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CHAPTER |

CREDIT POLICY AND BANKING TRENDS

The strains to which the Indian economy was

subjected during 1966 continued during the

’ . greater part of 1967; however,

:('::1'"5"“;'95“' the latter part of the year

y in 1967 . .

held out promise of a transi-

tion towards economic revival mainly due to

an improvement in agricultural performance

and prospects and the consequent easing of the
acute pressure on prices.

2. Agricultural production, which had suf-
fered a sharp decline in 1965-66 (crop year
ending June . 1966), failed to show any per-
ceptible improvement in 1966-67; the output
of foodgrains at 75 million tonnes showed
only a nominal rise of 3 million tonnes over
1965-66 and was far short of the level of 89
million tonnes attained in 1964-65. Despite
the import of about 9 million tonnes during
the calendar year 1967, the availability of
foodgrains fell short of requirements leaving
scarcity conditions practically unabated. The
shortfall in agricultural output affected not
merely the availability of foodgrains but also
cash crops, such as raw cotton, oilseeds, sugar-
cane, etc. providing industrial raw materials.
The impact of a continued low level of agricul-
tural output was felt by a wide range of agri-
culture-based industries which in part accoun-
ted for a slowing down of industrial produc-
tion. The adverse developments in commo~
dity production also reduced the demand for
transport services resulting in a slackening
of production in transport-oriented indus-
tries. Apart from the direct incidence of
agricultural outturn on the pace of industrial
activity, the pruning of plan outlays in the
public sector and sagging private invest-
ment in the face of the continued de-
pressed conditions in the capital market, re-
duced the demand for many types of capital
goods and engineering industries.  Some
industries, notably in the metallurgical and
enginecring sectors, were faced with the pro-
blem of growing inventories owing to a dec-
line in demand for their products, while the
festricted availability of imported raw mate-
rials and components affected output in some

of the engineering and chemical industries,
Altogether there Was a further deceleration
in the rate of industrial growth noticed since
1965, industrial production recording a rise
of only 1.3 per Cent in 1967 as compared
with 2.6 per cent and 5.6 per cent in 1966 and
1965, respectively.

3. The continuing strains arising from
the low agricultural output and slowing down
of industrial production were reflected in the
pressure on prices. The wholesale price index
(base : 1952-53=100) recorded a rise of 13
per cent in the first nine months of the year,
which compared With a rise of 11 per cent in
the corresponding period of the previous year.
The rise in the Zeneral price level was vir-
tually the result of an increase in the prices of
agricultural commodities, particularly of food-
grains; on the other hand, prices of manufac-
tured articles Were relatively stable. The
disquicting nature of the price situation
stemmed from the fact that the rise occurred
against the background of an almost conti-
nuous increase In prices since 1965 which
pushed up the genera] price level at an anhual
average rate of about 11-12 per cent in the
preceding two Years and by about 18 per
cent in the fifteen months following the de-
valuation of the rupee in June 1966.

~.'4. . The situation on external payments, too,
remained difficult dyring the year. ‘The con-
tinuing trend of sharply rising prices over the
greater part of the period associated with yet
another round of abnormally low agricultural
production hampered export efforts by weaken-
ing. the competitiveness of primary products
and manufactures dependent on. agricultural
raw materials. Besides, despite the emer-
gence of slackness in domestic demand and
the existence of idle capacity in certain sectors,
particularly engineering and chemicals, ad-
vantage could not be taken of export opportu-
nities -owing t0 the inevitable delays in the
exploration of Potential foreign markets and
the adaptation of products and qualities to
match their Tequirements. The normalisa-
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tion of trade relations after the transitional
difficulties caused by the devaluation of the
rupee and the follow-up efforts made by the
. Government and industry did impart a favour-
. able turn to exports in the latter. part of the
- year. However, the improvement in export
earnings was far from adequate to cover pay-
ments for essential imports and the growing
burden of debt service obligations so that the
balance of payments continued to be under
pressure. Towards the end of 1967 a drawing
of $ 90 million was made from the IL.M.F.
under the compensatory financing scheme.

5. During the third quarter of 1967, some
measures of credit liberalisation were under-
taken to promote exports and higher capacity
production for the domestic market. The
monsoon turned out to be favourable after
two consecutive years of drought. Foodgrains
production for the agricultural year ending
June 1968 has been estimated at 95 million
tonnes or 27 per cent higher than in 1966-67.
National income at constant prices is estimated
to have risen by nearly |1 per cent in 1967-68
(April-March) as against a meagre rise of less
than 2 per cent in 1966-67 and a fall of about
5 per cent in 1965-66. Reflecting the improve-
ment in supply conditions, the uptrend in
prices was reversed, the index of wholesale
prices registering a decline of 6 per cent in the
last quarter of 1967. In the context of the
favourable agricultural situation, the objective
of Government policy was to build buffer
stocks designed to regulate food prices for the
consumers, but at the same time maintaining
incentives to the farmers. Consistent with
this objective, procurement prices were in-
creased somewhat in 1967-68.

6. 1In the industrial sector, although the
slackness in production generally persisted
till the end of 1967, in the last quarter there
appeared signs of revival in several industries.
The improvement in supplies of raw materials
such as w}t@n, raw jute and oilseeds
helped tostifiulate output in many agriculture-
based industries. Some of the capital goods

- and engineering industries which were earlier
affected by recession (e. g. machinery manu-

factures, transport equipment, iron and steel .

and basic metal industries) seemed to show a
better performance.
an improvement in agricultural incomes,

With the prospects of .

several consumer goods industries also were
poised for a rising level of activity. On the
whole, there appeared to be, towards the close
of the year, a favourable setting for a steady
revival of industrial activity in the coming
year. Governmental efforts in this context
have largely been directed towards facilitating
a smooth and speedy transition to recovery
through a policy of providing appropriate
reliefs and incentives, while maintaining res-
traint on aggregate demand.

7. The monetary and credit situation in
1967 reflected, by and large, the underlying
trends in the Indian economy

Monetary and during the year. As a result

gi;iiittion of monetary expansion being
in 1967 in excess of the real growth

rate, considerable degree . of
liquidity had been built up in the economy,
particularly in the last two years. The rate
of overall expansion of monetary resources
(money supply with the public plus quasi-
money) had proceeded at an annual rate of
about 10-11 per cent during the period 1965-67
(April-March). This had occurred in the face
of a continued stagnancy in agricultural pro-
duction and slowing down of industrial growth
with the result that there was a persistent
pressure on prices leading in turn to further
monetary expansion. During the year 1967
also, overall monetary resources as well as
money supply showed an increase of the order
of 9 per cent. The significance of net bank
credit to private sector in contributing to the
expansion in money supply during 1967 was
considerably larger than in 1966. Net bank
credit to the private sector rose during 1967
by Rs. 215 crores or 22.0 per cent against the
comparable figures of Rs. 93 crores or 10.5
per cent in 1966, whereas net bank credit to
Government increased by only Rs. 249 crores
or 6 per cent as agaitist Rs. 304 crores or §.2
per cent.

8. In this context, while the continued
need for keeping overall monetary expansion
broadly within the limits set by the rise in real
output was constantly kept in view, credit
policy was increasingly oriented towards help-
ing revival of industrial production, particu-

larly those industries facing recessionary con-

ditions, and for stimulating the flow of credit
to. priority. sectors. Towards the close of
the year, the prospective increasc in agricul-
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tural production for 1967-68 and -the favour-
able setting thus provided for a revival of in-
dustrial- growth- necessitated -the action of
adapting credit policy to meet the larger needs
both of production and of . exports.
changes in credit policy and in banking trends
during the year are reviewed in greater detail
in the. following paragraphs.

9. During the 1966-67 busy season, the
increase in bank credit was much larger at
Rs. 425 crores or 20 per cent

;ﬁ:y”Sé:;g:’)n as compared with Rs. 309
crores or 15 per cent in the

1965-66 busy season (Table 1). The larger exp-
ansion in credit in the 1966-67 busy season
was accounted for by advances against non-se-
asonal securities which rose by Rs. 260 crores
as compared with Rs. 53 crores in the 1965-66
busy season. The expansion in.seasonal ad-
vances was much smaller—Rs. 171 crores as
against Rs. 217 crores in the previous busy
season(Table 4). Advances against sugar among
seasonal commodities showed a considerably

The .

smaller rise (Rs. 25 crores as against Rs. 79
crores in 1965-66) reflecting the substantial fall

-in sugar production. Advances against food-

grains also showed a considerably smaller incre-
ase (Rs. 3.4 crores as against Rs. 35. 6 crores).
Advances against other seasonal commodities,
namely, oilseeds, vegetable oils, gur, cotton
and kapas and raw jute showed a larger ex-
pansion than in the previous busy season.
In the case of raw cotton, in particular, the
expansion was markedly higher reflecting to
some extent the sharp rise in prices and larger
imports. Of advances against non-seasonal
securities, those against manufactures and
minerals recorded an increase of Rs. 129 cro-
res in contrast to a decline of Rs. 11 crores
in the preceding busy season. Engineering
and metal products, chemicals and cotton
textiles mainly accounted for the change.
Unsecured advances, after rising from Rs. 345
crores in October 1966 to Rs. 375 crores in
January 1967 declined to Rs. 337 crores in
April 1967 showing a net decline of Rs. 8
crores as against the rise of Rs. 41 crores dur-
ing the previous busy season.

TABLE 1.—SEASONAL VARIATIONS IN SCHEDULED COMMERCIAL BANKS' DATA

(Rs. Crores)

Busy Season

Slack Season Last Friday of

Decermnber December

1966 over 1967 over

October  October

1965.66  1966-67 1066 1967 1966 1967
1 2 3 4 5 6

1. Aggregate Deposits .o .. +216-5 -+165-7 4-266-2 4-194:3 -} 81-1 -}105-8

(£) Demand +122.9  -+108-0 - 8583 + 652 4 547 - 80-1

(i) Time .. . + 936 <+ 57-7 +180-9 4+129:1 4 26-4 - 25:7

2. Borrowings from the Reserve Bank of India .. 4 284 4+ 40-7 — 29.7 — 360 4+ 5.4 -4+ 08
3. Cash in Hand and Balances with the Reserve : : .

Bank of India e + 57 4+ 131 4+ 99 4 22.8 4 50-2 - 41.9

4, Investments in Government Securities .. .« —27-0 -—-198-9 42983 42177 1757 —~140'6

&. Money at Call and Short Notice e — 98— 325 4+ 72 42006 -~ 82 — 50

6. Total Bank Credit .e .o .. 43092 44247 — 857 —1005 +189-6 -}-158-5

Note :  Data are based on monthly returns submitted by banks on Form XII (Form XIII upto June 1965) except
in respect of borrowings from the Reserve Bank of India which are based on weekly returns submitted by banks,
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TABLE 2.—SEASONAL PATTERN OF PRINCIPAL RATIOS OF SCHEDULED COMMERCIAL BA‘NKS}_-
" (Rs. Crores) - -

- ‘April 29; 1966 - Oct. 28; 1966 “*April 28; 1967 " Oct: 27, 1967 “Dec. 30,1986~ Dec. 29, 1967

- Amount Per- - Amount -Per- -Amount . Per-- Amount Per- Amount Per- Amount Per-,
) " éentage . . ctentage.. - centage . centage. .. céntage - cenlage

1.” Aggregate Deposits’ 30311 ~100-0 3297-3  100:0°3463-0 100-0 3657-3 100-0 3378-4 100-0 3763-1  100+0
() Demand .. 14426  47-6 1627-0: 46-3.1635-9 47-2 1701-1. 46-5 1682-6  46-8 1781-2.  47+3

(31} Time . 15885 52:4 1769-4  53-7 1827-1 52:8 1956-2 535 1795-8  53-2'1981-9 5,?“7

2. Borrowings from the
Reserve Bank of
India .o 31-8 — 2-1 —_— 42-8 = — 6-8‘ —_ 7-5 —_ 7:6 —

3. Cash in Hand and
Balances with the )
Reserve  DBank  of :
India 188-9 6:2 198-8 60 211-9 61 234-7 64 249-0 74 276-6 7-4

4. Investments in Gov- ‘ . ’ '
ernment Securities 829-4 274 1127-7 34:2 928-8 26-8 1146-5 31-3 952-0 28-2 1005-9 26-7

5. Money at Call and . . )
Short Notice o 649 2.1 721 2:2- 356 11 69-2 19 63-9 19  63-6 1-7

~

6. Total Bank Credit ~ 2330-3  76-9.2244-6 .68-1 2069-3 ~ 77-1 2568-8  70-2 2434-2  72:7 2721-3 725

Note :—(1) Figures are based on Form XII of the Banking Regulation Act, 1949. (2) The percentages are ratios
to aggregate deposits.. - -~ - - - - - S : o )

..v,.TABLE"3.-—PEAK~LEVELS,V.OF-«SCHEDULED-—COMMERGIAL ‘BANKS’ BORROWINGS FROM THE -
RESERVE BANK
ST (Rs. Crores)

_ - . Amounts borrowed at various rates of interest Total Weighted
oo Borrow-  Average
Date 4% 4-5%, 5%, 6% 6-59, 7%  Over 7% 1ings Out- Rate of
' standing Interest
) R . E {Per cent)
e 1 2 3 4 5 6 7 8 9
March 17, 1962 . e e e e e o e e e e e
(1961-62 Busy Season) ..o 923-34 —_ 14-43  29-92 —_ — — 687-69 5-10
March 8,1963 S S T
(1962-63 Busy Season) = .." — 26-05 — . 11-98 45-37 —_ L= 83-40 - 5-80
March 6, 1964 : ) . e e
(1963-64 Busy Season) .. —  59-86 —  47-08 — —_ —  106-94 516
April 2,1965 - - R o
(1964-65 Busy Season) @ ‘e — — — 26-03  4-67. 8:-22 124-00 162-92 7-86 -
May 7,1965 .. .. .. — — 2915 —  3.64 131-66  164-45 8-14
March 11,1966 S ’ h ' T
(1965-66 Busy Season) v — . — . — 8982 _— 270  14-13  106:65 . 638 .-
March 31, 1967 L e e T . ) e ) . . s
{1966-67 Busy Season) .. —_ — — 133-88 — —_ 5-84 13972 646

@ The maximum was in fact recorded ‘on May 7, 1965 when borrowings amounted to Rs. 165 crores.
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10. While credit expansion during the
busy season was thus higher, deposit growth

that a -sizeable part of the increase in bank
credit in January 1967 was accounted for

at Rs:-166-crores-was -much-less-than-in the--——-by-clean-advances. —Early -in- March- 1967;-

1965-66 busy season (Rs. 217 crores). The
financing of credit.expansion therefore necessi-

vestments and recourse to borrowings from
the Reserve Bank. Liquidation of invest-

therefore, the Reserve Bank emphasised the

“need-for banks-to-exercise care in extending

tated -substantial drawing down of banks’ in- - ‘credit -and particularly in sanctioning clean

advances. Simultaneously, the Bank also
strongly discouraged banks from seeking ac-

ments—in ~Government securities amounted ™~ commodation over dand abové their Bank rate

to Rs. 199 crores (Rs. 27 crores in 1965-66)
while borrowings from the Reserve Bank in-
creased by Rs. 41 crores (Rs. 28 crores in -
1965-66) (Table 1). At their peak, borrowings
from the Reserve Bank in the 1966-67 busy
season touched Rs. 140 crores on March 31,
1967 compared with Rs. 107 crores on March
11, 1966. There was also a net inflow of funds
from abroad to the tune of Rs. 21 crores as
against a net outflow of Rs. 11 crores in the
- 1965-66 busy season (see Table 5 for details
of sources and uses of funds). Reflecting
these developments, the credit-deposit ratio
rose from 68.1 per cent at the end of October
1966 to 77.1 per cent at the end of April 1967.
The investment-deposit ratio declined by 7.4
percentage points to 26. 8 per cent by the close
of April 1967. The rising demand for funds
and the strain on banks’ resources were reflec-
ted in high call money rates during the 1966-67
busy season, particularly during March 1967,
when on occasions the rate touched 12 per cent
in Bombay and 15 per cent in Calcutta.

11. Credit policy for the busy season of
1966-67 aimed at enlarging refinance facilities
from the Reserve Bank to meet the increase in
genuine productive needs of the economy
based on expectations regarding agricultural
recovery and larger quantum of imports.
As the busy season progressed, the prospects

for agricultural production worsened; against .

earlier estimates of over 80 million tonnes,
foodgrains output was placed at 75 million
tonnes for the 1966-67 agricultural year, which
was only marginally higher than the output in
1965-66. Import estimates were also revised
downwards. On the other hand, the pace
of credit expansion appeared to be more than
was warranted by the supply position. Bet-

ween end-October 1966 and end-February

1967, bank credit had risen by Rs. 319 crores
(or by 14 per cent), as against Rs. 166 crores

(or by 8 per cent).in the corresponding period

of 1965-66 busy scason. It was also noticed

entitlement.

-months.

But, credit expansion continued
at a rapid pace even during March 1967 with

“increasing recourse by banks to borrowing

from the Reserve Bank. Inthe circumstances,
towards the close of the month, banks were
again called upon to make a careful review
of their credit portfolio and exercise stricter
control over unsecured advances as well as
advances against commodities in short supply.
The Bank also reiterated its earlier mandate
(directive of October 28, 1966) to the larger -
banks that at least 80 per cent of the increase
in their credit during the busy season should
be to industrial borrowers and/or against
import and export bills. With a view to dis-
couraging banks from: borrowing in excess
of their Bank rate entitlement, they were ad-
vised that the penalty rate of 10 per cent would
be levied even on small and occasional bor-
rowings from the Reserve Bank upto one week
and for continuous excess beyond a week, the
penal rate would be raised by 1 per cent in-
respect of a shortfall of every 1 point or a.

~fraction thereof in a bank’s net liquidity ratio

below 30 per cent. » :

12. Soon after the busy season ended, in
early May 1967, banks were also advised to.
limit their commitments by way of unsecured

~guarantees in such a manner that 20 per cent’

of a bank’s outstanding unsecured guarantees
plus the total of its outstanding unsecured
advances did not exceed 15 per cent of its total
outstanding advances. Banks were asked
to conform to this norm within a period of 12
The Reserve Bank has, however,
from time to time indicated the types of ad-
vances which could be excluded in applying
the norm prescribed  above, so that clean
advances granted to finance production and
movement of commodities were not inhibited.
In anticipation of the continuous demand for
credit even beyond the conventional end of the
busy season, likely to arise mainly due to larger
requirements of import -financing, the facility -
of additional Bank rate tranche was continued
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TABLE 4,-—SEASONAL TRENDS IN- BANK CREDIT: SECURITY-WISE CLASSIFICATION
(Rs. Crores)

Novem- Novem-

Calendar Year

Outstanding as on

ornaments

Total Secured Advances

.

1-2 4+ 1-1 + 324 24 4 21

Busy Season Slack Season
S ber- ber-
. Security 1965-  1966- 1966. . 1967 Decem- Decem- 1966 - 1967 Decem- Decem-
66 67 - ber ber ber 30, ber 29,
1966 1967 1966 1967
Seasonal Advances . +217-4 +171-0 —203-9 —199-8 -+ 38-6 + 786 + 15-0 + 11.2 348-5 359-7
Paddy and rice .. . + 352 4 01 —30:6 —12:3 — 44 +~ 93 - 09 + 1:5 15:0 16-6
Wheat .. .. e — 47— 654 30+ 76— 05 4 11:6 — 4-1 + 13-2 11-5 24-7
Other foodgrains .+ 514+ 98— 51— 474 15 — 48 + 30— 13 16-1 14-8
Sugar o .e .o + 7885 4 25:0 — 60-2 — 670 — 4:6 4+ 305 + 103 — '6-9 64:9 58-0
Gur A ‘e .+ 504+ 61 — 47— 59+ 13+ 06 + 09— 0-5 2-4 1-9
Groundnuts e 119 + 181 — 13:0 — 17:5 + 19-1 + 7.4 + 6-1 — 11-0° 20-7 9.7
' Other oilseeds .. .. 4 15:6 4 20:6 — 15,4 — 212 + 3-9 4 0-5 4+ 1.4 — 4.0 128 8.8
Vegetable oils . + 22 4 105 — 4.8 —~100-4+ 79 + 63 4+ 2-8— 1-1 18-3 17-2
Cotton and kapas . -+ 521 + 780 — 70°5 — 65:1 + 11-6 + 14-7 — 25-6 + 16-0 79-3 95:3
Rgtwjute o + 93 + 160 — 56 — 13:8 4 13-6 + 5-9 + 11:7— b6-5 37-0 31-5
Téa — 47 — 134 4 84 4+ 1783 — 10-2 — 3-3 + 14 4 10-7 45-8 56:5
Non-Seasonal Advances - 52-8 1260-4 | 89-9 { 76-2 4-128-5 -+ 71-9 -+233-1 -}-280-0 1716-7 19966
Cotton textiles .o — 166 + 65 + 9:2 + 128 4+ 21 4 11-4 — 3-4 4 286 182:0 210-5.
Jute textiles .— 38— 07+ 84+ 3-83+4+ 544+ 1-9 4 13-7-— 0.9 567 558
Iron, steel and engineering
goods .. oo+ 13-8 4 4446 + 54-2 - 547 + 27-1 + 24-7 - 786 -+ 96:9 4005 497-4
Chemicals, dyes, paints,
drugs and pharmaceuti-
cals . .s e + 5:3 4 21-9 + 1.0 4+ 12-1 + 13-4 488 -+ 15:8 + 29.4 82:2 1116
Electrical . goods co— 07 + 184 + 96— 1.7 4+ 06 50 - 17-7 4 12.2 61-3 734
Assets of industrial concerns
—fixed or floating .. + 80 + 23-1— 36+ 054 24 —0,9 -1 524 202 164:2 1844
Shares of joint stock com-
panies .. e e+ 314 74— 80— 77+ 49 42.0— 2:2 — 32 854 82-1
Government and otherTrus-
tee Securities — 4-8 — 5-1 4+ 474 81— 2.0 —25-— 03— 25 249 22 .4
Gold and silver bullion and
+2:0 + 42 -+ 3-3 25-1 28+4

+270-2 +-431-4 —]14-0 —123-6 4-167-1 +150-5 +-248-1 +291-2 2065-2 2356-3

Unsecured Advances .. + 415 — 7:9 + 271 + 27-8 + 194 — 2.0 + 80.0 — 1.5

364-7

363-2

Source  Fortnightly Survey of Bank Advances.
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. TABLE 5—~CHANGES IN SOURCES.AND USES OF SCHEDULED COMMERGIAL' BANKS® -FUNDS

(Rs. Crores)
Slack Busy Slack . . Busy Season
Season Season Season
1966 1966-67 1967 1966-67  1967-68 1966 1967
- §Upto end- (Upto end- (January- (January-
ber) December) December) December)
1 2 3 4 5 6 7
i. Main ltems
A. SOURCES
1. Increase in Aggregate Deposits 266-2 165-7 104-3 81-1 105-8 491-4 384-7
2. Increase in Borrowings from
R.B.I. .. .. .. —_ 407 — 54 0-8 —_ 0-1
3. Decrease in Cash and Balances
with R.B.I. .. . - —_ — —_ —_ —_ —_
4. Decrease in Bank Credit Ve 857 — 100-5 —_ —_ —_
5. Decrease in Investments in
Government Securities .. — 198-9 — 1757 140-6 — —_
6. Increase in Other Liabilities .. 18-6 4.2 25-4 165 —_— 450 7.7
7. Inflow of funds from abroad @ — 20-6 34 N.A. N.A. —_ 421
8. Residual* .. . . — 7-7 —_ — _— 16-2 —
Total 1-At .. .. 3705 437-8 323:6 27187 247-2 552-6 434-6
B. USES
1. Decrease in Aggregate Deposits —_ — — — —_ —_ —_
2. Decrease in Borrowings from
R.B.I. . .. . 297 —_ 36-0 —_— — 11-9 —
3. Increase in Cash and Balances .
with R.B.I .. 9:9 13-1 22-8 50:2 419 45-2 27:6
4. Increase in Bank Credit - — 424-7 —_ 189:6 1685 328:6 2931
5. Increase in Investments in
Government Securities .. 298-3 —_ 217-17 —_ —_ 125-8 53-9
6. Decrease in Other Liabilities — — — — 54 — —_
7. Outflow of funds@ .. e 15-1 —_ —_ N.A. N.A 41-0 —_—
8. Residual* .o .e .o 17-5 —_ 47-1 389 41 -4 ~— 60:0
Total 1-B .. 3705 437-8 323-6 278-7 2472 552-6 434-6

Il. Inter-bank ltems

A. SOURCES
Increase in Deposits .. .. 241 —_ 19-8 26-3

Increase in Borrowings .. —
Increase in Borrowings from

S.B.1./Notified Banks e 4:6
Decrease in Due from Banks .. — 4-0
Decrease in Money at Call 2-5
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Note: TFigures are based on Form XII of the Banking Regulation Act, 1949, except those relating to borrowings
from the Reserve Bank which are based on weekly returns submitted by scheduled commercial banks in terms of
Section 42(2) of the Reserve Bank of India Act, 1934.

@ Based on Exchange Control records. Figuresinrespect of 1967 are available only upto September 1967
* Derived Figures.
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until June 30, 1967, i.e. until the date the Bill
Market Scheme itself was kept open.

13. The f'ramework of selective credxt con-
trols as it obtained - during 1966, “continued

without - significant . changes . for . the greater
part of the 1966-67 busy season. The low

level of paddy and rice output diiring the year

1966-67 and the unseasonal rise in paddy and.
rice prices in the early part of 1967, however,
indicated the need for a further tightening of
control on bank advances against these com-
modities well in advance of the lean season
months, Also, the State Governments had un-
dertaken procurement operations with a view to
ensuring more equitable distribution of stocks
and checking the price rise. Since this had re-
sulted in a sizeable part of the transactions
relating to the marketable surplus being hand
Jed by the State Governments and their agen-
cies like the Food Corporation of India, the
proportion to be handled by private operators
had been correspondingly reduced. Accord-
ingly, through a directive issued on April 13,
the bi-monthly ceilings on advances of indivi-
dual banks against paddy and rice, which
were related to the actual levels maintained
by them during the corresponding period of
1964-65 (March-February) were reduced from
75 per cent to 55 per cent in the case of Andhra
Pradesh, and from 100 per cent to 65 per
cent in respect of all other States taken to-
gether excluding Maharashtra, for which the
earlier level of 50 per cent was maintained.
The banks were also required to maintain
within the overall ceilings, separate ceilings
for . non-warehouse advances. In January
1967 with a view to encouraging the production
of hybrid seeds of foodgrains, advances against
stocks of such seeds were cxempted from credit
restrictions. The shortage of raw cotton and
kapas and the sharp rise in their prices necessi-
tated firmer control on the level of bank ad-
vances through stipulation of ceilings in res-
pect of advances against these commodities.
Advances to mills and trade against indige-
nous cotton and kapas were restricted begin-
ing from April-May 1967 to 85 per cent of the
average level in each two-month period of the
earlier year and only such stocks as were co-
vered by permits for purchase/movement
issued by the Textile Commissioner, Govern-
ment of India, were eligible for such advances.
Advances in respect of pre-shipment credit
for cotton exports were, however, exempted

from these restrictions. The current posijti'on
of selective credit controls with all exemptions

‘and . concessions..is. shown. in-.Annexure Il..

Similar restrictions were placed on advan-
cés- granted by State .and central co- opera-

tive banks

14 Credlt pohcy for the 1967 slack
season period had to reckon with the conti-
nuing pressure on prlces the
;r:;;z”,ﬂffc'; index of wholesale prices at
the end of April 1967 was
about 15 per cent higher than a year ago and
the rise in prices in the 1966-67 busy season
period was about 8 per cent. Banks were,
therefore, advised to secure a significant re-
duction in bank advances against seasonal
commodities and to exercise a strict control
over advances against domestic commaodities
in short supply and unsecured advances.
However, about June-July 1967, it became
quite evident that some action to correct the
recessnonary trends in some of the domestic
engineering industries, especially those having
export potentialities, was urgently needed.
Besides, the flow of bank credit to certain
priority sectors such as agriculture, exports
and small industries had also to be enlarged.
In view of the continuing pressure on prices,
however, only.-some selective liberalisation
was undertaken by the Bank in the package
of measures announced in August 1967.

15. Refinance was made available from the
Reserve Bank at a preferential rate of 41 per
cent in respect of scheduled commercial banks
packing credit advances to exporters of engi-
neering and metallurgical products. In re-
gard to packing credits to- exporters of other
products and post-shipment export bills deno-
minated in foreign currencies and Indian
rupees, refinance was made available at the
Bank rate. Simultaneously, ceilings were
prescribed for the rates charged by banks to
the ultimate borrowers at 6 per cent in respect
of packing credit advances to cxporters of
engineering and metallurgical products and
at 8 per cent in the case of other packing cre-
dits and post-shipment finance; for rupee
usance export bills a ceiling rate of 7.5 per
cent was already operative. These ceilings
applied irrespective of whether or not a bank
sought refinance from the Reserve Bank in
regard to these transactions. In order to en-
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courage maximum use of refinancing facilities
under the packing credit scheme, several pro-
cedural liberalisations were made by waiving
certain conditions of the scheme, details of
which are given in Chapter II. The Industrial
Development Bank also liberalised its refinanc-
ing facilities, details of which are also given
in Chapter II. To mitigate the impact of
advances to priority sectors on the net liquidity
ratio of banks, as also the impact of ceiling
rates on banks’ earnings; the Reserve Bank
advised that the increase in a bank’s advances
to the priority sectors over the average of
such advances during the period July to Octo-
ber 1966 for the slack season, and November
1966 to April 1967 for the busy season, would
be taken into account as part ofits liquid assets
for the purpose of computing the net liquidity
ratio. .

16. 1In the field of selective credit controls,
advances relating to exportable varieties of
cotton or kapas were completely exempted
in May 1967 from the purview of controls.
In June 1967, banks’ advances against the
security of certain varieties of cotton (ISC 67

and Andrews) were completely exempted from -

the provisions of the existing directive on cot-
ton and kapas. Again on September 2, 1967,
the existing stipulation that banks should not
extend advances to mills or traders against
stocks of cotton, unless such stocks were
covered by the permits/letters of authorisa-
tion by the Textile Commissioner, was with-
drawn. In addition, advances against stocks
of non-edible vegetable oils excepting castor
oil and linseed oil were exempted on Septem-
ber 14, 1967 from the purview of the minimum
margin restrictions and credit limits stipulated
in the earlier directives.

17. The existing control on scheduled com-
mercial banks’ advances against groundnuts
and ‘other oilseeds’ (excluding cotton-seeds)
was tightened on July 6, 1967 in response to the
need to curb the rising trend of oilseeds priccs.
The ceilings for advances against ‘other oil-
seeds’ were reduced from 90 per cent of 1964-
65 levels to 75 per cent of the actual levels in
1964. Advances to vanaspati manufacturers
were, however, exempted from minimum
margin restrictions.  Certain concessions were
given to exporters  (including integral oil ex-

peller mills) of oilseeds excluding groundnuts,
de-oiled and defatted cakes and oil extrac-
tions. Advances against werehouse receipts
covering the above commodities, which were
hitherto exempted from credit control were
made subject to ceilings and margin require-
ments as the sharp rise in advances against
warehouse receipts indicated that traders were
taking advantage of the exemption granted
to bank advances against warehouse receipts
for speculative stock-holding.

18. The overall resources position of

scheduled commercial banks was much:
The 1967 less comfortable during t]}e
Slack Season : 1967 slack season than in
Banking the 1966 scason. Despite
Trends X

the larger credit contrac-

tion of Rs. 101 crores as compared with
Rs. 86 crores in the 1966 slack season, the
credit-deposit ratio stood at 70.2 per cent on
October 27, 1967, which was 2.1 percentage
points higher than a year ago (Table 2). Both
demand and time deposits recorded a smaller
growth during the 1967 slack season than in
the previous slack season, the former showing
a rise of Rs. 65 crores as compared with Rs.
85 crores and the latter Rs, 129 crores as com-
pared with Rs. 181 crores (Table 1). The
cash ratio moved wup from 6.1 per
cent to 6.4 per cent during the slack
season as against a decline from 6.2
per cent to 6.0 per cent during the previous
slack season. The banks also reduced their
borrowings from the Reserve Bank by Rs. 36
crores as compared with Rs. 30 crores in 1966
slack season. On balance, the banks could
step up their investments in Government secu-
rities by only Rs. 218 crores as compared with
Rs. 298 crores during the 1966 slack season
(see Table 5 for details of sources and wuses
of funds). The investment-deposit ratio at
31.3 per cent on October 27, 1967 was

2.9 percentage points lower than on
October 28, 1966.
19. The slack scason contraction of

Rs. 101 crores in credit was brought about
by a reduction in seasonal advances by
Rs. 200 crores, an increase of Rs. 76 crores in
non-seasonal advances and of Rs. 28 crores in
unsecured advances (Table 4).  Although the
decline in seasonal advances was somewhat
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smaller than in the 1966 slack scason, it was
Rs. 29 crores larger than the expansion in the
1966-67 busy season, mainly owing to the subs-
tantial reduction in the sugar advances in 1967
slack scason, reflecting a sharp fall in sugar
output (in 1966-67 sugar season) and the conse-
quent running down of stocks with mills.
Advances against sugar recorded a contrac-
tion of Rs. 67 crores as against an increasg of
Rs. 25 crores in 1966-67 busy season. The
decline in advances against foodgrains in the
1967 slack season was also larger than the
expansion in the preceding busy season, in-
dicating the rapid depletion of official stocks
. of foodgrains in the lean months of 1967.
The reduction in advances against groundnuts
and other oilseeds was more or less equal to
the increase in 1966-67 busy season. As re-
. gards raw cotton and kapas, the contraction
-in credit was smaller than the preceding
season’s expansion, as the reduction in stocks
of raw cotton with mills was lower than
the increase in the preceding busy season. In
fact, the level of stocks of imported cotton
with mills was maintained throughout the
slack season at the end-April level. In respect
of raw jute also, the reduction in advances was
less than the increase in 1966-67 busy season,
mainly because of the arrival of the new crop
which was much larger than the previous
year’s output.

20. As regards non-seasonal advances, the
increase considerably slowed down in the 1967
slack season, being only Rs. 76 crores as
compared with Rs. 260 crores in 1966-67 busy
season. It was also less than the increase in
1966 slack season (Rs. 90 crores). While
some of the non-seasonal securities (e.g. cotton
textiles, jute textiles and iron and steel and
engineering goods) showed a larger expansion
than in 1966-67 busy season, others such as
chemicals, dyes, electrical goods, assets of
industrial concerns and shares of joint stock
companies had either recorded a smaller
increase or a reduction. The continued in-
crease in advances against cotton textiles,
and iron and steel and engineering goods re-
flected the accumulation of stocks. Un-
secured advances recorded an increase of
Rs. 28 crores as against a fall of Rs. 8 crores
in 1966-67 busy scason. In the 1966 slack
season also, these advances had increased by
an equal amount.
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21. The major determinants of credit
policy in the context of the 1967-68 busy
season were the enhanced
financial requirements for
marketing of a much larger
agricultural output than in
1967, the provision of larger
bank credit to State Governments for stepping
up procurement operations towards building
buffer stocks and the increased reliance by
State Governments on the banking system for
financing the storage and distribution of che-
mical fertilisers necessitated under the modified
arrangements for Central Government assist-
ance for the purpose. :Besides, there was a
continuing need for facilitating a steady revival
on the industrial front. These factors indi-
cated a much larger increase in the demand
for bank credit compared to the preceding
busy season which appeared to be beyond the
resources potential of the banking system.
However, the behaviour of prices and the
budgetary situation and. prospects empha-
sised the need for caution in ensuring that the
flow of credit was not excessive. -

Policy for
the 1967-68
Busy Season

22. The basic policy of the Resérve Bank,
of making refinance available at the Bank rate
to scheduled commercial banks so long as a
bank’s net liquidity ratio was above 30 per
cent remained unchanged. Besides, the Bank
continued the existing special schemes of re-
finance under which banks could borrow from
the Reserve Bank at the Bank rate or below
and further extended the scope of refinance at
the Bank rate to cover specific purposes.
These were food procurement/storage/distri-
bution by State Governments/their agencies/
the Food Corporation of India and financing
of the distribution of fertilisers and pesticides,
including the sales operations of manufacturers
of these products. Throughout, the emphasis
of policy in making refinance available to
banks beyond what they would get on the basis
of their net liquidity ratios, was increasingly
on positive directional flow of credit.

23. In the sphere of export credit, the
Bank continued the refinance schemes which
were introduced in August 1967 and effected
further reductions in the cost of export credit.
The ceiling rate was reduced from 8 to 7.5 per
cent in January 1968 in respect of packing
credit to products other than cngincering and
mctallurgical oncs and all post-shipment bills
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excepting rupee usance cxport bills for which
a ceiling of 7.5 per cent was already operative.*
A further liberalisation towards priority sec-
tors was made when towards the close of
January 1968 the Bank also announced that
the total increase in commercial banks’ ad-
vances over the base period in respect of both
post-shipment and packing credit, agricultural
inputs (chemical fertilizers and pesticides) and
small scale industries guaranteed by the Credit
Guarantee Organisation would also be eligible
for refinance at a -concessional rate of 4% per
cent. : :

24, The operation of credit policy also
provided for making available to banks re-
finance on a discretionary basis. Thus, the
Reserve Bank indicated that it would be pre-
pared to extend refinance at the Bank rate for
limited - periods to banks which experienced
severe strains on their liquidity as a result of
their constituents having to make large tax
payments at particular times of the year or
arising out of the bunching of imports of raw
cotton, soyabean oil, maize, starch, etc. To
ensure that production was on no account im-
peded, the Bank also agreed to provide discre-
tionary accommodation at the Bank rate to
those banks which experienced genuine finan-
cial difficulties in aiding production ; banks
were advised to bring to the notice of the
Reserve Bank cases where they could not sanc-
tion loans to agricultural borrowers and manu-
facturing units, big or small, solely because
of paucity of resources despite the borrowers
satisfying other banking criteria.

