
RESERVE BANK OF INDIA 

REPORT ON TREND AND 
PROGRESS OF BANKING IN INDLA 

1995- 1996 (JULY- JUNE) 



I'i-rc.c. : 1 1 1  l ~ ~ t l l ; ~  - Its. 85 (l~~cluslvc. of 1)osl;lgc) 
Abroi~tl - IJSS 35 (I~~clustve of l<cglsterctl Alr Mall Ilook-I'osl charges) 

Published by S.D.J. Pandian for the Reserve Bank of India. Mumbai-400 001 and printed by him 
at Mouj Printing Bureau, Khatau Wadi, Girgaum, Mumbai-400 004. 



T(a;fT 
GOVERNOR 

VmihWk 
*-, 
r n g r l p l f f i F d ,  
M - 4 0 0  001. Ym. 

RESERVE BANK OF INDIA 
CENTRAL OFFICE. 
SlIAkIEEI) UIWC;AT SINCH ROAD. 
MUA.IBA1- 400 001. INDIA. 

LETTER OF TRANSMITTAL 

February 3, 1997 
Magha 13, 19 18 (Saka) 

The Secretary to the G o v e m e n t  of India, 
Ministry of Finance, 
Department of Economic Affairs, 
New Delhi- 1 10 00 1 

Dear Finance Secretary, 

In pursuance of the provisions of Section 36(2) of the Banking Regulation 

Act, 1949, I transmit herewith two copies of the Report on Trend and 

Progress of Banking in India for the year ended June 30, 1996. 

Yours faithfully, 



CONTENTS 

S.Nos. Particulars Page 
Nos . 

CHAPTER I : BANKING DEVELOPMENTS AND POLICY 
PERSPECTIVES 

1.2 Rural Credit .................................................................................................... 2 

1.3 Financial Sector Reform Measures ............................................................ 2 

1.3.1 Rates on Domestic Bank Term Deposits ........................................... 2 

1.3.2 Rates on Non-Resident Bank Deposits ............................................. 2 

1.3.3 Deposit Rates of NBFCs and Nidhis ................... .. .......................... 3 

1.3.4 Lending Rates ....................................................................................... 3 

1.3.5 Cash Reserve Requirements ............................................................ 3 

1.3.6 Statutory Liquidity Ratio ..................................................................... 4 

1.3.7 Primary Dealers ................................................................................. 4 

1.3.8 Satellite Dealers .................................................................................... 4 

...................................................... 1.3.9 Prudential Accounting Standards 5 

................................................................. 1.3.10 Capital Adequacy Measures 5 

1.4 Profitability of Banks .................................................................................... 6 

1 . 5  New Private Sector Banks .......................................................................... 6 

.......................................... 1 . 6  Non-Performing Assets 8 

1.7 Modernisation and Revival Package for Banks ................................,........ 8 

1.8 Technology in Banking ............................................................................ 9 

.................................... ...................... 1.9 Committee for Legislation on EFT .. 1 0  

........................................................................ 1 .10  Regulation and Supervision 1 0  

.......................... 1.10.1 Supervisory System for Financial Intermediaries 10 

....................................... 1.10.2 Expert Group on Supervision of NBFCs 10 

1.11  Perspectives .................................................................................................. 10 



CHAPTER I1 : DEVELOPMENTS IN COMMERCIAL BANKING 

Overview ..................................................................................................... 14 

2.2 Liabilities and Assets Structure of Banks ................................................. 14 

2.2.1 Deposits .............................................................................................. 14 

2.2.2 Bank Credit ...................................................................................... 15 

2.2.3 Investments ......................................................................................... 17 

2.2.4 Cash Reserves ................................................................................... 18 

2.2.5 Sectoral Deploymenti of Credit .......................................................... 19 

................................................................................................ 2.3 Export Credit 19 

..................................................................................... 2.3.1 Export Credit 19 

2.3.2 Policy Changes in respect of Export Credit .................................... 19 

2.4 Working Results of Commercial Banks ...................................................... 21 

2.4.1 Scheduled Commercial Banks .......................................................... 21 

2.4.2 Public Sector Banks ......................................................................... 21 

2.4.3 Foreign Banks in lndia ................................................................... 22 

2.4.4 Indian Private Sector Banks ............................................................ 22 

2.5 Credit Delivery ............................................................................................. 24 

....................................... 2.5.1 Loan System for Delivery of Bank Credit 24 

2.5.2 Bridge Loansfinterim Finance .......................................................... 25 

2.5.3 Term Finance by Banks ................................................................... 25 

2.5.4 Simplification of Consortium Arrangements ................................... 25 

.......................................................... 2.5.5 Surcharge on Import Finance 26 

2.5.6 Investments in Shares and Debentures by Banks ......................... 26 

2.5.7 Foreign Currency Denominated Loans ............................................ 26 

2.5.8 Hedging of Loan Exposures ............................................................ 26 

2.5.9 Treasury Operations .......................................................................... 27 

2.6 Money Market Instruments ......................................................................... 2 7  

2.6.1 Certificate of Deposits (CDs) .......................................................... 27 

2.6.2 Commercial Bills ................................................................................ 27 

2.6.3 Commercial Paper ICP) ..................................................................... 30 

2.6.4 Money Market Mutual Funds (MMMFs) ...................... .., ............... 3 0  



2.7 Government Securities Market ................................................................... 3 1 

2.7.1 Primary Dealers' Access to CP Market ........................................... 31 

2.7.2 Satellite Dealers (SDs) .................................................................. 3 1  

2.7.3 Dedicated Gilt Fund ........................................................................... 32 

2.7.4 Retailing of Government Securities .................................................. 32 

2.7.5 Government Securities Refinance ..................................................... 33 

2.8 Rural Credit .................................................................................................. 33 

2.8.1 Rural Infrastructure Development Fund ......................................... 34 

2.8.2 Priority Sector Advances by Public Sector Banks .......................... 34 

2.8.3 Priority Sector Advances by Indian Private Sector Banks ............. 35 

2.8.4 Priority Sector Advances by Foreign Banks .................................... 35 

2.8.5 Recovery of Direct Agricultural Advances ........................................ 35 
2.9 Advances to Weaker Sections and Special 

Assistance Programmes ...................................................................~............ 35 

2.9.1 Differential Rate of Interest Scheme (DRI) ...................................... 36 

2.9.2 Integrated Rural Development Programme (IRDP) ......................... 36 

2.9.3 Scheme of Urban Micro-Enterprises (SUME) ................................. 37 

2.9.4 ?tyenty Point Programme . 1986 ...................................................... 3 7  

2.9.5 Lead Bank Scheme ......................................................................... 3 7  

2.9.6 Service Area Approach (SAA) .......................................................... 37 

2.9.7 Prime Minister's Rozgar Yojana for Educated I 

............................................................... Unemployed Youth (PMRY) 38 

2.9.8 Prime Minister's Integrated Urban Poverty Eradication 
................................................................... Programme (PMIUPEP) 39 

2.9.9 Scheme for Financing Primary Weavers' Co-operative 
.............................................................................................. Societies 39 

....................................................................... Regional Dispersal of Credit 39 

....................................................................... Regional Spread of Banking 40 

..................................................................... Regional Rural Banks (RRBs) 42 

............................................................................... 2.12.1 Progress of RRBs 42 

..................................................................................... 2.12.2 Lending Rates 42 

......................................................................................... 2.12.3 Borrowings 42 



.............................................................................. 2.12.4 Overdues of RRBs 42 

....................................................... 2.12.5 Refinance from Sponsor Banks 43 

2.12.6 Refinance from NABARD ................................................................... 43 

2.12.7 Increase in Share Capital .................................................................. 44 

................................. 2.12.8 Efforts for Improving the Efficiency of RRBs 44 

2.12.9 Restructuring Programme for RRBs ................................................ 44 

2.12.10 Working Group on Non-Governmental 
................... Organisations (NGOs) and Self-Help Groups (SHGs) 44 

2.13 Prudential and Capital Adequacy Measures ............................................. 45 

2.13.1 Capital Adequacy Measures ............................................................... 45 

2.13.2 Prudential Accounting Standards .................................................... 45 

2.14 Bank Credit and Industrial Sickness ......................................................... 46 

2.15 Regulatory and Supervisory Issues ............................................................ 47 

2.15.1 Working Group on On-site Supervision ......................................... 47 

2.15.2 Working Group on Internal Control in Banks ............................... 48 

2.16 Insurance Cover for Deposits .................................................................... 5 1  

................................................................................. 2.17 Technology in Banking 52 

............................................................................. 2.17.1 Cheque Processing 52 

2.17.2 Electronic Clearing Service ................................................................ 53 

................................................................................... 2.17.2.1 Credit Clearing 53 

2.17.2.2 Debit Clearing ..................................................................................... 53 

2.17.3 Telecommunication Network ............................................................. 53 

2.17.4 Electronic Funds Transfer (EFT) System ........................................ 53 

2.17.5 Very Small Aperture Terminal (VSAT) ............................................ 54 

2.17.6 Institute for Development and Research in 
...................... Banking Technology (IDRBT) . Hyderabad ............... ; 54 

................................................................................ 2.18 Organisational Matters 54 

2.18.1 Liquidation. Moratorium and Amalgamation .................................. 54 

2.18.2 Indian Banks' Operations Abroad ................................................ 5 4  

2.18.3 Foreign Banks in India .................................................................. 54 

2.18.4 Local Advisory Boards of Foreign Banks ........................................ 55 

................................. 2.18.5 Bank (Employees') Pension Regulation. 1995 55 



2.18.6 Committee on Recruitment in Banks 55 .............................................. 
2.18.7 Vigilance System ................................................................................ 55 

2.19 Diversification in Banking .......................................................................... 55 

2.19.1 Stockinvest Scheme 55 ......................................................................... 
2.19.2 Securities Broking & Trading Subsidiaries .................................... 56 

2.19.3 Merchant BankingLeasing Subsidiaries .......................................... 56 

2.19.4 Marketing of Mutual Fund Units ..................................................... 56 

2.19.5 Other Subsidiaries ......................................................................... 5 6  

2.19.6 Equity Participation ........................................................................... 57 

2.20 Customer Service in Banks .................................................................... 5 7  

2.21 Miscellaneous Issues ................................................................................ 57 

2.21.1 Receipt of Foreign Contribution ..................................................... 5 7  
2.21.2 Concessions to Disturbed States .................................................... 5 8  

2.21.3 Special Investigation Cell ............................................................... 5 8  

2.21.4 Tax Deduction at  Source ................................................................ 58 

2.21.5 Study Group on Review of Returns ................................................. 58 

2.2 1.6 Appointment of Chairmen of Banks ..................... ... ................... 5 9  

................................................... 2.2 1.7 Grant of Loans to Bank Directors 59 

2.21.8 Frauds and Robberies .............................. .. .................................... 59 

2.21.9 Use of Hindi ....................................................................................... 59 

CHAPTER 111 : DEVELOPMENTS IN .C O-OPERATIVE BANKING 

..................................................................................................... Overview 61 

................................................................ 3.2 Progress of Credit Co-operatives 61 

.............................................. 3.2.A Primary Co-operative Banks (PCBs) 61 

......................... 3.2.1 Licensing and Inspection ... ............................. 62 
3.2.2 Multi-State Apex Co-operative Bank of Urban Banks of 

..................................................................... Maharashtra and Goa 62 

............................................................................. 3.2.3 Refinance Facilities 62 

................................................................... 3.2.4 Priority Sector Lending 63 

........................................................... 3.2.5 Weak and Non-viable PCBs 6 3  

....................................................................... 3.2.6 Major Policy Measures 63 

........................................................................... 3.2.6 .a Banking Operations 63 



.......................................................................... 3.2.6.d Custo111cr Service 6 5  

................................................................. 3 . 2 . 8  State Co-operatlvc Banks 66 

............................................................ 3.2.C Central Co-operative Banks 6 6  

3.2.C. 1 Prllderltlal Norms for SCBs and CCBs ........................................... 66 

3.2.D Prinlary Agricultural Credit Societies .............................................. 67 

3.2.E StaLe/Central Land Development Banks .......................................... 67 

3 .2 .F Prirnary Larlcl Development Banks .................................................. 67 

3.3 NABARD and the Co-operative Sector ....................................................... 6 7  

3.3.1 Rcsourccs of NABARD ...................................................................... 6 7  

3.3.2 Reflrlarlce from NABARD .................................................................. 6 8  

3.3.3 Development Action Plans (DAPs) and 
............................................ Memoranda of Understanding (MoUs) 69 

3.3.4 Rural Infrastructure Development Fund (RIDF) ............................. 70 

.............................. 3.3.5 Agricultural Development Finance Institutions 71 

3.3.6 Major Policy Initiatives by NABARD ................................................. 71 

CHAPTER N : FINANCIAL INSTITUTIONS 

..................................................................................................... Overview 7 3  

Assets of Financial Institutions .................................................................. 7 3  

.................................. Reserve Bank Assistance to Financial Institutions 7 4  

Term Lending and Investment Institutions ............................................... 7 4  

4.4.1 Financial Assistance .......................................................................... 74 

........................................................ 4.4.2 Policy and Other Developments 75 

4.4.3 Infrastructure Development Finance Company .............................. 76 

4.4.4 Industrial Reconstruction Bank of India ........................................ 76 

4.4.5 Finance for Small-Scale Sector ......................................................... 76 

4.4.5.1 Specialised Branches ....................................................................... 7 6  

Mutual Funds ............................................................................................ 76 

Non-Banking Companies ............................................................................. 77  

4.6.1 Shah Working Group and  Follow-up Measures ............................. 80 



4.6.2 Expert Group for I>csfgnlng :I Supcrvlsory 
...................................................................... Ftanlework for NDFCs 80 

4.6.3 A n l c ~ ~ d ~ l l e ~ l t s  of IDirections on lrltcrcst Iiatcs ................................ 80 
4.6.4 Supreme Court Judgement on RNBCs ............................................ 80 

4.6.5 Shere Working Group ...................................................................... 8 1  

4.6.6 Liberalisation/Rationalisation Measures for NBFCs ....................... 81 
4.6.7 Enforcement of the Provisions of Chapter 111-C of 

................................................................................ the RBI Act. 1934 84 

4.6.8 Relaxation of Deposit Rate for Nidhis ............................................. 84 

List of Boxes ................................................................................................................. XI 

List of Tables ................................................................................................................ XI 

List of Charts ............................................................................................................... XI1 

ANNEXURE I : Progress of Financial Sector Reforms : 1992-93 To 1996.97 ..... XIV 

List of Appendix Tables ............................................................................................. XVI 

........................................................................................................... Abbreviations XVIII 

LIST OF BOXES 
Box 
Nos . 

........................................................ Performance of New Private Sector Banks  2 3  

....................................................................... Capital S t anda rds  for Derivatives 28 

.................................................... Some Commonly used Banking Terminology 4 9  

............................................. Non-Banking Companies : Common Terminology 7 8  

Liberalisation Measures Relating t o  Non-Banking Financial 
............................................................................................................. Companies  8 2  

LIST OF TABLES 

Table 
Nos . 

..................................... 1.1 Frequency Distribution of CRAR : Public Sector  Banks 5 

I . 2 Working Results of Public Sector Banks  : 
Some Important  Financial Indicators .....................................:............................. 7 

..................................... 1.3 New Private Sector Banks  : Major Financial Indicators 8 

........................................ 1.4 Classification of Loan Assets : Public Sector  Banks  8 

....................................... 1.5 Frequency Distribution of NPAs: Public Sector  Banks 9 



Irnportnnt Unr~klng Intlic;~tors . Schedulecl Comnicrclal Banks ...................... 16 

......................... Scctoral Dcployn~ctit of Gross Bnr~k Crecllt by Major Sectors 20 

Recovery of Dlrcct Agrlcul tural Advances ........................................................... 35 

Advances urlder Iritcgratecl Rural 
Developnient Programme (IRDP) ......................................................................... 36 

Recovery of IRDP Loans ..................................................................................... 37 

Loans under SUME .............................................................................................. 37 

Annual Credit Plans ............................................................................................ 38 
....................................................................... Financial Assistance under PMRY 38 

Numbcr of Specialised Branches ......................................................................... 40 

Pttrpose-wise Advances of RRBs ......................................................................... 42 

.............................................................. Selected Indicators in respect of RRBs 43 

Primary Co-operative Banks ................................................................................. 62 

....................... Domestic Term Deposit Rates of Primary Co-operative Banks 63 

.................... ....................... Net Accretion in Resources Position of NABARD .. 68 

NABARD's Credit to State CO-operative Banks a n d  
................................................................................................ State Governments 69 

NABARD's Structure of Interest Rates for Term Loans .................................... 70 

LIST OF CHARTS 
Chart 
Nos  . 

Aggregate Deposits of Scheduled Commercial Banks . 

.................................................................. Rate of Growth: 1994-95 t o  1995-96 15 

Non-Food Bank Credit of Scheduled Commercial Banks . 

Rate of Growth : 1994-95 to  1995-96 ................................................................ 17  

Scheduled Commercial Banks . Investment Ratio : 

1994-95 to 1995-96 .............................................................................................. 18 

Scheduled Commercial Banks . Reserves Ratio : 

1994-95 to 1995-96 .................................. 18 



Sectoral Deployrncnt of Gross Bank Crcdlt of 
Schcdulcd Commercial Banks - Share in 

Incremental Non-food Credit : 1994-95 lo 1995-96 .......................................... 19 
Operating Profits to Total Assets - 

.............................................................. Bank Group-wise: 1994-95 to 1995-96 22  

....................................................... Number of Branches of Commercial Banks 41 

Average Population Per Commercial Bank Branch ........................................... 4 1 

Primary Co-operative Banks - Rate of Growth of 
Deposits and Credit : 1994-95 to 1995-96 ....................................................... -61  

State Co-operative Banks - Rate of Growth of 
....................................................... Deposits and Credit : 1993-94 to 1994-95 6 6  

Central Co-operative Banks - Rate of Growth of 
....................................................... Deposits and Credit : 1993-94 to 1994-95. 66 

Primary Agricultural Credit Societies - Rate of 
.................................. Growth of Deposits and Credit: 1993-94 to 1994-95 .67 

Share of Banks and Financial Institutions in 
Financial Assets : 1993-94 to 1995-96. .............................................................. 74 
Financial Assistance of All Financial Institutions: 
1993-94 to 1995-96 ............................................................................................ 75 



ANNEXURE I . PROGRESS OF FINANCIAL SECTOR REFORMS : 
1992-93 TO 1996-97 

................................................................. .1 . Cash Reserve Ratlo (CRRJ 86 

b . Statutory Llquidlty Ratlo (SLR) ........................................................ 87 

c . Incluslon/Exemptlon of certain Liabilities from 
..................................................... Reserve/ Liquicil ty Reqiilrements 8 7  

d . Foreign Currency Borrowings ........................................................... 88 

2 . Interest Rates ............................................................................................... 89 

..................................................................................... a . I. cnding Rates 89 

....................................................... b . Intcrest Ratcs on Export Credit 89 

c . Dcposlt Rates ..................................................................................... 90 

3 . Changes in the Refinance Policy ............................................................... 91 

a . Export Credit (Rupee) Refinance ...................................................... 91 

b . Export Credit Refinance . Denominated in 
U S  Dollars (PSCFC) ........................................................................... 92 

c . Government Securities Refinance ..................................................... 92 

4 . Institutional/Other Developments ............................................................ 9 3  

5 . Internal Debt Management Policies .......................................................... 9 3  

6 . Prudential Norms ........................................................................................ 9 6  

a . Capital Adequacy Norms ................................................................... 96 

b . Capital Restructuring ........................................................................ 96 

c . Income Recognition and Provisioning ............................................. 97 
1 

d . Recovery of Bank Loans .................................................................... 98 

e . Lending Norms ................................................................................... 99 

f . Investment Norms ........................................................................ 101 

7 . Technological Issues ................................................................................. 102 

8 . Regulatory and Supervisory Issues .......................................................... 102 

a . Supervision System ........................................................................ 102 

b . Bank Branch Licensing ................................................................... 103 

....................................................................... c . Private Sector Banks 104 

d . Priority Sector Lending ................................................................... 105 

e . Customer Service ............................................................................. 106 



f . Fraurls arid Miilprnctlccs ................................................................ 106 

....................................................................... ri. Export/Irnport Credit 106 

h . Bank  Restructuring .......................................................................... 107 

i . Regional Rural Banks ...................................................................... 107 

j . Dividend declaration by banks ....................................................... 108 

9 . Reforms in Co-operative Banking ....................................................... 108 

a . Co-operative Banks ......................................................................... 108 

10 . Reforms in Non-Bank Financial Sector ............................................... 109 

a . Non-Bank Financial Companies (NBFCs)/ 
Mutual Benefit Financial Companies (MBFCs) ............................. 109 

.............................................................. Term Lending Institutions 110 

Insurance Sector 111 



XVI 

LIST OF APPENDIX TABLES 

Industry-wise Dcploy~rlent of Gross Bank Credit ............................. . ....... . ... 113 

RBI Accommodation to Scheduled Commercial Banks ................................. 114 

Working Results of All Scheduled Commercial 
Banks for the years 1994-95 arid 1995-96 ................................................ . . 1 15 

Working Results of Public Sector Banks for 
the ycars 1994-95 and 1995-96 ................................................................ . 1 16 

Worklng Results of Statc Bank of India and 
its Associates for the years 1994-95 and 1995-96 ........................................ .. 11 7 

Working Res~ilts of Natiorialised Banks for 
the ycars 1994-95 and 1995-96 ...................................................................... 118 

Working Results of Foreign Banks for the 
years 1994-95 and 1995-96 .................................... ......................................... 119 

Working Results of Indian Private Sector Banks 
for the years 1994-95 and 1995-96 ............................................................... 1.20 

Issue of Certificates of Deposits by 
Scheduled Commercial Banks ............................................................. ............. 12 1 

Commercial Paper ........................................................................................... 122 

Advances to the Priority Sectors by 
Public Sector Banks ..................... ; ................................................................. 123 

Advances to the Priority Sectors by 
Indian Private Sector Banks .............................................................................. 123 

Region/State-wise Credit Deposit Ratio and 
Investment + Credit Deposit Ratio of 
Scheduled Commercial Banks ........................................................................... 124 

Bank Group-wise/Population Group-wise Distribution of 
Commercial Bank Branches in India ............................................................... 125 

Region/State/Union Territory-wise Distribution of 
Commercial Bank Branches . ... ... . ... . ... . .. . ... . ... ... . ... . ... . .. . . . . . . . . . . . . . . . . . . 126 

Region/State-wise Number of RRBs, their Branches, 
Deposits and Advances ............... ............. .,... .... . . .  . . ................ . . . . 127 

Viability Position of Sick~Weak Industrial Units .............................................. 128 

Progress of Co-operative Credit Movement in India ....................................... 129 



IV. 1 

IV.2 

IV.3 

IV.4 

Flrinncial Assets o f  Batiks Ffn:~nclal Illstitutlons ................................... 131 

Total Financial Assets of Financial Instltutlons .............................................. 132 

.......................................................... RBI Assistance to Financial Institutions 133 

Financial Assistance Sanctioned and Disbursed by 
................................................................................... All Financial Institutions 134 

.......................................................... Resource Mobilisation by Mutual Funds 136 

Deposits with Non-Banking Companies ......................................................... 136 



ABBREVIATIONS 

ACU 
ADB 
ADFI 

ALPMs 
ARDR 
Scheme 

- Asian Clearing Union 
- Asian Development Bank 
- Agricultural Development Finance 

Institution 
- Advanced Ledger Posting Machines 
- Agricultural Rural Debt Relief 

Scileme 
ARF - Asset ~econstruct ion Fund 
ATM - Automated Teller Machine 
BFS - Board for Financial Supervision 
BIFR - Board for Industrial and Financial 

Reconstruction 
BOB - Bank of Baroda 
CACS - Capital Adequacy, Assets Quality, 

Compliance and Systems 
CAMEL - Capital Adequacy, Assets Quality, 

Management, Earnings, and 
Liquidity 

CCBs - Central Co-operative Banks 
CDs - Certificates of Deposits 
CD Ratio - Credit-Deposit Ratio 
CFSF - Credit and Financial Services Fund 
CPs - Commercial Papers 
CRAR - Capital to Risk Assets Ratio 
CRISIL - Credit Rating Information Services 

of India Ltd. 
CRL - Capital Restructuring Loan 
CRR - Cash Reserve Ratio 
DAP - Development Action Plan 
DBOD - Department of Banking Operations 

and Development 
DFHI -Discount and Finance House of 

India Ltd. 
DICGC - Deposit Insurance and Credit 

Guarantee Corporation 
DPG - Derivatives Policy Group 
DRIP - District Rural Industries Project 
DRI Scheme - Differential Rate of Interest Scheme 
DRS - Debt Relief Scheme 
DTL - Demand and Time Liabilities 
DVP - Delivery Versus Payment 
ECBs - External Commercial Borrowings 
ECGC - Export Credit Guarantee 

Corporation 
ECS - Electronic Clearing Service 
EDP - Electronic Data Processing 
EFT - Electronic Fund Transfer 
EL & HP - Equipment Leasing and Hire 

Purchase 

EOU - Export Oriented Unit 
Exim Bank - Export-Import Bank of India 
FCNRIB) - Foreign Currency Non-Resident 

Accounts (Banks) 
FCON - Foreign Currency (Ordinary) Non- 

Repatriable 
FIIs - Foreign Institutional Investors 
FRN - Floating Rate Notes 
GLC - General Line of Credit 
HDFC - Housing Development Finance 

Corporation 
IAIS - International Association of 

Insurance Supervisors 
IBA - Indian Banks' Association 
IBFCDs - Inter-Bank Foreign Currency 

Deposits 
ICAI - Institute of Chartered Accountants 

of India 
ICD Ratio - Investment plus Credit to Deposit 

Ratio 
ICDS - India Clearing a n d  Depository 

Services Ltd. 
ICICI - Industrial Credit and Investment 

Corporation of India 
IDBI - Industrial Development Bank of 

India 
IDFC - Infrastructure Development Finance 

Company 
IDRBT - Institute for Development and 

Research in Banking Technology 
IFCI - Industrial Finance Corporation of 

India 
IOSCO - International Organisation of 

Securities Commissions 
IRBI - Industrial Reconstruction Bank of 

India 
IRDP - Integrated Rural Development 

Programme 
JRY - Jawahar Rozgar Yojana 
KVIC - Khadi a n d  Village Industries 

Commission 
LAB - Local Area Bank 
LAN - Local Area Network 
LBR - Lead Bank Return 
LBS - Lead Bank Scheme 
LDBs - Land Development Banks 
MBFC - Mutual Benefit Financial Company 
MLR - Minimum Lending Rate 
MFs - Mutual Funds 



MMMF - Money Market Mutual Fund 
MoU - Memorandum of Understanding 
MPBF - Maximum Permissible Bank 

Finance 
NABARD - National Bank for Agriculture and 

Rural Development 
NBC - Net Bank Credit 
NBFC - Non-Banking Financial Company 
NB-SDC - National Bank-Swiss Development 
Promo- Corporation Promotional Fund. 
tional 
Fund 
NCBI - National Co-operative Bank of 

India 
NCCs - National Clearing Centres 
NDTL - Net Demand and Time Liabilities 
NGOs - Non-Governmental Organisations 
NHB - National Housing Bank 
NIC(LT0) - National Industrial Credit 
Fund (Long-Term Operations) Fund 
NOF - Net Owned Fund 
NPA - Non-Performing Asset 
NRC(LT0) - National Rural Credit (Long-Term 
Fund Operations) Fund 
NRE - Non-Resident External Accounts 
Accounts 
NRNR - Non-Resident Non-Repatriable 

Rupee Deposit 
NR(E)RA - Non-Resident (External) Rupee 
Scheme Accounts Scheme 
NSE - National Stock Exchange 
OTCEI - Over-the-counter Exchange of India 
PACSs - Primary Agricultural Credit 

Societies 
PCs - Personal Computers 
PCARDBs - Primary Co-operative Agricultural 

a n d  Rural Development Banks  
PCBs - Primary (Urban) Co-operative 

Banks  
PDs - Primary Dealers 
PEXSEM - Preparing Ex-Servicemen for Self- 

Employment 
PLDBs - Primary Land Development Banks 
PLR - Prime Lending Rate 
PMIUPEP - Prime Minister's Urban Poverty 

Eradication Programme 
PMRY - Prime Minister's Rozgar Yojana 
PSCFC - Post-Shipment Export Credit  in  

Foreign Currency 
PSR - Prudential Supervisory Reporting 
PSTN - public Switch Telephone Network 
RBI/ - Reserve Bank of India 
Reserve 
BanWThe 
Bank 

RCTC - Risk Capltnl and Tccllnology Firlance 
Corporation Ltd. 

RFC - Resltfent Foreign Currency 
RIDF - Rural Infrastructure Developnlent 

Fund 
ROA - Return on Assets 
RPCF -Rura l  Promotion Corpus Fund 
RRBs - Regional Rural Banks 
SAA - Service Area Approach 
SAMIS - Service Area Monitoring a n d  

Information System 
SAP - Swift Access Point 
SAO - Seasonal Agricultural Operations 
SBI - State Bank of India 
SCsISTs - Scheduled Castes/Scheduled Tribes 
SCARDBs - State Co-operative Agricultural a n d  

Rural Development Banks. 
SCBs - State Co-operative Banks  
S D s  - Satellite Dealers 
SDC - Swiss Development Corporation 
SEBI -Securities and Exchange Board of 

India 
SEEUY - Self-Employment Scheme for  

Educated Unemployed Youth 
S E S  - Self-Employment Scheme 
SFCs - State Financial Corporations 
SGL - Subsidiary General Ledger 
SHGs - Self-Help Groups  
SIDBI - Small  Industries Development Bank 

of India 
SIDCs - State Industrial Development 

Corporations 
SLBC - State Level Bankers' Committee 
SLDB - State Land Development Bank 
SLR - Statutory Liquidity Ratio 
SPNS - Shared  Payment Network System 
SSI  Units - Small-Scale Industrial Units 
STCI - Securities Trading Corporation of 

India Ltd. 
SUME - Scheme of Urban Micro-Enterprises 
SUS - Shelter Upgradation Scheme 
SWIFT - Society for World-wide Inter-bank 

Financial Telecommunications 
TDICI - Technology Development a n d  

Information Company of India 
TFCI - Tourism Finance Corporation of India 
UCBs - Urban  Co-operative Banks  
UTI - Unit T r u s t  of India 
VSAT - Very Smal l  Aperture Terminal 
WAN - Wide Area Network 
YTM - Yield to Maturity 



CHAPTER I 

BANKING DEVELOPMENTS AND POLICY PERSPECTIVES 

The  Indian banking system faced 
several tests and challenges in 1995-96. The 
process of financial sector reforms continued 
to unfold, with the links between the domestic 
financial markets  and foreign exchange 
markets growing markedly. While the deposit 
resources of banks grew moderately, credit 
growth was strong. Nevertheless the mismatch 
between the demand for and supply of funds 
led to high interest rates, and as this cokcided 
with subdued inflation, the real interest rates 
rose sharply. 

1.2 The events of the year underscored, 
yet again, the need on the part of commercial 
banks to clean their balance sheets, strictly 
follow the prudential norms and put in place a 
reliable system of financial reporting and 
accounts with transparency. The year also 
witnessed two constraints on the banking 
system's profitability. One was the depreciation 
of the value of ~ o i e r n m e n t  securities in their 
portfolios with the successive increases in the 
yields to maturity besides increasing the mark 
to market proportion (current investment) of 
approved securities. The second factor was the 
sharp increase in the wage bill following the 
accord with the  unions which included 
payments of arrears as  well. If allowance is 
made for these two factors which, to a large 
extent, were exogenous to the working of the 
banks, the overall financial performance of the 
banks showed considerable improvement in 
1995-96. Out of the 27 public sector banks, a s  
many as  24 recorded operating profit during 
1995-96. Overall, public sector banks as  a 
whole recorded operating profit of Rs.7,568.9 
crore in 1995-96 as compared with Rs.5.520.5 
crore in 1994-95. Net profit after provisioning, 

however, turned negative. 

1.3 One of the significant aspects of 1995- 
96 was that there was reduction in overdues 
from the agricultural sector despite very low 
agricultural growth. With the strengthening of 
the NABARD's capital base and the increase in 
the General Line of Credit from the Reserve 
Bank, the institutional support to this sector 
is  poised for a sharp improvement in the short 
to medium term. 

1.4 An important area in which reforms 
progressed during 1995-96 related to further 
deregulation of interest rates, especially on the 
deposits side for banks a s  well a s  non-banking 
financial companies (NBFCs) which met certain 
criteria. With several of the NBFCs performing 
the functions of banks and the distinction 
between the two getting increasingly blurred, 
the deregulation of deposit rates in the case of 
NBFCs has  posed serious challenges for banks 
t o  improve their customer services a n d  
economic efficiency. In order to provide a level 
playing field, the regulatory framework for both 
banks  ahd  non-banks  h a s  been  moving 
towards greater convergence, and  in this  
context, the need for a continued review of the 
pre-emption of banks' lendable resources in 
the form of cash reserve ratio requirements i s  
being widely recognised as critical. Some of the 
other major reform measures undertaken 
during the year included the issue of guidelines 
regarding Local Area Banks, the deregulation 
of interest rates of Regional Rural Banks 
(RRBs), the increase of loan component for 
delivery of bank credit for working capital 
purpose, the increase in proportion of 'mark 
to market '  i n  respec t  of investments in 
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approved sccuritics made by banks, 
strengthening of the supervision of NBFCs, the 
provision of funds for capital restructuring of 
select RRBs and the introduction of 
Ombudsman for banking sector at major 
centres. Details concerning the initiatives 
undertaken in banking and related areas are 
highlighted in this chapter together with an 
analytical perspective of the policies required 
for the development of the financial sector over 
the medium term. For quick reference, a 
chronological comparative picture of reforms 
in the financial sector in the current year so 
far and in the preceding four years is given in 
the Annexure I. 

2. Rural 'Credit 

1.5 Strengthening the multi-agency rural 
credit system aimed at greater flow of 
institutional credit has been a crucial element 
of the on-going financial sector reforms. 
During 1995-96, the Reserve Bank enhanced 
its General Line of Credit ( I  and 11) for 
NABARD to Rs.5,250 crore which was raised 
further to Rs.5,500 crore in 1996-97. Besides, 
NABARD's capital base is to be strengthened 
from Rs.500 crore in 1995-96 to Rs.1,000 
crore in 1996-97 with a contribution of 
Rs.400 crore from the Reserve Bank and 
Rs. 100 crore from the Government of India. 
A s  against the Rural Infrastructure 
.Development f i n d  (RIDF) of Rs.2,000 crore, 
a sum of Rs. 1,99 1 crore was sanctioned by 
NABARD to 21 State Governments upto June 
1996. An additional amount of Rs.2,500 crore 
for financing rural infrastructure through the 
RIDF is  proposed in 1996-97. Besides, the 
Union Budget for 1996-97 has announced a 
significant institutional innovation - the idea 
of Local Area Banks with area of operation in 
two or three contiguous districts. With a 
capital base of Rs.5 crore, these new Local 
Area Banks can build asset portfolio of Rs.75- 
80 crore. The Reserve Bank has already 
granted its 'in principal' approval on January 
15, 1997 for establishment of two Local Area 

Banks. A s  per the recommendation of the 
Basu Committee, 70 Regional Rural Banks 
have been identified during 1995-96 for 
revamping which could restore to some 
extent the health of this segment of the rural 
credit system. With increased financial 
support to the apex financial institution, 
institutional credit flows to the rural sector 
are expected to be strengthened considerably. 

3. Financial Sector Reform Measures 

Rates on Domestic Bank Term Deposits 

1.6 A s  part of the interest rate reforms, 
scheduled commercial banks were allowed 
(effective October 1,1995) freedom to fix their 
own interest rates on domestic term deposits 
of maturity of over two years. Effective July 2, 
1996, the minimum maturity structure subject 
to such regulation was reduced to one year. 
Also, the minimum period of term deposits 
was reduced from 46 days to 30 days with 
the maximum interest rate on term deposits 
lowered to 11.0 per cent per annum. Effective 
October 21, 1996 this maximum rate was 
reduced further to 10.0 per cent. 

Rates on Non-Resident Bank Deposits 

1.7 In order to maintain the differential 
between the interest rates on domestic term 
deposits and Non-Resident (External) Rupee 
(NRE) term deposits, the maximum interest 
rate on NRE term deposits for maturity of six 
months to three years and above was raised 
twice, from 8.0 per cent to 10.0 per cent 
effective October 1, 1995, and further to 12.0 
per cent effective October 31,1995. With a view 
to bringing about a better alignment of the 
maturity structure of NRE term deposits with 
that of domestic term deposits, interest rate 
on NRE term deposits of over two years was 
freed from April 4, 1996. The NRE deposit 
rates for maturity over two years have since 
veered within a range of 14.0 per cent to 16.0 
per cent for the public sector banks. 
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1.8 Interest rates on Foreign Currency 
Non-Resident Rupee Accounts ( B) [FCNR(B) ] 
continued to be administered keeping in view 
the macroeconomic fundamentals in the 
domestic economy and interest rates in the 
world economy. 

Deposit Rates of NBFCs and Nidhis 

1.9 The Reserve Bank deregulated on July 
24, 1996 the deposit rates of non-banking 
financial companies (NBFCs) viz., Equipment 
Leasing a n d  Hire Purchase Companies 
(EL&HP) and Loan and Investment Companies, 
which fully comply with its directions and 
prudential guidelines as  well a s  fulfill the credit 
rating requirement. NBFCs including EL&HP 
which do not fully comply with the Reserve Bank 
directions and prudential norms would remain 
subject to deposit rate regulation. Effective 
August 24, 1996, the Reserve Bank has also 
freed deposit rate of Mutual Benefit Financial 
Companies (MBFCs) or Nidhis whose financial 
base is sound and which adhere to the Bank's 
guidelines. The details of the reforms are 
discussed in Chapter IV. 

Lending Rates 

k 1.10 Effective October 18,1994 commercial 
banks were free to determine their interest rate 
on advances of over Rs.2 lakh; consequently 
majority of banks revised their Prime Lending 
Rates (PLRs). This measure has  considerably 
helped banks to improve their interest rate 
margins, profitability and funds position. With 
reduction in Cash Reserve Ratio (CRR) effected 
on April 27, May 11, 1996 and July 6, 1996, 
t h e  l iquidity posit ion of b a n k s  was  
strengthened further. Besides, the monetary 
policy a s  announced  in October 1996 ,  
envisaged a two percentage point cut in CRR 
to  10.0 per cent in four stages as also a 
reduction in the maximum term deposit rate 
to 10.0 per cent per annum in order to help 
the  commercial banks  t o  reduce the real 
interest rates to more appropriate levels. A s  

a result, there has been softenitlg of PLRs 
across a broad spectrum of banks. Most of 
the major banks have already announced a 
cut in PLR by 50 to 150 basis points and with 
increased liquidity on account of CRR cuts. 
the downward pressure on PLR is expected 
to continue. In order to impart transparency 
in lending, and to ensure that the spread over 
PLR does not reach unduly high levels, the 
Resene Bank has asked banks to announce 
their PLRs and maximum spread over PLRs. 
The spread, however, is not applicable to 
certain purposes like consumer credit. Also 
different rates for cash credit and demand 
loans are permissible. The maximum spread 
over the PLR in the case of most banks was 
3.5 to 4.0 percentage points. 

Cash Reserve Requirements 

1.11 The Cash Reserve Ratio (CRR) 
reduction has  been an  integral part  of the 
medium term agenda of financial sector 
reforms. In the context of the developments in 
the foreign exchange markets, liabilities under 
the  FCNR(B) a n d  NRNR schemes  were 
exempted during the second half of 1995-96 in 
phases from CRR prescription while the CRR 
o n  NRE deposi ts  was  reduced  till i t s  
withdrawal in April 1996. Besides, the average 
CRR was reduced with a view to increasing the 
lendable resources of banks, from 15.0 per cent 
to 14.5 per cent from the fortnight beginning 
November 11, 1995 and further to 14.0 per 
cent from the fortnight beginning December 9, 
1995. The total resources released by the CRR 
reductions in  the  second half of 1995-96 
amounted to Rs.7,525 crore in contrast to the 
previous year when the reserve requirement 
was increased by Rs.5,405 crore. 

1.12 With a view to augmenting the lendable 
resources of banks, CRR was again reduced 
by one percentage point in two phases: from 
14.0 per  cent t o  13.5 per cent f rom the 
fortnight beginning April 27, 1996 and further 
to 13.0 per cent from the fortnight beginning 
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May 1 I ,  1996. CRR was further reduced from 
13.0 per cent to 12.0 per cent from the 
fortnight beginning July 6. 1996. In October 
1996, a further CRR reduction by 2 percentage 
points to 10.0 per cent was announced in four 
stages. As at the end of November 1996. the 
average CRR stood at 11.0 per cent. At the 
same time, the threshold limit of export 
refinance has been reduced to 20.0 per cent 
from 45.0 per cent. The CRR-export refinance 
trade off is a major feature of the recent 
monetary policy, as it signals a shift from a 
high CRR and a high refinance system to a 
low CRR and a low refinance regime. A s  
envisaged, CRR was reduced to 10.5 per cent 
from the fortnight beginning January 4, 1997 
and further to 10.0 per cent from January 
18,1997. 

Statutory Liquidity Ratio 

1.13 Another crucial element of financial 
sector reforms is the gradual reduction in the 
pre-emption of resources by way of Statutory 
Liquidity Ratio (SLR). The overall effective SLR 
which was around 37.4 per cent at the end of 
March 1992, declined to 28.0 per cent at the 
end of March 1996. The SLR prescription was 
further rationalised with its reduction from 
30.0 per cent to 25.0 per cent on outstanding 
NRE deposits from the fortnight beginning April 
13, 1996. The banks continued *to hold 
Government securities in excess of the SLR 
stipulation. 

Primary Dealers 

1.14 One of the constraints in having 
effective monetary management based on 
indirect instruments has been the weak 
institutional s t ructure in respect of 
Government securities transactions. It is in this 
context that six Primary Dealers (PDs) were 
given 'in principle' approval on November 13, 
1995. The Discount and Finance House of India 
(DFHI) and the Securities Trading Corporation 
of India (STCI) were the first of the primary' 

Dealers to come into operation in March 1996. 
Four more institutions became operational 
subsequently in June 1996. They are SBI 
Gilts, PNB Gilts, Gilts Securities Corporation 
and ICICI Securities and Finance Co. To 
encourage Primary Dealers to be active in the 
market, a structure of commissions on 
purchases (including the underwriting 
commitment) through subscriptions in all 
floatations in the primary market amounting 
25 paise (since reduced to 12.5 paise effective 
August 23, 1996) on 91-day Treasury Bills, 
50 paise on 364-day Treasury Bills and one 
rupee on Government of India dated 
securities was announced for PDs effective 
July 10, 1996. With the arrival of PDs, the 
volume of Government securities traded in 
secondary markets h a s  improved 
considerably. Besides, effective September 6, 
1996, PDs have also been allowed to access 
the Commercial Paper (CP) market and  
thereby increase their level of activity in the 
securities market, the details of which are 
given in Chapter 11. The Reserve Bank 
introduced in July 1995 Delivery Versus 
Payments (DVP) system at its Mumbai office 
in respect of Government securit ies 
transactions. The system has been extended 
to other public debt offices of the Bank since 
May 1996. 

Satellite Dealers 

1.15 The Reserve Bank has announced on 
December 3 1, 1996 the guidelines for setting 
up of Satellite Dealers (SDs) with the aim of 
strengthening the infrastructure in the 
Government securities market, enhancing 
liquidity and turnover, providing a retail outlet 
and encouraging voluntary holding of 
Government securities among a wider base. 
The SDs would be required to have minimum 
net owned funds of Rs.5 crore and a standing 
arrangement with the Bank based on the 
execution of an undertaking covering, inter 
alia, commitments (a) to generate outright 
turnover of Central Government securities. 
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including Treasury Bills of not less than 
Rs.30 crore in a year; (b) to achieve an annual 
turnover of not less than five times in 
Government securities including Treasury 
Bills; and (c) to achieve a portfolio of not less 
than 20.0 per cent in Government securities 
in relation to total assets before the end of the 
first year of operations after registration. 

Prudential Accounting S t a n d a r d s  

1.16 The  prudential accounting norms 
in t roduced since 1992-93 were further 
strengthened during 1995-96. All member 
banks including the leader of a consortium 
are required to treat their advances a s  non- 
performing assets (NPAs) once any member 
bank treats its advance as NPA. Government 
guaranteed advances are treated as NPAs on 
revocation of the guarantee by the concerned 
Government. Depreciation on securities 
transferred from the 'current' category to 
'permanent' category has to be immediately 
provided for. Provisioning requirement for 
advances with balances below Rs.25,000 was 

raised from 7.5 per cent to 10.0 pcr cent of 
the aggregate outstanding amount for the ycar 
ended March 1996 and further to 15.0 per 
cent for the year ended March 1997. 

1.17 The 'mark to market' proportion of 
the approved securities was enhanced from 
30.0 per cent to 40.0 per cent for the year 
ended March 1996 and further to 50.0 per 
cent for the year 1996-97 in a move towards 
the international practice of marking all 
investments to the market. 

Capital Adequacy Measures  

1.18 With a view to attaining the prescribed 
Capital to Risk Assets Ratio (CRAR), seven 
public sec to r  banks  ra ised a s u m  of 
Rs. 1,145.74 crore during 1995-96 through 
subordinated debt instruments qualifying for 
Tier I1 capital. 19 out of the 27  public sector 
banks (as against 13 in the preceding year) 
have attained the benchmark of eight per cent 
capital adequacy a t  the end of March 1996 
(Table I. 1 ). 

Table 1.1 : Frequency Distribution of CRAR : Public Sector Banks 

Banks 

Mow Between Between Abm Belaw Between Between Above 
4 per cent 4-8 per cent ' 8-10 per cent 10 per cent 4per cent 4 8  per cent 8-10 per cent 10 per cent 

- 1. SBI - - - 1 - - 1 

2. SBIAssodates 2 4 I - - - 6 1 

3. Nationalid Banks 2 6 8 3 5 3 7 4 

1.19 In order to enable the banks to tap  
the capital market, the Government provided 

1. The amounts raised by the banks were as a sum of Rs.1,506.21 crore during 1995-96 
under:Bank of Baroda (Rs. 500 crore), Dena Bank towards writing down of the capital base of the 
(Rs. 92.13 crore), Punjab National Bank (Rs. 199.93 Bank of India (by RS. 1,369.92 crore) and the 
crorel. State Bank of Bikaner Jaipur (Rs-  80 Dens Bank (by Rs. 136.29 crore) for adjustment 
crore), State Bank of Hyderabad (Rs. 119.42 crore), 
State Bank of Saurashtra (Rs. 50 crore) and State of their losses. In the Union Budget for 1996- 
Bank of Travancore (Rs. 104.26 crore). 97, a further provision of Rs .  1,532 crore has 
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been made for similar writing down of capital 
in respect of Indian Bank, Vijaya Bank and 
Indian Overseas Bank. However, four more 
nationalised banks2 are set to ,return to the 
Government, a part of their respective capital 
infusion, amounting to a total of Rs.841.93 
crore during 1996-97. 

4. Profitability of Banks 

1.20 The banking sector in general is 
showing improvement as a result of the wide 
ranging reform measures. This is evident from 
their relatively clean balance sheets, reduction 
in non-performing assets, improvement in 
operating profit, and considerable progress 
in attaining capital adequacy ratio and other 
prudential norms. 

