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CEO WATCH

PUBLIC SECTOR BANKS’

FUTURE FIVE

The Diplomatic Banker Accidental Banker Fought the Odds

MELWYN REGO KISHORE KHARAT

CEO & MD, Bank of India CEO & MD, IDBI Bank
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Prime Minister Narendra Modi’s
government says banking reforms,
christened ‘Indradhanush’, are the most
importantmove since bank nationalisation
in1969. Political interferenceis history,and
boards are being professionalised. Sangita
Mehta and Shilpy Sinha profile the people
who could make orbreak the nation’s hope

Whenever IDBI Bank is men-
tioned, one image comes to mind:
thefall ofamighty oak. That may
well be the case given its growth
and profitability. But when it
comes to innovation inrais-
ingfunds with variety

and keeping costs under

happy doingbanking,” says Kharat,
who is headed toIDBI Bank, which is
yet to come to grips with nearly a decade
since its conversion into a bank from a
development finance institution.
Kharatrose through theranksafter
joining Bank of Baroda asa clerk even
before he completed his graduation --
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control, IDBIBank rose

abovetherest,thanksto
Melwyn Rego, its execu-

tivedirector.

Noother bank had
utilised the overseas
currency borrowing
toitsadvantage the
way IDBIBank did
—Dbeitborrowingin
Chinese yuan through
the Dim Sum bonds, or
in Swissfrancs.

Rego, alife-time IDBI
banker —from its devel-
opment finance institution
statustoafull-fledged com-
mercial bank —cut histeeth
intheoverseasfixed income
securities markets as it bor-
rowed from multilateral institu-
tionssuch as the Asian Development
Bank or the World Bank. Rego used that
expertise to hisadvantage after the
markets opened up.

What could be abigger advantage
for Rego in hisnew assignment is his
baptism by fire at IDBI-havingto clean
up the mess of bad loans in the so called
‘rehabilitation department.’

Rego, adiplomatic banker, had also
headed IDBI Home Finance, which the
institution acquired from Tata Housing
and later merged with itself.

Hestood outeven ina ‘sarkari’ way of
life, being the juniormost executive di-
rector at IDBI to be promoted as deputy
managingdirector. Thismade him

qualify for the CEO post when the gov-
ernment stipulated that only those with
ayear’sboard experience could apply
for the post.

Rego, whohasbeen given three
yearsat Bank ofIndia,isan MBA
from Symbiosis Institute of Business
Management. Those who have worked
very closely with him say his challenge
will be to take quick decisions and clean
thebooksat Bank of India, which is
saddled with stressed assetsat 6.8% of
totalloans. What could be ahandicap
for Regoishislack of experience at the
teller counter at a branch, amust for any
grassroots banker.

Go-getter who Wears Many Hats
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Ifatallapolitician and abanker share
asimilarity, it is between external
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Sacrifices and rags-to-riches stories
areusually associated with entre-
preneurs. Ifthere is one in the state-
dominated bankingindustry, itisthat
of Kishore Kharat.

Heisanaccidental banker. The boy who
grew up in Satara aspired to be a bureau-
crat—back then, appearingfor Indian
Administrative Serviceexams wasa
fad amongschool children. But Kharat
wasnotamongthe children fortunate
enough to pursue a career of choice; he
had to pick bankingreluctantly due to
hisfamily’s economic condition.

“Iwanted tobeanIAS orIPS officer
whenIwas young, althoughnow I'm

such was his compulsion.

ButKharat wasnotintheleastdeterred
by adverse circumstances. On the con-
trary, he worked hard to overcome them.
Not content with a bank job, Kharat did
not wantto give up on his career aspira-
tions. Heenrolled in an evening college
in Satarato complete his graduation and
alsomanaged tosecure anacademic
qualification inlaw as well. Even as he
delivered the goods in hisbankingjob, he

- completed hismastersin management

from ICFAI, Hyderabad.

While the Sataraboy has grown tothe
topmost position that anyone who start-
edacareerasaclerkinapublicsector
bank clerk could aspire for, the sweet-
estmemoriesforhimlieintheland
of sugarcane discovered by explorer
Chirstopher Columbus and made more
famous by cricketer Brian Lara.

Kharat ventured out to set up the sub-
sidiary of Bank of Baroda (Trinidad
& Tabago) in the Atlanticisland. That
was when life acquired anew meaning
for him.

“Itisduringthis postingthatIrealised
the benefits of work-life balance,” says
Kharat. “Ilearnt how tolive and enjoy
life. Infact, during the tenure Inever
took illand never took a single tablet.
Now Idon’t take work home. I prefer to
sitin office and finish it.” He spent five
yearsupto2010intheisland nation.

Work Round the Clock
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Inaway, heisacontrasttoRego, who
headsthe Bank of India.

