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Dear Dr. Rangarajan, 

4.> ....... "l, ~ 
INR~. 

112. ~.lft. a. 
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BANGALORE-560 002 

'l;R: PHONES 

~: PER 223164. 223118 

qj.iil.~: PBX 221581 

~: .~. CABLE 'CANBANK 

August 19, 1993 

I have pleasure in submitting the Report of the Committee 
constituted for the purpose of reviewing the system of lending 
under Consortium Arrangement by Banks. 

The Committee appreciates the contribution made by a large 
number of representative organisations and individuals, who 
submitted their comments/suggestions/views orally and/or in 
writing on the subject of the Committee's work in response to 
its request. 

The other members of the Committee and I would like to place 
on record our appreciation of the contribution to the work of 
the Committee made by our Member-Secretary, Shri P.K. Biswas, 
who not only took part in the deliberations of the Committee, 
but also eased the burden of the work with his deep knowledge 
and understanding of the Issues pertaining to the lending 
discipline, guidelines and the need for liberalisation of 
controls for growth and development. 

The Committee also places on record its sincere 
of the services rendered by Shri K.K. Chaudhuri, 
Officer and Smt. Chitra, Deputy Chief Officer for 
involvement at every stage of the proceedings. 

appreciation 
Joint Chief 

their active 

The Reserve Bank of India provided excellent logistic support 
and the Committee would 1 ike to convey its special 
appreciation for this to the Bank. 
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Smt. A.D. Kale of the Reserve Bank of India bore the brunt of 
the stenographic and typing work and her services deserve 
special mention. 

With kind regards, 

Yours sincerely, 

{< .~··--c ___ ~ ___ .• 
'4~ ________ . 

(J.V. SHETTY) 
CHAIRMAN & MANAGING DIRECTOR 

TO 

Dr. C. RANGARAJAN , 
Governor, 
Reserve Bank of India, 
Central Office, 
Shahid Bhagat Singh Road, 
Fort, 
BOMBAY-400 023 
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Summary of Recommendations 

The Committee recognises the need to shift to market-driven 

banking from the present practices. Approach of the Committee has, 

therefore, been to ensure smooth transformation of the banking 

system during the current period of transition. The objectives 

behind the reconmendations have, therefore, been to ensure 

financial discipline on the part of the borrowers together with 

improvement in the services offered by the banking system in the 

interregnum till the system completely switches over to market

driven banking. The Committee, therefore, reco:nmends introduction 

of syndication together with continuation of the existing consortium 

arrangement, in the case of consortium arrangement with substantial 

modifications to ensure that it becomes simpler and more flexible 

to meet quickly the credit needs of the trade and industry. 

2. In order to usher in market-driven banking the Committee 

recommends enhancement of the present threshold limit of Rs.5 crore 

to Rs.20 crore with immediate effect and to Rs.25 crore or above by 

March 31, 1996, for mandatory formation of a consortium when a 

borrower enjoys fund-based credit limits from more than one bank. 

The Committee also recommends that in the light of the experience 

gained the desirability of dispensing with the concept of threshold 

limit itself may be considered in due course. 

3. The Committee recommends introduction of syndication for 

borrowers enjoying fund-based working capital limits of 

Rs.25 crore or above from the banking system. 

4. With the objective of ensuring financial discipline the 

Committee recommends that borrowers availing of credit facilities 

under multiple banking should submit details of 
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credi t facilities already availed of fran different banks 

duly certified by their auditors, each time a fresh 

facility/enhancement is sought for. 

5. Considering the basic objective for forming 

consortium/syndication, i.e., dispersal of risks, the 

Committee recommends that banks can voluntarily form 

consortium even in cases where total limits are below the 

proposed enhanced threshold limit. 

6. The need for expeditious disposal of credit proposals 

to meet the working capital requirements is well recognised 

and the following maximum time-frame has been prescribed 

for this purpose. 

Proposals for sanction 
of fresh/enhanced 
credi t limits 

Proposals for renewal 
of existing credit 
limits 

Proposals for sanction 
of ad-hoc credit limits 

Maximum time frame 
for disposal of 
over-all credit 
proposals 

60 days 

45 days 

30 days 

Maximum time frame 
for disposal of 
export credit 
reqUirement 

45 days 

30 days 

15 days 

7. One of the main reasons for delay in arriving at 

decisions has been non-submission of required data and 

information, particularly, the audited accounts. The 

Committee, therefore, recommends that banks may review 

borrowal accounts during the first quarter of the current 
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year (April to June) based on the audited statements for the 

year before last. provisional statements for the last year, 

current year estimates and proj ections for the next year and 

consider releasing 50 per cent of the additional requirement 

of credit subject to submission of audited accounts at a later 

date for release of the balance amount. 

8. To expedite the process of disposal of proposals, banks 

should delegate sufficient power to their functionaries 

attending consortium meetings. 

9. As a meaningful participation in a consortium should 

be determined hasP.d on the extent of share of a member in 

the credit limits rather than by limiting the total number 

of member-banks in a consortium, the present ceiling of number 

of banks in a consortium should be dispensed with and banks 

should instead take a minimum share of 5 per cent of the 

fund-based working capital limits ~ Rs.l crore, whichever is 

more. 

10. The set of doeuments under single window concept of 

lending for meeting the requirements of a borrower in a 

consortium has been revised and the same has been approved 

by the Managing Committee of Indian Banks' Association. The 

Committee recommends that the Reserve Bank of India may please 

adopt the revised set of documents and consider issuing of 

suitable instructions to this effect to the banks. 

11. In order to ensure credit requirements of borrowers 

are met fully and within the maximum time-frame prescribed, 
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borrowers will be free to induct new banks into a consortium. 

However, the entry of a new bank will be subject to its 

fulfilling certain procedural requirements to ensure financial 

discipline. 

12. Banks will also have freedom to leave a consortium 

after a minimum period of two years subject to certain 

conditions. Further, it will be left to an individual bank 

in a consortium to decide about acceptance of its enhanced share 

for meeting crlditional ~it requirements of a borrower. 

13. The present discipline of banks being not permitted 

to extend any type of credit facility to borrowers, where 

they are not members of the consortia, or where such borrowers 

are not their regular constituents, will continue. 

14. The terms and conditions governing the sanction of 

credit in a consortium should be uniformly applied by all 

members and are equally applicable to the rate of interest for 

different categories of advances. 

15. At present pricing of loans and advances by individual 

member-banks in a consortium is not possible. With advent of 

market-driven banking and hence market-determined interest 

rates, it should be possible for banks to adopt independent 

pricing in due course. A beginning in this regard can be 

made now by adopting 'pricing' for facilities to be extended 

under syndication. 

16. The lead bank should be vested with the responsibility 

of arranging for sanction and disbursal of credit (including 

documentation) as also for monitoring the account in the matter 
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of advising operative limits, verification of securitY,etc. 

The view of the lead bank and the bank having the next largest 

share will prevail in cases of disputes arising among members 

relating to terms and conditions of sanction. 

17. The lead bank should have the freedom to sanction 

additional credit by a pre-determined percentage to meet 

emergent situations/contingencies. 

18. The lead bank should be entitled to • fee. 

say 0.25 per cent of th~ limits per annum, to be borne by the 

bo~rcwer, for services rendered. 

19. For assessment of credit Iequirementa. borrowers having nul ti-

division/multi-product companies should be treated as one 

single unit, unless there is more than one published/audited 

balance sheet and should be financed by one consortium. 

Similarly in the case of mergers one consortium should finance 

the merged unit. 

20. The lending norms for arriving at the maximum permissible 

bank finance should henceforth be regarded as guidelines. 

Banks must have discretion to apply these norms with more 

flexibility. 

21. Commercial paper should be made more popular by 

increasing its tenure to 360 days and developing an active 

secondary market for the instrument. CP should continue to be 

carved out of maximum permissible bank finance. as hitherto. 

as standby facilities/restoration of credit limits provide 

better investor confidence. 

..vi11 



-(viii)-

2~. The legal framework permitting public limited and 

public sector companies to issue debentures for augmenting 

their long-term sources for working capital requirements to 

the extent of only 20 per cent of their gross current assets, 

loans and advances should be reviewed to consider raising 

this ~eiling. 

23. Inter-bank participation certificates could be made 

a more effective and popular money market instrument by 

making it freely transferable 'with risk' and/or 'without 

risk' as also permitting its issue on usance beyond 90 days. 

Further, an active secondary market for the instrument could 

be created by allowing money market mutual funds to invest 

in them. 



Chapter I 

Introduction 

1.1 Trade and industry had been vOicing their concern 

for some time over the difficulties being faced by them 

in complying with the existing guide11nes on lending 

discipline prescribed by the Reserve Bank of India (RBI) 

for assessing the quantum of working capital to be provided 

to borrowers by the banking system. Consequent to the 

issuance of instructions on July 27, 1992, by Reserve Bank 

of India, reiterating the extant guidelines on discounting/ 

rediscounting of bills, as also on lending under consortium 

arrangement, several representations were made by the 

Chambers/Confederations/Associations of trade and industry 

on the hardship faced by them (Under the extant guidelines 

on lending under consortium arrangement banks are prohibited 

to sanction facilities to borrowers, who are financed by oth~r 

banks/consortia of banks without the consent of the financing 

bank/consortia). The issues raised in different fora are 

as under I 

(a) Implementation of RBI guidelines would 
affect discounting of genuine trade bills; 

(b) Restrictions imposed on banks for not 
extending credit to borrowers, where banks 
are neither regular bankers nor members of 
consortia, might result in non-availability 
of adequate bank credit in time; 

(c) Lending discipline evolved on the basis of 
the recommendations of the Tandon/Chore 
Committee, though modified from time to 
time, have become outdated; and 

(d) The guidelines for lending under consortium 
arrange~ent could be more flexible. 
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1.2 In response to a series of discussions held with the 

representatives of trade and industry as also certain 

lending banks, a meeting was convened by the then 

Governor, Reserve Bank of India, on November 4, 1992, 

with high level participntlon from the major banks, 

all-India ehambers/Confederations/Associations and officials 

from the Government of India to elicit their views and devise 

WAyS to sort out the problems facP.d by the industry. It 

was commonly/universally agreed in the said meeting that 

while financial discipline was necessary, the present 

set of guidelines on lending discipline and norms also 

needed to be reviewed. It was, therefore, decided that 

while the aberrations noticed in the system of lending 

by banks needed to be reconciled immediately to ensure 

that the working capital facilities extended to borrowers 

conformed to the prescribed discipline and norms, a Committee 

should be constituted to review the existing policy, concept, 

etc., and suggest changes that might be warranted in regard 

to lending under consortium arrangement. 

1.3 It was in this context that the Reserve Bank of 

India appointed the Committee on January 5, 1993, to review 

the extant guidelines on lending under consortium arrangement 

and suggest measures for improving the existing arrangement 

and/or any alternative system with the objective of further 

improving efficiency of the banking system in delivering 

credit. A copy of the Memorandum constituting the Committee 

is enclosed as Appendix I. 
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I.4 The members of the Canmi ttee are : 

1. 

2. 

3. 

4. 

5. 

7. 

8. 

• 

£ 

* 

Shri J.V.Shetty 
Chairman and Managing Director 
Canara Bank 
Bangalore 

@ 
Shri D.Basu 
Deputy t-1anaging Director 
State Bank of India 
Banbay 

Mr.G. C.Dobby 
Chief Executive Officer 
The Hongkong and Shanghai Banking 

Corporation 
Bombay 

Mr.Jean Claude Tremosa 
Chief Executive Officer 
Banque Nationale De Paris 
Bombay 

Shri Harbhajan Singh 
Executive Director 
Punjab National Bank 
New Delhi 

Shri A.T.Pannirselvam £ 
Executive Director 
Bank of India 
Bombay 

• Shri Supriya Gupta 
Deputy Managing Director 
State Bank of India 
Banbay 

Chairman 

Member 

-00-

-00-

-00-

-00-

-do-

Shri P.K.Biswas Member-Secretary 
Joint Chief Officer 
Reserve Bank of India 
Industrial & Export Credit 
Department 

Central Office 
Banbay 

Since appointed Chairman, State Bank of India, and 
his place in the Committee has been filled in by 
Shri Supriya Gupta, Deputy Managing Director, 
State Bank of India 

Since appoin~ Chairman and Managing Director, 
Union Bank of India 

Co-opted as additional member in April, 1993 
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1.5 The Committee first met on February 2, 1993, 

to discuss the methodology to be adopted and to gather 

information for the purpose. The meeting was addressed 

by Shri D.R.Mehta, Deputy Governor, Re~3rve Bank of Indie, 

and Ms.I.T.Vaz. Executive Director, Reserve Bank of India. 

Both Shri Mehta and Ms. Vaz impressed upon the Comnittee on 

the need to address itself to the problem of inadequate 

credi t made worse by delay in sanction. S hri Mehta observed 

that in keeping with the structural changes taking place 

in the Indian economy, it was but essential that the banking 

system also should fall in line to meet the twin objectives 

of meeting in time the credit needs of the trade and 

industry on one hand, and yet ensure that banking business 

was conducted on profitable lines. 

