancies from established compliance
norms. This proactive approach aids Banks in
evading Penalties, Legal Complications, and

Detriment to their Reputations.

) BRE-For Accounting: Accounting Rules
Engines are integral to the assurance of precise !
financial reporting and adherence to Accounting
Principles. They automate various Accounting
Operations, oversee Journal Entries, and assist in
the Compilation of Financial Statements. These
Engines are instrumental in enabling Banks to :

uphold Financial Transparency and Integrity.

8 BRE-For Loan Origination: In instances where
customers seek loans, be it for Mortgages, |
Personal Loans, or Business Financing Loan
Origination Rule Engines optimize the application :
and approval workflow. They assess applicant
information against Pre-established Lending |
Benchmarks, thereby Automating the Decision-
making Continuum. Loan Origination Rule
Engines significantly augment the efficiency !
and precision of Loan Approvals while Ensuring

i Ecosystem, promoting prudent Financial Practices

: and reliable Customer Service.

h) BRE-For Risk Management: The management of
Risk is a foundational element within the Banking Use of BRE in Banking Sector:

Sector. Risk Management Rule Engines evaluate

diverse Categories of Risk, including Credit,

Market, and Operational Risk. By employing

predefined Risk Models and Guidelines, these :

Engines assist Banks in making Judicious decisions :

regarding Investments, Asset Distribution, and

: Loan Approval and Underwriting

i Process-An Example:

Each of these Business Rule Engines (BREs) fulfils a

specific function within the banking sector, catering :

to particular requirements and challenges. The :
capacity to automate decision-making processes
grounded in predefined rules not only enhances
operational efficacy but also guarantees that banks
remain compliant, secure, and oriented towards
customer satisfaction. Collectively, these Rule

Uniformity in Lending Protocols.

Lending Strategies.
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Engines strengthen the resilience of the Banking

To gain a deeper insight into the pragmatic utilization
of Business Rule Engines within the Banking
Sector, a concrete instance of how a Rule Engine
can be employed to optimize operations and enrich
Customer Experiences.

In the ever-evolving domain of the Banking Sector,
where Customers frequently seek financial support
for diverse objectives, a critical consideration is
the effective processing of Loan Applications.
Whether pertaining to Personal Loans, Mortgages, or
Business Financing, Banks Encounter the challenge
of Appraising numerous applications while adhering

The Institute of Cost Accountants of India
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to stringent Standards for Risk Evaluation and
Regulatory Compliance.

To address these exigencies, Banks implement
Advanced Technological Solutions that streamline
the Loan Approval and Underwriting Protocols.
A Central Element of this Modernization is the
Integration of Rule Engines. These Rule Engines
constitute Software Systems that utilize Predefined
Rules and Decision-making Logic to Automate the
Assessment of Loan Applications.

The Scenario focuses on the elaborate procedure of
Loan Approval and Underwriting within a Banking
Establishment. This Complex Process is essential to
a Bank’s Operations, ensuring responsible lending
practices while mitigating financial risks. Below is an
overview of the steps involved in this vital process,
enlightening how Rule Engines strengthen Efficiency
and Enhance Decision-making.

The Institute of Cost Accountants of India

Step 1: Submission of Customer Application-
The initiation of the Loan Approval and
underwriting procedure occurs when an
Individual / Business Enterprises articulates
a requirement for Financial Support, which
may include Personal Loans, Mortgages, or
Commercial Loans. Applicants have the facility
to submit their Loan requests via the Banks
/ Financial Institution’s Digital Interfaces,
encompassing its official website or mobile
application.

Step 2: Collection of Data-Following the submission of
the Loan Application, the Financial Institution
Embarks upon an Extensive Data Collection
Protocol. This phase entails the accumulation
of a Diverse Array of information from the
Applicant. The Gathered Data may encompass:

v Personal Information: Name, Residential
Address, Contact Details, Aadhaar
Verification, etc.

v Financial Background: Credit History,
Prior Loans, and Repayment Patterns.

v/ Employment Documentation: Details
pertaining to Current and Past Employment.

v Income Verification: Evidence of Income
Sources, including Pay Packages, Tax Returns
Submission, or Business Financial Statements
etc.

v/ Loan Purpose: Detailed Information
regarding the intended use of the Loan,
such as Property Acquisition or Business
Expansion.

Step 3: Verification of Data-The information collected
is subjected to stringent verification Protocols.
Bank Officials Authenticate the legitimacy of
the submitted documents, Validate the Identity
of the Applicant, and Cross-check the provided
information against Pre-existing records.
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Step 4: Evaluation of Credit Score-An essential i
component of the underwriting process |
involves the assessment of the Applicant’s
Creditworthiness. This evaluation frequently
depends on the applicant’s Credit Score, which
offers insights into their Historical Credit |

Conduct and repayment dependability.

analysis encompasses:

v/ Examination of income sources and their

stability.

v/ Evaluation of debt commitments and

existing financial obligations.

v/ Review of financial assets and reserves.

Step 6: Assessment of Collateral (If applicable)-In the :

case of Secured Loans, such as Mortgages, the !

Bank evaluates the Valuation and Condition
of the Collateral Presented by the Applicant.
This Collateral Functions as Security for the !
Loan and reduces the Financial Institution’s

exposure to Risk.

Step 7: Compliance with Regulatory Standards—
Banks / Financial Institutions are obligated i
to maintain rigorous adherence to Financial :
Regulations and Lending Statutes. This Phase !
involves navigating a Complex Landscape of
Regulations at the Regulatory, Central, State, !
and Local Tiers. Compliance ensures that the
Lending Practices of the Bank conform to Legal

Mandates.

Step 8: Evaluation of Risk-A pivotal function of
underwriting is the assessment of the risk
Step 12: Post-Approval Monitoring-The interaction

associated with the loan. This encompasses:

v  Evaluation of the Applicant’s Credit Risk

based on their Credit Score and History.
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v Analysis of Market Conditions that may
impact the Performance of the Loan.

v Assessment of the Loan’s purpose and
its Conformity with the Bank’s Lending
Standards.

Step 9: Decision-Making Process-Upon the Completion
Step 5: Analysis of Income and Financial Status-The
Applicant’s Income and Overall Financial
Condition are meticulously analysed to i
ascertain their ability to Repay the Loan. This

of these thorough Evaluations, a Decision must be
rendered regarding the Loan Application. Decisions
may be Categorized into Several Classifications,
including:

v Approval: The Loan is Sanctioned, and the
Applicant Progresses to Subsequent Steps.

v Rejection: The Application is denied based
on Risk Analysis or other Considerations.

v Further Examination: In certain Instances,
Additional Information or Clarification may
be necessary Prior to reaching a Decision.

i Step 10: Notification of Customer-Timely
Communication with the Applicant is of utmost
importance. Regardless of the outcome, the
Applicant must be informed in a Transparent
and Professional manner, Elucidating the result
and any requisite Subsequent actions.

i Step 11: Documentation and Disbursement-Upon the
sanctioning of Loans, the Financial Institution
undertakes the generation of requisite Loan
Documentation. This Documentation defines
the stipulations and provisions of the Loan,
about Interest Rates, Repayment Timelines,
and particulars pertaining to Collateral.
Subsequent to the Applicant’s Endorsement of
the Agreement, Financial resources are allocated
in accordance with the Designated purpose of
the Loan.

between the Financial Institution and the
borrower extends beyond the initial
approval phase. The financial institution

The Institute of Cost Accountants of India
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persistently oversees the Loan Portfolio, i
ensuring that Borrowers fulfil their Repayment |
Responsibilities. Preliminary Indicators of
delinquency are managed through established

Collections Methodologies.

In this systematic loan approval and underwriting :
procedure, financial institutions depend on Rule

Engines to facilitate Automated Decision-making,

Enhance Operational Efficiency, and maintain
uniformity in the evaluation of Loan Applications.
Rule Engines assume a Pivotal Role in Risk

Management and adherence to Regulatory Standards,

thereby enabling Financial Institutions to extend loans
with assurance while concurrently protecting their :

Fiscal Interests.

Engines frequently surpasses the confines of Singular
Applications. Numerous Financial Institutions

connect the capabilities of Multiple Rule Engines or
! the Indian Banking Landscape, Rule Engines assume

converge them into a Comprehensive Ecosystem of
Software and Services. The Strategic Interlinking of

Rule Engines within the Banking Sector promotes :
an unhampered flow of data, ensures decision i

consistency, and enhances Operational Efficacy.

The Methodology by which Rule Engines are :
i As the Banking Sector undergoes continuous
! Evolution, the Prominence of Rule Engines will

interconnected within the Banking Domain Covers:
« Data Integration and Exchange.
& Workflow Automation.
«¥ Decision Consistency.
«* Real-time Processing.
¢ Regulatory Compliance.

Reporting and Analytics.
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% Customer Experience.
«% Scalability.
% Risk Management.

In Conclusion, the interconnection of Rule Engines
within the Banking Sector promotes Operational
Efficiency, ensures Data Consistency, and Boosts
Decision-making across Diverse Functions. It Equips
Banks / Financial Institutions with the adaptability
required to meet evolving Regulatory Demands,
enrich Customer Experiences, and Proficiently
Manage Risks. The Strategic Amalgamation of Rule
Engines constitutes a Critical Assetin Modern Banking
Operations, thereby augmenting Competitiveness

i and Compliance.
In the realm of Banking, the Application of Rule

A Variety of Rule Engine Types, including both Open-
source and Proprietary Solutions, present distinct
Features and Advantages. From the perspective of

a Crucial Role in fulfilling the specific requirements
of the Banking Sector, ensuring alignment with
Regulatory frameworks and facilitating streamlined
operations.

Inevitably Increase, providing support to Banks in

! their pursuit of Operational Excellence and enhanced
i Customer Satisfaction.

i Referencs:
i Private Sector Banks BREs.

i Public Sector Banks BREs.
{ BRE Product of different IT Companies.

i Bank’s Credit Management Process. ®

35



® ® BFSI Chronicle, 20" Edition March 2025

How Digital Lending Mechanisms
ot Banks Operate?

Abstract:

This methodology incorporates digital instruments to assist lenders in expediting the decision-making

process regarding loan approvals based on a streamlined application procedure. It facilitates a more
rapid and accessible borrowing experience, thereby transforming the lending sector. Furthermore,
it seeks to extend financial opportunities to individuals who may encounter difficulties in securing
loans from conventional financial establishments.

In essence, digital lending refers to the acquisition of financial resources via online platforms, as '
opposed to traditional banking institutions. It is characterized by its speed, convenience, and round-
the-clock availability. Digital or fintech lending platforms leverage sophisticated technologies such
as artificial intelligence and big data analytics to enhance the borrowing and lending experience
for all stakeholders. This innovative paradigm has experienced significant growth, fundamentally
altering the dynamics of monetary transactions. Consequently, the fintech lending market is
anticipated to escalate to over $400 billion by the year 2028. This projected growth rate of 18%
is expected to occur at a pace threefold that of traditional banking, which expands at a rate of 6%.

The Digital Lending Ecosystem in India is currently
experiencing a significant metamorphosis. Driven by
Advancements in Technology, Amendments in Regulatory
frameworks, and evolving consumer inclinations, Digital
Lending is fundamentally altering the manner in which
Individuals and Enterprises procure credit. Transitioning
from Traditional Paper-based Loan Applications to
Al-enhanced Credit Evaluations, the lending mechanism
is evolving to become more expedient, user-friendly, and
progressively inclusive.

For borrowers, the advent of digital lending has markedly
streamlined the loan application procedure for both
commercial entities and individuals. In lieu of grappling
with cumbersome documentation and physical bank visits,
applicants are now afforded the convenience of applying

Shri Y Sathyanarayana Prasad for loans online, thereby submitting their financial data
Chief Credit Officer electronically from the comfort of their residences. A notable
Coastal Local Area Bank Ltd. advantage lies in the ability of computer algorithms to
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rapidly evaluate the probability of repayment by
borrowers, thereby hastening the approval timeline.
Upon receiving approval, funds are expeditiously
disbursed, thereby furnishing borrowers with timely :
financial support. The repayment process is equally
uncomplicated and is conducted through online

platforms.

