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1. W l u a t i o n  Purpose: This eva lua t ion 's  purpose i s  t o  analyze the 
performance o f  the organizat ions whi ch have pa r t i c i pa ted  i n the USAID HG-003 
loan program. I t s  focus i s  on the extent  t o  which Housing Finance Companies 
(HFCs), have developed under the Nat ional  Housing Bank's (NHB's) i n i t i a t i v e s ,  
the degree t o  whlch HFCs are 1 ending t o  lower income fami l  i es, and NHB's 
ef fect iveness i n  promoting the development o f  the housing f inance system. 
2. Evaluat ion Methodology: The eva luat ion r e l i e s  on three years o f  
f i nanc ia l  data fo r  n ine HFCs which are p a r t i c i p a t i n g  i n  NHB's re f inanc ing  
program; in-depth i n t e r v l  ews a t  fou r  of these HFCs ; in terv iews w i  t h  s t a f f  a t  
the NHB and o ther  f i n a n c i a l  I n s t i t u t i o n s ,  and w I  t h  USAID s t a f f ;  and, a ser ies 
o f  reports on housing f inance i n  Ind ia .  
3. F i  ndi nus and Concl ustons: 

i) The p r o j e c t  has broadly met the goals. 
ii The past  three years have witnessed a very substant ia l  expansion i n  

the HFC network. 
iii 1 The number o f  loans sanctioned by HFCs grew a t  a compound r a t e  o f  44 

percent from 1988-1989 t o  1990-1991. I n  the f i n a l  year about 153,524 loans 
were sanctioned by these n ine HFCs. 

i v )  Overa l l ,  the HFCs performed wel l  i n  r a i s i n g  funds, leveraging 
equi ty,  and reaching a minimum leve l  of p r o f i t a b i l i t y .  C red i t  r i s k  on HFCs' 
i nd i v i dua l  loans appears t o  be low. The l i q u i d i t y  and c a p i t a l  r i s k s  o f  HFCs 
are low; however, i n t e r e s t  r a t e  r i s k  could become a problem i n  the f u tu re .  
There i s  a l so  a r i s k  o f  some p r i v a t e  HFCs becoming ove r l y  dependent on NHB's 
re f inanc ing f a c i  1 i t y .  

v) Below median income households account . f o r  one-quarter o f  a l l  HFC 
borrowers. 

v i )  NHBts record w i t h  respect t o  the supervis ion o f  HFCs i s  weak 
ovenal l .  I t  has very  large imp1 i c i  t outstanding commitments fo r  p rov id ing  
refinance t o  HFCs . 

n 
v i i )  NHB has been very a c t i v e  i n  promoting the development o f  the housing 

finance system. S i m i  l a r l y ,  .USAID, working w i t h  NHB, has executed a subs tan t ia l  
' complementary program o f  t r a i n i ng ,  studies and technica l  assistance. I t  has 
moved i n  a s u r p r i s i n g l y  la rge  number o f  areas t o  reduce cons t ra in ts  t o  the 
development o f  the housing f inance system. 

v i  i i ) Overa l l  , management o f  the program by USAID and NHB appears t o  have 
been e f f ec t i ve .  
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A.I.D. EVALUATION SUMMARY - PAR?' II 

S U M M A R Y  I 

I J. Summary of Evaluation Flndlngs, Concluslons and Roaommendatlonc (Try not to axceed the three (3) page0 provided) 
Address the fo!lowlng Items: 

: Purpose of evnluatlon and metliodology used . Prlnolpal rocommendallons I 
I Purpose of actlvlty(1es) evaluated Lessons learned I 
I Flndlnos and conclusions (relate to auostlons) I 

1. Pro jec t  Pu r~ose :  The long term goal o f  USAID1s "Housing Finance System 
Program" i s  t o  a s s i s t  the Nat ional  Housing Bank (NHB) i n  increas ing the 
.av1ai 1 abi  1 i t y  of formal housi ng f inance t o  lower income households nationwide. 
Thi s goal i s  t o  be reached through the development o f  a f i n a n c i a l  l y  sound, 
market-ori  ented housing f inance system which makes long-term loans avai lab1 e 
t o  a wide range o f  households, p a r t i c u l a r l y  those w i t h  incomes below the 
median income l e v e l .  

- 

2. Evaluat ion Pu r~ose :  Thls eva lua t ion 's  purpose i s  t o  analyze the 
perfcrmance o f  the organizat ions which have pa r t i c i pa ted  i n  the USAID HG-003 
loan program. Broadly speaking, i t s  focus i s  on the extent  t o  which Housing 
F i  nanc:e Companies (HFCs) , have developed under the Nat ional  Housing Bank's 
(NHB1s0) i n i t i a t i v e s ,  the degree t o  which HFCs are lending t o  lower income 
fa mi'!'^ es, and NHB' s e f fec t iveness i n  promoting the development o f  the housing 
f inance system. 

f 

Mlsslon or Offlce: 

3. Eva1 ua t ion  Methodoloqy: The eva luat ion re1 i es on in format ion from four  
sources: f i n a n c i a l  data on operations over the past  three years f o r  n ine HFCs 
whi ch are p a r t i c i p a t i n g  i n  NHB' s re f inanc ing  program; in-depth in te rv iews  and 
add i t i ona l  data c o l l e c t i o n  a t  fou r  o f  these HFCs; in terv iews w i t h  s t a f f  a t  the 
NHB and other  f i n a n c i a l  i n s t i t u t i o n s ,  and w i t h  USAID s t a f f ;  and, in fo rmat ion  
contained i n  a ser ies  o f  repor ts  on housing finance i n  I n d i a  prepared over the 
past  two years. 

Date Thls Summary Proparod: 

4. Findinas: The team's ove ra l l  conclusion i s  t h a t  the p r o j e c t  has broadly 
ne t  the goals se t  ou t  f o r  i t  i n  the l o g i c a l  Framework contained i n  the Pro jec t  
Paper. The main f i nd ings  are summarized below. 

I UIAID/INDIA March 1992 M ~ ~ R & ~ O ? ? ~ ~ ~ ? ' ~ ~ " ~ O ~ ~ \ ~ I ~ ~ ~ # $ E ~  i n  Ind ia :  
The National Housing Bank's f i r s t  two years. 

i Growth o f  the HFC Network. The past  three years have witnessed a 
very  subs tan t ia l  expansion 9n the HFC network. The t o t a l  number o f  
o f f 1  c i  a1 l y  reg1 stered WFCs has grown exp los ive ly  from approximately 
30 i n  1988 t o  250 o r  more i n 1991. Furthermore, 16 HFCs have been 
recognized t o  receive re f inanc ing  from NHB, and two others  are i n  
the process o f  a t t a i n i n g  t h i s  status;  such recogn i t i on  ind ica tes  
s i g n i f i c a n t  ma tu r i t y  on the p a r t  o f  each HFC. The 16 recognized 
HFCs increased t h e i r  number o f  o f f i ces  from 51 i n  1988-89 t o  136 i n  
1990-91. 

ii) Performance of HFCs over tt ie Period. Based on dats fo r  n ine  o f  the 
l a rges t  HFCs, the number o f  loans sanctioned by HFCs grew a t  a 
compound annual r a t e  of 44 percent from 1988-89 t o  1990-91, 
excluding HDFC, t h i s  f i g u r e  i s  113 percent. I n  the f i n a l  year these 
n ine HFCs sanctioned about 153,524 loans. 

r 
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S U M h.1 A R Y (Contlnuad) 

Other key f i nd ings  include:  .-l 
-- Overa l l ,  the HFCs performed we1 1  i n  r a i s i n g  funds, 1  everaging 

equi ty ,  and reaching, on average, a  minimum leve l  o f  p r o f i  t nb i  1 i t y .  
But r ap id  increases i n  t h e i r  costs o f  funds are c o n s t r i c t i n g  t h e i r  
access t o  resources they can a f f o rd .  

- - Cred i t  r i s k  on HFCs i nd i v i dua l  loans appears t o  be low and repayment 
ra tes  are  very good. HFCsl l i q u i d i t y  and cap i t a l  r i s k s  are  low. 
However, i n t e r e s t  r a t e  r i s k  could become a  problem i f  the cost  o f  
funds continues t o  r i s e  and HFCs r e f r a i n  from exerc is ing t he i  r 
op t ion  t o  r a i s e  ra tes  on outstanding loans. 

-- There i s  r i s k  o f  some p r i v a t e  HFCs becoming h i g h l y  independent on 
NHB f o r  t h e i r  loanable funds because these f i  rms have d i  f f i  cu l  t y  I I 

r a i s i n g  deposi ts and term loans. 

i i i 1 Lendina t o  Households Below Median Income. The in format ion 
avai 1  able i ndi  cates t h a t  below median i ncome households account f o r  
one-quarter o f  a1 1  HFC borrowers. This represents a  modest increase 
i n  share over the past  two years; g iven the explosive growth i n  
t o t a l  lend ing by the HFCs, t h i s  i s  a  subs tan t ia l  achievement. This 
growth i s  l a r g e l y  market dr iven,  but  NHB has played a r o l e  i n  
encouraging f i  rms t o  d i  r e c t  t he i  r resources t o  t h i  s  market segment. 
A l l  HFCs say there i s  no d isc r im ina t ion  aga inst  female headed 
households. However, data ava i l ab le  t o  the team on lend ing t o  women 
and households headed by an e l d e r l y  person are too l i m i t e d  t o  permi t  
estimates o f  lend ing volume. 

1 i v )  Future Demand f o r  Refinancina of Loans t o  HG-El i a i  b l e  Households. 
Under conservat ive assumptions, s u b s t a n t i a l l y  more than $25 m i l l i o n  
i n  e l  i g i  b l c  loans w i  11, be presented each year t o  NHB f o r  re f inanc ing .  

V )  S u ~ e r v i  s ion.  NHB Funds Mobi 1  i t a t i o n .  and Develo~inCl the System. 
NHB1s record w i t h  respect t o  the supervis ion o f  HFCs i s  weak 
ove ra l l .  I t  i s  p a r t i c u l a r l y  poor f o r  those HFCs which are 
reg is te red  bu t  are  no t  recognized as being ab le  t o  ob ta in  re f inance 
from NHB, and even f o r  the recognized companies much improvement i s 
needed. NHB recognizes these weaknesses and some ac t i on  may be 
taken soon. On the  o ther  hand, NHB has been more aware o f  the 
l i m i t a t i o n s  i n  i t s  regu la to ry  a u t h o r i t y  and has taken steps t o  
provide i t  w i t h  most o f  the powers which outs ide observers be l ieve  
i t  needs. 

Over the past  two years, NHB has been very a c t i v e  i n  promoting the 
development o f  the housing f inance system. S i m i  l a r l y ,  USAID, 
working w i t h  NHB, has executed a  substant i  a1 complementary program 
o f  t r a i n i n g ,  studies, and technica l  assi  stance, over the per iod.  

I 

I 
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NHB has very la rge  imp1 i c i  t outstandi  ng commi tments f o r  p rov i  d i  ng 
re f inance t o  the HFCs. NHB i s  aware t h a t  i t s  commitments l i k e l y  
exceed the volume o f  resources i t  w i  11 be able t o  ob ta i n  from low 
cost  funds a l loca ted  by government bodies. I t  has, therefore ,  begun 
exp lor ing opt ions f o r  ob ta in ing  c a p i t a l  from the market. 



I I , .  . ''h . 
S U M M A R Y (Contlnuod) 

v i )  Addressina cons t ra in ts  t o  sector develo~ment.  I n  the comparatively 
b r i e f  per iod o f  two years the NHB has moved w i t h  some e f f e c t  i n  a 
su rp r i s i ng l y  la rge  number o f  areas t o  reduce the  cons t ra in ts  t o  the ~ development o f  the housing f inance system. Of course, much remains 

: t o  be done. 

v i l )  Proaram manaaement. Overa l l  management o f  the program by USAID and 
NHB appears t o  have been e f f ec t i ve .  NHB succeeded i n  meeting a l l  o f  
the Condit ions Precedent i n  the loan agreement although USAID s t a f f  
might have been more d i l i g e n t  i n  pursuing some o f  the areas s ta ted 
i n  the MPIP. 

The presence o f  the Condit ions Precedent c l e a r l y  caused NHB t o  
devote more energy t o  techn ica l  assi  stance, t r a i n i n g  and regu la to ry  
issues than i t  would have otherwise. Funds disbursement has 
proceeded i n  a t ime l y  manner. 

v i i i )  The USAID Role. The team's ove ra l l  assessment i s  t ha t  USAID's 
involvement has been h i g h l y  cons t ruc t i ve  i n  t h i s  stage o f  the 
development o f  the Ind ian  housing f inance system. Both c a p i t a l  and 
technica l  assi  stance have been product ive.  

5. Recommendations : The team' s p r i o r i t y  recommendations are as f o l  lows : I - 

i 1 S u ~ e r v i s i o n  and 4eaulat ion. That NHB g i ve  i t s  h igh p r i o r i t y  t o  
strengthening t h i s  system. An adequate number o f  s t a f f ,  we1 1-t ra ined 
and dedicated f u l l  t ime to, supervis ion under a managing d i r e c t o r  
charged s o l e l y  w i t h  t h i  s responsi b i  1 i ty i s essent ia l .  I 

' ii) Promotion. That the next  l o g i c a l  step i n  enhancing the development 
and compet i t ion o f  the sector  w i  11 i nvo l ve  g i v i n g  the HFCs some 
l a t i t u d e  i n  s e t t i n g  the i n t e r e s t  ra tes  on t h e i r  loans. 

i i i ) Lendinq t o  Low Income Householdg. That the necessary data be 
assembled t o  determine w i t h  p rec i s i on  the share of funds going t o  
low-income households. Furthermore, t h a t  i f  a t  any t ime NHB decides 
t o  1 i m i  t the volume o f  ref inancing any one HFC can take f o r  any 
reason, t h a t  loans t o  low income households be exempted from the  
l i m i t .  

; i v )  Funds Mob i l i za t i on  bv NHB. That NHB prepare ca re fu l  estimates o f  
i t s  probably f u t u r e  (mu1 t i - year )  re f inanc ing  ob l iga t ions .  A1 so, the 
team recommends t h a t  i n  f u tu re  loans from USAID t o  NHB due a t t e n t i o n  
be given t o  NHB's success i n  mob1 li z ing  an inc reas i  ng percentage o f  

I I 
i t s  t o t a l  resources from the more open financial markets. 

v) meetinq A l l  the Condit ions i n  the MPIP. That fu ture  disbursements 
should depend on meeting a l l  terms s t i p u l a t e d  i n  the MPIP. I - 

6'. Lessons Learned: The pr imary lesson learned from t h i s  eva luat ion i s  t h a t  
new i n s t i t u t i o n s  o f t e n  concentrate on f u l f i  11 i n g  some aspects o f  t h e i r  
mandate more than others.  I n  NHB's case, management focused very  
successfu l ly  on i ndus t r y  promotion bu t  pa id  i n s u f f i  c i  ent  a t t e n t i o n  t o  
funds mobi 1 i z a t i o n  and supervision. An outs ide eva luat ion performed when 
a new organizat ion i s  f u l l y  operat iona l ,  hu t  before p rac t i ces  have become 
deeply entrenched, can be very  usefu l  i n  he lp ing  t o  h i g h l i g h t  areas t o  
which management might wish t o  d i r e c t  more a t t e n t i o n  i n  the fu tu re .  

/ 
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C O M M E N T S  

L. Comments Bv Mlsslon. AlDlW Offlco and BorrowerlQrantee On Fllll R o ~ o r t  

1 .  Findings and recommendations are useful for the supplementary project 
and a1 so for program modifications in future. 

2. F l  ndi ngs concur wi th those o f  AID and GO1 staff concerned. 

3 .  Major issues and questions posed in the scope o f  work are adequately 
addressed and answered. 
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ABSTRACT 

The following docwmcnt is an irlterim evaluation of the "Housing Finance System 
Program" (HG-003). This evaluation's purpose is to analyze the performance of the 
organizations which me participating in thc HG-003 program. Its focus is on the extent to 
which Housing Finance Companies (HFCs) have developed under the National Housing 
Bank's (NHB's)  initiativas, the &pee to which EQFCs are lending to lower income families, 
and NHOB's effectiveness in promoting the development of the housing fillance system. 

The evaluation relies on hex! years of financial data for nine HFCs which are 
participating in NWB's  financing program; in-depth interviews at four of these HE;Cs; 
interviews with staff at the NHEI and other financial institutions, iilld with USAID staff; and, 
a series of reports an housing finance in India. 

The evaluation's overall findings are: 1) India's housing finance industry is growing 
very rapidly, 2) A very significant portion of HFC borrowers am below-median income 
households 3) Most recognized HFCs am financially stable and profitable 4) The NHB has 
been very successful in its role of housing finance industry promotor but has not focused 
adequately on industry supervision and 5) The HG-003 program has made a significant 
contribution to the sound development of the housing financc industry. 
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EXECUTIVE SUMMARY 

The long-term goal of USAID'S "Ilousing Finance System Program" is to assist India's 

National Housing Bank (NHB) increase the availability of formal housing finance to lower income 

households nationwide. This goal is to be reached through development of a financially sound, 

market-oriented housing finance system to make long-term loans available to a wide range of 

households, particularly those with incomes below the median-income level. 

The program seeks to develop a system of market-oriented housing finance companies (HFCs) 

by (1) providing critically needed lending capital to meet near- and mid-term needs of eligible HFCs 

serving a number of geographic areas, with the assistance provided through the refinancing by lUHB 

of loans made by private and joint sector HFCs to households with incmes in the lower half of the 

income distribution; (2) fostering a relationship between recent entrants to the sector and the NHB, in 

order to improve the new f m s '  ability to mobilize resources, manage their portfolios, increase 

lending to low income households, and operate within the existing fmancial public policy 

environment; and, (3) addressing a number of sectoral constralints to expanding the system, through 
1 

technical assistance and training. 

The HG-003 project, authorized in September 1988, builds upon the highly successful prior 

loan-and-technical assistance projects to the Housing Development Finance Corporation, by far the 

largest private hoising lender in India. Under HG-003, US $50 million in capital assistance is being 

provided to NHB, complemented with US $2.9 million for technical assistance and training. To date, , 

US $25 million capiu assistance has been disbursed and US $1.7 million technicd assistance 

provided* 



Evaluation Method 

This report presents the findings of the interim evaluation of the program. Its focus is on the 

extent to which HFCs, especially private and joint sector HFCs, have developed under NHB's 

initiatives, the depe  to which HFCs are lending to lower income families, and NHB's effectiveness 

in promoting development of the housing finance system.' The evaluation relies on information 

from four sources: fintmcial data on operations over the past three years for the nine HFCs 

participating in NHB's refinancing program; in-depth interviews and additional data collection at four 

of these HFCS;~ interviews with staff at the NHB and ~ t h e r  financial institutions, including HDFC, 

and with USAID staff; and, information contained in a series of reports on housing finance in India 

prepared over the past two years. The evaluation team spent a week before going to India reviewing 

previous reports and analyzing data sent by NHB on the nine HFCs. The team then spent two and 

one-half weeks in India conductiaig interviews, visiting HFCs, analyzing the assembled data, and 

preparing this report. 

' Under the definitions used in this program, a private HFC is one having less than 50 
percent of its equity capital allocated to Indian central and/or state governments and/or entities 
that themselves are at least 80 percent owned by these governments. A joint sector HFC is 
one having at least 50 percent but less than 80 percent of its equity capital allocated to Indian 
central and/or state governments as described above. 

These axe Can Fin Homes Ltd. (Bangalore), Gujarat Rural Housing Finance Corporation 
(Ahmedabad), Dewan Housing Development Finance Ltd. (Bombay), and SBI Home Finance 
Ltd. (Calcutta) - formerly HPFC. 



Findings and Conclusions 

As detailed below, the team's overall conclusion is that the project has broadly met the goals 

set out for it @ the Logical Framework contained in the Project Paper. A comparison of Logical 
1 

Framework Indicators versus evaluation conclusions appears directly after this summary. In brief, in 

the past two years there has been a sharp expansion in formal sector lending for housing, an 

impressive increase in the number of HFCs operating and a larger expansion in the total number of 

offices making loans, rapid expansion in the operations of private HFCs, and due attention given to 

reaching lower income borrowers. However, a defuiite area of weakness is in the supervision of the 

HFCs by the National Housing Bank--a result slearly at odds with the objective of creating a 

"financially somd market-oriented" housing fnance system. While this can be attributed in part to 

the recency with which NHB took over full responsibility for supex-vision, the fact of limited 

oversight remains. 

The specific findings are organized around the central topics addressed in the evaluation's 

~ta&nt of work3 these topics also serve as the basis for defining chapters in the report. 

1. Growth of the HFC Network. The past three years have witnessed a substantial expansion 

in the HFC network. The total number of HFCs officially registered--a very undemanding task--has 

grown explosively from 3 in 1988 to 250 or more in 1991. The majority of HFCs are very small, 

however, and'a large number of the officially registered HFCs may have gone out of business. 

Perhaps a better indicator of industry size is that 16 HFCs have been recognized to receive 
.? V '  

refinancing fipm NHB, and two others are in the process of attaining this status; such recognition 

indicates significant maturity on the part of these HFCs. Of the 16, 10 are private and 4 joint sector 

 he Statement qi work is included at Annex 1.1. 
8 



companies. Another 13 companies (exclusive of those just mentioned) have been corlfimned by NHl3 

to be HFCs and have in principle been brought under NHB's oversight for taking deposits. 

The 16 recognized HFCs increased their number of offices from 51 in 1988-89 to 136 in 

1990-1991. (All references in this report are to fiscal years,) Importantly, expansion in the branch 

network favors cities of under one million population; the percentage of offices in such cities rose 

from 22 to 36 percent over the period, Given the lower housing costs ih the smaller cities, it is 

easier for HFCs to reach low-income families there than in metropolitan areas. 

2. Performance of HFCs over the Period. Based on data for nine of the largest HFCs, the 

number of loans sanctioned by HFCs grew at a compound rate of 44 percent from 1988-1989 to 

1990-1991, and the volume of sanctioned loans increased at 47 percent. Excluding HDFC, the 

figures are 113 and 116 percent, respectively. In the latter period about 153,524 loans were 

sanctioned by these ~e HFCs. 

Other key findings: 

-- Overall, the HFCs .performed well in raising funds, leveraging 'equity, and reaching, on 
average, a minimum level of profitability. But rapid increases in the cost of funds are 
constricting their access to resources they can afford, and forcing greater reliance on MHB 
financing to remain profitable. If HDFC is excluded, NHB refinancing accounts for 18 
percent of the new resources of HFCs in 1990-1991. 

-- Credit risk on HFCs individual loans appears to be low. The good repayment record is 
remarkable and should be carefully safe-guarded. 

-- The liquidity and capital risks of HFCs are low; interest rate risk could become a problem 
if the cost of funds continues to rise and HFCs refrain from exercising their option to raise 
rates on outstanding loans. 

xii 



-- There is risk of socie private HFCs becoming highly dependel~t on NHB for their loanable 
funds. Given NHB's policy of not including debt to NHB in computing an HFC's debt-to- 
equity ratio, there is the possibility of some HFCs becoming overleveraged, although this has 
not yet happened. The dependence on NHB is a reflection of the difficulty these small 
companies have in raising deposits and term loans. 

3. Lending to Households Below-Median-Income, The information available indicates that 

below-median-income households account for one-quarter of all HFC borrowers and one-fifth of total 

loan volume. This represents a modest increase in share over the past two years; given the explosive 

growth in total lending by the HFCs, this is a substantial achievement. Furthermore, the share of 

loans going to this group may well increase in the, future, as HFCs continue to locate new branches 

in smaller cities where incomes and housing costs are lower. 

While growth in lending to these families is largely market driven, NHB as played a role in 

encouraging firms to direct their resources to this market segment. The unit and loan size 

restrictions in NHJ3's refinancing program has been a definite factor, as has its efforts to promote the 

location of HFC branches in smaller cities. Its HLA program should result in more lower income 

borrowers in the f u ~ .  Additionally, as the refinancing program expands, its abiiity to influence 

HFCs' marketing of loans should increase. 

All HFCs say thcn is no discrimination against female-headed households. This cannot be 

- confiied, however, since data available to the team on lending to women and households headed by 

an elderly person are too lwted  to pennit estimates of lending volume. These patterns could be 
L 

monitored if NHB requi* HFCs using its refinancing facilities to routinely report information on 

borrower profiles. 

4. Future Demand for Refinancin~ of Loans to HG-Eligible Households. Under conservative 
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assumptions, substantially more than $25 million in eligible loans will be presented each year to 

NHB for refinancing. 

5. Suuervision, PiHB Funds Mobilization, and Develouinn the System. WB's  record with 

respect to supervision of HFCs is weak overall. It is particularly poor for those HFCs that are 

registered but not recognized as being able to obtain refinance from NHB. Even for the recognized 

companies, however, much improvement is needed. Except for HFCs using NHB's refinancing 

facility, the HFCs are providing NHB little financial information on a regular basis, and on-site 

supervisory visits are almost wholly absent. NHB recognizes these weaknesses and some action may 

be taken soon. 'NHS has been more a w E  of the limitdtions in its regulatory authority, however, and 

has taken steps in the form of pregaring and vetting amendments to the NHB Act to provide it with 

most of the powers outside observers believe it needs. 

NHB has very large implicit outstanding commitments for providing refinance to the HFCs. 

It has not made any systematic estimate of the size of these commitments, and this should be done. 

Nevertheless, the NHB is' aware that its commitments probably exceed the volume of funds it will be 

able to obtain from "favored sources," i.e., low cost funds allocated by government bodies. It has, 

therefore, begun exploring options, such as creating a mutual fund and a subscription retirement 

scheme, for obtaining funds from the market. These ideas have not yet been converted to plans. A 

sound strategy is obviously required 

Over the past two years NHB has been very active in promoting development of the housing 

finance system. Eight separate areas of positive intervention are reviewed in the report. While more 

could be done in several areas, particularly assisting HFCs with funds mobilization from sources 

other than refinancing, there is a solid record of accomplishment. Similarly, USAID, working with 
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NHB, has executed a substantial complementary program of training, studies, and technical 

assistance, over the period. 

6. Addressinn Constraints to Sector Development. In a comparatively brief period of two 

years the NHB has moved with some effect in a surprisingly large number of areas to reduce 

constraints to the development of the housing finance system. Of course, much remains to be done. 

In summarizing the record it is useful to divide the eight m a s  reviewed into two groups: 

those posing the more serious and immediate constraints to system development and those whose 

resolution is important to longer-term development. The first group includes: 
I 

-- mobilizing savings from households 
-- raising the currently low interest rates on small housing loans 
-- strengthening the' mortgage instrument . 
-- expediting foxeclosure procedures, 

NHB has made simcant progress in addressing the latter three constraints: it has dealt directly with 

the low interest rate on small loans through its refinancing program and the proposed amendments to 

'its Act will result in very substantial progress the other two areas. The record on mobilizing savings 

from households is more mixed and the situation more complex. The HLA scheme certainly should 

be a help to HFCs, but it has been withheld from most of them on what appears to be the 

questionable grounds of helping HFCs control maturity mismatch between deposits and loans. In 

addition, HFCs feel themselves badly disadvantaged compared to commercial banks by the RBI's 

prohibition on their accepting deposits for less than 24 months, although the extent of this handicap 

. Since the nationalization of the banking system, most commercial banks are public 
banks. 
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NHB has been notably less active in the four areas important to longer-term development: 

-- mortgage instrument standardization 
-- introduction of additional types of mortgages -- creative underwriting of loans for lower income borrowers 
-- simplification of title investigation. 

While it is easy to point to lack of action on the middle two items as evidence of lack of concern for 

the lower income borrower, this may not be the central point, because NHB's targeted refinance 

program and improving foreclosure procedures may, in any case, be more important in delivering 

loans to this group. Nevertheless, progress in all of these areas will be important to future system 

development and to how well lower income households are served by the housing finance system. 

7. Promam Management. Overall, management of the program by USAID and NHB appears 

to have been effective. The thoughtful training and technical assistance program designed by USAID 

in collaboration with NHB at the beginning of the program was largely executed. Failure to 

complete some planned activities that was not due to lack of diligence by USAID or the NHB. NHB 

succeeded in meeting all the Conditions Precedent in the loan agreement. 

USAID staff might have been more diligent than they were in pursuing some of the areas 

stated in the MPP. . 
The presence of the Conditions Precedent clearly caused NHB to devote more energy to 

technical assistance, training and regulatory issues than it would have otherwise. The project, while 

initially off to a slow start compared with a perhaps unrealistically optimistic schedule, has now 

"caught up," and the second tranche of funds may well be disbursed ahead of the original schedule. 

8. The USAID Role. The team's overall assessment is that USAID'S involvement has been 

highly constructive in this stage of the development of the Indian housing finance system. Both 
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capital and technical assistance have been productive. 

With respect to the capital assistance, several of the conditions in the Master Program 

Implementation Plan (MPIP) were effective. The norms set in the M P P  for sub-borrowing HFCs 

have been adopted for general use by NHB. The half-yearly reports and other monitoring required in 

the MPIP have been the core of NHB's supervisory activity, and the poor performance in gathering 

data from even the recognized HFCs under these provisions has alerted senior management to the 

larger supervision problems. Similarly, the conditions in the MPIP requiring technical assistance and 

training plans caused NHB to turn to these activities; the impact of the MPlP is clear when it is 

observed that work began in these areas only when NHB wished to draw on the HG loan funds. 

NHB management now admits these areas were neglected during its "start up phase" and that more 

needs to be done. -The technical assistance components have also proven valuable. Three of the 

studies had dem~nstrable'im~acts on NHB thinking: Croft's on regulation (which built on Wilson's 

earlier paper); Madway's on foreclosure; and Struyk's on possibilities for a secondary mortgage 

market. In addition, the team's sense is that those who participated in the mining courses profited 

from them, not simply in acquiring technical knowledge but in becoming more receptive to new 

ideas for development of the Indian housing i?nance system. 

Recommendations 

The team's priority recommendations are as follows: 

1. Supervision and Re~ulation. The team recommends that NHB give its highest priority to 

strengthening this system bgfore one or more HFCs fail and damage the reputation of the entire 

system, which would undo much of NHB's laudable and effective work in promoting the housing 
L 
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finance system. An adequate number of staff, well-trained and dedicated full time 'to supervision 

' under a managing director charged solely with this responsibility, is essential. 

2. Promotion. By nearly any standard IWB has been highly successful in producing a surge 

in the number of housing Anance companies and the volume of formal lending for housing. The 

team believes that the next logical step in enhancing the development and competition of the sector 

will involve giving the HFCs some latitude in setting the interest rates on their loans. This could be 

accomplished by NHB establishing substantial ranges within which lenders could set their rates or by 

establishing minimum or floor rates for loans of different sizes. The rate on large loans, i.e., those 

above Rs. 2 lakhs, would remain market determined-a pattern in existence through NHB's setting a 

floor rate for those loans. NHB can in effect control the minimum rates on small loans through its 

refinancing rates. 

With this flexibility, all HFCs could vary interest rates-- even for the same loan amount--with 

the perceived riskiness or ease of servicing (e.g., payroll deduction or not) of the loan. Moreover, it 

will give HFCs more flexibility in raising funds from higher cost sources than is now the case. 

Individual HFCs should be able to identify "market niches" in which to work successfully. In light 

of the large interest rate increases on loans recently granted to the urban cooperative banks, an MU3 

request to the Reserve Bank of India for such a change may well be accepted. 

3. lend in^ to Low-Income Houstnolds. Given the rule-of-thumb assumption that loans of 

Rs 50,000 refinanced by NHB were taken by households below the urban median income level, and 

the fact that most reporting is on this basis, it is not possible to know with precision the extent to 

which lower income households are being served. Consequently, the team's first recommendation is 

that the necessary data be assembled to determine this share with precision. 
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The team also recommends that, if at any time NHB decides to limit the volume of 

refinancing any one HFC can take for any reason, loans to low-income households be exempted from 

the limit. This should povide a significant incxease over the present incentives to do such lending, 

4. Funds Mobilization bv NHB. The team strongly recommends that NHB prepare careful 

estimates of its probable future (multi-year) refinancing obligations as soon as possible after further 

discussions with the principal HFCs. NHB is aware that it will probably soon have to turn to the 

market for finance. To encourage NHB to make progress in this direction, the team recommends 

that, in future loans from USAID to NHB, due attention be given to NHB's success in mobilizing an 

increasing percentage of its total resources from the more open financial markets. The team is aware 

that implementation of this recommendation may require that refinancing rates (and therefore 

mortgage intexest rates) will have to be increased, Nevertheless, without turning to the market, NHB 

will probably soon have to ration the amount of financing it can provide to HFCs. 

5. Meetinn All the Conditions in the MPIP. USAID insisted that the financial terms for sub- 

borrowers be met before the first disbursement of HG funds to NHB. However, other conditions 

regarding training, technical assistance, and reporting by the HFCs were not fully met. Future 

disbursements should depend on meeting all of these terns. 

xix 



-.- LOGISTICAL FRAMEWORK FOR HG-003 EVALUATION 

Objectively 
Verifiable Indicators Means of Verification Conclusions 

Inatme in the amount of funds Special financial sector studies. 
lent for housing by the formal Project records. 
sector. Increased borrowing for 
housing by low income househblds. 

There were iasufkient data to establish by how =h 
fom1 sector housing finance funds had increased for 
for the period under review. However, evidence 
strongly indicates that HFC lending growth did not 
come at the expense of funding fa;r other formal sector 
housing institufions. Thus, the vokcrme of loans 
sanciioned by the HFCs reviewed can be taken as a 
lower bound estimate of this expansion. From 1988- 
1989 to 199&1991, the volume of loans sanctioned by 
the eight HFCs for which data were available h a e a x k  
from Rs. 50,188 lakhs to Rs. 108,084 lakhs. 

The available data, while limited, strongly indicate that 
there has been increased lending to low income 
households. HFCs are the only financial entities which 
make mORgage loans to low-iname households. Over 
the past three years, seven HFCs have i n d  their 
annual loans sanctioned to this group from 
approximately 14,414 to 32,266. 

A network of hancially sound Morutomg of number and distribution ?he number m C s  and HEC bmnches have grown 
marke t-oriented HFCs serving of commercial HFCs and their branches; very rapidly over the period. The tbtd number 
households below the median - studies of: financial structure; soundness; of HFCs increased from an estimated 30 in I988 
income as well as those above. market shares; loan collection rates; to over 250 in 1981. The i n d w q  has also 

terms of loans and types of facilities; become less concentrated. The largest HFC's 







1. Introduction 

The Nationat Housing Bank (NHB) was created in July 1988, as a wholly owned 

subsidiary of the Reserve Bank of India, to foster davelopment of s high volume housing 

finance system that would serve households in most parts of the income distribution. Broadly 

speaking, the NHB has t h e  missions: (a) to promote expansion of a market-oriented 

housing finance system; (b) to mobilize additional funds for lending for housing and 

associated land and infrastrucrurr: pmjects; and (c) to supervise and ngulate housing finance 

institutions so as to insure the financial health and stability of the housing finance system. As 

a subsidiary of the Reserve Bank of India, the NHB enjoys considerable independence from 

the Government of India (GOO.' As an apex institution, it does not lend directly to 

householg or developers, but rather operates through existing financial institutions, including 

commercial banks and specialized housing frnance companies. 

. Consistent with the GOI's shift to the housing sector approach embodied in the Eighth 

Five-Year Ran (1990-1995), the NHB is trying to implement a new vision of the housing 

finance system. NHB envisions the government acting more as a facilitator of resource 

mobilization and less as a direct participant. Its view is that local development authorities 

should restrict themselves primarily to the preparation and allocation of serviced sites, 

Construction and financing of housing should be left to the more efficient practices of the 

- 

In the U.S. context, the NHB should be thought of as the equivalent of a subsidiary to 
the Federal Reserve Bank, which maintains considerable independence fiom the Department 
of the Treasury. 



private sector, including households, employers, and developers? 

The National Housing Bank was created when the housing finance system was fairly 

primitive and had two clear characteristics: it was heavily dominated by government bodies, 

and it was delivering a low volume of financing for home purchase and even less for housing 

development by the private sector. At the same time, however, arr innovative private housing 

finance company-the Housing Development Finance Corporation (HDFC)--had been 

demonstrating for a decade what could be done by private b s  if given modest latitude to 

operate in the financial markets. A major part of MHB's mission is to foster the mation and 

growth of additional housing finance corporations (HFCs) as vehicles for expanding the 

availability of housing finance. 

During the few years preceding the NHB's mation in 1988, USAID had been active 

in the Indian housing sector, most prominently through its substantial support to HDFC--loan 

support that ultimately totaled $125 millionO3 USAID, then as now, had the following broad 

goals: mobilizing additional domestic nsources for housing; increasing market orientation in 

housing finance; and, increasing the access of lower income families to housing finance. 

Having worked closely with HDFC to demonstrate the potential of private housing 

finance companies (HFCs), USAID in 1988 re-oriented its lending program to assist the NHE 

in expanding the overall housing finance system. In particular, the loan to NHB under the 

Housing Guaranty Program (HG-003 authorized in September 1988). had three objectives: 

Ministry of Urban Development (1990); Diamond (1990). p.7. 

For a detailed description of this program see Buckley et al. (1989). 
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(1) provide critically needed lending capital to meet near- and mid-term needs of 
eligible companies serving a number of geographic areas; 

(2) foster a relationship between recent entrants to the sector and the newly established 
National Housing Bank in order to improve the new firms' ability !o mobilize 
resopces, manage their portfolios, increase lending to low- income households, and 
operate more effectively within the existing public policy environment; and 

(3) address a number of sectoral constraints on expancling the system, through 
technical assistance, training and policy dialogue.' 

Under the loan program, $50 million in capital assistance was to be provided to NHB plus 

$2.9 million in grant funds for training, technical assistance, and program evaluation. 

At present, the first $25 million in loan funds has been borrowed by the NHB and 

disbursed against eligible activities, and considerable technical assistance has been provided 

with some $1.7 million in grant resources. 

1.1 NHB Activities 

In its first years of operation, the National Housing Bank moved with alacrity in a 

number of areas to expand and strengthen the housing finance system. This very brief 

overview of these activities is designed only to give a framework for the more detailed 

discussions in the follawing chapters. A summary of the NHB's major actions is given in 

Table 1.1. 

In tcnns of promotinn HFCs, the NHB quickly issued guidelines setting out the 

requirements for an HFC to be ~gistered 'with the NHB--an essential step jn the process of 

. . 

USAID (1988), p. 1. 



becoming qualified to participate in the NHB refinance program (see below) and a facilitating 

step for obtaining the various tax advantages associated with being a recognized HFC.' Tlie 

NHB also began in 1990 to refinance small and moderate loans originated by qualified HFCs. 

Un&r this program, NHB refinances 100 percent of loans (a) up to Rs 200,000 for units 

whose built up area does not exceed 40 square meters OR (b) whose cost does not exceed Rs 

150,000. Among these loans, M.IlB can apply funds from the Housing Guaranty Loan (HG) 

to those affordable to borrowers in the lower half of the income distribution. Presently, NHB 

is refinancing loans from 9 of the 16 HFCs it has qualified to receive refinance. By July 

1991, it had refinanced about Rs 536 crores ($260 million) in loans by HFCs. 

As for funds mobilization for the housing sector, the NHB has moved on two fronts. 

First, it launched a contract savings scheme--Home Loan Account Scheme--under which 

participants save regularly for five years and then obtain a mortgage loan for two to four 

times their savings. This scheme, initially offered only through the commercial banking 

system, which generally did little to promote it, was expanded in 1990 for use by some HFCs. 

NHB has promised to refinance loans made under the HLA if the bank holding the I.~LA 

account is unable or unwilling to hold the loans as investments. Second, NHB has tapped 

into various sources of funds to support its loan refinancing operations. To this end it has 

been issuing Capital Gains Bonds, availing itself of other government-guaranteed and directed 

credit, and drawing on foreign sources, including the Housing Guaranty Loan. 

Lastly, with regard to supervision and redation of the housinp finance svstem, the 

NHB has taken over supervision of HFCs from the Reserve Bank of India. Principally, 

' These advantages are detailed in National Housing Bank (1990), Annexure 3. 
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beyond setting the requirements for recognizing HFCs, it has issued directions concerning the 

acceptance of deposits and has established maximum interest rates and established maximum 

loan-to-value ratios for mortgage loans. 

1.2 The Evaluation 

This report presents the fmdings of the interim evaluation of the program. Broadly 

speaking, it focuses on the extent to which HFCs, especially private and joint sector HFCs, 
.= 

have developed under NHB's initiatives, the degree to which HFCs are lending to lower 

income families, and NHB's effectiveness in promoting development of the housing finance 

system! The evaluation relies on data from four sources: (a) financial data on operations 

over the past three years for nine HFCs which are participating in NHB's refinancing program 

(described below) and which together account for the p a t  majority of lending by HFCs; (b) 

in-depth interviews, guided by a protocol, and additional data collection at four of these 

HFCS;~ (c) interviews with staff at the NHB and other financial institutions, including HDFC, 

and with USAID s-, and, (d) information contained in su series of reports on housing 

finance in India prepared over the past two years. 

Coming as it does at the mid-point in the capital assistance program, the evaluation 

> 

Under the definitions used in this program, a private HFC is one having less than 50 
percent of its equity capital allocated to Indian central and/or statc governments and/or entities 
that themselves arc at least 80 percent owned by these governments. A joint sector HFC is 
one having at least 50 percent but less than 80 percent of its equity capital allocated to Indian 
central and/or state governments as described above. 

' These are Can Fin Homes Ltd. (Bangalore), Gujarat Rural Housing Finance Corporation 
(Ahmedabad), Dewan Housing Development Finance Ltd. (Bombay), and SBI Home Fir~arice 
Ltd. (Calcutta). Less detailed interviews were conducted at four other HFCs. 



affofds the opportunity for "mid-course comctions." Thf: timing of the evaluation is 

appropriate; it comes as NHB just completes its first two years of assistance and support for 

HFCs. Naturally these were hnetic years; with basic programs in place, now is an 

appropriate time for reviewing operations. Changes in operations and policies at this stage in 

a young institution's development are to be expected. 

The evaluation can have another benefit. Many countries are intensely interested in 

the possibility of establishing an apex institution like the National Housing Bank. To date 

many have created government-affiliated housing banks which make direct loans to 

borrowers--often at the cost of stifling the development of private lenders and perpetuating 

inefficient operations? The evaluation provides the first critical description of NHB's early 

experience and can serve as the basis for transferring information on the "apex model" to 

policy makers in these countries. 

1.3 Report Organization 

The balance of this report is organized into eight chapters. The topics of the first 

seven of these chapters correspond to the mas the Terms of Reference indicated should be 

explicitly addressed in the evaluation. The final chapter presents the team's 

recommendations. 

In order to keep the report to a reasonable length, it has been necessary to assume that 

the reader is generally informed about financial markets and the housing finance system in 

For,a detailed discussion of this problem in Indonesia, see Struyk et al. (1990), chapter 
6. 



India9 In addition, detailed descriptions of the National Housing Bank's programs have been 

relegated to Annex 1.4. 

For an overview of the housing frnance system, see, for example, Munjee et al. (1991), 
Buckley et. a1 (1989). Buckley (1990), or Diamond (1990). 
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Table 1.1 
Significant National Housing Bank Milestoneslo 

December 1987 

July 1988 

September 1988 

November 1988 

January 1989 

March 1989 

March 1989' 

May 1989 

June ,1989 

July 1989 

October 1989 

January 1990 

March 1990 

National Housing Bank Act passed. 

National Housing Bank begins operations. 

U.S. Housing Guaranty Loan (003) authorized. 

NHB announces the role it envisages for the commercial banking 
system in housing finance. 

NHB introduces refmance scheme for use by commercial banks. 

Reserve Bank of India issues guidelines for housing finance 
companies (HFCs), including minimum maturities on deposits, 
deb tlequity ratios. 

NHB introduces Home Loan Account scheme (HLA) for use by 
commercial banks. 

NHB introduces xefmance program for qualifying housing loans 
issued by HFCs. 

NHB issues housing finance companies Directions; takes over 
supervision from RBI. 

NHB issues Directions for Home Loan Account Scheme. 

NHB issues guidelines for the Land Development and Shelter 
Projects program, for projects undertaken by public 
companies.ll 

RBI issues directive permitting larger volume of tenn loans &om 
commercial banks to HFCs. 

NHB liberalizes terms of refmancing program for HFCs, making 

" The milestones have been selected which are most important for the main NHB 
programs and those most effecting housing finance companies. 

l1 Similar guidelines were issued in January 1990 for project undertaken by professional + .  
developers. 



June 1990 

Sept 1990 

November 1990 

January 1991 

January 1991 

either the program's maximum floor area or maximum unit cost 
the condition for inclusion of a loan.12 

NHB refinances the first batch of housing loans from HFCs. 

Completion of Master Program Implementation Plan and other 
conditions for NHB to select lender for funds under USAID 
Housing Guaranty Loan. 

NHB raises house cost maximum on loans qualifying for 
refinancing by HFCs. 

NHB increases intenst rates on housing loans, following interest 
rate increases by RBI. 

NHB issues Directions permitting selected housing finance 
companies to participate in Home Loan Account Scheme, with 
effect on March 1, 1991. 

NHB borrows $25 million under the Housing Guaranty Loan and 
it is disbursed against qualifying loans. 

.-- 
l2 Similar adjustments to those described here and below to the refmancing program for 

HFCs were ma& on other dates for commercial banks and housing cooperatives. 

' P -  
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2. Growth of HFC Network 

The number of H F C S ' ~ ~  India and the volume of the housing finance they transact has 

grown extremely rapidly over the years. This chapter analyzes regional distribution and 

branch growth of HFCs and explores why this growth has occurred. 

In 1987-1988, the most recent year for which figures are available, total formal sector 

housing investment totaled Rs. 11,630 crore. The formal housing finance system provided 

approximately 22 percent of this, or Rs. 2,566 crore. As Table 2.1 indicates, the GO1 (central 

and state), provident funds and insurance companies were the largest contributors to this 

market. HFC! loans accounted for only 10 percent of total housing finance. Figure 2.1 on the 

following page displays this distribution graphically. 



TABLE 2.1 
SHARE OF TOTAL HOUSING FINANCE BY SECTOR, 1989 

volume in Rs. 

totd # of to stute to to 
source loans % of total agencies institutions houscholds 

A govewent,  
central, & --.- --- --- 

579 state 22.6 ' 

B provident 
funds 318 12.4 --- -me - -- 

D banks 237 9.2 151 66 20 

E insurance 
companies: 

Life Ins. 
Co. (LIC) 3 19 12.4 90 

General 
Ins. Co. 
(GIG) 55 2.2 55 

F UTI 4 1 1.6 41 

G Specialized 
institutions: 

CO- 

operative 
finance 325 12.7 --- 
housing 
finance co. 
(Eec) 254 9.9 48 - 206 

TOTAL 2,566 100 823 197 967 

Source: Munjee (1991) 



Figure 2.1 
Financial' Flows to the Housing Sector 

By Source 1987-1 988 

Provident Funds 

Banks 
9% 

Finance Cos. 
10% 

12% GIC UTl 13% 
2% 2% 

Source: Munjee (1 991) 



Table 2.2 
HFC Reglstratlon, ClussiflcatPon and Recoynitlon 

level etluancc process privilcgcs 

registered promoters fill out Y imple right to engage in housing 
form and state that at least finance. 
50 percent of business will 
be housing finance 

classified NHB det;mination that HFC no direct benefits; possibly 
is in compliance with NHB some enhanced credibility 
Directions. with funding sources. 

recognized NHB determination thut firm right to participate in NWB 
is financially healthy, well- refinancing program. 
managed and in compliance 
with Directions and 
Guidelines. 

