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

editorial

The Indian Economy is currently going through a challenging phase as GDP growth has not
grown to match India’s potential. Infrastructure spend in India is likely to have a positive spiral
and multiplier effect to our GDP growth and is likely to be one of the main devices to unleash
India’s economic growth potential.

Indian Infrastructure sector faces critical financing issues in terms of high cost of capital,
challenges in obtaining non-recourse funding and dearth of long term funding sources due
to the asset liability mismatch. There is a need for implementing a comprehensive strategy
for addressing the issue of infrastructure financing in India involving efficient and innovative
financing mechanism based on the emerging sectoral trends.

In this background, the Institute felt that, if the Bank Quest issue focus on this aspect, it may be
useful. Keeping this in view, the current Bank Quest issue is based on the theme ‘Challenges
in Infrastructure Financing’

The first article of the issue is on the topic “Challenges in Infrastructure Financing - Perspective
from a Development Banker” by G. Ananthakrishnan, Retired General Manager, NABARD
wherein, the author has made an attempt to look at the whole gamut of infrastructure financing
in India from the perspective of a social banker The author is of the opinion that infrastructure
is a critical catalyst in accelerating growth, benefiting stakeholders such as producers,
consumers, rural households, industries and marginalised sections of the society.

The second article is on “Stalled and Delayed Infrastructure Projects: the strategic approach”
authored by Mr. B.N.V. Parthasarathi, Ex-Vice President and Branch Head, Bank of Bahrain and
Kuwait, Hyderabad and Dr. A.R. Aryasri, Professor, School of Management Studies, Chaitanya
Bharati Institute of Technology, Hyderabad. Through this paper the authors have shared their
insights on importance of improvement in the existing project monitoring mechanism by the
Project Monitoring Groups and shift the excessive focus of the banks from financial data to time
and cost over runs by effective usage of tools like PERT and CPM. The article also highlights
the importance of 3Es of project management - Economy, Efficiency and Effectiveness as
operational strategies.

The third article is on “Term Loan Appraisal with DSCR” authored by V. Sundararajan, Assistant
General Manager (Faculty), Union Bank Staff College. In this article, the author has shared his
viewpoint that Banking being the backbone of the Indian economy, when we understand the
fundamentals of credit appraisal in general and term loan appraisal in particular, the future of
banking will be bright for the industry and for the future leaders of banking.

The fourth article on “Financing Rural Infrastructure: Banks need to change track” authored
by Dr. M.R. Das dwelves into the current status of how and to what extent bank finance in
India has been utilized for developing rural infrastructure over time and assessing who have
benefitted in the said process. The paper also discusses on few of the policy issues to make
bank financing of rural infrastructure more effective.

The fifth article is on the topic “Bad Loans in Infrastructure Sector and Ordinance on New NPA
Resolution Policy” authored by Dr. V.S. Kaveri, Professor (Retd), NIBM, Pune. In this article the
author has discussed on the possible impact of the ordinance on the NPA resolution strategy,
to deal with mega bad loans.

We also carry a Hindi article on “Calli¥es Hal & YT & F31 FaAfadr written by Dr. Saket
Sahay.

We are confident that the articles included in this edition will stimulate your interest.
Your valuable suggestions and feedback for improving the contents are welcome.
Dr. J. N. Misra
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= G. Ananthakrishnan*

Challenges in Infrastructure Financing :
Perspective from a Development Banker

“The Journey of thousand miles begins with a single step” - Lao Tzu

Abstract

India continued its journey as one of the fastest
growing economies in the world during the current
year despite global economic turmoil accompanied
by unprecedented domestic challenges such as
demonetisation locally. Our achievement under
Gross Domestic Product (GDP) stood at 7.2 per cent
in 2014-15 and touched 7.6% in 2015-16. Latest data
available indicate that the trend will continue during
the current year also. Infrastructure development
is sine quo non for rapid economic growth, human
development and poverty alleviation. It has huge
potential for propelling India’s overall development.
The sector can ensure positive spiral and multiplier
effect to GDP besides being a lever to unlock the
growth potential of India. When it comes to funding
big projects under infrastructure, International
Capital markets have the size, technology and the
wherewithal. Yet several factors inhibit them from
supporting such projects. Unfinished reforms,
absence of risk mitigation framework, weakness of
local capital markets and uncertain political climate,
besides changing economic environment are some
of the factors which impact the enthusiasm of global
players. Viewed from this background, meeting the
ever growing infrastructure needs remains a key
challenge for policymakers. While budgetary support
accounts for 50% of funding, Commercial Banks,
International Agencies, NABARD, NBFCs, Mutual
Funds and capital markets have contributed the rest.
This article is an attempt to look at the whole gamut of
infrastructure financing in India from the perspective
of a social banker. Development of our social and
physical infrastructure warrants that a conducive

* Retired General Manager, NABARD.
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policy framework and friendly investment climate
are in place. The article lists challenges as also
suggestions such as Creating Single Window system
wherever possible, apart from Consortium financing
aiming at risk spread, Establishing transparent rules,
Development of local capital markets, Developing
viable public-private risk mitigation measures, Focus
on completing the ongoing projects rather than
starting new projects, getting the right projects,
adopting the principle of “promise less and deliver
more”, going for more smaller projects rather than
failing in giant projects, Identifying areas where private
sector will deliver faster, Takeout financing, Setting up
Infrastructure Debt Funds, Innovative financing options
through equity, debt and other hybrid instruments,
Making use of 5/25 scheme in terms of which, banks
are allowed to fix longer amortisation period for loans
to projects in infrastructure or core industries sector
for, say, 25 years, with periodic refinancing, say, every
5 years, learning from the success of RIDF funding
for addressing the challenges are other options
available. Successful remedial measures to address
the challenges will unlock the potential of international
capital market and will enable smooth and adequate
flow of capital to India for infrastructure financing.

1. Introduction

Infrastructure is the driver of growth and the life line
of any country and its economy is intricately woven
into it. Human and economic development index is
determined largely by country’s level of achievementin
providing adequate physical and social infrastructure.
GDP largely depends on physical infrastructure while
education level, skill and health depend on good
social infrastructure. India even after 70 long years
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of independence and under self-rule is carrying the
tag “Developing country” while a few other nations
despite being smaller in size, have achieved the
status of “Developed Nation” long ago. To name
some, Germany, France and Japan are already
under “Developed” category. India continues to be a
‘developing country’ despite innumerable steps taken
by Governments through all the successive Five Year
Plans. In fact, the 12" Five Year Plan has projections
touching around %65 lakh crore (in current prices)
for “Infrastructure Development”. Yet, we lag behind
in sectors such as roadways, electricity, airports,
railways, river connectivity and major irrigation
infrastructure. Major land masses under cultivation
in India are rain fed and to ensure self-sufficiency
in food, we must look at the irrigation infrastructure
with much more focus. Inter-linking the major rivers
has been the task which hits the headlines now and
then, but gets relegated. Research and studies have
proved that one third of our fruits and vegetables
go waste every year. To avoid such wastages,
post harvest infrastructure assumes even greater
importance. We as a nation keep grappling with the
historic challenge of providing enough electricity for
our burgeoning population and booming economy.
Huge potential lies in financing for renewable sources.
Under Jawaharlal Nehru National Solar Mission, it is
proposed to build 20000 MW of solar power by 2020
nationwide. All these require huge funding.

2. Present status

India is ranked 39 among 160 countries as per
World Economic Forum’s Global Competitiveness
Index (GCI). The recent jump of 16 places by India
was due to a slew of reform initiatives of the present
Government to unclog the system, efforts to bring in
investments and reforms in the financial sector and
contain inflation. When we take pride in show casing
our achievements in most of the categories, the flip
side is we have not fared well in health and primary
education. PURA (Providing Urban infrastructure
in Rural Areas) advocated by Former President Dr.
A.PJ. Abdul Kalam is relevant even today and needs
to be taken up with more vigour. 12" Five Year Plan
document makes a relevant point that infrastructure
provides the basic support system for other sectors in
expanding capabilities. Traditionally public sector had
been the major stakeholder as far as infrastructure
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financing is concerned. The Plan document also
indicates that India’s Domestic Savings rate is high
and can finance much of the infrastructure investment
needs. However, financial intermediations of these
savings on a large enough scale need a well-
diversified and complex financial system, suitable
products apart from depth and liquidity of the capital
markets providing long term funding. However, the
growing need is beyond the public sector’s capacity.
Thus there is enough space for private sector to
play its role. Of late the private sector has become
an important player contributing as much as 40%
towards infrastructure investment. The World Bank
has been supporting the India Infrastructure Finance
Company Limited (IIFCL) through financing PPP so
as to increase the availability of long term funds. The
other players in the infrastructure space are ADB,
EBRD, EIB, IBRD/IDA, IDB, IFC, MIGA etc.

3. Fund Requirement

3.1. We have seen earlier that the requirement
under infrastructure during the 12" five-year plan
will be %65 lakh crore. 50% thereof was assumed
to be from budgetary resources while the rest
%32.5 lakh crore needs to be met through debt and
equity. As per the plan document, project funding
by various sources amounts to ¥17.89 lakh crore
leaving a funding gap of around %14.6 lakh crore.
Various policy and regulatory recommendations
have been made recently that will enable a greater
flow of funds. Accordingly, it is estimated that
38.89 lakh crore will flow from Commercial Banks,
while 34.38 lakh crore from NBFCs, 6.03 lakh
crore from Insurance, 30.54 lakh from ECBs and
%6.78 lakh crore will be raised through Equity and
FDI. Thus revised estimate indicates a total inflow
of ¥26.62 lakh crore. In case the budgetary support,
assumed at ¥32.5 lakh crore is not met fully, the gap
in resources will expand accordingly.

3.2. The Honourable Union Minister for Road Transport
and Highways and Shipping Mr. Nitin Gadkari has
announced the Government’s target of %25 trillion
investments in infrastructure over a period of 3 years.
This includes 8 trillion for developing 27 industrial
clusters and an additional %5 trillion for road, railway
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and port connectivity projects. Other developments
in this regard as indicated by “India Brand Equity
Foundation” are as follows: -

1. We need %31 trillion over next 5 years for power,
roads and urban infrastructure segments.

2. The Asian Development Bank (ADB) has approved
US $ 631 million loan to develop Vishakapatnam-
Chennai industrial corridor which is expected to
bring manufacturing and export industries to the
east coast.

3. Silver Spring Capital Management, a Hong Kong-
based equity hedge fund plans to invest over
2000 crore in Hyderabad-based infrastructure
developer Transstroy India Ltd. for construction of
highways in the country.

4. Sovereign wealth funds and global pension funds
plan to invest up to US $ 50 billion in Indian
infrastructure sector over the next 5 years.

5. Airports Authority of India (AAIl) plans to develop
city side infrastructure at 13 regional airports
across India with help from private players for
building hotels, car parks and other facilities and
thereby boost its non-aeronautical revenues.

6. Asian Development Bank (ADB) and Government
of India signed a loan agreement of US $ 80
million under the North Eastern Region Capital
Cities Devt. Investment Prog. for improving water
supply, solid waste management and sanitation.

7. Maharashtra State Govt. plans to launch
infrastructure projects worth I73,367 crore for
coastal road, trans harbour link, metro rail, airport
and road projects.

8. Govt. of India has earmarked 50,000 crore to
develop 100 smart cities across the country.

9. France has announced a commitment of Euro
2 billion to convert Chandigarh, Nagpur and
Puducherry into smart cities.

4. Policy initiatives

4.1. We continued our journey as one of the fastest
growing economies in the world during the year 2016-
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17 despite global economic turmoil accompanied
by unprecedented domestic challenges such as
demonetisation locally. Our achievement under
Gross Domestic Product (GDP) stood at 7.2 per cent
in 2014-15 and touched 7.6% in 2015-16. Latest data
available indicate that the trend will continue this year
also. A number of policy initiatives including increased
reorientation of Government spending on public
infrastructure besides strong domestic demand, low
inflation and a favourable current account balance
helped achieving robust growth in three consecutive
years.

4.2. Government plans to invest over 7000 crore
during 2016-17 to develop its network in the north
eastern region for better connectivity. It also plans
to boost regional connectivity by setting up 50 new
airports over the next 3 years.

4.3. NITI Aayog has instructed central public sector
units to release 75% of the amount due to construction
contractors and concessionaires of Govt. projects
which is expected to release over ¥40000 crore for
projects that are under dispute. This is a huge boost
for the investors.

4.4. As per the Ministry of Urban Development -
“Smart Cities: Mission Statement and Guidelines”,
emphasis is on the need for a comprehensive
development of physical, institutional, social and
economic infrastructure for improving the quality of
life and attracting people and investments to 100
small cities, leading to the virtuous cycle of growth
and development during 2015-2019. Public entities
such as Municipalities/Corporations are major
stakeholdersinfinancing, development and delivery of
infrastructure services in India. Their creditworthiness
will ensure their access to domestic capital and attract
private equity under PPP. According to RBI, this will
pave the way for revival of Municipal Bond market as
a source of funding urban infrastructure projects. It is
pertinent to add here that despite their weak finances,
none of the municipal bond issues have defaulted in
repayment. Another major step taken by India has
been the introduction of tax free infrastructure bond
which has largely helped in mobilising low volume
high value savings from the public.
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4.5. Willingness of Private sector in infrastructure
financing is determined by sector specific regulations
and concessions under the national laws. They
provide policy framework for building, financing and
managing infrastructure assets and to collect tolls
and tariffs. Local Government will have to consciously
build an environment for more confidence and
trust rather than confidence deficit in applying the
regulations in the field. This can be demonstrated
through more transparent procedures for project
selection, appraisal and awarding of contract and
concessions.

5. RBI’s outlook in infrastructure financing

5.1. For quite some time, the decline in asset quality
under infrastructure financing has been a key area
of concern for the banking sector in general and the
Public Sector Banks in particular. Accordingly, several
regulatory measures to de-stress the balance sheets
of banks have been taken in recent times by RBI.
These measures have helped in large measure in
building confidence among the banking community
to have a fresh look on infrastructure financing
which was facing a huge cash crunch. In his keynote
address on “Financing for infrastructure: Current
Issues & Emerging Challenges”, Shri H.R.Khan,
Deputy Governor of RBI highlighted the need for
“creating an enabling atmosphere that fosters
competition and improves ease of doing business”.
In pursuit of the same, the policy makers in India have
been striving to fix the fault lines so as to increase the
confidence level among international and domestic
investors. RBI’s proactive steps in regard to currency
convertibility and transferability have improved the
capital inflow into our country. It has paved the way
for more flexible exchange rate regimes.

5.2. In its endeavour to attract funds, RBI has allowed
companies in the infrastructure sector to raise External
Commercial Borrowings with a minimum maturity of
five years and with an individual limit of US $ 750
million for borrowing under the automatic route. It has
also notified 100% foreign direct investment under
automatic route in the construction development
sector.
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6. Direction stemming from Budget 2017

Honourable Finance Minister Mr. Arun Jaitley had
underlined the importance of infrastructure in his
scheme of things for the economy while presenting
the Union Budget in Parliament. According to him,
the agenda for 2017-18 is to transform, energise and
clean India with increased allocation for rural areas,
infrastructure and the total allocation for infrastructure
at record level of ¥3.96 lakh crore. It is definitely a
defining moment so far as infrastructure is concerned
in India. The Finance Minister also emphasised that
the country is getting a big boost from foreign funds
in its bid to build up its infrastructure. The salient
features of budget in regard to infrastructure are as
follows: -

1. 100% electrification of villages by May 2018
2. 133 km. Road per day being constructed

3. A new metro rail policy to be announced which
will open up new jobs for youth

4. Two new All India Institute of Medical Sciences
to be set up in Jharkhand and Gujarat

5. New airports in tier Il cities on PPP mode

6. Railway line of 3500 km. to be commissioned
in 2017-18

7. Infrastructure and Social implication

LTS

“Eradicating extreme poverty and hunger”, “Ensuring
Environmental Sustainability” and “Global Partnership
for Development” form part of the Millennium
Development Goals. The Goals formulated by
UNDP assumed that large investments in health,
education and other social outcomes would unleash
the potential for growth and development. Although
we have done extremely well under these goals,
hunger and sanitation still remain tough challenges.
Infrastructure Development is the key for overall
development of hitherto undeveloped areas. This
direction from UN helps international investors to play
their role in funding for this sector in India. Roads and
railways which are life line of people every day are
ageing. Progress in infrastructure development has
been painstakingly slow. A well-developed physical
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connectivity in terms of rail and/or road network can
help the producers and consumers in price discovery
resulting in the overall well-being of communities.
Basic infrastructure such as transportation,
communication, electric systems coupled with
access to finance through a well-developed financial
infrastructure will go a long way in providing better
job opportunities to rural youth resulting in overall
economic and social growth. Viewing from the social
perspective, the following areas are enablers for
overall development of India: -

1. Promoting productive and sustainable agricultural
production that safeguards natural resources

Unlock territories, economies,
Promote development of rural areas
Support job creating enterprises

Strengthen human capital

o o > w0 DN

Increased regional integration

8. Rural Infrastructure Development Fund (RIDF)

8.1. Rural Infrastructure Development Fund (RIDF)
constituted with the National Bank for Agriculture
and Rural Development (NABARD) has emerged
as an important source of funding for almost all
the state Governments for building up critical rural
infrastructure. The assistance under RIDF constituted
about one fifth of the investments by the various
state Governments in the rural infrastructure space.
Several factors have contributed to the popularity
as also the effectiveness of RIDF as a source of
public funding which include timely appraisal and
sanction, quick release of funds, prioritisation of
projects, constant and continuous monitoring by a
High Power Committee chaired by Chief Secretary
of the State Govt. at State level and District Collector
at District level and District Development Manager of
NABARD at the field level. These investments have
helped in creation of additional irrigation potential
and construction of network of rural road and bridges
for better connectivity in far flung areas. Social sector
projects under RIDF have brought improvement in
quality of rural life through education, health and
sanitation, drinking water supply apart from recurring
and non-recurring employment generation.
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8.2. RIDF - A big boost for rural infrastructure :

The RIDF was set up during 1995-96 with a corpus of
%2000 crore with a view to funding rural infrastructure
projects related to medium and minor irrigation and
watershed development which were lying incomplete
for want of financial resources, and has come a
long way in the last 21 years and presently its XXII
tranche is ongoing. As on 31 March 2016, the fund
is maintained by the National Bank for Agriculture
and Rural Development (NABARD). The cumulative
allocation had reached %2.425 lakh crore against
which sanctions and disbursements were ¥2.60 lakh
crore and 1.90 lakh crore respectively. The fund is
supported by deposits from scheduled commercial
banks with shortfalls in lending to priority sector.
RIDF now covers 36 activities listed below which
can be classified under three broad categories i.e. (i)
Agriculture and related sectors (jii) Rural connectivity
and (iii) Social sector. Thousands of completed or
on-going projects have touched the lives of rural
communities positively in various spheres. RIDF
has a significant share in public investment in rural
infrastructure constituting nearly one fifth share. RIDF
has not only emerged as an attractive financing option
for the State Governments but has also helped in
redirecting the bank credit meant for rural and priority
sectors back to the rural economy. Studies have
revealed that investments have enabled expansion of
rural financial markets and usher in inclusive growth
in the disadvantaged regions of the country. NABARD
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has introduced strict monitoring procedures and has
also ensured that there is social monitoring so that
the people own up the project and the social audit
in regard to timely completion is also ensured to a
greater extent.

The various activities, for which the RIDF projects are
sanctioned are as follows: -

A. Agriculture and related sectors (RIDF loan:
95%)

RIDF XXI: More eQuirasLe RIDF avvocaTion ror Eastern &
Norti Eastern ReGions

P 0N

o

RCC Bridge over River Dholeswari

Minor Irrigation / Micro Irrigation projects
Soil Conservation
Flood protection

Watershed Development/Reclamation of
waterlogged areas

Drainage
Forest Development

Market Yard, Godown, Mandi, Rural Haat,
Marketing Infrastructure

Cold storage, Public/Joint sector cold

storage at various exit points

The Journal of Indian Institute of Banking & Finance

10.
11.

12.

13.
14.
15.
16.
17.
18.

19.

20.
21.
22.
23.

24.
25.
26.

Seed/Agriculture/Horticulture farms
Plantation and Horticulture

Grading/certifying mechanisms;
certifying laboratories

testing/

Community irrigation wells for the village as
a whole

Fishing harbour/jetties
Riverine Fisheries

Animal Husbandry
Modern Abbattoir

Medium Irrigation Projects

Mini Hydel Projects/Small Hydel projects (up
to 25 MW)

Major Irrigation Projects (already sanctioned
and under execution)

Village Knowledge Centres
Desalination plants in coastal areas
Infrastructure for IT in rural areas

Infrastructure works related with alternate
sources of energy viz. Solar, wind etc. and
energy conservation

5/10 MW Solar photo voltaic power plants
Separate Feeder Lines

Establishment of dedicated rural industrial
estates.

