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EXECUTIVE SUMMARY Credit risk is an investor's risk of loss arising from a borrower who does not make



 payments as promised. Such an event is called a default. Another term for credit risk  is default risk . Investor



losses



include



lost principal and interest,



decreased cash



flow,



and



increased collection costs, which arise in a number of circumstances: 



A consumer does not make a payment due on a mortgage loan, credit card, line of credit, or other loan







A business does not make a payment due on a mortgage, credit card, line of  credit, or other loan







A business or consumer does not pay a trade invoice when due







A business does not pay an employee's earned wages when due







A business or government bond issuer does not make a payment on a coupon or principal payment when due







An insolvent insurance company does not pay a policy obligation







An insolvent bank won't return funds to a depositor 







A government grants bankruptcy protection to an insolvent consumer or   business1



In lending funds to a borrower a bank has to analyse a lot of factors such as if the  borrower has the ability as well as the willingness to repay the loan. The bank needs to analyse these factors because if the borrower becomes a default and does not repay



1



http://en.wikipedia.org/wiki/Credit_risk
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the loan to the bank it becomes a non performing asset and creates losses for the  bank. Thus a bank needs to be very careful while lending money to borrowers. For  the effective assessment of a borrower in order to reduce the risk of lending different types of credit risk rating models are used. The main aim of risk management is taking risk with prudential safeguards and not avoidance of risks. The goal is to optimize risk and maximize returns. Risk  Management is broadly divided into: Credit Risk, Market Risk and Operational Risk. The Credit Risk is one of the major risks faced by the banks, as credit function is undertaken by all the Branches of the Bank spread over the entire area of its operation by various sanctioning authorities at different levels of authority. There has to be a uniform approach in selection of a proposal for approval. Such uniform approach can be ensured by using a common Risk Rating framework for selection of  a credit within the risk appetite of the Bank. There are various types of borrowers which come to the bank for various types of  loans these borrowers are divided into categories such as borrowers with loan amount between the range of 2-10lks, 10-100lks, and 100lks and above. Also they are categorized according to the sectors such as Industrial sectors, Commercial sectors, Agricultural sectors, Retail sector etc. Risks differ with exposure and category of advances in different sectors. It is therefore essential to have appropriate structure to evaluate Risk in all such propositions. A need therefore exits to have an appropriate Risk Rating Model suiting the proposition. FOR EG : for an educational loan parameters such as Track record of educational



qualification of applicant, Duration of the course / Residual period of course (if loan is applied during mid-term of the course), Job prospects of the course, Earning
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 potential of the course etc are analysed whereas for a housing loan parameters such as Stage of construction, Sale ability of the property, Duration of the loan etc are  judged. Similarly for all the sectors different parameters which are important in that  particular sector are analysed. Certain parameters are quantitative such as the past year sales, the current ratio etc these parameters can be directly taken from the  balance sheet of the borrower but for subjective parameters a complete understanding and proper judgment is required The key financial parameters to be evaluated for any bank are: Capital adequacy, Asset quality, liquidity, Profitability. After the complete analysis an overall rating of the borrower is generated based on which the borrower is rated as AAA or AA etc.
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CHAPTER 1 COMPANY PROFILE 1.1 INTRODUCTION TO BANK OF MAHARASHTRA:
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Bank of Maharashtra since its inception on 16 th Sept 1935 has been working with the motto “one family one bank”. It was a bank for the common man. The journey of the  bank started under the able guidance of Prof. V.G Kale in 1936. The bank was nationalised in 1969 and thereafter has expended rapidly. It currently has 1375  branches all over India. The bank has the largest network of branches by any public sector branch in Maharashtra. Today the bank has approximately 15million customers all over India.2



1.2MISSION & VISION OF THE BANK:







The vision of the bank is to be a vibrant, forward looking, techno savvy, customer centric bank serving diverse sections of the society, enhancing shareholders’ and employees’ value while moving towards global presence.







The mission of the bank is



•



To ensure quick and efficient response to customer expectations.



•



To innovate products and services to cater to diverse sections of



•



To adopt latest technology on a continuous basis.



•



To build proactive, professional and involved workforce.



•



To enhance the shareholders’ wealth through best practices and corporate



society.



governance.



•



2 3



To enter international arena through branch network.



3



http://www.bankofmaharashtra.in/ http://www.bankofmaharashtra.in/
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1.3 RISK MANAGEMENT OF BOM:



Bank of Maharashtra has a robust Risk Management department. For any bank or  financial institution the risk management department is a crucial department because while lending money to the borrowers the bank is exposed to wide array of risk as while lending there is always an uncertainty of the borrower returning the money, if  the borrower does not return the amount in time it becomes a non performing asset to the bank thus accumulating losses to the bank. To hedge these risks and to safeguard the bank from losses various credit rating models have been developed. Bank of  Maharashtra has 22 such credit rating models which extensively covers almost all the areas of the economy like the agriculture sector or the retail loans or loans for PSU’s BOM has a model for each sector and in the sector also for different credit limits different models are used.



FIG1



FLOW



DIAGRAM



OF



RISK



MANAGEMENT:
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1.4 PROJECT TITLE AND RESEARCH METHODOLOGY:
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This study deals with the evaluation of credit risk rating framework and the utility of  the Risk rating models in bank of Maharashtra. In this report the procedure used by Bank of Maharashtra for rating a loan portfolio for education loan has been considered and explained in detail. The parameters which are checked and the rating scales used have also been explained.



1.5 DATA COLLECTION:



The primary data was collected through Personal Interviews with Branch managers and management trainees of various branches of Bank of Maharashtra in Pune and Mumbai. The secondary data was collected from the documents present at Bank of  Maharashtra also a lot of information was gathered from the RBI guidelines on Risk  Management and Credit Risk management.



CHAPTER 2
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RISK MANAGEMENT 2.1 INTRODUCTION TO RISK MANAGEMENT:



Banks in the process of financial intermediations are confronted with various financial and non financial risks like credit risk, Interest rate, foreign exchange rate, commodity price, legal, regulatory, operational etc. These risks are highly interdependent and events that affect one area can have ramifications for a range of  other risk categories.* Therefore the banks should pay considerable importance to improve the ability to: FIG 2:



The overall levels of risk taken.



