
Dr. Bhavdeep Singh Ahuja: FINANCE for DENTISTS – Part XIV 

 

www.wjasr.in      World J Adv Sci Res Vol. 3 Issue 1 January – February 2020 Page 269 
 

 

FINANCE for DENTISTS – Part XIV 

The Current Scenario 

Author: Dr. Bhavdeep Singh Ahuja 

 

Continued from WJASR Volume 3 Issue 1 – Jan–Feb 2020 Issue 

First Part 

January – February 2020 Issue – Second Part 
 

DISCLAIMER: Although every effort has been taken to make sure that there 

are no mistakes, there might be still, some mistakes inadvertently crept in the 

article. Please notify the same @ author’s email: drbhavdeep@gmail.com or 

Call/Whatsapp: 98761-93039 and they will be corrected ASAP. 

As mentioned previously, I have been dealing in the past few issues with 

an in-depth detail about a few terms and concepts used very commonly in 

the arena of Mutual Funds. In the last issue, I dealt with – Bank Mandate 

Form, Know Your Customer (KYC), In-Person Verification (IPV) of KYC 

Documents, FATCA (Foreign Account Tax Compliance Act) & CRS 

(Common Reporting Standard) Declaration, Consolidated Account 

Statement (CAS), Computer Age Management Services (CAMS), 

International Securities Identification Number (ISIN) and Demat Account 

and some concepts associated with all of them. I hope the above terms 

and concepts don’t seem alien to you as I move further.   

 
Let us continue ahead of that: 

 

Depository Participant 

Just like a bank where you keep all your money, the depository is a financial 

institute that keeps all your financial assets safe. Depository keeps bonds, 

equities, mutual funds and other units in a dematerialized form that can be 
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transacted as and when required. In India, there are 2 depositories, wherein 

assets are kept, viz. CDSL (Central Depository Services Limited) and NSDL 

(National Securities Depository Limited). However, you can’t directly interact 

with a depository to get your account opened and start trading.  

Can you open a bank account with RBI directly?  

Obviously, No.  

Similarly, in the trading and stock exchange world, you can’t trade directly 

with the exchange (SEBI). This is where Depository Participants come in. This 

not only makes things easier to manage for the exchange but also allows 

traders and investors to get multiple options to choose from. Before moving 

forward, let us establish a basic understanding of depositories and DP. 

Depository Participants in India  

1. Sharekhan 

2. Upstox 

3. Angel Broking 

4. Zerodha 

5. ICICI Direct 

6. Motilal Oswal 

7. India Info Line (IIFL) 

8. ProStocks 

9. Karvy Financial Services 

10. Religare 

 
A depository participant (DP) serves as a mediator between the depositories 

(NSDL and CDSL) and investors. Considered similar to a bank, traders can get 

a Demat account opened with a DP along with other facilities that help them 

invest and/or trade efficiently. In other words, a DP serves as an agent of one 

or both of the depositories and its services are regulated by the exchange itself. 

 

(Image Courtesy: Google) 

Why do we need a Depository and Depository Participants? 

Earlier, trading was done through paperwork and buyers had to keep checking 

for the confirmation of shares / amount transferred to their accounts. This 
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carried the risks of theft, loss and damage along with it. The establishment of a 

central depository eliminated these risks by cutting down on the need for 

physical securities. With a depository system, individuals can hold or transfer 

their shares electronically. In addition to making the process more secure, the 

introduction of depositories allowed for faster processing alongside reducing 

the dependency on paperwork. However, the compulsory use of Demat / 

electronic trading brought a spike in the overall market volumes in 1998. 

Reducing the chances as well as incidents of delay, unscrupulous transfer and 

forgery also attracted foreign investors to the Indian market. Managing the 

sudden rise in the number of investors / traders and trading volume could 

have been difficult without depository participants. Thus, with depositories 

managing the entire transactions electronically, DPs serve numerous investors 

in trading over several stocks and managing their investment portfolios. 

Who can be a Depository Participant? 

Any financial entity that passes the eligibility criteria of the SEBI norms for 

providing Demat-related services can serve as a DP. It can be: 

1. Public Financial Institutions 

2. State Financial Corporations 

3. Banks 

4. Non-Banking Financial Companies 

5. Stock Brokers 

6. Registrar & Transfer Agents 

 
DP is responsible to execute the final transfer of shares between depository and 

the investors. Offered as an electronic record, the investor receives a 

confirmation of the transaction with the exchange. 

What are the functions of a Depository Participant? 

The functional aspects of a financial entity, serving as a depository participant 

are listed below: 

 
1. Materialization and Dematerialization: A DP allows investors & traders 

to interact with the electronic trading system. On behalf of an investor, the 

financial entity converts his/her physical securities into electronic form 

and the balance of securities in electronic form into physical form in a BO 

Account (Beneficiary Owners Account). 

2. Maintaining and Settling Records: In addition to conversion, DP also 

needs to maintain the electronic records of holdings of traders. Trade 

settlement of underlying securities is also a function of DPs, which they 

deliver to (or receive from) linked BO accounts. 
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3. Off-market Settlement: A depository participant also offers services to 

settle transactions made outside of the stock exchange. 

4. Electronic Credits: When an investor buys any financial asset through a 

DP, the respective entity needs to provide electronic credit of securities 

that an issuer has allotted through IPO or any other form. 

