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PREFACE

J

The Indian financial system has undergone revolutionary changes in
the recent past. The increasing complexity oftinancing 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 envirorunent in the era of
liberalisation.

Considerable deregulation offinancial 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 teething troubles the
increasing and diverse needs of growing corporate industry encouraged
and sustained the steady growth of financial services market. The
development of tiham;illl services market has also led to globalisation of
financial services. 'I nc ".banges that have come about because of
deregulation and opening lip of Indian economy to the world coupled with
Information Technology resulted in severe competition in the financial

•



20
HOUSING FINANCE IN INDIA - ROLE OF

LIC HOUSING FINANC_ Lll\1ITED

\1. Sclvarn and \ .Backivav at h:

Introduction
It iscstirnated that 9(·") million people are living in India and in the

last four years, there has been vast economic changes in the country.
However. the couutrys housing problems are still in a critical
situation At present over 31 rrullion people are without dwelling
Ul111S in India and this f gure is expected to g.oupro ab. '\it 4 1million
by the turn ofthis century. To cope with the changing madcquacies
in the future, the union Government has incorporated in the Sth Frv e
Y ear plan an allocation ofRs. 49.230 million forthe housing sector,
considering the heavy requirements and priority.

It IS true that the financial assistance and plan for higher
allocation of funds by union Government will not fully solve the
hot- .mg crisis in the COUDtry. Therefore, the participation of private
and corporate sectors in the housing finance, are and will be
inevitable. In order to organize, control and regulate the housing
finance, National Housing Bank(NHB), an apex body was established
in the ("OUlllIY. All the financial institutions whic ", are following aid
fulfi'ting the various IJ rms pro ribed by the l',Tl-1B are call. d
( -ga.: uzed sector or public fin..nce 'whereas others are called
ui.organised sector or private finance The Nl-ffi provides loan 10 all
institutions which extend fin ancial c, sisrance for h. using

Particip ation of Private and Pub lie Finance in Hous in~
In India, the participation of private and public sectors h ave been

in practice in the housing finance even before the inception of the

"
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first five yearpl an Table 1explains the detail- of public and pri·..-ate
investment in housing in India. It is clear that the share aftllc public
sector J: Ihousing has been very 10\,"in all the plan periods. but the
private sector played a significant role in the hOllsing finance.
Tahir 1. Investment in Housinj!. hv Pu hlic and Printte Sector in In d ia~. _.- .

Pi.1!: l'erlOd _!,;\'c.llmelll III ii(. /.1/1'" 1[( .•. (lflr.·)

[>lihl" % 1"1'·"'1." % TUlaf I!':'

Fir~t Plan 250 22 900 78 1150 100

300 'O~ iooo 77 1300 IO()
_.1

425
,~ 1125 T :;50 100
~I

,1

0:: ~. '0" 217:' n 2l\OO 1()()

10-+4 22 36-:;(, 7S -16S0 In\)

14<)1 II 11500 89 1299J ]00

2858 9 29000 91 318Sg Jon

:::;(,Cl)nd Pl;Ul

"llllrJ Plan

F,)1111h1'1~U)

Fifth Plan

SI,,",hPlan

Scvcnti) Plan
S(Ij;rc,: Computed from The E -,-,,,.,IIi/: ,;Hld. \\uch \ 1. \ 9<}~. p-l:

III the absence ofan c:xtcnsive nclVcNk of"spcci::Ili!'cd lll)u!'ing
financial institutions, vaDOU:, (othef)in~titutions have beci 1pI o ...~diI1~
fmancial a~sistance for housing. 1-lt.w:evcr. they were unable1n ful rll

the requirement:'.
Table n I~ve:11S the details ofhoLl!'C holders. usable hou!'ing

stock and houSLT1gshonages in 1 <)91 and 200 1. It i<:nbvious ihct the
housrng shortage uf3 1million in the year 1991 w: be increased to
41 million which will be about 25 pef( ent higherul theyear200

1
.

Share oharious financial institution~ (Puhlie Sector) in Housill\!.

