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FINANCIAL SYSTEM: STRUCTURE
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10]. _ Requiatovy f¥amewgovk

objectives of financial regulators are usually :

(1)| Market confidence : To maintain confidence in the .
financial system.

(2)| Financial Stability : Contributing to the protection and
enhancement of stability of the financial system.

(3 ) Consumer Protection : Securing the appropriate degree
of protection for consumers.

(4) Reduction of financial crime : Reducing the extent to
which it is possible for a regulated business to be used
for a purpose connected with financial crime.

(s) Regulating Foreign Participation in the financial markets.

‘ : he
The scheme of regulation of the working and operations of t
NBFCs comprises:
'
é/ (i) RBI Act
(i) RBI Directions
(iii) ALM (Asset-Liability) Framework
(iv) Guidelines of Fair Practices Code
(iv) Credit Information Companies Act, 2005

The RBI regulates and supervises the NBFCs under the RBI Act.
The regulatory and supervisory objective is to :

(a) ensure the healthy growth of NBFCs

¢ 2 part of the financial system within
ch a manner that their existence and
atic aberration and

ot

;., and supervision i
le developments that take
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Introduction to Traditional Financial Services 21

(i) hire-purchase
(iii) loan and

(iv) investment companies.

The other types of NBFCs are regulated by other regulators.

They can be further classified into those accepting deposits and those
not accepting deposits.

The registered NBFCs are required to invest in unencumbered
approved securities worth at least 5 per cent of their outstanding
deposits.

Every NBFC is required to create a reserve fund by transferring at
1 least 20 per cent of its net profit before declaring any dividend.

| The RBI can regulate/ prohibit solicitation of depasits from public.
It can give directions to NBFCs relating to
norms for income recognition, accounting standards,
provisioning on capital adequacy and
EEH S '.v-' B e .‘“
prov ding information relating to

=

\
i

.3)‘

b s ¥
L oy
‘b\ 5>
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22 Innovative Financial Services (FYBAF : SEM-II, TYBMS : SEM- Vi)

method. The same was revised in view of the recent developments
with sector including creation of New Category of NBFCs viz; NBFC-
MFI and also the rapid growth in NBFCs lending against gold
jewellery. Revised circular was issued on March 26, 2012.

Guidelines on Fair Practices Code for NBFCs pertaining to
applications for loans and their processing are listed down

(2) All communications to the borrower shall be in the vernacular
or a language as understood by the borrower.

(,b) ;,‘:m \pplicatio forms should include necessary information
- 1 _which aft: sl fartalia tg o s g e : '
C commmne s e Interest of the borrower, so that a meaningful

#5 1,7 ‘

1ditions offered by other }
1 may indicate the
e application form.
vledgement for
;;‘i‘:’:" e within
“: * Indicated

Prof. CA Lalit Pahuja



:ﬂ ¢ h_of finanetal Seaufoe fn Todlfa_ :-

16

Innovative Financial Services (FYBAF SEM-11, TYBMs

GROWTH OF FINANCIAL SERVICES IN

ThewmwrMhdhispredomhmﬂyaMgmm
commercial banks accounting for more than 64 per

2 cent of the togy
assets held by the financial system.

of existing financial services firm
and new en tering the market. The sector comprises
commercial banks, insurance companies, non- i n

‘ banking financial
wm mutual funds and other
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[ntroduction to Traditional Financial Services 3 , -

Further, I— Bomba

a joint venture with Ebix Inc. to buil
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as recommended
the RBI in 1989.
the RBI issued

Factoring service is of recent origin in India. It w
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Introduction to Traditional Financial Services

The main provisions of the FRA are:

33

_4i) registration of factors
—tif) assignment of receivables

/(JH') rights and obligations of parties to the contract for assignment
of receivables

V) registration of assignment
_Av) offences and penalties

(vi) miscellaneous.

