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POST GRADUATE DIPLOMA IN MANAGEMENT (2022-24)
END TERM EXAMINATION (TERM -111)
Subject Name: Management of Banking and Financial Service Time: 02.00 hrs
Sub. Code: PGF44 Max Marks: 40
Note: All questions are compulsory. Section A carries5 marks:5 questions of 1mark each,
Section B carries 21 marks having 3 questions (with internal choice question in each) of 7

marks each and Section C carries 14 marks one Case Study having 2 questions of 7 marks
each.

Kindly write the all the course outcomes as per your TLEP in the box given below:

CO1- Distinguish between the roles and functions of various banking institutions and non-banking
financial institutions.

CO2 - Apply and analyze various risk management practices to mitigate risk faced by banks

CO3 - Analyze and evaluate the products of insurance companies and make recommendations to
investors

CO4 - Analyze and evaluate the status of Financial Services in India and make recommendations to
investors with exposure to innovative financial services-

SECTION - A
Attempt all questions. All questions are compulsory. 1x5 =5 Marks
Questions CO | Bloom’s
Level
rite short note on following: CO1 | L2

1: (A). Open Banking

1: (B). Digital India and FinTech

1: (C). Use of Blockchain in Banking.
1: (D). Digital Financial Inclusion

1:

w
Q.
Q.
Q.
Q.
Q. 1: (E). Digital Currency

SECTION-B

All guestions are compulsory (Each question have an internal choice. Attempt any one (either A or
B) from the internal choice) 7 x 3 =21 Marks

Questions CO | Bloom’s
Level
Q. 2: (A). “The secret of successful banking is to strike a balance between CO2 | L3

liquidity and profitability.” Discuss

Q. 2: (B).
Calculate the Capital Adequacy Ratio for the given banks for the year 2021
and interpret the results with reference to BASEL Il accord.

Or

Variables Values (INR) | Values (INR) | Values (INR)
Year 2021 2021 2021
Bank Name ABC Bank XYZ Bank PQR Bank
Tier | Capital 100000000 | 70000000.25 | 40000000.75
Tier Il Capital 20000000 10000000.23 30000000
Risk Weighted Assets worth 8474576.27 5805515.27 5559968.27




Q. 3: (A). What are the difference between Neo Bank, Digital Banks and
Traditional Banks? Explain with relevant examples. CO2 | L3
Or
Q. 3: (B). Explain the process of credit appraisal used by commercial banks.
Illustrate with the case of Salaried and Business owner applicant. CO3 | L3
Q. 4: (A). Explain various types of Life Insurance policies with two examples of
each from the existing policies
Or
Q. 4: (B). Explain the difference between Factoring and Forfeiting with the help
of an example.
SECTION-C
Read the case and answer the questions 7%02 = 14 Marks
Questions CO | Bloom’s
Level
Q. 5: Case Study: Read the article and answer the questions at the end. CO4 | L4

NPA: A Three-Legged Monster Created By Reserve Bank’s Forbearance?

By Tamal Banyopadhyay, August 16, 2022

When a pack of wild boars invades your agricultural land during the harvest
season, destroying the crops with their razor-sharp tusks, what do you do?

You can employ guards to hunt them, use a tranquilliser or dart gun to sedate and
capture them, or trap them, luring them into a corral with jello powder-laced
dried corn and doughnuts kept inside. In the US, the feral pig population has
become a headache for the government, farmers, conservation biologists and
water district officials in many states. Wildlife managers and researchers are
busy exploring various measures to control the menace — ranging from
contraceptives and poisons to snares and aerial shooting. Taking cues from the
military, some are even employing night-vision equipment and thermal imaging
to track and kill the pigs, media reports suggest. Now, change the turf from
agricultural land to Indian banking industry and the wild boars with a three-
legged monster called NPA or non-performing assets. Since 1993, when the
Reserve Bank of India (RBI) introduced the prudential norms for income
recognition, asset classification and provisioning for bad loans, the system has
been ravaged by NPAs in phases. The regulator has experimented with many
instruments to tame the monster, the latest being the insolvency and bankruptcy
code. Many of the borrowers who don’t service bank loans are the so-called
wilful defaulters, a typical Indian concept. They have the money but don’t pay
off; instead, they siphon off funds or divert them to other businesses. In a recent
paper, titled “The Roller Coaster Ride of Non-Performing Assets in Indian
Banking”, Rakesh Mohan, former RBI deputy governor and now president and
distinguished fellow of the Centre for Social and Economic Progress, and Partha
Ray, director, National Institute of Bank Management, have busted quite a few
myths and shed new light on what ails banking in the world’s sixth largest
economy, while tracing the story of NPAs in the past three decades. Let’s begin
with some facts. Even though the RBI had introduced the health code system in
November 1985, the NPA norms came into force in 1993 after the first
Narasimham Committee report was released. Initially, a loan was deemed to have