FinanceAt preseni there are 18 hOll';:ing. fmance companies, recognised
by theNationalHousingBank. The ",:0 companies, which dominate
the market are LICHFL and Housing Development finance
Corporation O-IDfC) TQgetherthey aCCJnt for 82 percent o1"tl1e
market. The of .er 16 comr3nies put tog , .ner have a market s\J;.HC
of l S percent. 11is ckar that more amount sanctioned to 110Llsmg is

by lIDFC and LlCI-I}'L
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Table U: Details of Household en. Usa hle Housing Stock and
Housing. Shortages in 1991 & 2001

Pcruculars J 99 J 2001
Urban To/alf.,.-.:;l Urban :-dal Pur al

Housqhold er s 113 5 ~ 7.1 160.6 137.n

Usa hie rousing stock 92.9 36. i 119.6 J IJ.5
Housing Shorts ~c :ll.6 10 .• '1.1I 25.5

Source: Tl,,' £COIIOI1;;' :-:,,;,'.<. 3 J 0.90 .p- i

72.2 209.2

56.7 JG~:.2
J 5.5 4 I II

Role of LlC in Housing Finance
Ll C o llndia is 2 st.nutc 11)' Corp; atior, fi nn.cd under the 1.1C (,I'

India Act ]1J5(, P!VI to ]956, l3.~;:':numbers of srnall and !algc
insurance cornpamc-, were 0IKr:L:lg ill tnc private sector. The
Government ofl ndia nationulised ;".~ bU:'lr;:.;ss oflife iusurancc III

1956, the newly formed LIe of Ljla took over the assets and
liabihtics of all tile cxisunz insurance corm-ames. LlC of India has- ,
been the solc providcrof'hfe insurar.c e m lridra after ]956. LlC' s liJc
insurance business expanded rapidlv sine c ]956 OI1Walus.

LlC -Prorao tcrs
111order to fulfil the wishes of the promoters of the company,

IJ C of'lndia. a pioneer 111the field OThOLL'>lI1gfinance, I ,J started the
property mortgage scheme in I ~56 it;;;'O;;-Since ns inception, the LlC
has be en pro, iding financial assistance forhousmg to mdr, .Iuals, co-
operative housing societies and ptvate undertakings through its
various mortgages housing schemes.

As sanctioning of loan or extending financial assistance for
housing was not the main business oflJC, due importance .vas not
given to it. However a separate department under the control of the
Jv1anaging Di rector , LIC, was created to look after the housing
finance. lndivi duals, parti cularly the employees ofLIC, public sector
undertakings etc., were the major beneficiaries o.the then housing
department of-Ll C. No separate annual report on housing finance
was prepared and pre sentedIncome, expenditure loan sanctioned
etc., were included i11the LIC's Balance Sheet and Revenue and
Expenses account. The contribution mad- by LIC tow ards housing
development is given in Table - Ill.

-,..-

o
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Table Ill: Ll C Contribution towards Housing Development (before

lncorporation ofuCHFL)

rear A"o. % (( Loans An;vun1 .\'0. % 0.( Loans A fIj,JIJr. t

Salictioned Sar.:r,oned DlsbuT.\ed ]):.d··!I,se~

(R.,. In. Cr.) (R.,. 111er'

] 98:'-86 257., 18.l,6 2099 14.22

1986-87 3203 25.80 2569 1~ '.n

1987-8~ 5796 4~F; 3495 28 15

108~_~o }0622 1075<) 1r)) 54 73.:' I

.)01//,,"L': C(~!llJlU\C'J from \II..:.A11'1I1ull{cpor'(ru/II j 9S5-19~ / and l1th-:~

r~(OI tis of LlC

Establi~hmcnt of Ll CH .u~in~ Fin<lIlCl' Limiteu
J lousing ISoric ollhe bas u, necc>'sitlcs olhuman being ]-Jnllsins