Source: ErJHB Records 

fa) Registration. Prior to commencement of operation, all companies in India must 

obtain a license from the Registrar of Companies. This is a pro forma exercise in which 
7 

promoters fill out a simple form. If organizers state that at least 50 percent of their business 

will consist of financing the acquisition or construction of housing including land acquisition 
I 

and development, the firm is registered under industry code 801.2, which is reserved for 

housing finance companies. Entry into this sector is free; neither the NHB nor any other 

government ortanizatian has the authority to screen f m s .  Nevertheless, many firms 

registered as HFCs are eiger . not active or not engaged primarily in long- term residential 



Over the last three years, HPCs' housing finance volume has increased by 

approximatcly 47 percent per year. In 1991, total loans sanctioned by nine of NHB's 

recognized WCs totaled Rs. 1,265 crore. Tlruu, while housing investment by most of the 

above sectors has increased significantly over the same period, it is likely that HFCs' share of 

the total market has grown substantially. The .W has contributed to the growth of the 

industry through creation of a refinancing facility., In fiscal 1989-1990, the NElB refinanced 

Rs. 1 15.5 crore of loans. In fiscal 1990- 1991, the organization made almost Rs. 3 16 crore of 

refinancing loans to HFCs for 49,882 units. 

2.1 Growth of Registered, Classified and Recognized HFCs 

The total number of HFCs has grown from approximately 30 in 1988 to well over 250 

in June, 1991. The number of classified and registered firms has also grown over the period, 

but at a slower pace than total industry expansion. 

2.1.1 Entrance Reeuirements, Obligations and Privileges bv Class. To enter the HFC 

industry, firms must register with the Registrar of Companies. At this point they are subject 

to NHB Directions. After the NWB has established that registered WCs are, in fact, 

complying with the Directions, the NHB will classify them as HFCs. Firms that are 

financially healthy, well managed and in compliance with the Directions and additional 

Guidelines,' are eligible for participation in the NHB's refinancing program. Table 2.2 

summarizes the three classes of HFCs and how companies obtain each status level. This 

taxonomy is explained in more detail below. 

- 
' Guidelines are detailed in Annex 1.4. 



information provided by the HFCsO4 Financial viability is not a prerequisite for permanent 

classification. If the HFC is established by a commercial bank, insurance company or other 

government body it will generally be permanently classified after much less thun the one to 

three years private HFCs must wait. 

Clnssification generally does not provide any direct benefits to HFCs. However, it  can 

count in their favor when they apply to the Central B o d  of Direct Taxes (CBPT) for the tax 

advantages that HFCs are entitled to.' The CBDT looks more favorably upon classified 

firms and often consults the NHB informally about applicants. The NI-IB attempted to 111itke 

classification a necessary and sufficient condition for CBDT appr~val.~ Some HFCs 

interviewed said that "classified" status had helped them mobilize resources from public 

agencies. However, others felt this designation had not improved their standing with 

investors of any type. Finally, firms must be classified before the NHB will consider their 

application for "approval" or "recognition" - both terms are used to denote permission to 

participate in the refinancing program. 

Jcc) Recornition. In order for HFCs to become recognized they tllust comply with 

"Guidelines" additional to the NHB Directions. After HF'Cs have established an operating 

track record, they become eligible to apply for recognitiou. When f m s  apply, the NW3 

conducts a very thorough site visit of the HFC's head office and a sample of its branches, in 

Nevertheless, the NHB plus to conduct site visits of all classified HFCs this yew in 
order to monitor their operations more closely. 

Annex 1.4 provides a description of these benefits. 

The CBDT did not agree to this but the NHB feels that, as it has become more 
established, its influence with the Tax Board has grown. 



housing flriance. This will be discussed in greater detail below. 

fb) Classification, In theory, the Registrar of Companies (ROC) is required to send the 

NHB a monthly list of newly registered HFCs so that the NHB can request from them basic 

information2 regarding their directors, method by which they propose to fund activities, and 

other administrative details, and can inform them of the NHB Directions governing the 

industry. However, in practice, the NHB has received only one list covering firms entering 

the industry between April 1989 and September 1990. NHB received the list in February or 

March 1991. Due to a shortage of monitoring staff, the NHB has only recently contacted 

these firms. 

In theory, when the NHB receives initial information from registered firms, it 

provisionally classifies them as HFCs based on their being registered under the HFC number 

801.2, their stated intention to follow NHB Directions, and their plan that at least 50 percent 

of their assets will be housing finance instruments. The NHB then monitors firms for from 

one to three years to insure that they are following the Directions and that at least one-half of 

their assets are indeed being devoted to housing finance. If this is the case, the 

"pe~manently"~ classifies firms as HFCs. In practice, f m s  may apply for permanent 

classification if they feel their record justifies it and the NHB has not yet awarded the status 

to them. The NHB does not conduct site visits; rather it makes its decisions based on written 

Wilson (1988) p.6 lists the information HFCs are required to supply. 

The NHB describes this step as awarding "permanent" classification status. Nevertheless, 
the regulatory body can and will strip finns of this designation if it feels the companies are 
no longer fulfilling the above mentioned requirements. 



Companies (ROC) indicate that approximately 250 I-GCs had registered as of Scptembcr, 

1990; and 171 of these obtained licenses in the 18-month period from April, ?989 to 

September, 1990. Additionally, ROC has recently furnished the NHB with a list of 

approximately 300 companies that may be functioning as HFCs although they were not 

classified under the HFC heading. Thus the potential number of HFCs--both those registered 

under 801.2 and those enrolled under other headings--is quite large and has grown rapidly. 

However, many, probably even the majority, of these firms are very small companies that 

either never began operating or operated for a short time only. 

Several factors have contributed to the growth of this indusay. HDFC's tremendous 

success in the field has inspired much emulation. In its fiscal 1990-1991 year, HDFC 

sanctioned loans totaling Ks. 810 crore and the company had an impressive 33 percent return 

on equity in 1989-1990.' Creation of the NHB has also encouraged entrance to the field. 

Many potential investors viewed the NHB's founding as an indication that the GO1 would 

increasingly be targeting the housing finance sector h d  thus that the profitability of this 

sector would improve. Many commercial banks entered the market influenced by the above 

considerations and two additional factors. First, these firms wished to diversify their assets 

and second, from 1979 to 1989, the RBI consistently increased the volume of funds banks 

were required to dedicate to the housing finance sector. Since 1989, the RBI has required 

banks to make 1.5 percent of their incremental deposits available for housing finance. 

Inspired by HDFC and the commercial banks and feeling that their direct lending programs 

7 The NHB provided the team with this infoAation as part of a great deal of financial 
data on nine of the f m s  barticipating in its refinancing program. 



order to verify that it has been complying with all NHB Directions and Guidelines, that at 

least three-fourths of the fms assets are housing finance instruments, and that the enterprise 

is financially viable and well-managed. 

Recognition status confers a number of significant benefits. Most importantly, 

recognition allows firms access to the NHB refinancing facility. As noted, from June, 1990 

to June 1991, the NHB made total refinancing of Rs. 316 crore for 49,882 units. 

Additionally, the NHB claims that investors and lenders perceive recognition as GOI's 

indication that an HFC is financially healthy and its management is sound and honest, and 

that this "seal of approval" facilitates the HFC's mobilization of equity participation and term 

loans. Some HFCs confirmed this claim, but others felt it had not aided their resource 

mobilization efforts. Finally, while recognition does not automatically entitle firms to take 

part in the NHB's Home Loan Account program, the NHB's current practice is to consider 

only recognized f m s  as candidates for the program. 

2.1.2 Industrv Participation bv Class. A very large number of firms has registered as 

HFCs in recent years. However, the number actually functioning is much smaller~ The 

NHB's classification process has not kept pace with industry growth, and the NHB is very 

cautious about approving private firms for participation in its refinancing program. 

(a) Growth of Renistered HIFCs. While there is considerable confusion as to the 

number of f m s  currently registered as WCs, it is obvious that the growth of HFCs over the 

last three years has been rapid. Virtually all HFCs (with the exception of HDFC) were 

founded after 1984 and AID'S Housing Guaranty 003 Project Paper estimates that only 30 

HFCs were operating as of September 1988. Yet, the most recent data from the Registrar of 



were becoming too large to accommodate under their general corporate structures, LIC and 

OIC have also launched HFCs. Many developers have also entered the field us ti means of 

providing financing to their customers. Finally, extremely low barriers to entry and exit 

encouraged many investors to run HFCs as small sidelines to their principal businesses and/or 

to register HFCs with no immediate or definite intention to operationalize a company. 

(b) Growth of Classified HFCs. In his report, Croft (1990) states that approximately 

20 HFCs were classified as of August, 1990. As of June, 1991, 31 HFCs had obtained 

classified status. Thus the number of classified HFCs has grown but still represents only a 

modest share of total registered fms .  The primary reason that more f m s  have not obtained 
51 

fl classified status is that, as mentioned above, many, and possibly most firms registered as 

4 
HFCs are very small or dormant. The NHB has experienced difficulties obtaining appropriate 

information from these f m ,  due to both the NHB's staff constraints and the firms' 

unrcsponsivencss. A number of other fms are run by developers to provide customer 

financing and their business practices are often highly questionable. 

(c) Growth of Recomized HFCs. As of March, 1991, the NHB had recognized 16 

firms and was in the process of recognizing one more. Two of the recognized f m s  were 

public sector enterprises, four were joint sector firms and ten were private corporations. Both 

of the fulms in the process of recognition were in the joint sector.* Since firms must be 

classified befom the NHB will recognize them, the growth of this sector is limited to the 

' Under the USAID prognm, firms are classified as public sector enterprises if 80 percent 
or rnce of the organization's equity is held by government bodies. If the government holds 
from 50 percent to 80 percent of total equity, f m s  are classified as being in the joint sector. 
If private organizations or individuals own 50 percent or more of a corporation's equity, the 
enterprise is classified as private. 



growth of the classified grouping and the reusorls why more EPCs huve not become classified 

also explains why more have not been recognized. The major impecliment to recognition that 

classified firms face is the required minimum equity stake of Rs. 1 crore. In addition, some 

HFCs that obtain the necessary equity arc unwilling to devote 75 percent of their assets to 

housing finance instruments because of this sector's slim margins. Also, the NHB is still in 

the process of obtaining records for many classified firms from the R B ~ .  Finally, due to the 

NHB's financial liability in the case of HFC bankruptcy, the NHB generally waits for private 

companies to f d y  establish their financial viability before it cements to refinance their 

loans. 

2.2 HFC Branch Types, Growth and Regional Distribution 

This section explores the type of outlets HFCs establish, ):I..: jsc,w~~.: ,:f the HFC 

branch network and the regional distribution or HFC activities. 

2.2.1 Branch Tvues. HFCs have three main branch, ;j.pe*; .h.s~+~.: #; ?t;:rs offices, 

branch offices and collection centers. In additior., some HFCs send ara~rch strrff to smaller 

cities surrounding their branch location in order to promotk the program and solicit loan 

applications. 

Head offices handle interaction with government agencies, investors and lenders. 

They undertake msource mobilization, policy formulation, internal audit and inspection. In 

addition, smaller HFCs still require all branches to present loan applications to the head office 

for final loan sanctioning. Head offices may also function as branches. Each HFC has one 

head office. 



Branches m involved primarily with customer interuction. They promote the bunk's 

services in the community, solicit deposits, compile and analyze information provided by 

prospective borrowers and undertake collection efforts. They may or may not have loan 

sanctioning powers. Branch numbers vruy depending on the size of the NFC. Many firms 

have only one combined head officefiranch. HDFC, the largest HFC, has 25 branches and 

LIC Housing Finance will have 40 branches by March, 1992. As of March, 1991, the 15 

recognized HFCs had 136 branches. 

Collection centers are one- or two-person branches. Very few firms have this type of 

facility. They generally collect and process deposits and loan applications and undertake ' 

collection in small cities and then forward money and documents to nearby branches. They 

do not have loan sanctioning power. Very few firms have this type of facility. 

Finally, some HFCs conduct loan promotion efforts known as "camps". In towns near 

branch locations, HFCs fmt advertise that they will viiit to discuss the firm's loan plans. 

Several weeks later they conduct an informational meeting at a local hotel. Approximately. 

two weeks after that they return to hand out loan applications. Two weeks later they collect 

the completed forms, a few weeks after which they return to disburse funds to approved 

borrowers. Thereafter, it is the borrower's responsibility to make payments to the branch 

office. If repeated camps generate enough volume, a bmnch will be established in that 

location. 

2.2.2 Branch Growth. Figures on industry-wide branch growth were not available. 

Figures on branch growth for recognized HFCs are available and provide some insight into 

branch expansion for functioning HFCs. For the 16 recognized HFCs, total branches 



increased from approximately 5 1 in 1988-1989 to 136 in 1990- 1991. Tuble 2.3 details this 

growth for public, joint and private recognized HFCs and Figure 2.2 on the following page 

displays the information graphically. 

TABLE 2.3 
BRANCH GROWTH OF PUBLIC, JOINT AND PRIVATE RECOGNIZED kIFCs 

type of total firms tot branches tot branches 
HFC June, 1991 1988-1989 1990-1991 

public* 2 2 2 

joint 4 15 7 3 

private 10 34 61 
4 

total 16 5 1 136 

* HLTDCO is a housing finance wholesaler. 
Source: NHB records 

2.2.3 Regional Distribution of Branches. There is no industry-wide inforination on the 
\ 

number of operating HFC branches and their regional distribution. Partial data from 

recognized HFCs and discussions with the NHB and selected HFCs indicate that as HFCs 

grow, they expand extensively across region's rather than intensively in a given city or small 

region. The general pattern is for an HFC to initially establish a branch in one or 

severallarge cities and then to extend their outlet network into the medium sized and smaller 

citiesg surrounding those metropolitan centers. Since the industry is young, most of the 

Generally towns with populations from 100 thousand to one million. 





volume is transacted in the major metropolitan centers, However, as individuul companies 

mature, their largest growth occurs in less dense areas. For example, in 1988-1989, of the 

total number of individual housing loans generated by HDFC, Cm Fin Homes (Can Fin), 

Dewan Housing Finance (Dewan), India Housing Finance Development (INE'D) and SBI 

Home Finance Ltd. (SBI), 78.5 percent were in cities with populations in excess of one 

million people. Two years later, that figure had declined to 64.3 percent. The total number 

of individual housing loans underwritten by these five HFCs grew from 28,218 to 83,572 over 

the same period. For the five abovementioned HFCs, Table 2.4 details individual housing 

loans sanctioned by size of city in which mortgaged unit was located and Figure 2.3 presents 

this information graphically. 

TABLE 2.4 
HFC TNDIVIDUAL HOUSING LOANS FOR S HFCS BY SIZE OF CITY 

WHERE DWELLING UNITS WERE LOCATED 

percent of total units 

city size 1988-1989 1990-1991 
- - - - 

more than 5 million 33.8 32.0 

1 million to 5 million 44.7 32.3 

500,000 to 1 million 12.5 17.5 

100,000 to 500,000 2.6 10.0 

under 100,000 6.5 8.1 

Source: Team analysis based on NHB records and the 1981 Census 





Despite this decentralizing trend, luge cities still u,ccount for u substuritinlly lurgcr 

shure of lending volume than national populution. In 1990-1991, for example, cities with 

more than one million inhabitants accounted for 26.8 percent of national pop~lution'~ but 

64.3 percent of individual home lending by the abovemendoned institutions, Areas with 

populations below 100,000 represent 39.6 percent of national population and only 8.1 percent 

of individual home loans by the five HFCs. 

HFCs set up main offices in metropolitan areas in order to establish a visible presence 

in the region and to be located near sources of equity and, loan funds. However, competition 

in these large cities is very keen and housing costs are high. Thus firms generally expand 

into smaller cities where there is still considerable unmet effective demand. 

HFCs are relatively evenly distributed throughout the country with the exception of the 

eastern and northern regions where very few firms have established offices. Table 2.5 on the 

following page details the number of HFC branches by city and state for recognized firms and 

Figure.2.4 displays the geographic distribution of HFCs on the map of India. 

lo Populations figures are based i n  the 1981 census and thus underestimate the percentage 
of the population currently residirlg in large urban areas. 



state/U,T.I. citv number of I-IFCz 
Andhra Pradesh Hyderubud G 

Vijayawuda 2 
Visrtkhapu tnam 5 

Assam Guwahati 2 
Bihar Patna 1 

Jruns hedpur 1 
Gujarat Ahmedabad 5 

Vadodm 1 
S urat 1 

Karnataka Bangalore 10 
My sore 1 
Davengere 1 
Hubli 2 
Dharwad 1 
Mangalore 2 

Kcrala Trivandrum 2 
Cocllin 2 
Calicut 1 

Madhya Pradesh Bhopal 2 
Maharashtra Bombay 8 

Vashi 1 
Pune 3 
Nashik 1 

Rajasthan Jaipur 4 
Tamil Nadu Madras 6 

Salem 1 
Combatore 4 
Madwai 3 

Tripura Agartala 1 
West Bengal Calcutta 4 
Orissa Bhubaneshwar 3 
Uttar Pradesh Lucknow 4 

Ghaziabad 1 
Goa Panaji 3 
DeIhi Delhi 6 
Chandigarh 
Pondicherrv 

Chandigarh 
Pondicherrv 

Source: NHB records 
Note: This table is not entirely up to date as it lists only 105 of the 136 branches recognized 

HFCs operate. 



Figure 2.4: 
Branch Locations 

for Recognized HFCs 

I 
Madras 

I. 
Calicut Bangalore 

Coim batore Pondic herry 
Cochin 8 Cities with 1 to 3 HFC Branches 

Cities with 4 to 6 Branches 

I Cities with more %an 6 EIFC Branches 

Source: NHB Records 



Companies m rcluctunt to enter the regions in the east and north for several rcnsons. 

The transportation and communication systcms ure frequently poor, which increases 

tran~actions costs and decreasing branches' potentid geographic scope. These areas have 

experienced considerable social unrest. Finally, in some nreas, clear land tenure is difficult to 

establish because tribal roots are strong and/or there is u high prevalence of extended families 

sharing a common dwelling. Even so, the NHB believes that HFCs can operate profitably in 

these areas and buttresses its argument by pointing to the success SBI HFC has attained 

serving several medium sized towns in the far east. 

The NHB encourages expansion to smaller cities and the northern and bastern regions 

of the county by educating companies regarding the opportunities in these areas. The NHB 

has also infurmed HFCs that it will take equity positions with reputable f m s  willing to enter 

neglected areas. 

2.3 Conclusion 

While the overwhelming majority of formal housing finance continues to be done 

outside the HFC industry, the HFC market segment is growing extremely rapidly. The 

number of HFCs has grown from approximately 30 in 1988 to 250 or more in 1991. The , 

majority of these fvms are very small and a large number of officially registered HFCs may 

in fact be defunct or not engaged in long-term housing finance. Nevertheless, powerful 

financial enterprises are also becoming involved in the field. Over the last several years, 

eight major commercial banks and the nation's two giant insurance companies have 

agmssively entered the msket. 



Since the program began in 1989, the NtIB has recognized 16 firms and is in the process of 

recognizing two more. 

The explosive growth this industry has experienced in recent years is attributable to a 

number of factors. HDFC has definitively proven that HFCs can be extremely profitable, and 

the 001 has signaled through a variety of direct and indirect means that it wishes to target the 

housing finance sector. Finally, low barriers to e n t j  and exit make this an easy field for 

small entrepreneurs to enter. 

The same factors that have contributed to industry growth in the past will continue to 

attract new f m s  into the field in the near future, * expansion increasingly taking place in 

smaller cities as the metropolitan markets become saturated. The pace of market growth will 

be del:em,ined primarily by firms' ability to mobilize resources. This issue is discussed in the 

next chapter of this report. 

Firms inidally establish branches in one or several metropolitan cities, but most branch 

expansion is taking place in cities with populations below one nlillion. Firms are moving into 

smaller cities. because there is less competition there and housing is more aflordable for 

prospective borrowers. HFCs now exist throughout the country, although there are still 

relatively few in the northern and eastern regions of the country, Overall, branch growth has 

been very rapid. NHB recognized firms alone have increased their total number of branches 

from 51 in 1988-1989 to 136 in 1990-1991, an annual increase of 63 percent. 



3. GIFC Performunce 

Bank performance involves balancing risk olnd return. It is dso influenced by the 

social goals government often set for financial institutions. U.S. financial institutions, for 

example, must meet the social goals of the Community Reinvestment Act, which encourages 

lending to low-income households and in poor neighborhoods. In India, the NHB regulation 

and refinancing programs favor "the small man first." 

This chapter evaluates HFC performance using data on nine principal FWCs 

recognized by the NHB to participate in its refinancing program.' Not all of tile nine 

provided complete data. Missing data are noted. Four progress indicators are examined: loan 

growth, increased lending to below median-income households, resource mobilization, and 

profitability. 

3.1 Introduction to Principal HFCs 

Data were provided to the NIB from Can Fin Homes (Can Fin), Dewan Housing 

Finance Company (Dewan), Gujarat Rural Housing Corporation (GRUH), Housing 

Development Finance Corporation (HDFC), India Housing Finance Development Ltd. (MFD), 

Life Insurance Corporation Housing Finance Ltd. (LIC HFC), Parshwanath Housing Finance 

Corporation (PHFC), Saya Housing Finance Company (Saya) and Sate Bank of India Housing 

Finance Ltd (SBI HFC). Table 3.1 Provides some basic information about these f m s .  

1 The evaluation team accepted that the HFCs' representations were accurate and did not 
'attempt to verify information by directly reviewing accounting records or loan files. 



TABLE 3.1 
BASIC FACTS ABOUT ZIFCs EVALUATED 

name number Year loanv affiliate 
branches founded originated 

fiscal 
1990-1991 

CAN FIN 

DEWAN 

GRUH 

HDFC 

IHFD 

LIC HFC 

PHFC 

SAYA 

SBI HFC 

Can Fin 
Bank 

none 

HDFC 

none 

none 

LIC 
Insurance 

none 

none 

SBI Rank 

Source: NHB records 

Dewan, GRUH, HDFC, IHFD, PWC and Saya are independent fvms without "parent" 

companies in other financial sectors. HDFC is by far the oldest and largest HFC. In fiscal 

1990-1991, it originated 64 percent of the total loans sanctioned by the nine HFCs listed in 

Table 3.1. In 1986, HDFC helped establish GRUH and GRUH's general manager is secunded 

from HDFC. GRUH, designed as a model to prove the viability of undertaking housing 

lending in rural areas, operates almost exclusively in rural Gujarat. Founded in 1984, Dewan 

is the second oldest major HFC. It is owned and operated by the Wadhawan family. Saya is 

suffering from a critical lack of capital and originated only three loans in 1990-1991. The 



firm plans to obtain loan capital through the NHB refinancing program and use these funds to 

greatly increase its lending in the coming fiscitl year. PIiFC is affiliated with a developer 

group which specializes in projects for group housing societies. IHFD is also linked to a 
'- . 

construction fm. Both PHFC and IHFD cater almost exclusively to middle- and low-income 

families. 

In contrast to these firms, Can Fin Homes, SBI HFC and LIC HFC have very close 

ties to huge financial institutions. Can Fin and SBI are subsidiaries of banks bearing the same 

name. LIC HFC is the subsidiary of India's huge Life Insurance Company. These three HFCs 

are able to draw heavily on their parent companies for personnel, facilities and low-cost 

capital. 

3.2. Loan Growth and Industry Concentration 

Lending by the nine principal NHB-recognized HFCs has increased rapidly since 

1988. Concyrmntiy, the industry has become less concentrated. Average loan sizes have 

increased but at a level somewhat below the inflation rate. This section examines these 

trends in more detail. 

3.2.1 Growth of Sanctioned Loans. For eight of the HFCs reviewed, sanctioned loans 

have increased at a very rapid rate over the last several years? Table 3.2 details these firms' 

' Analysis of loan growth over the period excludes LIC HFC because it was not operating 
in 1988-1989. LIC Insurance was involved in housing finance at that time, and information on 
the volume of lending through the parent company is available. However, since not all parent 
company lending is currently being channeled through the HFC, it is not possible to compare 
housing lending by the parent company in 1988-1989 to lending by the HFC affiliate in 1990- 
1991. It would also be misleading to assume that LIC HFC had no loan volume in 1988-1989. 

When interprehg the growth statistics, readers should bear in mind that LIC HFC is 



lending growth rates. 

TABLE 3.2 
GROWTH OF SANCTIONED LOANS FOR EIGHT I-IFCs: 

1988-1989 TO 1990~1991 

comuound annual nrowth rate (percent1 

number of volume of 
loans loans 

including 
HDFC 44 47 

excluding 
HDFC 113 116 

Source: NHB Records 

In all, these fm sanctioned 74,554 loans in 1988-1989. Lending grew at an annual 

rate of 44 percent aver the period such that in 1990-1991 the group approved a total of 

153,524 loans. If HDFC is excluded from this analysis, total loans increased from 8,311 in 

1988-1989 to 37,669 in 1990-1991. 

3.2.2 Growth in Loan Disbursds. Growth in the volume of loans disbursed has been 

slightly faster than growth in loans sanctioned. However, in 1990-1991, volume of loans 

disbursed for seven recognized HFCs represented only 83% of the volume sanctioned. Table 

3.3 delineates the growth of loans disbursed and sanctioned from 1988-1989 to 1990-1991. 

currently an important player in the HFC industry. In 1990-1991, the company sanctioned 18,245 
loans. For the nine principal HFCs evaluated in this represented 13.6 percent of total loans 
underwritten and 38.8 percent of all non-HDFC loans sanctioned. 



TABLE 3.3 
LOANS SANCTIONED VERSUS LOANS DISBURSED 

FOR SEVEN RECOGNIZED HFCs 

gomwound annual mowth 
Li?t% Rutio of volume disbursed 

1989-1990 to 1990-1991 to volume sanctioned 

volume volume 
sanctioned disbursed 1988-89 1990-9 1 

including 
mFC 47 5 3 75 83 

excluding 116 148 63 84 
HDFC 

Source: NHB records 

There arc several reasons why volumc of loans disbursed is significantly below 

volume sanctioned. There is always some time gap between loan approval and disbursement. 

Thus, when finance coxnpanies are growing rapidly, it is natural that their volume of 

sanctioned loans will consistently exceed their volume of dispensed funds. Furthermore, in 

contrast to customary U.S. practices, loans in India are generally approved early in the loan 

process based on credit and income information, and disbursed later when clear title and other 

security is obtained. Finally, operating procedures generally become more efficient as a 

company matures. Thus, as companies gain more experience, their ability to disburse funds in 

a timely way improves. The fact that the ratio of disbursed to sanctioned funds has grown 

over the last several years suggests that this is happening to HFCs. 



3,2.3 Industrv Concentration. Over the past three years, industry concentration has 

declined rapidly. HDFC is not only the oldest HFC. It is also by far the lugest. In 1988- 

1989 it had an 89 percent shm of the total volume of loans sanctioned by the eight 

recognized HFCs for which data were available, This s h m  had fallen to 75 percent by fiscal 

1990-1991. When HDFC is excluded, the share of the next largest HFC--Can Fin--declined 

from 72 percent to 65 percent over the same period. 

3.2.4 Factors Driving Industry Growth and Deconcentration. Multiple forces have 

conmbuted to these spectacular growth rates and to the deconcentration of the housing 

finance industry. These include incentives for new fms to enter the field and, for existing 

f m s ,  resource mobilization efforts, aggressive geographic expansion and some marketing 

innovations. 

Chapter 2 contains a detailed analysis of factors contributiilg to growth in the number 

of HFC industry participants. To summarize briefly, HDFC's returns on equity above 30 

percent have proven that housing finance can be lucrative. The HDFC demonstration effect 

has inspired many banks and large financial groups to form HFC subsidiaries. f i e  ease of 

creating an HFC has also facilitated entry into this industry. And financial players viewed 

GOI's founding of the NHB as a signal that the housing finance sector would be given 

special attention in the f u m .  

In the past, Indians have had severely limited access to formal housing finance; yet 

homeownership is highly valued. Not surprisingly, HFCs report that the effective demand for 

their loans is great and increasing, despite economic uncertainties and rapidly escalating 

housing and land prices. In this context of great demand, the key to HFC growth is their 
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ability to mobilizc resources. As the next scctiorl details, HFCs have succeeded in mobilizir~g 

funds from a vuriety of sources in the past three yeurs. 

Some HFCs have displayed considerable energy and ingenuity in marketing their 

loans, and the expansion of HFCs into new geographic regions hus greatly broudened their 

market. Creativity in finding new financing options has also played a role. For example, 

severd HFCs use the tactic of approaching large companies accustomed to using operating 

funds to finance subsidized housing loans for their employees. The HFCs offer to take over 

the financing of these loans. This allows the companies to use a much smaller portion of their 

capital to write down the interest rate on these loans. Such offers'have proven very attractive 

It should be kept in mind that HFC growth started f r ~ m  a small base. The eight HFCs 

discussed above sanctioned only 74,554 loans in 1988-1989, compared to 153,524 in 1990- 

3.2.5 Tnnds in Averape Loan Sizes. Average loan sizes have been increasing over the 

last several years. Nevertheless, their growth rate has been substantially below the inflation 

rate, and loans under Rs. 50,000 still account for more than one-third of the total number of 

loans sanctioned. Erom 1988-1989 to 1990-1991, average loan size for the nine surveyed 

HFCs grew at an average annual rate of 4.2 percent. This compares with inflation rates of 8 

to 11 percent. 

The factors accounting for slow growth in average loan size are essentially a subset of 

those accounting for lending to below median income families. These are detailed in chapter 
5 .  

4 of this report. To briefly summarize, these factors include market and NHB-generated 



incantivcs. Market incentives stern from the fact that formal housing finuncc hns been geared 

historically towards muking relatively lnrga loans to affluent families in the largest cities. 

Thus, the greatest potential for mnrket expansion lies in serving middle-income families in 

mid-sized nnd smaller towns, where housing is relatively affordable for this group. NHB- 

provided incentives to make relatively small loans include concentrating the benefits of its 

refinancing program on loans for smaller units and loans for under Rs, 150,000, and inducing 

firms to expand geographically into mid-sized and smaller towns, where there is considerable 

demand for small loans. 

3.3 Increased Lending to Below-Medlan Income Households. 

Chapter 4 details the experience of the HFCs in lending to belowmedian income 

households. To briefly summarize, the limited data available indicate that the HFCs have 

increased their lending to households with incomes below the median level somewhat faster 

than total lending has @own over the hst three years. -As total lending by eight of the nine 

surveyed HFCs has grown at a rate of 44 percent per year since 1988-1989, exceeding this 

pace is a considerable accomplishment. (LIC HFC is excluded because of incomplete data as 

explained in footnote 2 of this chapter). While lower income families have been increasingly 

priced out of the market in metropolitan areas, the HFCs have augmented their share of total 

loans going to this group by opening branches in smaller cities and marketing loans in rural 

areas. 



3.4 Resource Mobilization 

HFCs have rniaed liabilities in five mdn forms: cquity, depasits, term loans, cc~pitul 

market issues, NHB refinancing, and loans fmm extra-national bodies, Tablc 3.4 detdls the 

distribution of theso liabilities for oight HFCs and Figuro 3.1 displays this distribution 

graphically, 

TABLE 3,4 
COMPOSITION OF LIABILITIES OF EIGHT RECOGNIZED HFCS, 1990-91 

(PERCENT DISTRIBUTION) 

type of share share 
liability including HDFC excluding HDFC 

deposits 29.0 24.6 

bonds 7.4 0.0 

domestic term 
loans 19.7 

NHB refinancing 8.4 16.4 

extra-national 
loans 26.0 0.0 

Source: NHB Records 

The above distribution shows that for the eight HFCs included in the table, deposits, 

domestic term loans and international borrowings have each supplied 20 to 30 percent of the 

firms' capital. Individual f m s  have relied on very different strategies for funds mobilizing 

however. Can Fin, which has close connections through its parent company to many large 

corporations, has mobilized 57 percent of its funds through corporate 'deposits. LIC-HFC and 



Figure 3.1 
Recognized HFCs' Capital Composition 

Fiscal 1 950-1 991 

Deposits Deposits 
25% 

B 

EsuitV 
1- 
lntl Loans 

h s t i c  Term Loans 0% 
20% 

Domestic Tenn Loans NHB Refinancing 
46% 

1696 

9% 

Share Including HDFC Share Excluding HDFC 

Scxtrce: NHB Records 



SBI aro joint sector kIFCs with powerful parent compunicu. Thesc Nrms hrlvc respectively 

raised 85 percent und 70 perccnt of thcir cupitul through rclutivcly low cost tcrrn l o n n ~  from 

their affiliates. Dewun, GRUH, W D  und PNFC, are smull, priv~~te I-iFCs with little or no 

access to corporate deposild or affiliate compuny term loans. They huve become extremely 

dependent on NHB refinancing and currwntly NHB's refinancing program accounts for more 

than 50 percent of total resources for each of these firms, Since I-IDFC is by fur the oldest, 

largest and most respected of the eight HFCs survcyed, i t  is not surprising thilt this firm hiis 

been most successful at diversifying its resource base. HDFC is the only HFC to have floated 

a bond offering or accessed international capital markets. Deposits and international loans 

each account for approximately one-third of HDFC's total funds, domestic loans account for 

14 percent of funds. The capital composition of eight of the surveyed HFCs is shown in Table 

3.5 and discussed in more detail in the rest of this section. 

3.4.1 De~ositq. In most countries, deposits, particularly l~ousehold deposits, are the 

major source of the housing finance industry's low-cost, stable funds. Household and 

organizational deposits represented 29 percent of the capital of the eight principal HFCs 

ap~xoveci for the NHB refinancing program in 1991. Without HDFC, this share drops to 25 

peacent. 

Thus, for the HFCs surveyed, the average share of deposits in liabilities and equity is 

relatively low by international standards. However, the share of deposits in the total liabilities 

of individual HFCs varies greatly, as Table 3.5 indicates. 



TABLE 3.5 
CAPITAL COMPOSITION 

OF EIGHT RECOGNIZED HFCg, 1990-1991 

domestic extenial NHB 
equity deposit % bonds % term ioans sources refinance % 

company 9b funds funds funds % funds % funds funds - "- 
CAN FIN 7,s 57.0 0.0 16.1 0.0 19.4 
DEWAN 15.8 8.0 0.0 8.4 0.0 67.8 
G R W  13.4 0.0 0.0 35.1 0.0 51.6 - 
HDFC 7.6 30.0 9.0 13.7 31.8 7.8 
IM;D 26.4 2.9 0.0 14.1 0.0 56.6 
LIC 14.9 0.0 0.0 85.1 0.0 00 
PHFC 31.0 0.0 0.0 5.2 0,O 6 . ~ 8  
SAYA NA NA NA NA NA NA 
SBI 19.8 0.0 0.0 74.0 0.0 6.3 
TOT W/ 
HDFC 8.5 29.0 7.4 19.7 26.0 9.4 
TOT W/O 
HDFC 12.5 24.6 0.0 46.6 0.0 16.4 

Source: NHB Records 

The two largest HFCs--HDFC and Can Fin--raised 57 percent and 30 perient of their 

liabilities in deposits respectively. Yet, Can Fin projtcts that its share of deposits in total 

liabilities will drop by 10 percent in 1991-92. Of Can Fin's and HDFC's total deposits, 

roughly 75 percent are organizational deposits and only 25 percent are from households. 

(Leaving aside Can Fin and HDFC, the picture changes dramatically--the share of deposits in 

total liabilities for the other HFCs averaged only 0.8 percent. Four of these firms collected no 

deposits at all.) 

A number of factors help explain 'this extnmcly low figure. Some of these WCs, 



such as LIC HFC and SDI ]t.iFC l~uvc had easy uccesv to subsidized loans from parcnt 

companies tlnd so have had no incentive to attempt to mnbilize funds horn other sources. As 

the organizations grow, however, they will not be able to continue to rely on affiliate term 

loans to cover all their capital needs. Indeed, both LIC W C  md SBI arc now beginning to 

seek other aources of funds. Branches, which take dxrw to develop, are also necessary to 

secure household &posits. The low s h m  of ci~;posits ir, total liabilities represents a serious 

resource mobilization problem for HFCs which ~ ~ q u h a s  examination. 

On the surface, Indla would appear to have great potential to fund shelter through 

household savings. India has a savings rate equd to 22 percent of GDP--far above tt .\t of 

other developing countries and well above that of all but a few industrialized nations 

(BucMey, 1990). As the Indian population is still predominantly rural, a large proportion of 

these funds is held in rural areas, where cultural and cornmllnications barriers have: tended to 

block access. India's Post Office savings system has succeeded in mobilizing same uf these 

funds, holding about one-third of total national savings at interest rates of approximately 5 

percent. In conttast, the competition for savings in urban mas, where people are accustomed 

to participating in the commercial economy, is fierce. The two overall strategies available to 

HFCs for mobilizing household deposits are to compcie in 1l-w mban and commercial 

economy at higher rates, or to extend their reach to rural enm and to the informal e~onorny.~ 

All HFCs interviewed felt the f~llowing were significant barriers inhibiting their 

ability to secure deposits: 1) differentid tax treatment between deposits with HFCs and those 

Tapoban. a company that has had considerable success with tho latter strategy, is discussed 
later in this chapter. 
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with banks,' 2) the RBIumandated mnximum interest rate, currently 14 percent, 3) the RBI- 

mandated 24-84 month term on deposits and 4) the NHB requirement of a maximum 2 

percent commission to be paid for securing deposits. 

Some barriers affect joint and private HFCs to different degrees. HFCs in general, but 

patlicularly private fms, lack public trust, Various well-publicized scams and bankruptcies 

have made the investing public leery of trusting their savings to private investment 

companies. Joint WCs linked with scheduled banks are able to partly allay this mistrust 

through their association with parent companies. The joint HFCT typically bear the name of 

their parent bank and often operate out of the same building or use the facilities of the bank 

to accept deposits. These joint HFCs can potentially attract considerable deposits, which have 

a minimum term of 3 months under RBI regulations, from organizations such as universities, 

public authorities~, and labor boards: Can Fin's ability to raise 57 percent of its funds in 

deposits largely from such organizations is noteworthy. In addition to competitive interest 

rctums, personal anc business contacts are important in securing these organizational funds 

(Diamond, 1983). Private HFCs can attempt to tap the same capital sources; in practice 

however, public mistrust and a lack of business contacts stymie many private HFCs* efforts to 

attract deposits of any type. As many private HFCs lack the track record necessary to issue 

debt and access extemaA souxces, their only other potentially significant sources of funds m 

NHB refinancing and equity infusions from their pmmoters. 

On July 1, 1989, the NHB launched a program, the Home Loan Account Scheme 

* Tax on interest revenues earned from KlFC deposits is automatically deducted and 
individuals must apply for a refund in order to recover it. Tax is not automatically deducted fmm 
interest received on bank de~usits. 



(HLA), with the potential to assist financiul institutions in mobilizing deposits for housing. If 

a participant in this scheme saves for five years, he or she is entitled to a housing loan 

soverd times tho size of the accumulated savings. Initially, MHB exter~ded the right to use the 

HLA only to commercial banks. Recently, however, six HFCs have been authorized to accept 

HLA deposits. The results have been unimpressive for commercial banks partly because 

these institutions lack an incentive to market the scheme. The HLA program has more 

potential for HFCs because it fits their business of housing lending. Yet the narrow focus on 

households willing to save and wait five years for a home loan limits its market, 

The expcrienc of a small number of HFCs noi approved by NHB for refinanci~ig 

contrasts with HFC difficulty in mobilizing household deposits. Since its inception one year 

ago, one of these organizations, Tapoban Housing Finance Limited, has mobilized Rs. 40 

crore from the public. These funds total 66 times its equity, far exceeding the legal 

maximum. The company circumvents this regulation by considering these funds "security 

deposits" for future home loans. The organization has.30,000 field representatives, mostly in 

~ a l  areas, who arc paid substantial commissions to raise funds, usually based on their 

personal relationship with potential depositors. The company pays rates on these funds below 

those available in urban areas, although above those available on the postal savings accounts 

that nual savers often use. The financial viability of this company is untested and some of its 

financing schemes, such as a "no-interest" low, are suspect. They may have found a solution 

to the problem of resource mobilization, but such companies represent a critical regulatory 

challenge to NHB. 



J,4,2 Domestic Tenn Loang, Domestic term loans, which typically huve a maturity of 

at least n year, npnsent 20 percent of recognized HFCs' capital overall. Without HDFC, this 

share rises to 47 percant, As Tabla 3.5 indicates, share ranges from 5 percent for PHFC to 85 

percent for LIC HFC, whose liabilities &rive almost entirely from tenn loans from its parent 

life insurance company.' Joint WCs often ~ c c i v e  term loans at concessionary interest rates 

from their parent organizations. For example, two joint HFCs are currently paying 12.8 

percent on loans from their parent banks, although HDFC must pay 16 to 17 percent on term 

loans and HFC management maintains that market rates have fluctuated between 15.5 to 18 

percent in the scent past, 

HFCs with access to these low cost funds use them extensively. However, the HFCs 

that must pay the market rate of return for these funds are limited in their ability to undertake 

term loans, because the cost of these funds exceeds the interest rate on loans below Rs. 

200,000 in size. 

-3.4.3 Capital Markets. HDFC is the only HFC to issue bonds to finance housing. As 

Table 3.5 indicates. this source of funds constitutes 9 percent of the organization9~ total fbnds. 

A number of other HFCs are now considering bond issues. Various problems s m u n d  bond 

underwriting, however, including a h e  percent stamp duty, Even if these problems are 

solved by legislation, the mculty of finding a market niche at rates that bear a reasonable 

relation to HFC lending rates remains. 

3.4.4 Equity. A number of newly established HFCs have depended on the equity 

contributions of theai promoters to start lending. However, this dependence has decreased as 

' LIC HFC has recently begun to make use of the NHB refinancing program. 
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most of the HFCs have succeeded in leveraging their funds. Indeed, equity currently accounts 

for only 8.5 percent of the total capital of the eight surveyed IIFCs, 12.5 percent if HDFC is 

excluded from consideration. As Table 3.5 demonstrates, equity accounts for no more than 31 

percent of any individual firm's capital, 

Overall, the weighted6 average debt-to-equity ratio of seven of the HFCs for which 

data are available7 increased from 2.5 in 1989-90 to 6.6 in 1990-91 if NHB refinancing is not 

counted as debt. If WE refinancing is counted, their average leverage increased to 8.2 in 

1990-91. HDFC had a debt-to-equity ratio of approximately 15.4 from 1988 to 1991. 

However, the company recently issued a large equity offering, reducing its current ratio to 

3.4.5 'External Sources. As Table 3.5 indicates, HnFC is the only firm that has been 

able to secure international loans. The f m  has obtained disbursements or commitments to 

date of over $415 million in international credit. However, the potential for other HFCs to 

access international capital markets is limited. HDFC was initially able to obtain its 

international funds due to its pioneering role as India's first financial institution dedicated to 

the provisioq of housing credit. It was subsequently able to mobilize overseas capital based 

on its outstapding track record, large size and internationally respected management team. 

Other HFCs cannot position themselves as worthy experiments; and, they lack HDFC's 

international  cognition and sterling operating history. 

Each fm's debt to equity ratio weighted by its volume of lending. 

Can Fin, Dewan, GRUH, MFD, LIC, PHFC, and SBI. 



3.4,6 NHB Refinancing. As of March 1991, NHB had provided 16.4 percent of capital 

for surveyed HFCs excluding HDFC. Although a modest share of the overall total, NHB 

refinancing has been instnunental to the growth of a number of smaller, private HFCs, 

atlowing them to leverage their equity and attain a minimum level of profitability. As Table 

3.5 illustrates, generally, NHB has been the only substantial source of non-equity funds for 

the private HFCs excluding HDFC, and now accounts for from 52 to 68 percent of total 

capital for four firms. Dcwan's 800 percent growth in loans over the past two years has been 

funded almost entirely by NHB refinancing and "ad hoc" finance. For the joint HFCs more 

able to raise funds from other sources, the MIB has so far contributed only modestly to total 

funds--6.3 percent for SBI and 19.4 percent for Can Fin. Yet, as the competition for other 

sources of funds increases, joint HFCs an turning increasingly to the NHB. For example, 

Can Fin, which has had the best nc&d of independently mobilizing resources after HDFC, 

expects to increase its dependence on NHB to 32 percent in 1991-92. Other joint HFCs 

project a much higher degree of dependence on the NHB. 

3.5 Profitability 

Rate of return on equity (ROE) is the most commonly used overall measure of banks' 

profitability. If HDFC is excluded, the weighted average after-tax ROE for surveyed WCs 

with dad has increased from 3.9 percent in 1988-89 to 22 percent in 1990-91 primarily 

because these HFCs have succeeded in leveraging their capital. With inflation running at 

11.7 percent in 1990-91, 15-20 percent is the minimum long-term return acceptable to 

Can Fin, Dewan, GRUH, EED, PHFC, and SBI. 
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investors. Thus, as a group, the HFCs surveyed have surpassed the minimum acceptable level 

of profitability. However, the after-tax ROE of these companies ranges widely - from 9.9% 

for PHFC to 26.4% for Can Fin. For established firms to maintain their profitability and for 

new companies to improve theirs, HFCs must continue to leverage their equity, Yet, the 

rapidly escalating cost of funds limits firms' ability to access capital on terms that permit a 

survivable spmad between borrowing and lending rates. 

3.6 Risk Indicators 

Lending involves four types of risk: underwriting and credit risk, interest rate risk, 

liquidity risk, and capital risk. The ability of HFCs to deal with these risks depends largely 

on the quality of management. 

The managing dinctors and some other management staff in joint HFCs customarily 

are secorlded fbxn the HFCs' parent organizations. While this practice generally insures that 

senior staff have substantial experience in bank management, it also creates potential 

problems. If management know that tenure with an HIFC will be short, they may be tempted 

to employ strategies that yield short-term gaiqs but have negative long-run implications for 

their fbm. Furthermore, anecdotal evidence indicates that at least one joint sector financial 

institution may be using their HFC afffiates as a "dumping ground" for senior staff they 

consider inadequate. If HFC management peqeive their positions as evidence of corporate 

disfavor, they are unlikely to be motivated in their work. 

The managing directors of the private HFCs have a much more varied background, 

ranging from construction companies to investment firms. They often have little or no 



experience in lending aside from that garnered on the job in their own HFC, 

3.6.1 CrewRisk. PLFCY underwrite two types of loans: individual loans and 

developer and orgm.izadonal loans, The credit risk firms face on each is different. 

Ja) Credit Risk on Individual Loms. Overall, the credit risk cin individual loans is 

low, despite the lack of an effective foreclosure procedure (Urban Institute, 1989). HFCs 

operate on very slim profit margins, which are currently declining. Even a relatively modest 

delinquency rate can decimate company earnings. Furthermore, India lacks an effective 

foreclosure procedure. HFC management is very aware of the risk these factors pose and 

attempt to compensate by employing conservative underwriting and loan processing 

procedures. The factors affecting risk on individual loans are summarized below--for details, 

see Annex 3.1. 

The average loan-to-value ratio used by the HFCs visited ranged from 51 to 75 

percent. For the remaining equity in the property, HFCs verify the physical value-added in 

the case of construction projects and the borrower's sources of cash equity (downpayment). 

The maximum debt-service-to-net-income ratio ranges from 30 to 40 percent. Gdarantors are 

required on 70 to 100 percent of loans, depending on the company. The loan tern is short, 

varying with the age of the borrower fiom 7 to 20 years. Loans over a certain size require 

approval from higher levels in the company. 

