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MESSAGE FROM THE PRESIDENT

=

CMA Ashwin G. Dalwadi
President
The Institute of Cost Accountants of India

Banking, Financial Services and Insurance Board (BFSIB). The first edition of the Chronicle which was launched on

the Foundation Day of the Institute on 28" May 2020 and the BFSI Board is continuously working for the
enhancement of dissemination of knowledge amongst the members and the students. The BFSI Chronicle is also circulated
to the Regulators and BFSI Community to showcase its enriching articles pertinent to the sector. It enables a connect with
the regulators and the BFSI sector as a whole with the Institute’s activities.

I t gives me immense pleasure to herald the 14™ edition (3" Annual Issue) of the BFSI Chronicle published of the

I congratulate CMA Chittaranjan Chattopadhyay, Chairman of the Board and all the members of the Board for being
proactive and contributing their best for the benefit of the stakeholders.

The BFSI Chronicle includes articles, brochures of the BFSI courses and snapshot of the various events and activities
undertaken by the BFSI Board in the last quarter of any financial year.

The BFSI sector varies by specialization, customer segmentation and demographics encompassing a maze of changes in
market regulation that impact the current and future trends of the markets, supervisory and macro prudential oversight of
institutions, strengthened oversight and disclosure for institutional investors and numerous environmental, social and
governance (ESG) practices. To maintain a balance in such diverse areas is a challenging task. The BFSI department has
strived with untiring efforts to partner with the leaders of the industry, numerous association bodies and top-notch financial
institutions to take the Institute forward.

I would like to thank the authors who have contributed with their valuable articles in making the Chronicle a resounding
success.

My best wishes to the Banking, Financial Services and Insurance Board. May they achieve many more milestones in the
days to come.

Warm Regards,

M= ¥

CMA Ashwin G. Dalwadi
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MESSAGE FROM THE VICE PRESIDENT

CMA Bibhuti Bhusan Nayak
Vice President
The Institute of Cost Accountants of India

am happy to note that the Banking, Financial Services and Insurance Board (BFSIB) is releasing the 14" edition of

the Banking, Financial Services and Insurance (BFSI) Chronicle which is the 3" Annual Issue. The articles are thought

provoking and timely highlighting various pertinent issues of the BFSI sector and pertinent for the capacity building
and knowledge dissemination of our members and students.

I would like to congratulate CMA Chittaranjan Chattopadhyay, Chairman and other members of the Banking, Financial
Services and Insurance (BFSI) Board for such relevant and useful Chronicle brought out for the benefit of the members
and students of the Institute and others from the BFSI sector.

The BFSI Board is catering to the needs of the various industries in all three verticals including Banking, Financial
Services and Insurance. The articles are presented to highlight an area of concern for the BFSI sector. The articles are well
researched and it includes statistics and inference which are very analysed.

The BFSI Department will continue to flourish in the future with many more accolades and milestones for the growth of
the Institute and CMA fraternity. The BFSI Chronicle will strive to continue and serve as a comprehensive guide to enrich
the readers about the BFSI sector of our economy by providing current updates.

My best wishes to the endeavours of the BFSI Board.

With warm regards,

CMA Bibhuti Bhusan Nayak
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MESSAGE FROM THE CHAIRMAN

CMA Chittaranjan Chattopadhyay
Chairman
Banking, Financial Services and Insurance Board
The Institute of Cost Accountants of India

Greetings and salutations!!

G G Coming together is a beginning. Keeping together is progress. Working together is success” — the words of
wisdom from Henry Ford resonate deeply with our purpose.

I extend my heartfelt gratitude to the esteemed members of the Institute for bestowing their trust upon me through the
election as a Council Member for the 2023-27 term. My appreciation extends to CMA Ashwin G Dalwadi, President (2023-24)
for his unwavering faith in me. It is an honour to bear the mantle of Chairmanship for BFSIB during the year 2023-24.

With joy, | announce the imminent release of the 3rd Annual Chronicle, the 14th edition of the BFSI Chronicle, a
quarterly opus birthed by the BFSI Board.

We feel elated and proud as an Indian that our Lunar Mission by ISRO is successful with the successful landing of
Chandrayan-111 Lander on 23" August, 2023. Kudos to the team of ISRO for their stupendous efforts.

As we marked the 76" year of India's Independence, we salute every Indian who has contributed the essence to our
grand democracy. Let us pave the way towards the words of our Honourable Prime Minister: "Sarvajan Hitay, Sarvajan Sukhay,"
predicting a bright future for our Nation. The current era presents an unparalleled opportunity for nation-building. As Cost and
Management Accountants, we hold a pivotal role in India's ascent to be the third largest amongst the echelons of the world
economy.

Success is a path paved step by step, a tapestry woven with choices, an ode to education, fervour, commitment,
endurance, hunger, and patience. The world awaits your transformative influence, and |1 am resolute that my CMA fraternity
possesses the key to triumph.

I firmly believe that our collective fervour as the CMA family will yield monumental achievements. With each passing
day, tomorrow promises to outshine today. Remember — "It is within the realm of the possible that the impossible is achieved
through trust in the Divine, the harbinger of boundless potential.” Even when the staircase to success appears to be hidden, a
steadfast subjugation to the Almighty provides the courage to step forward.

We have gleaned invaluable lessons over the past four years, even during the sombre days of the pandemic. Now, let us
dissipate the shadows of despair, kindling renewed vitality with compassion and empathy for our fellow beings. The voyage to
prosperity thrives on cooperation and collective effort.

BFSIB has exhibited stellar performance over the preceding quadrennial, interweaving networks with industry titans,
asserting the supremacy of CMAs in possessing exceptional prowess and acumen. We've inked a MOU with NSE Academy Ltd.
to usher in a joint course on Investment Management, a boon for our members and students traversing the realm of Capital
Markets. Our intent is to cultivate further partnerships with premier institutions of BFSI Sector, bolstering our valued members'
expertise and knowledge base.

We are glad to state that United India Insurance Company Limited have included CMAs as an eligibility condition to apply for
the post of Administrative Officer (Scale-I) in Accounts/Finance Specialist. The total number of vacancies is 24 numbers. The
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CMAs can provide necessary value addition in the Insurance Domain and I request the eligible CMAs to apply for the posts so
that we can spread our wings in the Insurance Sector.

A vigilant eye on the financial sector's pulse characterises BFSIB's modus operandi. We seize every occasion to engage
with regulators, Ministries, banks, and financial institutions — focusing on the concerns of BFSIB. Our professionals are invited
to initiate certificate courses and participate in seminars and webinars, enhancing our prominence in the BFSI domain.

The finance industry grapples with a dearth of skills and talents to embrace emerging roles. BFSIB underscores the
significance of up-skilling and re-skilling to craft a workforce — equipped for the days to ensue.

Amidst the pandemic's tempestuous tides, India's resilience excelled as it invested in infrastructure, fortifying
macroeconomic fundamentals. Experts and analysts foresee a buoyant Indian economy, with FY 2022-23's robust growth,
kindling high hopes. Barring global uncertainties, growth might surpass 7% in the next biennium.

The spectre of inflation looms as a nemesis to our Nation's growth narrative. Hopes are pinned on bountiful rainfall, to
tame retail inflation and to restore vegetable prices to equilibrium.

FY 2024 is poised for vigorous growth through heightened credit disbursal, capital investment cycle, and corporate and
banking sector resurgence. Public digital platforms, groundbreaking initiatives like PM Gati Shakti, the National Logistics
Policy, and Production-Linked Incentive schemes will galvanize economic expansion through higher manufacturing output.

Soon, a revised and expanded edition of our flagship publication, "Aide Memoire on Infrastructure Financing," will
grace our ranks. We endeavour to secure CMAs' presence in Concurrent and other Audits, striving for comprehensive
engagement across professional discourse and consultancy within the BFSI sphere.

Noteworthy facets of our economic landscape include:
» Headline inflation might scale well above 6% in FY 2024's second quarter, yet core inflation treads a moderate path.
Stagflation risks are mitigated by financial ease, stable INR/USD exchange rates, and unwavering domestic fuel prices.

» Investment activity gathers momentum, with capital expenditure set to surge by over 80% to INR 1.71 lakh crore this fiscal.

» The World Bank's latest report extols India's unparalleled growth potential, with education, transport connectivity, and
agricultural productivity as its cornerstones.

»  GST revenues touched INR 187,000 crore in April 2023, a zenith post-GST implementation, heralding well for fiscal deficit
ratios.

» Government and RBI projections predict a 6.5% growth for the Indian economy in FY 2024.

» Urban demand remains robust, seen in sales of upscale automobiles, UPI transactions, and domestic air passenger traffic
data.

» Rural demand surges, evidenced by tractor sales, IIP nondurable goods, and Mahatma Gandhi National Rural Employment

Guarantee Act data.

Remember, "Success isn't ultimate; failure isn't fatal; it is the courage to continue that counts.” It's never too late.
Persistence steers us to our destination, unveiling light for those brave enough to see.

My aspiration for BFSIB is luminous: a beacon of hope, a guiding light for our Nation's faith. We must strive with
ardour, dignity, passion, and unwavering perseverance — illuminating the path for others.

To my CMA family, | extend heartfelt wishes for the approaching Janmastami, Ganesh Chaturthi, Milad-ul-Nabi, Navratri,
Durga Puja, Dussehra, Deepawali, and Bhai Duj. May the brilliance and prosperity of our esteemed profession feel the refulgence
of the crescendo with the days to unfold.

With warm regards,

CMA Chittaranjan Chattopadhyay
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MESSAGE FROM THE CHAIRMAN

CMA Manoj Kumar Anand
Chairman
Professional Development Committee
The Institute of Cost Accountants of India

t gives me enormous joy and satisfaction to congratulate the Banking, Financial Services and Insurance Board for
I bringing out this 14™ edition of the BFSI Chronicle which is also the 3™ Annual issue published by BFSI Board since
2020.
The BFSI sector is the largest contributor to the service sector which in turn is the highest contributor to the GDP of our
country. The growth trajectory of a country depends on how well it delivers with its structured financial system and with
the help of the regulators like Ministry of Finance, Ministry of Corporate Affairs, Department of Financial Services,
RBI,SEBI, IRDAI and others our financial structure is in the safest hands.

We are a proud nation having the dual responsibility of capitalism with simultaneous balance of socialism. The country in
its goal of ‘Atmanirbhar’ Bharat in this Amrit Kaal has created the mission that we will be the 3™ largest economy very
soon.

The BFSI Board has created the right music with their rich publications and being the Chairman of the Professional
Development Committee of the Institute | feel that such efforts which are useful to the Industry and required for the
Industry Institute connect.

We applaud the efforts of CMA Chittaranjan Chattopadhyay, Chairman, BFSIB and other members for their thought
process and appreciate the implementation of such by team BFSI in executing them to the best interests of all stakeholders
of the Institute.

I believe that continuous learning is required and through such articles published in the chronicle will help our members,
students and others by keeping themselves abreast with the latest developments in the BFSI sector.

We hope that CMAs will be recognized by all the regulators and India Inc. for their prowess in catering to the needs of the
Industry with their knowledge and skills.

I hope the Banking, Financial Services and Insurance Board brings more such laurels in their journey of knowledge
management.

Warm Best Regards,

CMA Manoj Kumar Anand
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FROM THE DESK OF THE DEPARTMENT

Festive Greetings from team BFSI to all our esteemed readers!!!

global uncertainty like declining exports of China and increase of rate of Fed in the United States along with the
Russia Ukraine War the India’s service exports have continued to increase, and the current-account deficit is
narrowing.

I he Indian economy continues to show strong resilience to external shocks. Notwithstanding external pressures and

The rainfall in the month of June had seen a deficit of 6 % but in August we have seen that a surplus of 10 % of rainfall
which augurs well to a near normal monsoon which further depicts that the effect of EI Nino is not at all impactful. The
spiralling rise of vegetables prices are now receding due to proper policy implementation of the Government. Imposition of
high tariffs in export of onions and mechanism of government agencies like NAFED and NCCF have curbed the price
spikes in various markets with such measures of the Government. It has resulted in double digit price of tomatoes
alleviating the growing misery of the middle class.

The Kharif season crop is estimated to have a good harvest as per the rainfall predictions of IMD. However, the supply
side will improve and help the rebounding economy by keeping the prices under check in the long run.

Due to the rise in the consumer price index showing a spike and the inflation target of the Reserve Bank of India which
was within the limits of 2 to 6 % the regulator in their Monetary Policy stance has kept the repo rate unchanged at 6.5 per
cent in their latest monetary policy, choosing to pause for the time being. We have seen that the Banking Sector profits for
the Q1 a phenomenal success with the asset quality improvement and lowering of provisions. The Banks are showing
better operating profit as per their quarterly results. The improvement of the Banks is mainly on account of the digital
transformation. The Digital Payment Index has seen a sharp increase since September 2022 published by the Reserve Bank
of India and it depicts that the product, process and payments of Banks are adopting the digital pathway.

Interestingly, the credit-deposit ratio has continued to improve strongly from the lows of the pandemic despite the rising
interest rates. A deeper dive reveals that most of the lending is happening in the industry and services sector.

The bulls at the Dalal Street have been on quite a rampage; benchmark indices have hit fresh highs. We have seen that the
rating agencies have given a better rating to India and we have seen that re-rating of sectors and corporate deleveraging
and the strong earnings growth are fuelling the upward movement of the index. The Foreign Portfolio Investors (FPI) has
been in positive territory despite disruptions caused by the Russia-Ukraine war. The aggregate profit of Nifty 50
Companies has seen to rise by 37 % year on year and 10 % sequentially for the quarter ending in the month of June.

It is observed that with reduced provisioning for the bad loans it is strengthening balance sheets of the Indian banking
industry. The Indian retail participation is exuding high confidence in the capital markets and especially in the mutual fund
which has seen a steep rise in the AUMs with steady inflows by domestic retail participation. The trading volumes in the
futures and options (F& O) segment had crossed Rs. 100 Lakh crore on weekly and monthly expiry days.

With such positive vibrations in the Indian Economy it is only time that Indian Economy will be 3" largest economy of the
world surpassing Japan and Germany in the coming days.

Stay safe and happy reading!
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Can the Expected Credit Loss Approach be a
panacea for Indian Commercial banks

CMA (Dr.) Nabanita Ghosh
Asst Professor
Christ University, Bangalore

Introduction:

Asset Quality rating is an evaluation of credit risk

associated with the assets. Effective management

of Asset Quality lies in controlling and
monitoring the credit risk. In the context of banking,
assets include loans and investment portfolios. The
growth of troubled loans in Indian banking sector
increased substantially since the year 2013-14. Since
2009-10 the ratio of non-performing assets (NPAs) to
total advances started moving upward but the rate of
NPAs till the year 2013-14 was lower than the world’s
average.

Background:

During the year 2009-10 and 2013-14 the rate of NPAs
was lesser than the world’s average at 3% after which
the world’s rate got stabilized at 4% but the rate of
Indian NPAs trembled up. Further in between the years
2014-15 and 2016-17, the NPAs went up from 4.3% to
9.6%, the average growth rate of NPAs was at 7%. With
regards to the value, the NPAs which amounted to
%59400 crores in the year 2004-05 moved up to 790268
crores in the financial year 2016-17 and to 31039000
crores in the year 2017-18. The annual Gross NPAs
(GNPA) ratio of the nationalized banks for the year
2005-17 was 4.55% and in case of Private Sector Banks
(PVBs) it was 2.65%. The elevation which was majorly
in the Public Sector Banks (PSBs) accounted for NPAs
in both priority and non-priority sector, with the latter
spiking. The priority sector NPAs was at 61.5% during
the year 2008 and it fell down to 23.5% during 2017 and
in the same period the swing in the NPAs in non-priority
sector came to 72.4% in 2017 from 37.1% during 2008.

Re-emerging Stress in the Asset Quality of Indian
Banks:

The rise in Asset Quality deterioration rate can be best
understood from the lending behaviour of the banking
segment and pro-cyclicality. During 1985, a health Code
system was introduced for constant scrutiny of loan
assets quality, their further slippages and adequate
provisioning. The advances are classified into eight
codes:

a) Satisfactory

b) Irregular accounts for which safety was not
doubted

¢) Viable under nursing

d) Non-viable/ sticky

e) Advances recalled

f)  Suit filed

g) Decreed debts which mean accounts with major
irregularities

h) Bad and doubtful debts where recovery of the
loans is improbable due to the intentional
unwillingness of the borrowers or their genuine
incapability or due to diminution in the value of
the security. The primary drawback of the health
code system was lack of objectivity, transparency
and uniformity of yardstick for measuring NPAs.