1.21 The financial results of public sector 
banks  for 1995-96 showed a marked 
improvement : operating profit increased 
by Rs.2,048.34 crore (37.10 per cent) to 
Rs.7,568.88 crore during 1995-96 a s  
compared with the operating profit of 
Rs.5,520.54 crore during 1994-95 inspite 
of sharp increase in wage bill due to wage 
accords (Table 1.2). Due to higher provisions 
and  other  contingencies primarily on 
account of 'mark to market' of Government 
securi t ies  in their  portfolio and  the  
substantial  loss suffered by one bank,  
public sector banks as a group recorded p 
net loss of Rs. 371.37 crore in 1995-96 in 
contrast to a net profit of Rs. 1,115.79 crore 
in 1994-95. Consequently, the return on 
assets (ROAI3 recorded a 'negative' figure of 
- 0.07 per cent in 1995-96 as  compared with 
a 'positive' figure of 0.25 per cent during 
1994-95. In the case of the State Bank 
Group, ROA was positive in 1995-96 (0.42 

2. Bank-wise return of capital is as under: Bank of 
Baroda (Rs. 38 1.0 crore), Canara Bank (Rs. 336.96 
crore), Bank of India (93.97 crore) and Corporation 
Bank [Rs. 30 crore). 

per cent) but lower than the rate of 0.54 
per cent in 1994-95. The ROA of the 
nationalised banks group, however, showed 
a significant decline from a 'positive' figure 
of 0.10 per cent in 1994-95 to a 'negative' 
figure of -0.36 per cent in 1995-96. 

1.22 The interest income as a percentage 
to working funds of public sector banks 
increased by 0.60 percentage points to 9.22 
per cent in 1995-96. Interest expended as a 
proportion of working funds also rose to 6.12 
per cent in 1995-96 but the order of increase 
was relatively low (by 0.42 percentage points). 
Consequently, the spread between 'interest 
income' and 'interest expended' rose from 
2.92 percentage points in 1994-95 to 3.10 
percentage points in 1995-96. In the case of 
State Bank Group, the spread increased 
marginally from 3.27 percentage points in 
1994-95 to 3.34 percentage points in 1995- 
96, while in the case of nationalised banks 
group, the spread showed an increase from 
2.73 percentage points in 1994-95 to 2.95 
percentage points in 1995-96. 

5. New Private Sector Banks 

1.23 The banking system continued to be 
subject to greater competition with the 
introduction of new players in the market. 
With the functioning of four more banks 
(including the Development Credit Bank 
Ltd.), the total number of new private sector 
banks4 in operation has gone up to 10. 
Having commenced with a minimum capital 
of Rs. 100 &-ore, all the new banks continued 
to meet the capital adequacy requirements 
during 1995-96.  The major  financial  
indicators of private sector banks  are  
reported in Table 1.3. 

4. These banksare : (1) UTI Bank Ltd., (2) IndusInd 
Bank Ltd., (3) ICICI Banking Corporation Ltd., (4) 
Global Trust Bank Ltd., (5) HDFC Bank Ltd., (6) 
Centurion Bank Ltd., (7) Development Credit Bank 
Ltd., (81 Bank of Punlab Ltd., I91 Times Bank Ltd., 

3. ROA = Net profit to total assets. and (10) IDBI Bank itd. 
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Table 1.3 : New Private Sector Banks : 
Major Financial Indicators 

(Amount In Rs.crore) 

As at the end of 

March Sept. March 
1995 1995 1996 

1, Number of banks* 6 8 9 

2. Number of branches 30 47 76 

4. Deposits 2,654.91 4,191.28 5.427.79 

5. Advances 1,780.03 3.1.25.27 4,890.12 

public sector banks at Rs.  39,583.94 crore 
constituted 17.3 per cent of their total 
advances as on March 31, 1996 as against 
19.5 per cent as on March 31, 1995 (Table 
1.4). 

1.25 The number of public sector banks 
with NPAs exceeding 20 per cent remained 
unchanged at 10'at end-March 1996. However, 
those with NPAs between 10 per cent and 20 
per cent have declined to 14 from 15 whereas 
the number of public sector banks with NPAs 
below 10 per cent increased to 3 from 2 in the 
preceding year (Table 1.5). 

6. Investments 839.00 19678.75 1,741.50 7. Modernisation and Revival 
7. credit-depos~t ratio 67.04 74.56 90.09 Package for Banks 
8. Net Profit 42.30 84.94 165.49 

1.26 As mentioned in the previous year's 
'Excluding Development Credit Bank Ltd. Report, under the World Bank's Financial 

Sector Development Project of US $ 700 
6, Non-Performing Assets million, the Government of India released 

Rs.924.58 crore to six nationalised banks in 
1.24 The non-~erforming assets (Nf'As) of March 1995 against the Capital Restructuring 

Table 1.4 : Classification of Loan Assets : Public Sector Banks 
(As a t  end-March) 

(Amount in Rs. crore) 

Nationalised Banks SBI & Associates Total 

1. Standard Assets 1,00,554.58 1.16.899.27 58,462.83 
(80.0) (81.5) (81.5) 

2. Sub-standard Assets 4,876.44 6,320.79 2.88 1.06 
(3.9) (4.4) (4.01 

3. Doubtful Assets 14,428.75 16,638.41 8,484.59 
( a  1.5) (11.6) (1  1.8) 

4. Loss Assets 

5. Advances with balance 3,587.76 1,113.00 394.49 
less than Rs. 25,000 (2.9) (0.8) (0.6) 
classified as NPAs 

6. Total NPAs (2 to 5)  25,114.50 26,464.04 13,270.68 
(20.0) (18.5) (18.5) 

7. Total Advances (1 +6) 1,25.669.08 1,43,363.31 71,733.51 
( 100.0) (100.0) ( 100.0) 

Note : Figures in brackets are  percentages to total advances. 
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Table 1.5 : Frequency Distribution of 
NPAs : Public Sector Banks 

(No. of Banks) 

End-March 

NPAs 1994 1995 1996 

1. Upto 10 per cent 1 2 3 

2. Above 10 and upto 8 15 14 
20 per cent 

3. Above 20 per cent 18 10 10 

Loan (CRL) of US $350 million and obtained 
retroactive finance of US $ 70 million from 
the World Bank.  During 1995-96,  t he  
Government has  further drawn a sum of US 
$ 80 million against the CRL. Besides, five 
nationalised banks  a r e  s e t  to  avail the  
modernisation and institutional development 
loan of US $ 150 million. 

1.27 As mentioned in the previous year's 
Report, consultants appointed by the Bank to 
go into the problems of four weak nationalised 
banks, uiz., the Central B q ~ k  of India, the Bank 
of Maharashtra, the UCO - Bank and the U n E d  
Bank of india ,  have since submitted their 
reports. The major recommendations of the 
consultants of the banks in question, that are 
common, have been to let the banks focus on a 
d ras t i c  reduc t ion  of NPAs, fur ther  
recapital isat ion by the  Government,  
substantial increase in fee-based activities, 
downsizing of_stafT strength, restructuring of 
loss-making b ranches ,  improvement in  
Management Information Service (MIS) and 
computer isa t ion.  In addi t ion,  a n  Asset 
Reconstruction Fund (ARF) has  been advocated 
for the UCO Bank and United Bank of India. 
Based on the recommendations, turnaround 
packages for UCO Bank and United Bank of 
India  a r e  u n d e r  finalisation while the 
turnaround strategy for Central Bank of India 
is under preparation. As regards Bank of 

Maharashtra, the bank has since moved into 
'A' category, reporting operating and net profits 
during 1995-96. More recently. the Indian Bank 
has been identified as  a weak bank and ICRA 
Ltd. has been appointed to study and suggest 
turnaround strategr for the bank. An interim 
report on the bank has  been received in 
December 1996 and is under scrutiny. At the 
request of the Indian Bank, the Reserve Bank 
gave its no objection to formation, with effect 
from January 1, 1997, ofa SettlementAdvisory 
Committee headed by a retired Justice of the 
High Court  to  examine a n d  advise on  
compromise/one-time settIement proposals. 
The final decisions on compromises would 
have to be taken by the Board of the Indian 
Bank. This step is  intended to help reducing 
NPAs of the bank. 

8. Technology in Banking 

1.28 Technological upgradation is a crucial 
element of the strategy to improve productivity 
in the banking system in India. The Saraf 
Committee on Technology Issues relating to 
Payments System, Cheque Clearing and 
Securities Settlement in the Banking Industry 
had given a time frame of three years for 
implementation of its recommendations. A 
Steering Committee was  also s e t  u p  to 
periodically review the status of technology in 
the  banking industry. Some of the major 
recommendations which have already been 
put in place include the setting up  of Electronic 
Funds Transfer (EFT) System, the introduction 
of Delivery Versus Payment (DVP) System for 
SGL transactions in Government securities, the 
introduction of Electronic Clearing Services for 
repetitive o r  low-value transactions,  the  
extension of MICR clearing to non-metropolitan 
centres, the extensive use of RBINET and the 
promotion of credit card culture in India. 

1.29 As a follow-up of the recommendations 
of Saraf Committee on Technology Issues in 
the 'Banking Industry, the Reserve Bank has 
taken a number of steps to initiate action to 
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set up a Very Small Aperture Terminal (VSATI 
Network to provide reliable communication 
backbone for the exclusive use of banking and 
financial sectors. The VSAT network will be a 
single Closed User Group (CUG) network 
covering all banks and financial institutions to 
serve a number of tasks like Management 
Information Service (MIS), data warehousing, 
transaction processing (Government securities 
trading and settlements), currency chest 
accounting, ATMs, smartlcredit cards, EFT, 
EDI, etc. The Reserve Bank will set up the hub 
and network management system in the 
Institute for Development and Research in 
Banking Technology at Hyderabad. The VSAT 
network is expected initially to cover 2.800 
centres. 

9. Committee for Legislation on EFT 

1.30 It was mentioned in the previous year's 
Report that the Committee for Proposing 
Legislation on Electronic f inds  Transfer and 
other Electronic Payments had studied the 
issues relating to legal framework necessary 
for large scale computerisation. The 
Committee has suggested measures that are 
to be implemented in the short-term and long- 
term. The Committee underscored the need 
to amend the different Acts in existence to take 
care of new ways of doing business. However, 
pending the amendments to certain relevant 
Acts such as the Reserve Bank of India Act, 
1934, Bankers Books Evidence Act, 1891, and 
the proposed Acts, namely, the Electronic f i n d  
Transfer Act, and Computer Misuse Act, the 
Reserve Bank is framing regulations under 
Section 58 of the RBI Act, 1934, to implement 
the Electronic f i n d s  Transfer System. 

10. Regulation and Supervision 

Supervisory Systemfor Financial 
Intermediaries 

1.31 The process towards a consolidated 
supervisory framework for the financial 

system received a major impetus with the 
Board for Financial Supervision (BFS) 
extending its supervisory jurisdiction over the 
all-India financial institutions from April 
1995 and the financial companies from July 
1995. As an integral part of the new strategy 
for supervision, a new Prudential Supervisory 
Reporting system (PSR) for the purpose of 
off-site monitoring was introduced effective 
September 1995. 

Expert Group on Supervision of NBFCs 

, 1.32 In view of the emergence of non- 
banking financial companies (NBFCs) as 
important players of the financial system, the 
need for instituting a prudential supervisory 
system alongside the existing regulatory 
framework was crystallised with the 
submission of a report by the Expert Group 
for Designing a. Supervisory Framework for 
NBFCs (Chairman : Shri P.R. Khanna) in 
April, 1996. The Group recommended a 
comprehensive supervisory framework for 
regulation and supervision of the NBFCs. All 
the major recommendations made by the 
Group have since been accepted by the BFS 
with some modifications. 

1.33 As announced in the Union Budget 
for 1996-97, the Government of India has 
promulgated an Ordinance in January 1997 
amending the Reserve Bank of India Act, 1934, 
in order to strengthen the regulatory powers of 
the Bank over different kinds of NBFCs. 

1 1. Perspectives 

1.34 The first stage of the banking sector 
reform is coming to an end and we are now 
moving on to the next stage of the reform. In 
the years to come, the Indian financial system 
will grow not only in size but also in complexity 
as  the forces of competition gain further 
momentum and the fmancial markets acquire 
greater width and depth. While the policy 
environment will remain supportive of healthy 



Banking Devclopr~ler~ts arld Policy 1'c.rspectlvcs 11 

growth and development with accent on greater 
operational flexibility a s  well a s  greater 
prudential regulation and supervision, the 
thrust of the second phase of reform would 
have to  be  on  improvement in the 
organisational effectiveness of banks and 
other financial entities. 

1.35 Banks have to prepare themselves to 
grapple with these challenges and convert them 
into opportunities which call for critical 
introspection and intelligent anticipation. In the 
changed context, several imperatives merit 
attention. 

i) Banks would have to move away from 
excessive concentrat ion on  asse t  
management and adopt a more general 
approach of asset-liability management 
aimed at modifying their liability structure 
in  consonance with the desired asset 
structure. 

ii) Management of credit risks would have 
to be accorded a very high priority. Banks 
will have to evolve appropriate mechanisms 
and procedures to evaluate credit risk. 

iii) Banks would have to equip themselves 
t o  b e  operative in a n  increasingly 
deregulated interest rate environment. A s  
a consequence, the various markets will 
become increasingly integrated. The  
f reedom given t o  t h e  banks  i n  the  
determination of the interest rates must 
be used by them judiciously. Obviously, the 
lending rate will have a relationship to the 
cost of raising funds. Too high a lending 
rate is not necessarily an  advantage to 
banks. Very high lending rates may be 
associated with higher risks resulting in 
what the literature calls 'adverse selection'. 
In effect, extremely high interest rates can 
affect the viability of borrowers' capacity 
to  repay. Besides,  they would be  
unsustainable as they may eventually 
result in increasing the non-performing 

assets of banks. in fact, the major objective 
of the financial sector reform is to improve 
the efficiency of the system. Banks have to 
consciously work towards reducing the 
spread between cost of raising funds and 
the rate at which funds are lent and banks 
must pass  on the greater part  of the 
efficiency gains to the borrowers in the 
form of lower lending rates. 

iv) A significant improvement in 
eustamer service by banks can no longer 
be ignored. Technology will have to play 
an important role in this regard. 

V) Finally, house-keeping issues within 
would have to be addressed in a proactive 
and innovative manner. 

1.36 Success in the second phase of reforms 
will depend primarily on the organisational 
effectiveness of banks for which the initiatives 
will have to come from banks themselves. 
Imaginative corporate planning combined with 
organisational restructuring is a necessary 
prerequisite to achieve results. Public sector 
banks need to address urgently the task of 
organisational restructuring for achieving 
greater efficiency. 

1.37 In order to effectively compete in the 
new situation, the public sector banks need to 
initiate a number of steps expeditiously. There 
is a need to focus on improving customer 
services and introducing new facilities relating 
to fund remittances, electronic creditldebit 
systems, and  ATM cards. 

1.38 While the NPAs of the public sector 
banks as percentage to their total advances 
came down at the end of March 1996, their 
volume, however, remained constant at  around 
Rs.40,000 crore. Vigorous efforts a t  recovery 
and upgradation of loans must be the chief 
concern of banks, particularly of those banks 
where the NPA proportion is very high. A 
transparent settlement procedure mus t  be 
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established where write-offs are involved. 

1.39 With the deregulation of interest rates 
on deposits of NBFCs and Mutual Benefit 
Financial Companies (MBFCs) which adhere 
to prudent norms, the competition for deposits 
especially for those in the medium and long- 
term maturities has intensified. In response to 
the monetary policy initiatives in October 1996, 
the deposit rates of NBFCs are slowly coming 
down. The initial volatility in interest rates on 
deposits of NBFCs has come down and greater 
competition for household savings should pave 
the way for more efficient financial 
intermediation. 

1.40 The gradual movement away from the 
cash credit system, is expected to bring about 
greater discipline in the credit delivery system. 
The recent initiative by some banks in the form 
of lower margin over Prime Lending Rate for 
demand loans is a step in the right direction. 
Delinking the issuance of Commercial Paper 
(CP) from cash credit component will also bring 
flexibility to borrowers in their credit planning. 
With gradual movement towards a loan-based 
lending system and with the introduction of 
capital adequacy and other prudential norms, 
the concept of 'maximum permissible bank 
finance' would itself have to undergo a change. 

1.41 The process of cleaning the bank 
balance sheet cannot be complete without the 
valuation norms for approved securities 
brought at par with the prudential standards. 
Over time, the banks have to brace up to larger 
proportion of their approved security portfolio 
to be marked to market than the 50 per cent 
requirement at  present. It is, therefore, 
essential that banks develop and enhance their 
treasury management skills. This has become 
all the more important in the emerging 
deregulated interest regime wherein interest 
rate risk could be a major factor. They should 
also work towards developing expertise in the 
secondary market in Government securities 
which is vital for the management of liquidity. 

1.42 Provision of adequate flow of 
institutional credit to the priority sectors 
continues to be a major policy thrust .  
Agricultural advances as a percentage of net 
bank credit of public sector banks continue 
to be lower than the stipulated sub-target as 
in the previous year although there has been 
increase in outstanding credit from R s . 2 3 5  13 
crore in 1994-95 to Rs.26,35 1 crore in 1995- 
96.  The rural credit system cannot be 
sustained if the low level of loan recovery rates 
continue. In the case of IRDP loans, the 
recovery rate is as low as 30 per cent. The 
experience of Bangladesh Grarneen Bank and 
our own Self-Employment for Women 
Association (SEWA) demonstrate that 
recoveries can be very high if there is adequate 
commitment even when the level of interest is 

. not subsidised. Local Area Banks (LABS) in 
the private sector are being set up. They would 
help in mobilisation of rural savings and, at 
the same time, make them available for 
investments locally. They would provide credit 
to agriculture and other allied activities on 
normal banking principles in the areas of their 
operation. 

1.43 A major catalyst in the dispersal of 
rural credit could be the Non-Governmental 
Organisations (NGOs) and Self-Help Groups 
(SHGs). The NGOs and SHGs would help to 
reduce information asymmetries in the credit 
market and supplement the insights and 
experience already gained by the banks with 
their involvement in the priority sector and 
rural lending over the years. However, three 
inter-related issues remain to be addressed 
by those involved with rural  credit and 
economic management. First, it needs to be 
recognised that  the poor  a re  not 
homogeneous; the extremely poor and  
illiterate people not having experience of 
handling assets or lacking the necessary skills 
may need to  be covered under  wage 
employment schemes while the slightly better- 
off could be put on the self-employment route 
with thrust on asset creation. Secondly, an 
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important  issue in the priority sector 
dispensation is making the requisite credit 
available on a timely basis. Finally, the rural 
credit delivery system would need to reduce 
transaction costs, enhance monitoring of the 
use of credit and ensure timely recovery and 
recycling of funds. 

1.44 In the recent period, bank supervision 
has assumed considerable importance in the 
context of maintaining the stability and 
soundness of the country's financial system. 
With the setting up of the Board for Financial ' 

Supervision IBFS) in 1994, undivided and 
intensive focus is now being provided to 
prudential supervision. The three expert 
groups set up in 1995 focusing on different 
aspects and segments of the financial system 
have submit ted  thei r  Reports. The 
Padmanabhan Working Group to review the 
system of on-site supervision over banks has 
recommended far reaching changes in the 
approach, thrust and style of inspections as 

well as follow up, proposing bank rating on 
the lines of the  widely adopted CAMEL 
(capital adequacy, asset quality, management, 
earnings, and liquidity) model. The Jilani 
Working Group to review the internal control 
and inspectionlaudit system in banks has 
made a number of recommendations to bring 
in uniformity in the system of internal 
inspection/ aud i t  in  banks .  The major 
recommendations of the Khanna Expert 
Group for designing a supervisory 
framework for NBFCs include definitions of 
scope and coverage of the on-site inspections 
and a system of off-site surveillance and  
supervisory rating for NBFCs. Besides, a new 
Working Group h a s  been s e t  u p  by t he  
Reserve Bank t o  examine t he  var ious  
regulatory and supervisory aspects of NBFCs. 
The new inspection strategy together with the 
inpu ts  available unde r  the prudent ia l  
supervisory reporting system, would provide 
early warning signals to the Reserve Bank. 
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x CHAPTER 11 

DEVELOPMENTS IN COMMERCIAL BANKING 

x The scheduled commercial banks 
continued to record impressive expansion of 
credit a s  in the previous two years, 
notwithstanding the subdued growth of bank 
deposits in 1995-96. The credit expansion was 
largely facilitated by sharp reduction in cash 
reserve ratio. The ongoing financial sector 
reforms helped to further strengthen the capital 
base of banks and clean up their balance sheets 
and as a consequence, their non-performing 
assets declined substantially in relative terms, 
improving thereby, the process of recycling of 
funds. Banks had to exercise caution in regard 
to their investment portfolios, even though the 
yields on the Government securities were 
relatively high, in view of their resources 
position. In retrospect, this proved to be 
helpful, since the high yield to maturity had 
led to depreciation of their asset values under 
the 'mark-to-market' mechanism. Given the 
large Government borrowing from the market 
and the subdued deposit accretion, some 
banks tried to match the demand for credit 
with recourse to money market, thereby 
pushing up the nominal rates of interest. The 
real rates of interest also turned out to be high, 
with the inflationary pressures showing a 
marked slowdown over the year. Faced with the 
sharper challenges of managing their assets 
and liabilities, the responses of individual 
banks were markedly different than in the 
recent past. 

2.2 This chapter provides an account of the 
developments on. the asset and liability side of 
commercial banks as  also on some of the 
specific policies that impacted on their working 

during 1995-96. 

2. Liabilities and Assets Structure 
of Banks 

Deposits 

2.3 Deposits with scheduled commercial 
banks form a predominant proportion of their 
liabilities. Aggregate deposits expanded by 
Rs.46,960 crore ( 12.1 per cent) between March 
3 1, 1995 and March 29, 1996. While this order 
of increase was substantially lower than that 
of Rs.71,727 crore (22.8 per cent) recorded in 
the previous financial year, i t  m u s t  be 
recognised that because the base date i.e. 
March 31, 1995 turned out to be the last 
reporting Friday of the year as also the closing 
date of bank accounts, there were considerable 
data distortions. As such, growth of banking 
aggregates in 1995-96 should be viewed with 
caution. If one were 'to take the preceding 
reporting Friday i.e., March 17, 1995 as the 
base, the growth in aggregate deposits in 1995- 
96 would work out to Rs.67,12 1 crore (18.3 
per cent). The share of time deposits in the 
accretion of bank deposits for 1995-96 was at 
92.1 per cent on March 3 1 base ( 78.0 per cent * 

on March 17 base) as compared with 71.7 per 
cent in 1994-95 (Table 11.1 ). It is  noteworthy 
that  banks  had  increasing recourse  to 
Certificate of Deposits ( CDs) during 1995-96; 
CDs mobilised by banks more than doubled 
during 1995-96 (from Rs.8,017 crore on March 
31, 1995 to Rs. 16,316 crore on March 29, 
1996). The cost of mobilising CDs which was 
in the range of 10.0 to 15.0 per cent during the 
fortnight ended March 3 1, 1995 increased to 
12.0 to 22.3 per cent by March 29, 1996. 
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~xcluding CDs, the core deposib of scheduled 
commercial banks recorded a lower riee of 
Rs.38.661 crore (10.2 per cent) during 1995- 
96 which was less than one - half of the rise of 
Rs.69.281 crore (22.4 per cent) in 1994-95 
(Chart 11.1 1. 

CHART 11.1: 
Aggregate Deposfts of Scheduled Comrnerclal 
Banks - Rate of Growth : 190495 to 1-96 

Financial  yea^ 

Aggregate Deposits Core DeposL A-S- April-September 

2.4 The growth in deposits was sluggish at 
the beginning of 1995-96 but picked up 
momentum in the second half of the year, 
reflecting in part, the impact of the hike in ceiling 
interest rate for term deposits (of less than two 
years of maturity) and complete deregulation 
of interest rates for term deposits above two 
years of maturity. Besides, the accelerated 
inflow of funds through foreign institutional 
investors (FIIs) also contributed to increase in 
deposits in the last quarter of 1995-96; the net 
investment by FIIs during January-March 1996 
amounted to Rs.3.637.8 crore. 

2.5 During the first half of 1996-97 
(between March 29, 1996 and September 27, 

1 Q86). aggregate deposlts increaeed by 
R8.27.926 crore (6.4 per cent). despite a fall 
in dunand depogits. In the corresponding half 
of the previous year, aggregate depoelta had 
recorded an increase of Rs. 1 1,740 crore (3.0 
per cent) (Table 11.1). ~xcluding  CDs, the 
growth of aggregate deposits was R8.30.482 
crore (7.3 per cent) in April-September 1996 
as compared with the Lncrease of Rs.5.884 
more ( 1.6 per cent) in the corresponding period 
last yea.. 

Bank Credit 

2.6 Bank credit expanded during 1995-96 
b y  Rs.42,454 crore (20.1 per cent) on top of a 
rise of Rs.47.144 crore (28.7 per cent) recorded 
in the previous year, whereas it expanded by 
Rs.5 1,322 crore (25.3 per cent) between March 
17, 1995 and March 29, 1996. Food credit 
regtstered a decllne of Rs.2,484 crore (20.2 per 
cent) as against an expansion of Rs. 1,368 crore 
(12.5 per cent) during the previous year. 
Contemporaneously, there was a phenomenal 
expansion in non-food credit of scheduled 
commercial banks of the order of Rs.44,938 
crore (22.5 per cent) with March 3 1 as the base 
(by a s  much a s  Rs.54,684 crore or an 
expansion of 28.9 per cent over March 17, 
1995). While this was attributable to the 
continued acceleration in industrial activity, its 
occurrence on top of Rs.45,776 crore (29.8 per 
cent) during 1994-95 was an issue of critical 
importance in the monetary management for 
subserving the objective of growth (Chart 11.2). 
In incremental terms, the credit-deposit ratio 
and the non-food credit-deposit ratio reached 
peak levels of 90.4 per cent and 95.7 per cent, 
respectively in 1995-96. The credit expansion 
was facilitated by a series of cuts in cash reserve 
ratio (CRR), amounting to Rs.7,525 crore in 
the four month period - October 1995 to 
January 1996. Furthermore, the volatility 
witnessed in the foreign exchange markets and 
the subsequent intervention by the Reserve 
Bank impacted on the domestic liquidity but 
as the forex market stabilised, the Reserve 
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(Amount m ns.crore1 

Itern8 t 3 t m a a o n  ~ t l ~ d u r l a g  lbrianmduring 
the finandal yUlr the periad 

AK11September 

-18, Ilbrch31, -29, Sept29, Sept27, 199495 1995-96 1995-96 1996-97 
1994 1995 1998 1995 lW0' - - - 

over over over over 
March 18 March31 March 31 March29 

1 2 3 4 5 6 7 8 9 10 
(3.2) 14-31 (5-3) (6-4) 

a) Dcmaad Deposits 56,172 76,903 80,614 71,857 78.909 

b) 'IYme Depodts , 2,58,560 3,09,956 3,53,205 3,26,742 3,82336 

2.2&@gate Deposits 
(EXcludq 3,09,561 3,78,842 4,17,503 3,84,726 4,47,985 
Certificate of Deposfts) 

3 . B o r r o ~ f r o m R B I  1,813 7,415 4,847 5,575 1,823 

a) Fwd Credit 10,907 12,275 9,791 12.606 8,436 

a) Government 
Secpritles 

7. Cub hhnar [atb) 60,048 68,001 88,780 60,848 11,688 

k Balances with RBI 47,760 

Memor~lfdmn Items : 
A. Crtdit-Dewit R&O 52.2 
B. Incremental 

Credit--it Ratio 26.7 
C. Re8ervti)-Depelt 

Ratla 15.9 
D. Inowrtment/Dcposlt 

Ratto 42.1 
E. Inmetment+credit/ 



CHART li.2: 
NOTI-Food Bank Credit of Scheduled Commm~ial 
Banks - Rate of Growth: 1994-95 to 1995-36 
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Bank took measures to ease the pressures in 
the money market. Consequently, call money 
rates which had ruled relatively high during the 
period, September through December 1995, 
declined thereafter. The large credit expansion 
which took place at very high real interest rates, 
and mobilisation of funds at relatively high 
costs, especially from CDs, are matters of 
concern, since this  could mean that  a 
significant number of borrowers tend to be less 
credit-worthy, so- in the process the seeds 
of non-performing assets (NPAs). In other 
words, the adverse selection of loan making 
would be conspicuously present durlng this 
part of the credit cycle. 

2.7 Although the liquidity position in the 
first half of 1996-97 was comfortable, bank 
credit declined by Rs.3.065 crore (1.2 per cent) 
as compared with the increase of Rs. 10,228 
crore (4.8 per cent) during the corresponding 
period of 1995-96 (Table 11.1). Fbod credit 
recorded a decline of Rs.1,355 crore (-13.8 per . 

cent). Similarly, non-food credit also, dccllaed 
by Rs.1.710 wore (-0.7 per cent) reflecting 
essentially the alack 6eammal demand during 
the fkst half of 1996-97. Despite the slowdown 
in the inflation rate and the substantial tncrear# 

in the liquidity the reduction in prime lending 
rates of banks was marghd and stubbornly 
confined only to a few banks. It was in this 
context that a number of measures were 
announced on October 19, 1996 which 
included a phased reduction of CRR by 2 
percentage points in four phases, allowing 
access by corporates to foreign currency loans 
and a number of other measure8 to ease bank 
finance. The details of these measures are 
provided in Annexure I. 

2.8 A n  important element in the agenda for 
bancia1 sector reform has been the relaxation 
of external constraints on banks. A major 
component in this process was the gradual 
reduction of Statutory Liquidity Ratio (SLR) 
and Cash Reserve Ratio (CRR). In mid- 1991, 
the pre-emption in the form of CRR and SLR 
requirements on incremental deposits 
amounted to 63.5 per cent. The effective CRR 
has come down from 1 5.7 per cent as a t  end- 
March 1995 to 11.5 per cent by end-June 1996 
and is on the path to 10 per cent. Similarly, 
SLR has been brought down on an incremental 
basis to 25 per cent. 

Investments 

2.9 With the reduction in SLR on NRE 
deposits (details provided in Annexwe I) and 
the increase in liquidity in the secondary 
market for Treasury Bills and Government 
securities (both in terms of SGL transactions 
at the Reserve Bank including those settled 
through the National Stock Exchange), 
scheduled commercial banks' investments in 
Government and other approved securities 
increased by Rs. 15,528 crore (10.4 per cent) 
as against a rise of Rs.16,731 crore (12.6 per 
cent) in the previous year. Their investments 
in approved securities which stood at 38.6 per 
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cent of eggregate deposits as on March 3 1,1996 
decbed marghally to 38 per cent on March 
29, 1996 (Chart 11.3). Nevertheless, banks' 
holding of Government securities continued to 
be In excess of the SLR stipulation as in the 
previous year. Durlng the &st half of 1996-97, 
banks stepped up their investments by 
Rs. 12,245 crore (7.4 per cent), as against the 
rise of FQ.6.964 crore (4.7 per cent) during the 
comparable mod of the previous year. 

CHART 11.3: 
Scheduled Commercial Banks - Investment 
Ratio* : 1994-95 to 1995-96 

March 31, March 29. Sept. 29, SePt. 27, 
1 995 1 996 1995 1998 

' Investment to Aggregate Deposits Ratio 

Cash Reserves 

2.10 As part of the measures to ease the 
external constrains on the banking system, the 
Reserve Bank has been lowering the cash 
reserve ratio. Consequently, scheduled 
commercial banks' cash in hand and balances 
with the Reeerve Bank decbed by Rs.9.22 1 
crore or 14.6 per cent during 1995-96 in 
contrast to an increase of Rs. 12,958 more or 
25.9 per cent in the preceding year. Cash 
bahnces as a proportion of d-ts fell from 

16.3 per cent on March 3 1, 1995 to 12.4 per 
cent on March 29. 1996 (Chart 11.4). During 
1995-96 the liquidity released on account of 
CRR reduction worked out at R9.7,525 crore. 
The average CRR was reduced again by one 
percentage point to 13.0 per cent in two phases 
of 0.5 percentage point each, effective April 27 
and May 1 1, 1996; these augmented the 
lendable resources of banks by about Rs.3,800 
crore. The average CRR was further reduced 
to 12.0 per cent from the fortnight beginning 
July 6, 1996 augmenttng the lendable resources 
of the banks by Rs.4,100 crore. Furthermore, 
the exemption of NRE deposits from CRR 
prescription released Rs. 1,400 crore. A further 
reduction of one percentage point in CRR in 
two phases effective October 26, 1996 and 
November 9, 1996 augmented the lendable 
resources of banks by about Rs.4,275 crore. 
The lendable resources further increased by 
Rs.4.275 crore with the two phase reduction 
in CRR by one percentage point, effective 
January 4, 1997 and January 18, 1997. 

CHART 11.4: 
Scheduled Commercial Banks - Reserves 
Ratio' : 1994-95 to 1995-96 
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Sectoral Deployment of Credit 

2.1 1 The sectoral deployment of non-food 
gross bank credit during 1995-96 (April- 
March) showed that in incremental terms, the 
share of credit to medium and large (ML) 
industry in the total improved from 43.4 per 
cent in 1994795 to 49.6 per cent in 1995-96 
(Table 11.2 and Chart 11.5 1. Industry-wise 
deployment of bank credit showed notable 
increases in respect of engineering industries, 
chemicals group, and metal products  
(Appendix Table 11.1). During the f i s t  quarter 
of 1996-97, there was an overall decline in 
non-food bank credit with medium and large 
industry and trade sector contributing major 
share to this decline. Except for iron and steel 
and petroleum industries, the flow of bank 
credit to most of the other industries declined 
or was of a lower order. 

CHART 11.5: 
Sectoral Deployment of Gross Bank Credit of 
Scheduled Commercial Banks - Share in incremental 
Non-Food Credit : 1994-95 to 1995-96 

3. Export credit 

Export Credit 

2.12 Export credit outstanding stood at Rs. 
29,692 crore accounting for 13.0 per cent of net 
bank credit (NBC) as on March 29. 1996 as 
agatnst Rs. 25,05 1 crore or 13.0 per cent of NBC 
as on March 31, 1995 (Table II.21. By June 28, 
1996, this proportion declined to 1 1.9 per cent. 

2.13 During 1995-96 (April-March) , export 
credit refinance limits of scheduled commercial 
banks increased significantly by Rs.4.747 crore 
(50.5 per cent) from Rs.9.395 crore as  at end- 
March 1995 to Rs. 14,142 crore as on March 
29, 1996 (Appendix Table 11.2). In respect of 
Export Credit (Rupee) refinance, the limits 
registered almost four-fold increase from 
Rs.2,726 crore to Rs. 10,080 crore. Consequent 
upon the sharp fluctuations in the spot and 
forward exchange markets and the resultant 
negative effective interest rates, it was decided 
to terminate the Post-Shipment Export Credit 
denominated in US dollars (PSCFC) , effective 
February 8,1996. 

2.14 The utllisation of export credit refinance 
during 1995-96 was tardy; the peak utilisation 
rate of 78.4 per cent as at the end-March 1995, 
declined to 16.0 per cent by end-September 
1996. The utilisation of export credit refinance 
has been found to be linked with interest rates 
in the call money market; going up when call 
money market rates are high. 

Policy Changes in respect of Export 
Credit 

2.15 Substantial changes were brought about 
in the interest rate structure governing the 
export credit. The following changes in respect 
of interest rates on export credit were effected. 

(a) The interest rate on "export credit not 
otherwise specified for Post-Shipment 
Credit Denominated in Foreign 
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Table 11.2 : Sectoral Deployment of Gross Bank Credit by Major Sectors # 
(Amount  in Rs.crore)  

Sectors 

Outstanding as on Variations during 
Financial vear Aoril - June - - - - -- . . . - 

March 18, March 31, March 29, June 30, June 28, 
1994 1995 1996 1995 1996 1994-95 1995-96 1995-96 1996-97 

1 2 3 4 5 6 7 8 
(3-2) (4-31 

( I )  Gross Bank Credit(lt2) 1,56,857 1,96,985 2,31,697 1,97,828 2,27,236 40,128 34,712 
1. Public Food Procurement 

Credit 10,907 12,275 9.791 15,952 11.666 1,368 -2,484 
2. Non-Food Gross Bank Credit 1,45,950 1.84,710 2,21,906 1,81,876. 2.15.570 38,760 37,196 

(AtBtCtD]  (100.0) (100.01 

(A) Priority Sectore $ 53,880 

( I )  Agriculture 2 1,208 

(11) Small Scale Industries 22,617 

( iH)  Other Priority Sectors 10,055 

(B) Industry (Medium & Large) 57,865 

(C) Wholesale Trade (Other than 7,330 
food procurement) 

(1) Cotton Corporation of India 50 

(11) Food Corporation of India 0 
(for fertiliser distribution) 

(iii) Jute Corporation of India 8 0 0 0 0 -8 0 
(-1 (-1 

(iv) Other Trade 7,272 9,395 11,612 9,281 10,819 2,123 2.217 
(5.5) (6.0) 

(D) Other Sectors 26,875 36,128 43,414 34,170 41,591 9,253 7,286 
(23.9) (19.61 

(11) Export Credit [included 
under item I(2)j 17,086 25,051 29,692 24,269 26,714 7,965 4,641 

(111) Net Bank Credit (including 1,52,501 1,92,424 2,28,583 1,94,688 2,24,121 39,923 36,159 
inter-bank participations) 

Memorandum Items : 
A. Priority Sector Credit as % to NBC* 35.3 33.3 32.1 32.8 32.5 

B. Agricultural Credit as SS to NBC* 13.9 12.5 11.8 12.2 12.0 

C. Export Credit as % to NBC* 11.2 13.0 13.0 12.5 11.9 

# Data are Provisional. * Net Bank Credit. 
$ The data on priority sector differ from the final data on priority sector as presented in Appendix Table 11.1 I. 

Notes : 1. Data relate to 47 scheduled commercial banks which account for about 90-95 per cent of bank credit of all scheduled 
commercial banks. Gross bank credit data include bills rediscounted with RBI, IDBI, EXIM Bank, other approved financial 
institutions and inter-bank participations. Net bank credit data are exclusive of bills rediscounted wlth RBI, IDBI, EXIM Bank 
and other approved financial institutions. 

2. Figures in brackets are proportions to incremental non-food gross bank credit. 
3. See also Appendix Table 11.1. 



Developments In Commerclnl Banking 2 1 

Currency (PSCFC)" was freed effective 
October 3 1 ,  1995. 

(b) The interest rate on PSCFC (against 
usance bills) for a period of over 90 
days and upto 6 months from the date 
of shipment was hiked from 7.5 per 
cent  to  9.5 pe r  cent and  made 
applicable from the date of advance, 
effective October 3 1 ,  1995.  
Subsequently from January 16, 1996 
the interest rate on P S C ~  (against 
demand bills for transit period a s  also 
usance bills) for a period upto 90 days 
was increased from 7.5 per cent to 9.5 
per cent. Besides, interest rate under 
the scheme for usance bills for a period 
beyond 90 days and upto 6 months 
from the date of shipment, was freed. 
The PSCFC scheme was terminated 
effective February 8, 1996. 

(c) The interest rate on post-shipment 
export rupee credit for a period over 
90 days and upto 6 months from the 
da te  of shipment  was  also freed 
effective February 8, 1996. 

2.16 In  November 1992,  scheduled 
commercial banks were advised to reach a level 
of export credit equivalent to 10 per cent of the 
bank's  net  bank  credit.  Recognising the 
paramount need to promote exports, the target 
for export credit was raised on October 19, 
1996 to 12 per cent of net bank credit to be 
achieved by end-March 1997. 

2.17 Following the switchover to dollar 
denominated trade with the member countries 
of Asian Clearing Union (ACU), banks were 
permitted, effective January 1, 1996, to extend 
pre- and post-shipment credit in foreign currency 
for trade transactions with ACU countries. 

4. Working Results of Commercial 
Banks 

2.18 With the completion of the first stage 

of flnancial sector rcfornls. the banking system 
consolidated its position during 1995-96 as  
reflected in the significant reduction in its non- 
performing assets in relative terms. While a few 
banks turned the corner by declaringnet profit. 
several profit making banks  have shown 
improved operational performance in terms of 
both profitability and productivity. 

Scheduled Conrmercial Banlcs 

2.19 During 1995-96.  the  scheduled 
commercial banks demonstrated considerable 
progress in their financial performance. 
Notwithstanding a hefty increase in wage bill 
by around 39 per cent following the recent wage 
accord in banks ,  the operating profit of 
scheduled commercial banks increased from 
Rs.7,694.2 c ro r e  dur ing 1994-95 to 
Rs. 10,205.4 crore during 1995-96 recording a 
growth of 32.6 per cent and a s  a proportion to 
total asset, operating profit increased from 1.5 
per cent in 1994-95 to 1.7 per cent in 1995-96 
(Appendix Table 11.3 and Chart 11.6). The net 
profit, however, declined by Rs. 1,24 1.9 crore 
(57.7 per  cent) from Rs.2,154.3 crore to 
Rs.912.3 crore during the same period. The 
decline in net profit can be attributed to the 
following factors. Firstly, there was sizeable 
increase in the provisions due to depreciation 
on Government securities at Yield to Maturity 
(YTM) prescribed higher for 1995-96. Secondly, 
the massive loss of Rs. 1,336 crore by Indian 
Bank in 1995-96 (as compared with a net profit 
of Rs.14.26 crore in 1994-95) also distorted 
the ne t  profitability picture in 1995-96. As a 
result, the Return on Assets (ROA) declined 
from 0.42 per cent in 1994-95 to 0.15 per cent 
in 1995-96. 

Public Sector Banks 

2.20 The financial results of public sector 
b a n k s  for  the  year 1995-96  showed 
considerable improvement. The operating 
profits of public sector banks as a group, 
showed a sizeable increase of Rs.2.048.3 crore 
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CHAW 11.6: 
Opontlng Proflta to Total hutr - 
Bank Group-w1.e : 1994-95 to 199S-$6 

Sch. Com. ~ e n k s m  PuMk Sector Banks 

Foreign Benks Indian Private b n k s  

(37.1 per cent) from Rs.5.520.5 crore in 1994- 
95 to Rs.7,568.9 crore during 1995-96. 
However. the net profft of Rs. 1,115.8 crore 
turned into a net loss of Rs.37 1.4 crore during 
the same period (Appendix Table 11.4). This was 
again due to higher provisions on account of 
depreciation booked on Government securities 
and the massive loss of Indian Bank in 1995- 
96. Consequently, ROA, turned negative at 0.07 
per cent during the period under review. 

2.21 The State Bank group. posted a total 
operating profit of Rs.3,923.2 crore during 
1995-96 as compared with Rs.2,583.2 crore 
during the previous year, recording a growth of 
Rs.1.340.0 crore (51.9 per cent) (Appendix 
Table 11.5). The net profit, on the other hand, 
declined by 6.30 per cent from Rs.846.5 crore 
durlng 1994-95 to Rs. 793.1 crore durlng 1995- 
96. Consequently, the ROA declined from 0.54 
per cent to 0.42 per cent during the same 
perlod. The decline in the hanclat performance' 
&State Bank group in terms of net profit during 

1995-96 is mainly attributable to a quantum 
jump in its provisions and contingencies by 80 
per cent. 

2.22 The performance of nationalised banks 
as a group indicated deterioration during 1995- 
96. The nationalised banks reported a total 
operating profit of Rs.3.645.7 crore during 
1995-96 as compared with Rs.2.937.4 crore 
posted during the previous year, recording an 
increase of Rs.708.3 crore (24.1 per cent) 
(Appendix Table 11.6). On the other hand, the 
net profit deteriorated by Rs. 1,433.8 crore 
(532.4 per cent) from Rs.269.3 crore in 1994- 
95 turned into a net loss of Rs. 1,164.5 crore 
during 1995-96. Here again, a substantial 
increase in provisions led to a fall in ROA from 
0.1 per cent in 199'4-95 to a negative ROA of 
0.4 per cent during the period under review. 

Foreign Banks in India 

2.23 During 1995-96, foreign banks 
operating in India reported a much improved 
performance (Appendix Table 11.7). The 
operating profit increased by Rs.86.1 crore (5.8 
per cent) from Rs. 1,489.9 crore during 1994- 
95 to Rs. 1,576.0 crore during 1995-96, while 
the net profit increased by Rs.5 1.1 crore (7.3 
per cent) fi-omh.697.2 crore during 1994-95 
to Rs.748.3 crore during 1995-96. 

Indian Private Sector &mks 

% 2.24 The Indian private sector banks, as per 
the available information on 23 out of 35 such 
banks, have exhibited a spectacular 
performance both in terms of operating and net 
profit. The operating profit @creased by 
Rs.212.5 crore (40.2 per cent) from Rs.528.9 
crore during 1994-95 to Rs. 74 1.4 crore during 
1 995-96 (Appendix Table 118). Consequently, 
ROA increased fi-om 1.2 per cent to 1.5 per cent 
during the period under. review. A brief analysis 
of the performance of new prfvate sector banks 
uls-a-vfs other banking groups is provided in 
Box 11.1. 
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FoU.owfng the ~ ~ N B T -  Coanmtttee (1991). a number of ;w#m?lres 
were put in place bry the R&strclie Bank to refom tht RnAIlrtnl sector. ~~ new Private 
Sector &nh was a cpuclal pwt of the rnfmmres talotn to improve thc compctitivcmm of the 
~ s ~ t c m ,  

The introductffon af new private mx$m banks which pawem up-to-date kchnology and 
rnanagerlal -$kills icg expected to llnyurrt competition and foster efBciency in the banktng 
industry. The pwfmxmnce of new sector banbs js-.a-vis other bddng groups duriog 
1995-96 is presented below : 5 9  -r3P 

%+. 5 --" -+.p . w .  

0.2 
1.1 

10.7 

4 out of 26 Other (excluding new) Private 
tes and 19 Nationalbed Banks, 
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i 

The table e n  above glves a snapshot of the performance of the private sector banks in 
L 995-96 viLP-a-vie other banking groups. The new private sector banks recorded me of the 
ht&hest operating proflt; its operating profit as a proportion of total assets at 2.8 per cent in ; 
1-6-96 was than the similar figure for other private seetor banks (i.e., excluding new I 

private sector banks), SBI group and nationabed banks, but was mar$inally lower than that : 
fo;r foreign banks (i.e., 3.3 per cent). But in terms of net profit, the new private sector banks' i 

performance was far superior than that of all other banking groups includhg foreign banks t 

The new private sector banks also enjoyed a relattvely fawer spread between cost ofmobilisjng$ 
deposits and interest earned on their assets as c ~ r n m d  with fofeiga banks and other bddng 
groups. Amcrsg the banking groups, foreign banbsr had the highest spread [3.8 percentage 
points), bother interesting aspect of the performance of new private sector banks i3 the& 
relatively vesylow wage bill; wage bill was a marg2nal0.3 per cent of total assets as compared 
wtth f .$ per cent of other private sector banks and 1.0 per cent offmelgn banErs (Chart 31. In 
thlas co~wttm it may be noted that most of the public sector banks had to bear a bnxnt of 

tttng prcxxwes; payment to emp10yees for na&iomBsed banks was a 
cent af tdalasse673 and that for SBJ group it was 2.3 per cent Given the 
p e f i m  of the prhmte sector banks, this segment is likely to be a 

tiarrch bearer of t m t w d  a d  efWenq $n the badciq industry. 