These conservative procedures have kept arrearage rates low. The Office of Thrift 

Supervision &fines the non-current loan rate for Savings and Loans as the volume of loans 

past due 90 trays or more divided by the volume of total loans outstanding. In the United 

States over the past year, the'non-cumnt loan rate for the Savings and Loan industry has 



ranged from 1.6 to 1.9 percent.* Of the seven I-IFCs for which data were u~uilrrble,'~' all 

expect GRUH had non-current loan ratas substantidly below the U.S. average," runging 

from 0.01 to 0.4 percent. 

This Fpayment record is very strong by U.S. standards. Also, it compares favorably 

with rates from housing finance systems in other developing counties and contrasts with the 

dismal record of widespread defaults in other sectors in India, such as agriculture. 

Delinquency rates may rise as the industry ages. Many companies me so new that ther: has 

not been tima for a significant percentafle of their loma to become seriously overdue. 

Furthermore, even older firms have been growing so rapidly that loans old enough to develop 

serious delinquency problems represent only a small portion of their total portfolio. 

HFC management feel that the main cndit risk on individual loms in the future is a 

systemic one--that poor underwriting or collection procedures of one or a few HF%s will 

prompt their bonowers to default, and that this contagion will spread to other HFCs as 

borrowers came to believe that housing loans, like agricultural loans, need not be taken 
t 

seriously. This risk is essentially a regulatory issue. 

Sourcel'June 12, 1991 news release by the Office of Thrift Supervision. 

lo Can Fin HFC, Dewan, GRUH, HDFC, &ED, LIC HFC and SBI HFC. 

l1 For GRUH this figure is 2.36 percent. Tpw axe a number of reasons why GRUH has late 
payment rates in excess bf the HFC average. Since many GRUH borroweq are farmers, they 
sometimes delay payment until crops have been harvested. In addition, for many borrowers, 
making repayinents inv~ l<~s  considerable tranaactions'costs, Thus, they often prefer to pay larger 
amounts at Iqss fiequent intervals. Finally, in comparison to customers of other HFCs, GRUH 
borrowers ak less likely tb have telephones and more likely to live a considerable distance from 
the HFC of&. Thus, mdLing con= with delinquent customers and bringing pressure to bear 
on them is mom diffd<and time-consuming. Even so, the firm has only one account overdue 
by more than one year. 



/b) Credit Risk or@ovclo~er Low. Although credit risk is low on individual loans, 

HFCs nre allowed to invest 25 percent of their assets in investments that do not qualify under 

NHB guidelines. These funds are often invested in high-yield bridge loas to developers. In 

addition, NHB has recently initiated a program to refinance land development loans made by 

MPCs. To date, public agencies have accounted for most of the demand for these land 

development loans. Nevertheless, private developers have recently submitted to the NHB 

proposals for a considerable volume of these credits. The NHB land development program 

provides 100 percent financing for public agencies and cooperative housing societies, and 80 

percent financing for private developers. 

In the United States, developer loans almost invxlably c;any a much higher risk than 

loans to individuals since there is always the risk that by the time homes are constructed 

demand will have temporarily declined, making it difficult for the borrower to find a market 

for his or her units. It is largely for this mason that so many U.S. savings and loans 

associations (S&Ls) are in considerable financial distress, To date, the Indian housing market 

has been considerably less volatile than its U.S. counterpart. Nevertheless, management at 

SBI HFC and Cm Fin HFC agree that developer loans are riskier than loans made for single 

family dwellings. An additional risk in the underwriting of developer loans is that many 

HFCs lack the technical staff to evaluate large infrasauctm projects. 

The land development program potentially serves low-income households. But this 

benefit must be weighed against the added risks. The borrowers would often be public 

agencies; but local authorities have frequently fallen behind on obligations to other public 

bodies and may well do so on loans from HFCs. Local infrastructure and land development 



credit is a cllfficult business, usually hru~dcd in llcveloping couritricv by institutions dcdicuted 

to this purpose. In India, HUDCO pcrfoma this rolo, Despite such ~pcciulizution, these 

orgmizations customarily have an unsatisfactory record of cost recovery, seldom operate on a 

market bwis, and continually require subsidy injections from government. ?'he NMB cm help 

HFCs reduce the risk of undertaking these lows by providing technical assistance and training 

in this area. 

3,6,2 Intercst Rate Risk. Matunty mismatch between assets and liabilities afflicts 

many housing finance systems. This problem continues in the United States, for example, 

even after the housing finance traumas of ihe 1980s. 

In India, interest rate risk has not been a problem in the past, rnainly because the RBI 

has maintained relatively stable interest rates (Wilson, 1988). However, financial 

liberalization will bring greater swings in both the cost of liabilities and the return on assets. 

As interest rates have risen in 1990-91, interest rate risk has fast become a major 

concern for HFCs. The management of the joint HECs visited, approach the interest rate risk 

problem by making annual projections of the interest spread between the cost of resources 

and the return on assets. The spread is then recalculated on a quarterly or monthly basis, 

sometimes for the different regions of the HFC's operation, and used to conlect funds 

mobilization and lending strategies as needed. None of the mathematical tools used to 

measure interest rate risk (such as interest gap or duration) are applied. Rather, management 

looks at the figures and makes its decision on "hunches", as one managing director of a joint 

HFC put it. Some private HFCs employ interest rate exposure analyses similar to those used 

by the joint HFCs; however, one private HFC's managing director interviewed said that his 



orgmization did no intercst rate risk mulysis whatsoevar. 

The managers of joint HFCs nra in closc touch with the srganizutions tbnt hold their 

major liabilities, and often have soma control over tho cost of those liabilities. For example, 

Can Fin and SBI have been able to hold down the cost of term loms from their parent bunk 

to 12.79 percent in an environment that now demands from 15.5 to 18 percent, I-lowever, as 

I financial liberalization continues, their ability to influence the cost of their liabilities will 

decrease. Fauzhermon, private HFCs have rlo ability to influence the cost of funds, 

On the asset side, the problem of managing interest rates is different for existing and 

new loans. The bulk of existing assets are individual housing loans whose interest rates are 

mandated by the NHB. Although these Yoans have a provision for the interest rate to be raised 

if the NHB so authorizes, this has yet to be done. Furthermore, the consequences of raising 

the interest rate on outstanding loans are unpmdicttlble. Individual borrowers are unprepared 

for such an increase, which may be widely ignored or prompt defaults. Squeezed by the 

'increasing cost-of their resources, some HFCs are exercising the option to raise interest rates 

on existing loans to developers and companies; however, they are reluctant to employ this 

strategy for extant housing loans to individuals. 

For new loans, the main option for dealing with rising costs is to stop extending credit 

that can neither be sold to NHt3 nor made at suitably high interest rates--these are 

predominantly the loans for units larger than 40 square meters but for amounts smaller than 

Rs, 200,000. Loans financing small units can be sold to NHB and larger loans carry 

competitive rates. Particularly because the demand for larger loans is limited, HFCs are 

increasing their reliance on NHB refinancing to fund smaller loans. 



Ovemll, intorest ruto risk 1s murlugeublo undcr current conditions. 'rho principrll 

dmgcr is that term nlistntltches cornbined with rising resource costs will forcc HI'Cs to rirljust 

the interest rate on existing individual housing louns. This step could povsibly spwk u rash of 

&faults which, once started, could spread rapidly givcn the lnck of an effective foreclosure 

procedure. Currently this scenario is remote, although the danger concerns top management of 

some of the HFCs visited. 

Giver1 that interest rate risk is a relatively new and increasingly important urea of 

concern for the Indian financial community, the NHB could provide technical assistance md 

training to HFCs in order to increase management awareness of this risk and illustrate ways 

in which firms can minimize their exposure. 

3,6.3 'Liauiditv Risk. Liquidity is important to rneet the demands of depositors and 

other commitments. The NHB imposes a liquidity requirement of 10 percent of deposits on 

HFCs. HFCs can meet this requirement through holding either cash or approved liquid assets, 

such as UTI investments, which currently yield 13 percent--eqbivalent to the average paid on 

deposits. HFCs have little difficulty meeting this liquidity requirement. The percentage of 

liquid assets for the HFCs for which data m available rarlges from 16.6 ta 28 percent. In 

comparison, the U.S. Federal Home Loan Bank, which regulates S&Ls, requires these 

institutions to maintain 5 percent af deposit accounts plus borrowings in liquid assets (Wilson, 

1988). 

3.6.4 Cawital Risk. Capital serves to assure public confidence in the stability of ii 

company and protects depositors and creditors against loss. To date, HFCs have been faced 

with too little debt to adequately leverage their equity rather than excessive liabilities. 



However, debt-to-equity ratios fol most surveyed kiFCs huve Increased rapidly over the lust 

several yews. The weighted averago ratio for all surveycd firms with duta (excluding 

HDPC)'a increased eoln 2.5 in 1989-90 to 6.6 in 1990-91, if NHB refinancing is not 

counted as debt, If NHB refinancing is included in the analysis, their average leverage 

inmnscd to 8.2 in 1990-91. HDFC had a &bt-to-equity ratio of approximately 15.4 from 

1988 to 1991, However, as noted earlier, the company recently issued a large equity offering 

and its current ratio is 12.2. Table 3.6 details the 1990-1991 debt-to-equity ratios for eight 

recognized HFCs. 

TABLE 3.6 
DEBT TO EQUITY RATIO 

FOR EIGHT RECOGNIZED HFCa, 1990-1991 
ratio of equity 

HFC to total assets 

CAN FIIY 12.4 
DEWAN 5.4 
GR'UH 6.8 
ML)FC 12.1 
IHFD' 2.8 
LIC 5.7 
PWC 2.2 
SBI 4.1 

Most HFCs have not yet had the opportunity to establish the level of financial stability 

and dcpndabi1it:r W>FC has displayed over the last 10 years. Thus, they should probably not 

attempt to match HDFC's leverage ratio. Nevertheless, many f m s  can significantly increase 

l3 Can Fin, Dewan, GRUd, INFD, LIC HFC, PHFC, and SEI. 



thcir debt without jeopardizing tho financial health of their firnu, 

Furthermom, none of tho firms surveyed m currently over-lcvcrugcd by U.S. 

standards, An equity-to-assets ratio of 6 percent is considered the minimum acceptable for 

banks and mdi t  unions in the United States. Tho equity-to-total-ussets ratio of the eight 

sluveyed HFCe ranges from 7.5 to 31 percent. 

Top management in most surveyed WCs has a conservative attitude towards catital 

rcquirementr. For example, Can Fin Homes, which has the higlicvt debt-to-equity rutio of all 

HFCs, plans to double its equity soon. 

3.7 Conclusion on Performance 

The HFCs' record of loan growth and lending to below-median income households is 

impressive. Maintenance of this solid performance &pends critically on the industry's ability 

to mobilize greater resources in the future. 

Over the last three years, the HFCs reviewed have performed well overall in raising 

f~nds, leveraging equity, and reaching minimum profitability. Nevertheless, performance in 

these areas varies widely acmss companies. Currently, the increasing interest rates 

accompanyipg financial deregulation are constricting HFC access to affordable capital and are 

forcing the fm to rely m m  heavily on NHB refinancing. 

Credit dsk on HlFCs' individual loans is relatively low, The industry's repayment 

record is excellent and should be guarded carefully in order to minimize the systemic risk of 

a chain reaction of defaults. 

The credit risk un developer loans, including those un?er the NHB land development 



progmrn, is probably higher thnn that for inctividunl home loans, lrnd should be upprouched 

with caution. The M.IB could help flrma reducc the risk for HFCs of undertaking developer 

loans by providing the firms with technical advice and training regarding tho underwriting and 

mor~itoring of these mdits. 

Interest rate risk is manageable at this time. Nevertheless, interest rate exposure is 

likely to become more dangerous over time, as Lndia'a capital market becomes mom 

vulnerable to market conditions. Some HFCs could benefit from education regarding the 

dangers of interest rate exposure in a volatile capital market and possible techniques to 

measure a firan's vulnerability. Currently, the HFCs' main interest rate risk problem is the 

danger of having to raise rates on existing individual housing loans, which might provoke 

widespread defaults. 

WCs' liquidity and capital risks art low. 



4. Partlclpation by Households Below the Medinn Income' 

This chapter examines HFC lending to below-median-income households over the lust 

three years. It explores the causes for loan volume growth, the problems encountered in 

lending to this group, what the NHB has done to alleviate these difficulties and the 

effectiveness of NHB and USAID targeting of these households. 

4.1 Growth of Loans to Below-Median-Income Households 

Comprehensive data on lending to families earning below the median income were not 

available. Although most WCs now tabulate this infonnation, LIC Housing Finance still 

does not and Can Fin only began to do so as of October, 1990, and was not able to provide 

the data to the team in time to icclude it in this analysis. These two HFCs account for 27 

percent of industry volume iC HDFC is included and 76 percent of volume if I ~ F C  is 

excluded The team used loan size as a proxy for income for LIC HFC as this fum estimated 

that at least 90 percent of its loans under Rs, 50,000 were to borrowers whose monthly 

income did not exceed Rs. 2,200 per month. Yet even this information was available only for 

1989-1990. The incompleteness of the data on lending to this market segment renders the 

following analysis only suggestive of actual lending patternsO2 

' For the period this report covers, urban median income ranged from Rs.2,000 to Rs. 2,200 
per family per month. 

Annex 4.1 is a survey design that would enable AID to examine in a statistically reliable 
manner H hat percent of HFC loans for less than Rs. 50,000 have gone to below-urban median 

m 

income households. 
d 

I 



The limited data indicate that recognized flrma have increased thcir landing to 

households whose income is below the median urban level at n somewhat faster rate than they 

have increased total lending over tho last three years. This implies very rapid loan growth for 

this sector, as the total number of loans HFCs have made has increased by an average annual 

rate of 44 percent from 1988-1989 to 1990- 1991. Totnl volume hns increased by 

approximately 47 percent annually over the period. If HDFC data iue included, loans to 

below-median-income households accounted for 21 percent of total loans sanctioned in 1988- 

1989 and 26 percent of sanctioned loans in 1990-1991. The volume of loans to this group 

grew from 18 percent to 20 percent of total volume over the same period. If HDFC data are 

excluded, the target group's share of total loans was approximately 35 percent in 1989-1990, 

and its shm of total volume was approximately 21 percent. Table 4.1 summarizes available 

data on sham of total loans to low-income households by recognized HFCs: 

TABLE 4.1: 
PERCENT OF TOTAL LOANS TO LOW-INCOME HOUSEHOLDS 

loans to low-income as percent of total 
Year # loans volume loans 

Note: Data excludes Can Fin 
Source: NHB Records 

Thus, it would appear that the share of HFC loans to low-income borrowers is 

approximately one-quarter of total loans and that it has probably incxeased over the last few 

years. Discussions with HFC directors indicate that while low-income families have been 



increasingly pdced out of the market in metropolitan areas, firms have mdntuined or 

increased the share of their total loans going to this murkct segment because they have 

opened branches in smaller cities where homes a .  still nltrtively affordable to this group, 

4.2 Incentives and Disincentives for Lending to Below-Median-Income Households 

Firms' primary inducement to lend to below-median-income households is that these 

families represent the majority of India's unserved housing finance market. NHB incentives 

also encourage lending to this group, although some NHB regulations uctuully discourayc 

firms from serving these families. 

4.2.1 Market Incentiveg. HFC management at Can Fin Homes, Dewan, GRUH, LIC 

HFC and SBI HFC a l l  stated that the primary reason target households account for a 

significant sham of HFC-loans is that these families represent im important share of the firms' 

effective demand Historically, formal housing finance has sewed relatively affluent families. 

Thus, the greatest potential for market expansion lies in serving middle-income families - who 

have been excluded fiom the market in the past--in mid-sized and smaller towns--where 
1 

housing is relatively affordable for this group. This point is substantiated by the fact that 

HFC branch growth over the last several years has been much faster in cities with populations 

below one million than in the metropolitan areas, but average loan sizes have been relatively 
I 

cons tans. 

4.2.2 NHB Incentives. The NHB has also played a role in encouraging lending to 

below-mediaq-income families by providing HFCs incentives to make relatively small loans 

and loans for units under 40 square meters in $he, Bnd by instituting the Home Loan Account 



Scheme. 

Res- an Laan Amow and U-, The NHB's initial strategy 

concentrated benefits on loans of Rs, 50,000 or less, Specifically, the NWB originally 

provided 100 percent refinancing for loans up to Rs. 50,000 made for the purchase or 

construction of units under 40 square nieters and loans up to Rs. 30,000 for upgrading and/or 

major repairs. Loans for semi-urban and nval homes were exempt from the 40 square meter 

requirement provided that the cost of the unit including land did not exceed Rs. 65,000. 

Urban loans for up to Rs. 100,000 were eligible for refinancing up to Rs, 50,000, provided 

that the unit's built up area was under 40 square meters. 

Under the intenst rate structure prevailing in the EPC market, families earning the 

median income (Rs. 2,200 per month) can afford to bonow Rs. 50,000 provided that they 

devote 30 percent of their gross income to housing payments and undertake a 20 year 

mortgage. Thus, the maximum refinancing amount under the program was only slightly higher 

than the maximum loan families with incomes btlow 'the median could afford. Requiring all 

units to either be less than 40 square meters in size or cost under Rs. 55,000 was intended to 

help prevent mom affluent families from putting several small loans together to purchase a 

unit. 

Since March 1990, the NHB has relaxed its refinancing requirements considerably. 

Currently, the NHB will refinance 100 percent of loans up to Rs. 200,000 for units under 40 

square meters in size. Refinancing for units larger than 40 square meters is available up to Rs. 

100,000, for units whose cost (including land) does not exceed Rs.150,000. 

The NHB believes that relaxation of refinancing criteria was necessary. Staff maintain 



that housing costs were considerably higher than the maximum loan size eligible for 

refinancing when the program was initially implemented, and that since that time rapid 

housing cost inflazion (especially in metropolitan areas) has further widened the gap. This 

conclusion appears accurate, but docs not change the fact that median-incornc houueholdu ciln 

still only afford loans of Rs.55,000 or less. 

Despite this relaxation of refinancing criteria, several of the smaller HFCs interviewed 

felt that the NHB program was a significant motivating factor behind their decisions to direct 

branch growth to areas where below-median-income households could afford to purchuse 

units. Furthermore, one larger firm indicated that, as it became more dependent on the 

refinancing program, it too would find its lending decisions influenced by NHB targeting 

efforts. 

Jb) Home Loan Account (HLA) Scheme. While the HLA scheme is open to everyone, 

the NHB believes that it will prove particularly beneficial to households employed in the 

informal sector. The scheme requires households to save consistently over a pexjod of several 

years. The NHB has pledged . . that, at the end of this period, it will refinance lows to these 

households based on a multiple of the amount they have saved? The NHB does not require 
4 

fvms to lend ?o families who have participated in this program But HLA participation will 

certainly inctease the chances of informal-sector families receiving a mortgage loan. The 
' I 

primary impediments to HFCs' lending to this group are that these households* incomes 

cannot be definitively v&ed and that family earnings may be extremely v*able. The HLA 

program provides a means whereby these families can demonstrate that they are capable of 
-* 

See Annex 1.4 for a complete description of this program. 

4.5 



mobilizing a Axed mount of resources on a consistent basis. 

The schem creates substantial contingent liabilities for tho NHB (sea chapter 6 of this 

report). Thus, it would be useful for tho NHB to collect demographic data on program 

participants in order to assess whether the program is serving intended beneficiaries. 

4.2,3 NHB Disinccntiw. Unfortunately, NHB ~~gulations also create two disincentives 

for lending to lower-income households. 

II1) Interest Rate S~rcadg. The NHB maintains that the interest rate spreads betwec,n 

the rates HFCs may charge borrowers and the rates at which the NHB will provide refinance 

provides an incentive for lenders to make small loans because this spread declines as loan 

size incnases. Nevertheless, the system actually encourages HFCs to make loans for larger 

amounts (up to Rs, 200,000). While the spreads decline as loan size rises, the total profit 

HFCs make on the loan increases with size. Thus, a 1.5 percent spread on a lo& for Rs. 

50,000 will be more profitable Gian a 2 percent spread on a loan for Rs. 25,000. A loan of 

Rs. 200,000 will be considerably more profitable than a loan of any smaller size. Table 4.2 

illustrates this point: 

TABLE 4.2: 
HFC PROFITS FROM REFINANCING BY LOAN SIZE 

loan size (Rs.) spread (%) maximum profit (Rs.) 

up to 25,000 2.0 500 

25,001 to 50,000 1.5 750 

50,001 to 200,000 1 .O 2,000 . 

Source: NHB Guidelines 



F e a  as a Fixed P a m  of m. NHB'Y Clui,dclincu to all 

WlFCs requiro that fkont and foes bo loss than or equal to two percent of tho loan amount, 

Yet, the front end costs HFCs incur ara relatively fixed over loan size, Thus, HFCs will 

recover mom of their fixed costs from fees when l o ~ n  sizes arc larger, While this is a clear 

incentive for HFCs to make larger loans, HFCs interviewed differed in their opinions as to the 

seriousness of this problem. One maintained that it was a significant deterrent to lending to 

low-income families, while soveral others said that it did not significantly impact their lending 

decisions. 

4.3 NHB Promotion of Affordable Loans to Below-MedianmIncome Households 

It is nbt enough for f m s  to be willing to lend to low-income families. These 

households must also be able to afford loans. The NHB encourages HFCs to make their loan 

products affodable to Iqwer-income households by mating a refinancing program and 

limiting access to firms that follow NHB's fiidelines for allowable interest rates o n  loans. 

Table 4.3 details the rate structure finns must comply with in order to participate. 

TABLE 4.3: 
INTEREST RATE GUIDELINES FOR FIRMS PARTICIPATING 

IN NHB'S REFINANCING PROGRAM 

loan size (Rs,) interest (%) 

S g p :  NHB Guidelines 



Furthermore, participating firms must charge total front end fees of two percent or less 

of loan amounts, If firms were free to sot theso feos they would incline townrds fixing their 

absolute size regardless of loan mount--making these expenses mom burdensome for lower 

incoma people than more affluent borrowers. 

By inducing flrms that control a large sham of the market to conform to this interest 

rate and fee structure, NHB effectively sets the rates for the entire industry, since even firms 

not participating in the refinancing program must compete against participating f m s  for 

customers. However, tlie NHB's ability to control industry-wide rates is weakened by the fact 

that in most m a s  demand for loans far outstrips supply, 

4.4 Difficulties Encountered in Lending to Below-Median-Income Households 

HFC managers interviewed emphasized several major problems they face in lending to 

below-median-income households. The following'is a description of these difficulties and a 

brief discussion of NHB actions that should play some role in mitigating them, 

4.4.1 Re~avment ca~acitv is below the amount necessarv to purchase: 8 unil. A 

median-income family can currently afford to take out a loan for approximately Rs. 55,000? 

There appears to be some discrepancy between HFC management reports on home prices and 

inforination in Buckley et. al (1989). The former claim that a loan for Rs. 55,000 is entirely 

insufficient to purchase a unit, even if the borrower is capable of making a very significant 

' Assuming the household took out a 20-year mortgage loan and devoted 30 percent of goss 
income to monthly payments. 



downpayment, Howevsr, even assuming that home pricea have increused by 30 percent over 

tho two yeus since the Buckley rcport was published, [Jucklcy's firrdings irnply that u lout1 of 

Rs. 55,000 in combination with a downpayment of 30 to 50 percent would be adequate to 

purchase a modest home in any of India's largest cities. On balance, it is likely that medun 

income families can still afford to purchase basic units if they arc able to umass very 

significant downpayrnenta. Nevertheless, home prices am rising fuster thun incomes in Indiu's 

largest cities, such that median-income families in large cities, will probably be increusingly 

priced out of the market. 

The NHB is attempting to address this affordability issue via its relatively new Land 

Development and Shelter Scheme - which makes serviced plots and core units available to 

low-income families at affordable prices. 

4.4.2 Inmased Freauencv of Late Payment and Defaulb Most HFC managers 
e 

intervicwcd said that low-income households an more likely than other households to be in 

'mars  on loans. One hFC had actually calculated that below-median-income households had 

a 10 percent higher late payment rate than households with higher incomes. For several 

ril HFCs, the percentage of total loans that was in arrears was significantly higher than the 

percentage of loan volume which was late in making payments. To the extent that loan size 

and income p correlated, this implies that low-income families have poorer payment records. 

Nevertheless, in their evaluation of the Housing G u m t y  002 program, Buckley et. a1 (1989) 

did not find higher arrearage rates for HDFC borrowers. 

Although there is little the NHB can do to induce low-income borrowers to pay 

promptly, it is working to reduce the cost of delinquency to lenders by attempting to instigate 



nn effective foreclosure law, Landers exprestred the belief that enactment of such u luw would 

signiflcnntly increase their willingness to lend to low-income households.' 

Low-income families ure more likely to 

have informal land for which it in dMcult to establidh a clear title. Furthemore, this gr'onp 

often lives in extended families making it complex to establish whc should hold the, mortgago 

and assume repayment responsibility. In situations where land title and repayment 

responsibility arc difficult to determine, HFCs generally refuse to issue credit. 

4.4.4 Lack of Credit Record and Bank Exucrience. Low-income households generally 

do not have prior experience borrowing or interacting with formal financi~i institutions. 

Thus, they lack a proven commitment to loan repayment and some HFCs fear they will not 

take their obligation seriously. 
E 

NHB's HLA scheme provides a vehicle w;lereby families can demonstrate their ability 

and willingness to make regular financial contributions for the purpose of housing acquisition. 

Tapoban's program described in footnote 4 mitigates WrC risk from these factors. 

~ a ~ o b a n  Housing Finance (an urncognized HFC) employs an interesting strategy for 
reducing the default risk associated with low-income lending. This HFC requkes prospective 
borrowers to maintain a deposit account with t?ic organizatisn equal to 25 perter?! of the cost of 
the loan needed. This "security deposit" earns interest and i s  slowly devolved to the borrower 
from the seventh to the twentieth year of the loan repayment period. In this way the organization 
reduces both the risk of default ttnd its loss in the event that default OCCLUS. 



4.5 Lending to gpecial Groupr 

In addition to the dfficlilties discusa :i above, which banks faco when they lerld to all 

!30w-income groups, other prob!cms rulse when flnunciul institutiotls utzrnyt to scrvicc 

particular low-income sub-markets. This sacdon discusae~ the problems WCs encounter in 

lending to thetie groups and, whom posrible, estimates the shm of W C  loans going to these 

sub-markets,' 

4.5.1 Igformailv E ~ D  -. Lendcrs rnuintain thut ivvuir~g credit to 

informally employed householdv is a problem because it is difficult for HFCs to verify h i l y  

income, and f i m s  worry that thede frunilics will oxperfence larger income variations 

families who'have m m  stable work. Indeed, some firms simply refuse to maks loans to 

individuals who do not have either ei "pcrmaaent" job or their own business. HFCs' estimates 

of the share of their urban borrowers who wen informally employed varied from one to 

twenty percent. Based on data from E N  (1990), the team very roughly estimates that 

informally employed persons account for &om 60 to 75 percent of the economically active 

population in urban areas. 

As mntioned above, the NHB's HLA program provide9 a means whereby households 

' ?'he following disc,ussion is based on interviews conducted with management of Can Fin 
Homw, Dewan, ORUHILIC HFC and SBI HFC. 

Most lenders do not store data in a way that allows them to easily determine lending 
volumes by the sub-marktits discussed below. Thus, information on these group(' participation 
in the asdit market an4 the risks this type of lending poses is highly impnssio~istic. It is the 
tcam*g uudentatnciing that rhc NHB hns agreed to collect more information on the prevalence of 
lending to q d i c  submarkcts. It would also be very useful to cornpen the arrearage rates of 
hese loans to those of mare conventional bonowen. 



in this group can demonstrate their credit-worthiness and reliability. LIC Housing Finance, 

which claims to have had significant success lending to this group, says that it sends 

underwriters out to observe micro-entnpreneur applicants at their workplace in order to obtain 

an impression of the viability of applicants' informal businesses. 

4.5.2 Female Headed Households. Only one HFC was able to estimate the pexent of 

loans it makes to female-headed households. Dewan calculated that approximately 7 percent 

of its loans were made to this group. Information on HLA account holders provides an 

indication of the number of women who are actively saving for the purchase of a home: 20 

percent an: women. However, housewives account for 8 percent of all account holders, so we 

can conclude that these unemployed women have opened accounts on behalf of their families 

with their husbands' resources. Thus, approximately 12 percent of HILA account holders 

appear to be women saving Wrn their own incomes. Estimates of the number of female- 

headed households in Indian society vary widely from 10 to 33 percent of all households. ' 
In sum, we lack clear data on both the number of female-headed households in India 

who would potentially require a mortgage and the number of these families which have 

access to housing finance. However, it appears that from 7 to 15 percent of housing 

borrowers are women without husbands, compared with 10 to 33 percent of all Indian 

families. 

' According to information provided to the evaluation team by USAID, the 1971 census 
estimated that approximately 10 percent of all Indian households were female headed. However, 
additional AID-furnished information referred to other, unspecified, studies estimating that 
female-headed households account for approximately 33 percent of rural households and 20 to 
25 percent of urban households. Because this r e p a  is concerned with housing finance, it would 
be useful to know what percent of female-headed households are older widows, since very few 
of these women will require housing finance. Unfortunately, this information was not available. 



Senior management at all the WCs interviewed said that there are no disadvantages in 

lending to female-headed households, provided that these families have adequate incomes to 

meet repayment requirements. Several HFCs said that when mortgages were made out jointly 

to husbands and wives, repayment rates were better than when the loan was in the man's 

name only. Dewan Housing Finance and SBI Housing Finance, for example, actually require 

wives to be co-bomwen even if they do not work outside the home, in order to promote 

prompt payments. 

4.5.3 Older Household Heads. The HFCs interviewed do not lend to families whose 

income earners are older than 55; or if they do, these loans amount to a minute fraction of 

their total loans. Most require complete repayment by the time the borrower turns 60 or 

retires--whichever is earlier. Several HFCs' mortgage plans include free life insurance up to 

the amount of the outstanding balance at the time of the borrower's death. Thus, for these 

companies, lending to older families is particularly risky. 

Several of the companies surveyed have attempted to court middle-aged borrowers via 

a special mortgage instrument. Under this scheme, payments start relatively high and then 

decline over time, so that if the borrower retires or dies before repayment is complete, he or 

his family will have a relatively small outstanding loan balance. 

4.5.4 Rural Households. Five companies--Can Fin, Dewan, G~ijarat Rural Housing 

Corporation (GRUH), HDFC and IHFD--prov/ded information on the share of their loans 

going to families in cities of various sizes? I$ 1990-1991, approximately 9 percent of this 

group's loans went to families in cities smaller than 100,000 people. This figure is up from 

' Note that one source questions the reliability of GRUH's information on this subject. 

4.13 



6.7 percent just two years earlier and represents very rapid growth given the explosive 

expansion of the entire industry over the same period. Nevertheless, only GRUH is doing 

significant underwriting in truly rural areas. Over the last two years, approximately 73 

percent of GRUH's loans have gone to families in villages with populations below 10,000. 

EIU (1990) states that India's population was about 75 percent rural in 1981. While the 

report does not define rural, in India the term is generally reserved for villages with less than 

5,000 inhabitants. 

All companies surveyed highlighted the same two difficulties with rural lending: (1) 

Rural areas are relatively more expensive to service because population densities are low and 

inftastructure systems are often poor; tmd, (2) Rural areas have a much higher late payment 

rate and presumed default risk than semi-urban and urban regions. Late payments are higher 

due to poor infrastructure facilities, and many lenders wony that defaults would be higher 

because rural families have been "spoilt" through years of loan forgiveness on agriculture- 

related debt. Indeed, GRUH's late payment rate is significantly greater than rates currently 

experienced by its counterparts. Nevertheless, as noted earlier, GRUH has only one loan 

overdue by more than one year, is lending profitably to households in rural areasg and plans 

rapid expansion. The company's success in this market niche may well engender imitation 

and GRUH itself hopes to help establish rural-focused HFCs in other states. 

Although exact figures were not available, Tapoban Housing Finance claims that it 

does a signif?icant amount of lending in rural areas as well. 1t.o "security deposit" scheme 

' GRUH's after-tax r e t k  on average equity (ROE) was 12.5 percent in 1990- 199 1, up from 
6 percent in 1988-1989. The company anticipates steady ROE growth for the next several years. 



discussed above significantly reduces its exposure to default risk, and could possibly be useful 

to other HFCs considering entering this market. GRUH attempts to minimize defaults by 

allowing fanners to make payments that coincide with this group's cash flow rather than 

requiring equal monthly instiillnaents. 

4.6 Note on Loan Size as a Proxy for Income 

NHB-mandated interest rates range from 8 percent on loans of Rs. 7,500 or less to 14 

percent on loans from Rs. 50,000 to Rs. 200,000. Rough team calculations irnply that a frcc- 

market mortgage interest rate would probably approach 16.25 percent." Thus, tht  NHB has 

fostered a system in which interest rates are approximately from 2.25 to 8.25 percentage 

points below 'free-market rates. Given that homebuyen are thereby receiving a significant 

subsidy," it is important for the NHB to determine that these lower-interest loans are 

benefiting the organization's target group. 

Most NHB incentives for lending to low-income households and efforts to improve 

affordability for this group actually are targeted at small loans rather than directly at families 

with modest incomes. Similarly, the USAID HG-003 program provides refinancing for all 

lo This figure is anived at via the following simplifying assumptions. Suppose a hypothetical 
HFC's fun&.,consists half of deposits and half of term loans from commercial banks. The firm 
pays a 14 percent interest rate on the former and a 15.5 percent rate on the latter. Thus, its 
average cost of funds is 14.75 percent. The HFC lends with a spread of 1.5 perceot. Thus, in this 
simple scenaho, the f m  would make loans at a rate of 16.25 percent. 

i 

l1 For example, a family that takes out a 20-year loan for Rs.i00,000 at a 14 percent interest 
rate will return Rs.11,810 less in present value rupees than a family that takes out the same loan 
and faces a 16.25 percq;t interest rate. Thus, under the conditions outlined above, the subsidy 
on the 14 percent interest loan is approximately 12 percent of the loan value. 



loans under R~.55,000~ on the rationale that a loan of this size is affordable to below-mediun- 

income families. The NHB has targeted small loans rather than 10,wer-income families on the 

apprehension that, if it provided benefits based on income, househr3lds would have an 

incentive to underestimate their earnings. This is a significant risk as income is frequently 

difficult to verify. USAID accepted loan size as a proxy for income since this system was 

easier for both HFCs and NHB to administer. 

While low-income people are definitely restricted to small loans, it is nevertheless true 

that more affluent families make use of small loans as well. Can Fin estimated, for example, 

that virtually all of its upgrading loans (which are for Rs. 30,000 or less) went to families 

earning significantly above the median income. When asked to estimate the percent of their 

loans below Rs. 50,000 that went to families eaning below-median income, firms' estimates 

ranged from 25 percent to 90 percent. Dewan, LIC HFC, and GRUH placed the figure at 

over 90 percent. Can Fin Homes felt that possibly fewer than 25 percent of its under Rs. 

50,000 loans went to target group households;, SBI HFC estimated this figure to be 

"somewhat over half' of its small loans. Infonnation provided by HDFC indicates that 

approximately 67 percent of its small loans were for below-median-income households. HFC 

management interviewed felt that the principal reason accounting for this wide range is that 

some companies make "wholesale" loans to employers who, in turn, "retail" them to their 

employees. These loans are virtually never designed to cover the majority of the cost of a 

home. Rather, they are used to supplement companies' lending of their own resources and 

employee savings. 

NHB-mandated interest rates are subsidized for al l  loans below Rs. 200,000. If a 



significant percentage of these loans are going to families who could afford to pay market 

rates, this system is not efficiently targeting its limited resources and the NHB may wish to 

consider modifying it. Virtually a l l  firms surveyed now have the ability to compile 

information on the share of their loans, by lonn size, going to below-mediim-income 

households. This information could be very useful to the NEB as it continues to design 

policies and programs to promote lending to this group, and the NHB might consider 

monitoring it on an ongoing basis. Further, it is this team's understanding that USAID plans 

to conduct a statistically reliable survey of HFCs that have received HG-003 funds, in order 

to determine what share of the loans refinanced went to households in the program's target 

group. A protocol for this survey is outlined in Annex 4.1. 

4.7 Conclusion 

Although data are not entirely reliable, information available indicates that below- 

median-income households probably account for one-quarter of dl I-IFC borrowers and one- 

fifth of total HFC loan volume. Their share of total loans will probably at least remain 

constant and may, in fact, increase over the next years. Over time, loans to these households 

will be increasingly concentrated in non-metropolitan cities. 

The growth in lending to these families is largely market-driven. However, the NHB 

has played a role in encouraging firms to direct their resources to this market segment. As 

the NHB's refinancing program expands, its ability to influence firms' lending patterns will 

grow. The NHB's unit and loan size restrictions for refinanceable loans encourage lending to 

this group, as does the organization's efforts to promote the establishment of HFC branches in 



smaller cities. Finally, the organization's I-ILA program may be beneficial to this target group 

in the future. 13e NMXI also increases loan affordability for the target group by essentially 

setting industry-wide interest rates which m quite low for small loans and increase as loan 

size grows. 

Firms interviewed felt they faced a number of problems when they attempt to loan to 

low-incomc families. These include low repayment capacity, higher risk of late payment and 

default, unclear land titles and the lack of an established credit record. The NHB has taken 

some steps to address these issues, although it is still too new to have made significant gains. 

The scarce data suggest that informally employed families, older households, families 

without secure land title, and households in small tow~~s  and rural areas have had relatively 

little access to the HFC system, and that NFCs feel these sub-markets are significantly riskier 

than other sub-markets. Lenders do not perceive any special impediments to lending to 

women. A thorough analysis of the issues involved in lending to these groups would require 

much more complete data on these sub-markets' demand for housing finance and the share of 

housir~g credit they receive. 

The NHB and USAID have concentrated their low-income housing finance promotion 

efforts on borrowers who take small loans, rather than on borrowers with below-median 

incomes. The degree to which these tw@ groups overlap appears to vary widely across HFCs. 

Most recognized HFCs now have the ability to track the share of loans going to low-income 

families and NHB .might improve its program targeting by compiling this information. 



5. Demand for Additional Refinancing 

Initially, US $50 million dollars was available in the HG-003 loan. Twenty-five 

million dollars of the total remains to be disbursed. Furthermore, USAID is considering the 

authorization of an additional US $50 million in housing guarantee funds to finance NHB 

purchase of HFC loans to below-median-income households. This chapter considers whether 

effective demand from households below the median-income is sufficient to absorb these 

funds. 

There is a widespread perception that below-median-income households have trouble 

affording formal housing finance. HFC management were unanimous in their belief that land 

and construction prices have increased very rapidly in recent years and that a loan of Rs. 

55,000, currently deemed to be the maximum that a household nt the median income can 

afford, is adequate to cover the cost of the construction or major repair or extension of a 

house only if families art able to 'make: very significant downpayments. However, the increase 

in the share of loans to below-median income borrowers by the nine recognized HFCs for 

which data wexz available indicates that some households are able to take advantage of small 

loans for housing purposes. HFC managing directors also report that below-median-income 

households are saving increasing amounts and making extra efforts to bridge the difference 
i 

between the loan amount they can afford and the cost of their project. 

The main question is the desire and ability of recognized HFCs to lend to below- 

median income people. An important determinant of the ability of these WCs to meet this 

demand is their network of branches. India is predominantly mal. Unsatisfied effective 
I 



demand lie:; disproportionately in rural areas and smaller towns. Encouragingly, as described 

in Chapter 2, HFCs have greatly expanded their branch network to smaller cities. 

Another determinant, of course, is whether HFCs want to meet this effective demand 

for households eligible for NHB refmancine; and for HG loans. As Chapters 3 and 4 indicate, 

the, record so far is good. In addition, the recent rise in the cost of HFCs' fi~nds has 

nunrowed the options for resources suitable for these firms and, hence, focused thelr attention 

on NHB refiauncing. One company, for example, projects its average cost of funds for 1991- 

92 at 14.1 percent. This rate is above the NHB regulated rate of 14 percent for loans below 

Rs. 50,000. Thus, PIFCs inmasingly must use their own funds to make larger loans, which 

carry rates above the cost of these funds, and utilize NHB refinancing to fund smaller loans. 

For these reasons, the problem facing the HFC industry in the medium term is likely to be an 

insatiable demand for NHB refmancing, and with it HG funds, rather than a lack of demand. 

Estimates based on the projections of the seven1 recognized HFCs with data for NHB 

refinancing bear out this conclusion. Table 5.1 details the HFCs' refinancing projections. 

h a n s  for up to Rs. 50,000 rue eligible for refinance under the HG program. These figures 

shown in Table 5.1 are considerable underestimates of likely future demand because data 

were unavailable for Can Fin and LIC WFC, the second and third largest HFCs. Perhaps 

partly for this reason, the compound annual growth rate (CAGR) of 22 percent is less than 

half that of total loan volume and loans to below-median-income households from 1988-1989 

to 1990-1991. 

- 

Dewan, Gmh, kQDFC, IHFD, P m ,  Saya, and SBI. 



TABLE 5.1 
REFINANCING PROJECTION BY SEVERAL RECOGNIZED MFCS 

FOR NHB REFINANCING 
(IN LAKHS) 

lonns up to total 
RS. 50,000 loans 

compound annual 
growth rate 
for 1991-92 to 
1995-96 21.6% 27.5 % 

Source: NHB Records 

Yet even based on this conservative CAGR, refinancing eligible under the HG 

program substantially exceeds available funds. USAID regulations currently specify that no 

more than 25 percent of HG funds go to one HFC. HDFC, whose loan volume far exceeds 

the other =cognized HFCs, has already used this amount and therefore is unable to draw from 

the r e w g  US $25 million. On the assumption that an 11 percent devaluation in the rupee 

relative to the dollar in the next year, six other HFCs project a demand of US $22,680,327 for 

the refinancing of loans up to Rs. 50,000. This amount is US $2.2 million short of the total 

US $25 W o n  remaining to be disbursed. yet, as noted, the two HFCs for which refinance 

projections 6 unavailable, Can Fin and LIC HFC, have been the lawest lenders of the group 

of eight by far, accounting for a total of 76 percent of loans sanctioned of these eight HFCs 

in 1990-91. 
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AID plans to exclude LIC from HG refinancing because that HFC has access to funds 

from its parent company. But, Can Fin done will almost surely ask for more than US $2 - 
million in HG-eligible refinancing next year. Indeed, the HFC issued a total of Rs. 

299,100,000 (approximately US $15 million) in credits under Rs. 50,000 in 1990-1991 alone 

and can seek approximately an additional US $4.7 mi1l:ion in refinancing while remaining 

under the stipulated 25 percent maximom. Thus, absorbing the second US $25 million in 

1991-92 is highly likely. 

The HG-eligible refinancing demand estimate for 1991-92 is generally based an the 

HFCs' operating budgets for next year, and therefore should be relatively reliable. The 

plausibility of this demand estimate is further reinforced given the companies' 1990-1991 

volume: of loans under Rs. 50,000. Table 5.2 compares 1990-1991 volume of loans under Rs. 

50,000 to 1991-1992 nefinancing requirements for loans of the same size. 



TABLE 5.2 
1990*1991 LOAN VOLUME VERSUS 

1991-1992 REFINAbNCING PRO JECTXONS 

company 1990- 1991 1991-1992 refinancing 
vol loans refinancing vo1 % prcvious 
< Rs. 50,000 < Rs. 50,000 year volumc 
(in Rs. lakhs) (in Rs. lakhs) 
1,643 1,330 81% 

GRUH 1,957 1,054 54% 
HDFC 16,783 5,666 1.558% 
IHFD 77 1,"OO 100% 
PHFC 1,195 1,200 3.000% 
SAYA 1 300 70% 
SBI 664 400 50% 
TOTAL 22,300 1 1,200 50% 
TOT W/O HDFC 5,517 5,534 100% 

Source: NHB Records 

As the table indicates, most companies' projections call for them to refinance fewer 
0 

loans under Rs. 50,000 in 1991-1992 than they sanctioned the yeas before. Only M D  and 

Saya expect to refinance significantly more loans in this size bracket next year than they 

underwrote this year, and both companies are projecting this rapid growth from a very small 

base. Excluding HDFC, companies overall expect to refinance next year the same volume of 

loms under Rs. 50,000 as they made this year. Given that thcsc companies have a combincd 

growth rate in lending volume of over 100 percent pcr year for the last two years, these 
I .  

projections seem obtainable. 

Thts, it seems clear that there currently exists sufficient demand to utilize US $25 

million of HG-003 refinancing in 199 1- 1992. 



Evaluating the NHB program's potential to absorb an addition US $50 million in the 

following three years is a somewhat morr: complex undex-tnking, In order to gauge this 

demand, we have evaluated the situation under several scenarios. Table 5.3 projects the 

growth in loans below Rs. 50,000 in 1991 US dollars bused on un overdl CAGR of 22 

percent in loan volume and a depreciation in the rupee relative to the dollar of 11 percent per 

year. The projection is for the three years when the proposed HG funds of US $50 million 

would be used: 1992-93, 1993-94, and 1994-95. 

TABLE 5.3 
PROJECTION OF HG-ELIGIBLE 
REFINANCING DEMANDED BY 
SEVEN RECOGNIZED HFCS 

amount 
(1991 US $) 

1992-03 50,457,902 

.1993-94 55,474,209 

1994-95 60,822,630 

total 166,822,530 

Source: Team's calculiations based on NHB Records 

According to this projection, total financing demanded is US $166 million. This 

figure is bw in that it excludes demand from two important HFCs, Can Fin and LIC HFCs, 

seven additional recognized HFCs and HFCs that may become recognized during this period. 

But a consistent 22 percent CAGR might be considered high, even though the recognized 



HFCs have expanded nt newly twice that rate over the lust three yemu. In uddition, 

entrepreneurs sometimes overestimate future growth. For this rcuson, Table 5.4 dclincutes 

&mand for refinancing for loans less than Rs. 50,000 assuming no expansion in HFC demand 

for loans of this size beyond that grojccttd for the 1991-1992. 

TABLE 5.4 
PROJECTION OF IIG-ELI(;IIILE 

REFINANCING DEMANDED FROM 
SEVEN RECOGNIZED HFCS, 

ASSUMING NO GROWTH BEYOND 1991-92 

amount 
(1991 US $) 

1991-93 41,358,936 

1993-94 27,271,214 

1994-95 33,532,934 

total 1 12,163,084 

Source: Team's calculations based on NHB records 

Finally, USAID regulations currently specify that no more than 25 percent of totd HG 

funds should go to Qne HFC. Currently, HDFC has exceeded this 25 percent. Despite the 

growth of other HFCs, it might do so again under the proposed additional US $50 million in 

HG funds. Table 5.5 assumes both that HDFC is limited to 25 percent of the total and that no 

growth in demand will occur beyond 1991-92 :or any of the HFCs. 



TABLE 5.5 
PROJECTION OF HG-ELIGIBLE REFINANCING 
ASSUMING HDFC DOES NOT EXCEED THE 25% 
LIMIT AND NO GROWTH BEYOND 1991-92 

amount 
(1991 US $) 

1992-93 27,267,799 

1993-94 24,552,412 

1994-95 22,089,820 

totd 73,910.03 1 

Source: Team's calculations based or. NHB records 

In this most conservative scenario, lending for HG-eligible loans levels off. This 

could be caused by a shortage of affordable housing with legal title on which loans could be 

made or competition from other lenders, i.e., commercial banks or state bodies. Even then, 

the recognized HFC requirements for HG-eligible funds still significantly exceed the proposed 

US $50 millionO2 

In sum, the demand for HG-eligible funds is likely to exceed the $50 million currently 

proposed Even if no growth in demand for refinancing occurs after 1991-1992 and HDFC is 

limited to 25% of total xlefinancing, demand still substantially exceeds supply. 