(2.) Registration of Assignment of Receivables (Government) Rules,
2012

Themmfeatunes oﬁﬂlerulesﬁ'amedbyﬂ\ecavemmentunderthe
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FACTORING FORFAITING J]
L. Meaning \
Itis an arrangement that converts | Forfaiting is an arrangement in ‘
the receivables into ready cash by | which the forfaiter purchases claims|
selling these to factor. ﬁ'omtheeXporteﬁmtmnformﬂ! 1

payment. !
2. Domes tic/Foreign Trade |
Finance
Factoring is both domestic and Forfaiting is only financing of
foreign trade finance. foreign trade.
3. Maturity of Receivables
Factoring involves account Forfaiting involves account A
receivables of short maturities. receivablesmﬁ*
4. Extent of Finance
Factoring provides 780% of '#‘_;.mrided in .
voic Cnot fixed) [ |

5. Letter of Credit

for d

There is no letter of credit involyed Forfaiting requi

infactoriiig._ | ~ "s'

6. RecomseorNoRecmgQ ' P | »

Factoring may | There i

7. sco’”fo'Dwiﬂ _ a3 | = T
SecondaryMctkct ok g ol N M ¥

Factoring 't provide scoy .
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9. cost
Cost of factoring is borne by the | Cost of forfaiting is borne by the

Pseller (client). overseas buyer.
| 10. Dealing with Negotiable
Instruments NT x NT v
There is no dealing with negotiable| Forfaiting is evidenced by bills of
| instruments under factoring. exchange, promissory note or letter
of credit.
11. Type of Goods :
Factoring involves trade receivable| Forfaiting usually takes place on

trade receivable on capital goods.

. rl)mc{—«'ca[ ?roblems 3"

Ilustrati - Y .
St N Sale s - 307 Ceedit , 207cagh
\o" The turnover of F Ltd. is ¥ 60 lakh of which 80 per cent is on credit.
Of. Debtors are allowed o ‘ ’ A factor is

& willing to advance 90 per cent of the bills raised on credit for a fee of
22" 2 per cent a month plus commission of 4 per cent on the total amount
of debts.(F Ltd. as a result of this arrangement is likely to save

‘((\gst 21,600 annually in management costs and avoid bad debts at 1
60" percent on the credit sales.

-o0n A bank has come forward to make an advance equal to 90 t
o\ _ of the debts at an annual mtemtrhteefi@'ﬁe!eh Howep\?:rceirtls

“processing fee will be at 2 per cent on the debt: W
factoring or the offer from the bank? ould you accept

wWnt &~ Cyedet Soloc = Go Joce k& 1. -~ L% Lace
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Cost ot EQQQ;:}_(?DQ! - ().

fees [(qsooooo)x%/u/ ] 7200

Commission [(Q%,eza?_,m’o) x 4% ] = ooo

23, 200
(eg = it 5 o8k '~
Management (gt (21600 /o) {300
Bod - debts Y& 00 OUDY y |7 ] UO
odt- de (( =00 )x)/] o0 (5%00)

Neb Ceost of -;Zoc,\-o«?mﬂ — . %, Qoo

e

(o) DP“HOD T ;- Qovk Advance .

Cost :- “Tottvest = SUo6 v
[(\«800000),40107 x 187, &’LJ

@mcc.sx?ng ]ee_es ( 00,6000 = 27.) = & oo v
«

Bad-debte (400,000 % 17) = “ooo

Ch\q] ) % YOO
Ans - Since e Coss \n both M Oph'ong Qve €qual
F Wad. Can Choose einey o Yuwo- f—qc’rcm'v\ﬂ oY

bank advanae .

9(‘\\ts-\e_ - Th ¢ assumed Hout F W . waill Continue
40 inauy manogement  COSES -

T be Contnued..
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o
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0 u s
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3|
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IJ. Intyoouctlon -

—> Meancpncj [ e diccounting aka ‘il of Exchange’ ]

(). Tt is an qwangement wheveby the Selley Yecovers

an amount &f “Sales bfil from the bank |FI befove
due-date ( fov o fee/dugcount).

(2> This bit i pregented to SLeltede Customex on due-
date and «fuu Qmount @& cCollected .

(3)  Bilie [Invoices — technicaliy By o Exchange’
BOE is a negokable finttvornent (can be endorsed)

(u) Souvce of Capital 4Fo~/ +he Sellese
Soo
(s) (B‘m Amount — Bmount po.iog)g fee of e bqr\Kl‘:l
(0,000 - qSo o l
'De?endx— Peviod fRi&K

(e) Eci Drawey has a bip .fov 210,000
Difeount with bank 3 monthe befove due
date @107. pa .
Digcount = (0000 o i x 3 = fs 250
12

—> Dvawes woin eceNe Cagh of * 7SO
Loec . & 250

(#)  On Oue date, Bann,?vecent the bill to acceptor

J ¥
Honouve d Dishonoustedt
\ v
8qnzé ?cefve No  payment fom fccephor
Qs \

Dyavoe, who digaoonded
f whl Pay o bank .
A
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features ¢

—> { Features

' The main features of the New Bill Market Scheme are as follows.