25. In the provision of refinance by the
Reserve Bank, the level of net liquidity ratio
of a bank forms the basis on which the cost
of borrowing from the Reserve Bank is deter-
mined. The effect of any borrowing is to
bring about a reduction in the net liquidity
ratio. 'When the net liquidity ratio falls below
30 per cent, banks are normally required to
pay penal rate on the borrowings in excess of
Bank rate entitlement. But refinance under
all the special schemes enumerated above is
provided by the Bank at the Bank rate or
below irrespective of the effect such borrow-
ings have in impairing their net liquidity
ratios. The Bank also sought to minimise
the impairment of net liquidity ratio as a

result of borrowing under the special schemes
by providing for suitable exemptions in the
computation of the net liquidity ratio. First,
the entire increase in refinance over the level
as on Qctober 27, 1967 in respect of food pro-
curement operations are excluded from the
total Reserve Bank borrowings by a bank in
computing the net liquidity ratio. Second,
since August 1967, rclief has been provided
to banks in respect of their net liquidity
ratios by including as part of their liquid
assets an amount equivalent to the increases
in their lendings over the base period to
agriculture (distribution of chemical fertilizers
and pesticides), exports and small scale indus-
tries (guarantced by the Credit Guarantee
Organisation).

26. The system of higher interest rates
applicable in respect of borrowings from the
Bank above the Bank rate entitlement was
also liberalised. Thus, if the borrowing in
excess of the Bank rate entitlement was only
for temporary periods, ie. upto a maximum
of one week, no higher rate would be charged.
If the excess borrowings continued beyond a
week, a higher rate commencing from a mini-
mum of 8 per cent would begin to apply, the
actual rate being determined by the level of net
liquidity ratio. A shortfall of every one point
or fraction thereof in a bank’s net liquidity
ratio below 30 per cent would involve raising
of the penal rate by 1 per cent per annum
above the level of 6 per cent subject to a mini-
mum of 8 per cent per annum. The penal
rate would be chargeable only in respect of
excess borrowings over the Bank rate entitle-
ment.

27. 1In the field of selective credit controls,
the Bank gradually relaxed controls on advan-
ces against some of the seasonal commodities.
Thus, advances against paddy and rice granted
to millers and wholesale dealers appointed as
procuring agents by State Governments were
exempted from credit restrictions. With a
view to encouraging the production and export.
of oil cakes, advances against oils and oilsceds
to solvent extraction plants and/or integral
oil expeller mills with solvent extraction plants
manufacturing oil cakes were exempted from
ceiling ; a preferential margin of 25 per cent
was also fixed in respect of such advances.,

* The ceiling rate was further reduced to 6-0 per cent following the reduction in the Bank rate announcedon

March 2, 1968, For details sce paragraph 32.
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Taking into account the expected bumper
groundnut crop in 1967-68 and also the in-
creasc in thc production of other oilsecds,
especially mustard seeds, the Bank relaxed its
control on advances against some of the
vegetable oils and oilsceds in January 1968
mainly in favour of the manufacturing sector
and advances against official warehouse re-
ceipts. TIn gespect of advances against vege-
table oils a concessional margin of 35 per cent
was prescribed for advances to the manufac-
turing scctor while on trade advances the
minimum margin continued to be 60 per cent.
A ceiling equivalent to 100 per cent of the
1967 level was fixed in respect of advances
against vegetable oils to the vanaspati manu-
facturers and registered oil mills. A scparate
ceiling was prescribed for trade advances on
the same basis. Earlier, the ceilings were 90
per cent of the;1964-65 levels. In respect of
advances against groundnuts also, the mini-
" mum margin requirement for registered oil
mills and in respect of warehouse advances
was reduced from 50 per cent to 35 per cent
while the minimum margin requirement of
50 per cent for trade advances remained un-
changed. The ceilings in respect of advances
against groundnuts were prescribed at 100 per
cent of the 1967 levels operating separately
for warehouse and non-warehouse advances.

28. As regards advances against indige-
nous raw cotton and kapas, ceilings were fixed
in November 1967 at 85 per cent of outstanding
levels in the corresponding month or the month
immediately following the corresponding
month in the previous year, the option to
choose the base being left to the banks. A
minimum margin of 25 per cent on advances
to mills and 35 per cent for trade advances was
fixed. Where genuine difficulties were experi-
enced for want of credit limits, appropriate
additional limits were also granted. Taking
into account the decline in cotton prices, the
Bank further relaxed the control effective April
2, 1968; the ceiling was revised to 110 per cent
of the peak level during the corresponding
three-month period in 1967 commencing with
April-June 1967 or the prevailing ceiling
together with additional limits granted,
whichever was higher. The minimum mar-
gin for trade advances was lowered and a
uniform margin of 25 per cent was thus
prescribed for all parties.  In the case of

REPORT ON THE TREND AND PROGRESS OF BANKING IN INDIA, 1967

State and Central co-operative banks a
minimum margin of 40 per cent for hypo-
thecation and 25 per cent for pledge
advances as well as ceiling limits of 10 per
cent and 20 per cent of the total liabilities of
the State and Central co-operative banks as
of the last Friday of October 1967 were im-
posed. However, in December 1967, mi-
nimum margins in regard to advances to
co-operative cotton mills were lowered to 20
per cent and 10 per cent for hypothecation
and pledge advances respectively, provided
such advances were guaranteed by State
Governments. In November 1967, advances
against gur by scheduled commercial and
co-operative banks were brought under con-
trol for the first time, in view of the phenomenal
rise in gur prices noticed at that time.

29. The Reserve Bank also' provided cer-
tain guidelines in regard to bank advances
against shares towards creating a better climate
in the capital market. Banks were advised
to continue to extend credit against shares as
part of their normal service to the community.
In cases where action to recall advances was
to be taken after a careful consideration of the
merits and circumstances of each case, it was
pointed out that such recall should be suitably
phased so as to avoid unnecessary damage to
genuine investment. Overdrafts to share-
brokers should be left undisturbed so long as
they were within reasonable limits in relation
to normal turnover. It was also emphasised
that reasonable credit to sharebrokers to
finance badla operations and to finance their
own stocks of shares should not be denied.
The legitimate credit needs of investment com-
panies were to be recognised so long as there
was no evidence of funds being used for specu-
lation or acquiring control over an under-
taking. As regards advances to managing
agents and holding companies, banks were
asked to take into account the genuine diffi-
culties of the parties in securing finance con-
sidering the present conditions in the capital
market and to meet liberally the financial
needs for genuine productive purposes, such
as project implementation and working capital
requircments. Further, the Reserve Bank
detailed the cases where banks need not draw
up a repayment programme as well as cascs
where a bank has to fix the repayment pro-
grammes and obtain the Rescrve Bank's ap-
proval.  As regards advances to individual
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investors (including firms and companies) the
Reserve Bank left it to the discretion of banks
to decide whether a repayment programme
should be fixed or not for advances upto Rs. 5
lakhs. However, where advances were over
Rs. 5 lakhs and were spread over 5 years as
also in cases where the bank did not intend
to fix a repayment programme, the Reserve
Bank’s approval was necessary. The Reserve
Bank also emphasised the need for encourag-
ing investment in Government securities and
advised the banks that advances against
Government securities could be given more
liberally and sympathetically.

30. On November 8,1967,the Reserve Bank
allowed certain types of unsecured advances
to be excluded from the total of unsecured
advances in applying the norm relating to
unsecured advances and guarantees indicated
in the Bank’s letter of May 3, 1967. On
March 11, 1968, the Reserve Bank also advised
banks that purchases and discounts of export
bills may be excluded while determining a
bank’s credit-deposit ratio. It was hoped
that with this relaxation banks with high credit-
deposit ratios which were otherwise reluctant
to undertake further credit expansion, would
be able to take full advantage of the Reserve
Bank’s refinancing facilities and provide larger
credit to various productive sectors, including
exports.

31. As the busy season of 1967-68 ad-
vanced, the improvement in the output of
foodgrains and oilseeds resulted in easing the
persistent upward pressure on prices. Between
the middle of October 1967 and the end of
February 1968, wholesale prices declined by
about 9 per cent. The pace of credit ex-
pansion slowed down, the seasonal expansion
in bank credit upto the end of February 1968
being Rs. 309 crores as compared with Rs. 319
crores during the corresponding period of
the busy season in 1966-67. More signi-
ficantly, credit expansion for purposes other
than financing food procurement operations
by the State Bank of India and its subsidiaries
was even lower at Rs. 251 crores as against
Rs. 323 crores. Important sections of in-
dustry continued to expericnce recessionary
conditions. This suggested that the ecarlier
liberalisation measures needed to be carried
a step further so as to provide a more posi-
tive stimulus towards economic recovery.

Accordingly. the Bank rate was lowcered on
March 2, 1968 from its level of 6 per cent to
S per cent.  This is the first downward revi-
sion of the Bank ratc in the last three decades.
In the post-war period, the first change was
made in November 1951 when the Bank
rate was raised from 3 per cent to 3.5 per
cent. From time to time the rate was raised
since then in order to cxercise a restraining
influence in an environment of scrious im-
balance in the cconomy giving rise to infla-
tionary pressures. Along with the changes
in the Bank rate appropriate adjustments
have also been brought about in recent years
in the interest rate structure in the economy
through official measurcs. These have con-
tributed to increasing the efficacy of the in-
terest rate as an instrument for influencing
business activity, an instrument that, as the
Reserve Bank stressed in its announcemeént,?
has to be used flexibly, with a view, especially
to correction of short term fluctuations.

32. Simultancously, with the reduction in
the Bank rate the maximum rate to be
charged by the larger Indian scheduled com-
mercial banks and foreign banks on their
advances was reduced from 10 per cent per
annum to 9.5 per cent per annum. The
Reserve Bank also prescribed a ceiling of 6
per cent (as stated earlier) for packing credit
and post-shipment credit for exports (in res-
pect of bills denominated both in foreign cur-
rencies and Indian rupces). The Reserve
Bank also amended the directive ¢n deposit
rates applicable to all scheduled commercial
banks ; the maximum rate for 15-45 day
deposits was reduced from 1.50 per cent to
1.25 per cent per annum and that for 46-90
day deposits from 3.00 per cent to 2.50 per
cent per annum. The maximum rate for one
year deposits was reduced from 6.00 per cent
to 5. 50 percent per annum and that for savings
bank deposits from 4.00 per cent to 3.50 per
cent per annum. Consequent upon these
changes, the State Bank of India and the
scheduled commercial banks which have
agreed to quote prescribed rates under the
All-India Inter-Bank Agrecement, lowered the
rates on various categories of term deposits
by one-half of one per cent. All banks were
also required by the Reserve Bank to reduce
the intcrest rates on at least 80 per cent of
their lendings by onc-half of one per cent
effective April 1, 1968.
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33. As stated carlier, the banking system
began the busy scason with a somewhat less
Banking comfortablc resources posi-

Trends in the tion than a ycar ago, as indi-
1967-68 Busy  cated by the lower average of

lsqe:‘f:,:,f,er- net liquidity ratio (37.4 per
December cent as against 39.3 per cent.)

1967 However, despite the indica-
tions of a larger increase in scasonal credit
demands than in the preceding busy season,
the assurance of larger availability of refinance
from the Reserve Bank obviated the appre-
hensions of any resources constraint develop-
ing in the course of the season.

34. During the first two months of 1967-68
busy scason (November and December), cre-
dit extended by scheduled commercial banks
recorded a smaller increase of Rs. 159 crores
than during the corresponding period in 1966-
67 busy season(Rs. 190 crores)(Table 1). Aggre-
gate deposits rose by Rs. 106 crores in Novem-
ber-December 1967, which were Rs, 25 crores
higher than the corresponding period in 1966.*
The credit-deposit ratio rose during the two
months by 2.3 percentage points to 72.5 per
cent, as against a rise of 4 percentage points in
the corresponding period of 1966. Over the
year, however, the ratio remained around 72.4
per cent. With a smaller credit expansion and
a somewhat higher deposits increase, banks’
disinvestments in Government securities were
also less, amounting to Rs. 141 crores as com-
pared to Rs. 176 crores in November-Decem-
ber 1966. As, however, the addition to
Government securities during the year was
less than in 1966, the investment-deposit
ratio moved down over the year from 28.2
per cent to 26.7 per cent. Since the banks
meet the credit demand out of their own
resources during the initial months of the
busy season, their recourse to the Reserve
Bank for accommodation is generally small
during the first two months of the busy season.
Thus, borrowings of scheduled commercial
banks from the Reserve Bank stood at Rs. 7.6
crores at the end of December 1967, as com-

pared to Rs. 7.5 crores a year ago. Reflecting
the casy money conditions, the inter-bank
call money rate in Bombay and Calcutta gene-
rally ruled lower than in November-December
1966. The closing rate at Bombay was 5}
per cent as compared to 51 per cent a year ago,
while the rate at Calcutta closed at 33-4 per
cent as compared to 5-5% per cent at the end

of 1966.

35. The smaller credit expansion in the
first two months of 1967-68 busy season was
the result of the lower order of increase in
credit against non-seasonal securities and a
reduction in unsecured advances as against a
rise in 1966-67 busy season (November-
December 1966). The data on security-wise
classification of advances indicate that the
increase in seasonal advances -during Nove-
mber-December 1967 amounted to Rs. 79
crores which was nearly twice the increase in
November-December 1966 (Table 4). Non-sea-
sonal advances, on the other hand, rose by only
Rs. 72 crores as compared to Rs. 129 crores
in the corresponding two:month period in
1966, and unsecured advances showed a de-
cline of Rs. 2.0 crores as against a rise of
Rs. 19.4 crores in November-December 1966.
The sharp increase in seasonal advances during
the two month period of 1967-68 busy season
was mainly due to the substantial rise in ad-
vances against sugar, as against a decline in
November-December 1966, This was attri-
butable to the rise in stocks with sugar mills,
following the early start of the crushing season
in 1967-68 and the smaller releases of stocks
by Government from millsin the current season
than during the corresponding period in 1966-
67 season. Advances against paddy and
rice, as well as against wheat, recorded a sharp
increase as against a fall in the corresponding
period in 1966, reflecting the larger quantity
procured by official agencies. On the other
hand, advances against raw jute and oilseeds
showed a much smaller expansion than in
November-December 1966. The factors res-
ponsible for the smaller increase in credit

* During the 1967-68 busy season, according to preliminary figures credit expansion practically upto the end of
March 1968 was either lower or about the same as in the 1966-67 busy season. Thercafter, bank credit was running

ahead of the last season.

By April 12, 1968, bank credit had expanded by Rs. 48/ crorcs as compared to Rs. 428

crores during the corresponding period of the preceding busy season. However, excluding advances of State Bank of
India and_its subsidiaries for food %Eocurement operations, the seasonal expansion in bank credit upto April 12, 1968

was R¢™frores as against Rs#/

rores during the corresponding period of the 1967-68 busy scason. Deposit

growth, oft the other hand, continucd to be generally larger throughout the 1967-68 busy scason as compared with the
preceding busy season. By April 12, 1968, deposits had grown by Rs. 181 crores as against Rs. 138 crorcs during the

corresponding period of last year.
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against oilsceds are mainly the delayed arri-
vals of crop in the terminal markets and the
expectation of a fall in price in view of the
anticipated bumper crop. As regards raw jute,
the smaller .order of credit expansion may be
mainly attributed to the significant improve-
ment in supplies and the steep fall in prices
which discouraged the building up of stocks
by trade and industry.

36. The slowing down of credit expansion
against non-seasonal securities stemmed from
the drop in production in certain industries
particularly, the iron and steel and engineering
industries, resulting in running down of stocks
with some of the units in this sector. Advan-
ces against cotton textiles, however, recorded
a much larger increase than in November-
December 1966,.owing to the rise in stocks
with cotton textile mills. Advances against
shares of joint stock companies showed a
smaller increase of Rs. 2 crores compared
with Rs. 5 crores in November-December
1966, presumably reflecting the adjustments
made by some banks in their advances against
shares, following the guidelines issued by the
Reserve Bank early in November 1967. The
fall of Rs. 2 crores in unsecured advances
asagainsta rise of Rs. 19 crores in Novem-
ber-December 1966 is partly attributable to
greater control exercised by banks over such
advances following the Reserve Bank’s guide-
lines in this regard. The outstanding level of
unsecured advances at Rs. 363 crores at the
end of December 1967 showed a fall of Rs. 2
crores over the year, and formed 13.4 per

15

cent of the total bank credit as against 15.0

per cent a year ago and 13.6 per cent at the
end of 1965.

37. The rate of growth of bank deposits
decelerated in 1967 as compared with 1965
and 1966. Adjusted for the
transfers of P.L. 480 funds
from the State Bank of India
to the Reserve Bank of India, the rate of
deposit accretion worked out to 11.0 per cent
in 1967 as against 16.1 per cent in 1966 and
14.2 per cent in 1965. The absolute amounts
of increase adjusted for P.L. 480 funds and
the rate of increase in deposits since 1961 are
given below :

Increase in
Deposits

Increase  Percent-
Year in age

deposits  increase

(Rs. crores)
1961 oo+ 2744 “+ 15
1962 . H152-2 -+ 8.0
1963 o 423549 +115
1964 . +263-2 +11:5
1965 o +362-0 +14-2
1966 o 4470-4 +416-1
1967 . +372-7 -+11:0
38. At the end of December 1967, current

deposits at Rs. 899.1 crores formed 23.9 per
cent of total deposits (Table 6).
The share of current deposits
to total deposits has shown a
continuous decline from 56.0 per cent in 1951,
to 28.4 per cent in 1962 and further to 23.9

Deposits
Structure

TABLE 6.—COMPOSITION OF DEPOSITS OF SCHEDULED COMMERCIAL BANKS, 1962-67

(Rs. Crores)

Demand Time Distribution by Type of Deposits
Last  Aggre- Deposits Per- Deposits Per-
Friday gate  (Exclud- cent- (Exclud- cent- '
of De- ing age ing age Current Savings Fixed Cash Certifi-
Decem-  posits inter- inter- Deposits Deposits Deposits cates and
ber bank bank Recurring
deposits) deposits) Deposits
Per- Per- Per- Per-
Amount cent- Amount cent- Amount cenl- Amount ceni-
age age age age
1 2 3 4 5 6 7 8 9 10 11 12 13 14
1962 2038-9 816-9  40-1 1222-0 59-9 5789 28-4 3791 18-6 1035-1 50-8 45-8 2:2
1963 2252-8 0997-2 44-3  1255-6 557 6233 27-7 457-4 20-3 1120-4 50-1  42:7 1-9
1964 2524-0 1178-3  46-7 1345-7 53-3 6877 27-2 560-3 22-2 1237-2 49-0 38-8 15
1965 2887-0 1367-2  47-4  1519-8 526 77001 26-7 6735 23-3 1410-5 48-9  33-0 1-1
1966 3378-4 15826  JL6-8 1795-8 532 822:9 2{-3 820-4 2£{-3 1699-3 40-3 35-9.. 11
1967 3763-1  1781-2  4£7-3  1981-9 527 899-1 23-9 O944-7 25-1 1880-6 i0-0 387 1-0
Note: (1) Tiguresare based on Form XII of the Banking Regulation Act, 1949,
(2) The percentage ares ratios to aggregate deposits.
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per cent in 1967.  Fixed deposits stood at
Rs. 1880.6 crores as of December 1967 and
formed 50.0 per cent of total deposits. The
percentage share of fixed deposits to total
deposits has remained around this level since
1962. The share of savings deposits to total
deposits showed a further improvement from
24.3 per cent at the end of December 1966
to 25.1 per cent at the end of December 1967.
The proportion of savings deposits to total
deposits has increased steadily from 17.0 per
cent in 1951 to 18.6 per cent in 1962 and fur-
ther to 25.1 per cent in 1967. Cash certifi-
cates and recurring deposits have generally
remained insignificant and at the end of
December 1967, they amounted to Rs. 38.7
crores forming just 1.0 per cent of the total
deposits. As of April 1967, the pattern of
interest paid on bank deposits showed that no
- interest was paid on 24.7 per cent of deposits,
. while thosc bearing interest of less than 3}
per cent and between 3} -4 per cent constituted
4.5 per cent and 23.3 per cent, respectively.
A rate of over 4 per cent but not exceeding 6
per cent was payable on 31.7 per cent of

déposits. The sharc of deposits carning over
6 per cent formed 15.3 per cent.

39. Personal deposits with banks have

shown a steady uptrend largely as a result of
branch expansion and the re-

Ownership  gylting extension of banking
Pattern of faciliti Their sl . 1
Deposits acilities. elr share 1n tota

deposits increased from 55.1
per cent at the end of March 1966 to 56. 8 per
cent at the end of March 1967 (Table7). The
share of business deposits which had fallen
from 28.5 per cent.in March 1965 to 25.7
per cent in March 1966 suffered a further
marginal fall to 25.3 per cent at the end of
March 1967. On the other hand, both in
absolute amounts and as a share of total
deposits, deposits of Government and quasi-
Government bodies showed a decline ; the
amount of deposits declined from Rs. 226
crores in March 1966 to Rs. 185 crores in
March 1967 while its proportion to total de-
posits declined from 7.3 per cent at the end
of March 1966 to 5.2 per cent at the end of
March 1967.

TABLE 7—OWNERSHIP PATTERN OF DEPOSITS OF SCHEDULED COMMERCIAL BANKS,
1965, 1966 AND 1967

(Accounts in thousands ;
Rs. Crores)

March 31, 1965

March 31, 1966 March 31, 1967 @

Number of reporting banks 75 75 70
Ac. Amounts e Amounts e Amounts

counts Amount  Per-  counts Amount  Per- counts Amount  Per-

cenlage centage centage

1 2 4 5 6 7 8 9

I. Business 8,18 773-3 2846 8,79 800-9 25-7 8,78 894:6 253

(@) Indusiry 90 2436 90 8 225-1 741 146 321-7 91

(6) Trading 6,78 209-5 11-0 7,30 325-3 105 6,74 305-0 &6

(¢) Financial 33 2088 77 32 2269 73 40 246-3 7-0

(d) Others 17 214 08 23 23-6 08 18 21-6 06

1I. Personal (Individuals)* 90,67 13987 o156 108,15 1714-2 $55-1 123,63 2012-7 568

II1. Professional .. 95 364 13 88 36-1 1-2 1,89 50-4 14
1V. Governments and Quasi-

Government bodies 32 1950 72 31 226-3 73 28 184-9 45-2

V. Others . 2,22 3103 11'5 2,43 334-8 10-7 5,50 398-3 11-3

V1. Grand Total 102,34 2713-9 1000 120,56 3112-3 1000 140,08 3540-9 100-0

* Unclassified savings deposits accounts are included under ‘Personal’

@ Provisional

for the years 1965 and 1966,
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40. The total of credit extended by schedu-
led commercial banks increased by Rs. 293
crores or by 12.0 per cent.
The rate ol growth in credit
during 1967 was smaller than
in the three preceding years.

Credit
Expansion

Increase  Percent-

Year in Bank age
credit increase

(Rs. crores)

1061 .. +147:0 +13-0
1962 .. +144-8 +11-3
1963 .. +159-1 +11-2
1964 .o 23041 4146
1965 e 20406 +16-3
1966 .. +328-6 +15-6
1967 . +203-1 +12:0

41. Atthcend of December 1967, the total
sccurcd advances of scheduled commercial
banks at Rs. 2356 crores were
14.1 per cent higher than a year
ago(Table 4). The total sccured
advances formed 86.4 per cent
of the total outstanding credit.
Among sccured advances, advances against
scasonal commodities increased by 3.2 per cent,
while those against non-seasonal commodities
rosc by 16.3 per cent. Advances against sca-
sonal and non-seasonal securities formed 15.3
per cent and 84.7 per cent, respectively of the
total secured advances. Unsecured advances
showed a marginal decline fromRs.364.7 crores

Security-wise
Distribution
of Advances

at the end of December 1966 to Rs. 363.2
crores at the end of December 1967 following
the advice given by the Reserve Bank to observe
certain norms relating to the total unsceured
advances of banks. The bulk of advances
(cxcluding bills purchased and discounted)
were charged interest at rates ranging over
8 per cent but not cxceeding 104 per cent.
About 30 per cent of advances carricd
interest at rates ranging over 6% per cent but
not cxceeding 8% per cent, while about 44 per
cent were in therange of 81-91 percent.  Rates
exceeding 9% per cent were payable only on
24 per cent of advances.

42. Of the total incrcasce 1n bank credit of
Rs. 369.7 crores between end-March 1966
and end-March 1967, advances

Purpose-wise to industrics accounted for
g:;t'f"“ °f . Rs.270.3 crores or 73.1 per
Advances cent (Table 8). Conscquently,

the sharc ofadvances to indust-
rics to total bank credit improved further from
62.7 per cent in March 1966to 64.3 per cent in
March 1967. The sccular increase in the
share of advances to industry has thus becn
maintained, its proportion to total advances
having risen from 34.0 per cent in 1951 to
50.8 percent in 1961 and further to 64.3 per
cent in 1967. The number of accounts in
respect of advances to industry also registercd

an increasc of about 14 per cent in 1967 over
1966.

TABLE 8.—ADVANCES OF SCHEDULED COMMERCIAIL BANKS ACCORDING TO PURPOSE,
1965, 1966 AND 1967

(Amounts Rs. Crores)

March 31, 1965

March 31, 1966 March 31, 1967@

Number of reporting banks 75 75 72
Amounts Amounts Amounts
Ac- —m——————  Ac- . Ac - - -
counts Amount Per- counts Amount Per- counts Amount - Per-
cenlage cenlage cenlage
1 . 2 3 4 - . B . 6 7T o8 L0 90
I. Industry** 63,691 1246-20 595 65,093 1470-97 62:7 74,443 174725 643
1. Commerce 174,124 536-78 25-2 160,671 572-97 24-4 1305,8% 52650 19-4
11I. Y¥inancial 15,340  94-23* 45 10,990 77-59 33 11,286 .96-82 30
1V. Agriculture 61,098  58-26 2:8 47,496 56-5¢ 2.4 406,685 56-64 2.1
V. Personal . .. .. 728,206 109-22 52 671,485 Y107-79 4-6 602,932 114-78 4-2
VI. Governments and Local o

Authorities : N.A. N.A. N.A. N.A. N.A..  NA 425 13-10 05
V1. All Others .. 83,938  50-05 2.4 63,148  60-9+& 26 189,324 161-38 a6
VIiil. Total .. 11,26,397 2094-74 100-0 10,18,883 2346-80  100-0 10,55,679 2716-47 1000

#% For the years 1965 and 1966 advances reported against “Professional > have been included under “Industry”
and advances to plantations have been excluded from “Industry” and included under “Agriculturc”.

* Adjusted to include ‘due from banks’ with a view to making the figures comparable with subsequent years.
@ Provisional.
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43, The share of advances to commeceree,
on the other hand, which remained around
40.0 per cent during the period 1951-60 and
declined to 31.3 per cent in 1961 and 24.4
per cent in 1966, showed a further sizeable
fall to 19.4 per cent by March 1967. The
number of accounts for commercial advances
showed a substantial decline of 18.7 per cent
in 1967 over the previous year. Advances to
agriculture, including those to plantations but
excluding those to the co-operative sector,
showed a marginal increase of Rs. 10 lakhs
between March 1966 and March 1967 ;
the share of these advances to total credit
went down from 2.4 per cent in March 1966
to 2.1 per cent in March 1967. Advances
to agriculture other than plantations declined
by Rs. 35 lakhs between Mdl‘Ch 1966 and

March 1967.

44, Personal advances showed a marginal
decline as a proportion of total credit from
4.6 per cent in March 1966 to 4.2 per cent in
March 1967 ; more importantly, there was a
sizeable decline in the number of personal
accounts from 6.71 lakhs to 6.0 lakhs. Ad-
vances to Governments and local authorities,
the data for which are available for the first
time, stood at Rs. 13.1 crores which accounted
for less than 1 per cent of the total credit as
of March 31, 1967. Advances to ‘all others’
showed a sizeable .increase from Rs. 60.9
crores to Rs. 161 .4 crores, their share to total
bank credit increasing from 2.6 per cent in

REPORT ON THE TREND AND PROGRESS OF BANKING IN INDIA, 1967

‘March 1966 to 5.9 per cent in March 1967.
Further, the number of accounts in respect of
‘all others’ showed a sharp increasc from
about 63,000 to about 189,000.

45. Advances of scheduled: commrcial
banks to smali-scale industries doubled be-:
tween March 1966 and March: 1967 [rom
Rs. 90. 8 crores to Rs. 177.9 crores ; the share
of advances to small-scale industries in total
scheduled commercial bank credit improved
from 3.9 per cent in March 1966 to 6.6 per
cent in March 1967. Advances to small-
scale industries formed 10,2 per cent of total
scheduled commercial bank advances to in-
dustry in March 1967 as against 6.2 per cent
in March 1966.*

46. Medium-term loans (i.e. loans origi-
nally sanctioned for a period exceeding one
year) extended by scheduled commercial banks
amounted to Rs. 226.3 crores as on March 31,
1967 and formed 13.0 per cent of total advan-
ces to industry and 8.3 per cent of the total
scheduled commercial bank credit,

47. ‘Table 9 gives the percentage shares in
banking business of banks classified on the
basis of the size of their depo-
sits. At the end of December
1967, the largest category of
banks numbering 8—banks
with deposits over Rs. 100
crores, accounted for about 63 per cent of total

Deposit-wise
Classification
of Banks

TABLE Q—PERCENTAGE SHARES OF GROUPS OF BANKS IN TOTAL SCHEDULED COMMERCIAL
BANK DEPOSITS AND CREDIT

(As on last Friday)

Number of Bahks Aggregate Deposits Bank Credit

Indian Scheduled Commercial i P i
- Banks with deposits of 1966 1967 1966 1967 1966 1967
- - 1 2 3 4 5 6
Over Rs. 100 crores .. e 8 8 61-3 62-3 62-5 631
s Rs. 50 — 100 crores 6 6 13-3 13-0 12-5 11-8
»» Rs. 15 ~— 50 crores .. .. 10 10 0-6 9-3 §-1 85
;» Rs. & — 15 crores .. .. 14 15 3-4 36 2.9 31
Below Rs. 5 crores .. .. 23 19 1-5 12 1-3 10
Foreign Banks 15 15 10-9 10-6 12-7 125
All Schcduled Commercial Banks 76 73 100-0 100:0 100-0 1000

Note : Figures are based on Form XII of the Banking Regulation Act, 1049,

* Tt should be mentioned that part of this increase has resulted from a chan

ge in the classification of advances owing

to the revised definition of small-scale industries referred to in Chapter 11,
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credit and 62 per cent of total deposits. Banks
with deposits of Rs. 50-100 crores, which
numbered 6, accounted for 12 per cent of
total bank credit and 13 per cent of total
deposits.  Banks  with  deposits  between
Rs. 15-50 crores numbcering 10, accounted
for about 9 per cent each of total deposits and
credit. Banks with - deposits below Rs. 15
crores numbering 34, accounted for about
4 per cent of the total credit and about 5 per
cent of the total deposits. Foreign banks

numbering 1S, accounted for 12.5 per cent -
of the credit and about 11 per cent of deposits. -

48. Investments of scheduled commercial
banks showed a smaller rise in 1967 as com-
pared with 1966. The abso-

Distribution of Jyte amounts of incrcase and
Investments

of Banks the rates of increase since .
1961 are given below :(—
Increase  Pcrcent-
Year in age
Invest- Incrcase
ments
(Rs. crores)
1961 .. .. .. — 41-9 — G0
1962 .. .. .. -+ 857 +13-1
1963 e .. .o+ 92-1 +12-5
1964 .. .. eo + 75-1 -+ 91
1965 .. .. .. + 85-4 -+ 94
1966 .. .. .. +163-9 +16:6
1967 ve .. .. -+ 79-4 + 69

49. At the end of March 1967, the share
ol Government securities in total invest-
ments of scheduled commercial banks stood
at 82.4 per cent which was same as  at
the end of March 1966 (Table 10). Other
domestic investments showed a decline from
15.7 per cent to 15.0 per cent. The share
of forcign sccuritics continucd to be negligible
(0.4 per cent).  The share of Indian offices in
total investments, however, declined from
98.4 per cent to 97.8 per cent, with a corres-

.iponding increase in the share of investments

‘of forcign offices, reflecting mainly the devalua-
tion of Indian rupec in Junc 1966.

50. The maturity-wise pattern of investments
in Government securitics of Indian offices of
scheduled commercial banks at the end of
March 1967 showed some important shifts
(Table 11). The share of short-term sccuri-
ties (maturing - within five ycars) declined
sharply from 67.5 per cent of the total at the
end of March 1966 to 58.3 per cent at the
cnd of March 1967. On the other hand,
medium-dated ones (maturing within 5-10
years) showed an impressive increase from
21.0 per cent to 31.4 per cent over the year.
The share of medium longs (10-15 years)
declined from 6.3 per cent to 5. 6 per cent.over
the year. Long dated securities also formed
a lower proportion of 2.6 per cent at the end
of March 1967 as compared with 2.8 per cent

TABLE 10.—INVESTMENTS OF SCHEDULED COMMERCIAL BANKS, 1964-1967

(Rs. Crores)

March 31, 1964

March 31, 1965

March 31, 1966 March 31, 1967

Number of reporting banks 79 75 76 73
Amount Per- Amount Per- Amount Per-  Amount Per-
centage centage centage centage
1 2 3 4 5 6 7 8
I. Imvestments of Indian Offices in
(¢) Indian Government Secu-
rities (including Treasury
Bills) . .. .o 669414 81-9 755-12 81:7 82027 8§2-4 016-33 824

(¢) Other Domestic Investments 123-94 15:2

(¢) Foreign Securities . . .. 2:80 0-3

Total of 1 - 795-93 9i-4

11. Investments of Foreign Offices. . 21-27 2:6
III. Total of tand 1l - 817-15

100-0

148-40 161 156-84 15-7 16684 15-0
297 0:3 2-89 0-3 4-32 0-4
906- 49 98-1 980-00 98-4 1087-49 978
17-10 19 15-92 1-6 23-99 22
923-59 1000 995-92  100-0 100-0

1111-48

Note: ‘Other Domestic Investments’ exclude investments in real estate and bullion.
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% 11.—~MATURITY-WISE INVESTMENTS IN GOVERNMENT SECURITIES OF INDIAN OFFICES
TABLE 1L 1ATU O SCHEDULED COMMERCIAL BANKS, 1964-1967 ) (Rs. Crores)
‘ s. Crores

March 31, 1964 March 31, 1965 March 31, 1966 March 31, 1967

Amount Per- Amount Per- Amount  FPer-

Amoutit Per-

centage cenlage cenlage ceniage

1 2 3 4 5 6 7 8

I. Treasury Bills 19-37 2:9 5-31 0-7 2009 24 19-07 2-1

.4 A .

. Si:.curw;.lshxiza.tr;uzggrs . 282-72 423 426G-90 56:6 552- 57 675 53428 583
2, Between § & 10 years 304-58 455 25550 338 172-59 210 287-81. dl_d
8. Between 10 & 15 years 40-96 6-1 4331 57 51-67 G+3 51-26 56
4. After 156 years 21-51 32 24-10 32 2335 2-8 23-91 2-6
669-14  100-0 755-12  100-0 820-27 100-0 916-33  J00-0

lil. Total of | and 1l

* Amount represents face value.

a year ago. The share of Treasury bills which
was less than | per cent at the end of March
1965 had improved to 2.4 per cent at the end
of March 1966, but was fractionally lower at
2.1 per cent as of end-March 1967.

51. The level of profits@ which remained
the same as in 1965 and 1966 at Rs. 15 crores
showed a modest increase to
Rs. 16 crores in 1967 in res-
pect of 37 reporting Indian
scheduled commercial banks which accounted
for about 87 per cent of deposits and 85 per
cent of credit of all scheduled commercial
banks. The increase in profits has been pri-
marily brought about by the higher average
rate on advances earned on an increased level

Bank Profits

of credit in 1967. Total earnings rose by

Rs. 41 crores to Rs. 277 crores and total ex-
penses by Rs. 40 crores to Rs. 261 crores.
Interest and discounts earned on credit and

investments rose by 17.5 per cent and other
16.7  per cent

earnings increased by
-while interest paid on deposits and bor-
rowings moved up by 15.5 per cent

and establishment expenses by 24 per cent.
The major factors responsible for the sub-
stantial rise in establishment expenses of
banks were the larger payments on account
of wages and salarics following the bi-partite
agreement between the Indian Banks” Associa-
tion and All India Bank Employees’ Associa-
tion and the continued rise in the dearness
allowance paid to employees on the basis of
the cost of living index. '

52. ' It was indicated in the last Report that
data rclating to co-operative banks were not
available for the entire period
of the Report and that the

.
Trends in . ) 5

‘Co-operative time-lag in receiving data was
‘Banking rather long. The last Report,

therefore, reviewed thc opera-
tions of apex banks only. There has bcen
substantial, improvement in this position in
that; besides 28 out of 29 apex banks, 366
out of 367 central co-operative banks* have
furnished data for thc entire period.

53. As at the end of 1967, there were 29
apex co-operative banks (including 3 apex
industrial co-operative banks), 367 central
co-operative banks (including 25 district indus-
trial co-operative banks) and 1,117 primary
co-operative banks under the purview of the
Banking Regulation Act, 1949 (as applicable
to co-operative societies). The primary co-
operative banks include 534 salary earners’
societies most of which would cease to be
governed by the provisions of the Banking
Regulation Act, as and when they restrict
their activities to members only. During the
year, deposits (excluding inter-bank deposits)
of State co-operative banks increased from
Rs. 82.2 crores to Rs. 87.2 crores while
those of central co-operative banks rosc from
Rs. 205.9 crores to Rs.234. 2crores.  The num-
ber of State co-operative banks on the Sccond
Schedule to the Reserve Bank of India Act,
remained unchanged at 2.