1.6 In its very first meeting the Committee recognised 

that while the banking system has to gear up to meet the 

credit demand of trade and industry in the context of 

liberalisation of economic controls, there would inevitably 

be a need for sharing of risk and resources among the banks 

where lending to large borrowers was concerned. The 

Committee deliberated on the extant guidelines prescribed 

by Reserve Bank of India on lending discipline as also on 

lending under consortium arrangement, with particular 

reference to the problems voiced/hardships faced by 

trade and industry. Discussions also veered around the 

systems and practices prevalent in other countries in the 

delivery of working capital finance and sharing of risk. 

It was felt that the alternatives before the Committee were 

either to evolve a new system and/or to modify the existing 
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system retaining its intrinsic advantages and yet 

leaving scope to incorporate what is of relevance in 

the systems practised in other countries. The Committee 

decided to discuss the issues with a representative 

cross-section of bankers, Associations of trade/industry 

and experts in the field before formulating its views 

on the terms of reference. 

1.7 In accordance with the decisions taken at the 

first two meetings, a structured qUestionnaire was 

forwarded to banks seeking their views on the various 

aspects of lending under consortium arrangement. Further, 

the Committee heard the views of the representatives of 

trade and industry, banks and experts in separate meetings 

held with them. The names of organisations/individuals, 

who submitted their views and those who tendered oral 

submission before the Carnnittee, are furnished in 

Appendix II. The questionnaire circulated to banks and 

their responses to it are tabulated in Appendix III. 

1.8 The Committee is grateful to all those persons and 

organisations listed in Appendix II for offering valuable 

suggestions as also for sparing their time for discussion 

on various issues arising out of its terms of reference, 

written responses, etc. The Carnnittee wishes to express 

its sincere thanks to Shri D.R.Mehta, Deputy Governor, 

and Ms.I.T.Vaz, Executive Director, for outlining the 

purpose, scope, etc., of its work in its first meeting. 

The Committee was ably assisted by Shri K.K.Chaudhuri, 
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Joint Chief Officer, and Smt.Chitra Chandramouliswaran, 

Deputy Chief Officer, of the RBI and Shri Niamatullah, 

Deputy General Manager, of State Bank of India, and would 

like to record its deep appreciation of their contributions. 

The Committee is indebt~d to the staff of the Policy and 

Monitoring Division of the Industrial and Export Credit 

Department of Reserve Bank of India, particularly, 

Shri P.P.Gonsalves and Shri P.G.Bagul, Assistant Industrial 

Credit Officers, and Smt.A.D.Kale, Stenographer, for 

providing commendable secretarial support. 



Chapter II 

Background 

11.1 In 1965, the Indian economy was passing through a 

period of considerable stress and Reserve Bank of India felt 

that them was an imperative need to preserve a 'reasonable 

balance between aggregate monetary flow and the availability 

of real goods and services'. As part of the credit policy 

announced on November 20, 1965, for the busy season, 

1965-66, RBI, inter alia, advised all scheduled commercial 

banks that 'in order that the growth of bank credit may be 

more closely aligned to the requirements of the Plan end 

as an additional measure of credit regulation', they would 

be required to obtain the prior authorisation of RBI before 

sanctioning any fresh credit limit (including commercial 

bill discounts> of Rs.1 crore or more to any single party 

or any limit that would take the total limit enjoyed by such 

party from the entire banking system to Rs.1 crore or more 

on secured and/or unsecured basis. This was the beginning 

of what was known later as the Credit Authorisation Scheme(CAS). 

11.2 The purpose and direction of bank lending in the 

country was further reviewed by the Dahejia Committee 

appointed by the National Credit Council in October, 1968. 

The Committee set up to examine "the extent to which credit 

needs of industry and trade are likely to be inflated and 

how such trends could be checked" pointed out the shortcomings 

of the security-cum-guarantee oriented system of lending 

and recommended that the banking system should turn to 

financing on the basis of a total study of the borrower's 
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operations rather than on security considerations alone. 

This recommendation was further elaborated by the Tandon 

Committee set up in June, 1974, to frame guidelines for 

follow-up of bank credit. 

The Tandon Committee which submitted its final 

report in August, 1975, recommended radical changes in the 

system of bank lending, with particular reference to 

meeting working capital needs of industry. The Comnittee's 

recommendations emphasLsed a shift from the erstwhile 

security-oriented system of lending to production-oriented 

system of lending to the industry. It recommended among 

others certain norms for holdine,; (Jf inventory/receivables 

to facilitate meeting genuine credit needs of the industry 

while at the same time preventing pre-emption of scarce 

bank resources by the large industry. Important among 

these recommendations were the following : 

(a) The Ccrnmi ttee ~,;.1ggested inventory & receivables 
(Current Assets) norms in respect of 15 major 
industries for the purpose of assessment and 
sanction of short-term bank credit for financing 
working capital needs of industrial units with 
aggregate credit limits in excess of Rs.10 lakh 
from the banking system (Note : Norms are being 
reviewed periodically by the Reserve Bank of India, 
as stated later, and as on date norms have been 
evolved for 53 industries). 

(b) The Committee suggested three ways to assess the 
max±mum permissible bank finance. These three 
methods of lending envisaged different levels of 
contribution from the long-term funds of the 
borrowing units with a view to progressively reduce 
dependence on short-term bank borrowings. It was 
recommended that starting with the first method of 
lending there should be a gradual move towards 
adoption of the third method of lending which 
envisaged a comparatively higher contribution from 
the net working capital of the borrowing units 
(Note I Though the Corrmi ttee reconmended three 
methods of lending, Reserve Bank of India did not 
accept (and has so far not accepted) the recornmen-
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dation to adopt the third method of lending 
for assessment of the maximum permissible 
bank finance(MPBF». 

(c) The Committee suggested annual review of the 
accounts to appraise the performance and assess 
the working capital needs for the next year. 

(d) In order to ensure planned and proper end-use 
of funds as also prudent deployment of scarce 
resources, it was recommended that the financing 
should be placed on a quarterly budgeting-reporting 
system for operational purposes. 

11.4 More or less simultaneously the concept of lending 

under consortium arrangement was introduced in Indian 

banking by RBI in August, 1974, with the objective of 

dispersal of risk and sharing of resources by banks with 

particular reference to lending to large borrowers. Since 

introduction of lending under consortium arrangement, RBI 

has impressed periodically upon banks the need for 

expediting the formation of consortium ~rrangements in 

cases where multiple banking was in existence. Banks 

have been advised periodically to introduce suitable 

systems and procedures to ensure reduction in time taken 

by them for processing the credit proposals, i.e., not to 

put the borrowers to inconvenience through delays, their 

having to deal with several banks, execution of varied 

types of documents, etc. 

11.5 The system of cash credit was further reviewed 

1n 1979 by the Working Group (Chore Committee), which 

analysed the comparative merits and demerits of the cash 

credit, loan and bill systems. The major recommendations 

of the Chore Committee were as under : 

(a) The existing system of extending credit 
by way of a combination of cash credit, 
loan and bill should be retained subject 
to, wherever possible, the use of cash 
credit being supplanted by loans and bills. 
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(b) The Committee recognised the need for 
reducing the over-dependence of the 
medium and large borrowers cn bank 
finance and recommended gradual 
reduction of borrowing units' dependence 
on bank finance for build up of Current 
Assets. 

(c) Borrowing units not in a position to 
comply with the second method of lending 
be sanctioned working capital term loan 
at a higher rate of interest for their 
excess borrowings over and above t"~ 
MPBP arrived at on the basis of the 
second method of lending. 

(d) The lending norms should be continued to be 
made applicable for borrowing units enjoying 
limits of Rupees 10 lakh and above (except 
sick units) and units with limits of Rupees 
SO lakh and above were to be brought under the 
second method of lending (unless specifically 
exempted) • 

(e) The recommendation of the Tandon Committee 
relating to the style of credit in terms of 
which differential rates of interest were to 
be charged for the demand loan and cash credit 
components was discontinued. 

(f) The Chore Committee simplified and rationalised 
the statements ur.der the Information System and 
this was made applicable to all borrowers 
having aggregate working capital limits of 
Rupees 50 lakh and above. 

(;) The Chore Committee also laid considerable 
emphasis on regular annual review of accounts 
as an inherent part of the financial discipline 
for continuance of the cash credit system. 

II.6 Thus under the CAS, then in vogue, the aim was to 

closely align the growth of bank credit to the requirements 

of the S-Year Plans and to use CAS as an additional 

measure of credit regUlation. The objectives of CAS were s 

(.) To ensure that additional bank credit is in 
conformity with the approved purposes and 
priorities and that the bigger borrowers do 
not pre-empt scarce resources; 

(b) To enforce financial discipline an the larger 
borrowers, where necessary, on uniform principles 1 

(c) Where a borrower is financed by more than one 
bank, to ensure that the customer's proposal 1s 
assessed in the light of the information 
available with all the banks; and 

•• 11 



-11-

(d) To bring about improvement in the techniques 
of credit appraisal by banks and their system 
of follow-up. 

Thus, by broad-basing the objectives of CAS, an attempt 

was made to enlarge its scope with a view to ensuring 

a greater degree of credit discipline on the pert of the 

banks as well as borrowers. 

11.7 In order to bring about uniformity in the infplementatioD 

of cash credit system including lending under consortium 

arrangement, a Standing Committee by name 'Committee of 

Direction' has been in existence in RBI since April, 1975, 

and as decided by tt'\1aCanmittee a quick study was 

conducted in 1987 by a study group appointed by RBI 

to assess the progress made in the implementation of 

the then existing guidelines issued to banks on lending 

under consortium arrangement. The study revealed that 

instances of non-compliance in the matter of conduct 

of joint appraisal, application of uniform terms and 

conditions, exchange of information, holding of meetings, 

level of representation in the meetings, sharing of 

ancillary business. etc., had been persisting and these 

had contributed to inordinate delays causing hardship 

to borrowers. The instructions on consortium lending 

were, therefore, made mandatory in June, 1987. While 

a gist of the guidelines is set out in Appendix IV, the 

main aspects of the present extant guidelines sought to 

be reinforced are as under : 

(a) The formation of consortium is obligatory 
for borrowers with mUltiple banking facilities 
enjoying aggregate fund-based working capital 
limits of Rs.S crore and more from the banking 
system : 

•• 12 



-12-

(b) The bank, which is the largest lender, 
should take the initiative to form the 
consortium : 

(c) The formation of consortium also becomes 
obligatory in cases where exposure of a 
single bank to a borrower and/or a group 
of borrowers exceeds either the ceiling on 
that bank's exposure in relation eo its 
capi tal fund 7 

(d) The number of banks in a consortium would not 
ordinarily be mor.e than five and in case of 
credit limits in excess of Rs.50 crore more 
than ten: 

(.) The appraisal of credit proposals is to be 
undertaken by the lead bank, where its share 
is more than 50 per cent of the fund-based 
limits or by the lead hank jointly with the 
member-bank having the next largest share in 
the limits. The exercise of appraisal is to 
be completed preferably within one month from 
the date of receipt of the loan proposal/appli
cation and definitely within two months. The 
appraisal note is required to be circulated 
among member-banks at least 10 days before 
the meeting convened to discuss on it and 
decide upon the terms and conditions, 
documentation, etc. ; 

(f) The operational problems arising out of 
implementation of the guidelines/instructions 
should be sorted out expeditiously in a manner 
mutually acceptable to the members of the 
consortium ; 

(g) In case of dispute among the member-banks on 
the quantum of MPBF, interest rate, terms and 
conditions to be imposed (which are to be 
uniformly applied) I or any other matter 
pertaining to the borrowal account, the views 
of the lead bank and the bank having the 
second largest share of the fund-based limits 
should prevail ; 

(h) In case of siCk/weak units existing member
banks would not leave the consortium and all 
the financing banks would be obliged to 
associate themselves with the rehabilitation 
programme ; and 

(1) It would not be permissible for any bank 
outside the consortium to extend any credit 
facility by way of bill lbnits, guarantees/ 
acceptances, letters of credit, etc., or 
open current accounts for the borrowers without 
the knowledge and concurrence of the members 
of the consortiu~. 
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11.8 In order not to put borrowers to inconvenience 

through delays in having to deal with several banks in 

the matter of execution of documents, a single set of 

documents evolved by the Indian BQ __ ks' Association was 

circulated in February, 1989, to banks for adoption. ~he 

member banks are required to vest adequate author.i ty with 

the lead bank to enable the latter to execute the documents 

with the borrower on behalf of the consortium. 

11.9 In spite of steps taken by RBI periodically to 

review as also to update the guidelines by being rece~tive 

to the problems faced by both banks and industry, 

complaints have also been received by RBI regarding 

difficulties faced by borrowers relating to t~eliness 

in disposal of credit proposals and provision of adequate 

credit. This has resulted in borrowers taking recourse 

to other available sources of finance as also from batiks 

outside the consortium. In the view of the borrowers, 

the delays on the part of dealing banks/consortium in 

providing need-based credit coupled with the restrictions 

imposed on banks not to extend credit to borrowers, who 

are not their regular customers/outside the consortia, 

have hindered the flow of timely and adequate credit and, 

therefore, the instructions on the subject need more 

flexibility. In the view of bankers, the consortium 

discipline had served well the interests of both the 

industry and bankers. They, however, feel that since 

borrowers in India are still substantially dependent 

on bank credit and with the current liberalisation in 
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the economic policies, the banking system needs to gear 

up to cater to the increased volume of business in terms 

of number of borrowers and to meet the sophistication in 

financial products demanded by them. 