This conclusion irr based on the assumption that the rules governing the eligibility of loans 
for HG refinancing are not modified. 



6. NHB9s Promotion of the Housing Finance System 

Since its creation the National Housing Bank has perforce bcerr the lead institution for 

the development of tho housing finance system in India. This chapter discusses three aspects 

of NHB's performance: its work as a regulator for housing finance compcmiss; its role as a 

mobilizer of additional funds for the housing finance system, and how this mobilization 

compares with the expectations for additional funds it has created; and, its operations as the 

institution charged with promotion of the general development of the housing finance system. 

1 Note that these tasks are closely related. The perception that HFCs ilre financially strong and 

adequately supervised by a regulatory agency has a very strong impact on the HFCs ability to 

raise funds arid the cost of hose funds; this in turn affects the volume of funds the NHB will 
I. 

be required to mobilize usirAg its status as a government sponsored enterprise. 

6.1 Regulation and Supervision . , 

Fundamental to successful expansion of the housing finance system is careful and 

adequate, but not overly restrictive, regulation of the HFCs. Regulation and supervision 

begins at the point at which a fm registers us a housing finance company, and the HFC 
I 

becomes subject to increasing degrees of oversight a it avails itself of NHB's loan 

refmmcing scheme. Our discussion begins wixh an overview of degree of regulation to which 

HFCs with different status are subject. ~inall~,'we describe NHB's response to date to 

suggestions for a number of improvements in its regulatory powers and activities. 

6.1.1 Extent of Supervision to HFCs with Different Privileges, For the purpose of 

supervision, the WCs have been divide intoStwo groups--those that have merely been 



registered as HFCs and those registered HFCs which have been recognized by NHB as being 

eligible to obtain refinancing. 

The ~lemstered. but not recomized companies, as discussed in Chapter 2, include two 

groups of HFCs. First are those companies with which NHB has little contact, either because 

of some e m r  in transfemng information between the Registrar of Companies and MHB or 

because they did not respond to NHB's initial letter of inquiry. NHB has no supervisory 

contact with them. Second are those companies that have ngistered as housing finance 

companies, have responded to NHB's letter of inquiry about their business, and been 

confumed by NHB as an HFC. Each HFC passing through this screen is sent the "Housing 

Finance Company Directions," which informs the institution of deposit-taking regulations and 

requires it to submit substantial financial information. At the end of each year, the institution 

is required (under the WHB statute) to submit similar information to HFC, including audited 

financial statements. NHB staff report that only about half of the required annual reports are 

received At present there is no scheduled supervisory visits to these HFC; NHB examiners 

have made visits ("4 or 5" in the last six months) in response to complaints received about 

the companies. 

In short, these HFCs are essentially unsupervised, and it would be surprising if one or 

more does not fail, possibly undermining public confidence in the housing finance system in 

general. NHB staff me aware of the problem and are now beginning to make plans for regular 

supervisory visits. 

Much greater supervision is given to the 16 recognized HFCs, especially private 

HFCs. They are subject to five different types of supervision, either during the process of 



being recognized or thereafter. 

-- Like the registered HFCs, they must file annual financial information with NHB. 
Response has been good 

-- At the time an HFC applies for recognition, it is subject to a supervisory visit, 
which is apparently quite thorough. 

-- Any HFC using the refinance facility (plus LIC Housing Finance which until very 
recently did not use the facility) must file half-yearly reports (a requirement under 
HG-003). Response to this requirement has been weak. Note that recognized HFCs 
not using the finance facility cue not subject to this requirement. 

-- HFCs using the refinance facility may be subject to supervisory visits either prior to 
or a h r  each refinancing transaction. To date several private HFCs hive been subject 
to a supervisory visit for each transaction; joint sector HFCs are less frequently 
monitored generally. While the p r i m e  purpose of the visit is to insure that only 
eligible loans are being refinanced, NHB also takes the opportunity to look at the 
financial conditions in general. 

-- NHB has just begun a program of regular supervisory visits to all recognized HFCs, 
which are to include a rigorous examination of asset quality, particularly for the 25 
percent of assets not held ~II long tenn housing loans. Private HFCs are to be visited 
annually; joint sector HFCs every two years. 

NHB plans to improve the reporting from the recognized HFCs in the near term by arranging 

for each to provide NIPB figuns from its management information system on a bi-monthly 

basis in a format provided by NHB. A Director fiom each company will be made responsible 

for seeing to it that the data are provided in a .timely way. 

A theme running through the current supervision program is that private HFCs are 

subject to sigpficantly more scrutiny than thew joint sector counterparts. NHB strongly 

believes this differential is justified by the fact that "parent organizations" will be watching 

the subsidiaries closely. Against this one can raise several points: lack of experience of the 



new joint companies in housing finance; apparent poor business practices of some;' and 

adverse incentives for the long-run health of the HFC that may be operating when senior 

management is temporarily transferred to the subsidiary i?om the parent organization, rather 

than permanently associated with it (such detailing of senior staff is' now common), These 

points suggest the need for similar supervision for both private and joint sector HFCs, with 

th~se in either sector, which need more than routine attention, receiving it. 

NHB clearly needs to strengthen its supervision operation. Staff estimate that it would 

require between 10 and 15 full-time examiners to carry out an mnual program of on-site 

iospections at all registered and recognized HFCs. This contrasts with a current itaff 

complement of five, which both do supervision and verify that the loans refinanced by NHB 

qualify for the program. At the moment NHB does not have a schedule for hiring and 

training the additional staff. Additionally, the NHB's department of supervision badly needs 

to be computerized so that it can more easily analyze the data submitted to it. 

NHB should also carry out the function of compiling statistics on the entire housing 

finance sector, not just the HFCs to which it provide refinancing. At present no agency is 

preparing these data on a regular basis. 

It appears quite clear that the requirements for the Housing Guaranty Program have 

had important impacts on NHB's supervisory function, even as undeveloped as it is. First, it 

is doubtful that the half-yearly reports from recognized HFCs would have been required; and, 

' Senior management interviewed by the team at a HFC which is a subsidiary of a 
commercial bank reported that its un&rwriting (loan appraisal) standards were not written 
down and that there was no special training for loan underwriters, but rather only on-the-job 
training. Moreover, he reported that the procedures to be followed in pursuing payment of 
overdue loans were not written down. 



indeed, even with the requirement, they were not instituted until the time at which NHB had 

to satisfy this condition in order to draw the HG funds. Second, the financial standards (e.g., 

regarding level of m a r s )  for a HFC to be included as a sub-borrower under the HG have 

been adopted for general use by MZB? In this regard it appean clear that the norm for 
A 

overdue loans should be revised. In fact, a review is underway and the level of arrears will 

be revised from less than 7 percent after 30 days to somewhat less than that level after 90 

days, 

6.1.2 Strengthening Renulatorv Powers. As part of USAID's technical assistance to 

NHB, James Croft did a thorough examination of NHB's regulatory powers. Croft (1990) 

identified a number of mas which could be strengthened, and the summary table of his 

recommendations is reproduced as Table 6.1. NHB management is in substantial sympathy 

with most of the recommendations. 

TABLE 6.1 
SUMMARY OF RECOMMENDATIONS EXCERPT 

FROM CROFT'S LETTER 

recommended changes type of timing 
action 

- - 7 

Require one or two years of operating history before an 
institution becomes 

G Imm 

Allow HFCs to advertis their NHB-qualified status 
(with a disolaimer about any NHB gumntee of 
repayment) 

G Imm 

NHB had already been gathering similar data as part of its review of HFCs who wen 
applying to receive refin&cing, but the setting and enforcement of the norms seems 
attributable to the H G - ~ ~ &  provisions. 



recommended changes type of timing 
action 

Seek authority to issue both general and specific 
directions concerning loan and investment activities for 
HFCs. 

Establish guidelines for investment in nonhousing loans 
for 25% of portfolio. 

Develop portfolio diversification rules. 

Establish limits for the amount of refinancing p.n HFC 
can have outstanding. 

Allow HFCs to leverage capital more highly if their 
loans comply with the most conservative underwriting 
and documentations standards. 

Propose legislation to establish a secondary mortgage 
market. 

Study feasibility of offering better loan refinancing 
terms on the most conservatively underwritten loans 
wiih ~ t i l ~ l M  documents. 

Develop underwriting criteria to use as equity trade- 
offs (only after Parliament approves legislation 
allowing rapid foreclosure and sale and after these new 
provisions have been tested). 

Modify reports to NHB to allow measurement of 
interest mte risk exposure. 

Develop rules for limiting interest mte risk exposure 

Seek authority to apply remedies against institutions 
engaged in unsafe and unsound practices--up to an 
including conservatorship. 

Obtain authority to prohibit deposit taking for unsafe 
and unsound operations at an HFC. 

(Begin) 
L Imm 

G Imm 

D Int 

L-T 

L-T 

Int 

L-T 

Imm 

Int 

Int 

Int 



recommended changes action timing 

Seek authority for NHB to: 
* Encourage mergers of weak with strong 

institutions. L Int 
* Establish recejivership at an HFC's 

insolvency L Int 
* Establish receivership prior to 

insolvency. L L-T 

Develop a position on the feasibility of deposit 
insurance for )-IFCs and present it to Parlinrnent. L 10 t 

Legend G = Guidelines D = Directives L = Legislative 
Imm = Immediate Int = Intermediate L-T = Long Temh 

(next year) (1 to 3 years) (3 to 5 years) 

Source: Croft (1990) 

The greatest deficiency identified by Croft is NHB's present lack of regulatory power 

on the asset side of the balance sheet, The amendments that have 'been drafted to the NE3.B 

Act will give NHB the necessary authoric): to ,~gulate HPCs comprehensively. NHB senior 

management, however, prefers not to establish too many norms in the near term, but rather to 

give informal guidance and to learn more about HFC operations as more HFCs mature before 

considering specific norms. Without attempting to give a complete rendition of NHB's 

response to egch recommendation, the following points are noted3 

- NHB is sensitive to individual HFCs becoming too dependent on it for financing. 
Since qebt from NHB refinancing does pot count in the cdcul~tion of an HFCs debt- 
to-equity ratio, excessive dependence could imply excessive leveraging. NHB 
managqrnent has recently sought guidance from its advisory committee on this point, 
and may take acqon to address this problem, 

I 

'*0. 

'It may be worth no@g that NHB believes it was never asked by USAID for its "policy 
response" to Croft's recommendations. 

* : C 



-- NHB will modify the reports it receives so as to be able to measure interest rate 
risk. This sets the stage for possibly allowing HFCs to accept shorter-term deposits 
and still avoid an excessive maturity mismatch between assets and liabilities.' 

-- NHB believes that it has adequate powers under the Companies Act to apply 
remedies-including closure or merger--against institutions engaged in unsound and 
unsafe practices. Under its own Act, NHB could only prohibit an HFC from 
continuing to take deposits. NHB beliwes that it could go to the courts and have a 
receiver appointed in a several-week period. The team's view, given the general 
ponderousness of the Indian courts, is that this may be excessively optimistic. 

-- NHB believes that deposit insurance is a poor idea for India, in that it could 
encourage excessive risk taking by the HFCs. (Everyone in the financial community 
with whom the team spoke agreed with this position.) 

In short, NHB is in the process of substantially strengthening its regulatory powers 

through the proposed amendments to its Act, although more might be done with respect to 

dealing with unsound companies. It is also taking steps to develop more information as a 

foundation for possible future regulutory action. 

6.2 NHB's Funds Mobilization Strategy 

A strategy for mobilizing resources must be viewed against the organization's 

c~rtimitments and other requirements. Accordingly, this discussion first reviews the National 

Housing Bank's commitments and then analyzes the way in which it has generated resources L 

to date and its plans for the future. 

' See Chapter 7 f a  a discussion of HFCs deposit taking powers. 
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The NHB has three types of outstanding commitments under which it has agreed to 
c7 

refinance qualifying housing loans: 

1. Repulrrr refinance Dromam. The NHB has an open-ended commitment to refinance 

-, qualifying loans p~sented to it by HFCs it bas recognized. This appears to be a very 
*'.4 

substantiat commitment indeed, based on the explosive growth of the housing finance system 

and of the volume of loans presented to MI[B for refinancing in the past two years, and on 

the plans of the HFCs whose projections for refinancing reviewed in Chuptcr 2. The seven 

MFCs that provided estimates of their 1995-96 refinancing needs indicated a need for Rs. 828 

crores. Given the overall growth in the number of WFCs in the past two years, the fact that 

LIC Housing Finance is planning to make major requests for funding beginning in the near 

future, and the suggestion that all the commercial banks may have HFC subsidiaries shortly, 

this must be viewed as a highly conservative figure. 

2. Home Loan Account Scheme. To encourage commercial banks to promote the 

HLA scheme, NHB has promised to refinmce any loan made to households who have 

fulfilled their savings account. It is very difficult indeed to know how large this liability 

really is, since it depends both on the number of HLA account holders who become 

bmwers  (as opposed to participating solely for the tax advantages) and on the share of loans 

originating in institutions elected to hold in their own portfolios. These financing demands 

are not likely to be very large over the next several years. Through March 1991, accumulated 
t 

deposits totaled at least Rs. 80 crores. 



One can obtain an idea of the upper limit of the possible financing if one assumes that 

these were the final balances coming due, each year in tho futum, that the average loan-to- 

savings ratio is three, and that NHB has to finance d l  of the loans originated; then the total 

annual requirements would be Rs, 240 crores in 1995-96. Because the HLA was offered only 

by commercial banks until 1991, nnd even now it is offered only by a few HFCs, likely 

commitments are beyond those just indicated. 

3. Land Develoument and Shelter Roiects. To reduce the risk to developers of 

undertaking such projects, NHB has promised to refinance mortgage loans originated by 

commercial banks and recognized HFCs that result from project development. This program 

is just getting underway; NHB has made commitments to some 45 projects but only Rs. 75 

crores in refinancing had been disbursed by mid-June, 1991. Hence, it is iinpossible to make 

an assessment of possible volume. Given the general shortage of construction period 

financing, this could be a high volume program? 

To date NHB has not made systematic estimates of the total funds it will require under 

differing assumptions about the rate of development of the housing finance system! 

' NHB also has a residual liability from its principal refinance program. This liability is 
different from the preceding. It arises from the possibility that an HFC fails, leaving NHB 
with assets in the form of the loans NHB has refinanced. Because it is likely that the failing 
HFC will have experienced high rates of loan delinquency and default, NHB may suffer a 
liquidity problem as the cash flow due on these loans does will not materialize. ,NHB has not 
established an explicit reserve account against the losses that would be incurred from such 
bad loans. 

ti NHB has made estimates of its f u m e  funding needs but has done so on the basis of 
targets for the number of units it "should" be'financing in light of the growth in urban 
housing needs. These funding requirements may or may not correspond to those arising from 



Thus far, how has NHB been financing its activities and what are its prospects for the 

future? Table 6.2 shows NHB's sources of incremental funds for the first nine months of the 

current fiscal year. A quick review reveals that these funds coma exclusively from cither 

directed sources (RBI, LIC) or from bond issues carrying special tax advantages. The 

average cost of funds is only 8.5 percent, and 10.5 percent on borrowings. The team found 

general agreement both within NHB and elsewhere in the financial community that these 

sources could not be relied upon for a volumc of funds sufficient to mcet NI-ID'S burgcotling 

funding requirements. 

the four sources enumerated in the text. For details see National Housing Bank (1990a). para 
80-82 and a&exure 6. * 



TABLE 6.2: 
SYNOPSIS OF NHB'S SOURCES OF INCREMENTAL FUNDS 

JULY 1990 - MARCH 1991 

source interest rate Rs. percent of 
(annual) - (croms) total 

capital (RBI) -- 50.0 11.9 

profit -- 21.6 5.1 

borrowings MI-long 
term operations fund 6.0 50.0 i 1.9 

bonds (GOI) 
guarantee 11.5 80.0 19.0 

bonds (Cap Gains) 9.0 43.2 10.3 

LIC 12.0 171.0 40.6 

total 420.6 99.9** 

* interest rate not known 
** does not add to 100 due to rounding. 

Note: The Rs. 50 crores from the Housing Guaranty Loan was received after March 
1991. 

Source: NHB Records 

Aside from a plan to increase the share of non borrowers participating in the Home 

Loan Account scheme,' NHB has three ideas for tapping the broader financial market for 

' The speeitic proposal is to make households who currently own their home eligible to 
participate. These households would be attracted by the tax advantages associated with the , 
scheme but very likely would not be borrowers. 
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funds. All of these are in the early planning stages, but under active discussion with the 

relevant authorities. 

The first idea is establishment of a mutual fund, which would be marketed shrough the 

banking system, as are the UTI mutual funds. Mutual funds have done extraordinarily well in 

the past two years in garnering funds, especially the new funds which have been offcred by 

commercial banks. They have now caught the imagination of the public and marketing a new 

fund appears feasible. The judgement of NHB's chairman--the former chairman of UTI--on 

marketability of a new fund is to be trusted. 

The envisioned fund would be a closed-end, monthly assured income fund, which 

would probatjly have to pay 13 percent or somewhat moxe to be attractive. The plan is to pay 

fix these funds with incame from refmancing larger loans. Note, however, that NHB's 

highest return is 14 percent on loans of Rs 50,000 to Rs 200,000. It may well be that for this 

scheme to work, and if NHB holds the mortgage interest rates and its refinancing rates fixed, 

NHB will have to refinance larger loans to earn a higher rate of interest. If this is the case, 

then the funds raised through the mutual fund will finance these new loan purchases, but not 

the funding nquiremenqreviewed above. 

The second idea is for NHB to establish a pension fund to which anyone could 

subscribe but which would be aimed at the self-employed. The balance of pension maturities 
4 

with housing loan maturities is obviously attractive. Moreover, the 12 percent interest 

necessary to investors (plus another 50 to 7Q basis points for administrative cost and front end 

commissions) makes the cost reasonably attractive to NHB. Again, though, these costs are at 
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the upper end of the interest on PMB-nfinanced loans. 

While one can applaud the creativity of the pension fund scheme, one might also 

question whether a pension fund should be operated by an entity with an investment portfolio 

dedicated to a single type of asset. Concerns hen are both adequate diversification of risk 

and the related question of the overall future rate of return if the assets are composed 

exclusively on long-term investments when the structure of intercst rates may change. 

The final idea is to sell mortgage-backed securities (MBS) in the capital market. In 

this case NHB will observe IHDPC's maiden offering of an MBS and likely follow this lead. 

Once more, however, the rate of return required to sell these securities will be at the upper 

end of NHB's assets. 

Overall, NHB is clearly awurt of its need to raise funds beyond the "favored sources" 

to which it has had access, since these are unlikely to be pmvided in adequate volume to 

me& its future financing requirements. Its broad strategy of moving to a blend of market-kite 

and favored funds and concentrating the use of its "favored sources" on the small, lower 

interest rates loans also is correct, The real question is whether it can match the rate of 

return on the upper end of its portfolio with the cost of funds in the open market. NHB 

management has identified the spots in the market where it has the best chance of doing so. 

But at the moment rigorous analysis of the schemes and the balance of costs and =venues is 

lacking. 



6.3 System Promotion 

The data on the growth of the housing finance system reviewed in Chapter 2 made 

clear that the very creation of tho National Housing Bank produced un enormous increase in 

interest in housing finance in tho financial community, by signaling Government's interest in 

the sector and that associated support would be forthcoming. The main NHB initiatives to 

promote the housing finance system have already been noted, i.e., creation of the Home Loan 

Account Scheme and its refinancing schemes for individual loans und for lrlnd dcveloprllc~~t 

and shelter projects. This section examines other actions taken by 'the NHB to promote the 

expansion and maturation of a market-oriented housing finance system, such as training 

programs, assisting selected HFCs with equity participation and meeting with officers of 

principal HFCs to resolve various problems.' 

NHB has undertaken promotional activities alone and in conjunction with USAID. In 

the following; NHB's own activities are discussed first and then the USAID-'assisted activities 
'C'h l 

are covered. Each of the actions taken is discussed in turn, 

6.3.1 National Housing Bank Activitieq. The team has identified eight m a s  in which 

NHB actions have affected the development of the housing finance system in the past two 

years. These 'are briefly mviewed below. 

la) Meetings with Officers of Recognized HFCs. The NHB has, with modest 

exceptions, kept to its s~hedule of quarterly mcetings with the officers of those HFCs eligible 
F a 

This discussion complements that in Chapter 7 on NHB actions (or lack of action) to 
address specific constraints to the growth of the system and its ability, to serve lower-income 
families effectively. 



for NHB loan refinancing. These meetings are reported to be productive by both NHB and 

the HFCs. 

/b) Modification of Refinancing Terms. When it was detem'ned that the initial 

definition of the loans NHB would refinance were umalistically restricted, NHB liberalized 

them as needed, beginning in March 1990. It can be argued tho NHB's strategy in this matter 

was comct: set severe standards at the start, because liberalization is much easier than 

increasing restrictiveness. 

Jc) Liberalization of Terms for Commercial Bank Lending to HFCs. After 

consultation with hie NHB, the RBI increased the amount of term lending permitted by 

commercial banks to an HFC from one to three times the HFCs net owned funds (i.e., paid up 

capitill and fne reserves less cumulative allowance for losses and other intangible assets)? 

In addition, over the period the interest rates permitted on these loans were raised twice, to a 

maximum of 17 percent, and very recently they have been reduced to 15.5 percent on the 

basis of NHB's discussions with the RBI. While these rates make the term loans costly to 

the HFCs, it also makes commercial banks more ready to lend. 

{d) Realignment of Mortgage Interest Rates. After the RBI made u general upward 

adjustment in the interest rate structure, the NHB obtained permission for parallel adjustments 

to interest rates on mortgage loans, effective from January 1, 1991. Note that the interest rate 

schedule adopted dictates the precise rate to be charged on loans of each size, up to those of 

If the HFC is a subsidiary of a commercial bank, the leveraging in increased from 3 to 
5. 



Rs. 2 lakhs or more. In other words, HFCs have no flexibility in setting rates. This denies 

those HFC's--particularly the new, private ones--the chance to charge higher rates in line with 

their higher costs of funds in certain market niches. Moreover, even the large HFCs lack the 

ability to charge diffe~ntial rates with the anticipated degree of risk and servicing costs. 

le) Eauitv Particiuation. NHB has made comrnitrncnts to a half dozen new I-FCs that 

it will take an equity position of between 10 and 20 percent of total subscribed capital. Two 

of these participations have been disbursed. In all but one case the HFCs involved are 

subsidiaries of commercial banks; in the other case it is a private company. 

In none of these cases is NHB's contribution necessary for the paid-in capital to reach 

the Rs 1 cro& minimum necessary to qualify a HFC eventually for NHB's refinancing 

program. Rather, the motivation of the HFCs in requesting participation is to give them 

greater credibility in the market, thereby facilitating the mobilization of term loans in the 

short term and over the longer , . term possibly entering the capital markets to raise funds. 

$0 Selling of Debt by HFCs. Thus far, as noted, only HDFC has sold bonds to the 

public. Within the past two years the Securities and Exchange Boxd of India has stated that 

a finance company must have a track record of at least three years before they could have 

access to funds through the capital market. Hence, few HFCs now qualify. Can Fin Homes, 

however, is reportedly preparing a bond offering. HFCs are required to discuss the possibility 
..' - 

of an offering with NHB. NHB reviews proposals, but it harr not and does not plm to 

provide any advice or assistance to HFCs in structuring bond offerings. 



Ig) D i s s e o n  of Research Rewgrts, atc, NHB has distributed copies of mports 

generated by USAID consultants. The Croft (1990) report on supervision was cited as an 

example. The HFCs visited by the team wene well acquainted with the content of several of 

the ~tudies. However, NHB's dissemination proced.aes are clearly quite ad hoc and appear 

not to go beyond the HFCs ncognized for the refinance program and selected government 

 official^. The NHB docs not publish a regular newsletter or bulletin to HFCs that would be a 

natural vehicle for sharing the results of studies, trends in the industry, and information on 

dates far nlevant confennces and the like. 

fh) Training. NHB has undertaken a limited amount of training for HFCs, scheduled 

state cooperative banks, and commercial banks. Its major initiative to date was a program in 

which about 200 faculty members of the Bankers Training Colleges (the training a m  of the 

commercial banks) were given instruction in five-day courses on housing finance and the 

operations of NHB. The course was offered eleven times beginning in mid-1989. The 

faculty are to integrate this infonnation into the colleges' training progmms. 

NHB also provided input and lecturers to a series of two-day workshops for the 

technical staff and officers to various lending institutions. Lastly, NHB requested USAID to 

help finance the Association of Metropolitan Development Authorities in presenting a training 

program for authorities on NHB's Land Development Program. 

The NHB has been less active in promoting training for HFCs, particularly those 

which are not subsidiaries of commercial banks. Its only direct action appears to have been 

co-sponsoring a five-day training program with HDFC for officers and middle managers in 

May 1991. 



The National Housing Bank has the idea of establishing its owr) training and research 

institute. In this respect it is following the pattern established by its pwent organization, the 

RBI. The necessity for creating yeto another institute seems questionable, given the existence 

of one specialized instituta for training in housing finance--the Centre for Housing Finance (a 

subsidiary of HDFC)--and the small size of the market for training. Op the grounds of 

efficiency and expediency NHB would appear well advised to pursue developing a working 

relation with the Centre and other eristing training institutions rather aan initiating the 

demanding task of creating a high quality training institute from scratcb. The Centre itself 

should draw on the expertise of the other major HFCs, particularly LIC Housing Finance and 

CanFin Homes, as well as HDFC in offering its courses. 

6.3.2 USAID-Sponsored Activities. Table 6.3 summarizes the training, technical 

assistance and studies sponsored by USAID frqm the fall of 1988 through May 1991. USAID 

expenditures in those areas has totaled about $1.7 million. The list indicates subsulntial 

accomplishments in this area. 

In terms of the participants in the training activities, the majority--perhaps 60 percent 

overall-have been fkom public sector institutions (including the NHB itself and central 

government officials), with the balance coming from private HFCs. USAID sta@ believe that, 

without the active support of training by USAID, few if my of the participants in training of 

this type would have been drawn from the private sector. The training has apparently been , 

effective--several HFCs ,told the team they were anxious to participate in the come offered 

by the Fels Center and other activities. 
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The studies listed have been of consistent high technical quality, reflecting well on the 

cam with which both the terms of rcferonce we= drafted and the selection of and support to 

the consultants to prepare them. Interviews with NHB senior management and senior 

management at the largest HFCs revealed that they were quite familiar with the studies and 

that the studies had proven to be a rich source-of ideas for them. In particular, the studies on 

the regulatory framework (by Wilson, by Madway, and by Croft), and the possibility for a 

secondary mortgage market in India (Struyk) were particularly well received. Croft's 

analysis led fairly directly to the proposed amendments to h e  NHB Act to strengthen NHB's 

regulatory powers. Struyk's paper has stimulated wide discussion of a secondary market and 

has been instrumental in helping HDFC structure its proposed offering of mortgage-backed 

securities. 

Two attempts to establish on-going relationships between Indian and American 

institutions--HMSI with the Fels Center, and NHB with theFederal ~ational Mortgage 

Association (FNMA)-did not produce positive results. In discussing the problems 

encountend with those involved, it appears that the lack of success is attributable more to the 

gcncml difficulty of making such arrangements than particular failings by those involved, It 

may be worth noting that during the same period a successful relationship was established 

between the National Institute of Urban Affairs (India) and the Research Triangle Institute 

with the assistance of the same USAID staff. 



6.4 Conclusions 

NHB's ncod  with respect to the supervision of HFCs is weak overall. It is 

particularly poor for those HFCs which are registered but not recognized as being able to 

obtain refinance from NHB. Even for the recognized companies, however, much 

improvement is needed. NHB appears to understand this and some acGon may be taken soon. 

But NHB has been more aware of the limitations in its regulatory authority, and has taken 

steps in the fonn of preparing and vetting amendments to the NHB Act to provide it with 

most of the powers outside observers believe it needs. 

NHB has very large implicit outstanding commitments for providing refinance to the 

HFCs. It has'not made any systematic estimate of the size of these commitments, and this 

should be done. Nevertheless, the NHB is aware that its cornmitrnents probably exceed the 

volume of funds it will be able to obtain from "favored sources," i.e., low-cost funds allocated 

by government bodies. It has, therefore, begun exploring options for obtaining funds from the 

market. These ideas have not yet been converted to plans. A sound strategy is obviously 

required, 

Over the past two years NHB has bean very active in promoting the development of 

the housing finance system. Eight separate areas of positive intervention have been reviewed 

in the previous section. While more could be done in several areas, there is a solid record of 

accomplishment. Sidarly, USAID, working with NHB, has executed a substantial 
i 

complementary program of training, studies, and technical assistance, over the period. 
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Table 6.3 
TRAINING, TECHNICAL ASSISTANCE, AND STUDIES IN 

URBAN HOUSING FINANCE PROGRAM, FALL 1988-MAY 1991. 

timing acdvi ty 

A. TRAINING 

spring 1991 Five Indian professionals- completed the Fels Housing Finance Come. 

spring 1991 Four Indian professionals participated in the seminar on Effective 
Housing Finance held in Bangkok. 

winter 1990 NHB training was given for local officials, i.e., members of Association 
of Metropolitan Development Authorities, on borrowing under the Land 
Development and Shelter Projects Program (AID part-financing). 

spring 1990 Seven Indian professionals completed the Fels Housing Finance ~o 'kse.  

spring 1990 Three Indian participants completed the UC (Berkeley) Course in Land 
Management. 

spring 1990 One Indian participant completed the International Shelter Workshop 
held at MIT, 

fall 1989 Three India participants completed the seminar on Public/Private 
Ventures in Urban Development and Shelter, followed by a study visit 
to U.S. regulatory institutions. 

fall 1990 Three senior professionals, nominated by NHB, completed a three-week 
study tour to five Latin American countries. 

early 1990 St~dy~of financial viability of housing finance companies was 
compieted. 

'O Unless otherwise noted, a l l  studies were executed by expatriate consultants or U.S. 
firms. 



timing activity 

fall 1990 Study on Options for the !,Supervision and Regulation of Housing 
Finance Companies was osmpletcd. 

fall 1990 Study on the Indian housing finance system was completed by the 
Ahmedabad School of Planning. 

$spring 1990 Study tour for two particiF'~ants of the Fels course was arranged to 
mortgage and regulatory agencies in the USA. 

spring 1990 Several Indians attended T'hird International Shelter Conference in 
Washington and pnrticipatc:d in prcscntution of Incliuil cusc study. 

spring 1990 NHB Chairman and others attendid RHUDO policy seminar on housing 
finance in Thailand. 

1990-1991 Intensive analysis was undertaken of the possibility for establishing a 
collaborative relationship in housing finance between the Fels Institute 
and the Human Settlements Management Institute (HUDCO), including 
exploratory visit by Fels sidf. Ultimately the initiative proved 
unworkable. 

1990-1991 Intensive analysis of the possibility ;: ongoing program of technical 
assistance From FNMA to NHB. ultimately initiative proved 
unworkable. 

December 1989 Final evaluation of the HG-002 Program (loan to HDFC) was 
completed. 

fall 1989 Study on eventual feasibility of a secondary mortgage market in India 
was completed. 

fall 1989 Information on the Torrens system of title registration was provided to 
NHB at its request. NHB_ is pursuing with Indian academic and state 
government officials. 

February 1989 Study on options for expediting mortgage foreclosure was completed. 
4 

1988-1991 USAID urban advisors, both resident and local national, gave lectures 
on housing finance topics at several institutions. 
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* I  7, Scctoral Constraints 
! ,.  

I 

I ! Devclopmant of the Indian housing finance system is thwarted by numerous :,I; 
!!'#, 

iconsmints, some legal, some regulatory, some simply attributable to an absence of i!l .' I 

" 'hfonnation available to housing lenders. The NHB was created explicitly to deal with some 

of these--most prominently to assist HFCs in obtaining funds for housing lending and to meet 

the necessity for stronger supervision of housing finance institutions. In addition, however, in1 

I its capacity as the central government agency for housing finance, the NHB was expected to 

help address other constraints. This chapter reviews its actions with regard to a number of 
11 . 1 these constraints. 

I 

I ' 7,l Mob king Savings from Households 

4 : Throughout the world, housing finance institutions have traditionally raised funds by 
!q 
J accepting deposits from households. The NHB is aware of this, and set the mobilization of 
1. 
i;, household savings for housing lending as one of: its primary objectives. To this end it 
!i 
fi originated the Home Loan Account Scheme e A ) ,  which has the potential to achieve this 
I: I, 
i~ objective and at the same time to permit households who would not otherwise qualify for 

$formal sector financing to do so.' However, until Januory 1991 only commercial banks were ! , ;I/;[ , 

'L ,, 

~~rmi t t ec i  to offer thesc accounts: after that date selected HFCs have been permitted to do so, 
!t 
.I 

'but i to date the number is only six--HDFC and five HFCs associated with commercial banks. 
4, 

The restriction in favor of commercial banks was based on NHB's lack of confidence 

. 4  , 

6 '. For a discussion based on the housing-linked contract-savings scheme offered by HDFC, I1 !' , 

!!ate Struyk (1990). I .  .. 1 , 

7.1 
I !  

! 
, ] !  

I 
' 

i i ,  i 

I 

1 '  
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' ' I  

0 ,  l ! i~  

4 i.1 ib 
, t: 

; I ,  6; 
1 ,  

! 
I 'I 

I j", 

I ,  
a !; :- 

in tho financial strength of most HFCs and NHB's desire to have the HLA scheme offered ~r 
" I 
'I ! : . 

, I  quickly on a widc spread basis. The appropriate response to this belief should have been I '  1 ! :  
,?  

,l more careful supervision of the, HFCs rather than the blanket prohibition. If NHB beIieves its * -  

:i! 
'I I 
'L I 

' o ! j  
i~ supervisory capacity is not sufficient for such monitoring, as was expressed in our interviews, 
,4, . I 1 ,:j then a sct~edulc for expanding this capacity should have been developed and implemented. 'd , b 

'I,\ '1 

.ire: The effect of allowing only commercial banks to offer thc HLA may huve been to hnvc the .' 
! irnl.1 
ii HLA promoted by those least interested in promoting it and simultaneously to deny it to those 
;, 

. . ;j 

institutions that most needed the incremental deposits? One can make a strong argumcnt,that I .!I 
, p; 
I.. 

I i NHB should have moved mom quickly to pcnnit HFCs to participate in this program. i 1 1  : I  
' I  
1. 

Beginning in 1989, HFCs lost the ability to take deposits from individuals for a term 
I ' , 
a less than 24 months? This action was taken by the Reserve Bank of India in part to protect 4. 

., , 
the weak commercial banking system from competitibn, and in part to force HFCs to reduce :; 

,, , '( 

1 * possible interest rate risk from term mismatch on their assets and liabilities. The effect was : i  
to badly undercut the NHB's mobilization strategy and to set the stage for some WCs to i 

! ! 
.( 

1; become overly dependent on the NHB refinancing program for obtaining funds (see Chapter 
, .: 

3). Commercial banks are paying 10 percent for two-year deposits. While NFCs could offer :: 
I 

.I,! . , 
up to 14 pement, they arc presently offering 12.5 to 14 percent, plus payment of commission ;:i 

l i  

I' I' , . 
, Among the commercial banks, six have performed well and one has excelled in 

. I ~ ~  1 ;  .; marketing the HLA, the others have not marketed it effectively. NHB staff argue that this .:' 
f 1  .I poor performance was due in large part to the tardiness with which the RBI issued the A :  I ~ 1 1 :  

;,!,, . . .  1 ' I  ' 
circular explaining how such deposits would be treated in terns of the various reserves 

:.., :,I 1:. , ! requirements to which deposits can be subjected. The circular was issued in February 1990 ,::I 
it and NHB believes that the deposits will soon increase significantly. * : I . ,  

1' 1 

Cf,' , , 'q 
..I This restriction does not apply to deposits from corporations and foundations. , 4 
11. 

; I -  



I 
'?I 

Q 1; 5 # 

ir 
j I 

to agents, some of which may be returned to tho saver. The ostensible interest rut0 advatitage 
i t  
!I enjoyed by IGCs is, however, offset by nsalctions on adverdzing for funds and the fuct that 
i 

I 

!I' 
- : income tax on intenst earnings is collected at source for WCs but  not for commcrcitll bunks~ i 
5 '  
:;. For the saver with an HFC account to take the income tax advantage permitted on these f 

\ i  

, savings he or she must apply for a tax refund; savers at commercial banks take the deduction 
: I ,  
;; 
it on their income tax.' As to advcrtizing, the NNB must approve udvertisemcnts, and the 
I:' 

HFCs feel they are being unduly restricted in what is permitted.' 
I*! 
*! 

Many in thc Indian financial world have argued that the inability of tlic HFCs to I I 

i'! 1, 
7 accept shorter term deposits is a fundamental handicap to development of the system."hus I 

-r! 
' far, NHB has worked quietly behind the scenes without effect to get this provision changed. 

I 

C P 
-1, c ,  The RBI's position is that HFCs have been granted a major advmtage in competing for ! i 
1 I .  . - 

[ longer term deposits because deposits held by HFCs arc subject to much lower reserve I 
I I 
0 .  

,ji 1 'requirements than are those held by commercial banks: in effect the RBI argues that the , !  

!; ; I  i 
1 advantage to HFCs for longer term deposits is appropriately balanced by the prohibition on , 

1 
"' . accepting short-term deposits. 

* 

1' r. I In short, the entire issue of the range of savings accounts HFCs can offer must be 1 .  

5. I t I :. revisited. In doing so, a clear distinction must bc made between the two reasons given in the . . - - 

< : @  .. - ,  past for the limitation imposed. The first argument--that commercial banks should be 

n. 

i' ' See Parekh (1991). p.7. 
, . 

1 

1' t. '.This is the tax advantage under Section 80L of the Income Tax Act under which up to 
: Rs. 10,000 in interest is deductible. 
8 : I 

,I. , 

., See, for example. the "Directors' Report" in HDFC's 1989- 1990 Annual Report (p. 18), 
a 

1;. and "Housing Finance: Structural Changes Required," The Economic Times, July 26, 1990. 1 
I I, 

i 

i 



I 
protected from competition--is withaut modt, But at the srlme time EIFCY st~ould not bo 

! I 
I 
I 

grnted blnnket advantage--a "lcvel playing field" should be crciltcd, The crcrstion of this , 

condition may be possible us liberalization of the financial system continues, and rcservo 1 I 

t requirements applicable to commercial banks am redoced. Equully importnnt in leveling tlle 
1. 

playing field is elimination of the tax deduction at source for snvers at HFCs, As to tile 'r 
I 

second argument--that HFCs, cspecidly private HFCs, need grcntcr supcn4sion--tho NHB , , ', 

should respond with greater supervisory resources and the appropriate amendments to its Act ; 

to insure that it has the necessary regulatory powers? The present unf~vorable trcntmcnt of 
4 

I , I  

HFCs gives at least the appearance of a bias ag&nst them on the part of NHB. 1. 

7.2 Low Interest Rates on Small Loans 

Thc i n t c ~ s t  rate structure on mortgage loans imposed by the NHB, following the 
i 

I . I 

pnttern set by HDFC, is one under which tho interest income from larger lonns thnt carry I 

relatively high interest rates cross-subsidizes thcalower rates on smaller loans.' Many i 
j. 

believed that this structure was too restrictive and would retard the growth of WCs. In fact, !. 
1, 

I 

Diamond (1990) in a technically strong analysis shows that NHB's refinancing program for 11 
; 
I 

the small loans offsets this problem effectively. 1 
,I 
! 

I 

"See Chapter 6 on NHB's regulatory program. 

' In fact from the borrower's perspective, in after-tax concession !errns, the rates on small 
and large loans are essentially equivalent. i' 

{! 



7.3 Mortgage Instrutnent Standardization 
! 

A number of analysts have obscr-vcd the need for standardizing the martgage 

instruments in use, as a way to increase investor interest in rnortgnge-backed debt (by 

decreasing the amount of research potential investors would have to do in assessing each new 

issue) and as a necessary precursor to the establishment of a secondary mortgage r n ~ k c t . ~  

NHB has had the natural opportunity to accomplisli this by requiring that a standard 

instrument be used for the loans it refinances. This has not been done, and NHB staff rnuke 

no ilrgument for why it should not be done. They do, however, point out that legally the 

regulation of mortgage instruments is at the State level; they also report that nmendrnents to ; 

the NHB Act could give N U 3  this power. 

;, in deposit by the mortgagee. This instrument has two advantages: (1) in case of default, the 
8 

4 

HFC can be given the power of sale without intervention of the courts; and, (2) it avoids the 
I 
C '  

I 
I 

fanha1 registration process and the accompanying Stamp Tax, which can be 10 percent and 
11 ~l 

".  
more of the price of the unit.'' While the lack of registration increases affordabilicy, it a!, 

i:l 
';. 7.4 Strengthening the Mortgage Instrument I 

: 3 

Ii - ! ' restricts use of the property for collntcral for other loans and may lead to confused title 

' .  

1: 
I 

.I i 
;, I j , , 
!; 

All HFCs are now issuing an "equitable mortgage" under which the title deed is held 

; : 
i: *. 
ir See, for example, Shuyk (1990). 
; r s  

; 
; .  

:, 

f lo Actually, the equitable mortgage is subject to small stump tax payments in two stnas, 
3:. Miharastra and Gujarat. 
f .: i' ' 7.5 . .  . , , 

:': 
I * .  

a -  

, -  

I 
! 

i 



I 1 11 claims. The NWB has takcn the leadership in working on this issue rind hns designed n 
' ,I# 

I ,  simple procedure for households to use after taking the mortgage loeri, which in effoct would,$i 
'I, 
!I - 

register the property without having to pay the stamp duties. The procedure has been .I. 

. k 

proposed as an amenhent to the National Housing Bank Act. Tl~c several amendments to 1-1 

the Act s o  now under review by the Ministry of Law, 

i 
7.5 Limited Array of Mortgage Instruments 

Many countries with inflation rates at 10 percent or higher have considered increasing 
I 

affordability for potential homeowners through adopting mortgage instruments that deal 

effectively with the "tilt" problem of the standard fixed rate mortgage (FRM) of the type ' ,',,,, 
'I 

.offend in India. Under the FRM, payments as a percentage of income are high as a percent :If 
1. . m 

of income in the early years of the mortgage and decrease steadily over time as the 
I!. 

,!' 
borrower's income increases. Other instruments--such as the Grnduated Payment Mortgage : - - 

! 

(GPM) or thc Price Level Adjusted Mortgage (PLAM)--increase the' size of the loan the I' 
,!* 

household can take using the same share of his income for mortgage payments, by I I . ,  s - 
I *!. 

rearranging the mortgage payment stream so that paymencs are larger in nominal terms ' :  I Ii 
(although at least close to constant in real terms) in later years.ll 

In principle, NHB should tdce the lead in educating the industry about the strengths1 ; 1 

and weaknesses of such instruments and advising them on when their use is appropriate. . + jl 
l' ~ddi t ional l~,  introduction of adjustable rate mortgages (ARMS) should be considered 8s 

a way for HFCs to minimize their interest rate risk, u risk that will become more important if 
HFCs are pennitred to take shorter term deposits and if inflation become more volatile. 



However, thus far the only actions taken by NHB were a brief notice about the GPM in its 

1990 "Concept Paper" (p.30) and n 1988 RBI circulrrr on advising GpMs.I2 Independently, 
9 

I-iDFC and fcw other I-IFCs it helped establish have been offering GPMs and other non-FRM 

instruments to selectcd borrowers for several years. Also, in November 1988, the RBI 

advised banks that they could corisider use of the Graduated Payment Mortgage in response to 
I I 

customer requests. Thus, some "ground preparing" steps have occurred, and the time is ripe 
I 

for NED to provide the necessary information and guidance. 

I n.6 Creative Underwriting of Loans for Low-~ncorne Ilorrowcrs 
1 I : 

NHB's motto is "Small Man First." Acting on it, the N I B  designed'its refinancing f 

program so as to concentrate its lending resources on low- and middle-income families. p e  

HLA scheme, by establishing the creditworthiness of non-salaried workers through the record ' 4  

of.their regular savings, should open formal housing finance to households who would hot 
I 

otl~erwise be served. NHB has not been active in another area however: helping the HFCs t'o 
I : 

; 

'develop flexiblk underwriting standards f i r  loans to low-income, especially self-employed, I 
borrowers who are not HLA participants. While it would be unwise to set targets for HFCs , 

0 ,  

, '  

to reach these households, the HFCs are certainly more likely to consider lending to them if . , *, 

I I 
1 

they understand alternatives for minimizing the risk of payment delinquency or default. 

, '8 
; J 
I 

* 
I I 

-', .I 

T! - 1 

I '* NHB indicates that this November 2, 1988 circular was issued at its behest. 
$ 
\I 2 7.7 
I! 
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7.7 Mortgage Foreclosure 

The diMculties of foreclosing on a defaulted mortgagor in India ure legend. A direct 

, consequence of tllese difficulties is that lenders must be highly conservative in ~lndcrwriting 

loans--meaning that marginal borrowers are denied credit. If foreclosure were less costly and 

time consuming, the size of loss associated with default would be less, and lenders would be 

more willing to make loans to less qualified households or to demand less collateral of . d 
,I 1 
:i 

current borrowers. An indirect consequence of the difficulties in foreclosing is to raise $ 
I 

questions about the quality of assets held by HFCs, which makes it  more difficult for them to { 
,It 

raise funds by equity or debt offerings. Other things equal, successfully dealing with the 1 
, 

foreclosure issue would increase the loan-to-value ratios offered by HFCs to borrowers of the 

5 types now receiving loans, permit IWCs to loan to groups presently viewed as high risk, and 
.1 

facilitate HFCs efforts to raise funds. 

I In the past few yews, alternatives for expediting the foreclosure proccdurc hi~vc been ' 4 
.I! 

advanced, and legislation for adoption of two cptions was formulated and began moving 3 
through the review and legislative process." One of these procedi~res would be created in . 

I ,*- 

conjunction with a mortgage insurance scheme to be,offered by the General Insurance 
I.. 

1'; 

Corporation. Although the legality of the scheme has been ~pproved by the Ministry of Law, 1: 
!, 
.'- opinion remains divided among vurious ministries as to whether to proceed; and the scheme I 

I -  I 

;I 

has not been presented to Cabinet. j: 
i: 

I 1. 

C 
"Madway's (1989) analysis gave substantial impetus to developing these options; see 

. Struyk (1990, pp.9-13) for the status of the initiatives as of the f d l  of 1989. 



to HFCs. Under the version with more limited access, NHB would have to access the 

,!, * { 

f 
I j 

I I 

! 
I 

1 
f 

1, li 

,I 

; expedited procedure on behalf of the HFCs--a role NHB hopes to avoid. 