Social Sectors (RIDF LOAN 85% / Hill and NE
states 90%)

1.

2
3.
4

Drinking water
Infrastructure for Rural Education Institutions

Public Health Institutions

Construction of toilet blocks in existing
schools, specially for girls

“Pay & Use” toilets in rural areas
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6. Construction of Anganwadi centres
7. Setting up of KVIC industrial estates/centres

8. Solid Waste Management and Infrastructure
works related with sanitation in rural areas.

C. Rural Connectivity (RIDF loan: 80% / Hill & NE
states 90%)

1. Rural Roads

2. Rural Bridges

8.3. It is worth mentioning that Rural connectivity
including rural roads and rural bridges, had the
highest share at 42% followed by agriculture and
related sectors at 40% and social sector projects at
15%.
Irrigation and rural connectivity projects=estimated physical
potential and generation of rural employment

Source: NABARD

8.4. Social Monitoring of RIDF projects

The unique feature of NABARD RIDF projects is social
monitoring. It is ensured by making available basic
details of projects in public domain and generate
awareness among the ultimate beneficiaries, media,
banks etc. As part of social monitoring, suitable project
display boards are erected at prominent places
indicating physical and financial details of the project
financed, preferably in local language. Display of such
boards at prominent places serve the twin purposes
of social monitoring (to bring out a sense of belonging
among the rural populace in implementation) as well

10 April - June 2017

as creating social awareness about participation of
NABARD in the implementation. Further, there are
Project Monitoring Committees at the State and the
District Level to thrash out issues in non-starter and
slow moving projects. Thorough review is done on
non-starter and slow moving projects and remedial
actions are taken. In case of unresolved issues, they
are duly escalated and sorted out.

8.5. NABARD has completed 12 impact evaluation
studies in irrigation and rural connectivity sectors
in collaboration with institutions such as I[IMs in
Ahmedabad and Shillong and IITs in Kharagpur and
Guwahati covering nine states including Himachal
Pradesh, Gujarat, West Bengal, Tamilnadu. The study
results validated the significant gains in rural income
levels, diversification of rural livelihood activities,
improvement in quality of life of rural population and
greater traction for rural banking business. The study
findings are as follows: -

Multiple benefits of projects on rural roads and bridges

e —— Y NN -T Y
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9. Challenges in infrastructure financing

High capital intensity, low operating cost, higher
gestation period, near absent risk mitigation measures,
difficulties in getting environment clearance, inability
to generate direct adequate income streams to self-
finance are some of the challenges in infrastructure
financing. These adversely impact the private
sectors’ appetite to commit long term capital. Private
financiers’ confidence level has been dented due to
issues relating to stressed assets, land acquisition,
rehabilitation, environment etc. As per one estimate,
nearly 50% of infrastructure projects languish at
various stages of implementation due to variety of
regulatory hurdles and sector specific bottlenecks
leading to significant time and cost over runs. The
silver line, however, in India, is its resilience in the
face of recent domestic macro-economic shocks
and international financial crises. This resilience
underscores the robust macroeconomic stability
in India. The administrative restrictions and local
unfriendly regulations are challenges which remain
even today. Some of the critical issues in infrastructure
sector are:

1. Emerging legal and procedural issues

2. Issues in Land acquisition and environmental
clearances

Planning and execution issues
Persistent high inflation
Mounting current account deficit

Financial and non-financial issues

N o o &>

Growing stressed assets in infrastructure
financing resulting in growing aversion towards
this sector.

8. Asset Liability Mismatch — sourcing short term
funds to finance long term assets — issue of
lending at floating rates linked to MCLR.

9. Capacity of small banks to perform independent
credit appraisal of such large projects and also to
withstand credit risk from these loans.

10. Confidence deficit among the international and
domestic investors

11. Market volatility
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10. Way forward

The International Monetary Fund (IMF), the World
Bank and the Asian Development Bank have
predicted robust growth for our country during 2017.
IMF has projected our growth rate @ 7.5 per cent
for 2017 supported by stronger domestic demand.
Our country stands out as one with huge potential
for growth compared to the developed and other
emerging market economies including other BRICS
nations. However, the challenges indicated above
impact adversely the risk appetite of investors as well
as lenders. There is no one size-fits-all-solution. Yet,
some suggestions to overcome the challenges are as
follows: -

1. Creating Single Window system, wherever
possible.

2. Consortium financing aiming at risk spread

Establishing transparent rules enabling investor
form estimates of future returns, assess risks and
have assurance that contracts will be enforced
(unlike Dabhol Power Project) and availability of
legal framework to get remedies in case of any
default.

4. Development of local capital markets as a source
of long term finance and as a hedging instrument
against currency risk.

5. Developing viable public-private risk mitigation
measures and appropriate legal framework in
the public domain and financing instruments
capable of addressing a host of credit, currency,
contractual, political and regulatory risks.

6. Focussing on completing the ongoing projects
rather than starting new projects. Experience inthe
field shows that many projects started years back
have not been completed owing to reasons such
as cost overrun, time overrun, deviation from the
original design, funds crunch experienced by the
contractors due to delay in release, design flaw,
social upheaval which was not factored earlier,
change in Government, lack of coordination by
various departments etc. These are only a few
challenges but by no means insurmountable.
Timely intervention at the appropriate level and
firm commitment from the implementing agencies
will see the projects through.
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7. Focussing on getting the right project. In our
country funds are not scarce to come by. Insurance
companies and pension funds are eager to invest
in infrastructure. Government’s policy framework
also encourages this. Development Banks such
as NABARD, IDBI, SIDBI, SBICAP, International
investors and multilateral development banks
are eager to contribute. It is therefore imperative
to focus on well-structured projects and realistic
projections.

8. Let us not promise more and deliver less - In our
enthusiasm to be popular, we tend to promise
more by way of lavish benefits, shorter completion
schedule whereas in reality, delayed completion
and time overruns are order of the day. Further,
we should not overstate the vyields/benefits.
Infrastructure projects take more time to start
yielding but their economic life cycle is longer. It
makes more sense to promise less and deliver
more.

9. Advisable to go for smaller projects rather than
fail in giant projects — Infrastructure must meet the
needs of local communities rather than focussing
on sheer size and popularity. Large projects make
good headlines but the outcome fall far short of
expectations. In smaller projects, incidence of
crisis point is much less and easily surmountable
compared to larger ones which need more time
to overcome. For instance, small culverts at
appropriate land parcels tend to benefit more
local communities on a continuous basis within
months of initiating the projects compared to
large dams which remain incomplete for decades.

10. Identifying areas where private sector will deliver
faster — It is common knowledge that wind energy
where private sector is the major player has
consistently performed over the years whereas
large projects like Kudankulam Nuclear Plant
had embroiled itself in controversies from the
beginning and had to overcome social upheavals
on a continuous basis.

11. Takeout financing — leading to release of long
term funds.
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12. Setting up Infrastructure Debt Funds (investment
vehicles which can be set up as NBFCs and are
used for investments in infrastructure projects)

13. Innovative financing options through equity, debt
and other hybrid instruments

14. Making use of 5/25 scheme in terms of which,
banks are allowed to fix longer amortisation
period for loans to projects in infrastructure or
core industries sector for, say, 25 years, with
periodic refinancing, say, every 5 years.

15. Learn from the success of RIDF funding by
NABARD.

11. Conclusion

Infrastructure is a critical catalyst in accelerating
growth benefiting stakeholders such as producers,
consumers, rural households, industries and
marginalised sections of the society. Hurdles
in financing infrastructure, given its special
characteristics, such as long gestation, huge capital
outlays and exposure to policy and procedural
uncertainties make this sector all the more risky.
However, policy makers in India are alive to these
challenges as indicated in the above paragraphs and
have taken many proactive measures such as creating
conducive political atmosphere, friendly administrative
procedures, opening single window clearance,
activating bond markets as an alternative source of
funding, opening up newer and innovative channels
of financing, municipal bonds etc. to encourage
capital flow in India. International agencies, let us
assume, will take note of these positive measures and
prevailing conducive atmosphere to take part in the
India growth story. After all, the journey of a thousand
miles starts with one single step in the right direction.

Sources :

1. WEF Global Competitiveness Index

2. Keynote address by Shri H.R.Khan, DG, RBI on “Financing for
infrastructure : Current issues & Emerging Challenges”

3. Report of Global Development Finance

4. Macro Research Paper of [IBF on “Infrastructure Financing —
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= B.N.V.Parthasarathi*
Abstract

The need and scope for infrastructure development in
India is enormous. However, delays in implementation
of the projects are not only resulting in time and cost
escalations but also leading to abandonment of the
projects midway. It is estimated that if the bottlenecks
in infrastructure development are properly addressed,
India has the potential to increase its GDP by 1%-2%.
This paper attempts to (i) suggest improvement in the
existing project monitoring mechanism by PMG (ji)
shift the excessive focus of the banks from financial
data to time and cost over runs by effective usage of
tools like PERT and CPM (iii) highlight the importance
of 3 Es of project management (Economy, Efficiency
and Effectiveness) as operational strategies and (iv)
Emphasize the need for PPP models in infrastructure

Stalled and Delayed
Infrastructure Projects:
The Strategic Approach

= Dr. A. R. Aryasri**

projects in general and road projects in particular.
The authors are confident that the above proposed
strategic approach towards the stalled and delayed
infrastructure projects would speed up the execution
of projects reducing the time and cost overruns in
addition to fixing the responsibility and accountability
on the respective stakeholders of the projects.

Key words: PPP Models, Project Monitoring Group,
BOT Road projects, Toll Plazas, 3 Es of Project
Management.

Introduction

Delays in implementation of major infrastructure
projects has led to ¥524.45 billion (bn) escalation
in their original cost estimates from ¥1452.71 bn to

1977.16 bn as on 31t May 2012 .

Cost escalation in major infra projects as on 31stMay, 2012 (Table 1)

Net increase

Percentage of

Category No of projects Original cost Revised estimates in cost upward revision
Power 28 866.82 bn 996.54 bn 129.72 bn 15%
Railways 36 250.89 bn 624.83 bn 373.94 bn 149%
Roads 84 335.00 bn 355.79 bn 20.79 bn 6%
Total 148 1452.71bn 1977.16bn 524.45 bn 36%

(1)

Cost escalation in central infrastructure projects (projects costing 31500 million and above) (Table 2)

Period

Total No. of
Projects

No. of stalled
projects

Original

cost (INR)

Revised
estimates (INR)

Net increase
in cost (INR)

Percentage
of upward
revision

30" August, 2014 720 295 5488 bn 6053 bn 1015 bn 18.5%
31t December, 2014 738 315 9776 bn 11848 bn 2072 bn 21%
31stDecember, 2016 1186 287 14600 bn 16264 bn 1664 bn 11.39%

(2)

* Ex- Vice President and Branch Head, Bank of Bahrain and Kuwait, Hyderabad.

** Former Director, School of Managment Studies, JNTUH, Hyderabad.
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Out of the 295 projects mentioned above the road
sector accounted for the maximum of 92 delayed
projects with total cost overrun of ¥19.75 bn.

In March 2015, 302 projects worth ¥1847 trillion were
under consideration by PMG (Project Monitoring
Group) that were held up due to various clearances
and approvals. By June 2015 this number swelled to
404 projects with an estimated investment of ¥1900
trillion. Value of these delayed projects constitutes
around 8% of GDP. As of December 15, 2015, there
were 65 stalled projects in the power sector. These
stalled projects cost over 32,500 billion($37.9 billion).
In the coal sector, there were 13 stalled projects
costing over 300 billion ($4.5 billion). The number
of stalled projects in roads and highways were 34,
and cost over 3500 billion ($7.6 billion). In railways,
the number of stalled projects is 84, which amounts
to over Y900 billion. (The data regarding the stalled
projects is from the Government of India’s Ministry of
Statistics and Programme Implementation’s report.)
Costs and time overruns are mounting up like white
elephants, many times defeating the very purpose of
the execution of infrastructure projects.

India’s road network (Table 3)

Type of roads Length in Kms

Express ways 200

National highways 96,260.72

State Highways 1,31,899

Major District Roads 4,67,763

Rural and Other Roads 26,50,000

Total Length 33 lakhs kms (Approx)

3

There are 638,588 villages in India as per the 2011
census. 40 percent of villages in India do not have
access to all weather roads. Indian roads carry
around 90 percent of the passenger traffic and 65%
of the freight traffic. Therefore, road net work is the
main back bone of Indian economy. Studies also
reveal that the penetration of proper health care,
education, banking and other non banking financial
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services in villages is directly proportional to the
presence of proper road network. It is not surprising
that around 66% of rural population does not have
access to critical medicines and 31% of the people
in rural India have to commute more than 30 KMs to
obtain healthcare facilities.

During the last decade National Highway Authority
of India (NHAI) has gone for construction of national
highways and express ways under public private
partnership (PPP) wherein the road contractors
initially fund the road construction cost and recover
the same in due course through toll revenues under
BOT(Build, Operate and Transfer) models. State
governments have also followed the NHAI by opting
for the PPP models under BOT for construction of
state highways. To insulate the road contractors
from short falls in toll revenue collections under the
BOT-Toll models, govt. has started encouraging BOT-
Annuity wherein the contractors are assured of certain
agreed minimum annual toll revenues by the govt.,
when there are shortfalls in toll revenue collections.

The actual expenditure incurred in the road sector
during the 10" and 11" Five year plans and the
proposed expenditure during 12" Five year plan is as
under (Table 4)-

Total Total road % of road
Plan infrastructure sector sector in total
period expenditure expenditure | infrastructure
(INR Trillion) | (INR Trillion) expenditure
10" Five 9.1 1.3 13.8
year plan
11" Five 20.5 2.8 13.6
year plan
12 Five 40.9 4.9 12.0
year plan
(4)

The estimated funding requirement for the national
highways and expressways including the special
packages for the 12" Five year plan is likely to be
34,809.89 bn. The share of the private sector in this
total funding requirement is estimated at ¥1,782.53
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bn. Share of private sector assumes importance since
several projects are executed under PPP model.

PPP Models have been used popularly in the road
sector in both the Centre and the States during the
11th Five year plan. As per the approach paper to
the 12" Five year plan prepared by the erstwhile
planning commission in October 2011, the PPP
Model will remain an important instrument in the 12t
five year plan as well. India is second only to China
in the number of ongoing public-private partnerships
(PPPs) and second only to Brazil in PPP investments.

Share of private sector in central sector roads
(Table 5):

Total amount Private sector

BT [ (INRbn)  share (INR bn)
11" Five year plan 1,906.06 867.92
12" Five year plan 3,237.74 1667.38
(estimates)
(5)
Current system of monitoring infrastructure
projects

Statistics ministry monitors central infrastructure
projects costing ¥1500 mio and above on time and
cost overruns. The Govt., has also setup standing
committees in the administrative ministries for fixation
of responsibility for time and cost overruns and central
sector projects coordination committees in States
under chief secretaries for removal of bottlenecks and
for speedy implementation of major projects. PMG
(Project Monitoring Group) was set up in January,
2013 as a secretariat to the cabinet committee on
investments to resolve the pending issues and to
track the progress of projects of the size of ¥10 bn
and above in both public and private sector. So far
the PMG has facilitated resolution of pending issues
in 612 projects worth ¥2515 bn till date. (https://
esuvidha.gov.in/cabsec/showpdf_perf.php). Post
budget 2015-16, 42 projects worth¥115 bn have been
resolved by PMG out of which highway road projects
constitute around 50%. However, as on date there are

The Journal of Indian Institute of Banking & Finance

251 projects worth ¥10760 bn that are held up due
to lack of various approvals and clearances. Out of
this 71 projects relate to road transport and highways
amounting to ¥1435 bn. Two years ago the task of
monitoring the projects has shifted from Department
of Financial Services in the Finance Ministry to
PMG. PMG is headed by additional secretary and
consists of several sub groups having representation
from project developers and joint secretaries in the
sponsoring and recipient ministries as members.

U Turn in road projects from PPP models to EPC
or hybrid annuity?

The govt. has gone for PPP models to replace
EPC (Engineering, Procurement and Construction)
mechanism in road sector mainly due to paucity
of funds and to avoid the burden of time and cost
overruns by shifting these risks to private sector.
Since under the BOT Toll models the revenue risk is
fully with the contractors, Government has introduced
BOT Annuity models undertaking to compensate the
contractors when the actual toll revenue collections
fall short of the assured minimum toll revenues.
However, multiple changes in the scope and design
of projects, delays in approvals from various govt.
agencies leading to time and costs overrun have
adversely impacted the smooth take off of PPP
models even under BOT Annuity models. As the
private sector is shying away from PPP models due to
the above reasons, the govt. has recently mooted the
idea of footing 40% cost of BOT road projects to lure
the contractors under a hybrid annuity model. This
measure will reduce the overall financial burden of the
contractors to 60% of the project cost. Additionally a
minimum assured annual toll revenues comfort would
also be offered to the contractors. It is expected that
this proposed hybrid annuity model (a mix of EPC
and annuity features) will act as VGF (Viability Gap
Funding) to insulate the contractors from shortfalls in
toll collection estimates in addition to bringing down
the exposure of the contractors on the overall project
cost to 60%. While this may encourage the contractors
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to go for BOT road projects through the proposed
hybrid annuity model, indirectly this amounts to
admission of costs overruns and uncertainty of toll
revenue estimates in the projects by the government.

Critics argue in favor of EPC models citing the
inordinate delays involved in execution of projects
under BOT models but this argument can be
countered by the following facts-

1. Govt. does not have the resources to fund the
massive infrastructure projects.

2. One of the main reasons behind the delays in
execution of projects (i.e., both under BOT as well
as EPC models) is due to issues involved in land
acquisition, law and order, environment and forest
clearances and other govt. approvals particularly
from railways for ROB (Rail Over Bridges) and
RUB (Rail Under Bridges), shifting of utilities
like-electric lines, water pipelines, sewer lines,
telecommunication lines etc. in the case of road
projects.

Therefore, the major reason behind the delays in
execution of infrastructure projects lies with the govt.
and in this context whether the project is under BOT
or EPC model is immaterial. Effective monitoring of
the achievement of targets by standardized periodical
reporting, removing the hurdles in execution of
the projects, fixing accountability and ensuring
transparency are the key factors the Govt. needs
to focus on, rather than making a U turn from BOT
models to EPC mechanism.

Measures suggested for reducing time and costs
overruns

Coming to the specific issue of delays in execution
of infrastructure projects in general and BOT road
projects under PPP models in particular, the following
measures are the need of the hour.

The current system of statistics ministry monitoring the
central infrastructure projects costing ¥1500 mio and
above on time and cost overruns has just proved to
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be a mere statistical exercise without being effective,
though in the last two years some progress is visible
after the task has been fully entrusted to PMG. The
various Standing committees and central sector
projects coordination committees mentioned earlier
will be meaningful only when all the stake holders
of the infrastructure projects (i.e., representatives of
contractors, concerned Govt. agencies, banks and
Fls and NHAI in the case of road projects) are made
members/observers in these committees and actively
involved in this exercise so that the reasons for costs
and time overruns are identified at periodical intervals
and necessary steps are taken for elimination of the
bottlenecks by the concerned stake holders who are
responsible for the same. It is suggested that projects
above %10 bn size each to be monitored on monthly
basis by PMG, whereas projects between %5 bn 10
bn to be monitored every two months and projects of
the size between ¥1500 mio to ¥ 5 bn to be monitored
on quarterly basis. Incidentally the project funding
Banks and Fls though are one of the key stakeholders,
currently they are not part of the PMG. It is suggested
that these Banks and FIs may be included in the PMG
meetings as observers/invitees.

Govt. has already initiated the process of sharing
the data of PPP projects of all sectors in the website-
pppinindia.com, which is mostly a statistical exercise.
It is suggested that NHAI and pppinindia.com start
sharing the above information on line in public
domain, along with the reasons for the costs and time
overruns and details of the stake holders responsible
for such overruns/ delays. This mechanism will lead
to greater accountability by fixing responsibility
on the concerned stake holders and reduce the
delays in project implementation. There is a general
misconception that time overruns that do not involve
any additional costs are acceptable by normal
standards. However, if one goes by the concept of
time value of money then even those projects that do
not prima facie involve additional costs but have only
time overruns would prove to be in fact much costlier.
Added to this when one computes the notional loss
to the society for being deprived of the benefits of the
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projects due to delays, then in many cases it may not
be surprising to realize that projects with time over
runs are perhaps more costlier than those with costs
overruns! Taking these aspects into account the real
costs of projects with time overruns to be measured
and disclosed to the public by the govt. in public
domain as per the mechanism suggested above.

If this system is implemented then the road sector
which accounted for the maximum of 71 delayed
projects with total cost overrun of¥1435 bn (as on 31%
December, 2016), would improve its performance by
reducing the time and costs over runs, since this would
bring in greater transparency and accountability.