11.10 The advantages and disadvantages of the present 

systsm of lending under consortium as perceived by industry 

and banks are succinctly enumerated below : 

(a) Adyantages 

(i) The system provides a uniform methodology for 
determining the working capital needs of borrowers. 

(ii) It provides for orderly sharing of risk and 
security among the lenders. 

(iii) It provides a forum for the lenders to exchange 
critical information about the borrower. 

(iv) It ensures continuity and certainty for the 
borrower in securing working capital finance. 

(y) It seeks to instil di3cipline in the borrower in 
m~naging his finance. 

(b) Disadvantages 

(i) The system needs more flexibility to respond to the 
constantly changing business needs of the borrower 
and the lenders. 

(ii) Instances have been cited of inordinate delays in 
sanction and disbursement of credit to a borrower. 

(iii) The system does not provide enough scope to the 
borrower for changing the composition of the 
consortium. The system also does not help in 
generating competition among banks. 

(iv) It does not provide flexibility to borrowers in 
having access to credit from a bank outside the 
consortium at c(~petitive prices. 

(v) The single window document" which has been evolved, 
is not being adopted by all banks. Banks are unable 
to fall in line: with the single window documentation 
as it seeks to vest the lead bank with unfettered powers. 

(vi) The command posi 1:.ion of the lead bank in terms of 
its share held in the fund-based limit.s of a 
borrower has resulted in smaller banks not being 
able to lend to large borrowers of repute. 

..15 
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(vii) The system does not provide for exit by existing 
members of the consortium without the consent of 
the remaining members and the borrower~ it does 
not provide freedom to the bank choosing to move 
out of the consortium when, according to its own 
perception, there is a deterioration in the credit 
standing of the borrower. 

11.11 Both industry and banks have also out forth before 

the Committee the need for assessment of working capital 

limits based on the peak and normal requirements of a 

borrower in unison with the production cycle and marketing 

arrangement for his product instead of on the basis of 

quantitative norms evolved by the Tandon Committee for 

various industries. The views of industry and banks in the 

matter are summarised below: 

(i) The lending discipline evolved on the basis of 
recommendations of the Tandon/Chore Committee, as 
modified from time to time, has become outdatea in 
the fast changing socio-economic environment. 

(ii) Even if quantitative norms are used as a guiding 
principle for determining the reasonable level of 
build-up of current assets for an industry, no 
separate sub-norms should be fixed for each item of 
current asset. 

(iii) The norms should be flexible taking into account the 
fortunes of the industry which, to a large extent, 
fluctuate with changes in Government policies. 

(iv) The existing guidelines on computation of MPBF 
discri.inate against an efficient borrower. As the 
borrower's entitlemp.nt to MPBF is based on historical 
data, a borrower who has efficiently controlled his 
inventory and receivable levels suffers as against 
thp borrower who has conSistently/persistently been 
inefficient in managing inventory/receivables. 

(v) It has created a system of entitlement for borrowers 
with too much importance to their financial needs in 
disregaro to'their credit standing. Borrowers have 
CCJlle to assume that they are entitled to borrow 75 per 
cant to 80 per cent of their current assets from 
banks irrespective of their creditworthiness, source 
of repa~nent and ability to repay. 

(vi) It has introduced permanency to working capital 
borrowings. Borrowers have came to assume that 
working capital borrowings will never have to be 
repaid. Lending in the fo~ of cash credit with no 
repayment plan has made the borrowers complacent but 
has put the resource planning 01: banks in disarray. 



111.1 

Chapter III 

Different alternatives/views 
\Q the exlsting system 

AS indicated in Chapter I, views and suggestions 

were obtained from both industry and banks as also from others 

so as to facilitate deliberations in the Committee on the 

terms of reference. 

111.2 In order to overcome the difficulties in the 

existing system, as stated in Chapter II, it has been opined 

b7 one segment of industry that mere carrying out of reforms 

or fine-tuning in the existing system would not be helpful. 

It has rather been suggested that the consortium approach 

should be abolished altogether and market forces should 

determine the ground rules for lending. Another segment of 

industry has expressed the view that though the existing 

system has become some~at inflexible, it should be continued 

and the lead bank should even tie up the entire requirement 

of bank finance of a borrower. However, with a view to 

introducing sane further in-built flexibility into the 

existing system, this segment of industry has suggested 

the following modifications thereto: 

(a) Banks should gear up their administrative 
machinery to convey decisions on credit 
proposals within a period of 45 to 60 days; 

(b) The single window documentation should be 
adopted by banks without any fux·ther delay : 

(c) The threshold limit for formaticln of a 
consortium for borrowers enjoying mUltiple 
banking facilities should be raised to· 
Rs.25 crore from the existing lhnit of 
Rs.5 cro.re 1 

(d) The restriction on the number of Inembers 
in a consortium should be done aWi3Y with: 

•• 11 
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(e) Bankers should have the freedom to choose 
their borrowers and vice versa; 

(f) While the terms of lending should be 
uniformly applied in SO far as the cost of 
credit is concerned, banks should be given 
freedom in pricing cost vf other services, end 

(g) Borrowers should be free to have access, at 
least for non-fund based facilities, to banks 
outside the consortium. 

111.3 m the view of banks, the market is not yet ready for 

a total liberalisation of the lending system. They have, 

therefore, advocated continuance of the consortium approach 

subject to certain modifications, till such time as the 

prudential nonns prescribed for capital adequacy, income 

recognition and asset classification take firm root. They 
, 

are generally in agreement with industry for prescribing 

a specific time frame for disposal/decision of/on proposals 

and implementing the single window documentation. However, 

there was divergence of opinion amongst the banks in 

regard to pricing and freedan of exit from/entry into 

consortia. While some of the banks are in favour of 

continuance of the existing system, others feel that 

pricing should be freed and consortium arrangements should 

be entered into for fixed periods of say two to three 

years or till the expiry of the period for which the 

facilities have been initially sanctioned, and thereafter 

banks should have the option to move out of the consortium 

or to continue as member/s. It has also been suggested by 

majority of the banks that the threshold limit of Rs.5 crora 

for format1.oo of a consortium for borrowers enjoying multiple 
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banking arrangements should be raised to Rs.I0 crore 

and the present restriction on the number of members in a 

consortium should be withdrawn. While most banks feel that 

a borrower should not have access to bonk/s outside the 

consortium for additional facilities, a few othemare in 

favour of availment of export credit and non-fund based 

facilities by the constituent borrowers from bank/s outside 

the consortium. 

111.4 Apart from industry and banks, certain other 

experts in the field presented their views before the 

Committee, suggesting various alternatives to replace the 

system of consortium financing. The alternatives suggested 

are as under I 

(.) Syndication of loans at least in the case of 
highly rated corporate borrowers eligible to 
issue commercial paper 1 

(b) Widening the scope of inter-bank participation 
certificates by making them transferable and 
removing the limitations relating to quantum 
and the period for which they can be issued 1 

(c) Modifications in the existing consortium 
approach in terms of freedom in the matter 
of pricing and in the choice of banks and 
borrowers with the stipulation thut the 
stake of each member-bank should at least be 
5 per cent of the fund-based facilities extended 
to a borrower subject to a minimum of Rs.1 crore 1 
em 

(d) Securitising working capital facilities as 
prevalent in the developed markets of the West 
as the flexibility that commercial paper can offer 
in terms of pricing and diversification of risk 
is absent in consortium lending. 



Chapter IV 

Merits and demerits of 
suggested alternatives 

IV.l The approach of the Committee has been to examine the 

strength and weakness of the existin~ system and hence to 

suggest measures for improving the system of delivery of 

credit. Thus,whlle examining the difficulties and suggestions, 

the Committee has distinguished between the issues related to 

policy, issues related to operative instructions and issues 

related to implementation of operative instructions. 

IV. 2 The Committee observes that the contentiou. issue 

between the banks and industry of the adequacy of working 

capital finance to borrowers, particularly, large borrowers. 

has been argued in terms of perceived rigidities in calculating 

maximum permissible bank finance (MPBF) and in lending under 

consortium arrangement. The Committee recognises that in the 

absence of developed financial market in India banks tend to 

follow lending discipline rigidly ~so as avoid taking too 

much of risk. In countries with strongly developed financial 

systems, banks can conveniently divexsify their risks on 

working capital finance and such diversification occurs 

through markets for ahort-term financial instruments • 

IV. 3 Risk in providing working capital can broadly be 

divided into the risk of size, the risk of capital loss and 

the systemic risk associated with changes in oational economic 

and banking policies. Thus while considering in this Chapter 

the various suggestions received from banks. industry and 

others for modification and/or replacement of the existing 

policy/instructions on lending under consortium arrangement, 
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the Committee has also considered possible measures/new 

financial instruments for banks to diversify/to minimise their 

risks. As a corollary the Committee has also deliberated 

upon the extant guidelines issued to b~-lks for arriving at 

HPBF, though the subject matter is also being dealt in by 

another Committee (presided over by Shri Jilani, Chairman 

and Managing Director of Punjab National Bank) as also the 

In-House Group constituted by RBI. 

IV •• The Committee is also aware of the fact that till 

in the recent past several borrowers were able to draw 

finance far in excess of their reasonable working capital 

requiremen~BF by obtaining finance from banks outside the 

consortia (and/or from non-bank sources) either through 

discounting/rediscounting of accommodation bills or other 

methods and which prompted RBI to issue directives in 

July. 1992 las stated in Chapter I). 

IV.5 During discussion in the Committee, members have also 

observed that in countries with developed financial markets 

working capital finance for large and medium-sized borrowers 

is being increasingly secur1t1sed. The Committee has also 

observed that borrowers can have access to other sources of 

finance such as commercial paper, long-term market 

borrowings (viz., debentures), etc. These alternatives have 

also been discussed in this Chapter with the idea of 

evolving a system that will not only suit the needs of the 

industry and banks but will also ensure observance of 

financial discipline by borrowers. While evolving the system, 

the Committee also recognises that irrespective of the system 
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unless credit is sanctioned and disbursed in time, it will 

not achieve its desired effect. In essence, the Committee is 

of the view that any system of lending based on the fundamental 

principle of sharing of risks and resources (Banks with their 

limited resources ~nd capital adequacy prescriptions cannot 

afford unrestricted p.xposures) should have the following 

attributes , 

- It should ensure proper dispersal of risk 

- It should ensure timely provision of credit 

- It ShOlld meet the need-based requirements of 

a borrower 
_ It should enforce financial discipline on the borrm.r 
- It should be operationally convenient to banks 

as well as to borrowers 

The cost of administering the system should not 

be a burden on the banks or on the borrowers 

IV.6 The Committee observes that the last decade has witnessed 

significant diversification and sophistication in the Indian 

financial sector with the emergence of several new money 

market instruments as adjuncts to bank credit. A brief 

description of each of these instruments as practised in 

India, follows in the ensuing paragraphs. 

(a) Inter-bank participation certificates 

The system of raising finance through inter-bank 

participation certificates as in operation at present is 

restricted to borrowers with health code classification I 

and the finance that can be arranged through these certificates 

is limited to the extent of 40 per cent of the outstandings 

in the borrowal account at the time of issue. The 

participation certificates are not transferable and their 
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tenure is for a minimum period of 91 days and a maximum period 

of 180 days. Apart from the restricted scope and coverage 

of participation certificates, in the absence of any 

compulsion on the part of any bank to accept participation 

certificates, the bank/s intending to share even good and 

satisfactory advances with other bank/s are not assured of a 

ready market for such certificates. The Committee is, 

therefore, of the view that interbank participation 

certificates cannot entirely replace the existing system of 

lending on consortium basis under Which the member banks are 

required to take care of the needs of borrowers, when in 

distress. 

(b) Commercial Paper 

At present, only highly rated corporate borrowers 

can have access to the market for issue of commercial paper 

up to 75 per cent of the fund-based working capital limits 

sanctioned to them. While this mode of raising finance 

cannot be used for m,c'eting the entire working capital needs 

of even the highly rated borrowers, it is not at all available 

to borrowers with relatively lower rating, ~ho constitute the 

bulk of the banks' clientele. Is is also not available to 

borrowers with sanctioned fund-based working capital limits 

of less than Rs.S crore. Further, commercial paper cannot 

be issued beyond six months' duration. The Committee is, 

therefore, of the view that commercial paper in its present 

form is a source of finance available only for a select group 

of borrowers and that too for period not exceeding six months 

and cannot substitute the system of consortium financing 
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which can be availed of by all categories of borrowers. 