To tide over the deficiencies in the then existing
framework, to promote transparency, to compete with
best international practices, prudential norms related to
asset classification and provisioning was implemented
by RBI during 1992-93, in line with the
recommendations of Narasimhan Committee |. The
norms were quantified and objective enough to make a
valuable assessment of NPA. As per RBI, Master
Circular, 2014, RBI Prudential Norms, an asset becomes
an NPA when it fails to honour the service or the
payment regularly. The definitions underwent revisions
in a phased manner.
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Erstwhile classification of NPAs

Table No. 1: Classification of NPAs

From the year ending 1995 | If due for 30 days for 2 quarters
From 31% March 2001 If overdue for 180 days
From 31% March 2004 If overdue for 90 days

Source: www.rbi.org
NPAs are classified into the following categories:

Diagram 1: Categories of NPAs

STANDARD ASSETS SUB STANDARD ASSETS
e Normal operations e Indentified credit weakness when
e Regular payment of

remains NPA up to 12 months

interest/principal . . . .
P P e Deficiencies demand corrections

/ DOUBTFUL ASSETS \
LOSS ASSETS
e Additional weakness is identified
e Uncollectible by bankers,

e Debt collection is questionable
auditors and RBI.

e  Assets not written off k /

With effect from 31% March 2005, the objective criteria for NPA classification into three categories are diagrammatically
provided as follows:

Diagram 2: Three Categories of NPAs

NPA CLASSIFICATION

SUB STANDARD
ASSETS

DOUBTFUL ASSETS LOSS ASSETS

Substandard for 12 months Loss identified

NPA for <= 12

2.6.2 Modern Classification of NPAs

With respect to RBI/2017-18/131 DBR.NO. BP. BC101/21.04.048/2017-18, Resolution of SA -revised framework,
lenders can identify the incipient stress in the loan assets immediately after the default by classifying the SA as Special
Mention Accounts (SMA) as per the following categories:
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Table No. 2: Categories of SMA

SMA OVERDUE PRINCIPAL
OR
INTEREST OR OTHER AMOUNT

SMAQ 1-30 Days

SMA1 | 31-60 Days
SMA2 | 61-90 Days

Source: www.rbi.org

Present scenario:

With the above methodology of NPA classification the banks were able to hide the erosion of capital though the projection
of mushrooming NPA came to the light. The error in the loan loss provisioning underwent a tremendous change in the
recent past and RBI floated a circular to shift the process of classifying the loan assets in a much-coveted way even at the
cost of the hard hit to the capital. International Accounting Standard Board and other accounting standard setters devised
principles-based standards for the banks to recognize their loan assets and provide for their credit loss with an immediate
effect for financial statement reporting under the spectrum of IFRS-9. In this case the banks are supposed to consider the
expected credit loss (ECL) model as a forward-looking approach by analysing the past events, characteristics of the
borrowers at every reporting date to reflect the changes in the assets’ credit risk.

Formula:

The formula to be used by the banks under the ECL model is as follows:

ECL=EAD*PD*LGD

Where ECL=Expected credit loss, EAD=Exposure at default, PD= Probability of default and LGD=Loss given default.
Following the above-mentioned formula, the loan impairment of the banks will be in three different levels. They are:

TABLE 3: LOAN IMPAIRMENT STRUCTURE UNDER ECL MODEL

Stage | Type of Loan Type of Loss Allowance Revenue recognition

1. When the loan is just | a. Defaults possible in the upcoming @ Interest revenue is calculated on the
forwarded to the borrower. 12 months are to be recognized | gross carrying amount of loan without
For the existing loan under 12-month ECL model. the deduction for ECL.

amount with no significant | b. Loss allowance is also established.
increase in credit risk at | a. The same above 12- month ECL

the time of initial method is followed for the existing
recognition. loan type on the reporting date

2. When the credit risk of the | Lifetime ECL will be considered. Interest revenue is calculated on the
loan has got increased gross carrying amount of loan without
significantly since initial the deduction for ECL
recognition and become
lower

3. When the risk has | Lifetime ECL will be considered. Interest revenue is calculated on the
increased in the loan to the gross carrying amount of loan without
extent where it has become the deduction for ECL

credit impaired
Source: Authored
ECL is the expectation of the banks on the possibility of the shortfalls in the collection of contractual cash-flows. 12-

months ECL does not refer to the shortfall in cash in the coming 12 months but it is the effect of the entire credit loss of the
loan over its loan life. This shortfall is weighted by probability to assure that this loss would appear in the next 12 months.
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Lifetime ECLs are the episodes where the borrowers are
defaulting for the lifetime and defaults are the expected
present values of losses. These losses are the weighted
average credit losses with the probability of default.

Disclosure:

Banks are under the compulsion to disclose the
information explaining the rationale behind the ECL
calculations, method of the measurement and the process
of assessment of the credit risk. Further-more, the banks
also need to produce the facts and figures of opening and
closing ECLs, carrying values of the associated assets
separately for different categories of ECL.

Impact of the ECL provision:

The commercial banks in India as a result of
implementing the ECL technique can resort to a
simplified and strategic credit discipline platform which
in turn can enable the banks to measure the associated
credit risks appropriately and can instil financial stability
in the system. The private and public sector banks in
India would be under the requirement of designing own
models for credit risk management as a result of
embracing the ECL approach. The various exposures to
various risk weighted segments would result in
generation of various types of defaults and therefore the
commonality in the recognition of loan losses would be
detrimental to the maintenance of the reputation of the
banks. Banks will enjoy the privilege of devising own
credit management tools to arrest the same.

Role of the Cost and Management Accountants
(CMAS) in the current framework:

The CMAs strategically focus on performance
management, risk management, credit monitoring and
also extend their services in reduction and controlling of
costs. In the light of implementation of the ECL
framework with the sole objective of imposing credit
discipline the CMAs can be instrumental in credit
processing, collateral evaluation, project analysis and
credit monitoring. As no method would suffice the
requirement if the root is undiagnosed and remain
untreated, therefore the CMAs can unearth the stressed
assets by adopting the cost and management techniques,
by making the effective use of appropriate data analytic
tools. On a whole, the banks would be immensely
benefitted by the services of CMAs as they can review
the entity’s cost accounting system, cost control system,
cost flow, efficiency of operations, possibility of
reengineering the business processes and value chain
process to reorganize for a sustainable future. CMAs
being expert in the credit analysis can be best suited for
critical examination of the diverse segmental exposures

to check the veracity of the loan utilization in tune with
the realistic requirements of the industry. These
supervisions would bring into light the propensity of the
borrowers to default in future payments and by availing
the expertise of the CMAs the banks can map the
recognition of loan losses.

Conclusion:

Basel committee on Banking Supervision identified the
correlation between capital and provisions and therefore
timely recognition and also immediate provisioning of
the credit losses would promote the safety and integrity
of the banking system. ECL provision would be
beneficial to the commercial banks at large in the future
days and the same can be made applicable to the Tier 3
and 4 cooperative banks too.
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Abstract:

passed in the Rajya Sabha.

Minister of State Co-operation Shri B L Verma had moved the Multi-State Cooperative Societies (Amendment) Bill,
2023, for consideration and passage in the Rajya Sabha. The Bill, approved by the Lok Sabha on July 25, 2023, was

The Multi-State Cooperative Societies (Amendment) Bill 2023, which seeks to Strengthen Co-operatives by making
their functioning more transparent, introducing a system of Regular Elections and prohibiting the Appointment of
Related Persons etc. The Legislation is important, Well Drafted and Will Fulfil the Needs of Crores of People in the
Country. Agriculture is the Need of the Hour, and the Bill allows Collective Bargaining of Agricultural Farmers.

Il co-operative societies, with objects not confined

to One State, and serving the interests of members

in more than one state come under its purview.
The National Agricultural Co-operative Marketing
Federation, Indian Farmers Fertilisers Cooperative, AMUL,
British Council are some prominent examples. According
to the Ministry of Co-operation data, 1,401 multi-state Co-
operative Societies have been Registered since 1986. Of
them, 250 MSCS were registered in 2014 alone, which is
the highest in a calendar year, so far, followed by 247 in
2012. As many as 125 Multi-State Co-operative Societies
have been Registered since 2019. Approximately, Half the
Registered Societies under the MSCS Act 2002 fall
under the Credit Sector. These include 67 Co-operative
Banks as well. Agriculture, Housing, Dairy are the other
Prominent Sectors.

W COOperalive::-.
Looperativess; sise

ek i

ooperative Movement and Cooperative Societics in Indi

'Co-operative  Sector for 5-Trillion-Dollar Economy'.
India’s Target of becoming a 5-Trillion-Dollar Economy
cannot be achieved without the Progressive Role of the Co-
operative Sector. As per the data published by the NCUI,
there are about 8.6 lakh Co-operatives in the Country, out
of which active Primary Agricultural Cooperatives (PACs)
are around 63,000. The Government decided to Establish
Three New Multi-State Co-operative Societies to promote
Organic Products, Seeds and Exports. Co-operative Sector
can spur jobs as the government is strengthening the Co-
operatives by expanding their sphere of work into other
areas like LPG and Petrol Pump Dealerships etc.

The Success Stories of Co-operatives like Amul, IFFCO,
NAFED, KRIBHCO and Lijjat Papad, as well as those
driving the Co-operative Movement in India.

'One for All, All for One': Co-operatives form the
Backbone of the Indian Rural Economy with the motto
“One for All, All for One”.
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Highlights of Multi-State Cooperative Societies
(Amendment) Bill 2023:

The Key Provisions of the Multi State Co-operative
Societies (Amendment) Act, 2023 are as follows:

v The bill provides for Norms for the
Appointment of Employees, which ensures that
there are no nepotism practices. The
recruitment of employees at various levels
would be carried out through a transparent,
objective and adequately publicized competitive
process as per the educational and experience
criteria specified in the bye-laws of the society.
The person to be appointed as Chief Executive
of a Non-credit multi-State co-operative society
shall satisfy the following criteria viz., shall be
a Graduate or have a Diploma or equivalent in
Co-operative Business Management, Agri-
business Management, Dairy Sector
Management, Fisheries Management, Finance,
Chartered Accountancy, Cost Accountancy,
Law, Commerce, Science, Humanities,
Technology or any other relevant discipline;
and at least Three Years’ work experience in
the Co-operative Sector.

v' Another provision is for the Filing of
Applications, Documents, Returns, Statements,
and Statements of Accounts in Electronic Form.
Extension of time limit for Annual Accounts
submission to May 15.

v The Bill entails Strict Provision for
Transparency, and exuded Confidence that
Financial  Irregularities in  Co-operative
Societies will be Corrected.

v" The Bill will Strengthen Co-operatives, and
make them more Transparent and Accountable.

v The Bill requires the presence of One-third of
Members for approving any Big Decision, the
Provision should be tweaked to peg that
requirement to at least 50 per cent of the Board.
The presence of at least 50 per cent of the

v' Constituting an Election Authority. The Bill

seeks to establish a ‘Co-operative Election
Authority’ with a view to introduce Electoral
Reforms in the Co-operative Sector. It will
consist of a Chairperson, Vice-chairperson and
Members not exceeding Three to be Appointed
by the Central Government.

As per the statement of Objects and reasons of
the Bill, a New Clause has been inserted to set
up Co-operative Rehabilitation, Reconstruction
and Development Fund for the Revival of Sick
Multi-State  Co-operative Societies. The
establishment of the Co-op Rehabilitation and
Reconstruction Fund in which Multi State Co-
operatives have to Contribute 0.005 to 0.1
percent of their Net Profits. This fund would be
utilized for the purpose of helping out Sick Co-
operatives.

The Bill also provides for Concurrent Audits
for Multi-State Co-operative  Societies, a
Mechanism for redressal of Complaints, and the
Appointment of One or More Co-operative
Ombudsmen and Co-operative Information
Officers.

v’ Further, it Provides for an increase in Monetary
Penalties that will be imposed on these Societies
in case of Contravention of the Provisions.

Board for taking major decisions will ensure
that Chairman MD and Two Directors can’t
come together to take Decisions against the
Interest of Farmers.

CE should call a Board meeting if one fourth of
Board members’ demand. CE who attains the
age of 70 cannot continue as the Chief
Executive but he may continue beyond 70 with
the prior approval of the Central Registrar and
by passing a special resolution in which case
the explanatory statement annexed to the notice
for such motion shall indicate the justification
for appointing such persons.

The provisions of the Bill will drive a Co-
operative Revolution, Facilitate Ease of
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v Business, and bring Transparency and Electoral
Reforms.

v The Bill will make the Co-operative movement
more Strong and more Transparent.

The Other important highlights of the Bill are:

Q

The Multi-State Co-operative Societies in the
thrift and credit business shall be categorized
on the basis of their deposits into Micro,
Small, Medium and Large Categories.

{0 | co-oPERATIVE
OMBUDSMAN
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’? SECTION 69A OF KC$ ACT, 1969
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ACADEMY OF CO-OPERATIVE STUDIES

~ A Member who desires to obtain information
under Sub-section (1) of section 106 of the Act,
shall make an application in writing or through
electronic means to the Co-operative
Information Officer. The application fee, other
charges for supplying the information and
manner of payment shall be such as prescribed
under the provisions of the Right to Information
(Regulation of Fee and Cost) Rules, 2005.

To Conclude, India Promises "New Era’ for Multi-State
Co-operatives and the Bill amends the Multi-State Co-
operative Societies Act, 2002. It establishes the Co-
operative Election Authority to conduct and supervise
elections to the boards of multi-state co-operative
societies. A multi-state co-operative society will require

Q

No multi-State Co-operative Society shall grant
loan or make advances against the security of
its own shares.

~ Every Multi-State Co-operative Society shall
credit a sum calculated at one per cent of its net
profits every year as contribution, within six
months from the closing of the relevant
financial year, towards the account of the Co-
operative Education Fund, maintained by the
Central Government. The Secretary, the
Ministry of Cooperation will be the Chairperson
of the Co-operative Education Fund.

The Central Government May Appoint One or more
Co-operative Ombudsman, to carry out the functions
entrusted to such Ombudsman under provisions of the
Act and the Central Government shall notify the
territorial  jurisdiction of each Ombudsman so
appointed.

prior permission of government authorities before the
redemption of their shareholding. A Co-operative
Rehabilitation, Reconstruction and Development Fund
will be established for the revival of sick multi-state co-
operative societies. The Fund will be financed through
contributions by profitable multi-state co-operative
societies. The Bill allows State Co-operative Societies to
merge into an existing multi-state co-operative society,
subject to the respective state laws. Sick multi-state co-
operative societies will be revived by a Fund that will be
financed through Contributions by profitable multi-state
co-operative societies. This effectively imposes a Cost
on well-functioning societies. Giving the government the
power to restrict redemption of its shareholding in Multi-
state Co-operative Societies may go against the Co-
operative Principles of Autonomy and Independence.
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Climate Risk - Banking Sector
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Abstract:

Credit Risk Management.
Rating.

Costing.

Pricing.

Monitoring etc.

AN N N SR

is ‘Adequate Risk Management Guaranteed’.

Management Process.

About 15 Years Ago, Banks started to ‘Integrate Environmental Risks’ into their Credit Risk Management Procedures.
Banking Sector Focusing on the Analysis of the ‘Integration of Environmental Risks’ into all phases of the:

Integration of Environmental Risks into the ‘Whole Credit Risk Management Process’ is important because only then

Banks Integrate Environmental Risks, especially into the Rating Phase, but not in all Phases of the Credit
Management Process, though this is Recommendable because these Risks influence all Phases of the Credit

but a present-day emergency that is already

threatening lives, livelihoods and economies. The
global climate crisis is driving more frequent and intense
floods, heatwaves, droughts, and storms. The number of
these extreme weather events have quintupled in the last
fifty years, with projections that climate related disasters
could reach up to 560 each year (or 1.5 per day) by
2030. These climate shocks affect food-insecure people
disproportionately, destroying crops, livestock and vital
infrastructure.

Climate change is not a threat in the distant future,

More than Regulatory Pressure is driving Banks to
Manage Climate Risk. Financing a Green Agenda is also
a Commercial Imperative-but Specialized Skills are
needed to Protect Balance Sheets of Banks.

Climate Change Creates Opportunities and
Challenges for the Banking Industry:

Disruptive Physical Impacts will give rise to Transition
Risks and Opportunities in the Economy, including

shifts in demand, the development of new energy
resources, and innovations arising from the need to
tackle emissions and manage carbon, as well as
necessary reforms in food systems.