Automation of all toll plazas

There are currently 363 toll plazas across the country
in national highways. NHAI has floated Indian
Highways Management Company Limited to manage
the toll collection of national highways across the
country. Efforts are on to introduce electronic toll
collection all over the country and the pilot projects
have recently started. However, there is a long way
to go since all vehicles plying on highways need to
have their number plates linked with RFID (Radio
Frequency Identification) and bank account or debit/
credit cards or prepaid toll cards for ensuring on line
toll collection. This mission has to be completed and
the project to be implemented on priority basis. This
will eliminate the current gaps existing in sharing the
toll collection data by the contractors with NHAI and
banks since the same can be shared online on real
time basis once this is fully operational. This measure
will also strengthen the escrow mechanism to capture
the toll revenue collections effectively by the banks,
avoiding diversion of funds. Tracking of vehicles,
monitoring the traffic movements for controlling
accidents and other safety measures can be taken up
effectively through advanced technology when all the
vehicles on highways are primarily tagged to RFID.

Gaps in project review/monitoring by banks

It is a known fact that project monitoring methods of
banks and FIs have certain lacunae. Early warning
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signals of problems noticeable in projects are missed
out on several cases and site visits/inspections are
mostly of ritualistic nature. Banks to have in place
systems to capture the account level early warning
signals by designing simple software to monitor the
turnover in the account and link the same to project
receivables, payables and inventory to ascertain any
diversion of funds or dilution of security of project
assets charged to the bank. It is suggested that
projects above ¥10 bn size each to be reviewed
on monthly basis, whereas projects between 35
bn-X10 bn to be reviewed every two months and
projects between ¥1500 mio to %5 bn to be reviewed
on quarterly basis for detecting the early warning
signals from account operations. This project review/
monitoring mechanism by banks then will be in
uniformity with the measures suggested to monitor
the costs and time overruns by Standing committees
and central sector projects coordination committees
formed by the govt.(including PMG) as mentioned
earlier in the article, leading to effective coordination
by various agencies for an overall cohesive approach.
Project site inspections at periodical intervals by
banks and financial institutions should also include
NHAI and other related government agencies so
that the collective responsibility of all stake holders
in project review and monitoring is reflected in letter
and spirit.

To shift the focus from excessive financial data to
time and costs overruns:

There is an excess focus by the banks on financial
data and its analysis rather than ascertaining the
reasons behind the time and cost over runs in
execution of the projects, leading to missing the
wood for the trees. Therefore, tools like PERT (Project
Evaluation and Review Technique) and CPM (Critical
Path Method), applied by the contractors for project
planning, execution, review and monitoring, has to be
an integral part of project appraisal and monitoring
mechanism of banks in order to properly identify the
factors behind delay in project implementation and
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to keep track of the costs and time overruns during
the project execution. It is suggested that the above
information may be obtained by the banks as a part
of FFR 1 and FFR Il (Financial Follow up Report) from
the contractors on quarterly basis. This methodology
will enable the banks to shift the excessive focus from
financial data to planning and allocation of resources
in the project and to ascertain the factors/people/
institutions responsible for time and cost overruns so
that timely corrective measures can be initiated.

Infrastructure issues and

challenges

lending by banks,

B Bank credit to infrastructure sector ( Table 6)

1999-2000 72.43

2012-2013 7860.45
Bank funding to infrastructure sector grew by 43.41
percent (CAGR) over the last thirteen years during
1999-2000 to 2012-2013. In March, 2016 bank funding
to infrastructure sector stood at ¥9853 bn.

% of infrastructure finance to gross bank credit
(Table 7)

2001
2013

1.63
13.37

In March, 2015 the % of infrastructure finance to gross
bank credit increased to 15.3%.

B Gross NPAs and
advances to total
advances (Table 8)

restructured standard
infrastructure sector

2009
2013

%121.90 Bn
%1369.70 Bn

4.66 %
17.43%

The stressed advances ratio of infrastructure sector
stood at 16.7% in March, 2016.

Between March 2008 and March 2013 alone, banks'
exposure to infrastructure has grown by more than
three times.
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B According to CRISIL report (August 2012) the
portfolio of restructured loans are to the tune of
1.6 Trillion in 2012 and first quarter of 2013; and
these loans mostly relate to power, infrastructure
and construction activities.

B During 2012-13 the restructured loan portfolio
of Indian banks under CDR (Corporate Debt
Restructuring) mechanism is estimated at ¥710
bn compared to 400 bn in the year 2011-12. The
Gross Non-Performing Advances (GNPA) ratio of
SCBs (scheduled commercial banks) stood at
8.2% in March, 2016.

B Net Non-Performing Advances ratio of SCBs
stood at 4.6% in March, 2016.

As can be seen from the above data, NPAs in
infrastructure lending is one of the main issues faced
by banks currently. The gaps in project appraisal
and monitoring, inability to detect the early warning
signals and excess focus on financial data vis-a-
vis time and costs overruns are some of the major
factors that have an impact on the quality of asset
portfolio in infrastructure lending. These issues have
to be addressed in order to manage the NPAs in infra
lending effectively.

Infrastructure projects are highly technology driven
and becoming more and more complex in nature in
view of rapid changes in technology. Banks run the
risk of excessive dependence on outside agencies to
evaluate the techno economic viability of the projects
unless they enhance the technical skills of their own
staff and nurture and develop adequate expertise
internally. Therefore, human capital adequacy is the
need of the hour to address this future challenge by
the banks. This calls for concerted efforts by the HR
divisions of the banks to devise a methodology to
compute the human capital adequacy by mapping
the actual skill sets of the staff to the required
skills of the job profile, identify the gaps and take
appropriate measures to bridge the same. This also
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requires alignment of the staff training and transfers
to match the job profile and skills and competencies
of the people. These measures will go a long way in
nurturing talent, competencies and gain expertise
in handling complex infrastructure projects by the
banks.

3 Es of Project Management
Economy:

Optimum utilization of the resources is one of the
keys to successful project implementation. Avoiding
wastage of resources and putting the resources to
the best use are the twin operational strategies to
achieve economy in resources utilization.

Efficiency:

Meeting the time schedules in various stages of
project implementation is yet another important factor
for successful completion of the project. Efficiency in
operations (ie., speed and accuracy) is a prerequisite
to ensure adhering to the project timelines and
achieving the milestones.

Effectiveness:

Infrastructure projects have certain basic objectives
like creation of a facility to deliver a service, utility to
the people or provide communication, connectivity
between the regions or facilitate mobility of resources
from one place to another in order to address a need
or remove bottlenecks so that it ultimately results in
greater economic development and better standards
of living of the people. Therefore, effectiveness is a
measure of attainment of these basic objectives on
completion of the project and commencement of its
activities.

Aproject can betermed as successful only when all the
3 Es mentioned above (i.e., Economy, Efficiency and
Effectiveness) are given due weightage in execution
and maintenance of the project. For example if a
project results in costs over run (uneconomical),
then even though there may not be time over runs
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(Efficiency) and the project probably proves to be
useful ( Effectiveness), it does not make the project
successful in the overall analysis since it has become
cost wise expensive. Similarly when a project results
in time over run (inefficiency) even though there may
not be costs over run (Economy) and the project
though proves to be useful (Effectiveness), in the
overall analysis it may lose out from the angle of social
cost benefit analysis more particularly when the time
value of money and notional loss of benefit due to
delay in project implementation are duly factored. In
the same manner, a project may be executed well
within its budget (Economy) and still meets its time
lines in completion (Efficiency) but if it does not serve
its purpose (say for example a fly over constructed
to clear traffic congestion but if it finally results in
more traffic jams or when people prefer not to use
it because a much better alternative route is now
available) then in the final analysis this project would
be a failure.

One can conclude that these 3Es of project
management are crucial for both project execution
as well as maintenance of the same. The operational
strategies in project management covering project
execution and maintenance should primarily focus on
these 3Es so that the project can become successful.

Conclusion

There is a need and vast scope for infrastructure
development in India. However, several projects
though launched ambitiously, are delayed due to
various reasons and the Indian government has set
up a PMG (Project Monitoring Group) in January,
2013 to oversee and ensure speedy implementation
of large value infrastructure projects that are of
national importance. In spite of this initiative by the
Govt., the progress in speedy implementation of the
projects is not very significant. The need of the hour
is to have a strategic approach to identify the factors
that cause delays by actively involving all the stake
holders in project monitoring group (especially in road
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projects) and take the necessary corrective measures
by fixing the responsibility and accountability on the
concerned stake holders. The reasons behind the
delay in execution of the projects that are being
monitored by PMG as well as the people/institutions
responsible for such delays should be displayed on
the public domain by the agencies like- PMG, NHAI
and State Governments concerned. Banks and
financial institutions need to address the gaps in
project appraisal and monitoring and also focus on
nurturing the skill sets of their human capital. Also the
operational strategies of project management should
focus on 3 Es- Economy, Efficiency and Effectiveness
in order to ensure that both project execution and
maintenance are done successfully. The authors
are confident that the strategic approach suggested
in this article would ensure infrastructure projects
(particularly BOT road projects under PPP models)
becoming more successful so that the government
does not take a U turn from PPP models to EPC since
this is neither advisable nor feasible considering the
pros and cons.
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Introduction:

Many younger generation officers are joining the
banks like never ending waves year after year.
Unlike olden days the percentage of people joining
the bank with commerce back ground is becoming
a rare commodity. Now seeing MBAs, Engineering
graduates, etc. are common in the work place. In this
juncture the need for certain basic appraisal functions
of banks and hidden meanings in that process is
well pronounced. Many a times the youngsters are
learning banking through trial and error or turning
the book and leaning the work. Banking being the
backbone of the economy of any country, when we
understand the fundamentals of credit appraisal
in general and term loan appraisal in particular, the
future is bright for the industry and future leaders of
banking.

Term Loan in commercial banks:

The Term Loan as a regular concept is inducted in
the commercial bankers precisely after the landmark
year in the banking industry i.e., 1990-91,the year
of globalization and privatization introduced by Dr.
Manmohan Singh, the then finance minister. Earlier
to that there was a clear cut demarcation between
commercial bankers and term lending institutions.
The banking industry itself was clearly segmented
into Term Lending institutions and Commercial Banks.
The Term Lending institutions were taking care of long
term funding of term loans through their expertise in
this field; the commercial bankers were happy with
their bread and butter, the working capital finance.

* Assistant General Manager (Faculty), Union Bank staff college.
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Term Loan Appraisal with DSCR

Post Liberalization, Privatization and Globalization
(popularly known as LPG), the demarcation of Term
Lending institutions and Commercial Banks were
removed. Introduced amidst this chaos with which
banking industry was going through, the Public Private
Partnership known as BOOT BOT BOLT and in other
various names to fund the infrastructure specifically.
They were opened with a new concept term lending
without actual security except future receivables.
While the regulator Reserve Bank of India, gradually
but steadily removing the clutches of directions and
control, one of the last such decontrol measures viz.
decontrolling the Savings Banks Interest rate was
also introduced.

In the initial period after removal of the barrier between
Term Lending Institutions and Commercial Banks
in their nature of financing the economy, the Term
Lending Institutions started opening commercial
banks and commercial banks took up to Term
Lending in a big way. While the switchover from Term
Lending to Commercial banking was a cake walk for
the term lending institutions, it was a double edged
sword for commercial banks. For Term Lending an
institution with the advantage of computerization
from day one and learning the nuances of working
capital was simpler as they had the experience of
foreseeing the future of the industry while scheduling
their repayment. For commercial banks the peak of
computerization started during this turbulent period
and forecasting for a period of 15 years a normal
repayment for a PPP project was something never
heard of. Further majority of their liabilities were
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demand in nature viz. Current Account and Savings
account (CASA)

In this background, the clear idea of Term Loan
appraisal is more important for the commercial banks
especially the important points about their nature and
how to assess them is highly needed for the young
generation.

What is Term Loan?

A Term Loan is normally for creation of assets and
repayment of which starts with a minimum of 3 years
period. Other than infrastructure and core industries,
the usual repayment period the commercial banks
accustomed with is for 84 months. For any business
entity whether it is Manufacturing, Producing, Trading
and Servicing, the loans are basically converted into
creation of fixed assets and using those fixed assets
to generate profits. To a proper understanding let us
say that this is “Starting”/”Establishing” the business
and “Running” it are two different entities. While all
the term loans sanctioned by banks are generally
for creation of assets, there is a distinct difference
between the term loans. One type of Term Loan is
called Asset Financing and another is called Project
Financing.

The basic difference between Asset Financing and
Project Financing is to be seen in fixing their mode
of repayment. In simple terms if the repayment
is going to be out of existing cash flows, then it is
asset financing and if it is out of future cash flows,
that is going to be generated out of using such assets
created by our Term Loan then it is Project financing.
It can be explained in a simple example of purchasing
a car for personal use and purchasing the same car
for running a taxi business. The repayment is normally
decided by two factors in case of asset financing i.e.,
willingness to pay and capacity to pay whereas in
case of project financing the entire gamut of personal
integrity, technical appraisal, managerial appraisal,
environmental appraisal, financial appraisal,
competition etc.
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This is the prime reason why normally asset financing
is with Equated Monthly Installment (EMI) as an
option and project financing is with moratorium and
repayment of interest and installment separately.
It means only when the profit start accruing in the
business after achieving the Date of Commercial
Production.

What we are going to bother about?

There are plenty of academic books to enlighten
the participants about the various types of appraisal
viz., Personal, Technical, Managerial, Financial,
Environmental appraisals. So, what we are going to
study in this article from a banker’s point of view are
the following:

1) Soft Cost and Hard Cost

2) Subordination of debts other than bank’s term
loan.

3) Difference between Discounted and Non
Discounted methods of repayment, its proper
understanding and from whose point of view
these are important.

4) Clear understanding of DSCR, the fulcrum of the
appraisal when it comes to Project Financing.

5) What actually depreciation is and how it can be
used to siphon off the funds?

1. Soft Cost and Hard Cost

When we see the Cost and Means or Sources and
Uses of a Project, the costs are generally bifurcated
in the following major heads.

¢ Land and Buildings

¢ Plant and Machinery

* Furniture and Fixtures

* Preliminary Expenses

* Pre-Operative Expenses

* Consultancy Costs
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* Contingency
e Interest During Construction
* Margin for Working Capital

When it comes to cost, it is segregated into Hard
and Soft Costs. The difference of these lies in the
nature of security that is available for our security.
It can be said as availability of tangible security as
Prime Security to the bank’s Term Loan. The first
three expenses/investments definitely create an
asset which is tangible. The assets created by other
types of expenses are not generally creating any
tangible assets as security for the banks. In case of
pre-operative expenses, the companies act permits
certain expenses to be capitalized and other than that
the rest of the expenses are not creating any tangible
security. In case of working capital all the security
available for the bank finance is current assets which
by nature of definition are convertible into cash at
short notice. In case of Term Loan the security is
the main concern of the banks when it comes to
tangibility of assets. Since these soft costs do not
generate any tangible assets normally as a banker we
exclude these items from the point of financing them.
This is the prime reason why the margin in the project
is always higher than the stipulated margin, as these
soft costs are to be fully borne by the promoters. The
credit processing officer should not fall in this trap
like asset financing. In asset financing we normally
see the cost and prescribe the margin for the entire
costs. Normally in big projects this will be restricted to
a spread of 3 to 5% with Interest during Construction
at the actuals. In small projects like Start Up India,
the guidelines are in place with a maximum of 25% of
the project cost towards these soft costs. Except for
few corporate houses, normally the big Projects are
never completed within the scheduled date as such it
invariably results in time overrun. When time overrun
happens, it has to result by default in cost overrun.
As a limited recourse, these type of unexpected
expenses are to be financed by the promoters for
which bankers always take a declaration to this effect.
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2. Subordination of debts other than bank’s Term
Loans:

The usual bifurcation of sources or means side of the
project can be divided into three main categories:

* Promoter’s Capital
e Bank’s Term Loan
e QOther secured and unsecured loans

Many business entities which are applying for the Term
Loan are usually in the form of corporate concerns.
It may be private, closely held private, listed private
or public enterprises. There are some business
activities where the entire capital cannot be brought
in as shares. With PPP module, the Special Purpose
Vehicle (SPV) clearly states that once the project is
over and amount recovered then it will be dismantled
at the time of handing over the project assets to the
appropriate government authorities. In specific cases
like this, the capital is always brought in by minimum
capital and rest infused as unsecured loans. The
most important factor the banker has to consider is
the prioritization of the repayments. As long as the
bank’s dues are pending, the promoter should not be
allowed to withdraw his loan. This can be taken care
by stipulating conditions like “Dividend” should not be
declared without prior permission in the initial periods.
The best option to check early removal of profits from
the system towards repayment of unsecured loans
is to subordinate all unsecured loans from friends,
relatives, directors or any other source to our bank’s
term loan. There cannot be any repayment of interest
and/or repayment of unsecured loans when there is a
due for bank’s interest and/or installments.

There is also another drawback played by the
borrowers in projecting these unsecured loans as
Quasi Capital. In case of industries like Commercial
Real Estate where the borrower exits the scene once
the project is over, this request is understandable
and acceptable. This request as routine matter of fact
cannot be accepted by banks. There are certain banks
which have taken proactive and preemptive actions to
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check this menace. Due to practical difficulties when
the amount is introduced as unsecured loan, then
the distribution of profit should be equally towards
repayment of term loan interest and installments
first, then to the owners. In case of regular capital
this can be declared as “dividend” and in the years
where there is no profit is made then it is not possible
to declare “Dividends”. Taking this fundamental
principle into account some bankers introduced that
the unsecured loans to be treated as Quasi Capital
should not rank for any payment of interest. If this
check is not in place, then even without making any
profit in the system, they will be taking out their loan
on priority basis in the name of interest.

3. Discounted and Non discounted methods
of determining repayment or taking back the
investment.

Any term loan by the banks is a long term investment
decision which is beyond doubt. In most of the
cases the maximum contribution towards financial
assistance in the form of term loan is done by the
banks only. Rather it is our investment which is more
in any project compared to the owner’s investment
by way of capital and / or unsecured loan. As such
the psyche of bankers and borrowers are totally poles
apart. The bankers are more bothered about the
repayment of their principal while interest is to be paid
separately over the years. The present money value
concept is taken care by fixing appropriate interest
and tenor premium into interest cost. Resultantly the
bankers prefer Non Discounted method of repayment
fixing. What is Non Discounted Method of repayment
is, we are taking the future cash flows projected as it
is without discounting it to its real value as of today.
Say for example, if the borrower says he will be
making %5 lakhs profit 3 years down the line, we take
that amount as it is. So for the bankers, Debt Service
Coverage Ratio (DSCR) is the prime instrument in
determining the repayment period with appropriate
repayment holiday for principal repayment known
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as “Moratorium” period. If we talk of bankers they
are comfortable with Non Discounted method of
repayment through the dual formulae DSCR and
Fixed Assets Coverage Ratio (FACR).

For the borrower he is more bothered about his
investment in the project and taking back the
investment with acceptable minimum profit after
meeting all his costs. Borrower’s line of thinking is if |
investZ1 lakh in the project then how much future profit
the investment decision gives during the total yielding
period of investment. In other words, if the borrowers
invest 1 lakh today in Reinvestment Certificate and
he gets %2 lakhs as total return over a period of 5
years he is approximately getting 12+% as interest.
To say, %1 lakh today has become %2 lakhs in the
course of 5 years and the value of 32 lakhs in future
is equal to today’s investment of ¥1 lakhs. The yield is
124+%. Assuming the average project cost is working
out to 13% and all the future incomes discounted to
today’s value is marginally equal to the cost then the
unit stands no chance of worth investing. Literally he
discounts all the future income alongwith the residual
value of investment to today’s investment. This is
also called as Internal Rate of Return (IRR). If he is
getting a decent return over and above the average
project cost then there will be an inclination to invest
in the project. Since the borrower is discounting the
future income / profit / cash flows of the project to the
present value of money, this is called as discounted
value of investment.

Though the investment / loan for the project is by both
borrower and banks, the determination of viability of
the unit in terms of loan repayment / taking back the
investment through discounted and non-discounted
methods of repayment are serving varied interests
of the parties involved. It is like chalk and cheese in
comparison. While the method of “Non Discounted”
approach is for bankers, where the return for the bank
is determined by the suitable interest cost including
tenor premium, “Discounted” approach is for the
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borrower to determine whether he is getting real
return by discounting it to today’s value of all future
income.