(c) Debenturo, 

The existing legal framework permits public limited 

companies and public sector companies to augment their lang

term scurces for meet1a;J workin", capital requirements by issue 

of secured convertible and non-convertible debentures to 

the extent of 20 per cent of their gross current assets, 

loans and advances subject to their maintaining 8 

minimum debt-equity ratio of 2:1. While this mode of 

raising finance is designed to meet mainly the core portion 

of the current ass~ts of the concerned companies, they 

will have to depend on other sources for the variable 

portion of their working capital requirements. The 

Committee, therefore, believes that issue of debentures 

is a supplementary source of finance and is not the 

solution to the problem. 

(d) Securit1sation of debts 

One of the factors impelling banks and financial 

institutions to enter into consortium arrangements for the 

purpose of lending is that their resources are limited. It 

has, therefore, been argued that this problem could be 

reduced, if not solved, by augmenting their resources 

through securitisation of debts so that the system of 
I 

consortium funding can be given up. Securit1sation of 

debts is a process of removing assets from the balance 

sheets of the lending institution by selling these 

assets to investors in the form of securities backed by 

such assets. The sale is normally without recourse to the 

seller and hence payment to investors is made to the 

extent of cash flows realised from t.he underlying assets • 
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The proceeds of sale of the assets generate additional 

capital to the issuer at a lower cost thus increasing his 

net owned funds. Thus. securitisation enables an 

issuer to depict a better financial position in 

his balance sheet. The investors on their 

part can choose securities which conform to their 

preference in terms of maturity, risk and average lives. 

To meet the investors' choice. the assets to be securitised 

must be of high quality with proper rating by recoonised 

rating agencies and a clearly defined repayment programme. 

Besides, suitable legislative changes are necessary far 

transfer of risks and benefits underl~1ng the asset to the 

investor. It is because of the absence of these attributes 

that a secondary market for such assets is yet to develop 

in India. However, a modest beginning has been made to 

raise resources by securitisation of assets in the fo~ of 

automobile, real estate and housing loans and to some extent 

commercial and industrial term loans. The current assets of 

manufacturing companies are in the nature of inventory/recei

vables and, therefore, do not satisfy the p:e-requisites for 

securitisation. The Committee is, therefore, of the view 

that securit1sation is not the appropriate method of 

increasing the resources of banks or replacing the working 

capital requirements of borrowers in the prevalent 

condition. 

(e) Syndication of cred.u.... 

A syndicated cltedi t is an agre~.ment between two or 

more lending institutions to provide a borrower cx'edit 
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facility utilising cammon loan documentation. A prospective 

borrower intending to raise resources through this method 

awards a mandate to a bank commonly referred to as Lead 

Manager to arrange credit on his behalf. The mandate spells 

out the commercial terms of the cre~"_t and the prerogatives 

of the mandated bank in resolving contentious issues in the 

course of the transaction. The mandated bank is required 

to prepare an information memorandum about the borrower in 

consultation with the latter and distribute the same amongst 

the prospective lenders soliciting their participation in 

the credit to be extended to the borrower. The mandated 

bank does not sell the credit risk but presents an 

opportunity to lend by extending an offer containing terms 

agreed between the mandated bank and the borrower. The 

information memorandum provides the basis for each lendIng 

bank making its own independent economic and financial 

evaluation of the borrower, if necessary by seeking 

additional supporting information from other sources as 

well. Thereafter, the mandated bank convenes a meeting to 

discuss the syndication strate9Y relating to coordination, 

communication and control within the syndication process 

and finalises deal timing, charges towards management 

expenses and cost of credit, share of each participating 

bank in the credit, etc. The loan agreement is signed 

by all the participating banks. ~e borrower is required 

to give prior notice to the Lead Manager or his Agent for 

drawing the loan amount to enable the latter to tie up 

disbursements with the other lending banks. While syndica

tion is very similar to the system of consortium lending 

in terms of dispersal of risk, the freedom the borrower has 
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in terms of competitive pricing and the discipline thet is 

sought to be achieved through a fixed repayment period under 

syndicated credit are absent in the present system of 

lending through consortium arrangement. Thus, syndication 

of credit is a convenient mode of raising long-term funds by 

borrowers with high credit standing only and cannot supplant 

the system of consortium lending for meeting the fluctuating 

end current transaction needs of borrowers in general. 

IV.7 The emerging scenario fram the foregoing analysis is 

that each of the suggested alternatives has certain distinct 

advantages as well disadvantages. Because of the individual 

characteristics of these alternatives, none of them can be 

considered as fully complementary to other/s in meeting the 

entire working capital needs of a borrower either singly 

or taken together. The shift towards a market-driven 

economy is a gradual process and the market is not yet 

ready for a total l1beralisation of the lending system. 

The Committee feels that the alternatives discussed above 

can co-exist and supplement the system of consortium lending 

with certain modifications. The Committee, therefore, 

suggests that while a beginning could be made in liberalisation 

by enlarging the scope of inter-bank participations and 

commercial paper together with introduction of syndication 

of credit on a selective basis, the system of consortium 

lending with its intrinsic advantages should be retained by 

making it more responsive to the needs of borrowers without 

diluting the financial discipline. The recommended system 

has been set out in Chapter VUI. 



Chapter V 

Observations 

.. 
V.l The genesis of commercial hanking perhaps evolved in 

India with the arrival of the British. They introduced 

over a period of time the type of co~ercial banking, which 

evolved in London out of the business of the goldsmiths durino 

the seventeenth century. Such banking in London was mainly 

dependent on the close relationship between the businessmen 

and their bankers and bank lending was based on confidentiality 

1 
and personal equation. This type of banking invited comments 

from different nuarters and it may be of interest to note 

what was observed by Keynes as quoted in the f10ney Lenders 

by A.Sampson : "A 'sound' banker, alas ~ is not one who 

foresees danger and avoids it, but one who, when he is ruined, 

is ruined in a conventional and orthodox way along with his 

fellows, so that no one can really blame him." 

V.2 Banking in India had for a long time been a regulated 

industry and, perhans, will continue to be so in future as 

well. While regulations per se can not be termed unnecessary, 

too many regulations have also resulted in complete loss of 

freedom, leaving no scope for market mechanism and 

innovations in banking and financial services. Another 

avoidable effect of too many regulations has been the tendency 

to avoid and/or to overstep the regulatory directives by banks 

to meet the requirements of their clients. Thus for example 

there are instances of banks providing bill finance outside 

the consortium to some of the large borrowers in the name 

of suppliers' credit against corporate guarantee. 

1. Men, Money and Goods by J.S.Gamb 
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V.3 Another type of banking that i~ being practised in 

India since 1970 (in addition to the pure financial 

intermediation and regulatory banking) is the role envisaged 

of banks as 'change agents' in pramotir- economic growth. 

Thus with introduction of development banking network of bank 

branches was fast expanded and banks have been required to 

allocate credit to agriculture and hitherto neglectP.d SfJctors 

of the economy_ In this connection the Canmittee observes 

that an earlier Committee (The Committee on the Financial 

System presided over by Shri M.Narasimham) had recommended 

that such directed credit programmes should be phased out 

except for certain sectors. This Committee. however, 

observes that the recent announcements on credit policy by 

the RBI indicate that such directed credit programmes will 

continue. at least for some more time. 

V.4 During the latter part of mid-80's, the banking 

industry in India witnessed radical transformation in terms 

of wide range of services offered and keen competition faced 

by banks in mobilising savings of the community. With a wide 

proliferation of financial instruments offering attractive rates 

of return together with fiscal concessions attached to each, 

banks had to evolve innovative methods to mobilise savings 

from the household sector. 

V.5 There is global awareness that the banks and financial 

institutions have been too constrained by the existi~ 

regulations as also the increasing demands on them to meet 

all sorts of financial needs has thus resulted into a new 

approach in banking. The adoption of market-oriented approach 
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has also been accelerated by the need for earning more 

profits as also by the advent of new technology. The other 

major factors responsible for the new approach are : 

Reorientation of demand for fin~ncial services 

and need for innovation of new services to 

meet them; 

New concept of money management with gradual 

move towards minimum demand deposits and/or 

cash inventory; 

Emergence of a high degree of competition, 

particularly, triggered by aggressive marketing 

techniques; 

New trend of disintermediation resulting in 

banks now required to offer services in hitherto 

non-traditional non-banking financial activities 

like merchant banking, investment banking, 

mutual funds, venture capital, etc.; 

Securitisation by way of a shift in the 

preferences of the household sector for 

financial assets; 

Gradual decline of the 'individual investor' 

together with increasing trend of institutional

isation of investment by the household sector in 

the business sector; and 

Globalisation of banking or transnational 

banking. 

The success of the new trend in banking allover the World 

as also in India, therefore, depends very much on -

- freedom for bankers to act, 

- vigorous competition for business and profits, 

sharper customer orientation, through product 

and service innovation, and 

better management through better linkages 

bettveen goals, strategies, organisational 
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structures, systems and technological change. 

V.6 With the above emerging sc~nario in banking, the 

suggestions received and discussion on 'merits/advantages' and 

'daaer.Lts/d1sadvantages·ofaltemati'Ves to lendJng under consort1wa 

arrangement (Chapter IV ibid), the Caroni ttee is of the view 

that ultimately the market forces should have greater role, 

if not the only role, in deciding allocation of resources. 

Thus while suggesting an alternative system in the 

interregnum, i.e.,till totally market-oriented banking 

system becomes practicable, the Canmittee has taken note 

of the shortcomings in the existing system and suggested 

changes to overcome these shortcanings. 



Chapter VI 

Lending Norms and Guidelines 

VI.1 In India the supply of credit has been controlled 

through credit policies announced periodically by Reserve Bank 

of India. The effects of these polic~· measures have been 

aimed mainly towards 

(a) changing the amount of liquidity in the 

economy; and 

(b) direct controls over both the amount and 

type of credit, 

among others. Liquidity in the economy has been varied 

chiefly by influencing the liquidity of the banks through 

rate of interest and other direct controls. 

VI.2 Direct controls 

Banks have been advised to follow lending guidelines 

based upon which they should operate their 'rationing' policy. 

Banks are required to discriminate between different types of 

borroweDa. However, while banks are the main source of liquid 

funds and the level of their deposits will have a big effect 

on the flow of money income, they are not the only source. As 

a result, because of limitations imposed on the banks, there 

has been development of other sources of credit - 'near' money. 

Thus, as bank lending became tighter, borrowers turned to 

various 'spill OYer' sources. 

VI.3 Norms for inventory and receivables 

As stated in earlier Chapters, one of the major 

complaints of trade and industry has been against the use of 

norms for inventory and receivables by banks while assessing 
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maximum permissible bank finance (MPBF). They are of the 

view that these direct control measurp.s forced them in the 

past to seek credit from other sources. As a result they have 

demanded scrappin~of these norms. 

VI.4 The Committee is also aware of the fact that quite 

often banks are unable to process the loan proposals in 

time as also sanction additional working capital finance 

and/or renew existing limits because the borrowers do not 

furnish the required data and statements (viz., monthly stock 

statement, monthly statement of debtors and creditors, 

monthly statement of sales and purchases, monthly operation 

data and Ouarterly Information System Forms I, II and III, etc.) 

on time. After all no bank will want its good clients to go 

out of its fold, while at the same time for healthy conduct 

of their business financial discipline is very essential. 

VI.S While there are no doubt certain advantages of direct 

control measures (viz., these can be introduced or changed 

quickly, the effects ot changes are quickly felt, these can 

be discr~inatory, etc), there are also certain disadvantages 

associated with them. For example, activity tends to be 

frozen into existing channels, a cumbersome organisation is 

required to implement them, the extent to which discretionary 

powers can be used is limited (and sometimes such use may be 

based on subjective decisions), controls are effective only 

in limiting expansion, certain controls tend to discriminate 

among the borrowers, etc. As a result often ways are found 

to circumvent the controls. Thus while borrowers do not 

find a perfect market (in that they can obtain all the funds 
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they require at going market-rates>, they do find other 

sources, though they are put to the extra trouble of 

'negotiating' a loan. 

VI.6 The COImlittee is, therefore, ~f the view that 

while controls over the availability of credit may be useful 

in the short run and have the advantage that they can be 

discriminatory, they can not also be regarded as a permenent 

alternative to other measures. The reason is that, in the 

long run, controls are not effective in limiting the ~otal 

flow of consumption and investment spending. 

VI.? Thus while there is no problem faced in general 

by good borrowers in obtaining adequate working capital 

finance in time, other borrowers, particularly, those faced 

with problems like bunched receipts of raw materials, delayed 

receipt of payments, etc., find it difficult to obtain 

additional bank credit. 

VI.S The Committee is also aware of the fact that flexibility 

in-built in the extant guidelines for lending is not taken 

advantage of for different reasons. The Committee, therefore, 

feels that changes are necessary in the extant guidelines to 

make these simpler and more flexible so as to enable banks to 

meet sudden and additional requirement of credit, whether 

banks provide the same individually, or by way of 

consortium/syndication. 

VI.9 Reserve Bank of India(RBI) has constituted an In-House 

Group to review comprehensively the role of RBI in laying down 

nODmS, etc., for bank lending for working capital purposes • 
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The Committee, therefore, refrains from examining in depth 

such changes as are necessary to make the extant guidelines 

on lending simpler and more flexible except for recommending 

that these norms and other measures indicated by the RBI 

should henceforth be regarded as broad guidelines and the 

application of lending and inventory norms be left to 

the discretion of individual banks/consortia/syndicates. 