For lenders or debt investors, the digital lending
platforms available for investors present a myriad
of investment opportunities, enabling them to |
customize their portfolios in accordance with :
individual preferences and risk appetites. Following :
the establishment of a profile, the lender has the :
capability to peruse available loans and engage in :
research prior to arriving at investment decisions. i
Investors can securely transfer capital through the :
platform and subsequently receive interest payments !
as compensation. Although associated fees are
present, tools are accessible to mitigate lending- !
related risks. In summary, digital lending optimizes :
the processes of borrowing and investing, yielding

advantages for all stakeholders involved.

Tools for Digital Lending Platforms:

a) Artificial Intelligence & Machine Learning:
Artificial Intelligence and Machine Learning
are being employed to automate and optimize
numerous facets of the lending process,
encompassing customer onboarding, risk |
assessment, loan disbursement, and repayment
monitoring. By harnessing extensive datasets
and sophisticated algorithms, lenders are
enabled to execute swifter and more precise
credit determinations while simultaneously !
lowering operational costs and enhancing the :

customer experience.

b) Blockchain & Smart Contracts: Blockchain !
Technology functions as a decentralized,
immutable ledger that meticulously documents
transactions across a network of computing
devices. Its high level of security is predicated
on the fact that data cannot be modified ‘!
once it has been inscribed. Smart Contracts
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represent self-executing contractual agreements
with stipulations explicitly embedded within
the Code. Established upon Blockchain
Technology, Smart Contracts inherit the
Security, Immutability, and Decentralization
Intrinsic to the Foundational Technology. With
the advent of Blockchain Technology and Smart
Contracts, the forthcoming trajectory of Lending
Appears to be more Secure, Transparent, and
Efficient than it has ever been.

¢) Open Banking & Data Sharing: Open Banking

facilitates the secure exchange of financial data
between Banking Institutions and Third-party
Service Providers. The capabilities afforded
by Open Banking have empowered lenders to
arrive at more accurate Credit Assessments,
Tailor Loan Offerings, and Expedite the Loan
Processing Timeline. Data Sharing is intrinsically
linked to Open Banking, allowing lenders to
access an extensive array of alternative data
sources to augment Credit Evaluations. By
Scrutinizing a Borrower’s Transaction History,
Social Media Interactions, and Psychometric
Metrics, Lenders can effectively assess First-
time Borrowers who may lack a formal Credit
History.

d) Real Time Credit Decisions: The influence

of financial technology has rendered instant
gratification a feasible reality within the lending
domain. With the capability for Real-time Loan
disbursements, individuals can now obtain
funds precisely when they are required, devoid
of any delays or complications.

e) Digital Identity & Biometrics: By leveraging

Aadhaar-based electronic Know Your Customer
(e-KYC) Protocols, Digital Lenders are now
able to authenticate a Borrower’s Identity
Within Seconds. This Paperless, consent-driven
procedure not only enhances the onboarding
experience but also markedly diminishes
the potential for Fraudulent Activities. By
Incorporating Biometric Verification into
their onboarding frameworks, Lenders can
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effectively Eradicate the Risk of Identity Theft.
This Approach not only Safeguards the Interests
of Lenders but also Shields legitimate Borrowers
from becoming victims of Fraudulent Schemes.

f) Alternative Data & Credit Scoring: Alternative
Data Encompasses Non-traditional indicators
that extend beyond the Standard Credit Bureau
Information utilized to assess a Borrower’s
Creditworthiness. This includes utility payment
records, mobile usage patterns, e-commerce
transactions, and social media engagement. By
capitalizing on these alternative data metrics,
lenders are afforded a more comprehensive
understanding of a borrower’s financial behaviour
and repayment capability. Credit Scoring
Methodologies employ Machine Learning
Algorithms and Artificial Intelligence to analyse
vast datasets and discern patterns indicative
of Creditworthiness. The Advantages of this
Approach include enhanced accuracy, Expedited
Processing Times, and Minimized Bias.

8) Regulatory Technology (RegTech): RegTech
denotes the application of Advanced Technologies
to augment Regulatory Procedures and Guarantee
adherence within the Financial Services Sector,
encompassing Digital Lending Practices. Through
the implementation of Automated Know Your
Customer (KYC) verifications, continuous
oversight, and the promotion of responsible
lending, RegTech Methodologies empower
Digital Lenders to adeptly navigate the intricate
regulatory environment, diminish compliance-
related threats, and uphold equitable and
Transparent Lending Methodologies.

Characteristics: Traditional Lending
(TL) Vs Digital Lending (DL)

Traditional lending practices are typically characterized
by extensive paperwork. In contrast, digital lending
enhances efficiency by utilizing data from various
channels to swiftly evaluate the creditworthiness of
borrowers. The improvement in customer service
within digital lending, facilitated by advanced

The Institute of Cost Accountants of India
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technologies, surpasses traditional methods that often
necessitate in-person visits or telephonic communications.
Digital lenders are capable of addressing a more extensive
customer demographic, emphasizing expedited financing,
with loan approvals occurring within hours rather than
weeks.

a) Process and Application:

O TL: The procedure for application necessitates the
completion of physical forms, in-person meetings,
and manual operations. Borrowers typically visit
banking establishments or financial institutions to
solicit loans, submit documentation, and undergo
credit evaluations.

O DL: The entirety of the application procedure transpires
in an online environment, predominantly via websites
or applications. Applicants are not required to appear
in person; they merely complete forms and upload
documentation. The lending platform facilitates
expedited decision-making.

b) Accessibility:

O TL: The accessibility to traditional lending services may
be constrained by the geographical positioning and
operational hours of physical branches. Borrowers may
be compelled to travel to a bank or lender’s premises
during designated business hours.

O DL: Digital lending platforms significantly augment
accessibility, empowering borrowers to apply for loans
from any location with internet connectivity, available
24 hours a day, seven days a week.

c) Speed and Efficiency:

O TL: The approval and disbursement of loans through
conventional channels may extend from several days
to weeks due to manual processing and bureaucratic
documentation.

O DL: Digital lending platforms utilize automation and
algorithmic processes to refine the lending procedure,
resulting in accelerated approvals and disbursements,
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occasionally within mere minutes or hours.

d) Verification Process:

OTL: Conventional lending necessitates§
documentation and in-person meetings |

to authenticate information, which can be
time-consuming.

O DL: Online applications, the submission of
digital documents, and automated verification i
mechanisms minimize paperwork and hasten

the process.

e) Credit Assessment:

O TL: Banks and traditional financial institutions
typically evaluate applicants’ creditworthiness,
assets, and financial parameters to ascertain
their eligibility for loans, frequently resulting in

a protracted process.

O DL: Digital lending platforms employ sophisticated
algorithms to assess creditworthiness, integrating |
traditional metrics alongside alternative data, such !

as digital footprints and social media interactions.

This automated mechanism expedites the process ‘:

in comparison to traditional lending.

f) Customer Experience:

O TL: Traditional lending necessitates face-to-face :
engagements with banking representatives or ;
loan officers, which may exhibit variability in :

quality and degree of personalization.

O DL: Digital lending provides a streamlined and
convenient user experience, offering self-service !
functionalities, customized loan proposals, and

continuous access to customer support.

g) Risk Management:
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practices, rendering it challenging for certain
applicants to obtain a loan.

O DL: Digital lending platforms frequently present
more lenient loan approval processes with less
stringent criteria.

Benefits:

» For borrowers, digital lending provides a level
of convenience through online applications and
document submissions, which are accessible
around the clock from any geographical location.
Rapid approvals and the disbursement of funds,
frequently within mere minutes, are enabled
by automated systems and sophisticated credit
assessment algorithms. These algorithms leverage
alternative data sources, thereby diminishing
the need for paperwork and enhancing the
overall borrowing experience. Furthermore,
user-friendly interfaces present tailored loan
offerings. Additionally, digital lenders may
impose less rigorous eligibility standards, thereby
broadening access to loans for a more diverse array
of borrowers.

»For lenders and investors, crowdfunding
investments, particularly within the realm of digital
lending, afford opportunities for diversification,
income generation, and the potential for superior
returns compared to traditional fixed-income
investments. Digital lending additionally facilitates
control over risk exposure, access to varied
markets, and the capacity to enhance the overall
yield of investment portfolios. Loans may function
as a hedge against inflation, providing a safeguard
against the erosion of purchasing power. Engaging
in loan investments through crowdfunding can be
particularly appealing for investors seeking income,
diversification of their portfolios, and the prospect
of higher returns, contingent upon thorough due
diligence and effective risk management.

: Models:
O TL: Traditional lending depends on established :
risk assessment frameworks and may exhibit
a more conservative approach in its lending

Digital lending and fintech lending platforms
utilize a variety of business models. The five
predominant models include Peer-to-Peer lending,
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Resale Marketplace Lending, Balance Sheet Lending, :
Digital Banks and Neobanks, as well as Invoice

Financing and Supply Chain Finance.

on associated risk and anticipated returns.

which these loans are offered to investors.

associated risks.

institutions.
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processes throughout their supply chain by utilizing
technological platforms.

: Conclusion:
Peer-to-Peer Lending: Peer-to-peer lending establishes
direct connections between individuals seeking to
borrow capital and those willing to lend, effectively i
circumventing conventional banking institutions. :
A digital platform serves as an intermediary, !
facilitating the loan process. Investors are afforded
the opportunity to select which loans to finance based !
personal or business advantage. They actively adopt
! technology to optimize daily activities and aspire to
Resale Marketplace Lending: Analogous to peer- :
to-peer lending, these platforms also present loans
as investment opportunities but infrequently
provide direct borrowing options on their sites.
Such platforms resell loans that have already been ‘i
procured by borrowers from loan originators. The
loan originators leverage technology to determine !
loan eligibility and the respective interest rates at
! for loans and additional credit services through
online digital platforms and channels. This process
Balance Sheet Lending: Certain lending organizations :
utilize their own capital to extend loans, sourced
either from substantial investors or the proprietors’
funds. They assume the risk associated with borrower i
default but are positioned to achieve elevated profit
margins. These organizations employ technology to
enhance loan decision-making and effectively manage exhibited a Compound Annual Growth Rate (CAGR)
! of 132% from 2017 to 2022. Moreover, it is anticipated
 that India’s digital lending market will potentially
Digital Banks and Neobanks: These entities operate
exclusively in a digital environment, either online :
or via mobile applications. They capitalize on References:
technological advancements to provide expedited | 1) RBI Guidelines.
loan services, reduced fees, and a more efficient

customer experience compared to traditional banking 2) P2P Market Data.

The emerging generation seeks autonomy over
their personal or business data to foster a more
transparent lending experience. Having matured
in an environment dominated by the internet,
smartphones, and social media, young Millennials
and Generation Z borrowers exhibit a notable
proficiency in utilizing their digital footprints for

make well-informed decisions regarding financial
transactions. As their presence in the professional
realm expands, they are positioned to be the
generations that will shape the future landscape of
lending.

Digital Lending denotes a remote and automated
mechanism that facilitates individuals in applying

incorporates mobile applications and websites to
optimize the lending experience. By employing these
methodologies, loans can be disbursed in under ten
minutes without the necessity for collateral. The
expansion of digital lending within India has been
remarkable. The digital lending market in India

escalate to USD 515 billion by the year 2030.

i 3) FinTech Magazines.
Invoice Financing and Supply Chain Finance:

These types of financing represent specialized loan 4) Allied Market Research.
products tailored for businesses. Invoice financing i

enables companies to obtain capital by leveraging :

outstanding invoices as collateral. Conversely, supply

chain finance assists businesses in managing payment
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Funds Transter Pricing Mechanism

In The Banks

Shri Govind Gurnani
Former Assistant General Manager
Reserve Bank of India

P unds transfer pricing is an internal allocation and
measurement mechanism for determining the pricing of
incremental loans/investments/ deposits and for determining
the profit contribution of various lending and borrowing
units of a bank. It is critical component of the profitability
measurement process, as it allocates the major component of
profitability in a bank, net interest margin. It's a management
decision tool and is useful means to identify the areas of
strength and weaknesses within the bank.

