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PREFACE

The Indian financial system has undergone revolutionary changes in
the recent past. The increasing complexity of financing business has drawn
many managers into a web of financial services jargon. Since the early
seventies, there has been an explosive growth of financial innovations in
India. New methods of financing such as Merchant Banking, Leasing,
Venture Capital, Factoring, Mutual funds, etc., have emerged as alternative
sources of finance. New financial instruments such as Commercial Paper,
Zero Interest Bonds, Deep Discount Bonds, Secured Premium Notes, etc.,
have also gained prominence in the financial market.

The financial services industry assumes strategic perspective in the
increasingly turbulent and uncertain business environment in the era of
liberalisation.

Considerable deregulation of financial markets has taken place in India
favouring unbridled growth of financial services companies. Reforms
undertaken have increased competitiveness within the financial sector by
means of freeing interest rates, allowing new financial institutions and
instruments and lifting controls on the entry of new domestic and foreign
banks. As a consequence, the scope and activities of banks and non-
banking finance companies have expanded rapidly due to liberalisation
drive, more particularly since 1991. The non-banking finance companies
have been competing and complementing the services of commercial banks.
It has been observed that the growth of non-banking finance companies is
more pronounced than banking companies.

Though the financial services industry faced tecthing troubles the
increasing and diverse needs of growing corporate industry encouraged
and sustained the steady growth of financial services market. The
development of financial services market has also led to globalisation of
financial services. tnc Uhanges that have come about because of
deregulation and opening up of Indian economy to the world coupled with
Information Technology resulted in severe competition in the financial
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HOUSING FINANCE IN INDIA - ROLE OF
LIC HOUSING FINANC. LIMITED

M.SelvamandV.Backivasy athy
Introduction
Itisestmated that 9 G0 milhonpeople areliving mIndiaand imthe
lastfouryears, there has been vast economic changesin the country,
However. the country’s housing problems are sull in a critical
situation. At present. over 31 nullion people are without dwelling
units mIndia and this { gureis expected to go upto abotit 41 milhon
by the turn of this centurv. To cope withthe changing inadequacies
in the future, the union Governmenthas mcorporated mthe 8th Five
Y earplan an allocation of Rs. 49 230 million forthe housing sector,
considermg the heavy requirements and prionty.

It 1s true that the financial assistance and plan for higher
allocauion of funds by umon Government will not fullv solve the
hou 'imngcnsisinthe country. Therefore, the participation of private
and corporate sectors in the housing finance, are and will be
mevitable. In order 1o organize, control and regulate the housing
finance. National Housing Bank (NHB), an apexbody was established
mn the couniry. Allthe financialinstiruions whichare following and
fulfilling the various 1 rms pr. ribed by the NHB are cali. d
crgarnzed sector or public finunce whereas others are called
urorganised sectoror private finance The NHB providesloantoall
msttutions which extend financial : <istance forhe using.

Participation of Private and Public Finance in Housing
In India, the participation of pnivate and public sectorsliave been
in practice i the housing finance even before the inception of the
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Table 11: Dctaihls of Householders. Usable Housing Stock and -
Housing Shortages in 1991 & 2001

Perticulars 1991 2001
pRas 2007
Rural Urban  Tcial Rural Urban Total
Hvousqholdcrs 113.5 47.1  160.6 137.0 712.2 209.2
L’sahl.c housing stock  92.9 36.7  129:6 111.5 56.7 $
Housing Shortage 20.6 10.4 31.0 25 ; ] ": g
’ 3. 2 5.5 41.0

Source: The Econemic Iimes, 3.10.93.p-1:

Role of LIC in Housing Finance

LIC ofIndiais astatutory Corporation formed under the L1C of

_lndm Act 1956. Prior 1o 1956, larze numbers of small and large
II}SUI'iil](‘C companics Werc operatng in the private sector ﬂik
?gﬁ}"fcmmcm of Indiz nationalised .2 business of life 1hux‘urar‘1cc n:
‘ngl(l)mtth\‘.ox;:ni; qfur_x‘x?c.d L.](,' of India took over the assets and
s 1€ eXISUNg INSUrance companies. LIC of India has
pccn thesoleprovider of life insurar.czmmlndia after 1956. L1C's1 1‘
insurance business expandedrapidly smee 1956 onwai d> o
LIC-Promoters |
In order to fulfil the wishes of thz promoters of the company
[.1C of India. apioneer mthe field ofhousmg finance }H..d clamI:d 3?
propertymortgage schemen 1956 1tseif Si;ce 1ts inéepli(:') thel ](L‘
has bc;n providing financial assistance jorhousing to:ndn ‘lyuali‘ ;(
operauve housing societies and private unden;kix;os Ih.‘ f:h e
vanous mortgages housing schemes. R