15



 [Type text]



[Type text]



The bank needs to analyze the risk factors because if a borrower becomes a default and does not repay the loan to the bank it becomes a non performing asset and creates losses for the bank. Thus a bank needs to be very careful while lending money to borrowers. The main aim of risk management is taking risk with prudential safeguards and not avoidance of risks. The goal is to optimize risk and maximize returns. 2.2 RISK MANAGEMENT STRUCTURE



To apply an appropriate risk management structure the major issue that comes in is deciding whether to have a centralized or decentralized structure. Globally the centralized structure along with integrated treasury management functions is used information on aggregate exposure, natural netting of exposures, economies of scale and easier reporting to top management. 4 The major risks faced  by the bank and the risk limits should be vested by the board of directors of the bank. The board should decide what the risk bearing capacity of the bank is. On the organizational level to evaluate the overall risk the bank should have a separate risk management department or committee or executive committee of the executives that directly report to the board of directors. The important work of the risk committee should be to identify measure and monitor the risks of the bank. The  purpose of developing an independent risk committee is so that the risk committee is responsible for the banks execution in that department and is also responsible for the  banks failures in that particular sector. (The Committee should also develop policies and procedures, verify the models that are used for pricing complex products, review 4



RBI notifications October 21st 1999: Risk Management systems in banks. 16
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the risk models as development takes place in the markets and also identify new risks. The risk policies should clearly spell out the quantitative prudential limits on various segments of banks’ operations. The Committee should design stress scenarios to measure the impact of unusual market conditions and monitor variance  between the actual volatility of portfolio value and that predicted by the risk  measures. The Committee should also monitor compliance of various risk parameters  by operating Departments.)5 The prerequisite for a good risk management structure is a robust MIS system. The MIS system currently present is not robust enough and requires strengthening to ensure the integrity and reliability of the data collected. (The risk management is a complex function and it requires specialized skills and expertise. Banks have been moving towards the use of sophisticated models for  measuring and managing risks. Large banks and those operating in international markets should develop internal risk management models to be able to compete effectively with their competitors. As the domestic market integrates with the international markets, the banks should have necessary expertise and skill in managing various types of risks in a scientific manner. At a more sophisticated level, the core staff at Head Offices should be trained in risk modeling and analytical tools. It should, therefore, be the endeavor of all banks to upgrade the skills of staff.) 6 Internationally a committee approach to risk management is being adopted the ALCO (asset liability management committee) deals with various types of market risk. Credit policy committee deals with various types of credit issues. Sometimes the banks also consider integrating the market risk policies with the credit risk 



RBI notifications October 21st 1999: Risk Management systems in banks. 6 RBI notifications October 21st 1999: Risk Management systems in banks. 5
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 policies since it helps them to analyze the impact on the credit of the bank in a better  way.



2.3 TYPES OF RISK:



There are three major types of risks: 



Credit Risk 







Market Risk 







Operational Risk 



In lending funds to a borrower a bank has to analyze a lot of factors such as if the  borrower has the ability as well as the willingness to repay the loan. The bank  needs to analyze all the factors because if the borrower becomes a default and does not repay the loan to the bank it becomes a non performing asset and creates losses for the bank.



2.3.1 CREDIT RISK MANAGEMENT:
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Lending involves a number of risks. In addition to the credit worthiness of the counter party, the bank is exposed to other risks also such as interest rates, Forex and Country risks. The Credit Risk or the default risk is due to either of the following two reasons 



Unwillingness to pay







Inability to pay



The credit risk is generally made up of the transaction risk or the default risk and the  portfolio risk. The portfolio risk is in turn made up of intrinsic and concentration risk .7 FIG 3:



7
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2.3.2 MARKET RISK: (Market risk  is the risk that the value of a portfolio, either an investment portfolio or 



a trading portfolio, will decrease due to the change in value of the market risk  factors. The four standard market risk factors are stock prices, interest rates, foreign exchange rates, and commodity prices. The associated market risks are: 



Equity risk, the risk that stock prices and/or the implied volatility will change.







Interest rate risk, the risk that interest rates and/or the implied volatility will change.







Currency risk, the risk that foreign exchange rates and/or the implied volatility will change.







Commodity risk, the risk that commodity prices (e.g. corn, copper, crude oil) and/or implied volatility will change.) 8



2.3.4 OPERATIONAL RISK:



(An operational risk is, as the name suggests, a risk arising from execution of a company's business functions. It is a very broad concept which focuses on the risks arising from the people, systems and processes through which a company operates. It also includes other categories such as fraud risks, legal risks, physical or  environmental risks. A widely used definition of operational risk is the one contained in the Basel II regulations. This definition states that operational risk is the risk of loss resulting



8



http://en.wikipedia.org/wiki/Market_risk 20
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from inadequate or failed internal processes, people and systems, or from external events. The approach to managing operational risk differs from that applied to other types of  risk, because it is not used to generate profit. In contrast, credit risk is exploited by lending institutions to create profit, market risk is exploited by traders and fund managers, and insurance risk is exploited by insurers. They all however manage operational risk to keep losses within their risk appetite - the amount of risk they are  prepared to accept in pursuit of their objectives. What this means in practical terms is that organisations accept that their people, processes and systems are imperfect, and that losses will arise from errors and ineffective operations. The size of the loss they are prepared to accept, because the cost of correcting the errors or improving the systems is disproportionate to the benefit they will receive, determines their appetite for operational risk.)9



The research area of this project report is mainly in the area of Credit Risk which would be explained in greater details in the coming chapters.



9
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CHAPTER 3 CREDIT RATING FRAMEWORK 



3.1 BACKGROUND:



A credit-risk rating framework is necessary to avoid a simplistic classification of  loans in to simple good or bad category. A risk rating framework assigns a number/ alphabet/ symbol as a primary summary indicator of risks associated with credit exposure. Such a rating is a basic module for developing a credit rating framework  and all other advanced models are based on this approach. Theses frameworks are mostly required to give a standardized and uniform judgment in credit selection process and are not a substitute to the vast lending experience accumulated by the banks staff. 10



FIG 4 : 10



RBI notifications October 2002: Master circular on credit risk management.
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3.2 BASIC ARCHITECTURE OF CRFS:
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These are certain elements which form the basic guideline of the architecture of  CRF; these elements are according to the RBI guideline: 3.2.1 GRADING SYSTEM FOR CALIBRATION OF CREDIT RISK: 3.2.1.1 NATURE OF GRADING SYSTEM:



The grades (symbols, numbers, alphabets, descriptive terms) used in the internal credit-risk grading system should represent, without any ambiguity, the default risks associated with an exposure.11 The grading system used can have numeric grading or  alphabetical grading system the number of grades for the acceptable and the unacceptable would depend on the fineness of risk gradation. Eg: A rating scale could consist of 9 levels, of which levels 1 to 5 represent various



grades of acceptable credit risk and levels 6 to 9 represent various grades of  unacceptable credit risk associated with an exposure. 3.2.1.2 NUMBER OF GRADES USED:



The number of grades used in the CRF depends upon the spread of the risk in a  particular field. If the risk assessment needed should be very fine then in that case the number of grades is large whereas when the fineness is not required of very minute detail the lesser number of grades would be fine.