Funds Transfer Pricing Mechanism

Under FTP, the central funding unit determines the transfer
price curve for various maturities from time to time based on
the policy approved by the asset liability committee.

The bid curve (i.e. the transfer pricing curve used for liabilities
of the bank) is to be based on the marginal cost of borrowing
and servicing cost for different maturities. While arriving
at this, liabilities such as current account/savings account
with non-determinate maturity may be categorised based
on statistical behavior model.

Offer curve (i.e. the transfer pricing curve used for assets of
the bank) is calculated as bid rate adjusted for the following:

1) Cash reserve ratio (CRR) and statutory liquidity ratio
(SLR) negative carry liabilities: Benefit of CRR is to be
given for inter-bank liabilities.

2) Liquidity charge for maintenance of liquid assets:The
extent of liquidity cushion to be maintained by the
bank may be determined through the use of statistical
behavioral model, stress-testing and scenario analysis.
The cost of maintaining such liquidity buffer would be
added to arrive at the offer rate. Also, business activities
creating the need for the bank to carry additional liquidity
such as undrawn facility may be charged based on their
expected usage of contingent liquidity.

The Institute of Cost Accountants of India
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3) Term premia depending upon slope of deposit :

rate curve and other market rates.

Every liability raised by the business unit is to be
“transfer priced” using the prevailing bid rate for
the matching maturity. Similarly, every asset at the
time of origination is to be “transfer priced” using
the prevailing offer rate for the relevant maturity.

For amortising assets, each cashflow is to be treated
as an individual bullet loan for that maturity and
priced accordingly to arrive at a composite rate for
that asset. The difference between the rate charged
to the customer and the transfer price on that asset is
the net interest margin on that transaction attributable
to the business unit.

Components of Funds Transfer Pricing
The main components of Funds Transfer Pricing are
the asset spread, liability spread, and residual spread.

$¢ The asset spread (credit spread) is the net interest
margin earned by funds users, generated by
assets such as loans, investments, and fixed assets
that receive an FTP charge.

€ The liability spread (deposit spread) is the net
interest margin earned by funds providers on
products that provide funding for the
institution such as savings, certificate of deposits,
and institution borrowings that receive an FTP
credit.

€ The residual spread is the margin that
Treasury/Funds Management group earns
by ensuring adequate liquidity and managing
interest rate risk exposure and other risks.

Methods For Funds Transfer Pricing
There are different approaches for FTP which is
prevalent like:

1) Pooled/Average Cost Method

Based on average cost of all outstanding liabilities a
single transfer price rate is arrived at and used for all

The Institute of Cost Accountants of India

assets and liabilities.

The average cost method is easy to implement but
does not take into account the current costs and the
term structure of interest rates.

2) Net Transfer Of Funds Method
Based on net transfer of funds (difference between
assets and liabilities) between business units and

funding unit.

The net transfer of funds method (amount of
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total assets and liabilities are netted out, without :
considering the respective maturities) minimises the
complexity in the use of transfer pricing, but under
this the cost of interest rate and liquidity risk would
i branches and all business units to know on a periodic
basis how they are faring, on the basis of the defined
Another reason why using this method is not :
appropriate is that the potential for assets and
liabilities may not be uniform for all business units !
and therefore, the practice to net off would not be fair

continue to impact the profits of the branch.

and consistent for all the business units/branches.

3) Market Benchmark Linked Method

Based on prevailing market benchmark rates for
different maturities such as MIBOR, T-bill rate, G-sec :

rate, transfer pricing curve is determined.

The market benchmark linked method provides
an objective basis to set the rates but would work !
if the markets are liquid and competitive. In the :
absence of borrowings of banks being linked to the !
same benchmarks, the movement in the market
rates and cost of borrowings of the bank may not be :

synchronised.

4) Matched Maturity Marginal Method

Based on incremental cost of raising funds for
different maturities. Under this approach,the rates
charged for the use of funds and rates credited for !
providing funds are based on matching the maturity
of the asset and liability instruments to the FTP rate
that corresponds to that maturity and thus there is !
segregation of the interest rate risk and liquidity risk

from the business unit profitability.

This method is more advantageous than other three
methods as it incentivises the bank to eliminate
costliest marginal funds so that threshold for lending :
rate reduce and establishes threshold for each

decision to be profitable on an incremental basis.

Conclusion

It is important for every bank to have a robust and
well laid out Funds Transfer Pricing framework
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which is conducive to the complexity and the nature
of business of that bank. The FTP methodology
employed in the banks should be consistent and
transparent.There must be a mechanism for the

FTP framework vis-a-vis the budgeted targets.

The Institute of Cost Accountants of India
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Establishing a Gold Bank Would
Stabilise the Indian Rupee

Shri Hargovind Sachdev
Former General Manager
State Bank of India

The Institute of Cost Accountants of India

E stablishing a Gold Bank in India has been a topic of discussion
among policymakers, economists, and industry experts to mobilize
the country’s vast gold reserves for economic development. The
necessity of such a bank depends on several factors, including gold
market dynamics, the role of gold in the Indian economy, and the
potential benefits and challenges associated with creating such an
institution.

India is one of the world’s largest holders of gold, with an
estimated 25,000 to 30,000 tons owned by households, temples, and
institutions. Much of this gold is in the form of jewelry and is not
actively utilized for economic purposes. A Gold Bank could help
mobilize this idle gold by encouraging individuals and institutions
to deposit their gold in exchange for interest or other financial
benefits. India heavily relies on gold imports, contributing to its
current account deficit (CAD). A Gold Bank that utilizes domestic
gold reserves could reduce the need for imports and ease pressure
on the CAD.

A Gold Bank could offer financial products like gold-backed
loans, savings accounts, and bonds. These products would allow
individuals to use their gold holdings for liquidity without the
need to sell them. This could be especially advantageous for rural
households, where gold is a primary form of savings.

A Gold Bank could help stabilize gold prices by regulating supply
and demand in the domestic market. It could also act as a market
maker, ensuring transparency and reducing the influence of
informal markets. The jewelry industry, a significant contributor
to India’s economy, could benefit from a consistent supply of gold
at reasonable prices, thereby ensuring smoother operations and
growth.

Significant amounts of gold are often underutilized in Indian
temples. A Gold Bank could partner with these temples to
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monetize this gold for productive purposes, such :
as infrastructure development or social welfare i
programs.
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global gold prices, which could impact its financial
stability.

India has monetized gold through initiatives

The success of a Gold Bank would depend on building :
trust with the public. Ensuring transparency in
operations, pricing, and gold valuation is essential. :
Gold symbolizes wealth and security and holds :
deep cultural and emotional significance in India;
convincing individuals to part with their gold may
be challenging, even temporarily.

Establishing and managing a Gold Bank would
necessitate substantial infrastructure, including
secure storage facilities, reliable technology systems,
and skilled personnel. A clear regulatory framework :
would also be crucial to govern the bank’s operations,
addressing issues related to gold valuation, interest :
rates, and taxation. The informal gold market, made
up of unorganized lenders and pawnbrokers, plays :
a significant role in India’s gold economy. A Gold
Bank could disrupt this sector, potentially leading to :
opposition from stakeholders. The Gold Bank would
need to address risks associated with fluctuations in !

i like the Gold Monetization Scheme (GMS) and

the Sovereign Gold Bond (SGB) scheme. However,
these efforts have encountered limited success
due to low participation and a lack of awareness.
A Gold Bank could address some shortcomings of
these schemes by offering more attractive terms and

i enhanced outreach, as outlined below:

Mobilizing Dormant Gold: A gold bank can tap

into the value of dormant gold reserves, estimated
to exceed $1 trillion, by encouraging individuals to
deposit their gold and earn interest.

i Reducing Dependence on Imports: India can lessen its

reliance on gold imports by utilizing domestic gold
reserves, which may help stabilize the currency and
decrease the trade deficit.

A gold bank can offer liquidity, enabling access to
funds without needing to sell gold.

The Institute of Cost Accountants of India
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Standardizing Gold Quality: A gold bank can
standardize gold quality, ensuring that deposited !
The bank could introduce gold savings accounts,
gold-backed bonds, and digital gold transactions,
Generating Employment: A gold bank can generate !
new job opportunities in the gold sector, encompassing :

gold adheres to specific purity standards.

assaying, refining, and vault management.
can extend financial services to rural areas and

inclusion.

helping small and medium-sized enterprises.

Challenges and Considerations

Security and Storage: Ensuring the secure storage :
When managed properly through a Gold Bank, it can
transform from an economic burden into a financial
Regulatory Framework: A clear regulatory framework
promotes a more resilient financial system. Such an
! institution could mobilize dormant gold reserves,
Interest Rates and Fees: Competitive interest rates
that leverage gold holdings.

and transportation of gold is essential.

is needed to govern the gold bank’s operations.

and fees must be offered to attract depositors.

India can derive the following fiscal advantages by !
operational, and regulatory challenges while fostering
i trust among the public. Given India’s significant
i gold holdings and potential economic advantages,
establishing a Gold Bank warrants consideration as
India is the second-largest consumer of gold, !
importing approximately 800 to 900 tons each year.
This creates a significant trade deficit. A Gold Bank
could help monetize domestic gold holdings, thereby
! measures, increase public awareness campaigns, and
engage in stakeholder consultations to transform our
weakness regarding gold into our strength. More
i gold with the government would reduce imports and
A gold bank could enable India to establish gold- :
backed reserves, lessen reliance on foreign exchange, |

opening a Gold Bank:

1. Reducing Trade Deficits

reducing reliance on imports.

2. Strengthening the Rupee & Reserves

and bolster the rupee in global trade.
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3. Promoting Gold-Backed Financial Products

allowing clients to earn interest on their holdings
while ensuring liquidity.,

: 4. Boosting Government Revenue

Enhancing Financial Inclusion: A gold bank !

A Gold Bank could improve tax compliance in the
underbanked populations, promoting financial
: through transaction fees, deposits, and investment
instruments.

Supporting the Jewelry Industry: A gold bank can
provide financing options to the jewelry industry,

gold trade, deter smuggling, and generate revenue

5. Strengthening Economic Stability

A Gold Bank would strengthen financial stability by
! decreasing external dependence on gold and ensuring
Trust and Confidence: Building trust among gold
holders to deposit their gold with the bank is essential.

that India’s substantial gold reserves are formally

integrated into the economy.

India’s obsession with gold is a double-edged sword.

asset that boosts growth, strengthens the rupee, and

reduce gold imports, and provide financial products

A Gold Bank can effectively address cultural,

a component of a broader strategy to leverage the
country’s gold resources for development.

The government must develop robust policy

stabilize the Indian Rupee.
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StatusotHome BuyersinResolution
Process of Real estate companies
under Insolvency and Bankruptcy
Code 2016.

[The article attempts to delve into the issues and challenges facing the home buyers in legally protecting
their interest in the resolution proceedings of the real estate companies under the Code and related legal
activism therearound]

Introduction

Promulgation of the Insolvency and Bankruptcy Code (IBC) in 2016
is indeed an epoch-making reform in India’s judicial landscape. Prior
to enactment of IBC, there existed a fragmented insolvency resolution
legal regime rendering insolvency resolution processes complex,
protracted, and inefficient. It involved application of plethora of laws,
rules and regulations, to different aspects of insolvency and bankruptcy
applicable to various kinds of stakeholders in the realm of various
facets of insolvency and liquidation . There persisted a regime of legal
complexity in the absence of a comprehensive insolvency law.

State should ensure that there would be freedom for any commercial
entity to begin a business, freedom to continue doing business in
provided level playing field, and the freedom to discontinue/exit the
business. While the first two freedoms were well recognized in the
Indian regulatory regime , enactment of IBC afforded greater freedom
to business entities to exit the business best preserving their respective
interest. IBC envisages an orderly process for resolution of businesses
insolvency adhering to a legally stipulated time frame eschewing the
tardy and lethargic legacy system. The Code overhauled the legacy
legal regime for corporate distress resolution in India putting in place
a predictable, market-determined, incentive-driven and time-bound
mechanism therefor. The Code is a law for insolvency resolution.

