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J.C. LUTHER 
CHA.IRMl!&.N 

LETTER OF TRANSMTTTAL 

PEP COMHITTEE ON BA.NKllJ G 

My dear Shri Narasimha~, 

October 7, 1977 

I have great pleasure in submitting the repcrt 
of the Working Group on Productivity, Efficiency and 
Profitability in banks (PEP Committee on Banking) set up 
by the Reserve Bank in April 1976. 

2. In India, the growth and orientation of banking in 
recent years have been so dynamic and innovative that the 
seventies can well be termed as the decade of banking 
reVolution. As a part of declared policy; the net~work 

, . 
ef the branches of banks has penetrated far and wide into 
re~ote and rural areas opening up untapped sources for 
mobilisa tion of savings as l'TOII as hopeful opportunities 
for financing pioneering programmes for development of 
backward areas and sectors of the economy. No longer are 
the banks merely passive and neutral interItlediaries betwe~n 
the lenders and tho borrowers; they have now emerged into 
a new role as prime movers for economic growth. These 
unprecedented developments hnve thrown up mUltiple challenges 
calling for a wide-ranging reappraisal of traditional policies 
and procedures. It is in this context, and to some extent 
at ny instance, that the PEP Committee was constituted in 
April 1976 in the wake of the LlOIllcntous decision to enforce 
a ceiling of lending rates of interest "'lith the twin objective 
of making cree it cheaper for the bOrrOl'TOr and focussing 
attenti 0 n on the cruci2..l im.portance of operational efficiency 
for the banks. 

3. The terms of reference of the CemBittee covered a 
number of aspects in v~hich vclw!:inous..:.' information had to be 
collectod fron the Banks and subjected to a rigorous and 
meaningful analysis. The comprehensive questionnaire issued 
for this purpose was divided into 10 Sections comprising as 
many as 170 specific items. The response from thG Banks was, 
by and large, excellent and their commonts have been a source 
of enlightenment on a number of complex and important issues. 
The wealth of data and ideas that have thus become available 

.~ 

to the Reserve Bank can s;r~e ~s a useful background and 
reference material fer future studies of related subjects. 
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4. One of,the specific areas for the Cernnittee's 
examination related to th8 pattern of cost structure for 
the various banking services. For this purpose an elaborate 
and comprehensivG prcgranr~e for obtaining and analysing data 
was designed and ,.i.nploI:!lonted by the CCDI.1ittee. Even though 
tho scope of the study was confined, for practical reasons, 
only to 21 selected banks and period of reference only to 
one nonth, the workload involved in this exercise was truly 
tremendous; over one lakh returns had to be processed and 
analys8d inv(,lving tine-ccmsuning, painstak~ng and sophisti­
cated exercises including statistical ostiLlation of the costs 
of various services. The results of these studies had to be 
fi ttod in an appropria to framework for evolving a rational 

structure of the service charges. In this regard, detailed 
discussicns vlOre also hold ~vi th the banks at various levels 
to appreciate the practical inplications of the schedule of 

prices envisaged by the Cornnittee. 

5. ~_e suggestions and recoDrlOndations in this Report 
( 

cover rather a wide area including various aspects of both 
macro and nicro-Ievel credit planning, conparative evaluation 

of the Banks' perforLlance and their internal systeos and 
methods of work. Of particular significance is the COIDQittee's 
recomnendation for initiating a process, in close coordination 
with the Planning Connission and the Central Government, for 
shaping and implementing a comprehensive Annual Plan of 
monetary and credit measures for the banking industry in 
consonance w,i th the envisaged pattern of developmental 
programmes. Other inpcrtant recoI:!l~endations include a new 
pattern of criteria for the evaluation of the operational 
performance of Ba.nks with due regard te· the achieveoent of 
socio-eccnonic objectives, an improved form and pattern fer 
Annual Accounts, suggestions for cost reducticn and pricing 
policies w'ith an eye on improving efficiency and profitability. 
The general approach of the Committee has beon not only to 
seek solutions for ioncdiate problems but also to outline a 
lcng-tern progranme of action for future. 