Chapter VII 

Single Window Concept of Lending 
by banks - Documentation 

VII.t One contentious issue among banks has been their 

inability to execute only onp set of documents while extending 

working caDital finance to a borrower by consortium of banks. 

It may be reiterate8 that Reserve Bank of India advised 

banks in August, 1988, to follow certain instructions for 

its implementation. The objective behind introduction of 

single window concept of lending (SWCL) documentation was 

to avoid delay and inconvenience to the borrowers, as under 

this arrangement the lead bank in all consortium arrangements 

should have the authority from each of the other member 

banks to make available their shares of the entire/enhanced 

limi ts if latter's decision .... 'as not conveyed to the lead 

bank in time. Further, the borrower is required to execute 

only one set of documents, which is to be signed by the 

lead bank on its own behalf and on behalf of other members. 

A set of model docwnpnts (evolved by the Legal Committee of 

the Indian Banks' Association) was subsequently (February, 

1989) circulated by the RBI for adoption by banks. 

VII.2 However, these documents were not acceptable to foreign 

banks, particularly, banks having their Head Office in the 

United States of America. These banks had expressed 

difficulties in executing the power of attorney in favour 

of lead bank empowering the latter in the matter of taking 

credit decisions on behalf of the member banks. 

VII.3 Since sanction and disbursement of credit in time as 
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also execution of a single set of documents are desirable 

from the viewpoint of both borrowers and consortia, the 

Committee requested Indian Banks' Association to constitute 

a 'Small Group' and examine/review the existing set of 

documents and hence reca~mend a revised set of documents 

acceptable to all banks. 

VII.4 The Comni ttee is happy to note that the • Small Grcnp' 

was able to canpJ.ete its task creditably wi thin a very short 

period and wishes to record its appreciation for the same. 

VII.S Major changes recommended are as under : 

(a) The inter-se agreement has been made the 

main agreement and accordingly the letters of 

authority, vesting pOHers in the lead bank and 

bank with the second largest share, have been 

so modified as to provide for the lead bank taking 

such decisions and actions as agreed upon in the 

inter-se agreement. 

(b) Certain clauses have been sO recast as to give" 

all the members of the consortium the right to 

make a credit decision in financing both healthy 

units and sick/weak units under rehabilitation. 

Thus member banks will have the discretion to take 

on additional lirnits and a bank can in future opt 

out or reduce its share (by offering it to the 

other membe~or to a new bank permitted to join 

the consortium) subject to certain conditions. 

VII.6 The changes recommended by the Small Group focus 

on the following aspects : 

(a) A member bank has the riJht to make its own 

credit decision on taking up enhanced share 

in financing a borrower under consortium. 
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(b) Directions/instructions to be issued 

by the lead bank/bank wi th the next largest 

share in terms of powers vested in it under 

the intpr-5e agrpPnlpnt would be in consultation 

with the consortium and r O pre5ent the consensus 

views of the mernbers. 

(c) In the C~3e of sick/weak units under 

rehabili tation a member hank would have to 

continue its Rhare without demur (if it cannot 

transfer/discount it). Further, in case it 

does not take up tile additional facilities 

under the pilckagF, the repuyment of its dues 

would be deferred till the dues of other 

member~ arp rppaid in full. 

VII.7 In terms of extant guidelines banks are normally 

required to take up the enhanced shares allotted to them 

in a consortium based on the existing pro-rata sharing basis 

unless they have constraints of funds in which case a 

guarantee could be executed by such a bank favouring 

another bank takinq up its share until its funds position 

improves. Also. \-,hile the consortium should come to a 

mutually acceptable decision on the proposal, in cases of 

difference among members, the views of the lead bank/bank 

with next largest share shall prevail. The Committee is of 

the view that this was one of the contentioas issues on 

which the single window documentation could not be 

implemented by banks. Further, with the present guidelines 

setting out norms for capital adequacy, income recognition 

and prudential exposure, it may not be possible to 

unilaterally enforce that a member should take up its 
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additional share. While the Committee agrees that in 

order to ensure discipline, the entry into/exit from 

consortia should continue to be regulated by the lead 

bank/consortium as hitherto in conformity with the 

guidelines for transfer of borrowal accounts, banks should 

have the freedom to take up enhanced .hares based on their 

credit decisions. The COllulli ttee while agreeing that the 

lead bank with the largest share in an account should 

have a 8ay in the matter, also recognises that the 

consensus view of members/majority view would be a better 

approach as happens in the case of syndicated loans. The 

Committee also observes that another factor deterring the 

implementation of the SWCL documentation relates to the 

requirement that banks should participate in rehabilitation 

packages of potentially viable units. The Committee fee18 

that in accordance with permitting banks to make credit 

decisions, the bank can transfer/discount its debt or rank 

last in having its dues repaid. 

vli.8 The Committee is aware of the acceptance of the 

revised set of documents (evolved by the Working Group of 

Indian Banks' Association) by the Managing Committee of IBA. 

The Committee observes that use of the revised set of 

documents must be preceded by certain amendments in the 

extant guidelines issued by RBI on lending. 



Chapter VIII 

Recommendations of the Committee 

VIII.l Evolution of the consortium arrangement for lending 

as also present set of guidelines has been indicated in detail. 

in Chapters I & II and Appendix IV. The Committee observes 

that the idea of lending under consortium arrangement was 

mooted not only as a way to avoid the delays and risks involved 

in mUltiple lending. but also to allow the smaller banks to 

participate in the benefits to be obtained from lending to 

large and good borrowers. However, these banks having 

smaller shares in the consortia have often refused in the 

past to abide by the lead bank's directives. This has been 

particularly true for foreign banks, who have shown more 

preference for non-fund business compared to their partici

pation in fund-based limits. This scenario was also a result 

of delay/slow decisioQ-making process on the part of the 

consortia. 

VIII.2 While the first issue will be non-existent under 

syndication arrangement of credit, the Committee feels that 

the issue of delayed decision cannot be eliminated unless 

borrowers realise the importance of submdtting financial and 

other statements to banks 1n time and banks gear up their 

grass root level functioning as also take advantage of 

modern technology. 

VIII.3 Consortium or Syndication 

As already stated in paragraph IV.7 in Chapter tv 

and paragraph V.6 in Chapter V, the Committee is of the 
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view that a total shift to market-driven banking 

can take place in a gradual/phased manner. The 

Committee is also aware that in the interregnum the present 

set of guidelines needs more flexibility to get OYer some 

practical difficulties like inability of banks to take 

quick decision either on account of delayed receipt of data 

and information from borrowers or on account of lack of 

delegation of power to Officers attending consortia meetings, 

unwillingness on part of m~mber-banks in a consortium to 

accept credit-related decisions made by the lead bank, 

non-execution of common set of documentation, ban on free 

entry or exit of a member-bank into or from the consortium, 

etc. To overcome these problems the Committee recommends 

certain changes (as stated later in this Chapter) in the 

extant guidelines on lending under consortium arrangement 

together with introduction of syndication arrangement. 

VIII.4 The Committee also deliberated at length on some 

of the other issues relating to free pricing of credit 

facilities by individual banks, total freedom in the matter 

of entry into/exit from consortium and availment of 

certain credit facilities like discounting of bills, export 

credit and non-fund based requirements outside the 

consortium arrangement. The Committee observes that some 

of these suggestions can not be accepted in toto in the 

interest of ensuring financial discipline on the part of 

borrowers and healthy growth of the banking system in 

India. 
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VIII.5 Lending Norms and Guidelines 

The Committee is of the view that the present set of 

guidelines needs more flexibility so that the borrowers and lending 

banks have the freedom to decide the levels of holding of inventory 

and receivables. The Committee, however, refrains from examining 

in depth the changes necessary to bring about more flexibility to 

the p-xtant guidelines for reasons stated in paragraph VI.9 in 

Chapter VI. The Committee nevertheless recommends that these norms 

and other measures should be regarded by banks in future as broad 

guidelines and the application of inventory norms be left to the 

discretion of individual banks/consortia/syndicates. 

VIII.6 Documentation - Single Window Concept 

As stated earlier in Chapter VII, the revised set 

of documents, as approved by the Managing Committee of the 

Indian Banks' Association, has been accepted by all banks. The 

Committee, therefore, observes that with the removal of this 

contentious issue, banks in a consortia should henceforth be 

able to considerably reduce the time taken now for sanction and 

disbursement of loans. The Conunittee, therefore, recommends that 

the RBI may, therefore, please adopt the revised set of . 

documents (Single Window Concept) and consider issuing suitable 

instructions to this effect to the banks. 

VIII.7 Threshold Limit 

At present in the case of borrowers enjoying 

fund-based credit limits of Rs.5 crore or more from more 
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than one bank, consortia arrangement is obligatory. Data 

made available by the RBI indicates that in terms of 

reports made by banks to the RBI during 1992, there are 

about 934 borrowal accounts with sanct~oned fund-based 

working capital limits of Rs.5 crore or more. The break-

up is as under I 

Quantum of fund-based Number of borrowal 
working capitdl limits accounts 

Rs. 5 crore to Rs.l0 crore 443 

Rs.l0 crore to Rs.20 crore 254 

Rs.20 crore to Rs.25 crore 55 

Rs.25 crore to Rs.50 crore 106 

Rs.50 crore and above 76 

Total 934 

The Committee observes that there are certain advantages 

under the consortium system of lending as it allows 

lending banks to meet and discuss collectively the 

performance of the borrowers, exchange views and share 

the credit facilities to ensure financial discipline. 

At the same time continuing with an obligatory limit of 

Rs.5 crore is likely to put pressure on the banking system 

leading to delay in sanction/review of limits. The 

Coamittee. therefore. recommends that the present threshold 

limit of Rs.5 crore may be enhanced to Rs.20 crore. This 

increase will automatically reduce by about 15 per cent 

the number of large borrowal accounts to be covered by 
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consortium arrangement. As such banks will be able to better 

utilise their manpower in taking quick deci~ions. However, the 

Committee also suggests that even in respect of borrowed accounts 

(up to Rs.20 crore) which will not be covered by 'obligatory 

consortium arrangement' in future, batiks, if they so desire, will 

be free to enter into u cons~tium arrangement at their option. 

The Committee further recommends that with more liberalisation of 

the economy and total structural reform of the financial sector, 

this threshold limit may be increased to Rs.25 crore, or above, 

say by March 31, 1996. The Ccmnittee also recorrunends that in 

the light of the experience gained the desirability of dispensing 

with the concept of threshold limit itself may be considered in 

due course. 

VIII.8 Syndication 

The Committee also suggests that in reSpect of borrowers 

enjoying fund-based working capital limits of Rs.25 crore 

or more from a single bank and/or more than one bank, a beginning 

could be made by those single banks and/or leaders of the 

existing consortia to make 'syndication' of the working capital 

limits sO sanctioned. Initially this may be experimented with 

borrowing companies, which are rated strong or very strong by 

rating agencies ·so far as degree of safety regarding timely 

payment of principal and interest is concerned. Further, the 

system of syndication would prove more useful in case of fixed 

loan/working capital on one time basis. 

VIII.9 Multiple Lending 

Multiple lending system is always fraught with the 
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risk of excess financing. Thus, in the interest of credit 

discipline, the Committee recommends that the borrowers 

enjoying multiple banking facilities with fund-based working 

capital limits of up to Rs.20 crore, s~0uld henceforth 

furnish to each of the lending banks full details of the 

credit facilities including ad-hoc facilities availed of from 

the banking system, duly certified by their auditors, each 

time any fresh facility/enhancement is sought. 

VIII.10 Number of members in a consortium 

At present the number of members in a consortium 

should not ordinarily be more than five and in the case of 

borrowers with aggregate credit limits exceeding Rs.50 crore, 

the number may be more if the borrower so desires, but it 

should not exceed ten. However, as already noted presence 

of too many banks with small share creates problems in 

arriving at timely decision. On the other hand restriction 

on maximum number of banks does cause larger exposure 

for banks in cases of very large borrowal accounts. The 

Committee is of the view that meaningful participation in 

a consortium should be based on the extent of share of a 

member in the credit limits. Accordingly, it recommends 

that there is no need to stipulate any ceiling on number 

of banks and rather a bank intending to particip~te in a 

consortium should take a minimum share of 5 per cent of the 

fund-based working capital limits or Rs.l crore, whichever 

is more. 

VIII. 11 Maximum time-frame for disposal of proposals 

At present the lead bank is required to finalise 
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the assessment and prepare the appraisal note as quickly 

as possible, preferably, within one month, but in any case 

within two months from the date of receipt of the application 

fOrmVloan proposal from the borrower. Quite often non-

availability of data 0r submission of incorrect data or 

non-receipt of required financial statements result in banks 

being not able to take decisions within the above-mentioned 

time frame, though in most of the cases decisions are 

taken by banks/consortia in much less time provided these 

data and information are made available in time by their 

borrowers. 