54. During the year under revicw. short-
term credit limits aggregating Rs. 349.69

@ After making usual and necessary provisions including taxes, in most cases.

* Data for one State co-operative bank i. e. West Bengal State Housing Finance Co-operative Socicty and
one Central co-operative bank i, e. Ambala Industrial Co-operative Bank are not available.
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crores were sanctioned by the Rescrve Bank of
India to 18 Statc co-opcrative banks for

financing scasonal agricultural opcrations and! .

markctm[, of crops at the concessional rate of
interest of 2 per cent below the Bank rate.

The outstandings in respect of drawals’ of .

these limits amounted to Rs. 189.20 crores as

~ on December 31, 1967 which excceded the
outstanding amount as on December 31, 1966
by Rs. 30.71 crores.
for special agricultural production program-
mes were discontinued after Junc 1967 and
the rcqunrcments of these. programmes were
included in the normal requirements of the
central ‘co-operative banks. The Reserve
Bank of India also sanctioned to 10.State co-
operative banks credit limits aggregating
Rs. 38.00 crores at the Bank rate for financing
the purchase and distribution. of . chcmical
fertilizers. The total drawals against ;these
limits amounted to Rs. 27.65 crores and the
outstandings as on December 31, 1967 werc
Rs. 15.49 crores.

55.. Short-term credit limits to Statc co-
operative  banks for financing the productlon
and marketing activities of handloom weavers’
societies during 1967 aggregated Rs. 8.6
crores in respect of 9 State co-operative banks.
Drawals on these limits amounted to Rs. 7.1
crores and outstandings as on December 31,
1967 were Rs. 3.9 crores. - This accommoda-
tion was granted at the concessional rate of 1}
per cent below the Bank rate. In addition,
credit limits aggregating Rs. 1.1 crores were
sanctioned to 3 State co-operative banks at
the Bank rate on behalf of 4 apex weavers’
co-operative societies for financing the pur-
chase and distribution of yarn by them.
Drawals on these limits amounted to Rs. 1.8
crores and the outstandings on December 31,
1967 amounted to Rs. 0.19 crore.

56. Besides short-term credit limits, the
Reserve Bank sanctioned during the year
under review medium-term credit limits ag-
gregating Rs. 16.83 crores to 16 State co-

Separate credit limits .
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.operative banks at the concessional rate of

11 per cent below the Bank rate-for financing
approved agricultural purposcs. In addition,
medium-term loans of Rs. 25.0 lakhs were
sanctioncd to 2 State co-operative banks for
financing thc purchase of shares in co-opera-

‘tive sugar factories at the Bank ratc. The

total outstandings against the two limits mcen-
tioncd above, were Rs. 13.26 crores as at the
end of December 1967.

57. Due to the rceurrence of drought in
some parts of the country, short-term loans
aggregating Rs. 7.45 crores repayable to the
Reserve Bank of India from State co-operative
banks had to be converted during the year
into- medium-term loans by drawing upon
the National Agricultural Credit (Stabilisa-
tion). Fund. Rephasing of the repayment
programme in respect of loans converted in the
carlier year was also allowed to the extent of
Rs. 1.38 crores. The outstandings in respect
of loans from. the National Agricultural
Credit (Stabilisation) Fund were Rs. 7.63
crores at the end of 1967 as compared to
Rs. 3.80 crores, a year ago.

" 58. During the year, loans were sanctioned
to 14 State Governments from the National
Agricultural Credit (Long-term Operations)
Fund to the extent of Rs. 6.69 crorcs for con-
tributing to the share capital of apex and cen-
tral co-operative banks, co-operative land
development banks and primary agricultural
credit societies.

59. Loans for non- agricultural purposes
of State and central co-operative banks were
outstanding at Rs. 190.9 crores at the end of
1967, which included Rs. 37.6 crores for
industrial purposes. The Reserve Bank has
constituted .in June 1967 a Working Group
under the Chairmai™ __ship of one of its
Deputy Governors to study the problem of
ensuring an adequate flow of funds for in-
dustrial financing through co-opcrative banks.



CHAPTER 1
BANKING LEGISLATION AND ORGANISATION

60. During the last several years, the
Rescrve Bank has taken a number of steps to
consolidate and strengthen the

goei:l | banking system through re-
ontrol over H M

Commercial constructlpn of weaker units
Banks and exercise of more effective

control and supervision over
the working of banks in order to ensure sound-
ness of their opcrations. The year under re-
view was marked by the adoption of measures
to attune the operations of banks to a more

purposeful and equitable distribution of credit

for the promotion of basic social and econo-
mic objectives. The main features of the

social control over banks, as enunciated by ! -

the Deputy Prime Minister, on Dccember 14,
© 1967 in the Lok Sabha, are as follows.

61. In order to help achieve an equitable
and purposeful distribution of credit, the
setting up of a high level body at the all-
India level called the National Credit Council
was proposed. The Council would comprise
representatives from large, medium and small
scale industries, agriculture, co-operative
sector, trade and bankers and professional
groups such as economists, chartered account-
ants, etc. The Minister of Finance would
be the Chairman and the Governor of the
Reserve Bank, Vice-Chairman of the Council.
The deliberations of the Council would help
the Government and the Reserve Bank in
budgeting and planning of overall credit.

62. Each bank would have a professtonal
banker and not an industrialist as a full time
chairman. The Reserve Bank would have
the power to appoint its own nominee as
chairman if the bank’s nomince is not accept-
able to it and also would have the power
to remove him, if considered necessary. The

Board of Directors of banks would be re-
constituted and the majority of the directors.

would be non-industrialists and persons from
scctors such as agriculture, small scale indus-
tries, co-operatives and others whose know-
ledge and experience would be useful to the
banking company. The Reserve Bank would
have the power to appoint a dircctor or
observer on the board of a commercial bank.
In the initial stages, these powers would be

]

cxcreised in the case of major banks with
deposits of over Rs. 25 crores and gradually

over a period of time, these would be extended
to all banks.

63. . All advances or guarantces to directors
and the concerns in which they arc interested
as dircctors, partners, managcrs, employces
or managing agents or substantial sharcholders
‘would be prohibited. Borrowers of a bank
would not be represented on local or advisory
«committees set up by commercial banks which
scrutinise loan applications and make recom-
mendations to the Board.

64. Each forcign bank would be expected
to sct up an advisory board consisting of
Indians and following more or less the same
pattern as that prescribed in respect of Board
of Directors for Indian banks. It would be
expected to conduct its lending policies and

4‘; practices in the light of the guidancc of the
" advisory board.

65. The Government would be cmpowered
to acquirc the business of a particular bank
if there is persistent default by it in complying
with the provisions of law or directives issued
thereunder or if it is considered necessary for
better provision of banking facilities to par-
ticular sectors or particular areas.

66. Bankshave already initiated action to
fall in line with the objective of social control
and are reconstituting the Boards of Directors
in the case of Indian banks and setting up
advisory boards in the case of foreign banks,

67. The Banking Laws (Amendment) Bill,
1967 was introduced in the Lok Sabha on
December 23, 1967 in order to amend the
Banking Regulation Act, 1949 so as to provide
for the extension of social control over banks,
and has been referred to a Select Commlttee
of the Parliament.

68. The Decputy Prime Minister and the
Minister of Finance also announced in the
Lok Sabha on December 14, 1967 that a Bank-
ing Commission would be set up to study
matters which affect the developments of the
banking industry on the right lines.
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69. The inaugural mecting of the
Credit Council which was held in Bombay on
March 16, 1968: was. presided. over by the
Deputy Prime Minister.  The list of members
of the Council who attended the. meeting. is
given in Annexure 111 of the chort‘ The
Chairman in his opening remarks stated, inter
alia, that while an cquitable and purposcful
distribution of credit was the immediate prob-
lem before the Council, no less-important was
the need for mobilising more resources for
the organised. banking system and he drew
attention, in particular, to the scope provided
by : ‘the increase in ‘agricultural incomes this
year. - The Chairman also-indicated that co-
ordination -between diffcrént. credit dgencies
was vitaliand the role of the co-operative and
commercial banks should. be .regarded as
complementary to each other.
of tlie geneml diséussion among the members,
there” was general agreement that ‘the main
issucs before thc' Council ‘were the problem
of dcposn mobilisation and of credit allocation
with a’view, in_ partichilar, to ensunng ade-
quate “¢redit to pnorlty sectois.” The general
view regardmg credit allocation ‘was that filling
in credit gaps in some sectors should not lead
to. credit. gaps elsewhere, There was general
agreement that commercial banks should go
in. for more, agrlcultural credit. - As. the
Chalrman Jndlcated that the varlous issues
necded detalled conudcratxon, it was decided
to have a Standmg Commxttee whxch could
then go ‘into spec1ﬁc issues and formulate
concrete proposals for consideration by the
Council at its.next meeting scheduled to :be
held in Bombay towards the cend of June

'

70 It was mentloncd in the last Report
that on October 29, 1966 two new directives
Viz, (l) Non-Banking Finan-

» Non_Bank"lg cial :‘Companies. (Reserve
‘wcompanies - Bank) Directions, 1966 and
EAR R - (2) Non-Banking Non-Finan-
cml Compames (Reserve Bank) Directions,
1966 were-issued extending the Bank’s. control
to all : (/) non-banking financial companies
and (/i) non-banking non-financial companics
accepting deposits, and that the directions were
brought into force with:effect from January 1,
1967. The directives provided, inter alia, for
restricting acceptance of deposits to 25 per
cent of paid up capital and frec reserves in
the case of both non-banking financial and

National 7™~

In the course - . on August 23, 1967 as follows :
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# non-banking non-financial companies (other

than housing ﬁmmee and hu‘e puxehase finance

“compinics).”

71.  After the issue of the above directives,

a number of 1cprcsenmtions were received to

the cffect that in view of the recessionary

trends in the economy, some rclief should be

granted to non-banking companics: regarding
the acceptance of deposits from the public.

The Bank, on a review of the position, came to
the conclusion that no basic changes in the
framework of the control were necessary or
desirable. However, to obviate hardships,
particularly .to industrial undertakings, in
complying with the provisions of the direc-
tives within the specified time limit, the Bank
made certain modifications in the directives
(1) Inthe casc
of all non-banking companies, financial or
non-financial, the Bank decided that any
amount held in the statutory development re-
bate reserve, created under Section 34(3) .of
the Income-Tax Act, 1961, . may (not-
withstanding the fact that the period of cight
years specified in that section might not have
been completed in respect of all the assets)
be counted as- a free reserve and (2) in the
case. of industrial concerns as defined in the
directives which (a) have paid dividends on
their equity shares at six per cent or more per
annum in the five years or in five.out of six or
seven years immediately preceding January I,
1967 or (b) have unencumbered fixed assets of
a book value in excess of twice the amount of
the deposits and the unsecured loans, the time-
limit of two years, for the adjustment of the
deposits already received in excess of twenty-
five per cent of the paid-up capital and free
reserves including the development rebate
reserve, will be increased to five years, i.e. upto
the end of December 1971. (A company,
which has already received deposits in excess
of this limit, will however not be permitted
to receive any additional deposits).

72. In terms of paragraph 9 of the dircc-
tives, non-banking companics arc precluded
from paying interest on the premature repay-
ment of deposits. The proviso to this para-
graph permits the Reserve Bank to authorisc,
by -general or special order in the case of any
class or classes of depositors, the payment of
interest on such terms and conditions as the
Bank may specify. Scveral representations
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were received from time to time from non-
banking companies requesting for permission
to repay certain deposits before maturity with
accrued interest. The Bank, therefore, issued
two orders in April 1967 in pursuance of the
provisions contained in the proviso to para-
graph 9 of the directives, regarding the pay-
ment of interest on the premature withdrawal
of deposits. In terms of these orders, no
interest was payable on deposits which were
withdrawn before the expiry of a period of six
months from the date of receipt in the case of
hire-purchase finance companies, and twelve

months in respect of other financial and non-

financial companies. In case of premature
repayment of deposits which were initially
accepted for longer periods, maximum rates
of interest varying from 4 per cent to 6 per cent
in the case of hire-purchase finance companies,
and from 5 per cent to 6 per cent in respect of

all other financial and non-financial companies,

depending on the period for which a deposit
had run at the time of its repayment, were
prescribed. In August 1967 these orders
were replaced by fresh orders which permit
in the case of premature withdrawal of deposits
before the expiry of a period of 6 months in
the case of hire-purchase finance companies
and 12 months in the case of other financial
and non-financial companies, the payment
of interest at the rates which commercial banks
are paying for similar periods and in the case
of premature withdrawal of deposits after a

period of 6 months from the date of receipt -

in the case of hire-purchase finance companies
and [2 months in the case of other financial
and non-financial companies, the payment of

interest at the contracted rate less one per cent

per annpum.

73. A study was also made of the working
of nidhis or mutual benefit and permanent
funds. It revealed that consequent upon the
Supreme Court decision to the effect that
nidhis are not mutual benefit companies and
that their income, profits and gains are, there-
fore, subject to income-tax, the operational
costs of nmidhis have increased considerably.
The nidhis seem to provide personal loans on

rates of interest which are slightly higher than
the rates which are currently charged for per-

sonal overdrafts by commercial banks.
The loans given by them are reportedly used

for house construction or expenses on mar-

riages, cducation or other family obligations.
With the increase in their operational costs
and the availability of alternative avenues of
finance, the possibility of further growth and
expansion of nidhis or mutual benefit and
permanent funds scem to be restricted. In
the competitive present day sct-up, nidhis will,
therefore, have to diversify their objects, in-
crease their membership and take to modern
methods of working in order to perform useful
functions and prove to be viable units.

74. During the year, a survey of the
deposits of non-banking companies, based on
the returns received from them was conducted
as on March 31, 1966. 1t revealed that at the
end of March 1966, there were 3,67,300 ac-
counts with total deposits of Rs. 283 crores in
the non-banking corporate sector. During
the twelve months ended 'March 1966 the total
number of companies accepting deposits in-
creased by about 450, the total number of
deposit accounts by about 86,000 and the
amount of deposits by about Rs. 74 crores
( Table No. 13). The significant growth
in deposits by 35.5 per cent during the
year ended March 1966 as compared to
the rise which ranged between ~12.5
per cent to 20.8 per cent during the
earlier three years is not surprising in the
context of the stringent credit conditions,
which prevailed throughout this year. The
restrictions imposed by the Reserve Bank in
respect of advertisements by companies seek-
ing public deposits were operative only for a
period of less than three months during this

_period. The ceiling limits on deposits were.

imposed only after the end of the period
under review (with effect from January 1,
1967) and the requirements as to the deduc-
tion of tax at source under the new Section
194 A of the Income Tax Act, 1961 came into
force only with effect from October 1, 1967,
in respect of the interest paid on the deposits
on or after this date. It is believed that in
view of the restrictions on the total volume of
deposits imposed by the Reserve Bank, the
general liberalisation of credit and the volun-
tary restraint which has been exercised by the
leading industrial and commercial companies

- even within the permissible limits upto which

deposits could still be obtained by them, the
rate of growth of deposits in the non-banking
corporate sector has since slowed down.
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ABLE 13.—DEPOSITS WITH NON-BANKING COMPANIES (INCLUDING BRANCHES OF FOREIGN
T =W COMPANIES) MARCH 1962 TO MARCH 1966 ,

(Rs. crores)

End of March

1962 1963 1964 1965 1966
No. of Total No. of Total No. of Total No. of Total No. of Total
compa- amount compa- amount compa- amount compa- amount compa- amount
nies  of the  nies of the nies of the nies  of the nies  of the
accep- depo- accep- depo- accep- depo- accep- depo- accep- depo-
ting sits ting sits ting sits ting sits ting sits
depo- depo- depo- depo- depo-
sits sits sits sits sits
Hire-purchase finance com-
lparglelsc .. e 113 10-9 136 12-1 140 14-8 112 14-1 123 14-4
(00) (71 (122) (8:8) (126) (11-1) (99 (9:8) (108  (8-7)
Other financial companies. . 221 27-1 232 29-8 254 35'5 228 34-8 270 40-5
(26) (9-7) (139) (10-6) (157) (12-1) (138) (I1-9)  (185) (i2-6)
Non-financial companies . 1208 97-5 1309 112-0 1395 135-6 1569 160-2 1964 228-5
(70) (31-3) - (624) (33:8) (664) (37-6)  (782) (47-0)  (987) (65-7)
Total .. . .. 1542 135.5 1677 153-9 1789 185-9 1909 209-1 2357 283-4
(796) (48-1)  (885) (52-9)  (947) (60-8) (1019) (68-7) (1250) (87-0)
Note :  Figures within brackets indicate the number of private limited companies and the deposits accepted by

them (included in the figures outside the brackets).

in this manner was 9 in 1967 as compared to
7 in 1966 (Table 14). The total number of
commercial banks operating in the country
at the end of 1967 was 90* of which 73*
were scheduled banks.

75. The efforts made to consolidate the
banking structure through a process of volun-
tary amalgamation or the

Bank Mergers transfer of liabilities and assets
were continued during the

year and the total number of banks absorbed

TABLE 14—BANK MERGERS, AMALGAMATIONS AND TRANSFERS OF ASSETS AND LIABILITIES

Transfer of assets
and liabilities
under Section 293 (i) (a)

Compulsory Mergers

Voluntary Amalga-
under Section 45

mations under

Other Total

Year Section 44A of the of the Banking
Banking Regula- Regulation Act, Mergers@ of the Com-
tion Act, 1949 1949 panies Act, 1956

1960 . 2 — — 5 7
1961 1 30 2 3 36

1962 3 1 2 5 11

1963 . 2 1 4 15 22

1964 . 7 9 1 62 79

1965 . 5 4 3 21 33

1966 .. — — 2 b 7

1967 . — — 3 6 9

Total .. 20 45 17 122 204

@ Banks taken over by the State Bank of India and/or its subsidiaries,

* Excluding the Habib Bank Ltd. and the National Bank of Pakistan whose assets have been vested in the C
3 > . t "
dian of Enemy Property and the Amrit Bank Ltd. which was granted moratorium with effect from Dccemble‘:' 2,619(;1;.0
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76. Transfers of agreed assets and liabili-
ties continued to be the most popular method
of merging weaker units with stronger ones.
Six banks (one each in. Mysore, Bihar, West
Bengal and Kerala States and two in Madras
State) transferred their liabilities and assets
to other banks under Section 293(i) of the
Companies Act, 1956 ; there were 5 such
transfers in 1966.

77. The State Bank of India acquired the
business of the Bengal Duars Bank Ltd.,
Jalpaiguri, the Raikut Industrial Bank Ltd.,
Jalpaiguri and the Kamla Bank Ltd., Cooch-
Behar, with effect from January 14, 1967 in
accordance with the scheme sanctioned by the
Government of India under Section 35 of the
State Bank of India Act, 1955.

78. As in the previous year, there was no
case of compulsory merger under Section 45
of the Banking Regulation Act, 1949. During
1967, one bank was granted moratorium under
Section 45 of the Banking Regulation Act,
1949 bringing the total number of banks
granted moratoria since September 1960 to
57 with deposits amounting to Rs. 26.15crores.
The bank has subsequently been amalgamated
with the State Bank of Patiala.

79. Of the remaining 56 banks which were
granted moratoria, 45 were amalgamated with
other banks. Among these, depositors of
27 banks were given full credit for the entire

- deposits in the books of the transferee banks
at the very commencement of the relative
schemes of amalgamation. The depositors
of 10 other banks received credits in the books
of the transferee banks in proportion to the
readily realisable assets in addition to the pre-
ferential payment made to each depositor of
the sum standing to his credit or Rs. 250
whichever was less. Of these 10 banks, the
depositors of 3 banks have since received full
payment. In respect of the remaining 8
banks, which were merged with other banks
after the establishment of the Deposit Insur-
ance Corporation, the depositors received
pro rata credits to the extent of the readily
realisable assets to the transferor banks ;
besides, in cases where the amount of pro rata
credit was short of Rs. 1,500 or the balance in
the depositor’s account whichever was less,
the difference was made good by the Deposit
Insurance Corporation as provided for in

the relative schemes. The depositors of one
of these banks have also since reccived full
payment.

80. Out of the remaining 11 banks which
were granted moratoria but were not amalga-
mated with other banks, Government have
(as indicated in the last year’s Report) framed
schemes of administration in respect of two
foreign banks viz. the Habib Bank Ltd. and
the National Bank of Pakistan whose assets
had been vested in the Custodian of Enemy
Property in India. According to these
schemes, payments are being made to the de-
positors/creditors at stipulated rates. One
bank was allowed to go into voluntary liquida-
tion and 3 banks were finally ordered to be
wound. up on an application made by the
Reserve Bank under Section 38 of the Banking
Regulation Act, 1949. One bank was allowed
to amalgamate voluntarily with another bank
under Section 44A of the Banking Regulation
Act, 1949, while in respect of another a scheme
of arrangement was sanctioned by the Court
and an order was passed for its dissolution.
Government allowed moratoria to lapse in
the case of 2 banks on their directors giving
a guarantee undertaking to make payments
from their personal asssets, if necessary,
while in the case of one bank the moratorium
was allowed to lapse on its expiry and simul-
taneously the bank was refused licence under
Section 22 of the Banking Regulation Act,
1949.

81. Interms of the scheme of amalgama-
tion under Section 45 of the Banking Regula-
tion Act, 1949 the shareholders of the trans-
feror banks are required to be paid the surplus
amount left with the transferee banks after
paying the depositors in full. The share-
holders of 10 transferor banks have been
paid in full while pro rata payments are being
made to the sharcholders of 10 other transferor
banks.

82. The petition filed on April 29, 1966
by the Punjab and Kashmir Bank Ltd., Delhi
seeking permission of the

Schemes of High Court of Punjab to
Arrangement peootiate with the State Bank
of Patiala for acquisition of

the former’s New Fund business is still pend-
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ing and the next date of hearing of the petition
which was fixed for January 22, 1968 has
been postponed to April 10, 1968. The Com-
mercial Bank Ltd., Kolhapur was granted by
the High Court at Bombay further extension
of time upto March 31, 1968 to pay the re-
maining balance of 7} per cent of the fifth and
final instalment payable to the depositors
under the scheme of arrangement sanctioned
to it on March 20, 1953. Out of this instal-
ment the bank declared on August 16, 1967
an instalment of 2} per cent. The Gauhati
Bank Ltd. which had been working under a
scheme of arrangement since May 1951,
declared payment of final instalment of 10 per
cent of the deposits in the Closed Fund and
thereby fully satisfied the scheme. The High
Court of Assam thereupon, issued an order
on January 19, 1967 terminating the scheme
of arrangement. The High Court of New
Delhi had, by its order dated December 8,
1966 declared that the scheme of arrangement
sanctioned to the Traders’ Bank Ltd., New
Delhi in June 1948 has been satisfied and
directed the final closure of its Closed Fund.
The Trinity Bank Ltd., Tiruchirapalli was
notified under Section 36A(2) of the Banking
Regulation Act, 1949 on March 11, 1967 as
a result of which the bank ceased to be a
banking company within the meaning of the
said Act with effect from that date.

83. During the year 6 non-scheduled banks

went into liquidation of which 2 were ordered

to be wound up by the High
Courts while the other 4
went into voluntary liquida-
tion after obtaining a certifi-
cate from the Reserve Bank under Section
44(1) of the Banking Regulation Act, 1949.
Of the two banks wound up by the High
Courts, one had transferred its liabilities and
equivalent assets to another bank in 1965 and
was wound up on an application made by
some of its shareholders; the other bank was
working under a scheme of arrangement sanc-
tioned by the High Court and was wound up on
an application made by its Board of Directors.
The Bank scrutinised the returns submitted
by the liquidators of 159 banks under Section
43R of the Banking Regulation Act, 1949 with
a view to ensuring that the legal requirements
were complied with and that the liquidation
proceedings were not unduly delayed.

‘Liquidation
of Banks
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‘84. During the year, licences granted to
2 scheduled banks were cancelled consequent
on their merger with other banks. One sche-
duled bank and 6 non-sche-
duled banks were also refused
licences after they had trans-
ferred their liabilities and
assets to other banks. At the and of
1967, the number of licensed banks was
57 (51 scheduled and 6 non-scheduled)
including 2 banks which have transferred
their liabilities and assets to other banks as
at the end of 1967 but the licences granted to
them have yet to be cancelled. Applications
of 31 banks for the grant of licences were pend-
ing as at the end of the year including that of
one bank which has transferred its liabilities
and assets to another bank but a licence to
it has yet to be refused. The banks so far
licensed and the banks not requiring a licence
i.e., the State Bank of India and its subsidiaries,
accounted for 98 per cent of the deposits of .
commercial banks in India at the end of 1967
i.e. the same as in 1966.

Licensing
of Banks

85. In respect of the co-operative banks,
licences were issued to commence banking
business to one State Co-operative Bank,
two Central Co-operative Banks and one pri-
mary co-operative bank in 1967.

86. Under Section 35 of the Banking
Regulation Act, 1949, the Reserve Bank in-
spected 57 scheduled banks

Bank and 18 non-scheduled banks
Inspections  during the year. Following
the inspections, 11 banks

were called upon to submit their representa-
tions, if any, in regard to the issue of direc-
tions proposed to be issued to them by the
Bank and/or to the deputation of an Observer.

87. As regards the co-operative sector,
15 State Co-operative Banks, 279 Central Co-
operative Banks and 242 primary co-operative
banks (which included 90 banks inspected by
the officers of the State Co-operative Banks on
behalf of the Reserve Bank) were inspected
during the year 1967.

88. The number of insured banks de-
clined from 100 at the end of 1966 to 91 at the
end of 1967, as a result of the
transfer of their deposit lia-
bilities and equivalent assets
to other banks. No liability

Deposit
Insurance
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in respect of insured deposits arose during the
year. From its inception in 1962 to the end
of 1967, the Corporation met claims aggregat-
ing Rs. 57.21 lakhs in respect of 11 banks as
against Rs. 57.31 lakhs in respect of the same
number of banks at the end of 1966 on account
of a minor revision of claims. During the
same period, repayments received by the
Corporation in respect of claims met totalled
Rs. 33.03 lakhs. As on the last Friday of
September 1967, the latest date for which data
are available, the total number of deposit ac-
counts with insured banks was 155.26 lakhs,
of which 118.67 lakhs (with balances not
exceeding Rs. 1,500), or 76.4 per cent of
the total number of accounts, were fully in-
sured by the Corporation.

89. As aresult of the increase in the amount
of assessable deposits during 1967, the accre-
tion to the Deposit Insurance Fund during the
year was higher at Rs. 2.1 crores as compared
with Rs. 1.8 crores in 1966. The Fund, which
amounted to Rs. 6.5 crores as at the end of
1966 increased to Rs. 8.6 crores as at the close
of the year.

90. The Corporation increased with effect
from January 1, 1968 the limit of insurance
cover in respect of the amounts due to any
one depositor from a registered commercial
bank from Rs. 1,500 to Rs. 5,000 ; however,
the existing rate of premium at five paise per
hundred rupees per annum would continue.

91. With a view to extending the scheme
of deposit insurance to cover State and

Central Co-operative Banks and larger primary
non-agricultural credit socicties i.e. urban co-
operative banks with paid-up capital and
reserves of Rs. 1 lakh or more, the Deposit
Insurance Corporation (Amendment) Bill,
1967, was introduced in the Lok Sabha on
July 17, 1967.

92. During the year, the Reserve Bank
granted permission to commercial banks to
open 279* offices of which
135 were at unbanked centres.
The number of offices actually
opened was 223 at banked
centres and 182 at unbanked centres, as com-
pared to 289 and 189 respectively in 1966.
Of the new offices opened in 1967, the State
Bank of India and its subsidiaries opened 44
offices at banked centres and 101 offices at
unbanked centres, as compared to 63 and 91
respectively during 1966. Scheduled com-
mercial banks opened 402 offices in 1967 as
compared to 461 in 1966. Allowing for the
change in the number of offices due to amal-
gamations, mergers, transfers of assets and
liabilities, closure of offices etc., the number
of offices of scheduled commercial banks
increased by 400 in 1967 as compared to 481
in 1966; offices of non-scheduled banks, how-
ever, declined by 121in 1967, i.e. same as during
1966. At the end of 1967, the total number of
offices of scheduled commercial banks and
non-scheduled commercial banks stood at
6,816 and 209 respectively, compared to 6,416
and 221 in the previous year (Table 15).

Branch
Expansion

TABLE 15—VARIATIONS IN THE NUMBER OF OFFICES OF SCHEDULED AND NON-SCHEDULED
COMMERCIAL BANKS IN 1966 AND 1967

Scheduled Non-Scheduled All Commercial
Commercial Banks Commercial Banks Banks
1966 1967 1966 1967 1966 1967
1. New offices opened oo+ 461 o 402 + 17 4+ 3 4718+ 405
. (+114)  (+ 8
2. Changes due to amalgamations, mergers, trans-
fers of assets and liabilities and inclusion in and
exclusion from the Second Schedule to the
R. B. L. Act, 1934 .. . + -+ 10 — 28 —14 —_ — 4
3. Existing offices closed . (~— (——- 12) — 1 —1 —9 — 13
— — 2
4. Overall variation in the number of offices ot +400 — 12 —12 + 469 -+ 388
5. Number of offices at the end of the year - 6,416 6,816 221 209 6,637 7,025

Note :— 1. Figures within brackets relate to the State Bank of India.

2. Data exclude administrative, seasonal, temporary, non-banking offices and offices outside India.
3. Figures for 1966 are revised and those for 1967 are provisional.

* Includes 1 mobile office. Excluding permission granted for opening offices outside India, temporary and sea-
sonal offices, for the change of location of existing offices and taking over the business of other commercial banks.
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93. The State Bank of India and its sub-
sidiaries have a special role in extending
banking facilities in the coun-
try. As indicated in the last
year’s Report even with the
overfulfilment by open_ing
309 branches as against
the target of 300 branches under their
programme for branch expansion by the
State Bank of India and its subsidiaries cover-
ing the period July 1960-June 1965, the
State Bank was asked to proceed further
with branch expansion in order to ensure the
continuity of the programme without any
slackening of pace. With the opening of 4
more branches during the year, the State
Bank opened 145 branches at the end of
1967. It had, however, been advised that no
additional centres would be approved under
this programme and that it should open
branches at the centres so far approved by
December 31, 1968. Under its third program-
me for opening 319 branches at non-banking
treasury and sub-treasury centres within five
years period commencing from January 1,
1964, the State Bank of India had opened 214
branches (including 51 in 1967) upto the end
of December 1967 leaving 105 branches to be
opened in the last year of the programme.
In addition, the State Bank opened 18 branches
in ‘1967 outside the expansion programme, in
pursuance of its policy of expanding banking
facilities in metropolitan cities and big towns.
Under their expansion programme for the
period July 1965<June 1970, the subsidiaries
of the State Bank of India had opened 118
branches by the end of 1967 (including 57 in
1967). They also opened 12 branches in
1967 outside the expansion programme. As
on December 31, 1967 the total number of
Indian offices of the State Bank and its sub-
sidiaries stood at 1457 and 762 as compared
to 1377 and 701 respectively at the end of
1966.

— State Bank
and its
Subsidiaries

94. The two year second branch expansion
programme intended for commercial banks

’ in the private sector referred
toin the last Report, conclud-
ed on July 31, 1967. Under
this programme the Bank had
approved the opening of 669 offices of which
241 were to be at unbanked centres. Upto
the end of 1967, licences were issued for 552
new offices, of which 195 were for unbanked

-~ Other
Banks
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centres. As against these licences, banks
opened 514 offices including 182 at unbanked
centres. In pursuance of the Bank’s policy
of promoting systematic expansion of banking
facilities to areas devoid of or deficient in
such facilities, the second expansion pro-
gramme referred to above was followed by
another programme covering a period of 2
years ending July 31, 1969. Keeping in view
the imperative need for larger expansion of
branches in rural and semi-urban centres and
curbing the general tendency of banks to open
offices in urban centres, it has been considered
desirable to allow the banks to open a larger
number of offices in rural and semi-urban
centres. Under the third programme, the
Bank has approved upto the end of 1967 the
opening of 308 offices by 21 banks ; of these
178 are in rural and semi-urban places of
which 145 are at unbanked centres.

95. Further progress was made during
the year, in widening the clearing house faci-
lities at all centres with a
population of one lakh and
above as a part of the larger
programme of extension of
banking facilities in the country. With the
establishment of 4 clearing houses in 1967
including one at a place with a population
of less than one lakh, the total number
functioning in the country rose to 91 ;
of these 7 are managed by the Reserve Bank,
69 by the State Bank of India and 15 by
the subsidiaries of the State Bank of India.

Clearing
Houses

96. While the number of Indian banks
operating abroad remained unchanged at 7,
o their offices declined from 61

gldi,an Banks’ to 58 during the year conse-

Abrond. quent on the closure of 4

offices in Tanzania and partly
offset by the opening of one office in the United
Kingdom. At the end of 1967, the largest
number of foreign offices of Indian banks
continued to be in Malaysia (11). Till Indian
banks’ offices in Pakistan were taken over by
the Government of that country at the out-
break of hostilities in September 1965, India
had the largest humber of offices in Pakistan.
The next in line were Kenya and United King-
dom with 9 and 8 offices respectively. Total
liabilities of Indian banks abroad declined
from Rs. 216 crores to Rs. 186 crores or by
14 per cent during the year. Total deposits
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of Indian banks abroad stood at Rs. 145
crores at the end of 1967, as against Rs. 157
crores a year earlier. Loans and advances
dropped from Rs. 63 crores to Rs. 58 crores,
bills purchased and discounted from Rs. 40
crores to Rs. 31 crores, and money at call and
short notice from Rs. 26 crores to Rs. 22
crores ; investments were, however, main-
tained at Rs. 22 crores. As liquid assets*
decreased during the year by Rs. 11 crores to
Rs. 70 crores, their ratio to deposits fell from
52 per cent to 49 per cent.

97. The operation of the special schemes
of the Reserve Bank of India and the Indus-
trial Development Bank of

E_xport India under which refinance
inance b B :
Facilities facilities have been made avail-

, able on preferential terms for
exports may now be referred to. It may be
recalled that in the matter of cost of export
credit, the first step taken by the Reserve
Bank was the introduction of the Rupee Export
Bills Scheme in March 1963 which reduced
the cost of credit to the exporter. Irrespec-
tive of the cost of borrowing from the Reserve
Bank for other purposes, the banks were
allowed to borrow against holdings of rupee
usance export bills at the Bank rate on condi-
tion that they did not charge the exporters
more than 1} per cent above the Bank rate.
This facility has continued ever since. In
August 1967, the Reserve Bank introduced
major changes in its policy to bring about
substantial reductions in the cost of export
credit. The Reserve Bank announced that
eligible scheduled commercial banks could
get refinance, irrespective of their net liquidity
ratio, at a preferential rate of interest of 4%
per cent per annum in respect of packing credit
advances for export of engineering and metal-
lurgical products and at the Bank rate in res-
pect of packing credit advances for export
of products other than engineering and metal-
lurgical and in respect of post-shipment credit.
Simultaneously, the Reserve Bank also fixed
ceiling rates of interest on export credit ex-
tended by banks. Whether or not commer-
cial banks availed themselves of the refinance
facilities from the Reserve Bank, they were
obliged to charge rates not higher than the
ceiling rates fixed by the Reserve Bank.

In August 1967, banks were advised not

to charge morethan 6 per cent in respect

of packing credit advances to ecxporters of

engineering and metallurgical products and

not more than 8 percentin respect of packing

credit advances to other exporters and post-

shipment finance. The ceiling ratc on packing

credit advances to other cxporters and post-

shipment finance was subsequently reduced to

7.5 per cent towards the close of January 1968

and further to 6 per cent early in March 1968.

Packing credits are credits granted by banks

to exporters on the strength of letters of credit

opened in their favour by buyers abroad or
firm export orders. Such credits are expected
to be extinguished by negotiation of the rela-
tive export bills. In order to widen the bene-
fits of the scheme the Reserve Bank has adopted
a flexible definition of packing credits and pro-
cedural requirements have been modified suit-
ably from time to time. Thus, banks have
been advised that exporters who do not have
letters of credit or firm export orders in their
own names, such as suppliers to the Minerals
and Metals Trading Corporation and State
Trading Corporation through whom certain
exports are channellised may be given packing
credits, provided they produce a letter from
the MMTC or STC that a portion of order has
been allotted to them and that the MMTC
or STC does not wish to seek for a packing
credit in respect of such portion. The same
facility is given to sub-contractors supplying
goods for exports under a consortium arrange-
ment. In the case of commodities, which
are exported on a consighment basis, e.g. tea,
packing credit granted on the basis of past
experience in regard to the proportion of ex-
ports to the total output of the exporting unit
concerned are treated as eligible for the con-
cession. Itis recognised that such credits have
to remain outstanding for sometime after the
goods have been exported.

98. In order to simplify borrowing forma-
lities, a suitable amendment to Section 17(3A)
of the Reserve Bank of India Act is being pro-
moted to facilitate borrowings by banks for
periods not exceeding 180 days against the
declaration of packing credit advances, on the
lines of the existing provision for lending
against usance export bills,

* Comprising cash in hand, balances with Central Bank, balances in current accounts with other banks, money

at call and short notice and bills purchased and discounted.
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99. Under the Export Credit Bill Scheme
of the Reserve Bank of India, introduced in
March 1963, total advances made by the
Reserve Bank to banks in 1963 amounted to
Rs. 43.58 crores of which Rs. 11.48 crores was
against declaration of foreign currency bills
and Rs. 32.1 crores against declaration of
Rupee Export Bills. The outstanding amount
of export bill advances by the Reserve Bank
at the end of 1967 was Rs. 3.98 crores of which
Rs. 1.15 crores was in respect of rupee export

bills.