5. Credit Delivery 

2.25 With a view to preventing diversion of 
bank credit sanctioned for working capital, 
commercial banks were advised in February 
1996 to review their existing systems for 
appraisal, sanction and monitoring of bomowal 
accounts and to take necessary measures to 
ensure that bank credit for working capital was 
not being diverted for investment in shares, 
debenturea, inter-corporate deposits, etc. 

FMhermore, banks were also advised to recall 
such amounts, if any, found to be diverted into 
these activities besides charging penal rate. 

Loan Systemfor ~ l f ~ r y  of Bunk Credft 

2.26 A Loan System for dellvery of bank 
credit was introduced in April 1995 for 
imparthg discipIlne in the utilisation of credit 
by large borrowers and enforcing effective 
control over credit flows in general, the detail8 
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of which were presented in the previous year's 
Report. Initially, the system was made 
mandatory for borrowers with assessed 
maximum permissible bank finance (MPBF) of 
Rs.20 crore and above, with the cash credit 
component fixed at 75 per cent. The cash credit 
component was brought down in stages to 60 
per cent effective September 29, 1995.40 per 
cent effective April 18, 1996 and further to 25 
per cent of the MPBF effective October 19, 
1996. The Scheme was also extended, effective 
April 18, 1996, to borrowers with MPBF of less 
than Rs.20 crore and upto Rs. 10 crore. The 
cash credit component initially restricted to 60 
per cent was reduced to 40 per cent effective 
October 19, 1996. ~es ides ,  banks were also 
allowed to renewlroll over the loan component 
in the case of all borrowers and to carve the 
bills limit for inland sales out of the loan 
component instead of cash credit component 
as earlier. As regards export credit, they were 
advised in November 1996 to exclude export 
credit limits (pre-shipment and post-shipment) 
from the MPBF for the purpose of bifurcation 
of the credit limit into loan and cash 
components. 

Bridge Loans/lnterirn Finance 

2.27 The bridge loanslinterim finance 
scheme in respect of banks was withdrawn 
effective April 17. 1995; in respect of flnancial 
institutions it was withdrawn in September 
1994. On a review of the policy, the bridge loan 
scheme has  been revived with some 
modifications. Under the modified scheme 
which came into effect from October 16,1995, 
banks and financial institutions were permitted 
to  sanction bridge loans agalnst the 
commitment made by another bank or financial 
institution subject to the following conditions : 

(a) The bank extending bridge loadinterim 
finance must obtain prior approval of 
the other bank and/or financial 
institutfon, which has sanctioned the 
term loan; 

(bl The sanctioning bank must also obtain 
a cornmitmcnt from the other bank 
and/or financial institution that the 
latter would directly remit the amount 
of term loan to i t  a t  the time of 
disbursement; 

' (c) Such bri* loadinterim finance would 
be sanctioned for periods not exceeding 
four months and banks should not allow 
any extension of time for repayment of 
bridge loadinterim finance; and 

(d) Banks should ensure that bridge loan/ 
interim finance sanctioned and 
disbursed is  utilised strictly for the 
purpose for which the term loan has 
been sanctioned by another bank and/ 
or a f'inaucial institution. 

Term Finance by Banks 

2.28 Considering the need for faster 
development of infrastructure, effective 
December 22, 1995, the ceiling on term loan 
for a single project by the banking system was 
doubled from Rs.500 crore to Rs. 1,000 crore 
for power generation projects, subject to the 
overall fund-based limit from the banking 
system not exceeding Rs.400 crore. The ceiling 
limit includes all fund-based and non-fund- 
based credit facilities like term fhance, deferred 
payment guarantees and acceptance facilities. 

Simpllficatton of Consortium 
Arrangements 

2.29 The threshold limit for obligatory 
consortium lending was raised to Rs.50 crore 
in October 1993. Effective October 19, 1996, 
the ground rules of consortium arrangements 
namely, the number of participants, the 
minimum share of each bank, the entrylexit 
framework in the consortium, the sanction of 
additionallad hoc limit in emergent situations/ 
contingencies by lead bank/other banks, the fee 
to be charged by lead bank for the services 
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rendered, and the grant of a facility by a non- 
member bank, etc, will be framed by the 
participating banks in the consortium 
them-. Thfs measure is expected to impart 
higher operational xnaneuverabillty to banks 
in consortia. 

Surcharge on Import Finance 

2.30 In ordcr to moderate use of bank credit 
for financing imports, effective October 31, 
1995 an interest rate surcharge of 15 per cent 
(since ralsed to 25 per cent from Fkbruary 8. 
1996), was imposed on the outstanding bank 
credit for imports barring the export packing 
credit for imported inputs. Effective March 1, 
1996, import of capital goods under the Export 
Promotion Capital Goods Scheme, all imports 
including import of capital goods by Export- 
Oriented Units and units from the Export 
Processing Zones, and all imports under 
Advance Licences were exempted from the said 
levy before its withdrawal on July 23, 1996. 

Investment in Shares and 
Debentures b y  ~ h n h s  

2.3 1 Scheduled commercial banks were 
allowed to subscribe to shares and debentures 
in the primary market inclusive of underwriting 
devolvement and investment in mutual funds 
wpto 5 per cent of incremental deposits of the 
previous year. However, banks were not allowed 
to purchase shares and debentures in the 
secondary market. 

2.32 ~ffectivk October 19, 1996, banks have 
been allowed to trade in shares and debentures 
in the secondary market upto 5 per cent of their 
previous year's incremental deposits. This 
measure is expected to increase institutional 
participation in the secondqmarket. 

Foreign Currency Denominated Loans 

2.33 As  part of the initiative to ease the 
liquidity situation in the banking sector and to 

provlde greater flexibiuty to borrowers engaged 
in productive activities, the Reserve Bank has 
permitted banks, effective October 3 1, 1996, 
to provlde foreign currency denominated loans 
from Foreign Currency Non-Resident Deposits 
[FCNR(B)]. This facility is expected to ease 
considerably the liquidity situation in the 
market and at the same time provide an avenue 
for the bankers to deploy their FCNR(B) 
deposits profitably in the country. Besides, it 
is expected to relieve the banks of exchange 
rate risk which hitherto used to be borne by 
them. 

Hedging of Loan Exposures 

2.34 Till recently in India the only hedging 
product available in the domestic market is the 
forward contract. Effective August 5, 1996, 
authorised dealers have been permitted to offer, 
without prior approval of the Government or 
the Reserve Bank, hedging instruments like 
interest rate swaps, currency swaps, coupon 
swaps, interest rate capslcollars, and forward , 
rate agreements to Indian corporates. The 
corporates are also permitted to freely unwind 
from hedge transactions. In order to monitor 
the use of these instruments, the Reserve Bank 
has asked the corporates to submit the 
following reports/certificates : 

(a) a report showing complete details of the 
transactions concluded (booked as well 
as cancelled) duly countersigned by the 
authorised dealer to the Regional Office 
of the Reserve Bank under whose 
jurisdiction they are situated, within a 
week from the date of conclusion of the 
transaction; 

(bl a quarterly report to the corporate's 
Board furnishing details of all such 
transactions, its copy alongwith a copy 
of the Board's resolution, and 

(c) an annual cediflcate from the statutory 
auditors that the company has 
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complied wlth dl the prescribed terms 
and conditions. 

Box II.2 provides a discussion of capital 
standards for derivatives. 

l'Yeasur-y Operattons 

2.35 As already mentioned, effecthre October 
19, 1996 scheduled commercial banks have 
been allowed to purchase shares and 
debentures in the secondary market as well, 
within the existing ceiling of 5 per cent of 
incremental deposits. The monetary limit for 
advances against the security of shares and 
debentures which is required to be transferred 
in the lending bank's name has been raised from 
Rs.5 lakh to  Rs.10 lakh with effect from 
September 6, 1996. Further, shares lodged as 
security by the share and stock brokers were 
required to be transferred in the bank's name 
only if they were held beyond a period of nine 
months instead of three months as prescribed 
earlier. In view of reported switching of shares 
at the time of transfer and issue of unauthorised 
duplicate shares by certain companies, banks 
were advised to verify the authenticity of scrips 
while accepting them for making advances. 
Besides, shares already held by banks either 
in investment account or in their capacity as 
pledges for advances against shares should be 
the same as  the shares originally lodged for 
transfer and not those for which unauthorised 
shares were issued. Irregularities, if any, are 
required to be reported to the Reserve Bank. 
Effective September 30, 1995, a minimum 
period of three days was stipulated for ready 
forward (repo) transactions in Treasury Bills 
and certain Central Government dated 
securities in order to ensue  proper use. 

6. Money Market Instruments 

Certncate of Deposits (CDs) 

2.36 During the year under review, there was 
a spurt in the issue of certificates of deposits 

(CDe) by banks, againtat the backdrop of the 
sharp lncrcase in demand for non-food credit. 
The outstanding amount of CDs raised by 
commcrclal banks increased to a level of 
Rs.16,316 more (3.8 per cent of aggregate 
deposits) as on March 29, 1996, which was 
more than double the amount ofRe.8.017 more 
(2.1 per cent of aggregate deposits) issued by 
commercial banks as on March 3 1,1995. The 
outstanding CDs rose further to Fb.21.331 
crore (4.8 per cent of aggregate deposits) during 
the fortnight ended June  2 1, 1996 and 
thereafter, started gradually dechhg to a level 
of Rs. 1 1.593 crore (2.5 per cent of aggregate 
deposits) during the fortnight ended Bovember 
8, 1996 (Appendix Table II.9). 

2.37   he typical interest rates on CDs for a 
maturity of 3 months moved sharply to a high 
range of 18.0 - 19.0 per cent in March 1996 
from the range of 12.5 - 13.5 per cent in March 
1995. Some moderation in the range was 
noticed subsequently, with the interest rates 
varylng between 16.0 and 18.0 per cent durfng 
the fortnight ended J u n e  21, 1996.  A 
substantial reduction to a range of 11 .O - 12.0 
per cent was noticed in the fortnight ended 
November 8,1996. Similar trend was observed 
in respect of CDs for a maturity of one year 
with interest rate range rising from 12.0 - 14.0 
per cent during March 1995 to 18.0 - 19.0 per 
cent durfngMarch 1996, easing thereafter to a 
range of 16.0 - 18.0 per cent during the 
fortnight ended June 2 1, 1996 and further to 
a range of 13.0 - 14.0 per cent during the 
fortnight ended November 8, 1996. 

Commercial Bilk 

2.38 The bills rediscounting market was 
subdued during the year with a low outstanding 
of Rs.374 crore rediscounted by the scheduled 
commercial banks with various financial 
institutions as a t  the end of March 1996 as 
against Rs. 1,226 crore in the preceding year. 
Fourteen mutual funds in the private sector 
approved b y  the Securities and Exchange 
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Board of India (SEBI) were allowed to 
participate in the bills rediscounting market 
during the year under review. From June 6, 
1996 four Primary Dealers were also allowed 
to participate in the market. 

Commercial  Paper (CP) 

2.39 The declining trend in the commercial 
paper (CP) market noticed in 1994-95 
continued during the year under review, with 
the outstanding showing a decline of Rs.527 
crore to Rs.76 crore as on March 31. 1996 
following a substantial decline of Rs.2.66 1 

I crore in the preceding year (Appendix Table 
11.10). Scheduled commercial banks' invest- 
ment in CPs registered a steep fall from Rs.469 
crore as on the last reporting Friday of 1994- 
95, i.e., March 17, 1995 to only Rs. 15 crore as 
on March 29, 1996. The slack in the CP market 
is attributable, inter alia, to the deferment of 
the prospective issues following the high ruling 
rates and withdrawal of the standby facility by 
banks from October 1994. The standby facility 
of banks enabled the issuers of CP to draw 
down on the cash credit limits in case there 
was no roll over. Subsequently, however, a 
revival of the market was discernible with 
outstanding amount rising to Rs.236 crore as 
on June 30, 1996. 

2.40 Reflecting the tight money market 
conditions, the typical interest rates on CP went 
up to a range of 19.1 - 20.2 per cent per annum 
during the fortnight ended March 3 1, 1996 
from a range of 14.0 - 15.0 per cent per annum 
in the preceding year. The rates of interest 
ranged between 16.2 - 20.9 per cent per annurn 
during the fortnight ended June 30, 1996. 

2.41 With the introduction of the Loan 
System in April 1995, the maximum amount 
for issue of CPs was restricted to 75 per cent 
of the cash credit component of the maximum 
permissible bank finance (MPBF). While the 
maximum limit was raised on April 18, 1996, 
to 100 per cent for borrowers with MPBF of 

Rs.20 crore or above, a limit of 75 per cent on 
the issue of CPs was applied to borrowers with 
MPBF of Rs.10 crore or above but less than 
Rs.20 crore. Following a reduction in the cash 
credit component as announced on October 19, 
1996, the CP issue was freed from the cash 
credit component. The quantum of CP hereafter 
would be first adjusted from the cash credit 
component for the purpose of 'pro tanto' 
reduction in the working capital limit of the 
issuing company, If the quantum is in excess 
of the cash credit component, it would be 
adjusted from the loan component. By this 
measure, the ~ e s e r v e  Bank has. effectively 
removed the constraining factor in the CP issue 
by the corporate sector. 

Money Market  Mutual Funds (MMMFs) 

2.42 In order to provide greater liquidity and 
depth to the money market as also to make 
the scheme more flexible and attractive to 
banks and financial institutions, the norms for 
setting up the Money Market Mutual Funds 
(MMMFs) were relaxed in December 1995. As 
per the relaxed norms, private sector mutual 
funds were allowed to set up MMMFs with the 
prior approval of the Reserve Bank and SEBI. 
Besides, the ceiling on the size of MMMFs as 
also the minimum size of Rs. 50 crore have 
been removed. Moreover, the prescription of 
maximum and minimum limits on investments 
in individual instruments by MMMFs has been 
withdrawn and MMMFs are free to determine 
the extent of their investments in each 
instrument. On prudential grounds, however, 
the exposure limit to commercial paper issued 
by an individual company would continue to 
be three per cent of the resources mobilised 
by the MMMFs. Furthermore, the restriction 
that the units of MMMFs can be issued only to 
individuals has been withdrawn in April 1 996, 
making them available to corporates and others 
on par with all other mutual funds. Finally, a 
reduction of the minimum lock-in period from 
46 days to 30 days has been effected in July 
1996. Responding io these initiatives some 



institutions have approached the Reserve Bank 
for permission to set up MMMFs. UTI, IDBI 
Mutual Fund, ABN Amro Bank and Bank of 
Madura Ltd, have been given clearance to set 
up MMMFs. 

7. Government Securities Market 

2.43 With the gradual reduction of the 
Statutory Liquidity Ratio (SLR) from a peak of 
37.4 per cent in March 1992 to 28 per cent in 
March 1996, the move towards market related 
rates of interest on ~ove rnhen t  securities has 
been facilitated. The process received a major 
impetus with the announcement of a 
comprehensive system of Primary Dealers 
(PDs)~ in March 1995 and Satellite Dealers in 
December 1996. PDs would provide the much 
needed institutional structure for secondary 
market operations in Government securities. 
In order to provide liquidity to PDs, the Reserve 
Bank has put in place a number of measures 
including attractive rates of commissions and 
access to commercial paper market. 

2.44 With a view to providing incentives to 
PDs to develop the secondary market and 
investor base in Government securities, effec- 
tive Ju ly  10,  1996, the  Reserve Bank 
introduced a system of commission for the PDs 
on purchases  (including underwriting 
commitment) of Government securities in the 
primary market. The rate of commission per 
Rs. 100 face value was prescribed to.be 12.5 
paise, 50  paise and Re. 1 for 91 day Treasury 
Bills, 364 day Treasury Bills and Government 
of India dated securities, respectively. The 
Reserve Bank also effected reduction by one 
percentage point in interest rate on liquidity 
support in the form of repos transactions to 

the PDs. Effective Deccnlber 19, 1996, interest 
rate on liquidity support was further reduced 
b y  two percentage points to 10.5 per cent for 
Treasury Bills and  11.0 per  cent for 
Government of India dated securities. 

Primary Dealers' Access to CP Market 

2.45 In an effort to develop the secondary 
debt market, the Reserve Bank of India has 
permitted the Primary Dealers. effective 
September 6, 1996, to raise funds by issuing 
commercial papers (CPs) . The guidelines for 
issue of CPs by Primary Dealers are : 

i) CPs can be issued for a maturity from 
three months to one year. 

ii) CPs should fulfil a certain minimum 
credit rating requirement : P2 by Crisil, 
A2 by ICRA, PR2 by CARE, and D2 b y  
Duff and Phelps. 

iii) Every CP issue has to be a fresh one, 
i.e., Primary Dealers cannot roll-over 

- their issues. 

iv) No grace period is allowed for 
repayment of the CE 

v) The CP can be issued in parts or in one 
tranche. In case the CP being divided 
into parts, all the segments must have 
the same maturity date. 

The Primary Dealers can now access greater 
volume of funds and thus increase their level 
of activities in the Government securities 
markets. 

Satellite Dealers (SDs)  

5. During 1995-96 six PDs have been given 2.46 In order to further strengthen the 
approval. They are DFHI, STCI, SBI Gilts, PNB Government securities market with enhanced 
Gilts, Gilts Securities Corporation (set up by Canara liquidity, turnover as also aretail outlet, leading 
Bank and other banks) and ICICI Securities & to a wider investor base. the Reserve Bank 
Finance Co. Dm1 and STCI commenced operations detailed guidelines for registration 
since March 1, 1996, while the remaining four 
became operational with effect from June 1, 1996. 

of Satellite Dealers (SDs) in December 1996. 
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Subsidiaries of scheduled commercial banks 
or all India financial institutions or companies 
incorporated under the Companies Act, 1956. 
predominantly dedicated to the securities 
business and in particular to the Government 
securities market as also having net owned 
funds of a minimum of Rs.5 crore would be 
eligible to apply for registration as an SD. Once 
registered, it would be effective for three years. 
The Reserve Bank would extend to SDs 
facilities like current account and Subsidiary 
General Ledger (SGL) account, permission to 
borrow and lend in the money market including 
the call money market subject to certain terms 
and conditions. SDs would be subject to the 
Bank's regulations. Registered SDs would be 
required to become members of Self Regulatory 
Organisation ( ~ ~ 0 ) ' w h e n  set up by the Primary 
Dealers in Government securities and would 
abide by such code of conduct and system. 

2.47 Th,e SD would be required to have a 
standing arrangement with the Reserve Bank 
based on the execution of an undertaking, 
covering, inter-alia, commitments a) to generate 
outright turnover of Central Government 
securities including Treasury Bills of not less 
than Rs.30 crore in a year, b) to achieve an 
annual turnover of not less than five times in 
Government securities including Treasury Bills, 
C) to achieve a portfolio of not less than 20 per 
cent in Government securities in relation to total 
assets  before the end of the first year of 
operations, and d) to maintain a minimum 
capital standard based on risk weighted assets. 

Dedicated Gilt Fund 

2.48 With a view to b road-bas ing  the  
Government securities market, the Reserve 
Bank announced in April 1996 a scheme of 
liquidity support to mutual funds dedicated 
exclusively to investments in Government 
securities. As per the detailed guidelines issued 
on April 20, 1996, all the dedicated gilt fund 
schemes in the public or  the private sector 
would be eligible for liquidity support in the 

form of outright purchase or reverse repos by 
the Bank subject to a maximum cash limit of 
20 per  cent of the outstanding value of . 

investments in Government securities. Besides, 
they would have access to the Subsidiary 
General Ledger (SGL) account and current 
account facilities with the Bank. 

Retailing of Government Securities 

2.49 In order to broad-base and deepen the 
secondary market in Government securities, 
banks have been dlowed from June 8, 1996, 
to undertake retailing of Government securities 
with non-bank clients through their large 
network of branches subject to the conditions 
as under : 

i) Repurchase of securities sold should 
not be undertaken before the expiry of 
46 days since revised to 30 days from 
July 25, 1996. 

ii) Retailing of Government securities 
should be  on the basis of ongoing 
market rates/yleld curve emerging out 
of secondary market transactions. 

i i i )  No sale of Government securities 
should be effected unless the securities 
are held in the banks' portfolio either 
in the form of physical scrips or  in the 
SGL Account maintained with the 
Reserve Bank. 

iv) The amount should be immediately 
deducted on sale from the concerned 
bank's investment account a s  also its 
SLR assets. 

v) Adequate internal control checks/ 
mechanism should be put  in place. 

vi) Such transactions should be subjected 
to c o n c u r r e n t  a u d i t  as a l s o  t he  
respective bank's statutory audit. 
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Government Securities ReJinance 

2.50 The base date for determining the 
refinance limits to commercial banks against 
Government securities was brought forward 
from the end of 199 1-92 to the end of 1994-95 
(April-March), effective September 30, 1995. 
The limit of refinance for each bank was also 
raised from 0.5 per cent to 1.0 per cent of 
aggregate deposits. The refinance limit was 
equally divided into 0.5 per cent each under 
two separate limits against Treasury Bills and 
Government dated securities respectively, at 
interest rates of 12.5 per cent and 14.0 per 
cent per annum. As a result, the aggregate limit 
for all scheduled commercial banks under the 
Government Securities Refinance facility 
recorded a more than two-fold increase to 
Rs.3,385 crore at end-March 1996 from 
Rs. 1,028 crore at end-March 1995 (Appendix 
Table 11.2). The fortnightly average utilisation 
of the refinance limit varied between Rs.411 
crore (12.1 per cent of limit) and Rs.2,228 
crore (65.8 per cent of limit) during this period. 
The refinance facility was withdrawn effective 
July 6, 1996 following the emergence of a 
system of Primary Dealers in Government 
securities and reduction in cash reserve ratio. 

8. Rural Credit 

2.51 In recent years, concerns have been 
expressed at the inadequacy of institutional 
credit to rura l  sector especially to the 
agricultural sector, in view of the felt need to 
bring about rapid and sustained rural  
development. Strengthening the multi-agency 
rural credit system for this purpose has 
become imperative. During 1995-96, the 
Reserve Bank enhanced its General Line of 
Credit (I and 11) for NABARD by Rs.300 crore 
to Rs.5.250 crore and further to Rs.5,500 crore 
in 1996-97. The share capital of NABARD was 
also raised during 1995-96 by Rs. 170 crore to 
Rs.500 crore with equal contributions from the 
Reserve Bank and the Government of India. 
A s  part of a plan to quadruple the share capital 

of NABARD from the existing lcvcl of Rs.500 
crore to Rs.2.000 crore in Ule next five years, 
the Union Budget for 1996-97 proposed to 
double the share capital of NABARD to 
Rs. 1,000 crore in 1996-97 with a contribution 
of Rs.400 crore from the Reserve Bank and 
Rs. 100 crore from the Government. In order 
to ensure that NABARD would adhere to the 
same financial discipline as banks and other 
term lending institutions, the prudential 
accounting standards as also the capital 
adequacy requirement of eight per cent were 
extended to NABARD in March 1996 for 
implementation in phases, 

2.52 Public sector banks were advised to 
continue with the special agricultural credit 
plan for the year 1995-96 and further for 1996- 
97. A s  a t  the end of December 1995, 
disbursement under the plan touched a level 
of Rs. 10,172.50 crore as against the projection 
of Rs. 12,12 1.19 crore. To deal with high-tech 
agricultural financing in a more effective 
manner, the conveners of State Level Bankers' 
Committees (SLBCs) were required to draw a 
suitable plan for opening a t  least  one 
specialised agricultural finance branch in their 
respective State. By the end of June 1996, 
commercial banks have opened 69 such 
branches. Besides, the Union Budget for 1996- 
97 has proposed that State-level agricultural 
development finance institutions, with 
NABARD as the chief promoter, would be set 
up to promote investment in comrnercia4high- 
tech agriculture and allied activities. 

2.53 The limit of Rs.25,000 on advances by 
commercial banks  against  pledge/ 
hypothecation of agricultural produce for a 
period of six months, which form part of 
agricultural advances, has been raised to 
Rs.one lakh. In cases of small agricultural loans 
for crop, and term loans (for creation of 
movable asse ts  upto Rs.25,000),  the 
requirement of collateral was removed. A s  
proposed in the Union Budget for 1995-96, a 
cpnsortiurn of 20 public sector banks provided 
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a sum of Rs.325 crore as at end- June 1996 to 
the Khadi and Village Industries Commission 
(KVIC) for lending to viable khadi and village 
industrial units. With the extension of 
NABARD's refinance facility to commercial 
banks, the latter were advised to provide 
working capital k a n c e  to the Primary Weavers' 
Co-operative Societies. 

2.54 A s  indicated in the previous year's 
Report, during 1994-95 the Government of 
India had provided a sum of Rs. 150 crore for 
comprehensive restructuring of 49 Regional 
Rural Banks (RRBs) a s  identified by the 
Bhandari Committee. During 1995-96, an 
amount of Rs.223.57 crore was released for 
this purpose. The Expert Group (Chairman: 
Dr. N.K. Thingalaya) has, since its constitution 
in July 1995, started monitoring the progress 
of restructuring, and suggesting supplementary 
policy measures on an on-going basis. Sixty- 
eight more RRBs have been identified for 
restructuring under phase I1 by a NABARD 
Committee (Chairman : Shri K. Basu) in 
addition to two RRBs identified by the 
Government of India for the purpose. The 
Union Budget for 1996-97 has made a further 
provisionz of Rs.200 crore  for such 
restructuring. The restructuring process was 
sought to be made durable by extending to the 
RRBs prudential norms of income recognition 
and asset classification from 1995-96 and of 
provisioning from 1996-97. With a view to 
widening the investment options by RRBs, the 
recommendations of the Working Group 
(Chairman : Shri  K.K. Misra) on funds 
management in  RRBs are  under  active 
consideration. In order to broadbase their 
range of activities, RRBs have since been 
allowed to extend housing loans subject to 
certain conditions. 

2.55 With a view to rendering the cooperative 
credit structure viable and effective in meeting 
the rural credit requirements, NABARD has 
been entering into time-bound memoranda of 
understanding (MoUs) with cooperative banks 

and State Governments on the basis of State 
specific Development Action Plans (DAPs) 
prepared by co-operative banks in respective 
States. As at  the end of June 1996, such MoUs 
have been signed with all the 28  State 
Cooperative Banks (SCBs), all the 20 State 
Land Development Banks (SLDBs) and 361 out 
of 363 District Central Cooperative Banks 
(DCCBs). The prudential accounting norms of 
income recognition, asset classification and 
provisioning have also been extended to the 
State Co-operative BanksICentral Co-operative 
Banks from the accounting year ,1996-97. 

2.56 In order  that  rura l  savings a r e  
channelised into investments in local areas by 
local Institutions, the Reserve Bank has issued 
guidelines in August 1996 for setting up of new 
private local area banks with jurisdiction over 
two or three contiguous districts. This scheme 
has been drawn following the announcement 
of the establishment of such banks in the Union 
Budget for 1996-97. 

Rural Infrastructure Development Fund 

2.57 As discussed in the previous year's 
Report, the Rural Infrastructure Development 
Fund (RIDF) was constituted in NABARD in 
1995, out of the contributions by banks having 
shortfall in meeting their priority sector sub- 
targel for agriculture. As at  the end of June 
1996, NABARD has sanctioned from RIDF an 
amount  of Rs. 1 ,991  crore to 21 Sta te  
Governments. Besides, the Union Budget for 
1996-97 has proposed to make available an 
additional amount of Rs.2,500 crore for 
financing rural infrastructure through RIDE 

Priority Sector Advances by 
Public Sector Banks 

2.58 The overall priority sector credit target 
of 40 per cent of net bank credit and sub-targets 
in respect of priority sector lending remained 
unchanged for the Indian scheduled 
commercial banks. 
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2.59 Public sector banks increased their 
advances to priority sectors by Rs.7,815 crore 
( 12.6 per cent) to Rs.69,609 crore at the end of 
March 1996. Relative to net bank credit, these 
advances showed an improvement from 36.6 per 
cent as at  the end of March 1995 to 37.8 per 
cent as  at  the end of March 1996 but fell short of 
the target of 40 per cent. Agricultural advances 
by these banks showed an increase of Rs.2,838 
crore ( 12.1 per cent) to Rs.26,35 1 crore during 
1995-96 and formed 14.3 per cent of net bank 
credit as at the end-March 1996 against the target 
of 18.0 per cent. Direct lending to agriculture 
increased by Rs.2,080 crore ( 10.0 per cent) to 
Rs.22,892 crore by end-March 1996 and 
amounted to 12.4 per cent of net bank credit. 
Credit to SSI units as a proportion of net bank 
credit formed 16.0 per cent as at end-March 1996 
as against 15.3 per cent a year ago (Appendix 
Table 11.1 1 ) . 

Priority Sector Advances b y  
Indian Private Sector Banks 

2.60 The priority sector advances of Indian 
private sector banks amounted to Rs.6,198 
crore a s  a t  the end of March 1996 accounting 
for 32.5 per cent of their net bank credit, up 
from Rs.4,064 crore o r  30  per cent of net bank 
credit in March 1995. Direct credit to agriculture, 
a s  proportion of net bank credit, decreased to 
4.8 per cent in March 1996 from 5.3 per cent 
in March 1995. Advances to SSI units a s  a 
proportion of net bank credit amounted to 18.2 
per cent a s  compared with 15.8 per cent in the 
previous year (Appendix Table 11-12). 

Priority Sector Advances by 
Foreign Banks 

2.61 The existing overall target of priority 
sector lending in respect of foreign banks 
remained unchanged at 32 per cent of net bank 
credit with a sub-target of 10 per cent in respect 
of advances for small scale industries. The sub- 
target for export credit has, however, been raised 
from 10 per cent to 12 per cent of net bank credit 

for the year ending March 1997. In case of any 
shortfall in priority sector lending from the targets 
and sub-targets, the policy of requiring them to 
place deposits equivalent to the shortfall with the 
Small Industries Development Bank of India 
(SIDBI) (at an interest rate of 8 per cent per 
annum) was also maintained. Foreign banks 
operating in India improved their lending to the 
priority sector significantly from Rs.4,058 crore 
as on the last kiday of March 1995 to Rs.5.417 
crore as on the last Friday of March 1996. As a 
share of net bank credit, it improved from 38.5 
per cent to 39 per cent during the same period. 

Recovery of Direct Agricultural Advances 

2.62 The recovery performance of public 
sector banks in respect of direct advances to 
agriculture showed consistent progress over the 
years (Table 11.3). The recovery as a percentage 
to demand improved from 55.9 per cent as  a t  
the end of June 1993 to 57.6 per cent as  at the 
end of June  1994 a d  further to 59.6 per cent 
as at the end of June  1995. 

'hble 11.3 : Recovery of Direct Agricul- 
tural Advances 

Year ended Total Recovery Recovery as perc- 
June Demand entage of demand 

* Provisional 

9. Advances to Weaker Sections 
and Special Assistance 
Programmes 

2.63 Advances to  weaker sections by the 
public sector banks increased from Rs. 13,9 18 
crore a s  on the last  Friday of March 1995 to 
Rs. 15,579 crore as on the last Friday of March 
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1996. As a proportion of net bank credit. it 
improved from 8.2 per cent to 8.5 per cent 
during the aforesaid period. 

p 2.64 The public sector banks' advances to 
SC/STs increased from Rs.5.428 crore as at 
the end of March 1995 to Rs.5.809 crore at 
the end of March 1996. 

2.65 As at the end of March 1996, public 
sector banks' advances to the minority 
communities in 41 identified districts 
amounted to Rs. 1,313 crore in 12.71 lakh 
borrowal accounts as against Rs. 1,130 crore 
in 12.61 lakh borrowal accounts as at the end 
of March 1995. 

2.66 The Scheme of Preparing Ex- 
Servicemen for Self-Employment (PEXSEM) 
which was introduced in 1984 was operative 
in 42 districts of 11 States during 1995-96. 

2.67 The Debt Relief Scheme (DRS) for 
November 1984 Riot-Affected Borrowers 
authorises the banks to write off all those loans 
together with. their interest outstanding in 
respect of riot victims whose loan amounts, 
including all banks, are Rs.25,000 and less. 
In respect of borrowers whose loan amounts 
exceed Rs.25.000, an interest subsidy scheme 
is in force. Under this scheme, the Reserve 
Bank received claims amounting to Rs.28.99 
crore from the banks as at end-March 1995. 
Out of the Government's contribution of Rs. 15 
crore, the Reserve Bank has released a sum of 
Rs. 14.76 crore to banks towards the settlement 
of these claims. 

Dmerential Rate of 
Interest Scheme (DRI) 

(Rs.68 1.32 crore at end- June 1995). The DRI 
advances at end- June 1996 accounted for 0.42 
per cent of the total advances outstanding as 
against the target of one per cent. To ensure 
that weaker sections in rural areas derive 
maximum benefit, banks were advised that at 
least two thirds of their advances under the 
Scheme be lent by rural and semi-urban 
branches. Of the total advances under the 
Scheme, credlt to the SC/ST beneficiaries 
amounted to Rs.438.37 crore in 10.07 lakh 
borrowal accounts which formed 62.43 per 
cent of the total DRI advances, well exceeding 
the 40 per cent target as at the end of June 
1996. 

Integrated Rural 
Development Programme (IRDP) 

2.69 During 1995-96 (April-March), 
commercial banks assisted 20.90 lakh 
beneficiaries of which 13.83 lakh beneficiaries 
belonged to SC/ST communities and 6.98 lakh 
were women. During the financial year 1995- 
96, a sum of Rs. 1,703 crore was disbursed as 
loans, while Rs. 1,079 crore was distributed as 
subsidy to the beneficiaries (Table 11.4). 

Table 11.4 : Advances under Integrated 
Rural Development Programme (IRDP) 

Year No.of beneficiaries Total Credit 
(lakhs) (Rs. crore) 

2.68 The DRI Scheme was introduced in 
+ Provisional. 

1972 to enable credit flows by banks at  
concessional interest rate of 4 per cent per 
annum to specified categories of borrowers. 2.70 The recovery performance of public 
Under the Scheme, the public sector banks sector banks in respect of IRDP loans improved 
extended Rs.702.22 crore at end-June 1996 marginally from 29.3 per cent as  at  the end of 
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March 1995 to 30.5 per cent as  at  the end of 
March 1996 (Table 11.5). 

Table 11.5 : Recovery of IRDP Loans 

(Amount in  Rs.crore) 

Year ended Demand Recovery Recovery as  perc- 
entage of demand 

1 2 3 4 

June 1993 1,657.0 502.6 30.3 

June 1994 1,729.0 497.3 28.8 

March 1996* 1,741.6 531.1 30.5 

* Provisional 

S c h e m e  of U r b a n  Micro-Ente rpr i ses  
(SUME] 

2.7 1 The financial assistance extended by 
public sector banks under SUME for the past 
four years is given in Table 11.6. 

Table 11.6 : Loans under SUME 

Year No.of Loans (Rs.lakh) 
(July- June)  Accounts 

Sanctioned Disbursed 

Twenty Point  P rog ramme  - 1986 

2.72 Under the 'Jhenty Point Programme of 
1986, public sector banks extended a total 
credit of Rs.  1 6,922.79 crore in 276.1 1 lakh 
borrowal accounts a s  a t  the end of June 1996 
as  compared with Rs.15.975 crore in 270.97 
lakh borrowal accounts at the end of June 1995. 

Lead Bank Sc\.tcrne 

2.73 The lead bank scheme was introduced 
in 1970, with the objective of promoting banks' 
role in the overall development of all the 
distr icts  in  the country; d is t r ic ts  were 
distributed among various banks, designated 
as lead bank for the district concerned. The 
function of the lead bank is to co-ordinate the 
efforts of all other banks, financial institutions 
and other developmental agencies at various 
levels for the overall development of the 
concerned district. During 1995-96, with the 
addition of 13 new districts, the Lead Bank 
Scheme covered 5 12 districts at  end-March 
1996. It has since been decided that weak 
banks will not be assigned any fresh lead 
responsibility. 

Service Area Approach (SAA) 

2,74 The SAA was introduced in 1989 to 
improve the quality of delivery system in rural 
lending. Further to those measures reported 
in the previous year's Report, the Reserve Bank 
is endeavouring to make the reporting system 
more effective and useful under Service Area 
Monitoring and Information System (SAMIS) 
by persuading the banks to regularly submit 
the Lead Bank Returns (LBR). A provision has  
also been made in the return to furnish details 
on the  advances to women beneficiaries. 
Besides, the  designated b ranches  of 
commercial banks would continue ,to extend 
financial assistance to beneficiaries under the 
IRDP and priority sector lending till end-March 
1997 wherever RRBs would be unable to meet 
their obligation of credit disbursals. 

2.75 Under the SAA, annual credit plans are 
prepared by concerned commercial banks. The 
sector-wise targets at all-India level vis-a-vis 
achievements for the years 1994-95 and  1995- 
96 are set out in Table 11.7. During 1995-96 
(April- September), the achievement of overall 
annual credit accounted for 49.3 per cent of 
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the target as against an achievement of 106.0 introduced in 1993  a ims  a t  providing 
per cent during the previous year as a whole. susta ined self-employment in  micro-  
The achievement in respect of agriculture enterpr ises  to both rura l  and  u rban  
accounted for 52.8 per cent during April- unemployed youth who are resident in the 
September 1995 as against 102.5 per cent area for more than three years, with family 
during the entire year 1994-95, while in respect income not exceeding Rs.24,000 per annum. 
of SSI, the achievement accounted for about The erstwhile Self-Employment Scheme for 
44.8 per cent as against 1 14.1 per cent in the Educated Unemployed Youth (SEEUY) was 
previous full year. subsumed in this scheme in April 1994. 

During 1995-96,  commercial  b a n k s  
Prime Minister's Rozgar  Yojana for  sanctioned Rs. 1,648.34 crore to 2.84 lakh 
Educated  Unemployed  Youth  (PMRY) applicants and disbursed Rs. 1,012.75 crore 

in 1.91 lakh borrowal accounts under the 
2.76 The PMRY scheme which was scheme (Table 11.81. 

Table 11.7 : Annual Credit Plans 

Sector 
1994-95 1995-96 

(April-March) (April-March) 

Target Achievement Target Achievement* 

1. Agriculture and allied activities 

2. SSI 

3. Services 

Total 25,055.1 26,570.7 31,330.7 i5.443.6 

(106.0) (49.3) 
* Data relate to April-September 1995. 

Note : Figures in brackets represent percentages of achievement to target. 
# 

Table 11.8 : Financial Assistance under PMRY 

(Amount in Rs.crore) 

Year Target Sanction Disbursements 

NO. Amount No. Amount 

1 2 3 4 5 6 
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Prime Minister's Integrated Urban 
Poverty Eradication Programme 
(PMIUPEP) 

2.77 The PMIUPEP scheme introduced in 
January 1996, has two components namely (a) 
Self-Employment Scheme (SES) and ( b )  
Shelter Upgradation Scheme (SUS). The 
scheme envisaged to address the poverty in 
targeted urban areas in an integrated manner 
was being implemented in over 400 urban 
agglomerations. The urban poor including 
slums/pavement dwellers and streetldestitute 
children etc., whose household income is below 
Rs. 11,850 per annum would be eligible for 
assistance under the scheme. Under the SES, 
projects upto Rs. one lakh would be financed 
with a subsidy at  15 per cent of the project 
cost, subject to a ceiling of Rs.7,500. Five per 
cent of the project cost would be the margin 
money to be brought in by the borrower and 
the balance 95 per cent would be provided as 
loan. The  loan repayments would be in 
instalments spread over 3 to 7.years after an 
initial moratorium of 6 to 18 months. Under 
SUS, 75 per cent of the unit/renovation/ repairs 
cost, subject to a ceiling of Rs. 10,000 per 
household, would be financed and the remaining 
25 per cent, subject to a ceihg of Rs.2,500, would 
constitute the subsidy. The repayment would be 
spread over 10  years. While no collateral is 
required under SES, appropriate guarantees are 
required under the SUS. 

Schemefor  Financing Primary 
Weavers' Co-operative Societies 

2.78 In order to augment the flow of credit 
to the weavers employed in the handloom 
sector, commercial banks were advised to 
provide working capital requirements to the 
primary weavers' co-operative societies at an 
interest rate of 12.0 per cent per annum. The 
commercial banks, in turn, would receive a line 
of credit from NABARD a t  an interest rate of 
9.5 per cent per annum. The advances extended 
by commercial banks to the handloom weavers' 

co-operative societies would bc reckoned as  
indirect credit to SSI and form part of priority 
sector advances. 

10. Regional Dispersal of Credit 

2.79 The all-India credit-deposit (CD) ratio 
of scheduled commercial banks ,  as per 
sanction registered an improvement to 6 1.9 per 
cent as on the last Friday of March 1996 from 
59.2 per cent a year ago (Appendix Table 11.13). 
This reflected the continued surge in bank 
credit for the second year in succession coupled 
with sluggish deposit growth. While the 
Southern, Western and Central Regions posted 
improvement in their CD ratios, the rest more 
or less maintained their position during the 
period. Among all the regions, Southern region 
attained the highest CD ratio of 76.6 per cent, 
followed by Western region (69.4 per cent). The 
North-Eastern region recorded a low ratio of 
34.5 per cent during the period. The CD ratio 
increased sharply for the States of Tamil Nadu, 
Andhra Pradesh, Gujarat and Maharashtra 
during 1995-96. 

2.80 The CD ratio a s  per utilisation since 
allows for the inter-State migration of credit 
provides a better indicator of the regional 
dispersal of credit. As per the latest available 
information, the all-India CD ratio (utilisation) 
stood a t  54.3 per cent in March 1994 a s  against 
58.9 per cent in the preceding year (Appendix 
Table 11.13). The CD ratios (utilisation), region- 
wise and State-wise, indicated a general decline 
during 1993-94, in commensurate with the 
lower expansion in non-food credit during the 
same period. The CD ratio as per utilisation 
was observed to be higher than as per sanction 
in North-Eastern, Central and Southern regions 
in March 1994. 

2.8 1 The investment plus credit to deposits 
(ICD) ratio is yet another indicator of regional 
deployment of bank funds. The all-India ICD 
ratio declined to 64.9 per cent in March 1994 
from 70.1 per cent a year ago (Appendix Table 
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11.13). The region-wise distribution indicated 
a high ICD ratio (utilisation) of 80.2 per cent 
in Southern region, followed by North-Eastern 
region (74.8 per cent), and a low ratio of 58.4 
per cent in Western region. 

1 1. Regional Spread of Banking 

2.82 On expiry of the Branch Expansion 
Programme, 1990-95 on March 31, 1995, no 
fresh branch expansion programme was drawn 
up. Banks have already been granted freedom 
to open new branches provided they meet 
certain stipulations, as indicated in the previous 
year's Report. Banks are however required to 
obtain approval of the plan of opening branches 
by their respective Boards of Directors. In the 
context of the current branch licensing policy, 
Bank's Task Forces for expeditious 
implementation of the Branch Expansion 
Programme would be wound up. 

2.83 Commercial banks were advised to set 
up at least one specialised agriculture finance 
branch in each State where they act as the 
convenor of the State Level Banker's 
Committee, for adequately financing the high- 
tech agricultural activities. By the end of June 

1996, 897 specialised branches (with 69 for 
agricultural finance) were opened as against 729 
(65 for agricultural finance) at end- June 1995 
(Table 11.9). 

2.84 During 1995-96 (July- June), banks 
were allowed to open branches at 44 rural, 176 
semi-urban, 259 urban and 184 metropolitan 
centres. 

2.85 The number of commercial bank 
branches (including RRBs) went up from 
62,531 as on the last Friday of June 1995 to 
63,092 as on the last Friday of June 1996, of 
which 52.4 per cent and 2 1.4 per cent were in 
rural and semi-urban areas, respectively 
(Appendix Table 11.14 and Chart 11.7). The 
nationalised banks accounted for the largest 
number of branches with a share of 49 per cent, 
followed by RRBs with 23 per cent, and State 
Bank of India with 14 per cent of the total 
number of branches. Rural branches accounted 
for 47 per cent of the total number of branches 
of the State Bank of India. 

2.86 The average population per bank 
branch which declined considerably over two 
decades from 64,000 in 1969 has  since 

Table 11.9 : Number of Specialised Branches 
[As at end- June) 

Specialisation 
Category 

Public Sector Banks Private Sector Banks Total 

1995 1996 1995 1996 1995 1996 

Industrial Finance Branch 8 5 96 10 12 95 108 

Agricultural Finance Branch 64 68 1 1 65 6 9 

S.S.1.Branch 164 292 17 6 181 298 

Capital Market Services Branch 15 17 - - 15 17 

Corporate Finance Branch 5 10 - - 5 10 

Overseas Branch 87 115 7 12 94 127 

N.R.I.Branch 4 9 65 15 2 3 64 88 

Asset Recovery Management Branch - 33 - - - 3 3  

Others 
- 207 146 3 1 2 10 147 

Total 
- -  - -- - 

676 842 
- - -  - 

63 56 729 897 
- - - - - - -- -- - - - - - - - - -- - - - - 
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remained stable at  around 14,000 (as  per 
estimated mid-year population of 199 1) with 
13,000 in June 1996 in view of the recent 
accent on consolidation of the branch network 
(Appendix Table 11.15 and Chart 11.8). The 
lowest per branch population of 1 1,000 was 
observed in the Northern Region while the 
highest at 17,000 was recorded in the North- 
Eastern Region. Among the States and Union 
Territories, Manipur continues to have the 
highest population per branch figure of 22,000 
as  against the lowest figure of 4.000 for Goa. 

12. Regional Rural Banks (RRBs) 

2.87 During the year 1995-96, the total 
number of districts covered by 196 RRBs 
increased to 427 from 425 in the preceding 
year on account of bifurcation of districts. At 
the end of March 1996, these 196 RRBs had 
14,497 branches (Appendix Table 11.16). 

2.88 During 1995-96, aggregate deposits of 
RRBs increased by Rs.2,521.6 crore (23.3 per 
cent) a s  compared with the rise of Rs.2.802.9 
crore (34.8 per  cent) in 1994-95. Unlike 
scheduled commercial banks, credit expansion 
of RRBs was moderate; bank credit of RRBs 
increased by Rs. 1,088.1 crore ( 17.6 per cent) 
in 1995-96 as against an increase of Rs. 1,177 
crore (23.4 per cent) in the previous year. There 
was thus a decline in credit-deposit ratio over 
the year, from 5 7  per cent as at  the end of March 
1995 to 55 per cent as  at  the end of March 
1996. The purpose-wise break-up of advances 
outstanding is set out in Table 11.10. 

2.89 During the first quarter (April- June) of 
1996-97, deposit growth of RRBs was subdued 
- an increase of Rs.465.5 crore (or 3.5 per cent) 
a s  compared with a fa11 of Rs. 1 70.3 crore (or 
-1.6 per cent) in the corresponding period of 
the previous year. Credit by RRBs marginally 
increased by Rs.30.9 crore (0.4 per cent) as 
against  a n  increase  of  Rs .0 .5  c ro re  

Table 11.10 Purpose-wise Advances 
of RRBs 

(As at the end of March 1996) 

(Rs. crore) 

Purpose Amount 

1 2 

1. Short term (crop loan) 1,330 
2. Term loan for agriculture 1,239 
3. Allied activities 926 
4. Rural artisans, village and cottage 

industries 589 
5. Retail trade and self-employed etc. 1,839 
6. Consumption loans 258 
7. Other purposes 1,330 
8. Indirect advances 35 

Total 7,546 

Note : Data may not tally with figures in Table XI. 11 
due to differences in reporting day. 
Source : NABARD. 