 

Opening Demat Account with a Depository Participant 

As per SEBI, you need a Demat (dematerialization) account in order to hold & 

trade securities electronically. You can get an account opened with any of the 2 

depositories (NSDL or CDSL) through a DP. For opening a Demat account, all 

you need to do is: 

1. Look for a list of reputable and authorized depository participants in India 

and find the best, experienced one for your investment / trading needs. 

2. Contact with the DP to receive information on how you can open an 

account with them. 

3. Most DPs would need you to fill an online form and submit some 

documents to get your account opened. 

4. Commonly required documents include Aadhaar Card, Bank Statement, 

Identification Proof and a Photograph. 

5. The DP then verifies your documents and provides you with details to 

access your account with a depository. 

Finding the Right Depository Participant 

With an understanding of depositories and DPs, you must locate the right DP 

to open your Demat account. Here are a few things you can compare different 

DPs over: 

1. Technology Front: Since the introduction of depositories has transformed 

the trading to an online, easy-to-understand and use thing, the DP should 

cater to the traders with the right technology. Starting from opening an 

account to transfer of funds and other services must be executed 

seamlessly, online. A DP delivering a tech-smart solution always has an 

upper hand over a non-technical one. 

2. Costs Involved: Account opening charges, annual maintenance charges, 

brokerage, charges applicable on dematerializing shares and rejection of 

Demat form should be considered and compared. You must also ask for, 

combine and compare other costs levied by DPs to find the most 

competitively priced one along with a high quality of service. 
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3. Service Standards: In addition to costs and technology, the level of service 

quality and satisfaction also hold value. Check for the processing times, 

past customer reviews, customer support options, raised / pending 

complaints with SEBI and other factors to find the one that offers a 

seamless service without customer service glitches. 

The Bottom Line 

In India, traders/investors trade over a number of stocks listed on exchanges 

(NSE & BSE) which are stored in depositories (NSDL & CDSL). Since a user 

can’t directly interact with the depository, he/she needs to get an account 

opened with a depository participant, serving as an agent of depositories. 

However, before getting an account opened, one should understand what a 

depository participant does and choose the right one based on various factors 

such as technology, service quality and costs among others. 

 
 

REPO RATE, REVERSE REPO RATE & CURRENT REPO 

RATE 

Repo Rate 

Repo rate refers to the rate at which commercial banks borrow money by 

selling their securities to the Central bank of our country i.e. Reserve Bank of 

India (RBI) to maintain liquidity, in case of shortage of funds or due to some 

statutory measures. It is one of the main tools of RBI to keep inflation under 

control. 

Repo Rate Process 

When you borrow money from the bank, the transaction attracts interest on 

the principal amount. This is referred to as the cost of credit. Similarly, banks 

also borrow money from RBI during a cash crunch on which they are required 

to pay interest to the Central Bank. This interest rate is called the repo rate. 

Technically, repo stands for ‘Repurchasing Option’ or ‘Repurchase Agreement’. 

It is an agreement in which banks provide eligible securities such as Treasury 

Bills to the RBI while availing overnight loans. An agreement to repurchase 

them at a pre-determined price will also be in place. Thus, the bank gets the 

cash and the central bank the security. 

Components of a Repo Transaction 

Below are the parameters on the basis of which the RBI agrees to execute the 

transaction with the banks: 
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1. Preventing Economy “squeezes”:  The Central bank increases or 

decreases the Repo rate depending on the inflation. Thus, it aims at 

controlling the economy by keeping inflation in the limit. 

2. Hedging & Leveraging: RBI aims to hedge and leverage by buying 

securities and bonds from the banks and provide cash to them in return 

for the collateral deposited. 

3. Short-Term Borrowing: RBI lends money for a short period of time, 

maximum being an overnight post which the banks buy back their 

securities deposited at a predetermined price. 

4. Collaterals & Securities: RBI accepts collateral in the form of gold, bonds 

etc. 

5. Cash Reserve (or) Liquidity: Banks borrow money from RBI to maintain 

liquidity or cash reserve as a precautionary measure. 

Effect of Repo Rate on the Economy 

Repo rate is a powerful arm of the Indian monetary policy that can regulate the 

country’s money supply, inflation levels, and liquidity. Additionally, the levels 

of repo have a direct impact on the cost of borrowing for banks. Higher the repo 

rate, higher will be the cost of borrowing for banks and vice-versa. 

1. Rise in inflation: During high levels of inflation, RBI makes strong 

attempts to bring down the flow of money in the economy. One way to do 

this is by increasing the repo rate. This makes borrowing a costly affair for 

businesses and industries, which in turn slows down investment and 

money supply in the market. As a result, it negatively impacts the growth 

of the economy, which helps in controlling inflation. 

2. Increasing Liquidity in the Market: On the other hand, when the RBI 

needs to pump funds into the system, it lowers the repo rate. 

Consequently, businesses and industries find it cheaper to borrow money 

for different investment purposes. It also increases the overall supply of 

money in the economy. This ultimately boosts the growth rate of the 

economy. 

Reverse Repo Rate 

Reverse Repo Rate is a mechanism to absorb the liquidity in the market, thus, 

restricting the borrowing power of investors. Reverse Repo Rate is when the 

RBI borrows money from banks when there is excess liquidity in the market. 

The banks benefit out of it by receiving interest for their holdings with the 

central bank. During high levels of inflation in the economy, the RBI increases 
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the reverse repo. It encourages the banks to park more funds with the RBI to 

earn higher returns on excess funds. Banks are left with lesser funds to extend 

loans and borrowings to consumers. 