100. The Industrial Development Bank
of India which also provides refinancing
facilities in respect of medium-term export
credits given by the eligible banks,
liberalised its scheme in this regard on
August 22, 1967. The maximum period of
export credit was extended in respect of capital
goods from 5 years to 7 years in deserving
cases and upto 10 years in exceptionally de-
serving cases. The facility was also extended
to cover finance for the overall cost of con-
struction projects executed by Indian concerns
abroad where the bulk of the contracts con-
stituted equipment, material and services of
Indian origin. The scheme was also extended
to exporters in the public sector. The facility
under the scheme is now provided at a uniform
rate of 4 per cent and the financing institu-
tions are required to charge the exporters not
more than 6 per cent. The total number of
applications sanctioned since the inception
of the scheme in January 1963 upto the end of
1967 was 10 and the amount sanctioned
Rs. 1.60 crores ; disbursements upto the end
of December 1967 amounted to Rs. 1.47 crores
of which Rs. 0.26 crore was outstanding at the
end of 1967.

 101. The role of the State Bank of India in
the provision of export finance may also be
briefly referred to. The State Bank of India
Act was amended in September 1962 in order
to enable it to provide medium term credits
to the exporters other than industrial com-
panies. The subsidiaries of the State Bank
were also permitted to extend such credit.
In 1964, the State Bank of India Act was fur-
ther amended to provide for the granting of
advances to industry and exports upto 10
years. An amendment to the State Bank of
India Act already introduced in the Parliament
on December 23, 1967 will also enable the
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State Bank to discount bills upto a maturity
of 10 years, which should facilitate the dis-
counting of medium term export bills.

102. The Industrial Development Bank of
India continued to provide refinance to banks
alsoinrespect of their medium-
term loans to industrial con-
cerns for expansion and
modernisation of plant and
machinery and for the estab-
lishment of new units. While the amount
of sanction for refinance to commercial banks
declined sharply from Rs. 14.38 crores in
1966 to Rs. 6.74 crores in 1967 (constituting
about 61 per cent of the sanctions during
1967 as against 67 per cent during 1966), the
disbursal of refinance, however, rose slightly
from Rs. 11.44 crores in 1966 to Rs. 11.74
crores in 1967; the total outstanding for
refinance disbursed to commercial banks at
the end of 1967 stood at Rs. 52.62 crores
compared to Rs. 50.54 crores a year ago.

Refinance of
Term Loans
to Industrial
concerns

103. In the sphere of refinance, an im-
portant change was the reduction in the rate
of refinance for industrial loans from 6} per
cent to 6 per cent, effective July 1, 1967, pro-
vided the institution availing of refinance did
not itself charge on its corresponding loan
more than 8} per cent per annum.

104. The scope of IDBI’s scheme for redis-
counting of usance bills arising out of sales of
indigenous machinery on deferred payment
basis, introduced in April 1965, was also
widened in August 1967 and its terms were
liberalised in the context of the recessionary
tendencies in the economy. The scheme was
widened to cover assistance for financing
capital equipment in agriculture and small
industries as well as meeting capital needs,
where requirements of capital goods were
obtained from indigenous sources. The mini-
mum amount of a transaction covering a set
of bills was abolished in the case of agricul-
tural implements and reduced from Rs. 50,000
to Rs. 10,000 in the case of other machi-
nery ; the maximum limit of Rs. 25 lakhs
stipulated in respect of bills relating to any
single purchaser, over a year, was raised to
Rs. 50 lakhs. The maximum period of
deferred payment covered under the scheme
was also extended from 5 years upto 7 years in
deserving cases. The rate of rediscount for bills
having unexpired usance period of more than
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60 months was fixed at Sper centand in respect
of bills with an unexpired usance of over 3
and upto 5 years, at 53 per cent. (The rate
of rediscount on bills with an -unexpired
usance of 3 years or less is 6 per cent). The
borrowing institutions should not charge their
customers more than 2 per cent above the
respective rediscount rates. As against redis-
count of bills of the face value of Rs. 4.89
crores in respect of 7 banks during 1966, bills
of the face value of Rs. 9.83 crores in'respect

of 12 banks were rediscounted during 1967 ;:

of this, bills of the face value of Rs. 3.1 crores
related to sales of indigenous machinery to 9

concerns where the amount of bills rediscount- . .
ed for a single purchaser exceeded or would
exceed the previous limit of Rs. 25 lakhs. .

Assistance disbursed (rediscounted value of
bills) during 1967, amounted to Rs. §8.47
crores as against Rs. 4.24 crores in 1966.
The face value of bills outstanding under the
scheme as at the end of December 1967 was
Rs. 12.86 crores.

105. Reference was made in the last year’s
Report of the introduction on April 1, 1966
of the IDBI’s scheme for participation in in-
dustrial loans and guarantees. Under this
scheme, the amount of loan assistance
sanctioned aggregated Rs. 1.73 crores to
2 units in 1967 as compared to Rs. 4.85
crores to 4 wunits in 1966. The total
sanctions under the scheme have thus aggre-
gated Rs. 6.58 crores, of which IDBI ac-
counted for Rs. 4.54 crores. The extent of
IDBI’s participation varied from 56 per cent
to 80 per cent of the total assistance. Dis-
bursements under the scheme amounted to
Rs. 3.34 crores upto the end of the year.

106. In view of the special problems of
the transport industry, a mew scheme was
introduced in September 1967 to facilitate the
sale of new commercial road transport vehi-
cles. The scheme formulated pertains to
rediscounting promissory notes arising out
of sales of new trucks, jeeps and passenger
buses on the basis of credit sales or on hire
purchase business. The scheme is intended
to assist road transport operators in the pri-
vate sector by cnabling them to secure com-
mercial vehicles on hire purchase or condi-
tional sale and re-sale basis from automobile
manufacturers or hire purchase finance com-
panies. Promissory notes of such operators
in favour of any of the manufacturers of

commercial vehicles or in favour of any hire
purchasc finance company approved for this
purpose by the 1DBI can be discounted by
certain scheduled and the State Co-operitive
banks. The approved banks in turn will be
given rediscounting facilities by the IDBI
which will rediscount the promissory notes at
a rate of 6 per cent per annum, provided the
banks do not charge by way of discount more
than 9 per cent per annum to the manufac-
turing or hire purchase finance company and
in turn, try to ensure that the latter charge the.
road transport operator a rate not cxceeding
7% per cent flat. The minimum amount of

: a transaction for this purpose has becn fixed

+ the IDBI.

at Rs. 10,000 ; arrangements involving re-
discounting for morc than Rs. 10 lakhs in
respeet of a single road transport operator,
over a year, will require prior clearance with
Under the scheme, limits aggregat-
ing Rs. 2.55 crores were sanctioned to 4 banks
upto the end of December 1967.

107. As observed in the earlicr Reports,
the Reserve Bank, on behalf of the Govern-
ment of India has been admi-
nistering since July 1960, the
scheme for the guarantee of
advances granted to small-
scale industries by specified
banks and financial institutions.

Credit
Guarantee
Scheme for
Small-Scale
Industries

108. With effect from March 1, 1967, the
revised definition of small-scale industries,
viz. those having original investment in plant
and machinery of a value not exceeding Rs. 7.5
lakhs (as against investment in land, building,
plant and machinery including the capitalised
value of rented premises, if any, but excluding
the amount spent on housing and amenities
for workers of a value not exceeding Rs. 5
lakhs, previously) was made applicable for
the purposes of receiving facilities under the
scheme. As expected, recourse to the scheme
showed a further significant rise during the
year. Thus during 1967, a total of 19,382
guarantees were issued for Rs. 84.19 crores
as compared to 14,210 guarantees for Rs. 52.74
crores in 1966. From the introduction of the
scheme in July 1960 to the end of the year
under review, 62,798 applications were received
for an amount of Rs. 268.61 crores and gua-
rantees were issued in respect of 56,325 appli-
cations for a total sum of Rs. 228.40 crores
and the guarantce obligation arose in respect
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of 109 advances, the Government’s share of
the amount in default being Rs. '11.40 lakhs
in respect of 87 advances. Of the above
guarantees issued in respect of 56,325 applica-
tions, 27,308 guarantees -for an aggregate
sum of Rs. 123.89 crores were in respect of
industrial units engaged in the manufacture
of a variety of products like chemicals and
chemical products, metal products, machinery
including electrical machinery, apparatus, ap-
pliances and supplies, transport equipment
and parts and basic metal industries. These

industries accounted for 48.39 per cent and °

54,39 per cent of - the total number and

amount respectively of the guarantees issued !
upto the end of 1967 ; the corresponding per- ::

centages for 1966 were 46.03 per cent and
40.34 per cent respectively. This indicates
that the facility under the scheme has been
availed of largely for extending credit to
modern and -sophisticated small industries.
Till the end of 1967, 44 credit institutions
including the State Bank of India and its
subsidiaries have availed themselves of the
guarantee facilities. b

109. In the last quarter of 1967, revised
forms of application for guarantee were intro-
duced with a view to expeditious disposal of
guarantee applications. Further, the work
relating to the scheme was decentralised during
the year under review by opening offices of
the Industrial Finance Department at three
more centres viz. Calcutta, Madras and New
Delhi, besides Bombay. It is intended that
the Regional Offices will provide a liaison
between the Reserve Bank/Industrial Deve-
lopment Bank of India and the credit institu-
tions as well as Government and other agen-
cies concerned with the financial and other
needs of industry, especially in the small-
scale sector. ‘

110. In view of lack of adequate intelli-
gence relating to small-scale units functioning
in the country and consequently the difficulty
of assessing correctly their requirements of
institutional credit, the Reserve Bank has
undertaken to conduct an all-India survey of
small-scale industrial units on a sample basis.
A detailed questionnaire devised by the Bank
for this purpose has been mailed to 13,577
selected small-scale industrial units and the
work of the survey is in progress.

e
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111. As stated earlier, credit extended by

scheduled commercial banks to small-scale
industries showed a sharp rise
Bank Firance during the year ended March

Afor Small- 1967 " The change in the defi-
Scale 7 .
"Industries nition of a small-scale industry,

effective March 1, 1967, could
have, to some extent, contributed to the in-
crease. The number of accounts relating to
small-scale industries increased from 28,472
to 51,050 and the average amount per account
rose from Rs. 31,876 to Rs. 35,316. Among
individual groups of small-scale industries,
the largest share of bank credit, Rs. 24.74
crores or 13.7 per cent was claimed at the -
end of March 1967 by the textiles group thereby

© displacing the light engineering group from

that position and which accounted for
Rs. 18.53 crores or 10.3 per cent of the total
outstandings of Rs. 180.3 crores as at the
end of March 1967. Next in importance was
the manufacture of metal products group
(including metal pipes, tubes, etc. but excluding
machinery and transport equipment) which
claimed Rs. 17.42 crores or 9.7 per cent.

112. The establishment of the Agricultural
Refinance Corporation in 1963, provided
encouragement to commercial
banks in extending their in-

Refinance

of Term terest in medium and long-
Loans for . .
Agricultural term financing of agricultural
Development development schemes, parti-

cularly the development of
plantations, for which refinance from the Cor-
poration is available to scheduled banks,
State Co-operative Banks and Central Land
Mortgage Banks.

113. During the year 1967, the Corpora-
tion approved 48 schemes of agricultural
development and sanctioned refinance facili-
ties for Rs. 22.45 crores as against 15 schemes
involving refinance to the extent of Rs. 10.11
crores sanctioned in 1966. Out of the 48
schemes; 32 are to be financed by the land
mortgage/development banks, 4 by State
Co-operative Banks and 12 by scheduled com-
mercial banks involving refinance to the
extent of Rs. 20.63 crores, Rs. 0.63 crore
and Rs. 1.19 crores respectively. From its
inception to the end of 1967, the Corporation
has sanctioned refinance for Rs. 53.8 crores,
against ‘which total disbursements have
amounted to Rs. 8.3 crores.
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114. The Unit Trust of India declared
during 1967 its third dividend to the unit hol-
ders at 7 per cent—the same

The Unit as that for the previous year.
Trust of The initial capital contri-
India butors received a smaller

dividend rate—3.75 per cent
as against 4.25 per cent last year. A feature
of the Trust’s operations during the year
cnded June 30, 1967 was the appreciable re-
covery in sales of units—Rs. 9.24 crores as
against Rs. 2.15 crores in the preceding
year. The improvement in the sales of
units in the face of the continued diffi-
cult conditions which characterised the ecco-
nomy during the year reflected the growing
investor confidence in the Unit Trust. Of the
total resources of Rs. 33.9 crores at the end
of June 1967, investments in ordinary shares
amounted to Rs. 14.0 crores, preference
shares Rs. 4 crores and debentures Rs. 13.9
crores. The composition of the Trust’s port-
folio of investments did not show any signi-
ficant change during the year. The emphasis
of the Trust’s investment policy continued to
be on securities of companies which pay inte-
rest/dividend regularly. In the current year
which began on July 1, 1967, sales have re-
corded a further marked rise, sales during the
half year ended December 1967 being over
Rs. 13.46 crores.

115. Under the Reinvestment Plan of the
Trust (reference to which was made in the
last year’s Report), which provides for an
automatic reinvestment facility to the unit
holders in respect of the income distribution
due to them, new applications received during
the year ended June 30, 1967 amounted to
3,058 covering 9,18,820 units as compared
with 4,063 applications covering 10,42,220
units in the preceding year.

116. As mentioned in the earlier Reports,
the Reserve Bank maintains a credit informa-
tion division which reccives
quarterly  statements from
banks and other notified finan-
cial institutions in respect of
- credit facilities allowed by them to individual

Credit
Information

- customers and furnishes the information in -

a consolidated form to banks and other noti-
fied financial institutions which apply for it.
During the year, credit information in respect
of 2367 applications was furnished to 33 appli-
cant banks.

117. During 1967, the Bankers’ Training
College conducted two Senior Courscs, four
Intermediate . Courses and

Bankers’ onc course cach in foreign
Training exchange, industrial finance
College

and personnel and organisa-
tion. The total number of
bank officials who received training in the
college was 252 (including six officials from
foreign countries). Since the inception of the
College, 2685 candidates have received train-
ing in the different courses. The Bank also
continued to arrange courses in banking for the
managerial staff of co-operative banks., Two
courses were conducted for the managerial
staff of State and Central co-operative banks
during the year under review in thc college
in which 55 officials participated, bringing
the total number of officials who have received
training.in .this course to 134.

118. Two new courses were started in
the college during 1967. An agricultural
finance, course for a period of seven weeks
commencing from December 18, 1967 was
instituted with a view to providing intensive
training in farm finance to the managerial
staff of commercial banks and 33 trainees in-
cluding some senior officials attended this
pilot course. A course for the managerial
staff of the urban co-operative banks has been
introduced with a view to equipping the key
personnel of these banks with knowledge of
practices and procedures of modern banking. -

119. In addition to the Bankers’ Training
College for commercial banks personnel, the
Bank had set up in Madras, in 1963 a second
College mainly for the training of its own
junior supervisory staff. In order to meet
the increasing requirements of banking in-
stitutions for training facilities, the Bank has
decided to set up another College for banking
personnel at Poona.

120. In view of the established policy of
the Government over the last two decades
and more to operate through

Employer-Emp. Tripartite machinery in the
‘loyee Relations field of labour, an Industrial
Committee on Banking Indus-

try has been set up with the Union Minister
of Labour and Rehabilitation as the Chairman.
The Committee, apart from advisers, will con-
sist of delegates from (a) Government, com-
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prising of Ministry of Finance, Ministry of
Labour, Employment and Rehabilitation and
State Governments, (b) Employers, com-
prising of the State Bank of India, Indian
Banks' Association and the Bombay Exchange
Banks® Association and (¢} Workers com-
prising of All-India Bank Employces’ degra-
tion, All-India Bank Employees’ Association,
National Organisation of Banks” Workers and
Employces’ Association of the State Bank of

India.
i

121.  Reference was made in the last year’s
Report to the scttlement dated October 19,
1966 regarding scales of pay, allowances and
other service conditions of employees arrived
at between the management of commercial
buanks and their workmen ; however, the State
Bank of India and their workmen were not
partics to the above scttlement. Conscquent
upon the expiry at the cnd of July 1965 of the
Award of the National Industrial Tribunal
(Bank Disputes) in respect of commercial
banks to which the State Bank of India was a
party, scales of pay of workmen cmployees
in the State Bank of India were revised with
cffect from August I, 1965 as a result of agree-
ment reached between the representatives of
the management and their staff Federation.
Subscquently, bipartite discussions were held
between the representatives of the management
of the State Bank of India and their staff
Federation to consider the demands of the
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workmen emplovees in their scales of pay,
allowances and other servicc conditions.
The main features of the two agreements
arrived at on March 31, 1967 and July 29,
1967 are similar to those in the commercial
banks’ settlement dated October 19, 1966

referred to above.

122. It was also mentioned in the last
year’s Report that certain specific issues such
as scales of pay and special pay, dearncss
allowance, leave rules, age of retirement cic.
pertaining to workmen other than subordinate
staff of the Reserve Bank of India have becn
referred to Shri T. L. Venkatarama Aiyar,
for arbitration.  The hearings beforc the
Honourable Arbitrator commenced on March
I5 and concluded on October 20, 1967.%

123. Some progress was also made during
the year in the conduct of the survey of cm-
ploycr-cmployee relations in the banking
industry referred to in the last year’s Report.

124. The National Labour Commission
constituted in December 1967 a Study Group
on banking under the Chairmanship of
Shri B. N. Adarkar, Deputy Governor of the
Reserve Bank of India and consisting of
representatives of banks and employees to
review and report to it on industrial relations
in the banking industry.

* The award has since been published. It prescribes higher scales of pay to all categories of workmen staff. The

Arbitrator has linked the payment of dearness allowance t
Avcrage Consumer Price Index Number for Urban Non-

o workmen employees in Classes II and I1I with the All-India
Manual Employees (Base: 1960~=100) (Middle Class Index)

instcad of the existing All-India Average Working Class Consumer Price Index (Base : 1949=100). The award provides

neutralisation for the rise in the Middle Class Index at 90%, w
above that figure, for the pay upto and inclusive of Rs. 500

hen the pay is Rs. 500/- per mensem or less, and when it is
/- per mensem as above, and for the balance at 75%.
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TREND AND PROGRESS OF BANKING AT A GLANCE

{Rs. Crores)

1051 1056 1961 1064 1965 1908 16a67*

1. No. of Scheduled Commercial Banks (End-Dec.) .. o2

89 B2 0 it i 73
2. Paid-up Capital and Reserves { o 90 ) ee 62 Gy 71 88 a3 o7 ]
3. Ratio of Paid-up Capital and

Reserves to Deposits
(). 10 7 ¢ ‘ 3 3 3
4. No. of offices of 1 above . (5 ) .. 2047 2960 4300 5499 S0 6416 0816
3. Total Earnings .. (T 43 63 124 190 243 297 N.A.
6. Total Expenses e (s » ). 32 al 96 163 208 208 NA.
7. No. of Bank Employees (in00us) ( ,, 4, ) .. NA. 9 115 143 135 170 N.A.
8. Agarcgate Deposits ‘ o ow ) N.A. N.A. I8 2524 2887 3378 3768
Ofwhich (a) Current Deposits

) i ST NAL O NAL 539 688 750 823 899
(#) Savings Deposits .. . .. NA. NA. 313 560 674 B20 045

(¢) Fixed Deposits .o .o .. NA, NA. 937 1237 1411 1699 1881

0. Ownership Pattern of Deposits—Total . . 22 1076 1015 23%0 2714 31312 3541
Of which (a) Personal . .. o . 38D 521 887 1166 . 1399 1734 2013
Percent of 9.. .. . . 47 t 46 49 52 63 67

() Business L. ... B0z 338 466 675 773 RO 895

Percent of 0., . . ‘e 37 N 30 29 2 20 i

10. Bank Credit .. ( End-Dec. ) .. 581 43 1277 1811 2108 2434 2727
11. Credit-Depsoit Ratio . C 0 s ) e 3 71 70 72 73 (4 73
I2. Sccurity-wise Advances—Total C 0 oy ) e N.A I8¢ 1280 1814 2102 2430 2720
Of which (a) Seasonal . . N.A. 157 245 262 334 349 300
Percent of 12 .. . N.A. 27 19 14 10 14 13

() Non-scasonal . N.A, 423 869 1255 1483 1717 1997

Percent of 12 .. . . N.A. 72 . 08 69 71 71 73

() Clean .. .. . .. NA., NA., 172 297 285 365 303

13. Purpose-wise Advances—Total . .. 08D 770 1306 1865 2005 2347 2717
Of which () Industry . . . Lo 199 284 664 1073 1246 1471 1747

Per cent of 13 .. .. . 34 37 51 H8 60 63 64
() Commerce .. . ‘e Lo 236 316 408 487 h37 573 527
Per centof13 . e - 40 41 31 20 26 24 19
(c) Agriculture@ .. .. .o - 12 16 41 53 58 57 b7
Per centof13 .. .. .o 2 2 3 3 3 2 2
14. Bank credit for—
(2) Small Industries . .. e .. N.A N.A. 32 N.A. 74 91 180
(6) Medium Term loans .. ‘e .. .. N.A. N.A N.A, N.A. N.A.  N.A, 227
15. Investmenis — Total .. ( End-Dec.) .. 328 395 6532 903 990 1154 1233
Of which (@) In Government Securitics .. .. 306 364 577 764 826 952 1006
Per cent of 15 ‘e .. . 93 02 89 85 83 83 82
(5) Others .. .. .. . 22 31 7 141 164 202 227
Per cent of 15 .. . . 7 8 12 16 17 18 18
16. Investment—Deposit Ratio .. .. .- . 38 35 31 30 29 28 . 217
17. Cash and Reserves .. ( End-Dec. ) .. 89 91 156 160 204 249 2717
Cash Ratio .. .o o+ a0 ev e 1L 9 9 6 T T 7

Nale :—The figures of individual items are not strictly comparable with cach other and over the years onaccount- of
changes in coverage, periodicity and compositions. The table is intended to give only a broad idea of the
banking trends. Data relate to all scheduled commercial banks except item Nos. 2 and 3 which relate to Indian
scheduled banks.

@ Including Plantations.
* Provisional,
N.A,=Not Available



ANNEXURE I

Refinance facilities available from the Reserve Bank of India and the Industrial Development

Bank of India, -

arch 2, 1968) of the refinance facilities available from

The up-to-date position (as of M > £
al Development Bank of India is brought out below :

the Reserve Bank of India and the Industri

(i) Refinance at Bank rate
So long as a bank’s net liquidity ratio is over 30 per cent, scheduled commercial banks can-
borrow at Bank rate. : e

(@) - In respect of packing credit for exports of products other than engineering and metal-
lurgical and post-shipment credit, refinance is made available since  August 1967 at Bank rate.
Banks arc cligible to borrow at this ratc irrespective of their net liquidity ratios. Banks are rc-
quired to charge a rate not exceeding 6 per cent on.their lending for such exports whether or not
they avail themselves of the refinance facilities. Refinance against rupee usance export bills is
made available at Bank rate, subject to the condition that the lending bank’s rate to the borrower

does not exceed. 6 per cent. :

. (b) Refinance is also provided at Bank rate irrespective of the net liquidity ratio (/) for the
cntire advances granted by banks for purposes of foodgrains procurement/distribution/storage
to the State Governments/their agencies/the Food Corporation of India, and (/i) in respect of

- -credit extended by scheduled commercial banks for financing the distribution of chemical fertilizers
and pesticides, including credit ‘extended to manufacturers of these products for financing their

sales. :

o (c) . Since September 1967, the Industrial Development Bank of India provides rediécoﬁnt-
ing facility at 6 per cent. against hire purchase credits in respect of sales of new trucks, jeeps and
passenger buses on deferred payment basis, provided the banks do not charge more than 9 per

cent to their customers.

' (d) Since July 1967, the IDBI refinances medium-term industrial loans at 6 per cent, pro-
vided the banks do not charge more than 8% per cent to their customers. .

(i) Refinance at concessional rates

‘ (@) Sl:nce August 1967, the Reserve Bank provides refinance at 4% per cent in respect of
packing credit for exports of engineering and metallurgical products. Banks may borrow this
amount at the concessional rate irrespective. of their net liquidity ratios. Banks are required to
charge a rate not exceeding 6 per cent on such export credit whether or not they avail themselves of

the refinances facilities,

_ (b) Further, .the total increase in commercial banks’ advances over the base period in res-
pect of both post-shipment and packing credit, agricultural inputs (chemical fertilisers and pesti-
cides) and small scale industries guaranteed by the Credit Guarantee Organisation is also eligible
for refinance at the concessional rate of 4} per cent, irrespective of a bank’s net liquidity ratio.

(c). It may also be mentioned that the Industrial Development Bank of India (which refin-
ances medium term export credit at 43 per cent subject to the condition that banks should not charge -
more than 6 per cent) liberalised its scheme in August 1967 by agreeing to refinance export credits
In respect of capital goods upto 7 years and even upto 10 years in deserving cases. -

(d) Since August 1967, the IDBI rediscounts bills coverin indi i
_ ) . g sales of indigenous machiner
on deferred payment basis at 5 per cent in respect of bills with an unexpired us'aice of more thar)ll
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5 years and at 54 per cent in respect of bills with an unexpired usance of over 3 and upto S years
(Thc rate of rediscount on bills with an uncxpired usance of 3 years or less is 6 per cent).  The bor-

rowing institutions should not charge their customers more than 2 per cent above the respective
rediscount rates.

(iii) Discretionary accommodation at the Bank rate

‘The Reserve Bank has al§o indicated, in November 1967 as well as in January 1968, that dis-
cretionary accommodatxpn will be provided at the Bank rate for meeting temporary stringency
because of bunching of imports of raw cotton, soyabean oil, maize starch ctc. and tax payments.

Such dlscretlonary accommodation would also be available to banks experncncmg genuine financial
difficulties in aiding productxon.

(iv) Relief in respect of net liquidity ratio

The level of net liquidity ratio is relevant for the calculation of penal rate of interest as well
as the level of borrowings in excess of the amount cligible at the Bank rate. On borrowings in
cxcess of the Bank rate entitlement, a higher ratc commencing from not less than 8 per cent, will
begin.to apply based on a bank’s net liquidity ratio.

Refinance obtained from the Reserve Bank whether against the spccial schemes mentioned
above or for gencml purposes normally impairs the net hquldlty ratio. The advantage of the
special schemes is that irrespective of the impairment, refinance is available at fixed rates without
limit, as long as the lending by the bank which. avails of the rcfinance conforms to the schemes.
In the measures currently in force an added concession has been given in that the reduction of the
net liquidity ratio can be offset in the following cases : (@) refinance obtained in respect of credit
for financing food procurement operations over and above the level of refinance on October 27,
1967 ; (b) increases in the lending of a bank over the base period to agriculture, exports and
small scale industries (only for advances guaranteed by the Credit Guarantee Organisation).
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ANNEXURE I

LIST OF MEMBERS WHO ATTENDED THE FIRST MEETING OF
THE NATIONAL CREDIT COUNCIL
HELD IN BOMBAY ON MARCH 16, 1968

Members of the Council :
Shri Morarji R. Desai
Deputy Prime Minister—Chairman
Shri L. K. Jha
Governor, Reserve Bank of India—Vice-Chairman

Shri P. N. Damry v
Chairman, Agricultural Refinance Corporation

Shri I. G. Patel
Special Secretary, Ministry of Finance
Shri P. C. Barooah
Shri C. H. Bhabha
Shri K. T. Chandy
Shri V. T. Dehejia
Shri P. N. Dhar
Shri B. K. Dutt

Shri M. Y. Ghorpade
Shri A. K. Kader Kutty
Shri P. S. Lokanathan

Shri E. K. Madhavan
Shri Arvind N. Mafatlal
Shri B. Majumdar

~Shri Biren Mookerjee
Shri R. R. Morarka
Shri R. Venkataswammy Naidu
Shri P. Natesan

Shri T. A. Pai

Shri Magdﬂbhai R. Patel
Shri H. S. Sandhu

Shri M. Somappa

Othe%

Shri B. N. Adarkar

Shri A. Baksi

Shri J. J. Anjaria

Shri V. G. Pendharkar

Shri M. Narasimham

Shri V. A. Pai Panandikar
Ministry of Finance, Government of India,

Reserve Bank of India

 —

‘3pecial Tnvitees

shri K,C. Pant - Minister of State in the Ministry
of Finance

.shri g, Pahadia - Deputy Minister in the Minxstry
of Einance
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APPENDIX I

PARTICULARS IN RESPECT OF BANKS GRANTED MORATORIUM DURING 1967 UNDER SECTION 45
OF THE BANKING REGULATION ACT, 1949

Name of the bank - -No. of offices- Name of the proposed  Period of moratorium
transferee bank

Amrit Bank Ltd., Amritsar 4 State Bank of Patiala From the close of bu-

siness on the 2nd De-

cember 1967 upto and

inclusive of the 2nd
April 1968.

APPENDIX II

1. STATEMENT SHOWING THE POSITION IN REGARD TO LICENSING IN TERMS OF SECTION 23
OF THE BANKING REGULATION ACT, 1949

No. of places No. of places inres- For opening tem- For changing the Applications Total
in respect of pect of which li- porary/seasonal location of exist~ treated as

which applica- cences were granted/ offices ing offices withdrawn

tions were re- refused for opening " by banks

ceived during new offices

1967 and those
pending at the

end of 1966
Granted Rejected Granted Rejected Granted Rejected . Granted Rejected
455@ 318%* 16 23 — 4 — 9 345 . 16
3) (2) (1)

Note :—Figures in brackets indicate the number of offices outside India and are_included in the @ain ﬁgurcg.

@ Applications in respect of 66 offices of banks in private sector and 19 offices of the State Bank of India and its sub-
sidiaries were under consideration as on the 31st December 1967,

* Include 37 licences issued to banks in order to enable them to take over the existing offices of other banks and 1
conditional licence.

2. STATEMENT SHOWING THE NUMBER OF OFFICES OPENED OR CLOSED IN FOREIGN
COUNTRIES BY INDIAN BANKS DURING 1967

United Kingdom ‘Tanzania

No. of offices opened ’ 1 -

No. of offices closed — 4
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APPENDIX 1II

9 : AMALGAMATIONS AND TRANSFERS OF LIABILITIES AND' ASSETS
PARTICULARS IN RESPECT OF O‘F BANKING COMPANIES IN 1967

No. of Name of the transferee bank Date of amalgamation
offices or transfer

Name of the bank

I. List of banks amalgamated under section 44A of NIL
the Banking Regulation Act, 1940 . .. —_—

I List of banks which have transferred their liabili-
ties and assets to other. banks ..
. " 18* Vijaya Bank Ltd.,, Mangalore .. 27-5-1967 (Close of

1. Jaya Laxmi Bank Ltd., Mangalore .. basesd
2 i Bank of Indi Ltd., Dalmianagar Punjab National Bank Ltd., Ne
' gz?z‘,‘;i’)“‘ Bank of India Lic., DHmanse™"  sa«  Delhi .. 5-8-1967
3. Jalpaiguri Banking & Trading Corporatio United Commercial Bank Ltd.,
Ltc?.,jalpaiguri (West Bengal) . .. 1@ Calcutta .. 15-9-1967
4, Tiruchi United Bank Ltd., Tennur, Tiruchi- Indian Bank Ltd., Madras .. 28-12-1967 (Clpse of
rapalli . .. ‘e .. .. 6 business)
5. -Sri Venkateswara Bank Ltd., Salem e 2 Indian Overseas Bank Ltd., .. . 29-12-1967 (Close of
v ' o . Madras business)

6. Martandam Commercial Bank Lt.d‘., Trivan-

drum . . . .o .. 8 Federal Bank Ltd., Alwaye .. 30-12-1967

III. List of banks amalgamated .under section 45 of
the Banking Regulation Act, 1949 .. . ' : NIL

IV. List of banks, the business of which has been
acquired by the State Bank of India under
section 35 of the State Bank of India Act,
1955 or by its subsidiaries under section 38
of the State Bank of India (Subsidiary Banks)

i Act, 1959, , o
1. ‘Bengal Duars Bank Ltd., Jalpaiguri LY 1l@ ] -
2. Kamala Bank Ltd., Cooch Behar . RS | State Bank of India .. .. 14-1-1967
-3. Raikut Industrial Bank Ltd., Jalpaiguri - .. J 1@ o S .

* * 17 offices taken over by the transferee bank.
** 4 offices taken over by the transferee bank.
@ merged with the existing office of the transferee bank.

APPENDIX IV

VARIATIONS IN THE NUMBER OF OFFICES OF STATE AND CENTRAL CO-OPERATIVE BANKS
Ce SR IN 1966 AND 1967 -

Sr. i ) Scheduled State Non-Scheduled Central All State and
No. .. - ) e <« .. GCo-operative  State Co-opera- . Co-operative Central Co-ope-
Banks tive Banks Banks * rative Banks .

1966* 1967 1966* 1967 1966* 1967 1966* 1967

1. New offices opened e = 3 5 5 163 173 168 .. 181

2. Overall changes due to amalgamations,
-~ mergers, transfers and taking over- of . -

offices etc. .. .. .. .. —_ — —_ — —_— —_— — —
3.  Existing offices closed . .; .. - = 2 —2 — 1 — 9 — 1 —11 —10
4..‘ V NOverall variation in the number of oﬁiceé —_ 41 4+ 3 ‘ + 4 4154 1166 . +i57 ‘ —-i7l
5. Number of offices at the end of the year ..~ 170 7 1 81 85 2576 2742 2727 2858

*  Data for 1966 are available from March 1, 1966 only.
Note: 1. Data include regional offices of co-operative banks.
‘2. Figures for 1967 are provisional.
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APPENDIX V

STATEMENT SHOWING THE POSITION IN REGARD TO LICENSING IN TERMS OF SECTION 23
OF THE BANKING REGULATION ACT, 1949 (AS APPLICABLE TO COiOl’lil{:\'l"l\’ E SOCIETIES)

No. of places in No. of places in For opening tempo- For changing the No. of applications Total
respect of which respect of which rary/seasonal offices location o cxisting  treated as with- o
applications licences were offices drawn by banks

were received granted/refused for
during 1967 and opening new offices
those pending
at the end of

1966
Granted Rejected Granted Rejected Granted Rejected Granted Rejected
36@ 22 3 1 — 2 —_ 1 25 3
(Seasonal
Office)

Note : . @Applications in respect of 7 offices of co-operative banks were under consideration as on December 31, 1967
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7'

10,

1.

12.

13.

14.
15.

16.
17.
18.
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APPENDIX VI

LIST OF CIRCULARS INCLUDED IN THE APPENDIX

CIRCULAR NO.
DBOD. No. Sch. 317/C. 96-67

DBOD. No. Sch. 341/C. 96-67

DBOD. No. Sch. 469/C. 96-67

DBOD. No. Sch. 479/C. 96-67

DBOD. No. Sch. 548/C. 96-67

DBOD. No. Sch. 576/C. 96-67

DBOD. No. Sch. 642/C. 96-67
DBOD. No, Sch. 666/C. 96Z-67
DBOD. No. Sch. 914/C. 96-67
DBOD No. Sch. 983/C. 96-67
DBOD No. Sch. 1069/C. 96Z-67
DBOD. No. Sch. 1236/C. 96-67

DBOD. No. BM. 388/C. 297A-67

DBOD. No. BM. 390/C. 297K-67
DBOD. No. Sch. 1288/C. 96Z-67

DBOD No. Sch. 1296/C. 96Z-67
DBOD. No. Sch. 1385/C. 96-67
DBOD No. BM. 485/C. 297A-67

DATE
March 8, 1967

March 13, 1967
March 31, 1967

April 1, 1967
April 13, 1967
April 19, 1967

April 28, 1967

May 3, 1967

June 15, 1967

June 27, 1967

July 11, 1967

August 9, 1967

August 16, 1967

August 16, 1967

August 17, 1967

August 21, 1967
September 9, 1967
October 19, 1967

SUBJECT

Governor's letter (Restriction on
clean credit) 4

Amendment : Widening of the
term industrial concern

Governor’s letter (Levy of penalty
rates)

Calculation of excess borrowings
Press note on trade credit

Amendment : Widening of the
term industrial concern

Credit policy for the 1967
slack season

Governor’s letter (Guarantee
business) :
Amendment : Maximum interest
on loans

Credit facilities to hire—purchase
companies

Amendment : Guarantee busi-

ness

Governor’s letter (Assistance to
priority sectors)

Refinancing packing credit ad-
vances relating to exports

Export Bills Credit Scheme

Amendment: Guarantee business

Amendment : -do.

Net liquidity ratio

Refinance against packing credit
advances



19.

20.

21,

22,

23.

24.

25.

26.

27.

28.

29.

30.

31

32.

33.

34.

3s.

36.

37.

38.

39.

DBOD.
DBOD.
DBOD.
D#CD.
DI?OD.

DBOD.

DBOD.

DBOD.

DBOD.
DBOD.

DBOD.

DBOD.

DBOD.
DBOD.
DBOD.
DBOD.
DBOD.
DBOD.
DBOD.
DBOD.

DBOD.

N

=)

No.

No.

No.

No.

No.

No.

No.

No.

No.

No.

No.

No.

No.

No.

No.

No.

No.

No.

No.

