
Govt to Look at Applicability of 20% Tax on Ongoing 
Buybacks

New Delhi | Mumbai: Finance secretary Subhash 
Chandra Garg said the government will look into the 
applicability of the proposed 20% tax on ongoing share 
buybacks as the fate of at least a dozen of them hung in 
the balance.

When asked if the government would consider 
grandfathering them from the proposed levy, he said: “I 
am not in a position to say whether that can work or 
not, but will discuss with the revenue department.”

After KPR Mill scrapped its buyback on Thursday, most 
other companies are likely to reconsider their plans 
soon, said market participants.

Garg said the 20% tax, which was extended to listed 
companies from unlisted ones in the budget, was aimed 
at discouraging buybacks and encouraging investment. 
He was speaking at a Confederation of Indian Industry 
(CII) event in the capital.

About 15 companies including Wipro, Adani Ports, BSE, 
Greaves Cotton, Eris Lifesciences, SH Kelkar, Sasken 
Technologies, Welspun Corp and Star Cement had 
announced buybacks before the budget.

ET spoke to senior executives of five companies who 
said on condition of anonymity that they will have to 
postpone plans because of the additional tax amount 
for which they will have to get board and shareholder 
approval. Officials of two of these companies said they 
could shrink the size of the offer or cancel it altogether 
because of the tax outgo.

SH Kelkar said there is no change in their buyback plan 
and are evaluating tax implications from legal / tax 
perspective. The other companies did not respond to 

emailed questions on the matter.

Preventing Tax Avoidance

“While a few may go ahead with the offer by paying tax, 
for some it may not be viable,” said Shriram 
Subramanian, founder and managing director, 
InGovern Research Services.

Finance minister Nirmala Sitharaman’s budget measure 
was seen as a means to prevent tax avoidance — 
companies opting to buy back shares rather than 
distributing cash through dividends, which are liable to 
dividend distribution tax (DDT).

Garg said buybacks were undertaken mainly by 
companies that have cash but see no investment 
opportunities. “Our preference would be they invest so 
that there is no need to do buyback,” he said. “In this 
economy, how the buyback is being done in the digital 
economy space, there’s also enormous opportunity (for 
investment).”

The government’s objective is to eliminate arbitrage 
and encourage investment. KPR Mill on Thursday 
withdrew its Rs.263.31 crore proposed buyback plan 
citing difficulties in meeting obligations beyond the 
amount approved by the board and shareholders.

“We have today filed with Sebi (Securities and Exchange 
Board of India) our communication conveying that the 
increase in the amount of buyback obligation due to the 
tax proposal in the Finance Bill 2019 was neither 

contemplated nor prevailing at the time of the 
consideration and the approvals of the board and 
shareholders,” the company said in an exchange filing 
on Thursday. The KPR scrip fell 3% on Friday, as did 
shares of Sasken Technologies. Eris Lifesciences’ stock 
fell 8%.

“All these companies have passed resolutions for 
buying back certain number of shares at certain amount 
and for additional amount they will have to go back to 
shareholders for an approval,” said Amit Tandon, 
founder and managing director of corporate 
governance and proxy advisory firm IiAS. “Many of the 
companies may scrap their plans as 20% is a lot of 
money.” In a share buyback, a company absorbs or 
retires the repurchased shares. Those companies that 
choose to retain them keep them as treasury stock. The 
total amount of buyback issuances increased from 
Rs.1,834 crore in FY16 to Rs. 55,587 crore in FY19, Prime 
Database showed.

Move paves way for clearing dues of Rs. 3,300 cr; more 
such pacts on the anvil, group tells NCLAT

Karunjit.Singh@timesgroup.com

New Delhi:  Three group entities of debt-laden 
Infrastructure Leasing and Financial Services with 
outstanding loans of about Rs.3,300 crore are set to 
begin servicing them after lenders and IL&FS reached 
agreements to restructure the debt, according to 
submissions made before an appellate tribunal.