Sectors that will bear the brunt include Oil and Gas, Real
Estate, Automotive and Transport, Power Generation,
and Agriculture.

In Oil and Gas, for Example, Demand could fall by 35
percent over the Next Decade. The Good News is that
these changes should also precipitate a Sharp decline in
Emissions.
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Opportunity: Financing a green agenda

Transformation of  Plant Electrification
energy production refurhishmentsto  of transport and
toward avoid or capture automation of
renewables and store carbon  mobility

emissions

Challenge: Protecting balance sheets from
uncertainty

Real-estate
market collapse
in low-lying areas

-
1

Closures of
coal-powered
power plants
before end of
useful life

Increased risk of
major crop
failures with
implications for
meat and dairy
producers

Up to $500 billion in annual adaptation costs'

ording to the UM Adapt
+f 48 sample EU banks and thair pe

Costs unti
'Based an ¢

For banks in the European Union,
up to 15% of the balance sheet is at risk”

osilian in industrizs and geographies likely affacted by physical and transition risks.

(Source: McKinsey & Company)

Types of Environmental Risks and its impact on Economy / Banking Sector:

a) Extreme Weather Events (Tropical Cyclones / Typhoons):

8 & | Published 2019

Another Study by ‘Blackrock’ shows that Physical
Exposure of Properties to Hurricane Damage will
Rise by as much as 275% by 2050 due to the
Higher Frequency and Intensity of Hurricanes.

‘A CICERO Report’ States, Hurricane Harvey in
Texas caused $125 Billion in Damage in Total by
Sectors, an Outage Peak of 10,000 MW of
Electricity Capacity, Oil Production Declined by
21% and Industries had to Close Down for about
One Week, Port Traffic was delayed for More than a
Week, 107 Deaths occurred and about 50,000
Homes were Destroyed.

Q

‘An NBER Study’ shows that in the US, Cyclone
events will generate a Long-term Disturbance that
will reduce 7.4% of GDP Growth in 20 years,
equivalent to off-setting 3.7 Years of Average

Development.

Impact on Banking Sector:

Q

Q

14

Climate change Exacerbates the Intensity and
Frequency of  Tropical  Cyclones/Typhoons
(Physical Risk);

Higher Intensity and Frequency of Tropical
Cyclones/Typhoons lead to more Severe Damages
to Real Estate Assets located in Coastal Areas,
reducing the Value of Properties (Market Risk);
Lower Property Values Reduce Collateral Values of
Mortgage Loans, and Increase Loss Given Default
(LGD);

Lower Collateral Values of Mortgage Loans and
Disruption to Economic Activities (e.g., Income)
due to extreme weather events Increase Mortgage
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14

14

Q

Q

14

ll

Default Rates, and Higher Default Rates and LGD
increase Expected Losses of Banks (Credit Risk);

For Insurers that provide Property Insurance for
Real Estate Assets in Coastal Areas, Larger-than-

Extreme Weather Events-(Floods):

Another study by ‘Zurich Group’ Revealed that
51% of Supply Chains were affected by Adverse
Weather over the Past Year.

49% of Businesses Lost Productivity from such
Disruption, while their Costs Increased by 38% and
their Revenue Decreased by 32%.

Thailand’s Automobile and Electronic
Manufacturing Sector was Completely Halted,
making up 80% of the Total Economic Loss in the
Country.

Most Factories Stopped Production for Over 30
days, Disrupting Supply Chains and Reducing
Annual Automobile Production by 20%.

17.5% of the Factories were Completely Destroyed
and could not Resume Operations.

This led to “Toyota and Honda” losing almost 60%
of Net Profits in 2011 compared to the Previous
Year.

expected Damage Losses of the Property could
Result in Unexpectedly High Claims (Underwriting
risk).

According to ‘Accenture’, 30% of Companies
Surveyed Attributed 5% of their Lost Revenue to the
Disruption of their Supply Chains.

Q

Q

14

Impact on Banking Sector:

Floods Disrupt Supply Chains and Plant Operations
of some Non-financial firms (e.g., Due to Power
and Transportation Disruption) that are Banks’
Clients, or Threaten Banks’ Business Continuity by
Damaging their Buildings (Operational Risk);
Business Disruptions Reduce Revenue and Increase
Repair/Maintenance Costs, thus reducing the Profit
of the affected Non-financial Firms;

Reduced Revenue and Profit of these firms Weaken
their Ability to Repay Bank Loans and Increase
Loan Default Rates and LGD (Credit Risk).
Insurers that provide “Flood Insurance” may be
under Pressure to Liquidate Assets at a Loss to
cover claims due to Major Flooding (Liquidity
Risk).

Public Policy Change of Different Countries (Pollution Control Regulations):

London just launched Ultra Low Emission Zone,
which Imposes a Daily Charge on Vehicles failing to
meet Environmental Standards. The Government
claimed this action will reduce NOx Emissions by
45%,
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14

Q

Q

14

In Australia, Water Service Providers Charge
Residents an Extra 300% fee on Sewage Disposal
in addition to Daily Water Usage Fees.

In China, a Tough Regulatory Package was
introduced to ‘Fight Air and Water Pollution’, by
Shutting Down most Coal-burning Facilities in
Urban Areas, requiring the mandatory installation of
desulfurization and denitration devices for Coal-
fired Power Plants, upgrading fuel quality, and
increasing levies on pollutants.

The US has established laws through the Resource
Conservation and Recovery Act (RCRA), with the
ambition to control the production, usage, recycling,
and disposal of solid waste, especially for
monitoring the “Cradle-to-Grave” Management of
Hazardous Waste.

In the 1990s, Europe launched a Series of
Regulations on Extended Producer Responsibility
(EPR) (i.e., Producers are required to fulfil
collection targets and ensure that the end-of-life
electronic equipment collected is channelled for
proper recycling and disposal) to minimize solid
waste and promote resource efficiency.

Recently, EU Member States approved a set of
“Ambitious Measures” to increase the Recycling
Rate of Municipal Waste. They set up a timeline to
achieve the progressive targets: by 2025, they aim to
enhance the Municipal Recycling Rate up to 55%,
by 2030 by 60%, and by 2035 by 65%.

The Singapore Government has announced a
regulated e-waste management system from 2021

Energy Transition Policies may include Measures
(e.g., Carbon Tax / Pricing Scheme) to Limit
Utilization of Fossil Fuels (Transition Risk);

These Measures may result in Higher Costs for Oil
& Gas Companies, Coal Mining Companies, and
Coal-fired Power Producers, meanwhile Reducing
Market Demand for their Products;

Higher Costs and Reduced Revenues cut Profits and

Q

Q

to ensure that electrical and electronic waste (e-
waste) is managed effectively and efficiently
through an EPR Approach.

In the US, 32 States have issued over 70
Independent Laws on EPR Approaches; their
Effectiveness Varies among different States and
Sectors.

According to Statistics from the Carbon Tax
Center, Some Countries have Imposed Taxes (e.g.,
Carbon Tax in Chile, Japan, and South Africa) and
Levies on Carbon Emissions or Activities that are
carbon intensive, and several countries/regions
employed Carbon Trading Schemes (e.g., Europe
and China) to contain carbon emissions.

The IEA further predicts that Carbon Price could
rise beyond $150/Ton by 2040 under the 2°C
Scenario.

The French Energy Transition for Green Growth
Law (or Energy Transition Law), Adopted in
August 2015, sets out a Pioneering Roadmap to
Mitigate Climate Change and diversify the energy
mix.

Besides including Ambitious Targets around
reducing GHG Emissions and overall energy
consumption, the law also put forward a new set of
regulations on carbon reporting, i.e., Financial
Investors and Institutions are Required to Report
their Financial Risks Associated with Climate
Change.

There are many examples of Governments from
Across the Globe Promoting Renewable Energy and
Electric Vehicles.

In order to “Green” the Auto Industry, Norway (by
2025), India (by 2030), France, and the UK (by 2040)
have announced Schedules for the Termination of
Vehicle Sales with Internal Combustion Engines.

From a Financial Institutions / Banks Perspective,
these result in Lower Asset Valuation (Market Risk)
and/or Higher Loan Default Rates and LGD of
Carbon-intensive Companies (Credit Risk).

Impact on Banking Sector:

~
~

‘Market Sentiment Towards Carbon-intensive

Assets’ could change Suddenly (Transition Risk)
due to the ‘Introduction of New Climate Policies’

reduce the future Cash Flows of these Companies;
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such as Carbon Taxes, Carbon Trading
Mechanisms, Reduction in the Quota for Fossil Fuel
Energy, Regulatory Restrictions on Fossil Fuel
Financing, and New Technology Developments in
the Form of a Sharp Decline in Renewable Energy
Costs and Energy Saving Technologies.

~ For Financial Institutions / Banks, such Sentiment

Shifts could lead to a Sudden Decline in the Price /

Valuation of Carbon-intensive Assets they hold

(Market Risk).

For Banks, such a Decline in Price / Valuation could

increase the Default Risk and LGD if these Assets

are held as Loan Collaterals (Credit Risk);

It may also result in Difficulties in Selling such

Assets by Fls / Banks (Liquidity Risk).

14

Q

Conclusion:

Banks and the Banking System are exposed to ‘Climate
Change’  through Macro and Microeconomic
transmission channels that arise from ‘Two Distinct
Types’ of Climate Risk Drivers.

o First, they may suffer from the ‘Economic
Costs and Financial Losses’ resulting from the
increasing Severity and Frequency of Physical
Climate Risk Drivers.

o Second, as Economies seek to reduce Carbon
Dioxide Emissions, which make up the vast
majority of Greenhouse Gas (GHG) Emissions,
these efforts generate ‘Transition Risk Drivers’.

These arise through changes in Government Policies,
Technological Developments, or Investor and Consumer
sentiment. They may also Generate Significant Costs
and Losses for Banks and the Banking System.

References:

1. McKinsey & Company.

2. Pollution Control Laws and Regulations of
different Countries.

3. Various Reports on Environmental Risks

Banking, Financial Services and Insurance Board | The Institute of Cost Accountants of India



BFSI Chronicle, 3rd Annual Issue | 14th Edition | September 2023

Outsourcing of I'T Services In Banks
(Risk Mitigation Areas)

Shri M. Rajesh

Asst. General Manager (1A)
State Bank of India

Internal Audit Department
Circle Audit Office, Pune

Abstract:

With the penetration of the Internet in India, Newer and More efficient technologies are being built and these dynamic
technologies are being leveraged by various sectors of the economy, and the financial sector is one of them. Financial
Institutions have extensively been outsourcing their IT Services requirements to Third Parties in order to get easier
access to Newer Technologies. In this Process of availing the services of a Third Party, Financial Institutions expose
themselves to Significant Financial, Operational, and Reputational Risk.

utsourcing may be defined as a Bank’s use of a
OThird party (either an affiliated entity within a

Corporate Group or an Entity that is External to the
Corporate Group) to perform activities on a Continuing
Basis (including Agreements for a Limited Period), that
would normally be undertaken by the Bank itself, now or in
the future.

Regulated Entities (RES) have been extensively leveraging
Information Technology (IT) and IT enabled Services
(ITeS) to support their Business Models, Products and
Services offered to their customers. REs also outsource
substantial portion of their IT activities to third parties,
which expose them to various risks.

In order to ensure effective management of attendant risks,
the Statement on Developmental and Regulatory Policies

dated February 10, 2022, proposed the issuance of suitable
regulatory guidelines on Outsourcing of IT Services.

The underlying principle of these RBI Directions is to
ensure that outsourcing arrangements neither diminish REs
ability to fulfil its obligations to customers nor impede
effective supervision by the RBI. These requirements, shall
come into effect from October 1, 2023.

Role and Responsibility of IT Function in Outsourcing
Process:

v Assisting the ‘Senior Management’ in Identifying,
Measuring, Mitigating and Managing the level of
IT Outsourcing Risk in the Organisation.

v" Ensuring that a Central Database of all IT
Outsourcing arrangements is maintained and is
accessible for review by Board, Senior
Management,  Auditors and  Supervisors.

v Effectively Monitor and Supervise the outsourced activity to ensure
that the service providers meet the laid down Performance Standard
and provide uninterrupted services, and report to the Senior
Management; Co-ordinate periodic Due Diligence and highlight
concerns, if any.
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v' Putting in place necessary Documentation

required for contractual agreements including
Service Level Management, monitoring of
vendor operations, Key Risk Indicators and
classifying the Vendors as per the determined
Risk.

Due Diligence of Service Provider:

Q

Q

Q

Q

Q

Q

Past Experience and demonstrated competence
to implement and support the proposed IT
activity over the Contract Period.

Financial Soundness and ability to Service
Commitments even under adverse conditions.
Business Reputation and Culture,
Compliance, complaints and outstanding or
potential litigations.

Conflict of Interest (If any).

SECURITY ASSESSMENT

Ensuring that Appropriate Controls, assurance
requirements and  Possible  Contractual
arrangements are in place to Establish Data
Ownership.

Ability to effectively service all the Customers
while Maintaining Confidentiality, especially
where a Service Provider has exposure to
Multiple Entities; and

Ability to Enforce Agreements and the Rights
available thereunder including those relating to
aspects such as Data Storage, Data Protection
and Confidentiality.

Outsourcing Agreement: The Key areas that should be
covered in Outsourcing agreement with Third Parties

are:

v Definition of the IT Activity being outsourced,

including appropriate service and performance
standards including for the Sub-contractors, if
any.

Q

~
~

Q

Q

Security Risk Assessment,
Technology Assets Administered by the Service
Provider.

External Factors like Political, Economic,
Social and Legal environment of the
jurisdiction in which the Service Provider
operates and other events that may impact data
security and service performance.

Details of the Technology, Infrastructure
Stability, Security and Internal Control, Audit
Coverage, Reporting  and Monitoring
Procedures, Data Backup arrangements,
Business Continuity Management and Disaster
Recovery Plan.

Capability to Identify and Segregate Regulated
Entities Data.

Quality of Due Diligence exercised by the
service provider with respect to its Employees
and Sub-contractors.

Capability to Comply with the Regulatory
and Legal requirements of the Outsourcing of
IT Services arrangement

including of the

Effective Access by the Regulated Entity (RE)
to all Data, Books, Records, Information, Logs,
Alerts and Business Premises relevant to the
Outsourced Activity, available with the service
provider;

Continuous Monitoring and Assessment of the
Service Provider by the RE, so that any
necessary corrective measure can be taken
immediately, including termination clause and
minimum period to execute such provision, if
deemed necessary.

Type of Material Adverse Events (e.g., data
breaches, denial of service, service
unavailability etc.) and incident reporting
requirements to the RE to take prompt risk
mitigation measures and ensure compliance
with statutory and regulatory guidelines.
Compliance with the provisions of IT Act,
other applicable legal requirements and
standards to protect the customer data.
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v" The deliverables, including Service-Level
Agreements (SLAs) formalising performance
criteria to measure the quality and quantity of
service levels.

v' Storage of Data (as applicable to the concerned
REs) only in India as per extant regulatory
requirements.

v' Clauses requiring the Service Provider to
provide details of data (Related to RE and its
Customers) Captured, Processed and Stored.

v" Controls for maintaining Confidentiality of
Data of RE’s and its Customers’, and
incorporating Service Provider’s Liability to RE
in the event of security breach and leakage of
such information.

v' Types of Data / Information that the Service
Provider (Vendor) is permitted to share with
RE’s Customer and / or any other Party.

v' Specifying the Resolution Process, events of
default, Indemnities, Remedies, and Recourse
available to the respective parties.

v' Contingency Plan(s) to ensure Business
Continuity and Testing requirements.

3 O op 8 0§ B

PLAMNING RECOVERY MANAGEMENT ONGOING OPERATION RISK RESILIENCE PROCEDURES

v" Right to Conduct Audit of the service provider by other necessary information given to, Stored or

the RE, whether by its Internal or External
Auditors, or by Agents appointed to act on its
behalf, and to obtain copies of any Audit or Review
Reports and findings made about the service
provider in conjunction with the services performed
for the RE.

Right to Seek Information from the Service
Provider about the Third Parties (in the Supply
Chain) engaged by the former.

Recognising the Authority of Regulators to
perform Inspection of the Service Provider and any
of its Sub-contractors. Adding Clauses to allow RBI
or person(s) Authorised by it to access the RE's IT
Infrastructure, Applications, Data, Documents, and

COBELESTONI
hre

v/ Obligation of the Service Provider to Co-
operate with the relevant authorities in case of
Insolvency / Resolution of the RE.