As sanctioning of loan or extending financial assistance for
hqusmg was not the mambusmess of LIC, due importance was not
given tg it. However . a separate department under the control L:f"the
Managing Director, LIC, was created to look after the housing
finance. Ide duals, particularly the employees of 1.IC, public <°ctov
undertakings etc., were the major beneﬁc;aries o:";he,thcn ho-L:sincf
department of LIC. No separate annual report on housing ﬁnanc:
was prepmzed and presented. Income, expenditure Joan sa?xclioned
etc., were included in the LIC’s Balance Sheet and Revenue and
Expensesaccount. The contnibutionmad= by LIC tov.ardshousing
developmentis given in Table - I1I. . ‘ B
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TableI11: LIC Contribution towards Housing Development (before
Incorporation of LICHFL)

Year No. % of Loans ~ Amount No. % of Loans Amount
Sancticned Sarnctioned Disbursed Disbursed
(Rs. 1n.Cr.) (Rs. m.Cr.)
1985-86 2574 18.66 2099 14.22
1986-87 3203 2580 2569 18.93
1987-88 5796 48.63 3495 28.15
JORK-RC 20622 10739 10554 73.51

Sorrec: Computed fromtheArz weal Reportfrom 1985-194 7 andother

records of L1C

Establishment of LIC Housing Finance Limited

Housing isoneof the basic necessities of humanbemnig Housing
finance. therefore, occupies an ymportant place in corporations
investments. With a view 10 solve the housing shortage mn the
country. the corporation joined inagreatway inthe massive efforts
by providing financial assistance to state governments for social

housing schemes for economic

ally weaker secuons, Jow mcome
groups, middlc income groups. state government emple: «es and
rural population. Corporaton also has been extending finencial
assistance to state level apex co- operationhousing finance societies.
the benefits of which are passed onto individuals through prmary
Co-operative Societies. Besides, the corporationis providing bulk
nance institutions like Housing Development

loans 1o housing it
Finance Corporation (HDFC). Housing and Urban Development
using Corporation (SPHC)

Corporation (HUDC), State Police

etc.,
Inthe year 1989 (on 1 9 June 1989) withaview 10 accelerating
furtt =1, which fall undernational priosities,

individual housing activities
the corporation decidedtopromoica niewhousing finance Company
na:aely “LIC Housing Finance Limited (LICHFL) . The main

aim of establishing this company'1s 1otake overtheindividual housing

portfolios of the corporation. Accordingly, LICHFL was launchedn

association with the UTL, FCl, ICICIwithan authorised capital of
Rs. 100 crores and a paic up capital of Rs. 25 crores.
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Among all the housing finance companies, LICHFL has the
widest network of offices thereby off: ering housing finance
extensively. LICHF]. at present has 67 area offices and 6 regional
officgsall over the countryto catertothe requirements of indiniduals

as well as that of builders and corporate bodies. The operations of

LICHFL are extensively decentralised and 95 percent of the loans
toindividuals are sanctioned attheareaoffices The significant point
isthat the agents of LI C a, calso involvedin the senaces ofhous ng
finance, so that, peoplel ing in the remote area orthe countiy are
aware of the loan facilitjcs available with LICHT]

Operationof LICHF].

The company has established itselfas aleac g nitutionin the
field of housmg finance. The company, at present. ofiers housing
loan schemes for individuals and corporate bodiex

Letusbriefly discuss the vanous schemes mean ror mdividuals
1.GrihaPrakash and Griha Tara

Under this scheme a maximum amount or loan Rs. 201]akhs is
available to the individua) The sceurity for the loan i« the mortgage
of property and life msurance policy is also aceopted as collate:r a]
security. Loan will be sanctioned Upto amaximemor 80 percent of

the propeny value.
2. Griha Lakshmi

Inthis schemealso a maximumloanofRs. 20 lakhs is available.
Thesignificance of this schcmeisﬂlatlifeimuranceisnol compulsory:.
3. GrihaJyori

Thisis anotherschemein whichamaximumIloanofRs 10 lakhs
1s available Low Income groups are mostly benefiiod by this
scheme.
4.GrihaShobha .