Creditas well as international experi-
ence dot Sharma’s curriculum vitae.
Hisexperience at Hyderabad in his
younger days where he had handled doz-

Citibank in the past few years may
have earned areputation for slack-
ness in compliance leading to pen-
alties by various regulators across
the world, but it has produced
some extraordinary bankerstoo
— AdityaPuriof HDFC Bank and
Piyush Gupta of DBS Holdings of
Singapore, toname a few.

When Citicouldnotexpand due
toregulations, he conceptualised
Citi Financial Consumer Finance,
anon-bankingfinance company,
which becameatool for its peers.

Jayakumar could not bereached
for comment.

He was country head for con-
sumer business in India and the

ens of mid-level companies could come
inhandy in hislatest assignment where
hehastodeal with many issues includ-
ingrecovery from Deccan Chronicle
Holdings, an accountthathadtofacea
forensic audit.
Hehasalsobeen at the nerve centre of
Indianpolitics— New Delhi—as general
manger of SBI. Unlike many bankers, he

affairs minister Sushma Swaraj and
Usha Ananthasubramanian, the chief
executive at Punjab National Bank —
the big, round bindi. But the similarity
endsthere.

The avid gardener isnot a great
orator like the minister, but is
equally effective in getting what

she wants in her professional as The Indian government AsiaPacificand head, isalsoexperienced with international
well as personal life. Everyone andregulator, which consumer lending experienceasan officer in the conserva-
knew Bharatiya Mahila Bank havelooked atthe businessinthe tive Tokyo where banksfunction more
(BMB) could be anon-starterand = = ?\‘ private sector AsiaPacific. likeIndian state-run banksratherthan
was headed nowhere. While many x%\‘;““ . with suspicion Inhis24 Wall Street’saggressivelenders.
were hesitant to take up the job, e forlong, will yearsin Infact, Sharmahad given up on fur-
Anathasubramanianjumped hand overthe Citibank, ther growth in the state-run banking
at the opportunity, reflect- turnaround of Jayakumar sector when he threw up his job at SBI
ingher eagernessto thesecond big- contrib- totake up therole of CEO at Lakshmi
take up any challenge. gest state-run utedtothe Vilas Bank (LVB), whose earnings, or

Sheisnotjust another bank by assets development asset size could get rounded off at SBI.
career banker who has = toaformer / ofitsretail Having gone through the SBI grind,
sacrificed everythingin i< Citibanker — bankinginitia- Sharma’s foremost agenda at LVB was
life to climb to the top, but < PSJayakumar. tives. Hisformer toputaprocessin place. His obsession
hasmanaged to keep i Jayakumar, colleagues goon was to keep looking at accounts that
allher interests alive, add- = known as ‘Jaya’ to tosay that he was missed payments on a daily basis, a
ingtothem and even nurtur- = friends —will come to adored to the extent virtue that may come in handy in his
ing them. = Bank of Baroda with arepu- thathe was the good guy in Ifyou want to know what fate means, new assignment.

“Ikeep experimentingin gar- 3 tation of knowingthe Indianmar- RaviSubramanian’s book, If God ask Rakesh Sharma, the newest chief Staffat Canara Bank say they are

dening, sometimes by crossing
avariety of plants,” she says.

For Ananthasubramanian, it
isakind ofhomecomingat PNB.
Shehad been executive director at the
same bank for two years before moving
toBMB.

Her biggest challenge could be manag-
ingstaff, but she could draw lessons
from her Bank of Baroda days when she
worked with human resources expert
Anil Khandelwal.

Ananthasubramanian, who islearn-

ing Spanish and German, began her
career with Bank of Baroda as proba-
tionary officer and is experienced in
working with some tough taskmasters
such as former Reserve Bank of India
deputy governor KC Chakrabarti.

The banker, who listens to Carnatic
music to destress, alsohas a pet to walk
around — Apple, aname that should tell
her colleagues what is in store.

kets, especially th

like the back of his hand.
Justlike the country, every

institution has its

“Within the framework of regula-

tions, he isknown
(blocks),” said a fo

Banks were subjecttomany

meaninglessrules

international banks. One such
wasrelated to branch expansion.

eretail part,

bureaucracy.

towork around
rmer colleague.

;moreso,

was A Banker, afictional acount
oftwo bankers— one crooked and
the other good. “Even before you
say hisname, he will throw 20 new
ideasatyou,” said Subramanian, a
former colleague.

Few dispute his knowledge and
grasp of the industry, but he may
have to watch his steps when it
comes to his Citibank aggression
and impatience with colleagues.

executive of Canara Bank. Sharmais
ending up with what he renounced.

Itmay look like Canara Bank is getting
private talent, but inreality, one public
sector bank talent is going tohead an-
other state-run bank with a brief private
sector stintas cherryonthe cake.

Sharma, the 57-year-old vegetarian,
isa State Bank of India veteran, having
served it in many capacities from a pro-
bationary officer to general manager
with avariety of assignments that very
few could claim.

lucky. “We are getting an SBI offi-
cial —they areamongthe best in the
industry,” said a GM from the South-
based bank.