. Sch. 1671/C. 96-67

. Sch. 1693/C. 96S-67

Sch. 1713/C. 96-67
Sch. 1717/C. 965-67
EFS. 1102/C. 450-67

BM. 683/C. 297A-67

Sch. 1794/C. 96Z-67

BM. 767/C. 297A-67

Sch. 1850/C. 96Z-67
Sch. 1884/C. 96-67

BM. 913/C. 297A-67

Cre. 69/C. 218-67

Cre. 266/C. 218-67

Cre. 2128/C. 218-67
Cre. 2467/C. 218-67
Cre.
Sch. 261/C. 96-67
Cre.

Cre.
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November 2. 1967

November 8, 1967

November 11, 1967

49

Governor's letter (Credit” policy
for the 1967-68 busy scason)

Norms relating to unsecured ad-
vances & guarantees

Rates of interest on ¢xcess bor-

rowings

November 13, 1’967 

November 18,

1967

November 25,

November 29, 1967

December 6, 1967

December 7, 1967
December 13, 1967

December 21, 1967

January 25, 1967

April 13, 1967
QOctober 16, 1967

December 9, 1967

259/C. 218 (F)-67 April 12, 1967

April 12, 1967

262/C. 218 (F)-67 April 13, 1967

325/C. 218 (F)-67 May 4, 1967

Cre 336/C. 218 (F)-67 May 6, 1967

Cre. 762/C. 218 (F)-67 June 6, 1967

1967

Clarification : Advances against
shares

~ Repayment of advances against
" shares

Amendment :  Refinancing pack~
ing credit advances relatling to
exports

Amendment : Guarantee business

Procedure : Refinancing packing
credit advances relating to exports

Amendment ;. Guarantee business
Net liquidity ratio

Modification : Recfinancing pack-
ing credit advances relating to

exports

Advances against
hybrid seeds

foodgrains :

Advances against Paddy & Rice
-do-
-do-

Advances against Cotton & Kapas
-do-
-do-
-do-
-do-

-do-~
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40.
41.

42,

43,
44,
45.

46.
47.
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DBOD. No. Cre. 1770/C. 218 (F)-67
DBOD. No. Cre. 2224/C. 218 (F)-67
DBOD. No. Cre. 2451/C. 218(F)-67
DBOD. No. Cre. 2227/C. 218(R)-67
DBOD. No. Cre. 1096/C. 218(H)-67
DBOD. No. Cre. 1874/C. 218(H)-67

DBOD. No. Cre. 2246/C. 218(H)-67
DBOD. No. Cre. 2247/C. 218(H)-67

September 2, 1967 Advances against Cotton & Kapas

November 1, 1967 -do-

December 7, 1967 -do-

November 2, 1967 Advances against Gur

July 6, 1967 Advances against Qilseeds :

September 14, 1967 Advances against Vegetdble Oils
(including vanaspati)

November 9, 1967 Advances against Oﬂséeds

November 9, 1967 Advances against Vegetable Oils
(including vanaspati) .
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APPENDIX VI
DBOD. NO. Sch. 317/C. 96-67—March 8, 1967—To all Scheduled Commercial Banks

GOVERNOR’S LETTER

Scheduled bank credit in the current busy season (upto February 24, 1967) has risen by Rs. 319
crores. The increase has been particularly sharp since the end of December and has taken place
against a markedly adverse change in our expectations regarding agricultural output.  Imports
are coming in but even allowing for this factor the rate of credit expansion appears to be somewhat
more than is warranted by the availability of real goods. It has been noticed that of the increase
in scheduled bank credit in the month of January, clean advances accounted for a sizeable portion.
In a situation where it continues to be necessary to maintain some control on both the dimension
of credit expansion and its direction, both the rate of expansion so far and the fact that clean advan-
ces have risen as sharply as they have are matters for some concern.

2. Some part of the clean credit increase would no doubt be normal, as happens during the
busy season in respect of industrial borrowers. But the sharp increase could indicate that the
need to conform to the requirements of the directive regarding the allocation of at least 80 per cent
of the seasonal expansion in credit to the industrial sector and against import/export bills is being
met not by observing a restraint in respect of other types of credit but by allowing industrial bor-
rowers facilities not normally given. In any case, the increase in clean advances at this juncture

needs to be controlled and I would request banks once again to exercise care in sanctioning clean
limits.

3. At the time I announced the liberalised credit policy, I had indicated that the Reserve
Bank would charge a penal interest rate of 10 per cent on any small and occasional excesses of
borrowings from the Reserve Bank by any bank over and above what it is entitled to do at the
Bank Rate. I had also stated that if the excess of such borrowings was either continuous or of a
large order the Reserve Bank would retain the discretion to charge a special penalty rate warranted
by the circumstances. I would like to reiterate this point and indicate that not merely would the
special penalty rate be a very high rate but the Bank would view with disfavour any commercial
bank applying for accommodation beyond what it is entitled to borrow at the Bank Rate.

4. Inthe light of the altered circumstances regarding agricultural output, I would once again
urge commercial banks to exercise due caution in extending their credit commitments in order that
credit expansion does not further widen the imbalance between money supply and real goods with
the inevitable consequence of an accentuation of the pressure on prices.

DBOD. NO. Sch. 341/C. 96-67—March 13, 1967

In exercise of the powers conferred by Section 21 of the Banking Regulation Act, 1949, the
Reserve Bank of India, being satisfied that it is necessary in the public interest so to do, hereby
directs that the directive DBOD. No. Sch. 1539/C. 96-66 dated October 28, 1966, as amended by

the directive DBOD. No. Sch. 1782/C. 96-66 dated December 24, 1966 shall further be amended
in the following manner :—

In the said directive, for clause (iii) of the Explanation, the following clause shall be sub-
stituted namely ;—

“(iii) ‘industrial concern’ means any concern engaged in the manufacture of goods
or shipping or mining or the transport of passengers or goods by road or by water or b_y
air or the generation or distribution of electricity or any other form of power or the culti-
vation or processing of the following plantation crops, namely, tea, coffee, rubber, cocoa,
cashew, cardamom, cinchona, arecanut, coconut, geranium and spices.”
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DBOD. NO Sch. 469/C. 96-67—March 31, 1967—To all Scheduled Commercial Banks

GOVERNOR’S LETTER

In a communication I addressed to you on March 8, 1967, 1 had in(}icated that the growth‘ in
scheduled bank credit (upto the end of February) of Rs. 319 crores con§t1tuted a rate gf expansion
somewhat more than was warranted by genuine productive needs. Since then, credlt»expansm.n
has continued to grow and by March 17, 1967 had amounted to as much as Rs. 411 crores. Th.lS
increase in the credit portfolio of banks has taken place at a time when deposit growth so far in
the busy season has been no more than Rs. 66 crores ; banks have thereforp reduced their invest-
ment in Government securities by Rs. 235 crores and have been taking increasing recourse to borrow-

ing from the Reserve Bank to finance the credit expansion.

2. T had indicated in my letters of October 28, 1966 and March 8, 1967 that the Reserve Bank
would charge a penal interest rate of 10 per cent on any small or occasional excess of borrowing
from the Reserve Bank by any bank over and above what it could borrow at the Bank Rate. I
would like to clarify that the Reserve Bank would regard any excess which does not last beyond
a week ‘as casual or occasional. If, however, any bank continues to have excess borrowings for
more than one week continuously, the Reserve Bank proposes to charge a deterrent penal rate on the
excess which will apply from the second week onwards. The Bank would, however, be prepared
to exempt any bank from the application of the special penalty rate in respect of excess borrowing
beyond one week in cases where, in its judgement, special circumstances warrant such an exemption.
On' the ‘other hand, the Reserve Bank also reserves the right to levy the special penalty rate
despite a short break in the continuity of such excess borrowings beyond a week ; in other words,
should a bank break the continuity of excess borrowing for what the Reserve Bank considers to be
an inconsequential period it will be liable to pay the special penalty rate. ‘The calculation of the
penalty rate will be based on the bank’s net liquidity ratio at the time of the excess borrowing and
will be ‘'such that for a shortfall of every one point or fraction thereof in the bank’s net liquidity
ratio below 30 per cent’as on the Friday of the week concerned, the rate will be raised by 1 per cent
per annum above the level of 10 per cent per annum. The special penalty rate will apply to the
entire' amount of the excess borrowings and will be calculated on the usual basis from the beginning

week of such excess.

‘of the sécond

.. 3. The mode of calculating the excess borrowings is described in the Annexure to this letter,
which is being forwarded separately. - ' : G

" 4T would also refer to the need for banks to conform to the requiremerts of the directive
DBOD. No. Sch. 1539/C. 96-66 dated October 28, 1966 to those scheduled commercial banks in-
corporated in India and having aggregate demand and time liabilities of Rs. 50 crores or above as
on September 30, 1966 and all scheduled commercial banks incorporated oufside India that at least
.80 per cent of the increase in their credit portfolio between the last Friday of October 1966 and the
Tast Friday of April 1967 should be to industrial borrowers and/or against import and export bills.
As regards the banks not covered by this directive the Reserve Bank had advised such banks to
strive towards the same objective to the extent possible. We had also ‘written to the banks covered
by the directive'on February 7, 1967 asking them to indicate to us what action they had taken ‘or
proposed to take to conform to the requirements of the directive. From the replies received it
‘appears .that the action taken or proposed to be taken by a number of banks is not such as would
ensure that they reach the proportion set in the directive in respect of credit to the industrial sector
and/or against import and export bills. I wish to emphasise that this directive has thé same binding
force as any other obligation imposed by the Banking Regulation Act and is not to be treated as
only a target and that failure to conform to the directive would attract the provisions of Section 46
of the Banking Regulation Act. I hope that banks will make a careful review of their credit port-
folio and take appropriate steps in time such as preventing any further increase in.outstanding
credit to sectors other than industry and/or against import/export bills by not sanctioning fresh
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limits to them or cancelling unutilised limits so as to be able to comply with the requirements of the
directive. In the current inflationary situation I have to request you to exercise strict control over
unsecured advances as well as advances against all domestic commodities in short supply and keep
them to the minimum level required to meet the genuine needs of trade and industry.,

DBOD. NO. Sch. 479/C. 96-67—April 1, 1967—All Scheduled Commercial Banks

_ - Please refer to paragraph 3 of Governor’s circular letter DBOD. No. Sch. 469/C. 96-67 dated
the 31st March 1967.  The Annexure to the above letter is forwarded herewith,

ANNEXURE

Calculation of Excess Borrowings
1. The excess borrowings of a bank on any day will be calculated as under:

"2, The SUM of special categories of Bank Rate borrowings comprising the whole of the bank’s
Additional Bank Rate Tranche (ABRT) and the borrowings, if any, from the Reserve Bank of
India in respect of Rupee Export Bills Scheme (REBS) and Food Procurement (FP) will first be
worked out. If the actual borrowing from the Reserve Bank of India is less than this sum, then
the bank’s borrowings will be considered as not having any excess borrowings. If, however, the
actual borrowings from the Reserve Bank of India are greater than this sum, then the difference
will be worked out. This will be called DIFFERENCE 1. o

3. For a bank which had a net liquidity ratio below 30% on 28-10-1966 DIFFERENCE 1
will represent the excess borrowings on which a penalty rate of interest will be charged.

w4, If the bank had a net liquidity ratio equal to or above 30% on 28-10-1966, then another
figure called DIFFERENCE 1I will be calculated as follows : '

(/) To the actual net liquid assets of the bank on the date in question the SUM mentioned
in 2 above will' be -added. e

(if) - As on that date the level of net liquid assets appropriate fora 30 net liquidity ratio

will be worked out. If this figure is equal to or smaller than that in (i), then the bank will be

. :considered as 7ot having any excess borrowings. If this figure is larger, then the difference
between the two will be worked out and will be called DIFFERENCE HH '

i3t

(iii) DIFFERENCE I AND DIFFERENCE II will be compared and the Jower of the
two will be regarded as the excess for purpose of the penalty rate.j

. The following examples show how the excess is to be worked out for different types of cases ;
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‘Rs. crores

Bank ‘A’ - Bank ‘P’ Bank ‘C’

28-10-66 17-3-67 28-10-66 17-3-67 28-10-66 17-3-67

Aggregate Demand & Time Liabilities 100.00 105.00 100.00 105.00 100.00 105.00

ts .. .. . .. 25.00 21.00 35.00 26.00 35.00 21.00
gitRqu/md As?e.: S . . . .. 25.0  20.0 35.0 24.7 35.0 20.0
ABRT . . 2.50 2.50 3.50 3.50 ~ 3.50 3.50
Total Borrowmg from the Reserve Bank 0.50 4.00 0.50 8.00 0.50 9.00
Of which against :
waEBSg - . - .. .. 0.50 0.75 0.50 0.75 0.50 0.75
F.P.

Calculation of Difference 1

Sum of Special categories of Bank Rate

Borrowings
ABRT .. .. .. .. .. 2.50 350 3.50
Borrowings agéinst REBS - .. .. e 0.75 0.75 0.75

Borrowings against FP .. .. .. - —

SUM .. .. .. .. .. , 3.25 4.25 4.25

Difference I equal total borrowings from ,
R. B. I. minus SUM .. .. .. .. 0.75 3.75 4.75

Calculation of Difference I1

SUM  Not applicable as NLR on 28-10-66 was less than 30 % 4.25 4.25

NLA on 17-3-1967 e .. ' 26.00 21.00
Total .. - .. .. .. 30.25 25.25

NLA Appropriate for 309 NLR .. .. : 31.50 31.50

Difference II equals 30% NLA minus

(SUM + actual NLA) .. .. . 1.25 6.25

Excess being the lower of Difference I and

Difference 1I .. . .. . 0.75 , 1.25 4.75

Penalty Rate for st week 9 per annum .. 10 10 V 10

Penalty Rate if this amount of excess bor-
rowing continues beyond first week & the
level of NLR remains unchanged .. .. 20 16 20
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DBOD. NO. Sch. 548/C. 96-67—April 13, 1967—All Scheduled Commercial Banks

We enclose, for your information, a copy of the Press Note on Trade Credit
12th April 1967 redit issued by us the

Press Note on Trade Credit -

The Reserve Bank has received several representations from trade and business interests to the
effect that the commercial banks have taken action to freeze with immediate effect unutilised credit
limits in respect of all trade accounts and also to reduce outstanding advances to the trade sector

as well as against shares. It has been represented to the Bank that this action has dislocated trade
activity. '

2. The Reserve Bank would like to clarify the position by stating that its recent communica-
tion to commercial banks drew attention to the requirements of the Directive issued on October
28, 1966, to the larger Indian and all foreign banks that at least 80 per cent of the increase in their
credit portfolios between the end of October 1966 and the end of April 1967 should be to industrial
borrowers and/or against import and export bills. Banks were also requested to exercise strict
control over unsecured advances as well as advances against all domestic commodities in short

supply and keep them to the minimum level required to meet the genulne needs of trade and in-
dustry. No fresh directive has been issued recently.

3, It was the Reserve Bank’s expectation that the banks would make the necessary adjust-
ments in their credit portfolios over the entire busy season commencing from the end of October
when the Directive was issued and ensure that the adjustments would be equitable as between
different customers. Several banks, however, after allowing their trade advances to grow at a
higher pace than warranted by the Directive, have now attempted to correct the situation by freezing
the limits for such advances at the level of actual outstandings as on a specified date. This has
had the effect of penalising customers who have not so far used their limits, while allowing those
who have made the maximum use of their limits to retain their advantage.

4. The Reserve Bank has discussed the matter with some leading banks and suggests that all
banks which have frozen their trade limits as above with reference to a specified date should instead
effect the necessary reduction by imposing a percentage cut in the sanctioned limits. Each bank is
expected to review its credit portfolio and, taking into account the probable utilisation of limits
and other relevant factors, decide what percentage reduction in limits is necessary, overall or to
individual sectors, to comply with the Reserve Bank’s directions. This may entail recalling of
advances where the actual outstandings are in excess of the reduced limits. The Reserve Bank
believes that action on these lines by banks should minimise the inconvenience to their trade custo-
mers, although, where banks have allowed such customers over the last few months more than their

proportionate share of credit in terms of the Reserve Bank’s Dlrectlve, some inconvenience may
become unavmdable

DBOD. NO. Sch. 576/C. 96-67—April 19, 1967

In exercise of the powers conferred by Section 21 of the Banking Regulation Act, 1949, the
Reserve Bank of India, being satisfied that it is necessary in the public interest so to do, hereby
directs that the directive DBOD. No. Sch. 1539/C. 96-66 dated October 28, 1966 as amended by
the directives DBOD. Nos. Sch. 1782/C. 96-66 dated December 24, 1966 and 341/C. 96-67 dated
March 13, 1967 shall be further amended in the following manner :— -

In the said directive, for the existing Explanation, the following Explanation shall be sub—
stituted namely:—
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*Explanation : For the purpose of this directive—

(1) ‘credit’ means all loans, advances and bills purchased and discounted ;

‘industrial concern’ means any concern engaged in the manufacture of goods or §hipping
or mining or the transport of passengers or goods by road or by water or by air or the
generation or distribution of electricity or any qther.form of power or providing cgld
storage facilities or construction or structural engineering or the cultlyatlon Or processing
* of the following crops, namely, tea, coffee, tobacco, rubber, cocoa, cashew, cardamom,
cinchona, arecanut, coconut, geranium and spices or any other processing activity ;

e

‘Qiabilities’ shall have the same meaning as given in clause (c) of the Explanation t(‘)_s'ub‘-

¥e) :
section (1) of Section 42 of the Reserve Bank of India Act, 1934 ; :
“processing activity” means any art or prbcess for prbducing, p'repafin.gbor making an
article by subjecting any material to a manual, mechanjcal, chemical., electrlcal.o¥ any other
like operation, and includes cotton ginning and pressing, oil cyushlng and milling, blend-
ing of tea, curing of tobacco, tanning of hides and skins, and milling of rice, dal or pulses ;

@

" (5) For the purpose of computation of credit against export or import bills—

(i) Advances against Trust Receipts for financing imports shall be treated as credit
against import bills provided the duration of such advances does not exceed 90 days ;

(i) Advances to textile mills or traders for financing cotton imports against trust
receipts or the security of the stocks of imported cotton shall be treated as credit against
import bills provided the duration of such advances does not exceed a period of 180

days;

(iif) Packing credit advances to merchant-exporters in Tespect of exports of any
commodity shall be treated as credit against export bills provided such credit is (a) given
in connection with a.firm export contract, and (b) is discharged by the negotiation of an

“export bill relating to the same transaction ;

(6) “in caIcuIatihg the increase in credit, advances to State Governments/their agencies for
‘ food procurements/storage/distribution will be excluded from the total of credit as on the
last Friday of October 1966 and as on the last Friday of April 1967

DBOD. NO. Sch. 642/C. 96-67—April 28, 1967—All Scheduled Commercial Banks

- Scheduled bank credit in the busy season just ending has increased (upto 14th April 1967)
by Rs. 435 crores. Although this is less than what was anticipated at the outset of the season , the
expansion has occurred against the background of the adverse turn in agricultural output. The
impact of import financing needs has been delayed and the indications presently are for a contin-
vance of a demand for credit largely arising out of import financing needs even beyond the conven-
tional end of the busy season. The Reserve Bank wishes to impress upon commercial banks that
they should seek to finance the possible continuing high level of credit demand from out of their own
resources as far as possible. However, to take into account any unforeseen difficulties, the facility
now available for borrowing under the Bill Market Scheme will be continued until June 30, 1967
as will also the facility of borrowing from the Reserve Bank in terms of the additional Bank,rate
tranche, referred to in para 3(ii) of the Governor’s letter DBOD. No. Sch. 1538/Gi 96-66 ; dated
28th October 1966. In view of the decision to terminate the Bill Market Scheme as well as of the
additional Banki rate refinance facility .on June 30, 1967, banks:should .aim; at bringing;about an
orderly reduction of their outstanding borrowings from the Reserve Bank. The Reserve Bank also
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advises banks to use their deposit accretion for meeting essential credit needs such as import financ-

inlg, for repaying their borrowings from the Reserve Bank and for adding to their investment port-
folio.

2. The Directive DBOD. No. Sch. 1539/C. 96-66 dated 28th October 1966 issued by the Reserve
Bank in respect of the distribution of credit expansion of the larger Indian and all foreign banks
will cease to operate as from 28th April 1967, but the Reserve Bank would like to impress upon
banks the importance of so conducting their credit operations as to abide by the spirit of that Direc-
tive even in the slack season months. In view of the likely pressure on prices that would develop
in the lean season for agricultural supplies, it is of utmost importance that banks should keep under
strict control and attempt to reduce wherever possible their advances against domestic commodi-
ties in short supply as well as their clean advances. The Reserve Bank is considering further mea-
sures to tighten credit in respect of such sensitive commodities of domestic origin as foodgrains,
cotton, oilseeds, vegetable oils, raw jute, sugar and gur which are in.short supply. Meanwhile,
banks should endeavour to reduce advances in these sectors even where selective credit controls
now operate to Ievels below those permissible under the existing selective credit control regulations.

3. The r.eduction of credit against seasonal commodities and of clean credit is necessary from
the point of view of exerting a salutary effect on prices in a period of reduced supplies. It would

also enable banks to meet the essential needs, mentioned in para 1 above, to the maximum extent
out of their own resources.

DBOD. No. Sch. 666/C. 96Z-67—May 3, 1967—All Scheduled Commercial Banks

GOVERNOR’S LETTER

In recent years there has been a rapid growth in the amount of guarantees executed by com-
mercial banks on behalf of their constituents. At the end of September 1965, such guarantecs
of the 21.large banks operating in India amounted to Rs. 412 crores or 60 per cent more thanin
September 1962. Of this, guarantees executed in favour of Government and other public authorities
in India amounted to Rs. 171 crores while guarantees to foreign sellers in respect of imports on
deferred payments basis accounted for Rs. 154 crores (a figure which would now need an upward
revision on account of devaluation). This growth in guarantee business has occurred both in
absolute terms and, more importantly, in relation to the growth of banks’ overall resources. The
oustanding guarantees in September 1965 of the 21 banks referred to above amounted to 17 per
cent of their deposit liabilities and, in respect of 18 Indian banks covered, to over five times the total
of their capital funds. The guarantees executed by banks comprise both performance guarantees

- and financial guarantees ; guarantees also show wide variety in terms of security, maturity and
purpose.

2. With a view to assessing the implications for the banking system of this increase in the
guarantee business and examining the need for regulation in this respect, I had appointed an In-
formal Advisory Committee, sometime ago, consisting of Sarvashri B. N. Adarkar (Deputy Gover-
nor, Reserve Bank of India), C. H. Bhabha (Vice-Chairman, Central Bank of India), R: N. Chettur
(Managing Director, State Bank of India), B. K. Dutt (Managing Director, United Bank of India),
T.D. Kansara (General Manager, Bank of India), K.M. Nanjappa (General Manager, Indian
Overseas Bank), R. L. Tuli (since replaced by S.C. Trikha, General Manager, Punjab National
Bank) and D. R. Joshi (since replaced by M. Narasimham, Deputy Economic Adviser, Reserv
Bank of India). This Committee has now submitted its unanimous Report to me. - :

- 3. The Committec has discussed the varicus types of guarantee business and.has provided
factual information on the growth of guarantees executed by commercial banks with deta'ils re-
garding purpose, maturity, security and the rates charged. The Committee refers to the circum-
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stances that have led to the increasing magnitude of guarantecs, namely, the growth of investment
activity, the growing volume of Governments’ commercial transactions, the larger r.ole of the public
sector in infrastructural investment and expansion of industrial capacity with imported machi-
nery obtained on the basis of suppliers’ credit. The Committee is of the opinion that as an im-
portant criterion for judging the soundness of a banking institution is the size and character, not
only of its assets portfolio but also of its contingent liability commitments, it is necessary to evolve
guidelines on the extent to which banks may, with due regard to the safety of their depositors’ in-
terests, undertake this business. The guidelines, according to the Committee, should take into
account the varying degrees of risk in guarantee business and provide for a measure of selectivity.
The guidelines have, therefore, been evolved by the Committee with reference to the purpose of the
guarantee, the period of maturity, the security offered and the distribution of risk. The Reserve
Bank has accepted the Committee’s suggestions and enjoins on commercial banks that they should
follow the guidelines suggested by the Committee in the conduct of their guarantee business. The

guidelines are indicated below :

4.() As regards the purpose of the guarantee, commercial banks should, as a general rule,
limit themsclves to the provision of financial guarantees and exercisc due caution with regard to

their performance guarantee business.

(ii) As regards maturity, as a rule, it would be advisable for banks to guarantee shorter matu-
rities and leave longer maturities to be guaranteed by other institutions. No bank guarantee

should normally have a maturity of more than 10 years.

(iii) As regards security, banks should limit their commitments by way of unsecured guarantees
in such manner that 20 per cent of a bank’s outstanding unsecured guarantees plus the total of its
outstanding unsecured advances should not exceed 15 per cent of its total outstanding advances.
Banks are expected to conform to this norm within a period of twelve months.

(iv) For the purpose of conforming to the above norm, guarantees covered by counter-
gparantees of the Central Government and the State Governments, public sector financial institu-
tions and insurance companies will be regarded as secured guarantees ; however, in respect of
deferred payment guarantees banks are advised that such guarantees should be backed by adaquate
tangible security or by counter-guarantees of the Central Government or the State Governments
or public sector financial institutions, or by counter-guarantees of insurance companies or other
banks provided the counter-guarantees of insurance companies and banks are themselves backed
by adequate tangible security. In exceptional cases, banks may give deferred payment guarantees
on an unsecured basis for modest amounts to first class customers who have entered into deferred
payment arrangements in consonance with Government policy, but such unsecured guarantees
should be accommodated within the limits suggested in paragraph 4(iii) above.

_ (v),' As regards the total volume of guarantec business of individual banks, each bank should
50 re.str!ct its credit and/or guarantee commitments as to allow sufficient scope for a contingent
fise 1n its credit-deposit ratio to take place without impairment of its liquidity. The Reserve
gggk will review individual bank’s performance in this regard in the coursc of its annual inspec-

d'(VI) Banks should, as a rule, avoid giving unsecured guarantees in large amounts and for
medium and long terms and should avoid undue concentration of guarantee commitments to
particular groups of customers and/or trades. ’

) (vut))l Unsecure‘:d guarantees on account of any individual constituent should be limited to a
e;ﬂa(som.x le_ proportxon.of a bank’s total unsecurcd guarantees. Guarantees executed on behalf
ol any individual constituent should bear a reasonable proportion to the constituent’s cquity.
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5. The Reserve Bank believes that if commercial banks follow the broad guidelines set out
above, they will be able to continue rendering this valuable service to Indian trade and industry
without incurring undue risks in regard to the safety or liquidity of their funds. It is essential
that banks, like all other agencies concerned, should realise that guarantecs contain inherent risks
and that it would not be in their interest or in the public interest generally, to encourage parties to

over-extend their commitments and embark upon enterprises solely relying on the easy availability
of guarantee facilities.

DBOD. No. Sch. 914/C. 96-67—June 15, 1967

In exercise of the powers conferred by section 21 of the Banking Regulation Act, 1949, the
Reserve Bank of India being satisfied that it is necessary in the public interest so to do, hereby

directs that its directive DBO. No. Sch. 216/C. 96-65 dated the 17th February 1965 shall be amended
with effect from the 15th June 1967 as follows :—

In the said directive, before the Explanation, the following proviso shall be inserted,
namely:

“Provided that where under the terms and conditions relating to any such credit
facility, the scheduled bank is entitled in case of default, to charge additional or penal
interest over and above the normal rate chargeable if no default had been committed,
the scheduled bank may charge such additional or penal interest for the period of default

notwithstanding that thereby the rate of interest actually charged exceeds 10 per cent
per annum.” - -

DBOD. No. Sch. 983/C, 96-67—June 27, 1967—All Scheduled Commercial Banks

The Reserve Bank of India has received representations from several companies engaged in
providing hire purchase finance for commercial vehicles, and associations of such companies,
that as a result of the Reserve Bank’s Directive DBOD. No. Sch. 1539/C. 96-66 dated October
28, 1966, banks have been restricting their credit fucilities to such companies. Apart from the fact
that the aforesaid Directive, whereby not less than 809 of the credit expansion during the busy~
season was required to be allocated to industry and the financing of import/export bills is no longer
applicable, the Reserve Bank is of the view that provision of adequate credit facilities to hire pur-
chase companies would help the offtake of commercial vehicles and thereby assist the motor vehicle
manufacturing industry which is currently in a state of recession, besides promoting the develop-
ment of the transport industry. The scheduled banks are accordingly advised that requests for
credit facilities from hire purchase companies for financing sales of commercial vehicles should not

be treated as of lower priority than those from manufacturing industry, provided such requests are
found satisfactory by the usual banking criteria. ”

DBOD. No. Sch. 1069/C. 96Z-67—July 11, 1967—All Scheduled Commercial Banks

Please refer to the Governor's circular letter to scheduled commercial banks Ref. DBOD.
No. Sch. 666/ C. 96Z-67 dated May 3, 1967.

2. On a further consideration of the matter, the Reserve Bank would like to modify slightly
the guidelines contained in paragraph 4(iv) of the above letter so that counter-guarantees by com-
mercial banks which themselves are backed by adequate tangible securities will be treated as secured
guarantees not only for purposes of deferred payment guarantees but in respect of all guarantees.

3. Further, the guideline contained in pargraph 4(vi) may be amended to read as follows:—
‘(vi) Banks should, as a rule, avoid giving unsecured guarantees in large amounts and for
medium and long-terms and should avoid undue concentration of such unsecured guarantee
commitments to particular groups of customers and/or trades.’
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DBOD. No. Sch. 1236/C. 96-67—August 9, 1967—All Scheduled Commercial Banks
GOVERNOR’S LETTER

- At a meeting which I had with the Chairmen and/or Chief Executives of the larger Indian and
foreign banks on July 31, 1967, I indicated to them the need for scheduled commercial banks en-
larging their assistance to priority scctors like agriculture, exports, small industries and, in the
context of the current recessionary trends, to the domestic engineering industries, especially those
having export potentialities. To this end, I mentioned that the Reserve Bank of India and the
Industrial Development Bank of India would introduce certain measures to facilitate an increase
in the flow of commercial bank credit at lower rates of interest to these sectors. I enclose a
Memorandum which sets out the measures which the Reserve Bank is now bringing into effect.
A separate communication will follow regarding the steps to be taken by the Industrial Develop-

ment Bank of India.

2. The point had been raised at the meeting referred to above that during the slack season
banks would find it more advantageous to use their own resources, currently earning less than the
rate at which refinance is proposed to be offered by the Reserve Bank, to finance the sectors men-
tioned above rather than have recourse to the Reserve Bank. I had indicated that banks could
approach the Reserve Bank for accommodation whenever they felt the need for such assistance in
relation to their credit operations in respect of these sectors, but since the prime object of the Bank
is to bring about a reduction in the level of interest rates charged to the sectors mentioned in para-
graph 1 to the levels indicated in the Memorandum attached, the Bank believes that ceiling rates
in respect of advances to these sectors should be observed by banks irrespective of whether or not
banks seek refinance from the Reserve Bank in respect of any of these classes of transactions on the
concessional terms indicated above.

3. The question of relief in respect of the net liquidity ratio had also been raised at the meeting
referred to above as it was felt that lending to the sectors mentioned above at the rates suggested
(and indicated in the Memorandum attached) would mean banks working on low differential mar-
gins and that the impact of making such advances even though refinanced at the rates indicated
would otherwise be to lower banks’ net liquidity ratio. It has been decided that for the purpose
of computing the net liquidity ratio, the increase in a bank’s advances to each of the sectors men-
tioned in the preceding paragraphs and those in respect of small-scale industry which are guaranteed
by the Credit Guarantee Organisation over the average of such advances during the period July
to October 1966 inclusive (for the slack season) and November 1966 to April 1967 inclusive (for
the busy season) will not be taken into account. Whether a bank has any borrowing from the
Reserve Bank outstanding or not, the rate at which it can borrow from the Bank will be determined
as if an equivalent amount of advances had not been made. In view of the relief now being afforded
in respect of the computation of the net liquidity ratio, banks should have no resource .constraint
in enlarging considerably the volume of their assistance to the sectors for which the concessional
refinance terms are being offered.

4. As already indicated by me at the meeting, it has also been decided to exclude from the
application of the norm (referred to in the Bank’s letter DBOD. No. Sch. 666/C. 96Z-67 dated
May_ 3, 1967) relating to the total of unsecured guarantees and unsecured advances; (i) packing
crefht advances, (i) Export D/A bill advances, (iii) advances in respect of machinery supply bills
which have been accepted by the purchaser’s bank, (iv) advances to finance, on hire purchase or
deferred payment tasis, sales of machinery/equipment for agriculture, dairying or fisheries as well
as of trucks/commercial vehicles and (v) advances granted to exporters against their deferred re-
ceivables by way of cash subsidies, excise duty drawbacks, etc. Further modifications in the policy
towards unsecured advances will be announced when the Working Group now examining this
question has made its recommendations. '
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5. A number of points relating to the distribution of banks’ advances were also clarified at
the meeting on July 31, 1967. It was made clear that the Directive issued last October requiring
that not less than 80 per cent of the incremental advances in the busy season should be to industry
and against export/import bills was no longer in force and should not be invoked to restrict credit
to any sector. As regards the current slack season, while banks should continue to effect a sizeable
reduction in their credit against seasonal commodities in short supply, the advice contained in the
Bank’s letters to the larger banks in this regard need not apply to advances against raw jute whether
to mills or trade in view of the larger market arrivals of the new crop.  Similarly, advances against
sugar to mills and to the I.S.M.A.’s Export Division need not be subject to reduction beyond what

is indicated by the releases ordered by Government. Advances against gur, however, need to be
drastically curtailed. :

6. In the face of a slowing down in the rate of deposit accretion and the emergence of heavy
credit demands on the banking system, it is necessary to have purposive planning of credit expan-
sion. Banks should keep in close touch with the Reserve Bank regarding their credit plans both
for the busy season and for the near future. Such contacts could also help to draw attention to
cases where genuine productive activity may be hampered by lack of adequate credit.

7. I would like to take this opportunity of impressing upon banks once again the need to
increase their assistance either directly or indircctly to the agricultural sector for production, mar-
keting and development. It is proposed to discuss, in greater detail, with representatives of com-
mercial banks the manner in which they could enlarge their assistance to the agricultural sector.

MEMORANDUM

The Reserve Bank is reintroducing with immediate effect the facilities of the Bill Marke:t Scheme
under Section 17(4) (c) of the Reserve Bank of India Act ; the Scheme for the present will be res-
tricted to the refinancing of credit granted to the sectors mentioned in the following paragraphs.

2. The Reserve Bank will be prepared to provide refinance, irrespective of a bank’s net liqui-
dity ratio, at a preferential rate of 4% % per annum in respect of packing credit advances made by
scheduled commercial banks to exporters of engineering and metallurgical products. This fapility
which will be available in respect of both manufacturer-exporters and merchant-exporters, will be
subject to the following conditions :—

(@) The bank’s advance will carry a rate of interest not exceeding 69, per annum.

(b) There should be a firm export order or a letter of credit in favour of the dom?stic.exporter.
However, in special cases and to take into account traditional trading practices in r’esp;ct
of certain export commodities, the Reserve Bank will be pr?pared, on a representation
being made to it, to waive this requirement. Such waiver will be considered at the time
of approving the bill limits in respect of these transactions. : ‘

(¢) The bills to be lodged with the Reserve Bank in respect o_f such pac}dng credit advance
should not be of more than 90 days’ maturity. However, in appropriate cases, the Bank
will be prepared to make one more fresh advance against a fresh set of bills.

3. The Reserve Bank will be prepared also to provide refinance, irrespective of a bank’s net
liquidity ratio, at Bank rate in respect of packing credit advances made by sghedu}qd com‘merm.al
Jbanks to exporters of products other than engineering and metallurgical. This facility, which will
be available in respect of both manufacturer-exporters and merchant-exporters, will be subject to
the following conditions :—

(a) The bank’s advance will carry a rate of interest not exceeding 8% per annum.
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(b) There should be a firm export order or a letter of credit in favour of the dom.estic'cxportcr.
However, in special cases and to take into account traditional trading practices in respect
of certain export commoditics, the Reserve Bank will be prepared, on a representation
being made to it, to waive this requirement. Such waiver will be considered at the time

of approving the bill limits in respect of these transactions.

(¢) The period of the packing credit advance to the exporter should not e.xceed.90 days prior
to shipment in respect of any single transaction for which refinance is availed of.

4. Refinance will also be available to scheduled commercial banks, irrespective of their net
liquidity ratio, at Bank rate under Section 17 (3A) of the Reserve Bank of India Act in respect of
post—shipment export bills denominated in currencies other than. Indian rupees and they will be
expected to lend to their customers at a rate not exceeding 8 9, per annum.

5. The Rupec Export Bill scheme will continue to operate as at present.

DBOD. No. B.M. 388/C. 297A-67—August 16, 1967—All eligible Scheduled Commercial Banks.
Extension of the Bill Market Scheme for refinancing packing credit advances relating to exports

Please refer to Governor’s letter No. Sch. 1236/C. 96-67 dated the 9th August 1967. As stated
thercin, we are re-introducing with immediate effect, the facilities under the Bill Market Scheme,
for refinancing of credit granted by the eligible scheduled commercial banks in respect of packing
credit advances to exporters of enginecring and metallurgical products and other products. For
availing of the facilitics, it would be necessary for the banks to grant advances under a separate
account cach for packing credit advances for export of engineering and metallurgical products
and for export of other products, and to convert such advances into eligible usance promissory
notes as is being done in other cases under the Bill Market Scheme. These promissory notes will
be accepted as security by the Reserve Bank for advances at the concessional rates i.e., 44 per cent
per annum in respect of the packing credit advances made by scheduled commercial banks to ex-
porters of englpeering and metallurgical products and at the Bank Rate in respect of packing credit
advances relating to products other than engineering and metallurgical. The procedure to be
followed by banks will be the same as already in force under the Bill Market Scheme but certain
additional requirements as detailed in the Annexure will have to be complied with.