finance. therefore, OCCllPH':'O an lmport311t place JJl cOlroration~
investments. \Vith a view to solYe the housing shortage in thl:
country. the corporation joined JJ1a great way in tile massive errort~
by pro\'Jding fll.ancial Js~i~1.~!nccto state govemments for social
hOllsing schcmes fur economIcally weaker sections, 10\,·' income
groups.ll1iddll income groul'::-. stale gOVcIll!11elltemplc u:S and
rural population Corporatlun also has been extending t'in:.!llclul
assistance to state level apex co-operation housing finance socrcu C'S,

the benefits olwhlch are passed on to indi,·jduals througl pnmary
Co-operative Societies Besides. the corporation is provi o.ng bulk
10311S1O housing 1 mance institutions like Housing Development
Finance Corporation (HOFC). Housing and Urban Development
Corporatlon (HUDC), State P01ic' using CC''Poration (SPHC)

etc.,
In the year 1989 (on 19 June 1989) with a viewto accelerating

individualhousing activities furt' ~,v.1Jichfall undernational pricliities,
the corporation decided io prornote anewhousingfmance Company
namely "LIe HOllsing Fi/lance Limited (LICHFL) ". The main
aim of establishing this company is totakeovertheindivi dual housing
portfolios of the corporation. Accordingly, L1CHFL was launched in
association with the UTI, IFCI, lCI Cl with an autl10rised 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 offerin£. 11<~usillg finance
extensively. LICHFL at present has G1 area office~ and () re£'lonal
offices all over the country 10cater 10the reg uircments ofindr, 'iduais
as well as that of builders and corporate bodies TIle operatiol1~ of
LlCHFL arc eXknsively decentralJsed and Y5 percent OfU1C loans
to i.ndividuals arc sanction ed at UI(, area 0 [flces 111:"'sign ificant r"!1lt
is that the agents ofLIC <31 c also involved in the SCi""\rces of'hou- 'Ig

finance. so that, peopJe lr :ng in the remote area <,;'jh(' COU!1ln arc
aware of the loan facilnii-; ;)vailahlc witll LlCHn
OperationofLlCHFL

]1,:.; cor npan-; has established itxcl fas :llclC'il~ .:»: tut ion m the
field ofholl.'-:1I1g finance The company. al prescm "lkrs hou"lIl~
loan schemes f(xindl\'Jdllab and corporar., bodie-,

Let us b riefly di scuss the various sc.hem es mean i~)rilldlvidll:.ils
1. Griha Prakash and Griha Tara

Under this scheme a maximum amount or 10311 Rs. 20 I::J)JIS is
evailable 10the individual. The securi!"y for the Ioan i, the IllOJ1.saf!c
ofpropcny and life insurullce policy is also acc , ;JteJ as collarc.n]
sccuril~' Loan will be sanctioned upio a maxim: :11.,: ;--0percent ,.f
the property value

1. Griha Lakxh mi

In this scheme'also a maximuml03n ofRs 20 lalli, is available
Thesigmucanceofthls scheme isthatlife imuranceisnol compulsory.
3. GrihaJyoti

This is anotherschemein which amaxm1um 1oall ofRs. lOlakhs
is available LO\", income groups are mostly belJefi,~d by this
scheme.

-I. Griha Shobha

In this scheme, loan is available only 10 NW 's to the 10Ile ofRs.
10 lakhs. The NRl should be a policy hl.,Jer or should become a
policy holder before disbursement of loan. LOaIl will be upto a
maximum of 75 percent of the propcrty value to construct or
purchase a house or 1)a1in India.
5. Griha Sudhar

11 is meant fo: repairs/renovations to houses/ilats At present
this schemeis restricted to those who have all ea dy avatkd loan from

.Housing Finance III India lS9

LJCor LJ CHFL The maxi mum loan available under this scheme is
Rs.21akhs.

Table J\' shows the details of various Scllt'I11':S offered by
LJCI-D'"L At present. 1.1CHFL sanctions loan to 3. person who is ill
permanent service or engaged in iI profession or l-usiucss 111ey
must have 3 Sl'ClJrC joh or regular income, pension income also IS
considered but under SOJ/II.:condit ious. 111all the schemes the loan
amount ISdetermined nil the baxi-, ofthc: I'-'jl;)YI11en: L·.:p:lcityofthe
applicant (s). rcpnvmcnt cupuciiv takes into Clln~i,:c 'Jti()ll Llct,)rs
<uch aSi.lg_ illcllJ; -,dcp cndcnts. assct'.I!;ibIlltlc~. s:.. ::'ilrty. S:l\'IIl!2
habits, ct c.