The salient features of IBC include integrated resolution process

Shri Biplab Chakraborty adhering to a statutorily prescribed time lime, setting up of adjudicating
M Stat( IS, Kolkata) authorities(viz., the National Company Law Tribunal (NCLT) and
General Manager (Ret.) the National Company Law Appellate Tribunal (NCLAT) . Insolvency

Department of Banking Supervision

and Bankruptcy Board of India (IBBI) has also been created to
Reserve Bank of India, Kolkata

evolve an Institutional mechanism to oversee, regulate, exercising

The Institute of Cost Accountants of India
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definitive jurisdiction, among other over insolvency
proceedings and professionals. The IBC envisages
facilitation of corporate insolvency resolution through
constitution of Committee of Creditors (CoC) and a
structured liquidation process if resolution is found
to be infeasible within the given time frame.

Housing and Construction activities have significant
bearing on economic activities of other sectors of
the economy which in turn play significant role
in employment generation and job creation in the
country .These have multiplier effects on GDP of the
country. The real estate business in India has grown
manifold over the past decades. The sector however
had to steer through sever unprecedented hardships
and stiff challenges in the aftermath of COVID- 19
outbreak. As per Indian Banks’ Association (IBA)
estimate the sector is saddled with about 4.12 lakh
stressed dwelling units involving Rs 4.08 lakh crores
struck in stalled real estate projects (3). Of these about
2.40 lakh stressed dwelling units are in NCR. As per
the report of the Expert Committee on Rehabilitation
of Legacy Stalled Real Estate Projects appointed by
the Ministry of Housing and Urban Affairs (MoHUA)
if 75% of these stressed units are resolved, it will
add about three lakh dwelling units to the housing
sector. The resolution of these stressed units will help
a segment of middle and lower middle class people
in good stead by providing them dwelling houses
for which a substantial amount stood already paid
by the home buyers.

Recognition of home buyers under the
code

Initially, under the IBC framework homebuyers of
the real estate project did not have any recognition
as financial creditors or operational creditors, to be
legally competent and eligible to launch Corporate
Insolvency proceedings against defaulting real estate
companies. But thanks to the jurisprudence and
legal system of the country. Over the years through
evolution of IBC ,a new enactment, while being tested
in the judicial turf, the rights of the home buyers got
legal recognition in insolvency resolution process as
financial creditors through required amendments of
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the law and related regulations.

The first impetus came in 2017, when the corporate
insolvency proceedings of the real estate company
Jaypee Infratech Limited was started under IBC
by NCLT. Jaypee Infratech Limited then had
several incomplete housing projects. The aggregate
amount of money paid to the company by the home
buyers by way of advance pending handing over of
possession of completed flats exceeded the recognised
financial creditors’” (bank) dues. However, the home
buyers were not given any right of representation
in the creditors’” committee for want of their legal
recognition as financial/operational under IBC .
Thus they were incapacitated from safeguarding
their interest in the insolvency proceedings launched
against the defaulting company although they in
aggregate were having larger dues form the company
compared to that of all the recognised financial/
operational creditors taken together. Originally IBC
did not accord the home buyers of real estate projects
having advanced money pending delivery of duly
complete homes ,the status of financial creditors
or operational creditors who are conferred right to
launch Corporate Insolvency Resolution proceedings
against a defaulting/ distressed real estate company.
In this backdrop the distressed homebuyers of Jaypee
Infratech Limited appealed to the Supreme Court
( Chitra Sharma vs Union of India) for remedial and
mitigating directions so as to safeguard the interest
of homebuyers considering the fact that the debts
owed to the homebuyers by the corporate debtor
was more compared to what was due to the banks.
As per then existing legal position, the banks only
were recognised as financial creditor placing them in
more advantageous position vis a vis the homebuyers.

The Supreme Court in the case ibid afforded relief
to the homebuyers of all real estate projects floated
by Jaypee Infratech Limited by issuance an interim
directions for recognising the homebuyers as financial
creditors and induction of appointed authorized
representatives of the home buyers in Committee
of Creditors (“COC”) under Section 21 of IBC to
advocate the case for the homebuyers and to protect
their interests.
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In the wake of the above direction issued by the
Supreme Court the government with a view to
providing rightful position to homebuyers in relevant
insolvency proceedings under IBC promulgated
an ordinance viz, Insolvency and Bankruptcy
(Amendment) Ordinance, 2018 with effect from
06.06.2018. In terms of this ordinance, the homebuyers
have been accorded the status of financial creditors
under the Code. Subsequently Insolvency and
Bankruptcy Code (Second Amendment) Act,
2018 was passed conferring the allottees the stature
of financial creditors under IBC incorporating in
the definition of ‘financial debt” (vide., Section
5(8)(f) of the Code) that any amount received
from a house buyer of real estate project shall be
considered as amount having the commercial
effect of a borrowing. Thus, the amount received by
way of advance from the allottees in the real estate
projects pending delivery of the duly completed
dwelling units , received statutory recognition
as ‘financial debt” and the allottees were accorded
legal status of ‘financial creditors’. The Supreme
Court subsequently upheld the constitutional validity
of the 2018 Amendment and, emphasised ,among
others , the need and importance of safeguarding
the interest of homebuyers in corporate insolvency
proceedings clarifying that advance amounts are
collected by real estate agencies from the homebuyers
with a profit-making motive and therefore the same
have commercial effect of a borrowing.

Home Buyers not treated individually
under IBC

To safeguard the interests of viable real estate
company against possible threat of initiation of
unwarranted insolvency proceedings under IBC
even by a single home buyer ,IBC (Amendment)
Act, 2020 was promulgated amending Section 7
of the Code to prescribing a minimum required
threshold to file an application under Section 7 of
IBC. In pursuance of this Amendment, the corporate
insolvency resolution proceedings need be launched
jointly, by at least 100 of homebuyers or not less
than 10% of the total number of homebuyers under
the same real estate project, whichever is less. For
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example: In a real estate project “XYZ Builders”
having 1200 homebuyers , then minimum of 100 are
required to jointly file an insolvency petition against
XYZ Builders. In another case, in a real estate project
“AXY Constructions Ltd” having 70 homebuyers ,
then minimum of 7 of them are required to jointly
file an insolvency petition against AXY Constructions
Ltd.

Homebuyers’ involvement in insolvency proceedings
would not be on an individual basis but as a class.
Homebuyers need elect a representative to advocate
their interest in the COC. Homebuyers” decision-
making process would be based upon decisions
emerging out of a democratic process of deliberation
of all individual homebuyers in separate class
meetings be convened by their representative. The
representative as also the minority homebuyers
cannot renege the decision made by the majority
homebuyers vide amendment to section 21 (6A)
and provisions of new section 25 A inserted by the
IBC (Second Amendment) act, 2018. The Supreme
Court upheld the constitutional validity of these
amendments.

The Institute of Cost Accountants of India
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Status of decree holder homebuyers under the
Code

A definition of the term creditor has been provided
in Section 3(11) of IBC . A creditor is define therein to
be “any person to whom a debt is owed and includes
a financial creditor, an operational creditor, a secured
creditor, an unsecured creditor and a decree-holder.”
However, IBC does not explicitly define the term,
‘decree-holder.” Therefore it would be rational to fall
back upon to Section 2(3) of Code of Civil Procedure,
1908 wherein a decree-holder has been defined to
mean “any person in whose favour a decree has
been passed or an order capable of execution has
been made”. The issue whether decree holder home
buyers are distinct from the other home buyers or not
came up for judicial scrutiny. Finally, the issue has
been settled with finality by the supreme court. The
honourable court gave recognition to decree holder
home buyers as financial creditors in the absence
of any further classification in a class of creditor.
(vide. Case Vishal Chelani & others vs Debashis
Nanda. ) . The supreme court observed that it would
be iniquitous to treat a specific segment of a class
of financial creditors differently from others on the
pretext that some of them have decree for recovery

The Institute of Cost Accountants of India

of dues in their favour. The Supreme Court has thus
ensured that home buyers, irrespective of their choice
of remedy under the RERA, are treated uniformly
under the IBC.

Status of homebuyers in case of
liquidation of the real estate agency

In the eventuality of failure of insolvency resolution
process and the company goes into liquidation,
homebuyers will receive amounts in accordance with
the waterfall mechanism as delineated under Section
53 of IBC. As of now, the homebuyers are treated
as unsecured financial creditors and therefore, they
are placed under Section 53 (d) of IBC. Homebuyers
are placed in the fourth position under the waterfall
mechanism after insolvency process costs, dues
of the secured creditor, dues of workmen and
employees. Thus, the claims of the Homebuyers
under liquidation shall be admitted in their respective
ratio after dues of above-mentioned categories are
satisfied first. Therefore, liquidation would be highly
disadvantageous for the home buyers. Homebuyers’
representative in the committee of creditors should
therefore make all-out effort for resolution of the
company avoiding liquidation option.

Conclusion

From the forgoing it is apparent that insolvency
resolution process of a real estate company would be a
bit different from that of corporate debtors engaged
in other sectors. It is , however, gratifying that the
Hon'ble Supreme Court has granted the homebuyers
including those who are the decree-holders the status
of “financial creditors’ under Code. The IBC ,2016
is dynamic law smartly evolving in response to the
specific needs of the stake holders and other players
in the related ecosystem.
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Federated Learning in the Financial
Sector: A Revolution in Privacy
Preserving Al

Ms. Sonali Ingale
Manager (Data Scientist)
Analytics

State Bank of India

Introduction

The financial sector is undergoing a technological transformation with
the integration of artificial intelligence (Al) and machine learning (ML).
One of the latest advancements in this space is Federated Learning (FL),
a decentralized approach to ML that enables organizations to train
models collaboratively without sharing sensitive data. This innovation
is particularly beneficial in financial services, where privacy, security,
and compliance with stringent regulations are paramount.

Understanding Federated Learning

Federated Learning is a machine learning technique that allows
multiple entities to train a shared model without exposing their raw
data. Instead of transferring data to a central server, FL enables model
training to occur locally on distributed devices or servers, sending only
model updates rather than actual data.

How Federated Learning Works
Initialization - A global model is created and distributed to all
participating clients (banks, financial institutions, or other entities).

Local Training - Each client trains the model on its own dataset.

Model Updates - Instead of sharing raw data, clients send encrypted
model updates to a central server.

Aggregation - The server aggregates updates using techniques such
as Federated Averaging (FedAvg) to refine the global model.

Iteration - This process repeats until the model achieves desired
accuracy and robustness.

Applications of Federated Learning in the Financial
Sector

Federated Learning is revolutionizing financial services by enabling

The Institute of Cost Accountants of India
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Al driven insights while maintaining privacy

and regulatory compliance. Here are some key

applications:

Fraud Detection and Prevention

¢ Traditional fraud detection relies on centralized
data processing, which can expose sensitive

customer information to security risks.

train fraud detection models across different
datasets while preserving customer privacy.

positives.

Credit Scoring and Risk Assessment

¢ Credit risk models require vast amounts of i

consumer data, often siloed across multiple :
! has been recognized with prestigious awards such as
the IEEE Fellow Award and the ACM Grace Hopper
% FL enables better credit scoring by allowing !
! Indian Statistical Institute, furthering AI research
in India.

institutions.

multiple institutions to share insights without
exposing individual consumer data.

Personalized Financial Services

€ Financial institutions can develop personalized
recommendations for clients without
i protocols that ensure privacy and security in Al
systems. Her research addresses critical issues in data
¢ By leveraging federated models, banks can
analyse transaction patterns to suggest tailored :
i 3. Dr. Cynthia Dwork - Differential Privacy
Dr. Cynthia Dwork, a computer scientist, has made
! significant contributions to privacy preserving
technologies, including differential privacy, which
! is a key component of Federated Learning. Her
€t FL enables collaborative analysis of suspicious
: handle sensitive data while maintaining security
i and compliance.

compromising their privacy.

investment products or spending strategies.