6. I would l~ke to record, ihere, rny deep appreciation of 
the constructive, co-operative and uns~~ring contributions 
made by all tho nanbers of the iornmittac and Shri C.S. Rama­
chandran, the Monber-Secretary, in particular, in organising 
and conducting various stUdies and participating actively in 
the preparation of the Report. At various ti~es, they have 
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glad~ borne a heavy burden of demanding tasks in addition 
to their normal work. It is with a heavy heart that I have 
to make a reference, here, to influential role played by 
Shri A.. Raman whose untimely ane sad demise on the eve 
of the conpletion of the Ccnnittee's work has been, indeed, 
a grievous less to tanking. 

7. It goes without saying that the pivotal point for 
initiating and supervising the implementation of the various 
recoInDendations of tho Comnitice vTill have, necessarily, to 
be located in the ReservG Bank. The meLlbers of the CODmittee 
are genern~ly of tho vioy\T thn. t there is an immediate need for 
strengthening 8.nd, tc some extent, recasting the organisational 
set-up. within the Reserve Bank for Dore effective and co­
ordina ted action ancngst w..ricus \-rings and divisions such as 
the Credit Planning and Credit .b.uthorisation Cellf]. Of special. 
urgency in this ccnnection is the task of ensuring the expedi~ 

tious installation of a ~anag8sent information system within 
the Be.nks as a pre-requisite for a meaningful planning and 

control of operations with special reference to the monitoring 
of industrial units which have been newly established and 

those which are in vari ous stage 8 of "sickness". It will also 
be necessary to cake regular and systematic arrangements for 
undertaking studies on the cost structure of Banks and other 
related areas on a continuing basis. 

8. For me, working on this Comnittee has been a matter 
of honour and privilege'. I am deeply appreciative of the 

confidence reposed in me by the Reserve Bank for this 
interesting assignnent. I am personally grateful to the 
Reserve Bank for this rare opportunity of getting.better­
acquainted with the banking industry and also for the kind 
indulgence in extending the dura tion of the Comni ttee due 
to unforeseen c ircuI:lstances. 

\'V i th wartl\ re gnrd s , 

Shri !'l. Nara sir.ham 
Governor, 
Reserve Bank of India, 
Central Office, 
Be~bay. 

~/ 

Yours sincerely, 

Sd/-
( J.C. LUTHER) 
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CHAPTER I 

THE. NEW BANKING SCENE : TASKS ANDCWLENGE,S 

1.1 The Social Control S·cheme and the subsequent 

nationalisation of 14 major commercial banks brough t about 

a turning point in the 

New Setting history of Indian banking. 

The purpose of the neW policy 

was to enable the banking system to serve better the needs of 

society on the basis of clearly defined Socio-economic 

objectives, the l~port8nt of which was a wider diffusion of 

economio power. Realisation of these objectives required a 

widening and deepening of the banking infras tructure in the 

country. In particular, banks were called upo.n to cater to 

the needs of the vast multitude of borrowers in the hitherto 

unbanked or neglected sectors such as agriculture, small 

indust~y, professionals and self employed persons and other 

small productive endeavours. The assumption.of such additional 

socio-economic tasks was, however, required to be met without 

in any way diluting their responsibilities to other productive 

sectors. The challenge posed to the banking system was to 

ensure that they meet these new responsibilities without 

sacrificing the traditional ones. It was apparent that this 

could be pos~ible only if banks functioned without discarding 

the canons of efficiency and profitability. 