4. Clear understanding of DSCR formula:

The two formulae for the bankers available to fix the
repayment and ensure proper loan to value ratio
are Debt Service Coverage Ratio (DSCR) and Fixed
Assets Coverage Ratio (FACR). The formula for DSCR
is

DSCR = Profit after Tax(PAT) + Depreciation + Interest on Term

Loan

Installment of Term Loan + Interest on Term Loan

Through this formula the banker is analyzing the profit
generated by the project and whether it is sufficient
to meet the payment obligation of the borrower.
The PAT is without an iota of doubt is the final cash
flow available with the borrower after meeting all his
revenue expenses. The Depreciation is nothing but
a book entry to adjust the books of accounts as per
Accounting Standards to provide for wear and tear
of the plant and machinery. Please note that there is
no depreciation for land which is always appreciating.
The interest on Term Loan is added back. There
are two reasons. In repayment terms it is clearly
mentioned that “Interest” is to be paid for the term
loan as and when debited whereas the installment is
determined after commercial production and accrual
of profits into the system. A question may arise as
to how the borrower is paying the interest till Date
of Commencement of Commercial Operation, the
answer is available in the fact that there is a cost
called “Interest During Construction”. This interest
cost in IDC is to be checked for parlance at the time
of process/disbursement of loan. Since the borrower
is paying the interest after commercial production
alongwith the commencement of principal repayment
only out of real profit accrued in the system, the same
is added back to know the real position of the cash
accruals available as inflows. There is no difference
of opinion when it comes to denominator where both
interest and installment are only outflows. The average
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DSCR is normally expected at 1.5 as average for the
entire repayment period and a minimum DSCR of 1.2
for any particular year. Credit Officer has to remember
another basic fact that average DSCR is averages of
DSCR but Total inflow / Total outflow for the entire
repayment period. DSCR is also not calculated for
the moratorium period, as literally there is no inflow
for the business entity.

Fixed Assets Coverage Ratio is another tool used
extensively by the banker for the entire repayment
period to ensure that the margin which was originally
available at the time of sanction of loan, is maintained
till the repayment of entire time loan.

FACR = (Assets — Depreciation)/Long Term Debt
outstanding (for the assets created out of the Term
Loan)

5. What is Depreciation and how it can be used
for siphoning of the funds:

Depreciation is actually a book entry to account
for the erosion of value of fixed uses. The profit
which is a real cash inflow is debited to the extent
of depreciation and reduced profit is shown. On the
other side to the extent of provided depreciation, the
value of fixed assets is reduced. Though the balance
sheet is tallied, the real profit has never come down.
In other words to know the exact profit generated in
the system in real terms it is always advisable to add
depreciation back to PAT which is giving the true cash
accrual in the system.

Depreciation as per Accounting Standard 6, is
actually an amount debited to P&L account and
permitted to be written off with Fixed Assets value as
per Companies Act to account for erosion of value
in the Fixed Assets due to wear and tear. This may
be by way of Straight line method or Written Down
Value method. A Straight line method in simple
terms is assuming a fixed percentage of depreciation
after assuming the maximum period upto which the
machinery is to be used without replacement. Let
us assume that if the machinery is going to serve
for 5 years after which it needs replacement, then a
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flat 20% depreciation is provided. Supposing if the
machinery will be having a residual value then the
same is reduced to fix the percentage of depreciation.
Written down value method is assuming a fixed
percentage of depreciation till the machinery is
replaced. If a machinery is bought for ¥1,00,000 and
the depreciation percentage is 10% then on first year
it will be provided with the depreciation of 10000,
next year ¥9,000, followed by ¥8100 etc.

While this method is playing a crucial role as per
the Companies Act, it also permits to change the
depreciation method from one to another by the
borrower. By changing the method from Straight line
to WDV his book profit will be boosted up and if he
wants to reduce the profit for tax, then he will change
from WDV to Straight line in bumper years of profit.
In Straight line to WDV excess depreciation provided
is added back to profit and vice versa; in the other
method it reduces the profit. Either way the banker
should be careful while dealing with the Depreciation
not only during the time of processing but also during
subsequent years during the tenure of the term loan.

We should also probe a question; normally we take
into account only Balance Sheet and Profit & Loss
account for deciding the repayment capacity of the
borrower to the Term Loan. Surprisingly in both these
statements, there is no entry called as “Repayment of
Term Loan Installments”. Then the question should
arise, how he is repaying the term loan installments.
If we dissect further, it will be crystal clear that
“Depreciation” is nothing but the repayment of Term
Loan Installments in disguise. Now let us see through
a simple example how this can be manipulated in
taking away the profit from the system.

Let us assume a Term Loan with repayment period of
5 years and at a 20% margin is sanctioned for %5 lakhs
which includes the margin. Now the composition
of the balance sheet at the end of various years is
described as below.

Year O TL FA
Bank’s Term |34,00,000 | Fixed Assets |%5,00,000
Loan

Promoters 1,00,000

Margin

Year 0 TL FA
Year 1 TL FA
Bank’s Term |33,20,000 | Fixed Assets |34,00,000
Loan

Promoters 80,000

Margin

Profit %1,20,000

To %1,00,000 | By %1,00,000
Depreciation Depreciation

Surplus in 20,000

P&L

Year 2 TL FA
Bank’s Term |%2,40,000 | Fixed Assets |%3,00,000
Loan

Promoters 360,000

Margin

Profit %1,60,000

To %1,00,000 |By %1,00,000
Depreciation Depreciation
Accumulated | 380,000

Surplus in

P&L

Year 3 TL FA
Bank’s Term |31,60,000 | Fixed Assets |%2,00,000
Loan

Promoters 40,000

Margin

Profit %1,60,000

To %1,00,000 |By %1,00,000
Depreciation Depreciation
Accumulated | 31,40,000

Surplus in

P&L

Year 4 TL FA
Bank’s Term | 380,000 Fixed Assets |31,00,000
Loan

Promoters 20,000

Margin

Profit 32,00,000

To 31,00,000 | By ¥1,00,000
Depreciation Depreciation
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Year 0 TL FA Year 0 TL FA
Accumulated | ¥2,40,000 Profit %1,60,000
Surplus in To %1,20,000 | By %1,20,000
P&L Depreciation Depreciation
Year 5 TL FA Accumulated | 340,000
Bank's Term | ZNil Fixed Assets | Nil Surplus in
P&L
Loan
= B Year 3 TL FA
promoters ! Bank's Term | 21,60,000 | Fixed Assets | ¥1,40,000
argin

: Loan
Profit %2,40,000 Promoters Z-20,000
To 1,00,000 | By %1,00,000 Margin
Depreciation Depreciation Profit Z1,60,000
Accumulated | %3,80,000 To 31,20,000 | By 1,20,000
Surplus in Depreciation Depreciation
fRGE Accumulated | 280,000

, . . Surplus in

Ideally the promoter’s margin which he would have P&l

inducted by way of Unsecured Loan is reducing in
sync with the bank’s loan. At the end of the five years
he can replace the machinery with the accumulated
surplus in P&L. If the borrower wants to siphon off the
money at a rate faster than the repayment of bank,
of course through legal book entries, then let us see
how it is going to change in the above equation.

Year O TL FA
Bank’s Term |34,00,000 | Fixed Assets |35,00,000
Loan

Promoters %1,00,000

Margin

Year 1 TL FA
Bank’s Term |[3%3,20,000 | Fixed Assets |33,80,000
Loan

Promoters 360,000

Margin

Profit %1,20,000

To 31,20,000 | By 31,20,000
Depreciation Depreciation

Surplus in %0.00

P&L

Year 2 TL FA
Bank’s Term |[32,40,000 | Fixed Assets |32,60,000
Loan

Promoters 320,000

Margin
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Now exactly at the end of three years, he would have
drawn %1,20,000 against his margin of 1,00,000
whereas the term loan outstanding balance will be
%1,60,000. This is only an example how a simple legal
book entry can be used either to repay his margin
faster or his other term loan outstanding faster,
leaving the bank in lurch. Exactly this is where we
have an unwritten rule in fixing the repayment. We
have a golden rule, “When DSCR is high reduce the
repayment period as he is making more profits, if
it is low try to improve the repayment period within
the permissible maximum repayment period making
his DSCR to improve”. Since we are adding back
the Depreciation, a disguise for repayment of Term
Loan, we are exactly able to fix the correct repayment
period.

Conclusion:

As a smart credit processing officer who is dealing with
term loan appraisal, they have to take into account
the above finer points in their mind. The above steps
are not one time measure like processing of a term
loan but a continuous process till the term loan is fully
repaid. Through this we confirm to the borrower that
we are working smart not working hard. This makes
him to work hard to meet the commitments than to
work smart by playing with figures.

v
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Introduction

Academic interest in rural infrastructure could be
traced back to the development economists in the
fifties and sixties like Arthur Lewis, Rosenstein-
Rodan, Ragner Nurkse, Albert Hirschman and
Gunnar Myrdal. The Nobel Laureate, Myrdal, in his
magnum opus Asian Drama: An Inquiry into the
Poverty of Nations (1968), recommends increasing
infrastructure investment in rural areas, especially
in the Indian context.! However, of late, the interest
on rural infrastructure, worldwide, has waned
following the tilt in development focus toward rapid
urbanization. This is evidenced by our Google search
for ‘Rural Infrastructure’ which returned only 11 PDF
documents in a list of 160 entries displayed for the
period 2012 to 2017 (April).

Infrastructure projects, rural or urban, are traditionally
characterized by massive initial investments, long
gestation periods, low returns, and vulnerability to cost
and time overruns. Thus, being risky, infrastructure,
world over, is built and serviced by the government
or public sector. In Development Economics,
infrastructure is referred to as ‘social overhead
capital’. However, over time, with increasing demand
for modern, expensive infrastructure on one hand
and the governments’ commitments to keep fiscal
deficits under leash on the other, private investment
is being allowed in several forms. Commercial banks
also partner in these ventures.

Research Problem

Against the above-mentioned backdrop, the basic
research issue investigated in the paper is: In India,

Financing Rural Infrastructure:
Banks need to change track

how and to what extent bank finance has been utilized
for developing rural infrastructure over time and
assessing who have benefitted or lost in the process.
The paper, based on its findings, also discusses
a few policy issues to make bank financing of rural
infrastructure more effective.

The rest of the paper is structured as follows: Section
1 is devoted to reasoning out several misconceptions
about infrastructure or rural infrastructure including
definitional issues; Section 2 presents a snapshot
of the infrastructure scene in general; Section 3
examines, in depth, the contribution of banks to
fostering rural infrastructure; and Section 4 discusses
the policy implications emerging from the analysis.

Section 1: Basic Conceptual Issues

Although by popularity of usage, the word
‘Infrastructure’ is ranked among top 10% of words,
it is an amorphous term in many ways. This has
resulted in people underrating its potential in the
economy building efforts. Therefore, at the outset, the
word needs some explanation.

Etymologically, the word “infrastructure” is composed
of the Latin prefix “infra”, meaning “below”, and
“structure”. It has been in use in French since 1875
and in English since 1887. Originally used in a military
sense, it meant "The installations that form the basis
for any operation or system'.

While giving a literary meaning of ‘infrastructure’, the
editor of Merriam-Webster adds that “the infrastructure

. include roads, bridges, dams, the water and
sewer systems, railways and subways, airports, and

'As gleaned from “Asian Drama’: The Pursuit of Modernization in India and Indonesia” by Tim Lankester, Asian Affairs, Vol. XXXV, No. Ill,

November 2004.
2 The Online Etymological Dictionary.

* Former Assistant General Manager (Economist), State Bank of India (Strategic Training Unit).
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harbors. These are generally government-built and
publicly owned.”

The academic debate is old and intense. We
concentrate on a few important interpretations,
especially in the context of rural infrastructure.
Lewis (1955) includes public utilities, ports, water
supply and electricity as infrastructure. According
to Hirschman (1958), any infrastructure needs to
satisfy four conditions: (a) the services provided
should facilitate or are basic to economic activity,
(b) the services are usually public goods because
of economic externalities, (c) these services cannot
be imported and (d) these investments tend to
be indivisible or ‘lumpy’. The sixties witnessed, in
addition to the above, emergence of agricultural
research, extension and rural financial institutions
as important components of infrastructure following
realization that agriculture played a critical role in
economic development and agricultural infrastructure
contributed significantly to agricultural growth (de
Vries 1960 and Ishikawa 1967).

Wharton (1967) classifies agricultural infrastructure
into three categories: (a) Capital intensive (irrigation
and public water supply facilities, transport, storage
and processing facilities), (b) Capital extensive
(extension education services, agricultural research,
credit and financial institution) and (c) Institutional
infrastructures (formal and informal education, legal,
political and socio-cultural nature). Wharton is one
among the pioneers who recognized that agricultural
development is determined not only by the
“economic behaviour of the producers,” but also by
the environment, which, according to him, comprises

physical-climatic, socio-cultural and institutional
elements.
Fosu et al. (1995) decompose ‘agricultural

infrastructure’ into as many as 11 components:
irrigation and public access to water, means of

transportation, storage  services, commercial
infrastructure, processing infrastructure, public
services, agricultural research and extension

services, communication and information services,
land conservation services, credit and financial
institutions, and health and education services.

While updating its global rural development strategy
"From Vision to Action", the World Bank (2001)

focuses on rural transport, rural water supply and
sanitation, rural energy, and rural telecommunication
and information. Drawing on rural infrastructure
within the development context of Africa, the strategy
presents the characteristics of rural infrastructure and
the emerging approaches to infrastructure delivery
systems.

Thus, the traditional definition of ‘infrastructure’
encompasses ‘physical’ structures on the ‘surface’
of the earth as well as ‘institutional’ establishments
and arrangements, and therefore, most of the
infrastructure efforts hitherto have concentrated on
these. However, a new genre of infrastructure has
emerged in the wake of dynamic developments in
Information and Communication Technology as also
advancement in Robotics and Artificial Intelligence
(Al). We call this ‘modern’ infrastructure which is
defined to include: (a) the ‘invisible’ infrastructure, i.e.,
‘spectrum’ which is at the root of the digital or mobile
technology revolution® and (b) the trend towards
increasingly exploiting the space above the surface
of the earth for creating infrastructure. For example,
Unmanned Aerial Vehicles (UAVs) - commonly known
as drones - are being increasingly used for transport
of goods insomuch as Amazon intends to have flying
warehouses that will deploy drones to deliver parcels
in minutes, and countries are launching unmanned
cargo space-crafts.

Riding on Robotics and Al, driverless vehicles are
increasingly making inroads, and flying ones are
not far behind. Further, exploration is on for future
use of robots in the creation, inspection, repair and
maintenance of critical infrastructure across broad
domains including civil infrastructure, transport (rail,
road and sea), offshore energy, space and nuclear.
Sooner or later, the rural infrastructure approaches
will be compelled to embrace these unstoppably
growing trends.

Section 2: General Infrastructure Scene in India

It is widely acknowledged that despite several efforts
over the Five-Year Plans in terms of strategies and
outlays, India’s infrastructure status is woeful. In a

3For instance, the JAM (abbreviation for Jan Dhan-Aadhaar-Mobile) trinity of the Government of India initiative to plug the leakages of

government subsidies.
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word, the country’s decision to plunge into big-ticket
infrastructure space sans necessary wherewithal
proved, on net, costly. For instance, the comatose
bank lending today is reckoned as a collateral
damage of the unsustainably high stressed loans in
the infrastructure segment.* The stark reality today
is that, the infrastructure deficit in the country is of
humongous proportion - the plethora of available
estimates varies only in degrees. Nevertheless,
two recent statements by the finance minister Arun
Jaitley are illustrative; first, the existing infrastructure
gap could take nearly two decades to bridge and
second, the estimated unmet need for infrastructure
investment is as high as INR 43 trillion, i.e., USD 646
billion over the next five years, out of which seven-
tenth will be required for developing the power, roads
and urban infrastructure.58

Section 3: Rural Infrastructure

Linkage with Rural
Evidence

Development: Empirical

A bevy of empirical literature related to India and
other countries demonstrate that infrastructure has
large multiplier effects in the economy and improves
agricultural production and productivity. Space
constraint restricts us to present the cross-country
evidences in this regard; however, the summary
findings of a few India-specific scholarly studies
follow. Binswanger et al. (1993), in a study of 13
States, find that investments in rural infrastructure
lower transportation costs, increase farmers’ access
to markets and lead to substantial agricultural
expansion. Besides, better roads reduce transaction
costs of credit services resulting in increased lending
to farmers, higher demand for agricultural inputs and
enhanced crop yields. Investmentin road construction
facilitates market integration, primary education
and technology adoption (Aggarwal 2017). Gulati
(1997) demonstrates the positive impact of irrigation
intensity on the composite index of economic
development at the district level. Thorat and Sirohi
(2002) indicate that transport, power, irrigation and

research infrastructure are four critical components
that significantly influence agricultural productivity.
Barnes and Binswanger (1986) note direct impact of
rural electrification on farm productivity via significant
use of electric pumps by farmers.

The Government Endeavour

As already mentioned, the governments have a
primary role in providing infrastructure facilities. It is
noteworthy that the rural infrastructure development
efforts began right from the First Five-Year Plan, i.e.,
much before its urban counterpart. Moreover, many
rural infrastructure development efforts implicitly
weaved in poverty alleviation as one of their objectives
by way of employing villagers in the construction work
and paying them wages. One such dual-objective
plan dates back to November 2004, when the National
Food for Work Programme was launched with focus on
work relating to water conservation, drought proofing
and land development. The programme is now
subsumed in National Rural Employment Guarantee
Act (NREGA). The Mahatma Gandhi NREGA works
are intended to create permanent assets in the rural
areas for future needs. Also, a special, time-bound
initiative named Bharat Nirman was implemented
during 2005-08 for upgradation of rural infrastructure.

Despite the plans and programmes, rural
infrastructure suffers from several quantitative
and qualitative inadequacies which is reflected

in a “fracture” of the economy akin to the Nobel
Laureate Paul Krugman’s industrialized "core" and an
agricultural "periphery” model (1991). lllustratively,
lack of proper rural infrastructure often manifests in
(a) distress sale of farm products or wastage in rural
areas as against concurrent high food inflation and
shortage in urban areas, (b) massive rural-urban
migration, (c) simultaneous occurrences of floods
and droughts in several regions, (d) constrained
access to safe drinking water and sanitation in rural
areas, (e) high incidence of financial exclusion and
(g) poor standard of electricity supply despite near
total rural electrification.

‘Infrastructure stressed loans ratio stood at 16.7% at March-end 2016. As per the latest available RBI data (as on February 17, 2017),
the outstanding infrastructure advances comprising power, telecommunications, roads and other infrastructure stood at INR 8,984 billion

comprising 34.5% of the gross bank credit to all industries.

SInaugural speech at the second annual meeting of the New Development Bank on April 1, 2017.
8Speech at the inauguration of the regional office of European Investment Bank on March 31, 2017.
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The prominent rural infrastructure programmes
currently in vogue include: Accelerated Irrigation
Benefits Programme, Deen Dayal Upadhyaya Gram
Jyoti Yojana for providing 24x7 uninterrupted power
to all homes, Gramin Bhandaran Yojana for building
scientific storage capacity for farm inputs and outputs
and Pradhan Mantri Gram Sadak Yojana (PMGSY)
for providing good all-weather road connectivity to
“eligible” unconnected habitations.

Banks and Rural Infrastructure Development

The tryst of banks with rural infrastructure dates
back to the introduction of the Priority Sector Loans
(PSL) programme in 1972, with a part of the loans
earmarked for indirect agricultural advances which,
inter alia, included some infrastructure-related
activities’. Besides, small rural transport formed
a part of direct lending under the programme.
However, decomposed data on indirect PSL are not
publicly available to compute the trend in lending for
infrastructure purposes.

The PSL guidelines have undergone several deep
changes in 1979, 1985, 2007, 2012 and 2015. The
modifications incorporated many new activities
from time to time and brought about changes in the
computational framework for the 40% stipulated target,
which together facilitated banks to achieve the same.
However, banks continued to default on reaching
the target due to a multitude of factors which, inter
alia, include diminishing credit absorption capacity
in rural areas, large incidence of default, excessive
politicization including the menace of loan waiver,
cumbersome procedure, fading enthusiasm among
banks, and last but not least, the proclivity to swallow
the ‘bait’ of the Rural Infrastructure Development
Fund (RIDF).

The incidence of non-accomplishment is evidenced
from the self-explicit Chart 1 which presents the
number of PSBs which fell short of the 40% stipulated
target during the 12-year period 2005 to 2016 along

with the actual PSL ratio achieved by all PSBs
together.

Chart 1: PSL Target Achievement -
PSBs' Record

20 60%

15
| 40%

20%
0 -ul 0%
05 06 07 08 09 10 11 12 13 14 15 16

= No. Not Achieved PSL Ratio Achieved (%)

Source: Based on on-line RBI database.