Anti-Money Laundering (AML)
Compliance

transactions across multiple banks and
jurisdictions.

€ Banks can train ML models to identify illegal

activities while maintaining regulatory
! Dr. Shafi Goldwasser, a Turing Award winning
i cryptographer, has contributed to secure multiparty

compliance.
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Algorithmic Trading

€ Trading firms can enhance predictive models
by combining insights from multiple market
participants without sharing proprietary data.

% Federated Learning allows firms to develop more
robust trading strategies while maintaining a
competitive edge.

€ FLenables financial institutions to collaboratively Women’s Contributions to Federated

. Learning and Financial AT

: Women have played a crucial role in the advancement
% Itallows banks to detect cross institutional fraud
patterns, improving accuracy and reducing false :

of Federated Learning and Al in financial technology.
Some notable contributions include:

1 Sanghamitra Bandyopadhyay:
i A leading Al researcher, Sanghamitra has made

significant contributions to machine learning,
optimization, and computational biology. Her work

Award . She has also served as the director of the

2. Arpita Patra:

Known for her work in secure multi party
computation, Arpita has developed cryptographic

privacy, a growing concern in the Al driven world.

work has influenced the way financial institutions

4. Dr. Shafi Goldwasser - Cryptographic Foun-
dations
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computation, a technique used in Federated Learning
to ensure data privacy. Her research is instrumental
in securing Al models in financial applications.

5. Dr. Fei Fei Li - Al Ethics and ML Advancements

Dr. Fei Fei Li, an Al researcher, has contributed
significantly to machine learning applications,
emphasizing the ethical use of Alin financial decision
making. Her advocacy for responsible Al ensures that
Federated Learning aligns with ethical standards in
the financial sector.

6. Dr. Dawn Song - Secure Al and Federated
Learning

Dr. Dawn Song is a leading researcher in Al security
and Federated Learning, working on privacy
preserving Al solutions for various industries,
including finance. Her contributions help financial
institutions implement Federated Learning with
robust security measures.

Women in FinTech Leadership

Women leaders in fintech, such as Anne Boden
(Founder of Starling Bank) and Héléne Barnekow
(former CEO of Microsoft Sweden), advocate for
privacy focused Al adoption in financial services.
Their work in driving digital transformation
within banks and fintech firms has encouraged the
integration of privacy preserving Al technologies like
Federated Learning.

Advantages of Federated Learning in
Finance

1. Data Privacy and Security

Raw data remains within local environments,
reducing the risk of breaches and compliance
violations. FL ensures that customer sensitive data,
such as financial transactions, remains protected.

2. Regulatory Compliance

Compliance with financial data protection laws (e.g.,
GDPR, CCPA, and PSD2) is more manageable as FL
minimizes data exposure. Reduces risks associated
with cross border data transfers.
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3. Reduced Data Transfer Costs

Instead of moving large datasets to a central server, FL
transmits only model updates, reducing bandwidth
and storage costs.

4. Improved Model Accuracy and Generalization

By leveraging diverse datasets from multiple
institutions, federated models are more representative
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and generalizable.

5. Enhanced Collaboration Across Institutions
Banks, insurers, and fintech companies can collaborate
on ML models without exposing proprietary
customer data. Facilitates knowledge sharing while
maintaining competitive advantages.
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Future of Federated Learning in the

Financial Sector

The adoption of Federated Learning in financial
services is expected to grow rapidly as institutions
seek to balance Al innovation with privacy and
compliance. Some future developments include:

Integration with Blockchain Technology
Blockchain can enhance FL by providing a
decentralized ledger for model updates, ensuring
transparency and security.

Advancements in Secure Computation

Techniques

Privacy preserving technologies like homomorphic
encryption and differential privacy will make FL
more resilient to attacks.

ExpansiontoCross Sector Collaborations
Financial institutions may collaborate with
healthcare, retail, and telecom sectors to develop
more comprehensive consumer insights.

Regulatory Supportand Standardization
Governments and regulatory bodies may introduce
frameworks to standardize FL practices in financial
services.

Conclusion

Federated Learning represents a ground breaking
shift in how financial institutions leverage Al while
maintaining data privacy and regulatory compliance.
Women researchers and leaders have played a
significant role in shaping the technology, ensuring
its ethical and secure adoption. As FL adoption
continues to grow, financial institutions will benefit
from more secure, privacy conscious, and efficient
Al driven decision making.
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Agentic Al — The Future of
Automation

Agentic Al: The Future of Autonomous Decision-
Making

Agentic Al is an emerging technology that is set to transform
industries by combining advanced artificial intelligence (AI)
with enterprise automation. This innovative approach creates
autonomous Al agents capable of analyzing data, setting goals,
and taking actions with minimal human supervision. These agents
are designed to make decisions, solve dynamic problems, and
continuously learn and improve through interactions.

What is Agentic AI?

Agentic Al refers to Al systems that possess sophisticated reasoning
and iterative planning capabilities, enabling them to autonomously
solve complex, multi-step problems. Unlike traditional Al, which
often relies on predefined rules, Agentic Al uses patterns and
likelihoods to make decisions and take actions. This probabilistic
technology is highly adaptable to changing environments and
events, making it possible to automate workflows and business
processes that deterministic systems cannot address.

By analyzing patterns and likelihoods, Agentic Al can handle
uncertainties and dynamic conditions more effectively. This
capability opens up a wide range of applications, from advanced
robotics and autonomous vehicles to sophisticated financial
modeling and personalized healthcare.

How Does Agentic Al Work?

Agentic Al operates through a four-step process:

1. Perceive: Al agents gather and process data from various sources,
such as sensors, databases, and digital interfaces. This involves

Shri C. Ramesh Chander extracting meaningful features, recognizing objects, or identifying
Chief Manger (Statistics), relevant entities in the environment.
State Bank of India
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2. Reason: A large language model acts as the i
orchestrator, understanding tasks, generating !
solutions, and coordinating specialized models
for specific functions like content creation, visual
: 4. Learn: Agentic Al continuously improves through
i a feedback loop, refining its strategies and actions
3. Act: By integrating with external tools and software

processing, or recommendation systems.

via application programming interfaces (APIs),
Agentic Al can quickly execute tasks based on the
plans it has formulated.

based on outcomes and new data.

Agentic Al Functionality

Reasoning

Al analyzes data
and predicts
outcomes using
algorithms.

Perception

Al collects
real-time data from its
environment.

Applications of Agentic Al

varied. Here are a few examples:

€ Customer Service: Al agents can provide
personalized customer support, handle complex ;
inquiries, and recommend solutions based on real- i

time data.

Action Adaptation

Al executes Al learns from
decisions to optimize outcomes
operations. to improve

future decisions.

€ Healthcare: Virtual caregivers powered by Agentic
The potential applications of Agentic Al are vast and
i provide timely interventions.

Al can assist the elderly, monitor patient health, and

€ Supply Chain Management: Al-powered supply-
chain specialists can optimize inventories and
respond to fluctuations in real-time demand.

N

Autonomous Vehicles
and Robotics

Healthcare
Innovation

Applications of Agentic Al

Logistics and Supply
Chain Management
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Agentic Al vs. Traditional Al

advancement in Al technology.

Benefits of Agentic Al

By powering next-generation Al agents to perform
a wider array of tasks, Agentic Al offers several :

important benefits:
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€ Increased Efficiency and Productivity: Al agents
Traditional Al systems, such as Robotic Process ‘i
Automation (RPA), follow fixed rules and predefined
outcomes. In contrast, Agentic Al systems are
dynamic and context-aware, capable of handling
complex, decision-making processes that can adapt !
in real-time. This shift from rules-based automation
to a more flexible approach marks a significant :

can take on complex, decision-intensive tasks,
allowing people to focus on strategic initiatives and
creative problem-solving.

€ Enhanced Customer Experiences: Al agents provide
personalized and responsive experiences at scale,
improving customer satisfaction.

¢ Strategic Human-Al Collaboration: Agentic
i Al systems enhance human performance and

productivity by seamlessly integrating with existing
systems and processes.

Agentic Al Benefits for Businesses

Continuous
Improvement

Cost
Optimization

Personalized
Customer
Experiences

Enhanced
Decision-Making

Increased
Efficiency

24/7 Operations

Challenges and Ethical Considerations

responsible and ethical use of Agentic Al is crucial.
Researchers and developers are actively working on
frameworks and guidelines to ensure transparency,
fairness, and accountability in Al-driven actions.

The Future of Agentic Al

As Agentic Al continues to evolve, it promises

to bring significant benefits, including increased

! productivity, innovation, and insights for the human
While Agentic Al offers significant benefits, it :
also presents challenges, such as the potential for
bias, mistakes, and inappropriate use. Ensuring

workforce. However, it is essential to harness the
power of Agentic Al responsibly and ethically to
ensure its development is safe and fair.

In conclusion, Agentic Al represents a significant
leap forward in the field of artificial intelligence.
By enabling machines to think, plan, and act
autonomously, it has the potential to transform
industries and improve our daily lives. As we
navigate this new era, it is essential to harness the
power of Agentic Al responsibly and ethically. @
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“From Exclusion to Inclusion:
Transtorming Access to Financial
Services”

- A case study

: Abstract

This case study explores the role of and customized financial products in promoting financial :
inclusion among underserved populations. It examines how tailored solutions, such as bill
i discounting facilities have successfully addressed barriers to access and usage of financial services.
i By analyzing specific case, the study highlights the strategies employed by financial institutions to
engage low-income individuals and communities. Key findings reveal that innovative products not
only enhance accessibility but also foster financial independence and empower users to manage
their finances effectively. The case study concludes with a result that encourages financial service
i providers to further leverage innovation in driving inclusive economic growth and improving the
. financial well-being of marginalized groups. :

Key word : Micro finance, Agri lending , Financial inclusion , Banking , Formal credit

Beginning of Sagar’s Journey :

Sagar joined the bank as a Directly Recruited Officer (DRO)
after completing his BBA. In his first week at the bank, he was
handpicked to run a “Mobile Banking Activation” campaign as
part of the bank’s digitalization initiative. Sagar outperformed
management’s expectations, and the zone ranked first in the
campaign across India. Soon, he won the trust of his superiors
and was assigned the task of leading all major campaigns in the
zone. The zone achieved the targets for all campaigns led by
Sagar. Upon completing five years of service, he was promoted
to the rank of Senior Manager.

Upon promotion, he was transferred to the Bhingri Branch as
Branch Head. The branch’s business was constantly declining,
with all business parameters showing negative results. There
were pending irregularities in advance accounts and frequent
customer complaints regarding unresolved issues.

Ms. R. Sumitra
Credit Management Specialist

The Zonal Head was confident that Sagar would be the perfect
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Branch Head to turn around the branch.

Bhingri Branch

The branch is located in the Krishnagiri District of
Tamil Nadu and is categorized as a “semi-urban”
branch.

Table 1 : Key Business Figures as of 31.03.2023
(Rs in Crores)

. Amount : Target as of 31.03.2024 Gap
Particulars
(A) B) (B-A)
Deposits 65.00 90.00 25.00
Advances 85.00 125.00 40.00
NPA 6.30 Nil 5.13
Profit/(Loss) (0.30) 3.70 4.00
Staff Details:

@ Sub Staff: Mohan - Aged 58 years

@ Clerical Staff: Dipak - Head Cashier, Jaya - Works
in the Credit Department, Ritika - Works in the
Savings Department

@ Officers: Mukesh joined the bank in 2019 and was
in charge of the Operations Department. Uday
joined the bank in 2020 and was in charge of the
Advances Department.

The following work was pending in the branch:
1. Pending action to be taken (ATR) on 35 critical
observations made by the internal auditor last

year.