T2hle JV: Dctaibof\'ariou.\ Schemes for Indi'idual, h~ LlCHFL

.~·.;it!mt' ,\·/U.r:nllll1l Furr os: !<\!f .. {." Sl';'":: r..t{',I.l'I};LI:t

;(.(tn "f ioan l ni, <c=: .!-'I.:,·~" .~ fl.'nod .\1::.'\.
(i<'.-.:Ij !(It.-h.\}

('; iha Pr ak as h 2(1

(..':iha 1 arc 2(1

G,jh~ La k> hrn i ~IJ

Gr iha Jvoth: (II

C-lna She-OJ 1(;

,,,,jusj\'c1) for l\'RJ)

r •..~:.:' ~ _
-
l'I (I f' c :-~'. 20 \!'!al~

uc i":::' 15 veers

LIe j·I: . .:. 20. yl:al~

i ic h·:,:\ 111 Yl.!ars

LIe P(~:.l 15 vcars

1'1Ir.:hdS~. 11· J(,. 5' ,.

Convtruct io n 12·16.5",

&: h:l ',;;:'11 16-17.5',

1~ ~15 /1"\.

1::>-16.5"(

Source. Computed from Books .uiti Records or LIe. !99.~ 6: J 9~.!

Schemes for Corporate Bodies/Groups
Under group schemes. me company sanction- loan 10 the

folk .wing categories.

a. Co-operative housing SOCl,-".;".

b. Pubhc sector undertakings

c. Public limited companies.

d. Builders and tLvelopers.

e. Line of credit - other corpor-ate bodies.

Salient features ofschemes (. LICHFL
The LICHFL bas some salient features which are not U' ailable

inother institutions providing housing financial assistance, they are
briefly summarised below:
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To sanction housing loan, LICHFL insists on life insurance
policies as collateral security in most of its loan schemes for the
foIl owi ng reasons',

I, Being a subsidiary ofLIC, its objectives make it mandatory
io grant loans particularly to t11.:' policy holders ofU C.

11, It wants to ensure repayment of the Ioun in the unfOJ1unate
event ordeath OftJle borrower. so that, the hou~'c/flat could
be pas:;ed on to the heir", without any liability, and

UI It wants io provide a unique repa~'llleJ)t method _I epaymcnt
out l1fIX)licyplUceee!q •..·]1Jchi~not in V02Ul' with LltherhOl1;;iIl~
!jIl~U1L·t..'~l,p:cnci~~

.\lOl.ie·' Rcpa.'ntl'nt

TJicrc arc three methods - viz, (a) ECju:.Jkcl \1 ,;)thly 111s{:11mcnt
(F\ U) (h) PolICYproceeds and (c j COJl1blllatil~n lii 'El\,fj and pol ICY
proceeds

(a) Equ:-ttct.l Monthly LlstaltlJents

It 11 'uns a uniform Jumpsurn amount. which mcludes a monthly
re) ayrncnr (If a part of the principal arnount aile!payment of interest,
C;}, 'ulated Oil aJ1J1Ualbalance. The re!'3\'l11ent 1crnains uniform
uu ':)UghOlll the term of the loan.
(b) Policy Proceeds

III this mode. only interesl on the loan throughout the term is to
be paid and the principal is adjusted out ortlle LIC policy proceeds
on mal uriry of the poli. , . This scheme is very popular amon.. policy
holders.

(c) Com bination ofE1\11 and POlicy Proceed,

A portion 0 fthc disbursed amount is repaid by poli cy proceeds
\\"hiJetbe balance is repaid through EM].
T a:\ ben efits

It is si~:nitica11l10 note that there are 1ax benefits as noted below.

a. EXeIl1ption under sec 88 ofIT ACi for repayment ofJoan upto
Rs lO,OOOI-per annum and

b. Exemption under see 24 of IT ACl for interest payment on
bousillgloans upt« Rs. 10,000.'- per annum.