The current version of the PSL programme (2015),
contains three components of infrastructure. First,
Agricultural Infrastructure: (a) construction of storage
facilities (warehouses, market yards, godowns and
silos) including cold storage units/cold storage chains
designed to store agriculture produce/products,
irrespective of their location, (b) soil conservation
and watershed development and (c) plant tissue
culture and agri-biotechnology, seed production,
production of bio-pesticides, bio-fertilizers and vermi
composting. Second, Social Infrastructure: schools,
health care facilities, drinking water facilities and
sanitation facilities in Tier Il to VI centres. Finally,
the Renewable Energy Infrastructure: solar- and
biomass-based power generators, wind mills, micro-
hydel plants and non-conventional energy-based
public utilities like street lighting systems and remote
village electrification.

Rural Infrastructure Development Fund

RIDF has been playing a key role in developing rural
infrastructure. The Fund was set up with NABARD
pursuant to the announcement in the Union Budget
1995-96 speech by the then finance minister Dr.
Manmohan Singh who deplored the pathetic state
of rural infrastructure. As the name suggests, the
objective was to mobilize financial resources to
be dedicated to the development of infrastructure
facilities in the rural areas. RIDF is funded by those

"The distinction between direct and indirect finance under PSL programme has been done away with since 2015.
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banks, which fail to attain the stipulated targets for
lending to the Priority Sector. Every year, the Union
Budget announces the allocation to RIDF after
which RBI prepares the list of bank-wise allocations
based on the PSL shortfall by each bank. RIDF | was
allocated funds from the shortfall in sub-target (18%)
for agriculture under PSL with a ceiling of 1.5% of Net
Bank Credit (NBC). From RIDF Il to XIV, allocations
were made from the shortfall in overall PSL (40%)
and/or agriculture (18%). From RIDF XV onwards,
the allocations are being met out of shortfall from
the overall priority sector and/or agriculture and/or
weaker section (10%).

RIDF lends to the State governments on behalf
of departments or corporations for the proposals
recommended and routed through their finance
departments. Thus, bank funding in the rural areas
is ensured, albeit indirectly, which would otherwise
have been lent to the non-Priority sectors.

Conceptually, it was a win-win arrangement for banks
as well as the State governments; however, whether
the ‘negative-incentive’ to banks, which resulted in
many banks ‘delegating’ their financial intermediation
function vis-a-vis the rural borrowers was, or is still,
warranted is a moot issue. Equally debatable and
worth exploring is why banks could not lend directly
to the States, instead of via NABARD.

Allocations to States are based on the prescribed
criteria taking into consideration: (i) rural population,
(i) geographical area, (iii) composite infrastructure
development index, (iv) utilization index and (v)
inverse of rural credit-deposit ratio.

The interest rates payable to banks on RIDF deposits
as well as loans disbursed from RIDF to States are
linked to the prevailing Bank Rate (BR). The current
position as to the former is given in Table 1. The
lending rate stands at BR minus 1.5 percentage

points (pps).
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Table 1: Interest Rates for RIDF Deposits

Shortfall in Overall PSL Target Rates

Less than 5 pps BR - 2 pps
5 and above but less than 10 pps | BR - 3 pps
10 pps and above BR - 4 pps

Repayment period for RIDF loans is seven years
including the two-year grace period. Interest demand
is raised with quarterly rests and is payable even
during the grace period.

RIDF deposits are included under Schedule 11 -
‘Other Assets’ under the subhead ‘Others’ of the
Balance Sheet of banks and categorized as ‘Held-
to-Maturity’ investments. The deposits are suitably
crafted into computation of Capital to Risk Weighted
Assets Ratio.

RIDF Operations

RIDF, which started with a corpus of INR 20 billion,
initially aimed at rejuvenating the incomplete medium
and minor irrigation, and watershed development
projects. Today, with enlarged focus, it encompasses
36 activities belonging to three broad areas: (a)
Agriculture and allied sectors, (b) Rural connectivity
and (c) Social sector. There have been 21 tranches
of RIDF out of which | to XIV have been closed
and XV to XXI are going on. Funding through RIDF
constitutes almost a fifth of the public investment in
rural infrastructure. Besides, its share in outstanding
liabilities of the States steadily increased during RIDF
I to XXI.

Cumulatively, at March-end 2016, 5,85,660 projects
have been sanctioned involving over INR 2,451 billion.
According to the sectoral break-up presented in Table
2, agriculture (including irrigation) commanded a
lion’s share of nearly 42% followed by roads (over
29%) and social sector projects (15%).
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Table 2: Cumulative Sanction under RIDF

Amount in INR billion)
Projects Sanction
Purpose Share Share in
P 2 in Total Gkt Total

Agriculture 47,039 8.0% 2911 11.9%
(other than
irrigation)
Irrigation 2,94,708 50.3% 730.9 29.8%
sector
Rural Bridges 20,028 3.4% 284.3 11.6%
Rural Roads 1,13,465 19.4% 717.0 29.3%
Social Sector | 1,06,176 18.1% 368.2 15.0%
Power Sector 769 0.1% 25.0 1.0%
Rural 3,475 0.6% 34.5 1.4%
Godowns/
Warehousing
Total 5,85,660 | 100.0% | 2,451.1| 100.0%

Source: Based on NABARD Annual Report, 2015-16. Excludes INR
185 billion sanctioned for Bharat Nirman.

The tranche-wise allocation figures revealed that
between RIDF | and IX the allocations moved up,
but sluggishly, from INR 20 billion to INR 55 billion,
multiplying 2.75 times, whereas between RIDF IX and
XXI the ascent was rather sharp, multiplying over 4.5
times to INR 250 billion.

For the closed tranches, i.e., | to XIV, the utilization
(to phased loans) ratio was 91%. Among the on-
going tranches, the ratio was 84-89% for XV to XIX,
and 178% and 525% respectively for XX and XXI. For
Bharat Nirman, it was 100%.

RIDF disbursements are dotted with regional
skewness: two regions, namely, northern and
southern commanded 53% of the total, whereas the
remaining four regions shared 47%. The central and
north-eastern (including Sikkim) regions received a
paltry nine and four percent respectively.

Performance of RIDF
Qualitative Evidence

NABARD regularly conducts in-house evaluation
studies of the RIDF projects. During 2015-16,
it commissioned 12 impact evaluation studies

in irrigation and rural connectivity sectors in
collaboration with nine institutions of national repute
encompassing nine States. These studies confirm
the salubrious impact of RIDF projects in terms of
“significant gains in rural income levels, diversification
of rural livelihood activities, improvement in quality of
life of the rural population and a greater traction for
rural banking business.”®

Quantitative Evidence

Our analysis covers the 18-month period 1998 to
2016. Data have been sourced from the NABARD
Balance Sheets of various years as reproduced in the
RBI Handbook of Statistics on the Indian Economy,
2015-16. All the data relate to March-end.

Significance of RIDF Deposits

Chart 2 highlights the growing significance of RIDF
deposits in the sources of funds for NABARD.

Chart 1: OMB* and RIDF Deposits in NABARD Liabilities
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*OMB - Open Market Borrowings comprising borrowings
from the central government, money raised via Certificates
of Deposits (CDs), Commercial Papers (CPs), Collateralized
Lending and Borrowing Obligations (CBLO) and term
money. Absolute values on Primary axis and ratios on
Secondary axis.

The two main sources of funds for NABARD were: (a)
OMB and (b) RIDF deposits. At March-end 2016, both
accounted for over half of the funds raised from all
sources, down from a peak of 64.5% at March-end
2014. As can be observed from Chart 1, up to March-
end 2008 the former was more predominant than
the latter, but thereafter, the latter rapidly overtook
the former. As proportion of total liabilities, the ratios
tracked their respective absolute values.

SNABARD Annual Report (2015-16), pp.111.
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In a word, RIDF deposits gradually emerged as the
major source of funds for NABARD perhaps due to
cheapness of these funds vis-a-vis OMB. This aspect
has been analyzed in greater detail later.

The Compound Annual Growth Rates (CAGRs)
for OMB and RIDF deposits over the 18-month
period were close to each other: 23.2% and 22.8%
respectively. However, the period comprises two
distinct phases: (a) 1998 to 2008 when CAGR (OMB)
at 37.3% towered over CAGR (RIDF deposits) at
29.0% and (b) 2008 to 2016 when CAGR in respect
of the latter at 15.5% was over twice that of the former
at 7.7%.

Further, in terms of average per annum, RIDF deposits
stood at nearly INR 392 billion, almost 57% above
that for OMB.

Significance of RIDF Loans

Charts 3 to 5 present the growth trajectories in respect
of three important uses the NABARD resources were
put to.

Chart 3: Refinance’ Chart 4: GLC® Chart 5: RIDF
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*Refinance outstanding (Medium- and Long-term).
GLC$ - General Line of Credit (Short-term). Primary
axis — Amount in INR billion represented by bars.
Secondary axis - Ratio to Total Assets represented by
lines. The dotted lines indicate the exponential trend
lines.

The amount of refinance, GLC and RIDF loans, no
doubt, grew at exponential rates. However, the
growth rate was the highest in respect of RIDF loans
at 20% followed by GLC at 17.7% and refinance at
8.4%. Secondly, in terms of ratio to the total assets,
refinance rapidly dwindled; GLC, though fell initially
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up to 2004, moved up, but sluggishly, from 2005
onwards before crashing in 2016; and RIDF loans,
in contrast, increased significantly and rapidly,
although, it slid from its peak of over 44% attained in
2010 afterwards.

RIDF - Deposits vs. Loans

Chart 6 illustrates the extent of utilization of RIDF
deposits for RIDF loans, on outstanding basis.

Chart 6: RIDF - Deposits vs. Loans
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During 1998 to 2006, the outstanding RIDF loans
outstripped the outstanding RIDF deposits in
the range of INR 0.27 billion to INR 11.68 billion.
Thereafter, in the remaining years (barring 2008 and
2010), the outstanding RIDF deposits far exceeded
the outstanding loans: the excess varying in the
range of INR 14.07 billion to INR 60.58 billion, and,
by and large, displaying an increasing trend over
time. In other words, RIDF deposits were not being
fully utilized for disbursing RIDF loans. One of the
prominent reasons for this phenomenon was the
inability of States to come up with suitable projects as
also arrange for their part of finance.

The gap magnified when cumulated year on year.
On outstanding basis, RIDF loans exceeded RIDF
deposits 11 times during the 18-year period with the
excesses totaling INR 73 billion, and RIDF deposits
exceeded RIDF loans seven times with the excesses
totaling INR 278 billion, which was 3.8 times the
former.
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In terms of yearly average, during 1998 to 2016, the
outstanding RIDF loans were below the outstanding
RIDF deposits by almost three percent, whereas
during 2009-16, the gap widened to almost 4.5%.

Consequently, the ratio of (outstanding) RIDF loans
to deposits, which had reached a peak of 116% at
March-end 2004, dropped almost steadily to a little
over 94% at March-end 2016 after hitting a bottom
of about 93% at March-end of the preceding year.
The YOY variations indicated that the trajectory was
marked by seven ups and 10 downs. The largest fall
was in 2007, when the ratio crashed 910 bps (Chart
7).

Chart 7: RIDF Loans/Deposits Ratio - YOY Variations
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Table 3: Benefit/Cost - NABARD

An Opportunity Benefit-Cost Analysis

The analysis seeks to find answer to, if NABARD
had not received RIDF deposits, then what would
have been its costs/gains from market borrowing
and compare those with the actual rate paid on RIDF
deposits. The same for banks would read as, if banks
had not given RIDF deposits, then what would have
been their costs/gains from alternative channels of
deployment and compare those with the actual rate
received on RIDF deposits. The analysis has been
carried out for the period 2012 to 2016. The actual
rate paid/received by NABARD/banks on RIDF
deposits have been computed by dividing the interest
paid on RIDF deposits in a year by the two-year
(previous year and current year) moving average of
RIDF deposits. [Methodologically, averaging is done
to ensure ‘stock-flow’ compatibility].

Data pertaining to interest paid on RIDF deposits
have been sourced from Schedule 14 of the NABARD
Balance Sheet. The representative rates for the
sources/channels of borrowing/deployment for
NABARD/banks, computed on the basis of figures
available in the RBI on-line database, are mentioned
respectively in Table 3 and Table 4 containing the
results of the analysis.

Source of Borrowing Representative Rate 11-12 12-13 13-14 14-15
Central Government | 10-year G-Sec yield 8.36%@ | 8.16% | 8.34% | 8.33% | 7.74%
CDs Mid-point of annual average of 9.54% | 9.06% | 9.19% | 8.79% | 7.79%
minimum and maximum interest
rates
CPs 11.28% | 11.14% | 10.54% | 10.29% | 9.61%
CBLO Annual average of weighted 8.08% | 6.99%
average rates
Term Money 9.40% | 7.87%| 9.17% | 8.66% | 7.53%
Actual Rate Paid by NABARD on RIDF Deposits 5.70% | 5.74% | 595% | 6.10% | 6.15%

@ Relates to November to March.

Table 3 makes it crystal clear that NABARD received RIDF deposits at substantially lower rates than if it had
gone for market borrowing. Therefore, there were implicit benefits for NABARD.
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Table 4: Benefit/Cost - Banks

Use of Fund Representative Rate 11-12 12-13 13-14 14-15 15-16
Call Money Market Annual average of the weighted 8.13% | 8.08% | 8.35%| 7.96% | 7.03%
average call money rates

Reverse Repo Annual weighted average# 7.01% | 6.97%| 6.55%| 6.93% | 6.04%
Commercial Lending Lending Rate$ 11.93% | 10.38% | 10.75% | 10.13% | 9.50%
Treasury Bills — 91-Day | Annual average of primary yield | 8.79%@ | 8.20% | 8.90% | 8.50% | 7.42%
—182-Day 8.66%@ | 8.17%| 8.86% | 8.53% | 7.46%

- 364-Day 8.47%@ | 8.05% | 8.64% | 8.49% | 7.44%
Actual Rate Received by Banks on RIDF Deposits 5.70% | 5.74% | 5.95% | 6.10% | 6.15%

# Weights used are number of weeks for which the Reverse Repo rate remained unchanged. $ Weighted
average lending rate for agriculture (2011-12 to 2013-14) and mid-point of the range of the lending rate of five
major banks (2014-15 onwards). @ Relates to November to March.

Commercial banks provided RIDF deposits to
NABARD at cheaper rates than if they had deployed
the shortfall amount in other avenues. Therefore, they
did bear an implicit cost. Further, the arrangement
has the potential to make banks complacent against
‘direct’ participation in PSL. No doubt, depositing the
shortfall in RIDF saves banks several non-financial
headaches in terms of processing and follow-up of
loans that require time and manpower which banks
can otherwise utilize for more profitable business
opportunities.

There are implicit costs to borrowers and benefits to
State governments as mentioned below.

Borrowers

Potential PS borrowers lose on two counts: (a) to the
extent banks under-achieve their PSL targets (direct
lending) and (b) to the extent RIDF loans lag RIDF
deposits. It is estimated that in 2015-16 itself, nearly
2.5 million farmers were deprived of PSL from banks
which failed to achieve their PS targets. It may be
argued that since the 40% PSL target is achieved
in aggregate, this should not be a cause for worry;
however, over- and under-achievement by banks lead
to unequal distribution of PSLs across regions, akin
to uneven monsoon rains, temporal or spatial.
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State Governments

State governments benefit because RIDF loans
substitute, to some extent, their expenditure on
rural infrastructure thereby ameliorating their budget
constraints for building rural infrastructure, which
often resulted in sub-optimal utilization of RIDF loans.

Thus, the outcome of RIDF has not been entirely win-
win.

Section 4: Policy Implications

Banks

If farmers’ income is to be doubled by 2022, as
envisaged by the government, banks need to deploy
PSL more ‘directly’, and therefore, it would make
more sense if they contribute less and less to RIDF
and prune the implicit cost borne by them. Perhaps,
the process has begun with the 2015 amendments to
PS guidelines which abolish the distinction between
direct and indirect lending and shift the focus to
infrastructure lending, as already mentioned. As
a result, at March-end 2016, the number of PSBs
defaulting on PSL targets dropped to five from 11
in the preceding year. Besides, during 2015-16,
the outstanding PSL jumped by over 13%, and, as
proportion of NBC, improved by 218 bps to 40.4%.
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However, keeping in view our ‘modern’ infrastructure
argument made in the beginning, the activities for
which rural infrastructure lending under PSL is being
made merit further revision. The immediate need
is to provide more finance for building the digital
infrastructure, which will help the banking system as
well as government accomplish their digitalization
goals. Digital connectivity, besides transport
connectivity, tops the list of “Growth Enablers” in
the NITI Aayog’s 2031-32 Vison, Strategy and Action
Agenda. For instance, banks can provide credit
support to the government’s e-NAM project which
enables online trading of agricultural commodities.
Another instance could be laying of optical fiber
cables, especially in the light of the government’s
BharatNet Project.

Secondly, against the backdrop of benefits
accruing from roads, a part of PSL can be used for
supplementing investments under PMGSY, though it
is a fully centrally-sponsored programme.

Thirdly, infrastructure lending may be provided
to institutions which are engaged in skill building
exercises in rural areas.

Going forward, infrastructure lending under PSL
needs to be enlarged to embrace usage of UAVs
for agricultural purposes as well as activities related
to mitigating the impact of climatic changes on
agriculture. A recent MIT Technology Review paper
identifies six ways in which drones are revolutionizing
agriculture: soil and field analysis, planting, crop
spraying, crop monitoring, irrigation and health
assessment.®

NABARD

Increasing achievement of PS targets by banks in
future will diminish NABARD’s access to relatively
cheap and ample availability of RIDF deposits,
following which the latter must find other cost-effective
sources of funds. Secondly, NABARD may consider
including repayment performance of the States as
a parameter for determining RIDF loans to them.
Thirdly, NABARD will have to restructure the activities

being financed under RIDF to embrace some of the
contemporary infrastructure segments.

Borrowers

Borrowers need to inculcate a culture of financial
discipline in the form of regular repayment of loans.
However, this requires considerable legwork on the
part of banks as well as the government to make
them financially literate so that they understand the
concept of ‘recycling of funds’ which is the basis of
Banking. Political parties should show magnanimity
by abstaining from announcing waivers which pollute
the entire credit environment, failing which the Election
Commission of India should intervene appropriately.

Finally, at the extreme end of the band of options,
one may consider phasing out the PSL programme,
though it will be politically arduous. In fact, the
Narasimham Committee - | (1991) had recommended
for reducing the scope of directed credit under priority
sector from 40% to 10% (Paragraph 3.32) which
was not accepted. However, following economic
rationale, instead of ‘directed’ lending, one should
let the rate of interest be the fulcrum, which, coupled
with availability of investible opportunities, and timely
and adequate credit dispensation should decide
resource allocation. In fact, RBI moved somewhat in
this direction by deregulating all loan rates above INR
2,00,000. Thus, there could be ‘market matching’ in
PSL also.
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Abstract:

As per the S&P Global Ratings, Indian banks’
stressed assets are likely to increase to 15% of
total loans by March end, 2018. Top 50 bad loans
of corporates engages in core and infrastructure
sectors have been identified by Reserve Bank of India
(RBI) who’s over dues are as high as 34.5 lakh crore
forming 85 percent of the total bad loans of public
sector banks. Recognizing this growing concern of
the banking industry and recovery measures to be
undertaken on a war footing, the Government has
recently come out with an ordinance on NPA Loan
Policy Resolution. The ordinance aims at amending
two laws namely, the Banking Regulation (BR) Act,
1949 to tackle the menace of massive stressed assets
in the banking system granting more specific powers
to the RBI and the Prevention of Corruption (PCA)
Act ,1988 to encourage bankers to take commercially
bold decisions, especially on haircuts on toxic assets,
without fear of subsequent prosecution. As follow
up of the ordinance, the RBI has issued a directive
bringing certain changes to the existing regulations
on dealing with stressed assets, besides planning to
reconstitute the over sight committees and exploring
the feasibility of rating assignments being determined
by itself. Many more initiatives are expected from
RBI to resolve top 35-40 stressed assets. While
the ordinance is far superior to earlier initiatives
to resolve stressed assets in terms of its unique
provisions and proposed arrangements proposed by
RBI and Government, its success in implementation

*Professor (Retd), NIBM, Pune.
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Bad Loans in Infrastructure Sector and
Ordinance on New NPA Resolution Policy

depends on coordination among all stakeholders
including banks, Asset Reconstruction Companies,
rating agencies, Insolvency and Bankruptcy Board of
India and PE firms. In this context, it is necessary to
develop a fair understanding of the ordinance by all
stakeholders dealing resolution of corporate stressed
assets in core and infrastructure sectors. Towards
this end, the present article makes an overview of the
ordinance to deal with mega bad loans.