Current Repo Rate and its Impact 

RBI keeps changing the repo rate and the reverse repo rate according to 

changing macroeconomic factors. Whenever RBI modifies the rates, it impacts 

all sectors of the economy; albeit in different ways. Some segments gain as a 

result of the rate hike while others may suffer losses. RBI recently cut down the 

repo rate by 25 basis points to 5.15. In the same line, the reverse repo rate was 

also reduced to 4.9%. Changes in the repo rates can directly impact big ticket 

loans such as home loans. The decrease in repo rates is to aim at bringing in 

growth and improving economic development in the country. Consumers will 

borrow more from banks thus, stabilizing the inflation. A decline in the repo 

rate can lead to the banks bringing down their lending rate. This can prove to 

be beneficial for retail loan borrowers. However, to bring down the loan EMIs, 

the lender has to reduce its base lending rate. As per the RBI guidelines, banks 

/ financial institutions are required to transfer the benefit of interest rate cuts 

to consumers as soon as possible. 

 

(Image Courtesy: Cleartax)  

 

Cash Reserve Ratio (CRR) 

Cash Reserve Ratio (CRR) is the share of a bank’s total deposit that is 

mandated by the Reserve Bank of India (RBI) to be maintained with the latter 

in the form of liquid cash. 
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Objectives of Cash Reserve Ratio 

The Cash Reserve Ratio acts as one of the reference rates when determining 

the base rate. Base rate means the minimum lending rate below which a bank 

is not allowed to lend funds. The base rate is determined by the Reserve Bank 

of India (RBI). The rate is fixed and ensures transparency with respect to 

borrowing and lending in the credit market. The Base Rate also helps the 

banks to cut down on their cost of lending to be able to extend 

affordable loans. Apart from this, there are two main objectives of the Cash 

Reserve Ratio: 

1. Cash Reserve Ratio ensures that a part of the bank’s deposit is with the 

Central Bank and is hence, secure. 

2. Another objective of CRR is to keep inflation under control. During high 

inflation in the economy, RBI raises the CRR to lower the bank’s loanable 

funds. 

Cash Reserve Ratio Modus Operandi 

When the RBI decides to increase the Cash Reserve Ratio, the amount of 

money that is available with the banks reduces. This is the RBI’s way of 

controlling the excess flow of money in the economy. The cash balance that is 

to be maintained by scheduled banks with the RBI should not be less than 4% 

of the total NDTL. This is done on a fortnightly basis. NDTL refers to the Net 

Demand and Time Liabilities (deposits) that are held by the banks. It includes 

deposits of the general public and the balances held by the bank with other 

banks. Demand deposits consist of all liabilities which the bank needs to pay 

on demand like current deposits, demand drafts, balances in overdue fixed 

deposits and demand liabilities portion of savings bank deposits. Time deposits 

consist of deposits that need to be repaid on maturity and where the depositor 

can’t withdraw money immediately. Instead, he is required to wait for a certain 

time period to gain access to the funds. This includes fixed deposits, time 

liabilities portion of savings bank deposits and staff security deposits. The 

liabilities of a bank include call/money market borrowings; certificate of 

deposits and investment in deposits other banks. In short, the higher the Cash 

Reserve Ratio, the lesser is the amount of money available to banks for lending 

and investing.  

NDTL = Demand and time liabilities (deposits) with public and other banks – 

(minus) deposits with other banks (liabilities) 
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Effect of CRR on the economy 

Cash Reserve Ratio (CRR) is one of the main components of the RBI’s monetary 

policy, which is used to regulate the money supply, level of inflation and 

liquidity in the country. The higher the CRR, the lower is the liquidity with the 

banks and vice-versa. During high levels of inflation, attempts are made to 

reduce the flow of money in the economy. For this, RBI increases the CRR, 

lowering the loanable funds available with the banks. This, in turn, slows down 

investment and reduces the supply of money in the economy. As a result, the 

growth of the economy is negatively impacted. However, this also helps bring 

down inflation. On the other hand, when the RBI needs to pump funds into the 

system, it lowers CRR, which increases the loanable funds with the banks. The 

banks thus, extend a large number of loans to businesses and industry for 

different investment purposes. It also increases the overall supply of money in 

the economy. This ultimately boosts the growth rate of the economy. 

Why a regular change of Cash Reserve Ratio by the RBI? 

As per the RBI guidelines, every bank is required to maintain a ratio of their 

total deposits that can also be held with currency chests. This is considered to 

be the same as it is kept with the RBI. The RBI can change this ratio from time 

to time in regular intervals. When this ratio is changed, it impacts the 

economy. For banks, majority of profits are made by lending. In pursuit of this 

goal, banks may lend out to the maximum to make higher profits and have 

very less cash with them. An unexpected rush by customers to withdraw their 

deposits will lead to banks being unable to meet all the repayment needs. 

Therefore, CRR is vital to ensure that there is always a certain fraction of all 

the deposits in every bank, kept safe with them. RBI curbs these issues with 

the help of the CRR. While ensuring liquidity against deposits is the prime 

function of the CRR, it has an equally important role in controlling interest 

rates in the economy. The RBI controls the short-term volatility in the interest 

rates by adjusting the amount of liquidity available in the system. Too much 

availability of cash leads to the fall in rates while the scarcity of it leads to a 

sudden rise in rates, both of which are unhealthy for the economy. Thus, as a 

depositor, it is good for us to know of the CRR prevailing in the market that 

ensures that regardless of the performance of the bank, a certain percentage of 

your cash is safe with the RBI. 