3.2.1.3 KEY OUTPUTS OF CRF’S: 11



RBI notifications October 2002: Master circular on credit risk management.
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The CRF’s help in deciding the quantum of money that would be given for exposure also it can decide the tenure of the loan or the longest period for which this exposure can be there. The CRF’s also let the bank decide the monitoring policy for the exposure if the bank would have to check the repayments are being done etc quarterly or yearly. (Though loss-provisions are often specified by the regulator (e.g. the RBI provisioning norms), banks should develop their own internal norms and maintain certain level of “reasonable over-provisioning” as a best practice.)12



3.2.2 OPERATING DESIGN OF THE CRF’S:



3.2.2.1 WHICH EXPOSURES ARE RATED?



The exposures which are not of very large amount are normally not rated like exposure Below 200000 are not rated but when the amount is large the exposures are rated. This



arrangement



has



a



shortcoming



like



sometimes



significant



credit



migration/deterioration erosions occur at small exposures but these cannot be captured by the CRF’s.



3.2.2.2 MECHANISM OF ARRIVING AT RISK RATING:



12



RBI notifications October 2002: Master circular on credit risk management.
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According to the RBI guidelines there are certain steps for arriving at the correct risk  rating these are:



Step 1



Identify all the principal business and financial risk elements



Step 2



Allocate weights to principal risk components



Step 3



Compare with weights given in similar sectors and check for



Step 4



Establish the key parameters (sub-components of the principal



consistency



risk 



elements) Step 5



Assign weights to each of the key parameters



Step 6



Rank the key parameters on the specified scale



Step 7



Arrive at the credit-risk rating on the CRF



Step 8



Compare with previous risk-ratings of similar exposures and check for  consistency



Step 9



Conclude the credit-risk calibration on the CRF



3.2.2.3 STANDARDIZATION AND BENCHMARKS FOR RISK RATINGS:



In a lending environment dominated by industrial and corporate credits, the assignors of risk-ratings utilize benchmarks or pre-specified standards for assessing the risk   profile of a potential borrower. These standards usually consist of financial ratios and credit-migration statistics, which capture the financial risks faced by the potential
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 borrower (e.g. operating and financial leverage, profitability, liquidity, debt-servicing ability, etc.). The business risks associated with an exposure (e.g. cyclicality of  industry, threats of product or technology substitution etc.) are also addressed in the CRF. This can be further explained through an illustration: EG:



The CRF may specify that for the risk-rating exercise: If Gross Revenues are between Rs.800 to Rs.1000 crore assign a score of 2 If Operating Margin is 20% or more assign a score of 2 If Return on Capital Employed (ROCE) is 25% or more assign a score of 1 If Debt : Equity is between 0.60 and 0.80 assign a score of 2 If interest cover is 3.50 or more assign a score of 1 If Debt Service Coverage Ratio (DSCR) is 1.80 or more assign a score of 1



The next step would be to assign weights to these risk-parameters. In an industrial credit environment, the CRF may place higher weights on size (as captured in gross revenues), profitability of operations (operating margins), financial leverage (debt: equity) and debt-servicing ability (interest cover). Assume that the CRF assigns a 20% weight age to each of these four parameters and the ROCE and DSCR are given a 10% weight age each. The weighted-average score for the financial risk of the  proposed exposure is 1.40, which would correspond with the extremely low
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risk/highest safety level-category of the CRF (category 1). Similarly, the business and the management risk of the proposed exposure are assessed and an overall/ comprehensive risk rating is assigned. The above mentioned procedure is just an indicative of the CRF’s the Banks make adjustments according to their requirement for the proper CRF’s



CHAPTER 4 CREDIT RISK MODELS



4.1 INTRODUCTION TO CRR:
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The credit rating models are a very essential part of any rating mechanism; it’s the lifeline of the lenders. The lenders can analyze the loan portfolio before lending and thereby protect themselves from the losses that might occur due to the unfulfillment of the amount. The defaults normally happen due to 2 reasons either inability of the borrower or  unwillingness of the borrower to repay the money. In both the cases the bank suffers from losses. Therefore if Risk in any proposition is to be evaluated, there is a need to evolve a framework which will measure the ability of the borrower to pay. The ability of the borrower to pay depends upon the revenue that will be generated out of  the business / profession undertaken and the surplus available for repayment of the loan. The willingness will depend upon the integrity and personal traits of a  borrower. The Risk Rating framework would therefore be capable to capture information on these aspects and should have a discriminatory power to distinguish  between a good borrower and a risky borrower. For evaluating the risk in a proposition in different types of credit proposals, Bank of  Maharashtra has 22 Credit Rating models which cover almost all the fields of the economy.



4.2 DIFFERENT TYPES OF MODELS OF BOM:



CRR 1



Industrial and hi tech agricultural activities (excluding PSU’s) exposure exceeding 100 lacks
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CRR 2



Industrial and hi tech agricultural activities (excluding



CRR 3



PSU’s) exposure exceeding 10 lacks to 100 lacks Industrial and hi tech agricultural activities (excluding



CRR 4



PSU’s) exposure Rs 2 lacks to 10 lacks. PSU’s



CRR 5



Traders (General and Agricultural Indirect) and service



CRR 6



exposure exceeding Rs 10 lacks Traders (General and Agricultural Indirect) and service



CRR 7



exposure exceeding Rs 10 lacks and up to 100 lacks Traders (General and Agricultural Indirect) and service



CRR 8



exposure exceeding Rs 2 lacks up to Rs 10 lacks Agricultural Borrowers (excluding Agricultural Indirect & Hi



CRRN1-T(takeover)



tech activities) exposures 2 lacks and above Industrial and hi tech agricultural(excluding PSU’s)



CRRN1-NV(new



Industrial and hi tech agricultural(excluding PSU’s)



venture) CRR N2-T



PSU



CRR N2-NV



PSU



CRR N3-T



Traders(General & Agricultural Indirect) &Services



CRR N3-NV



Traders(General & Agricultural Indirect) &Services



CRR 15 N4-T



Agricultural Credit (Excluding indirect agricultural &Hi tech



CRR 16 N4-NV



agricultural) Agricultural Credit (Excluding indirect agricultural &Hi tech



CRR 17



agricultural) CRR model for risk rating of Education Loan



CRR 18



CRR model for risk rating of Housing loan



CRR 19



CRR model for risk rating of Retail Loan



CRR 20



CRR model for risk rating of Real Estate Loan



These 22 models have different parameters of judgment because for different industries different information is required and thus different ratings are there, also
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since the recovery of loan also depends on the willingness and the ability to repay of  the borrower so for evaluation of these two parameters under different circumstances requires judgment of different scenarios.