(0.01 per cent) a year ago (Table 11.1 1). 

Lending rates 

2.90 In the context of the need for ensuring 
viability of RRBs by providing greater  
manoeuvrability and ensuring the flow of 
adequate and sustainable credit to the rural 
sector, effective August 26, 1996, RRBs were 
freed to determine their own lending rates. 

Borrowings 

2.91 Borrowings of RRBs from sponsor 
banks ,  NABARD, IDBI, SIDBI and  other 
institutions aggregated Rs.2,600 crore a s  a t  the 
end of March 1996, of which Rs.2,067 crore 
(79.5 per cent)  was  f rom NABARD. The 
proportion of borrowings by RRBs to total 
outstanding advances was 34.5 per cent. 

Overdues of RRBs 

2.92 There was considerable improvement 
in the recovery management of RRBs as 
reflected in  the reduction of overdues as 



Developments i n  Comrncrctal Bnnklng 4 3 

Table 11.1 1 : Selected Indicators in respect of RRBs 

(Amount In Rs.crorc) 

Varlatlons 
March 18 March 31 March 29 June 23 June 21 

1994 1995 1996 1995 1996 1994-95 1995.96 1995 1996 

(Aprll-March) (April- June) 

1 2 3 4 5 6 7 8 9 10 
(3-2) 14-31 (5-3) 16-41 

1. Aggregate Deposits 8,045.11 10,847.97 13,369.61 10,677.63 13,835.10 2,802.86 2,521.64 -170.34 465.49 
(34.84) (23.25) (-1.57) (3.48) 

a. Demand 1,394.20 2,115.38 2,474.93 1,943.81 2,357.39 721.18 359.55 -171.57 -117.54 
(51.73) (17.00) (-8.11) (-4.75) 

b. Time 6,650.91 8.732.59 10,894.68 8,733.82 11,477.72 2,081.68 2.162.09 1.23 583.04 
(31.30) (24.76) (0.01) (5.35) 

2. Bank Credit 5,024.23 6,201.26 7,289.32 6,201.75 7,320.24 1,177.03 1,088.06 0.49 30.92 
(23.43) (17.55) (0.01) (0.42) 

3. Borrowings 3.22 0.72 2.11 2.54 1.24 -2.5 1.39 1.82 -0.87 
(-77.64) (193.00) (252.78) (-41.23) 

4. Investments 91.31 833.74 1,825.65 896,71 1,987.40 742.43 991.91 62.97 161.75 
(813.09) (1 18.97) (7.55) (8.86) 

a. Government Securities 39.15 459.02 842.17 515.36 616.89 419.87 383.15 56.34 -225.28 
(1,072.46) (83.47) (12.27) (-26.75) 

b. Other Approved Securities 52.15 374.72 983.48 381.35 1,370.51 322.57 608.76 6.63 387.03 
(618.54) (162.46) (1.77) (39.35) 

5. Investment-Deposit Ratio 1.13 7.69 13.66 8.40 14.36 

6. Credit-Deposit Ratio 62.45 57.17 54.52 58.08 52.91 

Note : Figures In brackets are percentage variations. 

percentage of outstanding advances from 28.5 
per cent a s  at  the end of March 1995 to 25.6 
per cent in March 1996. 

Refinancefrom Sponsor Banlcs 

2.93 The amount of refinance availed of by 
RRBs from their respective sponsor banks 
stood at Rs.439 crore as a t  the end of March 
1996 vis-a-vis Rs.361 crore a year ago. 

Refinancefrom NABARD 

2.94 During the year 1995-96 (July-June), 
NABARD sanctioned total credit limits of 
Rs.830 crore for short-term purposes. Short- 
term credit limits for seasonal agricultural 
operations (SAO) aggregating Rs.665 crore 
were sanctioned to 149 RRBs, whereas other 
short-term credit limits aggregating Rs.165 
c rore  were sanctioned to 8 9  RRBs. The  

outstandings under SAO and other short-term 
limits stood a t  Rs.755 crore a s  at the end of 
June 1996. The above sanction included SAO 
credit l imits  aggregating Rs. 62.80 crore 
sanctioned to 22 RRBs during 1995-96 for 
financing production of oilseeds under the Oil 
Seed Product ion Programme of the 
Government of India. The outstanding against 
these limits stood at Rs.56 crore. 

2.95 The medium-term credit limits (non- 
schematic) sanctioned by NABARD to 73  RRBs 
during 1995-96 were lower at  Rs.5 1 crore than 
that of Rs.83 crore sanctioned to 99  RRBs in 
the previous year. Besides, NABARD sanctioned 
a medium-term (conversion) loan amounting 
Rs.0.99 c rore  t o  three RRBs. While the  
outstanding under medium-term credit limits 
was Rs. 156 crore , the same for medium-term 
(conversion) stood a t  Rs. 1 crore as a t  the end 
of June 1996. 



4 4 Report on Trend and Progress of Banking in India, 1995-96 

2.96 RRBs continud to avail of long-term 
refinance from NABARD, which made a larger 
total commitment of Rs.3.888 crore to RRBs 
in 6.202 schemes upto end-March 1996. 
Drawals against these commitments were also 
higher amounting Rs.3,605 crore as against the 
commitment of Rs.3.468 crore in 6.149 
schemes upto end-March 1995. 

Increase i n  Share Capital 

2.97 In line .kith the recommendations of the 
Kelkar Working Group on RRBs, the 
Government of India has raised the issued 
share capital of all the RRBs, in phases, from 
Rs.25 lakh to Rs.100 lakh. As at the end of 
March 1996, there were 48 RRBs with paid- 
up capital of Rs. 100 lakh each, 11 RRBs with 
paid-up capital below Rs.100 1,akh but above 
Rs.75 lakh, 107 RRBs with ~ s . 7 5  lakh. For 
the rest 30 RRBs the paid-up capital was less 
than Rs.75 lakh. The share capital of all the 
196 RRBs aggregated Rs. 155.64 lakh as at the 
end of March 1996. 

Eflortsfor Improving the Egiciency OJ 

RRBs 

+2.98 With a view to toning up the overall 
efficiency of the RRBs, NABARD has been 
monitoring progress of RRBs in respect of various 
parameters such a s  productivity, cash 
management, advances portfolio and recovery 
performance. The process of revamping RRBs 
through Development Action Plans (DAPs) was 
initiated in April 1994 for ensuring a 
comprehensive approach to their planned 
development over a five-year time span on the 
basis of a rolling plan concept. A s  at the end of 
December 1995, 192 out of 196 RRBs prepared 
DAPs and entered into MoUs with their respective 
sponsor banks. From 1996-97 RRBs were 
required to execute MoU on an annual basis. 

Restructuring Programmefor RRBs 

2.99 Following the recommendations of the 

Bhandari Committee on Restructuring of 
RRBs, actions were initiated in respect of 49 
RRBs, the details of which were provided in 
the previous year's Report. At the instance of 
the Government of India, NABARD constituted 
a Committee (Chairman : Shri K.Basu) to look 
into the norms afresh and identify another 
group of RRBs to be taken up for restructuring 
in the second phase during 1995-96. 

2.100 In its report submitted in December 
1995, the Basu Committee recommended 
initiatives primarily in the areas of interest 
rates, relocation of branches, credit allocation, 
direction of credit, and manpower policy in 
simultaneity with the infusion of capital. The 
Committee identified 68 RRBs to be revamped 
under the second phase. In addition, the 
Government of India identified two more RRBs, 
one each from Assam and Orissa and thus 
there were 70 RRBs, in all, for restructuring 
during the second phase. During 1995-96, a 
sum of Rs.223.57 crore was released by the 
Government for cleaning the balance sheets of 
53 RRBs under the second phase. 

2.101 A Working Group on Funds 
Management in RRBs (Chairman : Shri K.K. 
Misra) was also appointed in May 1995 to look 
into various issues  relating to  funds  
management of RRBs. In its interim report 
submitted in October 1995, the Group has 
made wide ranging recommendations relating 
to investment options, strengthening of cash 
management, modification in accounting 
standards, participation in consortium lending 
etc., for RRBs, which are under consideration. 

Working Group on Non-Gouernmenf al 
Organisations (NGOs) and Sev-Help 
Groups (SHGs) 

2.102 A Working Group (Chairman : Shri S.K. 
Kalia), was appointed by the Reserve Bank in 
November 1994 to study the functioning of 
SHGs and NGOs and to explore the possibility 
of extending their role in rural development 
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with the assistance of commercial banks. The 
Study Group in its report, submitted in 
November 1995, has recommended that the 
approach involving SHGs and NGOs alongwith 
the banks should be flexible, cost-effective and 
transparent so as to improve the accessibility 
of these groups to bank finance. Some of the 
important recommendations of the Group are: 

1. The link between SHGs and NGOs vis- 
a-vis the ru ra l  sector and the  
commercial banks should be treated as 
a business strategy, 

2. The linkage programme needs to be 
made a part of both the Service Area 
Approach and the Lead Bank reporting 
system and also the regular training 
curriculum of banks. 

3. Lending of banks to SHGs should. be 
made a segment of the priority sector 
advances. 

4. A system needs to be introduced to 
review and monitor the SHGs' linkage 
programme. 

13. Prudential and Capital 
Adequacy Measures 

Capital Adequacy Measures 

2.103 With a view to enabling the banks to 
achieve the prescribed capital adequacy norms, 
they have been allowed since 1993-94 to issue, 
with prior approval of the Bank, subordinated 
debts in the nature of unsecured redeemable 
bonds qualifying for Tier I1 capital. Banks' 
investments in such instruments issued b y  
other banks or public financial institutions, 
would carry 100 per cent risk weight and be 
subject to the ceiling of five per cent for 
investments in shares  and debentures of 
corporate bodies. During the year 1995-96, 
seven public sector banks raised a sum of 

Rs.  1.145.74 crore through subordinated debt 
instruments for attainingthe prescribed capital 
adequacy norm. Banks were advised in April 
1996 to include their assessment of capital 
adequacy ratio in the Notes on Accounts 
attached to the Balance Sheet from the year 
ended March 1996 so as  to enable the auditors 
to authenticate the ratio. Nineteen out of the 
27 public sector banks as  against 13 in the 
preceding year have attained the benchmark 
of eight per cent capital adequacy at  the end of 
March 1996. 

Prudential Accounting Standards 

2.104 On a review of the prudential norms 
by the Bank Audit Committee in February 
1996,  t h e  Reserve Bank effected major 
modifications in March 1996 as under : 

i) All member banks including the leader 
of consort ium should  t r e a t  their 
advances a s  non-performing assets 
(NPAs) i f  any member bank considers 
its advance as  NPA. 

ii) Advances guaranteed by Government 
may be treated a s  NPAs only when the 
Government concerned revokes its 
guarantee. 

iii) Banks should continue to  make  a 
general provision of 10 per cent on sub- 
standard assets without making any 
allowance for DICGCECGC guarantee 
cover and  securities available. 

iv) Depreciation in the value of 'current' 
investments should be shown under 
'provisions and contingencies' in the 
profit a n d  loss  account while the 
depreciation in the value of investments 
as  on the balance sheet date should not 
be deducted from investments bu t  be 
shown under  'other liabilities and 
provisions'. 
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V) For the purpose of banks' accounts as revert to such ad hoc provisioning. 
on March 31, 1996, shares of public 
sector undertakings (PSUs) should be 2.105 Banks were advised in November 995 

valued at the break-up value as per the that the extent of payment for the post- 
PSUs' balance sheets of March 3 1, shipment supplier's credit, received by banks 
1995 and where not available at a under the Exim Bank's guarantee-cum- 
discount of 20 per cent of the value as refinance facility, may not be treated as a non- 

per the balance sheets of March 3 1, performing asset (NPA) for the purpose of asset 
1994. In case the balance sheets of classification and provisioning which would, 

March 3 1, 1994 are not available, such however, be applicable to the balance payable 
shares should be valued at Re. 11- per by the exporter. 
company 

2.106 In order to progressively move towards 
vi) In the case of transfer of securities from the international practice of valuing all 

the 'current' category to 'permanent' investments of banks on a 'mark-to-market' 
category, banks should immediately basis and to facilitate the development of an 
provide for depreciation on the active and healthy secondary market in 
transferred securities. Government securities, banks are required to 

raise the proportion of 'current' investments 
vii) .Banks should value the specified from 30 per cent to 40 per cent for the year 

Government securities under ready ended March 1996 and furthermore to 50 per 
forward transactions at market rates cent in the year ending March 1997. Banks with 
on the balance sheet date and in the a higher proportion of 'current' category should 
absence of market rates at Yield to not however bring it down. For the purpose of 
Maturity (YTM). The resultant loss balance sheet as on March 31, 1996, banks 
should be provided for. were advised to adopt the prescribed method 

of valuation of investments broadly in line with 
viii) Write-off of advances outstanding in the the previous year. In respect of CentrWState 

branch's books at Head Office level is Government securities which were not on the 
permitted provided necessaryprovisions RBI list for sale, the prescribed YTMs varied 
are made as per the existing guidelines. between 13.12 per cent and 14 per cent with 

maturity periods ranging from one year to 10 
ix) Advances with balances less than years, respectively. Banks were also advised not 

Rs.25,000 s h o u l d h e n c e f o r t h b e  tobookasincomeanyappreciationinthevalue 
classified into the usual four asset of securities on account of the prescribed 
category and provided for from the method of valuation. 
accounting year 1996-97. However, in 
view of operational difficulties 14, Bank Credit and Industrial 
expressed, banks have been given time Sickness 
upto March 31, 1998 for such 
classificati~n subject to the condition 2.107 The Reserve Bank continued to lay 
that they should make a provisioning stress on a systematic approach to tackle the 
of 15  per  cent of the aggregate problem of industrial sickness. This includes 
outstanding amount of loans with a diagnosis of the problem at the incipient stage 
balances less than Rs.25,000. The itself, formulation of timely rehabilitation 
banks which have already classified, packages in respect of sfck/weak non-SSI units 
however, would not be permitted to which are found to be potentially viable and 
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monitoring of the performance of industrial 
units through half-yearly returns. 

2.108 The number of sick units - both SSI 
and non-SSI-increased during the year ended 
March 1995. While the amount outstanding in 
respect of SSI sick units marginally declined 
from Rs.3,680 crore at end-March 1994 to 
Rs.3,547 crore a t  end-March 1995, the 
advances outstanding in respect of non-SSI 
sick units increased from Rs.8,151 crore to 
Rs.8,740 crore during the same period. 
Significantly, both the number of units and the 
amount of advances outstanding in respect of 
non-SSI weak units recorded decline during 
the period (Appendix Table 11.1 7). 

2.109 The total bank funds locked in sick 
industries (which include SSI and non-SSI sick 
units and non-SSI weak units) increased by 
Rs.44 crore to Rs. 13,739 crore as  at the end 
of March 1995 which constituted about 13.3 
per cent of the gross bank credit deployed in 
industry during 1994-95; Noticeably, the 
amount of credit outstanding in respect of units 
under nursing programme declined from 
Rs.3,572 crore as at the end of March 1994 to 
Rs.3.459 crore as at the end of Mardh 1995. 

2.1 10 Following the freeing of interest rate for 
credit limits over Rs.2 lakh, the Reserve Bank 
has revised the parameters for provision of re- 
liefs/concessions for various credit facilities b y  
banks as  also the promoters' contribution as 
part of the packages evolved for rehabilitation 
of potentially viable non-SSI sick/weak 
industrial units. 

15. Regulatory and Supervisory 
Issues 

2.1 11 Some of the issues raised by the 
Narasirnham Committee on the Financial 
System ( 199 1 ) with regard to regulation and 
supervision are still being actively debated. A 
number of expert committees have gone into 
various aspects of internal regulation and 

supervision, inter alia, on-site supervision, 
Internal control in banks. and supervlsory 
framework for non-banking finaticial 
companies (NBFCs). The discussion on the 
Expert Group (Chairman: Shri I? R. Khanna) 
for designing a supervisory framework for 
NBFCs is covered in Chapter IV. 

Working Group on On-Site Supervision 

2.1 12 A fresh review of the Bank's inspection 
system was undertaken by a Working Group 
to Review the System of On-site Supervision 
over Banks (Chairman: Mr. S .  Padmanabhan), 
set up in February 1995. The Group submitted 
i ts  report  on November 8, 1995 a n d  
recommended significant changes in the 
approach. strategy, thrust  and  style of 
inspections and the follow-up. The report has 
been considered b y  the Board for Financial 
Supervision (BFS) and  most of the 
recommendations of .the Group have been 
accepted; the recommendation regarding 
periodicity of bank inspections, however, being 
under  examination. An action plan for 
implementing the recommendations is  at a final 
stage. The main recommendations of the 
Padmanabhan Working Group are as follows : 

i) The Group, while re-emphasising the 
primacy of on-site inspections, has  
recommended switch over to a system 
of ongoing supervision.  It h a s  
recommended a strategy of periodical 
full-scope on-site examinations 
supplemented b y  an in-house off-site 
monitoring system and linked exercises 
in between two statutory examinations. 
The Group has  also recommended 
commissioning external auditors as  
supervisory resource and support 
system and orienting supervision for 
enforcement of correction of deviations. 

ii) The periodic and full-scope statutory 
examinations should concentrate on 
core areas of assessment, viz. (a) finan- 
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clal condition and performance. (b) 
management and operating condition. 
(c) compliance, and ( d )  summary 
assessment in line with the 
in ternationally adopted capital 
adequacy, asset quality, management, 
earnings, and liquidity (CAMEL) rating 
model with systems and controls added 
to it for Indian banks and for foreign 
banks on CACS model (capital 
adequacy, asset quality, compliance. 
systems and controls) (See Box 11.3). 

iil) The periodic statutory examinations 
should be supplemented by four types 
of regular and cyclical on-site 
assessments, vfz. targeted appraisals, 
targeted appraisals at control sites, 
commissioned audits, and monitoring 
visits. 

iv) Supervisory examinations may be 
conducted in two cyclical tracks, viz. 
annual and a wider time cycle mostly 
biennial - by dividing banks into two 
categories based on their rating. For 
overseas branches of Indian banks, on- 
site examination a t  international 
finance centres may be undertaken on 
a center-wise basis at intervals of three 
to four years, while the existing system 
of portfolio appraisals of International 
Divisions of Indian banks may be 
strengthened under the proposed 
targeted appraisals at control site on 
an annual cycle. Besides, focused 
appraisals of subsidiaries need to be 
put formally on an annual cycle. 

V) Supervisory reports may be compiled 
in two parts one of which is a confiden- 
tial assessment of the bank's Board and 
management, major supervisory 
concerns, etc., which is for information 
and internal action in Reserve Bank 
and the other part  could be non- 
confidential to be sent to banks. 

vi) The norms for coverage of branch 
network or for screening thresholds 
should be decided as a part of the stra- 
tegic planning for examination of each 
bank. 

vii) Supervisory examinations should lead 
to a monitorable action plan agreed 
with the bank with a time frame. The 
action plan represents the 
commitments of the bank management 
which will be monitored on an on-going 
basis by the Department of Supervision 
for their fulfillment. 

viii) The emerging supervisory concerns 
may be tackled through consolidated 
supervision of bank conglomerates, 
greater co-ordination between 
regulatory agencies and development of 
market discipline as a support system 
to supervision. 

ix) Adequate back-up systems, a 
streamlined organisation, and a 
motivated and skilled cadre of bank 
examiners and analysts need to be 
developed for making supervision 
effective. 

Working Group on Internal 
Control in Banks 

2.113 Following the rapid changes in the 
complexion and quantum of bank work in 
recent years, internal control and inspection/ 
audit function within banks has assumed 
considerable importance. Accordingly, in 
February 1995, the Reserve Bank set up a 
Working Group to review the Internal control 
and Inspection/Audit System in Banks 
(Chairman: Shri  R.Jilani). In i ts  report  
submitted on September 20. 1995, the Group 
focused on imparting uniformity in the system 
of internal inspectiodaudit in banks, as  also 
follow-up and compliance, quality of concurrent 
audit, rating of branches, etc. The 
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BOX 11.3: 
SOME COMMONLY USED BANKING TERMINOLOGY 

Adverse Selection: This term is used to refer to situations . typically in credit market, in 
which a t  higher rates of interest, the relatively safer borrowers drop out of the credit market 
and borrowers with higher risks undertake investment activity leading to deterioration of the 
quality of the banks' portfolios. 

CAMEL: Refers to a system of bank rating initially introduced in the U S  as an effective 
supplement to bank supervision. It refers to five key criteria, viz., capital adequacy ( C ) ,  asset 
quality (A), management (MI, earnings (El, and liquidity (L) against each of which a bank's 
financial health is evaluated on a scale of '1' to '5' with '1' as the highest rating and '5' a s  the 
lowest. Banks with composite CAMEL ratings of '1' or '2' are deemed to be sound and are 
generally permitted to operate without anyrestrictions. Banks that receive CAMEL ratings of 
'4' or '5' are designated a s  problem banks to be subjected to close surveillance and regulatory 
restrictions. A below average baink typically gets a '3' rating and is given specific instructions 
to address its deficiencies. The Padmanabhan Working Group (1995) on on-site supervision 
over banks operating in India has recommended adoption of six rating factors for Indian 
banks viz., CAMEL and systems (CAMELS), and four rating factors for foreign banks viz., 
capital adequacy, asset quality, complianck, and systems (CACS). 

Credit Crunch: Originally coined to describe the abrupt slowdown of credit in 1966, in 
United States, it now refers to a situation where supply of credit falls even though there is 
sufficient demand  for  credit. In a deregulated environment, default ra ther  than  
disintermediation is seen to be a more prominent as crunch trigger. 

Cycles in Lending Standards: The questions such as  - whether swings (from tight to lax) 
in credit standards is part of credit cycle and what is the role of the regulator (i.e. the central 
banks) in minimising such things have come to the forefront in recent times. One school of 
thought argues that such cycles are caused by imperfection in bank credit markets, while 
another school attributes such cycles to the tendency on the part of banks to  overextend 
themselves during general expansions. The aim of the regulatory body is. to eliminate or  
reduce the cyclical swings in credit standards and smoothen out lending cycles. The 
introduction of norms relating to capital adequacy, income recognition and  accounting 
standards are measures towards this end. 

Escrow Account: Accounts for which banks act as an uninterested third party (custodian/ 
depository) 'to ensure compliance with the terms of the deed between two parties only upon 
the fulfilment of some stated conditions. Such an  account becomes operative as soon a s  the 
stated event occurs. Banks often hold such accounts, in which funds accumulate to pay 
taxes, insurance on mortgaged property, etc. 

Futures: An agreement to buy or sell a fvred quantity of a particular commodity, currency, or 
security for delivery on a flxed date in  the future a t  a fixed price. Unlike an 'option', a futures 
contract involves a definite purchase or sale and not an  option to buy or sell. It, therefore, 
may entail a potentially unlimited loss. However, futures provide an opportunity for those 
who must purchase goods regularly to hedge against changes in  prices. In contrast to a 
forward contract which is tailor-made to the specific needs of individual buyer and seller, a 
futures contract is a standardised agreement under the prescribed rules of futures exchange 
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which insures each buyer or seller against default. Futures trading are allowed in India for 
six commodities, ulz., castor seed, hessian, gur, potatoes, turmeric and pepper. 

Moral Hazard: Moral hazard problem arises when borrowers undertake riskier projects at  
higher rates of interest with potentially higher returns but lower probabilities of success. The 
incentive to undertake risky investments at higher rates of interest is known in the literature 
is adverse incentive effect and a moral hazard problem arises therefrom. 

Nostro Account: It refers to 'our account' kept by a bank or other institution of a country 
with a correspondent bank in foreign country, usually in the currency of the latter. 

Options: Options come in two types: Call and Put. The call option is the right to buy an asset 
at a specified price and time, while put option is in the right to sell an asset at  a specified 
price and time. European options can be exercised only at the expiry date while American 
options can be exercised at any time before and including the expiry date. An  option contract 
can never have a negative value as the purchaser of an option is not obliged to buy or sell at 
the 'exercise price' and will only do so if it is profitable. In the case of lapse of the option, only 
the initial purchase price of the option, 'option money' / 'premium' is lost. Options allow the 
economic agents to hedge against the risk of wide fluctuations in prices; they also allow 
dealers and speculators to gamble for large profits with limited liability, 

Resilience of the Banking System: Resilience of the banking system implies the capacity of 
the system to bounce back after a shock. 

Robustness of the Banking system: Robustness of the banking system implies the ability of 
the system to absorb shocks without much difficulty. 

Securitisation: A process of pooling and repackaging similar loans into marketable securities 
and thereby imparting liquidity to the bank's loan portfolio. It also refers to the shift in the 
pattern of mobilisation of funds by firms from bank borrowing to securities sold in financial 
markets. 

Swap: Swap is a series of forward contracts in which two counter-parties agree to exchange 
(swap) future streams of payments according to a predetermined rule. It provides the borrower 
with a means to.exchange the type of funds most easily raised for the type of funds required, 
usually through the intermediation of a bank. The common types of swap are 'interest - rate 
swap' (borrowers exchange fixed - for floating interest rates), 'currency swap', 'cap swap', etc. 
The intermediary bears the credit risk, should one party to a swap default on its payments. 

Systemic Risk: Systemic risk or market risk refers to the extent to which the value of a 
particular asset (say share price of script A) is correlated with the market as a whole. It is 
measured by beta. This concept is basis of capital asset pricing (CAP) model. 

Vostro Account: Refers to 'your account' maintained by foreign banks or other foreign 
correspondents with a domestic bank or other institution in the latter's currency. 
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recommendations of the Group have been 
accepted by the Board for Financial Supervision 
(BFS) and necessary instructions/ guidelines 
have been issued for their implementation. The 
important recommendations of the Jilani 
Working Group are as follows : 

i) Vigilance and inspection functions in 
banks should be separated and placed 
under the charge of two different execu- 
tives for focused attention. 

ii) Banks should necessarily introduce a 
system of branch rating based on 
inspection reports and review it periodi- 
cally keeping in view the changed priori- 
ties and objectives set for proper work- 
ing of the branches. Each bank should 
maintain on computer a profile of each 
of its branches on performance in 
various thrust areas like audit ratings, 
asset quality, level of NPAs, revenue 
leakages, profitability, etc. to enable it 
to  pin-point the causes for  poor 
performance and initiate appropriate 
and timely corrective measures. 

iii) All poorly rated branches need to be 
inspected within 12 months and others 
between 12 and 18  months from the 
time of the last inspection. 

iv) Coverage of the concurrent  audi t  
should be decided on the basis of size 
and complexity of credit and r isk 
portfolios rather than just on the size 
of total business. 

V) The scope of Audit Committee in banks 
needs to be broadbased to cover study 
of additional areas, such as  frauds, pro- 
gress in inter-branch and inter-bank 
reconciliation, etc. and progress in 
compliance on Reserve Bank's annual 
financial inspection findings. Electronic 
Data Processing (EDP) activities should 

also be brought under the purview of 
Inspection and Audit Department in 
banks. 

vi) Parent banks need not be involved in 
the inspection/audit of their subsidiar- 
ies. 

16. Insurance Cover for Deposits 

2.1 14 The Deposit Insurance Scheme covers 
the commercial banks, co-operative banks and 
the RRBs. During the year ended March 1996, 
12 commercial banks and 8 7  co-operative 
banks were registered while two co-operative 
banks were de-registered. As at  the end of 
March 1996, the Scheme covered 2,122 banks 
comprising 102 commercial banks, 196 RRBs 
and 1,824 co-operative banks in 2 1 States and 
2 Union Territories. The limit of insurance 
cover and  the rate of premium remained 
unchanged during the period under review. 

2.11 5 Considering the fact that the three 
Credit Guarantee Schemes viz., Small Loans 
Guarantee Scheme, 197 1 and Small Loans (Co- 
operative Banks) Guarantee Scheme, 1984 
(both meant for small borrowers) and Small 
Loans (SSI) Guarantee Scheme, 198 1 operated 
by the Deposit Insurance and Credit Guarantee 
Corporation (DICGC) have now outlived their 
utility as also the heavy burden borne by it of 
continuing them,  the Corporat ion h a d  
appointed a Committee (Chairman: Shri B.Rai) 
to suggest measures to reduce its liability and 
also raise its revenue at the same time. The 
recommendat ions  were  accepted and  
implemented by the DICGC, effective April 1, 
1995 and are a s  presented below : 

i) The participating credit institutions 
should lodge the claim only after the 
balance outstanding in the accounts is 
written off in the books of account of 
the  institution under orders of the 
Competent Authority. 
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,L A fl) The Corporation's guarantee shall cover 

. L, only the principal amount sanctioned 
by the credit institution. However in 
respect of cash credit, overdraft and 
revolving credit facilities, the guarantee 
cover will be on the outstandings upto 
the regular limit sanctioned under each 
type of credit facility. 

iii) No claim shall be admitted from credit 
institutions in respect of accounts 
where recovery received from 
borrowers (excluding adjustment of 
subsidy) in a particular account is less 
than 25 per cent of the total debits in 
the account on the date of write off, 
except under  exceptional 
circumstances such as : when borrower 
has expired; when any natural calamity 
has affected the area; any other ground 
which may be decided by the 
Corporation. 

iv) The claims should be lodged with 
DICGC within a year from the date of 
write-off of the amount in the books of 
account. 

V) The requirement of three-year lock-in- 
period for lodgement of claims be 
discontinued in respect of claims which 
were not due for submission a s  on 
March 3 1, 1995. 

17. Technology in Banking 

2.1 16 As on June 30, 1996,4,523 branches 
of public sector banks were eligible for partfal/ 
full computerisation under the agreement 
between the Indian Banks' Association (IBA) 
and the employees' unions signed in October 
1993. Of these, around 2,900 branches have 
been identified for full compu terisation by 
March 31, 1997 and at the end of June 1996, 
1,394 branches were fully computerised. The 

public sector banks have installed 13,522 
(12,052 in June  1995) Advanced Ledger 
Posting Machines (ALPMs) at 4,238 branches 
and mini-computers at 44 1 branches as at end- 
June 1996 apart from 454 mini computers 
already installed at the Regional and Zonal 
offices. In tune with modern technology, banks 
are switching to PCs and LAN/WAN systems 
and ALPMs so as  to achieve integrated branch 
computerisation and networking of branches. 
The banks have installed 2,120 PCs (at 1,920 
offices) and Local Area Network (LAN) a t  91 6 
branches as at the end of June 1996. As many 
as 175 branches were connected through Wide 
Area Networks (WAN). Banks have also 
installed 937 signature storage and retrieval 
systems. Customer Senrice has gained in focus, 
with 315 on-line terminals reported to have 
been installed at  corporate customers' sites. 
Due attention was paid to bilingualisation 
efforts as well, with the facility available at more 
than 1,770 sites. 

Cheque Processing 

2.1 17  In addition to the existing four MICR 
Cheque Processing Centres, one more Centre 
has been operationalised in Mumbai b y  the 
Bank a t  i t s  Bandra-Kurla Complex. 
Additional Cheque Processing Centres are 
proposed to be set up  a t  each of the four 
metro centres to share the increasing load 
and serve a s  effective back-up centres. Apart 
from this, a s  an interim measure, floppy- 
based input clearing has been introduced at the 
10 clearing houses managed by the Bank. 
Ahmedabad, Bangalore, Bhubaneshwar, 
Hyderabad, Kanpur, Nagpur, 
Thiruvananthapurarn, Patna and Baroda have 
been connected under one-way inter-city 
clearing to the four metro centres. Jaipur has 
been connected to New Delhi. Pune and Indore 
are also connected to Mumbai. Chennai has 
already been connected with 24 commercially 
important centres in Tamil Nadu/ Pondicherry. 
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Electronic Clearing Service 

Credit Clearing 

2.1 18 The Bank formally launched in April 
1995 Electronic Clearing Service (ECS) 
(Credit Clearing) for effecting bulk payment 
transactions such as interest, dividend, etc. 
The facilities available a t  the National 
Clearing Centres (NCCs) a t  Mumbai and 
Chennai have been extended to New Delhi and 
Calcutta a s  well. The UTI made use of this 
facility in a major way in Mumbai during 
1995-96. 

Debit Clearing 

2.1 19 In order to facilitate payment of utility 
bills such as  electricity, telephone bills, ECS 
(Debit Clearing) was introduced by the Reserve 
Bank a t  Chennai in August 1994 and at 
Mumbai in March 1996. Mahanagar Telephone 
Nigam Limited, Mumbai and  Chennai 
Telephones have already availed of this scheme 
for payments pertaining to collection of 
telephone bills. 

Centre's NICNET was sougl~t to be utilized for 
reporting of currency chest transactions by the 
currency chests to Issue Departments. So far, 
295  currency chests and all the Issue 
Departments of the Bank are connected to 
NICNET. In addition, banks on their own also 
have been exploring the possibility of 
connectivity to networks such as RABMN; I- 
NET. NICNET; the  number of such branches 
connected being around 835. NICNET has also 
been installed and is proposed to be used as  a 
back-up for RBINET in its pilot EFT venture. 

2.122 The Department of Telecommunication, 
Government of India, has  made some 
relaxations in accessing the Swift Access Point 
(SAP), enabling the banks to connect more of 
their branches to their SWIFT nodes a t  
Murnbai, through leased lines. Public Switch 
Telephone Network (PSTN) or Telex. Several 
banks could connect their local as well as  
remote branches, enabling them to increase 
their membership of the SWIFT User Group in 
India, and the total number of live users stood 
at 55 as a t  the end of June 1996. IDBI and ICICI 
have also recently acquired membership of 
SWIM: 

Telecommunication Network 
Electronic F u n d s  Transfer (EFT) System 

2.120 In addition to the seven offices of the 
Reserve Bank viz., Mumbai, Delhi, Chennai, 
Calcutta, Hyderabad, Bangalore, and Nagpur 
which were connected through leased lines 
network, 12 offices viz.. Jarnmu, Chandigarh, 
Ja ipur ,  Lucknow, Patna, Bhubaneswar, 
Guwahati, Bhopal, Ahmedabad, Pune, 
Thiruvananthapuram, and Kochi are connected 
through dial-up. About 400 ports at  these 
centres have been brought under BANKNETI 
RBINET. All public sector banks, a few foreign1 
private sector banks and  some financial 
institutions have also been connected to the 
network. A node has also been provided to the 
Central Railways for receiving weekly reports 
from the NCC. 

2.12 1 The availability of National Informatics 

2.123 With a view to enabling the banks to 
provide a fast mode of remittance of funds 
to their retail customers, the Reserve Bank 
started an  Electronic Funds Transfer System 
in February, 1996. The system facilitates 
transfer of funds from one centre to another 
across banks,  with availability of funds 
assured on the day next to the day of transfer. 
The system has  the flexibility to cover intra- 
centre and  intra-bank funds transfer as  well. 
Presently, an upper limit of Rs.25,000 has  
been set  for individual transaction. The 
facility is available now a t  about 1 ,960  
branches  of 2 7  public sector banks  a t  
Mumbai and Chennai and efforts are being 
made to  extend the facility to New Delhi and 
Calcutta in the near future. 
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V e q  SnlalI Apcrt urc Ternzirlal (VSAT) Payment Net Work System (SPNs) have also 
been allowed in May 1996. 

2.124 The Reserve Bank intends to set up a 
satellite based VSAT network dedicated 
exclusively to the banking industry and term 
lending institutions. The network will be 
designed to support data voice and video and 
would provide enabling techniques to rapidly 
build a reliable communication infrastructure. 

Irtstitutefor Development and Research 
in Barzlcing Technology - Hyderabad 
(IDRUT) 

2.125 The Reserve Bank has  set  up  an  
Institute for Development and Research in 
Banking Technology at  Hyderabad to cater to 
the industry-wide needs for technological 
infrastructure, applications and training: The 
Institute is supposed to be the brain trust of 

Liquidation, Moratorium and 
Amalgamation 

2.127 A s  on June 30,1996, 103 banks were 
under liquidation as against 106 a year ago. 
The issue of early completion of liquidation 
proceedings continues to be pursued with the 
concerned official/court liquidators. The 
moratorium of three months on Kashinath Seth 
Bank Ltd. from July 1 ,  1995 was extended till 
December 31, 1995 and  the bank  was  
subsequently amalgamated with the State Bank 
of India effective January 1, 1996 in terms of 
the Government of India Notifications. In 
respect of payment to the  creditors and  
depositors, the prescribed date was February 
1, 1996. 

the banking industry and would be developed 
as  a world class centre for eventual recognition Indian Banks' Operations Abroad 
a s  global institute in the field of banking 
technology. The main objective of the Institute 2.128 With the closure of one branch of the 
will be to provide the highest quality of research Bank of Baroda and three branches of the Bank 
a n d  consultancy advice in  the a r ea  of of India in the United Kingdom, the total 
information technology to the financial sector 
in general and to the banks in particular. 

18. Organisational Matters 

2.126 As regards installation of Automated 
Teller Machines (ATMs), banks were earlier 
allowed to install ATMs a t  branches and 
extension counters. As for operating ATMs a t  
other places identified for the purpose, banks 
were permitted in December 1994 to install 
only 'Stand Alone' ATMs after obtaining a 
licence from the Reserve Bank on post facto 
basis. Such 'Stand Alones' would be restricted 
to deposits and withdrawals. However certain 
functional facilities such as PIN changes, 
requisition for cheque books, statement of 
accounts, balance enquiry and inter account 
transfer have been permitted in May 1996. 
f i r ther ,  telephone connections between the 
Stand Alone ATMs, branch ATMs and Shared 

number of overseas branches of Indian banks 
was reduced from 10 1 to 97 a s  a t  the end of 
June 1996, of which 96 branches belonged to 
eight public sector banks and the remaining 
one was that of the Bharat Overseas Bank, a 
private sector bank. The number of wholly- 
owned subsidiaries (including three deposit 
taking companies) and of joint venture banks 
remained a t  11 and 7 respectively while the 
number of representative offices increased from 
13 to 14 with the opening of an office by Canara 
Bank in Moscow. 

Foreign Banks in India 

2.129 During 1995-96 (July- June) nine more 
new foreign banks, predominantly from South- 
East Asian countries, opened their branches 
in India. They were Dresdner Bank, Bank of 
Ceylon, Commerzbank, Siam Commercial 
Bank, Bank Internasional Indonesia. Arab 
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Bangladesh Bank, Chinatrust Commercial 
Bank, ChoHung Bank and Fuji Bank. Besides, 
from amongst the existing foreign banks, ABN 
Amro Bank and Societe Generale opened a 
b r a n c h  each  a t  Chennai  a n d  Bangalore, 
respectively, while Banque Nationale de  Paris 
opened a branch each a t  Pune and  Bangalore. 
As a result, the total number of foreign banks 
operating in India and their branches increased 
significantly t o  3 6  and 166 during the year 
ending June 1996 from 27 and  153 respectively 
a year ago. During the year, six foreign banks, 
uiz., Bayerische Vereinsbank, Sumitorno Bank. 
Kredietbank, D.G. Bank, Asahi Bank and First 
Nat iona l  B a n k  of Bos ton ,  opened  the i r  
respective representative offices in  India. With 
this, the total number of representative offlces 
also increased to  2 7  at the end  of June  1996 
from 23 i n  the preceding year. On termination 
of agency arrangements with Indian companies 
o r  individuals  by  two foreign banks ,  t he  
number of banks having such arrangements 
stood a t  eight a t  end- J u n e  1996. 

under Sectlon 19( 1) of t l ~ c  Banking Colllparllcs 
(Acquisition and Transfer of Undertakings) 
Acts. 1970 and  1980. 

Committee on Recruiimcnt i r ~  Barzks 

2.132 The Committee (Chairman : Shri D.R. 
Mehta) on recruitment methods and practices 
in public sector banks has since finalised its 
report on April 4,1996 and submitted the same 
to the Governor of the Reserve Bank. 

Vigilance System 

2.133 Following the Bank's recommendation, 
Government of India advised seven public 
sector banks to separate the inspection a n d  
audit function from the purview of the Chief 
Vigilance Offlcer and pu t  them under the charge 
of a separate General Manager. These banks 
included, Bank of Baroda, Bank of India,  
Central Bank of India, Canara Bank, Indian 
Bank, Punjab National Bank a n d  Union Bank 
of India. 

Local Advisory Boards of Foreign Banks 
19. Diversification in Banking 

2.130 Thirty-one ou t  of 3 6  foreign banks  
operat ing in  India  have constituted their 
respective Local Advisory Boards. Proposal 
submitted by one bank is under consideration. 
The remaining four banks a r e  i n  the process 
of identifying suitable names for appointment 
on  their Local Advisory Boards. 

Bank (Employees'] Pension Regulation, 
1995 

2.13 1 T h e  Indian Banks' Association (IBA) on 
behal f  of i t s  m e m b e r  b a n k s  conc luded  
a g r e e m e n t s  w i t h  the  r ep re sen ta t ive  
associations of employees in all categories o n  
p e n s i o n  s c h e m e  i n  t h e  y e a r  1 9 9 3 .  O n  
completion of the statutory requirements, all 
the nationalised banks  have framed the Bank 
(Employees') Pension Regulations, 1995 which 
were  a p p r o v e d  by  t h e  Reserve  B a n k  i n  
September 1995 i n  te rms  of the provisions 

Stockinvest Scheme 

2.134 With p e r m i s s i o n  given t o  C r e d i t  
Lyonnais and Citibank N.A., the  total number 
of banks  allowed to introduce stockinvest 
scheme reached 56 as at the e n d  of J u n e  1996. 

2.135 In view of the  ser ious  irregularities 
noticed in  operations of the scheme, a ceiling 
of Rs. 1 0  lakh per  individual per capital issue 
was imposed on  banks for issue of stockinvest 
effective March 30, 1996. Banks were also 
advised in  April 1996 that i t  would no t  be 
p r o p e r  t o  a c c e p t  s h a r e  a p p l i c a t i o n s  
unaccompanied  by  original  s tockinvests l  
cheques and  t o  furnish declaration t o  the 
authorities that such  applications are valid 
applications. f i r therrnore,  bankers' lien o n  the 
deposit account of the investor in  respect of a n  
unused stockinvest instrument shall n o t  b e  
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lifted before the expiry of four months. 

Securities BrolcIng & Trading 
Subsidiaries 

2.136 In terms of Section 8 ( l)(f)  of the 
Securities Contract (Regulation) Rules, 1957, 
currently being enforced by the Securities and 
Exchange Board of India (SEBI), members of 
stock exchanges are required to shed their 
fund-based activities like leasing, etc. The 
existing merchant banking subsidiaries which 
are members of the National Stock Exchange 
of India Ltd. (NSE)/ Over the Counter Exchange 
of India Ltd. (OTCEI) are therefore proposing 
to set up separate securities broking and 
trading subsidiaries. Punjab National Bank and 
State Bank of India were given 'in principle' 
approval to set up such subsidiaries during the 
year under review. 

Merchant BankinglLeasing Subsidiaries 

2.137 In order to avoid double financing of 
the same asset by banks undertaking leasing 
activity on behalf of the non-banking financial 
companies (NBFCs), banks were advised in 
September 1995 not to enter into lease 
agreements departmentally with equipment 
leasing companies and other NBFCs engaged 
in equipment leasing. Besides, lease rental 
receivables arising out of sub-lease of an asset 
by a non-banking non-financial company 
(undertaking nominal leasing activity) or by an 
NBFC would not be taken into account for the 
purpose of computation of bank finance for 
such company. Banks and their subsidiaries 
were also instructed in August 1995 not to 
extend Revolving Underwriting Facility to short 
term Floating Rate Notes (FRN)/Bonds or 
debentures issued by corporate entities. Since 
FRN facility is similar to commercial paper, 
stand-by facilitylunderwriting for the issue was 
not allowed. Banks which were hitherto 
permitted to lend to their own merchant 
banking subsidiaries upto five times of their 
Net Owned Funds (NOFs) have been permitted 

upto three timesltwo timeslequal to NOFs of 
respective subsidiaries effective April 2 1, 1995 
depending on their classification (including the 
nature of their major business activity). At the 
end of June 1996, the total number of 
merchant banking/ leasing subsidiaries 
remained at 1 1, of which eight were set up by 
public sector banks and the rest by private 
sector banks. 

Marketing oJMutual Fund Units 

2.138 In June 1996, banks were permitted 
to enter into agreements with Mutual Funds 
(MFs) for marketing units of mutual funds, 
after complying with the following terms and 
conditions : 

i) The purchase of units should be at the 
custome{sv risk without the bank guaranteeing 

ed return. Banks should act only as 
customers. 

ii) Banks should not acquire units of MFs 
from the secondary market nor buy back units 
from their customers. 

iii) Extension of any credit facility to 
individuals against the security of shares or 
units of MFs should be in accordance with the 
Reserve Bank's instructions from time to time. 

iv) Banks as custodian of MF units on 
behalf of their customers should ensure 
distinction of their own investments and 
investments belonging to their customers. 

V) Banks should put in place adequate 
and effective control mechanisms confining 
retailing of units to certain select branches. 

Other Subsidiaries 

2.139 The total number of housing finance 
subsidiaries of banks (including 'in principle' 
approval to Allahabad Bank) increased to eight 
as at the end of June 1996 from seven a year 
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ago, with the approval given to Vijaya Bank. As 
regards factoring, credit card and computer 
related services, no new bank was given 
permission to set up such subsidiaries during 
the year. 

Equity Participation 

2.140 During the year under review, three 
banks, viz., Bank of India, Bank of Baroda and 
Corporation Bank were allowed to participate 
in the equity share capital of Gilt Securities 
Trading Corporation Ltd., a Primary Dealer 
subsidiary of Canara Bank. In July 1995, Bank 
of Baroda was permitted to participate in the 
equity share  capital of India Clearing and 
Depository Services Ltd. (ICDS), promoted by 
six Southern Stock Exchanges. Two banks, 
viz., Bank of India and State Bank of India were 
permitted to contribute additional capital to 
the BOI Finance Ltd., and the SBI Commercial 
and International Bank Ltd. respectively. Bank 
of Rajasthan was allowed to enhance the paid- 
up capital of its subsidiary, viz., Rajasthan 
Bank Financial Services Ltd. for the purpose 
of obtaining SEBI registration to undertake 
category I merchant banker's business. In April 
1996, State Bank of India was given an 'in 
principle' approval to dilute its shareholding 
in SBI Capital Markets Ltd..in order to enable 
the  Asian Development Bank  (ADB) to 
participate in the share capital of the subsidiary 
to the extent of 18  per cent. However, the price 
a t  which such shares be divested to the ADB 
should have the approval of the respective 
Boards of SBI and SBI Capital'Markets Ltd. 
For dilution of its equity holding below 5 1 per 
cent, SBI should also seek the Reserve Bank's 
specific prior approval. 

20. Customer Service in Banks 

2.141 An important element of the on-going 
reform process has been to ensure quality 
services to the customers-depositors and  
borrowers as well. Several policy measures 
were already put  in place to this end, and 

further steps have been initiated during the year 
under review. 

2.142 For providing direct credit to the 
beneficiaries' bank accounts, effective April 1, 
1995 the Bank has introduced an Electronic 
Credit Clearing Scheme at Mumbai, Chennai, 
New Delhi and Calcutta. The commercial banks 
were instructed in September 1995 to pay a 
penal interest of two per cent above the 
prevailing Bank Rate for any delayed credit to 
the  beneficiaries' accounts without the  
Destination Account Holder claiming for the 
same as per the Electronic Clearing Service 
(Credit Clearing) Procedural Guidelines (March 
1995). In February 1996, they were advised not 
to insist on fresh photographs for opening an 
additional account in the name of the account 
holder. Besides, they were asked to introduce, 
initially in the urban and metropolitan centres, 
single window service for issuance of drafts/ 
pay orderslbanker 's  cheques,  etc. up to  
Rs. 10.000 for expeditious rendering of 
services. 

