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I
tdoesnotdependsomuch
onwhomyouaskbuton
whetheryouwant
themtospeakon

therecordoroff.On
record, theysaythecorrect
things:Small financebanks(SFBs)
aremeanttoenhancefinancial
inclusion,actassavingsvehicles,andbe
vendorsofcredit tosmallbusinesses,marginal
farmers,andtheunorganisedsector through
high-technology, low-costoperations.

Off therecord, it isadifferentstory.
Boththestoriesacquirerelevance

withrecentdevelopments.There is talkof
oneSFBbeinginpreliminarytalks toacquire
another.Lastyear,UnitySFB,a jointventure
betweenCentrumandBharatPe,acquired
Punjab&MaharashtraCooperativeBankina
rescueoperation.

Morerecently,albeit lessmomentous in
impact,UjjivanSmallFinanceBankannounced
astrategicpartnershipwithSMCGlobal
Securities foronlinetradingservices, leadingto
arise insharepricesofboth.

Thedevelopmentsshowthevariousways
inwhichSFBsaretryingtocarveoutaspace
for themselves. It isanarenathathastocontend
withtheirspecialcircumstances.

TaketheSFBs’prioritysector lending
target—loanstothebottomofthepyramid,
muchof itunsecured—setat75percentof the
book.Asthebookgetsbigger, sodoesthe
challengeofmeetingthis target.Othermodes
ofmakinguptheshortfall—securitisation,or
co-lendingwithnon-bankingfinancial
companies — areoff thetable.

Foruniversalbanks, theprioritysector
lendingtarget is42percentof thebook.So,ask
theoff-the-recordvoices,whynotkeepitat42
percent forSFBsaswell,andlet themtapother
routes justasuniversalbankscan?Thiswillhelp
reducetheriskofconcentration.

Thecounterargument is that there isnoreal

concentrationrisk, that inaprioritysector
lendingscenariotherisk isspreadovermillions
ofcustomers.Allof themcannotpossibly
defaultat thesametime.

“That’s fineonpaper,”saysanSFBexecutive,
“but,withclimatechange, floodsandpoor
rainfallcanupsetcalculations”.

Hecites theReserveBankof India’sReporton
CurrencyandFinance,whichhasaspecial
editiononclimatechange. ItsChapter1,entitled
“TheClimateStrikesBack”, saysthedifference
betweenclimateandnon-climate issues is inthe
horizons.Theformer is for longerperiods —30
to80years.Besides, it isdifficult torelyon
traditional riskquantificationtechniques

andpastdatamaynotbesufficiently
representativeof theextremeclimate
events thatmight lieahead.

Theotherconcernis thecostofdeposits.
SFBspayhigher interestondeposits than
universalbanks.Thisalsoholdstruewhenthey
availof refinance.Theadditional interest
increases theoverallcostof funds.The
increasedcostsarepassedontoborrowers.

Whatliesahead
ManysawSFBsasasteptowardsauniversal
bankinglicence.TheSFBoperating
guidelines (November27,2014)saidthey
wereeligible for transitiontouniversalbank
after fiveyearsofoperations.Thiswassubject
toconditions.However, there isnowademand
foradetailedroadmapfor theapplicationand
conversionprocess.

Severalbigprivateequitynameshavestakes
inthesector.Giventhestockperformanceof
SFBs, leavingoutacoupleofoutliers, further
supplyofcapitalmaynotbeeasytocomeby—
evenintheunlistedones,whosevaluationis
influencedbytheir listedpeers.

Fearing investorhesitancecompoundedby
anoversupplyofSFBstock, somesoughtan

extensionof the time limit for listing
fromsix

years toeight.They
cited the“accepted
recommendation27”of

theRBI’s InternalWorking
Group(IWG),whichsaid: “Suchbanks

shouldbe listed ‘withinsixyears fromthe
dateof reachinganet-worthequivalent to
prevalententrycapital requirementprescribed
foruniversalbanks’, or ‘tenyears fromthedate
ofcommencementofoperations’,whichever is
earlier.”

TheRBI,whileacceptingthe
recommendation,madeamodification:“Such
banksshouldbelistedwithin ‘eightyears from
thedateofcommencementofoperations’.”The
RBIreasoned:“Thishasbeenstipulated
consideringtheimportanceof listingandto
providesufficient timetothesebanksfor
stabilisation,consolidationofoperationsandto
gaininvestors’confidence.”

ThiswasrelatedtotheIWG’s
Recommendation31,whichsaid:“Whenevera
newlicensingguideline is issued, if thenew

rulesaremorerelaxed, thebenefitsshouldbe
giventoexistingbanks immediately…(if) the
newrulesaretougher, legacybanksshouldalso
conformtonewtighterregulations,buta
transitionpathmaybefinalisedinconsultation
withaffectedbankstoensure
compliancewithnewnormsin
anon-disruptivemanner.”

Industryplayerssay
Recommendation31wasfor
equal treatmentofnewly
mintedandexistingSFBs.

Butwhenitcameto listing,
thenewplayersweretodosoin
eightyearswhile itwassix
years for theexistingones.

TheRBIdidnotpress fora
listing inthesixthyearasSFBs
hadfacedthebruntof theafter-
effectsof thedemonetisation
and, later,of thepandemic.

ParitywithUCBs
Urbanco-operativebanks(UCBs)thataspireto
becomeSFBshaveurgedtheRBIandMinistryof
Financeformorefavourableentrynorms.Theydo

notwantthesamelimitsonloansizeandpriority
sectortargetsthatSFBshave,especiallywhennot
manyofthemhavesoughttobecomeSFBs.