L&T Finance and its other arms as well as Aditya Birla 
Sun Life Mutual Fund are the major lenders to these 
three companies, with L&T Finance alone having an 

exposure of about Rs.1,500 crore.

IL&FS on Friday also submitted before the National 
Company Law Appellate Tribunal (NCLAT) that it will 
follow a similar procedure to begin servicing debts of 10 
more group entities with total outstanding debt of 
around Rs.13,000 crore.

Ramji Srinivas, counsel for IL&FS and Union of India, 
told NCLAT that all lenders of West Gujarat Expressway 
and Jharkhand Road Project Implementation Company 
had signed term sheets restructuring the loan 
agreements  with IL&FS and that  once f inal 
documentation was signed, the companies would 
begin servicing their debts.

Srinivas also said all lenders barring Bank of India (BOI) 
had agreed to similar restructuring for the loans of 
Moradabad Bareilly Expressway and that BOI was 
expected to assent to the terms within two days.

A two-member NCLAT bench led by Justice SJ 
Mukhopadhaya, however, asked the IL&FS counsel how 
the group planned to resolve the debt of 82 other 
domestic group entities with total debt of Rs.61,375 
crore.

The appellate tribunal had in October 2018 granted a 
moratorium on all claims against IL&FS entities to 
facilitate an orderly debt resolution of the group, which 
has total outstanding debt of Rs.94,215 crore.

All group companies of IL&FS have been classified 
according to their ability to meet payment obligations. 
Group companies able to meet all payment obligations 
are categorised as ‘green’. Those companies able to 
meet only operational payments and senior secured 
debt obligations are categorised as ‘amber’. Those that 
are not able to meet any payment obligations are 
categorised as ‘red’.

Currently 55 group entities are classified as ‘green’, 13 
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as ‘amber’, and 82 as ‘red’. Eleven entities are yet to be 
classified. In February, NCLAT had ordered that all 
‘green’ entities begin servicing their debt obligations. 
Only these entities have been servicing their debt.

The three companies named earlier would be 
reclassified as ‘green’ from ‘amber’ as soon as they are 
ready to service their debts.

The NCLAT bench gave IL&FS 15 days to reach similar 
agreements with the 10 other ‘amber’ companies and 
questioned IL&FS on their plan for the resolution of 
‘red’ companies. “Why should we not release the red 
companies (from the moratorium)? Let somebody who 
want to trigger (insolvency) because you will not be in a 
position (to pay lenders),” it said.

The bench also directed IL&FS to file an affidavit on the 
measure it would take to release payments to provident 
funds, pension funds and said NCLAT may direct IL&FS 
and Union of India to release any funds generated to 
these and other employee related funds who have 
invested in IL&FS group entities.

PTI Washington:  Anshula Kant, managing director of 
the State Bank of India, has been appointed as 
managing director and chief financial officer of the 
World Bank, its president David Malpass announced 
Friday. As managing director and chief financial officer, 
Kant will be responsible for financial and risk 
management of the World Bank Group, reporting to the 
President.

"I am very pleased to appoint Anshula Kant as World 
Bank Group managing director and CFO. Anshula brings 
more than 35 years of expertise in finance, banking, and 
innovative use of technology through her work as CFO 
of the State Bank of India," Malpass said.

Among other key management duties, her work will 
include oversight of f inancial reporting, risk 
management, and working closely with the World Bank 
CEO on mobilisation of IDA and other financial 
resources.

"She's excelled at a diverse array of leadership 
challenges including risk, treasury, funding, regulatory 
compliance and operations. I look forward to 
welcoming her to our management team as we work to 
increase our effectiveness in supporting good 
development outcomes," Malpass said.

Also wants details of assets and tax liability; 
custodians provide all data barring tax info

Reena.Zachariah@timesgroup.com

Mumbai: The government has sought information from 
the Securities and Exchange Board of India (Sebi) about 
the origins of those foreign portfolio investors (FPIs) 
that use the trust structure and the assets that they 
manage, said a person familiar with the development.