2.143 The progress achieved in implementing 
the various recommendations of the Goiporia 
Committee on Customer Service in Banks 
(1 99 1) is being reviewed periodically by the 
Reserve Bank. Banks were advised in April 
1996, inter alia, to i d e n w  the complaint-prone 
branches, endeavour for a customer-friendly 
attitude, introduce Automated Teller Machines 
(ATMs) and  ini t iate su i t ab le  corrective 
measures. They were further advised to move 
towards speedier ways to settle the transactions 
and to avoid delays in transacting business at  
the counters and in collection of local and 
outstation cheques and also to desist from 
adopting unhealthy practices such as insistence 
on large amounts of fixed deposits, etc. 

2 1. Miscellaneous Issues 

Receipt of Foreign Contribution 

2.144 In the context of violation by banks of 
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the provisions of the Foreign Contribution 
(Regulation) Act, 1976 as also of the Reserve 
Bank's instructions, commercial banks were 
advised to submit to the Ministry of Home 
Affairs, Government of India, detailed half- 
yearly statements in the prescribed format on 
receipt of foreign contributions by various 
associations/organisations within two months 
of the closure of the half year. 

Concessions to Disturbed States 

2.145 In view of the disturbed conditions, 
trade and industry in the States of Punjab and 
Jammu and Kashmir. have been granted 
concessions from time to time by the Bank 
since 1984 and 1990 respectively. While such 
concessions were not extended beyond 
September 30. 1996 in the case of Punjab and 
Union Territory of Chandigarh, it has been 
extended upto March 3 1,1997 for Jarnmu and 
Kashmir. 

2.146 The Inter Disciplinary Group set up to 
identify the end use of money and trace the 
assets created out of funds involved in the 
problem exposure of bankslfinancial 
institutions which had submitted an interim 
report in June 1994 has since submitted its 
final report. To supplement the findings of the 
Group's report, the Bank has ordered an audit 
in respect of 13 bankslflnancial institutions on 
the basis of certain findings of the Group, which 
have been already taken up. 

Special Investigation Cell 

2.147 Complaints of serious nature received 
by the Bank against the Chairmen and 
Executive Directors of banks were looked into 
for remedial action wherever necessary. Review 
meetings were also held with the public sector 
banks excluding the State Bank of India (slated 
for discussion later) on largest 300 non- 
performing assets in order to  ascertain 
adequacy of steps taken for recovery and staff 

accountability, wherever appropriate. 

Tax Deduction a t  Source 

2.148 Commercial banks were exempted by 
the Government of India the difference payable 
between redemption value and bid price of Zero 
Coupon Bonds, 2000 (issued on February 3 
and July 27, 1995) from deduction of tax at 
source under Section 193(iiia) of the Income 
Tax Act, 1961. 

,gtudy Group on Review of Returns 
*,' 

2.149 In order to reduce unnecessary and 
avoidable workload on banks, a Study Group 
(Chairman : Shri T.N.A. Iyer) was appointed in 
January 1995 to carry out a review of the 
various returns filed by banks. The Group's 
report, titled 'Report on Review, Rationalisation 
and Redesigning of Returns relating to Core 
Commercial ~ A k i n g  Areas' submitted on July 
1, 1995, has recommended, inter alia, i) 
elimination of a large number of returns, ii) 
rationalisation of the remaining returns, iii) 
computerisation of the processing of returns 
and quick dispersal of the processed infor- 
mation, iv) strengthening of the existing inter- 
departmental reporting mechanism, v) 
institution of a consultative machinery for 
regular inter-departmental review of returns, 
vi) centralised receipt of returns for use by 
authorised users/ departments, and vii) 
development of an integrated data  base 
management system both in the Reserve Bank 
and commercial banks in the long-run. A s  a 
follow-up measure, installation work for 
RBINET a t  Offices of the Department of 
Banking Operations and Development (DBOD) 
and Head Offices of commercial banks has 
been undertaken for computerisation of 
returns. The project on transmission of data 
under Section 42(2) of the RBI Act, 1934 from 
commercial banks to DBOD Regional Offices 
and subsequently to DBOD, Central Office are 
expected to be complete shortly. 
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Appointment of Chairmen of Banks 

2.150 Among the public sector banks, the 
post of Chairman and Managing Director 
(CMD) in UCO Bank and the Canara Bank and 
the posts of Executive Directors (EDs) in Dena 
Bank, Oriental Bank of Commerce, Punjab 
National Bank, and Syndicate Bank were lying 
vacant as on December 31, 1996. The Bank 
has since approved the appointment of the 
Managing Director (MD) of State Bank of 
Saurashtra. 

2.151 For the private sector banks, full time 
ChairmedManaging Directors were in position 
in 35 out of 37 banks (including 10 new banks) 
as on June 30, 1996. For the remaining two 
banks, viz., Nainital Bank Ltd. and Sangli Bank 
Ltd., the offices of Chairmen fell vacant on 
September 26, 1996 and ~ e ~ t e m b e r  27,1996 
respectively. The proposals from the banks for 
their next Chairmen and Chief Executive 
Officers are awaited. 

Grant of Loans to Bank Directors 

2.152 On a review of grant of loans and 
advances and award of contracts to directors 
of other banks, banks were advised in March 
1996 that all credit proposals for Rs.25 lakh 
and above should be sanctioned by the bank's 
Board of Directors1 Management Committee of 
Boards as against Rs. 10 lakh stipulated earlier. 
The proposals for less than Rs.25 lakh may be 
sanctioned by the appropriate authority in 
banks and should be reported to the Board 
subsequently. 

Frauds and Robberies 

2.153 During the year 1995-96 (July- June), 
commercial banks reported 2,282 cases of 
frauds involving a s m  of Rs. 172.79 crore apart 
from two cases of frauds a t  overseas branches 
aggregating Rs.6 lakh. The cases were followed 
up with the banks for necessary remedial 
measures and fixing staff accountability. Banks 

were advised in September 1995 to introduce 
a system of close monitoring on cash deposits 
and withdrawals of Rs. 10 lakh and above and 
verify for transactions of dubious nature on a n  
ongoing basis. In April 1996 they were further 
advised to furnish a report on implementation 
thereof to the Reserve Bank. During the year 
ended June 1996, caution advices were issued 
17 times to all commercial banks (excluding 
RRBs) in  respect of firms/companies 
committing serious irregularities in their 
borrowal accounts. 

2.154 In line with the recommendations of 
the Ghosh Committee on f rauds  a n d  
malpractices in banks, commercial banks 
were advised in October 1995 to introduce 
the practice of informing the employer bank 
whenever an employee of another bank opens 
an account with them. In case an employee 
of a bank opens an account with a branch 
other than that of his posting, the account 
opening branch should bring the fact to the 
notice of the latter. Besides, financial 
institutions were advised to implement the 
relevant recommendations of the Ghosh 
Committee. 

2.155 During the year under review (July - 
June), 65  cases of robberies involving an 
amount of Rs.272.42 lakh were reported b y  
public sector banks. 

Use of Hindi 

2.156 The progress in use of Hindi in day- 
to-day functioning of banks i s  being reviewed 
by the Reserve Bank in quarterly meetings of 
the  Official Language Implementat ion 
Committee of the public sector banks. The 
Reserve Bank has  advised the public sector 
banks to incorporate the items on use of 
Hindi in  their corporate plans, so that the 
progress in this regard could be reviewed 
regularly at the highest levels. During the year, 
many banks have organised programmes on 
managerial and administrative skills for their 
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Rajbhasha Officers and installed electronic both Hindi and English in areas, such as, 
machines with Hindi/bilingual facilities. Most advertisements, press communique, public 
of the banks have reported compliance of the notices, issue of tender forms, general orders, 
provisions of the Official Language Act 1963 licences, acceptance of cheques and drafts 
a n d  the Rules framed thereunder,  in and execution of contracts and agreements. 
particular, Section 3(3) of the Act on use of 



Overview 

DEVELOPMENTS IN CO-OPERATIVE BANSING 

. role of co-operative banks in rural 
financing continues to be important. Their role 
in the urban sector too has improved 
considerably in recent years mainly owing to 
the sharp increase in the number of primary 
co-operative banks. In this Chapter, the 
performance of primary, state and central co- 
operative banks are discussed individually 
along with the policy initiatives undertaken in 
the area of rural and co-operative banking. 

3.2 The primordial role of National Bank 
for Agriculture and Rural Development 
(NABARD) was evident from the fact that in 
1995-96, the institution sanctioned loans 
aggregating Rs. 1,984 crore to 19 States for 
completing 2,489 projects under the Rural 
Infrastructure Development Fund (RIDF]. The 
Reserve Bank's General Line of Credit (GLC) 
to NABARD was increased from Rs.4,850 
crore in 1994-95 to Rs.5,250 crore in 1995- 
96 and further to Rs.5,500 crore in 1996-97, 
so as to enhance the refinancing capacity of 
NABARD substantially 

3.3 The Union Budget for 1996-97 has 
proposed quadrupling of the capital base of 
NABARD from the present level of Rs.500 crore . 
to Rs.2,000 crore in the next five years. During 
1996-97, the share capital of NABARD is to be 
raised to Rs. 1,000 crore. 

6. The analysis in this chapter for PCBs covers the 
period upto the year 1995-96 and for other co- 
operative institutions (SCBs, CCBs, SLDBs. 
PACSs, and PLDBs) upto the year 1994-95. 

2. Progress of Credit Co-operatives 

3.4 The number of Primary Co-operative 
Banks6 (PCBs) stood at 1,525. including 91 
salary earners' banks and 66 Mahila banks 
as at the end of June 1996. Of the 1,525 PCBs. 
2 salary earners* banks and 54  other primary 
(urban) co-operative banks were under 
liquidation as on June 30. 1996. 

3.5 During 1995-96 (April-March). the 
deposits of PCBs recorded a higher growth rate 
of 20.2 per cent as against 19.9 per cent 
recorded during 1994-95, However, the growth 
of credit at 2 1.0 per cent in 1995-96 was 

CHART III.l: 
Prlmary Cosperative Banks - Rate of Growth of 
Deposits and Credit : 1994-95 to 1995-96 
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Tablc 111, 1 : Primary Co-operative Banks 
(Amount In Rs.crore) 

Variations during 

Items As on March 31. End-  J u n e  Financial year April - J u n e  

1994 1995 1996 1995 1996 1994-95 1995-96 1994-95 1995-96 

1. Number 1,400 1,431 1,501 1,449 1,525 3 1 70 18 24 

2. Owned Fllnds 2,723 3.312 3,848 3.371 4,151 589 536 59 303 
(21.6) (16.2) (1.8) (7.9) 

3. Deposits 16,769 20.101 24.1\65 20.577 25.584 3.332 4,064 476 1,419 
(19.9) (20.2) 12-41 (5.9) 

4. Borrowings 496 5 77 758 6 10 585 81 181 33 -173 
(16.3) (31.4) (5.7) (-22.8) 

Note : Figures in brackets a re  percentage variations. 

marginally lower than 21.5 per cent in 1994- 
95. During the first quarter of 1996-97 (April- 
June), both deposits and credit growths were 
higher than in the corresponding period last 
year (Table 111.1 and Chart 111.1). 

Licensing and Inspection 

3.6 The branch expansion policy of PCBs 
has been further liberalised effective January 
8, 1996. Well-managed and financially sound 
banks satisfying prudential norms are  
permitted to open branches at the centres of 
their choice. They are however, required to 
formally obtain licence from the Reserve 
Bank of India. PCBs were allowed to extend 
their area of operation to the entire district 
in which they are registered inclusive of rural 
areas without prior approval from tfie 
Reserve Bank. PCBs with deposits above 
Rs.50 crore were granted freedom to extend 
their area of operation beyond the respective 
States of their registration, provided they are 
financially sound and have met the priority 

sector targets,  alongwith prudent ial  
accounting norms. 

3.7 The Reserve Bank carr ied out 
statutory inspections of 533 PCBs during the 
year (July 1995 to June 1996) under Section 
35 of the Banking Regulation Act, 1949 (as 
applicable to Co-operative Societies). 

Multi-State Apex Co-operative Bank of 
Urban Banks ofMaharashtra and Goa 

3.8 Consequent to granting of licence 
under Section 22 of the Banking Regulation 
Act, 1949 (as applicable to Co-operative 
Societies), the Apex Co-operative Bank of 
Urban Banks of Maharashtra and Goa Ltd. 
was established and commenced its business 
with effect from April 10, 1996. 

Refinance Facilities 

3.9 During the fiscal year 1995-96, the 
Reserve Bank granted refinance l imits 
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aggregating Rs.4.57 crore to eight PCBs cases, existirlg policies were modified. Tliese 
against their advances to tiny and cottage include : 
industrial units. The outstanding borrowfngs 
of State Co-operative Banks against the limits (i) There was further freeing of PCBs' 
sanctioned stood at Rs.2.52 crore as at the domestic term deposit rates subject 
end of June 1996. to a maximum rate of 10.0 per cent' 

for maturity of 30 days and upto one 
Priority Sector Lending year effective October 21, 1996. 

3.10 Of the 831  reporting PCBs, as at the 
end of March 1996, 694 PCBs achieved the 
stipulated target of 60 per cent of their total 
advances to priority sector including that of 
25 per cent target for weaker sections. 

Weak and Non-viable PCBs 

3.1 1 The number of weak PCBs declined 
from 233 at end-March 1994 to 2 16 at end- 

However, PCBs were allowed to 
continue to offer, at their discretion, 
higher rate of interest, not exceeding 
one-half of one percentage point per 
annum on term deposits (of 30 days 
and upto one year) and  one 
percentage point per annum on 
savings deposits, than those 
prescribed for scheduled commercial 
banks (Table 111. 2). 

March 1995. During the year 1994-95, 14 
(ii) PCBs' interest rates on NRE deposits 

PCBs were included in the weak category, of over 2 years were deregulated 
whereas eight PCBs were amalgamated and effective April 4, 1996. 
five were liquidated. firther, 18 PCBs were 
deleted from the list of weak PCBs, (iii) PCBs' interest rates on advances 
consequent upon their showing improved were also freed subject to a minimum 
financial position. Of the total 216 PCBs, there lending rate of 13 per cent per annum 
were 17 PCBs under direction issued under effective July 2 1, 1995. Furthermore, 
Section 35A of the Banking Regulation Act, interest rates on loans/advances over 
1949 (as applicable to Co-operative Societies) Rs.2 lakh against term deposits were 
as at the end of March 1996. freed. However, for loans upto Rs.2 

Table 111. 2 : Domestic Term Deposit Rates of 
Primary Co-operative Banks 

(per cent per annum) 
- - 

October 1, 1995 July 2, 1996 October 21,  1996 

Duration Rates Duration Rates Duration Rates 

46 days and Not exceeding 3 0  days and Not exceeding 3 0  days and Not exceeding 
upto 2 years 12.0 upto 1 year 11.0 upto 1 year 10.0 

Over 2 years Free Over 1 year Free Over 1 year Free 

Major Pol icy Measures 

a) Banking Operations 

lakh, the stipulation of 2 per cent 
above deposit  r a t e s  has  been 
retained. 

3.12 Some of the Reserve Bank's credit 
policy measures applicable to commercial (iv) The Post-Shipment Credit deno- 

banks were extended to PCBs. In some other minated in Foreign Currency (PSCFC) 
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was terminated in February 1996. 

(v) Effective from October 21, 1996, 
PCBs were advised to charge interest 
rate of 15 per cent for Post-Shipment 
Export Rupee Credit for the period 
90 days and upto 6 months. However, 
higher rate of interest will apply for 
the period beyond 90 days and not 
from the date of advance. 

(vi) PCBs were advised in October 1995 
to charge interest rate surcharge of 15 
per cent on the outstanding bank 
credit for imports. This was 
subsequently raised to 25 per cent in 
February 1996. The interest rate 
surcharge on import finance was 
withdrawn with effect from July 23, 
1996. 

(vii) In the context of the favourable 
supply situation, all commodities 
except buffer stock and unreleased 
stocks of sugar to sugar mills were 
exempted from all the stipulations 
of selective credit control with effect 
from October 21, 1996. Further, the 
minimum margin on unreleased 
stock of sugar was lowered by 5 
percentage points from the 20 per 
cent earlier to 15 per cent and in case 
of buffer stock of sugar, the existing 
prescription of zero per cent would 
continue. 

(viii) Under the Loan System for Delivery 
of Bank Credit, PCBs were advised 
on November 29, 1996 that in the 
case of borrowers with assessed 
Maximum Permissible Bank 
Finance (MPBF) of Rs.20 crore and 
above, the 'Cash Credit' component 
would be 25 per cent of the MPBF 
and the balance 75 per cent would 
be in  the form of a 'Loan' 
component. Further, with a view to 
extending the  Loan System in 
respect of borrowers with assessed 

MPBF of Rs. 10 crore and above but 
less than Rs.20 crore, 40 per cent 
of MPBF would be in the form of 
'Cash Credit' component and the 
balance 60  per cent by way of a 
'Loan' component. 

(ix) The housing loan limits extended to 
individuals by PCBs have been 
modified. PCBs with deposits below 
Rs.50 crore can now grant loans upto 
Rs.5 lakh and those with deposits of 
Rs.50 crore and above can sanction 
such loans upto Rs. 10 lakh. 

(x) The maximum limit on advances of 
PCBs based on Time and Demand 
Liabilities (TDL) was withdrawn. 
Instead, prudential exposure limits 
based on capital funds  were 
introduced since January  1996. 
PCBs were advised that the exposure 
ceiling on fund-based and non-fund 
based limits should be fixed in 
relation to their capital funds and i t  
should not exceed 25  per cent of 
capital funds in case of individual 
borrowers and 5 0  per cent in the 
case of group of borrowers. 

(xi) PCBs were advised not to extend 
finance to  non-banking financial 
companies (NBFCs) other than hire- 
purchasebeasing companies. 

(xii) The ceiling on PCBs' advances to a 
single party against the security of 
shares1 debentures of joint stock 
companies has been revised upward 
to  Rs.  1 0  lakh  with effect f rom 
November 1, 1996.  PCBs were 
advised to  ensure  tha t  the  total 
advances against the  shares  and 
debentures of any one company and 
all companies together should not 
exceed 4 per cent and 20 per cent 
respectively of the banks' own share 
capital and reserves. 
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(xiii) PCBs were advised to desist from 
launching price-oriented deposit 
schemes and paying brokerage in the 
form of commissior4/gift/ incentive on 
deposits in any manner. 

(xiv) With a view to provide alternative 
avenues for investments, PCBs, 
effective from November 27, 1996 
were permitted to invest 5 per cent of 
their incremental deposits in the units 
of Unit Trust of India subject to overall 
ceiling of 10 per cent of deposits 
prescribed for investment in bonds of 
PSUs and equity of All India Financial 
Institutions. 

(XV) Effective December 13, 1996, PCBs 
were permitted to extend credit for 
primary agricultural operations in 
addit ion to activities allied to 

' agriculture. 

(xvi) The ceiling on advances by PCBs to 
Nominal members has been enhanced 
to Rs.50,000 for banks with deposits 
upto Rs.50 crore and Rs. 1,00,000 for 
banks with deposits above Rs.50 
crore with effect from October 16, 
1996. 

(xvii)The maximum limit on unsecured 
advances to a single party/connected 
group or to relatives of directors has 
been revised upward to Rs.25,000 for 
PCBs with TDL less than Rs. 10 crore 
and Rs.50,000 for banks with TDL 
more than Rs.10 crore with effect 
from November 11, 1996. Further, the 
ceiling for temporary unsecured 
advances without sureties for a 
period upto 30 days was raised from 
Rs. 1,000 to Rs.5,000. 

b] N e t  Working Capital 

3.13 Primary co-operative banks were 

advised that  receivables arising out of 
domestlc/inland sales b y  drawing bills of 
exchange under usance letter of credit should 
be excluded from Current Assets for working 
out the net working capital under the second 
method of lending prescribed by the Tandon 
Committee. 

c) Income Recognition 
and Provisioning 

3.14 PCBs were advised that advances 
secured against term deposits, National 
Savings Certificates, Indira Vikas Patras and 
Kisan Vikas Patras were exempt from 
provisioning requirements towards Non- 
Performing Assets (NPAs). Further, PCBs were 
permitted to take into account the amount of 
interest on the above types of advances on 
accrual basis, provided adequate margin was 
available in the account. For valuation of 
Central Government and other approved 
securities, PCBs were advised that. they may 
value them at cost and in case the cost price 
was higher than the face value, the premium 
should be mortised over the remaining period 
of maturity of the security. On the other hand, 
where the cost price was less than the face 
value, the difference should be ignored and 
should not be amortised or taken to income . 

account since the amount represents 
unrealised gains. The same method of valuation 
could be applied to State Government securities 
and Government guaranteed securities. As 
regards valuation of PSU bonds, PCBs were 
advised that valuation would be done at cost 
or market value, whichever is lower. 

dJ Customer Service 

3.15 PCBs were advised to provide : (i) 
immediate credit  upto Rs.5,000 for all 
outstation cheques: (ii) credit for cheques with 
MICR facility within 8 days in State Capital 
and within 10 days in centres with more than 
100 bank branches, and (iii) credit for local 
cheques on the third working day. 
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3.16 The deposit growth of State Co- 
operative Banks (SCBs) decelerated sharply 
to 9.1 per cent durlng 199495 as compared 
with an &crease of 29.9 per cent recorded 
in 1993-94 (Chart 111.2 ). Loans outstanding 
at Rs.10.492 crore showed an increase of 
7.1 per cent which was substantially lower 

CHART 111.2: 
State Cospontlvo Banks - Rate of Growth of 
Doposlta and Credit : 1993-94 to 1994-95 

188394 1894-85 
Year 

b m  credit 

than the rise of 17.0 per cent in 1993-94. 
However, there was a significant 
improvement in the overdue position; 
overdues a s  a percentage to demand 
declined by 3 percentage points to 14.0 
during 1994-95 (Appendix Table 111.1 ). 

C. Central Co-operative Banks 

3.17 The deposits of Central Co-operative 
Banks (CCBs) grew by 14.6 per cent in 1994- 
95 which also was lower than the rise of 19.9 
per cent recorded in 1993-94 (Chart 111.3). 
Loans outstanding at end-March 1995 placed 

CHART 111.3: 
Central Cosperatlve Banks - Rate of Growth of 
Deposits and Crdi t  : 1 993-94 to 1994-95 

at Rs. 18,240 crore were higher by 2.7 per cent 
than Rs.17.757 crore (18.9 per cent) a year 
ago. Here again, improvement in the overdue 
position was discernible ; the loans overdue 
as a percentage to demand declined from 33 
per cent to 3 1 per cent during the same period 
(Appendix Table 111.1 ) . 

Prudential N o m  for SCBs and CCBs 

3.18 The Reserve Bank, in consultation 
with NABARD, directed all SCBs and CCBs 
to adopt prudential accounting norms for 
income recognition, asset classification and 
provisioning for bad and doubtful debts from 
the accounting year, 1996-97. The provisioning 
requirement has  been phased in such a 
manner that during the first year of 
implementation i.e., 1996-97, full provision- 
ing (100 per cent) should be made for loss 
assets, and not less than 30 per cent for sub- 
standard and doubtful assets. The balance 
70 per cent provisioning for sub-standard 



CHART 111.4: 
Primary Agriculture1 CredM Sockth. - Rrt. of 
~ r o w t h  of Deposits and Credit : 1- to iooc~b 3.20 The deposits of State/Central Land 

Dcvdopm~t Banks (SLDBs) recorded a hl@ 
growth of 40 per cent during 1994-95 as 
compared wlth an increase of 23.1 per cent In 
the previoua year. Loans oubtanding at 
Rs.5.646 crore were higher by 4.5 per cent as 
compared with the rlse of 14.5 per cent in 199% 
94. The proportion of overdues to demand 
witnessed an increase with the ratio rising by 
one perm* point to 53.0 per cent during this 
period (Appendix Table 111.1 ) . 

F. P r i m t q  Land Developmcptd3anks 

1993-94 Year 1994-85 

Deposits mcm 

and doubtful assets for the accounting year 
1996-97 together with fresh provisioning for 

3.2 1 With the addition of 4 PLDBs during 
1994-95, the total number of PLDBs at the 
end of March 1995 stood at 731. The 
membership of PLDBs increased by 1.39 
lakhs to 73.6 lakhs during the year 1994-95. 
Loans outstanding at Rs. 1,699 crore recorded 
a rise of 1 1.3 per cent in 1994-95 as compared 
wlth 4.4 per cent increase in the preceding 
year. There was a deterioration in the overdue 

1997-98 will have to be made fully during position; overdues as a ratio to demand rose 
1997-98. significan* by 12 percentage points to 57.0 

per cent in 1994-95 from 45.0 per cent during 
D. Primary Agricultural Credit Societies 1993-94 (Appendix Table 111.1 ) . 

3.19 The number of Primary Agricultural 3. NABARD and the Co-operative 
Credit Societies (PACSs) including large-sized Sector 
Adivasi Multi Purpose Societies and Farmers' 
Services Societies declined marginally to 
88,047 in 1994-95 from 89,067 in 1993-94. 
The deposits of PACSs increased by 6.5 per cent 
reacbing Rs.2.520 crore byend~March 1995, but 
was much lower than the rise of 27.1 per 
cent in the previous year (Chart 111.4). Loans 
outstanding a t  Rs.11,404 crore also 
decelerated to 11.9 per cent in 1994-95 from 
25. 6 per cent increase in the preceding year. 
On the other hand, overdues as  ratio to 
demand improved by 5 percentage points 
from 41.0 per cent in 1993-94 to 36.0 per 
cent in 1994-95 (Appendix Table 111.1 1. 

Resources of NAaARD 

3.22 The net resource mobilisation of 
NABARD suffered a setback during 1995-96; 
it declined sharply by Rs.680 crore (or 29.6 
per cent) to Rs. 1.61 7 crore during 1995-96 
from Rs.2.297 crore in 1994-95. The decline 
mainly reflected lower accretions to General 
Line of Credit (GLC) frorn the Reserve Bank 
of India and market borrowings through issue 
of bonds and debentures. The net accretion 
to the resources frorn GLC was Rs.444 crore 
in 1995-96 as  against Rs.918 crore in the 
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preceding year. The market borrowings 
through issue of bonds and debentures at 
Rs.45 crore in 1995-96 was only one-half of 
Rs.90 crore mobilised in 1994-95. On the 
other hand, reserves and surplus increased 
from Rs.465 crore in 1994-95 to Rs.506 crore 
in 1995-96. The Government of India and the 
Reserve Bank contributed Rs.85 crore each 
to the share capital of NABARD taking the total 
to Rs.500 crore in 1995-96'from Rs.330 crore 
in 1994-95. The borrowing from the Central 
Government amounted to Rs.65 crore during 
1995-96 in contrast to a net repayment of 
Rs.62 crore from NABARD to the Government 
in 1994-95. The deposits under the Rural 
Infrastructure Development h n d  (RIDF) 
placed by commercial banks with NABARD 
amounted to Rs.350 crore (Table 111.3). 

Table 111.3 : Net Accretion in 
Resources Position of NABARD 

Sr. '&pe of Resource 1994-95 1995-96 
No. 

(April-March) 
- - 

1 2  3 4 

'1. Capital 210 170 

2. Reserves and Surplus 465 506 

3. NRC (LTOI Fund 25 1 25 1 

4. NRC (Stabilisation) Fund 2 2 

5. Deposits -16 -24 

6. Bonds and Debentures 90  45 

7. Borrowings from Central Govt. -62 6 5  

8. ~orrowings'  from RBI 
a. General Line of Credit 918 444 
b. ARDR Scheme 1990 6 9  -114 
c. Foreign Currency Loans - 7 0 
d.  Other borrowings Scheme 86 -86 
e. RIDF Deposits - ' 3 5 0  
f. Govt. Security Refinance 1 1 7  -117 

9. Obher Liabilities 167 5 5 

TOTAL 2,297 1,617 

Source : NABARD. 

3.23 During 1995-96, NABARD transferred 
Rs.251 crore and Rs.2 crore respectively to 
National Rural Credit (Long-Term 
Operations) Fund and National Rural Credit 
(Stabilisation) Fund, the same a s  in the 
preceding year. 

3.24 The Union Budget 1996-97 envisaged 
quadrupling the share capital of NABARD from 
the present Rs.500 crore to Rs.2,000 crore in 
the next five year period. During the year 1996- 
97 itself, the share capital is to be increased 
from Rs.500 crore to Rs.'1,000 crore for which 
the Budget has provided Rs. 100 crore as Union 
Government's share while the Reserve Bank 
will contribute the balance amount i-e., Rs.400 
crore. 

Refinance from NABARD 

3.25 The aggregate credi t  l imits  
sanctioned by NABARD to SCBs and State 
Governments increased by 13.6 per cent 
during 1995-96; the utilisation of credit 
limits, however, declined sharply by 9.8 per 
cent during the same period. In the case of 
medium term refinance, there was a sharp 
decline during 1995-96 in sanctions (-59.6 
per cent) as well as  in utilisation (-40.5 per 
cent). In contrast, there was a significant 
improvement in the case of long term loans 
to State Governments, both in terms of the 
sanctions and utilisation of refinance (Table 
111.4). During the current financial year, i.e. 
1996-97, the Reserve Bank has increased 
the General Line of credit (GLC) substan- 
tially to Rs. 5,500 crore. This aiongwith the 
increase in paid-up capital of NABARD to 
Rs. 1,000 crore (in 1996-97) is expected to 
substant ial ly  enhance the refinancing 
capacity of NABARD to the co-operative 
institutions. 

3.26 The NABARD revised the rates of 
interest on its refinance facilities with effect 
from August 1, 1995 (Table 111.5). 
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Table 111. 4 : NABARD'a Credit to State Co-operative Banks 
and State Governments 

(An~ount In 11s.crore) 

1994-95 (April-March) 1995-96 (April-March) 
Category 

Limits Drawals Repay- Outsta- Limits Drawals Repay- Outsta- 
ments nding ments nding 

1 2 3 4 5 6 7 8 9 

1. State Co-operative 
Banks 

Total 

2. State Governments 

a. Long-term 73.0 74.9 29.6 281.8 100.1 107.8 26.4 363.2 
(83 .4 )  (145.6) (37 .1 )  (43 .9)  

Grand Total (lt2) 5,287.8' 7,041.5 6,438.9 3,517.1 6,006.8 6,349.7 5,932.0 3.934.7 

Note : 1. Limits and Outstandings are as on June 30, of respective years. 
2. Figures in brackets are percentage variations over the preceding year. 

Source : NABARD. 

D e v e l o p m e n t  Act ion Plans (DAPs) a n d  
M e m o r a n d a  of Unders tanding  (MoUs) 

3.27 The basic objective of the Development 
Action Plans (DAPs) was to analyse, in detail, 
the strengths and weaknesses of co-operative 
banks so as to increase their viability. For 
revamping the co-operative credit structure, 
the co-operative b a n k s  and  S ta te  
Governments were required to  enter into 
MoUs with NABARD. As a t  the end of May 
1996, MoUs in respect of all the 28 SCBs and 
all the 2 0  SCARDBs were signed. MoUs were 
also signed in respect of 358 CCBs out of 364 
and 96 per cent of the total of 734 PCARDBs. 

3.28 During 1995-96,  NABARD issued 
guidelines on monitoring and reviewing of 
DAPs. Internal  rnoni toring arrangements 

through the establishment of Institutional 
Development Cells (IDCs) within the co- 
operative banks and in NABARD were set 
u p  in nearly 80 p e r  cent of the banks .  
External  moni to r ing  t h rough  the  
const i tu t ion of Monitoring and  Review 
Committees (MRCs) at the State and District 
levels have also been constituted in about 
80 per cent of the banks. 

3.29 Dur ing  1994-95,  the  recovery 
performance in 1 4  out  of 28 Sta te  Co- 
operative Banks (SCBs) and 14  out  of 19 
Sta te lcentra l  Land Development Banks  
(SLDBs) showed significant improvement. 
Similarly, the District Central Co-operative 
Banks (DCCBs) also showed improvements 
in the recovery performance in 10 out of 16 
States. 
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Table 111. 6 : NABARD's Structure of Interest Rates 
for Term Loans* 

(Per cent per annum) 

Rate of Rate of interest on refinance 
Size of limits interest 

SCBs CBs RRBs SCARDBs 

1 2 3 4 5 6 

2. Over Rs.25.000 & 13.5 9.5 10.5 9.5 
upto Rs.2 lakh (13.5) (9.5) (10.5) (9.0) 

3. Over Rs.2 lakh Free 
(Ereel 

* * 
@ 
@@ 
@@@ 
CBs 
SCARDBs 
Note 

Source 

Three years and above. 
3.0 per cent below the rate charged to ultimate beneficiaries. 
4.5 per cent below the rate charged to ultimate beneficiaries. 
4.0 per cent below the rate charged to ultimate beneficiaries. 
For Thrust area schemes at 9.5 per cent and for Non-Thrust area schemes at 10.5 per cent. 

: Commercial Banks. 
: State Co-operative Agricultural and Rural Development Banks. 
: Figures in brackets indicate interest rates which were in effect from October 18. 1994 to July 31, 

1995. 
: NABARD. 

R~ira1Ir~fkstructu1-e Deucloprnent Fund 
(RIVF) 

3.30 As envisaged in the Union Budget 
1 995-96, NABARD created Rural 
Infrastructure Development Fund (RIDF) with 
an initial corpus of Rs.2,000 crore for 
facilitating quicker completion of ongoing 
rural infrastructure projects. The Fund was 
created by contributions from scheduled 
commercial banks which could not fulfill their 
agricultural lending targets. During 1995-96, 
NABARD sanctioned loans aggregating 
Rs.1,984 crore to 19 States for completing 
2,489 projects, mostly for irrigation, 
watershed management, rural bridges and 
flood protection schemes. The Union Budget, 
1996-97 has indicated that RIDF will be 
augmented considerably in 1996-97 for which 
an additional Rs.2,500 crore will be made 

available. Nearly Rs.4,000 crore worth of 
irrigation projects are expected to be benefitted 
by this measure. 

3.3 1 . The disbursements under RIDF during 
1995-96 aggregated Rs.387 crore with four 
States viz., Maharashtra (Rs.82 crore), Orissa 
(Rs.5 1 crore), Rajasthan (Rs.43 crore), and 
Andhra Pradesh (Rs.39 crore), accounting for 
nearly 56 per cent of the total. The poor pace 
of disbursements of sanctioned assistance was 
due to the fact that the sanctions of the 
projects were communicated to most of the 
State Governments after finalisation of their 
budgets for 1995-96 a s  a result of which 
adequate budgetary provisions for these 
projects could not be made. Besides, 
acquisition of land for drainage was stated to 
be a major constraint impeding smoother 
implementation of certain irrigation projects. 
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Agricultural Ileueloprnent Firlance 
I 
Institutions 

3.32 For promoting investment in 
commercial or high-technolo@ agriculture and 
allied activities, the Union Budget 1996-97 has 
proposed setting up of State-level Agricultural 
Development Finance Institutions (ADFIs) with 
NABARD as the chief promoter. While 55 per 
cent of the equity of the ADFIs is slated to be 
offered to corporate houses and 100 per cent 
export-oriented units (EOUs) involved in hi-tech 
agricultural processing and allied activities, 
NABARD would retain 26  per cent of the equity. 
The remaining 19 per cent is to be offloaded to 
the respective State Governments and other 
financial institutions. 

Major Policy Initiatives by NABARD 

3.33 Consequent to the deregulation of 
interest rates by the Reserve Bank for the co- 
operative banking system, NABARD has also 
freed the lending rates of DCCBs and PACSs 
effective November 2, 1994. Accordingly, PACSs 
in eight States have raised their minimum 
lending rates, which ranged between 12.5 per 
cent to 14.5 per cent per annum. The DCCBs 
have also raised their lending rates varying 
between 10 per cent to 14 per cent per annum. 

3.34 NABARD has liberalised its norms for 
sanctioning credit limits to apex/regional 
weavers' societies to the extent of 50 per cent 
of their anticipated sales for all varieties of cloth 
as  against the earlier norms of 40 per cent. 
Similarly, it has been decided to assess working 
capital requirement of primary weavers' co- 
operative societies a t  50 per cent of 
anticipated gross value of production a s  
against 40 per cent reckoned earlier. 

3.35 NABARD formulated, in consultation 
with the Reserve Bank, a scheme for providing 
refinance to commercial banks wherever 
DCCBs are weak with a view to financing the 
working capital requirements of Primary 

Handloom \Veavcrs' Co-opcrativc Sodcties. 

3.36 The activities covered tinder Auto~natic 
Refinance Facility (ARF) of co-operative banks 
would no longer qualify in the calendar year 
1996 for refinance assistance under Section 24 
of the NABARD Act, 1981. Consequently, the 
stipulation that banks must lend a minimum 
of 40 per cent of the medium-term (non- 
schematic) advances for easily identifiable 
purposes has been withdrawn. 

3.37 NABARD has announced its decision 
to support hi-tecWexport-oriented projects 
which are in the nature of construction of 
post-harvest facilities such a s  private cold 
storage near airports,  subject  to  their 
economic viability and technical feasibility. 

3.38 For meeting the credit needs of tribals, 
NABARD has earmarked a sum of Rs.400 crore 
for 1994-95 providing refinance through a 
separate line of short-term (Seasonal 
Agricultural Operations) credit to SCBs and 
RRBs. 

3.39 A new scheme for extending financial 
assistance for setting up 'Women Development 
Cells' by co-operative banks and RRBs has 
been introduced. Under the scheme, NABARD 
would meet 50 per cent of the salary of key 
personnel appointed to such cells for a period 
of three years beginning from 1995-96 subject 
to a maximum of Rs.75,000 per Cell per 
annum. 

3.40 In order  to s tep  u p  the flow of 
institutional credit to the North Eastern 
Region, NABARD has liberalised refinance 
norms  by way of higher percentage of 
refinance to commercial banks in the region 
and relaxation of minimum recovery norms. 
NABARD has also formulated banking plans 
for facilitating flow of investment credit for 
all States in the region a s  also encouraging 
development of supplementary credit delivery 
system through the Non-Government 
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Organisations (NGOs). 

3.41 NABARD has accelerated the pace of 
implementation of the District Rural Industries 
Project (DRIP) in all the five pilot districts with 
the support  of bankers,  concerned 
departments of the State Governments and 
development agencies. The ground level 
disbursements for DRIP rose to Rs.73 crore 
during 1995-96 from Rs.47 crore in the 
preceding year; NABARD disbursed refinance 
of Rs.22.3 crore in 1995-96 which was higher 
than that of Rs.17.8 crore in 1994-95. 

3-42 NABARD has constituted a 'NB-SDC 
Promotional Fund' as per the MoU signed with 

Swiss Development Corporation. The Fund 
has been bifurcated into 'Credit and Financial 
Services Fund' (CFSF) and 'Rural Promotion 
Corpus Fund' (RPCF). The former is to 
support  banking and  financial service 
institutions and activities for undertaking 
innovations and other financial service 
programmes so as to improve the efficiency 
of the credit delivery and services of rural 
enterprises, particularly the artisans and 
other micro enterprises. The objective of the 
latter is to support linkage activities such as 
input supply, marketing support, technology 
and skill upgradation so as to improve the 
overall capabilities of entrepreneurs at macro 
level. 



CHAPTER IV 

FINANCIAL INSTITUTIONS 

Overview 

Financial sector reforms have been 
fostering a greater degree of financial deepening 
and integration among financial intermediaries 
and, in the process, blurring the functional 
distinction among them. This chapter reviews 
the major developments in the operations of a 
range of financial institutions including 
development banks, investment institutions, 
mutual funds, State-level financial institutions 
a s  also non-banking financial companies 
(NBFCs 1. 

4.2 During 1995-96 (April-March), financial 
assistance as per sanctions and disbursements 
extended by all financial institutions slowed 
down considerably. However, the share of 
financial institutions in aggregate financial 
assets improved marginally to 35.3 per cent in 
1995-96 from 35.2 per cent a year ago. Between 
February and December 1996, four major all- 
India financial institutions viz., Industrial 
Development Bank of India (IDBI), Industrial 
Credit and Investment Corporation of India 
(ICICI), Industrial Finance Corporation of-India 
(IFCI) and SCICI used the debt market for 
mobilising funds. The performance of the 
mutual fund industry was severely affected by 
the prolonged subdued conditlons in the capital 
market and relatively stringent money market 
conditions. In order to promote the mutual 
fund industry and as  part of furtherance of 
financial sector reforms, the Reserve Bank 
effected substantial relaxations in the norms 
prescribed for setting up of Money Market 
Mutual Funds (MMMFs) in November 1995. 
The Reserve Bank has also announced zi 

package of measures by way of relaxing its 

control over those NBFCs including Nidhi 
companies which comply with the prescribed 
registration and prudential norms. These 
measures are expected to promote efficiency 
in financial intermediation. 

2. Assets of Financial Institutions 

4.3 The aggregate financial assets of banks 
and financial institutions (FIs) showed a low 
growth of 11.1 per cent during 1995-96 as 
compared with a rise of 19.9 per cent in the 
preceding year (Appendix Table IV. 1 ). Banks' 
financial assets decelerated to 1 1.0 per cent in 
1995-96 from 22.0 per cent in 1994-95, while 
that of the FIs decelerated to 1 1.3 per cent in 
1995-96 from 16.0 per cent in the previous year. 
Consequently, the share of FIs in aggregate 
financial assets marginally improved to 35.3 per 
cent in 1995-96 (Chart IV. 1). 

4.4 Among the FIs, the financial assets of 
all-India term-lending institutions increased by 
15.9 per cent in 1995-96 as compared with an 
increase of 13.3 per cent in 1994-95. Within 
the all-India term lending institutions, there 
was slackening in the growth of financial assets 
of three institutions viz., National Bank for 
Agriculture and Rural Development (NABARD), 
ICICI and Export - Import Bank of India [Exim 
Bank) while other  institutions recorded 
expansion in their assets (Appendix Table N.2). 
In the case of ICICI, the financial assets grew 
by 20.4 per cent in 1995-96 but was lower than 
the corresponding figure of 26.7 per cent in 
1994-95. In respect of IDBI, the financial assets 
grew by 15.9 per cent in 1995-96 as compared 
with the rise of 10.1 per cent in the preceding 
year. The increase in financial assets of IFCI 
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during 1995-96 at 25.5 per cent far exceeded 
the previous year growth of 6.9 per cent. The 
financial assets of Industrial Reconstruction 
Bank of India (IRBI) and National Housing 
Bank (NHB), increased by 18.7 per cent and 
3.1 per cent, respectively, in 1995-96 as 
compared with the increases of 12.6 per cent 
and 2.6 per cent in the preceding year. 

4.5 Among the investment institutions, Life 
Insurance Corporation of India (LICI recorded 
a marginally lower growth of 2 1.3 per cent in 
its financial assets during 1995-96. The 
financial assets of Unit Trust of India (UTI). 
on the other hand, suffered a major setback, 
indicating a decline of 2.0 per cent in 1 995-96 
as against a rise of 13.8 per cent in 1994-95. 

3. Reserve Bank Assistance to 
Financial Institutions 

4.6 Drnlng 1 995-96 (July- June), the Reserve 
Bank's long-term and medium/short-term 

w of ~ d d n g  111 India, 1995-96 

ars per sanctions to eligible financial 
itwitutione t n c r d  s4@ficafltly by 14.0 per 
cent to Re.34 1.4 more as compared with the rise 
of 6.9 per cent in the preceding yew [Appendix 
Table IV.3). During this period, only Small 
Industries Ikvelopment Bank of India (SIDBI) 
and State Flnanclal Corporations (SFCs) were 
provided fresh assistance by the Reserve Bank,. 
as was the case in the preceding year. The SIDBI 
was extemded long-term pistance of Rs.224.0 
crate at an interest rate of S.5 per cent per annum 
for a period of 15 years out of the repayments by 
IDBI to the NIC (LTO) fbnd while SM3s were 
sanctioned medium/ short-term assistance of 
Rs. 1 17.4 more. 

4.7 There was no change in the outstanding 
longterm borrowingg of Exim Bank and IRBI 
under NIC (LTO) m d  facility which stood at 
Rs.877.0 crore and Rs.170.0 crore, 
respectively, as at end-June 1996. The 
outstanding long-term borrowings of NHB from 
the NHC (LTO) W also remained unchanged 
at Rs. 175.0 crore. However, the outstanding 
long-term borrowings of IDBI declined to 
Rs.2,789.4 cr$e at end-June 1996 from 
Rs.3,033.2 crorc a year ago, while that of SIDBI 
increased to W. 1,604.8 crore from Rs. 1,380.8 
wore during #e same period. The outstanding 
borrowings ofIDB1 under the special medium- 
tenn refin- facility also declined to Rs.200.0 
crore at end-June 1996 from h.280.0 crore 
at end- Juac 1995. The Reserve Bank, under 
Section 17(4A)/(4BB) of the RBI Act, 1934, 
sanctioned borrowing limits of Rs. 1 17.4 crore 
to 15 SFCs during the year at the Bank Rate 
against bonds guaranteed by respective State 
Govements/Union Territories valid upto June 
25,1996. The outstanding borrowings by SFCs 
amounted to Rs.6.7 crore as at end- June 1996. 

4. 'krm Lending and Investment 
Institvtfons 

Financial Assistance 

4.8 During the fiscal year 1995-96, the 



CHART IV.2: 
Frnencial Assistance of All Flmnclal 
Institutions : 1993-94 to 1995-95 
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d o w t h  in financial assistance both as per 
sanctions and disbursements (net of inter- 
institutional flows) extended by all financial 
institutions slowed down to 15.2 per cent and 
1 5.1 per cent respectively, as against 37.6 per 
cent (sanctions) and 24.3 per cent 
(disbursements) in the preceding year. While 
the sanctions aggregated R9.67,273.0 crore, 
disbursements amounted to Rs.38.125.7 crore 
(Chart IV.2). The quantum of assistance 
sanctioned by the all-India development banks, 
vfz., IDBI, IFCI, ICICI, SIDBI, IRBI and SCICI 
at Rs.56,985.6 crore was substantially higher 
by 18.6 per cent. Their disbursements at 
Rs.30,109.2 crore too were higher by 17.8 per 
cent over the preceding year (Appendix Table 
N.4). On the other hand, there was a sharp 
decline of 27.4 per cent in sanctions extended 
by investment institutions, viz., UTI, LIC and 
General Insurance Corporation of India (GIC), 
from Rs.8,756.3 crore in 1994-95 to 

Re.6,3bb.S more in 1986-96; their 
dtmburmmentr, at b.6,  L 1 1.7 crore were 
marginally higher by 0.7 per cent than 
Ra6.069.1 aoarc tn 1994-96. The spdalmd 
f hnch l  hutitum vlr.,  Rlbk Capital and 
~ o f o g g  PYnance Corporation (RCTCI, 
lkchn010@ Devtiopnmnt and fnformation 
c-pmyd-(TMCI)and-- 
C o w 0 3 1  af lnnlA (TFCI), wcrcaaed their 
mwtbn to Fb.369.5 mom or by 2.3 per cent 
~ t k t r ~ t e a t R s . 2 3 1 . 0 c m p ~  
recorded a decline of 5.9 per cent over the 
preceding year. The sanctions and 
disbursemu1te by the State-level Institutions 
showcd a quantum Jump of 51.7 per ccnt and 
32.3 per ccnt, respectiwl~r, as compared with 
th08t in 1894-98. 