I
i
I
j
I
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Operational performance ofLJ CHFL
Table V shows the operational pcrforrnance of'Ll CHFL for the

years [101ll J 989·90to I 993- I 904. L1CHFL was established in19~9
In all these years, both the amount sanctioned and the number of
bcncfici aries have been increasing except in 199.3 -94. There \\':b a
decrease both 111the amount sancuoncd and disbursed. This dcclmc
is due to the policy changes of LJ CI-IFl, that it has stopped
sanctioning loan to farmer" since agricul rural income I:; not considered

as a permanent source ofmcorne 1'1om the year Il){).3-<J4. \\'1I!l t'lC
rcxul: J .l Cl 11-'1.dnes Ilut c:-;knJ il'. <crvicc to r~lrnIL'I:; WIll) J()nL t:l<':

lurg c :,;cglll ell t l,rllle.: pl'l'ul:ltinn ofthc count rv .

1.ICJ JJ' L also -taricd sancuumng h()lI~IIl~ loans/iinancr..'
a-sistancc foj· house pi ()J c ct an 0 Cl Insll ucuon IiUIIlthe year I <)l) 1_C'::'
.md in all th« three Yeal" light J"Iom commencement. there has be''':11

a sicady progr...:ss. V-.lia1 ISsignificant ISthat the amount ofRs. 1-1(:b
CJOIes sanctioned III 1~~9-90 has increased to H.:; 454.51 crorcs
incl lHjlllgIIOU~JJ1gproJ e ct JJ1 1993- <)4 which is about 32 limes 11),):e
The overall! analysis of tIle table sho-xx that operational performam c
or LlC] rFL is PJ 'gre:"~I\'c and number of pcrson-. cnjoYll1g the
13cihucs of'Ll Cl IlL al-«: ISsigruf cant, in Iuturc more people will !:CL't

benefited by it

Tahle V: Opera! ion al Performance ofLICHFLforthc Years from
989 to 1993-9-1

Parncular s 199.:.9':'}':I;5y-9fJ /990·9/ 199!·92 1992·9}

1. Individual Housing Loan

1. SaI1CIIf)17S

tal Application i~b4 j~':'~. "_'::-10 52;29 40blS
received (ir, ;':0.)

(h) Loan amount (in Cr.) 1~.O~ ; 9.13 420.02 525,00 473.97

it. Dis'nirscmcnts

(a) Application (in )\:0$) 1 J 57 J 1'784 2647l) 459J6 3956(;

(b)Amount (in crorcs) io.s s 96.38 242.60 430.07 4· .4 J

II. Housing Construction of Project FUI311CC
(il. Sanctions (in crorcs) 91.4-1 s 1.57 b ~.54

(ii) Disbursements ~:!.]3 45.54 60.6:

SourceThe Annual Reports : -,';;·90 and j9~_~·94 d' Orh.,. Reports 0./ JjCHF.:..
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opcrasion al Performance P rojection
Tab!e VI discloses the operational performance (projection) for

the furore period from 1995 to 1997. It is c1earthat LICHFL plans
to achieve the planned target: there is a steady growth in the plan and
more ~cpc for widening its services in the housing fillancc.

Tab le VI: Oper at ion a I performance (Projection for the next 3 years
(1995-97)

},J:J,.ri~IIJ(ln ....~ 31. i2.9-' .;!i2 ..Yt s ), j 2 .
(111 crorcsi

Loan Sanu io 11, 5 x O. (Ill 61 (I fill (,7(1 (Ill

Di~hllr!\L'tIl~lit :' ~ 5 .fll' 5511 11(1 bOO (J(i

.":0" Fee: [~'#"';rl.1') ;.1, 1:. ! ',. "1:11.,: j c ; 'J\ j; ~.: .;l;) (/ih~>,- .;:...-\..\.rd« (~rl.l: 1;'.:'1.