He may have the background of a
state-run banker, but the workaholic in
him makes himbehavelike a private
banker. Ask him on how he spends his
free time, or how he takes his stress off,
and he says, “Ienjoy working. Where is
thetimetorelax?”

Footnote for wilful defaulters: Sharma
haslentandrecovered money in Patna.

Bad Banks: NPA Issue Needs a Govt-Sponsored Distressed Asset Fund
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Current set-up may not be ade-
quate: India’s track record of bad
loan recovery does not inspire
much confidence. In 1997, when the
gross NPA touched 15.4% (source:
World Bank), it took nine years for
the NPA rate to fall below 5%. The
systemresponded with laws such as
Sarfaesi Act and creation of Asset
Reconstruction Companies (ARCs).
Arguably, these measures have

shown less-than-anticipated suc-
cess in recovery of bad loans from
large corporates. Additionally, the
current crop of ARCs are unlikely
tohave the balance sheet strength to
resolve stressed assets (NPA plus
restructured assets) which are well
over 6,50,000 crore.

Government should take the
NPA problem head-on: By 2019,
India Ratings estimates that PSU
banks may require equity infu-
sion from the government to the
tune of 2,40,000 crore for Basel ITT
requirements. Current NPA levels
may increase the equity infusion
bill significantly.

The government is possibly ex-
ploring two approaches to solve the
issue, but both these may not be the
most feasible or optimal. One ap-
proach is to recapitalise banks to
the extent required to cover dis-

tressed assets. The second is a pas-
sive approach where the govern-
ment will try to revive the economy
with enabling policy and hope the
economic recovery would resolve
the NPA problem.

Some may argue that the current
actionsaremoreloaded towards the
passive approach, which may yield
results over four to six years; how-
ever, growth in the short-to-medium
term must be foregone.

The government may do well to
look for some alternate options to
resolve the NPA issue without a
huge immediate cash outflow. One
of the possible solutions, if not the
panaceamay be the ‘bad bank’.
Learning from ‘bad bank’ experi-
ences elsewhere: A ‘bad bank’ is an
entity where the bad loans of a nor-
mal bank are parked. This allows the
bank to continue with its usual func-

tions without gettingbogged down in
terms of finance, resources or man-
agement bandwidth. Mellon Bank in
1988 was thefirst to create abad bank
to park bad loans. However, given the

[ current situation,
Badloans India may consider
may be creating a quasi-sov-
‘purchased’  ereignfinancial enti-
by SDAF at ty which will func-
face value. tion like a bad bank.
SDAF will Such models have
paybanksby Dbeenused in the past
issuinglong- by countries such as
datedbonds Japan, Sweden, the

UK and Slovenia.
The success rate has
been mixed but the
learnings are valuable. India may
consider creating a ‘bad bank’ on the
lines of adistressed assetfund.

It’s time for an Indian Sovereign
Distressed Asset Fund (SDAF):

atanear-zero
interestrate

This SDAF may require an act of
Parliament, which will give it
sweeping powers to take over man-
agement of corporates or liquidate
their assets. Ideally, the claims of
existing promoters on the compa-
ny’s assets should lapse when the
corporate’s debt is sold to SDAF. In
the absence of an operational bank-
ruptcy code, such exceptional pow-
ersmay be essential.

The bad loans may be ‘purchased’
by SDAF from banks at face value.
The SDAF will pay banks by issuing
them long-dated bonds (10-year-plus)
atanear-zero interest rate. This will
reduce immediate funding require-
ments from the government.
However, SDAF bonds will ensure
the bank does not have to write off
assets, preventing the balance sheet
equity from being damaged.

The SDAF willrequirefundstoturn

around some of these distressed cor-
porates. It can sell its units with long
maturity to institutional investors
such as banks and multilateral agen-
cies. The units sold may enjoy capital
protection attributable to a govern-
ment guarantee.
Operationally, SDAF may deal
with the loans in three ways:
Liquidate the company; part-sell vi-
able assets; revive the corporate.
Corporates, whose market capi-
talisation isa minusculefraction of
their debt or may take 8-10 years to
repay their current debt, may be
considered for liquidation.
Corporates in infrastructure may
have viable projects which may be
immediately sold off, or the SDAF
may fund the completion of the
project before selling them. Thirdly
,some corporates may create tre-
mendous value if the management

is changed and SDAF infuses fresh
capital. When these turnaround sto-
ries will be sold, SDAF may make
handsome gains.

Since the SDAF will have a portfo-
lio of bad assets, the loss incurred
onthedebt’sface valueduringliqui-
dation may be recovered by the sale
of the ‘turnaround’ companies. But
even otherwise, if anominalloss is
incurred by SDAF after 10 years, it
would be of much lesser value than
the option of currently infusing eq-
uity to repair the state-owned
bank’s balance sheet. Additionally,
the systemic benefit of faster eco-
nomicrecovery that may be enabled
by removing banks’ NPA burben
will be immense.

(The writer is senior director;
corporateratings,

India Ratings & Research.
Views are personal)