2. We shall be glad to furnish any clarification you may require in the matter.

ANNEXURE
PROCEDURE AND REQUIREMENTS
(i) Packing credits for export of engineering and metallurgical products
(i) Packing credits for export of other products

. 1. Applications for availing of refinance facility from the Reserve Bank of India should be
in the usual form as in the case of other advances under the Bill Market Scheme and should be
made to the office of the Reserve Bank of India, where the bank is maintaining its principal account.
The bank will, no doubt, as in other cases, ensure that the party concerned is creditworthy and
that his signature on the usance promissory note could be considered as ‘good’ and also that safe-
guards are taken to effectively secure the advances/loans. ’

2. The usance promissory notes must be supported by consideration and it should also be
ensured by the bank that its borrowings from the Reserve Bank against the usance. promissory
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notes are not in excess of the dues owed to it from tj i
v me to time by cq ; i
the relative account/s, e by cach of the makers thereof in

3. Th‘f bank, ‘fVlShmg to avail itself of refinance facility in respect of its advances under the
two categories mentioned a})ove would have to exccute a demand promissory note separately for
its anticipated total borrowings under each head and. for this purpose, it should advise us a limit
based on the average outstandings during a period of one year separately in respect of advances
falling under each of the two categories. It should also furnish a consent letter as in the form en-

closed, duly signed by the officials authorised to execute loan d t i
ey goned ! n documents for borrowings under the

4. It should be ensured by the bank that the total outstanding borrowings in respect of re-

ﬁqance obtained under each of the two categorics are fully covered by the value of the usance pro-
missory notes.

5. A bz%nk can avail itself of refinance facility from the Reserve Bank in respect of finance
provided by it by way of packing credit subject to the following conditions :

(a) The packing credit facility should be granted to bonafide exporters.

(b) The credit should be granted on the strength of letters of credit established by the banks
of standing abroad in favour of local exporters or a firm export order. However, in spe-
cial cases and to take into account traditional trading practices in respect of certain export
commodities, the Reserve Bank will be prepared, on a representation being made to it,
to waive this condition. A request for such waiver should be made by the bank at the

time of applying for the bill limits in respect of thesc transactions, giving reasons in support
of the request. '

(¢) The bank should ensure that the relevant sale contracis and/or the refative letters of credit
are lodged with it.

(d) The usance promissory notes should have a maturity of not more than 90 days. How-

ever, in appropriate cases, the Reserve Bank will be prepared to make one more fresh
advance against a fresh set of bills.

- () The bank should certify at the time of lodgement of the usance promissory notes with

‘ the Reserve Bank that the relative advances have been made to the parties concerned

for financing packing credit for the purpose of exports, that it holds the necessary docu~

ments and that it will continue to comply with the prescribed requirements until the ad-

- vance taken from the Reserve Bank is repaid. If the export relates to engineering and
metallurgical products, the certificate should specifically state so. :

(f) The outstandings in the accounts should be extinguished by negotiation of the relative
export bills. Where the borrower is unable to entinguish his liability to the bank by the
duc date, by tender of export bills of sufficient value, the bank should intimate all the
facts of the case to the Reserve Bank. In such cases, interest on the shortfall (i.e., the
amount not covered by tender of export bills) will be charged not at the concessional rates
but at such rates as may be applicable for the borrowings of the bank other than those
financed by the Reserve Bank at the concessional rates. However, in special cases_apd
to take into account traditional trading practices in respect of certain export c'omm_odltxeg
the Reserve Bank will be prepared, on a representation being made to it, to waive this
condition. A request for such waiver should be made by the bank at the time of ap-

plying for the bill limits in respect of these transactions, giving rcasons in.support of the
reqjuest. . s
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(g) Bcfore availing itself of refinance facilities from the Reserv§ Bzimk, the bank_concerned
will communicate its agreement in writing to the effect that it will npt charge interest ex-
ceeding 6 per cent per annum on all packing credit advances relating to export of engi-
neering and metallurgical products and 8 per cent per annum on those relating to export

of other products.

Enclosure :

To
The Manager Name of the Bank =———

Reserve Bank of India

(Place)
(Date)

Dear Sir,

Advances under section 17(4) (c) of the Reserve Bank of India Act,
1934—Bill Market Scheme

Please refer to your Central Office Circular letter DBOD. No. B. M. 388/C. 297A-67 dated
the 16th August 1967. We agree to abide by your requirements stated therein. We further agree
that notwithstanding your granting to our bank under section 17(4) (c) of the Reserve Bank of India
Act, 1934, advances against the security of bills mentioned in your above letter only through a
separate loan account opened in our bank’s name for that purpose, the loan documents already
executed or which may be executed hereafter on behalf of our bank in respect of the loan account
relating to other advances under the said section in terms of the Bill Market Scheme will also hold
good for the amount due from our bank from time to time in the aforesaid separate loan account
as though the balances in that account had arisen out of advances made through the existing loan
account, except that the references in the said loan documents to the rate of interest payable by
us on the amounts due by us shall, in relation to advances through the separate loan account re-
ferred to above, be construed as references to the Bank Rate* for the time being in force. We
also agree to execute such further or other documents which you may consider necessary to eflec-

tively apply the said loan documents to the separate loan account.
Yours faithfully,

Note :— In the case of refinance against packing credit advances to exporters of engineering
and metallurgical products, the words ‘‘the Bank Rate for the time being in force” will be substi-

tuted by “41% p. a.”

DBOD. No. B. M. 390/C. 297 (K)-67—August 16, 1967. All eligible scheduled commercial
banks which are authorised dealers in foreign exchange. Export Bills Credit Scheme

Please refer to paragraphs 4 and 5 of the Memorandum attached to Governor’s letter dated
the 9th August 1967. As set out therein, apart from continuing the Rupee Export Bills Credit
Scheme, the Reserve Bank will now make available to eligible scheduled commercial banks which
are authorised dealers in foreign exchange, irrespective of their net liquidity ratio, refinance at the
Bank Rate under section 17(3A) of the Reserve Bank of India Act in respect of post-shipment ex-
port bills denominated in currencies other than Indian rupees. The banks will have to obtain
suitable limits from the Reserve Bank as at present. The procedure for applying for limits and
for borrowing from the Reserve Bank under the Export Bills Credit Scheme will continue to be as
at present. However, a bank availing itself of the facility under the Export Bills Credit Scheme
in respect of bills in currencies other than Indian rupees will have to communicate its agreement
in writing to the Reserve Bank that it shall not charge interest/commission/discount exceeding 8

per cent per annum on such bills.
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DBOD. No. Sch. 1288/C. 96Z-67.—August 17, 1967, "All foreign banks in India,

Please vrefe; to the Governor’s circular letter DBOD. No. Sch. 666/C. 96Z-67 dated May 3,
1967 to all scheduled commercial banks.

2. It has been decided that guarantees issued by the branches of foreign banks in India on

pehalf of their I—_I_efad Offices may not be taken into account for the purpose of the norm suggested
in paragraph 4(iii) of the above letter.

DBOD. No. Sch, 1296/C. 96Z-67.—August 21, 1967. All Scheduled Commercial Banks.—Bank:
Guarantees

Please refer to- the Governor’s circular letter DBOD. No. Sch. 666/C. 96Z-67 dated the 3rd .
May 1967. ‘

2. It has been decided -that a guarantee counter-guaranteed by another bank need not be
taken into account for the purpose of the norm of 15 per cent suggested in sub-paragraph (iii) of
paragraph 4 of the above letter. It may be recalled that in this sub-paragraph, banks were advised
to limit their commitments by way of unsecured guarantees in such a manner that 20 per cent of a
bank’s outstanding unsecured guarantees plus the total of its outstanding unsecured advances
should not exceed 15 per cent of its total outstanding advances.

DBOD. No. Sch. 1385/C. 96-67.—September 9, 1967.  All Scheduled Commercial Banks.—Net
Liquidity Ratio

Please refer to paragraph 3 of Governor’s circular letter DBOD. No. Sch. 1236/C. 96-67 dated
the 9th August 1967 in which it was indicated that for the purpose of computing the net liquidity
ratio, the increase in a bank’s advances to the priority sectors, viz., agriculture, exports and to those
in respect of small-scale industries which are guaranteed by the Credit Guarantee Organisation,
over the average of such advances during the period July to October 1966 (for the slack season)
and November 1966 to April 1967 (for the busy season) will not be taken into account. 1In order
to have.a bench mark data for the purpose, it has been decided that the average of the advances
referred to above should be calculated with reference to the outstanding figures of the advances to
these sectors (except advances to agriculture in respect of which a separate advice .will be sent) as
on the last Friday of every month during the above periods. We shall, therefore, be glad if you
will kindly forward to the concerned office of the Reserve Bank of India, as in the. attached form,.
the figures of your bank accordingly in respect of exports and advances to small scale industries
which: are guaranteed- by the Credit Guarantee Organisation.

2. As regards the current data required for the purpose of calculating the increase in the
bank?s advances-to the priority sectors (except agriculture), the banks are requested to furnish the
figures of outstanding advances to each of the categories, under these sectors, as on each Friday,

along with the weekly statement -submitted by them under section 42(2) of the Reserve Bank fo
India Act; 1934, , .

3. The question of relief in respect of the net liquidity ratio on account of increases in ad-
vances to “agriculture” is being examined and you will be advised in the matter in due course.
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: ;DBOD. No. B. M. 485/C. 297A-67—October ‘19, 1967—All scheduied commercial banks—Q
Advances to scheduled banks under Section 17(4) (¢) of the Reserve Bank of India Act, 1934—Re-

finance against packing credit advances

- Please refer to the Governor’s circular letter DBOD. No. Sch. 1236/C. 96-67 dated the Sth
August 1967. It was indicated therein that the banks should charge a rate of interest not exceeding
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6% p-a.’in respect: of packing credit advances relating to metallurgical and engineering products
and not exceeding 8. in respect of packing credit advances relating to other products. It was also
indicated that these ceilings should be applied irrespective of whether or not a bank sought re-
finance from the Reserve Bank. "Some banks have enquired as to the date from which the above
ceiling rates. would be applicable. We, therefore, clarify the position as follows :

- ()) For all packing credit advances granted on or before the 9th August 1967 by way of fixed
loans, the rates of interest already agreed to between the bank and the borrowers may
continue to be charged till the relative loans are adjusted. Similarly, in cases where a:
cash credit or over-draft limit was sanctioned on or before the 9th August 1967 in order
to finance a ‘specific export transaction the agreed rate of interest may continue to be
charged in the account even on drawings allowed after the 9th August 1967 till the out-

standing balance is adjusted by negotiation of export bills on completion of the relevant
export transaction. . : .

(if) - If on the other hand, a general limit (not.related to specific export transactions) was sanc-
.. tioned on or before the 9th August 1967 and the intention was that packing credit ad-
vances would be granted up to a maximum of the amount of the aforesaid limit, the rates
of interest for packing credit advances granted/drawings allowed after the 9th August
- 11967 should not exceed the ceilings indicated in the Governor’s circular dated. the 9th

- August 1967. o

(iif) Subject to what is stated in item (/) above, interest on all packing credit advances made
. :or packing credit limits sanctioned after the 9th August 1967 should not exceed the re-
levant ceiling indicated in the Governor’s circular.

2. It is noticed that some of the banks have not yet brought their rates of interest in line with
those indicated in the Governor’s letter referred to above. We shall, therefore, be glad if you will
please issue appropriate instructions to all your branches, if this has not already been done, and
confirm that the relevant rates have been brought within the stipulated limits. If a higher rate
has been charged in any case after the 9th August 1967, where a lower rate should have been charged,

we would suggest that the excess interest charged be refunded to the party concerned.

bBOD. No. Séﬁ. 1671/C. 96-67—November 2, 1967. "All Scheduled Commercial Baﬁks‘

 GOVERNOR’S LETTER

I have had occasion earlier this week to discuss with the Chairmen and Chief Executives of
the larger Indian and foreign banks the prospective credit situation in the next few months.. The
expansion in agricultural output and the expected recovery in industrial production is likely to
create a larger demand for credit compared to last year.. The stepping up of official procurement
and allied operations in foodgrains is also expected to increase credit requirements over and above
normal seasonal needs. - ‘ a -

2. The experience in the last busy season indicated that although a high target.of credit ex-
pansion was adopted and banks were assured of an additional Bank Rate tranche, the actual credit
expansion was much smaller and a substantial portion of the additional Bank Rate tranche re-
mained unutilised, while many sectors engaged in productive activity complained of inadequacy
of bank finance. I have, therefore, felt that instead of making a pro rata allocation of additional
Bank Rate finance on the basis of estimates which have been prepared for the banking system as a
whole, banks may be given a qualitative, rather than a quantitative indication of the additional
refinance which would be available to them. For the current busy scason, therefore, such refinance
will be provided to banks on a selective basis related to their credit to certain preferred sectors.



68 REPORT ON THE TREND AND PROGRESS OF BANKING IN INDIA, 1967
The need for a selective approach is reinforced by the consideration that despite .the increase in
production and the expectation that the upward trend in prices would be halted, if nqt reversed,
the actual experience in recent weeks does not give room for complacency so as to _per;mt a general
rather than a selective expansion of credit. Some measures of selective liberalisation were an-

- nounced by the Reserve Bank of India and the Industrial Development Bank of India last August
and September. At the meeting referred to above, I indicated that over and above these' measures,
the Reserve Bank would be prepared to provide Bank Rate refinance for certain additional cate-
gories of preferred credit and to adopt certain other measures to ease the pressure on banks’ re-

sources as outlined in the following paragraphs.

3. The Reserve Bank has discussed with representative interests the programme of food pro-
curement operations and its likely impact in terms of credit requirements from the banking system.
In the light of these discussions and on an assessment of banks’ liquidity positions, the Reserve
Bank has decided that advances for the purpose of foodgrains procurement/distribution/storage
to the State Governments/their agencies/Food Corporation of India would be eligible for refinance
at Bank Rate.,” Further, the entire increase in such refinance over the level of October 27, 1967
will be excluded from the total of borrowings from the Reserve Bank for purposes of computing

the Net Liquidity Ratio of banks.

. 4.1 had appointed sometime ago a Working Group under the Chairmanship of Prof. D. G.
Karve to examine the availability of adequate credit for distribution of agricultural inputs. The
Report of the Working Group has now become available and taking into account the recommenda-
tions of the Working Group relevant to credit policy for the current year, the Reserve Bank has
decided to provide Bank Rate refinance in respect of credit extended by scheduled commercial
banks for financing the distribution of chemical fertilisers and pesticides, including credit extended
to manufacturers of these products for financing their sales. For purposes of computing the Net
Liquidity Ratio of banks, such refinance will be treated on par with that provided for foodgrains

procurement. ,

5. Refinance in respect of credit for foodgrains procurement and allied operations as well
as for distribution of fertilisers and pesticides can be availed of by scheduled banks in terms of the
procedures obtaining under the Bill Market Scheme. The facilities of the Scheme have been re-

introduced from November 1, 1967.

6. The Reserve Bank recognises that individual banks may be exposed to severe strain on
their liquidity as a result of their clients having to make large tax payments at particular times of
the year or arising out of a bunching of imports of raw cotton, soyabean oil, maize starch, etc. To
meet this problem the Reserve Bank would be prepared to extend Bank Rate refinance for limited
periods in cases where the Bank is satisfied about the need for such assistance.

7.. Such discretionary accommodation would also be available in respect of genuine financial
difficulties in aiding production. Scheduled commercial banks are requested to send a statement
at the end of each month to the Reserve Bank of loans/advances which they are not in a position
to sanction owing to paucity of resources although in their judgement the borrowers satisfy the usual
banking criteria and genuinely need the loans/advances applied for, for the purposes stated. Se-
parate data on such loan applications from manufacturing industry, both big and small, as well
as from agricultural borrowers may be furnished so that the Reserve Bank could take a view as
to what special arrangements, if any, would be needed to satisfy genuine credit needs. The Reserve
Bank is anxious that production should on no account be impeded for want of adequate credit.
In giving its assistance for such purposes, however, the Bank will take into account the scheduled
commercial bank’s own deposit resources, the pattern of deployment of its own funds and in parti-
cular the magnitude of its lending to preferred sectors like exports, agriculture, small industries
etc. Considering that, even for their own use, banks should have at any time an upto date picture
of their lending operations, I would suggest that they may make arrangements, where such arrange-
ments do not already exist, to prepare a monthly consolidated statement showing the sector-wise
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and security-wise distribution of the new and increased limits granted by them since the commence-
ment of the busy season.

_ 8. 'The above facilities for refinance at Bank Rate in place of the additional Bank Rate tranche
available last year should enable the banking system to operate with greater flexibility. As regards

thef slsistem governing the application of higher interest rate, the Reserve Bank has liberalised it
as follows :—

B:ank_s ‘would be entitled to obtain Bank Rate refinance in respect of the full excess of their
Net quulqlty Ratio over the basic minimum of 30 per cent in addition to such Bank Rate refinance
as tl}ey might get under the special schemes. In other words, any borrowing under the packing
credit sgheme ctc. would not lead to the application of a rate higher than Bank Rate in respect of
borrowmg agamst approved securities or bills under the Bill Market Scheme if the reduction in
the Net Liquidity Ratio below 30 per cent arises out of the increase in the packing credit and other
speglal refinance schemes. Further, if a bank exceeds its Bank Rate entitlement for temporary
periods Z.e., upto maximum of one week, no higher rate will be charged. If, however, the excess
borrowing continues beyond a week, a higher rate not less than 8 per cent, will begin to apply based
on t'he Net Liquidity Ratio. The higher rate would be charged only in respect of the excess bor-
rowings over the Bank Rate entitlement and not on the entire amount of refinance. The manner

of computing the higher rates will be explained in a separate communication from the Department
of Banking Operations and Development.

9. The Reserve Bank had appointed some time ago a Working Group to go into the question
of categorisation of unsecured advances and the application of norms relating to such advances
as well as on the treatment of share advances. The Working Group has indicated that many types
of unsecured advances are made for productive purposes. The Reserve Bank has accepted the
major recommendations of the Working Group in this regard and has decided that for purposes of
credit policy and the application of norms relating to unsecured advances as specified in the Reserve
Bank’s letter No. DBOD. Sch. 666/C. 96Z-67 dated May 3, 1967, that several specified categories
of advances now classified as unsecured advances may be excluded from the total of unsecured
advances. A detailed communication to banks in this regard will follow separately. The exclu-
sion of certain categories of advances for purpose of credit regulation and the application of norms

should give banks additional flexibility in extending unsecured credit for production, trade and
exports. .

10. In the field of selective controls the Reserve Bank has decided to introduce margin res-
trictions in respect of advances against indigenous raw cotton while continuing the present ceiling
restrictions on such advances. It is proposed to prescribe a minimum margin of 25 per cent in
respect of the advances to manufacturing units against indigenous raw cotton and 35 per cent in
respect of advances to trade.. To facilitate the movement of raw cotton, advances against D. D.
Bills will be exempted from ceiling and margin restrictions. Banks will be given a certain latitude
in choosing the base period for the purpose of determining the credit - ceiling in order.to relieve
difficulties arising from the early arrival of the cotton crop in some areas. In respect of advances
against gur, a ceiling of 70 per cent of last year’s outstanding level is being imposed while minimum
margins of 50 per cent are being prescribed. Advances against sugar, so far as trading stocks are
concerned, will continue to be subject to a minimum margin of 45 per cent. The credit restrictions
on advances against vegetable oilseeds and oils are being relaxed in favour of solvent extraction
plants with a view to promoting exports of their products. The Reserve Bank has received repre-
sentations from time to time that in conforming to the requirements relating to ceiling restrictions,
banks enforce a cut on a pro rata basis on their individual customers in all areas regardless of the
sitvation in. different areas and the needs. of different classes of customers. The Reserve Bank
would like to clarify that to ensure compliance with the directives, it would be adequate if the over-
all ceilings are observed and that within these ceilings, banks remain free to allocate credit as bet-
ween different customers on individual merits. Detailed letters in regard to changes in selective
credit controls are being issued to banks separately. '
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11. The liberalised refinance now available should meet in substantial measure the expected
increase in credit demand in the next few months and banks therefore sh.o.uld be .ablq to meet all
genuine needs for production. It is, however, proposed to review the position taking into account

any new developments that might take place and I propose to have anotper meeting with the larger
Indian and foreign banks in the latter half of January 1968. Mean'whll.e, banks may proceed on
the assumption that refinance facilities now available would be maintained throughout the busy

season and plan their operations accordingly. :

~ DBOD. No. Sch. 1693/C. 96S-67—November 8, 1967.—All Scheduled Commercial Banks

The Reserve Bank of India has been considering for some time the question.of definition and
classification of unsecured advances in view of the differences in practices of various banks in this
regard. Accordingly, in July 1967 the Governor of the Reserve Bank constituted a Working Group
to look into this question and to cvolve uniform concepts in the matter of unsecured advances with
particular reference to the present regulations governing unsecured advances.

2. The Working Group has recommended that for the purposes of the norms relating to
unsecured advances and guarantees, certain types of unsecured advances may be excluded from
the total of unsecured advances. After a careful consideration of the Working Group’s recom-
mendations, the Reserve Bank of India has decided that while applying the norms relating to un-
secured advances and guarantees indicated in the Bank’s letter DBOD. No. Sch. 666/C. 96Z-67
dated May 3, 1967 the following types of unsecured advances should be excluded from the total

of unsecured advances.
(/) Advances backed by guarantees of the Central Government, State Governments, public
sector financial institutions, insurance companies, banks and, in respect of credit to small

-industries, the Credit Guarantee Organisation. However, guarantees furnished by in-
‘surance companies in connection with deferred payment arrangements should them-

selves be backed by adequate tangible security.

(7)) Advances against supply bills drawn on the Central Government and State Governments,
which are accompanied by duly authorised inspection notes and provided the bank holds
an irrevocable power of attorney registered with the concerned authorities. ~

_(iii) Advances in the form of packing credits for exports.
(iv) Advances against trust receipts.
.'.(v) . Advancés against Export D/A bills.
| (vi) Advances against inland D/A bills drawn under letters of credit.
(vii) Advances againét‘bills drawn for machinery suppﬁed on deferred payment terms which
have been accepted by the purchaser’s bank and advances to finance sales on hire/pur-

chase or deferred payment terms of machinery and equipment for agriculture, dairy
farming and fishing as well as trucks/commercial vehicles. ‘

(viii) Cheques and D/Ds purchased.

(z’x) Advances against truck/lorry receipts issued by operators approved by the Indian Banks’
Association. ‘ '

(x) Advances against deferred receivables such as excise drawbacks, cash subsidies to ex-
porters and dividends receivable from the Coffee Pool, provided the amounts are due
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from Government or under export promotion schemes or commodity marketing schemes
approved by Government, and advances to exporters for payment of export duty.

(xi) Advances to farmers against hypothecation of crops.

(xii) Bad and doubtful debts fully provided for.
(xiii) The secured portion of a partly secured advance.

. The Rfaserve» Bank’s decision with regard to the treatment of advances against book debts
will 'be advised to banks in due course. The views expressed by the Working Group on the
special treatment to be accorded to certain types of unsecured advances in applying credit policy
measures will be given due consideration while formulating such measures. ~Suitable action will
also be taken in regard to certain ancillary recommendations made by the Working Group.

-3. As recommended by the Working Group, the Reserve Bank will deal, on merits, with any
speqlal prgblems which may arise as a result of advances backed by guarantees of foreign com-
panies being treated.as unsecured advances. The Working Group has emphasized that while
certain types of unsecured advances may be excluded from the total of such advances for the pur-
poses of norms stipulated by the Reserve Bank, the safety of deposits must remain the prime con-
cern of a bank and that it is primarily for the bank to decide how far it should allow its portfolio
of unsecured advances (including the exempted categories), to grow without detriment to the in-
terests of its depositors. The Reserve Bank endorses this view. ' ’

- 4. The Working Group was also requested to look into the question of evolving suitable
norms'for advances by commercial banks against shares. The Working Group has suggested the
following guidelines for advances against shares which the Reserve Bank endorses :—

(i) The present statutory restrictions on advances against shares embodied in Sections 19(2)
and (3) and 20(1) (a) of the Banking Regulation Act may continue. Similarly, the ban
on.bank financing of budla transactions may also be maintained.

(7)) The most important precautions which banks must take with respect to advances against
-shares are to satisfy themselves about the marketability of the shares and the net worth
position of the company whose shares are offered as security and to ensure that the re-
quirements regarding proper transfer are fulfilled. Banks should be particularly careful
while making advances against shares known to be subject to speculative activity. Ade-
quate margins should, in all cases, be maintained. - o

" (iif) Banks should scrutinise carefully the purpose for which an advance against shares is
sought.  While there can be no objection to banks providing finance to a reasonable
extent against the security of shares for purposes such as the functioning and expansion
of productive enterprise, banks should ensure that the advance is not being used for spe-
culative purposes or for enabling the borrower to acquire or retain a controlling interest

" in the company. Advances against shares to companies have also to be scrutinised care-
fully to see that such advances are not used to facilitate or retain intercorporate invest-
ments.

(iv) Banks should exercise particular care in making an advance against a large block of shares
both from the point of view of its effect on the borrower’s ability to repay such advances
and because advances against large blocks of shares are liable to be used for other than
short-term productive purposes. Advances against shares should not be made for long
periods for apart from the strain this imposes on banks’ resources, such long-term ad-
vances against shares might represent a misapplication of bank loans for other than pro-

" ductive purposes. Where a bank has already made such advances on a long-term basis,
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a suitable repayment programme should be drawn up. In the case of advances exceed-
ing Rs. 5 lakhs, banks should obtain the Reserve Bank’s approval for the repayment

schedule.

(v) Advances to managing agents against shares of the managed companies should bq exa-
mined on merits and in the light of prevailing conditions in the industry and b_e sanctioned
only if the funds are required to accommodate the companies for short peru.:)dS and for
overcoming temporary or contingent difficulties which would affect production or hold
up the implementation of a project. Banks should also watch the operations of such
accounts to ensure that they are being used for the purpose for which the advances were
sanctioned. The same considerations should apply in respect of advances against shares
to promoters of new companies. All such advances should in any case be allowed only
against marketable shares and should be subject to a repayment programme. In the
casc of advances exceeding Rs. 5 lakhs, banks should obtain the Reserve Bank’s approval

for the repayment schedule.

. (v) As regards advances to stock brokers for whom shares constitute the stock in trade, banks

, should exercise the closest scrutiny to ensure that the advances are not availed of for

the brokers’ own speculative or investment purposes. Similarly, banks should ensure

that accommodation granted to brokers does not help the latter to finance their budla
operations. - :

(vii) To ensure a degree of liquidity to investment in shares and thus to encourage investment
in shares and securities, banks may allow loans or overdrafts to individual customers
against shares provided they are for short periods and/or are subject to a repayment pro-
gramme. Similarly, banks might take a more liberal view regarding the grant of ad-
vances against Government securities. ’ .

DBOD. No. Sch. 1713/C. 96-67—November 11, 1967—AIl Scheduled Commercial Banks

Please refer to paragraph 8 of the Governor’s circular letter DBOD. No. Sch. 1671/C. 96-67
dated the 2nd November 1967 where it was stated that the manner of computing the higher rates
of interest on excess borrowings from the Reserve Bank would be explained in a separate commu-
nication. In pursuance thereof we have to advise that if the excess borrowing continues beyond
one week a higher rate not less than 8 per cent will begin to apply from the date on which the excess
borrowing started ; however, for a shortfall of every one point or a fraction thereof in the bank’s
net liquidity ratio below 30 per cent as on the Friday of the week concerned, the -penal rate will
be raised by 1 per cent per annum above the level of 6 per cent per annum subject to a minimum
of 8 per cent per annum. Accordingly, the penal rate that will be charged will be 8 per cent when
the net liquidity ratio falls from 30 per cent to 29 per cent, and will continue to be 8 per cent even
when the net liquidity ratio falls from 29 per cent to 28 per cent. For a 3 per cent fall in the net
liquidity ratio, the penal rate will be 3 per cent above the Bank Rate and so on. The mode of cal-
culating the excess borrowings and the penal rate of interest thereon is given in the Annexure. As
will be seen therefrom, a penal rate will be charged on the excess borrowings, based on the net
liquidity ratio adjusted for the increase in the advances to preferred sectors indicated in paragraph
3 of the Governor’s circular letter DBOD. No. Sch. 1236/C. 96-67 dated the 9th August 1967.

ANNEXURE
Calculation of Excess Borrowings
1. The excess borrowings of a bank on any day will be calculated as under.

‘ 2. The SUM of special categories of Bank rate borrowings from the Reserve Bank of India
in respect of (1) post-shipment export bills denominated in Indian rupees and in currencies other



REFORT ON THE TREND AND PROGRESS OF BANKING IN INDIA, 1967 73

than Indian rupees, (2) Packing Credit Advances (Export Credit Refinance Schemes), (3) ad-
vances for the purposc of foodgrains procurement/distribution/storage to the State Governments/
thel.r'agcnmes/thc Food Corporation, (4) advances for the purposc of distribution of chemical
fertilizers and pesticides and (5) advances for such other purposcs as may be indicated by the Re-
serve Bank of India from time to time will first be worked out. If the actual borrowing from the
Reserve Bank of India is less than this SUM, then the bank's borrowings will be considercd as not
having any excess borrowings. If however, the actual borrowings from the Reserve Bank of India

are greater than this SUM, then the difference will be worked out. This will be called DIFFE-
RENCE L

3. Then another figure called DIFFERENCE I will also be calculated as follows :

(/) The SUM mentioned in 2 above will be added to the net liquid asscts as on the date in

question and adjusted for increase in lending to preferred sectors indicated in paragraph
3 of August 9, 1967 circular.

(i) As on that date the level of net liquid assets appropriate for a 30 per cent net liquidity
ratio will be worked out. If this figurc is equal to or smaller than that in (7), then the
bank will be considered as not having any excess borrowings. If this figure is larger,
then the difference between the two will be worked out and will be called DIFFERENCEI1.

4. DIFFERENCE I AND DIFFERENCE Il will be compared and the lower of the two
will be regarded as the excess. A penal rate will be charged on this excess, based on the net liqui-
dity ratio adjusted for increase in lending to preferred sectors indicated in paragraph 3 of August 9
. circular. The examples indicated below show how the excess is to be worked out for different
types of cases.

(Rs. Crorces)
Bank ‘A’ Bank ‘B’ Bank ‘C

Octo- Decem- Octo- Decem- Octo- Decem-
ber 27, ber 29, ber 27, ber29, ber27, ber 29,
1967 1967 1967 - 1967 1967 1967
) ) 3) 4) o) (6)

1. Aggregate Demand and Time Liabi-

lities .. . .. .. .. ..100.00 105.00 100.00 105.00 . 100.00 105.00
2. Net Liquid Assets .. .. 28.00 26.00 3500 27.00 35.00 25.00
3. Net Liquidity Ratio % .. .. 280 24 .8 35.0 25.7 35.0 23.8

4. Increase in NLR (%) on account of
increase in lending to preferred sec-
~ tors in terms of paragraph 3 of August

1.0 1.0 10

9 circular . - .. -
5. Increase in NLA corrected for 4 above - ,
(approximately) .. .. .. 1.00 1.00 1.00
6. NLR adjusted for 4 above .. . 25.7 - 26.7 - 248
7. NLA adjusted for 5 above .. .. 27.00 28.00 26.00
8. (a) Total borrowing from Rescrve
Bank of India .. .o .. 0.5 3.75 0.75 4.25 0.75 5.00
(b) Of which against . .
() Export Refinance Scheme .. 0.25 2.00 0.25 2.00 0.25 2.00
(if) Food Procurement .. .. 0.15 0.75 0.15 0.75  0.15 0.75
- (iii) Fertiliser/Pesticides .. .. 0.10 0.50 0.10 0.50 0.10 0.5

(f'v) Other special schemes .. — — — — —
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. @ 6 @ ) (6)

9. Caleulation of DIFFERENCE [
(@) SUM of special categories of Bank
rate borrowings [8(b) (/) (if) (iii)
(M] e 3.25 3.25 3.25
(b) Total Borrowing from Reserve
Bank of India minus SUM [8(a)

~9(a)==DIFFERENCE 1] 0.50 1.00 1.75
10.  Caleulation of DIFFERENCE 11
(@) SUM (9(«) above) . . 3.25 3.25 . 3.25
(b) Adjusted NLA on Dccember 29,
1967 (7 above) .. .. .. 27.00 28.00 26.00
30.25 - 31.25 29.25

(¢) Total (a+b) e .
() NLA Appropriate for 309 NLR 31.50
.(¢) NLA appropriate for 309, NLR
minus (SUM plus adjusted NLA
on December  29)=DIFFE-
RENCE II .. ..

31.50 31.50

1.25 0.25 : 2.25.

11. Excess borrowing being the lower of
DIFFERENCE . | and DIFFE- L
RENCE I .. . .. 0.50 0.25 1.75 .

12. Penalty Rate if this amount of excess

borrowing continues beyond first week 11 10 12

DBOD. No. Sch. 1717/C. 96S—67—November 13, 1967—All Scheduled Commercial Banks

Please refer to paragraph 4 of our circular letter DBOD. No. Sch. 1693/C. 968-67 dated.the
8th November 1967 setting out certain guide-lines for advances against shares. As regards the
advances to stock brokers referred to in sub-paragraph (v/) thereof, we would like to clarify that
banks may continue to make finance available to stock brokers to enable them not only to conduct
their operations as intermediaries but also to finance their own holdings of shares to a reasonable
extent provided that the same principles as are applicable to other advances against shares are
adhered to. With regard to budla operations, it is not our intention to ban bank finance to stock
brokers for such operations altogether but to discourage the excessive use of bank finance for that
purpose. While the existing ban on banks’ direct financing of such operations will continue, banks
may grant advances to stock brokers to finance the latters’ budla operations provided such ad-
vances are made within reasonable limits and with adequate margins.

DBOD. No. EFS. 1102/C. 450-67—November 18, 1967—All Scheduled Commercial Banks

In continuation of our letters DBOD. No. Sch. 1693/C. 96/S-67 dated November 8, 1967,
and DBOD. No. Sch. 1717/C. 96/S-67 dated November 13, 1967, regarding guide-lines for advances
against shares, the Reserve Bank wishes to clarify the cases in which banks should obtain its ap-
proval for the repayment schedules which they may arrange with their customers in respect of such

advances.

2. The approval of the Reserve Bank should be obtained (a) for the repayment schedule
arranged by a bank in respect of any long-term advance against shares exceeding Rs. 5 lakhs (in
terms of the amount drawn and outstanding as distinct from the sanctioned limit) if such schedule
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extends beyond a period of 5 years and (b) where in respect of such long-term advance exceeding
Rs. 5 lakhs, the bank gioes not consider it immediately feasible to determine a repayment schedule.
A long-term advance in this context means an advance initially granted for a term of 2 years or
longer-or one which has remained outstanding for a similar period.

3. The Reserye Bank recognises that share advances granted to stock brokers for their normal
business may remain outstanding for long terms, and it might not be appropriate or feasible to fix
repayment programmes in such cases. However, banks should take care to ensurc that advances
to stock brokers are reasonable in relation to the normal turnover in their accounts. If, in thc
course of inspection of banks or otherwise, it is found that thesc facilities are being used to an exces-

sive degree3 the Reserve Bank will require the repayment of such advances to be effected within
a short period. '

4. Where a borrower having an outstanding advance in respect of which a repayment sche-
dule has been fixed is granted a fresh advance against shares, the principles stated above will apply
in determining the cases to be referred tothe Reserve Bank for approval. That is, if the aggregatc
of advances against shares granted to such a party exceeds Rs. 5 lakhs (even though the individual
amount of advances may be less) and the repayment schedule extends beyond 5 years, the Reserve
Bank’s approval should be obtained. - :In such cases, the bank should satisfy itself that the fresh
advance is needed for a productive operation distinct from the one for which the original advance
was granted, so that. no rolling over of the same advance is involved.

5. The Reserve Bank recognises that a review of the existing portfolios of share advances to
conform to the guidelines now recommended by the Bank may take time ; however, the Reserve
Bank would like the first priority to be given to a review of the particular cases where, following
an inspection, the Bank has already asked for a repayment schedule to be fixed and where applica-
tions have to be made for the Bank’s approval in terms of this letter.

6. Applications for approval of repayment schedules or a waiver in regard to such schedules
should provide full facts about the purpose of the advance, the reasons why repayment has to be
spread over a longer period than 5 years, and, where it is not considered immediately feasible to
determine a repayment schedule, the reasons therefor, with full details in every case as to how and
when the funds required for repayment, are expected to be obtained. C

7. The above procedure is without prejudice to the Reserve Bank’s powers to ask a bank
to fix a repayment schedule with respect to any advance without any limitation as to the category
or size of such advance. ‘

DBOD. No. B. M. 683/C. 297A-67—November 25, 1967.—All eligible scheduled commercial
banks—Extension of the Bill Market Scheme for refinancing packing credit advances relating to
exports : :

Please refer to our circular letter No. DBOD. No. B. M. 388/C. 297A-67 dated August 16,
1967. It was stated in paragraph 5(b) of the annexure to the letter that the Reserve Bank would
be prepared to waive the condition regarding submission of letters of credit/firm orders by the ex-
porters if the prevalence of special trading practices in respect of any commodity warranted such a
waiver. As it would not always be possible for banks to fulfil the stipulation regarding the letter
of credit or a firm export order in respect of packing credit advances to exporters of tea, it has been
decided to waive these conditions in respect of tea exports. Packing credit advances may be made
available by banks to the manufacturer/merchant exporters of tea on the basis of the limits made
available to them in the preceding year (April to March), as explained below. Taking into account
the seasonal pattern of, and the regional variations in,tea exports, the limits for each quarter may
be in the following proportions :
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2. As a proportion of the credit limits sanctioned in the preceding year for each of the manu-
Jacturer-exporters :

North Indian South Indian
Tea* Tea@
April—Junc .. . . .. 4% 249,
July—September 36% 33%
October—December 45% 26 7,
January—March .. . .. - 15% 17%,

Covers tea grown in Assam, West Bengal, Bihar, Tripura, Uttar Pradesh, Punjab and
Himachal Pradesh.