Current Repo Rate and its impact 

Apart from CRR, there are other metrics used by RBI to regulate the economy. 

RBI revises the repo rate and the reverse repo rate in accordance with the 

fluctuating macroeconomic factors. Whenever RBI modifies the rates, it 
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impacts each sector of the economy; although in different ways. Some 

segments gain as a result of the rate hike while others may suffer losses. RBI 

recently cut down the repo rate by 25 basis points to 5.15%. In the same line, 

the reverse repo rate was also reduced by 25 basis points to 4.9%. Changes in 

the repo rates can directly impact big-ticket loans such as home loans. An 

increase/decrease in the repo rates can result in banks and financial 

institutions revising their MCLR (discussed in next section) proportionately. 

The MCLR (Marginal Cost of Funds Based Lending Rate) is the benchmark rate 

below which a bank/financial institution can’t lend. A decline in the repo rate 

can lead to the banks bringing down their lending rate. This can prove to be 

beneficial for retail loan borrowers. However, to bring down the loan EMIs, the 

lender has to reduce its base lending rate. As per the RBI guidelines, banks / 

financial institutions are required to transfer the benefit of interest rate cuts to 

consumers as soon as possible. 

 

Statutory Liquidity Ratio (SLR) 

The Reserve Bank of India has mandated every bank to have a specific 

proportion of deposits in the form of liquid assets, excluding the cash reserve 

ratio called the Statutory Liquidity Ratio (SLR). Let us explore the importance 

of SLR below. 

How does Statutory Liquidity Ratio work? 

Every bank must have a specified portion of their Net Demand and Time 

Liabilities (NDTL) in the form of cash, gold or other liquid assets by the day’s 

end. The ratio of these liquid assets to the demand and time liabilities is called 

the Statutory Liquidity Ratio (SLR). The Reserve Bank of India has the 

authority to increase this ratio by up to 40%. An increase in the ratio constricts 

the ability of the bank to inject money into the economy. RBI is also 

responsible for regulating the flow of money and stability of prices to run the 

Indian economy. Statutory Liquidity Ratio is one of its many monetary policies 

for the same. SLR (among other tools) is instrumental in ensuring the solvency 

of the banks and cash flow in the economy. 

Components of Statutory Liquidity Ratio 

Section 24 and Section 56 of the Banking Regulation Act 1949 mandates all 

scheduled commercial banks, local area banks, Primary (Urban) co-operative 

banks (UCBs), state co-operative banks and central co-operative banks in India 

to maintain the SLR. It, thus, becomes pertinent to know in detail about the 

components of the SLR, as mentioned below: 
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1. Liquid Assets: These are assets one can easily convert into cash – gold, 

treasury bills, Govt. approved securities, government bonds and cash 

reserves. It also consists of securities, eligible under Market Stabilization 

Schemes and those under the Market Borrowing Programmes. 

2. Net Demand and Time Liabilities (NDTL): NDTL refers to the total 

demand and time liabilities (deposits) of the public that are held by the 

banks with other banks. Demand deposits consist of all liabilities, which 

the bank needs to pay on demand. They include current deposits, demand 

drafts, balances in overdue fixed deposits, and demand liabilities portion 

of savings bank deposits. Time deposits consist of deposits that will be 

repaid on maturity, where the depositor will not be able to withdraw his / 

her deposits immediately. Instead, he / she will have to wait until the lock-

in tenure is over to access the funds. Fixed deposits, time liabilities portion 

of savings bank deposits, and staff security deposits are some examples. 

The liabilities of a bank include call / money / notice market borrowings, 

certificate of deposits and investment deposits in other banks. 

3. SLR Limit: SLR has an upper limit of 40% and a lower limit of 23%. 

 

Objectives of Statutory Liquidity Ratio: 

1. To curtail the commercial banks from over liquidating: A bank / 

financial institution can experience over-liquidation in the absence of SLR 

when the Cash Reserve Ratio goes up and the bank is in dire need of 

funds. RBI employs SLR regulation to have control over the bank credit. 

SLR ensures that there is solvency in commercial banks and assures that 

banks invest in government securities. 

2. To increase or decrease the flow of bank credit: The Reserve Bank of 

India raises SLR to control the bank credit during the time of inflation. 

Similarly, it decreases the SLR during the time of recession to increase 

bank credit. 

 

(Image Courtesy: Google)  
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Difference between CRR & SLR 

Both CRR & SLR are the components of the monetary policy. However, there 

are a few differences between them.  

 

(Image Courtesy: Cleartax)  

The above table gives a glimpse into the dissimilarities between CRR and SLR. 

Impact of SLR on the Investors 

The Statutory Liquidity Ratio acts as one of the reference rates when RBI has 

to determine the base rate. Base rate is nothing but the minimum lending rate. 

No bank can lend funds below this rate. This rate is fixed to ensure 

transparency with respect to borrowing and lending in the credit market. The 

Base Rate also helps the banks to cut down on their cost of lending to be able 

to extend affordable loans. When RBI imposes a reserve requirement, it 

ensures that a certain portion of the deposits are safe and are always available 

for customers to redeem. However, this condition also restricts the bank’s 

lending capacity. In order to keep the demand in control, the bank will have to 

increase its lending rates. 

What happens if SLR is not maintained? 

In India, every bank be it a scheduled commercial bank, state cooperative 

bank, central cooperative banks and / or primary co-operative banks is 

required to maintain the SLR as per the RBI guidelines. For computation and 

maintenance of SLR, banks have to report their latest net demand and time 

liabilities (NDTL) to RBI every fortnight (Friday). If any commercial bank fails to 

maintain the SLR, RBI will levy a 3% penalty annually over the bank rate. 