4.9 The Reserve Bank has extended, in 
March 1996, prudential accounting norms of 
income recognition, asset classification and 
provisioning for bad debt as also the capital 
adequacy stipulation, as in the case of all term- 
lending instltutions. to three refinancing 
institutions viz., SIDBI, NABARD and NHB. 
SIDBI and NABARD are required to achieve a 
capital adequacy norm of 4.0 per cent by end- 
March 1996,6.0 per cent a year later, and 8.0 
per cent by  end-March 1998, whereas NHB is 
required to meet these norms by end- June of 
each of these years. 

4.10 The interest rate structure of 
development banks was revised upwards twice 
during the financial year 1995-96 with the 
Prime Lending Rate (PLR) raised to 15.5 per 
cent (inclusive of interest tax) effective April 20, 
1995 and further to 16.0 per cent (exclusive of 
interest tax) effective November 20,1995. But 
consequent to the announcement of the credit 
policy in October 1996, Fls have reduced their 
PLR by 50 basis points. 

4.1 1 A significant development observed 
during 1 995-96 (July - June) was the structural 
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shift in sourcing of funds by the development 
financial institutions. Several of these 
inst i tut ions raised their resources ,  
substantially from the market, through debt- 
instruments thereby activating the primary 
debt market in India. IDBI floated bonds valued 
at  Rs.500 crore in February 1996 while ICICI 
entered the debt market to raise Rs. 1,000 crore 
in April 1996. In July 1996, both IFCI and 
SCICI followed suit by raising Rs.800 crore and 
Rs.500 crore, respectively, 

Infrastructure Development Finance 
Company 

4.12 For providing long-term finance for 
infrastructure development, a new financial 
institution, vfz., Infrastructure Development 
Finance Company (IDFC) is being established 
with an authorised share capital of Rs.5,000 
crore to be contributed by the Government of 
India, the Reserve Bank, banks and financial 
institutions. The Government of India has  
already made a budgetary provision of Rs.500 
crore during the fiscal year 1996-97 with a 
matching initial contribution of Rs.500 crore 
by the Reserve Bank. The IDFC will act a s  a 
direct lender, as a refinancing institution and 
as a provider of financial guarantees. 

Industrial Reconstruction Bank of India 

4.13 As envisaged in the Union Budget for 
1996-97, the IRBI is being transformed into a 
full-fledged, all-purpose development financial 
institution. Accordingly, amendment of the IRBI 
Act is proposed for i t s  recasting. The 
restructuring of IRBI envisages strengthening 
of the institution through (i) conversion into a 
company to  provide i t  with adequa te  
operational flexibility, and  (ii) financial 
restructuring involving strengthening of balance 
sheet through suitable changes in capital and 
asset-liability structure. 

Firzance for Small-Scale Sector 

Specialised Branches 

4.14 As part of the follow up action on Nayak 
Committee ( 1993)  recommendations on  
financing of small-scale industries (SSIs), the 
public sector banks were required to set up 
100 dedicated specialised branches during 
1995-96 in 85 identified districts for improving 
the flow of credit to the SSI sector. The public 
sector banks have openedlconverted 136 such 
branches in the identified districts, apart from 
33 specialised branches in districts other than 
the identified ones, thus operationalising 169 
specialised branches during the financial year 
1995-96. 

4.15 For strengthening the small-scale 
sector, the Union Budget, 1996-97  has  
envisaged a number of measures with the SIDBI 
as  the focal point. These measures include the 
following : (i) SIDBI will refinance the SFCs 
and commercial banks for modernisation 
projects upto Rs.50 lakh from its unutilised 
corpus of about Rs. 175 crore of the Technology 
Development and Modernisation Fund Scheme; 
(ii) SIDBI's refinance ceiling of Rs.50 lakh for 
the Single Window Scheme of SFCs etc. for 
composite loans will be doubled to Rs. 100 
lakh; (iii) SIDBI will participate in venture 
capital  f unds  s e t  up  by pub l ic  sec to r  
institutions a s  well a s  private companies upto 
50 per cent of the total corpus of the fund, 
provided such a fund is dedicated to  financing 
of small-scale industry; and (iv) SIDBI will 
provide refinance to lending institutions which 
are now permitted to lend to SSI units seeking 
IS0 certification of quality. 

5. Mutual Funds 

4.16 With the entry of four new private sector 
mutual funds during 1995-96 (April-March), 
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the total number of mutual funds (including 
UTI) increased to 25 at  end-March 1996. 

4.17 The performance of the mutual fund 
industry suffered a major set-back following 
the prolonged subdued conditions in the capital 
market  a n d  the  stringent money market 
conditions. Consequently, both public sector 
mutual funds (excluding UTI) and private 
sector mutual funds  could mobilise only 
Rs.332.2  c rore  and  Rs.240.0 crore,  
respectively, during 1995-96, far below the 
sums  of Rs.1,337.0 crore and Rs.1.326.8 
crore, respectively, mobilised during 1994-95 
(Appendix Table IV.5). A s  regards UTI, the net 
sales (sales minus repurchases), under its 
various schemes during 1995-96 registered a 
substantial  decline of Rs.6,3 14.0 crore, 
indicating heavy repurchases particularly from 
Unit-64 scheme held by the corporates. This 
was in a sharp contrast to the substantial 
resource mobilisation of Rs.8,611.0 crore by 
UTI in the preceding year. As a result, the 
aggregate resource mobilisation by all mutual 
funds during 1995-96 declined, for the first 
time, by Rs.5,741.8 crore, in contrast to the 
impressive aggregate resource mobilisation of 
Rs. 1 1,274.8 crore in the preceding year. 

4.18 In order to promote mutual funds in 
the country, the Reserve Bank relaxed further 
the norms for setting up  of Money Market 
Mutual Funds (MMMFs) in November 1995. 
Besides, to help broaden the investor base in 
MMMF schemes, several changes were effected 
such a s  allowing private sector institutions to 
se t  u p  MMMFs, removing the ceiling and 
minimum stipulation on the size of such funds, 
wi thdrawing t he  prescr ibed l imi ts  on  
investments in individual instruments as  also 
the restriction on issue of units of such funds 
only to individuals, allowing issue of units to 
corporates a n d  others  and  reducing the  
minimum lock-in period for investments from 
46 days to 30  days. Responding to these, UTI, 
IDBI Mutual Fund and some banks have taken 
steps to set up  MMMFs. 

'4.19 In May 1994,  the Securities and 
Exchange Board of India (SEBI) had set up an 
Expert Committee on the accounting policies, 
net asset values and pricing of mutual funds. 
The Expert Committee submitted its report in 
December 1995, recommending, inter aka, 
norms for working out net asset value, pricing 
of un i t s ,  accounting s t anda rds  and  

I remuneration structure of asset management 
companies. The report is  under consideration 
of the SEBI. In April 1996, SEBI brought out a 
repor t  o n  "Mutual Funds  2000" which 
encompassed an agenda of reforms for the 
mutual funds industry in the yearsdead.  

4.20 The Union Budget, 1996-97 envisages 
permitting the mutual funds and  venture 
capital funds to have voting rights in respect of 
their holdings in companies. 

6. Non-Banking Companies 

4.2 1 The number of non-banking companies 
(NBCs) reporting deposits to the Reserve Bank 
has decreased by 624 to 10,725 at  end-March 
1995 from 1 1,349 a t  end-March 1994. Their 
aggregate regulated deposits showed a n  
increase of Rs. 10,72 1.0 crore or 40.3 per cent 
to Rs.37,295.2 crore during 1994-95 from 
Rs.26,574.2 crore in  the  preceding year 
(Appendix Table IV6) (For definitions of types 
of NBCs and of their funds, please refer to Box 
IV.l). The regulated deposits of financial 
companies at Rs.25,322.9 crore accounted for 
bulk of the deposits with 67.9 per cent share 
while that of miscellaneous non-banking and 
res iduary non-banking companies  a t  
Rs.4,711.6 crore formed 12.6 per cent of the 
regulated deposits. The regulated deposits of 
non-banking financial companies (NBFCs) 
aggregated Rs.30,034.5 crore; at this level, they 
would be equivalent to 8.0 per cent of the 
aggregate deposits of all scheduled commercial 
banks (excluding RRBs) at  end-March 1995. A 
year ago, the regulated deposits of NBFCs 
placed a t  Rs.20,761.3 crore, accounted for only 
6.2 per cent of scheduled commercial bank 
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BOX PV.1 

NON-BANKING COMPANIES : COMMON TERMINOLOGY 

Equipment leasing company : means any company which is carrying on as its principal 
business, the activity of leasing of equipment or the financing of such activity. 

Hire purchase finance company : means any company which is carrying on as its principal 
business, hire-purchase transactions or the financing of such transactions. 

Housing finance company: means any company which is carrying on as its principal business, 
the financing of the acquisition or construction of houses including the acquisition or 
development of plots of land in connection therewith. 

Investment company: means any company which is carrying on as its principal business, 
the acquisition of securities. 

Loan company: means any company which is carrying on as  its principal business, the 
providing of finance whether by making loans or advances, or otherwise for any activity other 
than its own. This category does not include an equipment Ieasing company or a hire-purchase 
finance company or a housing finance company. 

Mutual benefit financial company: means any company which is notified by the Central 
Government under Section 620A of the Companies Act 1956 ( 1  of 1956). 

, Non-banking financial company: means any hire-purchase finance, housing finance, 
investment, loan, equipment leasing or mutual benefit financial company, but does not include 
an insurance company or a stock exchange or a stock-broking company. 

Miscellaneous non-banking company: means a company carrying on all or any of the 
following types of business. 

Managing, conducting or supervising as  a promoter, foreman or agent of any transaction or 
arrangement by which the company enters into an agreement with a specifled number of 
subscribers that every one ofthem shall subscribe a certain sum in instalments over a definite 
period and that every one of such subscribers shall in his turn, as determined by lot or by 
auction or by tender or in such other manner as may be provided for in the agreement be 
entitled to the prize amount. 

Conducting any other form of chit or kuri which is different from the type of business referred 
to, in the immediately preceding sub-paragraph. 

Undertaking or carrying on or engaging in or executing any other business similar to the 
business referred to, in the immediately preceding two sub-paragraphs. 

Residuary non-banking company: means a company which receives any deposit under any 
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scheme or arrangement, by whatever name called. In one lumpsum or in lnsWlrnents by way 
of contributions or subscriptions or by sale of units or certificates or other instruments, or 
in any'other manner and which, according to the definitions contained in the Non-Banking 
Financial Companies (Reserve Bank) Directions, 1977 or, as the case may be, the Miscellaneous 
Non-Banking Companies (Reserve Bank) Directions, 1977 is not 

i) an equipment leasing company 
ii) a hire-purchase finance company 

iii) a housing h a n c e  company 
iv) an insurance company 

v) an investment company 

vi) a loan company 

vii) a mutual benefit financial company, 
or 

viii) a miscellaneous non-banking company. 

Non-banking non-financial company: means an industrial concern as defined in the 
Industrial Development Bank of India Act, or a company whose principal activity is agricultural 
operations or trading in goods and services or real estate and which is not classified as 
financial or miscellaneous or residuary non-banking company. 

Deposit: any money received by a non-banking company by way of a deposit or a loan or in 
any other form. 

Regulated deposit: A deposit which is subject to certain ceilings and other restrictions as 
imposed by the regulatory measures is termed as regulated deposit, such as : 

(a) non-convertible debentures, (b) deposits received by companies from their share holders, 
(c) deposits guaranteed by directors in their personal capacity, (dl fixed deposits, etc. received 
from public, and (e) inter-corporate deposits. 

Exempted deposit: It signifies those types of deposits/borrowings which are outside the 
scope of the regulatory measures. It includes (a) borrowings from banks and specified flnancial 
institutions, (b) money received from Central/ Statmreign Governments, (c) security deposits, 
(d) advances received against orders, (e) convertible debentures, etc. 

Net owned fund: rneans the aggregate of the paid-up capital and free reserves as appearing 
in the audited balance sheet of the company as  reduced by the amount of accumulated balance 
of loss, deferred revenue expenditure and other intangible assets, if any, as  disclosed in the 
balance sheet. 
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deposits. 

Slzah Working Group and Follow-up 
Measures 

P .22 A s  per the recommendations of the 
Working Group on Financial Companies 
(Chairman : Dr. A.C. Shah), non-banking 
financial companies (NBFCs) with net owned 
fund of Rs.50 lakh and above are required to 
register with the Reserve Bank. Accordingly, till 
June 1996 the Reserve Bank received 1,789 
applications from all categories of financial 
companies for registration, out of which 797 
companies were registered while 461 
companies did not qualify for registration; the 
remaining applications were pending for 
scrutiny at various stages. 

Expert Groupfor Designing a 
Supervisory Framework for NBFCs 

4.23 The Expert Group constituted by the 
Bank under the chairmanship of Shri I?R. 
Khanna, for making an in-depth study on 
various aspects pertaining to supervisory 
jurisdiction of NBFCs, objectives, scope, 
strategy on prudential supervision, etc. has 
suggested a comprehensive supervisory 
framework for their regulation and supervision. 
The major recommendations of the Group 
include the following : 

(i) All the NBFCs, regardless of their 
capital base, should be supervised mainly 
through off-site surveillance system, (ii) 
registered NBFCs should be subjected to 
supervisory rating; and (iiil the periodicity of 
their inspection should be determined 
depending upon such rating. The Group has 
also suggested enlargement of the role of the 
externalhtatutory auditors of the financial 
companies. All the major recommendations of 
the Group have been accepted by the Board 
for Financial Supervision (BFS) with some 
modifications. Accordingly, it has been decided 
to generally supervise the NBFCs through an 

off-site monitoring system. However, 
companies which have been issued certificates 
under the liberalisation measures announced 
in July 1996 as also the companies having total 
assets exceeding Rs. 50  crore would be 
subjected to on-site inspection every year. 
Companies having asset size of Rs. 5 crore and 
above but below Rs. 50  &ore would be 
supervised once in two years. 

Amendments of Directions 
on Interest Rates 

4.24 In the context of the prevalent market 
conditions and other interest rates, the 
following changes were made in the interest 
rates payable by NBCs. 

(i) The maximum rate of interest payable 
by financial and miscellaneous non-banking 
companies on their deposits was raised from 
14 per cent to 15 per cent per annum from 
October 30, 1995. 

(ii) The National Housing Bank,  in 
consultation with the Reserve Bank, amended 
the Housing Finance Companies (National 
Housing Bank) Directions, 1989 by enhancing 
the interest rate on deposits to 15 per cent per 
annum from November 1, 1995. 

(iii) The Department of Company Affairs, 
Government of India, in consultation with the 
Reserve Bank, amended the Companies 
(Acceptance of Deposit) Rules, 1975  b y  
enhancing the interest rate to 15 per cent per 
annurn from December 1. 1995. 

Supreme Court Judgement on RNBCs 

4.25 The Supreme Court, vide its judgement 
dated January 4, 1996, on a Special Leave 
Petition filed by the Reserve Bank of India 
against the Calcutta High Court judgement in 
the case of Peerless General Finance & Invest- 
ment Company Ltd., a residuary non-banking 
company (RNBC), upheld the Reserve Bank's 
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/bower to stipulate a one-time service charge to 
be collected by RNBCs towards cost of expenses 
of issuing brochurelapplication forms and 
servicing the account of a depositor1 subscriber 
to a maximum of Rs.lO/-. Therefore, the 
Reserve Bank, in larger public interest, 
amended para.4A of Residuary Non-Banking 
Companies (Reserve Bank) Directions, 1987. 
The amendment envisages charging a one-time 
(non-refundable) sum, not exceeding Rs.80 for 
a new depositor/subscriber towards cost of 
expenses for issuing brochures, application 
forms and servicing depositors' account where 
the aggregate yearly subscription1 deposit 
exceeds Rs.500. Wherever the aggregate yearly 
subscription/deposit is less than this amount, 
there shall be a pro-rata reduction in the said 
one-time non-refundable amount of Rs.80. 

Shere Working Group 

4.26 In i t s  judgement on RNBCs, the 
Supreme Court suggested inter alia that : 

a) "Union Government may, therefore, 
consider whether it would be advisable to 
create a separate instrumentality which may 
be entrusted with the task of supervision and 
enforcement of the provisions regulating the 
functions of these companies". 

b "The Union Government may also 
consider whether the existing provisions need 
to be further strengthened so as to give greater 
protection to the interest of the depositors. We 
find that in England the Banking Act, 1987 
contains provisions for Deposit' Protection 
Scheme for the protection of the depositors. It. 
may be considered whether provisions on 
similar lines could be introduced here". 

4.27 In order to examine the issues involved 
in the above suggestions, the Reserve Bank 
appointed a Working Group (Chairperson : 
Smt. K.S,Shere) on creation of separate 
instrumentality for regulation and supervision 
of residuary and other non-banking financial 

companies and extension of deposit protcctlon 
scheme. The terms of reference of tile Group 
are as under: 

il To review the role of residuary non- 
banking and  other financial companies . 
(including Chit f i n d  companies) in tapping the 
deposits from the members of public: 

ii) To review their operational impact on 
the monetary and credit policies laid down by 
the Reserve Bank of India from time to time; 

iii) To review the status of these companies 
insofar as they have been able to inculcate 
confidence among the depositors on the basis 
of safety and liquidity of their assets as well as 
the security to the depositors and their track 
record in observance of the regulatory 
discipline; 

iv) To review the efficacy of the supervision 
and control exercised by  the Reserve Bank of 
India and to examine whether instead of 
Reserve Bank, there is a need for any other 
authority to regulate the activities of these 
companies; 

V) To examine the feasibility of introducing 
a deposit insurance scheme for the depositors 
of all the non-banking financial companies on 
the lines of the U.K. Banking Act of 1987. 

LiberalisationlRationalisation 
Measures for NBFCs 

4.28 The Reserve Bank, on July 24, 1996 
announced a package of measures by way of 
relaxing its controls for those NBFCs which 
fully comply with its directions and guidelines 
(Box W.2). For the Equipment Leasing and Hire 
Purchase Finance Companies (EL8rHP) which 
fully comply with the directions and guidelines 
of the Reserve Bank and minimum credit rating 
requirement, interest rate controls and limits 
on mobilisation of deposits from the market 
are deregulated. The EL&HPs which do not 
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BOX IV.2 

LIBERALISATION MEASURES RELATING TO 
NON-BANKING FINANCIAL COMPANIES 

-- 

Category of Financial Overall ceiling on Requirement of Liquid Stipulation on 

Companies raislng of Deposits Assets to Deposits Rate of interest 
payable on 
Deposits 

(1) Equipment Leaning 
and Hire Purchase 
(ELBHP) 
Finance Companiem 

a )  Registered ELdHP 
companies complying 
with credit rating 
requirement and 
the prudentlal 
norms. 

b) Registered EL&HP 
companies complying 
either with credit 
rating requirement 
or the prudential 
norms. 

f P 4 Registered EL&HP 
companies complying 
neither with the 
credit rating requi- 
rement nor the 
prudential norms. 

d) All other EL&HP 
xi." companies 

Overall ceiling on deposits $quid assets to deposits 
of 10 times the Net reduced from 15 per cent ' 

Owned f i n d s  (NOF) to 12.5 per cent of which 
removed; sub-ceiling at  least 10 per cent 
of 2 times the NOF on to be in Government 
Inter-Corporate Deposits SecuritiesfGuaranteed Bonds. 
IICDs), however, remains 
unchanged. 

Interest rates on 
deposits of one year 
and upto 5 years 
deregulated. 

Overall ceiling on Liquid assets to deposits Not exceeding 15 per 
deposits of 10 times the at 15 per cent of which cent per annum. 
NOF with a sub-ceiling at  least 10 per cent to be 
of ICDs not exceeding in Government Securities1 
2 times the NOF remains Guaranteed Bonds remains 
unchanged. unchanged. 

Overall ceiling on Liquid assets to deposits Not exceeding 15 per 
deposits reduced from at 15 per cent of which cent per annum. 
1 0  times to 7 times the at least 10 per cent to 
NOR the sub-ceiling of be in Government 
lCDs not exceeding two Securities/Guaranteed 
times the NOF remains Bonds remains unchanged. 
unchanged. 

Overall ceiling on Liquid assets to  deposits Not exceeding 15 per 
deposits reduced at 15 per cent of which cent per annum. 
from 10 times to 5 times at least 10 per cent to  be  
the NOF; the sub-ceiling in Government Securities1 
on ICDs also reduced from Guaranteed Bonds 
2 times the NOF to equal remains unchanged. 
to NOR 
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(ii) Loan and Investment Deporits from 
Companies 

Publidshare ICDs 
holders 

a) Registered loan/ Overall Separate Liquld assets to deposits Interest rates on 
investment corn- ceiling on ceiling of reduced from 15 per cent deposits of one year 
panies complying deposits 2 times the to 12.5 per cent of which and upto 5 years 
both with credit increased from NOF remains at least 10 per cent deregulated. 
rating require- equal to  NOF unchanged. to be in Government 
ment and the to  2 times the SecuritledGuaranteed Bonds. 
prudential norms. NOR 

b) Registered loan/ Overall Separate Liquid assets to  deposlts 
investment comp- ceiling on depo- ceiling of at 15 per cent of which 
anies complying sits equal to 2 times the at least 10 per cent 
either with the NOF retained. NOF remains to be in Government 
credit rating unchanged. Securlties/Guaranteed 
requirement or Bonds remains unchanged. 
the prudential 
norms. 

Not exceeding i5 
per cent per annum. 

c )  Registered loan Overall Separate Liquid assets to deposits Not exceeding 15 
and investment ceiling on ceiling of a t  15 per cent of whlch . per cent per annum. 
companies comply- deposits redu- 2 times the a t  least 1 0  per cent 
ing neither with ced from equal NOF remains to be i n  Government 
the credit rating to NOF t o  1 5  unchanged. Securities/Guaranteed 
nor the pruden- per cent and 
tial norms. 25  per cent of 

NOF for deposits 
from shareholders 
and public , 

respectively. 

Bonds rernalns unchanged. 

d) Al l  other loan 
and investment 
companies. 

Overall ceiling Separate Liquid assets to  deposits Not exceeding 15 per 
on deposits at ceiling of 2 at 7.5 per cent of which cent per annum. 
15 and 25 per times the at least 5 per cent 

cent of NOF NOF reduced to be in Government 
continues for to equal to SecuritiesBonds 
deposits from NOF. remains unchanged. 
shareholders 
and public 
respectively. 

Notes : 1 )  All the relaxations whether deregulation of interest rates on deposits o r  removal of ceiling on deposits or 
increase i n  the limit of deposits or reduction in the liquid assets requirements will be  effective from the date 

of receipt of the specific certificate from the Reserve Bank by the individual NBFC. 
2) The reduction of the limits of deposits and liquid assets, wherever applicable, will be effective immediately 

i.e. from July 24. 1996. 
3) NBFCs having deposits in  excess of the revised limits have been #ven time upto six months to reduce the level 

withln the revised limits and such companies are barred from renewing maturing deposits and accepting fresh 

deposits until they comply with the new stipulations. 



8 4 Report on Trend and Progress of Banking in India, 1995-96 

fully comply with the directions, will continue 
to be subject to deposit rate and other 
regulations. 

4.29 Loan and Investment Companies which 
comply with the Reserve Bank regulation and 
the minimum credit rating requirement, are 
enff tled to deregulaff on from interest rate caps/ 
controls. 

4.30 While the removal of the overall ceiling 
on deposits will be effective from the date of 
receipt of the necessary certificate by the eligible 
NBFCs from the Reserve Bank, the reduction 
of the deposit limit, wherever applicable, will 
be effective immediately i.e., from July 24, 
1996. The NBFCs having excess deposits in 
relation to the revised limits now set, have been 
permitted a six-month period to bring the 
deposits within the stipulated level. Besides, 
these NBFCs have been barred from renewing 
the maturing deposits and also accepting any 
fresh deposits until they comply with the new 
stipulations. 

Enforcement of the Provisions of 
Chapter III-C of the RBI Act, 1 934 

4.31 In the context of large number of 
unincorporated bodies such as individuals, 
association of individuals, partnership firms 
etc. resorting to aggressive advertisement for 
soliciting deposits by offering very high rates 
of interest, the Reserve Bank has asked State 
governments to take effective action to ensure 
that unincorporated bodies do not accept 
deposits from the public except to a limited 
extent as  specified in Chapter 111-C of the RBI 
Act. It has also reminded the concerned State 
governments about their enabling powers to 
take action for contravention of the provisions 
of Section 45 S of Chpater 111-C of RBI Act and 
to keep a vigil on the deposit acceptance 
activities of unincorporated bodies. The 
Reserve Bank has  also advised State 
governments that wide publicity to the 
provisions of Chapter 111-C be given so that the 

public become aware of the same. The Bank 
undertook the scrutiny of records of certain 
unincorporated bodies to  verify any 
infringement of law with a view to taking 
appropriate follow-up action. 

4.32 The Union Budget for 1996-97 envisaged 
to bring about amendments to the Reserve 
Bank of India Act, so as to strengthen the 
regulatory powers of the Bank over all types of 
NBFCs, both corporate and non-corporate. The 
Budget also proposed tha t  companies 
defaulting on payment of interest or repayment 
of principal on deposits would be debarred 
from raising further deposits until these 
defaults were remedied. The necessary 
amendments to the Reserve Bank of India Act, 
1934 have since come into effect in January 
1996 with the promulgation of an Ordinance 
by the Government of India. 

Relaxation of Deposit Rate for Nidhis 

4.33 Mutual Benefit Financial Companies 
(MBFCs), popularly known a s  Nidhis, were 
exempt from most of the provisions of the 
Reserve Bank's NBFCs directions. Effective 
July 8,1996 the Reserve Bank had imposed a 
ceiling of 15 per cent interest rate on deposits 
mobilised by them and prohibited them from 
issuing advertisements in any form and paying 
any brokerage for soliciting - deposits. 

4.34 In view of the rationalisation measures 
taken for registered NBFCs which comply with 
the Reserve Bank's guidelines and directions, 
and which are functioning on sound lines, 
effective August 24, 1996 the Reserve Bank has 
freed MBFCs' deposit interest rates a s  well. The 
exemption from the interest rate ceiling is 
allowed to : 

i) MBFCs having complied with the 
directions contained in Government of 
India Department of Company Affairs 
Notification No. GSR 773/E) dated 
December 4, 1995. 
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ii) MBFCs having positive net owned fund 
(NOF) as on March 3 1,1996. 

iii) MBFCs which are and will be in a 
position to repay the amount of their 
liabilities including the interest payable 
to the depositors as and when their 
claims arise. 

iv) MBFCs having the ratio of NOF to 
deposits not exceeding 1 :20, as on the 
date of the application. 

V) The compliance with the above 
requirements should b e  certified by the 
MBFCs' statutory auditors, being the 
member of the Institute of Chartered 
Accountants of India. 

The existing ban on issue of 
advertisement and payment of brokerage for 
mobilisation of deposits, however, will continue. 

4.35 In view of the representations received 
from various quarters, the Bank announced on 
October 25, 1996 temporary relaxation from 
the requirement of achieving the ratio of NOF 
to deposits not exceeding 1:20 and allowed 
them time till January 15,1997 to comply with 
the above ratio. Further on January 15, 1997 
the prescribed ratio of NOF to deposits not 
exceeding 1 : 20 was made applicable only on 
the incremental deposit liabilities over January 

' 15, 1997. However. MBFCs with NOF to 
deposits ratio of 1 :20 or less as on January 
15, 1997 should not exceed the prescribed 
ratio of 1 : 20 on the aggregate deposit liabilities 

4.36 The eligible MBFCs have to apply to the 
concerned Regional Office of the Reserve Bank 
under whose jurisdiction their registered offices 
are situated for exemption of the interest rate 
ceiling, furnishing relevant information and 
documents showing the compliance with the 
aforesaid conditions. 



ANNEXURE I 

PROGRESS OF FINANCIAL SECTOR REFORMS: 
1992-93 TO 1996-97 

1. Reserve/Liquidity Requirements 

a) Cash Reserve Ratio (CRR) 

i) The scheduled commercial banks were 
exempted from maintenance of the 10 per cent 
incremental CRR over the level of net demand 
and time liabilities (NDTL) as on April 17, 1992. 

11) One-third of additional cash balances 
maintained under the 10 per cent incremental 
CRR on NDTL between May 3, 199 1 and upto 
the level of April 17, 1992 was released to 
banks in three equal instalments from the 
fortnights beginning October 17, November 14 
and December 12, 1992. 

iii) Effective the fortnight beginning 
October 17, 1992, no interest was paid on the 
increase in eligible cash balances based on 
NDTL maintained after March 23, 1990 under 
the average 15 per cent CRR as well as on the 
eligible cash balances maintained under the 10 
per cent incremental CRR. 

i The average CRR on NDTL was 
reduced from 15 per cent to 14 per cent in two 
phases i.e., 14.5 per cent from the fortnights 
beginning April 17 and 14 per cent from May ' 

15, 1993. 

In order to sterilise the expansionary 

effect of the surge in foreign currency assets, 
CRR was increased from 14 per cent to 15 per 
cent in three phases: 14.5 per cent, 14.75 per 
cent and 15 per cent from the fortnights 
beginning June 1 1, July 9, and August 6, 1994 
respectively. 

ii) From the fortnight beginning January 7, 
1995, banks were required to maintain a 
minimum of 8 5  per cent of the CRR 
requirement on each of the first 13 days of the 
reporting fortnight, failing which they would not 
be paid interest for that/those day/days even 
though there was no shortfall in the main- 
tenance of CRR on average basis for the 
fortnight. On the 14th day of the reporting 
fortnight, banks were allowed to maintain less 
than 85 per cent of the required cash balances 
to adjust the average of daily balances to the 
required level. 

i) CRR was reduced from 15 per cent to 
14.5 per cent from the fortnight beginning 
November 1 1, 1995 and further to 14 per cent 
from the fortnight beginning December 9, 1995. 

ii) From the  fortnight beginning 
September 30, 1995, banks were required 
to maintain a minimum level of 8 5  per cent 
of the CRR requirement only from the first 
working day of the reporting fortnight. 
However, this stipulation would not be 
applicable on the last working day of the 
reporting fortnight. For this purpose, banks 
should reckon the holidays with reference to 
the centre where they have their principal 
account for maintenance of CRR. 
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1) CRR was reduced from 14.5 per cent 
in two stages: to 13.5 per cent from the fortnight 
beginning April 27, 1996 and to 13 per cent 
from the fortnight beginning May i 1, 1996. 
CRR was further reduced to 12 per cent from 
the fortnight beginning July 6, 1996. 

ii) CRR was reduced by two percentage 
points from 12 per cent to 10 per cent in four 
phases of 0.5 percentage points as follows : 

1 1.5 per cent by October 26,1996, 
1 1 per cent by November 9, 1996, 
10.5 per cent by January 4, 1997 and 
10 per cent b y  January 18, 1997. 

b) Statutory Liquidity Ratio (SLR) 

i ) SLR was frozen a t  38.5 per cent of the 
outstanding domestic NDTL a s  on April 3, 
1992 and for any increase in domestic NDTL 
over April 3, 1992 level, the SLR was reduced 
from 38.5 per cent to 30 per cent. 

ii ) SLR, o n  the level of outstanding 
domestic NDTL as on April 3,1992 was reduced 
from 38.5 per cent to 37.75 per cent in three 
phases, i.e., 38.25 per cent from the fortnight 
beginning January 9, 1993, 38 per cent from 
February 6, 1993 and 37.75 per cent from 
March 6, 1993. 

i SLR on domestic NDTL as  on April 3, 
1992 was reduced to 37.5 per cent from August 
21 a n d  fu r the r  to  37.25 per cent  f rom 
September 18. 1993. 

ill The base date for SLR on domestic 
NDTL was brought forward from April 3, 1992 
to September 17, 1993 and SLR was fixed a t  
34.75 per cent. 

iiil SLR on any increase in domcstic NDTL over 
the level a s  on September 17. 1993 was 
reduced from 30 per cent to 25 per cent. 

11 SLR on the level of domestic NDTL a s  
on September 17, 1993 was reduced from 
34.75 per cent to 34.25 per cent effective 
August 20, 1994 and further to 33.75 per cent 
effective September 17. 1994. 

ii ) The base date for SLR on domestic 
NDTL was brought forward from September 
17. 1993 to September 30,1994 and SLR was 
fixed at  3 1.5 per cent effective October 29,1994 
and for any increase in domestic NDTL over 
the level a s  on '~eptember 30, 1994 the SLR 
was fixed a t  25 per cent. 

i) With a lower stipulation of SLR on 
incremental  NDTL over the  level a s  o n  
September 30, 1994 and zero SLR requirement 
on certain specific external liabilities, the 
overall effective SLR was estimated to have 
declined to 28.2 per cent b y  the end of March 
1996 as against 29.3 per cent at the end of 
March 1995. 

ii) Effective October 14, 1995 scheduled 
commercial banks  (excluding RRBs) were 
required to adopt, for the purpose of SLR, the 
same system of valuation of Government 
securities as for the balance sheet purposes. 

c) Inclusion/Exemption of certain 
liabilities f rom ReseruelLiquidity 
Requirements 

i) Liabilities under the following schemes 
were exempt f rom bo th  CRR a n d  SLR 
requirements : 
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a) Non-Resident (Non-Repatriable) Rupee 
Qeposit Scheme (NRNR), b) Foreign Currency 
(Non-Resident) Accounts (Banks) [FCNR(B)I 
Scheme, c) Escrow Accounts, d) Inter-Bank 
Foreign Currency Deposit (IBFCD) Accounts, 
e) Foreign Currency (FC) Accounts, f )  Resident 
Foreign Currency (RFC) Accounts, and g) 
Foreign Currency Non-Resident Ordinary Non- 
Repatriable (FCON) Accounts. 

ii Certificate of Deposits (CDs) issued by 
banks over the pre-May 2, 1992 limit, 
equivalent to 5 per cent of the fortnightly 
average outstanding aggregate deposits in 
1989-90, were exempted from CRR 
requirements. 

i The number of schemes exempt from 
both CRR and SLR requirements remained the 
same as in 1992-93. 

ii CDs issued over pre-May 2, 1992 limit 
were brought under the purview of CRR from 
the fortnight beginning April 1 7, 1993. 

i) From the fortnight beginning October 
29, 1994 a CRR of 7.5 per cent was prescribed 
on liabilities under the FCNR(B) Scheme. This 
was raised to 15 per cent from the fortnight 
beginning January 2 1, 1995. However, liability 
under FCNR(B) Scheme was exempted from 
SLR requirement. 

ii) A CRR of 7.5 per cent on liability under 
NRNR Scheme was prescribed from the 
fortnight beginning January 2 1, 1995. 

was exempted from maintenance of average 
CRR with effect from the fortnight beginning 
October 28, 1995 and average CRR on 
outstanding liabilities as on October 27, 1995 
was reduced to 10 per cent with effect from 
the fortnight beginning January 6, 1996. 

ii) The increase in liabilities under NRNR 
accounts over the level outstanding as on 
October 27, 1995 was exempted from 
maintenance of CRR with effect from the 
fortnight beginning October 28, 1995 and all 
liabilities under NRNR Scheme were exempted 
from CRR with effect from fortnight beginning 
January 6, 1996. 

iii) The increase in liabilities under 
FCNR(B) Scheme over the level outstanding as 
on November 24, 1995 was exempted from 
CRR with effect from the fortnight beginning 
November 25, 1995. Average CRR on the 
outstanding liabilities as on November 24, 
1995 was reduced to 7.5 per cent with effect 
from December 9, 1995. With effect from 
January 6, 1996 all liabilities under FCNR(B) 
Scheme were exempted from CRR. 

i All liabilities under NRE Scheme were 
exempted from CRR, effective the fortnight 
beginning April 1 3, 1 996. 

ii) Effective the fortnight beginning April 
13, 1996 SLR on outstanding liabilities under 
the NRE Scheme was reduced from 30 per cent 
to 25 per cent. 

dl Foreign Currency Borrowings 

1) The increase in liabilities under Non- 
Resident External (Rupee) (NRE) Accounts over 
the level outstanding as on October 27, 1995 

i) Effective October 19, 1996 banks were 
allowed to lend their FCNR(B) deposits in 
foreign currency denominated loans to 
corporates. 
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2. Interest Rates 

a) Lending Rates 

i) Effective April 22, 1992 the lending rates 
structure was rationalised from the earlier six 
categories into four categories of which one was 
a minimum rate and interest rates on CDs were 
freed. 

ii) The minimum lending rate (MLR) for credit 
limit of over Rs. 2 lakh was reduced from 20 
per cent to 19 per cent effective March 2, 1992, 
to 18 per cent effective October 9,  1992 and 
further to 17 per cent effective March 1 ,  1993. 

i l Effective October 18, 1994 MLR for 
credit limits of over Rs. 2 lakh was abolished 
and banks were free to fix their own Prime 
Lending Rates (PLR) subject to the approval of 
their Board of Directors. 

ii) Effective October 18,1994 the lending 
rate for credit limits of over Rs. 25,000 and up 
to Rs. 2 lakh for all advances including term 
loans was flxed at 13.5 per cent. 

iii) The stipulation of effective interest rate 
on bill discounting of over Rs. 2 lakh which 
was a t  one percentage point below the lending 
rate under this category was withdrawn from 
October 18, 1994. 

1) The lending rates structure was further 
rationalised into three categories of which one 
was a minimum rate effective April 8, 1993 
from four categories earlier. 

ii) Effective October 16, 1993, bank-wise 
limits on issue of CDs were withdrawn, 

iii) The minimum maturity of a term 
deposit under the NRE Deposit Scheme was 
raised upwards from 46 days to 6 months 
effective May 16, 1994. 

iv) MLR was reduced to 16 per cent 
effective June  24, 1993 and further to 15 per 
cent effective September 2, 1993. 

V) MLR on term loan of 3 years and above 
was reduced from 15 per cent to 14 per cent 
effective March 1, 1994. 

vi) The flxed interest rate on term loans 
over Rs. 25,000 and upto Rs. 2 lakh was 
reduced from 1 5  per  cent to 14 per cent 
effective March 1, 1994. 

i)  . Effective October 1, 1995 banks were 
allowed to fix their own interest rate on 
advances over Rs. 2 l akh  against t e rm 
deposits. 

i) Effective August 26, 1996 lending rates 
of Regional Rural Banks were deregulated. 

ii) On October 19,1996 the Reserve Bank 
advised the banks to announce the maximum 
spread over the PLR for all advances other than 
consumer credit alongwith their PLRs approved 
by the Boards. 

bJ Interest Rates on Export Credit 

i) Effective October 3 1, 1995 interest 
r a t e  o n  Pos t -Sh ipment  Expo r t  Cred i t  
denominated i n  U S  Dollars (PSCFC) in 
respect of usance bills for periods beyond 90  
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days and up to six months from the date of 
shipment was enhanced from 7.5 per cent to 
9.5 per cent per annum. The interest rate on 
export credit not otherwise specified for 
PSCFC. which was 9.5 per cent per annum. 
was also freed. 

ii) Effective January 16, 1996, a rate of 
interest of 9.5 per cent per annum was 
prescribed on PSCFC for a total period of upto 
90 days as against 7.5 per cent per annum 
earlier. On credit over 90 days, banks were free 
to fix their own interest rates. 

iii) Effective February 8, 1996 the interest 
rate on Post-Shipment Export Rupee Credit for 
over 90  days and up to 180 days was 
deregulated. 

i) Effective October 2 1, 1996, interest 
rates on Post-Shipment Export Rupee Credit 
were rationalised and banks were advised to 
charge interest rate of 15 per cent for the period 
beyond 90 days and upto 6 months and not from 
the date of advance. 

c) Deposit Rates 

i) Effective April 22, 1992 deposit rates 
were subject to only one ceiling rate as against 
the prescribed rates earlier. 

ii) Banks' maximum deposit rate was 
reduced from 'not exceeding 13 per cent' to 'not 
exceeding 12 per cent' effective October 9,1992 
and further to 'not exceeding 11 per cent' 
effective March 1, 1993. 

iii) The interest rate on savings deposits 
under the NRE scheme was raised from 5 per 
cent to 6 per cent with effect from October 9, 
1992. 

i Effective July 1, 1993 interest rate on 
savings deposits was reduced from 6 per cent 
to 5 per cent. 

ii) Effective April 8, 1993 maximum term 
deposits rate under NRE Scheme was reduced 
from 'not exceeding 13  per cent' to 'not 
exceeding 12 per cent', and to 'not exceeding 
11 per cent' effective October 12, 1993 and 
further to 'not exceeding 10 per cent' effective 
May 16, 1994. 

iii) Term deposits rate was reduced to 'not 
exceeding 10 per cent' effective September 2, 
1993. 

iv) New FCNR (B) Scheme was introduced 
effective May 15, 1993 entailing the commercial 
banks to provide the exchange rate guarantee 
to depositors. 

i) Effective October 18, 1994 term 
deposit rate for NRE accounts for maturity of 
6 months to 3 years and above was reduced 
from 'not exceeding 10 per cent' to 'not 
exceeding 8 per cent'. 

ii) Effective November 1,1994 the savings 
deposit rate including under NRE accounts was 
reduced to 4.5 per cent from 5 per cent earlier. 

iii) Effective February 10,1995 maximum 
term deposit rate was increased to 'not 
exceeding 1 1 per cent' from 'not exceeding 10 
per cent' earlier. 

i Effective April 18, 1995 the maximum 
term deposit rate was increased to 'not 
exceeding 12 per cent' from 'not exceeding 1 1 
per cent' earlier. 
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ii)/ Effective October 1. 1995 banks were 
given freedom to fix their own interest rates on 
domestic term deposits with a maturity of over 
two years. 

iii) Effective October 1, 1995  the  
maxinnum term deposit rate for NRE accounts 
for maturity of 6 months to 3 years and above 
was raised from 8 per cent to 10 per cent and 
further to 12 per cent effective October 31, 
1995. 

i) Effective April 4, 1996 with a view to 
bringing about an alignment of the maturity 
structure of NRE term deposits with that on 
domestic term deposits, interest rate on NRE 
term deposits of over two years was freed. 

ii) Effective July 2,1996 banks were given 
freedom to fix their own interest rates on 
domestic term deposits with a maturity of over 
one year. Further, to provide some outlet for 
management of short-term surplus funds, 
owing to the developments in the money market 
and the progressive move from the cash credit 
system to a loan system, the minimum period 
of term deposits was reduced from 46 days to 
30 days. Accordingly, effective July 2, 1996, 
the interest rate on domestic term deposits of 
30  days and up  to one year was prescribed at 
'not exceeding 1 1 per cent per annurn'. 

iii) Effective October 2 1, 1996 the interest 
rate on domestic term deposits of maturity 
between 3 0  days to one year was reduced to 
10 per cent. 

3. Changes in the Refinance Policy 

a) Export Credit (Rupee) Refinance 

over the monthly average level for 1988-89 upto 
the monthly average level for 1989-90 plus 125 
per cent of increase in export credit over the 
monthly average level for 1989-90 was eligible 
for refinance. 

ii) Effective October 3 1, 1992,60 per cent 
of increase in export  c red i t  ( rupee  
denominated) over the monthly average level 
for 1988-89 upto the monthly average level for 
1989-90 plus 110 per cent of increase in export 
credit over the monthly average level for 1989- 
90 was eligible for refinance. 

i ) Effective May 15. 1993, 60 per cent of 
increase in export credit (rupee denominated) 
over the monthly average level for 1988-89 upto 
the monthly average level for 1989-90 plus 100 
per cent of increase in export credit over the 
monthly average level for 1989-90 was eligible 
for refinance. 

ii ) Effective October 30, 1993, the base 
year was shifted by one year (i.e. 1989-90 and 
1990-9 1 will be the new base years) - 60  per 
cent of increase in export credit (rupee) over 
the monthly average level for 1989-90 upto the 
monthly average level for 1990-9 1 plus 100 per 
cent of increase in  export credit over the  
monthly average level for 1990-91 was eligible 
for refinance. 

i) Effective May 28, 1994, the base year 
was shifted by one year. 60 per cent of increase 
in export credit over the monthly average level 
for 1990-9 1 upto the monthly average level for 
199 1-92 plus 100 per cent of increase in export 
credit over the monthly average level for 199 1- 
92 was eligible for refinance. 

i) Effective April 22, 1992, 60 per cent of 
increase in export credit (rupee denominated) i) Effective April 29, 1995 the refinance 
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limit was enhanced to 100 per cent of increase 
in export credit over the monthly average level 
of outstanding export credit in 1992-93. 

i 1 The refinance formula for export credit 
was rationalised effective the fortnight beginning 
April 13,1996 whereby scheduled commercial 
banks would be provided export credit refinance 
to the extent of 45 per cent of the outstanding 
export credit was eligible for refinance (rupee 
credit and PSCFC taken together) upto the level 
of such export credit as on February 16, 1996 
plus 100 per cent of increase in outstanding 
export credit over the level of such export credit 
as on February 16, 1996. 

11 Effective November 9.1996,20 per cent 
of outstanding export credit was made eligible 
for refinance upto the level of such credit as on 
February 16,1996 plus 100 per cent of increase 
in outstanding export credit over the level as on 
February 16,1996. 

bl Export Credit Refinance- 
Denominated in. US Dollars (PSCFC) 

refinance limits were further reduced to 80 per 
cent of such credit provided b y  banks to 
exporters. 

i) Effective April 29, 1995 the export 
refinance limits were further reduced to 70 per 
cent of such credit provided by banks to 
exporters. 

ill Overdue PSCFC was made ineligible for 
refinance with effect from October 3 1, 1995. 

iii) PSCFC beyond 90 days and upto 6 
months from the date of shipment sanctioned 
on or after January 16, 1996 was made 
ineligible for refinance. 

iv) With effect from February 8, 1996, 
PSCFC scheme was terminated. However, the 
refinance limits against eligible PSCFC was 
allowed to continue till the respective due 
dates. 

c) Government Securities Refinance 

i) Under Post-Shipment Export Credit i) Effective October 3 1 ,  1992 the 
Denominated in U.S. Dollars (htroduced in refinance limit of 0.5 per cent of the fortnightly 
January 39 1992) banks were e u b l e  for export average outstanding aggregate deposits in 
credit refinance limits equivalent to 133-113 of 199 1-92 was eligible under Government 
such credit provided by them to exporters- securities at the rate of 14 per cent per annum. 
Effective October 3 1, 1992, this refinance limits 
was reduced to 120 per cent (from 133-1/3). 1995-96 

i 1 Effective September 30, 1995 the 

i) Effective May 15,1993 the export credit refinance limit was raised to one per cent of 

refinance limits were further reduced to 100 the fortnightly average outstanding aggregate 

per cent of such credit provided by banks to deposits in 1994-95. The refinance limit was 

exporters. provided under two separate limits (a) 0.5 
per cent of the fortnightly average outstanding 

1994-95 aggregate deposits in 1994-95 against the 
collateral of Treasury Bills a t  the rate of 12.5 

i Effective May28,1994 the export credit per cent per annum and (b) 0.5 per cent of 
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the fortnightly average outstanding aggregate 
deposits in 1994-95 against the collateral of 
dated Government and  other approved 
securities at  the rate of 14 per cent per annum. 

i) Effective July 6, 1996 Government 
securities refinance facility was withdrawn. 