1.2 Historically, commercial banking in India developed 

as an urban entity, catering to the banking and credit needs 

of the medium and large industry a.t?-d wholesale trade in the 

metropolitan and port towns. Towards the close of the sixties, 

the expectations of the community from the banking system 
.' - - . 

increased substantially. It was increasingly emphasised 

that banking is a kind of public service and the banker is 

a public servant. 
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1.3 The re'ord of banks' performance in compliance with 

those objectives is indeed cred i table. There has been a 

Creditable 
Performance 

sea-change in the banking 

landscape j both geographically 

&~d functionally. The massive 

branch expansion programme with a major thrust into the rural 

hinterland, ttl~ changing pettern of credit flow encomp~ssing 

a large number of sm~ll borrowers, attempts at attuning 

procedures and practices to serve better the fast changing 

aspirations of the communi~J, large scale recruitment, training 

and ori en tation pr ogramme So, are all developments whic hindi ca te 

that the banking system has undergone a major transformation 

from 'wholesale' to 'retail' banking. 

1.4 Deposit resources of the banking system have increased 

over fourfold during less than a decade from ~ 3962 crores at 

the end of December 1967 to ~ 17,557 crores at tile end of 

March 1977. Deposi ts as a percentage of national income 

(at current prices) form nearly 23 per ~ent at present compared 

to 14 per cent in 1967. Credit extended by banks has like­

wise increased almost fivefold from lis 2747 crores at the end 

of December 1967 to Rs 13145 crores in l'I.:arch 1~77. 'rhese two 

important paramet ers of ba..rJcing are sywboli c indi cators of 

the repid growth in banking sin ce the i::Lplement c.tion of the 

Social Control Scheme in DGccjmbc:.r 1967. 

1.5 For catering to the bsnkinb needs of the community in 

differen t parts of the country tn e basic requiremen t of banks 

was to have a broad operational base. Banks, therefore, 

launched a massive branch expansion programme, l..ulpar&lled 

in the history of vvorld banking. During the nine year period 

between 1967 and 1976, banks opened 16655 new offices, of 
00 

which nearly seven out of every ten were in rural and semi 

urban areas. With more than- 024000 offices at present, the 
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average population c overed per branch improved from 73000 

in December 1967 to less than 23000. The branch expansion 

programmes of banks had a distinct bias towards providing 

banking facilities in rural areas. As a- result of the massive 

thrust into th e rural hinterland, the number of cor.:mercial bank 

branches at rural centres increased from about 1500 in December 

1967 to 8820 in December 1976 and the share of rural branches 

in the total increased from 22 per cent to 37.3 per cent. 

The Lead Bank Scheme introduced in December 1969 helped 

considerably in extending banking facilities in a planned 

manner to unbanked centres in rural areas and backward regions, 

particularly in the initial stage of its operation. The setting 

up-of bank offices in remote rural centres has helped to 

dispel the feeling that banking is a privilege of the :few 

well placed urbanites and has thus played a vital role in 

educating the villagers that - a bank office is an imp.ortant 

eng:ine of growth in the rural areas too. 

1.6 Alongside this geographical expansion, functional 

diversification also took place. Banks formulated special 

credit schemes to cater to the diverse credit needs of 

agriculture, small industry and other small borrowers. Some 
\ 

of th e banks ad opt ed villages with a view to me eting th e 

total credit needS of their inhabitants in an integrated 

manner. The Lead Bank Scheme helped to concentrate development 

efforts in specific areas. Delegation of authority and 

decentralisation of sanctioning powers 'were ensured to dispose 

of expeditiously loan applications in remote parts. Banks 

started recruiting agricultural and technical offic-ers to 

help pro cess properly loan applications of the priority 

sector applicants and supervi se the end-use of credi t. Special 

training and orien tat ion programmes were arranged for the 

benefi t of the staff required to attemd to rural banking. 

Forms were printed in regional'languages and procedures and 
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p,r,actices were streamlined. Simultaneously, under the 

direction 01' monet8Xy authorities banlcs· began to impart a 

greater degree of credit discipline among big borrowers to 

ensure that their drawals ·were minimum and essentially 

need-based. 

1.7 As a result of -these v-arious megsures, the sectoral 

distribution of credi t has· undergone a ,marked cha:nge in 

favour of small borrowers. The share of large and medium 

industry and wholesale trade in total c.redit has gone down 

from abrut 80 per cent in 1968 to about 60 per cent at present. 