The alternative, formulated primarily by the NHB, would be created through an , I 

amendment of the National Mousing Bank Act, under whicll financir~l institutiotls with a 

"nexus of interest" with the NI-IB could use tho expedited procedure. The nexus would be 

established by the institution's participation in NHB's refinancing program. Two versions of 

!I 
7.8, Simplification of Title Investigation 

the proposed amendment to the National Housing Bank Act are now under review. The 
lu I 

vehions differ on the extent to which access to the expedited procedure is provided directly 

! In India the process of investigating a propeity's title as part of the mortgage 
! ' I  

, <  origination process, to insure that is free of impediment, is expensive. For some time Indian 

I? action must come at that level. NHB has participated actively in a committee investigating i l 

' housing lawyers have been considering alternatives to the present system. NHB has been 
I )  

e I 
' active in this effort in the past years. However, because title registration is a state subject, ! I I  
L 

I 

i 

; the possibility of implementing the Tomns system of tide registration." At the present time 1 

, 

it appears that the government of Tamil Nadu has agreed to revise its registration system to 

move it as close as possible to the Torrens system. This would demonstrate a potentially 
I. ', I.! 
1, 
414 

" Under the Tonens system, on the first occdion that an existing or new property is 
transferred, the competent aulority issues a rerdficate stating that the new owner is indeed 

! the owner. This certification is based 011 a thorough semh of the title history. However, in 
'j 1:- , subsequent transactions involving the property, nference to the certification is all that is 

necessary by way of title sesrch. Importantly, if a defect in the title is subsequently alleged, I Ii 
. the state bears the responsibility, not the new owner. ;r; i 



important cost-cutting measure in the home acquisition process, 

7.9 Conclusion 

In the compmtively brief period of two years, the NI-IB hiis nlovcd with some effcct 

in a luge number of m a s  to ~ d u c e  the constraints to the development of the housing finance 
I 

system. Of course, much remains to be done. 

In summarizing the record it is useful to divide the eight areas reviewed above into 

: two groups: those posing the more serious and immediate constraints to system development 

and those whose resolution is important to longer-term development. Those in the first group 

include: 

-- mobilizing savings from households 
-- raising the low interest rates on small housing loans 
-- strengthening the mortgage instrument 
-- expediting foreclosure procedures. 

In the latter three areas, NHB has made significant progress: i t  I~as dealt directly with the low 

interest rate on small loans through its refinancing program, and the proposed amendments to 

its Act will result in very substantial progress in stnngthening the instruments and expediting 

foreclosures, As to the mobilization of savings from households, the record is more mixed 

and the situation more complex. The HLA scheme certainly should be a help to HFCs, but it 

has been withheld from most of them on what appear to be questionable grounds. Also, HFCs 

feel themselves badly disadvantaged by the RBI's prohibition of their accepting deposits for 
I ,  
, .& 

less than 24 months, although the extent of the handicap is not clear. 



NHB has been notably less active in the other four areas: 

-- mortgage instrument standardization 
-- introduction of additional types of mortgages 
-- creative underwriting of loans for low-income borrowers 
-- simplification of title investigation. 

While it is easy to point to the middle two items in the foregoing list as evidence of lack of 

concern for the low-income borrower, immediate progress on them may not be the most 

important factor. NHB's targeted refinance program and improved foreclosure procedures 

may be more important to delivering loans to tMs group. Of course, progress in all of these 

areas will be important to future system deve!:;pment and to determining the extent to which 

; low-income households are served by the hori:.i;i;.$ ficance system. 



8. Program Management 

This chapter discusses the way in which the FIG-003 loun prognrrl was 

mallaged by the combination of USAID and the NHB. Three aspects are considered: how 

the program of technical assistance and training was executed, the extent to which the Master 

Prbgram Implementation Plan was carried out, and the degree to which the project was 

implemented in line with the schedule defined for it in the Project Paper. 

8.1 Technical Assistance and Training' 

The specific contents of the technical assistance sr,d training program are reviewed in 

; Chapter 6. An implementation plan for the program (the MPIP) was carefully and 

thoughtfully laid out by USAID staff near the beginning of the projects? It has been 

executed quite efficiently and essentially on schedule. As noted previously, the major 

problems in execution were the two efforts to establish on-going working relationships 

between U.S. and Indian institutions--FNMA with the NHB, and the Fels Center with HMSI. 

In both instances, lack of success in achieving the desired working relationship does not 

; appear attributable to USAID. 
1: 

! I  
It is worth noting that the technical assistance and training was highly concentrated on 

i.' 

. the NHB with much less attention to other government agencies. And little was directed to 
'. -, ' 

d ' This description is of technical assistance provided in addition to the long-term resident and 1, 
3 local national advisors for urban projects stationed at USAID. 

, 

The internal USAID document is "Urban Strategy Resource Requirements." 
f; 
;> 1, 
'I' 



,!t 
b 

increasing the capabilities of HFCs. It seems desirable to redress this imbnlan~e.~ 1 
3 

8.2 The Mnstcr Program Implementation Plan !;h 
; B 

The MPIP lists a large number of actions to be taken by the NHB as part of the loan 

agrcemcnt. Overall, the NHB receives a mixed review for its performance in this area; 
[ 1! 

11 
likewise, USAlD staff bear some responsibility for not monitoring progress and encouraging !I 

! 
I more timely action by NHB in some of thesc areas. 0 1  

Performance for selected provisions of the MPIP is briefly inventoried below; the 11 
substance of nearly all of these provisions receives more complete treatment in earlier 41 

!I 
chapters. I 

!I g , ' I  Selection criteria and procedure. for sclcctinn HFCs. (MPIP, section A) Successfully -r 
executed. ,I! 

Reports and statements to be submitted by HFCs. (MPIP, section B.v) perf-ance in 

visited NHB to examine them in the spring of 199 1 ." 
this area has been poor, as evidenced by the lack of reports found when USAID staff 

Develo~mcnt of plan of technical assistance to HFCs. (MPIP, section E) Draft plan 
prepared.' 

,I I 

:1 ,:p 
i 
I 

I *  

I( , !  i! 
; I 

4' 

the NHB reports the following allocation for the 23 persons sent abroad for training: NHB, .I 

.;,:I, 11; commercial banks, 5; HFCs, 4; state government, 2; and G01,l. I 
;,It1 I! 
.. 1: 

"Do-Diligence [sic] on conditions precedent to Disbursement of HG-003 first tranche," 1: 
'j 4 
ill!. # memo prepared by C. J. Billand, based on visit to NHB Bombay on 13 and 14 March 1991. 5 
!;I Q f Z 
'\. ;;' 
1 4 ,  

I!! 
' This very abbreviated plan is a combined technical assistance and training program. It was a f 

handed to the team but it has not yet been submitted to USAID. 'Y liv.f !I" 8. 



Develonment of comnrchcnsivc trnininn D-. (MPIP, section E) Draft plun 
prcpwcd, FIowcvcr, litilc training nctivities have been undcr~nkcn (scc Chnptcr 6) .  

1,;. , Auuropri~tion of a portion of NHB's wrofits for rendering technic all train in^ assistance 
!I to WCs. (MPIP, section E) Rs. 20 million has been appropriated but not yet used 
!: I;, for this purpose. 

i 
I Promam of re~ular inspection of HFCs oh~ainin~ refinance under the HG loar~. (MPIP, ' 
!' section G) In March 1991, NHB provided a statement about the inspection program, 
. , 

I ' 
which is now being implemented. Under it, inspections of' private HFCs will be m d e  

-'! 
I annually and of all HFCs every two years. 

General promam for stren~theninn framework for overseeing the functions of FIFCs. 
Plan still under preparation. 

Procedure to monitor end-use of subloan. (MRIP, section F) As noted in Chapter 4, a 
rule-of-thumb is being used to identify loans qualifyirig for refinancing undcr the MG 
loan. However, NHD exandncrs are making separate visits to perform n sample 
checking of thc documents for 10 to 20 percent of lonns refinanced under the HG loan 
program. 

Assistinn HFCs in mobilizing additionrrl resources. (MPLP, p.13) This is for 
mobilization of funds in addition to those provided through refinancing. Only action , 
to date is a program of advertisements by NHB annouricing recognized HFCs, which 
is designed to increase public confidence in the institutions and help the HFCs attract 
deposits and term loans. 

' The project file and discussions with NHB staff make clear that the presence of the 
! ' 

i .  Conditions Precedent certainly caused NHB to devote more energy to technical assistance, 
1 

t '  training issues and regulatory issues than it would have otherwise. However, not all the 

' conditions were met before the first loan disbursement, and USAID staff should insure that 

I I( they are met before the next disbursement. 
I 
1, 
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8.3 Adhcronce to the Projcct Schadulc 2- 
"lr q. 

The Project Puper (PP) contriins the Program Implementation Schedule (pp,53-4). Thir ,. 
ii- 

schedulc with thc projected dates and actual dates when various tasks were accomplished is !- 
I I* 
shown in Table 8.1. If the date of the disbursement of the fust $22 million in HG-loan funcia:$ 

/I 
is taken as a benchmnrk, the project was at that point running approximately fifteen months 

I' 

behind the schedule indicated in the PP. However, the second disbur;.,ement wus not 
I 

scheduled to be completed until December 1992, and this may now occur even before the end,$. 
, f- 

I' 
of December, 1991. Hence, while the project began slowly, its execution is accelerating. j i 

The initial delay was entircly because preparation of the Implementation Plan was 1; is- 
more than a year behind schedule due to NHB's preoccupation with launching its programs :i 

and its lack of need for the funds available under the HQ. With hindsight, the original target i- I .  . - 
dates look inappropriately optimistic. Once the Implementation Agreement was drafted, the 11 
program experienced no further slippage. 

Assistance from USAID to NHB in' carry+g out some technical assistance and training 

tasks was hampered by the delay in being able to recruit a local professional to work on the 
! 1. 
!: 
b. 

program for USAID. This delay is attributable to GO1 procedures under which five ministries') i: 
had to approve the hiring. 

8.4 Conclusions 

Overall, program mana'gement appears to have been effective. The thoughtful training k 
li and technical assistance program designed by USAID at the beginning of the progarn was P 
1; 

. - 
. z. j ;  



largely cxccuted; those plnnncd activities that were not completed wcrc not due to l ~ c k  of 

diligcncc by USAID or the NHJ3. NNB succeeded in meeting the Conditions Prccedellt in the 

loan agreement. However, USAID staff might have been morc diligent in pursuing aomc 

areas, and should require NHB to more fully comply with the MPIP prior to the next 

disbursement. Overall, the presence of the Conditions Precedent clearly caused NEIB to 

devotc morc cnergy to technical assistance, training and regulatory issues than i t  would have 

otherwise. The project, whilc initially off to a slow start compurcd with a perhaps 

unrealistically optimistic schedule, has now "caught up"; and the second tranche of funds may 

well be disbursed ahead of the original schedule. 



' 1 .  

' 'I 
i I~ 
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TABLE 8.1 ,:,I (I 

PROJECTED AND ACTUAL PROGRAM IMI'LEMENI'ATION SCHEDULE ,';. 

11 

Scp 30, 1988 

1 
rn 
B 

u 
? 

Sep 1988 

projcctcd date by which uctual date when action was . 1; I: 
action would be complcte completed action ,i 

Sep 30 1988 Sep 1988 US $50 million projcct 
I. 

l I 
F 

paper was approved; 1 I. nuthorizatior~ for US $25 
I million was signed. I) 

1 ' 1  

Mission issued Letter of ' '!'. 
Advice, , I1 

Dec 31, 1988 Dec 1988 NHB technical staff rcccivcd ' 

short-term orientation 'i L 

training. 

Nov 30, 1988 Dec 1989 Draft Implementation I I. 

Agreement was prepared by '!: 
USAID and sent to NHB. 

.,p 
Dec 31,1988 Dec 1988 "! NHB initiated consultations ,. - 

with HFCs. !I 

41; Dec 31, 1988 Sep 1989 USAID recruited local 1 f professional for program I 

support. , 1 I 
I 

Mar 31, 1989 Mar 1990 Implementation Agreement I ' 
was signed by USAID and I !I ' NHB . 

mi Jun 30, 1989 Mar 1990 Loan Agreements between :I' 

11 NHB and individual HFCs jiL 
were negotiated and signed. ,: 

Jul 15, 1989 Jun 1990 NHB processes first 
\ $ 

4 disbursement to HFC. .!I 
i I  

Sep 30, 1989 Dec 1990 Legal opinions, MPIP and 
other Cps to Investor I 

I! i I 
Selection were completed, p 

Oct 31, 1989 Jan 1991 NHB, or approved designee, ! \  -1 sought US Investor. I 
R *,! 

Dec 31, 1989 Apr 1991 HG Loan and Guaranty 
'I 
1 

Ageements were negotiated I 
and signed. :I. 4 

! 
4 

8.6 !; 4: 
!; 
,;I 

!I- 
C 
t 
I 



projcctcd dntc by which actunl datc when uctior~ was 
rlction would bc cornplctc corr~plctcd 11c tion -- 
Dcc 31, 1989 Apr 109 1 NI-113 drcw down nutl~orizcd 

disbursclnc~lt of ElC3 loirn 
(IJS $25 million). 

Dcc 31, 1989 

Jun 30, 1990 Jun 1991 

NHB prcparcd P hort- term 
training plan (draft). 

Mid-tern evaluation was 
completed. 

Aug 31, 1990 Dcc 1990 MPIP wrls updated. 

Sep 30, 1930 

Dec 31, 1991 

Dcc 31, 1991 

Jun 1991 

Sep 1989 
Jul 1990 
Jun 1991 

Second tranche (US $25 
million) was nuthorizcd. 

US $13.75 million 
US $ 5.00 million 
US $ 6.25 million 

Apr 199 1 NHB drcw down and 
disbursed remainder of the I 

I - 
first tranche US $25 million. 

(end 1991) Draw-down of secorld I 

tranche to be completed. I I 

Final evaluation of program 
to be completed. 



9. Principal Concluslona and Recomrnundatiotls 

Numerous conclusions and recommendations havc becn prcscntcd in specific chnptcrs 

of the rcport. Herc attention is conccntrated first on thc highest priority rccommcndations and 

conciusions. The chaptcr closes with a brief section on the impact of USAID'S assistance, 

Su~ervision and Regulation. The team recommends that NHB give its highest priority 

to strengthening the system for supervising housing finance companies befors one or more, 

HFCs fail and damage thz reputation of the entire system, Such an outcome would undo 

much of NHB's laudable and effective work in promoting the housing finance system. An 

adequate number of staff, well-trained and dedcated full-time to supervision under a 

managing director charged solely with this respnsibility, is essential. 

It is important to note in this context that 'NHB has already recognized important 

limitations in its regulatory powers, in part because of cogent outside analysis. And it has 

moved with dispatch to draft the amendments to the National Housing Bank Act that are 

necessary to deal with the most serious of these limitations. The draft amendments are uncler 

review. 

P:omotion. By nearly any standard NHB has been highly successful in proiucing a 

surge in the number of housing finance companies and the volume of formal lending for 

housing. It has acconplished this through both its specific programs for refinancing and a 

number of smaller, less dramatic actions aimed at garnering privileges for the sector, usually 

increasing its efficiency. 

: The team believes that the next logical step in enhancing the development and 

::. . competition of the sector will involve giving the HFCs some latitude in setting the interest 



With this flexibility, all HFCs could vary interest rates (even for the same loan) with 

rates on their loans. This could bc accomplished by NHI3 establishing substantial ranges 
I 

within which lenders could set their rates, or by establishing minimum or floor rates for lomi'' 

perceived riskiness or ease of servicing (e.g., payroll deduction or not). Moreover, it would 
. 

1 

1 
give HFCs more flexibility in raising funds from high cost sources. Individual NFCs should ' 

i 

;I 
1 :  

' I 
be able to identify "market niches" in which to work successfully. The team believes that the 1; 

1. 

newer W C s  need not fear cut throat competition from the larger or more established I 

of different sizcs. The rate on large loans, i.e., those abovc Rs, 2 lakhs, would in any case be ' 

cbmpletely market determined--through NHB's setting a floor rate for these: loans. NHB can ; 

in effect control the minimum rates on small loans through its refinancing rates. , = 

i- companies. Lastly, in light of the large interest rate increase4 on loans recently granted to thc :i 
'I 

&ban cooperative banks, an NHB request to the Reserve Banlk of India for such a change ' 
! 
I 

may well be accepted. ' ' ,' 
:I Lending to Low-Income Households. Given use of the rule-of-thumb that loans of Rs, 
I 
1 

'! 50,000 refinanced by NHB were taken by households below the urban median income level, i 
11 

and the fact that most reporting is on this basis, it is not possible to know the extent to which j 
I 

I 'I 
$ 1  low-income households are being served. Consequently, theeteam's first recommendation on .I ..; 
' I  

this score is that the necessary data be assembled to determine the share with precision. 
1 
I 

The incenuves NHB has established to encourage lending to low-income families seem j /  
i I 

reasonable. If at any time NHB decides to' limit the volume of refinancing any one HFC can j 
I 

take for any reason, the team ncornrnends that loans to low-income households be exempted ji 
' L. 

from the limit. This should provide e significmt increase over the present incentives to do d 
4 



such lending, 

Funds Mobilization by NHB. NHB has very large implicit outstanding commitments 

for providing refinance to the HFCs. It has not made my systetni~tic cstimnte of thc size of 
I. 

these commitments, and the team strongly recommends that this be done as soon as possible 

after further discussions with the principal Hf?Cs, These projections will provide the targets 

essential for future planning. 
I 

Even in the absence of these targets, the NHB is aware that its commitments probably 

exceed the volume of funds it will be able to obtain from the "favored sources" --i.e., low- 

cost funds allocated by government bodies--upon which it has relied exclusively to date. It 

has, therefore, begun exploring options for obtaining funds from the market. These ideas 

have not yet been converted to plans. A sound strategy is obviously required. ! 

The team recommends that in future loans from USAID to' NHB particular. attention be 

given to NHB's success.in mobilizing an increasing percentage of its total resources from the 

more open financial markets. The team is aware that implementation of this recommendation 

may require that refinancing rates (and therefore mortgage interest rates) be increased. 

Nevertheless, without turning to the market, NKI3 will probably soon have to begin rationing 

the amount of financing it can provide to HFCs. 

The USAID Role. The team's overall assessment is that USAID'S involvement has 

been highly constructive in this stage of development of the Indian housing finance system. ' 

Both capital and technical assistance have been productive. 

With respect to the capital assistance, several of the conditions in the Master Program 

Implementation Plan (MPIP) were effective. The norms set in the MPIP for sub-borrowing 



I-IFCs have been adopted for general use by NHB. The hulf-yearly reports nnd other 

monitoring required in the MPLP have been the core of NI-El's supervisory activity, and the 

poor performance in gathering data from even the recognized HPCs hns rllerted senior 

manngement to the larger supervision problems. Similarly, the conditions in the MPIP 

requiling technical assistance and training plans caused NHB to turn to these activities. The 

increasing lending to qualifying households. Nevertheless, USAID has not insisted on full 

il' I impact of the MPIP becomes clear when it is observed that work began in these areas only at 

the point NHB wished to draw on the HG loan funds. NHB management now admits these .. ii/ areas were neglected during its "start up phase" and that more needs to bc done. 

compliance with all of the terms beyond  the financid conditions in the MPIP for dispersal of 

m1 
* 
.# 

.E 

HG loan funds in the past; the team recommends greater attention to all the conditions in the 

MPIP in the future. 

The technical assistance components have also proven valuable. Three of the studies 

had demonstrable impacts on NHB thinking: Croft's on regulation (which built on Wilson's 

1'; 
I The team also believes that NHB has treated the requirement to loan to low-income 
* 

earlier paper); Madway's on foreclosure; and Struyk's on possibilities for a secondary 

mortgage market. In addition, the team's sense is that those who participated in the training 

courses profited from them--not simply in acquiring technical knowledge but in becoming 

more receptive to new ideas for developnlent of the Indian housing finance system. 

! bii 
families seriously, and has tried to steer HFCs to open offices in smaller cities as one way of 
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ANNEX 1.1: 
SCOPE OF WORK FOR THE EVALUATION 



STA'I'EMEI'IT OF WORK 
Housing Finance System Pr0gra.m: Inb?rirn Evaluation 

and Fr'eparation of a Project Paper Supplement 

I 
EACKGROUND ' 

The long term goal of the Housing Guaranty (HG) Program in India is the 
~:leveIopment of a financially-sound housing finance system which is market- 
clriented, capable of raising its capital from domestic resources, and provides 
long term shelter finance to a wide range of households, including those 
below Ule media 11 income. 

Beginning in 198 1, A.1 .D.'s objective was to assist the Housing Developme~lt 
Finance Corporation (HDFC) to demonstrate the commercial feasibility of I 
market-oriented loans to lower income households, and to improve HDFC's , 

! 

ability to respond to increasing market demand. Through 1969, $125 million 
! 

i of HG fu.nds were directed t~ HDFC. 

The expansib11 of HDFC under HG-00 1 fsas t21e first building block in 
developing the system. HG-002 was aesigned tie support HDFC's transition to I 

a more active pursuit of its low illcome client group, and to support the 
institution's stable financial growth through Ule provision of additional long 
term capital. t'lith.t.he support of HG-002, HDFC e-upanded its operations 
geographica.llg by opening new branch offices, and increased efforts to 
finance homes for lower income households. Later tranches of the program 1 
were designed tn give instit.utiona1 support for tile developmentof new 
hausing finance cornpa~lies. 

! 
The final evaluation of HG-002 was completed in December of 1989, 
found that 

I I 
1 

"To sum up, HDFC has made great headway in demonstrating the 
effectiveness of a market-orienbd approach to housing finance-in 
particular, the level and share of market-oriented investmenL in and 
finance for housir~g has very clearly increased due to HDFC's 
operations. These levels and shares are likely b increase further in 
coming years as the activities of imitators come on line: The 
availability of financing for low,sr-income households h i s  also 
increased, even though the affordability of housing within many cities 
has declined over the same period. Finally, HDFC's record of risk 
management is good, in sp ik  of the continuing lack of a viable 
foreclosure law." . 
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I 
The third phase of the program, which began in September 1908 and wll 

I continue in to 1993,l-iG-003, seeks to expand the market-orif!nted housing 
finance system by directing I!G supper t to a group of emerging private and I : 

joint sector housing finance companies (HFCs). HG loan authority of $50 I r 

million was provided for capital support, and technical assistance and 
training funds were allocated for support V~rough Ulc mission's Development , . 
t Management Training (I)&MT) and Techl~ical P.ssistance Supprt  Program 1 1  s t  

(TASP). I I 

1 ,  

The program seeks to achieve the expansion objective by ( 1 )  providing 
, 
I, 

critically-tiet?ded lending capital to meet the near- aild mid-term needs of 
, 
! 

sligible companies serving a number of geographic areas; ( 2 )  fostering a I, . 
I 
I 

relationship 1)etweer-i receiit elitrants tcr the sector and the National l-Iclusii~g I 

Bank (NHB) in order t*o improve the new firrns' abilities to rnobilize 
resclurces, mallage ae i r  portfolios, increase lending to locv-income -1;: 

i households, and to operate ef fec tivel y within the existing public policy 
environment; and (3) addressing a number of sectoral constraints on I 1  

I '  

expanding the system, through technical assistance and training. I;  
il 

The program channels funds through NHB, which provides refinancing of 'J'i I _ 
mortgage loaris originated by HFCs that meet the follo\\lng Program 6 I!! 

eligibility requirements: 1 I T  - ,'- 
0 ' 

(a) Adherence to sound underwriting practices; 
(b) Usage of market principals in their operations; 

[ I  1; 
(c) Implementation of adequate collection procedures; and $I rr'. 
(d) Lending tc, households belaw the median ineotne. I :- 

. !, 
As of June 30, 1990, NI-IB has refinanced $150 million of lending by primary 
mortgage lenders. This facility is a fiajor incentive for encouraging Uie ! l o  

1, 
formation of new HFCs because of on-lending resource constraints. To 1' 
qua.lify for refinar~ce, companies must apply to NHB and meet eligibility . 1:.  

crikria-including financial fitness. Thus far, there have been forty I I "  I 

applicants b WHB. Of these, NHB has recognked eleven, and twenty~two 
I a ~t .  

others have partia.11~ niet Ule criteria for full-fledged recognition. ;]i: 
There is now an opportunit., to expand the program by providing an 
additional $50 million in HG loan authority, to be supported by a new 

' , T 1 ,- .. 
Program specific supplemental bilateral grant of $3.2 million. III: I'rm 

.,; 

The current technical assistance acuvities are supported by two mission ,A 
programs: D&MT, and TASP. The PACD for the D&MT program is June of .;:k .. . 

'*: - 
;,: 
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1 
I I9q2. Therotore, this resource will no longer be ava~lable lo fund technical 

assistance and training actlvitles. As an alternative source, the TASP 
program poses irnpedirnents in the form of restrictions on tlle use of funds 
for training activities. Therefore, Ulere i s  a need for 13 new DA fullded 
Program specific grant. 

Based u p r ~  anecdota! evidence, it  appears that additional capital in the form 
, of a f iG loan add-on to support NHB's refinance program can result ln 

!4 additional programmatic and policy dialogue accomplishrner~ts. These are 
I I 

mclre particularly described in the attached Draft, Pt'oject, Identification 

' 1 
Document (FID). 

- , 

: In February of this year, a Concept Faper which outlined the purpose fcir a 
new grant program and additional I iG  loan auk~ority, tvds approved by the 
Mission Review Cornrnittee (MRC). Subsequently, a Project Identification 

,, Document (FID) I+TJ.S prepared, and is currently being revietved by the 
Mission, before being forwarded to A.I.D. Washington for approval. 

4, , 
i .  
I ARTICLE I :  TITLE 

.- 
1 

Housing Firlance System Frogram: Interim Evaluation and Preparation of a I. , . 
I 

! 
I @  

I Project papet. Suppletnent. r I I a 
1 ,  I )  

. I !  

, ARTICLE I I .  OBJECTIVES OF THE INTERIM EVALUATION AND PROJECT PAPER 
. I 

( , ! I : ) .  

SUPPLEMENT ACT1 V ITY 
3 ' 1 ' ;  

I 

,II, 
I , ,  ,I 

,. ' This activity consists of t.wo separate but linked components: an interim I 1 1 . 4 1  !;'!:; 1 ~ -  
evaluation of HG-00 j, and tile preparation of the HG-OO,;A PF supplement. 

! 

In principle, the objxtive of h i s  two-part activity is a 'lwk backward/look 
a / ! , I  .. 

I forward' exercise. The interim evaluatioti provides an opportunity to i 

. measure the accomplishments, and recommend albratior~s in program ; i ,  
' I 
, 0 1  

direction. The preparation of the PP supplement provides an opportunity to I . . ; I .  

I I 
incorporate these recommendations into a new grant program for technical 

i .  assistance and training activities to support additional HG loan resources. 
! ' 

: . The primary objective of Ule interim evaluation component, described in the 
I 

1:  following Statement of Work Interim Evaluation, is to appraise progress 
: makie towards achieving the objectives of the Housing Finance'System 

Program (Program), especially improvement of the manag~rnent 
performance of joint and private sector HFCs. The evaluation will identify 
:and quantify major accompiishments of the Program to date, and obstacles to 

11 Program implementation. 
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I A subsidiary purpose of the evaluation is to assess the role and contrit?ution 
I of the N1.18 b promotion of HFCs as inbgral part oi the housing finance 

I system. 

In addipion, the analysis is designed to provide guidance lor the 11 

implementation of the remaining part of KG-003; and for :he design of the i 
, proposed add-on program, HG-003A, and new grant program to support I. 

additional technicaI assistance and trairling activities, which would be 
Intendetl 40 strengthe,l and extend the coverage of pr ivab and joint sector 
IlFCs. 

I The objectives (>I t.16 PP suppletnent c:rnporletit, dssct'ibed In the Project 
Paper Supplement Statement of Work, are tx~ prepare an amendment to the 
current HG-003 PF tu i~~corporate a new grant Program estimated a t  $3.5 

I 

rnillion , and authorize additional HG loan funds est imakd a t  $50 million. 
The FP supplement wll incorprate the findings and recommendations of 

; the interirn evaluation by revisiting as appropriate, the Program's 
I;\acl:ground, description, implerflentation plan, project analysis, conditions 
precedent and annexes. 'The PI> Supplement provide an agenda for 
t~chnical assistance and training to support. expanded progranltnatlc and 

I policy diatogtre objectives. Based on an analysis of demanQ for refinancing . 
underhken in the jnterinl evaluation, U?E PP Supplement will substantiate 
the arncq!nt of additional HG 19311 funds znd DA grant funds to be authorized 
in the HG-003A add-on. 

ARTICLE 111: STATEMZi'4T (IF WORK 

A. INTERIM EVP.LUATIGN 
I 

The contractor shall conduct an evaIuation which addresses the f ~ l l ~ ~ ~ ~ i t l g :  
a 

1. How was the performance of private and joint sector HFCs changed 
since Ule introcluction of the NHB's refinancing program? How successful 

I 
I 

have the emerging HFCs been in mobilizing resources for lending? Is it 
possible to attribute any changes to actions by IIHB? 

2. To what exknt  has the network of financially -sound, market-oriented ,. 
HFCs grown since the inception of the Program? I 

I , ' 

3. How successful have emerging HFCs been in lending to below-median 
income households? VJhat problems have they encountered? Are there c. specific low-income groups that are substantially not being reached by the 
present HFC lending products? , 

I 
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4 .  Wliat support has beon given by NHB b primary lendors In pursuit of 
the prograni objectives? Have the NHB's plarls and policies to exercise a 
regulatory functlon been developed and exercised in such a way as to 
pr~rnote slsund development of the housing finance syst3m. 

i 5,  To what extent have secbral constraints on expar~dir~g the system 
been addressed since the start of the program? How effective have the 

, technical assistance and training activities been to (late, in promoting the 
I 

Program's objsctivesl How can further t9chnical a s s i ~ t ~ ~ n c e  and training best 

i ' 
help to address these constraints? 

I 6.  What is the capacity of Ule housing finance system ta generab 

: a 

additional financing t;.hich tneets the existing cribria for eligil)ility? 

I ' 
,I, 
t I The Contractor will provide SISAID/India and N H B  with a list of subsidiary 

questions and issues to be discussed with the HFCs, and the data ta be made 
available for examination by the HFCs. These lists will be provided to 
IJSAID/India on or before the date of arrival of the team in India. ! 

1 I 

11 , . Since the ~ O C U S  ~i HG-003 is the performance of HFCs in the joint and privak 
; sectors, the analysis 1411 focus on this group c~f primary lenders. Where 
r required by the context, however, the skitistical ar~alysis and t;i.xt will i 
1: 
I, I .  

describe the broader housing finance syskrn, including all HFCs, or all 
;I . prirfiary lenders as appropriate. I 

II'  . 
I I '  

In order to best answer the questions presented above, the Contractor shall I 

I! 
I 

follow Ule rnetl~odology outlined below: 

li I Ferforniance of HFCs 
4 

il 
;i A major objective of the Program is to 'foster a relationship bet\+een recent I :I 
I( 
I* entrants to the sector and NHB in order to improve the new firms' ability to , 

) 11'  
.]' 
1, . mobilize resources, manage their poruolios, increase lending to low-income I 

-1' 

I, households, and operate more effectively within the existing public.policy 

I 

I ' 
I ' 

iio environment'. The Contractor will debrmine the extent to which HFCs have I *  I 

I I ' i 
. I improved their performance in these specific areas, and the extent to which 
-1, the NHB has assisted in supporting these achievements. I 

ja 
I 

-1 1 
- I  I 1 :  
I: 

i:. The Contractor will make quantitative'estimates of output, purpose and goal 
'! .. . . . achievement according to the indicators listed in the Logical Framework . 
$ i h  
?I 

(Annex C), so far as readily available data permits. 

I .  
1'' 
9:. 
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I ,I: 
I ; ir=Y 
= , -  

I Particular attention wlll bo paid to the issue ol' resource mobilization, 
documenting the recor'd of HFCs In mob~lizing resources from d~fforent  
sources and the lnecllanisms used b do so. The Contractor shall report on 
Ule success of fIFCs In ~nob~lizing housellolds dcrfi)sits Several repota'ls by 
and for A, I  D, have identified constraints on resource mobilization. The 

a ! 1 
Contractor will re-examine Ulose lists, and stale the extent to which cllanges i~ ' have occurrM in the enviror~mant for resource mobilization over the past 
three years. 

E 
I . Other data to be reported will include default ra.ks and arrearages, and, to, !I I 
I the extent possible, r a k s  of disbursement of private versus joint and public I,: 

1 ~t;leasurement of out.puts tvill be made on h e  basis of comparison of data i 
-1 provided for all HFCs eligible to participate in the HG program, over a period 

I covering about the last three years. Because of expected dominance of the $ -  

I 
statistics by HDFC, data for th company wll be treated separately. The I '  

i statistical data wll have been collected in advance by NHB and will be made 
I available to Ule Contractur in the prolorma attached as Annex D. The data 1; 
11 will'k provided tr, h e  Contracb>r by USAID/India one week before the 

I 
arrival of the Contracbr in New Delhi. Information on HDFC will be obtained , 
from the recent evaluation report of the HG-002 project. Additional data on 

. HFCs will be obtained from annual reports and other published sources. The 
1- 

Contractor will visit a sample of eligible HFCs to supplernetlt the irlformation 
I provided by those companies to MHB, and make an  assessment of the 

management practices of Ulose companies. I! 

i- 1;; I 
, L The HFCs sampled will be selected by USAID/India and NHB in advance of 1- the arrival of the Contractor, They a re  likely b comprise one HFC based in .J 

Delhi, and three based in other cities. USAID/India and NHB t i l l  have I P 
; 

determined that the selected HFCs will give appropriate assistance to the '11 
Contracbr, including agreement to make senior management available for , t  

interview, permitting the Contractor to examine the HFCs' records, and ,[ seconding a staff member to work with the Contractor during the period of IV 

Uie visit. : p- ,I 
:I 

;i 'I' 

.!I 
Datermining the role of NHB in facilitating Me changes will ba made on the 
basis of interviews with senior staff of NHB, of HFCs participating in the NHB ;! 

Scope of Work prepared Fri, Mar 15, 199 1 page 6 is;d ; If 

refinance program, appropriate GO1 and A.1 .D. officials and oth'ers involved ! 

with the housing tinance sector in India. 
(I 
* ,  

@ I  
! :  

i . 
, ; i  



" 

2 .  Growth of the IIFC network 

Tho Contractor will ~'ecord cllanges In the number of III;Cs aver U~no, b ~ U 1  
Ulose classified by tho Regisbar of Cornpanios, and thoso recognlzecl by N I i U  
as qualifying to participate in NHBs refinance program. The Contractor will 
offer opinions on UIH reasons for the increase, or lack of incroase in Ule 
nt.imber of companies. 

The Contractor will enmine the issue of classified HFCs. As best as possible, 
the Contractor shall a t t empt  b quantify the number of 1-IFCs classified by the 
hgistrar of Companies. An examination of NHB's atkmpts to contact, 
evaluate and oversee the acWvities of classified bu t  not rscognized HI;Cs shall 
be undertakm. The Contractor shall offer opinions on I'JHB's success or lack 
thereof, to extend ovorsiglit and reglllation authot-ity to classified HFCs. 

The Contractor tvill evaluah changes over time in the number and loan 
volurne by size 01 loan, for recognized HFCs. The Contracbr will examine 
NHB's process for recognizing HFCs. The Contractor will oiler opinions on the 
reasons for the incr2ase, or lack of increase, in number and volume of loans,, 
and the appt*opt.iakness of IIIHB's process for recogrritjon. . 
The ContractGr will identify changes in the network of HFC outlets over the 

I thri.e previous years, "OuUets' will be taken to include both head and 
I I .  

branch offices, and other offices and agencies used by the HFCs b raise 
household savings or make loans. The Contractor shall identify any changes , , 

in the type and distribution of outlets, and wit1 identify ways in which , 

physical access by households to KFCs has changed and, correspondingly, 
gt.i,upS for vfllom access is still difficult. 

Data for Ulis questioti will be obtained from the same sources as for question 
1: annual reporb and statistical returns protrided b the Contracbr prior to 

arrival in India; and addition information collected in India including visits 
to sample HFCs. 

I I 
3. tow-income household participation I a 1 

j 1 
The Cantractor shall report, for all eligible HFCs, changes in the volume, both 

I 
absolute and relative, of lending to below-median income households, over I : ' 

i 

the past three years. The Contracbr will also assess for the sarnple HFCs and I 

for other HFCs as permitted by their'pubiished accounts, their 1 :  I implementation plans, policies and practices related to low income 
households. .. , 

I 
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Insofar as data are mado available to the Cont~.actor regarciing tho income 
dish'ibutLion of I-IFC borrowers, the Contracbr will record the degree to which 

I cl~mpatlies' progralns a1 e reaching low-income households. So far as data 
perlanit, the Cotltractor sllall identify different low-income beneficiary groups 
that are being reached, or not, bysthe lending programs of each HFC: i.e., 
formal s s cb r  ernployed borrotvers versus other infornlal sector e~nployed 
borrowers; women-headed households versus t oh l  households; households 
in large cities versus total housel~otds; households wit31 cllder heads versus 
total households. 

The Contractor shall attempt to assess the degree to which I-IFCs have. 
sssinlilatcd the objectives articulated ill the HG-003 ~ r q e c t  Paper. W i t h  
respect tn lending to low-incorne households, the Contractor shall report on 
their success (or failur'e) in meeting Ulese objectives, and document the 
problems that have been encountered in this area. 

Sbtistical data for this assessment will be collecW and supplied to the 
C(?ntractor by USAID/India in advance of the Contractor's arrival in India. 
It will be supplemented by the visits to sampled HFCs. 

' c 4. NHB Support lor System Development 

! A rnajor objective of HG-003 is the &.rovision of programmatic support to 
primary housing finance companies. Support was envisaged to include the 

I 

provision of technical assistance and training-interpreted in a broad sense- 
I 

I and the establis1,ment of an appropriate regulatory framework within which 
the development of HFCs would be protnoted. In this c~ntext ,  support v,~ould 
i~iclude activities such as  regularization of procedure for advertising, I 

provision of a forum for discussion of common problems and dissemination 
of research relating b fund mobilization, and similar matters. I 

Many steps have been taken by the NHB and others to provide such support, 
often with the assistance of U S A I D / I ~ ~ ~ ~ .  A n u m b ~ r  of other activities have 
been initiated, but not yet  completed. The Contractor is requested to-iist 
activities that. have already been hken  in this regard, and activ~ties that 
have been initiated, together wihl tl~e expected outcome of each activity. 
The Contractor will assess the quality and appropriakness of the 

* developmental activities to reach the stated objectives. The Contractor will 
4 assess the current and future role of Indian institutions (other*than NHB a.ad 

the HFCs) which have participated in technical assistance and training 
activities. 

(." 
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AS part of its implemenhtlan planning for the program, NHB prepared a 
Master Progranl Implementatlon Plan (MP I P). 'The Contractor will review 
a ~ d  evaluate Ule progress made by the NHB on the MPIP. 

The Project Payer for IIG-003 idf:ntifieb a number of constraints lo 
devclapmen t 01' U I ~  hc~asitlg finance system, and subsequent p a p  rs 
prepared by and fo r  A.1 D, have listed other constrainls. Some of those art) 
directly addresso(J by the main thrust of this Program, such as the shortage 
o! lending capital available tx prin1al-y lenders. The Project Paper. expliciU y 
stated that certain other conntraink could not be addiaessed by ~ i l f  program, 
including urban tand prices, tenure and titling problerns and inadequab 
urban infrastructure. It was, however, intended '']at a further group of 
policy-related constraints to expanding the housin? 1ic~n.x system co111d be 
addressed through technical assistance and training 

By reviewing technical papers relating to, India's housing finance system 
which have bsen written in the past three years, the Contractor will idelltify 
tllese constxaints (but wed  not cJescribe Uwm a t  any  Ier~gthj. The Cmtractnr 
7 , 4 1 1  make a concisi. statement of steps b be taken to address Uless 
constraints. I t  is likely that the presentation of these findings will be in 
simple t3bu.lar form. 

Tile Contractor will also State what nleasures, if any, have been taken tx, 
iddress these constrairlts over the pdst three years. 

The analysis of cc>nska,irits will be undertaken from ;a review of recent 
literature, some of t\rhiih w1! b(? supplied b the Contractor by USA1 D/lndia. 
The statement of m.easur9s taken will derive from intervietvs with officials 
and representatives of housing finance institutions in India, and from 
documentary evidence. 

6 .  Demand for Additional Reiinancing 
I 

The tonditions precedent lo disbursement of loan funds under HG-00 j 
describe which categories of rupee-denominated expenditure by the NHB are 
considered 'e1igil)le" lor itlcluding in the HG loan. NHB must continue tcl 
incur eligible e:cpenditures equivalent to an additional $25 rniflion for 

, further borrowings to take place under the HG program. The magnitude and 
1 timing of these expenditures is dependent on several factors, not least of 

which is the ability of HFCs participating in the NHB's refinance scheme to 
make loans affordable to households below the median income. 
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: The Contractor s l l~ l l  e:camine the capacity of the housing finance system to 
' ! 

I, get~erate additional financing which meets the existing cribria for eligibilitiy 
I .' 

i i  
for HG loans. The Contractor will describe and make projections of Uls 

I!; 1 principal facbrs which influence dernand, including the willingness of a I '1 I 

co~npanies to m a k e  lower income loans and Ule demand by households for ! 
silch loans. The demand, in turn, will depend on the conditions under which 1- loans are offered. Other factors which may be considered are the supply of 
and demand for different types of loan instrument. 

I 
I 
I Eased mostly upon information provided prior to arrival in India, the II . 
'I 1 ' Contracbr will make ql~antitative projections of Ule dernand for NHB / 2  

I refinancing which blould bc eligible for HI; loans, ta cover Ule next three Y 

I. ,r. 

years. Alternative projecti(ins - 4 1 1  be presented, based on .differing ' b 
assurnpllons of growth of demand for low income housing loans. ,; 

, j  
:! 

7 .  Program )Aanagerner~t 8 l9  

The Contractor shall assess how USA lD!I nclia, RHUDO, and Indian institutions I; , . 

have met their responsibilities for implenlenting Ule program, provision of :I' 
funding, personnel, timeliness of approvals, and coordination. The Contraibr 1 -  

i '  ' , L 

will offer opitlions on how these can be improved upon. :r 
,I 

,I: 

8. Recommendations 1 
' I 

,I ' 
The Contractor vvvill make specific recommendations for the issues described ,j 
in Sections 1 through 7., b improve the performance of the current program i 
and Uie add-on. The Contractor shall cite who is responsible for 
irnplernenting the recornmendations to improve Ulc program's performance. 

B. PROJECT FAPER SUFFLElvlENT I 
The Cofitractor shall prepare a PP Supplement which is based in part upon 
the findings and cclnclusions of the interim evaluation. In consultation with 
the representatives of USAIDi New Delhi and RHUDO/Bangkok, Ule . 
Contracbr will review the PP for the Housing Finarlce System Program (HG- ; .I! i 

h '3031, and prepar2 a PP Supplement tvhich amends, as  appropriate,' the 
background, description, implementation plan, budgets, project analysis, ,,$I { 
conditions precedent and annexes a s  described in the HG-003 PP. 1" , I  

A draft PID has been prepared to amend the HG-003 Program. The original 
Program goal and purpose will remain unchanged; Program activities will 
continue to support three principal. objectives which are to: 
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I 
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I 

i 
I f 
: 1 4 mobilize domestic. resources for housing; 

I 
Y increase private sector participation in housing nance, and 

increase access of ~'niddle and low-income farniI,,s b housing 
1 
m finance. 

1. 

It is currently an ticipakd that h e  expanded Program (HG-003.4) will call for 
approximately $3.5 million in new grant resources, and add an additional 
$50 million in HG resources. These levels shall be examined, revised as 
necessary, and justified in the PP Supplement. The HG loan and grant 
resources will be used to support policy change in h e  sector, NHB's 
refitlancing *dtldow for qualified Housing Finance Cornparlies (IIFCs), and b 
manage the Program. 

'The following surnrnarizes the main themes as presented in the draft PID for 
HG-003A: 

The main ccanstraints b developing a' healthier and more mature 
private secbr hausing finance,system are related to the key objectives 
,)f tlle program: a! facto1.s which inllibit mobilization of domestic 
resources for housing, b) disincentives b private sactor participation 
in housing finance, and c) coilstraints against access by most middle- 
and low-income farr~ilies to housing finance. 

India's new private sector housing finance system is a t  a qitical stage 
! 

in its development. The apex institution, NHB, is developing its role 
and respnsi bili ties for refinancing, regulating and providing support. 
to HFCs. New HFCs are forming in a broad geographical spread across 
India. 

I The expansion of the Housing Finance System Developrnen t program 
krill allow continued progress on system development by more 
careflnlly focusing on supply and demand issues. Because of resource 
constraints, new H F ~ S  are starved for on-lending funds. Expanded 
technical assistance and training resources will be used to mitigate 

'policy and programmatic hurdles to increase HFCs ability to raise 
savings deposits and borrowings. 

Private sector HFCs prefer to lend to the narrow higher incorne loan 
market. Higher iricome borro~,vers tend to meet more traditional I 

underwriting standards, and are presumed to be lesser risks. The 
expanded program will offer incentives to HFCs to learn how to safely 
loan to the largest potential market for housing loans-borrov~ers with 

0 )  . 
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household incomes above and below the median income-by setting 
I 1: aside a certain portion of HG loan proceeds for refinancing home I r 

improvement and plot expansion loans originated by HFCs. 4 I - . - 
(1.- 
I 

Stuclies and training are an integral part of this p l i cy  oriented ,I 1. 
program. Decision makers have been extremely responsive to 11 I: 

information provided through A.I.D. financed studies and 
I: 1, 

consultancies on analysis of constraints and recommendations on 
options for the housing finance system. The growth of HFCs is a + .  I. 
response to changes in the market. These institutions require training ' I .  .I-. 

and support in their developmental phas'e. 
Ct 

The PID will be approved prior b starting the wcrk. Copi~s of the approved 'I: 
r" 

documents hill be provided to the Contsactor a t  least one week prior to 
arrival in India. 

i: 
i/ 

Ilsrng the data, analysis and recommendations developecl through the I 
,1 

interim evaluation, the Contractor will 'meet with officials of NHP, Ule GOI, , r 
I and joint and private sector HFCs, and USAID, as appropriate, to examine the B 

i s s ~ ~ e s  related to amending the HG-003 PP, to irlcorporate the HG-003A 5 

c program expansion agenda as described in the approved PID. Particular I 

attention shall be paid to the policy objectives se t  forth in the approved PID, C 
t 

including the dew?el~pment and negotiation of realistic conditions precedent I 
I 

' which will be required to achieve the recommended policy objectives. ii 
4, 

The strategies for technical assistance and training shall also be examined, ,i; 

with particular attention on the role of the resident advisor to be placed in i! 
NHB offices in Bos~lbay. Tile PP Supplenlent sl~all  carefully, describe t21e 
additional technical and training required ts support the expanded 
programmatic and policy objectives. 

ARTICLE IV: REPORT I NG 

1. The Contractor will prepare two documents: a Draft Interim .I I!; 
t.. Evaluation (IE) Report which addresses Article 111 A; and a draft PP I -  r: 
c 

Supplement tvliich addresses ARTICLE I1 I B ,;I 
.I 
/ "  

~116 I E  Report will include an abstract, an executive summary and a section .I: 

surnmarizing the conclusions and recornrnendations of the evaluatior], in ':'I 
addition to the  main text. Three copies of h e  draft report will be submitted 
to USAID/India and one copy to NHB no later than two working days prior to 

, 

the departure of the Contractor from India. r Q ',.! 