(i) All licensed scheduled commercial banks including the public

sector banks will be eligible to offer bills of exchange to the
Reserve Bank for rediscounting.

(ii) The bills covered under the scheme must be genuine trade bills
relating to the sale or dispatch of goods.

(iii) The Reserve Bank rediscounts these bills. That is why the
scheme is also called ‘Bills Rediscounting Scheme’. The
rediscounting facility should be available at the Reserve Bank’s
offices at Mumbai, Kolkatta, Chennai and New Delhi. To avoid

rediscounting of large number of small bills, such bills should
be given in bunches.

(w) The bill should be drawn on and accepted by the purchasef
- bank. If the purchaser’ s bank is not a licensed scheduled b
the bill should, in addition bear the signatures of a lice
scheduled bank.

(v) The bills should have maximum of 90 days.
(vi) The bills should bear at least two good signatures,

(vii) According to the modification of the scheme in 1971, the billg
of exchange relating to the sale of goods to governme
departments and quasi government bodies as well as t
statutory corporations have also been covered by the schem
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== Advantages

- - .
The advantages of a genuine bill market to the banking system
stated~below.

®
1. Normally, bills are self-liquidating and the date of repay
of a bank’s advances by way of the discounting/rediscounti
of bills is definite. In contrast, cash-credit is not self- liquidati

2.  Bills offer greater liquidity to their holders as they can be shi
to others in the market in case of need for cash.

3. A well-developed bill market helps greatly in evening out
liquidity throughout the financial system, as those with short-
term surplus funds of whatever duration can invest them in
bills of desired maturities and can always hope to unload their
holdings of bills to others in the market whenever they need
cash. [Thus, the short-term surpluses of some become available

@’tl'tmugh the market to meet the short-run deficits of others. |

4. The commercial bill rate is higher than the Treasury bill rate.

. \t},Therefore, commercial banks and other financial institutions

@q/f; with short-run surpluses to invest find bills attractive not only
for their liquidity but also for their return. |

5. To the borrower, the cost of bill finance is lower than that of
 cash credit, because the bills carry the additional security in
%"w@eﬂ\e form of acceptor’s signature, are time-bound.
= ' _i
¢ . Extensive use of bills as an instrument of short-term commercial
credit and rediscounting of bills by the RBI makes the monetary
system hi%hlx elastic. Whenever the economy is in need of more
cash, banks can get a part of the bills in their portfolios
rediscounted with the RBI and thereby increase the supply of
maney.[The bill discounting process helps ta meet the enhanced
needs of busy-season finance’ /

}-—0"‘—"\

Prof. CA Lalit Pahuja



3, Tssue Manqaement and

Tnter mediavi’e s
[
I U U pr Juw
Mevchant Bankev] Undevwovevs  Bankeve RroKeve
Le&di, Manaaw ) j, - 40 an Jscue to an Tegsue
J
Oefini tion . DePinikbn - Definition
Co.teao-v.‘es . Tmpoveance ‘ Rp_a“;&ﬁaﬁon
Sevvices Provided - Classificaton - Co'de of
- Obliga’on and - Obl'ga¥on and Conduct
Responslbilities Responsliilities

$imi o

ans:
65\* ] Q0qun_\j ’

Prof. CA Lalit Pahuja



e securities markets in India have a long history. The Bombay
tock Exchange is the oldest stock exchange which commenced its
perations in 1875. Prior to independence, the securities market was
unregulated. Thus, the new issues in the market was regulated by
the Controller of Capital Issues (CCI) as per the provisions of the
Capital Issues (Control) Act, 1947. However, the Act was repealed
‘and the office of the CCI was abolished in 1992.

There was a need felt for setting up a regulatory body to ensure
‘investor protection and for the promotion of securities market. The
Securities and Exchange Board of India (SEBI) was constituted on
12th April, 1988 and established as a statutory body on 215t February,
- 1992. Regulation of Indian securities market required SEBI to
- simultaneously perform both disciplinary and developmental roles.
- The disciplinary dimension involves providing for disincentives and
penalties for unfair practices. The development dimension is a
positive aspect that involves providing incentives to market
participants to engage in a constructive role.

Intermediaries are indispensable in capital market. They play a
pivotal role in today’s capital market. While some trade dealings
may involve only a single intermediary entity, more complex
transactions requires several intermediaries at different levels.
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