Correspondingly, the . share of pr·iori ty sectors (agriculture, 

small-scale industry and other small borrowers) has increased 

from 13 per cent to 30 per cent of total non~food credit 

(excluding advances given for food procurement). The exports 

sector now receives about 11 per cen t of the to~~l credi t 

as against 6 per cent in 1966. The credit requirements of 

the public sector. undertakings are attended to. on a priority 

basis. The banking system was called upon to finance massive 

food procurements. At the end of March 1977, the outstanding 

amrunt was about tis '2,300 crores or 16.6 p.er cent of the total 

advances. 

1.8 Financ e pro vi ded to th e agri cuI tu ral sec to r has 

increased from about ~ 67 crores in March 1968 to ~ 1280 

crores in March 1977, accounting for about 10 per cent of 

the to tal credit as against barely 2 per cent in March 1968. 

The number of borrowal accounts increased from a few thousands 
J¢ 

in March 1968 ~ aroum four million in :March 1972. It should 

be noted ~hat the credit given by banks to agri cuI tu re ~ "":'-J1 
~.~ . 

«13!!1 2 b of the same magnitude as' that of the co-operative 

movemen t which has been in force for over .seven decades. 

The case studies undertaken in banks on the impact of bank 

finance to agricul ture have revealed that such assistance 

has helped conai derably in generating produ·c tion and employment 

opportunities. Equally significant is the dispersal of bank 
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credit among a large number of other small borrowers, such 

as retail traders, transport operators, small businessmen, etc. 

In March 1968 such borrowal accounts wi. th banks were less than 

50,QOO but to-day they are in the neighbourhood of about 1.3 

million. Bank lending has now been attuned to ensure that 

any viable productive endeavour which can generate employment 

and income would not suffer from want of credit, regardless 

of its size. 

1.9 The total number of borrowal accounts which was around 

1 million in 1968, has spurt to over 7 million at present. 

The average size of the loan has gone down from ~ 27, 194 

per account in March 1968 to ~.13,936 in December 1976. 

Excluding advances to industry, the average size of a loan 

works out much smaller viz. ~ 5,798 as against ~ 9,495 in 1968. 

1.10 The large network of bank branches has provided insti­

tutional savings media to the rural community. Banks have 

framed attractive deposit sohemes tailored to sui.::t the rural 

needs and have succeeded in mopping up substantial rural 

savings. Deposi ts mobilised by new rural offices amounted 

toRs 665.61 crores at the end of December 19 which would 

have been largely frittered away in the absence ~ a proper 

institutional saving facility. Deposit accounts in rural 

areas have increased from 46.70 lakhs in December 1972 to 

99.69 lakhs at the end of 1975. Total deposit accounts with 

the banking system have more than doubled from 349 lakhs 

in December 1972 to 703 lakhs in Decemher 1976. 

1.11 During the period between 1967 and 1977, Indian Banks 

added 58 overseas branches, taking the total to 94. In 

addition to many known advantages, these branches helped 

to improve profits of their banks. 

1.12 Considerable organisational efforts and planning 

became necessary to cope wi th the large scale expansion of 

branch offices. The en try into new fields of activities 

which in the initial years are likely to be low or non-profit 
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yielding for obvirus reasons had to be ensured without 

impinging on the needs of the other sectors and also without 

affecting the confidence of depositors. It is an acknowledged 

fact that banks have acquitted themselves creditably in this 

task. 

1.13 These admittedly far reaching reforms unparallellei 

in the history of world banking were, however, achieved at a 

price. The large scale branch expansion programme exerted 

severe pressure on manpower resources of banks. Trained 

personnel to man the increasing numb er of branches was 

lacking. Although training and orientation programmes were 

stepped up, they fell short of requirements. The absence of 

properly organised management information system (MIS) and 

the lack of timely feed-back widened the communication gap 

between the head office and branches. Added to these con­

straints were decentralisation of powers and delegation of 

authority which were not accompan~ed with a proper system of 

the he ad office con trol on branches in remote areas. This 

had its inevitable impact on productivity and efficiency at 

the branch level. 