4. InstitutionaVOther Developments 

i) The private sector mutual  funds 
approved by SEBI, were allowed to operate only 
a s  lenders in the  call/notice money/bill 
rediscounting market on April 17, 1995. 

ii) Effective September 30, 1995 the 
minimum period for Repos in Treasury Bills 
a n d  Government da ted  securi t ies was 
stipulated to be 3 days. 

iii) Effective November 23 ,  1995  the 
private sector was allowed to set up Money 
Market Mutual Fllnds (MMMFs). The size of 
MMMFs and limits on investments by MMMFs 
were deregulated. 

iv) Effective January 1,1996 banks are free 
to decide their own foreign exchange overnight 
open position limits subject to the approval by 
the Reserve Bank a s  against the earlier uniform 
limit of Rs. 15 crore for each bank. 

i) Effective April 3, 1996, the scheme of 
MMMFs was made more flexible by bringing it 
on par with all other mutual funds by allowing 
investment by corporates and others. 

ii ) The scheme of MMMFs was made more 
attractive t o  investors ,  by reducing the 
minimum lock-in period from 46 days to 30 
days, effective July 3, 1996. 

5. Internal Debt Management 
Policies 

i 1 During the year, a n  active debt  
management policy was pursued to prudently 
influence the composition, maturity structure 
and yield of Government securities which b y  
reducing monetised deficit and effectively 
controlling money supply, enhanced the efficacy 
of monetary policy. Accordingly, many reform 
measures were introduced such a s  : 

a) auctions of 364-day Treasury Bills and 
91-day Treasury  Bills, b )  auct ion of 
Government dated securi t ies of varied 
maturities, and c )  Repurchase Agreement 
(Repo) auction. 

ii) With the  introduction of auction 
system, the interest rates on Government 
borrowing instruments were closely market 
related. The cut-off yields of 9 1-day Treasury 
Bills were significantly higher than the earlier 
fixed discount rate of 4.6 per cent per annum. 
The cut-off-yields of 364-day Treasury Bills 
ranged between 10.96 per cent and 11.42 per 
cent. The coupon rate on 15-year State 
Government securities turned out to be 13 per 
cent. 

i) In  order  t o  develop a n  efficient 
s~econdary market for Government securities, 
the Reserve Bank decided to  set up 'Securities 
Trading Corporation of India' (STCI). 

ii) The maximum maturity period of State 
Government securities was reduced from 15 
years in 1992-93 to 10 years. 

iii) The coupon rate on 10 year State 
Government securities was hiked from 13 per 
cent in 1992-93 to 13.5 per cent in 1993-94 in 
order to  make these securities attractive. 
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iv) A new instrument called 'Zero Coupon 
Bond' of five year maturity was introduced on 
auction basis on January 18, 1994. 

V) finding of 364-day Treasury Bills and 
91-day Treasury Bills was effected as  an 
important aspect of internal debt management 
in 1993-94. 

i) A historic agreement was signed on 
September 9, 1994 between the Reserve Bank 
and the Government of India on the net issue of 
ad hoc Treasury Bills. A s  per the agreement, 
the net issue of ad hoc Treasury Bills for the 
year 1994-95 was not to exceed Rs. 6,000 crore; 
if the net issue of ad hoc Treasury Bills exceeded 
Rs. 9,000 crore for more than ten consecutive 
working days at any time during the financial 
year 1994-95, the Reserve Bank was to 
automatically reduce only the excess beyond the 
prescribed level of ad hoc Treasury Bills by 
auctioning Treasury Bills or selling fresh 
Government of India dated securities in the 
market; similar ceilings for the net issue of ad 
hoc Treasury Bills would be stipulated for the 
years 1995-96 and 1996-97 and from 1997-98 
the system of ad hoc Treasury Bills would be 
totally discontinued. 

ii) 'STCI Ltd. commenced operations from 
June 27.1994. 

iii) From the fiscal year 1994-95, the 
allocations of open market borrowings was 
made only to State Governments and not to 
State-guaranteed institutions. 

iv) From July 4, 1994 State Governments 
and non-Government provident funds were 
allowed to participate in 9 1 day Treasury Bills 
auctions on a non-competitive basis with 
allotment at weighted average price. 

V) Government of India, for the first time, 
issued securities on a tap basis on July 29,1994. 

vi) Particulars of transactions in 
Government securities including Treasury Bills 
put through SGL accounts at Public Debt Office 
at Mumbai were being released to the Press 
daily beginning September 1, 1994. 

vii) Government of India issued, for the fust 
time, on November 15, 1994 Government Stock 
(Securities) for which payment was made in 
ins talments. 

viii) Repo facility with RBI in Government 
dated securities was extended to STCI and 
DFHI to provide liquidity support to their 
operations. 

ix) To strengthen Government securities 
market,  guidelines and  procedure for 
enlistment of Primary Dealers in Government 
securities market were issued on March 29, 
1995. 

X) A scheme for auction sale of Central 
Government securities held in the Reserve Banks 
portfolio was introduced. 

xi) The Reserve Bank decided to delink its 
role of investment management on behalf of 
Provident Funds. 

xii) The Reserve Bank issued guidelines and 
procedure for enlistment of Primary Dealers in 
the Government securities market on March 29, 
1995 to develop the institutional set up for a 
secondary market in Government securities. 

i Net issue of ad hoc Treasury Bills was 
decided not to exceed Rs. 5,000 crore at the 
end of the financial year 1995-96 and not to 
exceed Rs. 9.000 crore for more than ten 
continuous working days at  any time during the 
year 1995-96. 

ii I An auction system for conversion of 
Treasury Bills into dated Government of India 
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securities was introduced in April 1995. 

iii) For the first time, Government of India 
converted a maturing two-year dated 
Government security into another dated 
security of the same maturityon July 14, 1995. 

iv) A system of Delivery Versus Payment 
(DVP) ' i n  Government secur i t i e s  was  
introduced in Murnbai from July 17,1995 to 
synchronise the transfer of securities with the 
cash payment thereby reducing the settlement 
r i sk  i n  secur i t ies  transaction a n d  also 
preventing diversion of funds in the case of 
transactions through Subsidiary General 
Ledger (SGL). 

V) New instrument of Floating Rate Bonds 
was introduced on September 20,1995. 

vi) The DVP system was extended to auction 
Treasury Bills fromFebruary 14, 1996. 

vii) With effect from March 1, 1996 DFHI 
and STCI started functioning as Primary Dealer 
(PD) in Government Securities Market out of 
the six 'in principle' approvals granted in 
November 1995. 

i) I t  was decided to continue with the 
previous year's limits on ad hoc Treasury Bills 
for fiscal 1996-97 i.e., the net issue not to 
exceed Rs. 5 ,000 crore a t  the end of the 
financial year 1996-97 and not to exceed Rs. 
9,000 crore for more than ten consecutive 
working days at a n y  time during the year 1996- 
97. 

i With a view to encouraging schemes of 
mu tua l  f u n d s  dedicated to  Government 
securities and creating a wider investor base 
for Government securities, the Reserve Bank 
announced on April 20, 1996 a provision for 

liquidity support to n~utual ftinds detiicntcd 
exclusively to investments in Govcrnment 
securities eitller by way of outright purchases 
or  reverse repos in Central Government 
securities up to 20 per cent of outstanding 
investment. 

iii) In addition to DFHI and STCI, four 
more PDs. viz., SBI Gilts Ltd.. PNB Gilts Ltd., 
Gilt Securities Trading Corporation Ltd. and 
ICICI Securities Co. Ltd., became operational 
from June 1.1996. 

iv) A s  a part  of measures to develop 
secondary market in Government securities 
and making the market deep and broad based. 
the Reserve Bank issued guidelines to banks 
for retailing of Government securities with non- 
bank clients on June 8,  1996. 

V) With a view to providing incentives to 
PDs to  develop the secondary market  in  
Government securities, the Reserve Bank 
decided to pay commission on their primary 
purchases  (including the underwrit ing 
commitment) of Central Government securities 
effective July 10, 1996. 

vi) With a view to enabling the State 
Governments to meet temporary mismatches 
between receipts and expenditures, effective 
August 1, 1996, the level of Ways and Means 
Advances provided by the Reserve Bank to each 
State Government was doubled; the aggregate 
limits of the State Governments were increased 
from Rs. 1,542.8 crore to Rs. 3,085.6 crore. 

vii) Effective September 6, 1996 PDs were 
allowed to access commercial paper market. 

viii) The Reserve Bank has announced on 
December 3 1, 199 6, the guidelines for setting 
u p  of Satellite Dealers  with the  aim of 
strengthening the infrastructure in Government 
securities market. 
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6. Prudential Norms 

a) Capital Adequacy Norms 

i) In order to improve the financial health 
of the banking system, the Reserve Bank 
introduced a risk-asset ratio system for banks 
in India as  a capital adequacy measure. 
Accordingly, all Indian banks with international 
presence were asked to achieve a capital to risk- 
asset ratio of 8 per cent by March 31, 1994. 
Foreign banks operating in India were asked 
to achieve this norm of 8 per cent by March 
3 1, 1993. Other banks were asked to achieve 
4 per cent ratio by March 3 1, 1993 and 8 per 
cent ratio by March 3 1, 1996. 

i) The Government of India had made a 
provision of Rs. 5,700 crore in the 1993-94 
Union Budget for recapitalisation of nation- 
alised banks. Recapitalisation of 19 
nationalised banks was made on January 1, 
1994 subjecting the banks under time bound 
'performance obligations'. The recipient banks 
were required to invest the Government's 
capital subscription in Government bonds 
known as '10 per cent Recapitalisation Bonds, 
2006'. 

ii) Indian banks having branches abroad 
were given one year extension to achieve the 
capital adequacy norm of 8 per cent i.e. by 
March 3 1, 1995. 

1) As against the budgetary provision of 
Rs. 5,600 crore towards recapitalisation of 
nationalised banks for the year 1994-95, the 
revised estimates was Rs. 5,287.12 crore out 
of which a sum of Rs. 4,362.54 crore was 
allocated to 13 nationalised banks and Rs. 

924.58 crore passed on as Tier I1 capital to six 
nationalised banks against the World Bank 
assistance. 

i) The Government released a sum of Rs. 
850  crore towards recapitalisation of 
nationalised banks during 1995-96. 

ii) Banks were directed to maintain 
Tier I capital funds of 5 per cent of the foreign 
exchange open position limit besides the existing 
capital adequacy requirements. 

b) Capital Restructuring 

i) 'The State Bank of India Act, 1955' was 
amended by an Ordinance in October 1993 to 
enhance the scope of the provision for partial 
private share holding. 

ii) SBI was the first public sector bank to 
tap the capital market with an equity-cum-bond 
issue of Rs. 3,212.18 crore in December 1993. 

i) Banking Companies (Acquisition and 
Transfer of Undertakings) Acts, 1 970/1980 
were amended with effect from July 15, 1994 
permitting the banks to raise capital up to 49 
per cent from the public. 

ii) Oriental Bank of Commerce was the 
first nationalised bank to access the capital 
market with an equity issue of Rs. 387.24 crore 
in October 1994. 

iii) The Government of India promulgated 
an Ordinance in January 1995 to amend the 
Banking Companies (Acquisition and Transfer 
of Undertakings) Acts, 197011 980 for enabling 
the banks to reduce their paid-up capital. 
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i The Government of India provided Rs. 
1,506.2 1 crore  during 1995-96 towards 
writing down of the capital base of two banks 
for adjustment of their losses. A further 
provision of Rs. 1.532 crore was made in the 
Union Budget (interim) 1996-97 for similar 
writing down of capital base of three more 
banks. 

i) A provision of Rs. 909 crore was made 
in the Union Budget 1996-97 for recapitali- 
sation of public sector banks in 1996-97. 

ii) Dena Bank entered the capital market 
to raise Rs. 180 crore in October 1996 while 
Bank of Baroda entered the capital market to 
raise Rs. 850 crore in December 1996. 

c) Income Recognition and 
Provisioning 

i) In April 1992 ,  i t  was decided to  
implement the  Narsimham committee 's  
recommendations on financial sector reforms 
with certain modifications, in a phased manner 
over a three year period commencing from the 
accounting year 1992-93. Accordingly, a 
prudential system of income recognition, 
classification of assets and provisioning for bad 
debts was put in place beginning financial year 
1992-93. 

ii) In order to reflect actual financial health 
of banks,  the Reserve Bank instructed the 
commercial banks  t o  treat  an  amount in 
respect of term loans, ov&drafts and cash 
c r ed i t  accounts,  bi l ls  purchased  and  
discounted and other accounts a s  "Past due" 
when not paid on the due date '(since revised 
to 30  days beyond the due date). 

111) A 'non-perforxnix~g asset' is defined as 
a credit facility in respect of which interest has 
remained 'past due' for a period of four quarters 
ending March 31,1993, three quarters ending 
March 31.1994 and two quarters ending March 
3 1, 1995 and onwards. Banks were instructed 
not to charge and take to income account interest . . 
on all Non-Performing Assets (NPAs). 

iv) Banks were required to classify their 
advances into four broad groups : (a) standard 
assets, (b) sub-standard assets, (c) doubtful 
assets, and (d) loss assets from the earlier 
system of eight health codes. 

V) Banks were advised in March 1993 to 
make 100 per cent provision in respect of loss 
assets, and not less than 30 per cent of the total 
provisioning needed in respect of sub-standard 
and doubtful advances and advances with 
outstanding balance of Rs. 25,000 for the year 
ended March 3 1 ,  1993.  The balance of 
provisioning needed in respect of the above 
categories of advances not provided for as on 
March 31,  1993  together with the fresh 
provisioning needed in respect of credit facilities 
identified in the year ending March 3 1, 1994 
should be made as  on that date. 

vi) In respect  of advances  with a n  
outstanding balances of less than Rs. 25,000, 
banks were asked to make aggregate provisioning 
to  the  extent of 2.5 per cent of the  total 
outstanding for the year 1992-93, rather than a 
case by case evaluation of a very large number of 
small accounts. 

i) Banks were required t o  make  full 
stipulated provision against NPAs identified 
during 1993-94 besides the carried forward 
provisioning for 1992-93. 

ii) In respect of advances with balances 
less than Rs. 25,000, the required provision 
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for the year ended March 31, 1994 was 
enhanced from 2.5 per cent to 5 per cent of 
such advances without reckoning the DICGCI 
ECGC cover. 

f The provisioning requirement for NPAs 
'with balances of less than Rs. 25.000 was 

increased from 5 per cent of the aggregate 
amount outstanding in respect of such advances 
for the year ending March 3 1, 1994 to 7.5 per 
cent for the year ending March 3 1, 1995 and 
further to 10 per cent for the year ending March 
31, 1996. From the year 1996-97, the 
provisioning requirement for NPAs with balances 
of less than Rs. 25,000 was to be made as per 
the classifkation of advances. 

ii) The ratio of permanent and current 
investment in the approved securities was 
prescribed at 70:30 per cent for the year ended 
March 1995. 

i) The ratio of 'permanent' and 'current' 
investments in approved securities was 
enhanced to be 60:40 for the year ending March 
1996. 

ii) Banks were advised on April 3, 1995 
that interest accrued and credited to income 
account during the year ended March 1994 in 
respect of accounts identified as NPAs for the 
first time during 'the year ended March 31, 
1995 should be reversed or provided for as on 
that date. 

iii) Banks were advised that provision need 
not be made for a period of one year from the 
date of disbursement in respect of additional 
facilities sanctioned under the rehabilitation 
package approved by BIFR/term lending 
institutions. 

iv) Banks were advised that from 1995- 
96 onwards, for arriving at the provision 
required to be made in respect of doubtful 
assets, the realisable value of the securities 
should be deducted from the outstanding 
balance in respect of advances guaranteed by 
ECGCDICGC. 

i) The ratio for investments in the 
permanent category for scheduled commercial 
banks was reduced from 'not exceeding 60 per 
cent' in 1995-96 to 'not exceeding 50 per cent' 
in 1996-97. 

d)  Recovery of Bank Loans 

i) In order to effect speedy recovery of 
loans, a new Act 'Recovery of Debts due to Banks 
and Financial Institutions Act, 1993', for the 
creation of Special Recovery Tribunals was 
passed by the Parliament on August 27,1993. 

i ) Debt Recovery Tribunals at Calcutta, 
Delhi, Bangalore, Jaipur and Ahmedabad and 
Appellate Tribunal at Mumbai were set up. 
However, Delhi High Court quashed the 
notincation of constituting the Tribunal for Delhi 
region in March 1995. 

i 1 Banks were required to have loan 
recovery policy delineating, inter alla, norms for 
write-off. 

ii) The Supreme Court stayed the operation 
of the Delhi High Court judgment in April 1995 
and admitted special leave petition fled on behalf 
of the Government. 
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e) Lending Norms 

i) For calculation of Maximum 
Permissible Bank Finance (MPBF) only two- 
thirds of term loan instalment falling due for 
payment during'the next 12 months was to be 
treated as part of current liabilities effective 
January 8, 1993. This was further liberalised 
i,n April 1993 by treating only one third of such 
instalment due, a s  part of current liabilities. 

ii) Banks were permitted to provide term 
loans  t o  entrepreneursJprivate sector 
undertakings for technically feasible, financially 
viable and bankable projects involving creation 
of infrastructure facilities subject to the terms 
and conditions and  extent of participation 
governing sanction of term loans. Banks, 
however, were not allowed to extend term loans 
for infrastructure facilities created out of 
budgetary allocations. 

Reserve Bank. 

V) There was a major change in policy by 
linking bank participation in term loans to 
'quantum of loan' instead of 'cost of projecf. 
Banks were allowed to lend individually upto 
Rs. 50 crore and the banking system 
collectively upto Rs. 200 crore for each project 
subject to compliance with prudential exposure 
norms. 

vi)  Jilani Committee set up to review the 
cash credit system submitted its Report in 
October 1993. 

vii) Effective October 18, 1993 the facility 
of issue of CP was extended to companies . 
having working capital (fund-based) limit of not 
less than Rs. 4 crore; the size of CP issue 
continued to be Rs. 25 lakh and in multiple of 
Rs. 5 lakh subject to a ceiling of 30  per cent of 
the working capital (fund-based) limit. 

i) Term loan instalment falling due for 
payment during the next 12 months need not 
be treated as current liabilities for the purpose 
of the calculation of MPBE 

ii) Banks could decide on their own the 
levels of holding of individual items of inventory 
a n d  of receivables while assessing credit 
requirements of borrowers. 

iii) The threshold limit for  obligatory 
consortium lending was raised from Rs. 5 crore 
to Rs. 50 crore, 

iv) Banks were permitted to extend bridge 
loanslinterim finance against capital issues] 
market borrowing (domestic) upto 50 per cent 
of the amount "called up" on each occasion 
without the prior approval of the Reserve Bank. 
However, sancff on of bridge loan against Euro- 
Jssue was subject to prior approval of the 

i) Banks were advised to extend cash 
credit facilities to farmers with irrigation 
facilities and also to other farmers undertaking 
off farm/allied activities in October 1994. 

ii) In October 1994, the ceiling of Rs. 50 
crore for each bank for grant of term loans for 
any project was abolished and the overall limit 
of Rs. 200 crore for the banking system as a 
whole was raised to Rs. 500 crore for a single 
project. Sanction of such term loans, however, 
continued to be subject to compliance with 
prudential exposure norms. 

iii) The stipulated margin of not less than 
25 per cent for advances granted against 
deposits was withdrawn, banks were free to 
determine the margin on a case by case basis. 

iv) Bankdf inancia l  ins t i tu t ions  were 
permitted to  extend bridge loanslinterim 
finance to all companies, including finance 



100 Report on Trend and Progress of Banking in India, 1995-96 

companies, against public issues/market 
borrowing (domestic) upto 75 per cent of the 
amount called up on each occasion as against 
50 per cent prescribed earlier. 

V) In September 1994, banks  were 
advised not to extend bridge loanslinterim 
finance in the form of bridging nature to all 
categories of non-banking financial companies. 

vi) In September 1994, the overall limit of 
bank credit to loan and investment companies 
and  residuary non-banking financial 
companies was reduced to twice the net owned 
fund (NOF) as against three times the NOF as 
hitherto. In respect of credit to equipment 
leasing and hire purchase companies, the limit 
of four times the NOF was to continue provided 
such borrowers were predominantly engaged 
in equipment leasinghire purchase business; 
other-wise, bank credit was restricted to three 
times the NOR 

vii) Banks were permitted to extend finance 
to public sector undertakings (registered under 
the Companies Act, 1956 or as a corporation 
under the relevant Act) for projects involving 
creation of infrastructure facilities subject to 
the same terms and conditions as  applicable 
to the private sector. Additionally, banks were 
asked to ensure that such PSUs were run on 
commercial lines and repayment was made out 
of income generated dy the project and not out 
of Government subsidieshudgetary allocation. 

i) A 'Loan System' for Delivery of Bank 
Credit for working capital purpose was 
introduced effective April 1 7, 1995 to bring 
about greater discipline in credit utilisation 
and better control over credit flow. The 'cash 
credit' component was fixed at 75 per cent of 
the Maximum Permissible Bank Finance 
(MPBF), while 'loan' component was fixed at 
25 per cent. 

ii ) Banks were advised to reduce the 'cash 
credit' component from 75 per cent to 60 per 
cent of the MPBF and to increase the 'loan' 
component from 25 per cent to 40 per cent 
effective October 5. 1995. 

iii) Effective April 17, 1995 bridge loan by 
banks/financial institutions to all companies 
was banned. In October 1995, subject to the 
compliance of certain conditions, banks were 
allowed to sanction bridge loans against the 
commitment of financial institutions and/or 
other banks where the lending institution was 
faced with temporary liquidity constraint. 

iv) Effective April 2 1, 1995 bank credit 
limit to loan and investment companies and 
res iduary non-banking companies was 
reduced to the level of NOF from twice the 
level of NOF of the company; for companies 
having not less than 75  per cent of their 
a s se t s  in  equipment  leasing a n d  h i re  
purchase activity and 75 per cent of their 
g ross  income f rom these two types of 
activities as  per their last audited balance 
sheets, the limit was brought down to thrice 
the level of NOR for other equipment leasing 
hire purchase companies the limit was 
prescribed to twice the level of NOF. 

V) Effective April 2 1,1995 the extent of CP 
to be issued by a company was restricted to 
75 per cent of the 'cash credit' component of the 
working capital limit instead of 75 per cent of 
the working capital (fund-based) limit a s  
hitherto. 

vi) Effective July 25, 1995 banks were 
advised to scrupulously follow the guidelines 
in the Accounting Standard (AS?) prescribed/ 
issued by the  Inst i tute  of Chartered 
Accountants of India (ICAI) for the construction 
companies. 

vii) Effective December 22,1995 banks were 
allowed to sanction term finance up to Rs. 1,000 
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crore for each power generation project. subject 
to certain terms and conditions. 

i 1 In order to further strengthen the 
discipline in the utilisation ofbank credit by 
borrowers with assessed MPBF of Rs. 20 
crore or above, the 'cash credit' component 
under the 'Loan System' was reduced to 40 
per cent of MPBF and the 'loan' component 
was increased to 60 per cent effective April 
18, 1996; with a view to extending the 'Loan 
System' in respect of borrowers with assessed 
MPBF between Rs. 10 crore and Rs. 20 crore, 
the 'cash credit' component was restricted to 
60 per cent while the 'loan' component fixed 
a t  40  per cent. 

ii) Consequent on restricting the 'cash 
credit' component to 40 per cent of the MPBF 
in the case of borrowers with MPBF of Rs. 
20 crore and above, such borrowers were 
permitted to issue CPs to the entire extent of 
'cash credit' component, as against 75 per cent 
earlier. In the case of borrowers with MPBF 
of Rs. 1 0  crore or  above but less than Rs. 20 
c ro r e ,  the  amoun t  of i ssuable  CP was 
restricted to  75  per cent of the 'cash credit' 
component. 

iii) The mandatory requirement of levy of 
commitment charge on the unutilised portion 
of the working capital credit limits of Rs. 1 
crore and above was withdrawn effective July 
1, 1996, and banks were advised to evolve their 
own guidelines for ensuring credit discipline 
and levy of commitment charge. 

iv) The mandatory requirement of levy of 
additional interest of two percentage points 
above the relevant cash credit, interest rate on 
the portion of the book-debt finance in excess 
of 75 per cent of the limits sanctioned to 
borrowers with fund-based credit limits of Rs. 
5 crore and above was withdrawn effective July 
1, 1996. 

V) Effective October 19, 1996 'casl~ credlt' 
component was reduced from 4 0  per cent to 
25 per cent with MPBF over Rs. 20 crorc. In 
the case of companies with MPBF between Rs. 
10 crore to Rs. 20 crore, the cash credit to loan 
ratio of 60:40 has been reversed to 40:60. 

vi) Effective November 4, 1996 CPs can be 
issued b y  all bank borrowers eligible to issue 
CPs upto 100 per cent of the working capital 
(fund-based) limit sanctioned by banks subject 
to certain conditions. 

j3 Investment Norms 

i Ceiling of 5 per cent of incremental 
deposits of the previous year on bank's  
investment in PSU bonds was withdrawn 
effective January 25, 1994. 

i) Standby facility for CP was abolished 
in October 1994; after issuance of CR the banks 
were advised to effect a 'pro tanto' reduction in 
the cash credit limit. 

11 Banks were advised in April 1995 to 
desist from acquiring shares/debentures etc. 
in the secondary market. 

ii) The period for transferring the shares 
held by banks in their names against advances 
to share and stock brokers held by them as 
stock-in-trade, was raised to 9 months effective 
July 15, 1995 from a period of more than 3 
months earlier. Besides, the monetary limit for 
such advances was raised to Rs. 5 lakh from 
Rs. 3 lakh earlier. 
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i In October 1996 the prohibition on 
banks acquiring shares and debentures of 
corporate bodies in the secondary market was 
removed and banks were permitted to 
purchase shares and debentures in the 
secondary market within the ceiling of 5 per 
cent of incremental deposits of the previous 
year prescribed for investments in corporate 
shares, debentures and units of mutual funds. 
However, such purchases (other than inter- 
bank transactions) should be only through 
recognised stock exchanges and registered 
stock brokers. 

ii Effecive November 30, 996 banks \ were also permitted to purchase P U bonds in 
the secondary market (other than inter-bank 
trasactions) provided these bonds have been 
issued and registered in the name of the seller 
and purchased through recognised stock 
exchanges and registered stock brokers. 

)NJ The limit for sanction of advances 
against shares and advances to individuals was 
raised from Rs. 5 lakh to Rs. 10 lakh with effect 
from September 6, 1996. 

iv) Effective -November 30, 1996 the 
requirement of sanctioning advances exceeding 
Rs. 5 lakh against shares and debentures by 
the Board/Committee of Directors was 
withdrawn and banks were given freedom to 
decide the appropriate levels of authority for 
sanction of such advances. 

7. Technological Issues 

i ) A High Powered Committee headed by 
Shri W.S. Saraf set up to study the technology 
issues relating to payment and settlement 
system in the banking industry submitted its 
report on December 9, 1994. 

1) The recommendations of the Saraf 
Committee were a t  various s tages  of 
implementation. 

ii) The Committee (Chairperson : Ms. K.S. 
Shere) set up in April 1995 by the Reserve Bank 
to study all aspects of Electronic Funds 
Transfer (EFT) for instituting an EFT system 
in India, submitted its report in January 1996. 

iii) Under the World Bank's Financial 
Sector Development Project, the participating 
banks could obtain a modernisation and 
institutional development loan of US $ 150 
million for extending, inter alia, automation 
and computerisation of banking operations. 

8. Regulatory and Supervisory Issues 

a) Supervision System 

. 
i) A decision to se t  up  a Board for 
Financial Supervision (BFS) within the Reserve 
Bank was taken in May 1993 to ensure 
implementation of regulations in the areas of 
credit management, asset  classification, 
income recognition, capital adequacy and 
treasury operations. 

1993-94 

ii) Operational support to BFS was to 
i Decks were cleared for  fur ther  come from the new Department ofSupervision 
computerisation of banks following agreements (DoS) set up within the Bank in December, 
with trade union in October 1993. 1993. DoS started exercising supervision over 

commercial banks. 



Progress of Financial Sector Rc 

1) To enable the Board for Financial 
Supervision (BFS) to perform some of the 
functions of the Central Board of the,Reserve 
Bank of India, the Reserve Bank of India (BFS) 
Regulations, 1994 framed under Section 58 of 
the RBI Act, 1934 came k t o  effect from July 
28, 1994. 

ii) BFS under the Chairmanship of 
Governor of t h e  Reserve Bank became 
functional from November 16, 1994 with a 
Deputy Governor a s  Vice Chairman and six 
other members.  BFS and the Advisory 
Council constituted under the RBI (BFS) 
Regulations, 1994 would each have a term 
of two years. 

iii) An audit sub-committee comprising 
the Vice Chairman and two members of the 
BFS was set u p  in January 1995 to examine, 
on an  on-going basis, the system of auditing 
of banks,  financial institutions and  non- 
banking financial companies. 

i ) Effective April 1995, the BFS started 
supervising the all-India financial institutions 
and  from July 1995 non-banking financial 
companies. 

ii) A Working Group on Internal Controls 
in Banks set up  in February 1995 to review the 
internal control and inspectionlaudit system in 
banks (Chairman R. J. Jilani) submitted its 
report on September 20, 1995. 

iii) A Working Group to 'Review the System 
of On-site Supervision over Banks' headed by 
Shri S.  Padmanabhan, constituted in February 
1995, submitted its report on November 8, 
1995. 

i 1 The branch licensing policy for 1990- 
95 which provided operational autonomy to 
banks to rationalise the structure of their 
branches continued. Banks were permitted to 
shift their existing branches within the same 
locality, open specialised branches, convert the 
existing non-viable rural branches into satellite 
offices and spin-off business of a branch. 

ii 1 Also, b a n k s  which a t ta ined the 
st ipulated capital  adequacy norms  a n d  
prudential  accounting s t anda rds  were 
permitted to set u p  new branch officeslupgrade 
the extension counters into full-fledged new 
branches without the prior approval of the 
Reserve Bank. 

i) ' In August 1993 banks were allowed to 
close, with the Reserve Bank approval, on 
mutual consultation, one loss making branch 
a t  rural centres served by two commercial 
banks branches excluding RRBs. 

ii) RRBs were allowed in December 1993 
to relocate their loss incurring branches at new 
places within thei r  service arealarea of 
operation. 

i) Banks which attained capital adequacy 
ratio of 8 per cent, earned net profit for three 
consecutive years, having NPAs not more than 
15 per cent of total outstanding loans and a 
minimum owned funds of Rs. 100 crore were 
advised in June 1994 to submit to the Reserve 
Bank a plan of action for opening of new 
branches or to upgrade existing extention 
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counters during the next one year for prior 
approval. 

ii) In June 1994, scheduled commercial 
banks were asked to open at  least one 
specialised Agricultural Finance Branch in each 
State to adequately deal with high-tech 
agricultural financing where they are convenors 
of the respective State Level Bankers' Committee. 

i) In line with the Bhandari Committee's 
recommendation, the branch licensing policy 
for RRBs was modified in June 1995 as  
follows: (a) 70 RRBs, freed from the Service 
Area obligations, were given freedom to relocate 
their loss making branches preferably within 
the same block or convert them into satellite/ 
mobile offices; (b) ?tYo loss making branches 
of the same RRB within five kms were 
permitted to merge; (c) RRBs with Service Area 
obligations were free to relocate loss-making 
branches at 'specified centres' within their 
Service Area; (d) Such RRBs were allowed to 
convert their loss making branches into 
satellite/mobile offices, provided such 
conversion would not impair the performance 
of SAA obligations; (e) W o  branches of the 
same RRB within five kms in a geographically 
contiguous Service Area were allowed to be 
merged; (f) These RRBs were allowed to open 
new branches at  'specified centre' within their 
area of operation. 

ii) Banks were advised to set  up 100 
specialised branches in 85 identified districts 
to meet the requirements of Small Scale 
Industries. 

c )  Private Sector Banks 

competition in the banking system, the Reserve 
Bank issued guidelines in January 1993 for 
the establishment of new banks in the private 
sector. 

i The Banking Regulation Act, 1949 was 
amended in February 1994 raising the ceiling 
of voting rights of an individual shareholder in 
a private bank from one per cent to ten per 
cent. 

i) Six new private banks, viz., UTI Bank 
Ltd., IndusInd Bank Ltd., ICICI Banking 
Corporation Ltd., Global Trust Bank Ltd., 
Centurion Bank Ltd., and HDFC Bank Ltd., 
commenced banking business out of 'in 
principle' approval given for setting up ten 
private banks during the year. 

i) With four more new private banks viz., 
Times Bank Ltd., Bank of Punjab Ltd., 
Development Credit Bank Ltd., and IDBI Bank 
Ltd., nine private sector banks became 
operational. 'Mo more 'in principle' approvals 
were granted during the year. 

i l A s  proposed in the Union Budget for 
1996-97, guidelines were issued on August 24, 
1996 for setting up of new private local area 
banks with jurisdiction over two or three 
contiguous districts. A minimum paid-up 
capital of Rs. 5 crore was stipulated for such 
banks. 

1992-93 ii) The Reserve Bank has granted 'in 
principle' approval on January 15, 1997 for 

i In order to introduce greater establishment of two Local Area Banks. 
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d )  Priority Sector Lending 

i) Regarding credit delivery to the SSIs, 
the Reserve Bank advised the banks : a) to step 
u p  the credit flow to meet the legitimate. 
requirements of SSI sector in full during the 
Eighth Five-Year Plan, bl to provide working 
capital limits upto Rs. 100 lakh to SSIs, and 
C) to set up  an institutional frame-work for 
redressal of grievances of SSI units, as also 
modified the definition of sick SSI units so that 
potentially viable SSI units could be helped in 
their rehabilitation efforts at an early stage. 

i l  Effective April 1993 foreign banks were 
advised to increase their priority sector advances 
from 15 per cent of their net credit to 32 per 
cent by March 1994. Within the enhanced target 
of 32 percent, two sub-targets of 10 per cent 
each in respect of advances to (a) small scale 
industries and (b) export sector, were fixed. 

ii) Government of India redefined SSIs with 
investment in plants and machinery worth upto 
Rs. 60 lakh (Rs. 75 lakh in the case of ancillary 
units and  export oriented units). All advances 
granted to SSIs as  per revised definition were 
treated as priority sector advances by the 
Reserve Bank. 

1) Banks were advised to consider on 
merits proposals for term finance/loans in the 
form of lines of credit to State Industrial 
Development Corporations and State Financial 
Corporations subject to  the  observance of 
terms and conditions advised to banks from 
time to time. The extent of such loans to SSI 
units would be treated as  a part of priority 

sector lending. 

1) Banks were required to contribute to 
the Rural Infrastructure Development Fund 
(RIDF), newly set up a t  NABARD, an amount 
equivalent to shortfall in the priority sector 
target for agricultural lending, subject to a 
maximum of 1.5 per cent of the Bank's net 
credit. Such. contributions, expected to 
provide Rs. 2,000 crore during 1995-96, 
would also be treated as priority sector 
lending. 

ii) Banks, falling short of the priority sector 
target, were required to provide Rs. 1,000 crore 
on a consortium basis to the Khadi and Village 
Industries Commission, on top of lending to the 
Handloorn Co-operatives, for the purpose of 
financing viable Khadi and Village Industrial 
units which would be reckoned as priority sector 
lending. 

iii) Entire amount of refinance granted by 
sponsor banks to the RRBs would be reckoned 
a s  priority sector lending. 

i) As per the Union Budget 1996-97 
proposal, an additional amount of Rs. 2,500 
crore would be made available for financing 
rural infrastructure through the RIDF during 
1996-97. 

ii) The target  f o r  expor t  c red i t  fo r  
scheduled commercial banks was raised in 
October 1996 to 12 per cent of net bank credit 
to be reached by end-March 1997 from the 
present 10 per cent fured in November 1992. 
Banks having higher ratio of export credit than 
the target should ensure that there was no fall 
in the ratio. 
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e) Customer Services 

i) Customer service in the banking 
sector was perceived as an integral part of 
the overall financial sector reforms. 
Accordingly, the Reserve Bank initiated 
speedy action relating to (a) advancing of 
working hours, (b) extension of business 
hours, (c) acceptance of small denomination 
notes. (d) exchange of soiled and mutilated 
notes. (e) immediate credit of local cheques 
upto Rs. 5,000, and (fl payment of interest 
at enhanced rate on delayed collection of 
outstation instruments at  minimum lending 
rates when the proceeds of the instruments 
were to be credited to cash credit. 

immediate credit. b )  For local cheques, 
customers were allowed to use the credited 
funds latest by the third working day from the 
date of acceptance of the cheque. c) Banks were 
advised to constitute a committee under a 
General Manager to identify the areas and 
factors for delays in collection of outstation 
instruments. 

i) Stand alone ATMs at places other than 
branches and extension counters were allowed 
to provide functional facilities such as : a) PIN 
Changes (b) Requisition for cheque books 
C) Statement of accounts d)  Balance enquiry, 
and e) Inter-account transfer (at same centre). 

f) Frauds and Malpractices 

i) A s  a part  of implemention of the 
recommendations of the Goiporia Committee 
on customer service in banks, the Reserve Bank 
advised all commercial banks to monitor and 
evaluate 25 core recommendations of the 
Committee in the prescribed format. The bank 
branches were required to send their evaluation 
reports on a quarterly basis to their controlling 
offices, which would in turn consolidate them 
and send a report to their head offices as also 
to the Reserve Bank at prescribed intervals 
(half-yearly). 

i) Banks were instructed to implement 
the recommendations of Ghosh Committee on 
frauds and malpractices in banks. 

i) Banks were required to devise a system 
of close watch on new deposit accounts, and 
cash deposits and withdrawals for Rs. 10 lakh 
and above. 

i) For expeditious and inexpensive 
resolution of customer complaints against 
deficiency in banking services, the Banking 
Ombudsman Scheme, 1995 was intrbduced in 
June  1995. So  far 8 ombudsmen were 
appointed, one each at  New Delhi, Mumbai, 
Bhopal, Bangalore, Chandigarh, Hyderabad, 
Patna and Jaipur. 

ii) a) For local and outstation cheques 
upto Rs. 5,000, banks were required to provide 

il Banks were advised to introduce the 
practice of informing the employer bank 
whenever an employee of a bank opens an 
account with a branch other than that of his 
posting. 

g) Export/hport Credit 

i The Reserve Bank directed the 
commercial banks to se t  up  State Level 
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Committee for Export Promotion. 

il Sub-suppliers of export orders would 
be provided credit within the overall 
permissible Pre-Shipment export credit 
wherever letters of credit were opened by the 
export order holder. 

i) Effective October 31 ,  1995,  out- 
standings under the import credit sub-limit of 
the cash credit would be subject to a 15 per 
cent interest rate surcharge which was raised 
to 25 per cent effective February 8, 1996. 

ii) Effective February 8, 1996 the scheme 
of PSCFC was terminated. 

i 1 The Kashinath Seth Bank Ltd., was 
amalgamated with the State Bank of India on 
January 1, 1996, 

i) Regional Rural Banlcs 

i 1 A s  recommended by the Bhandari 
Committee, 49 RRBs were taken up for 
restructuring and revival during the year. 

ii) RRBs were allowed to deploy a part of 
their surp lus  non-SLR funds  in credit 
portfolios of their sponsor banks and in 
specified investment avenues like UTI listed 
schemes, etc. 

i) In the context of recent developments 
in the foreign exchange market and the overall 
monetary and credit situation, the interest rate 
surcharge on import finance was withdrawn, 
effective July 23, 1996. 

ii) As per the credit policy for the second 
half of 1996-97, the target for export credit of 
scheduled commercial banks has been revised 
to 12 per cent (from 10 per cent) of net bank 
credit to be attained by  end-March 1997. 

iii) Effective July 3, 1996 interest rate 
surchage on import finance was withdrawn. 

h) Bank Restructuring 

i New Bank of India was merged with the 
Punjab National Bank in September 1993. 

i) The Basu Committee se t  up  by 
NABARD recommended in December 1995 for 
selection of 68  RRBs for comprehensive 
restructuring under phase 11. 

ii) The Government released a sum of Rs. 
223.57 crore during 1995-96 for capital 
restructuring of 53 RRBs out of the selected 
(68+2) 70 RRBs. 

iii) An Expert Group under  the  
chairmanship of Dr. N.K. Thingalaya was set 
up  to examine the issues concerning the 
managerial and financial restructuring of 
RRBs. The group continued in 1995-96 to 
monitor the progress in this regard. 

iv) RRBs were advised to adopt income 
recognition and asset classification norms from 
1995-96 and provisioning norms from 1996-97 
onwards. 
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i) A provision of Rs. 200 crore was made in 
the Union Budget 1996-97 for recapitalisation 
of 70 RRBs in 1996-97. 

j) Dividend declaration by banks 

was set up by NABARD to help improve 
managerial systems and skills in co-operative 
banks. 

iii) For the first time, scheduled PCBs were 
considered for investing their surplus funds in 
CDs and CPs in those with credit rating P 1 or 
A 1  from CRISIL/ICRA. 

1 Public sector banks were made subject 
to prior approval for payment of interim 
dividend, dividend higher than 25 per cent and 
in cases of non-fulfillment of four stipulated 
conditions: (i) compliance with the provisions 
of Section 15 of the Banking Regulation Act, 
1949, (ii) proposed dividend out of current 
year's profit being not more than 25 per cent, 
(iii) compliance with the extant regulations on 
transfer of profits to statutory reserves and 
setting up of required provisions and (iv) 
observance of prudential accounting and 
capital adequacy requirements. 

9. Reforms in Co-operative Banking 

11 Co-operative credit structure was set 
to be strengthened through state specific 
development action plans, and through MoU 
between NABARD, State Governments, SCBs 
and CCBs. 

ii) Lending and deposit rates of all co- 
operative banks,  excluding PCBs, were 
deregulated in October 1994 subject to an MLR 
of 12 per cent. 

iii) Effective October 18, 1994 MLR for 
credit limits of over Rs. 2 lakh was abolished 
and PCBs were free to fix their lending rates 
for such credit limits. 

a) Co-operative Banks 

1) Licensing of new urban co-operative 
banks was liberalised greatly. Apart from 
prescribing entry pointhriability norms and the 
guidelines relating to their operations, the 
Reserve Bank also placed on Primary (urban) 
Co-operative Banks (PCBs) stipulations in 
respect of income recognition, classification of 
assets, and provisioning on the lines stipulated 
for commercial banks. 

i The National Co-operative Bank of 
India (NCBI) was registered on August 5, 1993 
as a Multi State Co-operative Society. 

iil A Co-operative Development Fund 

i ) Effective June 2 1, 1995 PCBs were free 
to fix their lending rates for all categories of 
loans subject to an MLR of 13  per cent. 

ii) PCBs were allowed in April 1995 to 
invest their surplus funds in equitybonds of 
all India Financial Institutions, in addition 
to their investment in PSU bbnds, within the 
ceiling of 10  per cent of their deposits. 

iii) For term deposits of over two years, 
PCBs were given freedom to fix their own 
interest rate, effective October 1, 1995. 

iv) PCBs were allowed in February 1996 
to invest their surplus funds in CDs issued 
by scheduled commercial banks and other 
financial institutions approved by the Reserve 
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Bank subject to fulfilling certain conditions. 

V)  All scheduled PCBs were brought 
under the perview of the provisions of the 
Banking Ombudsman Scheme, 1995. 

i) Scheduled PCBs were allowed in April 
1996 to undertake equipment leasing and hire 
purchase financing activities after meeting 
certain prudential requirements. Non Scheduled 
PCBs desiring to undertake the above activities 
were required to approach the Reserve Bank 
through the Regional Offices concerned. 

ii) With a view to providing banks greater 
flexibility in determining their deposit rates, 
effective July 2, 1996 PCBs were given freedom 
to fix interest rates on domestic term deposits 
of over one year maturity. Also, the minimum 
maturity period of term deposit was reduced 
from 46 days to 30 days. Accordingly, interest 
rate for the term deposits of 30 days and upto 
one year, was prescribed at not exceeding 11.0 
per cent per annum. 

iii) Effective from July 1996 PCBs were 
given freedom to fix the interest rate on post- 
shipment Export credit on medium and long 
term basis for any period beyond 180 days. 

iv) Effective October 21,  1996 PCBs' 
interest rate on domestic term deposits for 
maturity of 30 days upto 1 year was reduced 
from 1 1.0 per cent to 10.0 per cent per annum. 

V) It was decided to withdraw the interest 
rate surcharge on import finance for PCBs with 
effect from July 23, 1996. 

vi) PCBs were allowed in November, 1996 
to invest their surplus funds in the Units of 
UTI upto 5 per cent of their incremental 
deposits  of the  previous year a n d  these  
investments should be within the overall ceiling 
of 10 per cent of their deposits for investment 

in the bonds of public sector undertaki~ig/ 
companies and equityfionds of All India 
Financial Institutions. 

vii) In the light of allowing PCBs to extend 
their area of operation to the entire district of 
registration including rural areas in the context 
of the credit gap in agricultural sector. effective 
December 1996, PCBs were permitted to 
extend direct finance for agricultural activities 
and these will be counted as priority advances. 

viii) The prudential accounting norms were 
made applicable to State Co-operative Banks/ 
Central Co-operative Banks from the year 
1996-97 in two phases viz., 1996-97 and 
1997-98. 

10. Reforms in Non-Bank 
Financial Sector 

a) Non-bank Financial Companies 
(NBFCs)/Mutual Benefit F inanc ia l  
Cornpanies ( M B F C s )  

i) In order to integrate NBFCs within the 
mainstream of overall financial sector reform, 
the Reserve Bank initiated a comprehensive 
programme of reform of the financial 
companies. 

i) The recommendations of the Shah 
Committee Report on NBFCs were accepted 
and the first phase of implementation was 
initiated. 

i) Detailed prudential  guidelines to  
NBFCs were issued i n  J u n e  1994 .  The 
registered NBFCs were required to achieve a 
minimum capital adequacy norm of 6 per cent 
by March 3 1,  1995 and 8 per cent b y  March 
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3 1. 1996 and also obtain a minimum credit 
rating from any one of the three credit rating 
agencies. 

r), Board for Financial Supervision with 
the assistance of the Bank's Department of 
Supervision extended its supervision on the 
NBFCs from July 1995. 

ii) An expert group (Chairman : Shri ER. 
Khanna) was se t  u p  in April 1995  for 
recommending a framework for supervision of 
the financial companies. 

iii) Maintenance of liquid assets  was 
increased from 10 per cent to 15 per cent of 
deposit liabilities for the equipment leasing and 
hire purchase finance companies and other 
NBFCs registered with the Reserve Bank. For 
other NBFCs not registered with RBI, the 
requirement was raised from 5 per cent to 7.5 
per cent of the deposit liabilities. 

iv) For better and effective regulation of the 
NBFCs, certain legislative changes were being 
considered. 

i 1 An Expert Group headed by Shri ER. 
Khanna constituted in April 1995 to frame a 
comprehensive supervisory system over the 
operations of NBFCs submitted its report. 

ii) A ceiling of 15 per cent interest rate on 
deposits was prescribed for MBFCs, popularly 
known as Nidhi companies, effective July 8, 
1996. 

iii) The Reserve Bank removed the interest 
rate ceiling on deposits as also the ceiling on 
the quantum of deposits for NBFCs subject to 
the condition that they fully comply with the 
Bank's directions and guidelines. In respect of 
registered equipment leasing and hire purchase 

finance companies (EL/HP) complying with 
credit rating requirement and prudential 
norms, the liberalisation measures include (a) 
removal of ceiling on deposits, hitherto 10 
times the NOF, (b) reduction of liquid assets to 
deposits ratio from 15 per cent to 12.5 per cent, 
while continuing with the stipulation that at  
least 10 per cent of the deposits be maintained 
in Government securities and Government 
guaranteed bonds ,  a n d  ( c )  f reedom to 
determine interest rates on deposits of one year 
and upto 5 years. 

iv) As regards registered loan/investment 
companies complying with credit  rat ing 
requirements and prudential norms, the overall 
ceiling on deposits, hitherto equal to NOF, was 
increased to twice the NOE The stipulation of 
12.5 per cent of liquid assets ratio and the 
freedom to determine interest payable on 
deposits a s  in the case of EL/HP companies 
would also apply to these companies. 