TheRBI’sReportontheTrendandProgress
ofBankinginIndianotedthatSFBs’primary

cashflowswereadversely
affectedduringthefirstphase
of thepandemic.But
structuralproblemshadbeset
thesectorevenearlier.

Ontheliabilitiesside, they
hadlowsavingsandcurrent
accountsandreliedheavilyon
bulkdepositsandterm
deposits fromcooperative
banks.Ontheassetsside, the
shareofunsecured
microfinance loanswas
disproportionately large.

Manyof these issues linger
on.So, is theSFBmodelworkable?

SFBshavebeenaroundforeightyears.A
paperonthe“PerformanceofSFBs—AnEarly
Reflection” intheRBIAugustbulletin2021,
authoredbyNitinKumar(assistantadvisor,
DepartmentofStatisticsandInformation
Management)andSaritaSharma(manager,
DepartmentofEconomicandPolicyResearch),
saidempirical resultsshowedthatmicro-factors
suchasefficiency, leverage, liquidityand
bankingbusinesswere important in
determiningSFBs’profitabilityduringthisearly
periodofoperations.

TheoutcomecouldbebecauseSFBsare
establishedwiththeobjectiveofservinganiche
segmentofunder-privilegedpopulationinstead
ofapurelyprofit-makingintermediary.“Dueto
the limitedtimespanavailable, theoutcomeof
theanalysismaybeconsideredas indicativeat
thisstageandneedstobesubstantiatedwith
greaterdata,” thepapersaid.

Regardless, there isasteadystreamof
applicationsat theRBI’son-tapwindow
forSFBlicences.Fewmakethecut.
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Wheredosmall
financebanks
gofromhere?

KEEPING SFBs
AFLOAT

UCBs that aspire
to become SFBs do
not want the same
limits on loan size
and priority sector
targets that SFBs
have, especially
when not many of
them have sought
to become SFBs
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BEFORE THE NATIONAL COMPANY LAW TRIBUNAL,
KOLKATA BENCH

COMPANY SCHEME PETITION NO. C.P.(CAA)154/KB/2023
CONNECTED WITH

COMPANY SCHEME APPLICATION NO. C.A.(CAA)116/KB/2023

In the matter of the CompaniesAct,2013;

And

In the matter of Petition under Sections 230 - 232 read with
Section 52 and other applicable provisions of the Companies
Act, 2013 read with Companies (Compromises, Arrangements
andAmalgamation) Rules,2016;

And

In the matter of Scheme of Amalgamation by way of merger by
absorption among L&T Finance Limited, L&T Infra Credit
Limited, L&T Mutual Fund Trustee Limited and L&T Finance
Holdings Limited andArrangement.

Apurva Rathod
Company Secretary

Sd/-

L&T Finance Limited, a company
incorporated under the provisions of the
Companies Act, 1956 and having
Company Identification Number (CIN:
U65910WB1993FLC060810) and having
its Registered Office at 15th Floor,PS Srijan
Tech Park, Plot No. 52, Block DN, Sector -V,
Salt Lake City, Kolkata - 700091in the
State ofWest Bengal.

NOTICE OF HEARING OF COMPANY SCHEME PETITION.

NOTICE is hereby given that a Company Scheme Petition (“Petition”) seeking sanction
to the Scheme of Amalgamation by way of merger by absorption among L&T Finance
Limited (“Petitioner Company”), L&T Infra Credit Limited (formerly known as L&T Infra
Debt Fund Limited), L&T Mutual FundTrustee Limited and L&T Finance Holdings Limited
and Arrangement (“Scheme”) under the provisions of Sections 230 to 232 read with
Section 52 and other applicable provisions of the Companies Act, 2013 (“Act”) was
presented by the Petitioner Company before the Hon’ble National Company Law
Tribunal, Kolkata Bench (“Tribunal”) on August 19, 2023.The Petition was admitted by

stthe Hon’ble Tribunal by an order dated September 21 , 2023 and fixed for hearing on
October 11,2023 at 10:30 a.m. (1030) hours or so soon thereafter.

If any person concerned is desirous of supporting or opposing the Petition, he/she
should send to the Hon’bleTribunal and to theAdvocates for the Petitioner Company, at
RahulAuddy & Co. Nicco House, 2nd Floor, 2 Hare Street, Kolkata,West Bengal 700001,
notice of his/her intention, signed by him/her or his/her advocate, with his/her name and
address, so as to reach the Hon’bleTribunal not later than 7 (seven) days before the date
fixed for hearing of the Petition. Where such person concerned seeks to oppose the
Petition, the grounds for his /her opposition or a copy of his/her affidavit should be
furnished with such notice.

A copy of the Petition can be obtained from the Advocates for the Petitioner Company,
between 11:00 a.m. and 4:00 p.m. on any working day (except Saturdays, Sundays and
public holidays) and not later than 7 (seven) days before the date fixed for hearing of the
Petition by any person concerned requiring the same,on payment of required charges.

Dated this 28 day of September,2023

…Petitioner Company/
Transferor Company 1/

Amalgamating Company 1
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L&T Finance Limited
CIN: U65910WB1993FLC060810
Tel: +91 22 6212 5000
Email: investorgrievances@ltfs.com

th15 Floor, PS Srijan Tech Park, Plot No. 52, Block DN, Sector - V,
Salt Lake City, Kolkata - 700091in the State of West Bengal