1.14 While the operational costs of the banking system have 

increased steadily partly owinG to f~~tors beyond the control 

of" the bank management, no syste.ou::~tic attempt has been made 

so far to adopt scientific methods to j.mprov8 productivity and 

efficien9Y in the banking systenl. Individual efforts made in 

this direction are s ca ttered and thei r impact is marginal. 

Banking has to emerge as a 'viable' cmd not 'subsidised' 

means of achieving the national policy objective. The banking 

system has to take immediate steps for improving efficiency 

and profitability. To the extent~that banks are able to 

improve profitability, their capacity to undertak8 promotional 

responsibilities would be greater. Further, lending for 

new activities should betaken as a search for new markets 

rather than a mere social obligation. Banks are set to make 
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increasing use of the marketing techniques which have become 

accepted management tools for the banking industry in 

developed countries. 

1.15 Banks have to conduct their operations within the 

framework of sound banking canons. Granting that promotional 

activities may in the initial stage cause the rate of return 

to go down somewhat, in course of time, social investments 

should become economic investments and start paying returns. 

In this context, it is worthwhile to recall what the National 

Credit Council's Study Group on 'Organisatianal Framework 

for Implementation of SocialObj€ctives' headed by Prof.D.R. 

Gadgil had to say: "The Group wa:s of the view that an element 

of subsidy should not be mixed up with banking business. Apart 

from such promotional expenditure as a .redit institution can 

and should undertake, the subsidisation,though desirable 

because of national policy in favour of" any category, should 

come from the State or any other proper authority giving the 

subsidy, either directly or through the banking system, by 

making i t possible for th e banks to lower their normal charges". 

1.16 Banks also did not take adequate cognisance of their 

reduced choice in deploymen t of funds in planning their 

business. Under the anti-inflationary monetary policy pursued 

since 1973, the pre-emptive uses to which bank funds have to 

be put have increased. The statutory liquidityra"t~o, Vias raised 

in stages between 1972 and 1976 from 28 per cent to 33 per cent 

and the reserve ratio from 3 to 7 per cent in 1973 and is 

currently prescribed at 6 per cent*. These are low yielding 

assets and therefore affect banks' earnings. In addition, 

there are priority and preferred sector advances including 

advances for food procure~nt, public sector undertakings, 

export credit and the Differential Interest Rate Scheme - on 

all of whi ch th e yi el d is low ~ YWha t is more, th e s ervici ng 

charges of small accoWlts are high, thus adding further to 

the banking costs. 

* fhis does not include 10 per ce~t of the incremental 
liabili ties impounded since J;:::nu&ry 15, 1977. 



1-8 

1.17 The statutory pre-emptions currently add up to 39 per 

cent of banks' resourQ.ss. Of the remaining- 61 :per cent 

deposit resources, . Qyer 48 per cent are to be deployed under 

policy direction in the priority and preferred sectors on 

which the retUrn is low. It is thus obvious that. the choice 

of banks in l~vying interest charges (subject to the maximum 

of 16.5 per cent) to cover uP. costs is limited only to about 

13 per cent of their deposit resources.. The following table 

illustrates how a bank deploys its deposits of ~ 100. 

Out stand- Percent to 
ings aggregate 

deposi ts 
(As on March 25, 1977) 

Os in Crores) 

I. Aggregate Deposits 17557 

358 

1146 

5539 

100.0 

2.0 

6.5 

1. Cash on hand 

2. Bala:hces wi th RBI 

3. Investmen ts in ·Govt. and 
other approved securities 

4. Credi t for food procurement 
operations 

5'. Credit for public sector 
undertakings 

6. Credi t for priori ty sectors 
in the pri vate sector 

31.5 

2190 12.5 

1438 8.2 

3475 19.8 

7. Credit for Exports + 

II. Total of 1 to 7 

1171 

15317 

2240@ 

6.7 

87.2 

12.8@ III. Balance ( I - II ) 

1.18 

+ There may be a small element of double 
counting as between items 5, 6 & 7 but 
this will not materially affect the 
dimensions indicated. 