It also asked for data on the tax liability of each of the 
structures employed by FPIs — trusts, companies and 
limited liability partnerships (LLPs). Sebi, which 
regulates FPIs, had asked custodians to provide the 
information, said the person cited above.

“Custodians have provided all the information that was 
sought from them except for the tax part, which they 
said they don’t have,” said the official.

Last week’s budget had proposed an increase in the 
surcharge on high-income earning foreign individuals 
and associations of persons (AoPs). A large number of 
FPIs in India will be impacted as they are structured 
either as trusts or AoPs.

In the meantime, the Asia Securities Industry and 
Financial Markets Association (ASIFMA), an FPI lobby 
group, met senior Sebi officials to share their concerns 
on the budget proposal to increase the tax surcharge on 
the super-rich.

As per data provided to the government, 40% of the 
FPIs use the trust structure, while 60% of them prefer to 
use the corporate structure.

“Most of the FPIs using trust structure are from the US 
and Luxembourg,” said another person close to the 
development.

Trusts and LLPs are commonly used legal structures 
globally to set up entities for collective investment. This 
includes India.

Variable Capital Structure

“When managing an open-ended fund where investors 
make new investments or redeem old investments 
every day, ability to issue new capital (for new 
investments) and extinguishing existing capital (for 
redemption) is very difficult in a company structure but 
very easy in trust or partnership structure,” said a 
person who advises FPIs.

Finance minister Nirmala Sitharaman has proposed to 
raise the surcharge levied on top of the applicable 
income tax rate from 15% to 25% for those with taxable 
incomes between Rs.2 crore and Rs 5 crore, and to 37% 
for those earning more than Rs.5 crore. This takes the 
effective tax rate for those two groups to 39% and 
42.74%, respectively.

This will apply to individuals, trusts, Hindu Undivided 
Families and associations of persons (AoPs). For those 
with a total income of more than Rs 5 crore, the long-
term capital gains tax rate would go up to 14.25% from 
12%, while the short-term capital gains rate would 
increase to 21.4% from 17.9%.

“Variable capital structure is needed for collective 
investment vehicles (CIVs) — such as mutual funds — 
therefore the unit trust structure is most commonly 
used globally and in India,” said an expert. “Most CIVs 
prefer tax pass-through status, so tax incidence is in the 
hands of investors — trusts are most useful for this 
globally.”

A tax expert said the trust structure made it transparent 
for investors.

“Translating the value of investments of pooled assets 
for each underlying investor, in a transparent and 
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clearly understood NAV (net asset value) method, can 
be managed in the unit trust structure,” he said. “This is 
very difficult to do in company and its shares format.”

Globally, pension and provident funds are typically 
trusts with beneficiaries as the underlying entities. 
Many FPIs moved to AoP and trust structures in the past 
five years due to concerns about the possible 
applicability of Minimum Alternative Tax (MAT)

80% of PMS Funds Stumble in June

Amit.Mudgill@timesinternet.in

Only 20% of the 100-odd portfolio management 
schemes (PMS) managed to generate positive returns 
in June, the best being 2%, initial data on 43 schemes 
showed.

Small cap-focused PMS schemes met with the biggest 
disappointment, where none of the 16 schemes being 
able to create wealth to investors. IndiaNivesh’s 
‘SPROUT’, which manages over Rs.100 crore, eroded 
investor wealth by 6.90 percentage points.

Accuracap’s Dynamo (down 6.48%), CARE PMS’s 
Growth Plus Value (down 6.06%) and Kotak AMC’s 
Small & Midcap Scheme (down 4.80%) all delivered 
negative returns. Motilal Oswal’s IOP (which manages 
over Rs.3,400 crore in assets) and IOP V2 (Rs.565 crore 
AUM) delivered negative returns of 4.78% and 4.41%, 
respectively. The BSE Small cap index fell 4.22% during 
the month.