@ Covers teca grown in Kerala, Madras and Mysore.

Merchant exporters who purchase tea from the market for export, including purchases for
blending and exports, would also be eligible for packing credits upto the limits available to them
in the preceding year for financing their tea exports but in their case the limits need not necessarily
be split up on a quarterly basis. Any request for reasonable increases in limits over the limits of
the last year for financing increased exports may be allowed by the banks on the merits of each
case. If the limits are so increased, the above proportions may apply to the increased limits.

3. The new entrants in the field of exports may be asked to provide advance estimates of
their likely exports during ecach quarter if they are manufacturers, and during the year if they are
merchant exporters, which may be used for sanctioning appropriate credit limits to them at the

concessional rate.

4. The Reserve Bank would be prepared to consider proposals for refinance of packing credit
advances for tea exports up to the limits indicated above at the Bank Rate provided :

(a) the bank undertakes to charge a rate not exceeding 8 per cent per annum,to the
borrowers ;

~ (b) these advances are given under a separate account. (A separate packing credit
account may be opened for each quarter in case of manufacturer-exporters) ;

(¢) each such packing credit advance is allowed to remain outstanding in a separate
account till exports are effected. At that stage the packing credit advance should be extingui-
shed by negotiation of export bills. Where no bills are drawn, the advance may be extinguished
by remittances from abroad, not later than the tender of shipping documents to the bank ;
where advance remittances are not so received by the time the exports take place, the packing
credit advance may be extinguished by transfer of the outstandings to a special account so
as to bring the pre-shipment character of the advance to an end. However, before adjust-
ment of the advance, the bank should satisfy itself that exports have been effected and the
documents handed over to it for recovery of the proceeds from the importer/consignee abroad.
The bank should also withdraw the usance promissory notes relating to that account which
may have been lodged with the Reserve Bank, against proportionate repayment, if necessary.
The bank should simultaneously report to the Reserve Bank the mode of adjustment and
certify in due course that the export proceeds have been realised from abroad within the period
permitted under the Exchange Control Regulations and credited to the special account ;
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(d) in April-May, the bank will review in respect of each packing credit adv: lati
to tea export, whether the value of tea exported from the crop r;or thf year entidcddgcl;ztnl:\igrgﬁ
was sufficient to liquidate the packing credit advances granted during that year. If the valuc
of tea exported was not sufficient the value of the actual exports relating to the crop of that
year should be set off against the amount of packing credit advances granted in respect of the
crop of that year, the advance being set off in the chronological order, the oldest being ad-
justed first.  The bank may charge its usual rate of interest on that part of the packing credit
advances which was not adjusted by exports relating to the relevant year (April to March).

To illustrate the point, let us suppose that a bank gave the following packing credit advances
to a tea estate. '

Quarter (Rs. in lakhs)
April-June .. . .. 4.00
July-September .. e 36.00
October-December - . 45.00
January-March .. . .. 15.00

(Next year)

100.00

Further, let us assume that the total exports during the period April-March ultimately turn
out to be only Rs. 56 lakhs. This amount fully covers the advances given in the two quarters April-
June and July-September and Rs. 16 lakhs out of the advances made during October-December.
Interest on Rs. 29 lakhs (i.e., Rs. 45 lakhs minus Rs. 16 lakhs) advanced during October-December
and on Rs. 15 lakhs advanced during January-March may be charged at the bank’s usual rates
from the respective dates of the advances. In such cases, the bank should intimate all the relevant
facts to the Reserve Bank without delay. Interest on the shortfall (i.e., the amount not covered
by exports) may be charged by the Reserve Bank not at the Bank Rate but at such rates as may be
applicable in respect of the borrowings of the bank other than those financed by the Reserve Bank
‘at the concessional rates. In other cases where the value of exports relating to a year (i.e., April-

. March period) fully covers the packing credit advances given during that year, the bank should
send to the Reserve Bank a certificate to that effect in due course. :

" 5. The Special account referred to in paragraph 4 will be eligible for refinance from the Re-
serve Bank under the Bill Market Scheme. The rate of interest charged by the Reserve Bank on
refinance provided against such advances will be the Bank Rate provided the bank agrees to charge
a rate not exceeding 8 per cent per annum to the borrowers and these advances are ultimately ad-
justed by the relevant proceeds from abroad of tea exports. ’

6. The Reserve Bank will provide refinance against packing credit advances relating to export
of tea on usance promissory notes having a maturity of not more than 90 days but will be prepared
to make one more fresh advance against a fresh set of bills of maturity not exceeding 90 days.

DBOD. No. Sch, 1794/C. 96Z-67—November 29, 1967.—All scheduled commercial banks.—
‘Bank Guarantees :

Please refer to the Governor’s circular letter DBOD. No. Sch. 666/C. 96Z-67 dated the 3rd
May 1967. In this connection, we have to advise that bid bonds and guarantees executed by banks
in respect of contracts secured by Indian firms in foreign countries and guarantees relating to ex-
ports may not be taken into account for the purpose of the norm stipulated in paragraph 4(jii) of
the above letter. - : :
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—December 6, 1967—All eligible scheduled commercial

DBOD. No. B. M. 767/C. 297A-67. .
ces relating to

banks.—Extension of the Bill Market Scheme for refinancing packing credit advan
exports. . )

Please refer to our circular DBOD. No. B. M. 388/C. 297A-67 dated the 16th August 1967
on the above subject. Under the existing procedure, banks availing of. the reﬁnange facility in
respect of their packing credit advances are required to maintain s:eparate accounts in respect of
packing credit advances and to convert the relative demand promissory notes obtained by th;m
from their constituents into usance promissory notes maturing not later than ninety .days for lodging
them with the Reserve Bank as security for advances under the scheme. It has since jbeen repre-
sented to us that in respect of such packing credit advances as are given for short periods and in
respect of certain export contracts, where a number of packing credit advances have to be grax}teq,
it would be administratively cumbersome to maintain separate accounts in respect of every indi-
vidual advance and to obtain separate usance promissory notes from the borrowers in respegt‘of
those accounts. In order to mitigate these difficulties, it has since been decided that for availing
themselves of refinance from the Reserve Bank in respect of their packing credit advances, banks

should henceforth adopt the follpwing procedure :

2. An eligible bank may grant packing credit advances to an exporter approved by the
Reserve Bank either in a single packing credit account or in several separate accounts as may be
convenient. It may also tender either a single or more usance promissory notes of each of its
constituents of maturity not exceeding 90 days and for amounts, not exceeding in aggregate, the
amount of the limit sanctioned by the Reserve Bank in respect of the constituent, as security for
advances under the scheme. However, if a constituent is exporting both engineering and metal-
lurgical products and other products, separate packing credit accounts may be maintained and
separate usance promissory notes tendered in respect of either of these categories of products.
According to the present procedure, a bank is required to convert a part of the outstandings in
the overdraft or cash credit account of an approved party into a usance promissory note and dis-
count that note before lodging it with theReserve Bank as security for advances under the BillMarket
Scheme. In respect of packing credit advances, a bank may take a single usance promissory note
upto the full amount of the limit sanctioned by the Reserve Bank in respect of a constituent and
may make packing credit advances from time to time on the basis of that promissory note ; but
it need not discount the note in its books. There is no objection to the outstandings in the packing
credit account being less than the amount of the usance promissory note at the time of its lodge-.
ment with the Reserve Bank ; but a promissory note on which no packing credit advance has been
made should not be lodged with the Reserve Bank. As it will be necessary to establish that the
usance promissory note in respect of the relative packing credit account of its maker has arisen
out of bonafide commercial or trade transactions, the forms of the certificates to be lodged by a
bank with the usance promissory note in such cases have been slightly amended vide Annexures
‘B’ and ‘C’. Banks will have to furnish the certificates in the revised forms. The concerned bank
will also have to give an undertaking as in Annexure ‘A’ not to borrow from the Reserve Bank
at any time, under either of the above two categories, more than what it itself has lent to all its
constituents whose usance promissory notes may have been lodged by it with the Bank as security
for advances under the scheme under that category. .If at any time, the aggregate outstandings
in the accounts covered by the usance promissory notes fall below the amount borrowed from the
Reserve Bank, the bank will have to immediately adjust such excess. In order to ensure com-
pliance with this undertaking, it will be necessary for the bank to maintain an appropriate record
as in the specimen form given in Annexure ‘D’ separately in respect of packing credits for export
of engineering and metallurgical products and those for export of other products showing from
day to day the relevant particulars. At the time of every borrowing under the Scheme, the bank
will also have to submit to the Reserve Bank a declaration, in duplicate, as in the form given in
Annexure ‘E’. It will also be necessary for the bank to submit to the concerncd Manager of the
Reserve Bank, in triplicate, a fortnightly statement as in the form given in Annexure ‘F° as at the
close of busincss on the second and the last Friday of cach month so as to reach by the following
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.Monday,'giving the position of its outstanding borrowings from the Bank vis-a-vis the outstanding
balances in the accounts covered by the usance promissory notes lodged with the Bank as sccurity.

3. It will be permissible for a bank to accept part repayments in respect of any particular
usance promissory note-lodged with the Reserve Bank and to credit the relevant amounts to the
packlng credit ‘account of the concerned constituent. Such repayments should not, however, be
in the form of cash, but should be either by way of proceeds of export bills negotiated by the bank

in respect of the export transactions financed by it by packing credit advances or in such other form
as may be approved by the Reserve Bank.

‘ 4, The bank vx.fi]l have to \jvithdraw from the.ReserVe Bank the usance promissory notes on
thelr. dpe'dates against proportionate repayments of its borrowings, if necessary. If, however,
the limit\in respect of a party is still in force, the bank may lodge a fresh usance promissory note

qf t_he. party with a maturity not exceeding 90 days and may repeat this procedure so long as the
limit in favour of the party is in force. ‘

5. A doubt has been raised by a bank whether clean packing credit advances are eligible for
reﬁnanf:ed from the Reserve Bank at the concessional rates of interest. We take this opportunity
to- clarify that packing credit advances whether on a secured or on an unsecured -basis would be
. eligible for refinance subject to our usual criteria and the various stipulations laid down in our

circular letters DBOD. No. Sch. 1236/C. 96-67 and DBOD. No. B. M. 388/C. 297A-67 dated
the 9th and 16th August 1967, respectively.

. ANNEXURE - ‘A°

Form of undertaking to be given by abank availing itself of refinance facilities from the Reserve Bank
under Section 17(4) (c) of the Reserve Bank of India Act, 1934 in respect of its packing credit
advances, by lodging bills of the approved parties to the full extent of the limits
sanctioned by the Reserve Bank in respect of those parties,

To
- The Reserve Bank of India,

‘Dear Sirs,

In consideration of your agreeing to make from time to time, advances under section 17(4)(c)
of the Reserve Bank of India Act, 1934 against eligible usance promissory notes of our constitucnts
-whose packing credit accounts have been approved by the Reserve Bank for conversion, notwith-
standing the fact that usance promissory notes in question at the time of lodgement with the Reserve
Bank may not have been backed by full consideration thereon’ having "been passed on to the con-
cerned parties’ accounts, we agree as follows :

(1) Our outstanding borrowings from the Reserve Bank under either of the two cate-
gories i.e. in respect of packing credit advances for export of engineering and metallurgical
products and those for export of other products will not at any time exceed the aggregate
amount of balances outstanding in the packing credit accounts of the parties whose usance
promissory notes may have been lodged with the Reserve Bank for the time being as security
for our borrowing under the relative category. If, at any time, the aggregate of balances
outstanding in the packing credit accounts of the approved parties in either of the above two
categories goes below the amount of our outstanding borrowing from the Reserve Bank under
the relevant category, we shall immediately adjust the excess borrowings in that category.
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(2) We shall from time to time und whenever rcquif‘cd by t.hc Rescrve Bunlg to do so,
furnish to the Reserve Bank with such information regarding parties’ packing credit accounts
and in such form as the Reserve Bank may indicate.

(3) As dirccted in the circular letter DBOD. No. B. M. 767/C. 29_7A-6? dated the §th
December 1967, we undertake to maintain requisite records in connection with the puc_kmg
credit accounts in question and to submit to the Reserve Bank promptly the declarations/

statements indicated in the said circular.

(4) The Reserve Bank may at any time verify the correctness of the contents of the decla-
rations/statements submitted by us, if necessary, by an inspection/scrutiny of the records.

Yours faithfully,

For and on behalf of
(Name of the bank)

(Signature of authoriscd official)

(Designation)

ANNEXURE ‘B’

Form of certificate to be obtained from the scheduled bank as to the character of
the accommodation provided by it

To ,
Rescrve Bank of India

We.oooooiiiiionaen, e (namc of the borrowing bank) hereby
certify that the promissory note/bill specified in the schedule hereto, executed and/or endorsed in
our favour and cndorsed this day by us in your favour, has arisen in connection with packing credit
advances already made by us to the drawer/maker thercof and as may be made by us from time
to time in respect of export of .........coiiviia. (products) and thus, the promissory note/
bill has arisen out of bona fide commercial or trade transactions and is as such eligible for purchase
and rediscount by you under Section 17(2) (a) of the Reserve Bank of India Act, 1934, that the sig-
natures on such promissory notes/bills are the genuine signatures of the parties thereto, and that
where a bill or note is signed or endorsed by a person purporting to act under an authority, such
person is duly authorised to do so and that to the best of our knowledge and belief each such party is
financially sound, solvent and creditworthy and, -as such, good for the purposes of the said sub-
section, and we further agree that on the faith of the correctness of the contents of this certificate
you will make andfor continue advances to us under Section 17(4)(c) of the said Act.

Datedat.................... R this........cooviiin i, dayof..............

(name of the scheduled bank)
(Signature)

(Designation) ... .. ...
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Form of Schedule referred to in the above Annexure

Serial No Date Name of the drawer or maker Amount Usance
Rs.
Total SO —
Total ST
(Place)
(Date) e (Signature)

ANNEXURE ‘C

Form of certificate to be obtained from the borrower by the scheduled

bank
To

(Name of the scheduled bank)

I i e e e e e (Name of the borrower) hereby certify
that the promissory note/bill, specified in the Schedule hercto, executed/endorsed by us in your
favour has arisen in connection with a limit of Rs. ............sanctioncd by you for purposcs
of packing credit advances in respect of export of. . . (products).

*[The said amount has since been disbursed to me/us] *[Out of the szud hmlt a sum of Rs..

.has already been advanced to me/us and the balance, which may be adv.mccd to
me/us from tlme to time, will be required by me/us as packing credit in respect of such exports,
having regard to the volume of our exports in the past and to our dcfinite expectations for the
future.] Thus the promissory note/bill has arisen out of bona fide commercial or trade transactions
and Y/we further agree that on the faith of the correctness of the contents of this certificate, you may
negotiate the said promissory notes/bills** to the Reserve Bank of India.

»Datvedat ......... e this ................ dayof..................196V

(Ifa company) forandonbehalf of .. ... ... .o i

(Name of the company)
(Signature)

(Designation)

* Delete whichever is inapplicable.
#% Note:  In case the scheduled banks do not desire to specify the Reserve Bank of India
in the certificate, the words “‘to the Reserve Bank of India” may be omitted.
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Form of schedule referred to in the above Annexure

Serial No. Date Name of the drawer or maker Amount Usance
Rs.
Total
(Place)
(Date)
........................ (Signature)

DBOD. No. Sch. 1850/C. 96Z-67—December 7, 1967—All scheduled commercial banks—
‘Bank Guarantees . :

Please refer to the Governor’s circular letter DBOD. No. Sch. 666/C. 96Z-67 dated the 3rd
May 1967. We have to advise that the guarantees in respect of which the Export-Credit and
Guarantee Corporation Ltd. would be issuing its Export Performance Guarantee need not be taken
into account for the purpose of the norm stipulated in paragraph 4(iii) of our circular letter referred

to above.

DBOD. No. Sch. 1884/C. 96-67—December 13, 1967—All _scheduled ‘commercial banks—Net
quuldlty Ratlo ‘ .

Please refer to paragraph 3 of our circular letter DBOD. No. Sch. '1385/C.. 96-67 dated the
9th September 1967 in which it was indicated that the question of relief in respect of the net liquidity
ratio on account of increase in advances to ‘agriculture’ was bemg examined and that our decision
in this regard would be conveyed to you in due course.

2. 1In this connectlon we have to advise that the concession allowed to scheduled commercial
banks for computation of the net liquidity ratio in terms of paragraph 3 of Governor’s circular
letter DBOD. No. Sch. 1236/C. 96-67 dated the 9th August 1967 in respect of ‘agriculture’ will
relate to the increase in a bank’s advances for financing the distribution of chemical fertilisers and
pesticides, including credit extended to manufacturers of these products for financing their sales
operations, as distinct from the credit extended to the manufacturers for financing production and
their own storage of these products, over the average of such advances during the corresponding
periods as mentioned therein. You are, therefore, requested to forward to the concerned office
~ of the Reserve Bank of India, the figures of your bank in respect of advances to ‘agriculture’ as

defined above, in the form attached to our circular dated the 9th September 1967. The current
data may also please be furnished along with the weekly statement submitted under section 42(2)
of the Reserve Bank of India Act, 1934 as required in paragraph 2 of the above circular.

3. In this connection we would also like to add, in partial modification of paragraph 4 of our
circular letter dated the 2nd November 1967, that for the purpose of determining the net liquidity
ratio, the entire increase in a bank’s advances to ‘agriculture’ as defined in paragraph 2 above, will
be taken into account.

fl. It has been decided for the presént to limit the concession in respect of computation of the
net liquidity ratio to only two categories of agricultural inputs (mentioned in paragraph 2 above)
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and to the finance necded for their distribution because it is only in the case of these categories
that on present indications the demand for credit seems likely to increase during the current busy
season to such an extent that banks may find it difficult to meet it fully out of their own resources
without unduly restricting credit to other 1mportant sectors. However, as indicated by the Governor
at his meeting with representatives of major banks held on the 30th October 1967, the credit trends
durmg the busy season will be reviewed at another such meeting to be held in January next and the
review will include trends in respect of all categories of agncultuxal advances.

DBOD. No. B. M. 913/C. 297A-67—December 21, 1967—All eligible scheduled commercial banks,—
Extension of the Bill Market Scheme for refinancing packing credit advances relating to exports

Please refer to our circular letter DBOD. No. B. M. 388/C. 297A-67 dated the 16th August
1967. In order that the liberalised Bill Market Scheme as applicable to packing credit advances

may be of benefit to the smaller exporters as well as to smaller eligible banks, it-has been decided
to modify some of the requirements of the scheme, as follows :

(@) The minimum amount that can be borrowed by an eligible bank at any one time
under the Bill Market Scheme as extended to packing credit advances, will henceforth be
Rs. 1 lakh (Rupees one lakh only) instead of Rs. 5 lakhs as at present. The borrowings in
excess of the minimum should, however, be made in muitiples of Rs. 10,000/-.

(b) The minimum amount of an individual usance promissory note to be accepted as
security for advances under the scheme as extended to packing credit advances will henceforth
be Rs. 0.25 lakh (Rupees twenty-five thousand only) instead of Rs. 0.50 lakh as at present.

(¢) The usance promissory notes to be lodged with the Reserve Bank should as at present,
mature not later than ninety days from the date of lodgement.  However, the limits sanctioned
to banks in respect of individual parties for refinancing packing credit advances will be valid
from the 1st October to the 30th September of the following year. Although the limits would
lapse on the 30th September, a bank will not be required to repay on that date its outstanding
borrowings under the liberalised Bill Market Scheme as extended to packing credit advances.
The outstanding borrowings will be allowed to continue beyond the 30th September till the
maturity of the usance promissory notes which may have been lodged on or before the 30th
September and which are held as security against the said outstandings on that date. No
fresh advances will, however, be granted to a bank after the 30th September, until the relative
limits are renewed or fresh limits are sanctioned by the Reserve Bank. Applications for renewal
of the limits should be furnished to us before the end of July every year.

DBOD. No. Cre. 69/C. 218-67—Jannary 25, 1967—Advances against foodgrains

In exercise of the powers conferred by Section 21 of the Banking Regulation Act, 1949, the
Reserve Bank of India, being satisfied that it is necessary in the public interest so to do, hereby
directs that the directives (1) DBOD. No. Cre. 177/C. 218-65 of May 27, 1965 relating to advances
against foodgrains, (2) DBOD. No. Cre. 280/C. 218-65 of August 5, 1965 relating to advances
against “other foodgrains™ (i.e. other than paddy and rice and wheat) and (3) DBOD. No. Cre.
281/C. 218-65 of August 5, 1965 relating to advances against wheat, as amended from time to time,
be further amended as follows:- '

In Clause IV of each of the aforesald three directives, insert the following as the first sentence
of the said clause, namely:—

“‘Advances made against the security of hybrid seeds in cases where the borrower
has produced a certificate from the National Seeds Corporation Ltd., Delhi, or from the
concerned State Government to the effect that the borrower has been duly authorised to
deal in the hybrid seeds shall be completely exempt from the provisions of this directive.”
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DBOD. No. Cre. 266/C. 218-67—April 13, 1967—Advances against paddy and rice

In exercise of the powers conferred by Section 21 of the Banking Regulation Act, 1949 and
in supersession of the directive DBOD. No. Cre. 177/C. 218-65 dated May 2_7,~1965, as.axpended
from time to time, the Reserve Bank of India, being satisfied that it is necessary in the public interest

so to do, directs that—

I. Margin : every scheduled commercial bank shall maintain in respect of each credit limit
against the security of paddy and rice, a margin which shall not be less than 50 per cent of the value

of the relative stocks: ‘

 Provided that in respect of credit limits granted against warehouse receipts issued by the

warehouses established by the Central and State Warehousing Corporations covering stocks of

paddy and rice to parties other than the State Govérnments, the Food Corporation of India,

Co-operative societies duly registered or deemed to be registered under the Maharashtra Co-

_ operative Societies Act, 1960 and duly authorised by the District Collectors to deal in paddy

and rice in the State of Maharashtra, and co-operative marketing and/or processing societies,
the margin maintained shall not be less than 40 per cent of the value of the relative stocks :

Provided further that in respect of credit limits granted to licensed dealers:and millers in
~ the States of Punjab and Haryana against the security of paddy and rice, the margin maintained
shall not be less than 25 per cent of the value of the relative stocks : -

Provided also that in respect of credit limits granted to the duly appointed agents of the
Food Corporation of India in so far as such limits are against the stocks of paddy and rice
dealt with by them as such agents, the margin maintained shall not be léss than 25 per cent of
the value of the relative stocks : - ' I

_ Provided further that in respect of credit limits granted by offices or branches in the State
of Kerala against stocks of paddy and rice to the wholesale dealers and fair price shop dealers
iin the State of Kerala, who are duly authorised by the Government of Kerala to deal in these
commodities, the margin maintained shall not be less than 25 per cent of the value of the rela-
tive stocks ; ' ' o ’ R

IL  Average Aggregate Levels of Credit : Every scheduled ¢commercial bank shall maintain
in respect of offices or branches opened before January I, 1965 in each two-month period commenc-
ing from March-April 1967— ' ’

1. a general ceiling of average aggregate level of credit against the security of paddy and rice
which shall not—

(f) in respect of its offices and branches in the State of Andhra Pradesh, exceed 55 per
cent of the average aggregate level of credit maintained by such offices or branches in the cor-
responding two-month period during the year 1964-65 (from March 1964 to February 1965) ;.

(#) in respect of its offices and branches in the State of Maharashtra exceed 50 per cent of
the average aggregate level of credit maintained by such offices or branches in the corresponding
two-month perioid.duri‘ng_ the year 1964-65 (from March 1964 to February 1965);

(@) in respect of its offices and branches in all other States taken together exceed 65
per cent of the average aggregate level of credit maintained by such offices or branches in the
corresponding two-month period during the year 1964-65 (from March 1964 to February

- 1965) : ’

* Provided that in addition to the level of credit permitted under sub-clause (iii) above,
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(@) offices and branches in the States of Punjab and Haryana may maintain, during
each two-month period commencing from March—April 1967, an average - aggregate
level .of credit equal to 15 per cent of the actual level of such credit allowed to licensed
dealers and millers, in the corresponding two-month period durmg the year 1964-65 (from

March 1964 to February 1965) provided the additional credit is given to such licensed
dealers and millers ;

(b) Offices and branches in the State of Orissa may maintain, during each two-month
- period commencing from March—April 1967, an average aggregate level of credit, which
may be allowed only to rice mills and traders in paddy and rice within that State, and which

shall not exceed a limit calculated at the rate of Rs. 1 lakh per branch or oﬂice within that
State ;

2.  Within the general ceiling under Clause 1I(1) above, a further cexlmg of average aggregate
level of credit against paddy and rice other than against the pledge of warehouse receipts issued by
warehouses established by the Central and State Warehousing Corporations, which shall not exceed
in the case of Andhra Pradesh 55 per cent, in the case of Maharashtra 50 per cent, and in the case
of all other States taken together 65 per cent, of the average aggregate level of such credit actually
maintained in the corresponding two-month period during 1964-65 (from March 1964 to February
1965) in relation to advances other than advances against such warehouse receipts.

III. New Offices or Branches : In addition to the level of credit permitted to be maintained
under Clause II above, every scheduled commercial bank may maintain in each two-month period
commencing from March—April 1967 a further level of credit against the security of paddy and
rice, at its new offices, i.e. offices or branches opened on or after January 1, 1965, which shall not
exceed Rs. 50,000 per such office ; but any excess of such level of credit over the permitted level

under this sub-clause shall be taken into account for computing the average aggregate level of credit
for the purpose of this directive.

IV. . Prohibition against advances in Maharashtra : Notwithstanding anytﬁi,n'g contained in
Clauses I, II and III above, no scheduled commercial bank.shall grant or maintain, in the State

of Maharashtra, a credit limit against the security of paddy and rice, and the provisions of.those
clauses shall be applied accordingly :

Provided that the prohibition contained in this clause shall not apply to advances made
by offices and branches of scheduled commercial banks to traders dealing in foodgrams who
are licensed by the Government of Maharashtra for distribution of paddy and rice in the State

of Maharashtra, and such advances shall be subject to the restrictions contained in Clauses 1,
IT and III above.

Explanation : For the purposes of this clause, “credit limit”” includes credit provided by Way
of purchase or discount of demand documentary bills drawn in connection with the movement of

paddy and rice, and also 1ncludes credit prov1ded against warchouse receipts covering paddy and
rice.

(Note : .The amount of permitted level for purposes of Clause Il will be intimated to each
bank).

V. Exemptions: Advances against pledge/hypothecation of paddy and rice to State Govern-
ments for procurement/distribution and for allied operatlons shall be completely exempt from the
provisions of this directive. Advances against paddy and rice granted to the Food Corporation
of India (excludmg advances granted to its duly appointed agents) as also to co- operative marketing
and/or processing societies shall also be completely exempt from the provisions of this directive.
Advances against paddy and rice granted in the State of Maharashtra to co-operative societies
duly registered or deemed to be registered under the Maharashtra Co-operative Societies Act, 1960
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and duly authorised by the District Collectors to deal in the above comrpodities shall be comp]etely
exempt from the provisions of this directive. Advances against hybrid paddy seeds which bear
the certification of the National Seeds Corporation Ltd., Delhi shall also be completely exempt frc_>m
the provisions of this directive. Advances against warehouse receipts of (i) those warehouses which
were established by the Central and State Warehousing Corporations on or after Jamfary 1, 1961,
and (if) those warehouses which were established by the Central and State Warehousing Qorpgra-
tions before January 1, 1961 but which have increased their original warehousing capacﬂy since
January 1, 1961 to an extent exceeding 100 per cent by way of their own fresh or addltionall con-
struction and not by acquisition of warehouses already existing, shall be exempt from the provisions
of Clause Il of this directive except in the State of Maharashtra. Further, advances granted by
offices or branches in the State of Kerala to the wholesale dealers and fair price shop dealers in the
State of Kerala who are duly authorised by the Government of Kerala to deal in paddy and rice,
shall be exempt from the provisions of Clause IT of this directive :

VI. Definitions : For the purposes of this directive.

(@) “two-month period” means successive two months commencing from March-April
1967 ;

(6) “Credit” or “‘credit limit” includes credit provided by way of (1) loans or advances,
(2) cash credit or overdraft or (3) purchase or discount of bills but does not include, except for
- the purposes of Clause IV above as set out in the Explanation to that Clause, purchase or dis-
count of demand documentary bills drawn in connection with the movement of paddy and
rice ;

(¢) ““‘average aggregate level of credit” means the average of the outstanding advances
as on the four Fridays during the two-month period with reference to which the returns in
Form 7A and 7B are to be furnished to the Reserve Bank of India, namely the second and
fourth Friday when there are four Fridays in a month or the third and the fifth Friday when
there are five Fridays in a month ;

(d) “licensed dealers and millers” in the Punjab and Harayana refers to dealers and millers
licensed under the Punjab Rice Dealers Licensing Order, 1957 and the Punjab Rice Mills
(Licensing and Control) Order, 1958, respectively, or any other corresponding law in force in
Haryana. : . : ‘

- VII. Explanation : Reference in this directive to “average aggregate level of credit” shall
be construed as reference to the level inclusive of advances outstanding against the pledge of ware-
house receipts (issued by warchouses established by the Central and State Warehousing Corpora-
tions) made to parties other than the Food Corporation of India, State Governments, co-operative
societies duly registered or deemed to be registered under the Maharashtra Co-operative Societies
Act, 1960 and duly authorised by the District Collectors to deal in paddy and rice in the State of
Maharashtra and co-operative marketing and/or processing societies. Accordingly, in computing
the general limit of average aggregate level of advances against paddy and rice outstanding in the
corresponding two-month period in the year March 1964-February 1965, advances outstanding
against warehouse receipts to parties other than the Food Corporation of India, State Govern-
ments, co-operative societies duly registered under the Maharashtra Co-operative Societies Act,
1960 and duly authorised by the District Collectors to deal in paddy and rice in the State of Maha-
rashtra and co-operative marketing and/or processing societies shall be taken into account. The
permitted ceilings under this directive will be, (a) a general ceiling of average aggregate level of
credit as stated under clause II which shall not exceed in the case of Andhra Pradesh 55 per cent,
in the case of Maharashtra 50 per cent, and in the case of all other States taken together 65 per cent,
of such level of credit actually maintained in the corresponding two-month period in the year March
1964-February 1965 in relation to advances including those against warehouse receipts and (b)
the further ceiling of credit in relation to advances other than advances against the pledge of the
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specified warehouse receipts, which shall not exceed, in the case of Andhra Pradesh 55 per cent, in
the case of Maharashtra 50 per cent and in the case of all other States taken together 65 per cent, of
average aggregate level of such credit actually maintained in the corresponding two-month period

during the year 1964-65 (from March 1964 to February 1965) in relation to advances other than
advances against the pledge of such warehouse receipts.

VIIL Coxpposite AdYances: Where credit limits have been sanctioned against the security
qf paddy iand rice and against any other type of security (that is composite credit limits), the credit

limits against paddy and rice shall be segregated and the restrictions contained in this directive shall
be made applicable to such segregated limits.

DBOD. No. Cre. 2128/C. 218-67—October 16, 1967—Advances against paddy and rice

In exercise of the powers conferred by Section 21 of the Banking Regulation Act, 1949, the
Reserve Bank of India, being satisfied that it is necessary in the public interest so to do,hereby directs

that the directive DBOD. No. Cre. 266/C. 218-67 of April 13, 1967 relatmg to advances against
paddy and rice, shall be amended as follows :—

In Clause V of the said directive, for the words “‘Advances against hybrid paddy sceds
which bear the certification of the National Seeds Corporation Ltd., Delhi shall also be com-

pletely exempt from the provisions of this directive”, the following words shall be substituted,
namely :—

“Advances against high yielding/hybfid paddy seeds produbed under contract with the
National Seeds Corporation Ltd., Delhi or a State Government or which bear the certification

of the said Corporation or as the case may be, the concerned State Government Sha]l be com-
pletely exempt from the provisions of this directive.”

DBOD. No. Cre. 2467/C. 218-67—December 9, 1967—Advances against paddy and rice

In exercise of the powers conferred by section 21 of the Banking Regulation Act, 1949, the
Reserve Bank of India, being satisfied that it is necessary in the public interest so to do, hereby
directs that the directive DBOD. No. Cre. 266/C. 218-67 dated April 13, 1967 relating to advances

against paddy and rice as amended by the directive DBOD. No. Cre. 2128/C. 218-67 dated October
16, 1967 shall be further amended as follows :

In clause V of the said directive the following may be inserted as the second sentence
thereof, namely:

“Advances against pledge/hypothecation of paddy and rice granted to millers and

. “wholesale dealers who are appointed as procuring agents by a State Government subject

" to the condition that such procuring agents are required to act exclusively as agents of the

concerned State Government and are precluded from purchasing/distributing - paddy

or rice or converting paddy into rice on behalf of themselves or other parties, shall be
completely exempt from the provmons of this directive.”

DBOD. No. Cre. 259/C. 218 (F)-67—April 12, 1967-—Advances agamst cotton and kapas

In exercise of the powers conferred by Sectlon 21 of the Bankmg Regulatlon Act ]949 and
in supersession of the directive DBOD. No. Cre. 283/C. 218(Fr)-65 dated August 5, 1965, as amend-
ed from time to time, the Reserve Bank of India, being satisfied that it is in the public interest so to
do, hereby directs that every scheduled commercial bank :

I. Average aggregate level of credit: (a) shall maintain in each two-month -period com-
mencing from April-May 1967 a ceiling of average aggregate level of credit against the security
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of cotton and kapas grown in India, which shall not exceed 85 per cent oi: the average aggregate
level of such credit actually maintained by the bank in the corresponding two- month period

- in the year 1966-67 (April to March):

Prohibition of advances to mills or trade except against purchase/movement permits: (b)
shall not grant or maintain a credit limit in favour of a cotton mill or an individual, a ﬁrm or a
company engaged in trading in cotton against the security of cotton and kapas grown in India
other than such cotton and kapas covered by the purchase/movement permits 1ssqed by the
Textile Commissioner, Government of India. ' '

II. Exemptions: Advances against the security of stocks of imported cotton and kapas
shall be completely exempt from the provisions of this directive. Similarly, advances in respect
of pre-shipment credit for cotton exports will be exempted provided the advance is made.m
respect of a firm export order and is repaid on negotiation of the relevant export bill on ship-

ment.
IIL. Definitions: For the purpose of this directive :—

(i) ‘Credit’ or ‘credit limit’ includes credit provided by way of loans or advances,
cash credit or overdraft or purchase or discount of bills, including demand documentary
bills drawn in connection with the movement of cotton and kapas ;

(i/) ‘Average Aggregate Level of Credit’ means the average of the outstanding
advances as on the four Fridays during the two-month period with reference to which the

_ return on Forms 7A and 7B is to be furnished, namely, the Second and Fourth Friday,
when there are four Fridays in a month or the third and fifth Friday when there are five

Fridays in a month :

(#i) ‘Two-month period’ means the successive two months commencing from
April-May 1967.

IV. Composite Advances: Where credit limits have been sanctioned against the security
of cotton and kapas grown in India and any other type of security (i.e. composite credit limits,)
the credit limits against such cotton and kapas shall be segregated and the restrictions contained
in this directive shall be made applicable to such segregated limits.

DBOD. No. Sch. 261/C. 96-67.—April 12, 1967—All Scheduled Commercial Banks

The Reserve Bank has decided that in view of the bunching of cotton imports in the next few
months it would be prepared to treat advances granted to mills or trade to finance cotton imports
even beyond the Trust Receipt period but not exceeding a further period of 90 days as equivalent to
advances against import bills for the purpose of the Directive of October 28, 1966. Similarly, in
respect of export bills, the Reserve Bank would be prepared to treat packing credit advances to
merchant-exporters as falling within the priority sector (i.e. 80 per cent category) provided such
credit is (@) given in connection with a firm export contract and (b) is extinguished by the negotia-
tion of an export bill relating to the same transaction.

DBOD. No. Cre. 262/C. 218 (F)-67—April 13, 1967.—AIl Scheduled Commercial Banks—Advances
against cotton and kapas

Please refer to our directive DBOD. No. Cre. 259/C. 218F-67 dated 12th April 1967 on the
above subject.

2. With respect to any advances to mills or the trade against cotton or kapas outstanding
as at the close of business on 12th April, 1967, which are not in conformity with paragraph 1(b)
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of the directive (yvhgreby advances to .mills or the trade against stocks not covered by the purchase/
movement permits issued by the Textile Commissioner, Government of India are prohibited), banks

are requested to take immediate steps so as to bring such advances into conformity with that para-
graph within 15 days from the date of this letter.

;3. " The Textile Commissioner has been requested to deal expeditiously with all applications for

purchase/movement permits which may be made by mills or the trade in connection with such
advances. - R .

4. While granting advances against indigenous cotton and kapas to mills or the trade and
covered by the purchase/movement permits issued by the Textile Commissioner, banks may please
ensure that the necessary particulars of the relevant permits are recorded by them.