Inthis scheme, loan is available only 1o NRI's to the tune of Rs.
10 lakhs. The NRI should be a policy heder or should become a
policy holder before disbursement of loan. Loan will be upto a
maximum of 75 percent of the property value to construct or
purchase a house or flat in India.

S.GrihaSudhar
It is meant fo: repairs/renovations 1o houses/flats. At present
thisschemeisrestricted to those who have aliea dy availedloan from

——

. e g g
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LICor LICHFL. The maximum loan available underthis schemeis
Rs. 2 lakhs.

Table IV shows the details of"\'arious schcm:%‘ Oﬂjmq ~l?.\'
LICHFI. Atpresent, LICHFL sanclmnf ]nz}n toa pc.rskgn\v‘x‘u%.\ m
permanent scrvice or engaged n @ profession or b \1.\‘1m..\‘s‘ ! :Ll\\
must have a sccurce job or regular imcome: pension income also 1

s E E B S = h ]( an
< C iICImes, &
1 11c¢ 1 c AR
L()”Sldklcdbul Ul]d SO CO. ldl“ s 1“ 1“ “lk 8¢ e |\ ’

amount s deternined on the basis of the repavmen:

aci AKCN 110 COnsi
applicant (s): repavment capacity takes imto co

satton factors

N B ~ =l VNG
1 1o, dependents, asscets habiliies: stability. saving
suchasage meon >, dependents, a

habits, cte.

Table IV: Detailsof Various Schemes for Individuals by LICHFL

' R Seciirs Repayment
;,’{:‘.::; lakhs) reguitis

CGriha Prakash 20 Purchase. 12-16.5% I’xx‘-,"v-.‘:‘."- 2<‘l _\:g‘.jr.\
Crina Tara 20 Construction 12-16.5% ]]L‘ x' i{\ :.”r
Griha Lakshmi 20 & Extension 16-17.3¢ I,I(‘ Fraay : ‘ \
Griha Jyothi 01 12 -15.4% LIC Pelicy 200 years
s i 16 12-16.5% LIC Policy 13 vears
Coiha Shoba

rexclusively for NRI)

ks and Records of LIC.
Scuice: Computed from Books and Kecords o

Schemesfor Corporate Bodies/Groups . | e
Under group schemes, the company sanctions loan

1ollwing categornes.
a. Co-operativehousing socicics.
b. Publicsectorundertakings.
c. Publiclimited companies.
d. Buldersand duvelopers.
e. Line of credit - other corporate bodies.

Salient features of schemes ¢ LICHIiL el
The LICHTL has some salient features which are nota
g . ~y aggictan o 12 e
' 'wlherinx‘li'tuu'onsp]'ovidmghnusmg financial assistance, they ar
mo S &

bnefly summarisedbelow:
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To sanction housing loan, LICHF L insists on life insurance
policies as collateral security in most of its loan schemes for the
followingreasons.

1L Beinga subsidiary of LIC, jts objectives make jt mandatory
. . .
tograntloans particularly to the policy holders of L1C.

1. It wants to ensure repayment of the Joan in the unfortunate
event of death of the borrower, so that, the house/flat could
be passed on to the heirs without any hability, and

U Jtwants to provide a unique repavmentmethod - repayment
outotpolicy proceeds which js notin vogue with ¢ therhousing
finance agencies

Mode ' Repayment

Thicrcare three methods - Viz. {a) Equated N1 nthly Instalment
(ENID) (b) Poliey proceeds and (¢ ) Combination o1’ EMI and policy
proceeds
(a) Equated Monthly Instaiments

Itn: -ansa uniform lumpsum amount, which mcludesa monthly
repraymentof apart of the principal amount and Paymentofinterest,
cal ulated on annual balance. The repavment remains uniform
throughout the term of the loan.
(b)Policy Procecds