A couple of schemes such as Systematix Shares’ 
Dynamic Investment Portfolio, Tamohara investment 
managers’ TLES, Ambit Capital's Emerging Giants, Nine 
Rivers Capital’s Aurum Small Cap Opportunities and 

Prabhudas Lilladher’s Fortune Strategy managed to 
outperform the benchmark index but still eroded 
investor wealth by 0.35-1.78%. The Systematix scheme 
also included mid-cap stocks. HNIs investing in multicap 
schemes also met with dismal results. As many as 35 of 
the 44 schemes under review reported up to 4% drop in 
returns for the month. Schemes run by Kotak AMC, 
Edelweiss, Accuracap, Satco Capital Markets, Buoyant 
Capital, NJ Advisory and Aditya Birla Capital all fell 
between 2% and 4%.

Higher Surcharge to Impact 40% FPIs: Finmin Math

Majority that use the corporate, rather than trust, 
structure will not be affected

Deepshikha.Sikarwar@timesgroup.com

New Delhi: A quick analysis by the finance ministry 
shows that about 40% of foreign portfolio investors 
(FPIs) — those that follow the trust structure — will be 
impacted by the higher surcharge levied in the budget. 
The majority 60% of FPIs that use the corporate 
structure will not be impacted.

The finance ministry is trying to ascertain why these 
FPIs, mostly coming in through tax havens, are using the 
trust structure and how this benefits them, a 
government source said. Any decision on this will need 
to consider that special dispensation for FPIs will distort 
the tax structure, the person said.

Finance minister Nirmala Sitharaman has proposed to 
increase the surcharge levied on top of the applicable 
income tax rate from 15% to 25% for those with taxable 
incomes between Rs.2 crore and Rs.5 crore, and to 37% 
for those earning more than Rs. 5 crore. This takes the 

effective tax rate for those two groups to 39% and 
42.74%, respectively.

“I don’t think clarification at the moment is all that 
required.

Let’s see as it goes. You think it is required? Will take it as 
it comes,” she said at a press conference on Monday. “I 
don’t want to sound like a stickler for rules, but this is an 
answer that I’d rather give in Parliament.” The 
surcharge is proposed to be raised for all incomes, be it 
from salary, savings, interest, mutual funds and gains 
made in stock markets.

‘Bid to Lower Tax Outgo’

It will apply to individuals, trusts, Hindu Undivided 
Families, firms and associations of persons (AoPs). For 
an individual earning a total income of more than Rs 5 
crore, the long-term capital gains tax rate would go up 
to 14.25% from 12%, while the short-term capital gains 
rate would increase to 21.4% from 17.9%. For 
companies, no change is proposed in the surcharge 
rate. Non corporate entities get taxed as individuals in 
India.

“FPIs can choose the company route and pay less tax 
like the 60% have done,” said the person cited above.

One view among tax authorities is that many FPIs have 
chosen the trust route to lower their tax outgo besides 
preferring the opacity this offers when they come into 

India via tax jurisdictions such as the Cayman Islands or 
Luxembourg. A trust structure, a source said, aids in 
avoidance or lowering of tax in their home countries.

“Giving FPIs further lower surcharge rate compared to 
our domestic investors would be discriminatory to 
domestic investors and would not be a level playing 
field as far as the tax structure is concerned. This would 
amount to distorting our tax structure and allow them 
to choose to eat their cake and have it too,” he said.

The proposal to extend the tax surcharge to foreign 
entities was in line with the increase in income tax for 
rich Indians whose total income is more than Rs.5 crore 
a year, officials said. “Therefore, the FPIs’ demand 
which is being projected through various sources in 
media is unjustified,” one of them said.

Also, domestic investors should not be discriminated 
against and put at a disadvantage, the person added.

Experts said foreign investors prefer to invest in India 
through a trust structure due to various business and 
regulatory considerations.
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SBI ordered investigation; lender suspects diversion of 
funds,  evergreening  of  loans,  preferent ia l 
transactions

Sachin Dave & Saloni Shukla

Mumbai:  A probe commissioned by SBI has flagged 
transactions worth Rs.5,500 crore in the books of 
Reliance Communications and two other Anil Ambani-
led Reliance Group entities for further investigation, 
four people with direct knowledge of the matter told ET.