Introduction:

Gross Non- Performing Assets (NPAs) of just 37 listed
banks were as high as ¥ 7.1 lakh crores as at March
end, 2017 as against ¥ 5.7 lakh crores in the last
year (1). About 50 top stressed corporate accounts,
mostly engaged in core and infrastructure sectors,
have been identified by Reserve Bank of India (RBI)
as being under the watch list of the Government.
The total loan amount due from these top stressed
assets is around X 4.5 lakh crore which is almost
85 percent of the total bad loans of public sector
banks(PSBs). Hence, both RBI and Government
have taken several measures since 2002, starting
with setting up of Asset Reconstruction Companies
(ARCs) for purchase of bad loans, making
amendments in Corporate Debt Restructuring(CDR)
mechanism after accepting recommendations of the
Mahapatra Working Group, installing a framework
for monitoring of Special Mention Accounts (SMAs),
coming out with Flexible Restructuring of Long Term
Project (5/25) scheme, introducing Special Debt
Restructuring (SDR) scheme, initiating Scheme for
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Sustainable Structuring of Stressed Assets (s4a),
enacting Insolvency Bankruptcy Code (IBC) etc.
Despite these and many other measures, the level of
NPAs in corporate and infrastructure sectors is now
unprecedented. Appreciating this growing concern of
banks, the Government has now come out with an
Ordinance on NPA Policy Resolution which seems
to be an effective tool by granting more powers to
RBI and also building up confidence in the minds of
bankers in taking decisions on huge write off/ write
downs as part of resolution of mega problematic
projects. Although this is considered to be a onetime
exercise to resolve mega top stressed loan assets,
the Ordinance is expected to create a conducive
environment for further lending to other corporate and
infrastructure projects. In view of the new era to begin
with the introduction of Ordinance, it is necessary for
bankers at this stage to develop a fair understanding
of the new Ordinance by going through its historical
background, initiatives taken by RBI and Government
during the recent past, features and likely impact of
the Ordinance. Towards the end, the present article
makes an overview and offers suggestions for effective
implementation of the Ordinance. To begin with, let
us study the need for introduction of Ordinance.

Mounting Bank Over dues from Corporates -
Historical Background:

For better understanding of non-performing assets
(NPAs) resolution of corporate and infrastructure
projects in India, it is necessary to study the origin
of NPA problem for which reference to Economic
Survey 2016-17 report is more appropriate, sharing
certain interesting piece of information. The origin
of the NPA problem arose when decisions taken by
corporates, mostly engaged in core (industrial and
service) and infrastructure sectors, based on a set of
assumptions went wrong during the mid-2000s. To
elaborate, during that period, economies all over the
world were maintaining high GDP growth which was
around 9-10 percent per annum and, India was no
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exception to this. Consequently, corporate profitability
in India was very much impressive. So, the corporates
started hiring labour aggressively for expansion and
diversification of business activities which in turn sent
wages soaring. Encouraged from high GDP growth,
corporates also launched new and mega projects
particularly in infrastructure-related areas such as
power generation & steel, and telecoms, setting off
the biggest investment boom in the country’s history.
In the span of just three years running from 2004-
05 to 2008-09, the amount of non-food bank credit
was doubled. It was also observed that corporates
were highly debt burdened to take advantage of
anticipated growing business opportunities. But
assumptions made for forecasting higher growth
did not materialize. As corporates were taking on
more risk, things started to go wrong. Cost soared
far above the budgeted level, as securing land and
environmental clearances for infrastructure projects
proved much more difficult and time consuming
than expected. At the same time, budgeted revenue
collapsed after the Global Financial Crisis (GFC);
projects that had been built around the assumption
that growth would continue at double-digit levels
were suddenly confronted with growth rates half that
level. As if these problems were not enough, financing
costs also increased sharply. Corporates that
borrowed domestically suffered when the Reserve
Bank of India (RBI) increased interest rates to contain
double digit inflation. Further, the corporates that had
borrowed abroad when the rupee was trading around
T40/dollar were hit hard when the rupee depreciated,
forcing them to repay their debts at exchange rate
closer to ¥60-70/dollar. Thus, high direct cost, low
revenue and increasing financing cost squeezed
corporate cash flow, quickly leading to debt servicing
problems and thereby banks witnessing high level of
NPAs in corporate sector(2).To resolve NPA problems
relating to corporate and infrastructure projects , both
Reserve Bank of India ( RBI) and Government took
initiatives, calling for a review.
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Initiatives taken by RBI and Government to
Resolve Bad Loans from Corporates - A Review:

To start with, the RBI introduced CDR mechanism
in 2002 to give corporates more time to repay. To
elaborate, debt restructuring refers to reallocation of
resources or change in the terms of past and future
loans involving reduction in interest rates, waiver
of penal charges, re-scheduling of unpaid loan
installments, conversion of irregularity in cash credit
into working capital term loan (WCTL), sanctioning of
fresh loan etc. For infrastructure projects, additional
concessions were offered in terms of reduction in
provisions to be made. Thus, CDR mechanism is an
adjustment made by both the debtor and the creditor
to smooth out temporary difficulties in loan repayment
by entering into Debtor Creditors Agreement (DCA).
It is also an arrangement among the creditors to
assist cash troubled corporates by entering into Inter
Creditors Agreement (ICA). Appreciating relevance
of CDR mechanism, the RBI made changes in
it in the wake of the Mahapatra Working Group
recommendations. Thus, if the CDR process is to
be judged from an independent perspective, it is a
beneficial process which endeavors to help viable
corporates to come out of financial crisis which may be
faced by them due to several external factors and also
creditors to recover their dues by debt restructuring.
Though the CDR mechanism is well designed and
amended from time to time, the financial position of the
stressed corporates continued to deteriorate despite
restructuring. Hardly 15 percent of corporates came
out of CDR successfully (3). Therefore, the RBI thought
of other measures to resolve NPAs. In this context, in
the same year, ARCs were allowed to be set up in
the private sector under SARFAESI Act, hoping that
they would buy up the bad loans of the commercial
banks. In that way, there could be an efficient division
of labour, as banks could resume focusing on their
traditional deposit-and-loan operations. This strategy,
however, has had only limited success. By now, as
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many as 16 ARCs have been created, but they have
solved only a small portion of the problem, buying
up only about 5 percent of total NPAs at book value
(Economic Survey 2016-17). The problem is that
ARCs have found it difficult to recover much from the
debtors. Hence, they have only been able to offer
low prices to banks. Further, it is disheartening to
note that just half of the SRs issued were redeemed
completely by ARCs, indicating, liquidity problems of
ARCs on account mismatch in cash flows due to slow
loan recovery(4).

While efforts were on to resolve bad loan, the RBI
paid attention to arresting slippage in loan asset
quality and undertake timely preventive action by
strengthening credit monitoring system in banks. In
February 2014, the RBI came out with a Framework
to monitor SMAs more effectively (5). Under the
Framework, Standard Assets are classified into three
categories : SMA-0, SMA-1 and SMA-2 based on
the period of default of up to 30 days, 31-60 days
and 61-90 days respectively. Under the Framework.
lenders are asked to form Joint Lenders Forum (JLF)
and prepare Corrective Action Plan (CAP) for SMA-2
accounts with a total debt of more than ¥100 crores.
For restructuring of debt of more than I500 crores,
Technical Evaluation Viability (TEV) study should
be prepared by professional agencies identified by
Indian Banks association (IBA) and approved by JLF
creditors with super majority of more than 75 percent
of value (total debt)and 60 percent of creditors
in number. Based on reduction in slippage in the
asset quality during the recent past, this Framework
has come to stay and is found to be a useful tool
for monitoring of SMAs. But the age old high value
NPAs from corporates continued to remain in the
books of banks due to difficulties in resolving them
through legal measures. Therefore in July 2014, the
RBI introduced 5/25 scheme which involves flexible
structuring of long term project loans to infrastructure
and core-sector industries (6). Under the scheme,
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banks can extend a loan for a period of 20-25 years
in such a way that it matches with the cash flows. The
term 5/25 is used since the loan, with maturity up to
25 years, would be subject to refinancing every 5
years. However, both lenders and the borrowers have
to adhere to certain conditions which were found to
be difficult to fulfill. Consequently, there is hesitancy
on the part of banks to associate with such long term
projects due to their perception of high credit risk.

As a next step towards strengthening the NPA
resolution, in June 2015, the RBI introduced SDR
to bypass legal hurdles faced by the bank while
taking over a defaulting company by converting part
/ full of its debt into equity to acquire management
control and finding a new buyer for equity holding
within 18 months. However, if the bank does not get
the new buyer during the period, the asset has to
be classified as an NPA(7). After introduction of this
scheme in few cases, very soon banks realized that
the period of 18 months was too short to comply
with the requirements. Further for resolution of large
corporate accounts which are facing severe financial
difficulties, it also requires coordinated deep financial
restructuring which calls for a substantial write-down
of debt and/or making large provisions towards bank
sacrifice. Hence, banks made a representation to RBI
for allowing more time to write down the debt and
make the required provisions in cases of resolution
of large core and infrastructure projects, which was
not considered. As a result of this, while two dozen
cases were entered into negotiations under SDR,
only two cases have actually been concluded as
of end-December 2016 (Economic Survey 2016-
17). Appreciating difficulties faced by banks in
implementing in SDR with special reference to
acquiring management control, in June 2016 the RBI
came out with yet another measure i.e. s4ato facilitate
the resolution of large accounts (8). For being eligible
for resolution of large accounts under the scheme,
certain conditions need to be fulfilled which include
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: (i) The project must have commenced commercial
operations.(ii) The aggregate exposure should be
more than ¥500 crores. (iii)The debt should meet the
requirement of test of sustainability of debti.e. a portion
of total debt can be serviced over the same tenor as
that of the existing facilities even if the future cash flows
remain at their current level and, (iv) The sustainable
debt should not be less than 50 percent of current
funded liabilities. Under the Resolution Plan, it is not
necessary to change the management. Regarding
formalities, the JLF shall, after an independent TEV,
bifurcate the total bank debt of the borrower into
two parts: Part A debt ( subordinated debt) and Part
B debt i.e. total debt minus Part A debt. For Part A
debt, there will be no fresh moratorium granted on
interest or principal repayment and extension of the
repayment schedule or reduction in the interest rate.
Part B debt shall be converted into equity/redeemable
cumulative optionally convertible preference shares,
the fair value needs to be calculated by following
the prescribed methodologies. JLF shall engage
the services of credible professional agencies to
conduct the TEV and prepare the resolution plan.
The resolution plan should be agreed upon by a
super majority i.e. minimum of 75 percent of lenders
by value and 60 percent of lenders by number. At
individual bank level, the bifurcation into Part A debt
and Part B debt shall be in the proportion of Part A
debt to Part B debt at the aggregate level. Overseeing
Committees (OCs), comprising eminent persons were
also constituted by Indian Banks Association (IBA) in
consultation with RBI. The resolution plan shall be
submitted by the JLF to the OC which will review the
processes involved in preparation of the resolution
plan etc. for reasonableness and adherence to the
provisions of these guidelines, and opine on it. The
success of s4a , however, has been limited due to
several reasons and one of them is delay in decision
making by JLF due to failure to fulfill the super
majority criterions for approval of Corrective Action
Plan ( CAP) by lenders . Hence, the RBI subsequently
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reduced the minimum stake of creditors for super
majority from 75 percent to 60 percent by value and
from 60 percent to 50 percent by number (9). Under
s4a, hardly only one case been cleared by National
Company Law Tribunal (Economic Survey 2016-17).
Hence to facilitate the process NPA resolution, it was
felt necessary to undertake a more serious measure
to enact a new law..

Insolvency and Bankruptcy Code was enacted in
2016 since there was no single law that deals with
insolvency and bankruptcy in India for individuals
and corporates. A timeline of 180 days which can
be extended by another 90 days, in all 270 days, by
the adjudicating authority in exceptional cases, for
dealing with applications of insolvency resolution. The
IBC envisages a competitive industry of insolvency
professionals, insolvency professional agencies
and information utilities. These will be regulated
by an insolvency regulator namely, Insolvency
and Bankruptcy Board of India (IBBI), to regulate
insolvency professionals and agencies (9). Regarding
the process is concerned, during the insolvency
resolution period of 180/270 days, the management
control will be passed on to a resolution professional
who will come up with an insolvency resolution plan
which has to be approved by lenders with super
majority and also by the adjudicating authority. If
rejected, the adjudicating authority will order for
liquidation. Under the OBC , Debt Recovery Tribunal
(DRT) and National Company Law Tribunal (NCLT) are
deployed as the adjudicating authority. While NCLT
will deal with rehabilitation and restructuring matters,
DRT will look after loan recovery if not found feasible
for rehabilitation and restructuring. About the process
to be adopted during the period of 180/270 days, the
regulatory authority appoints the administrator to take
the control of the assets and management of the firm
and prepare a resolution proposal about information
asymmetry between creditors and debtors about the
financial status of the company, it is proposed to set
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up an industry of information utilities so that decision
on turnaround strategy or bankruptcy shall be taken
up quickly. It is also proposed to strengthen DRTs
since they are already overburdened with insolvency
cases by increasing their number. Further, secured
creditors with more than 75 percent share in total
debt will be allowed to file an application for the
rescue of the company at a sufficiently early stage,
rather than wait for the same to have defaulted on 50
per cent of its outstanding debt, as currently provided
for in the Companies Act, 2013. Even unsecured
creditors representing 25 per cent of the total debt
shall be allowed to initiate rescue proceedings
against the debtor company. Further, workers will get
last one year’s salary first and then payments shall
be made to secured lenders, followed by others.
Lastly, all existing laws that deal with insolvency of
registered entities will be removed and replaced by
this single Code. Since the regulatory authority has
just begun its functioning, NPA resolution of projects
in core and infrastructure sectors under IBC can not
be expected in a big way in the near future. Hence,
the Government thought it to appropriate to amend
existing Debt Recovery Laws, while execution under
IBC will continue.

Debt Recovery Laws requiring amendments include:
Securitization and Reconstruction of Financial Assets
and Enforcement of Security Interest ( SARFAESI)
Act 2002, Recovery of Debts Due to Banks and
Financial Institutions (RDDBFI) Act- 1993, Indian
Stamp Duty Act- 1899 and Depositories Act- 1996.
In May 2016, the Enforcement of Security Interest
and Recovery of Debt Laws and Miscellaneous
Provisions (Amendment) Bill, 2016 was cleared by
the Parliament to amend Debt Recovery Laws (11)
Under SARFAESI Act, RBI will conduct inspection of
the ARCs annually. Central Registry will record details
of all secured assets to avoid multiple finance against
the same property. More importantly, priority will be
given to bank dues over all other debts and claims
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. Lastly, foreign investor shall sponsor an ARC after
observing fit and proper’ norms of RBI. All these
amendments are expected to ensure more recovery
under the Act. Under RDDBFI Act, time for filing an
appeal to the Appellate Debt Recovery Tribunal
(DRAT) is cut from 45 days to 30 days. Similarly for
appeal, the deposit amount of 50% of bank dues by
the aggrieved borrower is cut down to 25%. These
would reduce the time involved in disposal of DRT
cases. Regarding Indian Stamp Act, sale of assets to
ARCs is exempted for payment of stamp duties which
was one of major constraints in promoting business
of ARCs.. Regarding miscellaneous amendments ,
banks shall provide further time to the borrowers to
pay dues if 25% of the same is paid. Protection will
be provided to any officer of banks , RBI, Central
Registry etc. for action taken in good faith.

To sum up, despite various initiatives taken , banks
have continued to witness a very high level of
stressed assets particularly in core and infrastructure
sectors .The problem is simply that initiatives like
SDR, s4a and IBC are new, and financial restructuring
negotiations under these mechanisms inevitably take
some time. But the country cannot wait till then since
over dues from the corporates are mounting. Hence,
the Government thought it inevitable to come out
with an Ordinance on New NPA Resolution Policy in
May 2017 to resolve the age old high value corporate
NPAs once for all.

Features of Ordinance :

The Ordinance aims at amending two laws namely,
the Banking Regulation (BR) Act, 1949 to tackle the
menace of massive stressed assets in the banking
system granting more specific powers to the RBI
and the Prevention of Corruption (PCA) Act ,1988
to encourage bankers to take commercially bold
decisions, especially on haircuts on toxic assets,
without fear of subsequent prosecution(12). To state
specific amendments to BR Act, a new Section i.e.
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35AAis inserted to empower the government to
authorize the RBI to issue directions to banks as it
deems fit to initiate insolvency process in case of
a default under the provisions of the IBC . Further,
another section i.e. Section 35AB is included in
the Act to grant power to the RBI to specify one or
more authorities or committees (called as Oversight
Committees- OCs) to advise banks on resolution of
stressed assets. These OCs will be able to help banks
in decision-making and also to monitor the progress
in resolving stressed assets (gross non-performing
assets and restructured standard advances).Thus, the
central bank could monitor specific cases, especially
the more difficult ones in core and infrastructure
sectors , even when the resolution process through
the IBC is under way. Bankers could also pursue the
IBC mechanism more vigorously if other mechanisms
to deal with the NPA issue does not succeed.
Immediately upon the promulgation of the Ordinance
on May 22, 2017, the Reserve Bank issued a directive
bringing certain changes to the existing regulations
on dealing with stressed assets. It was clarified that
CAP also includes flexible restructuring, SDR and
sd4a. With a view to facilitate decision making in the
JLF, the consent required for approval of a proposal
is now changed to 60 percent by value instead of
75 percent earlier, while keeping that number at
50 percent. Banks who were in the minority on the
proposal approved by the JLF are required to either
exit by complying with the substitution rules within
the stipulated time or adhere to the decision of the
JLF. Participating banks have been mandated to
implement the decision of JLF without any additional
conditionality. Lastly, the Boards of banks were
advised to empower their executives to implement
JLF decisions without further reference to them. The
RBI has made clear to the banks that non-adherence
would invite enforcement actions. It has also been
decided to reconstitute the OC under the aegis of
the RBI and enlarge it to include more members
so that the OC can constitute requisite benches to
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deal with the volume of cases referred to it. While the
current members will continue in the reconstituted
OC, names of a few more will be announced soon.
The RBI is planning to expand the scope of cases
to be referred to the OC beyond those under s4a as
required currently. It is also working on a framework to
facilitate an objective and consistent decision making
process with regard to cases that may be determined
for reference for resolution under the IBC. The RBI
has already sought information on the current status
of the large stressed assets from the banks. It would
also be constituting a Committee comprising majorly
of its independent Board Members to advise it in this
matter. The current guidelines on restructuring are
under examination for such modifications as may
be necessary to resolve the large stressed assets
in the banking system in a value optimizing manner.
This envisages an important role for the credit rating
agencies in the scheme of things and, with a view to
preventing rating-shopping or any conflict of interest,
is exploring the feasibility of rating assignments being
determined by the RBI itself and paid for from a fund
to be created out of contribution from the banks
and the central bank. More importantly, this calls
for coordination with and cooperation from several
stakeholders including banks, ARCs, rating agencies,
IBBI and PE firms. In this regard, the RBI will make
further arrangements.

Likely Impact of Ordinance:

With the introduction of the Ordinance, banks
would be able to identify NPAs early and initiate
loan recovery proceedings without waiting for an
account to be formally classified as non-performing.
Under the present RBI prudential guidelines on
asset classification, an advance becomes non-
performing when interest or installment of principal
remains overdue for more than 90 days. But under
the Ordinance, the default will be considered as
per bankruptcy law, which means if the payment
is missed, it turns into a default the next day itself.
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Further, it would enhance transparency in NPA
resolution of high value NPAs since RBI and OCs will
be directly engaged in NPA resolution and monitoring
the performance of JLF. This would also improve the
quality of NPA resolution which will be performed the
guidance of RBI and OCs by ensuring collective and
coordinated efforts. In view of the long drawn process
involved in NPA resolution particularly in core and
infrastructure sectors, it is unlikely that the recovery
mechanism will improve substantially this year only,
but credit growth will certainly pick up due to better
quality NPA resolution. Similarly, this pick up in credit
growth would bring down the share of bad loans as a
percentage of total advances. Further, it is quite likely
that the next fiscal i.e. 2018 would be much better
in terms of asset quality than the current fiscal 2017.
It seems that the government is all out war against
NPAs in core and infrastructure sectors which will
help in cleaning the balance sheet of state- owned
banks and expedite fund raising via markets to meet
the global Basel lll capital adequacy norms. As part
of NPA resolution plan, the RBI proposes to involve
rating agencies to rate assets charged and assess
viability of the project. It is also exploring the feasibility
of rating assignments being determined by the itself
and these rating agencies would be paid from a fund
to be created out of contributions from the banks and
the RBI. With the central bank paying for the rating
engagement, it would give space for independent
opinion to avoid problems in information disclosure
by the company. Thus, the Ordinance would produce
many more benefits being a very effective mechanism
for NPA resolution in core and infrastructure sectors. .