Processed by the Service Provider and / or its Sub-
contractors in relation to the Outsourcing
Arrangement.

Including Clauses making the Service Provider
contractually liable for the performance and Risk
Management Practices of its Sub-contractors.
Obligation of the Service Provider to comply with
Directions Issued by the RBI in relation to the
activities of the RE outsourced to the Service
Provider.

Clauses requiring Prior Approval / Consent of the
RE for use of Sub-contractors by the service
provider for all or part of an Outsourced activity.

v' Termination Rights of the RE, including the
ability to orderly Transfer the Proposed IT -
Outsourcing Arrangement to another service
provider, if necessary or desirable.

v" Provision to consider Resources of Service
Provider who provide Core Services as
“Essential Personnel” so that a limited number
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of staff necessary to Operate Critical Functions
can work On-site during Exigencies (including
pandemic situations) and

v' Clause requiring Suitable Back-to-Back
arrangements between Service Providers and
the Original Equipment Manufacturers (OEMs).

Conclusion: The world over, Banks are increasingly
using outsourcing as a means of both reducing cost and
accessing specialist expertise, not available internally
and achieving strategic aims. In keeping with this
international trend, banks in India too have been
extensively outsourcing various activities. Such

outsourcing activities results in banks being exposed to
various risks. Further, the outsourcing activities are to be
brought within regulatory purview and the interests of
the customers have to be protected.

References:

1. Bi-monthly Monetary Policy Statement - Dated
February 10, 2022.

2. Statement on Developmental and Regulatory
Policies issued by RBI

Banking, Financial Services and Insurance Board | The Institute of Cost Accountants of India



BFSI Chronicle, 3rd Annual Issue | 14th Edition | September 2023

Rupee, as a part of IMF’s SDRs, Shall Be a
Game Changer

Shri Hargovind Sachdev
Former General Manager
SBI

RBI panel has suggested that India has achieved

a higher level of trade linkages with other

countries, as a result of which the rupee is likely
to reach a level where it would facilitate the currency's
inclusion in the International Monetary Fund's (IMF)
Special Drawing Rights (SDR) basket. The panel, whose
report on the 'Internationalisation of Rupee' was released
recently, said that in the coming days, "India will
achieve a higher level of trade linkages with other
countries and improved macro-economic parameters,
and rupee may ascend to a level where other economies
would widely use and prefer it as a ‘vehicle
currency'.Thus, efforts should be made to include the
rupee in IMF's SDR basket".

SDR is an international reserve asset created by the IMF
to supplement member countries' official reserves. It is a
potential claim on the freely-usable currencies of IMF
members.SDRs can provide a country with liquidity,
acceptance and growth.

The existing basket of currencies includes the US dollar,
Euro, Chinese Yuan, Japanese Yen and British Pound.
With India as the fifth largest economy, the Indian
Rupee should soon find its place in this esteemed club to
actualise its true potential.

The SDR is a supplementary foreign exchange reserve
for member countries. Including a currency in the
International Monetary Fund's (IMF) Special Drawing
Rights (SDR) basket brings several benefits to the
country whose currency is a part of the global financial
system. The benefits of having a currency included in
the SDR basket are:

Increased Global Demand: Inclusion in the SDR basket
elevates the currency's status internationally, leading to
increased demand from central banks and global
investors. The currency's value and attractiveness boost
in foreign exchange markets.

Currency Stability and Credibility: Being part of the
SDR basket signals that the currency and the country's
monetary policies are considered stable and credible. It
enhances confidence in the country's economy and
attracts foreign investments.

Diversification of Reserves: Many central banks hold
reserves in the form of SDRs, and inclusion in the SDR
basket allows countries to diversify their foreign
exchange reserves. The step mitigates risks associated
with having significant amounts of any single currency.

Enhanced Trade and Investment: A currency's inclusion
in the SDR basket can facilitate international trade and
investment by reducing currency exchange rate risks and
transaction costs.

Financial Market Access: Countries with their currencies
in the SDR basket gain improved access to international
financial markets. The recognition reduces the
borrowing costs for that country's government and
private sector entities.

IMF Lending and Support: If a country faces financial
difficulties, inclusion in the SDR basket may make it
easier to access IMF financial assistance. This assistance
helps stabilise the country's economy during times of
crisis.

Prestige and Recognition: Being part of the select group
of currencies in the SDR basket bestows a sense of
prestige and recognition on the country's monetary and
economic policies. It enhances the country's standing in
the global financial community.

Support for Monetary Policy: Inclusion in the SDR
basket provides policy flexibility for countries and
allows them to use SDRs as part of their foreign
exchange reserves or in settling international
transactions.
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Overall, inclusion in the IMF's SDR basket can bring
significant advantages to a country's currency and
economy, enhancing global financial stability and
cooperation.

However, it's worth noting that being included in the
SDR basket involves meeting specific criteria and
undergoing a thorough assessment by the IMF, as the
SDR comprises only the most widely used and freely
usable currencies globally. The composition of the SDR
basket is reviewed periodically by the IMF to ensure its
relevance and effectiveness. Presently, the SDR basket
includes the US dollar (USD), Euro (EUR), Chinese
Yuan (CNY), Japanese Yen (JPY), and British pound
sterling (GBP). The Ukraine war has enhanced the
acceptance of the Indian Rupee by more than fifty
countries, making it the most eligible currency to enter
the Special Drawings Rights basket of the International
Monetary Fund.

The Reserve Bank of India has endeavoured significant
steps to boost the acceptance of the INR worldwide. The
panel or the inter-departmental group of RBI suggested
designing a template and adopting a standardised
approach for examining bilateral and multilateral trade
arrangements for invoicing, settlement and payment in
rupee. Efforts continue to enable the rupee as an
additional  settlement  currency in  multilateral
mechanisms in the Asian Clearing Union (ACU).

The regulator is facilitating a local currency settlement
(LCS) framework for bilateral transactions in local
currencies and  operationalising  bilateral  swap
arrangements with the counterpart countries in local
currencies. Opening rupee accounts for non-residents
(other than nostro accounts of overseas banks) both in
India and outside India is encouraged. Integrating Indian

payment systems with other countries for cross-border
transactions is being implemented. The RBI is
strengthening financial markets by fostering a global
rupee market and promoting India as the hub for rupee
transactions and price discovery.

Further, the recalibration of the Foreign Portfolio
Investor (FPI) regime, rationalising the extant Know
Your Customer (KYC) guidelines and providing
equitable incentives to exporters for rupee trade
settlement improves the acceptance of INR worldwide.

International use of Real Time Gross Settlement (RTGS)
for cross-border trade transactions and including the
rupee as a direct settlement currency in the Continuous
Linked Settlement (CLS) system has enhanced the
utilisation further. The recent acceptance of UPI in
France and other advanced economies has boosted the
prospects of the Indian Rupee.

Examining taxation issues in financial markets to
harmonise tax in India and other economic centres is
under process. The synchronisation shall position the
Indian Rupee as an international currency. Emerging
economies worldwide look towards India for
handholding. A strong Rupee shall result in meaningful
internationalisation of currency and relationships,
establishing India’s well-deserved leadership across the
globe.

The steps enumerated above shall frame a roadmap for
inclusion in the Special Drawing Rights basket of the
International Monetary  Fund, resulting in_the
actualisation of its value at higher levels.

Rightly said," If you want to be rich, aspire to serve
more people.”
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The Challenge of
Uniting Trade Based Money Laundering

Ms. Sumitra Raghavan
Credit Head

Bank of Baroda
Bangalore Central

which criminals move money to disguise its origin
and integrate it back into the formal channels of the
economy.

I n general, there are three primary mechanisms by

The first mechanism involves moving funds through
Financial Institutions through cheques, wire transfers
etc.

The second method involves the physical movement of
cash, such as cash smuggling and routing bulk cash
through Money Service Providers.

And the Third method involves the movement of value
through false documentation and declaration of traded
goods, and it is popularly called as Trade-Based Money
Laundering (TBML)

The Financial Action Task Force (FATF) defines
TBML as "the process of disguising crime and moving
value through the use of trade transactions in an
attempt to legitimise their illicit origin."

It is a highly effective way of integrating large volumes
of criminal proceeds with legitimate income. It is
attractive to organised crime groups because it is tough
to detect, track and investigate due to its transnational
nature and the complexity of the international trade
system.

According to a policy memo issued by Global
Financial Integrity, from 2011- 2021, TBML amounted
to approximately over USD60 billion globally.

When TBML goes unchecked, it adversely affects
economies and societies, perpetuating criminal activities
such as illicit wildlife trade, bribery, corruption, and tax
evasion. Additionally, TBML results in revenue
losses, especially for developing countries needing

help to meet their domestic resource mobilisation
targets.

Banks & Financial institutions are exposed to large
volumes of money laundering activity.

Methods used in TBML:

Like traditional money laundering mechanisms, TBML
uses several complex methods to comingle illicit money
with the formal channel of the economy. In its basic
form, TBML revolves around invoices.

« Over & under invoicing:

This is one of the oldest methods of money laundering
technique. Under this method value of transactions on
invoices is misrepresented to facilitate the illegal
transfer of value across borders. Over-invoicing of
imported goods can be used to transfer criminal
proceeds out of the country. Alternatively, criminal
proceeds are transferred to the country by invoicing the
goods or services below the fair market price.

Example: Good faith Limited (Exporter) ships goods
worth USD 2 Million to Honest limited but invoices
USD 1 million (after colluding with Honest Limited).
Honest limited remits USD 1 million to Good faith
limited by wire transfer and deposits USD 1 million (
difference between market price and invoice value)
into the bank account, to be disbursed as per Good faith
Limited’s instruction.

Alternatively, Perfect limited (Exporter) ships goods
worth USD 2 Million to Crazy limited but invoices
USD 3 Million (after colluding with Crazy little).

Crazy limited remits USD 3 Million by way of wire
transfer. Perfect limited then pay USD 1 million into the
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bank account, to be disbursed as per Crazy Limited’s
instruction.

In the trade transactions mentioned above, there are a
few significant points to note. First, the
misrepresentation of invoicing would only have been
undertaken if the parties agreed to collude.

Second, the entities in the transactions may be related
parties.

e  Multiple invoicing:
The method involves issuing multiple invoices for the
same international trade. The parties to trade provide
many legitimate justifications for such multiple
invoicing.

e Over Shipment & under Shipment:
Money launderers can channel funds by manipulating the
number of goods shipped. It may also happen that the
exporter may not ship the goods at all but collude with
an importer to ensure that all shipping documents are
processed; such a method is known as ‘“Phantom
Shipment”.

e  Misrepresentation of goods:
Money launderers can misrepresent the quality of
goods/ description of goods. The exporter may send
goods of inferior quality and falsely invoice them as
more expensive, thus creating a discrepancy between
shipped items & shipping documents.

e Shell companies:

Shell companies are those entities that generally do not
have economic value and no physical presence.
Corporations establish these companies. Primarily to
be used as a tool for money laundering. Shell
companies may be used to generate fake invoices and
bogus loans to facilitate funds laundering. These
companies are “put on the shelf” and left dormant for an
extended period.

e  Cash incentive business
A business which is highly cash incentive in nature also
accepts criminally derived cash. It claims that all
money is received from a legitimate business. It is
tough to segregate legitimate earnings and illicit
earnings.

Emerging methods of Money Laundering:
Online marketplace & surrogate shopping:

With the increase in e-commerce, internet penetration and
the use of smartphones, many online marketplaces have
emerged through which individual offers their products
& services. Money launderers exploit such platforms to
route funds.

Surrogate shopping is also gaining ground as a popular
method of TBML. Under this method, a shopper
receives a commission for purchasing high-end luxury
goods for customers in another country. The trade-in of
such goods creates opportunities for money laundering
when criminal proceeds are used to fund the purchase of
the goods. Misdescription of the goods further allows
money launderers to move value between countries.

Payment & Messaging Apps:

Criminals use new-age payment & messaging apps
to book rooms in a travel resort or for travel
itineraries, turning illicit proceeds into apparently
legitimate earnings.

Money laundering through cryptocurrency:

Cryptocurrencies are digital currencies that offer
another venue for money launderers to clean their
money. The money launderer opens numerous crypto
accounts using money mules as frontman.
Cryptocurrencies derived from illegal activities are
converted into Fiat currency. Similarly, the crypto
account transfers crypto currency from crypto
exchanges to local bank accounts.

Numerous online gambling and gaming websites accept
cryptocurrencies. Virtual chips can be bought with the
help of cryptocurrencies. Money launderers will play
a few small rounds and cash out after that. But, he will
have an explanation for the origin of funds. He can
claim that the funds were proceeds from winning online
games.

Bitcoin ATMs allow anyone with a credit or debit card
to purchase bitcoin. The ATM also accepts cash
deposits. Money launderers are increasingly using
Bitcoin ATMs to launder illegally obtained money.

Money Laundering through NFTs:

Due to the lack of regulations around the trading of non-
fungible tokens (NFT), the risk of money laundering
through NFTs is high. Money launderers may exploit
the trade and sale of NFTs. For example, a hacker can
create a piece of digital artwork and put it on sale in the
online marketplace; he will then quickly sell the token
and launder the proceeds.

Consequences of money laundering:

Economic consequences:

Money launderers generally target a growing economy
for their activity. In such an economy, governments are
usually busy handling all growing industries, businesses
etc. as such, and there may be other priorities than
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fighting money laundering. Money launderers exploit
this weakness, and they build their empire in such
countries, adversely affecting the integrity of the
economy.

Foreign investors may eventually reject to set up
factories & business units in such countries, and it will
become challenging to create a business-friendly
environment in the country.

Business consequences:

Money launderers can offer products below market
price because their primary goal is not to earn profit but
to launder the funds they have already made through
unlawful activity. This makes it difficult for legitimate
activities to compete & eventually, such businesses are
forced to shut down.

Social consequences:

If Money laundering is not dealt with effectively, it will
harm society. Crime can infiltrate and take charge of the
entire community. The collective ethical standards of
humanity will turn to dust.

Legal Consequences:

Legal risks also stem from a need for regulatory
compliance. When a financial services institution is
found to be associated with money laundering activity,
the firm and critical stakeholders face legal proceedings
on the grounds of having a flawed anti-money
laundering compliance system. These litigations cost
management much time and direct financial costs to
defend themselves against the claims.

Real-life cases on Trade-Based Money Laundering
(TBML):

1. A company in England signs a contract to export
lentils to a company in Australia. The Australian
Company prepaid the England Company for the
Shipment. Upon receipt of the fund, the English
Company immediately transferred the fund to an
unrelated third party. The lentils were never
exported to the Australian Company.

Inference: In this case, suspicion was raised when the
export by the Company of England was inconsistent
with regular business activities, and the size of the
reported Shipment was also incompatible with the
Company's scale of operation.

2. ABC limited exported a relatively small shipment of
metal scrap; however, the shipping documents
mentioned it as an export of heavy-weighted

metals. When the cargo was loaded onboard, the
ship customs officer noticed that the hull was still
above the water line, which was inconsistent
compared to the weighted goods mentioned in the
documents. The cargo was examined, and the
discrepancy was reported after that.

Inference: The exporter inflated the value of the
Shipment to transfer criminal funds

3. A Brazilian group imported counterfeit
electronic goods from Asian countries using
Letters of Credit and sold them for cash. The
group deposited the money in the Bank account
and arranged the subsequent issuance of a letter
of credit. The round tipping of the transactions
continued.

Inference: The criminal group thought that using letters
of credit for trade transactions would increase the
transaction's legitimacy and reduce their risk of
detection.

Reputational Consequences: Trust and integrity are the
keys to success for any financial services institution. For
financial services institutions, reputational risks include
the inability to raise funds at competitive rates and the
loss of investors and customer trust, leading to lost
business opportunities. Association or rumours of being
associated with laundering activities leads to adverse
media publicity for financial services institutions with
questions about the integrity of the firm and its business
ethics. Such negative publicity by the media aggravates
the reputational damage for the tainted financial
services institutions. The propensity of money
launderers to channel dirty money through mainstream
and niche financial services institutions exposes these
economically important institutions to severe risks.
Therefore, national and international regulatory bodies
must curb illicit laundering activity and strictly monitor
all financial services institutions for any wrongdoing—
either deliberate or due to insufficient controls.