@ The balanc e will be somewhat higher if 
account is taken of the rediscounting and 
refinancing facilities. 

The deposit mix in recen t years has changed more in 

favour of term deposits '1 sa with longer maturities which 

carry higher costs. Thus, while the cost of resources has 

constantly gone up, the choice for earnings has been reduced 

wi th the increasing proportion of low yielding assets. This 

is a real dilemma before tl.le banking system. 
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1.19 The·manner in. which t·::rad.e union relations were handled 

in th e banking indus try often led to under,mining the ma.nageme:r 

control. In the absence of sufficient b.siness at rural 

branches - at a.."1y rate in the initial stage - a number of 

offices could not be made viable.... In the process the customel 

service has suffered. The Interim Report on the Cus tamer 

Service observed, "There is a gt'me ral feeling to-day both 

amongst bankers themselves and in the public at large, that 

customer service rendered by banks leu;ves much to be desired, 

and in certain rospects has indeed reached a very low level n*. 

1.20 The increase in capital funds could not keep pace 

with the phenomenal growth of business. The owned funds of 

banks (capital + reserves) as a proportion of their total 

deposit liabilities formed only 1.5 per cent· in December 1976 

as against 2.3 per cent in December 1969 and 3 •. 4 per cent in 

1961. Considering theacc~p table norms in international 

banking, the capital bas e of Indian banks appears meagre. 

As a result Indian banks are, put in an inconvenient or 

disadvan tageous posi tion when it comes to important dealings 

in the field of international banking. 

1.21 The charges levied by banks to their customers on 

various services such as drafts,. T.Ts., remittances,collection 

of bills, etc. do not have rely scientific basis nor~ated 
t9 actual costs. There ~s been a lot of adhocism in these 

and th ere is no Ui'1iform1 ty • 

1.22 At presen t there is no way of knowing how one bank 

compares with others in performance or even within a bank, 

how a branch X compares with a branch Y or Z. The need for 

evolving a measuring rod with .agreed common norms of effici­

ency and performance has been felt for a long time but notr.ing 

Ju.;l;;;;,;een done to devise cri teria fC?r measuring relative 

r-~. Similarly, a great deal of work needs to be 

done to rationalise systems and procedures both for th3 

industry as a whole ond wi thin a bank. 

* Working Group on Customer Services-Interim Report. 
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1.23 A review of the work relating to efficiency, productivity 

and profitability done since the publication of the Saraiya . . 

Commission Report suggests that excep t for individual efforts 

in some banks nothing much has been done. For the· industry as 

a whole the Interim Report of the Study Group on Customer 

Service deserves special mention as Oustomer satisfaction 

depends upon the eff:lcien t se~vice rendered at fi. reasonable 

cost. Following the recommendations of the Study Group to 

frame 'Guidelines for·' Follow-up· of Bank Credit' banks have 

been endeavouring to briIl6 ahou t [;., measure of financial 

disCipline among big borrowers. Bar.iks are also improving 

their planning and information system which would enable them 

to put their· scarce resources to the op timum use. Under the 

auspices of the· Indian Banks ' AsSOCiation, banks have made 

some joint efforts to solve specific problems sucn as prescribing 

the ceiling on inter-bank call money rates, penal rates and 

service charges and illter ... bank .remittances. Given a proper 

framework , it becomes easier to resolve the problems affecting 

banks' productivity, efficiency and profitability. 

1.24 It was, therefore, felt that the banks should make 

every effort on a continuing basis to bring down' costs and 

improve operational efficiency which alone would form an 

enduring basis for sus tained profi tab iIi ty in the long run. 

Banks should seek to adjust tileir lending rates in a rational 

and viable manner so that such adjustments do not become a 

mere profi t-making proposi tion, resulting in indifference to 

the building up of greater efficiency. What is really needed 

is that the interest adjustments should reflect thG basic 

policy ob jectives; at the same time the.r,e should be a 

systematic and continu6us search for innovations to bring 

about cost reduction and better operational efficiency. 