4.3 PROCEDURE OF RATING A LOAN PORTFOLIO:



The procedure used for the rating of a loan portfolio can be understood in simple steps Step 1: When a borrower comes to the Bank he is asked to fill a form thereafter 



according to the borrower’s requirement the credit risk rating model most suitable for  the borrower is selected Step 2: Each parameter in the selected model is rated accordingly



The rating scale followed is Over All Score



Rating Scale



Risk  



>75



1



Low Risk



65-75



2



Moderate Risk



60-64



3



Fair risk



55-59



4



High Risk



40-54



5



Very High Risk






6



Exponentially high risk  



7



Sub-standard account



8



Doubtful account



9



Loss account
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To make the credit rating framework dynamic and comprehensive, risks pertaining to financial risks, Account operating risk, Management risk, Industrial Risk and Business Risk and Project Risks have been taken into consideration while developing CRR models. Step 3: Each parameter in the model is assigned a weight and after assigning the



rating score a weighted score is calculated, then the sum of that weighted score is calculated and also a maximum weighted score is calculated. Step 4: Then it is calculated that how much percentage is the total weighted score of 



the maximum weighted score and accordingly it is found out how much risk is involved in that loan process.



4.4 GUIDELINES FOR CALCULATION OF CREDIT RISK:



Certain guidelines for calculation of risk models: a) The numerical value & figures where ever applicable should be filled under 



column value against the respective risk factor where risk factor cannot be assigned a quantifiable value a view should be formed about the judgmental value of the risk factor based on norms and appropriate score factor given.



b) Multiply the individual scores to the risk factors
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c) Take the sub total of weighted score under each risk parameter and add up the



sub totals to reach the total weight.



d) Carry forward the total weighted score to the summary provided. Calculate



 percentage of weighted score to derive the rating of the risk component as per  a 9 point scale. (eg if percentage of weighted score under financial risk works out to 69, the rating of financial risk would be MBR 2 on moderate risk.)



e) To calculate the maximum weighted score in respect of a risk component,



first determine the number of risk factors under a risk component applicable to borrower and them multiply the applicable aggregate of weights by the maximum possible score i.e. 5.



CHAPTER 5 PORTFOLIO MANAGEMENT AND RISK LIMITS



5.1 INTRODUCTION:



(The need for credit portfolio management emanates from the necessity to optimize the benefits associated with diversification and reduce the potential adverse impact of concentration of exposures to a particular borrower, sector or industry. The
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conventional approach to credit portfolio management has been largely based on the counter party exposure limits, which largely provides the guideline for incremental asset/ exposure build-up. This “forward” or incremental approach to credit portfolio management is, to an extent, a reactive strategy and though it does guide the decision-making process, it has limited contribution for managing the existing credit  portfolio of the bank. 5.2 CORRELATION AND VOLATILITY OF LOAN PORTFOLIO:



The recent developments in the measurement and management of portfolio credit risk have been based on two key attributes: correlation and volatility. Consider two companies; one operates large capacities in the steel sector and the other a large  player in the cement sector, promoted by two entirely unrelated promoters. Though these would classify as two separate counter parties, both of them may be highly sensitive to the Government’s expenditure in new projects/ investments. Thus, reduction in Government investments could impact these two companies simultaneously (correlation), impacting the credit-quality of such a portfolio (volatility), even though from a regulatory or conventional perspective, the risk had  been diversified (2 separate promoters, 2 separate industries). Thus, though the credit  portfolio may be well diversified and fulfils the prescribed criteria for counter party exposure limits, the high correlation in potential performance between two counter   parties may impact the portfolio quality (default levels) under stress conditions.



5.3 NEW TECHNIQUES:
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In addition to the widespread instances of high correlation and resultant volatility, the emergence of new techniques for managing a bank’s credit portfolio have actively contributed to the development and adoption of broader credit risk  management practices. Specifically the adoption and wider acceptance of  securitization of loan assets in the developed markets has permitted banks to pursue credit portfolio management on a proactive manner. These have usually been in the nature of collateralized loan obligations. Though securitization of loan receivables, mainly consumer and auto loans, has been prevalent in India, it has usually been deployed as an asset acquisition or a hive-off approach rather than active credit  portfolio management. The steps taken to enhance the liquidity and depth of debt markets in India and simplify the process of securitization are expected to improve the prospects of credit portfolio management in the near future. In addition to the widespread instances of high correlation and resultant volatility, the emergence of new techniques for managing a bank’s credit portfolio have actively contributed to the development and adoption of broader credit risk  management practices. Specifically, the adoption and wider acceptance of  securitization of loan assets in the developed markets has permitted banks to pursue credit portfolio management on a proactive manner. These have usually been in the nature of collateralized loan obligations. Though securitization of loan receivables, mainly consumer and auto loans, has been prevalent in India, it has usually been deployed as an asset acquisition or a hive-off approach rather than active credit  portfolio management. The steps taken to enhance the liquidity and depth of debt markets in India and simplify the process of securitization are expected to improve the prospects of credit portfolio management in the near future.
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5.4 TECHNIQUES FOR CREDIT PORTFOLIO CORRELATION:



One possible technique for analyzing credit-portfolio correlation is based on a macro-economic factor model. This approach involves projecting the performance (volatility) of a credit portfolio under altering macro-economic environments. In specific terms, this would involve a stress-test on the debt-servicing ability of a  portfolio of borrowers under alternative scenarios. The input data would consist of  the projected financial performance (income statement and balance sheet details) of  each of these portfolio constituents. In the appraisal system adopted by Indian banks in general, these are normally developed for individual borrowers for seeking credit approvals from the specific internal authorities. Such portfolio constituents could be relatively independent counterparties, spanning a relatively wide spectrum of region, industry, size of operation, adoption of technology and promoters. The key financial  parameters of these counterparties (growth, profitability, access to funds, etc.) should  be linked to the macro-economic parameters under consideration. Some of the relevant macro-economic parameters could include overall growth rates, growth in exports/ industrial/ agricultural sectors, interest rates, exchange rates, import duties, equity market and liquidity conditions. By developing alternative scenarios for these  parameters, the credit-portfolio’s aggregate performance (default rates and levels) can be assessed and possible correlation between a set of obligors (even though they constitute entirely separate counterparties) may be established. For instance, under  the assumptions of low overall economic growth, poor growth in agriculture sector  and reduction in import duties, the assessment may give some correlation between the borrowers in the petrochemicals industry and the consumer-electronics industry. Though there may not be any “counter party” relationship in this set of borrowers,  both of them are possibly susceptible to reduced import duties and low economic
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growth. These illustrations are relatively simplistic and the detailed analysis, as discussed above, may give critical inputs for minimizing the credit risk of the given  portfolio. A possible advantage of starting with the macro-economic factor model is that it is amenable to the current levels of credit risk assessment practices in Indian  banks and can be correspondingly adopted with relative ease. Though superior and more sophisticated tools have been developed, their findings may be limited due to the lack of representative data. Such options can be considered as Indian banks further enhance their internal systems and processes in credit risk management.)13



CHAPTER 6 CRR FOR EDUCATION LOANS



6.1 INTRODUCTION:



Till some year’s back higher education and quality education was not affordable to some illustrious students because of the financial constraints. There was no any 13



RBI notifications October 2002: Master circular on credit risk management.
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alternative but to jump in the job market prematurely. And this led to untimely end of   budding talents and their forceful transformation into to the mediocrity. Scholarships were there, but those were so less in numbers that only luckier few could avail them. But now the scene has changed drastically. The boom in the banking sector has led to release of large amount of funds for education loans. Now, education loans are easily available from various banks in India and this change is encouraging more and more students to take up higher education despite their financial shortcomings. Many nationalized banks have come up with various educational loan schemes that students can benefit from. 14 Bank of Maharashtra also provides this service of education loan. Though Retail loans are a huge area and education loans are a very small part of that huge ocean,  but education loans are a very important part of the loan system.



6.2



BANK



OF



MAHARASHTRA



PROVIDES



LOANS



WITH



THE



FOLLOWING SPECIFICATIONS:



Purpose



14



For Studies in India and Abroad



http://www.indiaedu.com/education-loans-india/



38



 [Type text] Eligibility



[Type text] Studies in India: Graduation courses/Colleges under Universities



approved by UGC. Other courses leading to diploma / degree etc. conducted by colleges / universities approved by UGC / Govt. / AICTE



/



AIBMS



/



ICMR



etc.



Studies Abroad : Job oriented Prof./Technical / PG courses/ Post



Graduation: - MCA, MBA, MS etc Age



Student should be Indian national, have secured admission by Entrance test / Merit bases selection. : Rs.



Maximum



In



India



amount



Abroad : Rs. 20.00 lack 



Security



Up to Rs. 4.00 lack –  Clean



Guarantor



Above



Rs.4.00



lack



Satisfactory



third



Above



Rs.



10.00



to



Rs.7.50



lack  



lack



party



-



Guarantee



7.50



lac



Value of collateral security after providing requisite margin as  below should be equal to the quantum of finance plus 2 acceptable guarantor. Computers purchased out of loan be hypothecated. Margin



Up



to



Rs.



Above



4.00



Rs.4.00



5%



for



studies



-  Nil



lac lac



-



in



India



15% for studies abroad Deduction Limit  N.A. Rate of Interest



Loans



up



to



Rs.



4.00



lac



(Base



Rate



+



2.00%)



39



 [Type text]



[Type text] Loans above Rs. 4.00 lac (Base Rate + 2.75%)



•



Simple interest during moratorium period, there after  compounded monthly



•



1% interest concession may be provided to the loanees if  the interest is serviced regularly as and when applied during the study period when repayment holiday is specified for interest/ repayment under the scheme. Interest concession is available only for moratorium period.



Repayment



EMI



–



60



Months



(Loan



plus



int.



accrued



together)



Moratorium: Course Period + 1 year OR 6 months after getting job whichever is earlier  Processing Fee



 Nil



Insurance



 N.A.



Others



•



Loan will be granted to student with parent as Co borrower/s



•



Loan will be disbursed in stages as per requirement directly to Institute / College.



Other Facility



Student can apply education loan in online mode through our  website. This Facility is presently available only in selected 75  branches (shortly it will be increased to handsome number)



6.3ADVANTAGES OF EDUCATION LOANS: 



Financial support for professional courses such as MBA, B.Tech and MBBS.
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Available for







Easy







Affordable







Lesser







Loan cover up to as much as 20 lac available by various banks







Expenses such as tuition fees, travel expenses, hostel charges



higher



repayment



education



only



in India



after



job



Interest



burden



and



abroad



placement



Rates



on



parents



are included in education loan 6.4 PROCESS FOR APPROVAL OF EDUCATION LOANS:



There is a complete procedure intact for the approval of education loans in Bank of  Maharashtra. BOM has a special credit risk rating model which completely deals with the loan portfolios for the education purpose. The first step is to apply for the education loan in any branch office, a simple form of  2 pages needs to be filled by the applicant, the form format has been displayed in annexure 1 at the end of the report. Once an applicant has filled the details required for the loan then those details are fed into the credit risk rating models present with the bank, there are different rating schemes for the existing customers and for the new customers.
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The loans are thereafter risk rated and then accordingly the ratings for the loan  profile are generated if the rating of the loan profile comes to be AAA, AA, BBB then the loan is granted but if the rating is below BBB i.e. either BB or below then the loans are not granted. The loan request is then forwarded to the central office where further analysis is done. 6.5 PARAMETERS TO BE CHECKED FOR CREDIT RISK RATING MODEL FOR EDUCATION LOANS:



As we know for the successful reimbursement of loan from the borrower two major  attributes that should be present in the borrower are the “ability and the willingness to pay the money back “. So in order to measure the risk involved in the education loan one such model should be developed which effectively checks these two attributes. The parameters which could be considered for risk rating for the attribute ability to  pay the money back  



The past track record of the student should be checked to understand the student’s capability.







Threshold of the marks for different courses should be different.







If the student has some meritorious performance in extracurricular  activities that should also be considered.







The course that the student is opting for (degree/diploma) and the area of specialization.
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[Type text] The earning potential of the course.







The reputation of the college that the student is taking admission into.







The performance of the student during the course tenure should also  be rated.







Annual probable income after the course.







Earning prospects during the course tenure ( stipend/ scholarships).