Major Red flags to identify TBML.:

e Significant discrepancies exist between the
description and quantity of the commaodity on
the bill of lading, invoice and the actual goods
shipped.

e The difference in the value of the commodity
mentioned in the invoice and the fair market
value.

e The weight does not match the contents listed.

e The Shipment is inconsistent with the regular
nature of business of the exporter.

e Size of Shipment, inconsistent with the size of
the business of the exporter
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The measurement criteria of goods are
inconsistent with the general trade practice (
Iron rods are generally priced in tons, but
invoices may have values on Kgs)

The trade takes place between countries
identified as “high risk” for TBML

Lack of adequate information about the parties
to the trade

The parties to trade may be unwilling to submit
necessary documents upon request

The routing of the ship is not direct; it is
being transhipped through multiple areas
Goods shipped to a country without the product’s
need. Example — Sending electronic goods to a
country without an electronic industry.

The method of payment is inconsistent with
the general trade practice.

Example- making 100% advance payment to
a new supplier to import goods from a high-
risk country.

Payments are received by way of wire transfers
in the Bank account where the exporter has no
place of business

A high volume of cash transactions
Transactions involving third parties that have no
apparent relation with the buyer or supplier
Transactions involve Shell companies.

A complex layering of transactions involving
multiple  entities, multiple methods of
payments

Request for frequent amendment of letter of
credit

Description of goods/ shipment location not
inconsistent with the letter of credit

A high volume of related party transactions
Goods under trade are those which are
popularly used in TBML, i.e. gold, scrap
metals, consumer electronics etc.

Goods represent difficulty in valuation
Shipment does not make economic sense
Packing inconsistent with the Shipment

There are multiple invoices for the Shipment
The exporter is not having any principal place
of business

Use of Counterfeit invoices

The customer puts unnecessary pressure to issue
a Letter of Credit

The customer becomes aggressive when any
queries are raised

Not willing to answer the question raised

The customer changed the documents and
requested for fresh issuance of a Letter of
Credit when queries were raised

Shipment involves free trade zones

Measure to tackle TBML:

e As a party to trade, it is necessary to check
the documents the parties submit. In case any
of the paper is missing or incomplete, a
genuine customer will not have qualms about
denying it

e Enhanced due diligence must be carried out

e Conduct surprise visits to the companies
involved in trade

e  Check the negative list & sanction list

e A cautious approach is required when tax
heaven countries are involved

e Monitoring & verification of transaction alerts

e Proper validation of Harmonized Commaodity
Code

How to curb TBML?

Early detection of trade anomalies is an essential first
step for curbing TBML. The role of customs authorities
is prima facie vital because they play a significant role
in International Trade. Close collaboration between the
customs department and Financial Intelligence units is
critical to detecting TBML.

Continuous and timely sharing of cross-border
information is critical for curbing TBML.

There is; however, no one size fits all solution for
curbing TBML. Some of the best practices can be
adopted by countries around the world.

Create awareness: In many countries, the
understanding of TBML is minimal. Government must
take actionable steps to create awareness about TBML.

Beneficial owner: Shell companies are widely used
across countries to launder money. Establishing a
“Central Public Registry” of Beneficial Owners is
essential to capture accurate owner information.

Use of technology: With the help of technology,
compare one country’s exports with the imports of its
trading partner to detect discrepancies.

Trade Transparency Hubs: Each country must develop
trade transparency hubs to identify anomalies in the
trade practices from the trade data; such anomalies could
be an indicator of Trade-Based Money Laundering.

Cross Border fund transfer: Monitoring of cross-border
wire transfers should be made more stringent, and the
threshold amount for reporting should be reduced to less
amount from the existing amount of USD 10,000/-

Special Task Force - Australian Law enforcement
officials developed an effective enforcement tool to
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reduce money laundering activities. The task force's
countermeasures disrupted criminal entities and
uncovered dozens of money laundering schemes. The
co-ordinated crackdown will help to curb the menace of
money laundering.

TBML impacts various issues such as tax evasion,
customs fraud, and terror financing It is a channel of
criminal activity, and, given the growth in world trade, it
represents an increasingly important money laundering
and terrorist financing vulnerability.

Trade-based money laundering practices vary in
complexity. The most basic schemes are fraudulent
trade practices (e.g. under- or over-invoicing of
receipts). However, more complicated schemes
integrate these fraudulent practices into a web of
complex transactions, which also involve the movement
of value through the financial system (e.g. cheques or

wire transfers) and/or the physical movement of
banknotes (e.g. cash couriers). These complex
transactions further obscures the money trail and
complicates detection.

Various government and non-government agencies at
global, regional, and national levels have developed
specific regulatory guidelines and mandates for the
financial services industry to control money laundering.
The emergence of technology and new payment methods
in the financial sector has further opened new gateways
to money launderers and increased regulators’ focus on
the industry. Financial institutions are challenged to
deal with rising compliance requirements and protect
themselves from the legal, regulatory, and reputational
risks associated with laundering activities. The rising
volumes of customer transactions and the increased
automated interaction with customers have made
compliance more complicated for these firm.
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Journey of Primary Sector Lending In
Indian PSBs

Dr. Jyotsna Haran

Presently visiting Professor in Mumbai

Abstract:

It is an effort to go through the journey of primary sector lending of public sector banks in India. Loan function is an
important issue in view of the development goal. Its journey has to be dynamic, though it is, but can be more
customized and may be more flexible so as to appropriately address the development motives.

The loan function of public sector banks in India is a critical phase of their role in the economy. These banks play a
crucial role in channeling funds from savers to borrowers, supporting economic growth and development.

Areas of Priority sector lending

n India, the priority sector lending norms are planned by
the Reserve Bank of India (RBI) and are applicable to
all commercial banks, including public sector banks.
= Agriculture: This category covers loans provided
to farmers for agriculture and allied activities.
= Micro, Small, and Medium Enterprises (MSMEs):
Loans drawn-out to MSMEs for manufacturing,
services, or trade deeds fall wunder this
classification.
=  Education: Loans providing for educational
resolutions, together with student loans for higher
education, are well-thought-out as part of the
priority sector.
= Housing: Loans for reasonable housing,
predominantly for economically fragile sections
and low-income groups, originate under this
category.
= Export Credit: A percentage of the bank's loans
inevitably to be directed towards export credit to
support the growth of the economy's exports.
= Weaker Sections: Loans provided to sidelined and
helpless sections of society, such as Scheduled
Castes (SCs) and Scheduled Tribes (STs).
= Renewable Energy: Loans for renewable vigor
projects are considered as priority sector advances.

The percentage of priority sector lending targets can vary
and is periodically reviewed by the RBI. As of September
2021, public sector banks in India were required to confirm

that 40% of their total advances were focused towards the
priority sector.

It's worth noting, priority lending serves important
developmental goals, banks must also manage the
associated credit risks and warrant that the loans disbursed
under priority sectors are suitably utilized and paid back to
maintain the overall health of their loan portfolios.

Challenges Observed

» Non-Performing Assets Concern: The unique
challenge confronted by public sector banks in India
over the years has been the intensifying levels of Non-
Performing Assets. It may be due to weak credit
appraisal, corporate governance issues, and economic
slowdowns along with other issues.

» Digitalization and  Technology = Acceptance:
Technology acceptance and adaptation had been a
great success. PSUs have been progressively adopting
digital technologies to improve their loan treating and
customer facilities. Digitalization has made loan
request and sanction procedures more effective,
enabling faster payout of funds.

> Priority Sector Lending: These banks are directed to
meet specific targets for lending to priority sectors
like agriculture, small and medium enterprises
(SMEs), and feebler segments of society. Even though
this safeguards credit flow to critical sectors, it can
also pose challenges in relations of risk managing and
lucrativeness.

» Capital Adequacy and Basel Norms: PSUs are
required to fulfill Basel 11l norms, which necessitate
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them to preserve a minimum level of capital adequacy
to engross potential losses. This might affect their
advancing capacity and profitability.

Competition from Private Sector Banks: Public sector
banks facade stiff antagonism from private sector
banks, which are often more alert and competent in
their lending executes.

Economic and Sectoral Challenges: Economic fluxes
and ups and downs in specific sectors can affect the
loan function of public sector banks. During periods
of economic go-slow banks might become more
cautious in their lending, upsetting credit availability.

Priority sector lending Status

-

Sturdy Upturn in Priority Sector Lending: There has
been a balanced increase in the priority sector lending
by public sector banks in India. The government and
the Reserve Bank of India (RBI) have regularly
stimulated banks to augment credit flow to priority
sectors to support economic growth and social
progress.

Emphasis on Agriculture and MSMEs: Agriculture
and Micro, Small, and Medium Enterprises (MSMES)
have been the major receivers of priority lending.
These sectors play a vibrant starring role in India's
economy and employment creation. Public sector
banks have headed a significant percentage of their
priority sector loans on the way to these sectors.
Weightage on Financial Inclusion: Priority sector
lending has been contributory in supporting financial
inclusion in India. Public sector banks have enlarged
their attention on providing credit to underserved and
marginalized sections of society, such as farmers,
women entrepreneurs, and fragile segments.
Technology Adoption for Efficient Lending: PSUs
have progressively incorporated technology to
modernize their lending procedures for priority
sectors. Digital platforms have been engaged to grasp
remote areas and offer quick and hassle-free credit
amenities to appropriate borrowers.

Provision to Affordable Housing: Public sector banks
have vigorously backed in supporting the
government's enterprises for reasonable housing. They
have drawn-out loans to individuals and developers
for owning affordable housing units

Momentum for Renewable Energy: In line with
India's assurance to sustainable development, there
has been a growing focus on priority lending for
renewable energy projects. Public sector banks have
contributed to financing solar, wind, and other
renewable energy projects to promote clean and green
energy sources.

Compliance Challenges: Though public sector banks
have made efforts to happen the priority sector
lending targets, faced challenges in achieving the
recommended percentages in few cases. Meeting the
lending requirements for certain sectors, like weaker
sections and export credit, has posed challenges due to
various factors, including credit risks and mortgagor
profiles.

+

Monitoring and Reporting: The RBI has supported
nurture and reporting mechanisms for priority sector
lending. Banks are mandatory to submit periodic
reports to govern compliance with priority sector
lending targets and to ensure transparency and
accountability.

Policy Apprises: The RBI from time to time reviews
and updates priority sector lending norms to align
with  varying economic  circumstances and
development goals.

Ambiguities in the field

v

Miscategorization of Loans: Public sector banks may
on occasion differently classify loans to swell their
priority sector lending statistics. This could include
recording loans under the priority sector classification
even if they do not sincerely qualify, leading to an
erroneous depiction of the banks' compliance with
regulatory necessities.

Deviation of Priority Loans: In some cases, banks
may lay out loans to priority sectors but discover that
mortgagors sidetrack these funds to non-priority areas
This may lead to reduced impact on the targeted
sectors.

Concentration in some Priority Sectors: There might
be an over-concentration of lending within specific
sub-segments of these sectors. For instance, banks
might primarily lend to large agri-businesses or
established MSMEs, overlooking smaller and more
vulnerable entities within these sectors.

Insufficient Credit Appraisal: Some public sector
banks might face challenges in processing credit
appraisals for borrowers in priority sectors, leading to
higher default risks and potential non-performing
assets (NPAS).

Weaker Section Lending:. Banks may tussle to
identify eligible recipients and provide credit facilities
to them.

Monitoring and Compliance: Proper monitoring and
compliance with priority sector lending requirements
can be complex, especially with extensive and
diversified loan portfolios. So some banks may find it
perplexing to track and report their lending activities
perfectly.

Limited Awvailability of Quality Projects: Finding
viable and bankable projects in certain priority
sectors, especially for areas like renewable energy or
export credit, might be a limitation. This drawback
can hamper banks from meeting specific lending
targets.

Risk Management: Maintaining a balance between
fulfilling priority sector obligations and managing
credit risks in economic turbulences is a challenge for
public sector banks.

Structural changes in priority sector

Enclosure of different Sectors: The RBI has extended
the range of the priority sector by including new
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sectors under its  purview, for instance,
entrepreneurship and innovation.

Ups and downs in Agriculture Lending: In 2018, the
RBI announced the concept of 'Agro Start-ups' and
'‘Agro Infrastructure' as part of agriculture lending
targets, to support the development of agriculture set-
up arrangement.

Emphasis on Weaker Sections: The RBI has
continued to emphasize the lending to weaker sections
of society, such as Scheduled Castes (SCs), Scheduled
Tribes (STs), and other marginalized communities.
The objectives for lending to these sections have been
periodically reviewed to safeguard inclusive growth.
Reviewed Target for Renewable Energy: In 2019, the
RBI amplified the target for lending to the renewable
energy sector to endorse sustainable development and
report climate change disquiets. This intended to
incentivize banks to finance additional to renewable
energy projects.

Reviewed Targets for Micro Enterprises: The RBI has
been frequently revising the target for lending to
micro enterprises within the MSME sector. The
changes are projected to encourage banks to emphasis
on micro enterprises and upkeep their growth and
development.

Priority Sector Lending Certificates (PSLC): To
encourage suppleness and effectiveness in meeting
priority sector lending targets, the RBI announced
Priority Sector Lending Certificates (PSLCs) in 2016.
Banks with surplus lending in certain priority sectors
can sell their surplus PSLCs to other banks that need
to meet their priority sector targets. This instrument
permits banks to optimize their priority sector lending
and improve credit flow to underserved sectors.
Evaluation of PSL Norms: The RBI conducts periodic
reviews of priority sector lending norms to align them
with surfacing economic conditions and policy
objectives. These reviews ensure that the priority
sector lending policy remains appropriate and
effective in attaining its developmental goals.

Future side of PSL

Enlargement of Priority Sectors: Policymakers might
consider including new sectors related to healthcare,
education, or digital infrastructure.

Emphasis on Sustainable Development: There is need
of an increased importance on priority lending to

support sustainable development goals, such as
renewable  energy  projects, climate-resilient
infrastructure, and  environmentally  friendly
creativities.

Technology-Driven Inclusion: Yet to come additional
changes might encourage the use of technology to
augment financial inclusion and reach underserved
populations. This could involve stimulating digital
banking services, fin- tech partnerships.
Customization of Targets: As a replacement for of
having a identical targets for all banks, future changes
might consider customizing priority sector lending
targets based on the scope and scale of individual
banks, considering their approach and capacity.
Regional Targeting: Officials might announce
procedures to address regional disparities in credit
availability. This can be by asking banks to involve in
lending more in lesser developed regions or areas with
poorer access to credit.

Monitoring and Reporting: Future changes might
focus on refining the monitoring and reporting
mechanisms for priority sector lending to ensure
transparency, accuracy, and accountability.

Aligning with ESG Principles: Priority sector lending
norms might be aligned with Environmental, Social,
and Governance (ESG) ideologies to encourage banks
to consider environmental and social issues in their
lending decisions.

Incentives and Penalties: To do compliance with
priority sector lending targets, the incentives and
penalties for banks based on their performance.
Review of PSLC Mechanism; The Priority Sector
Lending Certificates (PSLC) mechanism might be
reviewed and modified to optimize its efficiency and
effectiveness in achieving priority sector lending
targets.

Focus on Financial Literacy: Awareness and spread of
financial literacy and awareness among priority sector
borrowers to improve their creditworthiness and
financial management.
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Save Foreign Exchange Reserves

(Cross Border Trade Transactions in INR)
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Abstract:

During the visit by India's Prime Minister Shri Narendra Modi to the UAE, the Two Countries agreed to set up a
“Real-Time Payment Link” o facilitate easier ‘Cross-border Money Transfers’.

Accordingly, India has Signed an Agreement with the United Arab Emirates (UAE) that will allow it to settle “Trade
in Rupees Instead of Dollars”, Boosting India's efforts to cut ‘Transaction Costs’ by eliminating Dollar Conversions.

It covers all Current Account transactions and permitted Capital Account transactions.

as other Imports from the UAE, its Fourth Largest
oil supplier in the year to march. At present India,
the World's third-biggest oil importer and consumer and
whose Central Bank last year announced a framework
for settling Global Trade in Rupees, pays for UAE oil in

I ndia would use the Mechanism to pay for Oil as well

Trade Transactions between Two Countries

\

Dollars. Apart from creating an alternate payment
mechanism, settlement in Rupees would also cut India's
Transaction Costs by Eliminating Dollar Conversions.
India is keen to push similar Local Currency
arrangements with other Countries, as it looks to boost
Exports amid slowing Global Trade.

In the first transaction under the newly implemented
Local Currency Settlement (LCS System), a leading
UAE Gold Exporter Invoiced the Sale of 25 kg of
Gold, Valued at approximately 12.84 Crore Rupees.
Gold, Gems, and Jewellery are the Second most
Traded Commaodities between India and the UAE.
Bilateral trade between India and UAE was $84.5
Billion in 2022/23.