Defaulting on the next working day too will lead to a 5% fine. This will ensure 
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that commercial banks don’t fail to have ready cash available when customers 

demand them. 

Current Repo Rate and its impact 

Apart from SLR, repo rate and reverse repo rate are other metrics which the 

RBI uses for economic regulation. Whenever RBI modifies the rates, it impacts 

every sector of the economy, albeit in different ways. Some segments gain as a 

result of the rate hike, while others may suffer losses. In some instances, there 

can be considerable impact on big loans like home loans due to a change in 

reverse repo rates. If the RBI cuts the repo rate, it needn’t necessarily mean 

that the home loan EMIs would get lesser. Even the interest rates may not go 

down. The lending bank also needs to reduce its ‘Base Lending’ rate for the 

EMIs to decrease. 
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MCLR (Marginal Cost of Funds based Lending Rate) 

Marginal Cost of Funds based Lending Rate (MCLR) is the minimum lending 

rate below which a bank is not permitted to lend. RBI can give authorization for 

the same in exceptional cases. MCLR (Marginal Cost of funds based Lending 

Rate) replaced the earlier base rate system to determine the lending rates for 

commercial banks. RBI implemented MCLR on 1st April 2016 to determine 

rates of interests for loans. It is an internal reference rate for banks to 

determine the interest they can levy on loans. For this, they take into account 

the additional or incremental cost of arranging additional rupee for a 

prospective buyer. After the implementation of MCLR, the interest rates are 

determined as per the relative risk factor of individual customers. Previously, 

when RBI reduced the repo rate, banks took a long time to reflect it in the 

lending rates for the borrowers. Under the MCLR regime, banks must adjust 

their interest rates as soon as the repo rate changes. The implementation aims 

at improving the openness in the structure followed by the banks to calculate 

the interest rate on advances. It also ensures the prospect of bank credits at 

the interest that is true to the consumers as well as the banks.  

 

How to calculate MCLR? 

MCLR is calculated based on the loan tenor (tenure) i.e. the amount of time a 

borrower has to repay the loan. This tenor linked benchmark is internal in 

nature. The bank determines the actual lending rates by adding the elements 

spread to this tool. The banks, then, publish their MCLR after careful 

inspection. The same process applies for loans of different maturities either 

monthly or as per a pre-announced cycle. The four main elements of MCLR are 

made up of the following: 

1. Tenor premium: The cost of lending varies from the period of the loan. 

Higher the duration of the loan, higher will be the risk. In order to cover 

the risk, the bank will shift the load to the borrowers by charging an 

amount in the form of premium. This premium is known as the Tenor / 

Tenure Premium. 

2. The marginal cost of funds: The marginal cost of funds is the average 

rate at which the deposits with similar maturities were raised during a 

specific period before the review date. This cost will reflect in the bank’s 

books by their outstanding balance. The marginal cost of funds has 

several components like the Return on Net Worth and the Marginal Cost of 

Borrowings. Marginal Cost of Borrowings takes up 92% while the Return 

on Net Worth accounts for 8%. This 8% is equivalent to the risk of 

weighted assets as denoted by the Tier I capital for banks. 
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3. Operating Cost: Operational expenses include the cost of raising funds, 

barring the costs recovered separately through service charges. It is, 

therefore, connected to providing the loan product as such. 

4. Negative carry on account of CRR: Negative carry on the CRR (Cash 

Reserve Ratio) takes place when the return on the CRR balance is zero. 

Negative carry arises when the actual return is less than the cost of the 

funds. This will impact the mandatory Statutory Liquidity Ratio 

Balance (SLR) – reserve every commercial bank must maintain. It is 

accounted negatively as the bank can’t utilize the funds to earn any 

income or gain any interests. 

How is MCLR different from Base Rate? 

MCLR is set by the banks on the basis of the structure and methodology 

followed. To summarize, borrowers can benefit from this change. MCLR is an 

improved version of the base rate. It is a risk based approach to determine the 

final lending rate for borrowers. It considers unique factors like the marginal 

cost of funds instead of the overall cost of funds. The marginal cost takes into 

account the repo rate, which didn’t form part of the base rate. When 

calculating the MCLR, banks are required to incorporate all kinds of interest 

rates which they incur in mobilizing the funds. Earlier, the loan tenure was not 

taken into account when determining the base rate. In the case of MCLR, the 

banks are now required to include a tenor premium. This will allow banks to 

charge a higher rate of interest for loans with long-term horizons. 

Deadlines to disclose monthly MCLR 

Banks have the liberty to make available all loan categories under fixed or 

floating interest rates. Additionally, banks need to follow specific deadlines to 

disclose the MCLR or the internal benchmark. They could be one month, 

overnight MCLR, three months, one year or any other maturity as the bank 

deems fit. The lending rate can’t be below the MCLR for any loan maturities. 

However, there are other loans which are not linked to MCLR. These include 

loans against customers’ deposit, loans to the bank’s employees, special loan 

schemes by Government of India (Jan Dhan Yojana) and fixed rate loans with 

tenures above three years. 

 

Hierarchy of Investment Needs: Importance of Prioritizing 

Most of the people invest with an aim to protect and grow their savings. They 

allocate their savings in different proportions across multiple financial 

instruments to achieve their myriad financial objectives. However, instead of 
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randomly allocating our savings as per one’s investment objectives, it is 

advisable that people follow standard proven framework to prioritize their 

investments. In other words, before investing, people should recognize which of 

their investment objectives should be prioritized over others based on a sound 

logical and expert backed approach. 