2. Review of all education loan and home loan
accounts pending.

3. Internal credit ratings were not carried out in
33 accounts.

4. Periodic inspections pending in all MSME
accounts.

5. Seven fresh MSME loan applications pending
for processing.

® ® BFSI Chronicle, 20" Edition March 2025

6. Security documents not vetted in 36 accounts.

7. Letters of Acknowledgement of Debt not
obtained in 56 accounts.

8. Insurance of securities had expired in all major
accounts.

9. Financial statements and audited balance sheets
were pending in MSME accounts.

10. Delay in submission of stock statements by
borrowers.

11. No reviews were available for accounts that
were marked as reviewed.

12. Priority sector business was negative by 138%
as another bank took over one major account.

Sagar became overwhelmed as he unearthed the
branch’s pending issues. He remained optimistic that
his senior colleagues and the management would
provide the necessary support to turn around the
branch.

Within a week of taking charge as Branch Head, the
bank launched a priority sector loan campaign for a
month .The target assigned to his branch was Rs. 30.00
crores. Sagar felt that the campaign was a launchpad
for him to grab management’s attention and earn
recognition. He decided to focus on achieving the
campaign’s target.

Brief about the Campaign Score Sheet:
® One New to Bank (NTB) customer sanction: 3

points

@® One NTB customer sanction and disbursement
within the campaign period: 5 points

® One review with increased sanction: 2 points

® One review with increased sanction and
disbursement: 3 points

The Institute of Cost Accountants of India
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® One takeover sanction: 4 points
® Takeover sanction and disbursement: 8 points
® On achievement of target: Bonus points 100

The branch that scores the highest and achieves the
target will qualify for dinner with the Head of the
Priority Sector vertical of the Bank.

Sagar held a meeting with the branch officers to
express his concerns about the branch’s “bad shape.”
He encouraged them to engage wholeheartedly in the
campaign and assured them that he would handle the
extra workload, including all follow-up calls from the
Regional and Zonal offices. Uday and Mukesh agreed
to support the campaign’s targets. Sagar advised
them to gather information on leading agri-based
processing units in the area, knowing that meeting
the target would depend on securing a significant
lead from these units.

Uday reached out to Mr. Shankar, a chartered
accountant and loan arranger, requesting priority
sector agri-loan leads for the branch. Mr. Shankar, a
well-known figure in town, had previously assisted
the branch in securing large-ticket leads. He assured
Sagar that he would support their goal of achieving
% 30 crores within a month.

One fine morning, Shankar visited the branch with
Mr. Gopal Krishna, the promoter of Fruit Delight
Agro Private Limited, a company that manufactures
edible fruit juice under the brand name “Juicy”
and exports mango pulp to various countries.
The company had a solid financial standing. They
requested assistance in providing liquidity to mango
farmers (their creditors) by facilitating the immediate
realization of crop receivables, as it typically took
the company an average of six months to pay the
farmers. Sagar reviewed the bank’s product catalogue
but found no such facilities offered in the priority
sector segment. Nevertheless, he was determined
to convert the lead into business, so he reached out
to Mr. Desai, the priority sector head of the zone, to
discuss the opportunity.
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Mr. Desai had always regarded Sagar as the “cream of
the crop” among all the branch heads. He was cordial,
supportive, and listened patiently to Sagar’s concerns.
At the end of the meeting, he advised Sagar to prepare
and design a new customized product scheme for
the business lead, which the zonal office would then
recommend for approval to higher authorities.

Sagar found himself in a dilemma; he had never
designed a product before. Additionally, the pending
compliance issues in the branch weighed heavily on
his mind. It was essential for him to be firm, resolute,
and committed to navigating this challenging
situation.

Questions to consider after reviewing
the case study :

1. What product can the bank offer to effectively
convert the business lead?

2. Outline the features of the product that can
support financial inclusion and cater to the
microfinance segment, specifically targeting
a large number of farmers. What will be the
Terms & Conditions for the sanction ?

3. As Branch Head, what role must Sagar play in
turning around the branch while ensuring that
all pending compliance issues are addressed?

What happened next ?

Sagar left the Zonal office and headed to the branch
to design an “effective product” that could meet the
needs of loan applicants, particularly farmers, as
well as those of the bank. He browsed the websites
of leading public sector banks, the Reserve Bank
of India, and agri-based NBFCs to gather ideas
for suitable products. After spending half the day
collecting data, he focused on a “bill discounting
product” that could fulfil the requirements of all
stakeholders while remaining cost-effective for both
customers and the bank.

However, he recognized that “Fruit Delight Agro
Private Limited” was a reputable company in the
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area, attracting interest from many banks eager to
secure quality business from them. Sagar understood
that only by offering cost-effective, customer-friendly,
and timely loan approvals could he convert this
opportunity into business. The pressure of racing
against time, coupled with the challenges of product
design and approval, was mounting on him.

Fruit Delight Agro Private Limited
( FDAPL)

Fruit Delight Agro Private Limited (FDAPL), the
flagship company of the Delight Group, operates in
the fast-moving consumer goods and agri-related
sectors. Established in 1999 as a franchisee of Delight
Agro Pvt. Ltd. (DAPL), the company manufactures
and markets DAPL’s beverage brands (Juicy, Appy,
Grappy, Mango Mania) and snack brand (Chippo)
in Southern India from its factory in Krishnagiri,
Tamil Nadu.

Building on its extensive experience in agri-business,
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the company expanded into the export of food items.
This division exports products such as mango pulp,
guava pulp, sesame seeds, and bakery ingredients to
customers worldwide.

FDAPL exports a variety of mango pulps, particularly
the Alphonso and Totapuri species, adhering to
the highest quality standards. The manufacturing
process complies with Good Manufacturing Practices
and aligns with the General Principles of Food
Hygiene. Additionally, the products meet EU and
FDA regulations regarding pesticide residue and
microbiological standards. In a short time, FDAPL
has become India’s leading exporter of mango pulp,
supplying companies in the Middle East, Southeast
Asia, and Europe.

FDAPL has acquired processing rights for mango
pulp at plants located in Tamil Nadu. The company
has partnered with SGS, a globally recognized firm
in food quality, to certify the quality of its products
at these plants.

Table 2 :Brief Financials of the Company : (Amt Rs in Crores)
Particulars Audited 2020 Alzl(()litled A‘;dolzt;’d Alzl(()iitg,ed Estzlanzz:‘ted

Sales 314.08 304.60 318.27 423.00 524.77

Out of which Export Sales 85.66 82.03 105.72 156.60 274.83
PAT 4.33 1.13 2.04 1.61 17.22

Tangible Net Worth 70.27 71.27 80.31 107.53 124.97
Current Ratio 1.00 1.00 1.08 1.10 1.24
Current Ratio without TL 1.07 1.06 1.18 1.27 1.37

Installments

DE Ratio (TTL/TNW) 1.02 1.07 1.12 0.87 0.87
DE Ratio (TOL/TNW) 3.50 2.97 3.36 1.98 1.98

Sagar called Mr. Desai to share his idea for developing
a schematic bill discounting product, assuring him
that he would send an approval note to the zone
within three working days for recommendation
to the Corporate office. Meanwhile, he received
calls from the compliance and audit departments
regarding pending issues, and some customers
expressed frustration over delayed services and

unresolved matters. He updated the branch officers

on the progress of the lead and encouraged them
to manage the day-to-day operations of the branch
while he focused on this project. He assured them of
his support, emphasizing that teamwork is essential
for effective leadership.

Sagar reached out to Mr. Gopal Krishna, the promoter,

to gather further details about the number of farmers
they worked with, their operating cycles, average
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bill payment periods, and logistical data. Mr.
Gopal Krishna was pleased to see Sagar’s proactive
approach.

The product program note was sent to the Zonal office
for recommendation and subsequent submission
to the Corporate office for approval. However, ten
working days passed without any news about the
scheme’s approval, and Sagar anxiously awaited
updates.

After a week, the Zonal office received approval for
the scheme from the Corporate office, and the Zonal
Head was delighted with Sagar’s efforts. However,
challenges remained. The Corporate office requested
the zone to submit a complete appraisal note for the
sanction, stating that funds would only be disbursed
once all the farmers had executed the necessary
documents. The zone had just ten working days to
complete this task within the campaign period. The
Zonal Head called Sagar to the branch, praised his
efforts, and informed him of the deadlines. With a
total of 100 farmers involved, completing the process
was indeed a Herculean task.

Sagar began working late into the night to meet
the deadlines, and within three days, the appraisal
was forwarded to the Corporate office. On the sixth
day, the sanction was granted, leaving the branch
with four days to complete the documentation and
disburse the funds.

Since the proposal was a specially designed schematic
loan, the documentation differed from that of other
loans. The branch prepared draft documents and
had them vetted by the legal department. On the
penultimate day of the campaign, the documents
were executed with the assistance of the Zonal office
staff, and the funds were disbursed. The focused
efforts of Sagar, along with support from the Zonal
and Corporate offices, proved fruitful.

It was encouraging to see a significant number of
farmers brought under the umbrella of formal credit.
The bank’s innovative approach played a crucial role
in achieving the priority sector targets.
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Sagar won the campaign and qualified for a “Dinner
with the Head of the Priority Sector vertical.” The
zone achieved record success in the campaign.
During the felicitation ceremony, he was awarded
the winner’s trophy, and his chest swelled with pride.

The Zonal Head, Mr. Shah, felt he had made the right
decision in entrusting the branch to Sagar, pleased
that Sagar effectively leveraged Shankar’s skills.

compliance:

The branch successfully completed the pending
compliance issues, with all staff members actively
contributing to the branch’s improvement. The rating
of the branch improved from B (average) to A (good)
in the subsequent annual audit.

Teaching notes :

Learning Objectives: The aim is to raise awareness
among branch heads and credit officers about
the importance of generating business leads and
enhancing the bank’s business development efforts.
Special focus will be given to the challenges of lending
to economically disadvantaged groups, which often
arise from limited financial data, unstable cash flows,
and information asymmetry.

Case Administration Methodology:

1. Divide participants into groups of 3-4 individuals.
2. Each group will elect a Group Leader.

3. Groups will discuss and list their opinions on the
introductory questions provided.

4. Group Leaders will then present the insights
gathered from their discussions.

5. The Case Administrator will compile all points
shared by the Group Leaders to identify
potential solutions.

Suggestive answers:

The product that the Bank can offer to the farmers
is Bill discounting; it is a financial service offered by
banks or financial institutions that allows businesses
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to receive immediate cash by selling their bills of
exchange or promissory notes at a discount before
their maturity date. The farmers raise the bill in
favour of the company, which can be discounted at
reasonable charges. FADPL, a renowned company
with a strong financial position, ensures the bill is
realised on time. Therefore, bill discounting would
be a suitable product for the farmers.

Here’s how it works:

% Issuance of a Bill: A seller (farmers) issues a bill
of exchange to a buyer (FADPL), indicating that
the buyer will pay a specific amount on a specified
date.

¢ Discounting the Bill: Instead of waiting for
the payment to arrive on the due date, the
seller (Farmers) approaches a bank or financial
institution to discount the bill. The bank will
pay the seller(FADPL) the face value of the bill
minus a discount fee (which is the interest for the
remaining period until maturity).

¢ Maturity Payment: When the bill matures, the
bank collects the full amount from the buyer
(FADPL)

 Handling number of borrowers: Given the large
number of farmers, the formation of Joint Lending
Groups (JLGs) can be proposed, allowing facilities
to be granted to each individual JLG.

Benefit of Bill discounting facility :
For the Bank:

o Fee Income: The bank earns fee on the discounted
bills, generating a steady stream of income.

< Risk Mitigation: By dealing with verified clients
and businesses, the bank can reduce the risk
associated with lending.

¢ Enhanced Customer Relationships: Offering bill
discounting can strengthen relationships with
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clients, leading to increased loyalty and potential
for cross-selling other banking products.

< Portfolio Diversification: It allows the bank to
diversify its lending portfolio by including trade
finance products.

¢ Reduced Default Risk: Bills of exchange are
generally backed by the buyer’s creditworthiness,
lowering the chances of default.

For the Buyer:

¢ Extended Credit Period: Buyers can manage
their cash flow better by extending the time
to pay suppliers while still maintaining good
relationships.

 Improved Purchasing Power: Access to discounted
bills allows buyers to acquire products without
immediate cash outflow.

¢ Facilitated Trade: This facility enables smoother
transactions between buyers and sellers, fostering
a more efficient supply chain.