DBOD. No. Cre. 325/C. 218 (F)-67—May '4‘, 1967—Advances against Cotton and Kapaé

In exercise of the powers conferred by Section 21 of the Bunking Regulation Act, 1949, the
- Reserve Bank of India being satisfied that it is in the public interest so to do, hereby directs that the

directive Ref. DBOD. No. Cre. 259/C. 218(F)-67 dated April 12, 1967 shall with immediate effect
be amended as: follows :—

In clause II (7.e. Exemptions) of the said directive, insert the following as the third sentence
thereof:

““Further, (i) advances against the security of stocks of cotton or kapas of exportable
varieties like Bengal Deshi, Assam Comillas, Yellow Pickings, Zodas, Sweepings etc. and
(i) advances against the security of, or by way of purchase or discount of, export bills

relating to the export of cotton or kapas from India shall be exempt from the:provisions of
this directive.” . o

DBOD. No. Cre. 336/C. 218 (F)-67—May 6, 1967—All Scheduled Commercial Banks.—Advances
against Cotton and Kapas. )

Please refer to clause 1(b) of our directive DBOD. No. Cre. 259/C. 218 (F)-67 dated the 12th
April 1967, prohibiting advances to mills or trade, against the security of cotton and kapas grown
in India, except against purchase/movement permits issued by the Textile Commissioner, Govern-
ment of India. It has been represented that, in many cases stocks held by mills and traders, which
are financed by banks are unsold and also there are stocks which are sold” but not delivered. It
has further been represented that such stocks have not yet been covered by the purchase/movement
permits. The Textile Commissioner has, therefore, in a Press Note issued on the 5th May 1967,
agreed that in such cases, the mills/traders may apply to him in the prescribed form giving details
of the stocks held by them, mentioning names of their bankers and particulars of the loans advanced
to enable him to advise the concerned banks suitably. Any letter to banks in this connection from
the Textile Commissioner, issued in pursuance of his Press Note referred to above whereby the
“Textile Commissioner agrees to the borrower continuing to hold the stocks should be treated as a
“permit” for the purpose of our above directive.

DBOD. No. Cre. 762/C. 218 (F)-67—June 6, 1967—Advances against Cotton and Kapas

In exercise of the powers conferred by Section 21 of the Banking Regulation Act, 1949, the
Reserve Bank of India being satisfied that it is in the public interest so to do, hereby directs that
the directive Ref, DBOD. No. Cre. 259/C. 218 (F)-67 dated April 12, 1967 as amended by the Direc-

tive DBOD. No. Cre. 325/C. 218 (F)-67 dated May 4, 1967 shall with immediate effect be further
amended as follows :(—

- Inclause 1 (i.e. Exemptions) of the said directive, insert the following as the fourth sentence
thereof : . :
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“Also, advances against the security of stocks of ISC 67 cotton and Andrews cotton
shall be exempt from the provisions of this directive.”

DBOD. No. Cre. 1770/C. 218 (F)-67—September 2, 1967—Advances against Cotton and Kapas

In exercise of the powers conferred by Section 21 of the Banking Regulation Act, 1949, the
Reserve Bank of India, being satisfied that it is in the public interest so to do, hereby directs that the
directive DBOD. No. Cre. 259/C. 218 (F)-67 dated April 12, 1967, as amended by the directive
DBOD. No. Cre. 325/C. 218 (F)-67 dated May 4, 1967 and the directive DBOD. No. Cre. 762/C.
218 (F)-67 dated June 6, 1967, shall, with immediate effect, be further amended as follows :—.

Clause 1(4) (i.e. on ‘prohibition of advances to mills or trade except against purchase/
movement permits’) of the said directive, shall be deleted.

DBOD. No. Cre. 2224/C. 218 (F)-67—November 1, 1967—Advances against Cotton and Kapas

In exercise of the powers conferred by Section 21 of the Banking Regulation Act, 1949, and in -
supersession of the directive DBOD. No. Cre. 259/C. 218 (F)-67 dated April 12, 1967 as amended
from time to time, the Reserve Bank of India, being satisfied that it is in the public interest so
to do, hereby directs that every scheduled commercial bank :

I. Margin: Shall maintain in respect of each credit limit against the security of coiton and
kapas, a margin which shall not be less than 35 per cent of the value of the relative stocks ;

II. Average Aggregate Level of Credit: Provided that in respect of credit limits granted to
cotton mills against the security of cotton and kapas the margin maintained shall not be less than
25 per cent of the value of the relative stocks ; shall maintain in each month, commencing from
November 1967 a ceiling of average aggregate level of credit against the security of cotton and kapas
-grown in India, which shall not exceed 85 per cent of the average aggregate level of such credit
actually maintained by the bank either in the corresponding month or in the month immediately
following the corresponding month (hereinafter referred to as the ““base month’”) in the year

1966-67 (November to October);
A bank may exercise the option in regard to the base month separately in respect of each office;

III. Exemptions: Provided that the option once exercised shall not be altered.

Advances against the security of stocks of imported cotton and kapas shall be completely
exempt from the provisions of this directive. Similarly, advances in respect of pre-shipment
credit for cotton exports will be exempted provided the advance is made in respect of a firm
export order and is repaid on negotiation of the relevant export bills on shipment. Further,
(i) advances against the security of stocks of cotton or kapas of exportable varieties like Bengal
Deshi, Assam Comillas, Yellow Pickings, Zodas, Sweepings, etc. and (i) advantces against
the security of, or by way of purchase or discount of, export bills relating to the export of cotton
or kapas from India shall be exempt from the provisions of this directive. Also, advances
against the security of stocks of ISC 67 cotton and Andrews cotton shall be exempt from the

provisions of this directive.

IV. Definitions: (i) ‘Credit’ or ‘credit limit’ includes credit provided by way of loans or
advances, cash credit or overdraft or purchase or discount of bills other than advances against the
security of or by way of purchase or discount of demand documentary bills drawn in connection
with the movement of cotton and kapas ;

(ii) ‘Average Aggregate Level of Credit’ means the average of the outstanding advances as
on the two Fridays during the month with reference to which the return in Forms 7A and 7B is to
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be furnished, nanqely, the second and fourth Friday, when there are four Fridays in 2 month or the
third and fifth Friday when there are five Fridays in a month.

V. Composite Adval_lces: ‘Where credit limits have been sanctioned against the security of
cotton and kapas grown in India and any other type of security (i.e, composite credit limits), the

credit'h'mits against such cotton and kapas shall be segregated and the restrictions contained in this
directive shall be made applicable to such segregated limits.

DBOD. No. Cre. 2451/C. 218 (F)-67—December 7, 1967—All Scheduled Commercial Banks—
Advances against cotton and kapas

Please refer to our directive DBOD. No. Cre. 2224/C. 218 (F)-67 dated the 1st November
1967 issued in supersession of the directive dated the 12th April 1967, on the above subject. In
this connection we have to advise that credit facilities allowed by you to the borrowers under the
additional limits sanctioned to your bank under our old directive should be so re-adjusted as to
ensure compliance with the recent directive now in force, irrespective of the period for which such
limits had been sanctioned earlier. This is to ensure that no bank exceeds the credit level of 859,
stipulated under clause I1 of the current directive (dated the 1st November 1967). Every effort
should, therefore, be made to meet the requirements of the parties within your permissible limit,
by making adjustments of limits, wherever necessary, between different borrowers (old or new)
and branches. In case, your bank is unable to accommodate a party within the permissible limit
stipulated in the directive and worked out on the basis indicated in clause 11 of the latest directive,
you may approach us in each case, indicating the specific amount of additional limit required for
granting advances to the party, stating clearly that your bank has no permissible limit available to

it to meet the party’s requirement. Each such request for an additional limit will then be considered
by us on merits.

DBOD. No. Cre. 2227/C. 218 (R)-67—November 2, 1967—Advances against Gur

In exercise of the powers conferred by Section 2I of the Banking Regulation Act, 1949, the
Reserve Bank of India being satisfied that it is in the public interest so to do, hereby directs that
every scheduled commercial bank:

I. Margin: Shall maintain in respect of each credit limit against the security of gur a margin
which shall not be less than 50 per cent of the value of the relative stocks ;

II. Ceilings: Average aggregate level of credit: Shall maintain during each two-month period
commencing from November-December 1967 an average aggregate level of credit against the
security of gur, which shall not exceed 70 per cent of the average aggregate level of such credit

actually maintained in the corresponding two-month period of 1966-67 (November 1966-October
1967). ‘

III. Definitions: For the purpose of this directive :

(a) ‘two-month period’ means the successive two months commencing from November-
December 1967,

(b) ‘credit’ or ‘credit limits’ includes credit provided by way of loans or advances,. cash
credit or overdraft or purchase or discount of bills other than advances against the security of

or by way of purchase or discount of demand documentary bills drawn in connection with the
movement of gur,

(¢) ‘average aggregate level of credit” means the average of the outstanding advances as
on the four Fridays during the two-month period with reference to which the returns in Forms
7A and 7B arc to be furnished to the Reserve Bank of India, namely the second and the fourth
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Friday when there arc four Fridays in a month or the third and the fifth Friday when there are
five Fridays in a month,

IV. Composite Advances: Where credit limits have been sgmqtiqned against_thf': spcurit){ of
gur and against any other type of security (that is composite credit 'hmxts), the credit hmxt§ against
gur shall be scgregated and the restrictions contained in this directive shall be made applicable to

such segregated limits.

DBOD. No. Cre. 1096/C. 218 (H)-67—July 6, 1967—Advances against Oilseeds

In cxercise of the powers conferred by Section 21 of the Banking Regulation Act, 1949, and in
supersession of the directives DBOD. No. Cre. 250/C. 218 (H)-65 dated July 21, 1965 and DBOD.
No. Cre. 284/C. 218 (H)-65 dated August 5, 1965 as amended by the directive DBOD. No. Crc?.
657/C. 218 (H)-65 dated December 13, 1965, the Reserve Bank of India, being satisfied that it is
necessary in the public interest so to do, hereby directs that every scheduled bank other than a

State Co-operative Bank—

Groundnuts Margin : L. (1) shall maintain in respect of each credit limit against the security
of groundnuts a margin which shall not be less than 50 per cent of the value of the relative stocks;

Ceilings: Average aggregate level of credit: (2) (¢) shall maintain, during the two-month period
July-August 1967,

(a) an average aggregate level of credit against the security of groundnuts, exclusive of such
credit against warehouse receipts issued by warehouses established by the Central and State Warehous-
ing Corporations, which shall not exceed 100 per cent of the average aggregate level of such credit
actually maintained in the corresponding two-month period of 1964 and (b) an average aggregate
level of credit covering groundnuts, against warchouse receipts issued by warchouses established
by the Central and State Warehousing Corporations, which shall not exceed 130 per cent of the
average aggregate level of such credit actually maintained in the corresponding two-month period

of 1964;

(i) shall maintain during each two-month period commencing from September-October
1967, an average aggregate level of credit against the security of groundnuts inclusive of such credit
against warehouse receipts issued by warehouses established by the Central and State Warehousing
Corporations, which shall not exceed 100 per cent of the average aggregate level of such credit
actually maintained in the corresponding two-month period of 1964 ;

Additional Credit limit: (3) may, in addition to the level of credit permitted under sub-clause
(2) above, maintain in each two-month period commencing from July-August 1967, a further level
of credit against the security of groundnuts extended to any integral oil expeller mill and/or mills
using the solvent extraction process, which shall not exceed 25 per cent of the f. o. b. value of the
de-oiled or de-fatted groundnut cake actually exported by such mill/s in the corresponding two-
month period in 1964.

‘Other Oilseeds” Margin: 1II. (1) shall maintain in respect of each credit limit against the secu-
rity of ‘other oilseeds’ a margin which shall not be less than 50 per cent of the value of the relative
stocks ;

Ceiling: Average aggregate level of credit: (2) (i) shall maintain, during the two-month period
July-August 1967,

(@) an average aggregate level of credit against the security of ‘other oilseeds’, exclusive of
such credit against warchouse receipts issued by warechouses established by the Central and State
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Warehousing Corporations, which shall not exceed 75 per cent of the average aggregate level of such
credit actually maintained in the corresponding two-month penod of 1964 ; and

(b) an average aggregate level of credit covering ‘other oilseeds’ against warehouse receipts
issued by warehouses established by the Central and State Warehousing Corporations, which shall

not exceed 100 per cent of the average aggregate level of such credlt actually mamtamed ln the
corresponding two-month period of 1964 ;. R

(ii) shall maintain during each two-month -period -commencing from September-October
1967 an average aggregate level of credit against the security of ‘other oilseeds’ inclusive of such
credit against warehouse receipts issued by warehouses established by the Central and State Ware-
housing Corporations, which shall not exceed 75 per cent of the average aggregate level of such

credit actually maintained in the correspondmg two-month period in the year 1964-65 (from July
to June).

. L 'Exemptions: (1) The provisions relating to margin in Clauses 1(1) and TI(1) above do
not apply to credit limits in favour of vanaspati manufacturers

(2) The provisions relating to margm and ceiling in Clause Il above do not apply to credit
limits in favour of exporters of ‘other oilseeds’, de-oiled and/or de-fatted cakes in respect of ‘other

oilseeds’ and/or extractions of ‘other oilseeds’, in respect of specific firm export contracts and/or
against export bills.

"IV, . Definitions: For the purpose of this directive—

(i) ‘Average Aggregate Level of Credit’ means the average of the outstanding advances as
on the four Fridays during the two-month period with reference to which the returns in Forms
7A and 7B are to be furnished, namely, the second and fourth Frlday, when there are four Fridays
in a month or the third and fifth Friday when there are five Fridays in a month ;

(zz) ‘Credrt’ or ‘Credit lelt’ includes credlt provided by way of loans or advances, cash
credit or overdraft or purchase or discount of bills other than advances against the security of or
by way of purchase or discount of demand documentary bllls drawn in connection with the move-
ment of groundnuts and ‘other oilseeds’ ;

(#ii) ‘other oilseeds’ means all oilseeds other than groundnuts and cottonseeds.

‘ V Composrte Advances. Where credlt llmlts have been sanctioned against the security of
groundnuts ‘other oilseeds’ and any other type of security (i.e. composite credit limits), the credit
limits agalnst (@) groundnuts and (b) ‘other oilseeds’, shall be segregated and the restrxctlons con-
tained in this directive shall be made applicable to such segregated limits.

DBOD. No. Cre. 1874/C. 218 (H)-67—September 14, 1967—Advances agamst vegetable onls (m~
cluding vanaspati)

- In exercise of the powers conferred by Section 21 of the Banking Regulation Act, 1949, the
Reserve Bank of India, being satisfied that it is necessary in the public interest so to  do, hereby
directs that the directive DBOD. No. Cre. 282/C. 218 (H)-65 dated August 5, 1965, as amended by
directives DBOD. No. Cre. 380/C. 218 (H)-65 dated September 20, 1965, DBOD. No. Cre. 656/C.
218 (H)-65 dated December 13,1965, DBOD. No. Cre. 2/C. 218 (H)-66 dated January 3,°1966

and DBOD. No. Cre. 249/C 218 (H)-66 dated Aprll 20, 1966 shall be further amended in the fol-
lowing manner :(—

- In Clause II after sub-clauses (1) and (2), the following sub-clause shall be inserted,
namely:—
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“(3) The provisions relating to margin in Clause I(1) above and_ tl’ge 'provisions
relating to restrictions on credit in Clause 1(2) above do not apply to credl.t limits granted
against the stocks of non-edible vegetable oils excluding castor oil a{x’d linseed oil, sub-
ject to verification by the bank:of necessary documents-in this respect.” .

DBOD. No. Cre. 2246/6 218 (}i);67—¥N6véml;ér‘9,‘:19,67—A—Advanc'es against- Qilseeds.
In exercise of the powers conferred by Section 21 of the Banking Regulation Act, 1949, the

Reserve -Bank of India, being satisfied that it is necessary in the public interest so to do, hereby
directs that the directive Ref. DBOD. No. Cre. 1096/C. 218 (H)-67 dated July 6, 1967, shall be

amended in the followihg manner :
(1) In Clause I(1), the followg provisionshall be inserted, namely :—

“Provided that in respect of credit limits granted to the solvent extraction units and/
or the integral oil expeller mills with solvent extraction plants, the margin maintained shall
not be less than 25 per cent of the value of the relative stocks.”

(2) Sub-clause (3) of Clause I(i.e. Additional Credit limit) shall be deleted ;

(3) 1In Clause 1I(1), the following proviso shall be inserted, namely :—

“Provided that in respect of credit limits granted to the solvent extraction units and/or
the integral oil cxpeller mills with solvent extraction plants, the margin maintained shall
not be less than 25 per cent of the value of the relative stocks;

(4) For Clause 111, the following shall be substituted namely :—

III. ““Exemptions : (1) The provisions relating to margin in Clauses I(1) and II(1)
above do not apply to credit limits in favour of vanaspati manufacturers ;

(2) The provisions relating to ceiling in Clauses I and II above do not apply to credit
limits in favour of the solvent extraction units and/or the integral oil expeller mills with solvent

extraction plants; '

(3) The provisions relating to margin and ceiling in Clause II above do not apply to
~credit limits in favour of exporters of ‘other oilseeds’, de-oiled and/or de-fatted cakes in respect
- of ‘other oilseeds’ and/or extractions of ‘other oilseeds’, in respect of specific firm export con-

tracts and/or against export bills.”

DBOD. No. Cre. 2247/C. 218 (H)-67—November 9, 1967—Advances against vegetable oils (including.
vanaspati)

In exercise of the powers conferred by Section 21 of the Banking Regulation Act, 1949, the
Reserve Bank of India, being satisfied that it is necessary in the public interest so to do, hereby
directs that the directive DBOD. No. Cre. 282/C. 218 (H)-65 dated August 5, 1965, as amended by
directives DBOD. No. Cre. 380/C. 218 (H)-65 dated September 20, 1965, DBOD. No. Cre. 656/C.
218 (H)-65 dated December 13, 1965, DBOD. No. Cre. 2/C. 218 (H)-66 dated January 3, 1966,
DBOD. No. Cre. 249/C. 218 (H}-66 dated April 20, 1966, and DBOD. No. Cre. 1874/C. 218 (H)-67
dated September 14, 1967 shall be further amended in the following manner : ‘

(1) 1In Clause I, the following proviso shall be inserted as the third proviso, namely :—
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_ “Provided further that in respect of credit limits granted to the solvent extraction
units and/or the integral oil expeller mills with solvent extraction plants, the margin main-
tained shall not be less than 25 per cent of the value of the relative stocks;”

o (2) In Clause I, after sub-clauses (1), (2) and (3), the following sub-clauses shall be
© -inserted, namely :— . - R e

C4) The- provisions relating to ‘restrictions ‘on’ credit*in Clause 1(2) above do not
apply to credit limits granted against the stocks of vegetable oils (including vanaspati)

in favour of the solvent extraction units and/or the integral oil expeller mills having solvent
extraction plants ; S : A

(5) The provisions relating to margin in Clause I(1) above and the provisions relating
to restrictions on credit in Clause 1(2) above do not apply to credit limits granted against
the stocks of vegetable oils (including vanaspati) in favour of exporters of de-oiled and/or
de-fatted cakes in respect of specific firm export contracts and/or against export bills.”

APPENDIX VII
Notifications issued to Non-Banking Financial Companies and Non-Banking Non-Financial Companies.

DNBC. No. 6973/MRC. 95-66/67—April 24, 1967—All Non-Banking Financial Companies—
Directions to Non-Banking Companies—Premature Repayment of Deposits

The Reserve Bank of India has received from time to time representations from non-banking
companies asking for permission to repay certain deposits in advance of the dates of their maturity,
with accrued interest at the rates which were originally specified when the deposits were accepted.
In this connection please refer to the proviso to paragraph 9 of the Bank’s Notification No. DNBC.
1/ED (S)-66 dated October 29, 1966. In pursuance of the said proviso, the Bank has made an
Order DNBC. No. 2929/ED (S)-67 on April 4, 1967 regarding the payment of interest in respect
of the deposits returned or repaid in advance of the dates on which they are due to be repaid. A
copy of the Order is enclosed for your information and guidance. It will be seen from the Order
that while no interest can be paid on deposits which are withdrawn before the expiry of a period
of six months in respect of hire-purchase finance companies, and twelve months in the case of other
financial companies, from the date of receipt or the last renewal thereof, deposits for longer periods
can be repaid before maturity with interest at reduced rates. The maximum rate at which interest
can be paid on the premature withdrawal of a deposit ranges between 4 9, and 6 % in the case of hire-
purchase finance companies, and between 59, and 67 in respect of other financial companies. In
this connection it may be added that if any company pays interest onh deposits at stipulated intervals,
say once in three, six or twelve months, then in the event of the premature withdrawal of any of its
deposits, interest thereon should be calculated at a rate not exceeding the maximum rate prescribed
in the Order mentioned above, depending on the period for which the deposit has run and, from the
amount of the interest so calculated, the total amount of the interest already paid, if any, at periodi-
cal intervals should be deducted, the balance only being payable to the depositor. In case the
total amount of interest already paid exceeds the amount of interest calculated in the manner stated
above, the excess amount should be recovered from the principal amount of the deposit to be repaid.

2. In this connection we have to advise that non-banking companies should not, in their own
interest, allow the premature withdrawal of deposits as a matter of routine ; such withdrawals may
be permitted only under special circumstances,. viz. when the denial of such a facility is likely to
cause undue hardship to the party, and funds are urgently required by him for mecting some un-

avoidable commitments on account of illness, daughter’s marriage, son’s education or any other
obligatory expenditure. : : .
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-~ - ANNEXURE . .-

Financial Companies
I pUrsbli-éta.rliCé of the proviso to pa'rég'rapﬁ‘ 9 of the Non-Banking Financi-al‘ Companies (Reserve
Bank) Directions, 1966, the Reserve Bank of India hereby makes the following order regarding the

payment of interest in respect of the depos

they are due to be repaid, namely —
() No interest shall be .pa);able, in"réspeét of any deposit which‘i_s returned or repaid
before the expiry of six months from the date of receipt of the said deposit in the case of hire~

. purchase finance companies or twelve months from the date

" case of other non-banking financial companies :

/ED(S);67+Ap(il'4, .1967-_;—'-l>’rematurve Repéyment of Deposits by Non-Banking
its- returned or repaid in-advance of the dates on which

of receipt of such deposit in the

(i) Non-banking financial cbfnpanies mayb,‘ir'x respect of any deposit which is returned

or repaid, on or after the expiry of six months from the date of receipt of such deposit in the
case of hire-purchase finance companies and twelve months from the date of receipt of such
deposit in the case of other financial companies, if the said deposit is returned or repaid before
maturity, pay interest at a rate which shall not exceed the relevant rate specified hereunder :

- but before the expiry of nine months from the date of receipt of the
- deposit (in the case of hire-purchase finance companies only) .. .

®

\’ (0

on'any deposit returned or repaid on or after the expiry of six months

oh any deposit returned or repaid on or after the expiry of nine months
but before the expiry of one year from the date of receipt of the deposit
(in the case of hire-purchase finance companies only) S

on-any deposit returned or repaid on or after the expiry of one year but

before the expiry of two years from the date of receipt of the deposit

" - (in the case of all non-banking financial companies)

D)

on any deposit returned or repaid on or after the expiry of two years

but before the expiry of three years from the date of receipt of the
deposit (in the case of all non-banking financial companies) ..

‘on any deposit returned or repaid on or after the expiry of three years

but before the expiry of five years from the date of receipt of the de-
posit (in the case of all non-banking financial companies) ..

on any deposit returned or repaid on or after the expiry of five years

~ from the date on which the deposit was received but before the expiry

of the period for which the deposit was originally accepted (in the case
of all non-banking financial companies) - .. . ..

This order supersedes any previous instructions issued in this regard.

Maximum
permissible
rate per cent,
per annum

sp

54
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DNBC. No. 6974/MRC. 95-66/67—April 24, 1967—All Non-Banking Non-Financial Companies
—Directions to Non-Banking Companies—Premature Repayment of Deposits

The Reserve Bank of India has received from time to time representations from non-banking
companies asking for permission to repay certain deposits in advance of the dates of their maturity,
with accrued interest at the rates which were originally specified when the deposits were accepted.
In this connection please refer to the proviso to paragraph 9 of the Bank’s Notification No. DNBC.
2/ED(S)-66 dated October 29, 1966. In pursuance of the said proviso, the Bank has made an
Order DNBC. No. 2930/ED(S)-67 on April 4, 1967 regarding the payment of interest in respect
of the deposits returned or repaid in advance of the dates on which they are due to be repaid. A
copy of the Order is enclosed for your information and guidance. It will be seen from the Order
that while no interest can be paid on deposits which are withdrawn before the expiry of a period of
twelve months from the date of receipt or the last renewal thereof, deposits for longer periods can
be repaid before maturity with interest at reduced rates. The maximum rate at which interest
can be paid on the premature withdrawal of a deposit ranges between 59 and 6%,. In this con-
nection it may be added that if any company pays interest on deposits at stipulated intervals, say
once in three, six or twelve months, then in the event of the premature withdrawal of any of its de-
posits, interest thereon should be calculated at a rate not exceeding the maximum rate prescribed
in the Order mentioned above, depending on the period for which the deposit has run and, from
the amount of the interest so calculated, the total amount of the interest already paid, if any, at
periodical intervals should be deducted, the balance only being payable to the depositor. In case
the total amount of interest already paid exceeds the amount of interest calculated in the manner

stated above, the excess amount should be recovered from the principal amount of the deposit
to be repaid. '

2. In this connection we have to advise that non-banking companies should not, in their own
interest, allow the premature withdrawal of deposits as a matter of routine ; such withdrawals may
be permitted under special circumstances only, viz., when the denial of such a facility is likely to
cause undue hardship to the party, and funds are urgently required by him for meeting some un-
avoidable commitments on account of illness, daughter’s marriage, son’s education or any other
obligatory expenditure. : : :

ANNEXURE

DNBC. No. 2930/ED(S)-67—April 4, 1967—Premature Repayment of Deposits by Non-Banking
Non-Financial Companies L

In pursuance of the proviso to paragraph 9 of the Non-Banking Non-Financial Cqmpanies
(Reserve Bank) Directions, 1966, the Reserve Bank of India hereby makes.th_e following order
regarding the payment of interest in respect of the deposits returned or repaid in advance of the
dates on which they are due to be repaid, namely :—

(/) No interest shall be payable in respect of any deposit which is returned or repaid
before the expiry of twelve months from the date of receipt of the said deposit ;

(i) Non-banking Non-financial companies may, in respect of any deposit which is re-
turned or repaid on or after the expiry of twelve months from the date of receipt of such de-
posit, if the said deposit is returned or repaid before maturity, pay interest at a rate which shall
not exceed the relevant rate specified hereunder :—
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Maximum
permissible
rate per cent,
: ' per annum
(@) onany deposit returned or repaid on or after the expi(y of one year bu}
before the expiry of two years from the date of receipt of the deposit 5
(b) on any deposit returned or repaid on or after the expiry_of two years
but before the expiry of three years from the date of receipt of the de-
posit . .. . .. . e e .. .. 5%
(¢c) on any deposit returned or repaid on or after the expiry gf three years
but before the expiry of five years from the date of receipt of the de-
posit . .. .. . .. . . .. 5%
(d) on any deposit returned or repaid on or after the expiry of five years
from the date on which the deposit was received but before the expiry ;

of the period for which the deposit was originally accepted
This order superscdes any previous instructions issued in this regard.

DNBC. No. 631/MRC. 95/67-68—September 4, 1967—All Non-Banking Financial Companies
—Directions to Non-Banking Companies v

' Please refer to our Circular letter DNBC. No. 5833/MRC. 95-66 dated December 23, 1966
forwarding a copy of our Notification No. DNBC. 1/ED(S)-66 dated October 29, 1966. - Section
2(1) (g) of the above Notification has since been amended by our Notification No. DNBC. 3/ED(S)-
67 dated August 23, 1967, a copy of which is enclosed. In terms of the amendment referred to
above, the Statutory Development Rebate Reserve created under sub-section (3) of Section 34 of
the Income-tax Act, 1961, will be deemed to be a ‘free reserve’ and, as such, it can be taken into
consideration while calculating the ceiling in respect of total deposits prescribed in Section 3(¢)

of our Notification dated October 29, 1966.

2. We also enclose a copy of our Order No. DNBC. 101/ED(S)-67 dated August 23,1967
regarding payment of interest on premature repayment of deposits issued in pursuance of the pro-
viso to Section 9 of our Notification dated October 29, 1966 and in supersession of our Order No.
DNBC. 2929/ED(S)-67 dated April 4, 1967 (a copy of this Order was forwarded to your company
with our Circular letter DNBC. No. 6973/MRC. 95-66/67 dated April 24, 1967). In terms of the
revised Order it is now open to non-banking financial companies to pay interest in the case of with-
drawal of any fixed deposit ‘before the date of maturity but on or after the expiry of a period of
six months from the date of receipt/last renewal of such deposit in the case of hire-purchase finance
companies and 12 months from the date of receipt/last renewal of the relative deposit in the case
of ‘other financial companies, at a rate not exceeding the contracted rate per annum less one
per cent. In the case of such withdrawal of deposits before the expiry of the periods aforesaid,
interest may now be paid at reduced rates ranging between % % and 44 % depending on the period
for which the deposit has run at the time of its repayment. . It should, however, be noted that if a
deposit is returned within 14 days from the date of receipt or last renewal, no interest should be paid
thereon. The provisions contained in the revised Order are applicable in the case of deposits repaid

on or after August 23, 1967.
Encl: 2 ‘
DNBC. 3/ED(S)-67—August 23, 1967

In exercise of the powers conferred by Sections 45J, 45K aﬁd 45L of the Reserve Bank of India
Act, 1934, and of all the powers cnabling it in this behalf, the Reserve Bank, being satisfied that
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it is necessary in the public interest so to do, hereby directs that the Non-Banking Financial Com-
panies (Reserve Bank) Directions, 1966 shall be amended in the following manner, namely :—

In clause (g) of sub-section (1) of section 2 for the words “‘but shall not include depreciation,
development rebate and renewal reserves”, the words “‘and any statutory development rebate re-

serve c.reated under sub-section (3) of Section 34 of the Income Tax Act, 1961, but shall not include
depreciation and renewal reserves” shall be substituted.

DNBC. 101/ED(S)-67—August 23, 1967—Premature Repayment of Deposits by Non-Banking
Financial Companies

In pursuance of the proviso to paragraph 9 of the Non-Banking Financial Companies (Reserve
Bank) Directions, and in supersession of its earlier order No. DNBC. 2929/ED(S)-67 dated the
4th April 1967, the Reserve Bank of India hereby makes the following order regarding the pay-
ment of interest in respect of the deposits returned or repaid in advancz of the dates on which they
are due to be repaid, namely, non-banking financial companies may :—

(a) in respect of any deposit Whlch'ls returned or repaid, on or after the expiry of six
months from the date of receipt of such deposit in the case of hire-purchase finance companics
and twelve months from the date of receipt of such deposit in the case of other financial com-

panies, pay interest at any rate not exceedmg the contracted rate per annum less one per cent ;
and

() in respect of any deposit, which is returned or repaid before the expiry of the periods
aforesaid, pay intcrest at rates not exceeding the relevant rates specified hercunder :

Maximum
permissible
rate per cent,
. per annum
'(i) if the deposit is returned thhm a period of 14 days from the date of
~ receipt .. .. e .. .. .. .. NIL
@i) if the deposit is returned after a period of 14 days but within a period
of 45 days from the date of receipt .. .. . .. .. 3
(iii) if the deposit is returned after a period of 45 days but w1th1n a perlod
of 90 days from the date of receipt .- .. .. e 2
(iv) if the deposit is returned after a period of 90 days but within a period :
of six months from the date of receipt .. .. .. .. .. 33
(v if the deposit is returned after a period of six months but within a ﬁeriod
of nine months from the date of receipt .. .. .. .. ee 4
(vi) if the dep051t is returned after a perlod of nine months but before the -
expiry of twelve months from the date of recelpt oL .. . 43

DNBC. No. 632/MRC. 95/67-68.—September 4, 1967.——All Non- Bankmg Non-Financial Com-
panies—Directions to Non-Banking Companies

Please refer to our circular letter DNBC. No. 5832/MRC. 95-66 dated December 23, 1966
forwarding a copy of our Notification No. DNBC. 2/ED(S)-66 dated October 29, 1966. Section
2(1)(g) and Section 4(3) of the above Notification have since been amended by our Notification

-
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DNBC. 4/ED(S)-67 dated August 23, 1967, a copy of which is enclosed. In terms of the amend-
ments referred to above, the Statutory Development Rebate Reserve created under sub-section (3)
of Section 34 of the Income tax Act, 1961, will be deemed to be a ‘free reserve’ and, as such, it can
be taken into consideration while calculating the ceiling in respect of total deposits prescribed in
section 3(b) of our Notification dated October 29, 1966. Further, in respect of non-banking non-
financial companies which fall under the category of industrial concerns as defined in Section 2(1)(j)
of our Notification dated October 29, 1966, and which satisfy either of the two conditions men-
tioned hereunder, a period of five years (as against two years prescribed in the earlier notification)
from the date of commencement of the directions viz., January 1, 1967 will be allowed for bringing
the deposits outstanding as on January 1, 1967 within the ceiling of 25 per cent of the paid-up ca-

pital and free reserves :

() if they have paid dividends on their equity shares at the rate of 6 7 or more per annum
during the last five years or for a period of five years out of six or seven years immediately

preceding January 1, 1967 or

(ii) they have unencumbered fixed assets as on January 1, 1967 of a book-value which
- is not less than twice the amount of the deposits and unsecured loans outstanding as on that

date. .

2. We also enclose a copy of our Order No. DNBC. 102/ED(S)-67 dated August 23,1967
regarding payment of interest on premature repayment of deposits issued in pursuance of the pro-
viso to Section 9 of our Notification dated October 29, 1966 and in supersession of our earlier Order
No. DNBC. 2930/ED(S)-67 dated April 4, 1967 (a copy of this Order was forwarded to your com-
pany with our Circular letter DNBC. No. 6974/MRC. 95-66/67 dated April 24, 1967). " In terms of
the revised order, it is now open to non-banking non-financial companies to pay interest in the case
of withdrawal of any fixed deposit before the date of maturity but on or after the expiry of a period
of 12 months from the date of receipt/last renewal of the relative deposit, at a rate not exceeding
the contracted rate per anhum less one per cent. In the case of such withdrawal of deposits before
the expiry of a period of 12 months from the date of receipt/last renewal, interest may now be paid
at reduced rates ranging between % % and 4} % depending on the period for which the deposit has
run at the time of its repayment. It should, however, be noted that if a deposit is returned within
lfl days from the date of receipt or last renewal, no interest should be paid thereon. The provi-
sions contained in the revised Order are applicable in the case of deposits repaid on or after August

23, 1967. : :
Encl: 2
DNBC. 4/ED(S)-67-—August 23, 1967.

In exercise of the powers conferred by Sections 45J, 45K and 45L of the Reserve Bank of India
Act, 1934, and of all the powers cnabling it in this behalf, the Reserve Bank, being satisfied that
it is necessary in the public interest so to do, hereby directs that the Non-Banking Non-Financial
Companies (Reserve Bank) Directions, 1966 shall be amended in the following manner, namely :—

_ 1. In clause (g) of sub-section (1) of section 2 for the words ““but shall not include deprecia-
tion, development rebate and renewal reserves”, the words ‘““and any statutory development rebate
reserve created under sub-section (3) of Section 34 of the Income Tax Act, 1961, but shall not in-
clude depreciation and renewal reserves™ shall be substituted.

2. In sub-section (3) of section 4, the following proviso shall be added :
*“Provided that any such company, which is an industrial concern, may comply with the re-

quirements of this g!ausc; \:vithi_n a pericd of five years instcad of two years from the date of such
commencement, if it satisfies cither of the following conditions, namely :—
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(i) it has paid dividends on its equity shares at a rate of not less than six per cent for a
period of five years immediately preceding the date of such commencement or for at least five
out of the six or seven years immediately preceding the date of such commencement ; or

(@) it has fixed assets, the book value of which,

(@) as shown in its last audited balance-sheet filed with the Registrar of Companies before
the date of such commencement, or

() where no guch balance-sheet has been so filed, as on the date of such commencement
and as certified by the company’s manager,

after reducing from such book value in either case any amount borrowed on the security of the said
assets or the value of any encumbrance created thereon, is more than twice the aggregate of the
amounts of the deposits and the unsecured loans as shown under the head “‘unsecured loans” in
the said balance-sheet or as so certified by the manager.”

DNBC. 102/ED(S)-67—August 23, 1967—Premature Repayment of Deposits by Non-Banking
Non-Financial Companies

In pursuance of the proviso to paragraph 9 of the Non-Banking Non-Financial Companies
(Reserve Bank) Directions, 1966, and in supersession of its earlier order No. DNBC. 2930/ED
(S)-67 dated the 4th April 1967, the Reserve Bank of India hereby makes the following order re-
garding the payment of interest in respect of the deposits returned or repaid in advance of the dates
on which they are due to be repaid, namely, non-banking non-financial companies may :—

(@) in respect of any deposit which is returned or repaid, on or after the expiry of twelve
months from the date of receipt of such deposit, pay interest at any rate not exceeding the
contracted rate per annum less one per cent; and

(b) in respect of any depdsit, which is returned or repaid before the expiry of the afore-
said period, pay interest at rates not exceeding the relevant rates specified hereunder :

Maximum
permissible
rate per cent,
: per annum
(/) if the deposit is returned within a period of 14 days from the date of
receipt .. .. . .. .- .. .. .- - NIL.
(i) if the deposit is returned after a period of 14 days but within a period ‘
of 45 days from the date of receipt .. .. . 1
(éit) if the deposit is returned after a period of 45 days but within a period
of 90 days from the date of receipt .. .. . .. .. 2
(iv) if the deposit is returned after a period of 90 days but within a period of
six months from the date of receipt .. . . .. .. 33
(v) if the deposit is returned after a period of six months but within a period
of nine months from the date of receipt .. .- . .. .. 4

(vi) if the deposit is returned after a period of nine months but before the
expiry of twelve months from the date of receipt . .. . 4}
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