,In 
1 h .I 

1 . 1  

Scope of Work prepared Fri, Mar 15, 199 1 



The PP Supplement. will include text to describe changes in the HG-003 PP, 
I as ap@oprlate, in the background, descrlptlon, budgets, implementation 

plan, project analysis, and conditions precedent. In  addition, taevised 
annexes will be prepared as required. Three copies of the draf t  PP I Supplement will be submitted to USA ID/India no later than two working 
days prior to the departure of the Contractor from India. 

2.  Tlle Contractor $(;ill attend a briefing by P..I .D. shortly after arrival in 
India. The Contracbr shall brief A , I  .D. on its findings and recommendations 
after submission of each Draft Report. The Contractor shall also conduct; a 
separate exit briefing on the findings and concli~sions of the IE  Report for 
NHB oflicials, prior tc> c3epartrlt.e from India. 

3. The Contractor shall submit one GI-iginal copy each of the final I E  
Report and PP Supplement, within two weeks of receipt of 14.1.D, comments 

'i on the draft documents. Both original documents shall be submitted to 
1, :I, I\ CrSAID/India along with fire bound copies of each; the rernaining five copies 

of each shall be sent to RHUDO/P.sia, The originals shall be accompar~ied by a 
!,a computer diskette, written on a Wang-compatible word processing program. 

In addition, tile Contractof' shall subt~lit printed copies of the final documents 
to AIDiWashington in accordance with the general provisions of the Contract. 

4. SirnulL~neously '4th submission of the Final 1 E Report the Contractor 
will submit a draft cf Part I I of the 'A.1 .D. Evaluation Summary Form". lo, 
copy of this form, and of the instructions for completing it, are attached as 
Annex E. 

ARTICLE V: RELATIOFISHIPS AFID RESFONSIBI LITIES 

The activities described herein shall be carried out by two teams; an IE 
Tearn, and a FP Supplement Tearr~. Both Tearns *+?ill consist of shlf  supplied 
by the contractor, along ~ A t h  representatives f r ~ m  USAID/India and 
RHlJDO/Asia. 

The IE Team will be directed by the USAID/India Urban Advisor. The ' USAID/India Evaluation Officer will serve as facilitator to the contractor. 
' 

The RHUDO Evaluation Officer will provide coordination for RHUM). 

: The PP Supplement Tearn will be directed by the USA I D/India.Uy ban 
Advisor. The I?HUI?O/Asia representative shall provide coordination for 
RHUDO. 
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I '4. 

' 4rP.TICLE VI: PERFORMANCE PERIOD 

Coortiination of the timing for the activities of the Contraclot- is essential. '1- 
Tlle field work for both activity components will take place over a live and ',.I 

cne-half week period; with field work on each component overlapping 1 during the middle of U16 period. The Contractor would begin its work on Ule r 

interim evaluation component in India o/a June 7, with completion of field 1: 
activities o/a June 27. The Contracbr will begin its work on the PP 
supplement component in India o/a June 25, and complek its fielci work o/a , 

July 15. The contractor shall coordinate the provision of its field staff to 
assure that Ulis overlap can be accomplished. 

f .a: C 
St3 tistical data from the NHB, as described in Article I I I ,  and background 
reports, v+rill be pt'ovided by USAID/India to tile Contractor a t  least one week 
before departure of the Contracbr for India. The interim evaluation analysis 
will begin on receipt of these data. Field work in India, including visits b a 
sample of four HFCs b be identified by MSAID/India and NHB, will proceed 
for approximately three weeks. The draft I E  Report will be reviewed by 
NHB, USAID/India, P.HUDO/Asia and APRE/H. The consolidated comnlents 
from these four agencies will be sent by USAID/India to the Contractor 
within Ulree ;veeks of receipt of the ~ r a i t  IE Report. The Final IE Rcpurt will 
be cotnpleted no later than Vvvo  creeks a f k r  receipt of comments on Ule draft  
report, o/a August 5, 199 1 .  

, . .,f 
Background reports for preparatioh of Me PP Supplement will be provided IF 
by USAiD/lndia to Ule Contfacbr at least one week before the departure ol 
the Contracbr for India. The background analysis 
Ulese data. Field work in India will proceed for approximately three 
The Jraf t PP Supplement will be reviewed by USAID/India, 
APRE/H. The consolidated comments from these three 
by USAID/lndia to the Contractor within three weeks 
PP Supplement. The Final PP Supplement will be completed no later 
two weeks after receipt of comments on the draft, o/a August 19, 

ARTICLE VI I: STAFFING 

Each team will consist of representatives from the Contracbr, dong wi 
representatives from USA ID/  India and RMUDO/Asia. For Ule IE 
Contractor will provide three representatives. For Ule PP 
the Contractor will provide two representatives. 

it , 
: f USAID/India will provide logistic support to the Contractor for both 
,lk, 

components. NHB has agreed to second a senior staff member to assist @ 
.XI 

I 
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8 c I 

I 

1 
I 

(:ontractor as needed during t h e  field work for the interm evaluation. NIiB 
and IISAIu/Indi3 will work to assemble relevant data w h ~ c h  1411 be sellt by 

L USAID/India to Ule Contractor a t  the outset of each activity component. 
4 

A R T I C L E  VI I I .  LOG1 STICAL SUPPORT 
i, 
l o  ' 

I :  To supplement the zquipment available in Me lvlission, the Contractor shall I 

provide each of its representatives with portable computer equipment c\tl~ile 
working in India. The operating system for this equipment shall be IBM 
corrlpatible. 

. 

ARTICLE I X :  WORE DAYS ORDERED 

For- tile itlterim evalua ticn cor~lponen t: 

Housing Finance Specialist/Team Leader 28 Days 
Housing Finance Specialist 28 Days 
Housing Policy Specialist 23 Days 

Housing Finance Specialist/Team Leader 28 Days 
Housing Policy Specialist 28 Days 

140 Days 

I . .  
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ANNEXURE '0'' TO SOH FOR I l4TERKti EVALUATION 

(Data t o  be c o l l e c t e d  should r e f l e c t  p o s i t i o n  as on March 31, 1991) 

(1 )  l i s t  o f  significant r e g u l a t o r y  changes and t h e i r  dates, d u r f n g  the 
' p e r i o d  J u l y  1988 t o  March 1991. . , 

! 

a) Regulatory changes r e l a t e d  t o  c a p i t a l  markets. 
b)  Related t o  ope ra t i on  o f  Housing Flnance Companies (HFCs) 
c )  Mob! 1 i z a t i o n  o f  Resources 

( 2 )  i f s t  o f  NH8 a c t i v i t i e s  c o n t r i b u t i n g  t o  Housihg Finance System 
Development d u r i n g  the p e r i o d  J u l y  1988 t o  March 1991. 

e.g. a) guide1 ines f o r  HFCs 
b )  acceptance o f  deposi ts  
c )  l e n d i  ng p r a c t i c e s  o f  HFCs i n d  i n t e i c s  t ra tes  e t c .  

.I.; 
(3 )  L i s t  o f  new P u b l i  c / J o i n t / P r i v a t e  Sector t!FCs formed du r ing  the  p e r i o d  , I 

J u l y  1988 - March 1991. 
I . :I 

( 4 )  For J o I n t l P r i v a t e  sec tor  HFCs - ( recogn ized by the NHB) 

d i spe rs ion  o f  a c t i v i t i e s  I n  t e r m s  o f  opening..new branches and the1 r 
loca t i ons ,  d u r i n g  the p e r i o d  J u l y  1,988 - March 1991. 

I 

( 5 )  i i s t  o f  HFCs c l a s s i f i e d  -nd  recognised by the NHB ( e l i g i b l e  subborrowers) '  
as on March 31, 1991. 

( 6 )  For Recoqni sed HFCs ( e !  i s i  b l  e subbor rowers~  

Tota l  Loan Sanct ions 
b Vo 1 ume 

a) Yearwi se and 1988-89 = 
according t o  1989-90 = 
loan s izes  1990-91 = 

Loan Sanct ions below 
I 

median income 
N Q L  Vo 1 ume 

' b) 1988-89 
1989-90 
1990-9 1 

To ta l  Loan Disbursed 
Volume 

loan O i  s bursed 
below median i ncome 

Vo 1 ume 



c)  1908-09 ) 1 )  Number o f  U n i t s  f lnanced by l o c a t i o n  I 
and lncome category 

1989-90 i i )  Average loan s ize  
1990-91 l i i ) Loan/House PrlceICos t r a t i o  accord ing  to  1ocai.t 

i v )  T e r m  - I n t e r e s t  ra tes  c - Loan a s  % o f  House P r i c e l c o s t  , 
- Repayment p e r l o d  I 

- Processing fees e t c .  $ I- 

1) P r o f i  t a f t e r  TaxIAverdge 
N e t  Wcrth 

1 1 )  Debt lEqui t y  Ra t i o  
i i i) Tota l  Assets 

i v )  L i q u ; d  Assets as X o f  deposi ts  
(10% o r  more) 

V )  Equ i t y  C a p i t a l  as %age o f  
Tota l  Assets (5% o r  more) 

v i  I n t e r e s t  Coverage R a t i o  
( I n t e r e s t  t o  Gross Income: 1.2 t o  1 )  

v i i )  Household Income t o  I n s t a l l m e n t  
r a t i o  (37. o r  l e s s )  

o  Own Resources:.  
- Share Cap! t a l  
- Reserves 

,o Borrowings :- 
- Oepos i t s  
- i 1 Household deposi t s  
i i> Corporate depos i ts  

- Bonds 
- Term Loans 
- NHB Ref inanc ing  
- .External  Sources 

e )  Rates o f  Overdue Loans: 

o Volume o f  Overdue loans t o  i n d i v i d u a l s  r e l a t e d  t o  outstanding 
loan p o r t f i l i o s  



Overdue f o r  more Overdue for more Ovurdue f o r  more More than 
A b n  30 d u s  .--J~-L 1 . ~ ~ U . J - f i ~ 1 1 f  hd- aue_ltedl. 

1908-89 
1909-90 
1990-91 

.I o  S l m l l a r l y  Number o f  overdue loans t o  I n d l v l d u a l s  r e l a t e d  t o  
ou ts tand ing  loan p o r t f o l i o  i n  terms o f  number o f  loan.  

a f )  Organ iza t i ona l  Chart  & copies o f  Annual Reports ( f o r  l a s t  3 year's) 
I ,  

t 

(7) I n f o r m a t i o n  on y e a r l y  and cumula t ive  r e f i n a n c i n g  made by the NI iD  t o  
Coinmercial Banks/tiFCs/Cooperative s e c t o r  f o r  the l a s t  3 years u p t o  
March 31 ,  1991. 



ANNEX 1.2: 
PROTOCOL FOR HFCs 



Inatructions for Catnpletion: 

1, Ask the IIFC munngcr rluestlortu in scctions I.-111. 

2. Ask the W C  manager to direct us to other staff to conlplete scctions IV,-V, r~lid for 
information to fill in any of the gaps let by the unswcrs of the rnunager to the 
questions on sections I,-111. 

3. Instnjctions to the interviewer are in capital letters Irr prucnttieses. 

4. When data is given by the respondent, indcate if i t  is i~pproxitnate sr exact by using 
the abbrevia;ill)ns ':;;p." ind "ex." 

5. Ask respondents to keep their answers brief, as we have lots to cover. 

I, HFC GROWTH AND DEMAND 

1. Background on fum 
a. Why did your firm's founders decide to form an HFC? 

, b. How long has your firm been operating? 
c. How long have you personally been in the business of housing finance? 

I 

Branch growth and Loan Growth: 
What types of outlets do you have (head offices, branches, data collection centers, 
etc.) 
How many of each type of outlet did you have 3 years ilgo and how many do you 
have today? 
Lf the shan of each outlet type in y o u  total network has changed over time, why have 
you made this modification? 
Has your branch expansion been extensive into new regions or intensive, increasing 
coverage in given regions? Why? 
Has your branch expansion been primarily in metropolitan areas or smaller towns and 
rural areas? Why? 
In which states and territories do you operate ? 
- Why have you chosen these regions? 
Data provided to us by NHB indicates that your loan growth has been X% per year 
over the last three years. - Is this correct? 
- What are the major factors contributing to this growth? 
(IF RESPONDENT UNABLE TO ANSWER THIS QUESTION QUICKLY, SKIP TO . 

I.2.j.): In 1990-91, what percentage of your loans were for 



'"J 
> >., /.*.-.- 

I It 

less thun 50,000 RN 
from 50,000 to 100,000 Rs 
more than 100,000 Rs 

i.  I-low has this ciislribution changed over the last thrcc yews? 
. What arc thc major factors explnining thcsc changes? 

j* 
voltlrna seem accurate to you. If not, please correct. 

I :I (SHOW RESPONDENT TABLES 14 AND 15): Do these flgurcs for loan size and , ' 'I 
k.(o) Accordii~g to tho information wc received from NED, your ratio of loans sanctioned to' 

loans disbursed in 1990-1991 was X%. What accounts for this rctio? a 

1. How has the NMB refinancing facility affected your nbility to: - lend to diifcrer~t income groups? 
expand your loan volu~nc't 

'r 3. Change in Distribution of Borrowers: :Im 
a. Annually since inception, or fol last t h e  years, u,hichever is less, what % of total 

loans have been to: - individuals for home ownership 
- individuals for home improvcmen t - companies (not invalved in construction) for non-housing u;es 
- compariies (not involved in construction) for rental unit construction 
- companies for repackaging to employees 
- construction f m s  
- construction f m s  with financing tied to promise of permanent take out loan 

for hone purchasers when units completed - other entities. Please explain. 
b. Which of the above have the greatest potential for growth? Why? !; 
c. Which are the most problematic for you? K3y? i 

d. How has the NHB refinancing facility affected the type of 1: 

borrowers you have lent to. i t  I 

I.' 'I 
Denrand t 
Has the demand for yox loans declined, stayed the same, or increased over the past 3 
year, over the past three years? To what do you attribute this? 
Which income, groups currently pn3yk-k the greatest 3cs.and for your loans? 1 
Do these income groups differ by geop3hic area? 
To which other income groups would you like to lend but have not succeeded? In i 

which geographic areas? 
Please prioritize the three main problems you have had in meeting this demand and I 

briefly explain. 
What regulatory or other changes would help you meet this demand? 
What role mrght the NHB play in helping you meet this demand? 
Do you plan to reduce the size of your business, maintain it, or expand it? Why? 
Do you think that borrowers whose homes an under 40 squaru meters but which cost 
significantly more than 1.5 lakhr? sometimes obtain more than one loan in order to take ';, 



ndvantngc of the lower interest rntcs availublo on smnll lorins'! 
j* Elow do you mnrkct your lonns't 
k. !-low do your mnrketirig techniques differ for different iticomc groups? 
l.(o) EIaw much do you plan to use NEIB's new progrnrrls to financc land dcvclopmcnt 

and shclter project schemcs? 
m.(o) Under this land devclopmcnt progmm, do you think the bulk of demand will come 

from public agcncies, private devclopcrs, or cooperative housing socictics. 

Going down-mukct 
Home Improvement and Plot Expansion Loans: 
Are you intexsted in making home improvement or plot cxptinsion loans to borrowers 
below the median income? Why or why not? 
Please prioritize the thrcc most frequent barriers to muking such loans and briefly 
explain. 
Axe convcntional underwriting standards a high, medium, or low barrier to financing 
.low-income household? 
Is the lack of an effective foreclosure law a high, medium, or low barrier to financing 
low-inc~mn households? 
How cou1.d N?U3 help you in increasing your volumo of home improvement and plot 
expansion ! cran~?  
What role might community groups and other hon-governmental organizations play 
that would assist you in making such loans? 

Apartment Loans: 
What propodon of your loans volume is currently made for construction of 
apartmcn ts? 
Please prioritize the three most important barriers to making such loans and briefly 
explain. 
How could NHB help in increasing your volume of loans for apartment 
construction? 
1,oans to Low-Income Households, Overall: 
Please prioritize your three most frequent problems in making loans to lower-income 
people overall and briefly explain. 
How does the scarcity of serviced land affect your ability to lend to lower-income 
people? 
How could NHB help you in increasing your lending volume to low-income people? 

25% of Loans Free of NEB Requircmcnts 
(SAY TO RESPONDENT: "YOUR COWANY IS ALLOWED 'TO LEND 25% OF 
TOTAL LOANS FOR ACTIVITIES OUTSIDE THOSE SPECIFIED BY NIB)": 
What do you invest this 25% in? 
What average rate of reurn do you get on these investments? 
How does this rate of return compare with that from housing loans regulated by NHB? 
Are these loans of high, medium, or low importance to your overall profitability? 
Please explain. 



Have you been approved for participation in the HLA plan? 
Do you think this plan will (would if approved) be of low, medium or high use to yau 
in mobilizing funds? Why? 

RESOURCE MOI3ILIZATION AND SUPPLY r ;!b 
!I' 

: Vb 
Composition ,:,! 
(IF' RESPONDENT UNABLE TO ANSWER THIS QUESTION QUICKLY, SKIP TO 
11.1 .cis): I :I - 
What is the percentage brer~kdown of your resources, including the following: I ;  

! - - Houschold .deposits 
- Corporate dcsposits 1; 

Equity Capital 1 
What is the minimum long run ROE your investors expect? a ! 

What are your plans for achieving this rate? , , 

Have you had a low, medium, or high level of difficulty attracting equity capital? 
Why? ' 11 '\ 

:h What organizations or individuals are the main contributors of equity capital to your ,! 
business? 4 

Term loans from banks , t -  

Bond issues I 

- Loans from "external sources" such as international organizutions I' 
1 - HFC refinancing ! 

How has this breakdown changed in the last three ycnrs? (IF POSSIBLE, CIET 
BREAKDOWNS FOR THESE YEARS). 

Borrowings (Debt) 
What has been the term of borrowing available at different interest rates? 
Have you been able to tap capiial markets? Why or why not? 

- 

b 

What supply factors explain these changes? b.3 

(SHOW RESPONDENT TABLE 11): Do these figures for resources seem accurate 
f~ 

tc you. If not, please comct. I,! 
r *  

Which arc the most desirable sourccs of resources and why? 

Deposits 
What interest rate have you paid on household deposits? On corporate deposits? 
Please prioritize the t h e  most important problems you have had attracting individuid 
deposits and briefly explain. - Are these problems 4ifferent for household versus corporate deposits? 
Have government r e g u l a t i ~ . ~ ~  on term and interest rate of deposits had n high, 
medium, or low influence on your ability to attract deposits? 



ii. 
iii. 

iv. 

1.luvo you had a low, mcdiurn, or high levcl of difficulty borrowing from corporntions 
such no insurance companies? Why? 
Are you nblc to borrow funds at below-market irltcrcst rntcs or for unusunlly long 
terms? From whnt sourccs, nnd why? 

NHB nfinrrncing 
Qualification for participation in refinancing program: 
Was it difficult for your firm to meet any of tho requirements for qualification? - If so, which ones? 
What information did NHB request when you applied for program qualification? 
Did NHB conduct a site-visit? - if so, what type of information did they collect? 
Mow long did it toke from the time you submitted your i~pplication until you rcccivcci 
notice of your approval? 
Briefly describe the process used for preparine n loan for sale to NHB. 
How long does this process take? 
What data do you submit to prove that loans meet value, size and income 
requiremen ts? 
How does NHB verify this information? 
How did you calculate your refinancing requirement projections for 199 1- i996 that 
you gave to NHB? 
(SHOW RESPONDENT TABLE 12): Do these projections for refinancing seem 
accurate to you. If not, please correct. 
What nave been the program's main drawbacks? 
What have been the problems with meeting NHB requirements for house size and loan 
ar.,~unt? 
Please prioritize the t h e  most important means you have used to meet these 
requirements and briefly explain. 
Is the NHB facility for financing of low, medium, or high use to you? 
How has the program's usefulness to you changed as a result of program changes? 

USAH) HG component of NHB refinancing 
NHB assumes that all loans below Rs. 50,000 arc made to households below the 
medim income of Rs 2,200 per month. What percent of your loans under Rs.50,000 
are to householdii below median income? 
When NHB wishes to lend to below-median income households, would it  be more 
effective to limit loan amounts to bciow Rs.50,000 or to uttcmpt to limit loans to 
households eaining Rs.2.200 per month or less? Why? 
Can you estimate the percentage of your borrowers who get more than one loan below 
Rs.50,000 for construction or purchase of the same house? 

Effect of capital cost and term on business 
How has the cost and term of resources changed over the last yeaT, over the last three 
years? 

1 : ' I  
!!, 

, 1, ; 
, . 
I . !  

4 ( 

, ' 
' ' I .  



. , ,. 1- ! 
,..I , f a r  ,, i l  , , 

' 1  1 , ! 
I ., '. , , I  , , , I . # ' 1 , . . "I, " . ,  I,, I .  e n  ,,,,, & * ! , , , , I  i,i ;, , , , ,A , ' ; ,  , j ,  8; ,.I,*, , * , #  , ,,,, L,>* # ,I , ,  ,:;,, , ' , , , # , ! , f  !,;a; 

<I: 
b. I-Ins the cost or term of rc::ources limited you to u pnr-ticulnr market segrncnt? If so, ;,ir 

which one? ,!I .I ; 

c. Do you have access to low-cost funds from an nt'filinte of a large, govcrnrncnt- ! . L  i 
controlled financial institution or similar institutiori? I 

I! 
d, Arc you an independent organization without links to Iluge, government-controlled , ; i f  

institutions and without access to low-cost funds. 11, 
I 

' c. Given your cost of resources, what do you think housing loan interest rates should be? :' 
Please explain your thinking. !:k 

f. How docs access of some but not all housing finance institutions to low-cost funds ;'- 
affect the housing finance system of Lndia? I 4- 

, g. What changes would be necessary to make access to funds morc equal? jY 

! v 
; .. 

i :jI 
3 I 

111. NHB SUPPORT AND MONITORING AND HFC-NUB DIRECTOR MEETINGS $ 

a. 
1. 

ii. 

iii. 

* iv. 

v. 

vi. 

b. 

' !b 
NHB Classification: 1' 
What information did NHB request when you applied for classification? 1 , ' I  

'-" 

Did NHB conduct a site-visit? I ! - if so, what portion of your brances did they visit aild what type of information I 

did they collect? IC 

Did NHB assist you in obtaining tax aavantagcs? ' I' 1: - If so, how? {L 

Has the "classified" designation facilitated your efforts to obtain debt and/or equity :L 
financing or provided you with other non-tax benerits? 

I y Has your recognition for the refinancing program provided indirect benefits in addition I 
to those provided from your classification status? 1 

How long did it take fmm the time you submitted your application for classification . j  
until you received notice of apprgval? I I *  

Wen any of the requirements for classification difficult to comply with? : :$ 
' L - If so, which ones and why? s 111 

!r 
What NHB oversight actions are you subject to because you are classified as an HFC. 2 
What additional regulations are you subject to because you an recognized to take part 
in the refinancing program? 
Please describe to me what NHB auditors do in their visits here. 

"6 
6 I{ 

Do they take any of the following actions: !! - examine loan files. how many? : : 
$: - if yes, do they look at just mortgage files or other types of loans as wsll. 

- check the information in a loan file by calling loan applicants, employers etc. I 

- audit or examine your financial records I 
8 1 - question you on the cost and terms of your resources - discuss management with you 

- other actions? 
: f 

Do they come annually or at morc frequent intervals? 
Has your submission of quarterly financial statements ever elicited a response from 

I 
8.  
Y i 



M.1137 What was that response? 
In its regulatory/monitoring role, has NHB providcd advise or guidance rcgtudi~~g your 
financial situation, underwriting rules, etc? 

Technical aid and training 
Have you received any technical aid or training from NHB? 
If so, in what areas? (planning, rcsource mobilization, systems etc.) 
What fonn has it taken? (documents, seminm, on-site training etc.) 
Has this training had a low, medium, or high degree of use for you? 
How has it helped your organization? 
In what areas do you think you could most benefit from technical aid and/or mining? 
For training in which areas would you be willing to pay'  How much would you bc 
willing to pay? 

Attendance at periodic meetings of HFC executive directors: 
Have you attended the periodic meetings between NHB and the directors of the HFCs? 
Are these meetings useful? How? 

Other contacts with NHB and suggestions: 
In addition to technical assistance and monitoring visits, and meetings of the directors ! 

of HFCs, what other contact do you have with NHB. 
What suggestions do you have for improving the technical assistance, monitoring, 
director meetings or other contacts with NHB? 

FlNANCIAL HEALTH 

Underwriting Standards 

Are your standards written down? - May we have a copy? 
Who sanctions loans? 
What education do underwriters have and what'training do they receive? 



d.(o) exccpt at least collect, i rate it~fo) For cllch loan typc your firm offcrs: 
, A 

' B  

(OPTIONAL): TYPE 1 TY 1% 2 'I'YPE 3 TYPE4 1 
L W  I I 
mnx gross income/repuymen t ' , I  

: avg gross income/~puyment I I 1 :I !, 
contracted loan maturity . I# 

observed average loan r 
, I *  

maturity (given that many I ' 
, borrowers prepay) : I- 

; ! I  interest rote range 
, 

type of payment options ,I 

option for annual interest , i? 
rate adjustment? (Yeslno) 
collateral requhmen ts 

B 
,t . 1 '  

guarantor required? (yes/no) ..L I: 

this loan type's % of 'r A. 

total loans outstanding #I 

8 
8 ,. 

e. When a borrower defaults, do you expect to repossess his unit? I 

, f. What other actions will you undertake to induce him to repay? r 
' 1  

(social sanction, guarantor pressure, unit downsizing) .;. 

6. Do you have a written poiicy stating actions collection agents should take when 
borrowers miss payments? $ 

.,;r - If yes, may we have a copy? . :$ 
2. What is your interest' rate coverage? .. 
3. How do you assess your interest rate risk--that is, the risk of your interest rate 

'k I- 
1- 

coverage worsening in the future because of changes in interest rates? What is your 5 
interest rate exposure? , . : 5 

4. Do you have contingency plans in the event that your cost of funds rises sharply and ,;li 
the government does not allow you to significantly increase interest rates on ,i 

outstanding loans? 1- 
i I! 

4. Have you used non-traditional mortgage instruments? 1.6 
* - For which income groups do you use these instruments? , 

, ,: 



., Loan Quality . What percentnge of your loan portf~lio (in terms of nurnbcr of lon~~s  nrld loan volumc) 
is past due by 30 dilys, 3 months, 6 months and one yenr: 

(i) % of Total (ii) % of Totul 
# of Loms Loan Volumc 

- 30 days 
- 3 months - 6 months - 1 yew 

b. We have seen anecdotal evidence indicating that when women are coborrowers witti 
their husbands, the incidence of late payment is lower. I-Iave you observed such n 
trend in your lending? 

c. What percent of the total volume of loans made since inception have been charged 
off? 

d. How do you decide when to charge off past due loans? 
e. Your reserve for bad accounts is what percentage of your totill loan volume? 
f.(o) To date have you tried to repossess any homes?* 

-(o) if yes, what happened? 
-(o) if not, why not? 

Earnings: 
(GET THIE FOLLOWING IN FORMATION FOR THE PAST 3 YEARS WITH 
E,XPLANATIONS OF THE CHANGES OVER TIME) 
What is your after tax ROA? [Net income/avg, assets] 
What is your after tax ROE? [Net income/avg, equity] 
What other indicators of return and cost do you use and what ae they? 
How much is your loan origination fee? 
What percentage of your staff and overhead expenses are covered by fee income? 
Dividends are what percentage of pre-tax income? 
Wliut portion of your profits do you retain in your company to fund further growth? 

7. Capital 
a. What is your equity as a percent of assets when equity excludes reserves for 

contingencies 
i. When it includes these funds? 

b. (ASK QUESTIQNS 2A.-2F. IF MANAGER I-~AS NOT PROVIDED THIS 
. a  

INFORMATION ALREADY OR IF MANAGER'S DATA WERE ESTIMATE) 
What percentage of total liabilities are:" - household deposits? 
- Corporate deposits? 



Tcrm lorins from Dnrlks? 
Bond issues (if upplicnble)? 
Loans from Ir~ternationni Organizntionu' (World Dunk, AID, ctc.)? 
WC's rcfinnncing  lout^. 

! c. What is your firm's Debt to Equity ratio including NHB rcfinuncing? 
1 
i d. What is your firm's Debt to Equity rado exclu(fing NHB refinancing? 
I e. Do you hnve contingency plans for funds rnobilizution in the event that NI-IB is 
I required to significantly reduce its refinancing program in the future. 

If yes, what nrc thcy? 

V. LENDING TO LOW-INCOME HOUSEHOLDS AN!? OTHER GROUPS 
m 

I 

1 Quantity of Loans 

a. For each of the last three years, what share of your totnl lonns have been to families 1 
with incomes below Rs.2200 per month? 

I I - Why has it changed in this manner? (or why llns it  remained constant?) 

2. Of these loans to low-income households', please estimate what percent were to the 'I 
categories below and how this figure has changed over time: 

a. female-headed households 
b. informally employed families 
c. rural families (living in towns with populations below 1 lakh and below 0.5 lakhs) 
d. families with household heads over 55 years old 
e. of the above low-income subgroups which a.xi the hardest to loan to and why? 

What is your planned increase in number of loans to low-income households? - Is the sharc of loans to low income borrowers in your total portfolio of loans 
likely to change over time? 

What problems do you most frequently encounter when you loan to these 
groups: 
a low interest rate spread? 
high fixed costs as % of allowable fees? 
these families are more likely to make late payments and/or default? 
others. Please explain. 

5. Please prioritize the h e  most frequent reasons thnt families in this group are denied 
credit? . 

a.(o) They cannot secure a clear title to the land they wish to build on or the home they 
wish to buy? 

b.(o) Their income is too low to be able to afford the necessary repayments? 
c.(o) They nre informally employed and &us their cash flow is considered too uncertain? 



d.(o) 'I'l~cy livc n t  a lcvol so closc lo subsistcncc that cvc~i 11 s111i11l cIIicrgcncy will force 
tlictn to ticlny their priyrncntsl) 

640) Do low-income flmilicv huvc I~ighcr late payrncrlt rind clcf'irult ratcs thr ln  fn~r~ilics wit11 
incomes above the median? 

a.(o) If yes, can you cstirnritc how much higher') 

7. What are thc udvuntugcs of lowing to low-incomc gro\lps: 
a.(o) opporturiity to obtain NkIB refinnncing. 
b.(o) luge potcntiul murkct 
c.(o) other? please explain. 

THANK YOUR FOR THIS VERBAL INFORMATION. WRITTEN DOCUMENTS 
DESCRIBING THE COMPANY, DEPOSIT ACCOUNTS, LOAN PROGRAMS, OR O' I 'ER  
INVESTMENTS WOULD ALSO BE H E ~ F U L .  THESE INCLUDE ANNUAL MPOIZTS, 
DESCRIPTIONS OF DEPOSIT SCHEMES, LOAN BROCHUES, ADVERTISEMENTS, 
AND NEWSPAPER ARTICLES. 
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I J.S. Varshncyu 
, S.P. Ghosh 
, I  S.D. Hosangadi 
' *  P.K. Singh 
' V.K. Ciarg 
1 ' P.K. Hnnda 
M.K. Rakshit 
Alok Pmsad 

 in^ Dcvclonmcnt Financc Cornomtion 
Dccpak Satwalekw 

HUDCO 
S. Sharma 
Mulkh Raj 

Credit Ratinn Information Services of India 
Pradip Shah 

LIC Housing Finance 
K.P. Niuasimhan 
S. Subramanyan 
T. Paul Diamond 

Infrastructure Leasinp and Financial Services 
Ravi B handari 

Can Fin Homes Ltd. 
I 

: M. D'Souza 

' SBI Home Finance Limited 
# ,  Ashish Kumar Sen 
I 
I 

.I Dcwan Housinp Finance 
I !  
t .  Rajcsh Kumar Wadhawan 

I 
I, 1. Guinrat Rurnl Housing Cornomtion 

a N.V. Pdany 
:/; 

aornbuy 

New Delhi 
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Bombay 

Bombay 

Bangalor 
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Ahmedabad 
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ANNEX 1.4 
DESCRIPTION OF PRINCIPAL PROGRAMS OF THE 

NATIONAL HOtTSINO BANK , 

a This description consists of thrcc nnncxures taken from the document, "The Nutional 
Housing Hank," published by the bank in October 1990. 



IIomc Loan Account Scheme (nnr iexurc 1) 

Lntroduction 

1. 'To progrosslvely moet the colossal housing shortage in lho counlry, i t  Is nocossary to 
bulld at least oflo rnllllori now houslng unlts por annllrn. It Is proposod to achleve thls 
love1 of annual addllion lo housing stock over a perlod of flve yoars. Tho financial resources 
required for Ihe purposb are estimated as under:- 

Year Rs. Crores 

1989-90 1,000 

1990.9 1 2,000 

1991.92 3,000 

1992-93 4,000 

! 993.94 5,000 

2 Commercial banks wore lo lend Rs.300 crores in 1989' and lhis is expectod lo 
lncreaso over Itlo noxl livo yuars. Resources will also bo available from UTI, LIC and GIC, Evon 
so. Ihe available resources are unlikely lo malch lhe requirements referred to above. There is, 
Ihurefore, neod for mobilisin,g additional resources from \he public. This is sought to be done 
by kindling and sustaining the desire lo own a house, which is strong in every individual, by 
encouragirig lhem lo save specifically for housinj and match it wilh long term instllutlonal 
credit support. For this purpose, as announced by the Finance Minister i t 1  his Budget speech 
on 28th February 1989, a scheme called Home 1.oon Account Scheme has been 
launched from 1st July. 1989 by Iho Nalional Housing bank wilh Ihe co-operation of 
scheduled banks, both commercial banks and co-operalive banks participating in the scheme, 
all over India. The scheme is being gradually extended to ;I1 Ihe eligible housing linance 
institutions. 

Home Lonn Account ( I U  ) 

3.2. IWto can open? 

Any Individual, major or minor, not owning a house anywhere In  India, can open a 
Home Loan Account. The beneficiary will be required to give a decl~ration to lhe effect that , I 

i 
Ihe account being opened is Ihe only accounl under the scheme and that shelhe does not I 

already own a house anywhere in India. In opening accounts for minors. parentsfguardians will 
! 

be encouraged to open accounts In Ihe names of girls first to provide social security to them. 
A co-parconer of a Hindu Undivided Family jointly owning a house is also eligible to join the I 

scheme. Non Resident Indians can also open Home Loan Accounts lhrough either direct 
remiltances or transfer from NRE accounts. All the other condilions of tho scheme, including 
tho interest ralo. will be tho same as applicable 10 resident Indians. 

3.11. When? to open? 

The HLA of National Housing Bank can be opened wilh arly branch, in India, of designated 
scheduled banks. An account opened with a branch of scheduled bank can be transferred to 
any other branch of the same bank. An account can also be transferred free ot cost irom one 
bank to another bank through mulual consent in case the member desire!; transfer of account 
to a place where Ihe bank wilh which the account was opened does not have a branch. 

8 

Tho princlplo behind HLA Is that a member joining it will save as much as shefhb can, for a 
minimum period of 5 years. The scheme is open-ended and a member. Including a minor, Is 

I 

1 ::*, .:Jii$ a; ; :,!$; Y!! J:~.-~.;v!;;/;~~~;.,;:.~$~~.~~:~:;j,! ( ;,:;:,$t $@!!,i!y,rqJ.;w! 
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The savings will o w l  Interest @ 10 per cent per annum which will be added to lhe 
account annually (in the month of March) and lreatod as reinvested in the account. The 

# I  
Interest rate Is subject to change In tho event of revision of interest rates by Ihe l761. !. 

expected to save regularly until she/he decides l o  acquire a houso/llat. The minimum , a *  

contributiori is Rs.30 per month. To facilitate participation in tho scheme by all segments of the 
communily, the contemplated contributlon can also be made In quarterly, half-yearly or annual i 

The amount of accumulated savings (including interest) on the basis of regular contributions 
for a perlod of five years will be as under : 

k 

Amount saved 
per month 

Rupees 

3 0 

50 

100 

150 

200 

instalmenb subject to a minimum of Rs.90, Rs.180 or Rs.360 respectively. The mornber will 
I 

have the option to vary her/his contribution as and when i t  is convenient for her/hlm to do so 
but the contribution will be in multiples of Rs.10. 

i 
i 

, 0 .  ,..I 
3. &. Intenst  on savirlgs , 

. t o  

( 

Approximate savings 
after five years 

Rupees 

2.300 

3,900 

7.700 

11,600 

15.400 

, Amount saved 
per month 

Rupees 

300 

500 

1,000 

1.500 

2,000 

Approximate savings 
after five years 

Rupeos 

23,200 

38,600 

77,200 

1,15,800 

1,54,500 

The amount to be savod b y  a member snould bear somo relalionsh~p to the cost of 
plot/house/flat proposed to be acquired so that together with Ihe loan contemplated under 
the scheme, the mernbofs desire is fulfilled. Thls wlll.necessitate the member to assess the 
cost realistically keeping in view the cirrrent trends In prices of land and cost ot construction. 
Banks will also provide guidance on these trends in different parts of the country. 

3 .d  Nominadan/adlity 

The account is not transferable to others. Nomination facility is available for the purpose of 
payment of accumulated savings, but not for any other benefit under the scheme. 

Defaults / Dhcontfnuancc 
8 I 

4. Regular payment on monthly/quarterly/half~yearly/yearly basis is the sine qua non of the , 

scheme. It the member lails to make contribution for a continuous period of 12 calendar 
months, the original date of opening i(U will be shitted forward by the period of default and 
the minimum period of contribution will be extended correspondingly. In the event 01 a 
member discontln~~ing the contribution, the amount standing to the credit in the account will 
become payable only after five years from the date of opening the account. 

K The object of the scheme is to encourage the member to save over a period of years, 
Ihe amount required to be provided by herlhirn as margin money for any housing loan. The 
accumulated savings can thus be set off against any margin requirement lor a housing loan 

I!:,' olther. under this scheme or any other housing loan scheme. The amount s&ed under the 
I"  
1 ' .  I . 
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Home Loan Account Scheme ( a n n c x u r c  11 

Introduction 

L t o  progressively meet the colossal housing shortage in the country, it is necessary to 
build at least one mill ion new houslng unlts per annum. It is proposed to achieve this 
level o i  annual addition to housing stock over a period of five years. The financial resources 
required for the purpose are estimated as under:- 

Year Rs. Crores 

2 Commercial banks were to lend Rs.300 crores in 1989' and this is expected to 
increase over the next five years. Resources will also be available from UTI, LIC and GIC. Even 
so, the available resources are unlikely to match the requirements referred to above. There is, 
therefore, need lor rnobilising additional resources from the public. This is sought to be done 
by kindling and sustaining (he desire to own a house, which is strong in every individual, by 
.encouraging them to save specifically for housing and match it with long term institutional 
credit support. For this purpose. 2s announced by the Finance Minister in his Budget speech 
on 28th February 1989, a scheme called Home Loan Account Scheme has been 
launched from 1st July, 1989 by the National Housing bank with the co-operation of 
scheduled banks, both commercial banks and co-operalive banks participating in the scheme, 
all over India. The scheme is being gradually extended to ;I1 the eligible housing finance 
institutions. 

Home Loan Account (HLA ) 

3.L Who can open7 

Any Individual, major or minor, not owning a house anywhere In India, can open a 
Home Loan Account. The beneficiary will be requited to give a decliration to the effect that 
the account being opened is the only account under the scheme and that shelhe does not 1 
already own a house anywhere in India. In opening accounts lor minors, parentslguardians will I 

be encouraged to open accoun!s in the names of girls first to provide social security to them. 
A co-parcener of a Hindu Undivided Family jointly owning a house is also eligible to join the 
scheme. Non Resident Indians can also open Home Loan Accounts through either direct 
remittances or transfer from NRE accounts. All the other conditions of the scheme, including 
the interest rate. will be the same as applicable to resident Indians. 

3.11. Whrn to open? 

The HLA of National Housing Bank can be opened with a i y  branch, in India, of designated 
scheduled banks. An account opened with a branch of scheduled bank can be transferred to 
any other branch of the same bank. An account can also be transferred free of cost from one 
bank to another bank through mutual consent in case the member desires transfer of accaunt 
to a place where the bank with which the account was opened does not have a branch. 

3.iii. Rate of sauings 

The principle behind HLA is that a member joining it will save as much as shelha can, for a 
minimum period of 5 years. The scheme is open-ended and a member, including a minor, is 

. AcItial was Rs. 3 15 crows. 
13 
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@ National H o u s i n g  Bank 
expected to save regularly until she/he decides to acquire a house/flat. The minimum 
contribution Is Rs.30 per month, To facilitate participation in the scheme by all segments of the I 

community, the contemplated contribution can also be made In quarterly, half-yearly or annual 
instalmenb subject to a minimum of Rs.90, Rs.180 or Rs.360 respectively. Tne member will 
have the option to vary her/his contribution as and when it is convenient for herlhlm to do so 
but the contribution will bo in multiples of Rs.10. 

The savings will earn Interest @ 10 per cent per annum which will be added to the 
account annually (in the month of March) and treated as reinvested in the account. The 
interest rate Is subject to change in the event of revision of interest rates by the RBI. 

7 he amount of accumulated savings (including interest) on the basis of regular contributions 
for a period of five years will be as under : 

Amount saved 
per month 

Rupees 

30 

50 

100 

150 

200 

Approximate savings 
after five years 

Rupees 

2,300 

3,900 

7,700 

11,600 

15,400 

Amount saved 
per month 

Rupees 

300 

500 

1,000 

1,500 

2,000 

Approximate savings 
after five years 

Rupees 

23,200 

38,600 

77,200 

1 , I  5,800 

1,54,500 

The amount to be saved by a member should bear some relationship to the cost of 
plot/house/flat proposed to be acquired so that together with the loan contemplated under 
the scheme, the membef s desire is fulfilled. This will .necessitate the member to assess the 
cost realistically keeping in view the current trends in prices of land and cost of constructlon. 
Banks will also provide quldance on these trends In different parts of the country. 

The account is not transferable to others, Nomination facility is available for the purpose of 
payment of accumulated savings, but not for any other benefit under the scheme. 

I! 

! 
4 Regular payment on monthly/quarterly/haIf-yearly/yearly basis Is the sine qua non of the 

scheme. It the member fails to make contribution for a contlnuous period of 12 calendar 

! 1 months, the original date of opening HLA will be shifted forward by the period of default and 
the minimum period of contribution will be extended correspondingly. In the event of a 

I' member discontinuing the contribution, the amount standing to the credit in the account will 
I 

;I . . become payable only after five years from the date of opening the account. 

I Withdrawal of amount 
I 

LI. The object of the scheme 1s to encourage the member to save over a of years, 
t' the amount required to be provided by her/him as margin voney for any housing loan. The , 

1 1  accumulated savings can thus be set off against any margin requirement for a houslng loan 
ri oither under this scheme or any other housing lpan scheme. The amount saved under the 

I - ' 14 



Hornc Loan Accoun t  S c h c m c  (annexurc 1) 

scheme is tied to a housing facility and can be utlliser! only for building or buying a house or 
flat. However, part withdrawals will be permitted, for paying registration fees for specific 
schemes or for purchase of a plot allotted by a public agency or a co-operative housing society 
or In any project financed by NHB subject lo regulations stipulated by the concerned agency 
for completlon of construction of Ihe house or flat withln the specified perlod. Such payments 
will be made by the bank through chequeldraft In favour of the concerned agency. If for any 
reason such as the account holder acquiring or inh,erijing one in the meantime, shelhe does 
not choose to buy/construct a flatthouse after live years, shelhe may withdraw the 
accumulated savings on completion of the said period of I five years. 

: , I  , a 

Eligibility for loan I. 

! , la , ,  i 

a f. Under the scheme, after subscrlblng for a mlnlmum perlod of flve years or 
any tlme thereafter, the member will be ellglble for a loan from the concerned bank 
to acquire a new houselflat. However, in the caso of a minor, the loan will be admissible only 
after attaining majority, subject to all other conditiong, especially the repaying capacity. In the 
intervening period of five years from the commencement of the scheme, the bank will give 
housing loans to members on a preferential basis, but on terms stipulated by the Reserve 
Bank of India. Members will be permitted to withdraw the accumulated balance in the account 
after five years, for the purpose of acquiring a housefflat even i f  they do not avail of the loan 
facility. , i ,I, 

0. li. The minimum period will be reduced to thrge years in case the member is allotted a 
houselflat in any project financed by the NHB, In, such a case HLA will be closed and 
accumulated balance remltted by ChequeIOemand~Draft to the authority undertaking the 
project alongwitil loan amount. . r 

Amount of loan & Ratc of interest ' .. I 

, ..' I 
I 

7. The mrrxlmum amount of loan to be giben,by a bank under the scheme, alter the 
member subscribes for a minimum period of five yegs (or three years. as the case may be), 
wl l l  be a multlple of the amount of accumufated savlngs (Including up-to-date 
interest) as follows: , . , ;: I t 

Loan as a multiple of Amount of Loan Rate of interest (99) 
accumubled savings (Rs.) ' ' per annum 

4 tlmes Upto 50.00Q 10.5 
3 times 50.001 to 1,00,000 12.0 
2 times 1,00,001 to 2,00,000 13.5 

1.5 times abova 2,00,000 
6 ' a  

14.5 

The amount saved will be allowed to be withdrawn along with the loan. The amount of loan 
will, however, be limited to the repaying capacity of the beneficiary as assessed by the bank. 
It may not normally exceed 2lI2 times the arinual income. Othetwise, there will be no ceiling on 
the amount of loan. . . . I ,  

Note. : 
1 . In order that the benefit of the loan Is available to only regular savers banks may, at their 

discretion, fix a lower amount of loan in case the sayings in tho later years are disproportionetoly 
larga as compared to savings in the earlier years. 

2. In the care ( 4  withdrawals pormined under paragraph 5 above the accumulated ;avings will be 
enhanced by the amount withdrawn, for Ihe purpprg of fixing the amount of loan. 

3. The amount of loan will be related to the accumulated savings uptd tho time of obtaining a 
houdng loan, not just the balance at the end of fivr years. 

I 



Different interest rates are prescribed keeping in view the repaying capacity of the lower ::,I 
income groups and the tax concessions admissible to the higher income groups. Those rates 
of interest aie 1.5 to 2.0 percent lov~er than the present interest rates charged by scheduled 1 ' I  1 

I \ . ,  
banks for hous~ng loans. The ~ntorest rates will be subject to change by NHB in the event of .ifl 

*lN, 
revision of interest rates by the RBI. * ( I I  

a A laen under this scheme wlll not  bar a loan from any other source 
Including a loan from a bank on usual terms. Thus, a member can obtain a loan from herlhjs 
employer or a co-operative society or any other agency and still avail of a loan under this 
scheme. Similarly shelhe can avail of loan under this scheme and obtain a bank loan on usual 
terms for the balance requirements. In such cases, the bank will give additional loan on a 
prlorlty basts but subject to usual conditions. 

10. To build confidence of the members in the scheme, NHB wlll ensure the grant of 
loan b y  the bank subject to the bank satisfying itsell with the credit-worthiness of 
borrower. The scheme envisages an agreement between NHB and each scheduled bank for 
mobilising savings on behalf of NHB and for providing loans by the bank. 

Othcr conditions 

11. I .  The loan will be subject to all other conditions laid down by the Reserve Bank of India for 
grant of housing loans by banks. The RBI has recently liberalised credit for housing in respect 
of margin, security and instalments of repayment so as to make housing loans more aHordable 
by lower income groups. The repayment period has also been extended to 15 years. HLA 
scheme will be an addltlonal faclllty wlth assured loan at a lower rate of Interest. 

11. U. The house/flat either acquired or built with the loan obtained under the scheme 
cannot be sold for a period of five.years alter completion or till the entire loan Is repaid, 
whichever is later. Relaxation of this provision may be made by NHB in case of dire distress 
subject to such conditions as it may deem fit to impose. 