VIII.12 with increase in the threshold limit for forming 

consortium and introduction of syndication, the Canrnittee 

expects a sUbstantial decrease <about 75 per cent) in the 

number of borrowers falling within the purview of 

compulsory/obligatory formation of consortium. It should, 

therefore, be possible for banks to reduce the maximum 

time-frame to formally dispose of loan proposals provided 

applications/proposals are received together with required 

4etails/information supported by requisite financial and 

operating statements, The Committee, therefore recommends 

the following maximum time-frame: 

Proposals for sanction of 
fres~enhanced credit limits 
Proposals for renewal of 
existing credit limits 

Proposals for sanction of 
ad-hoc credit facilities 

Present 
position 

90 days 

90 days 

90 days 

Recanmendation 

60 days 

45 days 

30 days 
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VIII.13 Maximum time-frame for sanction 
of credit to exporters 

The Commdttee deliberated in details the demand of 

a section of the trade and industry 't~~t export finance 

should be outside the consortium framework'. The Committe6 

observes that the main reasons cited in support of this 

demand are inability of banks to sanction additional limits 

and the delay in sanction of such limits. With changes 

already made by Reserve Bank of India in the extant guidelines 

relating to calculation of maximum permissible bank finance, 

the first reason is no more in existence, as evidenced by the 

increase in the outstonding amount of export credit by about 

60 per cent fran March, 1992, to May 28, 1993, outstandi.ng 

amount as on May 2B, 1993, being Rs.17,017 crore constituting 

10.9 per cent of the total outstanding net bank credit. The 

Committee further observes that this significant achievement 

would not have been possible if there was a general delay on 

the part of individual banks/consortia in sanctioning export 

finance. Nevertheless, considering the importance of 

increasing country's exports, the Committee recommends the 

following maximum time-frame for sanction of export credit 

limits. which are less than what it has recommended for in 

other cases. The Committee, however, concurs with the 

unanimous view of all banks that export credl~ limits origiDally 

. sanctioned as a part of the over-all credit limits as also the 

,additiona'i credit requirement beyond. maximUm permissible J)aDk 

finance should be covered by lending under consortium arrange-

ment and/or syndication. The recamnended maximum 
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time-frame is as under z 

V:II.14 

Proposals for sanction of 
fresh/enhanced credit limits 

Proposals for renewal of 
existing credit limits 

Proposals for sanction of 
ad-hoc credit facilities 

The Committee observes that 

45 days 

30 days 

15 days 

one of the main reasons causing delay in credit 

decision is the delay in sul:mission of the required 

data/information/statements. At present these include, among 

others, audited financial results for the last two years, 

estimated and projected results for the current and subsequent 

year respectively. As borrowers require on an average at 

least six months to obtain audited financial statements, they 

are unable to submit the same to their banks/consortia before 

October every year, as for majority of them the accounting 

year is April to March. As such, the regular credit limits 

cannot be sanctioned by batiks before NovemberjOecember every 

year, by which time nearly eight to nine months of operation 

in the current year (April to March) are over. To overcome 

this problem, the Committee recommends that individual 

banks/consortia should review the borrowal accounts during 

the first quarter (April to June) of the current year on 

the basis of audited statements for the year before last, 

provisional statements for the last year, provisional 

estimates for the current year and forecast for the next 

year. Consequently 50 per cent of the additional credit 
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requirement could be released by individual banks/consortia 

at their discretion during or before the second quarter 

(July to September) of the current year. Consequent to 

submission of audited results in Septellloer/October, the 

banks/consortia could release the remaining 50 per cent 

provided there is no difference of significance between 

the audited results and provisional estimates. 

VIII.15 The Committee also observes that the success of 

the recommended maximum time frame will depend on the 

ability of the banks (besides submission of data and 

information in time by borrowers) to ensure that level of 

participation in the consortia/syndication meetings is at 

a senior level. Further, banks should delegate sufficient 

power to their functionaries attending such meetings. 

VIII.16 Entry into/exit from consortium 

In cases of bnnks/consortia not being able to 

adhere to the fecommended maxinama time-frames for sanction, 

the Commdttee recommends that borrowers will be free to 

bring in a new bank or new ba~s in a consortium. However, 

banks should not extend any type of credit facility to 

borrowers, where they are not members of the existing 

consortia or where such borrowers are not their regular 

borrowers, except with the specific approval in writing 

of the existing consortia/regular banks or in cases, where 

existing consortia/regular banks have failed to take decision 

cn credit applications/loan proposals within the stipulated 

maximum perioo of t.ime. In. the latter cuses such new banks 

should inform, within seven days of sanction of any credit 
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facility, the existing consortia/regular bankers and should 

not disburse the same without obtaining 'no objection' from 

the existing consortia/regular bankers. In case such 'no 

objection' certificate is not receiv~j within next ten days, 

it would be deemed that existing consortia/regular banks have 

no objection in the new bank joining the consortia/forming 

consortia. 

VIII.17 Banks are normally required to take up the enhanced 

requirements of borrowers in consortia on the basis of 

pro-rata sharing pattern. In the case of a bank being unable 

to take up its enhanced share, the enhanced share could be 

reallocated among the other existing willing members and if this 

1s not possible, a fresh member-bank willing to take up the 

enhanced share may be inducted into the consortium in 

consultation with the borrower. 

VIII.1S While a bank may be permitted not to take up its 

incremental share, it cannot be permitted to leave a 

consortium before expiry of at least two years from the date 

of its joining the consortium. Further, after expiry of two 

years, an existing member-bank may be permitted to exit from 

the consortium provided other existing member-banks are 

willing to take its share and/or • fresh member-bank is willing 

to take its share by joining the consortium. 

VIII.19 In cases, where the other existing members or a fresh 

bank are unwilling to take over the entire outstandings of an 

existing member desirous of moving out of the consortium after 

the expiry of above-mentioned period of two years, such bank 
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may be permitted to leave the consortium by selling its debt 

on discount and/or furnishing an unconditional undertakiDQ 

that the repayment of its dues would be deferred till the 

dues of other members were repaid in full. 

VIII.20 It would be open to a borrower to choose his 

bank/(s) for obtaining credit facilities as also for the 

bank/(s) to make credit decision on the borrower. However, 

once a consortium is formed, entry of a new member (unless 

mentioned otherwise in this Chapter) into a consortium should 

be in consultation wjth the consortium. 

VIII.21 Terms and conditions 

The extant guidelines on terms and conditions for 

sanction of credit facilities should continue. That is once 

credit facilities are extended by a formal consortium, the 

terms and conditions for different categories of credit 

facilities, as finalised at a consortium meeting, should be 

uniformly applied by all consortium members. These instructions 

will thus apply to the rate/(s) of interest for various 

advances, including penal rate and it will not be open to 

any member to waive the penal rate or vary the margin 

stipulated unilaterally. 

VIII.22 Rate of Interest 

The Committee observes that some banks are of the 

view that 'pricing of loans' should be left to the individual 

banks. The Committee is of the view that it would require 

some more t~e for the banking system in India to adopt 
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this mechanism completely. The Committee, however, 

recommends adoption of this principle for syndication of 

loans with the reiteration that in case of a consortium, all 

member-banks in the consortium will charge an uniform rate 

of interest for .arne type of credit facilities extended to 

the borrower .. 

VIII.23 Role of lead bank 

The lead bank will be the final authority in case of 

differences of opinion among the members of a consortium, 

i.e., the view of the lead bank and/~r the bank with the 

next highest share will prevail in cases of disputes among 

the members relating to terms and conditions. The lead bank 

will also be responsible for preparation of appraisal note, 

its circulation, arrangement for convening meetings, 

documentation, etc. The Committee further recommends that 

the lead bank wil-l be responsible for monitoring of the 

borrowal account, fixing and advising shares of member-banks 

in the monthly and/or quarterly operative limits, etc. 

VIII.24 The Committee also recognises the sudden demand for 

additional credit by borrowers due to contingent/~rgent 

situation. The Committee, therefore, recommends that within 

the appropriate mandate governing functions of a consorti~; 

lead bank should have the freedom to sanction additional 

credit by a pre-dete~ined percentage (say 10 per cent of 

the regular limits or 20 per cent in case of export .finance) 

in emergent situation as a contingent plan. The Committee 
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further recommends that the lead bank should info~ 

immediately other members about such sanction together with 

their pro-rata share in the additional limits. 

VIII.25 Fee for lead bank 

In order to compensate the lead bank for services 

rendered to the borrower and other members of a consortium, 

the Committee recommends that the lead bank may charge a 

suitable fee (say 0.25 per cent of the limits) per annum. 
to be borne by the borr.ower. 
VIII.26 Multiple divisions of a single borrower 

The Committee deliberated at length on the credit 

arrangement for multi-divisional/multi-product companies and 

decided that such companies as borrowers would be treated 

as one single unit, unless there were more than one published 

audited balance sheet. Similarly, in case of merger, the 

Committee recommends that there should be one consortium 

financing the merged unit and in case of split, more than 

one consortium could be formed. 

VIII.27 Together "d th the changes recommended in the enent 

guidelines on lending under consortium arrangement and 

recommended introduction of 'syndication' for working 

capital/term finance, the Committee recommends further 

liberalisation in the terms and conditions of the following 

existing money market instruments. Adoptioa of these 

complimentary recommendations will add to minimisation and 

diversifi(~ation of the risk of the banking sys;tem besides 

accelerat.ing the process of determining terms and conditions 

of short-term finance by way of market forces. The 
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Committee's recommendations are as under: 

(a) Commercial paper: There is further scope for 

companies eligible to issue commercial paper to 

obtain higher quantum of short-term finance through 
this instrument. Commercial Paper (cp) could be 

popularised by increasing its tenure to 360 days 

in addition to 90 days and 180 days, and developing 

an active secondary market. Stamp duty is an 

inhibiting factor in raising resources through CP 
and should be waived. The Committee has also 

considered the demand of industry to keep CP 

outside the maximum permissible bank finance (MPBF) 

but it does not recommend any change in the existing 

practice of carving out CP out of MPBF as standby 

facilities/restoration of credit limits provided by 

banks afford better investor confidence. 

(b) Debentures: The legal framework permitting public 

limited and publio sector companies to issue 

debentures for augmenting their long-term sources fcc 

working capital requirements to the extent of only 

20 per cent of their ~ross current assets, loans and 

advances should be reviewed to consider raising this 

ceiling. 

(c) Inter-bank participation certificates: Inter-bank 

participation certificates could be made a more 

effective and popular money market instrument by 

making it freely transferable 'with risk' and/or 

'without risk' as also permitting its issue on 
usance beyond 90 days. Further, an active secondary 

market for the instrument can be created by allowing 

money market mutual funds to invest in them. 



Chapter IX 

Conclusions 

IX.1 The Committee recognises the important role of 

financial institutions and banks in the development 

p~ocess. It observes that absence of a properly functioning 

financial system hinders industrial development, given, 

particularly, the pervasive scarcity of private capital 

in a developing country. The Committee is aware that the 

financial system plays a crucial role in market-oriented 

economies in stimulating broadly based industrial development. 

The Committee, however, observes that unless interest rates 

are allowed to be set by the market, so that they reflect 

accurately the availability or scarcity of capital in the 

economy, the financial sector may not be able to effectively 

perfo~ its role in meeting the changing needs of the Indian 

economy. 

IX. 2 Considering the future demand to be made on the banks, 

particularly, in the context of libera1isation of the economy 

and the emerging process of disintermediation, our recommenda

tions are a collective attempt to meet the dual needs of the 

economy as also that of a healthy banking system. The 

recommendations are thus based on the strengths of the 

existing banking system while striving to improve the quality 

of services offered by it. 

xx. 3 We, therefore, not only make these recommend~tions, 

but also advocate for their immediate implementation. In 

case implementation of these recommendations requires prior 
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and/or simultaneous chauges in the extant gUidelines/ 

policy, we further recommend for effecting such changes 

expeditiously so as to enable the banking system to 

play its role effectively in the deployment of credit 

far industrial development. 
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APPENDIX I 

Reserve Bank of India 

Industrial & Export Credit Department 

Central Office. Bombay 

Policy and Honi toring Division 

Memorandum 

Trade and industry have been voicing their concern for 

same time that it has been difficult for them to comply with 

the existing norms and procedures regarding the financing 

of the working capital through bank credit. T~ey feel that 

the lending norms followed by the banks based on the 

recommendations of the Tandon and Chore Committees are outdated 

and the entire system reqUires to be reviewed. Furthermore, 

it is represented that there is undue delay in taking a decision 

on their proposals reouesting for renewal and/or enhancement 

of existing working capital limits. 

2. Consequent to the issue of circular No.DBOO.Fol.BC 8/16. 

13.100/92-93 dated July 27, 1992, reiterating the extant 

guidelines on discounting/rediscounting of bills as also on 

lending under consortium arrangement (viz., that banks should 

not extend any facility to a borrower (fund-based or non-fund 

based) without the consent of the existing bank/consortia), 

there have been an increasing nu~ber of representations made 

by the Chambers/Confederations/Associations of trade and 

industry regarding the hardship faced by the industry on 

account of lack of adequate and/or timely supply of credit 

for financing their operations. The main issues raised in 

different fora are as under : 

(a) Implementation of RBI guidelines would affect 
discountin~ of genuine trade bills ; 
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(b) Restrictions imposed on banks for not 
extending credit to borrowers, where banks 
are neither regular bankers nor members of 
consortia, would result in non-availability 
of adequate bank credit in timeT 

(c) Lending di ~;cioline evolv"'.j on the basis of 
the recanmendations of the Tandon/Chore 
Commi ttee, as modi fied from time to time, 
have bec()rn~ outdated; and 

(d) The guidelines related to lending under 
consortium arrangement should have more 
flexibility. 