Suggestions:

With the RBI directly is coming into the picture in
NPA resolution besides being a regulator, it will also
have to play a role of a banker to take decisions on
commercial considerations. Similarly, the success of
NPA resolution will depend on the selection of the
members of the OCs, based on professional expertise
and sufficient experience in commercial banking
with special reference to sanction and loan recovery
of mega and infrastructure projects. In the wake of
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resolving high value NPAs, it is necessary for banks
and also for RBI to set a target for loan recovery from
mega NPA borrowers for each of the next 3-5 years so
that it is possible to review achievements periodically.
Further, the time consumed in making NPA resolution
decisions relating to IBC is critical because if it is done
in a piecemeal fashion the measures considered for
resolution may not produce desired results. Hence,
timelines need to be fixed for processes under the
bankruptcy law to be competed timely, besides
ensuring coordinated efforts. It is also important
that the back-end infrastructure should be in place.
In this regard, RBI should have enough manpower
to handle matters concerning NPA resolution under
the Ordinance. Similarly, the legal system should be
well equipped to take on this challenge by ensuring
early disposal of cases. If we are targeting only the
top 35-40 defaulters in core and infrastructure sectors
, then the job may be easier. But if all mega NPAs to
be addressed, a planned approach is called for and,
implementation should be done in a true spirit by
involving all stakeholders.

Conclusion:

For RBI, the Ordinance is an additional tool available
to take a targeted approach and deal with the top 35-
40 non-performing assets in core and infrastructure
projects that can be resolved quickly. It can break
the deadlock and get the banking system to gain
further by resolving bad loans. The OC can use
its powers to restart the process of NPA resolution
more professionally with due respect to compliance
and get rid of the old problem when bankers were
afraid of investigations against them in deciding
huge debt write off / write down. The government’s
approach towards resolving the issue of NPAs has
been remarkable and the various schemes brought
out are part of the fine-tuning mechanism where
lessons of the failure of the existing mechanisms
have been improvised. The present dispensation
appears to have reached the so-called last mile and
definitely looks superior to the other attempts. But the
execution would have to be planned meticulously to
move towards a successful conclusion. The RBI is
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also working on a framework to facilitate an objective
and consistent decision making process for cases
that may be determined for reference for resolution
under the IBC. As per news reports, the Reserve
Bank has already sought information on the current
status of the large stressed assets from the banks.
It would also be constituting a committee comprised
majorly of its independent board members to advise
on the subject(13). The success in implementation of
the Ordinance would require coordination among all
stakeholders including banks, ARCs, rating agencies,
IBBI and PE firms. Thus, the challenge is to effectively
implement the Ordinance . Quite likely, we have a
long way to go in this regard.
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= 31. HTHhd T+

deheileh, SINTEH IR IRadeT &I T & [ah
& &l Yge] AT ST Fehal g STderd aramg & o
gielar & THTH &3 YR Sgeicl Taegehdl
& URUET H A, dhelled Ud TGRThdl
& FAFIT & YR W g ¢ 3R i
aRacl & WY AT iU td JHead
@?g@@ﬁ%lmaamﬁé’?msﬁsﬁ
Ufagriae agerndl, aRadel & 3rgdl d8 W
g1 Tg SfReT derelier & 37T SEaTd T & 3T
g T 31TeT dfeher Tar fohelr-a-fhely &9 & 24x7
3UcleY §| 3 Scordl, YRadr & Sfher Jar
# & U 7T dearg IR & © 8, oaa
3H SToIdT o ATI-ATY ST ST FYcgaedr &Y
amanfead & W ¢

g7 Tl 3@ a2y @ 9T § & el
FATGEAT HI Ugell UgAlT & Addr g
3dfcaaEyT, FifF g Fl O F YaE
T & &1 @1y &), ¢ i F-cggeAr
P o vaw A ¥ SN s
srfegaedr R & [a@a g & 37
3R g W}, TeT ARG Rl rdeawar
Td ATcIlel SHGEAT I Thishd el W SN
fear @1 &1 WA riegawdr A canfEes
HeT Irfer Sf9e/hise H18 & waer W SR fear

» GRES YEUF (TS HNIeeed dF 3i1F FiAT
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ST T@T §| gar aet o corfeeeh Hal & SEATe
A afte giaur &1 3egea war g1 s @
Adrer § & 3 gt d& g Tarieesd
Hal YT el W SR & @ &1 FAhar & e
fPT S arer dd-¢oT & v off s st v
3YANT TPMAR dedl S &l gl So1 T3 &
ThATT AR §: MYl a1 & collifesh Hal
T Soleliolh Hal, dedideh Hal & Holed
Ahed g T W &l

AT 08 AdeR, 2016 H Hg TIHR aRT
HSTRR, FleTed 3R FAERT ST AT
¥ TCHERT T &g DT H T e
IT IEINY Asel A &g o Alesdl o Sfeher
Q4T &7 Tk 747 & 9 fHar &1 g2r #F 1000
3R 500 FIT & Al o gl W & NP A
gsehy @ fAues 7 dfFr & & SRR ffAeT
feme B Seady $r aofg & 9IEr T gAEAT
q SET W Shetar & Y corfees Hal & &9
# e Aoy @ am IE #ror ¥ 6
WHR M 38 [AheT &l HIA W e
ST W ¥ W, 36 FA F 7 a3 gt
g1 93 et # A conlesd AG F de §
eifthel BIC Xt 3R amefoT &3t & oot 373fY
Y sH% STAATT ¥ FRIT &1 THR o Sfhar
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¥ ST &S Agcareniall ATSTI3i T YEIHTT
g, o a® 31\ Sorar @1 dfeher i gEguRT |
SIST ST Heh| $He dMds[g HIRA H CToliecesh
G BT SeA-STe1 I TgaTel & forw 37 g a2y
gAtfaar g1 Argex 81T & faaqwat & Horfe,
Tellieesh T g1 a1 Y 8ol dley - 3o
el H e S FIaT v grufAs ST g
3Teh AHT & STHRT & Hdldeh CATEeh
Aol &1 guffAe Sd waA, w5 w e
a7, 3Tt geele TIs AR FIaT & hrod
g1 3R wHRIT FareE H qfd gelr o agd
g &1, o & F ol ST 3 TN
vl & Harled, sas gAT § F$ a9
gAtfoal S g5 &1 W A o i ogw
a5 giaur & i SEl H SEEes A
RIS §| ST ISt & AT A el & ST
TeH 974G Al §, Confeesd Hal WA
O faeard =gl A TUT SEY FST e TR
dr Hifrar @aT| coffes Har ool gl olel-
&l & U glaulolls HIEIH gl AT g,
WS U SITATSl Sef HIST & ATIH TAT
g4l # U 9O HHEAT g1 38 d6d TN &
AY-AY 388 S @A o ded o W@ 2l
T 3G # §H 3udeFd dofgl @l faear &
HHASTT T I AT
CATRECH HGT HT HHA FEAATA

ST A ¥ IWER ey T dfFer
gﬁmq§ulﬁ & dTasig 4 # sfae 3t *fse
HS T STIATT A Tl T HEAT HH g
HARAT RAd deh &1 veh ROIC & Hdrigsh a¥

48 April - June 2017

2016 T YEITA deh M H FIHIA 23 F3
$isc HIS u.w%m%gﬁzmaﬁrc@
64 FHS AN TF & g1 Hidhst § T & &
cenf¥esd Hal #1 T AT B

25 HrEdy AT dF F I

RAE & s #Ra & 75 GrEdr oer d5
TIaaRS & St & dfFer Jar &1 gcmeT &
T dF # e 40T e 3R STHT A
& dR W SEAATT X gl 08 H 31 §&ar
ﬁmaﬁmmﬁwmm
aﬁaﬁﬁ%lmﬁaﬁa’r@n%mﬁaﬂ
Wﬁsﬁawﬁwﬁml 500 3R
1000 & ATl I deoldlel ST Tl 3PN SAdT
Fad YT TRI & g O YIT SEoIdr
AR SR W U Wid A OSAT &K, dr
TAHEIRIT & FHT 3cUee ool Hehe & Th
gG O &dT ST TehdT AT| SART 39T Agold o
ST fhT a0 4 & Seerare & fov geRmETT|
3R U o9l 39 Wid & Aged THSTT dr
3o 4T FI 379eT @I F STAT A T T AR
Cellieesh Hel Afd TR & 3remar disied,
HoAT TEW AT 9ETH & AFed T 9397 FT
Fhd | greliteh $Hb YA & GEY Ittt
W S &5 €, 9 W T gF AT & Igaon
H F&T|

AT T A AT F

2 IR H AT 3TAeIST Sfhar Y 373l off e
H TR T 2@ &1 T AT A & T &
her SEAATST A &1 S H FeT Aishg dfehar
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JqdT YA H F 7 HIGET AT E 3AAASA
STheT T STAATT I gl

it f giew &1 @i @
AT Rord S & 31ierst & HaTlaeh 32T 11
# gy 2016 & YA dh T FEaTS
Sl gRT Pl 12,36,933 ETUer #MA IRT
frT 1T ; S F FWFR TI-1 3R R*I;X-
2 AW A gV & WNT AMT H FA
39crstic 8 coTf¥esd Hal & sEdAT H Uh
CEIRIEIN

NEY 3 ATAETE FT T

S F T fT A TFATATST Y ohT el of
Fg YPR H Hifadr §, Taq T 3ieTornss
dfeher 3R canTfEes Har W AR & favarE
A1 | dfshar T 7 glawmsit & @y @l
FI SFS T P ST g1 @R g
m%mémﬁa@aﬁw
g1 conf¥ed HGT oeice g UH Fiaersiers
ATETH §| 3HP dod TAET & TATT-ATT 58T
SIS SIE# o sed o W &1 31 @A A
A §- shise s 3R 3T FIE & vIET &
Fafrd er@mst| sdr @A i w3 #; grel
H 2 W A dalee 32 oG wuH § O
IRY gl T 3T T @RT F 3fee Fs Hir
T AT oleh AT T 33N 8, Sl shise &S
% HRE FEl sG] GIaTd Al S |

ARG H T TR H1 e T gomferdt
&1 MY Hareed, HRAT TS I folarar
(TARNA3IME) & ITER = fhw 0 véres-
3fdc ®E & a1 T FAgg T 19 Sof & 641
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JTEhT Pl TSN FRTAT o 1.3 TS FIT FHl
AT o[EIRT| I§ AHAT SHIAU 8 Scol@eiy
g & 5w amgs fr f9ar ot & wduA-
sfde #1 ST T W a3 YA W HRA A
WIS ST Ugell HAFST IHA 3MAT| AT &
fF 3O 3= S & vduA 3fee FE F
e el T WX 31GERT # 3715 ANl Ig TR
o R, 2016 & a9 FEDT & S 59
9 @R & 3 & d¢ ARG T dF o
3T T A TEUA-3TIT FI8H FI scllch X
feam| #fsar Areast 7 @ gdear & wnfad
wevA-3fae F15 fir TE&ar 96 9@ d& ad18
TS

Afsar Rurel & Fqarfos, DT & gl & T8
ARy Y § Saw et v gaefas a7 &
dbr & 32 or@ ¥ 31 3fec +18 F ysniad
gl T 3T 81 31T H Ig dY F& TATH
gunfeldl # TBER ATAII gHo o & H
Ia1$ TS| ThcIgTel, ATIGIR ATHG dR—IH Y
YYARY T FROT AT o ET &1 3T g9 &
a1¢ TAUA-3fSC FIS FT Folldd §aT I ST T
facelt & 4t Fr it a1 3iaesT @ieRT
AT IId THS S JUr fager # @ew SA1Er
Folle] PSH & STAATA HI ATHeT T H
Rerrg forar aram)

g el & dic ThR U9 S el & A8
hT &I T AT Heleh &1 1T § YT Tgiadrar
FCH & & F gt giad do7 o Hegrye
vevA-3fae #ref 9X Ak o@m & AT AEHT
P Joloh STAATA A Ugol UAT UTHAS Scolel
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$T Tollg &T| Alcadr Fr aoig & Hfsar aAregaAT
o 38 U &I 3del ddeall el & W 39
geAT o R & oy gat & fow Jdrae
&I Hhd SR ¢ fear § qur dfer 3aer
squ fAues &1 gaT o e B

IHIR R 92T & iR o geumEr v
ol HaT @ S euct & elETerst & RI$R
e T AT &7 FT cgaET G g §
ary g gk o oI glawm o & HAY S
erT gRa oraf & & ¥ ugd de& 8T
Wd, ¥R # feafa saa g 7dl §1 sRche
Red &% & 11 3P, 2016 A SR 39
TF IRTT (FFeR) F TF dX R/ FE §
e farely d &1 goem IR @ FEeR
GR&TT JOTTell Y aog & g JleTcirsst L@rersy
gl g, i 3TehT Salecer Ageh ol of gl
Fafad d& &r geft iR ar@mEt i dc adr
Tfr &1 g dF & NST aAgFH A AT
gIaT| TR, 3 YR I FAT Ageh l dllel
oot & eficR S &1 = g

CATREH AGT & TN ¥ 3 TN :

I H FW U 1T st & TS g &
T Hel T dolel AT a9 dh gl R,
SHY PR A& AT S Hehar T g7 ISt
T Apadr eR-eY J¢ W § 91 T F8
Hasy fT ST &l 3T FEF & Fod FIET
T S8 T 3R FEURS H 3Ah JHR &
$5 TR 3o¢ AU YR & TaRi &1 T qreT
FAT ISdT g1 BToAlfh, AR &2 H 3 WRI
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¥ fAues g AT ollerdrer, Iusiierdm HRA,
37eTeldl Ud HIgaX GIE&T el 3Tfe 1 R &
1S UTETYST I aRETT 3R & gl 317 T 2
TORTST, 37 BRAT & W FGaA W & AgHT FHr
ferrdt @1 gears SAteT @ ST g1 SR
ellehdTel & 3Tl & HATSH, é‘ﬁmﬂ’lﬂﬂ'ﬂﬁ
a:wm—qmﬁa:mﬁuawéﬁtaﬂé
T gefed ATdr g1 398 e ¢ verws qefieT
T 3 A8 A, P8 T Falfeier, TETH-
SfeC &5 & U H WEo & dace 39 #
ot & S SRt R e 31 ot
& ST §

Fs IR RN & Tid A 9T 391 SR &
A e AT § T NS AGH I ST
eAh doh A6l o9 Uil g off AR O
HIERAT & TR Al fe@rar g1 3mer ot sfeemmer
IAEh 39T @idr s [awoly 1 Fafaa &9
g JE ewa g, Jafe e el der
3oieh TRE & UCH FTgehl 1 Hedl T W ¢
aildere & 6 dfFer vwg Y Aeg @ @At @
SIST 37eeh e T GATU g1 ST Fehell
g IR Ve % F g & 7 ‘TEdRme
fFae & a1 & U 0T v9 aiad fhar §
SO Ace & TEATH FS H OeTelr ST T
Y e 30T g 3 fRar a1 Thar g1 3T
TATH ¥ 38 Ao & GHT 39 TWTH FE
FT T 3T X I e Ia § 3R 39+
Id I1¢ 38 Ta # 3E o FW wEd §,
oo grared & sar S Gehdar g

3T dRGF TR W dfFeT womel 3iTeTarssT
8 g § IR At @ Fer qaEw oy
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TRRAT R H Ao §, us g g
I 3TRAPT §HAT Soil I@cT g, offched AR
T §T IR 3T g hT Q@IS § §ar
ST F@hdT gl <@l ST ar aadar & IR
PH A THAT §H AU Rdd &l el
§ellel ¥ ol TSH IR Il doh & GEaYmEr
Al FI TRT gl &, oAfched AT AT
H e ofr 3ifferer RdT TRew &1 931-
I B g == arer e off e
FT STAATAT FET Agl Ald &, STafh TETH
T SEIATA ' &Y, FA-FAT FrauTfaar S,
JHH STRIRAT TETH &S & TTT Holded
faaroT gfeqeT # & g W@l 81 AT g o
SH Ygal T SIgHAd olal 36IdT| ST &l g,
i #AMT & dfed & Sart F Y A
STTRIRAT T T SRclel & I3 TR H
O T|a &1 gadT § 9T 3794 TETUH FTS
A ared, RdeR 3fe &I &F & =Tar Taeha
g1 uise 3’ AT F Y sgar Sfggs seaar
A &1 S-PIAT H SATH gl & dI¢ T Agh
Seteic & SIRT 3ifeTorsd @le’T &Y W® &,
WJ 39 A A fhd GRR & F@Umi=Adr 3o
el AT 38T o 37eAolleT gl IJUT, AEST
JAER 3T eATFAAT & TTT TS Pd dFd
gH gl S Fgaue @er TIfgul ST &
foT 3T 9RA & SORT # AT & AGSar
FT Fooll §, FoITehr FI&T Fomelr FAAN el
¢ U9 W Aarsdl § SeT T AT g’ g
Collieeeh Aol & Hefdd wr@rersy dr afems
R AT ® H T $H AT o $EA A
g, JYH-@r U 37T I fhU +Ef & gRT;
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TEdI- kol AT Falld fhU T FIET grT 3N
e & forv fordly cafda & el ggarT =
H1 TAAGUT AT ST STAATA T

ITFd &l Jgdled ¥ TafSd SeThil sl aRT
grT, e omer & fow R safFa & [
qEul I FAAT & TAIAGUT gRI ATFd &
VTR &1 SATIHETST dd T S §, 39 s
ITRTER fohell TS AT Fholl SEATESIT & STRT
el 370 =gfFa & A @ Tidr Yerar gl
IRTel FETAT et qar S ferol g &
HITAA F TR T SAARRT g
o gl

qrd & AT # Rl 307 afed & T
R IREN RIEURT HWFR FT ol g,
e fou ugel d 98 e afed #r
SATARRT SHT T g, 3T FIS IR F& arel
¥ 30 afed & §9 F dus Har ¢ 3R 3T
Tl AR # AT U9 WA F I
AT g1 d9 98 ITFd HIS & @I Slel
T &l & 3R ag 388 AT @t & Al
T AT FHIAT g

HS I @IS H 39T e F Ry 379
cafdd & shise/sTae 18 & a&q ar |ar wred
AT QMTAS &1 P18 UGS & 3T bl 7
AT &, I, FIS HT Prdr Feprer e, fma
ArURT FafAd saagR & 987g 'TR#AT gR,
S T 3cad BT T 3URUT W el HIS
I ISR HT 1S TR fordr Faasit Hr wr &
ST 8, 1S TRT U 3Tk I1 HRAT & & 5Hh
Y gEARTT ch AT 3= Hieel ATETA gRT
eNETersy v ST Hehall 1
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fsTReT faQIwa: §-Aer Fqfther ar deshrer Hew &
Y HT ST § FEH gRT YoalA, argas ud

IR YAFAT T UG Ade & U dfher
ddeileh & fd AT g I Searal ¥ 39 i

ST HIS ST SAASRT T, [FaRUT Sl
hEGIAhel T Feg d YT ST § Td S8
IR H dY eeEdTel Th HIY JedAST
3R ST foRar SITaT B

Twf@eT § IR 39 RNAR F Hisc H8 FT
X THIET &1 sThel Y IT 3R A% Arfaa
T F W TFH DT SAFclioalh 3IHL0T
(FhFX) & 9T gRT HHST hisc FS AR
YA 918 AR I o 8| EHRAT gied,
QT AT IT VAT SIIE g7 Uk IS i
3MIT AR & Fo FAT & T g fovar ST
g, 98 99 gl

sg% FfaRed, e sfafEaRer & R[_fer
S IETYSr & dleh 9T R JAT, 99
T U (AENEW) carT HARTT BreR
FI SEAATS X fololl a2 o ST RT Tt
dr STl § 3R 3EHT gEuer fhAr S gl
T SNfAIRIT F N@ST ATl Tgol
FHIR gl & Alceh T AgHh I [9aH
Sddr g1 TR SollaIgRaT & #ATETH & gr
IR TETH W AT IF Tfd FwdR ar
39N 4 18 H B SAFARRT I A B
TR & ATHA F OIEaST Gl SRR
3R O FaR Al STl W gTelihe IS Fellehl
w&vA & U1 fAdred § a1 @leRr A g
38 YR BT SSlaRIT & duad g T

&l &7 TahdATT dhed g

T AT 1 L@y § T9d ¢ I

52 April - June 2017

3deT W dr 3AdTsd IT 3Thels gl gr
UhR T ST AT M@y & H1HT g€ deb gdT
ST TehelT B

* gHhI GRIAH YEIT & & H GATFAT HI
g giAfRad wter @ilRe f& d& @ gred
gl arelm frdl 3 geR &1 oI (@ar)
@ RE & Hielsig g1 AR 38 9T ot ol
YehIT T BISaT AT R9aplel T AT o 8,
Y ¥ & S Frs T el gred gl
arelr &l

IS YT & §Te R 38 W YT §EART
N &l FS & AMEY i FAFaR FF dea
AT HeA hl HITALY Y|

Gl & oel-gel [IeRor i SFRRT oot &
39 ANBA dFaX oes T of adr
Alesel dex A fRdr 8 JhR FTI dealrg
e W dF A g ghd

dsY gRT 8 TABT d daFd 38 I gar
JoR W Fer o Hfec w5 Hr @relr
TG W gEARR o HL| Glell TIHA W
Teh ollsel Wi of dlfes agl fhdl g hr
IITARFT AFIRRT 7 for@r a1 a|