The Oil-rich Gulf States Import as much as 80-90% of
their Food and want to secure their Supply Chains.

Unified Payments Interface (UPI) & UAE’s Instant Payment Platform (IPP):

The Central Banks of both Countries have Signed to Co-operate on linking India’s Unified Payments Interface (UPI) with
the UAE’s Instant Payment Platform (IPP) and RuPay Switch and UAESWITCH.
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The UPI-IPP link will enable users in both countries
to make Fast, Safe and Cost-effective Cross-border
Transfers.

The Linking of Card Switches will facilitate the
Mutual acceptance of Domestic Cards and the
Processing of Card Transactions.

The MoUs were Signed by the respective Governors
of the RBI and the Central Bank of UAE.

They also Explore the Linking of India’s Structured
Financial Messaging System (SFMS) with the
Payments Messaging System of the UAE.

Significance of Rupee Based Cross Border
Transaction:

v'India is looking to work out a way to Mitigate
Exchange Rate Risks in the Rupee-based Trade to
limit losses for Indian Exporters.

v The Rupee-based Transaction is part of a
Concerted  Policy effort by India to
‘Internationalize the Rupee’ to bring down the
Dollar Demand.

v' Apart from Russia, Countries in Africa, the Gulf
Region, Sri Lanka and Bangladesh had also
expressed interest in Trading in Rupee Terms.

‘Cross Border Trade’ Transactions in INR under FEMA, 1999-RBI Guidelines:

Invoicing: All Exports and Imports under this arrangement may be Denominated and Invoiced in Rupee (INR).

Settlement: The Settlement of Trade Transactions
under this arrangement shall take place in INR in
accordance with the procedure laid down in
RBI1/2022-2023/90-A.P. (DIR Series) Circular
No.10 dtd.: 11" July, 2023 (Para-3).

Settlement Procedure: In Terms of Regulation 7(1)
of Foreign Exchange Management (Deposit)
Regulations, 2016, Authorised Dealer (AD) Banks
in India have been permitted to open ‘Rupee Vostro
Accounts’. Accordingly, for settlement of trade
transactions with any country, AD Bank in India
may Open ‘Special Rupee Vostro Accounts’ of
Correspondent Bank/s of the Partner Trading
Country.

In order to allow Settlement of International Trade
Transactions through this arrangement:

o Indian Importers undertaking Imports through
this Mechanism shall make Payment in INR
which shall be Credited into the “Special
Vostro Account” of the Correspondent Bank of
the Partner Country, against the Invoices for the

2. Exchange Rate: Exchange Rate between the
Currencies of the Two Trading Partner Countries may
be market determined.

Supply of Goods or Services from the Overseas
Seller /Supplier.

o Indian Exporters, undertaking Exports of Goods
and Services through this mechanism, shall be
paid the Export Proceeds in INR from the
Balances in the Designated ‘Special Vostro
Account’ of the Correspondent Bank of the
Partner Country.

4. Documentation: The Export / Import undertaken
and settled in this manner shall be subject to usual
Documentation and Reporting requirements. Letter
of Credit (LC) and other Trade related
Documentation may be decided mutually between
Banks of the partner trading Countries under the
overall framework of Uniform Customs and Practice
for Documentary Credits (UCPDC) and incoterms.
Exchange of messages in safe, secure, and efficient
way may be agreed mutually between the banks of
partner countries.

5. Advance against Exports: Indian Exporters may
receive Advance Payment against Exports from
Overseas Importers in Indian Rupees through Rupee
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Payment Mechanism. Before allowing any such
receipt of advance payment against exports, Indian
Banks shall ensure that available funds in these
accounts are first used towards payment obligations
arising out of already executed Export Orders /
Export Payments in the pipeline. The said
permission would be in accordance with the
conditions mentioned in Para-C.2 on Receipt of
Advance against Exports under Master Direction on
Export of Goods and Services 2016 (As amended
from Time to Time).

In order to ensure that the advance is released only
as per the instructions of the Overseas Importer, the
Indian Bank maintaining the ‘Special Vostro
Account’ of its Correspondent Bank shall, apart
from usual Due Diligence measures, verify the
claim of the Exporter with the advice received from
the Correspondent Bank before releasing the
advance.

respect of the same Overseas Buyer and Supplier
with facility to Make / Receive Payment of the
Balance of Export Receivables / Import Payables, if
any, through the Rupee Payment Mechanism may
be allowed, subject to the conditions mentioned in
Para-C.26 on Set-off of Export Receivables against
Import Payables under Master Direction on Export
of Goods and Services 2016 (As amended from
Time to Time).

Bank Guarantee: Issue of Bank Guarantee for
‘Trade Transactions’, undertaken through this
arrangement, is permitted subject to adherence to
provisions of FEMA Notification No. 8 (As
amended from Time to Time) and the provisions of
Master Direction on Guarantees & Co-acceptances.

Use of Surplus Balance: The ‘Rupee Surplus
Balance’ held may be used for permissible Capital
and Current account Transactions in accordance
with mutual agreement. The Balance in ‘Special
Vostro Accounts’ can be used for:

Payments for Projects and Investments.
Export / Import Advance Flow Management.

Investment in  Government  Treasury  Bills,
Government Securities, etc. in Terms of Extant
Guidelines and Prescribed Limits, subject to FEMA
and similar Statutory Provision.

Reporting Requirements: Reporting of Cross-Border Transactions need to be done in terms of the Extant Guidelines

Approval Process: The Bank of a Partner Country may approach an Authorised Dealer (AD) Bank in India for
opening of ‘Special INR VOSTRO Account’. The AD Bank will seek approval from the Reserve Bank with details
of the arrangement. AD Bank maintaining the ‘Special Vostro Account’ shall ensure that the Correspondent Bank is
not from a Country or Jurisdiction in the updated FATF Public Statement on High Risk & Non-Co-operative

6. Setting-off of Export Receivables: ‘Set-off’ of

Export Receivables against Import Payables in

INTERNATIONALIZATION
OF RUPEE

9.

under FEMA 1999.
10.

Jurisdictions on which FATF has called for Counter Measures.

The above instructions shall come into force with immediate effect.
Conclusion:

The Tarapore Committee's Recommendations (in 1997 and 2006), including reducing Fiscal Deficits, Inflation Rates, and
Banking Non-performing Assets, should be pursued as a Primary Step towards ‘Internationalisation of Rupee’. Also,
Advocating for the Rupee to become an ‘Official Currency’ in International Organizations would raise its Profile and
Acceptance.
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‘One Million” Central Bank Digital Currency
Transactions (CBDC)

(Per Day)

Dr. P. Sai Sudha
Freelancer
Hyderabad

Abstract:

India has become a ‘Model for Digital Payments’ adoption for Countries across the Globe. Digital Payments are one
of the most important Pillars of a ‘Financially Inclusive Country’ and helps in bringing people together under an
‘Organised Financial System’.

Digital Payments in India continues to grow at a massive Rate with a Y-o0-Y Transactional Volume Growth of 56% in
FY 2022-2023 and is Expected to Grow Four Times by FY 2026-2027.

This Growth can be attributed to the Policies Implemented by the Government of India and the Reserve Bank of
India (RBI) for promoting ‘Digital Payments’, the emergence of ‘FinTech’ with New Technologies to ease user
experience and PSPs building infrastructure to support smooth transaction flows. Over the next five years, UPI is
expected to constitute almost 90% of Total Transactional Volume in Retail Digital Payments by expanding its
adoption to Rural Areas and Tier-3 and 4 Cities.

Credit Card, National Electronic Toll Collection (NETC) and Bharat Bill Payment System (BBPS) are some of the

other Instruments which are also expected to grow at a Healthy Rate.

RBI Sets Targets for Bankers on Central Bank
Digital Currency (CBDC):

The Reserve Bank of India (RBI) has set Goals for

Banks to promote initiatives, like the Central
Bank Digital Currency. RBI is closely watching
Banks to see if they meet these Targets.

For Example, RBI wants One Million Digital Currency
Transactions daily by December, even though some
Bankers think it might not be very useful because the
Unified Payments Interface (UPI) is already popular.

The Reserve Bank of India (RBI) informed Bankers to
take part in Pilot Programmes using the Central Bank
Digital Currency (CBDC) as it tries to increase
transactions.

Nearly TWO DOZEN Central Banks across ‘Emerging
and Advanced Economies’ are expected to have Digital
Currencies in Circulation by the end of the decade, the
Bank for International Settlements (BIS) found in a
Survey.

Last Year, the RBI began trials using CBDCs, Termed e-
%, in both the Wholesale and Retail Markets.

Currently, Large State-owned and Private Lenders,
including:

State Bank of India (SBI.NS).

Bank of Baroda (BOB.NS).

ICICI Bank (ICBK.NS).

HDFC Bank (HDBK.NS)

Kotak Mahindra Bank (KTKM.NS) and
Yes Bank (YESB.NS).

AN N N NN
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v" Are among those participating in the Pilot Project of Central Bank Digital Currency.

RBI to Introduce UPI QR Codes for CBDC Transactions:

The Reserve Bank of India (RBI)is set to implement
Interoperability between its Central Bank Digital
Currency (CBDC) and the Unified Payments Interface
(UPI). This move will allow Customers to use UPI QR
Codes for ‘Transactions using Digital Currency’.

Interoperability - UPI QR Codes for CBDC Transactions:

Customers will be able to utilize a Single QR Code for
both UPI and CBDC Transactions, ensuring convenience
and ease of use. The Interoperability Program has already
been adopted by 13 Banks, and the RBI intends to
encourage more Banks to participate, targeting a range of
20-25 Banks for the program. By enabling Interoperability,

"RBI has instructed Smaller Banks to either Tie-up with
Fintech Players or Develop their Systems to Start CBDC
Pilots this Year".

There were 1.3 Million Customers and 0.3 Million
Merchants, who used CBDC as of June 2023.

CBDC users will be able to make transactions even if the
Merchant does not have a CBDC Account. In such cases,
the payment will be directed to the Merchant’s UPI
Account instead.

Ambitious Transaction Goals:

Currently, Banks Process around 5,000-10,000
Transactions Per Day using Central Bank Digital
Currency (CBDC). The RBI’s objective is to Scale this up
significantly, Aiming for 1 Million CBDC Transactions
per day by the end of the calendar year. With over 30 Crore
Transactions taking place daily through UPI, achieving this
Target is considered feasible and will help promote the
Widespread adoption of Central Bank Digital Currency.

State Bank of India (SBI) Chairman Shri Dinesh Khara, in his address, said the Scope of e-Rupee could be expanded in the
Wholesale Sector by promoting the Settlement of Primary Auctions of Government Securities. “We may include buy-side
entities such as Pension Funds, Trusts, NPS, EPFO, Insurance Companies, FIl Participants participating in the Debt Segment,
and Mutual Funds that could also be roped into the Ecosystem to use e-Rupee,”

Challenges:

a) Anonymity and Offline Transactions: To fulfill the
purpose of Central Bank Digital Currency (CBDC), the
Reserve Bank of India (RBI) is actively addressing
“Two’ Major challenges:

v" Anonymity and

v' Offline Transactions.

Ensuring Anonymity while maintaining Security and
Compliance is Crucial. Additionally, enabling Offline
Transactions will allow users to transact seamlessly, even
in areas with limited Internet Connectivity.

The RBI's Decision to Implement UPI QR Codes for Central
Bank Digital Currency (CBDC) Transactions marks a
Significant Step toward enhancing the Accessibility and
Usability of Digital Currency in India.
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b) Stable Coins and Cryptocurrencies: India’s
concerns about Stable Coins, highlighting that they
pose an “Existential Threat” to Countries’ Policy
Sovereignty. The importance of a ‘Global
Financial System’ built on Central Bank Digital
Currencies issued by Individual Countries for
Settling Global Payments, rather than relying on
Stable Coins. Bankers and Fintech Firms have to
protect their ‘Customers’ from misleading
Advertisements and ensure the Adoption of Secure
and Regulated Digital Currencies for smooth take-
off.

SRR V7 777 4

CBDC Pilot Programs and User Adoption:

The Pilot Programs for Retail and Wholesale
Transactions using CBDC have seen considerable
success.

Conclusion:

Cost-Effectiveness and Cross-Border Payments:

CBDC transactions are expected to be Cost-effective,
particularly for Cross-border Payments. Currently, the
Cost of Cross-border Transactions Exceeds 6 percent,
creating Financial burdens.

By leveraging Central Bank Digital Currency (CBDC),
these Costs can be significantly reduced. The RBI
expects CBDC to facilitate transactions among Various
Banks, reducing the reliance on a Few Institutions and
promoting fair practices

RBI Aims to achieve 1 million CBDC Transactions per
day by the End of the Year, significantly increasing the
Current Transaction Volume.

As of June 30, the Retail Pilot has surpassed One
Million Users and 2,62,000 Merchants. The Reserve
Bank of India has actively encouraged participation from
Banks and Fintech Firms to further increase
transactions.

The introduction of UPlI QR Codes for Central Bank
Digital Currency (CBDC) transactions will contribute to
this growth.

We can go to an ATM and Easily Transform the Electronic Record of our Currency holdings into Physical Rupees. Digital
Currency, however, never leaves a Computer Network, and it is Exchanged exclusively via Digital Means.

There are Three main Varieties of Digital Currency - Cryptocurrency, Stablecoins and Central Bank Digital Currency, known as

CBDCs.
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Blockchain Technology, which provides the Foundation for Cryptocurrency, is the most common form of Distributed Ledger used
by Digital Currencies. According to CoinMarketCap, there are more than 9,000 Cryptocurrencies available across the World.

The possibility of using Crypto Currencies towards Cross-border Transactions has been presented by some Experts as an
Alternative Channel as they Increase Transparency and Improve Security. Stablecoins is a Crypto Currency whose Value is linked
to an asset such as a US Dollar. “We have to be Careful here and need to Push for CBDCs. Stablecoins are linked to Currencies but
are Good only for the Country to which the Currency belongs. ..not for India.” Shri Rabi Sankar, Deputy Governor, Reserve
Bank of India said.

References:
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Financing MSME - Expanded scope of TReDs
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Background

enterprises (MSME) sector is playing a very

significant role in the holistic development of
Indian Economy. The sector comprises around 70
million enterprises which contribute nearly 30 percent to
India's GDP. About 45 %of total manufacturing and
40%o0f total exports are generated by this sector, besides
providing employment to over 113 million people.
Providing timely and adequate Financing for MSME
sector has been a challenging task over the years and
concerted efforts by the various stake holders including,
the central and state governments, RBI and commercial
banks /NBFCs are always required. One such
institutional mechanism for facilitating the Financing of
trade receivables of MSMEs due from corporate and
other buyers, including Government Departments and
public sector undertakings (PSUs) is the electronic
platform called TReDS.i. e Trade Receivables
Discounting System. Originally started in 2014, the
mechanism has positively evolved over time and RBI
has recently announced further expansion of the scope of
the scheme vide notification dated.  7th June 2023.
(Revision and expanding the scope of TReDS guidelines
earlier updated as on 2nd July 2018 by RBI). Here we
discuss the broad features of the scheme, the latest
improvements and the potential it has for the timely
support to MSMEs in the realm of working capital
finance.

As we are well aware, the micro small and medium

Broad Features of the scheme

The MSMEs in India provide a wide range of products
and services to not only the large corporates, but also
other entities as part of the vast supply chain to convert
the same into final end products. As a part of the trade
cycle of each industry/sub sector, the MSMEs are
generally required to provide their goods on credit basis
as against immediate cash payment. This leads the
creation of trade receivables with usance/credit period
ranging from 45 days to 180 days depending upon the

trade practice. Conversion of these future cash inflows
into immediate liquidity/cash, through financing by
Banks /NBFCs is the essence of this Scheme. This
facilitates the quicker business cycle which in turn leads
to the possibilities of a higher output of the MSME units.

There are primarily three participants in TReDS viz
MSMEs as sellers, corporates and other entities as
buyers and Banks, NBFCs - factors and other financial
institutions as permitted by RBI as financiers.

Broadly in the operational working of the transactions
through TReDS platform, the following steps are
covered: -

a) creation of 'factoring unit’ (FU) - containing
details of invoice/bills of exchange (evidencing
sale of goods/ services by MSME sellers to
buyers) on TReDs platform by the MSME
seller (in case of factoring) or the buyer (in case
of reverse factoring)

b) Acceptance of Factoring Unit (bill/invoice) by
the counter party buyer or seller as the case may
be.

c) Bidding by Financers

d) Selection of best bid by the seller or the buyer
as the case may be

e) payment made by the financer (of the selected
bid), to MSME seller at the agreed rate of
financing/discounting

f) payment by the buyer to financer on due date.