¢ Financial Flexibility: Buyers can utilize their
working capital more effectively, allocating funds
to other business needs.

For the Seller:

& Immediate Liquidity: Sellers receive cash quickly
by discounting their bills, improving their cash
flow and reducing waiting time for payments.

¢ Reduced Credit Risk: Selling to a buyer with a
bill discounting arrangement reduces the risk of
non-payment, as the bank assumes some risk.

¢ Business Growth: With immediate cash, sellers
can reinvest in their business, purchase more

inventory, or expand operations.

% Improved Cash Management: Faster access to
funds helps sellers manage their operational
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expenses more efficiently.

Overall, a bill discounting facility provides significant
advantages to banks, buyers, and sellers, enhancing
liquidity and facilitating smoother trade transactions.

Answer 2:

Objective of the scheme :

To provide liquidity to the mango farmers by
immediate realisation of crop receivables under tie
up arrangement with M/s Fruit Delight Agro Private
Limited (FDAPL).

[Company is making payment to the farmers after
six to nine months. As a result farmers face liquidity
crunch]

1. Eligibility:
1) Mango farmers supplying mango to M/ s Fruit
Delight Agro Private Limited (FDAPL) through
Joint Lending groups (JLG).

2) Group (JLG) of mango cultivators who supply
Totapuri and Alphanso mangoes to M/s Fruit
Delight Agro Private Limited (FDAPL), a
company engaged in manufacturing of edible
fruit juice under brand name of ‘Juicy”

3) Each group will consist of up to 10 farmers from
same / nearby villages normally engaged in
similar agriculture / orchard related activities.

4) In each group, all members would jointly
execute one Inter-se agreement (making each
one jointly & severally liable for repayment
of all loans taken by the group). The members
should also offer a joint mandate (notarized) to
the bank to enable them to avail credit facilities.
The mandate is to be signed by all members and
to be supported by resolution of the Group.

5) Groups / Farmers will be initially introduced
by FDAPL based on satisfactory dealings for
2/3 years with FDAPL & our Bhingri branch
should undertake due diligence. FDAPL will
identify the group members with the help of
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their field staff.

6) The defaulters to any Financial Institution/
Bank are not eligible for credit facilities under
the subject Scheme; suitable undertaking is to
be obtained as per extant guideline.

7) Under the scheme, due date of receivables shall
be six to nine months from the date of supply of
Mango/receipted challan and Bill of Exchange
is to be drawn accordingly. There should be
adequate consideration for the farmers to accept
credit terms. Farmers should be economically
benefited by better price or other financial pay
off, so that they have incentive to accept delayed
payment by six to nine months from FDAPL
over immediate selling in the open market
against cash.

2. Loan Amount:
The loan amount will be to the extent of
value supplied by the farmers or Rs
30.00lacswhichever is less and maximum loan
amount per Joint Liability Group (Max. of 10
farmers) is aggregate of loan amount of its
members or maximum Rs30.00 Crs whichever is
less. The total exposure under the scheme shall
not exceed Rs 30/- Crore at any point of time.

3. Nature of Facility:
Bill Discounting facility maximum up to Rs
300.00 lacs to individual JLGs and Rs 30.00 lacs
each JLG members, maximum up to 10 members
in each JLG

(The facility is not for growing of mango plant but
a post-sale comfort provided to the farmers selling
Mango to FDAPL. As such cost of cultivation and
fixing of working capital required for growing of
mango has not been considered under this scheme.)

4. Margin:

NIL ; If value of mango supplied by the individual
farmer of the JLG, is in excess of Rs 30.00 lacs, then
amount exceeding this to be borne by the farmer.
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5. Rate of Interest & other Charges:
(a) ROI: BR+1.00% p.a. to be recovered upfront

(b)

under discounting module. ( Subject to change
as per Bank’s guidelines)

Unified Processing Charges - Not applicable,
since this is a bill discounting facility.

(c) Bills handling charges - Bills handling charges

as applicable as per service charges with cap of
Rs 10000/ - per JLG only.

(d) Management Fee - Rs 100,000/- from the

FDAPL.

6. Security:
¢ Bill of exchange drawn by respective JLGs on

M/ s Fruit Delight Agro Private Limited , duly
accepted by Fruit Delight Agro Private Limited
with maximum tenor of 9 months.

Letter of B.P. /B.D. Undertaking in respect
of bills purchased for Mango supplied by
respective JLGs to M/s Fruit Delight Agro
Private Limited .

Joint and several liabilities of group members
in case of group lending (within group).

Inter-se agreement by group members making
each one jointly & severally liable for repayment
of all loans taken by the group.

Original copy of Challan / Invoice in evidence
against physical delivery to FDAPL

Corporate guarantee of M/s Fruit Delight Agro
Private Limited

Personal guarantee of promoter directors of
FDAPL viz. Shri Gopal Krishna

7. Disbursement:

1.

Initially FDAPL will introduce farmers forming
a JLG from whom Totapuri and Alphanso
mango will be procured. FDAPL will verify
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quality and negotiate price.

2. FDAPL will facilitate/assist undertaking due
diligence, obtaining copies of required papers/
documents and verification by the Branch and
ensure KYC of the borrowers/groups.

3. FDAPL will assist the group for opening of an
operative account with the Bhingri branch.

4. After finalisation of deal and after delivery of
produce by the JLG members to FDAPL, the
groups will approach the Bhingri branch for
finance against original copies of accepted Bills
by FDAPL.

5. The financing branch shall disburse the full
receivables amount less the interest amount
and other charges directly to account of groups
opened in the name of the JLG. The amount
shall be remitted to the Bank A/c maintained
with the Bhingri Branch.

6. FDAPL will undertake to make payment of the
bill directly to the Bank on the due date.

8. Security Documents to be obtained:
«# KYC Document from farmers:

v'All applicable documents for individual KYC
of farmer shall be obtained along with relevant
documents in case of Joint Lending Group.

o Common Document for all credit facilities:

v/ Appropriate resolutions form M/s Fruit
Delight Agro Private Limited .

v/ Letter of recommendation for financing
farmers/ groups

v/ Separate Guarantee Deeds signed by FDAPL
and promoter directors

v Undertaking by Fruit Delight Agro Private
Limited . to pay amount of bill on due date
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directly to Bhingri branch.

All other documents relevant far such type of
advance

Tripartite agreement among farmers/groups,
FDAPL & the Bank, authorizing the bank to
extend loan to group of farmers against supply
of mango to Fruit Delight Agro Private Limited

Agency agreement between FDAPL and the
bank, whereby the FDAPL confirm and agrees
that they will act as an agent of the bank to
ensure that genuine farmers will receive the
credit and they will be obliged to perform their
roles as agreed. Roles and responsibilities shall
be clearly defined in the agreement. Agreement
shall also include following terms:

v Fruit Delight Agro Private Limited . shall
directly deposit the payment in respect of
receivable to the farmers / groups to the
financing Branch on demand /due date of
the bills by the financing branch.

vFruit Delight Agro Private Limited . shall
be responsible for and bear any statutory or
other liability / obligation / penalty arising
due to delayed payment to the farmer /
groups.

v/Fruit Delight Agro Private Limited . shall
understand and agree that only on their
sole representation, the Bank has agreed
to discount the supply bill drawn by the
farmers/groups on FDAPL and FDAPL
are solely responsible for payment of bill
amount on due date.

Table 3: Terms & Condition of Sanctions

% Copies of the entire KYC document of the
farmers/groups are to be collected by the
financing branch from the branch where the
groups opened their operative accounts.

9. Other Service Charges:
All other charges to be recovered as applicable.

10. Due Diligence / KYC:
¢ The Bhingri Branch will have to carry out
requisite KYC formalities for the groups.

¢ Due diligence of borrowers/guarantors shall
be carried out by the Bhingri Branch

11. Role of Fruit Delight Agro Private Limited :
<» FDAPL shall collect application for credit
facilities and SB Account Opening form from
the JLGs for the participating farmers / groups
along with required documents for compliance
of KYC.

¢ FDAPL shall send the applications for
credit facilities to Bhingri Branch along
with recommendation letter and a statement
indicating member/ group wise amount of loan
recommended by them for sanction along with
value of mango supplied by JLG.

«¢* The Branch will discount the bills as per
eligibility after processing at their end and
provide the bill discounted details to M /s Fruit
Delight Agro Private Limited who will act as
guarantor.

¢ On due date of the bills, M/s Fruit Delight Agro
Private Limited shall directly make payments
to the bank.

A

. Bill discounting facility to Joint Liability Group(JLG) formed by mango Cultivators supply-
Nature of Facility ing mango (Totapuri & Alphanso) to Fruits Delight Agro Private Limited

Eligibility Joint Liability Group to be introduced by FDAPL with Maximum farmers of 10 in each JLG (No
individual Borrower is to be entertained)
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Purpose

To meet the financial need of the farmers/JLGs who supply mango to FDAPL only

Extent of loan

Extent of value of receivable supplied by Farmers or Rs.30.00 lacs per farmer, whichever is
lower. Loan amount of the group is the aggregate of loan amount of its member, maximum up to
Rs.300.00 lacs per JLG

Total exposure under the scheme shall not exceed Rs.30.00cr at any point in time

Tenure of loan

Maximum 9 months

Margin

Nil,if value of mango supplied by the individual farmer of the JLG.,is in excess of Rs.30.00 lacs
,then amount exceeding this is to be borne by the farmer

Rate of Interest

Base Rate +1.00% P.A ( Subject to change as per Bank;s guidelines)

Prime Security

1.D P Note

2.Bill of exchange drawn by respective JLGs on M/s Fruit Delight Agro Private Limited ,duly
accepted by Fruit Delight Agro Private Limited with Maximum tenor of 9 months

3.Letter of B P/BD undertaking in respect of bills purchased for mango supplied by respective
JLGs to M/s Fruit Delight Agro Private Limited

Collateral Security

a. Joint & several Liabilities of group members
b. Corporate guarantee by M/s Fruit Delight Agro Private Limited

c.  Personal Gaurantee of Mr.Gopal Krishna

Service charges

1.Bills handling charges as applicable as per service charges with cap of Rs.10000/- per JLG

2.Management fee of Rs.100000/- to be shared by discounting Bank.

Disbursement

e The operative account and the loan account will be opened in the name JLG to be oper-
ated by group leader (Notarized joint mandate) based on inter se agreement supported by

resolution of JLG

e  Farmers/JLG will be introduced by and identification of group members will be done by
FDAPL

e  Farmers shall supply mangoes to FDAPL and raise bills against the same which if found
in order will be accepted byFDAPL

e The accepted receivable bills shall be submitted to Bhingri Branch by JLG for discount-
ing

e Branch after compliance of laid down norms will discount the bills and disburse the

amount net of interest and commission to credit of the operative account of JLG
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Other Documents .

Original copy of challan/Invoice in evidence against physical delivery to FDAPL

Original Copy of the Transport receipt of the goods from the farmer to the processing unit
of FDAPL

Appropriate resolution from Fruit Delight Agro Private Limited for recommendation for
financing the group and extension of their corporate Guarantee

Copy of procurement agreement entered by FDAPL with the group
KYC documents of Farmers & JLG duly verified by local branch

Tripartite agreement among JLG, FDAPL & Bank, authorizing the Bank to extend loan
to JLG against supply of goods to FDAPL & FDAPL will be liable to repay the loan to
bank on due date. Agreement shall also include the following term that FDAPL shall be
responsible for and bear any statutory or other liability/obligation/penalty arising due to
delayed payment to Bank on due date.

Undertaking by Fruit Delight Agro Private Limited to pay amount of bill on due date
directly to the Bank.

Declaration cum undertaking cum Authority by JLG.

Undertaking from JLGs that they have not availed /received finance from any Bank / Fls
and that they are not defaulters of any Bank /FIs.

Joint and several liabilities of group members in case of group lending (within group)

Inter Se agreement by group members must make each one jointly and severally liable for
repayment of all loans taken by the group.