The probe into fund flows at RCom, Reliance Telecom 
and Reliance Telecom Infrastructure has examined 
related-party transactions, apparent evergreening of 
loans and seemingly preferential dealings with entities 
at which a few Reliance Group employees were 
directors. The Reliance Group was formerly known as 
the Anil Dhirubhai Ambani Group.

The probe, which looked at transactions between May 
2017 and March 2018, examined over 100,000 entries. 
Funds flows involving three large entries are 
particularly under the scanner as the SBI-led lenders’ 
group suspects fund diversion. The lenders are now 
looking to initiate a deeper probe to ascertain the 
authenticity of the dealings of these three entities, said 
one of the persons. SBI had engaged accounting firm 
BDO in November 2017 to study the fund flows.

Questions Raised with Management

“The report has been tabled before the committee of 
creditors and questions based on the findings of the 
report have been raised with the management,” said 
one of the persons. “The probe came across several 
transactions which had no logic whatsoever. A deeper 
analysis showed that these were just adjustment 
entr ies  made by the company.  An in-depth 
investigation is needed to track the flow of these 
funds.”

A spokesperson for SBI said the bank does not 
“comment on individual accounts and their treatment”. 
An RCom spokesperson said the company was 
undergoing insolvency and queries needed to be put to 
resolution professional Anish Nanavaty, who didn’t 
respond to ET.

RCom entered the bankruptcy process in May, when 
the appellate tribunal vacated a stay on insolvency 
proceedings against it.

Based on conversations with people who have seen the 
report, ET understands that a little-known entity, 
Netizen, received capex advances of Rs.4,000 crore in 
May 2017 through transactions emanating from 
Reliance Group companies. What raised suspicion was 
the size of the amount, which was later set off against 
liabilities.

“Ideally, the auditors of the company should have 
reported this transaction in the company’s financials, 
but they haven’t done so. The way the entity (Netizen) 
has been defined, it doesn’t technically fall within the 
purview of a related party,” said another person close to 
the development. Pathak HD & Associates was the 
auditor for Reliance Communications.

Questions were also raised on inter-corporate deposits 
of Rs.600 crore paid to another group company. As per 

the initial probe, this may have been a preferential 
transaction that was not carried out at an arm’s length. 
At least a dozen transactions of alleged evergreening of 
loans through the letter of credit route worth Rs.500 
crore with three-four banks are also under scrutiny.

“A dozen transactions clearly hint towards banker 
facilitation in evergreening of loans by using multiple 
letter of credit transactions — these should be looked at 
in further detail,” said one of the persons who has seen 
the initial probe report. Reliance Group companies have 
a debt of over Rs.1 lakh crore with RCom accounting for 
Rs. 49,193 crore, followed by Reliance Telecom at over 
Rs.24,306 crore.

Anil Ambani said recently that his group was fully 
committed to meeting all future debt-servicing 
obligations in a timely manner through asset sales that 
are already at various stages of implementation.

Global auditing firm PwC had recently informed the 
ministry of corporate affairs about certain alleged 
irregularities in the books of accounts of Reliance 
Capital and Reliance Home Finance, part of the same 
group.

BUDGET PROPOSALS Regulator’s annual spend plan 
needs govt nod and 75% of its surplus funds must be 
transferred to govt

Pavan Burugula & Maulik Vyas

Mumbai:  The government is set to have a greater say in 
the finances of the Securities and Exchange Board of 
India (Sebi). The Union budget last week proposed that 
the government approve Sebi's annual expenditure 
plan. Further, new provisions were introduced 

mandating transfer of 75% of Sebi's surplus funds to the 
government. The market regulator had over Rs.3,000 
crore of surplus reserves as on March 31, 2018.