These are certain parameters which could be checked while providing loan, but this also does not makes the loan completely risk proof because sometimes



certain



adverse situations can arise for eg: the student might not be able to perform well in the course that he/she enrolls into and hence discontinue in between, or the student is expelled out of the course due to bad behavior, the student might finish the course  but still does not get a job or gets a job but is not earning enough to repay the debt, in such worse situations the bank would not be able to get the refund even after the course completion and that would turn out to be a NPA for the bank, therefore to hedge this risk the bank opts for the policy of guarantors i.e. people who take the guarantee that if the student would not be able to pay back the loan the guarantor  would be liable for it. Generally in education loans parents of the student are the guarantors of the loan. But, only having a guarantor only does not makes the loan 100% risk free there would be some more parameters that would be needed to be checked if there would  be a guarantor like 



If the guarantor is earning well and has the capability to return the money in case it is needed.
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[Type text] The mode of income of the guarantor should also be checked in order  to check if the guarantor is able to generate some surplus money that could be used to repay the loan.







Thirdly, if the guarantor is a government employee his/her age should  be checked.







If the guarantor has an old relationship with the bank his/her past record of punctuality and ability to repay could be checked.



Still the loan is not completely risk free at times both the student and the guarantor  are unable to repay the loan then in that case the bank should have some other kind of risk avoidance method, the other thing that can be done is to ask the guarantor to give some security or collateral like the residence could be kept as a security or some  property to could be kept as a security with the bank, in this case too risk rating of  the collateral should be done like 



If the property has well re salability value then it should be given higher risk







weight.



If a mortgaged house is kept as a collateral low risk rating should be given







If the collateral covers the entire loan amount or only some part of it.



Also in order to ensure that the loan does not become an NPA and at least some amount of money has been received by the bank, the bank could ask the guarantor to fill an undertaking stating that every month during the tenure of the course the guarantor would pay some ‘token money’ to the bank, this token money could be any amount suitable to the guarantor but at least above 500/- this would allow the bank to
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recover some money during the course period as well as keep the track of the guarantor thereby reducing the chances of the account becoming a NPA. Students at times morally don’t feel that it is there duty to repay the money and hence try to escape; such situations are the cause for the bank to measure the willingness of the borrower to repay the money. Though these factors are not quantifiable and therefore cannot be measured with ease  but still while granting the loan the authority should make certain checks like for the student: 



Consult the student’s last college or school and ask the authority about the behavior of the student throughout the course. If the behavior is found satisfactory it should be given higher rating.







Similarly, for the guarantor the work place should be contacted the authority should be inquired about the guarantor and if the guarantor’s behavior is also found satisfactory it should be given higher rating.



At times it becomes difficult for the bank to keep track of the student because if the student gets a foreign placement and he/she moves out of the country it becomes difficult to track them down, also if the student does not feel his/her moral right to repay the money then the student might willingly escape from paying the debt off, in such situations the bank should be in direct contact with the college the student has taken admission into and if the student gets a placement from the campus then as soon as he gets placed the information should be provided to the bank. This process might help in tracking the students.
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CHAPTER 7 ANALYSIS OF CRR MODEL FOR EDUCATION LOAN AT BANK OF MAHARASHTRA



Bank of Maharashtra has an extensive model for evaluation of risk in education loans. Let us have a look at the model:



7.1 CRR MODEL FOR RISK RATING OF EDUCATION LOAN:



7.1.1 ENTRY LEVEL RATING FOR NEW BORROWER 
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Score



Weighted



Risk Factors



Weight 1



Score



Track record of educational qualification of applicant



2



Duration



of



the



course



/



Residual period of course (if  loan is applied during midterm of the course) 3



Job prospects of the course



4



Earning



potential



of



the



course 5



Track



record



of



campus



 placement 6



Employment



/



Professional



Security of parents 7



Sources of income of family



8



Gross monthly income of the family



9



Option of servicing interest during the moratorium of the course



10



Guarantors



11



Collateral Security (Wherever applicable)



12



Margin availability TOTAL



XXX



XXX



100
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A



Total Weighted Score



B



* Maximum Weighted Score



C



% of Weighted Score



D



Risk Rating



* Maximum Weighted Score = Total of weights of applicable risk factors multiplied  by Maximum possible score for each risk factor is 3. The weights can different for different banks. But these are the basic parameters which are checked while rating a education loan. To explain the process below is given an illustration:



7.1.2 RATING FOR EXISTING BORROWER 
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E



Total Weighted Score (A)



F



Score on Repayment record (as per scoring norm)



G



Final weighted score (E-F)



H



* Maximum Weighted Score (B)



I



% of Weighted Score (% of G to H)



J



Risk Rating



7.1.3 SCORING NORMS - RISK RATING OF EDUCATION LOAN- NEW



TRACK RECORD OF EDUCATIONAL QUALIFICATION OF APPLICANT



Scores Characteristics / Attributes /Features Meritorious student with consistent excellent track record with marks- 3 above 75% Good educational track record - with marks- above 60% and up to 75% Student with marks- 50% to 60%



2 1



DURATION OF THE COURSE / RESIDUAL PERIOD OF COURSE (IF LOAN IS APPLIED DURING MID-TERM OF THE COURSE)



Characteristics / Attributes /Features  Not exceeding 2 years Exceeding 2 years and up to 5 years Exceeding 5 years



Scores 3 2 1



JOB PROSPECTS OF THE COURSE
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Characteristics Characteristics / Attributes /Features Scores MS/MD/MBBS MS/MD/MBBS/BDS/G /BDS/Gradua raduate te MBA/Engg. MBA/Engg. in Computer Computer Science Science or  3



Electro Electronics nics or Teleco Telecom/ m/ Master Master of Scienc Science/ e/ CA/oth CA/other er profess profession ional al courses with high market demand Other Engg. students/ICWA/CFA/BAMS/BHMS Other disciplines



2 1



EARNING POTENTIAL OF THE COURSE Characteristics Characteristics / Attributes /Features Earning potential – Above Rs. 4.00 lakh p.a. Earning potential – Rs. 3.00 lakh to Rs. 4.00 lakh p.a. Earning potential – Below Rs. 3.00 lakh p.a.