Agency agreement between FDAPL and the Bank ,whereby the FDAPL confirm and
agrees that they will act as an agent of the bank to ensure that genuine farmers will
receive the credit .Roles and responsibilities shall be clearly defined in the agreement
.Agreement shall include the following terms :

Fruit Delight Agro Private Limited shall directly deposit the payment in respect of
receivable to the farmers/groups to the financing Branch on demand /due date of the bills
by the financing Branch.

Fruit Delight Agro Private Limited shall be responsible for and bear any statutory or
other liability /obligation/penalty arising due to delayed payment to the farmer /groups

Fruit Delight Agro Private Limited shall understand and agree that only on their sole rep-
resentation, the Bank has agreed to discount the supply bill drawn by the farmers/groups

on FDAPL and FDAPL are solely responsible for payment of bill amount on due date.

Answer 3 :

ensuring compliance and driving business

Vision and strategies adopted by Sagar to turnaround growth.

the branch

Vision

Sagar decided to have the following vision for

the branch

 Achieve the branch’s targets during campaign
periods to enhance its brand image.

Strategy
To improve the branch immediately, Sagar decided

¢ Transform the branch into a top performer while | to create a roadmap for transformation and
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development, taking necessary measures based on
various change indicators. After implementing the
roadmap, he established a continuous refinement
and monitoring process. To achieve this vision, he
chose to adopt the following strategies:

a) To connect with staff and bring pride in them

b) To connect with people who could generate
quality business

c) Stay focused, negotiate effectively, and work
diligently toward achieving the goal.

Execution

He acted swiftly on opportunities with determination
and killer instinct, all the stakeholder aligned to the
agile culture and worked towards the common goal
as a team. Sagar’s confidence and positive outlook
was instrumental in conversion of the lead , the tailor
made solution provided by the Bank strengthened the
relationship with reputed client like FDAPL , the extra
mile effort of Sagar was worth enough to turnaround
the branch. He adopted following methods to execute
the strategies:

¢ Communication: Sagar clearly articulated goals,
expectations, and feedback. He maintained
open lines of communication with both his
subordinates and top management.

% Decision-Making: He made informed and
timely decisions that benefited the branch.

¢ Motivation: He inspired and encouraged team
members to perform at their best.

¢ Strategic Thinking: He developed and
implemented long-term strategies for growth
by focusing on quality and high-value business
leads.

% Adaptability: He responded to changing
circumstances and challenges with flexibility
and a positive approach.
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¢ Coaching and Mentoring: He provided
guidance and support to team members for
their development, assuring them that he would
always be available to help.

¢ Empathy: He understood and considered the
needs and perspectives of the team.

¢ Accountability: He took responsibility and
ownership for the branch’s performance and
outcomes.

% Visionary Thinking: He created a clear and
compelling vision for the branch’s future, aimed
at achieving targets and completing pending
compliance.

Steps Taken for Increasing Team Synergy:
1. Sagar conducted a staff meeting in which he
conveyed his objectives to the team.

2. He had one-on-one interactions with his staff to
understand their mindsets, asking about their
personal lives and whether they were facing any
problems, both personally and professionally.

3. He made it clear to everyone that there should
be no senior-junior divisions; we would work
as a team.

4. To acknowledge small achievements and
excellent customer service, he would recognize
employees, thereby boosting their confidence.

5. To increase team synergy, he organized
meetings and small gatherings for staff along
with their family members.

6. He instructed the staff to address any pending
tasks first, and he personally monitored their
progress to ensure nothing was left unresolved,
which helped reduce customer complaints.

Steps Taken for business development:

¢ Hefocused on customer retention by organizing
regular customer meetings to understand
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their problems and taking the opportunity to
promote our various products.

¢ He increased the branch’s visibility through
hoardings and posters displayed outside the
premises.

¢ He nominated his staff for various training
programs to enhance their product knowledge.

<% As improvements in branch performance
became evident, the Regional Office assigned
an officer to support the branch in completing
pending reviews.

¢ The satisfaction and comfort experienced by
customers enabled the branch to effectively
cross-sell products, helping to achieve its
targets. FDAPL played a key role in generating
additional business for the branch. Mr. Gopal
Krishna’s trust and confidence in the branch
were crucial in establishing it as the primary
bank for FDAPL. As a result, all cash collections,
deposits, and employee salary accounts were
transferred to Bhingri Branch from other banks.

Epilogue

In the wake of Sagar’s successful initiative to
develop a tailored bill discounting product, Fruit
Delight Agro Private Limited (FDAPL) emerged
as a key beneficiary, significantly enhancing its
operational efficiency and financial stability. The
timely disbursement of funds not only empowered
the farmers involved but also solidified the bank’s
position as a trusted partner in the agricultural sector.

Sagar’s journey exemplified the power of proactive
leadership and collaboration. His ability to navigate
complex challenges while fostering teamwork within
the branch was pivotal in achieving the ambitious
campaign targets. The branch’s improved compliance
rating and the recognition Sagar received were
testaments to the collective effort of all involved.

As the bank continued to expand its portfolio of
innovative financial products, it reinforced its
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commitment to financial inclusion, ensuring that even
the most underserved segments of society had access
to the capital they needed to thrive. The successful
implementation of the bill discounting facility paved
the way for future initiatives aimed at supporting
agricultural and microfinance sectors.

Reflecting on this experience, Sagar recognized the
importance of adaptability and foresight in the ever-
evolving landscape of banking. The lessons learned
from this endeavor would not only shape his future
projects but also serve as a blueprint for colleagues
across the organization. As he looked ahead, Sagar
was motivated to continue driving positive change,
ensuring that the bank remained a vital force in
fostering economic growth and development within
the community.

The story of this campaign became an inspiring case
study within the bank, highlighting the impact of
strategic innovation and the vital role of dedicated
leadership in achieving success.

Suggested Readings:

Financial Inclusion
1. “Banking the Poor: Policies to Bring Low-Income
Americans into the Financial Mainstream” by
Robert D. Manning

2. “The End of Poverty: Economic Possibilities for
Our Time” by Jeffrey D. Sachs

3. “Financial Inclusion: How to Make it Happen”
by Atul K. Ghosh

4. “Inclusive Finance India Report” (annual
publication by the ACCESS Development
Services)

5. “The New Microfinance Handbook: A Financial
Market System Perspective” by Joanna
Ledgerwood

Microfinance
1. “Banker to the Poor: Micro-Lending and the Battle
Against World Poverty” by Muhammad Yunus
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2. “Microfinance Handbook: An Institutional and Management” by Christopher M. McLain

Financial Perspective” by Joanna Ledgerwood
2. “Principles of Financial Management” by
3. “The Microfinance Revolution: Sustainable Lawrence J. Gitman

Finance for the Poor” by Marguerite S. Robinson
3. “Financial Markets and Institutions” by Frederic
4. “Small Loans, Big Dreams: How Money is S. Mishkin and Stanley G. Eakins

Changing the Lives of the Poor” by Lenddo
4. “International Trade and Finance” by Gerald
5. “Building a Better Microfinance System” by Mary A. Cohen

Ellen Iskenderian
. . . 5. “Working Capital Management: Tools and
Bill Discounting Techniquges” bP;I David H. %N

1. “Trade Finance: A Practical Guide to Risk ()
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The Phase of Fraud Detectjon

and Cybersecurity in Banks

Before and After Al Integration

Dr. Jyotsna Haran
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Primer

Central banks play a critical role in shaping the
economic landscape of a country. They regulate
monetary policy, control inflation, manage currency
supply, and ensure financial stability. With
advancements in technology, Artificial Intelligence
(Al) is increasingly being integrated into central
banking functions to enhance efficiency, decision-
making, and fraud detection.

The Reserve Bank of India (RBI) has always played
a crucial role in ensuring the security and stability of
India’s financial system. Before the advent of Artificial
Intelligence (AI) and advanced digital tools, fraud
detection and cybersecurity relied on manual checks,
rule-based systems, and periodic audits. However,
with the integration of Al, Machine Learning (ML),
and advanced analytics, the RBI has significantly
improved fraud detection, risk mitigation, and real-
time threat monitoring.

Organizational Structure of Central
Banks

The organizational setup of a central bank
typically consists of several key components that
facilitate smooth financial regulation and policy
implementation such as-

1. Governing Body: The highest authority in a central
bank is usually the board of governors or a monetary
policy committee. This body makes crucial decisions
on interest rates, inflation targets, and financial

73



policies. For example, the Federal Reserve Board in
the United States sets monetary policy and regulates
the financial system.

2. Governor and Deputy Governors: The governor
serves as the chief executive, overseeing the central
bank’s operations. They are often assisted by deputy
governors responsible for specific functions such as
monetary policy, banking supervision, or economic
research. The Reserve Bank of India (RBI), for
instance, has a Governor supported by several
Deputy Governors managing different operational
areas.

3. Departments and Divisions: Monetary Policy
Department: Develops and implements monetary
policies to control inflation and stabilize the economy.
The European Central Bank (ECB) plays a significant
role in setting monetary policy across the Eurozone.

O Financial Supervision Division: Ensures that
banks and financial institutions comply with
regulatory guidelines. The Bank of England’s
Prudential Regulation Authority (PRA)
oversees the stability of financial firms.

O Currency Management Division: Oversees the
issuance and circulation of currency to maintain
financial stability. The People’s Bank of China
(PBOC) manages the issuance of the Chinese
yuan.

O Research and Statistics Unit: Conducts
economic research and provides data-driven
insights for policy decisions. The Bank of Japan
(BOJ) has a dedicated Research and Statistics
Department that provides analysis for policy
planning.

O Foreign Exchange and Reserves Management:
Manages foreign currency reserves and
exchange rate policies. The Swiss National
Bank (SNB) is known for its significant role in
foreign exchange interventions.

4. Regional Offices: Many central banks operate
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regional branches to implement policies at a local
level and monitor banking activities nationwide. The
Federal Reserve System has 12 regional banks across
the U.S. to ensure localized financial stability.

Role of Artificial Intelligence in Central
Banking

The emergence of Al has transformed various aspects
of central banking, improving decision-making,
financial oversight, and operational efficiency. The
key applications of Al in central banks include:

> Monetary Policy Formulation: Al-driven
analytics help in forecasting economic trends,
inflation rates, and employment patterns,
enabling data-driven monetary policy decisions.
The Bank of Canada has been utilizing machine
learning models to predict inflation trends more
accurately.

> Fraud Detection and Financial Supervision:
Al algorithms detect unusual transactions
and fraudulent activities in the banking
system, enhancing regulatory compliance
and cybersecurity. The Monetary Authority
of Singapore (MAS) employs Al-driven fraud
detection systems to combat financial crimes.

> Risk Assessment and Management: Al models
analyze market risks, credit risks, and systemic
financial threats, assisting central banks in
proactive risk mitigation. The European Central
Bank (ECB) uses Al to conduct stress tests on
major financial institutions.

> Predictive Analytics for Economic Trends:
Machine learning algorithms analyze large
datasets to predict economic downturns,
helping policymakers take preventive actions.
The Reserve Bank of Australia (RBA) leverages
Al for economic forecasting.

> Automated Reporting and Compliance: Al

streamlines financial reporting processes,
ensuring accurate regulatory compliance with
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reduced human intervention. The Bank of
England has implemented Al tools to improve
regulatory reporting from financial institutions.

> Customer Service and Digital Assistants:
Many central banks use Al-powered chatbots
to handle queries from commercial banks and
financial institutions, improving communication
efficiency. The People’s Bank of China (PBOC)
has adopted Al-based digital assistants
to provide real-time support for financial
institutions.

Challenges and Considerations

> Al in the Reserve Bank of India (RBI): The RBI
has been increasingly integrating Al into its
operations. It uses Al-driven models to detect
fraudulent transactions, assess credit risks,
and predict economic indicators. Additionally,
the RBI's Al-powered chatbot, Sachet, assists
consumers in lodging complaints against
unauthorized deposit schemes. The RBI has
also explored Al applications in regulatory
technology and supervisory technology to
enhance compliance monitoring and financial
oversight.

Despite the benefits of Al in central banking, certain challenges must be address