In this mode. only interest on the loan throughout the term is 1o
bepaid and the principal is adjusted out ofthe LIC policy proceeds
onmatunty ofthe polic-.. This schemeis very popularamons policy
holders.
(¢) Combination of EMT and Policy Proceeds

Aportionofthe disbursed amount is repaidby policy proceeds
while the balancejs repaid through EM].
Tax benefits

Itis siznificant to note that there are tax benefits as notedbejow:.

a. Exemptionundersec 88 of IT Aci for Tepaymentofloan upto
Rs. 10,000/- per annum and
b. Exemption under sec 24 of IT Act for interest payment on
housingloans upte Rs. 10,000/~ per annum.

TISEETAP L - . tssermon o ——

e ——
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i L
Operational performance of LICHF i . i
! Table V shows the operational performance of LICHFL for the

years{rom 1989-9010 1993-1994. LICHFIL. was eslablls‘hed mli \)h‘i)f
in all these years, both the amount sancnqncd d{](i 1]1L;.l~rr1)11.1?3 :Il (i
beneficiaries have been Increasing exceptin -l 993-94. | u; \ l S
decrease bothin the amountsanctioned and dxsburs;d,']l ?rs‘l :: jr]g
1s due 1o the policy changes of LlCHFL that n hd? \(\;; ;d
sanctioning Joanto farmers smce agricultural mcomf:;\" 11(;1;0{:;\‘11{;“
as a permanent :aom‘ccol"incomg fromthe §'Cf\|.] )\,,.-w— ‘.]- .m):—l;?l‘::
result LICHFEFL does notextend its service to farmers who form the
large segment of the population of the country. ~ N
; LICHIL also started sancuoning hmf.\mg louns/4’1111;31‘1;:‘:%:
assistance forhouse projectand construction fromthe \'%;‘11‘1 ‘1’_ -“]
andmall the threeyears rightfrom co‘mmcnccmcm_'lhurn.lesl 4;(\;
asteadyprogress. Whatis signiﬂczu_n 1sthatthe amo-um;(:1 : ] .U.m-c\.
crores sanctioned in 1989-90 has 111L*|‘c§scq to Rs ;47. b ' ¢
mecluding housmg projectm 1993-94 whichis ub(‘mt 32 unt)ts n?:.l.:c
The ()vcx:ﬂll analysisof the table shows that (‘);}cl';}llox];l.] pu (iylflz‘::ul‘.)c
of LICHFL 1s pr gressive and 11111111?01'~()1 pcr.\'oAx?.\ &:n_u;_x‘i;l (,‘L_l
facihiies of LICHY L alsoas signuficant; in future more people e
benefited by 11 '
Table V:Operational Performance of LICHFLforthe Years from
989 to 1993-94 ‘
198y-90  1990-9] 1991-92 1992-93 199:-94

Farticulars

1. Individual Housing Loan

1. Sanctions

A 5212 40818

ta) Application 1484 1824 -2240 52129
received (in No.) o
‘ 19,13 325.00 473.97

(b} Loan amouvnt (in Cr.) 14.08 i 3.13 420.02 525.0

ii. Dishursenments ' - e
{a) Application (in Nos) 1137 11784 26478 4:9(1)—(? o
38 5 3 404

(b)Amount (m crores) 10.85 96.38 242,60 430.07

i i f Project Finance

II. Housing Construction o - .
i ] s - - 91.44 81.57 85.54
(1) Sanctions (in crores) - . e L

., (i1) Disbhursements

| 1993-94 & Other Reports of 1JCHFL.
S The Anmwl Reports [=89-90 and 1993-94 & Other Reports of 1JCH
Qource:_Ilhe A i ¢ s
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OperationalPerformance Projection
Table Vldiscloses the operational performance (projection) for

the futare period from 199510 1997 It1s clear that LICHFL plans

toachieve theplanned target: thereis asteady growthinthe plan and

more scepe for widening its services in the housing finance.

Table VI: Operational performance (Projection for the next 3 years

(1995-97)
Particulars_- 51.12.95 37.12,96 31.i2.9

(i crores)

7

Loan Sancions S§0.00 610.00 670.00
Disbursement S25.60 S50.00 600,00
Source:Computed fron: Uie sunual Resords (552 and Othier Records of LICHSL.