Scores 3 2 1



TRACK RECORD OF CAMPUS PLACEMENT



Scores Characteristics Characteristics / Attributes /Features Educ Educati ation onal al insti institu tutio tion n held held in high high esteem esteem with with reco record rd of high high 3  percentage of campus placement Educati Educationa onall instit instituti ution on of repute repute with with past past record record of some some campus campus 2  placement every year  Other Educational institutions



1



EMPL EMPLOY OYME MENT NT / PROF PROFES ESSI SION ONAL AL SE SECU CURI RITY TY OF EITH EITHER ER OF TH THE E PARENTS Characteristics Characteristics / Attributes /Features Empl Employ oyed ed in Govt Govt.. / Publ Public ic secto sectorr orga organi nizat zatio ion n / selfself-em emplo ploy yed



Scores 3



 professional Employed in private organization Business



2 1



SOURCES OF INCOME OF FAMILY Characteristics Characteristics / Attributes /Features



Scores
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Salary Professional (Doctor / CA / IT/Advocate/Industrialist) Business



3 2 1



GROSS MONTHLY INCOME OF THE FAMILY Characteristics Characteristics / Attributes /Features Above Rs.40000 Above Rs. 20000 and up to Rs. 40000 Above Rs. 10000 and up to Rs. 20000



Scores 3 2 1



OPTION OF SERVICING INTEREST DURING THE MORATORIUM OF THE COURSE Characteristics Characteristics / Attributes /Features Available  Not available



Scores 3 1



GUARANTORS Characteristics Characteristics / Attributes /Features Guarantors with high means Guarantors with moderate means Guarantors with average means



Scores 3 2 1



COLLATERAL SECURITY (WHEREVER APPLICABLE) Characteristics Characteristics / Attributes /Features Easily realizable/ promptly marketable collateral security Mortgage of residential / other property



Scores 3 2



MARGIN AVAILABILITY Characteristics Characteristics / Attributes /Features Margin of 40% and above 25% and above and below 40% Below 25%



Scores 3 2 1
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APPLICABLE FOR RATING OF EXISTING BORROWER 



REPAYMENT RECORD (AS ON DATE OF ASSESSMENT)



Scores 0 (-) 20



Characteristics Characteristics / Attributes /Features Regular repayment Default in re payment of installment



7.2 FOR DETAIL UNDERSTANDING BELOW IS AN ILLUSTRATION:



Details of the applicant: Student XYZ loan amount 700000 Degree course- MBA Course tenure 2 years Guarantor Father- govt service yearly salary 300000 Past Academic record- 10th-77% 12th-67%, Engg-75% Taking admission in clg- NMIMS, track record of placement in last 5 years-100% , Avg salary 8lks



CREDIT RISK RATING MODEL (Considering the customer has come for the first time to



BOM) Weighted



Track rack



reco record rd



of



Value edu educati catio onal nal 72.3333333



Score



Weight



score



qualification of applicant



3



2



5



10



Duration of the course



2 years



3



5



15



Job prospects of the course



MBA



3



12



36



Earning potential of the course 8 lakhs Track record of campus 100%



3



15



45



 placement Employ loyment ent



3



8



24



3



5



15



/



Security of parents



 placement Pro Profess fessio ion nal Govt Services
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Sources of income of family Gross monthly income of the



Salary



3



5



15



family Option



400000



2



10



20



not available



1



8



8



Guarantors



2



12



24



Collateral security



1



10



10



Margin availability



1



5



5



of



servicing



interest



during the moratorium of the course



TOTAL



Total 227 Maximum



227



Weighted



Weighted



100*3=300 % of Weighted 75.6% Risk



Score



Score



Score



Rating



AAA



Since the % of the risk weighted score is coming 75.65% which is greater than 75% hence there is very low risk involved in this loan profile hence it would be given rating of AAA. Looking at the model it can be said that the bank considers almost all the parameters for the evaluation of loans.
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7.3 CERTAIN PARAMETERS WHICH CAN BE ADDED TO MAKE THE MODEL EVEN BETTER COULD BE AS FOLLOWS (SUGGESTIONS)



1. There is a common rating mechanism for the students past track record, whereas there could be rating mechanism in which for the difficult courses the highest rating should be given to very high marks whereas for easier  courses such as B.A or Arts the highest rating should be given at comparatively lower marks like: Course : Engineering, MBA, Medical etc



80% and above -> 3 70% to 80% -> 2 Below 70% -> 1



Courses : BA, B.Ed, Bcom



70% and above -> 3 60% to 70% -> 2 Below 60% -> 1



This is just a small example the bank can decide on which courses should be considered in which category and then decide the rating scale. 2. Meritorious performance in extracurricular activities should also be considered for rating purposes. 3. The cost structure being provided by the student should come from an adequate authority.
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4. The mode of payment is directly to the organization or to some other source should also be rated.



5.  Now while continuing the loan for the next years the bank should check the  performance of the student during the previous year, these mark sheets should  be directly collected from the bank because if the borrower provides the mark  sheet there might be discrepancies, but if the mark sheets comes directly from the college of the student there cannot be any fakeness in the mark sheets and the exact situation of the student can be captured.



6. Though the Model does check the mode of income of the guarantor but the rating parameter should be even better because currently the model checks that if the guarantor is a government employee then he is given a rating of 3, whereas doctors or business man’s are given a rating of 2; instead of this method the guarantors past 5 years income should be checked if he has been earning in a stable manner then he should be given a higher rating irrespective of being a Doctor or a business man Regular income of the guarantor from the past 5 years: Above Rs.40000 Above Rs. 20000 and up to Rs. 40000 Above Rs. 10000 and up to Rs. 20000 This process might help recognize the potential of the guarantor



Scores 3 2 1 in a better 



way.



7. The model does not checks the age of the guarantor, if the guarantor is a government employee his age should be checked, but if he is a business man this parameter need not be considered. Age between 55-60



1
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Age between 50-55



2



Age below 50



3



The age slabs could be prepared more efficiently by the bank.



8. In case of collateral security the bank can rate the security according to its sale ability; if it’s a property at some prime location then the bank may  provide good rating. 9. It should be checked if the student as well as the guarantor has taken a life insurance cover.  Now considering the original model and the new suggestions a new CRR model can  be developed which might help the Risk evaluation of education loans more  beneficial. 7.4 RECOMMENDED NEW MODEL: Parameters



Value



Score



Weight



Weighted Score



I



Personal Attributes (55%)



1.



Course opting for



3



2.



Historic Academic Performance



12



3.



Meritorious performance in any



5



extra curricular activities(International/National/State level) 4.



Reputation



of



the



institution



2



taking admission in 5.



Job prospects of the course



10



6.



Annual probable income after the



11
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course 7.



Earning



potential



during



the



2



course (stipend/scholarship) 8.



Cost structure/ fee structure for 



5



the course is definite 9.