Legal experts said the move is unlikely to have any 
significant impact on Sebi’s finances. But some think 
such moves could impact the autonomy of the capital 
market regulator.

Until now, Sebi’s expenditure plans only needed its 
board approval. Now, it will also need the approval of 
the ministry of finance.

“This may affect the autonomous nature of Sebi as it 
provides more control to the central government,” said 
Sumit Agrawal, founder, Regstreet Law Advisors. 
“Rather than seeking elaborate manner of public 
disclosures of Sebi's financials by amending Sebi (Form 
of Annual Statement of Accounts) Rules, 1994, the 
Finance Bill directly forms a ridge on expenditure 
discretion of Sebi.”

The market regulator maintains a general fund to which 
all the income received by Sebi is credited. The 
regulator uses the fund for salaries and employee 
benefits. Now, the government has asked Sebi to create 
a reserve fund. The total corpus received into the 
general fund will be divided into two parts: 75% will be 
transferred to the government while the rest will be 
credited to the reserve fund, which can be used for 
Sebi's expenses. More importantly, there is a cap on 
how much Sebi can hold in its reserve fund — which is 
two times its annual expenditure.

In the past few years, there have been differences 
between the central government and the market 
regulator over financial autonomy. In 2016, Sebi told 
the Comptroller and Auditor General (CAG) that any 
insistence on keeping Sebi funds in the government 
account would undermine its autonomy. “(It) would 
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militate against the basic canons of governance of 
markets by statutory regulators as envisaged under the 
Sebi Act.” Then, the CAG concluded that there were no 
provisions in the Sebi Act that obliges Sebi to share its 
revenues with the central government.

Yogesh Chande, partner, Shardul Amarchand 
Mangaldas, said, “Since there were concerns raised in 
the past around transferring such an amount in the 
absence of any specific provisions in the Sebi Act, the 
same is now being amended to expressly provide (for 
the purpose).”

Such provisions are being applied to Sebi alone. Other 
regulators including the insurance regulator and 
pension fund regulator do not face such a scrutiny.

The move is part of the government’s strategy to raise 
more funds from state-owned institutions and 
regulators including the Reserve Bank of India (RBI). 
According to the FY20 budget, the government aims to 
mop up Rs.1.06 lakh crore from these institutions 
against Rs.74,100 crore collected last fiscal.

“The development should be seen from the point of 
view that Sebi General Fund currently has a corpus of 
about Rs.3,000 crore,” said Anil Choudhary, partner, 
Finsec Law Advisors.

“This is a quite a large amount which remains unutilised 
by the market regulator and can be better served at the 
disposal of the government.”

High Promoter Holding Cos Likely to Underperform

Many of these stocks have premium valuations 
because of restricted free float

Rajesh.Mascarenhas@timesgroup.com

Mumbai:  Companies with promoter holdings beyond 
65% of the outstanding equity base are likely to 
underperform in the next two years, as excess supply of 
stock may not always be met with sufficient demand to 
ensure price stability.

Friday’s proposed federal move to increase minimum 
public shareholding from 25% to 35% would impact 
about 1,400 listed companies, including TCS, Wipro, 
HDFC Life, Avenue Supermart, Dabur, Bandhan Bank 
and Pidilite Industries, among others. These stocks are 
also unlikely to cross their yearly highs in the near term, 
analysts believe.

The move to increase public holding will lead to 
valuation corrections as many of the stocks are quoting 
at premium valuations because of the restricted free 
float.

“The sell-off will be an overhang on stock prices in these 
companies until they end up selling stakes to investors” 
said Deven Choksey, MD, KR Choksey Investment 
Managers. “Quite possible, the valuations will come 
down under the given situation….the longer it takes, 
the more painful it would be.”

Most of the offers for sale done recently to meet 
minimum public holding norms are with a discount of 5-
10% to the market price. Of the last 15 OFS proposals, 
11had offered discounts between 3% and 14%. The SBI 
Life Insurance OFS was priced at Rs. 650 per share when 
the prevailing stock price was at Rs.710. Similarly, L&T 

Technology Services OFS was at a discount of 6% to the 
market price.