FinancialPerformance of LICHFL

The fimancial performance of LICHFI. for the vear from 1989-
20101993-941s giveninthe Table V11 Itis obvious that the financial
position of the company 1s sound 1n all aspects and this has been
imcreasing every year. Itis zlso significant to note here that the
dividendrate, anaverage of 2.5 percenthasbeen increasing year by
vear. Similarly, profitafier tax alsohas beenmereasing. Itisno doubt
that nvestors willbeatiracted toinvest mnLICHFL and ultimately the
pul ¢ atlarge will be benefited.
Table VIL:Financial Perforr ance of LICHE Lforthe Yearsfrom

1489-90 to 1993-94

Farticulars 1989-90 90-91 91-92 92-93 93-94
Eg.sh.Capital 10.00 25.00 25.00 35.00 55.00
Reserves & Swphus 0. 07 2.04 6.27 21.46 56.89
Loan Funds 24.23 14415 14.81 £89.53 1271.83
Dividend (%) - 7.50 10.00 12.560 15.00
Bock Value per 10.07 10.82 12.51 16.13 20.54
share (Rs)

Profit before tax 0.08 4.77 9.68 18.77 29.23
Profit after tax 0.07 3:31 6.72 13.47 21.53

Sunrce:Computed from the Arnual Reports 1989-90 101533-94 & Other Records
o LICHFL
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Financial Performance of LICHFL.-Projection

The financial performance for future penod from 1994-?95 10
1996-97 sis present. din Table V1. This projectionis subjectto the
present interest rate and structure and other regulator aspects
continuously to be in force. In general the company’s financial
position wi]i be sound in all respects. Profitof the company willbe
increased 1o 60.43 lakhs which s more orless doublein 1996-97 ﬁpm
35 55 in 1994-95. Therefore. the company’s service n housmg
{inance willbe more in future. Withthe result the housing problem
of the country. will be solved by LICHFL 10 4 certam extent

Table VIII: Financial Performance (Projection) of LICHFL3years

Particulars 1994-93 1995-96 1954-8°
[Zq.sh.Capital 75.00 75.00 75 00
Reserve 183.01 220.58 267 51
Loan funds 1764.00 2254.00 2756 00
Dividend (%) 15.00 18.00 18.00
Book Value per share 33.40 38.70 45.03
Profitbeforetax 4755 69.96 82.78
Profitaftertax 35.55 51.07 60.73

Source:Computed from the Annual Reports 1993-94 & Otlser Records of LICHFL
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Tablell : Scheme -wise Assistance Sanctioned by RCTC (Rs. in crore)

Form of Assistance

19%9-90 1990-91 1991-92 1992-93 1993-94

(a) Risk Capital Scheme:

(i) Rwee loan 2.1 0.9 -

(i) RQrect Subscription 1.3 1.9 2.0 4.3 )
(b) Techmiogy Finance Scheme

(1) Ripee loan 22 6.5 S O |

(11) Dirzct Subscription 0.5 0.5 0.3 6.3 0.8
(¢) Venturs Capital

Scheme-111 - J.0 5 6.3 5.1

Total 6.1 10.8 9T Fl:1 7.4
Sowrce : Computed from Report eni Developmient Benking in iz IDB]

793-1994.

Analysisof RCTC, one of the venture capital - ompames, clearly
shows a samplethatindian venture capitalists as sucharcunwilling
tonvest their capital in venture busmess owing to many reasons and
difficulties. Their contributions to venture business are not significant.
Therefore, thereasons and other difficulties are tobe1dentified: the
Govemmeznthasto contribute more for the development of ventur .
capitalin lndiakeeping in mind the performance and experience ol
venture capital companies abroad. Venture cajital fund has more
potential and wider scope n India. So, VCCs areto be encoursed

Reference
i. Report on Development Banking in India, IDBI, 1989-90, 1990-91. 1991-92,
1992-93 and 1993-94. g

2. K.} Chanrare et al., Compedium of SEBI:Capital issues and listing Bharat
Pablishing House. Now Delhi, 1994.
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" Venture capitalists increase options’” Economic Times, 15.11.93.
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Jan-Mar. 1995.
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