Classifying the needs for making investments 

Investments can be made for a huge variety of needs. One could be saving for 

one’s retirement which can be a few decades away or one could be saving to 

buy a house in a few years or one could be saving for emergency medical funds 

which are usually required at a very short notice sometimes.  

So, how does one classify which of these needs has a higher degree of criticality 

or importance?  

In order to do that, experts have proposed a financial framework called 

“Hierarchy of Investment Needs”. This framework has its roots in the 

psychological framework called “Maslow’s Hierarchy of Needs” which was 

proposed by the famous psychologist Abraham Maslow. Maslow’s hierarchy of 

needs, in its simplest of forms takes a pyramidal shape highlighting the 

importance of needs. 

 

(Image Courtesy: Google)  

Simply put, this pyramid shows that some human needs are to be taken care 

of before the others. It shows that human beings only deal with their higher 

needs (which are shown higher in the pyramid) after the simpler ones are 
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satisfied (the lower ones in the pyramid). On similar lines, for investors the 

“Hierarchy of investment needs” framework classifies which investment needs 

/objectives should ideally be prioritized over others.  

Hierarchy of Investment Needs 

 

(Image Courtesy: Google)  

First Level: Basic Contingency Funds  

This represents the money which one might need to handle a personal 

emergency. Since such instances are unforeseen, these funds should be 

available at a very short notice when needed. Ideally they should be available 

partly as physical cash and partly as funds which can be immediately be 

withdrawn from a bank. With the advent of online banking and ATMs, it has 

become relatively easy to bank upon the fast accessibility of these funds. 

 

Second Level:  Life and Medical Insurance 

Accidents and disasters can happen anytime. If one isn’t adequately insured, it 

might lead to a financial ruin which can eat away all the hard earned money. It 

is, thus, advisable to calculate a realistic amount that will allow our 

dependents to finance at least short and medium term life goals if you were to 

drop dead (God Forbid) or be struck with a debilitating injury or disease. 

Medical and term insurance both are very much needed before one thinks 

about savings. 

 

Third level: Investment for Short Term Goals 

Short term investment goals which are two to three years away need to be 

taken care of next after the insurance. Such investments should have minimal 

risk and easy liquidity. Savings, liquid funds and deposits account for such 

investments. 
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Fourth and Fifth level: Medium and Long term Goals 

These are the goals which are 5 to 6 years away (medium term) and 10-20 

(years) away. These investments should ideally be backed by equity or equity 

oriented funds. This would provide the investor the possibility to extract 

maximum gains from one’s investment over a long period of time. 

 

 

(Image Courtesy: Cleartax)  

The hierarchy of investment needs framework gives a structural approach for 

one to allocate one’s savings. However, one can think of many such levels 

depending on one’s personal circumstances. So this pyramidal framework 

should be treated only as a guiding map instead of a rigid classification. The 

system is meant to make you invest first for the lower level goals before letting 

you move to a higher level goal. If you haven’t set aside money for contingency 

purpose, you should not buy insurance. Unless you buy medical and term 

insurance, you should not save for short or medium term goals. Following this 

should take care of the following important financial aspects which ideally 

provide an investor some peace of mind. 

1. Protection planning (insurance) 

2. Emergency cash flow planning 

3. Debt reduction 

4. Long term goals planning 

 
Breaking a bigger problem (risk) into a minimal or manageable one is what 

diversification does to an investment portfolio. Mutual fund diversification, 

also known as asset allocation, is thus a strategy that helps to manage 

unsystematic risks in investment. The agenda of diversifying is to 

lower investors’ risks.  

Let us see how this tactic helps in mitigating potential capital loss.  
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The ultimate aim of diversifying is reduce risks in mutual fund investments. 

This helps achieve higher yield returns on average. Thus, it cushions the 

negative impact of the adverse performance of any one (or a few) security in 

the overall portfolio. The practical application of diversification to a first time 

investor may seem overwhelming and even, intimidating. However, the 

concept of this theory is quite simple. Let us elucidate it in three steps as 

given below: 

1. An investor must first build a portfolio with the inclusion of various 

different investment instruments. This could range from options like 

stocks and bonds, to cash mutual funds and so on. 

2. The second step to diversify involves sorting the risk element of various 

investment schemes. You can do this by picking securities with diverse 

risk levels. This way, even if you face loss in one, the gains from the 

others can compensate for that. 

3. Diversification can also be across different industries. It is important to 

take into consideration and pick securities according to industries in order 

to minimize the industry specific risks. Success of a diversified portfolio 

depends on the skills of the fund manager. It is the manager who decides 

when and where to invest. 

What it really means to diversify investment portfolio 

There are certain investment instruments that tend to perform better than 

their counterparts. This depends on factors like the prevailing interest rates, 

the market conditions and the performance of the currency market. It is 

important to note that diversification does not completely avert the risks. 

Rather, it can only minimize the impact of the loss on the investing portfolio. 

Investing in mutual funds that invest across a broad range of assets is one way 

to spread the risks. For example, exchange traded funds (ETFs) help reduce 

exposure to your portfolio of investments that form a certain index. 

Why diversification is important to investors 

Diversification forms one of the most important principles in investing. If one 

seeks to grow their portfolio, it is vital to diversify their investment. 