12 Loans granted under the scherne.are proposed to be covered by a Group Insurance 
Scheme to protect the legal heirs from having to bear the burden of repayment of loan in the 
event of the death ot the borrower. The premium will be borne by the scheduled bank in 
respect of borrowers who obtain loans upto Rs.50,000 and by the borrowers in respect ot 
larger loans. 

Pass book 

13. Each member will be given a pass book by lhe concerned bank. The pass book will 
contain details of monthly savings, interest accu'mulation, loan disbursement, repayment of 
instalments etc. .,. !, t 

t 

. 1 :  .;i " Income Tax concessions 

14 The Government of lndla Issued"notlf1catlon speclfylng HLA Scheme lor 
the purposes of  Sectlon 80 C (now sectton 88) of the Income Tax Act, .1961, 
for  the assessment year 1990-91 and ' the subsequent assessment years. , , a ~ ! m  

, Accordingly, the savings under the scheme would quallfy for tax concession. The lyl; 
: 

accrued interest treated as reinvested in the account will also be eligible for the concession. 
Further, savings made on behalf of a minor child by a parent out of herthis Income chargeable 

1 6  - 



Hornc Loon Account Schernc [annexura 1) 

to tax will quallfy for the same concession. The repayment of prlrlcipal of the loan will also k a 
perrntssible deduction, upto Rs.70,000 per annum, under Sectlon 80 C (now S d o n  88). 
Interest on the loan Is eligible for deduction in the computation of income from house property 
under Sectlon 24 bf the Income Tax Act. 

Similarly, the amount of accumulated savings under the scheme together with Interest wlll be 
exempt from Wealth Tax under Section 5 of the Weal!h,Tax Act, subject to the overall ceillng 
of Rs.5 lakhs. {,  .;* , . ,  I 

\',, ' " 
., . \It! 

l8. As the scheme is open to all including minors and as withdrawals from the accounts will 
arise only when the members actually acquire a plotlh~usg/flat, it is expected that there will be 
contlnuous accretion ?i funds adequate to meet the,dsmand for loans under the scheme. 
However, when lendir, i by a bank exceeds the total savings mobllised under this scheme, 
NHB will fill the resource gap at the average lending rate of the respective bank under the 
scheme in the previous year. , , 

; ' I  ., 
1 ,  I 

1 8  The funds avalleble to a bank under the gcheme will be kept separately and wlll 
be used only for the purpose of lending to members foi housing. initially, there will be a time 
lag between introduction of the scheme and demands made on it for housing loans. In the 
intervening period. these funds would be utilised by the bank as refinance from NHB under 
any approved scheme. The intention is that the balance resources r rill be utilised for giving 
loans for land development and to industries directiy connected with housing such as prefab 
house plants, rilelbrlck makers and the like, as per suitable refinance schemes formulated by 
the NHB. As a consequence, the resources mobillseb through this scheme will lead to 
augmentatlonlincrease in the availability of land and ihe capacity of industries providing 
building materials. Surplus funds which cannot be ulilised for any refinance scheme of NH8 
will be lodged with the NHB. 

I 

Co-ordination with housing agencies , , 

17. At the time of opening the account, a memtier is required to indicate the llkely place 
where shelhe proposes to acquire residential accommodatlon and the slze thereof. These 
Intentions will facilitate appropriate physlcal plagnlng lo r  land and Infrastructure 
subject to constraints like congestion, but there 19 no commitment by NHB to offer a 
plot/house/tlat. Interlding members of the schome 'will be cautioned that demand for 
plotslhouseslflats in metropolitan areas will take lorcg time to fructify and, In some places, may 
not be possible at all. 

The NHB will endeavour to fund projects of public agencles for acquisition and development 
of land including on-site infrastructure so as to augment the supply of buildable land. Such 
fundlng will be subject to tho following conditions: : ; I :  

i. preference will be given for the development ot housing in rural areas and small and 
medium towns. I, I s o  

11. In the land to be developed. not less than halt the area will be earmarked for smaller 
plots of size less than or equal to 60 sq.m.(100 sq.m. in rural areas). At the same time, 
not less than 75 per cent of the plots will be of 'size less than or equal to 60 sq.m. (100 
sq.m. In rural areas) and no plot will measure more than 200 sq.m. 

111. of the h~~ses l f I a t s  to be built, not ~ess''ttidn 75 per cent will have built-up 
accommodation less than or equal to 40 sq.rn, and no houselflat will have built-up 

.', ! 
accommodation of more Ulan 120 sq.m. 

. I *  
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W Nat lons l  Housing  Bank 
\ '  

HLA scheme is, however, open to any one not owning a house and is not restricted to those 
1 .  seeking tha assistance of public agencies. In other words, members can seek dwelling 

a m m o d a d o n  through any source or by prlvat? negotlalions and avail of the loan f ac i l i ~  , 

under this scheme. 

IS. After the introduction of the scheme, Stare Government9 will be requested to advise 
the State Houslng Boards and othler public agencies engaged in development of houslng not I I 

111 to open any general registration scheme, that Is, schemes for which land Is not Identifled. As 
; and when speciflc schemus for dsvelopment of Identified land or construction of houses/tiats 

are taken up, these agencies may open speciiic registration schemes. Individuals who are 
registered under the existing general royistration schemes may be required to open Home 
Loan Accounts before they apply for speciflc registration schemes. NHB will endeavour to 
evolve guldellnes for prescribing eligibility conditions for such specific schemes In 
consultatlon with the Central and State Governments. Opening of a HLA may be prescribed as 
one of the eligibility conditions for allotment of a ploVhouse/flat by a public agency. 

lfj. State Governments will be requestecl to give prsferen!ial ailotrrlent, on the following 
basis: 

i. those who ha;e registered prior to 31,12.1988 and open,d HLA : 
ii. others who have registered prior to 31 .I 2.1 988 ; 

iii. those who have registered on or after 1.1.1989 and opened HLH ; and 

iv. others. 

If there ;rre reservations lor speciflc classes or categories of persons, preferential allotment will 
be made on the above basis within each such class or category. 

20. Among the members of HLA scheme, allotment will bd made strictly on the basis of t)le .g month of opening the HLA, that is, those who open zccounts in July, 1989 anywhere In ;!I s 

India, will have precedence over those who oper! accounts in ~ugus t ,  1989 and so on. A * : 11" :liis-m, 
certificate from the concerned bank will be requ!ied to be submitted tor this purpose. ';I I lk 

2%. Special efforts will be made to clear ihe back-log of registration of the public agencies 
under their existing schemes, w!lh a view to enabling the members to acquire 
plots/housesJflats as soon as possible after they have saved money for five years. 

I 

, I . -  ; 

A national scheme , . 

22 The scheme may eventually replace~all  the existing savings-linked housing loan 
schemes by banks because the Home Loan Account Scheme will have natlon-wlde 
appeal. Individuals participating in such savings schernos will have the option to transfer their 
accumulated savlngs to this scheme but the date of opening HLA will be the date of priority. 
lndlviduab partlclpatlng in similar savings scheqes of Housing Boards or other agencies may 
also transfer their accumulated savings to HLA on conditlons to be decided on the merits of 
each scheme. The National Housing Bank will $us emerge as a catalyst for stlmulatlng land 
development and house construction t h i o u b h ~ ~ t  the country though it does not engage 
Itself directly In these activities. The scheme,:wfththe assurance of a loan to the member, has 

I 

the potential of becoming a self-flnanc1ng"mechanlsn~ for the houslng sector. 
I t '  0 



L These bonds have been notified for investment of a pan or whole of the net 
conslderatlon arlsing from the lransfor of a long term capital asset so as to qualify for 
exemption of t a  under Section 54E(1) of the l ncom~ Tax Act, 1961. 

)I.  1 

2 Net conslderatlon has been dofinod as the full corl?Iderat!on received or accruing iu a 
result of the transfer of the capital asset as reduced by any expenditure Inc(:rred wholly and 
excluslvely in connection with such transfer. The net consideration is requiroal to be lnvestud 
within six months of the transfor ol the asset. 

3. All persons who aro residents of India can Invest in these Bonds. In case of minor 
appllcants, lawful guardian has to sign. Dats of birth of the minor has to be furnished 
Invarlably. Non-Resident lndlans may also invest with prior permission of Reserve Bank ol 
Indla. An appllcant may be an Individual, a partnership flrm, Hindu Undivided Family or a body 
corporate. Any one or more persons may apply for these Bonds, provided the number of 
applicants does not excoed four. 

I !  

' ' 4 Where an application is made by two or more the person first named shall be 
recognlsed as bondholder for all purposes and National Housing Bank shall be discharged af 
Its obligations by making payment of the amount under or in respect of the bonds to such 
person. In case such a person does not survive during the currency of the bond, the second 
applicant will be recognised as the bondholder. 

2 " 
5. Nowyvlthstandlng anything to the contrary In para 4, i f  two or more Individuals applying 

jolntly In thoir narnes'request In writing that any of them should bo permitted to deal with the 
bonds, then any one or more of the holders shall be enlltled to deal with the bonds. In such 
an event discharge by any one or more of such persons shall discharge NHR as regards 
receipt of amounts due in respect of such bonds. . ' 

a Applications from corporations, co-operalive societies. partnership firms etc., must be 
signed by person(s) authoriaed to sign in that bihaif. In case of Hindu Undivided Family 
appilcation shall be made by Karta and, i f  desired, jointly with any adult member(s), but not 
excoedlng four In all. 

. 7. The bonds mF?y be applied for a minimum amount of Rs.1,000 and in multiples thereof. 
There Is no celling on the maximum. 1 ; .  

;1. 
!t ' 

I I 

-*I ; . 
t3 The Bonds, whk;rr cyq a rate of innerest of 9% and have maturity period of three yean, 

-I. : are bei-with ~ V W  Inter& modes. as follows - -  
I 

I. Intereat kelng payab!e for the entire period of thke years on discounted basis In the 
beglnnlng itself. On e a ~ h  bond of Rs.1,000, a sum of Rs.240 shall be payable as 
discounted interest, .within three msnths from the oate of investmant. Refund of 

L' 
0 !I; .. principal shall be made on maturity after cornpletlon of Ihrw years. 

:I;, . , 

li. interest being paid every six months. 
I 

E 

\': 9. The bonds are not transferable, assignable or negotiable, but may pass to the legal 
-1.1 
.(.. 

heirs subjoct to the provisions of any law for the tlme being in force. 
:; 

j" la Nomination facility is availa&le to individual applicants. /:I!/ 
1: 12. The bonds will be governed by the NHB(1ssue & Management of Bonds) Regulations, 

1989 and the provlslons of the scheme. f ' l  
S! . . 3! I 
a I 1 9  : 
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12 Apart from the exemptlon of Tax under Section 54E(1) of tho lncomi Tax Act, following 

4. . I;, - 
other tax conwssions are available - , , .  

, *  , , *I- 
I. Tax Is not deductible at source from the Interest paid on bonds. i ' ! [  , - 

3 
il. Interest income on bonds shall be e!lgible for exemption under Section 8OL of tho I .:if 

Income Tax Act. 

iil. Bonds also qualify for exemption under Sectlon S(l)(xvie) of the Wealth Tax Act. . ! a  i Iii?: 
l3. Following points may be noted in connectlon wlth application - 
I. Appllcatlons should be submitted as per the prescribed format, duly filled in all respects. '1 
il. Any alteratlon(s) in the application should be duly authenticated by the applicant wlth full 

slgnature(s). . . .  . 

iii. Full address alongwith Pin Code number should be furnished. Post Box number shall 
alone not suffice. 

iv. If signature is by thumb impression, it must be witnessed by two witnesses. The names 
and addresses of witnesses should be appended to the signatures. . . - 

0 thcr dc t airs 

i. Where to buy: Bonds can be purchased In'any of the designated branches of selected 
'scheduled commercial banks and housing finance institutlons. Bonds can also be 
purchased directly from the offlces of NHB at Delhl and Bombay. 

il. Payment: Payment o! bonds applied for can be made by crossed account payee 
chequeldemand draft drawn in favour of NHB. Outstation chequestdrafts are also 
accepted. 

iii. Brokerage: Brokerage at the rate of 10 paise per Rs.100 will be paid to the person not 
being an applicant, whose partlcul?rs are given in the application for having acted as 
broker. , . 

iv. Acceptance Date: If the payment is made by cheque, the acceptance date will, subject 
to such cheque being reaiised, be the date of the application or the date of the cheque 
or the date of receipt of application at the branch, which ever Is the latest. If the payment 
Is made by demand draft, the date of the draft will be the acceptance date, provided the 
date of the demand draft and the date of receipt of application at any of the collection 
Cc#ntfeS do not differ by more than 10 days. If they differ by more than 10 days, the date 
of acceptance will be the date of receipt of the appllcation at the branch. 

v. Repayment: The bonds, duly discharged, should be submitted fdr repayment at least 
two weeks before the date of maturlty.at the designated office of the Registrar to the 
Issue 1.e. Canbank Financial services Ltd., 'Uma Maheshm, M.M. Chottani Marg, 
Mahlm(West), Bombay - 400016. " ' 



Guidelines for X-Po~hg Mnancc Companies ( a n  n exure 3) f 
.I I \ #  ' 

t ' 
The National Housing Bank was estaulished on July 9. 1988 under the National Housing Bank i 1 

Act,1987 as a principal agency to pronloto h0ll~lng flnance institutions and to provide financial :>L." 
and othsr ruppon to them. The NHB is 2een that not only more housing linance institulionn 1 #~-q.  P I f '  

should come up hlrt slso that they should be sound, healthy, viable and cost effective. 
Accordingly. NI-ifl has evolved the following guidelines far pronlotion of housing flnance 

, . , cornpanies(HFCsj in the private and joint sectors. Only those HFCs which conluln to these 
guidelines would t e  eligible for flnancial support from NHB,, 

, :  I, 
Organisation and mntn activity is! ,,! 

2 HFC should be a public limited company formed with the main object of carrying on the 
business of providing long-term finance for construction or purchase of houses In lndla for 
residential purposes. It should be engaged only in financial activity.75 yer cent of its lending 
should be by way of loans for housing. 

I 

Mhimuxiu paid-up capital requirements 

9 HFC shouid normally have minimum paidkp capital of Rupees one crore to be 
subscribed in the following proportions and maintained at all times: 

not less than 

i. Promoters' contribution . 30% 

ii. Scheduled bankslpublic financial instit~itions/ 
GovernmenVHFCs approved by the NHB 

Notoo : a. /I HFC 13 unable to secure equip parti'cipation'or stipulated at (ii), promoters' contribution 
should not bo less than 50 per cent of the paid-up capital. 

b. Partidpalion by !he scheduled banks is subject to directives issued by RBI. 
,.. 

c .  ~ r i &  approval of NHB should be obtained before one HFC contributes to lhe oquily 01 
another HFC. 

5 .  I 

' ? ,  . 
> .  4. On merits of each case, NHB will consider participating in equity of HFC to the extent of 

20 per cent of Its paid-up capital. 

5. I. HFC's name should not bear any resemblance to the name of any construction 
company with which promoters of HFC may be associated, 

11. HFC should not be a subsidiary of a constructlon company. 

. . iii. HFC should not have or promote, as its subsidiary, a construction company. 
5 ! 
, , r ,  iv. Chairman, Managing Director or any whole-time Director of an HFC should not hold any 

:(. . of Ulese offices in a construction company with which HFC's promoters may be 
!. . 
2. associated or vice versa. 
.&: :;:la 
:I,>' 
.I : ' NHB may relax, at its discretion, the conditions stipulated in this paragraph In the case of HFCs 

i' which have equity participation by scheduled banks etc. kentioned , .  in para 3 (ii) above. 
.. . 
Q 4 ( " 

, 4 

I '  
I Board of Mrtcturs I i I  

i I 

;r. 
fL Normally, the banklfinancial institutlonMFC/Goverprnent having equity participation will 

., have its nominees on the Board of HFC. If for any reason, such Directors are less than two in 
i; 
;7. 

number, the NHB will have the right to nominate two Directors on the HFC's Board. In the case 
I . .  of HFC which is unable to secure equity participation as stipulated at para 3(ii). NHB will have . 
I 
0. 

\. the right to nominate two 01;ectors on HFC's board.'The appointment of HFC's Chief 



, ! ,, 8 

1 .  . 
8 .  , , 

, 
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@ Narlonnl  Flouslng Bank 

Executivs will also be subject to NHB's prlor approval. HFC's M0rTI0rand1~m and Articles of 
Assoclatlon should contain a provision to thls effect. 

7. HFC's total external borrowings whether by way of cleposits, iss~re of dobonturesJ 
bonds, loans and advances from banks or from financial and other lnstitullons but excluding 
any loan obtained from NI-IS, should not exceed 10 to 15 tlmes their net owned funds i.e 
pald-up capital and free reserves less deferred revenue expenditure and intangible assets, 
The limits will be as below: 

Net owned tunds Total borrowings 
upto Rs.10 crores lU.O tlrres 
above Rs.10 crorcls and upto Rs.20 crores 12.5 tlmes 
above Rs.20 crores 15.0 times 

Credit rating 

6 HFC should satisfy such criteria as may be prescribed by NHB. 

Acceptance of deposits 

a HFC should mobllise resources mslnly by way of deposits from households with mlnimal 
reliance on borrowings from institutions. Since housing loans are for relatively long periods, it 
is also necessary that there is no undue mismatch between the duration of deposits and the 
lending portfolio. Under the Housir~g ~ inance Companies (NHB) Directions, 1989, issued on 
June 26,1989 HFCs can accept a deposit of money from the public repayabie after a period of 
more than twenty four months but not later lhan eighty four months from the date of 
acceptance or renewal of such deposit at interest rate not exceeding 14 per cent per annum. 
In the case of a deposit receivable In lostalments, ils period will be comp~ted from the date of 
receipt of first instalmont. 

In- . 
10. The main objective of promotlng HFCs Is to make access to institutional finance for 

home.seekers easier. The bulk of HFC's lending should, therefore, be directly to individuals 
or groups of Individuals. Their mono should be to render quality service to Individual 
households. I t  a 

I ., 

Lending tat- 

11. HFC's interest .ates on housing loans should be as prescribed by the Reserve Bank of 
India from time to time. Rates of interest'w.b.f. 1 st January, 1991 are : 

Amount ot ioan * Rate of interest (%) 
Upto and Inclusive of Rs.7,500 10.0 

Over Rs.7,500 and upto Rs.15,000 11.5 
Over Rs.15,000 and upto Ro.25,000 12.0 
Over Rs.25.000 and upto Rs.SO,OOO 14.0 ' . 

Over R~.S0,000 and upto Rs.2.00 lakhs 15.0 
Over Rs.2.00 lakhs minimum 16.0 

The rate o f  intenst will be rolrfM to th@ amount 01 loan andb not on dab basis. 
. n ,  

/ 



I.Zoualng F l n a n c c  Compenl  :a (annaxurr, 3) 

I 2  Front-end charge!, lnciudinp ~ ~ ~ l l c a t l o n  or reglstratlon lee, proc.iaoinp fee, 
administrallve lee, out-of.pockot expenses In connoclo~l with technical inflpr'r Ulrn and any 
other fee, charge or sxponse, undor whalsoevor nerr,le, snould rlvl oxcoed 2 p,; cent (jl tho 
loan, There should bo no minimum amount pres(,riDed under any hoad. Documont 
roglsbation charges, stamp duty, olc, aro not Included In tho frorlt-ond charges, I 

8 ,  

Adminiatrativs cost 3 ,  

13. HFC should aim at koepiog its adminlstrativ'e ~ o s t  as low as possible. In any case, such 
cost in the long run should not exceed 1.5 per ce"t of the outstanding loans. 

Repayment charges 

14. Normally, no propayment charges should be levied except in cases where prepayment 
of loan Is on account of sale of the housing unit f l r i ~ c e d  or there is reason to beileve that the 

I prepayment is made to secure some undue advantage. 

1: , 
I, 

HFC~, barring Government companies. shoLld obtaln prior approval of the NHB before 
d appolntlnq, reappointing or removitig any Auditor or Auditors. 
#I ' s  

?! Security for dcpoeitora 

1 ' la Every HFC should maintain h the form of liquid assets (with a scheduled bank andlor in 

: . ; unellcumbered approved skurilies) at least 10 per cent of Its outstanding deposits, on a day 

I: to day basls. 
I!.,. ' Dl! 
a: Adverti8cment rules 
I ,  .' 

. . 17. Issue Iof advertisements soliciting depasim k l  money from the public is governed by the 
d : 
.ii! , 

Non-Banking Flnapcial Companies and ~lscellririaous Non-Banking Companies (Advt.) Rules, 

2; 1977 made by the Government of India In cnnsultatlon with the Reserve Bank of India under 
'1 i Sectlon 58 A of the Companies Act 1958 (1 of 1956). 

PYaaurdal aseistaxice from NHB 11 

U3, NHB extends to eligible HFCL refinance fablities under schemes announced from tlme 
to dm@. At present. NH8 providds 100 per refinance in respect of houslnp loans for 
acquislUon/construction of new housing units'with built-up area not exceeding 40 sq. m. or 
cost(including cost of land) cot exceeding Rs.1 .5  lakhs. 100 per cent refinance Is also 
provided for housing loans upto'Rs.30,OOO for upgradation and major repairs.further, the 
NHB has powers to grant ad-hoc financial qsistance to HFCs to meet short-ten gaps in 
resources. NHU will gradually extend the Home Loan Account Scheme to all eligible HFCs. 
NHB will also reflnanya Land Development & Shelter Projects financed by HFCs under NHB's 
guidellnes. 

!, ' :. ,. 1, .. I,. 

B,:!i . . . ,23 I 
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I"' I 
I 

Tax conc~suions 
I 

10. in rospect ol each housing finnrlco company, whlctl is approvod by tho Central 
Governmarit for the purpose, tho following tax concessions are avniiabio: '1 ' 

I. For h o d g  k c a  cornpanics : , :, 

A public company formed aild registered in India with the main object of carrying on 
the business of providing long-term finance' lor construction or purchase of houses in 
India for residential purposes, can cre$ie a special reserve within an amount not 
exceeding 40 per cent of the total Income and, such a reserve is admlsslble as a 
deduction In computing incomo chargeable to incomo lax undar the hoad Profits & 
Gains of Business or Profession vide Section 36-(i)(vili) of Iho Income Tax Act. 

I 

ll. For lnvertment by an indlvldual or persoa in rharer of houslrrg flnance 
compury : 
a Investments in the new equity shares of such companies, whose cost of 

acquisition in the aggregate does not exceed Rs.25,000 is eligible for a tax rebate 
under Section 88-A under the Income Tax Act. The rebate from the tax payable 
will be equivalent of 20 per cent of the cost of such shares. 

b. Divldend received on shares of housing finance company will c,l~alify for a 
deduction of upto Rs.13.000 under Section 80-L of the I.T.Act (along with other 
eligible deductions). 

Ill. For dcpodt. placed with housing finance companies : 

a. Deposits with or investments in i n y  bonds issued by such companies from 
! bE 

income derived from property held'under trust wholly for charitable or religious 
purposes, quaii!y as an eligible mode of investment under Sectlon 1 l(5) of the 

ii 
, ; 1 i  

I.T. Act. 

b. Deposits made with such companles are exempt from Wealth Tax under Section 
S(l)(xxvii) of the Wealth Tax Act within the overall ceiling of Rs.5 lakhs spcxifled 
therein. ' # , I  

c. interest on deposits by an individual,or person with such companies will qualify for 
deductlon of upto Rs.10,000 per annum under Section 80-L of the I.T. Act (along 
wiU1 other eligible deductions). I . ,  1 

IT. For l o w  W e n  fmm houslng finance cornponies : 

Repayment towards the principal amount of loan taken from any housing finance 
company for houslng purp:;es is eligibi8 for a lax rebate under Section 88 of the 
I.T.Act upto a limit of Rs.10,r)OO. Subject to the aforesaid ceiling , 'Cle rebate from the 
tax payable- will be equivalent to 20 b r ;cen t  of the amount repaid. The interest 
payable on the housing loan Is a ddu'ctibie expense under income from house 
property under Section 24 of I.T.Act. ",': " 

:.; 
I I 

: ) I  
I 
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Guidelines for Land Development & Shelter Projects 
Public Agencies (anncxurc 4 1  

L Tho Draft National Housing Policy postu1a:er'that tho housing agencies and area 
development agencies in the oublic sector would be increasingly reoriented to work more as 
promoten and facilllators for housing activities rather than as builders of housing unlts. They 
are expected to play an Increasing role in the development and supply of serviced land. The 
actual canstruction of houses would be left to the people who can construct their houses, 
more economically, suited to their family, social and cultural needs. However, such 
reorlentatlon of Uleir role will take time and, in the Intervening period, the housing and 
development agencies may have to conllnue with some construction activity especially to 
help the low income groups. Cenair~ amount of cor?struction activity may also be necessary 
while developing new areas, to act as a catalyst for the overall development of new 
nelghbourhoods. 

2 The houslng and develop~nent agencies would, however, be wail advised to give up 
the role of long term housing finance, that is, providing plots/houses on hire purchase basis. 
The financing role should normally be left to Ule banks and housing finance Institutions. It is 
deslrable that the houses huilt are sold to the bengflclarles on outright sale basis so that 
resources of the agencies are not tied up for a Icing Ume. Also, mortgage based houslng 
finance system can be developed once primary mortgaees are created. 

3. The housing and developrnent agencies will require finance for acquisition of land, 
laying of infrastructure and construction of houses where considered feasible (from the point 
of view of managerial resources) and desirable (in the absence of any viable alternative for 
construcUon). The National Housing Bank proposes to fund through HUDCO, other HFls and 
Scheduled Banks such Integrated projects subject to the guidellnes mentioned In the 
subsequent paragraphs. 8 , 

I 

4 The housing and development agencies may undertake projects of land development 
either for plotted development or for group housing or a mix of both i.e. individual plots and 
group. houslng pockets. lnteqrated projects for land development, which Include land 
acquisltlon, on-site Infrastructure and apportioned cost of off-site infrastructure(where 
necessary) will be considered. t:o separate praposaj for land acquisition alone will be 
entertained. 

General 

5.1 With a view to mobilising large scale financial resources, housing and developrnent 
agencies should persuade the existing and future registrants with them to open a home 
Loan Account(HLA) of the National ~ousing 8ank. The agency will be required to give, 
In respect of persons qualifying under its eligibility criteria, preferential allotment of plots 
developed or houses built in the project on the following basis: 

1. those who have registered prior to 31.12.1988 and opened HLA ; 
it. others who have registered prior to 31 -12.1 988 ; 

ill. those who hava registered on or after 1;1,.1989 and opened HLA ;'and 
. , 

iv. others. *, ..I . 

If there are reservations for specific classes or categories of persons, preferential 
allotment will be mads cn the above basis within each such class or category. 

2 5. 



' , 
I ,  ) , I .  , . , , . 1 , ' , , , , . . ' , ' i ,  ' ,  - 

:;, ; . , *  , ,;,*I I , ,  ., ' ; I . '  " ' ' I  .. ! :y, ,, ' , , . . I *  1: , ; i , ,  I , , .  1 
. , , '4 ' ,  *',<*,,':;, # . ,  , I , . . ' I $  I . ,  I 

* , \ ' , ,  . J  J , , . '  1 ,  ., , \ ' , ;  h I ,  # $ I ,  ! p', . ,  ! . ,, :: ' ,  .a?. ; ; , , 
e ,  . 1 e , ! ,  , , , . I ,:,, I;?;'* . ' 

.,I I . '  

@ Nat l onn l  Housing Bank 
Among the members of HLA scnome, allotment will be made strictly on the basis of the 
month of opening the HLA, subject to the member qualifying under eligibility criloria of 
the agency that is, tliose who opened accounts in July, 1989 anywhere in Indla, will 
have precedence ovor those who opened accounts in August, 1989 and so on. A 
certificate from the concerned bank will be required to be submitted for this purpose. 

At the Ume of opening the account, a member Is required to indicate the likely place 
where helshe proposes to acquire residential accommodation and Ihe slze thereof. 
These intentions will be tabulated and the information furnished'to the public agencios 
to facilitate advance plantring. I. 

The HLA accumuiatlon will help to meet the margin requirements for obtaining any 
housing loan. The agency should, therefore, persuade all the potential benuficiaries to 
join the Home Loan Account Scheme even though some of them may have the facility 
of obtaining housing loans at lower rates of interest. HLA scheme does nclt debar 
members from getting housing loans from other sources or obtain supplementary loan 
from the HLA scheme. 

Notes: 1. A member of HLA is permitted part withdrawal for paying registration fees lor spodlic 
scheme or purchase of a plot allotled by a public agency or a cu~opnrative society. 

2. In tho projects financed by NHB members of H L A  are oligible to avail of HLA loans for 
buying houses/flats alter regular saving !or a minimum period of three years. If dlotmont is 
made lo a member belore tho cumplelion of the said period, shelhe can avail ol a loan fmm 
tho bank under normal terms for the Intrim period, and such loan can bo adjustgd against 
the HL4 loan obtained subsequently. . 

5.2 Preference will be given to projects for land development and housing in rural areas and 
small and medium towns. 

6.3 The project proposal should be formulated in consultation with planning and local 
authorities, wherever applicable, so as to be in line with the proposed development of 
the area and also be acceptable to the local authorities to ensure proper rnaint~snance of 
services later. This may be co-ordiqated by the State Government through appropriate 
mechanism. 

5 4  Normally, a land development project$ill, be financed only on such land as is in physical 
posssssion o i  the agency without :any encumbrance and encroachment. However, 
projects can be entertained in ckses where land acquisition prgceedings have 

I advanced to a stage where land com6en'sation award has been made by the competent 
authorlty. Projects can also be considered where the land is being procured through 
negotiations md.understanding of sales has been reached. The cost of land, ii it has 
already been paid by the agency, can be included in the project cost. 

M The project should be financially viable and should 'be designed to generate full cost 
recovery with surpluses wherever pd&ible. 

:I D , I 

5.0 Appropriate parameters and technology should be adopted to economise in the cost of 
infrastructure. @ , 

; ! , .  
R7 Investment in land development and shelter project should be time bound so as to 

ensure quick recycling of funds as well as lower costs to the beneficiaries. Normally, a 
period not exceeding three years Is envisaged for developing land and making site 
available for construction of shelter. If the development cannot be completed during 
this period, due to unavoidable special circumstances, beyond the control of the 
housing agencies, a further period not exceeding two years may be considered on 



merits in each individual case, Construction of houses, where taken up, is expected to , 

commence as soon as possible alter tha land becomes sultable for the purpose. The 
project perlod wlll be determined at the time of approval on a reallstlc basis taking Into 
account all relevant facts. Once llxed, however, i t  is expected to be adhered lo through 
strict monitoring. 

&8 NHB will strive its best to arrange to llnance the project to the full extent. The lnterest ; 
rates charged for different components/unlts of the project will incorporate elements of 
cross-subsldlsatlon In the prices of the senllced plots as well as In the lnterest ratus 
(please see para 15 below). The loans will have to be f~flly secured. Time over-runs 
beyond the project period will attract a higher rate of lnterest on the loan. The entire loan 
along with the accrued lnterest wlll be repayable on completlon of the project. The 
agency wlll, however, have the option totpay the lnterest annually, However, where the 
agency opts to continue with hire purchasq system in respect of certain units/categories 
of units in the lnterlr period, the apportioned loan will be repayable in equated quarterly 
lnstalments over a period of 15 years from the date of completion of the project. 

1 .  

KB The plots developed/houses built under the scheme cannot be sold for a perlod of live 
years after taking possession. This provislon may be relaxed In case of dire distress 
sub/ect to such conditions as may be deemed 111 to be imposed. 

a10 The proposals for land development and sheller projects may be sent In two stages : 

I. Planning proposal lndlcatlng locallon, access to lnfrastructural services, rslatlon 
with master/development plan if any,'development standards, conceptual layout 
and land use pattern, use of low cost technology, approximate cost and time 
frame and any other relevant Information required for preliminary appraisal of the 
project. 

il. Detailedproject report may be sent with detailed layoui and designs, design brief, 
cost estimates, pricing, method' of allotment - PERT/CPM chart, organisationat 
structure, cash flow, and other relevant details to enable complete appraisal of the 
project. 

"I 

Layout pattern 

a1 In the land to be developed, at least 75% of the plots should be of the slxe less than or 
upto to 60 sq.m. per dwelliilg unit (100 sq.m: In rural areas) and remaining 25% of the 
plots may be  more than 60 sq.m.; however, no plot should normally be more than 200 
sq.m. per dwelling unit. At the same time, mlnlmum of 50 per cent of the net resicfential 
area should be allocated to plots upto 60 sq.m. 

N. 8. The plot dze of 50 q . m .  can bo relaxed rnarglnally so long as the cost of the dovelopod plot does 
not exceed Rs.50,000. Further, keeping In view the living habits, availability and cost of land, for 
prolects to be taken up In rural, hilly and tribal u r r s  and small and modlum towns, the proportion 
of the small size plots can be relaxed so long u the average size of plot in the whole projed is 
not more than 100 4.m.  (relaxable marglndly, 1 the average cost of tho plot does not exceed 
Rs. 75,000). , . 

8 2  The sizes of plots to be provided In any development would have such a composition as 
to meet the demand pattern of HLA members and other potentlal beneficiaries having 
due regard to the composition of various Income groups In the population at the city 
level. When the project involves more than one site In the same area, the overall 
percentage of plots meant for low income groups should be worked out for all sites 
together. 
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6.3 The layout should generally conform to the following lana .. : . 

t .!:, ! under each use 
saleable , I 

I. residential 50% minimum 
15 to 20% maximum I(. work places, schoots, institutions, 

shops, community places etc. ' ' I  ' 

1 ' I. 

. . .  nun-saleable 
1 , ;  

. ,  roads, pedestrian paths, drains, :,.) 30 to 35% maximum 
f ,  

public and semi-pubiic open spaces. ! - 3 . , Notes: I. Any neighbourhood development should have provision lor basic civic and community . 
facilities; however, where such faciliries are available in proximity, lhe same could be 
considered anu. in that case. the area under residential use could be increased 
correspondingly. .' ,'/p 

2. I f  the land required under statutory provisions of master plan/development plan is ; l,h pmportionately higher but serves larger city needs, readjustment of the recommended .,.i 
land use panern can be considered. Such provisions should, however, be carelully ,,f. 

reviewed by the planning authorities lo keep lhem to the barest minimum ledels. 
.. t i  

3. Areas under insritulional uses, even ilproposed to be alloned tree ot cost can be included 
in Ihe saleable component of the land we .  

4. Distribution of non-residential saleable area should be ptelerably as lollows : 
Comrnunify amenities 25% 
institutional 50% 
Commercial 25% 

fnfrastructure provisions (general) P 
7.1 Minimum acceptable standards should' be adopted using appropriate technological 

development in planning, design and use of materials so as to keep the cost within 
affordable limits. 

7.2 The approach of providing services bn incremental basis may also be considered, 
wherever technically feasible and financially sound. The initial cost of services may be 
kept low by providing basic minimal level of Infrastructure which could be upgraded over 
a period of time. 

7.3 Where off-site infrastructure is required to be provided for servicing the area under 
development, apportioned cost of suchloff-site infrastructure may also be included in 
the project cost. ' . , s l .  

7.4 lnfrastructure provisions should be' in ' conformity with the master plantinterim .. .. 
development plan, i f  any. 

Water supply 

8.1 The source of water supply should be clearly indicated along with its location, capacity 
and quality of water. 

82  Where water supply is being arranged from external sources, a certificate from 
appropriate authorities will be required as regards availability of water within the project 
time frame and the cost involved for supplying water to the project site. 

83 Where water supply is from a source at &te, a certificate of availability of required quantity 
and of the potability of water, supported with proper test results, will be required. The 



Publlc Agcnclcs (annexure 4) 

cost of development of the source and storageldlstribution network should be Included 
In the cost of project. 

, ' I .  

I Sanitation , 

I 

9.1 Where sewage disposal is linked with the existing disposal system of the town, a 
certificate from the concerned authorities aboit the linkage with the system within the 

I 

project time frame andsthe cost involved will be required. 

: 9.2 Where the sewage dlsposal system app~oprlate to the project is proposed to & 
developed, based upon either low cost sanitation systems or an independent 
sewerage system along with disposal facility, design parameters and the estimated cost 
thereof should be furnished. 

!.,i - 0 . la The drainage system along with variations in subsoil water level, possibility of flooding 

! .  - .  and ultlmate discharge location should be indicated., ; 

i ,  Roads 
I . ; ,;% 

' 

lL The site should be accessible through existing external road network. The internal road 
I' network should be cost etfective and should provide access in all weather condltions. 

Landscaping 

13. The parks, public social facilities, open spaceg'and roads shall be properly landscaped. 
  he cqst of landscaping and plantation of adequate "umber of trees shall be included in the 
project. . 9 

1 

13. For supply of electricity to the project, for street lighting and domestic connectlons, a 
certificate will be required from the concerned authorities about the extension of electric 
supply to the slte within the project tlms frame and the cost Involved. 

1 , Constntction of houses 

14.1 Along with area development, shelter component any also be included in the project 
with the following criteria : 

i. Dwelling units should preferably be designed on incremental approach. IS : 8888 
as incorporated in the National Building Code may be used as the basis, with 
emphasis on efficient spatial design ot the dwelling unit. 

il. Every dwelling unit should have access to water supply and toilet facilities. , 

Iii. Use of appropriate, innovative and cost effective building materials and 
construction technology and efficient iructural design will be encouraged. 

iv. Use of building materials base'd on agricultural or industrial wastes and those 
which replace or substantially reduce ~ 1 e  use of timber will be preferred. 

v. Projekts on the concept of group housing will also be accepted. 
. ', 
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142 Of the dwelling units, 75% should have built up accommodation ranging upto 40 sq.m. 

and no house/flat, will have built-up accommodation of more than 120 sq.m. The size of 
40 sq.m. can be relaxed marginally so lonq as the all inclusive cost is below Rs,1.5 lakhs. 
At the same tlme, minimum 5O0/0 of the net built-up aron should be allocated to the 
smaller dwelling units. 

14.3 Mlnimum density of 'I00 dwelling units per hectare (125 dv dlling unlts per hectare in 
metropolitan cities with population of more than 10 lakhs) will have to be achieved. Low 
rise high density development will be preferred. 

14.4 The above guidelines will be applicable to all land development and shelter projects. 
However, for land areas measuring less than 2. hectares, the housing agencies can 
adopt flexible norms, within reasonable limits, to resporld to the special needs or 
potential of the neighbourhoods. 

Costs and prices 

15.1 The pricing policy should ensure that inflation in land values is avoided. The developed 
sites may be priced, through appropriate cross-subsidy, in such a manner that the prices 
of sites for higher income groups and commercial plats are close to market va.lues and I 

the prices of smaller sites are made as affordable as posslble for lower income groups. 
The overall pricing structure for one or more sites in the same area, should ensure full 
cost recovery with surplus generated wherever possible. 

l5.2 The basic cost of the project should be arrived at by taking the cost of land, 
infrastructure and construction cost, including appropriate design, administrative and 
supervision charges, but excluding interest component. 

lK3 To incorporate the element of cross subsidlsation in apportioning the cost of tho 
serviced plots, the basic cost of land and infrdstructure facilities should be apportioned 
and the chargeable cost for vari~us~types of plots fixed having regard to affordability 
especially of EWS. 
For the purpose of assessing the affordability of the EWS, income norm of Rs.l,lSO per 
month may be adopted, with a sub-group upto Rs.600 p.m. particularly in rural areas. 
The affordable cost of dwelling units for such categories nlay be assumed to be about 
30 times the monthly income of the famiiiel. 
If the agency so desires. concessional prices may be adopted for lands earmarked for 
institutional uses sowing a social purpose consistent with the financial viability of the 
project. 

18.8 The Individual componenVunits whether serviced plots, constructed dwelling units, or 
non-residential units will be charged interest rates in accordance with the Interest rate 
structure prescribed by the Reserve Bank of India from time to time. Rates of interest 
w.9.f. September 22, 1990 are : 

Amount of loan . Rate of interest (%) 

Upto and inclusive of Rs.7,500 10.0 
Over Rs.7,500 and upto Rs.15,000, 11.5 

Over Rs.15,000 and upto Rs.25,000 12.0 
Over Rs.25,000 and upto Rs.50,000 14.0 , 

Over Rs.S0,000 and upto Rs.2.00 lakhs 15.0 
Over Rs.2.00 lakhs minimum 16.0" 

The lona'ing rate structure re~atbi  to tho aggregate loan lor each unit which tho 
agency avails from HUDCO, other ~ F l s  and scheduled banks. The rate of Interest will 
be related to tho amount of loan and is not on slab basis. 



4 
* '  The actual rate will bo worked out in such a manner as to ensure lull recovery of rho 

i: cast of tho project. I ) 

I! 

1S.S The above interest rates will also apply to cases where the agency prefers to continue 
with the hire purchase system In respect ol"~erta1n unitslcategorles of units. However. It 
shall be ensured that the instalments fixed uhder the hire purchase system will not carry 
interest rates lower than those rnentloned' %ov.. . 

~r t '  

18.8 In case the agency sells the plotslhouses on outright sale basis, the beneficiaries can 
! avail of loans lrom any agency they like, even at lower rates of Interest. For example, In 

'! I the case of housing loans under HLA scheme, the interest rates chargeable are as 
1 

I 
under: 

t Amount of loan Rate of Interest (OA)  

Upto Rs.50,000 10.5' 
1 Rs.50,00 I to Rs.1,00,000 12.0 

Rs.1,00,001 to Rs.2,00,000 13.5 
!I more than Rs.2.00.000 14.5 . . 

1'. Savings under HLA scheme carry interest rate of 10 per cent. The differonrial is, 
'!, thus, only half a percent. Further, a coneesolonal rate of 10 per cent will be 
, charged tor housing loans upto Rs.7,500 taken by economically wrakor 

soction~. 

s 

I Operation & mahtcnancc 
I ' .  

ii * '  
I 16. The project report should bring out an appropriate system or methodology for the 

purpose of maintaining the sewices either on co-operative basis or through the local a.uthority. 
I 

I 

Project hplemcntation 
I 

, I 17. The tlrne schedule for the implementation o i  the project should be carefully worked out 
I 

, .. and supported with CPWPERT chart showing the physlcal progress and investment pattern. 

Institutional and management requirements / I 'Jj! 
1 !:I 

! I I ; ; ' I  .a 41 
I .  18 Details of the existing organisation and of rngagerlal capacity and capability should be 

, I  . . .. ' Incorporated In the project report along with proposds, If any required, to strengthen them to # '  

undertake the addltlonal responsibility for the proposed project. NHB will insist on continuity in 
the senlor levels of management during the ifipl'gkentation of the project. 

j" 

I' ?I 
' 8  

i ,~ '  Basic parameters for approval 

Land development and shelter projects wlll be considered flexibly keeping in view the 
local conditions, the technical feasibility and the affordability of different income groups 
subject, however, to three basic parameters, namely, 

I. it should be an integrated project (paras 3 and 4). 

it. the agency should agree to give preferential allotment of plotslhouses to memben of 
Home Loan Account Scheme of the NHB (para 5.1). 

Ill. 75 per cent of dwelling units should have built up accommodation rahging upto 40 
sq.m. (or within the overall cost of Rs.1 ,S lakhs) and no dwelling unit should have more 
than 120 3q.m. of built-up accornmodatlon (para 14.2). 

31t * iff 
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Guidelines for Land Development & Shelter Projects . I ,  , 

Co-operative Societies I ;l~!j[. 

L One of the objectives of the National Housing Bank is to promote, establish and support 
the Housing Flnance Institutions(HFis). Among, the HFls operating in the country, the 
co-operative societies are present in all the states. They are playing an important role in land 
asssmbly, development and facilitating construction of houses by its members. The 
co-operative societies have, so far, largely helped the middle income families. The need now 
is to help the small man to build his house within his affordabiiity. People living in informal 
settlements/slums/pavement dwellers should also be helped to organise themselves to form 
co-operative societies for the development ol the area where they live, and construct houses, 
particularly in such cases where there is a possibility of awarding pattas by the State 
Governments in favoui cf the beneficiaries or having access to land by any other means. I! v i  

I I1L 

2 The primary housing co-operative society is the basic institution to help individuals to 
own their houses while the Apex co-operative housing finance societies are expected to act 
as facilitators and provide technical advice, land and financial help to the primary societies for 
the benefit of their members. 

3. NHB has formulated guidelines for land development & shelter projects by public 
agencies in April, 1989. To meet the overall objectives of increasing the supply of buildaSle 
land and construction of houses by the members of the co-operative society, NHB has now 
formulated guidelines for project finance to be extended to primary co-operative societies. 

4 The co-operative societies engaged in building houseslflats for the membors, or 
pro;iding infrastructure thereof, are generally handicapped in timely progress of the 
construction, due to delay in mobiiising resources by the members for payment of their 
instalments to the society. NHR intends to remove this handicap through provision of project 
finance to the co-operative societies. 

5. Projects will be considered subject to three Qasic parameters : 
t 

I. It should be an integrated project for land development (including land assembly) 
and on-site infrastructure and construction of houses. 

I .  

ii. All members of the co-operative society shall be the members of the Home Loan . . 
Account scheme of the NHB. . I  I. 

.. I 

iii.The average sire of the dwelling briji shall not have built-up acc~mm~dat lon of 
more than 60 sq.m.( or within an overall average cost of Rs.2.25 lakhs) and no 
dwelling shall have a built-up accommodation of more than 120 sq.m. 

6. The co-operative societies may undertake projects for construction of houses on 
plotted developrnent or for group housing or a mix of both. Integrated projects for land 
developnient, which include land acquisition, on*site infrastructure.apportioned cost of off- 
site Infrastructure(wherever necessary) and 'construction of houses will be considered. 
Projects for plotted development for providing'ti'uiidable sites to the members may also be 
considered. However proposals for land acquisition alone will not be entertained. . , . 
General , I ;  

7.1 .Any one desiring to own a house needs to save to meet (he margin for obtaining a 
I 4 I .  

housing loan, In view of the fact that the primary co-operative society is obliged to serve 
the Interests of its members only. they are better placed to motivate people to save. The 1: .  ' 

National Housing Bank has launched the ~ o m e  Loan Account(HLA) Scheme, precisely 

. ,  
3 3. 

. . - ..,, 
Wl m T v !  m 



to facilitate this kind of self help effort by the cltlzen to benefit himself, when he decides 
to acquire a house and, in the meanwhile, help form a pool of resources for the housing 

, sector. 
*I ; 

7.2 As a pre-condition for approval of the project for financial assistance, all the members of 
the co-operative society will be required 'to becomo members of the Home Loan 
Account scheme of the National Housing Bank. It is [herefore, necessary that co- 
operative societies intending to avail of project finance under this scheme should 
ensure that ail their members join the Home.Loan Account scheme and open an HLA in 
a branch of any scheduled bank or any Housing Finance Institution, which may be 
authorised by National Housing Bank to operate Home Loan Account Scheme. it is 
however suggested that mdmbers may be advised to open an HLA In Ihe branch of the 
b a n k l ~ f l ,  through which the co-operative society proposes to avail of project finance. In 
their own interest, members of the society are advised to start saving under HLA 
Scheme, as soon as possible, without waiting for the acquisition of land by the society 
(see para 7.5 balow). To avail of loan under HLA to the full extent, members are advised 

a to contribute approximately one percent of the cost of the house per month to HLA. 