Payment is direct



5



TOTAL



55



II



Guarantor/Parents (25%)



1.



Occupation of the guarantor



5



2.



Gross income of the family



8



3.



If



the



guarantor



employee



then



is Age



a



Govt



of



3



the



guarantor  4.



Interest being paid off during the



5



tenure of course 5.



Undertaking (if any)



4



TOTAL



25



III



Collateral (if any)(10%)



1.



Sale Ability of the collateral



3



2.



% of loan money covered by the



7



collateral TOTAL



10



IV



Self Insurance (10%)



1.



If the student has a Life insurance



6



2.



Guarantor has a Life insurance



4



Total



10



Grand total



100
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7.4.1 THE RISK WEIGHTS DISTRIBUTION CAN BE AS FOLLOWS: 1. COURSE OPTING FOR:



Different Courses:



Risk Weights



MS/MD/MBBS/BDS/Graduate



MBA/Engg.



in



Computer  3



Science or Electronics or Telecom/ Master of Science/ CA/other   professional courses with high market demand Other Engg. students/ICWA/CFA/BAMS/BHMS



2



Other disciplines



1



2. HISTORICAL ACADEMIC ACHIEVEMENTS: Course:



MS/MD/MBBS/BDS/Graduate



MBA/Engg. in Computer Science or Electronics



80% and above -> 3 70% to 80% -> 2



or Telecom/ Master of Science/ CA/other   professional courses with high market demand Other



Engg.



students/ICWA/CFA/BAMS/BHMS



Below 70% -> 1 70% and above -> 3 65% to 70% -> 2 Below 65% -> 1



Other disciplines



65% and above -> 3 60%-65%->2 Below 60% ->1



3. MERITORIOUS



PERFORMANCE



IN



EXTRA



CURRICULAR 



ACTIVITIES:
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Achievements



at



national/ 3



international level Awards at state/ University level



2



4. INSTITUTE TAKING ADMISSION INTO:



Institute recognized by the bank



3



Other institutes



1



5. JOB PROSPECTS:



Characteristics / Attributes /Features MS/MD/MBBS/BDS/Graduate MBA/Engg.



Scores Computer  3



in



Science or Electronics or Telecom/ Master of Science/ CA/other professional courses with high market demand Other Engg. students/ICWA/CFA/BAMS/BHMS Other disciplines



2 1



6. ANNUAL PROBABLE INCOME AFTER THE COURSE:



MS/MD/MBBS/BDS/Graduate MBA/Engg.



•



Above 6,00,000-> 3



•



Between 4,00,000-6,00,000-



in Computer Science or Electronics or  Telecom/ Master of Science/ CA/other  >2  professional



courses



with



high



market



demand Other



Engg.



•



Below 4,00,000->1



•



Above 4,00,000->3



•



Between 3,00,000-4,00,000-



students/ICWA/CFA/BAMS/BHMS



59



 [Type text]



[Type text] >2



Other disciplines



•



Below 3,00,000-> 1



•



Above 3,00,000-> 3



•



Between 2,00,000-3,00,000>2



•



Below 2,00,000->1



7. EARNING POTENTIAL DURING THE COURSE TENURE: Stipend/ Scholarships



3



 Not available



2



8. COST STRUCTURE/ FEE STRUCTURE



If the cost structure is definite and comes 3 from authentic authority  No definite cost structure



1



9. DIRECT PAYMENT: If there is direct payment from bank to



3



the institute If a third party is involved in the



1
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transaction



II GUARANTORS: 1. OCCUPATION OF THE GUARANTOR:



Employed in Govt. / Public



sector  3



organization / self-employed professional Employed in private organization 2 Business



1



2. GROSS INCOME OF FAMILY: Above Rs.40000



3



Above Rs. 20000 and up to Rs. 40000



2



Above Rs. 10000 and up to Rs. 20000



1



3. AGE OF GUARANTOR (IF GOVT. EMPLOYEE)



Below 50



3



Between 50-55



2



Above 55



1



4. INTEREST BEING PAID OFF DURING THE TENURE OF COURSE



Yes



3



 No



1
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5. UNDERTAKING (IF ANY)



If undertaking money above 1000/-



3



Between 500-1000/-



2



Below 500 or not applicable



1



III COLLATERAL SECURITY (WHERE EVER APPLICABLE) 1. SALE ABILITY OF THE PROPERTY:



If at a prime location



3



Otherwise



1



2. % OF LOAN BEING COVERED BY THE COLLATERAL SECURITY



Complete 100% coverage



3



From 80%- 100% coverage



2



Below 80%



1



IV SELF INSURANCE:



If Insurance cover for the student/ 3 guarantor is present If not present



1
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This model can be used to determine the risk involved in any loan portfolio and thereby differentiate between a good and a bad loan. Though the model present in the bank and the recommended model are very extensive and exhaustive in nature still these, models can capture only the quantitative parameters and try to capture if the borrower would be able to return the money or not but the measuring the willingness still remain a question. Subjective questions would always exist and at the end the acceptance or rejection of  any loan portfolio would to a large extent depend on the person granting the loan.



CHAPTER 8 CONCLUSION



Education loans have been on a rise since the past 3 years, before that the education loans were not considered fruitful, but ever since the trend of foreign education and higher education is coming into action the demand of these loans have increased.



Banks prefer disbursing education loans despite the fact that they are very risky in nature because 



It is a noble cause to provide funds for education of students who cannot fund there education themselves.







Providing education loans build’s an emotional connect with the customers and the bank assumes that this would make the customer loyal towards the  bank.



But despite all these factors the education loans still remain to be highly risky so in order to determine the risk involved in a particular loan profile and to distinguish
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highly risky loans from less risky loans and very less risky loans credit risk rating models are used. The return of a loan as discussed earlier also mostly depends on two attributes which are the ability to repay the loan and the willingness to repay the loan, using the credit rating models the ability to repay the loan can be measured but to analyse the willingness to repay the loan there are no quantitative measures that can be taken and thereby analyze whether the borrower is willing to repay the money. Even after doing extensive research all the risk involved in a loan can not be captured some shortcomings would always exist because it can never be predicted how the ethics or behaviour of a person would change. Though all measures are taken before disbursing the loan like guarantors are there collateral securities are there but still there 100% surety of the loan being returned is not there. As years would pass and more research would be done large amount of data would  be present then at a granular level the risk involved could be analysed in a better  manner. Over a period of time the rating scheme can be made more realistic. Thus it could be concluded that even though extensive research are done before the approval of a loan still some shortcomings exist which over a long period of time could be removed.
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