What is Para Banking?



It provides a framework of rules/regulations/instructions to the Scheduled Commercial Banks for undertaking certain financial services or para-banking activities as permitted by RBI.

What is Universal Banking?
Universal Banking is a superstore for financial products under one roof. Corporate can get loans and avail of other handy services, while can deposit and borrow. It includes not only services related to savings and loans but also investments.

Relationship between Para-Banking & Universal Banking?
Most of the rationales for regulating banks fall into broad categories:
1. Subsidiary Companies

2. Equipment leasing, Hire purchase business and Factoring services

3. Banks undertaking PD (Primary Dealer) business

4. Mutual Fund Business

5. Insurance business

6. Underwriting of Corporate Shares and Debentures & bonds of Public Sector Undertakings

7. Safety Net Schemes

What Is Merchant Banking?
A merchant bank deals with the commercial banking needs of

· international finance,

· long term company loans, and

· stock underwriting

UNDERWRITING OF CORPORATE SHARES & DEBENTURES
1. The statutory provision contained in Section 19(2) & (3) of the Banking Regulation Act, 1949 regarding holding of shares in any company as pledgee / mortgagee or absolute owner, should be strictly adhered to.

2. The banks have to ensure that underwriting commitments should comply with the ceiling prescribed for the banks exposure to the capital markets.

3. Ensure that the portfolio is diversified

4. Sub-underwriting

5. Carefully evaluate the proposals

6. Banks should not underwrite issue of Commercial Paper by any Company or Primary Dealers

7. Banks should not extend Revolving Underwriting Facility to short term Floating

8. Rate Notes/Bonds or debentures issued by corporate entities.

9. An annual review covering the underwriting operations taken up during the year, with company-wise details of such operations, the shares/debentures devolved on the banks, the loss (or expected) from unloading the devolved shares/debentures indicating the face-value and market value thereof, the commission earned, etc. may be placed before their Boards of Directors within 2 months of the close of the fiscal year.

10. Banks/Merchant banking subsidiaries of banks undertaking underwriting activities are also required to comply with the guidelines contained in the SEBI (Underwriters) Rules and Regulations, 1993, and those issued from time to time.

UNDERWRITING OF BONDS OF PUBLIC SECTOR UNDERTAKINGS
1. Banks should subject the proposals for underwriting to proper scrutiny having regard to all the relevant factors and accept such commitments only on well-reasoned commercial considerations with the approval of the appropriate authority.

2. The banks should formulate their own internal guidelines as approved by their Boards of Directors on investments in and underwriting of PSU bonds, including norms to ensure that excessive investment in any single PSU is avoided.

3. Banks should undertake an annual review of the underwriting operations relating to bonds of the public sector undertakings, with PSU-wise details of such operations, bonds devolved on the banks, the loss (or expected loss) from unloading the devolved bonds indicating the face-value and market value thereof, the commission earned, etc. and place the same before their Boards of Directors within two months from the close of the fiscal year.

GUIDELINES FOR ‘SAFETY NET SCHEMES
1. Under such schemes, large exposures are assumed by way of commitments to buy the relative securities from the original investors at any time during a stipulated period at a price determined at the time of issue, irrespective of the prevailing market price.

2. In some cases, such schemes were offered without any request from the company whose issues are supported under the schemes.

3. Apparently, there was no undertaking in such cases from the issuers to buy the securities. There is also no income commensurate with the risk of loss built into these schemes, as the investor will take recourse to the facilities offered under the schemes only when the market value of the securities falls below the pre-determined price.

TERMS AND CONDITIONS FOR MARKETING MUTUAL FUND
1. Banks should only act as an agent of the customers.

2. Banks should not acquire units of mutual funds from the secondary market.

3. Banks cannot buy back units of mutual funds from their customers.

4. Proposal to extend any credit facility to individuals against the security of units of mutual funds.

5. Banks holding custody of mutual fund units on behalf of their customers.

PRIMARY DEALERS IN INDIA
1. ABN AMRO BANK

2. KOTAK MAHINDRA BANK

3. BANK OF BARODA

4. HDFC BANK LTD

5. HSBC BANK LTD

6. JP MORGAN CHASE BANK
7. CITI BANK LTD

8. CANARA BANK

9. CORPORATION BANK LTD