Financiuff'e rfurm ancc ofLl CHFL
The financial performance of Ll CHFL for the year from ] 9X9-

')0101993 -94 is given in the Table \'lJ.lt is obvious that the financial
position of the cornp any is sound in all aspects and this has been
mCI easing every year. It is also significant to note here that the
dividend rate, an average ofZ. 5 percent has been increasing year by
yc::ar.Similarly, profit aftertax also bas been mcreasing.It is no doubt
U12' -nvestors will be aurucied to invest in Ll CJ-1TL and ultimately the
p ul T at large will be benefited.

Table VII: Financial Pe rfurr ance ofLlCHfLfurthc Years from
1 '>89-90 to 1993-94

r a rt ic ul ars 1989·90 90·9} 51! ·92 92·93 93·9-1

Eq.s h.Capit a l 10.00 25.UO 25.00 35.0(1 55.00

Reserves & Surplus O. 07 2.04 6.27 2 l. 46 56.89
L02:1 Funds 24.23 144.19 41 ~ .81 ~;w~o 1271.83

Di\ id end (°'0) 7.50 10.00 12.50 15.00

Book Value per 10.07 10 82 12.5 I 16.1 :3 20.3~
share (1<.,1

Profi 1 bef ore tal 0.08 4.77 9.68 1g.77 29.23

I'rofi I after lax 0.07 3.31 6.72 13.47 21.53

SUlIrcc:C,,;npuled from the "n/;II"! Reports 19651·90 to l 9>'3·94 & Other Records
IJ;'UCHFL

:- ._· __ ~·~_..•c·..--. '-'_. __._
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Financial Performance ofLicHFL- Projection
The financial performance for future p eriod from 1994-95 to

1996-97 sis pre scnt , d ill Table Vlll. This projection is subject h) the
present interest rare and structure and other regulator aspects
continuously to be in force. In general the COmp311Y'sfinancial
position will be SOUJldin all respects. Profit of the company "ill be
increased to 60.43lakhs which is more orless double in 1 99G-CJ7 from
3555 in ]994-95. Therefore. the company's service JJ1 h()lI:-;inS
finance " ..ill he more ill future \\'l1h the result the housing prnbkm
ofthe country. will be solved by LlCIIYl.. to a certain ext c n l

Tahir VI II : Financial Perform ane!' (projection) ofLl CHFL3 ~can

l'inu,...ul.ir s !9y'; 95 1995.96 1~~../·9-

Eq sh. Capital 75.00 75.00 750U

Reserve 1g301 :':W.58 26751

Loan fi.md.<: 1764 00 225400 275600

Dividend (%) 15.00 18()0 18 oo
Book Value per share 33 (;f) 3870 4505

Profit before tax 47 .. " 69.% 82,8

PI afit aftertax 35.55 51.C)7 60.75

So"rce:Compuled from the ., nnual Reports 199.,·9-1 <I: Otl.er Records (~( u::r.T'
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TahleR: Scheme - wise Assistance Sanctioned hy RCTe (Rs. in crore)

Form of Assistance 191<9-90 1990-91 1991-92 1992-93 1993-94

(a) Risk Capital Scheme:

(i) Rtpe e loan 2.1

(ii) !j.recl Subscription 1.3

(h) Techmlogy Finance Scheme

Ii) Rrpec 10.11 2.2

(ii) Dice: Subscription (1.5

(e) Vcntun Capita!

Schemr-Ll l 5 )

0.9

1.9 3.0
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j\lla~'-.,J:'; of'R eTC. one olthc venture capital .1111pal1lCS,clearly
shows a samplethat Indian venture capitalists as Couch arc unwilling
to invest their capi tal in venture business owing 10 many reasons and
difficulties. Theircontribuuons to venture business arc not significant.
Therefore; the reasons and other difficulties arc to be identified: the
Government has to contribute more for the development of'vcnnn \
capital in India keeping in rrnnd the pcrforman ce and experience 0('
venture cao ital companies abroad. Venture ca.vit a! fund has more
potential and v..iderscop,· in India So. VCCs arc to be encour; -cd
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