Each FU thus represents a confirmed obligation of the
corporates or other buyers including Government
departments and PSUs.The FU can be created either by
the MSME seller or the proposed buyer. If MSME seller
creates it, the process is called factoring. If the same is
created by the by the corporates or other buyers, it is
called as reverse factoring. The TReds platform can deal
with both receivables factoring as well as reverse
factoring.
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Current Status

At present, three approved entities operate TReDS
platforms in the country, and as per RBI communication,
one more entity has also been given 'in principle'
authorisation to operate such platform. The operations of
TReDs are governed by the Payment and Settlement
Systems (PSS)Act 2007.The KYC process also needs to
be completed in terms of extant Master Directions of
RBI. There has been a continuous increase in the
utilisation of this platform, considering the inherent
advantage to both the sellers (MSMESs) and buyers. The
sellers get the benefits of competitive price discovery,
transaction is without recourse to seller, with right to
choose the best bid, without dependence on a single
financer and without the need for following up by the
seller with the buyer for the final payment. The buyers
get the benefits by way of negotiation of better terms
with MSME vendors, competitive price discovery,
efficient cash flow management, while complying with
MSME Development Act 2006.

Expanded scope of TReDs

Considering the high importance of the Receivables
funding for MSMEs, the RBI has come out with
significant changes in terms of notification dated 7th
June 2023 expanding the scope of the scheme to
facilitate better terms and more effective and efficient
mechanism of TReDs. The improved points of the
scheme inter alia include the following:

1) Facilitate insurance for transactions

As discussed above, the transactions under TReDS are
without any recourse to the MSME suppliers and are
essentially dependent on the timely payment by the
buyer to the financiers. Financiers therefore place their
bids on the TReDs platforms keeping in view the credit
rating of buyers. Low rated buyers generally are left out
and not bid by the financiers. To overcome this issue,
RBI has now permitted for TReDS transactions,
insurance facility, which would help financiers to hedge
default risks. The following conditions have been
stipulated by RBI for the same in their notification dated
7th June 2023: -

a) Apart from the MSME sellers, buyers and
financiers, insurance companies are permitted
to participate as ‘fourth participant’ in TReDS.

b) In their business/operational rules, the TReDs
platform operators may specify the stage at
which insurance facility can be availed.

c) Premium for insurance shall not be levied on
the MSME seller.

d) Collection of premium and related activities
could be enabled through National Automated

Clearing House (NACH) system used for
settlement of TReDs transactions.

e) Based on consent received from Financers and
insurance companies, TreDS platform could
facilitate automated processing of insurance
claims and specify timelines of their settlement
through the NACH system.

f) As of now the credit insurance shall not be
treated as a Credit Risk Mitigant (CRM) to
avail any prudential benefits.

As revealed from above, the RBI has specified the broad
framework for the functioning of the insurance
mechanism. This is probably for the first time such a
mechanism has been permitted to partly cover the credit
default risk. The TreDs scheme is felt to be an
appropriate platform to test this insurance mechanism.
All the stakeholders, particularly the insurance
companies, the financiers and buyers need to collaborate
together to evolve a robust mechanism to create a win
win situation for all. Its success and learnings out of the
evolving mechanism, can create a broader canvass for
future scenario of insurance products being available as
a credit risk management tool in due course of time.

2) Expand the pool of financiers

In addition to banks and NBFC-Factors, more entities
have now been permitted to participate as financiers in
TReDS. As per the revised coverage, all entities /
institutions allowed to undertake factoring business
applicable under ‘The Factoring Regulation Act 2011
shall now be able to participate. This is likely to augment
the number of financiers available on TReDs platform
thereby increasing competition and the availability of
funds at finer rates.

3) Enable secondary market for Factoring Units

To further widen the scope of the scheme and bring in,
additional rotation of funds, the creation of a secondary
market has now been permitted, for transfer of FUs
within the same TReDs platform. This shall however be
subject to extant RBI guidelines on 'Transfer of Loan
Exposures' directions of 2021.

4) Settlement of FUs not discounted/financed

In order to further streamline the system and facilitate
better reconciliation, TReDS platform operators shall
now be permitted to undertake settlement of all FUs
including those FUS which were uploaded on TReDs
platform but not discounted by any Financers. Such un -
financed FUs loaded on platform were earlier required to
be settled outside the system. This shall however be
subject to the provisions of MSME Development Act
2006.
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5) Display of Bids

To make the process of bidding more transparent, the
platforms are now permitted to display details of bids
placed for an FU to other bidder, name of the bidder
shall however not be revealed. This will make the
mechanism more competitive, facilitating availability of
finer rates to the MSME sellers.

Conclusion
The availability of timely and adequate working capital

finance for MSMEs has been a crucial and challenging
task before the Banks and the Government authorities.

The dispensation of receivable financing to MSMEs
through the mechanism of TReDS has emerged as one of
the important means of providing funding in s seamless
manner through the electronic platform. In order to make
the mechanism still more effective and efficient tool of
financing, the scheme has been modified and its scope
significantly expanded. The availability of insurance
mechanism as a tool to hedge the default risk is expected
to prove as a game changer to improve the reach of this
scheme. The other relaxations and changes in scheme
shall also act as facilitators to create a win win situation
for all the stakeholders to make the scheme a bigger
Success.
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Energy-as-a-Service (EaaS) Model

(To Control ‘Electricity Costs’ of Banks)

Shri Ravi Teja. Ch
Assistant Executive Engineer
NTPC School of Business (Executive PGDM), Noida

History:

News - 23™ April, 2010: State Bank of India (SBI) has become the First Bank in the Country to Venture into
“Generation of Green Power” by Installing Windmills for Captive Use. As part of its ‘Green Banking’ Initiative, SBI
has Installed 10 Windmills with an Aggregate Capacity of 15 MW in the States of Tamil Nadu, Maharashtra and
Guijarat.

“SBI have Planned to Install an Additional 20 MW Capacity of Windmills in Gujarat Soon and Touch 100 MW
Power Generation Through Windmills within Five Years,” while inaugurating the Windmills at Panapatti Site in
Vadaputtur Village in Pollachi Taluk in Coimbatore by Chairman, State Bank of India. SBI said Windmills are set up
with a definite objective of reducing the “Dependence on the Polluting Thermal Power” and not on “Purely
Economic or Business Considerations”.

"Bank Consumes 100 MW of Power Per Year. So, SBI try to be Energy Neutral and Reduce our Carbon Footprints"”.

Total Cost of Installation of a Windmill of 1.5 MW is around 10 Crores. “The Operation Cost is Close to Zero” and
SBI Expect to Recover the “Initial Investment” in Four Years".

-News - SBI Chairman Shri OP Bhatt in the Year 2010.

energy intensive sectors are Power Generation,

Industry, Transportation and buildings
(Residential and Commercial). The Hon’ble Prime
Minister of India had announced ambitious climate
change targets for India during Cop26 at Glasgow. India
Aims to achieve Net Zero GHG Emissions by 2070.
Our updated Nationally Determined Contributions
(NDC) Communicated to UNFCCC are:

E nergy is the Lifeline for all activities. The major

v" Reduce Emissions Intensity of its GDP by 45
percent by 2030, from 2005 level.

v Achieve 50 percent Cumulative Electric Power
Installed Capacity from Non-fossil fuel-based
Energy Resources by 2030.

Also, under Jawaharlal Nehru National Solar Mission
(JNNSM), India aims to install Solar PV Capacity of 100

GW (60 GW-Ground Mounted,40 GW-Roof Top) by
2022.

As per Central Electricity Authority (CEA) Report,
Installed Capacity of India as on 31-05-2023 is 4,17,668
MW, out of which Fossil Fuel Share is 2,37,269 MW
(56.8%) and Non-Fossil Fuel Share is 1,79,322 MW
(43%).

In order to achieve India’s Climate Goals and also to
reduce emissions voluntarily, a massive transition should
happen from Fossil Fuel towards Non-Fossil fuel-based
Energy.

This Transition Poses some real challenges like Huge
Upfront Capital Investments, lack of Technical and
Managerial Bandwidth, Operation And Maintenance
(O&M) of Renewable Energy (RE) based Assets,
Regulatory Challenges etc.
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Energy-as-a-Service (EaaS) / Renewable Energy Service Company (RESCO):

EaaS / RESCO Model is a One Stop Solution for entities aiming to
reduce their Scope-2 Emissions by Consuming Green Power, without
any challenges. This is a typical subscription Model in which the
consumer utilizes Green Power without purchasing and managing the
RE generating assets outrightly.

EaaS can be offered through both ‘On-site’ and ‘Off-site” Solutions. In
On-site, the RESCO installs the Solar Panels / Wind Turbines on the
Premises of Consumer. Consumer may avail ‘Net Metering’ Facility
also in order to Sell the Excess Power Generated from the RE Assets to
the power Distribution Utility.

It is also referred as Opex Model / BOOT(Build-Own-Operate-
Transfer) Model. The Service provider will Own, Operate and
Maintain the Assets for the Entire Agreement period. During this
period, the RESCO and Consumer Enters into a Power Purchase
Agreement (PPA) which specifies the Quantum of Energy, Tariff and other related terms. At the End of Agreement period,
the Service Provider Transfers the Ownership of Assets to the Consumer.

Various Analogies of EaaS:

.0

% EaaS can be compared with availing catering services for meals, instead of preparing them yourself (Buying
Vegetables, Kitchen Equipment, Managing the Manpower etc), where you pay for the number of Servings Consumed.
Similarly, Consumers pay for the number of Units (kwh) Consumed at an Agreed Price.

+«+ Also, EaaS is Similar to SaaS (Software as a Service) in Cloud Computing wherein the Users were provided with

readymade Software without the need to Own, Maintain and Upgrade required Hardware and Software Assets.

By Transferring the Risks and Challenges to the Service Provider, the user can focus and utilize their resources on core
business activities.

This Model Provides a Win-Win Scenario for Both Producer and Consumer:
» Producer is Assured of Steady Revenue.

» Consumer is Benefited through Reduced Energy Costs, Improved Accessibility of Green Energy, reduced
Emissions and Avoided Risks / Challenges.

Today’s Power Market Tomorrow's Power Market

Centralised  Predictable Vertically integrated  One way Distributed Intermittent Horizontally-networked  Bi-directional

& : Wind  Photovoltaic
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Advantages with EaasS:

Reduced Upfront Costs: One of the main
advantages of Energy as a Service Model is
that, it helps Customers avoid the High upfront
costs associated with purchasing and installing
Energy Systems. Instead, Customers pay a
regular fee for the energy service, which can
make it more affordable and accessible.

Reduced Maintenance and Operational
Costs: EaaS Providers typically handle the
Maintenance and Operation of Energy Systems,
which allows Consumers to focus on their Core
Business activities and reduce the burden on
end users.

Improved Energy Efficiency: EaaS providers
often specialize in energy efficiency solutions,
which help customers reduce their energy
Consumption and Costs. This can be
particularly beneficial for Commercial and
Industrial Customers that have high energy
demand. This not only lowers emissions but
also unlocks system-wide benefits by reducing
energy demand and easing grid congestion.

Flexible Tariff Setting- EaaS providers offers
a Variety of Customized tariff mechanisms to
suit the Financial Obligations of Consumers.
Typical tariff options are:

~ Grid linked i.e., at a Fixed % of Grid Tariff
- Tariff Varies along with Grid Tariff.

Fixed Tariff for the entire PPA Duration.

Il

Il

Tariff for a Specific Duration (e.g., Entire
Billing in Initial 10 Years) etc.

Access to New Technology: EaaS providers
are often at the forefront of Energy Innovation,
and can provide Customers with access to the
Latest Energy Solutions and Technologies.
Lower upfront Costs for New Solutions makes

them more Agile and Adaptable, allowing them
to more easily unlock new revenue streams,
increase their competitive advantage and
remain future-proof. It also helps their
Customers Reduce Costs and Carbon
Emissions.

Risks related to EaaS:

i Credit Risk: EaaS providers are vulnerable to
Credit Risk of Consumers. It attracts legal
disputes and delays the revenue streams. Which
may impact the Cash Flows of Company.
Hence, EaaS providers should be dispassionate
in choosing the Clients.

ii. Regulatory  Risk:  Certain  Regulatory
Provisions may Hamper the Growth of EaaS
Business Model in certain States.

iii. Supply Chain Risk: Manufacturing of Solar
Panels and Wind Mills require Rare Earth
Metals which are mostly imported by India.
Geopolitical and Climate Risks may Hamper
the Supply of Raw Material.

iv. Paradigm Shift Towards Short Term PPAs:
These Days, the Managements are Preferring
Short Term PPAs (10-15 Years) instead of
Long Term (25 Years). Since the Life of Solar
Panels in 25 Years, a Short Term PPA will not
assure the full realization of Capital Incurred.

Conclusion:

With Numerous Benefits, EaaS is a Potential Tool to
enable Decarbonization and Electrification of End Use.
It also helps in Easing grid Congestion and deterring the
need for Capacity Upgradation. With Energy-as-a-
Service, the Asset-focussed, Fossil Fuel Bases,
Centralised Power Generation Approach can be shifted
towards a Non-Fossil Fuel based, Decentralized and
Opex Approach, which will ultimately address the Three
Elements of Energy Trilemma i.e., Energy Accessibility,
Energy Security and Energy Sustainability.
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Insuring India by 2047

CMA (Dr.) P. Siva Rama Prasad
Former Vice President SBI General Insurance,
Fellow Member of Il (Life & General Insurance), Hyderabad

Abstract:

Insurance Regulatory and Development Authority of India (IRDAI) has committed to enable ‘Insurance for All by
2047, where every citizen has an appropriate:

Life.

Health.

Property Insurance Cover.

Every Enterprise is supported by Appropriate Insurance Solutions and

Also, to make Indian Insurance Sector Globally attractive.

To attain this objective, efforts are being made by IRDAI towards creating a Progressive, Supportive, Facilitative and
a Forward-looking Regulatory Architecture to Foster a Conducive and Competitive Environment leading to:

= Wider Choice to the Policyholders.

= Accessibility to purchase the Insurance Policy and

= Affordability of Premium (Price of the Insurance Products) to Policyholders.

The Reform Agenda taken up by IRDAI derives Inspiration from the Government of India’s Vision of “Financial
Inclusion” and strong emphasis on accelerating reforms.

The focus of IRDAI is to strengthen the Three Pillars of the entire Insurance Ecosystem viz.,

Insurance Customers (Policyholders).
Insurance Providers (Insurers) and
Insurance Distributers (Intermediaries).

Qo

Q

By:

Making available Right Products to Right Customers.

Creating Robust Grievance Redressal Mechanism.

Facilitating Ease of Doing Business in the Insurance Sector.

Ensuring the Regulatory Architecture is Aligned with the Market Dynamics.
Boosting Innovation, Competition and Distribution Efficiencies while Mainstreaming.
Technology and Moving towards Principle based Regulatory Regime.

AN N N N N

Some of the important proposals approved in the 120" Meeting of the IRDAI are as follows:
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ROAI Vision 2047 S\\/Z2

insurance

Insurance for All

Health Insurance:

For the Poor, Health Insurance was not considered an
option in the past until the End of 2007. They had to
Save and Pay a Premium to afford Health Insurance.
Hence, the Government assumed the responsibility of
meeting the “Medical Care Needs” of the Poor.

To provide ‘Health Insurance Coverage’ for Low-
income People and those Below the Poverty Line, the
Government has launched the Flagship ‘National Health
Protection Scheme’.

National Health Protection Scheme:

It is a Fundamental Right to Access Quality Healthcare,
but unfortunately, Not All Citizens can afford it. In
2018, the Indian Government launched the ‘National
Health Protection Scheme (NHPS)’, also known as
Ayushman Bharat, to provide financial protection to
the Poor and Vulnerable. More than 100 million
Families or 500 Million Individuals will be provided
with affordable Healthcare through this Scheme, which
is one of the Largest Government-funded Healthcare
Programs in the World.

Ayushman Bharat is National Health Protection
Scheme, which will cover over 10 Crore Poor and
Vulnerable  Families  (Approximately 50 Crore
Beneficiaries) providing coverage upto I 5 lakh per
family per year for Secondary and Tertiary care
Hospitalization.

Ayushman Bharat-National Health Protection Mission
will subsume the on-going Centrally Sponsored Schemes
- Rashtriya Swasthya Bima Yojana (RSBY) and the
Senior Citizen Health Insurance Scheme (SCHIS).