turned bad when it was not serviced for four quarters. By 1995, the period was
reduced to two quarters and, finally, with effect from March 31, 2004, an NPA
was defined as a loan not serviced for one quarter, or 90 days. Now, look at the
seesaw movement of the NPAs. As on March 31, 1994, the gross NPAs of all
public sector banks (PSBs) were 25 per cent. After dropping to 2 per cent in
2009, these rose to 14.6 per cent by 2018. In 2021, the level dropped to 7.5 per
cent. Incidentally, in certain years, the PSBs, which have legacy loan books
fraught with NPAs, had less gross and net NPAs than their younger peers — the
new private banks. For instance, in 2008, the PSBs had 2.2 per cent gross NPAs
and, after setting money aside or making provision, 1 per cent net NPAs. In
contrast, new private banks had 2.5 per cent gross NPAs and 1.1 per cent net
NPAs. This trend continued for the next three years, till 2011. From 2012, it got
reversed, with the new private banks faring better than the PSBs. For instance, in
2018, when PSBs had 14.6 per cent gross NPAs and 8 per cent net NPAs, the
new private banks’ gross and net NPAs were 4.7 per cent and 2.4 per cent,
respectively.

The paper has traced three distinct phases of NPAs — the falling trend from the
1990s till 2009; their rise since the North Atlantic Financial Crisis, or NAFC, till
2018; and the fall of NPAs since then, coinciding with the introduction of the
bankruptcy measures. (Mohan prefers to call the financial crisis of 2008, which
hit the world in the aftermath of the collapse of the iconic US investment bank,
Lehman Brothers Holdings Inc, NAFC because of the origin of the crisis and its
uneven spread across the globe beyond the North Atlantic.) Many attribute the
sharp rise in NPAs in 2018 to bad governance in PSBs, but Mohan and Ray don’t
buy this argument as the same set of banks had recorded a sharp fall in NPAs
between 1996 and 2011. Did the governance of PSBs drastically change after
this? Or, was it an accident that they did so well for one-and-a-half decades in
managing the NPAS?

The duo finds the banks “more responsible” in the first phase, which witnessed
the fall of NPAs even though there was high credit growth, fuelled by aggressive
retail lending. The banks also invested heavily in government bonds. As the
interest rates dropped, their treasury income swelled and that helped them set
money aside for NPAs. In the second phase, the NPAs started growing in 2012.
Till 2014, the rise was relatively slow; the bad loans hit the roof in 2018,
primarily led by the PSBs. Why did this happen? To use a cliché, there was
irrational exuberance among banks to give loans to corporations for building
infrastructure, particularly for power generation, steel and telecom. There was a
distinct spurt in credit to the industry. Most importantly, “regulatory
forbearance” played a critical role in the rise of NPAs. In August 2008, the RBI
allowed banks to restructure bad debt and not classify them as NPAs. It was a
one-time measure put in place till June 30, 2009, but the forbearance actually
ended almost a decade later, in February 2018!

This means the real extent of NPAs was hidden for years. The bankers suffered
from a false sense of complacency till the RBI decided to open a Pandora’s box
through an asset quality review (AQR) of banks. The AQR was backed by the
Central Repository of Information on Large Credit, or CRILC, which captured
every exposure of banks worth ~5 crore and above. The review brutally exposed
misallocation of credit and zombie lending. The key question remains, though:
How much of the rise in NPAs was due to irresponsible lending and the extent of
old bad loans that were swept under the carpet by regulatory forbearance?

Indeed, there were frauds, and the politician-banker-industrialist nexus played a
role in the rise of NPAs, but governance issues in Indian banking are far more




nuanced and complex. No one can challenge this argument even as we wait with
bated breath to see how the NPA scene will unfold over the next few years. It all
depends on how many of the pandemic-affected restructured loans turn bad and
how long the regulatory forbearance window is kept open in this round.

(Acknowledgement: The case study is the article by Sri Tamal Banyopadhyay
accessible at https://www.linkedin.com/pulse/let-customers-enjoy-freedom-from-
banks-tyranny-tamal-
bandyopadhyay/?trackingld=BZsCqtJ1TfWO6QdWIDLZAQ%3D%3D)

Questions:

Q. 5: (A). Identify the major issues highlighted in the article and how the current
Banking practices are addressing NPA problem.

Q. 5: (B). “Banking is necessity but Banks are not!” Write a report on future of
Banking on the basis of this statement.

Kindly fill the total marks allocated to each CO’s in the table below:

COs Marks Allocated
Cco1 5 Marks
CO2 14 Marks
COo3 7 Marks
CO4 14 Marks

Blooms Taxonomy Levels given below for your ready reference:

L1= Remembering
L2= Understanding
L3= Apply

L4= Analyze

L5= Evaluate

L6= Create