3. A series of discussions have been held with trade/ 

industry/banks and at a high-level meeting chaired by 

Governor, Reserve Bank of India, on November 4, 1992, it was 

decided, inter alia, to constitute a Committee to review the 

system of l~ndi ng under consortiulO arrangement. The Reserve 

Bank of India accordi ng ly appoi nts a Committee under the 

chairmanship of S hri J. V. Shetty, Chairman and Managing Director, 

Canara Bank with the following members: 

1. Shri Harbhajan Singh 
Executive Director 
Punjab Nationrll Bank 
New Delhi 

2. Shri A.T.Pannirselvam 
Executive Director 
Bank of India 
Bombay 

3. Shri D. Basu 
Deputy Managing Director 
State Bank of India 
Banbay 

4. Mr.G. C.Dobby 
Chief Executive Officer 
The Hongkong and Shanghai Banking 

Corporation Limited 
Bombay 

5. Mr.Jean Claude Tremosa 
Chief Executive Officer 
Banque r-' ltionale De Paris 
Banbay 

Member 

t-1ember 

Member 

Member 

Member 
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6. Shri P.K.Biswas 
Joint Chief Officer 
Reserve Bank of India 
Industrial & Export Credit 

Department 
Central Office 
Bombay 

Member-Secretary 

The Committee may co-opt, if considered necessary any 

other institution/member to serve on the Committee or for 

any other reason. 

4. The Committee is to review the extant guidelines on 

lending under consortium arrangement and suggest measures 

for improving the existing arrangement and/or any alternative 

system with the objective of improving efficiency of the 

banking system in delivery of credit. 

5. The Committee is expected to submit its report 

1 
within three months. 

6. The secretarial services will be provided by the 

Industrial & Export Credit Department, Reserve Bank of 

India, Central Office, Bombay. 

Sd/

(D.R.Mehta) 
Deputy Governor 
January 5, 1993 

Extended up to end of August, 1993 



APPENDIX II 

Names of banks/institutions/organisational 
persons, who submitted oral/written 
comments/suggestions/views to the Committee 

(A) TRADE & INDUSTRY 

1. Bombay Chamber of Commerce and Industry 

2. Confederation of Indian Industry 

3. Federation of Indian Chamber of Commerce and Induatry 

4. Federation of Indian Export Organisations 

5. Indian Chamber of Commerce, Calcutta 

6. The Associated Chamber of Commerce and 
Industry in India 

(B) INDIVIDUAL INDUSTRY 

1. Bharat Gears Limited, Bombay 

2. Mutual Industries Limited, Banbay 

3. Woolworth (India) Limited, Calcutta 

(C) INDIVIDUALS 

1. Shri S.Chintamani, Chief Manager, State Bank of 
India, Hong Kong 

2. Shri Ramesh Gelli, Chairman, Vysya Bank Limited 

3. Shri K.Kannan, Executive Director, Dena Bank 

4. Shri B.R.Nayak, Assistant General Manager, Canars Bank 

5. Dr.B.Ramachandra Rao, Director, Banking and 
Financial Consultancy Services, Hyderabad 

6. Prof.A.K.Sen Gupta, National Institute of 
Bank Management, Pune 

7. Shri Piyush Singhal, Managing Director, 
Lipi Data Systems, Bombay 

8. Shri N.Vaghul, Chairman, Industrial Credit Investment 
Corporation of India Ltd. 

(D) INSTITUTES 

1. National Institute of Bank Management, Pune 

2. The Institute of Chartered Accountants of 
India, Delhi 
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(B) BANKS 

1. ABN - .AMRO Bank 

2. Allahabad Bank 

3. American Express Bank 

4. Andhra Bank 

5. ANZ Grindlays Bank 

6. Bank of America 

7. Bank of Maharashtra 

8. Barclays Bank 

9. Bareilly Corporation Bank Limited 

10. Canara Bank 

11. Ci tibank 

12. City Union Bank Limited 

13. Corporation Bank 

14. Dena Bank 

15. Deutsche Bank 

16. Hongkong Bank 

17. Indian Bank 

18. Indian Overseas Bank 

19. Karnataka Bank Limited 

20. New Bank of India 

21. Oman International Bank 

22. Oriental Bank of Commerce 

23. Punjab and Sind Bank 

24. Punjab National Batik 

25. Scotiabank 

26. Standard Chartered Bank 

27. State Bank of India 

28. State Bank of Mysore 

29. State Bank of Patiala 

30. State Bank of Saurashtra 

31. Syndicate Bank 

32. The Bank of Tokyo Limited 

33. The Benares State Bank Limited 

34. The Catholic Syrian Bank Limited 

35. The Dhanalakshmi Bank Limited 
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36. The Federal Bank Limited 

37. The Lakshmi Vilas Bank Limited 

38. The Nedungadi Bank Limited 

39. The Sakura Bank Limited 

40. The United Western Bank Limited 

41. UCO Bank 

42. Union Bank of India 

43. United Bank of India 

44. Vijaya Bank 
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(1) 

Question 

All the three respon
dents have stated that 
the present system can 
be made effective by 
modifications. State 
Bank of India is of 
the view that para
meters like capital 

( 2) 

inability of a consor
tium to respond 
quickly to borrower's 
changing credit needs. 

(3) 

Other two respondents, while 
stating that the present 
system lacks flexibility, 
have also stated that total 
flexibility is not desirable. 
According to them while the 
norms for inventory and 
receivables should be dispen
sed with, banks should 
strictly implement the 
lending discipline relating 
to maintenance of minimum 
current ratio. One of them 
has suggested that the 
system of need-based credit 
evaluation process be 
accompanied by a set of 
financial covenants, viz., 
total debt to be availed of 
by the borrower (inclusive 
of non-working capital/term 
sources), total liabilities/ 
tangible net worth, quarterly 
finance information, dis
closure/caps on capital 
expenditure and investments, 
cash flow, etc. 

Is it necessary to abolish the present system of 
consortium arrangement totally and replace it by 
a system of syndication or participation? 

Eleven respondents 
have stated that the 
consortium system 
cannot be replaced in 
the Indian context. 
According to them under 
participation/syndica
tion it will be 

Seven respondents have 
stated that the present 
system be replaced immedia
tely by participation/syndi
cation to meet the needs of 
the market. 

( 4) 

Five respondents 
have suggested 
for continuation 
of the present 
system. 
One respondent 
has suggested for 



• • 
0\ 
Ut 

(1) 

adequacy, risk-weighted 
advance, exposure 
norms, etc., provide a 
code of conduct for 
banks whereas consortium 
arrangement ensures 
proper assessment of the 
credit needs and 
adherence to the lending 
discipline. Another 
respondent is of the 
view that syndication/ 
participation may be 
considered for loans 
upto Rs.10 crore. 

Question 

One respondent has 
suggested cut-off point 
of Rs.7.S crore and 

( 2) 

difficult to share pro-rata 
ancillary/foreign exchange 
business. 

Two respondents have stated 
that new systems can be 
given a fair trial together 
with continuation of consor
tium arrangement. One of 
them has suggested adoption 
of participation/syndication 
because of recent develop
ments like participation 
certificates with risk 
sharing, exposure limit 
ceiling in the case of 
individual banks, difficul
ties in completing joint 
documentation under SWCL and 
compliance with other 
formalities like joint 
appraisal, simultaneous 
sanction of limits, etc. 

Two respondents have 
suggested total replacement 
of consortium arrangement by 
participation/syndication. 

( 3) ( 4) 

Two respondents 
have suggested for 
gradual replacement. 

One respondent is 
of the view that 
consortium arrange
ment may be made 
obligatory for 

adoption of parti
cipation/syndication 
together with conti
nuation of consortium 
arrangement 

limi ts of Rs. 25 crore 
and above. 

Two respondents are 
of the view that the 
system of syndica-
tion or participa-
tion can work well 

Two respondents have 
suggested for 
replacement of 
consortium system 
by particioation/ 
syndication. 

only in case of fixed 
loan or sing le 
transaction. As such 
in the Indian context 
consortium arrangement 
is best suited and 
hence the present 
system may be conti
nued with modifications. 

~ .. 
I 

At present formation of consortium is obligatory for borrowers 
enjoying fund-based working capital limits of Rs.S crore or more 
from more than one bank. Is it necessary to enhance the cut
off point and if so, what is to be the new cut-off pOint? 

Continuation of present 
cut-off point of Rs.S crore 
has been suggested by one 

Five respondents feel 
that the question is 
irrelevant since 

Retention of 
present cut-off 
pOint of Rs.S crore -

3 respondents 
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another has suggested 
Rs.10 crore. State 
Bank of India is of 
the view that increase 
in the cut-off pOint 
will not reduce the 
number of banks nor 
it will help the 
banking system in 
maintaining financial 
discipline. 

Question 

Two respondents have 
stated for continuation 
of the present guide
lines. One respondent 
is of the view that 
there is no harm in 
relaxing the number of 
banks, as such increase 
is generally warranted 
by the inability of the 
existing members to meet 
the demand for additional 
credit. 

( 2) 

respondent. 
Eleven respondents have 
suggested to enhance the 
cut-off point to 
Rs.10 crore. 
One respondent has 
suggested Rs.20 crore· 
Two respondents have 
suggested for decision by 
individual banks based on 
exposure limits of 
individual batiks. 

(3) 

consortium arrange
ment itself needs to 
be abolished. 

Remaining respondents 
have suggested as 
under : 

Rs.5 crore - one(l) 
Rs.10 crore - twO(2) 
Rs.25 crore - three(3) 
Rs.50 crore - one(l) 

(4) 

Rs.10 crore -
4 respondents 

Rs.15 crore -
1 respondent 

Is it necessary to modify the present restriction of a maximum 
of 10 banks in a consortium in the context of the growing 
requirement of working capital by large borrowers? 

Five respondents have 
suggested for continua
tion of the present 
guidelines. 

Three respondents have 
suggested for continua
tion of the current 
policy except in cases 
of large advances when 
shares of each member 
should be at least 
5 to 10 per cent. 

Seven respondents have 
suggested for removal 
of the restriction on 
number of banks • 

Nine respondents 
have suggested for 
total removal of 
the restriction 
while three others 
feel that 10 members 
in a consortium is 
a maximum possible 
cohesive unit and 
only in case of 
really large 
advances, the number 
may be exceeded. 

Five respondents 
ar~ of the view 
that the present 
policy should 
continue in the 
interest of effec
tive coordination 
among banks. 

Three respondents 
have suggested 
that the number of 
banks may be left 
to the decision of 
the borrowers and 
banks. 

~ 
(JI 

I 
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(1) ( 2) (3) (4) 

Question There have been complaints that borrowers are not able to 
exercise their choice in selecting banks in a consortium 

Respondents feel 
that choice of banks 
be decided by 
borrowers while 
banks may decide 
shares among 
themselves. 

as also influencing the sharing pattern among banks, thus 
losing out on competitive pricing. Is it, therefore, 
necessary to continue with the present practice or make the 
lead bank responsible for tying up with other banks or 
should it be left to the borrowers? 

All the respondents 
feel that while 
borrowers may select 
banks, banks should 
decide about their 
shares so as to avoid 
unhealthy competition 
among banks relating to 
pricing of facilities. 

Nine responcents feel 
that borrowers should 
decide about their 
financing banks. While 
two resocncents have 
not offered specific 
comments, one has 
suggested that the lead 
bank/lead manager 
should constitute the 
consortium in accordance 
with the mandate of the 
borrower. 

Seven respondents 
have suggested that 
borrowers should 
select their banks. 

Question Is it necessary to permit banks to freely enter into a 
consortium as also exit from it or the present practire 
in this respect should continue? 

One responden t is 
for continuation of 
the present, one has 
not made corrments 
and the third has 
suggested for both 
free entry and free 
exit for banks. 

All the responeents 
have suggested for con
tinuation of the present 
policy as otherwise 
banks will desert 
consortia financing 
sick/weak units. One 
modification suggested 
is that exit of a bank 
from a consortium be 
permitted if other 
members agree • 

Eleven respondents have 
advocated for both free 
entry and free exit for 
banks. One responcent 
has suggested that 
consortium arrangement 
should be for a minimum 
determined period of 
two year,. 

Six respondents have 
advocated for conti
nuation of present 
practice/policy while 
two have advocated fat 
both free entry and free 
exit. 
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ouestim At present prescribed maximum time period for conveying a 
decision on a credit proposal is three months. There have 
been complaints about lack of prompt response on part of 
banks in taking decisions on loan proposals and instances 
have been cited by the trade and industry of proposals being 
decided after 6 to 8 months. According to trade and industry 
the time period should be considerably reduced and banks/con
sortia should be in a oosition to take decision within 15 to 
45 days depending on the nature and size of loan proposals. 
What should, therefore, be the reasonable time period for 
sanction of different types of loan proposals? 