1. Diversifying, without any doubt, protects the various asset classes in our 

investment kitty and helps it grow. 

2. As an investor, we get to explore more investment choices as we move from 

just one form to another. Nothing but dabbling and experimenting like this 

can educate investors and make them savvier (more savvy) in investing. 
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3. Diversification allows investors to get familiar with different investment 

strategies.  This way one gets to learn multiple approaches to investing 

from value focused to growth focused investing. 

4. The most important aspect of diversification is that it lowers the overall 

risk of investing in an investor’s portfolio. 

5. Many are biased towards the domestic market and tend to invest only 

within the confines of the country. Diversification makes an investor look 

beyond the national border, when seeking investment options. So, it opens 

a huge avenue for international investment. 

6. Investment in international market is as important as investing in the 

home country. Therefore, it minimizes the portfolio risks during periods of 

economic recessions in the domestic economy and vice versa. 

  

Thus, diversification helps investors achieve consistent returns on 

investments and ensures a smoother performance of the portfolio. Investing 

with the help of a learned financial can help you gain a diversified portfolio in a 

hassle free manner. He can select handpicked top performing funds that suit 

diverse investment needs for our convenience.  

Start investing if you are not by now.  

The entire process of investing in a mutual fund may seem tedious and 

overwhelming. With thousands of mutual funds to choose from, the 

performance of the funds also has to be monitored well.  

Get the services of a mutual fund expert, if you find choosing the right mutual 

funds as a Herculean task.  

For this, a word you must have commonly heard is RISK  

And to counter that – Risk Tolerance  

What is that? 

 

Risk Tolerance of an Investor 

 
(Series to be Continued) 

 

(We shall continue this Article on Finance in the Part 15 of this Series 

in Volume 3 Issue 2 – Mar–Apr 2020 Issue – First Part with Mutual Funds) 

 

REFERENCES: 

 

http://www.wjasr.in/


Dr. Bhavdeep Singh Ahuja: FINANCE for DENTISTS – Part XIV 

 

www.wjasr.in      World J Adv Sci Res Vol. 3 Issue 1 January – February 2020 Page 289 
 

1. https://www.amfiindia.com 

2. http://www.alterdoctor.in 

3. https://www.bankbazaar.com 

4. https://bestbrokerindia.com/blog/what-is-a-depository-participant/ 

5. https://www.blog.tax2win.in  

6. http://www.businessnewsthisweek.com 

7. https://www.businesstoday.in 

8. https://www.cleartax.com 

9. https://www.docplexus.org 

10. https://www.economictimes.indiatimes.com 

11. https://www.economictimes.indiatimes.com/wealth/earn  

12. https://www.economictimes.indiatimes.com/wealth/invest  

13. https://www.economictimes.indiatimes.com/wealth/plan  

14. https://www.economictimes.indiatimes.com/wealth/tax  

15. https://www.en.wikipedia.org 

16. https://www.ey.com 

17. https://www.financialexpress.com 

18. https://www.franklintempletonindia.com 

19. https://www.getwalnut.com 

20. https://www.hdfcbank.com  

21. https://www.incometaxindia.gov.in 

22. https://www.indiafilings.com/learn/cash-transaction 

23. https://www.investopedia.com 

24. https://www.kevinmd.com 

25. https://www.livemint.com 

26. https://www.mediqfinancial.com 

27. httsp://www.meethilassi.com 

28. https://www.moneycontrol.com 

29. https://www.motilaloswalmf.com/knowledge-centre/5-keys-of-investing/5-

key-myth-busters-around-mutual-funds/52 

30. https://www.news18.com/news/partner-content/6-myths-about-mutual-

funds-that-need-to-be-busted-2080451.html 

31. https://www.nytimes.com 

32. https://www.paisabazaar.com 

33. http://www.pocketnewsalert.com 

34. https://www.quora.com 

35. https://www.scroll.in 

36. https://www.sec.gov/reportspubs 

37. https://tax2win.in 

38. https://taxadda.com/restrictions-cash-transactions 

39. https://taxfull.com 

http://www.wjasr.in/


Dr. Bhavdeep Singh Ahuja: FINANCE for DENTISTS – Part XIV 

 

www.wjasr.in      World J Adv Sci Res Vol. 3 Issue 1 January – February 2020 Page 290 
 

40. https://taxguru.in/income-tax/rs-2-lakh-cash-transaction-limit-wef-

01apr2017-details-examples.html 

41. http://www.tennews.in 

42. https://www.tflguide.com 

43. https://www.tomorrowmakers.com 

 

 
 
 
 

Dr. Bhavdeep Singh Ahuja graduated in 1998 from 
Punjabi University, Patiala. He has specialized in 
Implants from BioHorizons Inc. USA in 2004-05 & 
in Advanced Course from LACE-ICOI, USA in 2006. 
Apart from Dentistry, he holds a Triple M.B.A. in 
Hospital Management, Finance/Human Resources 
(dual) & Marketing from three premier 
Institutes/Universities of India viz. the IIMM Pune, 
IGNOU Delhi & Annamalai University, Chennai 
respectively. He also holds Post Graduate Diploma’s 
in Medical Law & Ethics (NLSIU - Premier LAW 
School of India), Clinical Research, Cyber Law, IPR's 
(Intellectual Property Rights), Disaster Management, 
Financial Management, Bioinformatics amongst many 
more from different Universities. He is a Certified 
Health Care Waste Manager from IGNOU & is 
qualified in Consumer Law as well. He is an 
academically oriented dentist & has more than 75  
Original Scientific Publications to his credit in many 
International & National journals. He lectures all over 
India extensively on the topics of Practice Management, 
Medical Law, Ethics and Consent and Finance for 
Dentists and he is writing a series on these topics in 
multiple journals simultaneously. He has been the Past 
Editor-in-Chief, L.E.D. E-Journal & PAGE 3 OLA-D 
E-Newsletter, the twin Publications of IDA Ludhiana 
Branch. Presently, he is into his 21st Year of Clinical 
Private Practice in Ludhiana, Punjab. 