9 oleleed & fAT & IR el ART ST ar
e I X Ieg I &1 gAAT Tohalr off
FA ¥ T & U5 F IR A AR
AT & AR $r FAeg ol F WesT HLl

RARTT AT W 39 TETH FIS I
qrEds Scod {gaT drfev| ST wrf
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gd JUEHT 9 dh T wdeA AMA
P STAATAT Pl T HITAY FL&T aATRTI
Y &7 & 37 vdIvd FT Aifh S araEr
q SfsT g1 3R agl e gIeT s gl

TEUH & 39T Had O Tgol AMT &
fordt ofY awg &Y 3meieT, gRads 3R afa
& Hohd T ATT Y| 9T ThITAT fSarsd
9T & ThdT gl

el off JpR &T IS AT UNETIST &
qal olel W Rl Yl TETH HS H
aIeT I s U WBleT Fleh solish U g2r
sah Riprard Afkar dewurer g gferw @
ofr

FIS & @ S I WA JUAT HIS Fr
STThRT ST 8T ST ar STl %I geddise
W S P Rl selleh A &

ThieadllT  HASTHA/FHERA S, Welhg
afafafe, ceR, afFaR, SRR, Aar
Td Yeel 3MfE 7 HAT S IS TR
foa glaemsd & 391 @ s@r S
a1 |

Ardolfelsh ae—PIs ATEIAT H Selac Sfehar
FT 3G T HY|

gled, I&dT, Yeliel U 317 T & vdvsd
HTS HT SEIATA I FAT fohdll gaX @
qraas AT o H|

do faarofi(Tecsc) & Fafaa &7 @ s
Y AT fhell o 3AfRIehl oleteet T Iall
A & R S B TR B geprel
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IqT USreT 99 X U HIHA &1 FIS I
SEAATA Y|

© RERT QI AT H T The 1T fohe
gd ®H H AT AT A SRR 7
|

* 3Ua ThuA T, @S a1 gHas #+
gordr frdl @ & wY| Sl grRT 8 3@
YhR & A9 SR [T Sa § & &%
AT 3T HS GH Agh d BiA AT $-Hl
W &S A G0 A & T sifed
T8l &1 Sasg, #$ IR YT g o
sa% &R g I gl

* FE F JUAT FACT g, AT RN gled
W YU FTS P HIC F 3HS s A &
dfeh SEhT GHUAET & fhaT ST Hehl

oS AU

- & AT hael GT&TA, T 3N e

dge & 39AT FAT & FHASERT g1 5T

el # TR diche o IR (THTAT) 8 3R

S TN FHT TAT I §, 3oal TSl

@I 3YANT HEAT AR RFRE Fofet

ggald, o8- 9% §3oR & Tad A1 i

SHS, YIIRTSA T IR https: & gl A1ETN

VH Hohdl & dT doldl g o 39 @G &r

UfsheRreT o @ry FRiaTd fomam aram g 3R 3

Gl 1 SR G &1 31T def-ceT T

TSR 8 hael IATT dqHSE HT FEAATS

H| fRdr off I8 W FE & favor «r a@g

A & fow afg gor S ar 3@ W Fe
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e 7 Y Ty &, FsT F YT FfereT
cod, Sl 9HC A HAMId Al §, | &
dedl ¥ FoR I@aT 1fgUul 39 38T #ie
JT AT H WIERT A fSeg 3T I § 3Rk
foreT T 39T $RIET &1 379 shise/3foe FIE

ATARRT FHE-3 5-FT & IRT 7 S| ST
G & $-Ad) ¥ Al ST arell gaear gaer
0 Re & R gl el I 8 e v
St ¢ ahdl &l JHISS A & gaue
| g $r IR & v 3y B W) A

q TR aa & a9 39 dadse d didl-
37Tt g1 ST 3R ST3eR Fehret I f3efe T &

STARRI AR ST Fhal & IR T&§@ SMer
& fF 39 9rEas @ @éd MU W

HTeTelgsT ATETAT F sl SThRT JeTel id
THT [T IE |

FFgel AR FARHT § e G gEd
ATaYTAY

HFYN AN TACHT A HT T arRRE
AMFedIR STl (W, difer fopdT off R &
ATIAI & 9T ST bl 3T s 0 VT §
S Alese I 8 S & ag T g A @
3¢T @A X & &1 VAT s 0T TACHIT H
STCTST el 3TTST 8idT § dife goTfad @Ry
¥ ¥ o7 Tkl d6 H AN 3R -7
3eIC 393C deh IW difch P CloTFeqT &r
dl QI 9T I Feh| WIS Af3AT 3R 37
TS @Al H J9T-373¢ HTT 8 @ra v
T & AT AHcTd S Bl A Bl R
MIAT qrHds W T ol T dIigT| &s
@IS ¥ g9 & fov FafAa & & graas
dgeold TEaT Y BrRIgHS IgaT

g -l el o &7 W arfeh 3mgeRr
RIS THaT T IaT ofeT ST WA R AT Fr
&G o & fSEH 3R 3T Feerr gAd
IFHT A FARRY ARY TS 8 FAfF dF
Fel THT SR 3MOA 6T ARTIAT| $[ITcTeT
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$O HieTellge TR JoRAH AT rHGS & A1y
AT FLA T AN I &1 AAAST qrHas
@ g@ @ TUT A &, 3E TR 3T TETH
arHas & ol gEd @ gIierd W Aedfne &
forT wda a3rer H1-a1S F sEAATT H
$Hh 37cITdl, IS U Tellieesh HaT HIS Al
NG @ T g §F e W W @l
Wﬁ,?ﬁagﬁsaaamﬁmﬁ
Tfard S Fad §
T F
o TATH & STIATAT el T Ugel 3T Tg
¢q o & 3ade dad W R yeR Y
ool g&q 1 I g1 (ThfHeT @ 9=t &)
o TolRET & HY TTH OF g @l
8T @ BT &I giotRre TG o DS
* 33U TATH O & ¥ did #Aglel W d6ol
gl
* Hhad UH & Hisc &S & AT H W@
TSR 39l SITET ATaeIHhdT 8|

* 39 Y & Jeolal & Ugel g 9 FIS
fadtasd! (GR&dT) & gar dgele A
=T & &l

The Journal of Indian Institute of Banking & Finance



AGT T B

3YAT F1S AR UF [T et i 7 &, oer
& 98 37U Ygd S & HHART & &Y
H v

fordl 3SteTdl cafadd gRT wavd #AMA #
39l FAGE el I U & dghld H
I T §| fRaY 3raTd/3dy 9 & a1y
39 39 Wi & TAaROT FI AT T HY|

ey aaefas T # Rya e aug
7 IR HFgEX A 3T Ac-dfdar
TFHH o Y YT g8l 39« shise/sfae
HTS A AT o |

e eafaIa I ¥ 3T 3Seer §-A
RTHAT F T W I & A
s3Aes fod W o a +Y| Ry off
HEEIETE $-Ael & i f3ele # &
YT @IAT §&AT HT AR fRET Fr
Bled W d9 do o &, Id dh b A9
HicT Fh FARYT o wT o T 3H
ST gfaftsd g 3R 37 I8 IETPRT &
IIfgT| ST YT IS BT Hidl AT 3HR
ShfSC 18 H [GaTUT ART ST ar 37T 38
A PR o & (30 AT Fga §1)

fordy ot - & 33yua @ ¥ FERg
ARl a1 A o MU Faem S -
T, CVV2, DOB &1 SeTehir 3l o &,
5ol &1 98 S-Ao ol Y T WITaRT
SO & 3rgeR [T, IR R &=
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T Sl AT AT 1S @ ST ToheT oeir
FT 8 FAT T 8

* YA §F @ F 91 R gHEET I @id

& faaror gur gas 3nfe R @rerer
seafdhar @se AT =l W gl &

FO goE

S T UGS § TG g HIS A3,
WHR T AATHe GEAT d2r s eReT

gRT ThU AT arel 39T -
HT18 ARHATHT gRT fFT I e 39T -

s d odd Td ARAH T
ATFedIY oPIT S IAEgh o AT T
AT IdgR &l [AeVurT &y Uug
THIfad OGSt @ S 8 ofedl-dol W

o W |

* FEYURF gRT TAYUA d hT I dh FIe

FY sclleh IGAT |

* &S oeled & gee  IAvHATE

(Authentication) T« TEd 39, S
o FEURS T @Ar a1, U, BT a3,
I & e ISl TUT 38 a2
T TG FT & olelced FIEURS NI
g fohar @ § dur g g e
TR, BT iel AT FI&T cehel TSaT5H SI9
gRfAT ar favaed aeast & & g8 ¢

o @ AT vd FHIfad eeeTelt B g

HT 3ETA-IETT FYOT AT TR TR N
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fFu FaTe 3U-

© IS WS F AGh H T g FAFA
P HIET|

o 3f9c FE/HEe FE/Mve FE Hufaar i
FA-YUTTeT T NTQH &THar3t &1 Fafaga
forrago|

© HS URH & Bl B W@ g IaITS
feanfadel &1 e ud e@resr &
arfafafeat fr FermE|

FEYRSP! g1 fFT FaTS 39T

© JAGT A GIE gU IS I dcehlel el
Salr |

ARG Al H cald Raféar)

o 3UAT WIAT fe}, s AT gl HT ag
der Efad FUa FT BT Jo) 3R gar
AT T T ol Hleh G|

39dER

S YR §H ¢W@d & fF doeiiel &9 & FIS
TS Akl & FT TR 3UF Fhod e
AT §I Tace sES LrErd f JEdr fie-
gfafee sedt & o1 & &1 ¥ gA9 H, 3
3UNl & AU & A H Teh FHoN el Tellal
$r 8 aTHdT gl &I § WPR @ o
Ig HsAl AT A 3T g 5 50 3Ny
¥ ARAT Flelel 3Tl B 30 Faaar Siirehr
FfAfATE & grR aw @faa w0 f&ar = §
TTHT AT § F1S U@IIET T dedl ATy |

grelifeh, 1S @y ¥ g9 Ud =Aher IR
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3deaaEdT # 0 f@wed & dgar fFE &g
TAT-HAT W THR Sl F caRd FRaE
el T fAGer &l e g1 34T feem # @R
GRT 3T & ATH § TAUH H SATodrsir
Ut & TAaRe 39T 39Tl X faam fomar
ST TET &1 1Y & hg IR 39T 18 & IRA
dF IMEP & TId H Y TR T HIFARAT Fr
gl TISH rHas (3N gaRT Forstiel 9T &
IO T W &1 39 ggear § vdud & IRy
F5 o oS U & SR gem 3R 3rerel
IR UTHGS Sol SUI| 9 Iyl H 9rEds
ANST & SIRY AEH I Ued M| PR
g STGEAT AN &1 IS o TE 37cAd Pl
arfaa grem|

% JfaAReFd g TWHR gRT ¢ H Sfher
ar3it I Fel IR AGgH FiauT FUR H
hare # Hlafoe FIT Jomell ARTR=0T
Ghramsog. dfhn) & ff Iy & a1 @&
gl 38 AegH ¥ fAffes gget W et &
USTAT HT SATThRT F3| arer & gl 3R
Wﬂﬁﬁé’%@mﬁ@r@%aﬁﬁ
Y SeTepRr e

I A @S § qud g AT g drrd
g - db GIET T cToheileh TR @IV foder, amgeh
TaUEt §d| 3eeRor & fow, ger g
A for ST gehar g1 3er 2P & v e
yaer foig & Sk gl 8, St S SR Agh
STIRATET XAl §U 3qersY T ol gl 38
g & U 3UMFATT FI TETH, Hisc FS
g oicafher graas fReT & 77 ¢ar anfgw 3R
JHI-FAT W 38/ dcoad Y B afgr 3k
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I VT ALY BT IRT F FS Y sHFT 3iere
M TF| F15 F NS Hvae AT g §, &
R @Tdr JaT IRY SIhRT gldr g1 safav 31
9T 39 3Tssfefhehee gldl aifeu| e Sfher
SYHIFATIHT I 3T IR Uehed fAT FIH SITET
HeH doh TAX W 33T ST AT IATghT ar
3HieTelTgel deicel FRIETT dadse & SIRY el
Tifgul T # soaci@e dded RTed s
Taa & AtegdT & gar g1 gt 34T &g &r
g FT S TEH F ATHRT 9ITd T
g1 3afaT S& Pl TcAF olelced H THTATH
3TSIC TG I AoleAT AT T gyaereishar
o1 T&ae GR&T gaveh Sl fhdl Tid § dra=y
& HepIE T TS oelcel il T HAh
Tl 8| 38 SEHT ST aR Fg GlAfRed
Waﬁv%aﬁma’raﬁg‘é%?

dor 7 3@ AT 30 FEET ¥ SIET od-of

T §o7a AIfeT ST Sl Fl 39 HFRIER
&1 fAfRgd fexar gRem vd deheith WX fAaer
FA T JTaYTT B

T off 3@ a2 + AoR3iErs gl fhar T
hell o &S Hefd @mrsr va asasr g
gferar 1 HHEEAT 9o T &1 O & 5§ FEEr
¥ fAues & X ST § 3R g8 fov e
991 WA & o s1eT & & A HAlgg I &
T W QU ea fear se| véwa-sfae
TS I ST TNT Sehl T Tehoitenl FI&T OIS
T AT F T G §, Afhed ST IR
P GaTel dl AW el g, FAitch ARAT
depl T FI&T YOSl 3cdd Holed ¢ aTgeht
#r 3 cifica § T arEnEr & 9fa s3mer
SIeT®eh  Tdeh I§ AT afhar &3 & v e
g W deelldhl agedl ¥ 39e & 3del W
dur ¢ gRT 9ds ST W araenfaar er o

3TAAS 8 3§ &1 HasT H TS oelcs
H 3R somwr B arer g1 0 FH dFr #r
deheiieh 3R GR&T W fAder g gram| Set

3Tl Y| TASHY: “Fg FHART dheied ¢ b
SH YIEIUST e dlell & fov 3ffaadeeTeie
Tafd & o BI85 &|” Aaus td ARTEe Gl

ﬁsvwmtﬁrmﬁa‘ar%mgm%l CEIC

& TehdATT 39 gl

Ig afasy T dfker &1 W H, 30 UBR & %)
Bank Quest Articles - Honorarium for the Contributors
S.No. Particulars Honorarium Payable
1 Invited Articles 7000
2 Walk-in Articles 4000
3 Book Review 1000
4 Legal Decisions Affecting Bankers 1000
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Notice - Subscription Rates for Bank Quest and
lIBF VISION

Since 1%tJuly 2016 Institute has started to accept subscription for Bank Quest and IIBF
VISION in online mode through SBI Collect and discontinued to accept subscription through
Demand Draft. Domestic subscribers are requested to visit “Apply now*“ at home page of
[IBF Website - www.iibf.org.in for payment of subscription in online mode and also note:

1. Subscription will be accepted only for one year.
2. Third party payment would not be accepted.

3. Institute will dispatch the Bank Quest and IIBF VISION to domestic subscribers through
Book-Post.

Foreign subscribers may write to Publication Department at publications@iibf.org.in for
“Subscription Application Form”.

Annual Subscriptions rates for Bank Quest and IIBF VISION are as under:

Subscription Rate for Bank Quest:

Period One year
No. of Issues 4
Annual Subscription Rate inclusive of postage (In India) ) 160/-
GST* }) Nil
Total Subscription inclusive of postage (In India) (%) 160/-
Total Subscription inclusive of postage (Foreign) (US $) 10
*GSTN-27AAATT3309D1ZS

Subscription Rate for IIBF VISION:

Period One year
No. of Issues 12
Annual Subscription Rate inclusive of postage (In India) ) 40/-
GST* R) Nil
Total Subscription inclusive of postage (In India) (%)
*GSTN-27AAATT3309D1ZS
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Bank Quest Articles - Guidelines For Contributors

Contributing articles to the Bank Quest
(English/Hindi)

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

Articles should be sent to:
The Editor: Bank Quest
Indian Institute of Banking & Finance,

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

Objectives:

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

Vetting of manuscripts:

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

Features and formats required of authors :

Authors should carefully note the following before
submitting any articles:

1) Word length:

Articles should generally be around 5000 words
in length.

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

3) Autobiographical note and photograph:

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

The Journal of Indian Institute of Banking & Finance

4)

5)

6)

7)

8)

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

Format:

The article, should be submitted in MS Word,
Times New Roman, Font Size 12 with 1'% line
spacing. A soft copy of the article should be sent
by e-mail to publications@iibf.org.in

Figures, charts and diagrams:

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

Tables:

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

Picture | photos/ illustrations:

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

Emphasis:

Words to be emphasised should be limited in
number and italicised. Capital letters should be
used only at the start of the sentences or for
proper names.

Copyright:

It is important that authors submitting articles should
declare that the work is original and does not infringe
on any existing copyright. He/ she should undertake
to indemnify the Institute against any breach of such
warranty and consequential financial and other
damages. Copyright of published article will vest with
publisher (Institute).
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DECLARATION FORM

The Editor,

Bank Quest,

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

Tower |, 2nd Floor, Kirol Road,

Kurla (W), Mumbai - 400 070.

Dear Sir / Madam,

Re : Publication of my article
| have submitted an article “ " for
publication at your quarterly journal Bank Quest.

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

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

Yours faithfully,
( )

Author
Name
Designation:
Organisation
Address :
Tel. No. :
E-mail ID :
Signature :
Date :
STATEMENT ABOUT OWNERSHIP AND OTHER PARTICULARS OF BANK QUEST,
THE JOURNAL OF INDIAN INSTITUTE OF BANKING & FINANCE
1. Place of Publication : Mumbai
2.  Periodicity of Publication : Quarterly
3.  Publisher's Name : Dr. Jibendu Narayan Misra
Nationality : Indian
Address : Indian Institute of Banking & Finance
Kohinoor City, Commercial-ll, Tower-1, Kirol Road, Kurla (W),
Mumbai-400 070.
4.  Editor's Name : Dr. Jibendu Narayan Misra
Nationality : Indian
Address : Indian Institute of Banking & Finance
Kohinoor City, Commercial-ll, Tower-1, Kirol Road, Kurla (W),
Mumbai-400 070.
5. Name of Printing Press : Onlooker Press, 16 Sasoon Dock, Colaba Mumbai - 400 005.
6. The name and Address of the Owners : Indian Institute of Banking & Finance

Kohinoor City, Commercial-1l, Tower-1, Kirol Road, Kurla (W),
Mumbai-400 070.
I, Dr. J. N. Misra, hereby declare that the particulars given above are true to the best of my knowledge and belief.
31.03.2017
Dr. J. N. Misra
Signature of Publisher
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Bank Quest (Quarterly Journal of IIBF)

Advertisement Rates
Frequency: 4 issues in a year
(January-March, April-June, July-September and October-December)

Inside Front Cover Page (Colour) % 17,500/ (Single issue) Available from 01.01. 2018
Size: 17.15cm x 24.13 cm + ¥ 70,000/- (Four issues)

Outside Back Cover Page (Colour) + ¥ 17,500/ (Single issue) Available from 01.01. 2018
Size : 17.15cm x 24.13 cm « ¥ 70,000/- (Four issues)

Inside Back Cover Page (Colour) % 17,500/ (Single issue) Available as on 30.06.2017
Size: 17.15cm x 24.13 cm + ¥ 70,000/- ( Four issues )

Full page (Black & White) + ¥ 8,000/- (Single issue) Available as on 30.06.2017
Size : 17.15cm x 24.13 cm ¥ 32,000/- (Four issues)

Half page (Black & White) » % 4,750/- (Single issue) Available as on 30.06.2017
Horizontal Size : 17.15 cm x 9.45cm | « ¥ 19,000/- (Four issues)

Vertical Size:7.6 cm x24.13 cm

*plus GST*@5% on advertisement rates.
*GSTN-27AAATT3309D1ZS

We request to Banks and Financial institutions to kindly publish the advertisement in the Bank Quest and
send us the soft copy of artwork of the advertisement in PDF file through mail at rsingh@iibf.org.in

The advertisement fees may be remitted through NEFT to the credit of Institute’s account with Bank of
Baroda, details of which are given below:

Name of the Beneficiary: Indian Institute of Banking & Finance

Beneficiary Account no: 19750200000806

Bank name: Bank of Baroda, Premier Road, Kurla (West) Branch, Mumbai-400070

IFSC Code: BARBOKURLAX (Refer '0' as zero)

PAN NO: AAATT3309D

Service tax no: AAATT3309DSD002

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

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

For query relating to advertisement,
you may write to
Dr. Rekha Rani Singh,

Joint Director (Administration)
at rsingh@iibf.org.in or contact her at 022-25047010.
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