V) For registered EL/HP as  well a s  loan/ 
investment companies, which comply with either 
credit rating or prudential norms, the ceiling on 
interest rate of 15  per cent on deposits and 
overall ceiling on quantum of deposits alongside 
the stipulation of 15 per cent liquid assets ratio 
would continue. In the case of non-compliance 
of both the credit rating and the prudential 
norms, the overall ceiling on deposits has been 
reduced in relation to NOF from 10  times to 7 
times for registered EL/HP companies, and for 
registered loan and investment companies, from 
equal to NOF to 15 and 25 per cent of NOF for 
deposits  from shareholders  and public, 
respectively. 

b) Term Lending Institutions 

1) Term lending institutions viz., IDBI, 
IFCI, ICICI, IRBI and Exim Bank were required 
to achieve a capital adequacy norm of 4 per 
cent by the end of March 1994. Such of the FIs 
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having dealings with agencies abroad were 
required to achieve a norm of 8 per cent b y  
March 31, 1995 while the rest are to attain 8 
per cent norm by March 3 1, 1996. 

i) Under the General Line of Credit (GLC) 
to NABARD, the Reserve Bank sanctioned in 
June 1995 an aggregate limit of Rs. 4,950 crore 
which was enhanced to Rs. 5,250 crore in 
January 1996. 

i) The Union Budget 1996-97 proposed 
to raise the share capital of NABARD from 
Rs. 500 crore in 1995-96 to Rs. 1,000 crore 
in 1996-97 with a contribution of Rs. 100 
crore from the Government and Rs. 400 crore 
from the  Reserve Bank and to quadruple the 
share capital to  Rs. 2,000 crore within five 
years. The aggregate limit under GLC was 
enhanced to Rs. 5,500 crore for the year 
1996-97. 

ii) State level agricultural development 
finance institutions are proposed to  be set up 
as per  the Union Budget 1996-97,  with 
NABARD as  the chief promoter to  promote 

investment in commercial or high teclinology 
agriculture and allied activities. 

iii) The Union Budget 1996-97 proposed 
the  es tabl i shment  of a n  Inf ras t ruc ture  
Development Finance Company (IDFC) with an 
authorised share capital of R s .  5,000 crore. 

c)  Insurance Sector 

i) The Committee on Reforms in  the  
Insurance Sector under the Chairmanship of 
Shr i  R.N. Malhotra was se t  u p  t o  m a k e  
recommendations on reforms in insurance 
sector. 

i 1 T h e  Malhotra  Committee on  the  
Insurance Sector submitted its report. 

i )  As announced in the Union Budget for 
1995-96, a three member-board for the interim 
Insurance Regulatory Authority (IRA) was 
constituted in January 1 996. 
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Appendix %able 11.1 : Industry-wise Deployment of Gross Bank Credit @ 

(Rs. crore) 

Outstanding as on Variations during 

Financial year Aprll-June 
Industry Mar.18 Mar.31 Mar.29 June 30 June 28 

1994 1995 1996 1995 1996 1994-95 1995-96 1995-96 1996-97 

1 2 3 4 5 6 7 8 9 10 
(3-2) (4-3) (5-3) (6.4) 

Industry 80,482 102,310 124,992 101,706 121,396 21,828 22,682 -604 -3,596 
(Total of Small, Medium 
and Large Scale) 

1. Coal 
2. Iron'and Steel 
3. Other Metals and Metal Products 
4. All Engineering 

Of which: Electronics 
5.' Electricity (Gen.' and Trans.) 
6. Cotton Textiles 
7. Jute Textiles 
8. Other Textiles 
9. Sugar 
10. Tea 
11. Food Processing 
12. Vegetable Oils 
' (including Vanaspati) 
13. Tobacco and Tobacco Products 
14. Paper and Paper Products 
15. Rubber and Rubber Products 
16. Chemicals, Dyes, Paints, etc. 

Ojwhlch: 
i) Fertilisers 
ii) Petro-chemicals 

iii) Drugs and Pharmaceuticals 
17. Cement 
18. Leather and Leather Products 
19. Gems and Jewepellery . . 

20. Construction 
2 1. Petroleum 
22. SAFAUNS* 
23. Other IndusMes 

Memorandum Item 
A. Industrial Credit as proportion 

of NBC # 52.8 53.2 54.7 52.2 54.2 

@ Data are Provisional. 
Shlps acqulred from abroad under  new scheme. 

# Net Bank Credit. 
Note : No sign is  indicated for positlve variations. 
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Appcndlr Tablc 11.2 : RBI Accornmodatlon to Scheduled Commercial Banka * 
(Rs. crore) 

Aa on the 
last rcpor- 
t111g Friday 
of 

Export Crcdit Export Credit 
(Rupce (Dollar 

dcnomlnntcd) tlcnorninated) 
Refinance Refinance 

Limit Outstan- Limit Outstan- 
dlng ding 

Total Export Credit Government Total 
Reflnancc SecuriUes Refinance 

Refinance 

Limit Outstan- Limit Outstan- Limit Outstan- 
ding ding ding 

May 2.464.11 405.06 6,606.40 4.245.45 9.070.51 4.650.51 1,027.79 33.46 10.098.30 4,683.97 
(16.4) (64.3) (51.3) (3.3) (46.4) 

June 2.917.46 1,271.81 6,450.81 5.444.16 9.368.27 6,715.97 1,027.79 159.29 10,396.06 6.875.26 
(43.6) (84.4) (71.7) (15.5) (66.1) 

September 3.129.19 1,271.87 6,528.96 4.261.40 9.658.15 5,533.27 1.027.79 36.79 10.685.94 5,570.06 
(40.6) (65.3) (57.3) (3.6) (52.1) 

December 4.607.98 1.572.78 6.572.90 4,208.24 11,180.88 5,781.02 3,385.10 171.90 14,565.98 5,952.92 
(34.1) , (64.0) (51.7) (5.1) (40.9) 

March 10.080.29 2,895.69 4,061.32 1.795.0414.141.61 4,690.73 3,385.10 153.98 17,526.71 4,844.71 
(28.7) (44.2) (33.2) (4.5) (27.6) 

April 

June  

September 11,377.37 1,822.5 1 - - 11,377.37. 1.822.51 
(16.0) (16.0) 

* Excluding special refinance against shipping loans, duty drawback, etc. 
Notes : 1. Effective from the fortnight commencing September 30, 1995 two separate limits under the Government securities 

refinance were granted to banks. Effective from July 6, 1996 the Government securities refinance scheme was 
terminated. 

2. Effective from the fortnight commencingApri1 13, 1996 banks are provided export credit refinance against rupee 
denominated and dollar denominated export credit taken together. 

3. Figures in brackets are proportions of Utilisation to Refinance. 
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Appendix lhble 11.3 : WorkIng Rcwlts of  All Gcbedultd Cornrncrclal n&nks 
for thc year8 1984-05 and 1095.80 

A. Income 
(i+ii) 

i )  Interest income 

ii) Other income 

B. Expenditure 
(i+ii+iii+iv) 

i )  Interest expended 

i i )  Provisions and 
contingencies 

iii) Wage bill 

iv) Other operating 
expenses 

C. Profit 
i) Operating Profit 

ii) Net Profit 

D. Total Assets 5.14.690.86 5.99,468.06 84.777.18 16.47 

E. Financial Ratios $ 

i) Operating Profit 1.49 1.70 0.21 - 
ii] Net Profit 0.42 0.15 -0.27 - 

iii) Income 9.90 10.86 0.96 - 
iv) Interest income 8.66 9.37 0.71 - 
V) Other Income 1.24 1.49 0.25 - 

vi) Expenditure 9.48 10.71 1.23 - 
vii) Interest expended 5.64 6.22 0.58 - 
viii) Other operating expenses 1.09 0.94 -0.16 - 
ix) Provisions and Contingencies 1.08 1.55 0.47 - 
X) Wage bill 1.67 2.00 0.33 - 

$ Ratios to Total Assets. 
Note : Figures in brackets are percentage shares to the respective total. 
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Appendix n b l e  11.4 : Workfng Results of Public Sector Banks 
8 for the years 1994-95 and 1995-96 

(Rs.crore) 

Absolute Percentage 

I 2 3 4 5 

A. Income ' 
(i+ii) . 

1)  lriterest lncanle 

I3. Expenditure 
( i t  l i t  iii+iv) 

i )  lr~lcrcst expended 

i i )  Provisions and 
continger~cies 

ili) Wage bill 

iv) Other operating 
expenses 

C. Profit 
i )  Operating Profit 

ti) Net Profit 

D. Total Assets 

E. Financial Ratios $ 

i) Operating Profit 
ii) Net Profit 

' iii) Income 
iv) Interest income 
V) Other Income 

vi) Expenditure 
vii) Interest expended 
viii) Other operating expenses 
ix) Provisions and Contingencies 
X) Wage bill 

$ Ratios to Total Assets. 
Note : Figures in brackets are percentage shares to the respective total. 
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Appcndlx Table 11.5 : Worklng Rcaults of 6 b t c  Bank of India and 
i t s  lSlrociates lor the years 1094.98 and 1008.90 

IlLs.crorc) 

Particulars 199.1-95 1995-96 V.trlntLorr of 
Ct)ll~lnn (3) ovcr (2) 

A. Income 
(i+ii] 

i) Interest income 

ii) Other income 

B. Expenditure 
(i+ii+iii+iv) 

i) Interest expended 

ii) Provisions and 
contingencies 

iiil Wage bill 

iv) Other operating 
expenses 

C. Profit 
i ]  Operating Profit 

li) Net Profit 

D. Total Assets 

E. Financial Ratios $ 

i) Operating Profit 1.65 2.10 0.45 
- 

ii) Net Profit 0.54 0.42 -0.12 
- 

10.20 11.01 0.8 1 iii) Income 
- 

iv) Interest income 8.87 9.16 0.29 - 
V) Other Income ' 1.33 1.85 0.5 1 - 

9.66 10.59 0.93 - 
vi) Expenditure 

5.60 5.82 0.22 - 
vii) Interest expended 
viii) Other operating expenses 0.81 0.78 -0.03 

- 
ix) Provisions and Contingencies 1.11 1.68 0.56 - 

2.14 2.31 0.17 - 
X) Wage bill 

$ Ratios to Total Assets. 
Note : Figures in  brackets are percentage shares to the respective total. 
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Appendix Tnble 11.6 : Working Results of  Nationdiscd Banks 
lor the years 1994-95 and 1995-96 

1094-95 1995-96 Variation of 
Column (3) over (2)  

Absolute Percentage 

A. Income 
(i+ii) 

1) Intercst income 

B. Expenditure 
(i+ii+ili+iv) 

i )  Ilitcrest expended 

t i )  Provisions and 
contingencies 

i l l )  Wage bill 

iv) Other operating 
expenses 

C. Profit 
i )  Operating Profit 

ii) Net Profit 

D. Total Assets 2.82,534.98 3,19,076.94 36,541.96 12.93 

E. Financial Ratios $ 

i) Operating Profit 1.04 1.14 0.10 - 
ii) Net Profit 0.10 -0.36 -0.46 - 

iii) Income 9.56 10.37 0.82 - 
iv) Interest income 8.49 9.25 0.76 - 
V) Other Income 1.07 1.13 0.06 - 
vi) Expenditure 9.46 10.74 1.28 - 

vii) Interest expended 5.76 . 6.30 0.54 - 
viii) Other operating expenses 1.11 0.79 -0.31 - 
ix) Provisions and Contingencies 0.94 1.51 0.56 - 
X) Wage bill 1.65 2.14 0.49 - 

$ Ratios to Total Assets. 
Note : Figures in brackets are percentage shares to the respectiye total. 
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Appendfr Table 11.7 : Working Results of Foreign B ~ n h  
for the yeam 1BDd-05 ~ n d  1905-08 

Ills.crtlrc) 

Particulars 19DJ-95 1995-9G \!irlallon of 
Colir~nrr (3) ovcr (2) 

A. Income 
[i+ii) 

11 Interest income 

ii) Other income 

B. Expenditure 
(i+ii+iii+iv) 

i) Interest expended 

ii) Provisions and 
contingencies 

iii) Wage bill 

iv) Other operating 
expenses 

C. Profit 
i) Operating Profit 1.489.89 1,575.95 86.06 5.78 

ii) Net Profit 697.17 748.27 51.10 7.33 

D. Total Assets 

E. Financial Ratios $ 

3.93 3.31 -0.61 - 
i) Operating Profit 

ii) Net.Profit . 1.84 1.57 -0.26 
- 

12.30 12.79 0.49 - 
iii) Income 

< 9.88 10.45 0.57 - 
iv) Interest income 

2.42 2.34 -0.08 - 
V) Other Income 

10.46 11.22 0.76 - 
vi) Expenditure 

vii) Interest expended 5.64 6.70 1.06 
- 

viii) Other operating expenses 1.85 1.81 -0.03 
- 

ix) Provisions and Contingencies 2 -09 1.74 -0.35 
- 

0.89 0.97 0.08 - 
X) Wage bill 

$ Ratios to Total Assets. 
Notes : 1. Figures in brackets are percentage shares to the respective total. 

2. The Table covers 30 out of 36 Foreign Banks.. 



Rcporl on 'rrcnd ;~nd Progress of Ilnnking in India, 1995-96 

AppcndLr Table 11.8 : Working Results of Indian Private Sector Banks 
for the yeam 1994-95 and 1995-96 

(Rs.crore) 

1994-95 1995-96 Variation of 
Column (3) over (2)  

Absolute Percentage 

1) Interest income 

iil Other income 

B. Expenditure 
(i+ii+iii+iv) 

1) Interest expended 

li) Provisions and 
contingencies 

i l i )  Wage bill 

iv) Other operating 
expenses 

C. Profit 
i) Operating Profit 

11) Net Profit 

D. Total Assets 26.5i3.84 30,818.83 4.304.99 16.24 

E. Financial Ratios $ 

i) Operating Profit 1.99 2.41 0.41 - 
it) Net Profit 1.17 1.48 0.31 - 

iii) Income 8.20 11.82 3.62 - 
iv) Interest income 6.85 9.92 3.08 - 
V) Other Income 1.35 1.89 0.55 - 

vi) 'Expenditure 7.03 10.34 3.31 - 
vii) Interest expended 4.54 7.08 2.53 - 
viiil Other operating expenses 0.70 1.14 0.44 - 
ix) Provisions and Contingencies 0.83 0.93 0.10 - 
X) Wage bill 0.96 1.19 0.24 - 
$ Ratios to Total Assets. 

Notes : 1 .Figures in brackets are percentage shares to the respective total. 
2.The table includes data only for 23 out of 35 private sector banks. 
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Appendix lslble 11.9 : Issue of Certiflutes of Deposits br  Scheduled Commercial Banks 

(Amotl~it  In IZlr.crorc1 

Fortnight Total Rate of Interest Fortsl~gl~t Total Ritc of It~tercst 
ended Outstanding (Per Cent) ended Oublnndln~ (Per Cent) Cir 

1 2 3 1 2 3 

1994 
March 
April 

June 

July 

*ui! 

Sept 

Oct 

Nov 

Dec 

1995 

Jan 

Feb 

March 

April 

May 

June 

July 

Auk! 

Sep t 

Oct 

Nov 

Dec 

L988 
Jan 

Feb 

March 

April 

May 

June 

July 

*ug 

Sept 

Oct 

Nov 

@ Effective interest rate range per annum. 



Report on Trend and Progress of Banking i n  India, 1995-96 

Appendix Table 11.10 : Commercial Paper * 
(Amount in Rs.crore) 

Fortnight Total Rate of 
Ended Outstanding Discount 

(Per cerit)@ 

1 2 3 

m 
March 3 1  603.5 14.0 - 15.0 
April 1 5 533.8 15.4 

3 0 565.8 14.5 - 15.5 
May 15 489.8 14.1 - 15.0 

3 1 714.3 14.0 - 16.0 
June 15 656.0 15.5 

30  663.0 15.0 - 15.5 
July 15 682.0 15.2 - 15.5 

3 1 581.5 14.0 - 15.0 
A L I ~  15 517.0 14.0 - 14.5 

3 1 624.5 13.8 - 14.0 
Sept 15 715.5 13.8 - 14.0 

30 785.7 14.0 - 14.5 
O C ~  i 5 841.7 16.3 - 19.5 

3 1 6 13.7 14.6 - 16.5 
NOV 15 353.7 15.0 - 15.7 

30 287.2 16.8 - 17.9 
Dec 15 235.5 16.1 - 16.4 

3 1 171.5 16.9 - 17.9 

J n ~ i  15 
3 1 

Feb 15 
29 

Maich 15 
3 1 

April 15 
3 0  

May 15 
3 1 

J u n e  15 
3 0 

July 15 
3 1 

A% 15 
3 1 

S ~ P  15 
3 0  

Oct 15 
3 1 

Nov 15 

* Issued a t  face value by companies. 
@ Typical effective discount rate range per annum 

on issues during the  fortnight. 
- No issue during the fortnight. 



Report on Trend and Progress of Banking in India, 1995-Y6 

Table 11.11 : Advances t o  the  Priority Sectors by  Public Sector Banks 
(As on the  last Friday] 

Sector No. of Accounts (in lakh) Amount Outstanding (Rs. crore) 

June  March March  a arch J u n e  March March March 
1 9 6 9  1 9 9 4 0  1 9 9 5 @  1 9 9 6 @  1 9 6 9  1 9 9 4 @  1 9 9 5 9  1 9 9 6 @  

1 2 3 4 5 6 7 8 9 

1. Agriculture 1 .7  2 1 7 . 9  2 1 3 . 0  2 0 8  1 6 2  2 1 . 2 0 4  2 3 , 5 1 3  2 6 . 3 5 1  
(5.4) (15.0) (13.9) (14.3) 

i) Direct 1 .6  2 1 2 . 9  2 0 7 . 1  2 0 3  4 0  1 9 . 2 5 5  2 0 , 8 1 3  2 2 , 8 9 2  
(1.3) (13.7) (12.3) (12.4) 

ii) Indirect 0 . 1  5.0 5.9 5 1 2 2  1 , 9 4 9  2 . 7 0 0  3 , 4 5 9  
(4.0) (1.4) (1.6) (1.9) 

11. Small-scale industr ies  0 . 5  3 0 . 2  3 2 . 3  3 3 2 5 7  2 1 . 5 6 1  2 5 . 8 4 3  2 9 . 4 8 2  
(8.5) (15 .3)  (15.3) (16.0) 

111. Other priority sector advances* 0 . 4  1 16.9 11 6 . 4  1 1 5  2 2  1 0 , 4 3 2  1 2 . 4 3 8  1 3 , 7 5 1  
(0.7) (7.4) (7.4) (7.5)  

IV. Total priority sector advances 2 .6  365 .1  3 6  1 . 7  3 5 6  4 4 1  5 3 . 1 9 7  6 1 . 7 9 4  6 9 . 6 0 9 $  
(14.6)  (37.8)  (36.6) (37 .8)  

V. Net Bank  Credit - - - - 3 . 0 1 6  1 , 4 0 . 9 1 4  1 , 6 9 . 0 3 8 1 , 8 4 , 3 9 1  

9 Data a re  provisioryil. 
* Include small t ransport  operators, self-employed persons, r u r a l  a r t i sans ,  etc. 
$ Inclusive of Rs.25 crore provided t o  RRBs by their sponsoring banks ,  eligible for being treated under  

priority sector advances.  
Note : Figures i n  brackets  represent  percentages to n e t  b a n k  credit. 

A p ~ e n d i x  Table 11.12 : Advances to  the Priority Sectors B y  Indian Private 
c Sector Banks (As on  the  last Friday) 

(Amount  i n  Rs. crore) 

Sec tor  

March 1 9 9 5  March  1 9 9 6  

Amount  Percen tage  Amount  Percen tage  
to n e t  b a n k  to n e t  b a n k  

c r e d i t  c red i t  

I. Agriculture 

i) Direct advances  

iil Indirect advances  

11. Small-scale industr ies  

111. Other  priority sectors  1 , 0 9 8  8.1 1 .569  8 . 2  
(27.0) (25.3) 

Total (I+II+III) 4.064 30.0 6.198 32.5 

Note : Figures  i n  b racke ts  represent percentage s h a r e  In total  priority sector  advances.  
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Appendix Table - 11.13 : Rcgion/State-wise Credit Deposit Ratio and Investment + 
Credit Deposit Ratio of Scheduled Commercial Banks 
(As on the last Friday of March) 

(Per cent) 

Credit Deposit Investment + Credit Deposit @ 

Ratio Ratio 

Redon/State/ 1993 1 9 9 4  1995 1996 1993 1994 
union Territory 

As per As per As per As per A s  per As per As per As per As per As per 
Sane- Utili- Sane- Utili- Sane- Sanc- Sanc- Utili- Sanc- Utili- 

tion sation tion sation tion tion tion sation tion sation 

1 2 3 4 5 6 7 8 9 1 0  1 1  

NORTHERNREGION -58.0 56.7 57.8 56.6 60.3 60.8 65.2 63.9 64.3 63.1 
Haryana 55.3 69.0 47.9 58.4 46.7 46.0 68.8 82 .5  6 0 . 7  71.1 
Himachal Pradesh 3 1 . 8  34 .5  22.4 23.7 26.3 25.8 45.0 47.7 32 .3  33.5 
Jammu & Kashmir 46.0 46.7 38.7 39.4 42.8 38.2 61.6 62.3 53.4 54.1 
Punjab 41.8 44.1 39.6 41.0 41.4 41.9 47.9 50.2 45 .1  46.5 
Rajasthan 55.4 60.2 49.3 52.1 46.0 46.6 79.3 84.1 71 .8  74.6 
Chandigarh 49.5 42.0 54.1 60.1 115.8 138.8 49.8 42.3 64 .1  60.1 
Delhi' 72.0 63.7 75.1 69.2 74.6 74.7 72.7 64.4 75.9 69.9 

NORTH-EASTERN REGION44.7 
Aruqachal Pradesh 18.0 
Assam 49.3 
Manipur 75.6 
Meghalaya 17.8 
Mizoram 24.8 
Nagaland 40.1 
Tripura 60.1 

EASTERN REGION 50.5 50.4 
Bihar 37.4 40.9 
Orissa 67.0 69.5 
Sikkim 30 .5  31.2 
West Bengal 54.3 52.1 
Andaman & Nicobar Islands29.6 29.9 

CENTRAL REGION 46.7 49.7 
Madhya Pradesh 60.9 63.4 
Uttar Pradesh 41.5 44.6 

WESTERN REGION 60.5 58.5 
Goa 23.6 24.4 
Gujarat 53.0 57.9 
Maharashtra 63.7 59.7 
Dadra & Nagar Haveli 28.6 175.7 
Daman & Diu 16.9 45.3 

SOUTHERN REGION 71.5 72.3 
Andhra Pradesh 79.5 80 .8  
Karna taka 65.8 67.3 
Kerala 46.5 47.1 
Tamil Nadu 86.2 86.2 
Lakshadweep 9 .2  9 .4  
Pondicherry 42.5 48.7 

ALL INDLA 58.9 58 .9  54.3 54.3 59.2 61.9 70.1 70.1 64.9 64 .9  

Notes: 1,Deposfts and credit (sanction and utili.satlon) data are based on BSR-1 and 2 surveys. 
2.The investment figures are estimated. based on BSR-5 -survey for March 1993 and March 1994. 
3.Credit-Deposft Ratlos for March 1995 and March 1996 are based on BSR-7 survey. 

@ State-wise investment figures pertain to investments by scheduled commercial banks in the respective 
States only. All India ICD ratio is the sum total of all State level 1CD ratios excluding investment in 
Central Government and other approved securities. 
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~ppendix  Table 11-14 : Bank Group-wise/Population Group-wise Distribution 
of Commercial Bank Branches in ~dd ia  

No. of Branches a s  on 
Bank Group No. of 

Banks# Last Friday of June 1995 @ Last Friday of June  1996@ 

Rural Semi- Urban Metro- .i Total Rural Semi- Urban Metro- Total 
urban politan/ urban politan/ 

Port-town Port-town 

1 2 3 4 5 6 7 8 9 10 1 1  12 

State Bank of 1 4.130 2,393 1.355 934 8.812 4,136 2,401 1.371 944 8.852 
India (46.9) (27.2) (15.4) (10.6) (100.0) (46.7) (27.1) (15.5) (10.7) (100.0) 

Associate, 7 1,374 1.403 684 587 4,048 1,375 1.437 697 607 4.116 
Banks of SBI (33.9) (34.7) (16.9) (14.5) (100.0) (33.4) (34.9) (16.9) (14.7) (100.0) 

Nationalised 19 13.939 6,310 5.658 4.953 30.860 13,932 6,416 5,768 5.061 31.177 
Banks (45.2) (20.4) (18.3) (16.0) (100.0) (44.7) (20.6) (18.5) (16.2) (100.0) 

Private Banks 34 1.129 1.446 927 588 4,090 1.141 1.507 963 655 4,266 
(27.6) (35.3) (22.7) (14.4) (100.0) (26.7) (35.3) (22.6) (15.4) (100.0) 

Foreign Banks 3 0 - 3 13 128 144 - 3 15 138 156 
(-1 (2.1) (9.0) (88.9) (100.0) (-1 (1.9) (9.6) (88.5) (100.0) 

Non-Scheduled 3 14 1 1  10 1 36 3 2 2 . 1  8 
Banks (38.9) (30.6) (27.8) (2.8) (100.0) (37.5) (25.0) (25.0) (12.5) (100.0) 

Regional 196 12,503 1.744 289 5 14.541 12.,482 1.741 289 5 14,517 
Rural Banks (86.0) (12.0) (2.0) ( )  (1000) (86.0) (12.0) (2.0) (..I (100.0) ; 

Total 290 33.089 13.310 8,936 7,196 62,531 33,069 13.507 9,105 1.411 63,092 ' 

(52.9) (21.3) (14.3) (11.5) (100.0) (52.4) (21.4) (14.4) (11.7) (100.0) 

# As on the last Friday of June 1996. 
@ Population group-wise classification of branches a s  per 1991 Census. 
. . Negligible 

Note : Figures in brackets indicate percentage to total in each group. 
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A p p e n d i x  T a b l e  11.15 : R e g i o n / S t a t e / U n i o n  Territory-wlse D i s t r i b u t i o n  of c o m m e r c i a l  ~ a n k  Branches 

Sr. Rgion/State/ 
No. Uhon~erritory 

Number of Branchces Number of branch&opened during Average population 
as on the last Friday of (in '000) per bank 

branch a s  at the end of 

June JUtE JLIW July94 ofwhich: July 95 ofwhich: June Jtm JLEE 

1969 1995 1936 to at un- to atun- 1969 1995 1996 
June 95 banked June 96 banked 

centres centres 

1 2 3 4' 5 6 7 8 9 10 11 12 

1.NORTHERN REGION 1,253 9,645 9,814 144 3 169 3 46 11 11 

2. NORTH-EASTERN 
REGION 
Arunachal Pradesh 
Assam 
Manipur 
M*laya 
Mizn~am 
Nagaland 
TripLlra 

3. EASTERN REGION 878 11,429 11.470 27 3 41 1 135 16 16 
Bhar 273 4,929 4,943 13 1 14 1 2 0 0  18 18 
O r i ~ s a  100 2,150 2,155 3 1 5 - 211 15 15 
Skkim - 42 . 42 2 1 - - - 10 10 
West Bengal 53% 4,278 4.299 9 - 21 - 85 16 16 
Andaman & 
Nicobar Islands 1 33 31 - - 1 - €2 9 9 

4. CENTRAL REGION 1,090 13.088 13.124 45 4 36 1 115 16 16 
Madhya Pradesh 313 4,433 4.430 -6 - 3 1 116 15 15 
Uttar Pradesh 747 8,655 8.694 51 4 33 - 114 16 16 

5. WESTERN REGION 1,955 9.571 9,686 76 1 115 4 38 13 13 
Goa t 85 274 276 8 - 2 - ' 8  4 4 
Gujarat 752 3,499 3.514 33 - 15 - 3 12 12 
Maharashtra. 1.118 5,780 5,877 37 1 97 4 43 14 14 
Dadra & Nagar Haveli - 7 7 - - - - - 2D a3 
Daman & Diu - 11 12 1 - 1 - - 9 8 

6. SOUTHERN REGION 2,996 16,872 17.096 208 9 224 4 44 12 12 
Andhra Pradesh 567 4.830 4,869 48 3 33 - 74 14 14 
Kamataka 756 4,412 4.470 37 - 58 1 37 I0 10 
Kerala 601 3.034 3.089 63 3 56 3 31 10 9 
Tamil Nadu 1,060 4.516 4,587 BD 3 71 - 37 12 12 
LakshadvRep - 8 8 - - - - - 6 6 
POnd1ch87y 12 R 73 - - 1 - 31 I 1  11 

ALL INDIA 8,262$ 62,495@ 63,084@ 502 20 589 13 64 14 13 

S Position as at end J e. 
t Includes 'Daman and DIU' for 1969 data. 
@i E x c l u ~  the brmhesof non-scheduled banks. 

E;de : Average population per bank branch for June 1969 is based on 1969 mid-year population: the same for June 1995 and June 19% is 
hsed on 1991 mid-year population. 
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Appendix Table 111.1 : Progress of Co-operative Credit Movement in India 

(Amount in Rs.crore) 

Type of Institution Items 1992-93# 1993-94# 1994-95# 

(April - March) 

(a) State Co-operative Number 
Banks (SCBs)* 

Owned Funds  
Deposits 
Borrowings from RBI/NABARD 
Working capital 
Loans issued 
Loans outstanding 
Loans overdue ++ 
% of overdues to  : 
(i) Loans Outstanding 

(ii) Demand 

(blcentral Co-operative Number 
Banks (CCBs) 

Owned Funds  
Deposits 
Borrowings from RBI /NABARD/ 
Apex Banks ** 
Working capital 
Loans issued 
Loans outstanding 
Loans overdue ++ 
% of overdues to  : 
(i) Loans outstanding 
(ii) Demand 

(c) State/Central Land Number 19 20 20 
Development Banks (18) (181 (-1 
(SLDBs) 

Owned Funds  7 2 7  857  938 
. Deposits 65 80 112 

Borrowings 5,373 4.81 1 6,087 
Working Capital 6,265 7,888 8.454 
Loans issued+ 1,231 1,352 1,540 

Loans outstanding+ 4.7 19 5.405 5,646 
Loins  overdue @ ++ 92'3 1.014 845 
% of overdues to : 
(i) Loans outstanding 19.6 18.8 15.0 

(ii) Demand 53.0 52.0 53.0 

(Contd.) 
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Appendix Table 111.1 : Progress of Co-operative Credit Movement in ~ n d i a  (Concld.1 
(Amount in Rs.crore) 

Type of Institution Items 1992-93# 1993-94# 1994-95# 

(April - March) 

1 2 3 4 5 

(d)Primary Agricultural Number (000's) 84 9 1  9 0  
Credit Societies  embers ship (000's) 88.539 89 ,067  88.047 
(PACS] # # Owned Funds 2.032 2 ,462 2,584 

Deposits 1,863 2.367 2,520 

Borrowings 7.896 8,487 9.596 
Working capital 12,666 15,207 16.304 
Total Loans -issued 6,793 7,301 9,373 
Total Loans outstanding ++ 8,116 10.190 11,404 
Total Loans overdue ++ 3,256 3.874 3,937 
% of overdues to : 
(i] Loans outstanding 40.1 38.0 35.0 

(ii) Demand 43.0 41.0 36.0 

(e) Primary Land Number 
Development Banks Membership (000's) 
(PLDBs) Owned Funds 

Borrowings 
Working capital 
Loans issued 
Loans outstanding ++ 
Loans overdue ++ 
% of overdues to : 
(i) Loans outstanding 
(ii) Demand 

(f) Primary Co-operative Number 
Banks (PCBs) Owned Funds 

Deposits 
Borrowings 
Loans outstanding 

# Provisional. 
+ Long-term Loans. 

++ As on June  30. 
@ Include interest overdue. 
* Include three CCBs in J & K, related data for which are not available. 

** Include borrowings from commercial banks and others. 
# #  Include Large-Size Adivasi Multi-Purpose Societies (LAMPS) and Farmers' Service Societies (FSS) 
$ Data for the year 1993-94 in respect of Uttar Pradesh and Orissa have been repeated. 

Vote : Figures in brackets are reporting banks/societies. 
source : NABARD and Reserve Bank of India. 
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Appendix Table IV.l : Financial Assets  of Banks a n d  Financial Institutions 
(As a t  the  e n d  of March) 

(Rs.rrorr) 

Institutions 1981 1990 1991 1992 1993 1994 1995P 19'36P 

1 2 3 4 5 6 7 8 9 

I. Banks (1+2+3)* 46,987 2,05,513 2,32,786 2,71,915 3,12,983 3,73.511 4.55,840 5,05,820 
(13.3) (16.8) (15.1) (19.3) (22.0) (11.0) 

1. All Scheduled Commercial 
Banks** 44,622 1,96377 2.22.613 2.59.902 2.99.509 3.58,407 4.38.092 4.85,657 

2. Nan-Scheduled Commercial 
Banks*** 9 60 77 86 91 93 65 2 
All Commercial Banks (1t2) 44,631 1,96,437 2,22,690 2.59.988 2,99,600 3 ,58,500 4,38,157 4,85,659 

3. State Co-operative Bankst 2,356 9,076 10.096 11.927 13,383 15,011 17.683 20.161 

11. Financial Institutions++ 16.650 1,02,179 1,22,655 1.57,761 1,81,271 2,13,819 2,48,113 2,76.148 
(20.0) (28.6) (14.9) (18.0) (16.0) (11.3) 

4. Term-lending Institutions# 6,143 44.942 52,054 65.185 73.650 80.995 91,751 1.06.302 
W-India) 

5. State Level Institutions@ 1.733 7,893 10.048 11,523 12.576 13.229 14,178 14.766 
, 6. Investment Institutions$ 8.534 47.694 58,566 78,699 92.146 1.15.762 1,37057 1,49.018 

7. Other Institutions- 240 1.650 1,987 2,354 2.899 3.833 5.127 6.062 

111. Aggregate (ItII) 63,637 3,07,692 3,55,441 4 ,29,676 4,94,254 5,87,330 7 ,03,953 7,81,968 
(15.5) (20.9) (15.0)  (18.8) (19.9) (11.1) 

IV. Percentage Share: 
a) I to 111 73.8 66.8 65.5 63.3 63.3 63.6 . 64.8 64.7 
b) I1 to Ill 26.2 33.2 34.5 36.7 36.7 36.4 35.2 35.3 

P Provisional. 
* Include the followingitems: (ilcash in hand andbalances with the Reserve Bank,(ii)assets with the banking system,(iii)investments.(iv)bank credit 

(total 1oans.cash credits,overdrafts and bills purchased and discounted) and (vldues from banks. 
** As per returns under Section 42 of the RBI Act, 1934.The data since 1990 are in respect of last reporting Friday of March. 
*** As per returns under Section 27 of the Banking Regulation Act. 1949. The data are in respect of last Friday of March. 
t As per returns received by Rural Planningand credit ~e~ar tment .  RBI, from State Co-operative Banks. The data since 1990 are in respect of 

last reporting Friday of March. 
t+ Figures pertain to the accounting year of the respective financial institutions. 
t Term-lendin~institutions include IFCI,ICJCI.IDBI,Exim Bank,NABARD,IRBI and NHB.TheNHB position [as at end June) is included since 1990. 
@ State-level institutions include SFCs and SIDCs. 
$ Investment institutionsinclude~1,LIC and GIC and its subsidiaries. 
- Other institutions include DlCGC and ECGC. 
Note : Figures in brackets are percentage change over the previous year. 



132 Report on Trend and Progress of Banking in India, 1995-96' 

Appendix Table IV.2: Total Financi S Assets of Financial Institutions 
(Rs.crore) 

Institutions As at the end of 

1 1 2 3 4 5 6 7 8 

A. All-India Term 
Lending Institutions 

1. ID91 3,099 22,701 27,968 30.919 34,330 37,786 43.791 
2. NABARD@ 1.635 12.664 14,466 15.680 15,586 17.820 19.437 
3. IClCI 728 7.084 9,135 11.185 13.715 17,375 20,911 
4. IFCI 589 5,835 7.515 9.108 9,869 10,551 13.240 
5. Exim Bank - 1.984 2,458 2.685 3.099 3.597 3.958 
6. IRBI 92 818 985 1.070 1,128 1,270 1,508 
7. NHB - 969 2.659 3.003 3.268 3,352 " 3,457 

B. State Level Institutions 
8. SFCs 
9. SIDCs 

Total of B (8 t 9) 
C. Investment Institutions 

10. LIC 
11. GIC and its subsidiaries' 
12. vn 

Total of C (10 to 12) 8.534 58,565 78,700 92,146 1,15,762 1,37,057 1.49.017 

D. Other Institutions 
13. DICGC 
14. ECCC 

Total of D (13 t 14) 240 1,987 2.354 . 2,899 3,833 5.127 6,062 

Grand Total (AtBtCtD) 16,650 1,22,655 1,57,761 1,81,271 2,13,819 2,48,113 2,76.147 

P Proasional. 
@ Data for 1980-8 1 pertain to ARDC as NABARD was formed only during 1982. 

Notes : 1. Data pertain to the accounting year of the respective financial institution. As far as  IFCI is concerned, the stock of financial assets for 
years upto 1992-93 are as at end J u n e  and for 1993-94 the figures are as at end-March due to a change in IFCl's accounting year. 

2. Data pertaining to some of the financial institutions for the year 1995-96 have been repeated due to non-availability of data. 
3. Constituent items may not add up to the totals due to rounding off. 
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Appendix Table lV.3 : RBI Assistance to Financial Institutions (July-June) 

(Amount In Rs.crore) 

Type of Assistance 1994-95 1995-96 Period Rate of Amount 
(Years) Interest Outstanding 

S U S U (per cent as on J u n e  
Der annuml 30. 1996 

A. Long Term Credit 
[NIC(LTO)FU~~] 

. 1 .  IDBI - - - - 1 5  - .  2,789.4 

2. SIDBI 

3. Exim Bank 

4. fRBI 

B. Long Term Credit 
[NHC(LTO)Fundl 

1. NHB- - - - - 

C. Medium/Short Term Credit 

1. IDBI - - - - - 5 1 4  200.0 

2. SFCs 99.4 * 117.4 * 1 Bank Rate 6.7 

* Ad-hoc borrowing limits utilised from time to time as  per requirements. 
S = Sanctioned. U = Utilised. 



N - 
-I 
0 

4 

w 
P - 
N 

N 

ffl 
0 
P 

6 

.?' C" .? 
W W W  
N N N  

. - l  -I .I 

k? - *  w . .. 
W . ?  9 
N N N  
m O l U l  

P O P 3 P D  
W W  W .  

Y * ? '  
N N N  
0 0 0 
P S. w * % 
.N r) ?' 
w - +  
w m m  
Y m d  

W  
P a m  ", 

N U N  
W W W  

? P o  
w  - w  

. - .  
r r r  

.i" i-" ? 
W W N  
41 41 -I ' "  
w w w  



A
pp

en
di

x 
T

ab
le

 N
.
4
 :
 F

in
an

ci
al

 A
ss

is
ta

n
ce

 S
an

ct
io

n
ed

 a
nd

 D
is

bu
rs

ed
 b

y 
A

ll 
F

in
an

ci
al

 I
n

st
it

u
ti

oq
s [

C
on

cl
d.

) 

(Y
ea

rA
pr

il-
M

ar
ch

) 
(I

b
 <

 r
or

cl
 

. 
L

o
an

s*
 

U
n

d
er

w
ri

ti
n

g
 a

n
d

 D
ir

ec
t 

S
u

b
sc

ri
p

ti
o

n
 

O
th

er
s 

T
o

ta
l 

In
st

it
u

ti
o

n
s 

1
9

9
4

-9
5

 
1

9
9

5
-9

6
 

1
9

9
4

-9
5

 
1

9
9

5
-9

6
 

1
9
9
4
-
9
5
 

1
9

9
5

-9
6

 
1

9
9

4
-9

5
 

1
9

9
5

 0
6

 

S
 

D
 

S
 

D
 

S
 

D
 

S
 

D
 

s 
D 

S
 

D
 

S
 

D
 

S
 

O
 

1
1

. 
L

IC
 

8
1

2
.1

 
4

0
5

.8
 

1
.2

9
1

.3
 

5
3

8
.6

 
9

7
7

.9
 

9
3

7
.6

 
1

,0
5

0
.7

 
1

.9
9

1
.1

 
- 

- 
- 

- 
1.

79
0.

0 
1.
34
3.
5 

2
.
3
4
2
.
0
 

2
.5

2
0

.7
 

(3
0

.8
) 

(8
8

 3
)
 

@
 

5
6

2
.1

 
2

0
5

.8
 

1
,1

9
1

.3
 

3
8

8
.6

 
9

7
7

.9
 

9
3

7
.6

 
1

,0
5

0
.7

 
1

.9
9

1
.1

 
- 

-
 

- 
1

.5
4

0
.0

 
1

.1
4

3
.4

 
2

.2
4

2
.0

 
2.

37
9.

7 
(3

5.
61

 
(1

0
8

 I
1 

1
2

. 
G

IC
 

3
1

8
.3

 
1

9
8

.1
 

4
4

9
.2

 
1

8
9

.2
 

3
7

0
.2

 
1

8
1

.1
 

3
8

5
.4

 
3

9
8

.7
 

- 
- 

- 
- 

6
8

8
.5

 
3

7
9

.2
 

8
3

4
.6

 
5

8
1

'9
 

(2
1.

21
 

(5
5

 O
i 

In
st
it
ut
io
ns
 

S
 :
 S

a
n

c
ti

o
n

s.
 

D
 :

 D
is

b
u

rs
em

en
ts

. 
* 

L
o

an
s 

in
cl

u
d

e 
ru

p
ee

 l
o

an
s,

 f
or

ei
gn

 
cu

rr
en

cy
 l

o
an

s 
a

n
d

 g
u

ar
an

te
es

. 
@

 
D

at
a 

a
re

 a
d

iu
st

ed
 f

or
 i

n
te

r-
in

st
it

u
ti

o
n

al
 (

al
l 

In
d

ia
) 

fl
ow

s.
 

a;
 

D
at

a 
a

re
 a

r1
;u

st
ed

 
fo

r 
in

te
r-

in
st

it
u

ti
o

n
al

 (
al

l 
In

d
ia

 a
n

d
 S

ta
te

 l
ev

el
) 

fl
ow

s.
 

- 
- 

-
 -
.
 .
 
.
~

-
 

- 
-
-
 J
-
 
-
-
-
 

-
 

-
 

--
- 

N
o

te
s 

: 
1

. 
D

at
a 

fo
r 

1
9

9
5

-9
6

 a
re

 p
ro

v
is

k
n

al
 f

o
r 

al
l 

in
st

it
u

ti
o

n
s 

an
d

 e
st

im
at

ed
 f

or
 S

F
C

s 
an

d
 S

ID
C

s.
 

: 
2

. 
D

at
a 

h
av

e 
b

ee
n

 a
d

ju
st

ed
 f

or
 i

n
te

r-
in

st
it

u
ti

o
n

al
 f

lo
w

s.
 T

h
is

 i
nv

ol
ve

s 
ad

ju
st

m
en

t 
in

 r
eg

ar
d 

to
 l

o
an

s 
an

d
 s

ub
sr

rl
pt

io
ns

 t
o 

sh
ar

es
 a

n
d

 l
~

o
n

d
s o

f 
f~

n
an

ci
al

 in
s!

ir
ul

sn
ns

 
I,?

. 
ID

B
I.

 I
D

B
I/

S
ID

B
I's

 
re

fi
n

an
ce

 a
ss

is
ta

n
ce

 t
o 

S
F

C
s 

an
d

 S
lD

C
s 

an
d

 s
ee

d 
ca

p
it

al
 a

ss
is

ta
n

ce
. 

te
rm

 l
o

an
s 

gi
ve

n 
by

 L
IC

 a
n

d
 s

p
rc

ia
l 

d
ep

o
si

ts
 o

f 
U

TI
 

to
 I

I)I
11

. 
lF

C
l 

nt
id

 I
C

IC
I 

3
. 

O
th

er
s 

in
cl

u
d

e 
le

as
in

g
 i

n
 c

as
e 

o
f 
ID
BI
.I
FC
I,
IC
IC
I.
SI
DB
I.
TF
CI
 an

d
 S
CI
CI
; 

le
as

in
g

, 
h

ir
e 

p
u

rc
h

as
e 

as
si

st
an

re
 '

an
d 

rq
u

ip
tn

cn
t 

fi
n

an
re

 i
n 

ca
se

 o
f 
IR
Ii
I:
 a

n
d

 s
pr

cr
al

 t
lc

i,r
j*

il
* 

by
 U

T
I.

 
4.

 F
ig

u
re

s 
in

 b
ra

ck
et

s 
in

d
ic

at
e 

p
er

ce
n

ta
g

e 
v

ar
ia

ti
o

n
 o

ve
r 

th
e 

y
ea

r.
 

S
o

u
rc

e:
 I

D
B

I 
a

n
d

 r
es

p
ec

ti
v

e 
F

in
an

ci
al

 I
n

st
it

u
ti

o
n

s.
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Appendix Table N.6 : Resource Mobilisatfon by Mutual Funds 
(Rs.crore) 

- - 

Year Publlc Sector Mutual Funds Private Grand 
(April- Sector Total 
March) Subsidiaries Subsidiaries Sub-Total Unit Total Mutual (6+7)  

of Banks of Financial 12+3) Trust of (4+5) Funds  
Institutions India 

* Provisional. 
Note : Data for UTI are net sales with premium for the period July-June; for the  years 1987-88, a n d  

1988-89, data represent net sales a t  face value. In respect of data  for 1992-93 and onwards, t he  
period is April-March. , ' 

Source : Respective Mu'tual Funds. 

Appendix Table IV.6 : Deposits with Non-Banking Companies 
( As at the end of March) 

(Amount in F~.aore) 

199394 1994-95. 

ca@3"Y No.of Rgdatd Ehmpted Tdal No.of Regulated Excmpkd Total 
Deposits Deposits D e p 3 a t s R e p 3 W  W k  Depcsts W k  

CanFerdg (3+4) curl- (7 + 8) 

Aggregate Deposits 

3. MiscNcn-BankJng 
and Rglduary Non- 
W C a n F a n r e s  

- 

1pmviSional 

** I n d * m F m C o m m .  
Nc$ : Figures in brackets are pacenw to the totals in the respdiw m l m .  