 

 

 

 
 

 

 

 

http://www.wjasr.in/

	As mentioned previously, I have been dealing in the past few issues with an in-depth detail about a few terms and concepts used very commonly in the arena of Mutual Funds. In the last issue, I dealt with – Bank Mandate Form, Know Your Customer (KYC), ...
	Depository Participants in India
	1. Sharekhan
	Who can be a Depository Participant?
	Any financial entity that passes the eligibility criteria of the SEBI norms for providing Demat-related services can serve as a DP. It can be:
	What are the functions of a Depository Participant?
	The functional aspects of a financial entity, serving as a depository participant are listed below:
	Opening Demat Account with a Depository Participant
	As per SEBI, you need a Demat (dematerialization) account in order to hold & trade securities electronically. You can get an account opened with any of the 2 depositories (NSDL or CDSL) through a DP. For opening a Demat account, all you need to do is:
	Finding the Right Depository Participant
	With an understanding of depositories and DPs, you must locate the right DP to open your Demat account. Here are a few things you can compare different DPs over:
	The Bottom Line
	In India, traders/investors trade over a number of stocks listed on exchanges (NSE & BSE) which are stored in depositories (NSDL & CDSL). Since a user can’t directly interact with the depository, he/she needs to get an account opened with a depository...

	REPO RATE, REVERSE REPO RATE & CURRENT REPO RATE
	Repo Rate Process
	Components of a Repo Transaction
	Effect of Repo Rate on the Economy
	1. Rise in inflation: During high levels of inflation, RBI makes strong attempts to bring down the flow of money in the economy. One way to do this is by increasing the repo rate. This makes borrowing a costly affair for businesses and industries, whi...
	2. Increasing Liquidity in the Market: On the other hand, when the RBI needs to pump funds into the system, it lowers the repo rate. Consequently, businesses and industries find it cheaper to borrow money for different investment purposes. It also inc...

	Reverse Repo Rate
	Current Repo Rate and its Impact

	Cash Reserve Ratio (CRR)
	Objectives of Cash Reserve Ratio
	Cash Reserve Ratio Modus Operandi
	Effect of CRR on the economy
	Why a regular change of Cash Reserve Ratio by the RBI?
	Current Repo Rate and its impact

	Statutory Liquidity Ratio (SLR)
	How does Statutory Liquidity Ratio work?
	Components of Statutory Liquidity Ratio
	Objectives of Statutory Liquidity Ratio:
	1. To curtail the commercial banks from over liquidating: A bank / financial institution can experience over-liquidation in the absence of SLR when the Cash Reserve Ratio goes up and the bank is in dire need of funds. RBI employs SLR regulation to hav...
	2. To increase or decrease the flow of bank credit: The Reserve Bank of India raises SLR to control the bank credit during the time of inflation. Similarly, it decreases the SLR during the time of recession to increase bank credit.

	Difference between CRR & SLR
	Impact of SLR on the Investors
	What happens if SLR is not maintained?
	Current Repo Rate and its impact

	MCLR (Marginal Cost of Funds based Lending Rate)
	Marginal Cost of Funds based Lending Rate (MCLR) is the minimum lending rate below which a bank is not permitted to lend. RBI can give authorization for the same in exceptional cases. MCLR (Marginal Cost of funds based Lending Rate) replaced the earli...
	How to calculate MCLR?
	MCLR is calculated based on the loan tenor (tenure) i.e. the amount of time a borrower has to repay the loan. This tenor linked benchmark is internal in nature. The bank determines the actual lending rates by adding the elements spread to this tool. T...
	1. Tenor premium: The cost of lending varies from the period of the loan. Higher the duration of the loan, higher will be the risk. In order to cover the risk, the bank will shift the load to the borrowers by charging an amount in the form of premium....
	2. The marginal cost of funds: The marginal cost of funds is the average rate at which the deposits with similar maturities were raised during a specific period before the review date. This cost will reflect in the bank’s books by their outstanding ba...
	3. Operating Cost: Operational expenses include the cost of raising funds, barring the costs recovered separately through service charges. It is, therefore, connected to providing the loan product as such.
	4. Negative carry on account of CRR: Negative carry on the CRR (Cash Reserve Ratio) takes place when the return on the CRR balance is zero. Negative carry arises when the actual return is less than the cost of the funds. This will impact the mandatory...
	How is MCLR different from Base Rate?
	MCLR is set by the banks on the basis of the structure and methodology followed. To summarize, borrowers can benefit from this change. MCLR is an improved version of the base rate. It is a risk based approach to determine the final lending rate for bo...
	Deadlines to disclose monthly MCLR
	Banks have the liberty to make available all loan categories under fixed or floating interest rates. Additionally, banks need to follow specific deadlines to disclose the MCLR or the internal benchmark. They could be one month, overnight MCLR, three m...

	Hierarchy of Investment Needs: Importance of Prioritizing
	Classifying the needs for making investments
	What it really means to diversify investment portfolio
	Why diversification is important to investors