Salient Features:
~ Ayushman Bharat - National Health Protection

Mission will have a defined benefit cover of %5
Lakhs per family per year.

N~ WM E

Registration of Indian Insurance Companies.
Increase in Tie-up Limits for Intermediaries.
Regulatory Sandbox.

Other Forms of Capital.

Appointed Actuary.

Solvency Norms for General Insurers.
Solvency Norms for Life Insurers.

Listing of Insurance Companies.

Benefits of the Scheme are portable across the
Country and a Beneficiary covered under the
Scheme will be allowed to take Cashless
Benefits from any Public / Private empanelled
Hospitals across the country.
Ayushman Bharat - National Health Protection
Mission will be an entitlement-based Scheme
with entitlement decided on the basis of
deprivation criteria in the Socio-Economic
Caste Census (SECC) database.
~ The Beneficiaries can avail benefits in both
Public and Empanelled Private Facilities.
~ To Control Costs, the payments for treatment
will be done on Package Rate (to be defined by
the Government in Advance) basis.
One of the Core Principles of Ayushman Bharat
- National Health Protection Mission is to Co-
operative Federalism and Flexibility to States.
For Giving Policy directions and fostering Co-
ordination between Centre and States, it is
proposed to set up Ayushman Bharat National
Health Protection Mission Council (AB-
NHPMC) at apex level Chaired by Union
Health and Family Welfare Minister.
~ States would need to have State Health Agency
(SHA) to implement the Scheme.
~ To ensure that the Funds reach SHA on Time,
the Transfer of Funds from Central Government
through Ayushman Bharat - National Health
Protection Mission to State Health Agencies
may be done through an Escrow Account
Directly.
~ In Partnership with NITI Aayog, a Robust,
Modular, Scalable and Interoperable IT
Platform will be made Operational which will
entail a Paperless, Cashless Transaction

Q

Q

Q

Q

Major Impact: Ayushman Bharat - National Health
Protection Mission will have Major Impact on reduction
of Out of Pocket (OOP) Expenditure on Ground of:
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Vulnerable).

Negative List).

This will lead to increased access to Quality Health and
Medication. In addition, the unmet needs of the Population
which remained hidden due to Lack of Financial Resources
will be catered to.

This will lead to Timely Treatments, Improvements in
Health Outcomes, Patient Satisfaction, Improvement in
Productivity and Efficiency, Job Creation thus leading to
Improvement in Quality of Life.

Expenditure Involved: The Expenditure incurred in
Premium Payment will be shared between Central and State
Governments in Specified Ratio as per Ministry of Finance
Guidelines in vogue.

The Total Expenditure will depend on Actual Market
determined Premium paid in States / UTs where Ayushman

Conclusion: In conclusion, Amendments to Regulations
follow a Consultative Process. IRDAI’s Mission of
Protection of Policyholders’ Interest and Orderly Growth of
the Insurance Sector is Always a Priority. Efforts are made
by IRDAI to reach the Last Mile by Strengthening the
entire Ecosystem. The Regulatory Framework will be a
Continuous Process to ensure that it is in Sync with the
emerging trends and dynamics of market and serves the
intended objective of “Insurance for All”.

The National Health Protection Scheme (NHPS) is an
ambitious healthcare initiative launched by the Indian
government to provide financial protection to around 10
crore poor and vulnerable families in India. The scheme
aims to provide cashless hospitalization for the treatment of
serious illnesses and medical procedures, covering both pre-
existing and newly-diagnosed medical conditions. By

o Increased Benefit Cover to Nearly 40% of the Population. (The Poorest &
o Covering Almost all Secondary and Many Tertiary Hospitalizations. (Except a

o Coverage of X 5 Lakhs for Each Family. (No Restriction of Family Size).

Bharat - National Health Protection Mission will be
implemented through Insurance Companies. In States / UTs
where the Scheme will be implemented in Trust / Society
Mode, the Central Share of Funds will be provided based
on actual Expenditure or Premium Ceiling (whichever is
lower) in the Pre-determined Ratio.

Number of Beneficiaries: Ayushman Bharat - National
Health Protection Mission will Target about 10.74 Crore
Poor, Deprived Rural Families and Identified Occupational
Category of Urban Workers' Families as per the Latest
Socio-Economic Caste Census (SECC) data covering both
Rural and Urban. The scheme is designed to be Dynamic
and Aspirational and it would take into account any future
changes in the Exclusion / Inclusion / Deprivation /
Occupational Criteria in the SECC Data.

States / Districts Covered: Ayushman Bharat - National Health Protection
Mission will be rolled out across all States/UTs in all districts with an
objective to cover all the targeted beneficiaries.

identifying beneficiaries based on the Socio-Economic
Caste Census (SECC) database, the scheme aims to ensure
that the poor and vulnerable sections of society have access
to quality healthcare without the fear of financial burden.
The NHPS is a significant step towards achieving universal
health coverage and reducing the financial burden of
healthcare on the poor in India. However, the successful
implementation of the scheme requires effective
coordination between the government, insurance providers,
and healthcare providers.

References:
1. IRDAI Reforms Agenda.

2.  Government of India Guidelines on “Ayushman
Bharat”
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The Insurance Sector is Churning

Shri KB Vijay Srinivas

whirlwind of activity, signalling a dynamic shift in its

landscape. The rate of change has accelerated, marking
a turning point in the industry's evolution. While some of
these changes have been organic, driven by market forces, a
substantial portion has been orchestrated by the regulatory
authority, the Insurance Regulatory and Development
Authority of India (IRDAL).

I n recent months, the insurance sector has undergone a

Starting with comments made during his speeches at
various events the Chairman of IRDAI has made clear his
mind of wanting to change the canvas and give a new
picture to the sector.He had been an additional secretary in
the government overseeing the insurance division. Later he
assumed charge as Secretary, Department of Financial
Services. He was also on the Board of the biggest Insurer
in the country as a Government nominee. So he bears with
him an insight into the insurance sector. The post had been
vacant for nearly nine months after the retirement of the
previous chairman before he took over.

In August,22, he talked about how Health Insurance
pricing is perhaps making it unaffordable to many. High
operating & Distribution costs, hospital costs were named
as factors leading to high premiums. The diagnosis is
correct but he did not elaborate on how this would be
tackled. IRDAI may have a direct say as far as operating
and distribution costs are concerned. The insurance
companies are to operate within the ambit of the regulations
formulated by IRDAI.

However they do not have much say over the hospitals,
doctors or the pharma sector. While there are some controls
over the pharmaceutical industry it has not prevented them
from raising prices in many areas. Hospitals represent a
powerful lobby where even the government has been
struggling to assert itself. There were many reports about
the attitude adopted by some of them even during the
pandemic.

In October,’22, he spoke about IRDAI working on Bima
Sugam, which will act as a game changer in the insurance
sector by providing a one-stop platform for multiple
services including the sale of policy, renewal, and
settlement of claims.

Freelance Writer, Trainer, Consultant &
Retd. Director, United India Insurance Company Ltd

This tech-led portal will help in expanding insurance
penetration in the country by ensuring a hassle-free
experience for customers across the country. He looked
upon it as the UPI moment for the insurance sector.
However the deadlines for this have been missed though
intense work on it seems to be happening and references
have been coming up.

This portal is conceived as an online marketplace where
insurance policies can be bought and sold. Initially targeted
for launch on January 1, 2023, the start date has been
deferred to Awugust 1, 2023. Industry councils are
collaborating on this project, which holds the potential to
deliver significant benefits to policyholders.

One of the most intriguing aspects of the "Bima Sugam"
portal is the potential impact on premiums. By eliminating
intermediaries from the process, companies might be able
to offer lower rates, passing on the cost savings directly to
policyholders. This could potentially disrupt the established
revenue model of intermediaries and reshape the dynamics
of the insurance market.

The broader implications of this portal extend beyond
premium reduction. The platform's design also
contemplates facilitating claims settlement. While logically
conceivable, claims handling is undeniably a complex
process that goes beyond the buying and selling of policies.
However, if successfully integrated, this aspect could
further enhance the portal's value proposition.

According to an ET report in May,’23, the chairman IRDAI
talked about a trinity of Bima Sugam, Bima Vistar and
Bima Vahak leading the march towards reaching the goal of
Insurance for all.Bima Sugam is the online platform
described above. Bima Vistar is a bundled product
combining Life, Health, property and accidents. It provides
defined benefits for each risk category, thereby making
claim payments quick. In such cases even surveyors may
not be required. Much would depend upon pricing.
Obviously if has to be affordable.

The third part of the plan is Bima Vahak. It is to be the
vehicle which would deliver the product. It would be
centered around women who would be operating at the
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Gram Sabha level. They would educate and convince
women about the benefits of this insurance product. It is
being fashioned after the banking correspondents.

In a press release dated November 22, IRDAI outlined an
ambitious vision for the industry: to enable insurance for all
by the year 2047. What's particularly noteworthy is the use
of the term "enable" instead of "ensure." This linguistic
choice accurately encapsulates IRDAI's role as a facilitator
rather than a coercer in the realm of insurance. The
regulatory body acknowledges its responsibility to create an
environment conducive to insurance adoption, without
imposing an obligation on individuals. While compulsion to
purchase insurance currently exists in situations like legal
requirements (as with Motor Third-party insurance) or
lender mandates, the vast majority of insurance decisions
are left to the discretion of individuals.

The press release also shed light on the envisaged product
spectrum. It spoke of a future where every citizen possesses
appropriate life, health, and property insurance coverage,
and where businesses are fortified by tailor-made insurance
solutions. However, these broad aspirations are yet to be
translated into granular product offerings, as these concepts
remain at a nascent stage of development.

A key theme that emerged from the release was the
endeavour to bolster the Indian insurance sector's global
appeal. Hints were dropped about modifications in
registration protocols and capital structures to attract more
investment. The chairman of IRDAI underscored the urgent
need for a substantial infusion of capital and a greater
number of insurance providers to cater to the diverse needs
of the market. This point was further punctuated by
discussions surrounding the possibility of introducing
different types of insurance companies, including Captive
Insurance companies and niche players, with potentially
lower capital requirements compared to the current
minimum threshold of *100 crores.

An integral element of the insurance ecosystem is the role
played by intermediaries, and the press release did not
overlook this aspect. The spotlight was on Corporate
Agents (CAs) and Insurance Marketing Firms (IMFs).

CAs, previously permitted to tie up with three General,
Health, and Life insurers each, were granted a significant
expansion in their tie-up limits. This would particularly
benefit Banks and thus the Bancassurance channel.
However, as the role of Bancassurance gains prominence,
it's imperative for IRDAI to scrutinize its functioning
closely. Reports from the Ombudsman indicated
Bancassurance, along with Brokers, topped the list of cases
registered for mis-selling. Thus, ensuring that undue
influence is not exerted on customers to sway them towards
particular insurers becomes crucial.

For IMFs, there was a marked increase in the number of
insurers they can collaborate with, from two to six, and
their geographical scope was expanded to cover the entire
state of registration. The IMF channel was initially

established with the aim of focused development in specific
regions, yet it failed to gather substantial traction thus far.
The revised regulations could potentially rejuvenate this
channel, offering it a more robust foundation for growth.

Significant events that have transpired recently include
investigations conducted by the Goods and Services Tax
(GST) and Income Tax (IT) departments into insurance
companies for alleged tax evasion. These investigations
revolved around exceeding specified marketing expenses
and making payments to marketing intermediaries beyond
permissible limits. The limits on marketing expenses which
have been lifted, placing the onus on insurance companies
to devise their own policies for compensating
intermediaries should provide a reprieve for companies
embroiled in investigations in the future.

However, the removal of marketing expenses limits gives
rise to the possibility of differential payments to
intermediaries. In response to this concern, IRDAI issued
clarifications that the commission structure should be
reasonable and should not lead to excessive compensation
for intermediaries at the expense of customers or insurers.
A call for fairness in determining remuneration for
intermediaries and for a transparent competition structure
was emphasised. Additionally, for group policies, the
notion of imposing a cap on commissions was floated.

A notable shift in the insurance market landscape is the
ascendance of brokers, who have now outstripped agents
in terms of business generation. This shift raises pertinent
concerns about the future of agents, as financially robust
brokers, corporate agents, and banks increasingly dominate
the market. This paradigm shift warrants IRDAI's attention,
as it directly impacts the livelihoods of lakhs of individuals
operating as agents.

An aspect that cannot be overlooked is the dwindling
market share of Public Sector Undertaking (PSU)
insurers, which has now fallen below one third.
Considering that these insurers once commanded a
complete monopoly with a 100% market share two decades
ago, this dip is significant, if not entirely unexpected. With
the introduction of multiple new players in the market, PSU
insurers have faced stiff competition. While market share
isn't the sole determinant of an insurer's prowess, it's vital
for PSU insurers to take proactive measures to sustain a
healthy market share. This is especially pertinent given that
three out of the four PSU insurers are grappling with
compromised solvency positions.

One cannot discuss the evolution of the insurance industry
without delving into the sphere of product development.
Traditionally, insurers followed a "File and Use" approach,
which required new products to be submitted to the
regulator for approval before being introduced to the
market. However, this norm is undergoing transformation,
allowing insurers to tailor products based on client needs
and market dynamics. This shift enables insurers to respond
more nimbly to emerging trends and evolving consumer
demands.
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Another pivotal point of consideration stems from the
budget, which introduced a cap on the maximum premium
payable for availing tax benefits under life insurance
policies. This measure was taken to curtail instances of
individuals exploiting loopholes in the income tax
framework. The introduction of this cap at %5,00,000 per
annum is expected to have ramifications for life insurance
companies, potentially altering their premium structures
and necessitating strategic adjustments.

Proposed changes on the horizon are awaiting
Parliamentary approval, and these hold the potential to
reshape the industry's structure fundamentally.

One such proposed change pertains to the issuance of
Composite licenses, essentially erasing the distinction
between Life and Non-Life insurers. This move hints at the
possibility of mergers between companies operating in both
sectors, potentially giving rise to formidable insurance
conglomerates. Considering that most business houses have
licenses for life and non-life companies this step would be
of great interest to them.

Furthermore, revisions in investment regulations are
under consideration. Traditionally, insurers have been
bound by specific norms governing their investment
patterns, with a certain percentage of investments directed
toward specified securities. The proposal under discussion
is to introduce greater flexibility, allowing the regulatory
authority to amend these norms based on market dynamics
and evolving investment landscapes.

A particularly intriguing development pertains to the
distribution of other financial products by insurance
companies, akin to what banks already do. The logic
driving this consideration stems from the idea that if banks
are venturing into the distribution of financial products
beyond their traditional offerings, why shouldn't insurance
companies? This expansion could potentially result in
broader financial offerings for customers while
concurrently creating new revenue streams for companies
operating within groups with presence in diverse financial
sectors.

Several noteworthy initiatives have been set in motion, with
the aim of digitising and streamlining various aspects of the
insurance landscape. One such initiative is the Health
Insurance Claims Exchange, which is part of the
Ayushmann Bharat Digital Mission. This endeavour seeks

to standardise and digitise the health insurance claims
process, with the goal of reducing costs for all stakeholders,
enhancing transparency, and improving the overall
efficiency of the claims process.

Lead insurer Is yet another concept being brought into
insurance operations. This is similar to the lead Bank
concept. Under this, in the banking sector, districts were
allotted to different banks to take the lead in providing
services to the populace. In the nationalised environment
with 4 PSU insurers there was the concept of flag
companies for the 4 zones that is East, West North, South.
Now, it is proposed to allot states to different insurers who
would then be expected to collaborate with other insurers in
the State to increase penetration. Increasing public
awareness about insurance and other financial products is
also part of the mandate. For instance, Tata AIG has been
name as the lead insurer for the state of Maharashtra,
Liberty General for Delhi, Max Life for UP, Chola MS for
West Bengal and so on.

New licences for companies are to be put on fast track. The
chairman of IRDAI has stated that licences for twenty new
companies would be put on the fast track. One company,
Acko Life, been issued a license — the first new one since
2011 in the life sector. Another in the general insurance
field , Kshema General Insurance, has obtained a license
the last approval being in 2017. Will more companies
operating result in greater coverage is something that has to
waited and seen.

Drawing parallels from ancient Indian mythology, where
the churning of the milky ocean was pursued to obtain the
nectar of immortality ("Amrit™), the current churning within
the insurance industry mirrors this metaphorical journey.
Just as the mythological churning yielded both positive and
negative elements, the contemporary transformation in the
insurance sector is simultaneously generating both
advantageous and ch