All the three respon
dents feel that the 
period of 15 to 45 
days suggested by 
trade and industry is 
inadequate for proper 
appraisal of large 
accounts and hence 
the present practice 
may be continued. 

Ten respondents are of 
the view that advances 
requiring consortium 
arrangement being large 
require decisions by 
Boards of each member
bank. As such the 
present time limit of 
90 days cannot be 
curtailed. 

Five respondents are 
of the v iew that the 
maximum time limi t 
could be reduced to 
60 days and it might 
be also possible to 
fix lower limi. t of 
45 days for sanction 
of ad-hoc/renewed 
limits. 

Respondents have 
suggested varying 
limits and majority 
is of the view that 
45 days should be 
enough. 

While one respon
dent has not offered 
specific comments, 
three have suggested 
for continuation of 
the ~resent limit of 
90 days. However, 
four have suqgested 
to reduce the limit 
to 60 days. 

QUestim Is it necessary to prescribe different time periods for 
arriving at a decision on loan proposals and for 
disbursement of loans after such decision is taken? 

All have suggested 
for continuation of 
the present practice 
under which 30 to 45 
days are required for 

Sane respondents feel 
that separate time 
limi. ts are not 
necessary and overall 
time limit of 90 days 

A few banks have 
suggested different 
time limits. All have 
suggested that 
disbursements can be 

Respondents feel that 
disbursement is possible 
wi thin 15 to 30 days 
of sanction. 

I 
01 
-.J 
I 
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d18~sement from the 
date of sanction. 

( 2) 

should continue. 

Others have suggested 
for 15 to 30 days 
separately. 

( 3) 

made only after comple
tion of documentation. 
One respondent has 
suggested that lead bank 
may attend to documenta
tion on behalf of all to 
reduce delay. 

( ,) 

Question: Is it necessary to prescribe that in case the regular 
banker/consortium is not in a position to take decision 
an a loan proposal within the prescribed maximum time 
period, the borrower will be free to approach any bank 
in this regard? 

Respondents feel that 
if consortium is not 
in a position to take 
a decision within 
90 days borrowers should 
be permitted to approach 
another bank (to be 
inducted in the consor
tium or to lend after 
obtaining NOC). 

Question 

Two respondents feel 
that under specified 
conditions entry/exit 
may be permitted. 

Twelve respondents 
feel that borrower 
should be permitted to 
approach another bank 
under the said situa
tion. One respondent, 
however, feels that in 
such cases lead bank 
may disburse on behalf 
of other members as 
permissible under the 
extant guidelines. 

All the respondents feel 
that under the said 
situation borrowers can 
be permitted to approach 
another bank. 

All the respon
der.ts are of the 
opinion that under 
the said situation 
borrO\>lers can 
approach other banks 
provided the new 
entrant takes over' 
existing dues of the 
members of the 
consortium. 

Banks with minor shares in a consortium sometimes do not agree with 
the appraisal/assessment of working capital limits by the lead bank 
and/or the bank having the next largest share. Quite often, even 
after accepting their shares, some banks find it difficult to immedia
tely disburse the same to the borrowers because of lack of funds. 
These instances might increase at a later date when all banks will be 
compulsorily required to follow norms in respect of capital adequacy, 
income recognition, etc. Under such situation is it felt necessary to 
debar entry/exit of a bank into/from a consortium? 

!. 
(]) 

I 

While sane have 
suggested entry/exit 
under specific circum
stances (guidelines to 

All respondents have 
suggested for entry/exit 
und er the said 
situation. 

Most of the respon
dents feel that banks 
may desert consortia 
financing sick/weak 
units under this pretext. 
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Question 

Respondents feel that 
pricing should prefer
ably be uniform and if 
there is any cUfferential. 
it can be sorted out by 
members. One respondent 
feels that differential, 
if any, should not be 
more than 0.5 per cent. 

One respondent is of the 
view that this aspect 
should be left to the 
lender. 

,( 2) 

be formed and follQoled 
in this regard), others 
feel that individual cases 
can be decided on merit. 

(3) ( 4) 

The terms and conditions of sanction~ are finalised and required 
to be uniformly applied by all the member-banks in a consortium. 
Should this practice be allowed to continue or should the banks 
have freedom in pricing their shares of loans depending on their 
cost of funds ane other services? 

While all the respondents 
have suggested for 
uniformity in respect 
of terms and conditions, 
six are of the view 
that interest rates can 
vary among me~bers. 

TeD respondents have 
suggested that banks 
should haVe freedom 
in this regard. 

Two respondents are 
of the view that terms 
and ~onditions should 
be strictly uniform. 

'~ile six respon
dents have 
su~gested for 
continuation of the 
?resent policy of 
uniform terms and 
condi tions for 
sanction, two have 
suggested that 
individual members 
may be permitted to 
cha_";e different 
rates of interest. 

Question : In the context of delay in documentation is it felt necessary to 
change the present practice of each individual bank in a consortium 
obtaining separate documentation? If so, please suggest the changed 
methodology to be followed to accelerate the process of documentation. 

All the respondents 
feel that the present 
policy of SWLD should 
continue as it has 
reduced the time 
required for documen
tation • 

All the responcents feel 
that IBA should sort out 
the difficulties so that 
the single window concept 
of documentation is 
implemented in all cases 
of consortium lending. 

While all agree for a 
common documentation, 
sane have suggested for 
removal of the clauses 
relating to • power of 
attorney' to lead bank. 

It would be desirable 
to have single 
documentation 
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Puestion : In case the lead bank is required to do various items of 
work in a consortium, should there be a fee for the lead 
bank for undertaking such services OD behalf of the 
consortium? 

Respondents are of 
the view that lead 
bank is entiUed for 
such fee. 

All the respondents feel 
that lead bank is 
entitled for fees from 
borrower for undertaking 
such services. 

All the respondents 
feel that lead bank may 
charge such fees to the 
constituents/clients. 

All the respondents 
are of the view that 
lead banks may charge 
such fees to the 
borrowers. 

Puestion Should bill discounting facility as also supply of export credit 
be continued to be kept within the consortium or borrowers be 
permitted to approach banks outside the consortium? 

All the respondents 
are of the view that 
since banks assess 
total credit require
ments of a borrowing 
unit, all types of 
limits should be 
within the 
consortiwn. 

All the respcnaents are 
of the view that borro
wers should not be 
sanctioned any facility/ 
limi t outside the 
consortium. 

All the respondents are Except one respondent, 
of the view that bill others have suggested 
discounting and export that all facilities 
credit can be availed should be within the 
of outside the consortium. consortium. One res-

pondent has suggested 
that post-shipment 
credit can be avai!ed 
of from outside the 
consortium. 

Question: Is it necessary to change the present periodicity 
of consortium meetings held quarterly? 

All the respondents 
feel that the 
present periodicity 
is correct, though 
one has also 
suggested to reduce 
it to twice every 
year. 

Except three respondents, 
who have suggested half
yearly meetings, others 
have suggested to 
continue with the present 
periodicity. 

While sane respondents 
are in favour of 
continuing with quarterly 
meetings, others have 
felt that periodicity 
of meetings may be 
decided on need of 
individual borrowal 
accounts. 

Five respondents feel 
that the present 
periodici ty may 
continue. 

Three others have 
suggested for half
yearly meetings and 
exchange of informa
tion on quarterly 
basis • 
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ouestion: Is it necessary for the Reserve Bank of India to 
intervene in cases where there are disputes in 

Two respondents feel 
that interv~'tion of 
Reserve Bank of India 
is necessary, while 
the others feel it 
is not necessary. 

a consortium? 

Except one, other 
respondents have 
indicated that 
intervention cf Reserve 
Bank of India is 
necessary as a last 
resort. 

All the responcents are 
of the view that there 
should not be a~y 
reference to Reserve 
Bank of India unless the 
issue is related to policy 
matter/solvency of 
a bank, etc. 

Six have suggested 
for intervention 
of Reserve Bank of 
In.::ia, one for 
intervention by 
Indian Banks' 
Association and the 
remaining one feels 
that disputes should 
be settled by the 
members themselves. 
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Lending under consortium 
arrangement - a brief resume 

APPENDIX IV 

The concept of lending on consortium/participation 

basis was mooted by the Reserve Bank of India as early as in 

1974 and in the light of the experience gained, the instructions 

issued on the subject have been reviewed from time to time. The 

latest instructions on the subject were issued by the Reserve 

Bank of India in June, 1997, stipulating, inter alia, that -

(i) in the case of parties enjoying fund-based credit 

facilities of Rs.5 crore or more from more than one 

bank, consortium arrangements should be made 

obligatory; and 

(ii) it would not be permissible to any bank outside the 

consortium to extend any additional credit facility 

by way of bill limits, guarantees/acceptances, letters 

of credit, etc., or open current accounts for the 

borrowers without the knowledge and concurrence of 

the members of the consortium. 

2. Guidelines to banks 

In order to bring about uniformity in the appraisal and 

operational techniques for provision of working capital facilities 

among banks financing each large borrower, formation of a 

regular consortium is being insisted upon. The bank ta~ing the 

largest share in fund-based limits is required to function as 

the leader of the consortium. Detailed guidelines issued by 

the Reserve Bank of India on the roles and responsibilities of 

the leader and member banks are as under : 

General guidelines/obligations 

(i) Banks to formalise consortium in cases where 

parties enjoying fund-based limits of Rs.5 crore 
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and more from more than one bank, with the bank 

taking larqest shilre in fund-based limits to be 

the lpader of ronsortium. 

(ii) To strike a baL,nr.e Iwtween dispersal of risk and 

efficient decision in appra~sal, sanction and 

follow-up of credit, the number of banks should 

not be mon~ ttl;lO around 10 in " formal consortium. 

(iil) The consortium shoulo not resist the entry of a 

new bank to replace an existing mE1nber provided 

entire liability of the outgoing bank is taken over 

by the entrant bank. 

(iv) To avoid delay, the appraisal of the proposals is 

to be taken up : 

(a) exclusively by the lead bank where that bank's 

share is more thon 50 per cent of the fund-based 

facilities, and 

(b) by lead bank alongwith another bank having 

the next largest share in other cases. 

The note prepared by lead bank or lead bank together 

with the bank having the next largest share should 

be forwarded to other members for comments to be 

followed by a meeting to approve the appraisal note 

within a stipulated time frame of one month from 

the receipt of application. 

(v) The representatives of banks should convey 

'in-principle' agreement at the meeting and for the 

purpose, banks are required to vest sufficient power 

in the executive attending the meeting. Competent 

authority's sanction is required to be conveyed 

(formal sanction) within 2 months of the meeting. 

(vi) In cases, where a bank faces temporary liquidity 

problem, the other member/s can take its share 

temporarily, and such bank taking up its share as 

soon as the position improves. It can execute a 

guarantee, if called upon to do so. 
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(vii) Terms & conditions fin~lised at a consortium 

meeting should be applied uniformly. The drawings 

in the accounts and ancillary business should be 

in proportion to the credit sharing pattern. Any 

difference should be amicably settled through 

mutual discussion failing which the views of lead 

bank/lead bank and the bank with next largest 

share would prevail. 

(viii) The leader of consortium along with the bank having 

the second largest share would be responsible for 

arranging meeting on a quarterly basis and 

analysing the statements under the QIS and fixing 

operative limits to the borrower. 

(ix) Banks have been advised to adopt single window 

approach for documentation as well as first 

disbursement. A single set of documents, to be 

executed by the borrower with the lead bank, has 

been evolved by the Legal Committee of the IBA 

and has been circulated to banks for adoption. 

Similarly, for avoiding delay and inconvenience 

to the borrowers, the lead bank in all consortium 

arrangements should have the authority from each 

of the other member banks to make available its 

share of the entire/enhanced limits if the 

latter's decision is not conveyed to the lead 

bank in time. In such cases, the member, on 

whose behalf the disbursement is made, should 

reimburse the lead bank immediately on receiving 

the advice. For delays beyond a period of one 

week in effecting such reimbursement, the lead 

bank would be entitled to charge the delaying 

bank a penal interest of 2 per cent per annum 

for the entire period of delay. Disbursement by 

the lead bank would be in accordance with the 

immediate needs of the borrower. 
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3. Additional instructions in the 
case of sick/weak industrial units 

(i) Lead bank and the bank with the next largest share 

should be associated with the financial institutions 1n 

preparntion of viability report and decision of these 

two banks would be accepted without demur by 

other members. Banks have been advised to develop 

necessary skill and expertise for the purpose. 

(ii) Where the viability of a unit is established and 

rehabilitation programme is drawn up with the 

accept~nce of the lead financial institution and the 

two batiks with the largest ~hares, the remaining 

banks in a consortium cannot dissociate themselves 

from the rehabilitation efforts/plans. 

(iii) The decision of the aforesaid two le~d banks in the 

matter of the quantum of margin money for working 

capital shall be binding on other banks. 
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