7.3 Allotment of the houseslpiots should be made strictly on the basis of the month of 
opening the Home Loan Account. For the members who have joined the society before 
January 1, 1990, however, the allotment can &I made as per the existlng practice In 
accordance with the by-laws of the society. Members, who join the society on or after 
1.1.1990, will be allotted the ploVhouse in accordance with the provisions of HLA and 
the bye-laws of the society will need to be amended accordingly. 

7.4 Preference will be given to the projects of l'heco-operative societies ploposlng smaller 
average size of dwellingslplots, preferably in small and medium towns. Preference will 
be accorded to projects on lands allotted to co-operative society by the public agencies 
andlor where trunklperipheral infrastructur'e 1s available. 

7.5 ~rd ject  will normally be financed on land which is in physical possession of the sociely 
without any encumbrance and encroachment. Projects will also be considered where 
the land is being allotted by a public agency or'ls h i n g  procured through negotiations 
and understanding of sales has been reached. The cost of land, if it has already been 
paid by the society, can be included in the project cost. 

7.6 The project proposal should have the approval of the planning and local authorities. 
wherever appllcable, so as to be in line with the proposed development of the area and 
also be acceptable to the local authorities to ensure proper maintenance of services 
later. 

7.7 Appropriate planning and design parameters and technology should be adopted to 
I 

economise on cost of infrastructure. 

7.8' Investment in land development and shellkr!broject should be time bound to ensure 
lower costs to the beneficiaries. The project period will be determined, at the time of 
approval of the project, on a realistic basis taking into account all relevant factors. Once 
flxed, however, it is expected to be adhered to through strict monitoring. Projects not 
executed according to agreed time schedule will attract higher rate of interest on loan. 

I :  

7.9 During the construction of project, a display board at site should prominently Indicate 
that: 
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The project is financed by 
BanWHFl 

Under National Housing Bank Scheme 
lor the members of the HLA Scheme of NHB. 

. . 

Planning Parameters 

81 In the case of plotted development, where houses are built on iridlvidual plots, the 
average size of the plots in the layout shall not be more than 100 sq.rn. and no plot shall 
normally measure more than 200 sq.m. 

a2 The average size of the dwelling units to be built, should not be more than 60 sq.m. of 
built-up accommodation and no dwelling unit should have built up accommodation of 
more than 120 sq.m. I 

N.B. The' permissible average sire of 60 'Jq.m. o/ built-up accornrnodatlon can be relaxed 
marginally so long as the average cost of builtup accornrnodation doe3 not exceed 
Rs.2.25 lakhs. Similarly, the averago'size of 100 3q.m. of serviced plot can be relaxed 
marginally so long as the average cost per plot does not exceed Rs.75,000. 

83 Optimal use of land should be achieved in the layout planning. Provision should be 
made for community faci!ities, such as parks and open spaces, community centre 'etc. in 
the layout. Parks, open spaces and roads should be properly landscaped to create 
healthy living environment. 

Inftastructurc provisions (general) 
I li !I 

9.1 Every dwelling unit should have access to kater supply and toilet facilities. !.I 
' j  

0.2 Minimum acceptable standards should be adopted using appropriate technological 
development in planning, design a& use of materials so as to keep the cost withln 
affordable limits. , 

;:;:I.' . 

93 The approach of providing services'bn' lhcremental basis may also be considered, 
wherever, technically feasible and financially sound. The initial cost of services may be 
kept low by providing basic minimal level of infrastructure which could be upgraded over 
a period of time. . I ,  . .  

,I: 

8.4 Where off-site infrastructure is required to be provided for servicing the area under 
development, apportioned cost of sucti off-site infrastructure may also be Included in 
the project cost. . I  . 

" a , ,  , . 

8.5 Infrastructure provisions should be in conformity with the master planlinterim 
, development plan, if any. . , 

. 

Roject Implementation , I  I 

. I. 

10.1 The land development will be taken up, by the co-operative society while the dwelling 
units can be constructed either by the co-operative society or by the members of the 
society Individually. Wherever the houses'are to be built by tire members individually, it 
should form integral part of the project. Group housin; construction shall be undertaken 

J' ' ;  

by the co-operative society. I ' t ' , .  , ,,' 



10.2 Use of approprlate, innovatlve and cost effective building materials and construction 
I ! i 

1 ' I  I  
technology and offlcient structural design will be encouraged. , , 1 4 ' 1  , 

! , / 
10.3 Use ol building materials based on agricultural or Industrial wastes and those which 

replace or substantially reduce the use of timber will be preferred. 
I I / I !  

$ i 1 .:! 1 

10.4 The time schedule for the implementation of the project should be carefully worked out 
-1' 
, . and supported with bar chart showing appiopriate linkages of various activities, the 

, . ;  .I;!, 
I .  : 1 . '  " 

physical progress and investment pattern. ,,, ,, 1 ,  

i ' ' :  
II 
'I 

Pricing 
" : 

I ,l'i/ 
. I I F  

I I! 

ll. The prlces charged from the members should be based on the documented price of ': 11 

, I/::, , land, cost of development and construction as per speclflcatlons pre-determined, approprlate 
'. , , .  escalation durirlg the project period, dosign, supervision and management charges, and the 

, ! ""I 
I ; ' ~ I ,  

1 . 1  . . ,  

. I ,  cost of funds. As far as possible, the project should be completed within the cost approved at , I .  i ;~ I. 

f :  the time of sanctlon of the project. , I ,  ,! I , I : ! I : , ;  
,I 
-I . . ., 
! 

1 Financing of the project 
! 

I; 

i. 
U.1 N H B  wlll provide finance for the project uptd 100 percent of the project cost. Funds will 

I be made available by the banWHFI to the co-operative society In the form of loan, for the 
project period (which will be three years, including the period required for allotment and 
handing over). All these loans by the banUHF1 will be fully refinanced by NHB. The loans 

I will have to be fully secured . .I ,. 
i: 
; i 
*! l2.2 The loan for individual cornponenllunlts ;hethereserviced plots. constructed dwelling 

' units, will be charged interest rates in accordance with :he interest rates structure 
f .  . I prescribed by the Reserve Bank of India from tlme to tlme. Rates of Interest w.e.f. 
1 . '  September 22, 1990 are : 

Amount of loan ' Rate of interest (%) ! 'I;I 
.I - -  

Upto and Inclusive of Rs.7,500 10.0 11~1 ! 111 
. ' I  

!I Over RS.~,SOO and upto RS.IS,OOO 11.5 1 = 
' I  

Over Rs.15,000 and upto Rs.25,000 ' 12.0 

OL 2; Rs.25,000 and upto Rs.50,000 . . 
4 8 .  

14.0 
Over R~.50,000 and upto Rs.2.00 lakhs 15.0 

Over Rs.2.00 lakhs ' minimum 16.0 

Tho lending rate structure relates lo lhe rggrogsrtr loan for each unit which tho 
agency avails from HUDCO. other HFls a d  ~choduled Danks. The rats of inferort w7I 
be related to the amount of loan and is not on slab bash. 

i 
:I 

!. l2.3 On compfetion of project. it Is not obligatory to take loans under HLA. Allottees can avail 
, I  

:I of loans from any agency they like, even at lower rates of interest. In the case of housini 
4 : .  
I : ' #  'I , : loans under HLA, the interest rates chargeable are as under: 
( .. 
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6 . a .:. a: ...... . :, 4 : *,:,,a ib 
a,, 

Amount of loan I Roto ot lnlorest (%) 

Upto Rs.50,000 ' 10.5' 
I 

R~.50,001 to RS.l ,OO,OOO 0. , 12.0 

Rs.1,00,001 to Rs.2,00,000 13,5 

more than Rs.2,00.000, , 14.5 

Savings under HLA scheme carry interest rate ot 10 per cent. The differenlial is, thus, 
only half a percent. Further, a concessional rate ol 10 per cent will be charged for 
housing 'loans upto Rs.7,500 taken by economically weaker sections. 

12.4 The loan will be released in stages according to the progress of the work. On 
completlon of the project and allotment of houses, indlvidual members ol the soclety wlll 
obtain loans from the bank/HFI under HLA scheme. If the amount of loan under the HLA 
scheme is not sufficient, bankIHFI may provide a supplementary loan at the rate of 
interest prescribed by RE31 for normal housing loan (as given in pare 12.3). All such loans 
by the bankslHFls will be fully refinanced by NHB. 

Where the member of the society, is not eligible for loan under HLA, due to not having 
completed the minimum period of subscription to HLA, the bank/HFI with whom the 
HLA has been opened, will sanction a housing loan at the rate of interest prescribed by 
RBI for normal housing loans. All such loans wlll also be fully refinanced by NHB. 

The loan so sanctioned to the members 01 the co-operative soclety will be adjusted 
against the loan made available to the society. Thereafter members will be responsible 
for making regular repayment of their loan and lnterest thereon to the banWHFI. 

1 ' .  

12.5 The co-operative society will provide securily to the banWHFI for the houslng loans 
given to the members. Wherever the ownership of the houses is required to be 
transferred in the name of the individual members, it will be permitted only when the 
members have repaid the loan and the 'Interest. Under HLA scheme, houses bljilt 
cannot be sold for a period of five year~~after completion. 

I 

Operation & Maintenance 
, . i  

13. The project report should bring out an, appropriate system or methodology for the 
purpose of maintaining the services either on co-operative basis or through the local authority. 

I ,* 
' ';I' 

! ,,: Institutional and management requirements ,i 
' . 

14, The co-operative society should have adequate organisational and managerial capacity 
and capability for lmplementation of the project. The co-operative societies are advised to 
engage quaiiliad professionals required to execute the project within the time frame. 

Submission of Projects 
' 1 : '  

15.1 As soon as the co-operative Society Is allotted land by a public housing agency or 
acquires land by any other means, including land assembly, on its specific location, a 
project proposal may be submitted. , .  . 

15.2 The Project proposal from the co-operalive societies lor financing by NHB should be 
sent in two stages: 

:.I 
. . 

I.  I ' 

I . '  . 

, .i . 
, , ' , I1 



I. Plannlng proposal lndlcatlng iocatlon, conceptual layout and bulldlng dealqn, 
approxlrnate cost and time lramo and any othar relevant InlorrnaUon roqulred lor 
prellmlnary appralsal of the projqct. 

il. Detailed prolect repoff may k sent wlth the detallod layout and bulldlng dealgn, 
deslgn brlel, cost estlrnate, use nt low cost technology, Oar Chart, orgar~lsatlonal 
structure, cash flow and other (elevant details lo enable complete appralsal of the 
Project, I I '  

lU.3 All Plannlng Proposals I DPRJ shouldhb subrnlttod In trlpllcate. to the banMiFl through , 

which the co-operative soclety propop&l to avall linanclal assistance, The bankRlFl wlll 
retaJn one copy ol the Plannlrlg propobd wlth It and lotward two coples to NHB at New 

I .  . 
Delhl office lor approval. , . ,!  , 

" I  I , 
I 

;K " * * 



Quidcllncs fbr Land Davalopmcnt & Shelter Projects 
Professional Developers 

L Natlonol Houslng Dank has formulatad guideline!, for Land Development and Shelter 
ProJ4cts by publlc agencles in Aprll, 1989. Houaing Flnance Instilullaris, to be promotod and 
regulated by the NHB, wlll be expectod to pay attontion to moot tho credit needs of public, 
co*operatlvr and prlvate agencies ongaged In land davolopment end houslng construction. 
The guldlng pdnclple Is to counteract specutatlon and facllltato tho supply of ~ervlcod land for 
houslng. Recognlelng the important role o l  the developers In housing, NHB has now 
formulated guidellnoa for flnanclng land developrnent and stielter projects by the professlonal 
developerr. 

2 The developers may undertake projects of land development elther for plotted 
development or for group housing or a mlx of both 1.9. lndlvidual plots and group houslng 
pockets. Integrated projects for land developrnent, which include land acquisition, on-site 
Infrastructure and apportioned cost of off.slte lnlrastructure(wherever necessary) only will be 
consldered. Proposal lor land acqulsitlon alone will not bo entertained. 

General 

3.1 Land development and shelter project will be' llnanced only on such land as Is In 
physlcal possession of the developer without any encumllrance and encroachment. 
Projects can also be considered where the land Is being prclcured through negotiations 
and understanding of sales has been reached. The cost of land, If It has already been 
paid by the developer, can be included In the project cost. 

3.2 As a pre.condltlon for approval of land development and shelter projects, the developer 
will be required to give preferential allotmert of plots developed or houses bullt, to the 
members of the Home Loan Account(HLA) Scheme of the Natlonal Houslng Bank, at 
predetermined prices. Anlong the members of HLA, allotment will be made strlctly on 
the basis of the month of opening the HLA, that is, those who opened accounts In July, 
1989 anywhere In Indla, vrill have precedence over those who opened accounts In 
August, 1989 and so on. A certificate from the concerned bank will be required to be 
submitted for this purpose. 

S9 The developers wlll be free to sell the developed plots/houses/flats to the extent of not 
more than 20 per cent of the saleable land as approved in the project or not more than 
20 per cent of the total built-up space, whichever is less, subject to the condition that 
tha developers will slrnultaneously develop the whole area or co~istruct all the dn~elllng 
units. The ploVhouseVflats on the balance 80 per cent of the saleable land or 80 per 
cent of the built-up space shall be sold at pre-determined prices to be approved by 
NHB at the time of appraisal ol the project. 

6 4  Preference will be given to projects for land developrnent and housing with smaller size 
of ploWdwelllng units, preferably in small and medium towns. 

3.8 The project proposal should have the approval of the planning and local authority, 
wherever applicable, and be In line with the proposed developrnent of the area. 

h6 Projects of only those developers, who engage qualified professionals requlred to 
execute the project will be consldered. Appropriate parameters and technology should 
be adopted to econornise the cost of infrastructure. 



Professional Dcvc lopcrr  (anncxura 6 )  

1 3.7 Investment In land developmerit and houslng projects should be tlme bound to ensure 
lower costs to the bonellclariea,  orm mall^, a perlod not exceodlng three years Is 
envlaaged. Constructlofl of houses, where laken up, is expected to commence as soon 

, possible after the land bezdmes sultable for the purpose. The project perlod will be 
delermlnod at the tlme of approval of th~ '~ r0 jec t  on a roalistlc basis taklng Into account 
all relsvant facts. Once flxed, ho~ever,~l f  Is expected to be adhered to through strlct 
monitoring. Projects not executed accordlqg to agreed tlme schedule wlll attract hlgher 
rate of Interest on loan. 

~,ll~lll* 

3.8 An open advertisement will be lnsertqd by the developers in the local newspapers 
lnvltlng members of HLA and others to apply for allotment. Members of HLA wlll have 
first preference for allotment, Where sufllcient number of m'embers of the HLA do not 
apply for allotment, the developer will ,&'free to sell the remaining plots/houses/flats 
to the general publlc, who apply for !he same, Sy draw of lots, but at toe pre- 
determined prlces, In consultation wlth t 8 flvanclng lr,stltutlon. 

. o 41 I 
, . , , U . I  , I ,  

3.9 During t h i ~  construction ol project, a dlspley board at site should prominently indicate 
t .  . *,.,* -, 

that: 
The project ia (haneed by 

, .,, BanWHFI 

Under National Houslng Bank Scheme 
tor the members of the HLA Scheme of NHB. 

Layout pattern I//*!I , s 8 r  I, 
41 Normally projects with a constructhn of 20'dwelllng units or more will b6 conrldered for 

flnanclng. Preference will be given to a project on land allotted to a developer by the 
publlc agencles and where trunwperipheral Infrastructure is available. , 

&'< lt ; 
In the land to be developed, at least 75 per cent of the plots should be of size less than 
or upto 60 sq.m. per dwelilng unlt and romdnlng 25 per cent of Vie plots may be more " I 
than 60 sq.m. and no plot shall normally be more than 200 sq.m.The size of 60 9q.m. 1 I ljl\!l ( ,  

of plot can be relaxed marginally so long as the overall cost of the plot does not exceed 
As. 50,000. At the same time, minimum 50 per cent of the net residential area should be 
allocated to small plots. Further, keeping h,vlew the living habits, availablllty and ccr,s5 o i  
land, for the projects to be taken up In ru*, hilly and tribal areas and In. Ciilall and medium 
towns, the proportion ol the lower slze plot@ may be relaxed so long as the average size 
of ttre plots is not more than 100 sq.q,!:%lfurable marglnafly, i f  the average cost ot plot 
does not exceed Rs. 75,000). I, ,.I $ 

49 Tho mix of plots/houses proposed In the project, should have a wide range of different 
slzea so as to cater to households of all Income levels. 

. .  1 '  , .  

4 4  The layout should generally conform to the following land use: 
land under each use 

saleable 
residential, work places, schools, lnstltutlons, 65 - 70% minlmum 
Shops, community places otc. , . ,, , ' 

non=saleable 
mads, pedestrian paths, drains, . ,,; , 30 - 35% maximum 
public and semi-public open space?. 

Note: Thr leyoulprlf#~n will be considered lloxibly. 



( '  I @ Net fona l  Hovaing Bank 
' , ' I (  ' 

InfrPrtructure provision8 . I I ~ I ~  

1 ,  
5.1 Mlnimurn acceptable standards should be adopted using approp:iate technological 

development In planning, deslgn and usei ot materials so as to keep the cost within 
I ' affordable ilmlb. 

% ; I *I, ,! ,$ , 

I, :,I I ,  

5.2 The approach of providing services on l ~ ~ ~ ~ ~ e n t a l  basis may also be considsred, 
wherever technically feasible and firianclally sound. The Initial cost of services may be 
kept low by providing basic minimal level of Infrastructure which could be upgradad 
over a perlod of time. 

t 

8.3 Infrastructure provisions should be In conformity with the master plan/lnterim 
I 

development pian, it any. I 

EL4 Wherever the Infrastructure Is linked with external source/networh such as water supply, 
sewage disposal, elscrriclty etc., a certlflcate from the appropriate authorities regarding 
their availah!lii within the time frame and cost will be required. which can be included in 
the project cost. 

Conotructlon of houses . ,  

I 

6.1 Along with area development, shelter component may also be included in the project 
with the following criteria : 

i. Every dwelling unit should have access to water supply and toilet facilities. 

it. Use of appropriate, innovative and cost enective buildlng materials and construction 
I technology and efficient structural deslgh will be encouraged. 

lii. Use of buildlng materials based on agricultural or Industrial wastes and those which 
replace or substantially reduce the use,of ilmber will be preferred. 

, '  : 

6.2 75 per cent of the dwelling units should have a built up accommodation ranglng upto 40 
sq.m. (or within an overall cost of Rs.1.5 lakhs) and no house/flat, will have built-up 
accemmodatlon of more than 120 sq.m. At the same tlme, 50 per cent of the net built- 
up area should be allocated to the small dwelllng units. 

; . , ' I !  , 

6.3 Mlnlrnum density of 100 dwelling units per-hectare (125 dwelling units per hectare. in 
metropolitan cities with population of more than 1,O lakhs) will have to be achieved. Low- 
rise high-density development will be preferied. . 

. 6.4 The above guidelines will be applicable to ah land development and shelter projects with 
land area measuring two hectares and above; For smaller plots, measuring less than two 
hectares in area, flexible norms, within reasonable limits, can be adopted to respond to 
the special needs or the potential of the neighbourhood. 

Pricing . 
,. :. 

7.1 The pre-determined prices will ensure a lair return on investment by the developer. The 
prices charged from the beneficiaries shall not Include any speculative element,' 1.e. 
they would be based on the documented prlce of land or current registration price or 
price flxed by the Registration ~epartment'for'purposes of payment of stamp duty 
(supported by relevant certificate), cost o l  construction as per specifications pre- 
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~ r b f c s s l o n n l  Dcvclopcrs (anncxurc 6) 

determined, approprlato escalation durlrlg the project perlod, cost of funds and a ! 

reasonable profit margin. No ifl~rease on thq pre-determined prlcos wlll be allowed. 
I I.tI 

7.2 At the tlme of approving the predetermlped prices for varlous categories of houses/ 
flats, NHB may Insist on an element of f$oss subsldisatlon In favour of smaller units 
without affectlog the overall llnanclal viabillr/,of the project. 

Financing of Project 
; a , ;  

81 Natlonal Housing Bank will finance the dev,eloper through a banWHF1. NHE will flnance 
the project upto 80 porcent of Ihe project cost(para 3.2). The loan will be released In 
stages according to the progress of the work after the developer has invested his own 
share of investment 1.e. 20 percent of lhe project cost. Funds will be made available by 
the bankIHFI to tho developer in the form of loan, for the project perlod (whlch wlll be 
three years, Including the period required lor allotment and handlng over). All such 
loans by the banWHFl will be fully refinanced by NHB. The loans wlll have to be fully 
secured. , . 

, 
, .  8.2 The loan for individual component/units whether serviced plots, constructed dwelling 
i units, will be charged interest rates in ,accordance with the Interest rates structure 

prescribed by the Reserve Bank of lndla,!rom time to time. Rates of interest w.e.1. 
September 22, 1990 are : 

Amount of loan ' Rate of interest (%) 

Upto and inclusive ol Rs.7,500 10.0 
Over Rs.7,500 and upto Rs.15,000 . . 11.5 

Over Rs.15.000 and upto Rs.25,000 12.0 
Over Rs.25,000 and 'upto Rs.50,OQO 14.0 

Over Rs.50,000 and upto Rs.2.00 lakhs 15.0 
Over Rs.2.00 lakhs . minimum 16.0 

The lending rate structure relates to tho aggregate loan for each unit which tho 
agency avails from HUOCO, other HFI3 and scheduled banks. The rate of interest will 
be related lo the amount of loan and is not on slab basis. 

8.3 On completion of project. The plots/houses will be sold to the allottees on outrlght sale 
I basts. The allottees can avail of loans from any agency they like, even at lower rates of 

I I interest. For example, in the case of hou'sing loans under HLA. the interest rates 
I /  chargeable are as under : , .  

Amount of loan . Rate of Interest (%) 

Upto Rs.S0,000 , ' 10.5' 

Rs.50,001 to R~.1,00,000 ; 12.0 

R~.1,00.001 to Rs.2,JO.OOO .~ ; 1, 13.5 
more than Rs.2,00.000 ,,.l.,i ? i ;  14.5 

I , ; !  , , 
Savings under HLA scheme carry interest ?ate of 10 per cent. The differential is, thus, 
only halt a percent. Further, a concead~flal rate of 10 per cent will be chargod for 
housing loans upto Rs,7,500 taken by ~fco~,micai ly weaker sections. 

-!:, S4 If the amount of loan under the IILA schetie'l$ not sufficient. banWHFls may provide a 
.. , supplementary loan at the rate of interest presiribed by Rtjl for normal housing loan as 

given In para 8.2 above. All such loans by the bankslHFls will be fully refinanced by the , . 



National Housing Bank. Where the allotte(, Is not a member of HLA or is not eligible for 
loan under HLA due to not having completed the minimum period of subscription to 
HLA, the banWHF I with whom the HLA has been opened, will sanction a housing loan at 
the rate of interest prescribed by RBI for normal housing loans. All such, loans will also 
be fully reflnanced by NHB. The loan so sanctioned to the allottees will be adjusted 
against the loan made to Ihe developer. Theraafter members will be responslble for 
making regular repayment of their loan and interest thereon to the banWHF1. 

a5 The plots developed/houses built under the scheme cannot be sold for a period of five 
years after taking possession. This provision may be relaxed in case of dire distress 
subject to such conditions as may be deemed fit to be imposed. 

Operation & maintenance 

a The project report should bring out an approprlate system or methodology for the 
purpose of maintaining the services oither on co-operalive basis or lhrough the local authority. 

I 

Project implementation 

10. The time schedule for the implementation of the project should be carefully worked out 
and supported with. CPMIPERT chart or Bar chart with appropriate linkages; showing the 
physical progress and investment pattern. 

Organisational and management requirements 

1L Details of the existing organisation and of managerial capacity and capability should be 
, incorporated in the'project report. 

lZ Land development and shelter projects will be considered flexibily, subject to three 
basic parameters : 

i. It should be an integrated project for land development (Including land assembly) and 
on-site infrastructure to develop buildable siMs and construction of houses.. 

i ii. 80 per cent oJ developed land/built-up space will be sold with preferential allotment to 
members of HUS scheme of NHB at pre-determined prices. 

4 . ., 
lil. 75 per cent of the houses built shall h a d  built-up accommodation ranging upto 40 

sq.m.( or wlthin an overall cost of Rs. 1.5 lakhs) and no dwelling unit shall have a built- 
up accommodation of more than 120 sq.m,' 

Submission of projects 
I '  

13. The proposals for land development and shelter projects may be sent In two stages: 
, 

I .  Planningproposal indicating location, dccess to infrastructure services, conceptual 
layout and land use pattern, use of low cost technology, approximate cost and time 
frame and any other relevant information required lor preliminary appraisal of the project. 

11. Delalled project report may be sent with detailed layout and designs, duly approved by 
planning and local authority wherever applicable, design brief, cost estimates, pricing, 
PERTICPMIBar chart, organisatlonal structure, czsh flow, and other relevant details to 
enable complete appraisal of the project. . , 



Guidelines for Rental H0~sin.g  Projects (anncxura 7) I ( 1  
I I  

ly , '  

4 , I:' , '  
iSS 

L Natlonal Housing Bank recognlses the need for employers in the organlsed sector 
undenaklng houslng schemes for thelr employees and workers, keeplng In vlew the 
considerable sh0rtag.e of staff housing ,I? the publlc and private sectors, and to generally 1 
Increase the housing stock in the Country. The Natlonal Housing Bank, therefore, proposes to . :I :, ' / 

, , 
finance rental houslng projects by public'and prlvate sector Institutions. I 1 1  

, ,. ).\. ! 1, 
I 

Gcncrd 
* , I  ! 

1 ;  ' 
21 Natlonal Houslng Bank will conslder proposals from public and prlvate lnstltutions for I I 

! 
rental housing schemes with the following criteria: 

I, 

' ! 

I. The proposal is to provide rerltal housing exclusively to the employees of the borrowing 
institution. 

I 
I I I I I 

11 I 
I I 

N.8: This condirion may be relaxed in the case of rental housing lor specific disadvantaged groups I1 I 
(1.8, worklng women) subject lo: 

1; i ;I / 
a. additional safeguards being provided for the servicing of ban  ; and :, 1' 
b. all the dwelling unrls berng o/ built-up a~ommodalron not exceeding 40 sq.mtrs.( or within an 

ovsrall cost of Rs, 1.5 lakhs per unit) :' / I  
t 

' I 

il. The lnstitutlon is financially viable and has the capacity to repay the loan and interest 1 .  

. * 

withiri the,,,stipulated period. u I, I <  ,:I I .  
I 

Lnul , 
23 Investment in the housing project'shall be tlme bound. The project period will be 

?El i determined at the time of approval of the project on reallstlc basts, taking into account all 
4 

i W' relevant factors. The projects shall b a  implemented strlctly within the time schedule 
i 1. agreed at the time of approval of the pro/ect. Projects not executed according to agreed 

time schedule will attract higher rate of Interest on loan. I : I :  
-.I , 23 Rental housing project w~ll be financed on such land as is in the physlcal possession of 

1s. ' 
the institution without any encumbrance and encroachment and also have assured 

: a1 ' availability of off-site infrastructure within the project time frame. The cost of land can 
' U I 

however be included in the project cost. . 
1 

I1 . " 

2 4  The project proposal should be in line with the proposed development of the area and 
should have the approval of the planning and local authorities. 

25 Appropriate planning and design parameters and technology should be adopted to ! , 11, . . . ' ! :  

:n, economise in'the cost of on-site Infrastructure and construction of dwelling units. The 

a dwelling unit should preferably be deslgned with emphasis on efficient spatlal design of 
1. 

I 
1 ,  

the dwelling unit. Use of appropriate' and cost effective material and construction , i 
technology and efficient structural deslgi will be encouraged. Use of building material . I  . )I 

.1.' 
l l l  
my ? based on agriculture or industrial wastes and those which' replace or substantially 

L'! 
I 

, reduce the use of tlmber will be prefer';ed.'. 
'0. ) 

. . I .  . 
i a , 6 .  . . 

I : 26 Projects of only those institutions, which engage qualified professio?als to execute the 
I = .  

I project will be considered. 
I .  . 

27 Durlng the construction of the project, a display board at site should prominently 
i , lndlcate that: !e , The project Is Ilnanced by 

. I 

I. 
I ' BanWHN 

;.. , . . Under Nalionai Hof.'sing Bank Scheme 
: . ,  



r;: 
Nature of development ' I t  I I 

( ,I* 

3.1 Normally, group housing projects will be considerod for financing under rental houslng 
scheme. Minimum density of 100 dwelling linlts per hectare (125 dwelling units per 
hectare in metropolitan citles wlth pop~latldn of more than 10 lakhs)will have to be 
achieved. Low rise high density development , ,  will be preferred. 

I I 0 I 

h2 To meet the needs of low income employees, the average size of dwelling unit should 
' have a built-up accommodation of not more 'than 60 sq.m. and no dwelllng unit shall 

have a built-up accommodatlon of more than 120 sq.m. Preference will be given to 
projects for land development and housing with smaller size of plotsldwelling unlts. The 
average slze of 60 sq.m. of builtup accomodatlon can be relaxed marginally so long as 
the overall average cost of the dwelling unit does not exceed Rs. 2.25 lakhs). 

3.3 Wherever individual housing is proposed to be construcled, following parameters shall : It 
apply : '![ y, ! 

i a  :. ,, 
I. The land under residential use shall not be less than 50% of the total area. JIB : 

I li. Average size of the plot per dwelling should not be more than 100 sq.m, and no plot 
should normally be more than 200 sq.m. in slze. 

;;J )i 

h4 Parkslpublic open space and roads sh,ould be properly landscaped. Community ;!l,/j amenities such as schools, community centre etc. wherever necessary, can be , . , , , . .  I * .  

incorporated in the project cost, including the cost of landscaping and plantation of .' ;:; ; 
,,! ' 

adequate number of trees to create healthy living environment. ' , , .  ,,a!:, '1 , 
* .  . 

Mastructurc provisions itrf 
' * : ,!I. 

, *! 

dl Minimum acceptable standards should be adopted usin'g appropriate technology in % .. ! * .  
I .  

! 0; m1 

planning, design and use of material so ad to keep the cost as low as possible. 
8 . 2  , I , jia:, 

42 Wherever the infrastructure is linked with external sowce/network such as water supply, 
sewage disposal, electricity etc. a certificate from the appropriate authority regarding 
their availability within the time frame and cosi will be required. 

' Financing 
I 

5 1  National Houslng Bank will finance the instit~tions through their banWHFl approved by 
NH8 for thls purpose. The extent of finaide provided by NGB will be upto 100% of the 
cost'ol construction (excluding the cost gii'land) or not exceeding 75% of the project 
cost, including the cost of land, whichevb/'lh k ~ ~ s .  The institution should have adequate 
resources to invest its own share of the i k j k c t  cost. The expenditure already Incurred 
on the project will, however, not be reimbirsed. ...::,. .. The loan will be released in stages 
according to the progress of the work. N ~ B  will also consider financing purchase of 
ready built dwelling units by the employer for use as rental housing for its own 
employees, provided it conforms to the parameters as staled in para 3 above. 

, ' 

S.2 Funds will be made available by the bank!HF( to the institution in the form of a ioan, at 
Interest rate of 16%. All such loans by the hanW~F l will be fully refinanced by NHB. The 
loans will have to be fully secured. The ehtire loan along with accrued interest will be 
payable within a period of ten years from:\he date of last drawl in equated half yearly 
instalments. 



' , l j  
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U3 it is expected that the borrowing agency will 1,ecover reasonable lease charges from their 
employees, and review the same perlodicnliy. 

Project Implcmcntation I 
I- 

t3 Time schedule lor the implernentatlon ol the project should be carefully worked out and 
supported with PERT/CPM Chart or 8ar Chart showing appropriate linkages with various 
acflvitles including cash flow. The pro]ed report should also bring out a proper system or 
methodology for the purpose of maintaining these services. Detail$ of the existing 
organlsatlon and of managerial capacity should be incorporated In the project report, to 
ensure Urneiy lmpiementatlon of the project. 

Subdssion of Projects , . 
I 

/I 7.1 The proposal for rental houslng scheme should be sent, In two stages: 
I 

I. Planning proposal indicating iocatlon, conceptual layout and building design,' I .  ! 
, ,  . 

approximate cost and time Irarne.and any other relevant lnformatlon required lor a ,  

! * I  

", 4 , ! 

preiiminary appraisal of the prolect..,, 

11. Detailedpro/ect report may be sent with the detailed layout and building design, design' 
brief, cost estimate, use of low cOsfjtechnoiogy, PERTICPWBar Chart, organlsation , , 

structure, cash flow and other relevant details to enable complete appraisal of h e  
, . 

, , . I  Project. 
I 

7s Ail Planning Proposals I OPAs should be submitted in triplicate, to the banWHFl through I , I  
I '  . ' I  I 

whlch the co-operalive society prokdjks to avail financial assistance. The banWFI will ,' I 
retain one copy of the Planning propgsal with It and foward two copies to NHB at New , , I -  

'a; , ( #  : ,, i 
Delhi oflice for approval. 
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Gd.dcWncs for Building Material Projects 

1, Increased availability of flnance and land lor buildlng houses will put pressure on the 
supply of buildlng rnaterials and constructlon components. On an average, materials account 
for about 70 per cent of the cost of constructlon, lnadequate sup,-~ly and increase In prices of 
basic buildlng materlals like bricks, timber etc. adversely affects the constructlon of houses 
and slows down housing actlvlty. While the development and expansion of productlon of 
buildlng materials such as cemont and steel may not pose much of a problem, the productlon 
of other bulldlng materials. scattered over different parts of the country, naeds to be 
augmented, quality improved and cost reduction achieved. 

I 

2 To build houses, especially for low income group category, building materials have to bg 

made available at reasonable prices. On a very rough estimate, for constructlon of one million 
houses wiUlin the affordability of low income group will require building materials of the value 
of Rs.2,000 crores. The existing supply of the conventlonai building materials Is far too 

I Inadequate to meet this additional requirement. 

3. NHB proposes to extend support to the industries which wlll Increase supply of bulldlng 
materials at affordable prices and result In construction at lower costs. in particular, NHB will 

: support production and use of: 

I. locally produced, low cost bulldlng rnaterials and constructlon components, 

11. standardlsed bulldlng materials and components, 

iii, building materials and components produced by using agricultural, Industrial and other 
wastes, 

Iv. buildlng materials and components whlcti replace or substantially reduce the use of 
scarce resources llke wood, and 

v. low energy consumption building materialsqand components. 

4 NHB will also support research and development which will improve construction 
technology. Studles on innovative building methods, technology, design and standardlsatlon 
of material and components will be encouraged. 

1 ,  

IS. Improving the availability of building materials of acceptable quality at affordable prices is 
a difficult and complex process. An appropriate institutional set up is required to promote 
appilcatlon and commercial exploitation of alternative buildlng materials and constructlon 
components developed by varlous research and development Instltutlons and also to 
encourage productJon and marketing of buildlng materials in a coordinated manner. 

fi To achieve the above objectives, NHB will support setting up of building material 
industrles/companies for manufacture of varlous building materials and constructlon 
components (full or partial system) to be~used In housing programme and coordinate 
marketing effort for distribution and sale of these housing kits including technical services 
required for use of such materials and components. 

\ : 
7. The following Guidelines have been formulated for assisting Industrial unltsfcompanles 

manufacturing building material falllng within the above broad category : 

i. Eligibi l i@ 

a. NHB prefers to support .building material projects based on new or Innovative 
technologies using locally available rawlwaste rnaterials in,the region so as to increase 
and broadbase the supply of building materials of acceptable quality at affordable prices. 
Preference will also be given for projects in the areas where there is scarcity of - I 

1'. 
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standardised building matorial for house construction. NHB will also support projects on 
Imported technology from other countries provlded the technology can be quickly 
absorbed In India to obviate recurring outflow of foreign oxchange and help in lowerlng 
construction costs. 

1. - b. Companies seeking NHB asslslance may be required to satlsfy the lollowing criteria: ( ,  1 
\ I, I 

I. It should be a publlc/prlvate limited company and be professlonally managed normally 
with a paid-up capital of not less than Rs.1.00 cror'e. 

It. NHB may at its discretion nomlnate one or two directors on the Board of the Company. 
ill. The company should undertake to obtain prior approval of NHB before appointing/ 

reappointing or removing audltorlauditors. , 

'1 li. Evduadon of the project 

a NHB will provide financial asslstance for projects meeting the parameters laid down II'I 
these guidelines, after satisfying ilself with the technical feasibility and financial viability 
of projects. Preference will be given to projects whlch have been appraised and 
approved by HUDCO for its ~qui ty participation. 

b. Projects which are appraised and appr'oved by bankslstate flnanclal institutions for ' ' ,  

providing equity participation andlor term loan, will also be considered. . I )  

i .  Nnandng 

11 The promoters are expected to contribute & least 20% of the project cost by way of equity.' 
NHB will providn equity support whlch may extend to 30% of paid-up capital on merits of each 
case. 

iu. Pmcedure for invitfng equity paddpadon by NMP 

The proposal for equity assistance should be submitted in triplicate to the National Housing ' ;\I 
Bank along with the following docume?ts: '" i 

a. Project Report. 

b. Memorandum and Articles of Assoclatlon of the company. 

c. Approval of the financial institution/banks/HUDCO for the project for 
equitylterm loan. 
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ANNEX:, 3.1: 
CREDIT RISK ON INDIVIDUAL LOANS 



I *  , '1). i / 
Thc lack of M effcctivc forcclosun proceduru in India conditiolls thc underwritlug und credit 1 ,  * , :  ! 1 
process for housing loans. Foreclosun takes +imurn of five to seven years and is an lIg I 

impractical option in virtually all circumstancos,~~~,Consequently, it is more accurate to speak I 1 I!(, *, 1 I of housing creqt than mortgage loans--the fundame~ital security for housing loans is the credit 
' 1 1  1 1 4  

1 1  

1 of the borrower rather than the collateral. The difficulties with foreclosure have encouraged 1 ,  I 
8 I (, 

conservative underwriting and thorough collecdon procedurr.~. ! I /  I 

1 ,  I! I ,I 
, , I  

Four factors affcct credit risk: the collateral ropresented by the property, the individual's 
capacity to repny, tho term of the lonn, and tho lqan approvnl proccss. These fnctors we 
examined below for individual loans, which currently represent the bulk of HFC assets, 

i 

: > ,  
J.1; U l  

a) Collateral, Equitv, and Title. The m@um loan-to-value ratio used by the HFCs 
visited fanged h m  70 to 85 percent. These HFCS estimated the average loan-to-value ration 
at 50 to 65 percent of appraised value. ~ ~ ~ r a i $ a l  were done by technical personnel from the 
HFC based on the construction cost of the house plus the land value in cases of construction 
or market price in the cases of sale. b 

. 

m ,  
I .  

1: 
However, the low loan-to-value ~,ttio increases the problem of verifying the borrower's othcr 
sources of equity. Sums already spcnt on construction are often one of these sources of 
equity. A large portion of individual loans made by HFCs--ranging from 20 to 40 percent-- 
involve construction of a house, extension, or home improvement. HFCs customarily verify 
the value added in construction by either a site visit of HFC technical staff or M inspection 
by a local engineer. Another sdurce of equity is the borrower's savings, which HFCs verify 

. , by examining postal account savings books arid other records of borrower assets. 

* 

I : .  

Achieving secure title is often a problem, particularly for loans on apartment units, which 
customnrily represent about 50 percent of individual loans in urban areas, and for low-income 
borrowers, who often live on property,with a clouded legal history. Finally, communal 
ownership of land in some regions, such as northeastern India, requires special methods. 

' HFCs routinely take multiple proofs of title; inchiding property tax receipts, the deed, a 
. declaration by the local government that the b m w e r  is the owner of the property and pays 

taxes, and title searches by local government. 

1 Ib) Reuavment Capacity and Guarantor. The maximum dcbt service to poss income 
. . ratio is customarily 30 to 40 percent; for USAID HG loans, the maximum is 30 percent. If 
: the ratio exceeds this figure, special dispensation is required, often from the managing 

director. This figure compares with maximum debt-service-to-income ratios of 30-50 percent 
in the United States. * .  

I 

, Some WCs require that all borrowers have a guarantor for the loan. Others require 
guarantors for dl but the most easily qualified borrowers and lowest loan-to-value ratio 
properties. Pruticulruly given the lack of a foreclosure law and procedure, the requirement of 



n gumantor is a key to exorcising "mom1 prpssure" on rnortgilgors who Fall b c l ~ i ~ ~ d  on their ,ili\i,li 
payments. 

c) Loan Tcm. The tenn of lonns varics from 7 to 20 years and is genernlly 
differnice batwccn tho borrower's age and ago of rctircmcnt, usuully taken us 58. TI1 

year old lvould gat an 8 yam tcrrn, whilb'li 30 year old would get u 20 year tcrm. Alt 
understandable, this procedure cffecdvel~ bliminntes most people over age 5 1 from rec 
housing lrmns as the minimum loan term is 7 years. In comparison, loan terms of first 

U '  mortgages in the United States are virtually 'always 30 years if the borrower dernonstrat 
sufficient repayment capacity for the frsk 2-3 yews of the lorrn, rcgardles$ of the borro 
age. Hence, the setting of lonn tcrm in India is quite conscrvutive. 

, 

14, Loan Aooraval The loan approval process differs depending on the size of thtif:i,lii$ 
loan. The procedure of Can Fin Homes is bica.1. Loans up to 1 lakh are sanctioned by the , 
brunch miinngcr. Above this amount, loans go to the l~eadqunrters office: loalls from I lakh 'f) , , 
to 3 lnkhs me smctioned by the general managcr; loans 3 lnkhs to 15 lakhs urc si~nctioncd by *;f: 
the mana4,ing director; loans 15 Idchs to 1 crort arc sanctioned by a committee of directors; ''; los!, 

loans above 1 crore must be approved by the board of directors. 
I ." f,/ I I I'l 

' ( i  
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ANNEX. 4.1 : 
SAMPLING LOAN DISBURSEI@?NT RECORDS TO V E R W  

I-IOUSENOLD ELICilBltilT FOR HG FINANCUfIG 



Anrrex 4.1 
Su~nplirrg Lona Llisbursemant Hocortls to Vurify 

Ilouuuhold Ellylblllty for !I(; k'itri~ncit~g 

In the IIG-003 prczgrrrrn currcnt pructica is to attribute 1111 loanri for K ~ N .  50,000 or ICSS 
rcfinuriccd by NIID to tlia IIU progrnrn. I,c,, tho uvsumptiot~ is thnt such loans rrrc trrkcrt l)y 
borrowers with incomes at or below the median of housclltrlci incorncs in ilrbnn nrcns. Whilc 
uso of the Rs. 50,000 rule of tliun~b is convenient arid on its fucc rlppcirrs rcnsoritlblc in terms 
of thc size of loan for which a low-income household could mnkc puymcnts, i t  lins not I~ccn 
subjected to systematic empirical verification. T h i s  atlrlcx otitlincs a proccdu~s for testii~g the 
validity of tho rulc of thurnb, using loan file mcords from IIFCs whose loans huve becn 
refinnnced by NCIB. 

Questions to be Answered 
; i I 
j lY 

Tlic primary question io be addressed i z  *isat share of loans bclow Rs. 50,000 qunlify for MG I 
I ,:I fiyuncing. However, sevcral ildditicml questions can also be addressed with dutu gathered at , 

the same time. These include: :,,,llf 

I 1'; 

1. What sharc of loans qualifying for HG financing m going to female borrowers,' and ; a  ,/;) 
whnt share going to borrowers age 50 or older? :f 

I ' 
ml 2. Whnt shnrc of qualifying loans nro for house purchase1 corlstruction rirlri wlint sharc '=. 

for home improvcn~cn ts') 
t 

3. How does the share of qualifying loans vary by city size and region of the counuy? 
1.e.. should alternative rules of thumb bc, used in the future for different locations? ' 1 ,  ' I1 mi 

, ii I =I 



Data to be Gathered 
' j  

To addnss thc questions just listed, thc folloyvP:lg datir itcms should be exnctcd from loan 
disburscmcnt filcs at the pruticiputing EIFCs: 

. ,yj' 
1-JFC id number 1. I 

2. a '* "1: bmch id number (so the city ~ i z e  and region of the property can be captured) , 

3. borrowcr income 
4. bcrrowcr ngc 
5. borrower sex , : rls I 

6, borrower family status (singlo, married, etc.) 
7. dwelling size (40 square meters or larger) 
8. property value I \ ,  8 b  

9. loan amount I 

10. type of loan (improvement/expapion versus purchase/ construction) 

; 

Sampling Plan 

Data will bc gathered from the loan files of cacfi of the HFCs whose loans have been 
, 

fitlancing by the HG program (through the NHB), Most WCs now have branches, and, 
depending upon where the HFC keeps its loan fdes, it may be necessary for the data 
collection to be done at the branches. It is possible, but not very likely, that all of the 
information listed above will be availablt from the HFCs' computerized files. I I 

I .  I 

!' I . , :  ,h 
(a) At this time there is no reliable estimate of the share of HG-financed loans that . , .:. I 

I , I . .  

actually qualify for this financing. Conservatively, one can assume the value to be in , .  ' I  I 
( 1  

I ' t  

'. ', i the .5 to .6 range. I '  

! i n  
I '  1. Sample Size. The size of the sample needed depends upon the expected s h m  of 

(b) The precision of the estimate is reflected in the co~lfidence interval around the 
estimate, for example, one might want the esthnate to be reliuble withiil plus or minus 
5 percentage points. So if the estimate were .8, then one would know that at a stated 
level of statistical significance the actual value lies in the range .75 to .85. For this 
purpose, a confidence intervsl of plus or minus 5 percentage points seems reasonable. 

'! 
* 

. . (c) Statistical reliability addresses the Likelihood that the estimate could have arisen 
from chance rather than be fact. A standard reliability standard is -95, i.e,, the chance 
that the true value of the share of qualifying loans lies outside of the confidence 
interva! is five percent. 

HG-financed loans actually taken by a household with ihcome below the urban median, the . 
, desired precision of the estimate of the actual share of loans that qualify, and the degree of 

statistical reliability desired. For these factors, note the following: I 1 .  



I Basccl orb thcse purutnctcrv u totul sample sizo of [to be fillcti in Wnullington] is rcquircd. 

2, Dmwinp. thc snrnnlc, A ~umpla of thc size just indict~tcd sl~ould bc drawn using I 
, , ,  

rccords at NHB. Spccificnlly, a simple 11:pdrig should bc ~nu(le of the uccount numbcrv of all ' ', 

lows against which HG-funds were disbursed. The total nurnbcr of loans itlcludcd should ba ,.- 

dlvidcd by the sample size to obtain the sampling intcrvnl, A rilndorn start should then be , , ' ,  

tokcn within the first interval, and this lonh and every lorln at thc same point in cuch ' 1 , ,  

, I .  

subsequent inrervd included in the sample. . ,  
1 , :  

' !  
Each of the sample loans just identified should then be al1oc;lted to the E-IFC originating it, 
LC., a list of all the loans samplcd for each HFC should be compiled. Thcn a listing of all of , : 
tho sample loans for each HFC should be sent to the I-IFC with a cover letter asking the HFC , 

to identify the location of the file containing the necessnry data for each loan. , , 
, I1  

Based on the information received in respond to these letters, the field work can be 
organized for going to the loan files to code the data listed above for computer entry. , ;@,I: 

'1 :Analyses can then be performed to address the questions stated at the beginning of this annex, 
' ( 1 .  ' : / I  

I I . ,:,; .I. 

' I , .  