Kotak Mahindra Bank shares underperformed in the 
past one year due to uncertainty about dilution in the 
promoters’ stake. The stock gained just 9.5%, while ICICI 
Bank and Axis Bank climbed 60% and 54%, respectively, 
in this period. HDFC Bank gained 16% during this 
period.

“If  increased public shareholding norms are 
implemented, the supply of paper in the market will 
increase and investors would rather wait to buy at a 
discounted price,” said Amar Ambani, head of research, 
Yes Securities.

At present, of the BSE 500 companies, 100 have 
promoter stakes above 65%. There are 40 PSUs with 
public holding lower than 35%. TCS alone would be 
required to dilute worth Rs.60,000 crore to reduce its 
stake from 72.05% to the proposed 65%.

Old cars don’t need long-term motor covers

Mumbai:  In a major relief to owners of older vehicles, 
the insurance regulator has said that they can continue 
to renew their insurance policies on an annual basis and 
need not purchase a long-term policy. In August 2018, 
the regulator had made it mandatory for buyers of new 
cars and two-wheelers to purchase long-term policies. 
The Insurance Regulatory and Development Authority 
of India (IRDAI) had made it mandatory for buyers of 
new cars to purchase a three-year cover, and two-
wheeler owners to get a five-year cover. This followed 
the directions of the Supreme Court in a writ petition 
filed by S Rajaseekaran.

The mandate was to purchase a long-term third-party 
insurance cover so that victims of motor accidents are 
not denied compensation because the vehicle owner 
had forgotten to renew the third-party cover. Insurers 
were free to sell ‘own damage’ section of the cover 
(comprehensive cover) on an annual basis.

“The long-term motor product ... shall be offered only 
to new private cars and new two-wheelers. These 
products shall not be offered for renewals of existing 
policies or for old vehicles,” member (non-life) T L 
Alamelu said in a circular.

According to SBI General head (underwriting & 
reinsurance) Subramanyam Brahmajosyula, this means 
that owners of old vehicles can continue to renew 
insurance cover for their vehicles on an annual basis.

However, owners of two wheelers can continue to buy 
specially designed two-wheeler policies offered by 
some non-life companies before the Supreme Court 
order.
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In August 2014, IRDAI allowed non-life firms to offer 
policies of up to three years for two-wheelers. The 
advantage for the vehicle owner was that the premium 
rate was frozen for three years. Motor third-party 
premium rates invariably rise every year as claims 
arising out of compensation awarded by the motor 
accident tribunal are higher than premium collected.

‘RBI’s exposure rules tougher than most’

Mumbai:  The Bank for International Settlements (BIS) 
has said that several of RBI’s regulations for large 
exposures by banks are more stringent than global 
ones. The BIS is an association of global central banks 
and sets the standards in terms of regulations and 
prudential norms.

The observations were made by the BIS after 
conducting an assessment of the consistency of RBI’s 
rules for large exposures with global norms. “In some 
other respects, the Indian regulations are stricter than 
the Basel large exposures framework,” the BIS report 
said.

The Basel standard only applies to internationally active 
banks. However, the RBI applies the large exposures 
requirements to all banks except regional rural banks. 
These rural banks account for less than 3% of total loans 
outstanding for all commercial banks.

Under the Basel framework, exposures that must be 
deducted from capital are not added to other 
exposures for that counterparty for the purpose of the 
large exposure limit. The RBI has not implemented this 
requirement, which increases the exposure size relative 
to the Basel standard, and so results in a stricter 
treatment.

The BIS assessment team had identified two findings. 
First, not incorporating economic interdependence 
between counterparties for aggregating exposures. 
Second, non-mandatory nature of the look-through 
approach (LTA) under RBI guidelines, which the central 
bank addressed. The LTA is an alternative to the ‘look at’ 
approach where the regulator looks at the entire 
transaction as a whole.

An initiative by
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