Against this background' Res erve Bank c.oi.l.'sti tuted a 

workin~ ~oup to examine the question of cost ,control, 
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operational efficiency and bank profitability. Accordinglys 

the Work:i.ng Group on Banking Costs, Operational. Efficiency 

and Profi tabili ty of Banks (known as PRODUCTIVITY, EFFICIENCY 

AND PROFITABILITY (PEP)COMIvIITTEE ON BANKING) was constituted 

on April 12, 1976 with the folloWing: 

(1) Shri J .C. Luther, (2) ShriV. V. Divatia, 

(3) Shri A. Raman, (4) Sbri P.N. Khanna, (5) Shri S .. R.Avadhani, 

(6), Shri O.T.M. Nambiar, (7) Dr (Kum.) Meenakshi Tyagarajan 

and (8) Shri C.S. Ramachandran. 

The terms of reference of the Committee were as under: 

(i) to suggest practical and realistic criteria 

for the evaluation of the performance of 

individual banks wi th reference, inter alia, 

to the fulfilment of socio-economic objectives 

of national importance; 

(ii) to determine the basis for assessment of co st 

of various banking services; 

(iii) to plan and organise a systematic survey to 

provide estimates of average cost snd income in 

respect of the 'different functions und~rtakenJ 

taking into account the special. features of 

each of the large and medium si zed banks, groups 

of small banks, ~~d select types of branches; 

(iv) to provide guidelines on the pricing policy of 

banks in relbtiollto the services rendered to 

the con s ti tuen ts ; 

(v) to suggest internal systemsand procedures to 

control banking costs, improve operutional 

efficiency J produ ctivi ty and pro fi tabili ty of 

banks; and 

(vi) in advise on the nature of cost studies which 

may be undertaken by individual banks for evolving 

standards for cost con trol, rationalisation of 

service charge.s an<:l' evolving suita.ble methods 

for profit ah iIi ty analysis of branches. 
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1.26 The Group was authorised to tak.e such assistance of 

sp eci~ists from other insti tu tions including .banks, Indian 

Banks' Association and the ~tional Institute of Bank Management 

as might be considered necessary. The Committee was expected 

to take into account the recommendations on banking costs, 

operational efficiency and profitability of the Banking 

Commission. 

1.27 A detailed questionnaire covering all aspects of 

COIllIl1ercial bank operations was issued to the scheduled 

Approach to 
work 

commercial banks. The question-

naire was al so sent fer comments 

·to the Principals of Staff 

Training Colleges of banks and some important institutions and 

individuals. Some members of. the . Committee had discussions 

on issues arising from the questionnaire with the executives 

of public sector banks and some of the larger private sector 

banks. Theques~i onnaire met with good response and the 

material received was sifted, collated and analysed by the 

Se6tretariat of the Committee. 

1.28 The Committee undertook certain studies having a 

bearing on the terms of reference. A technical sub-committee 

headed by Shri V.V. Divatia was consti~~uted for tb.is purpose. 

A banking co sts· study ·was ol68Lised ~ covering about 

1000 branches of 21 selected ban~·:s. '~he objective of the 

study was to estimate the cost of serVicing various activities 

of banks. The study involved the collection of relevant 

information through suitably designed schedules on cost and 

output data from the selected branches and the time spent on 

': J.riou s activit ies by staff members in each of the selected 

brancl1es. The technical sub-committee had meetings wi th 

representatives of the banks selected for study and the 

Managers of the more .important branches included in the 

sample, to explain the scope of the study and type of reporting 
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required from staff members. The Sec~etariat of the Committee 

followed this up with personal visits to some of the selected 

branches. Over one lakh returns were received from·the selected 

branches; these were processed on the computer and the results 

tabulated and analysed by the Secretariat. 

The Committee also undertook a study on loss incurring 

branches of banks, in collaboration with 5 nationalised banks. 

The other studies undertaken by the Committee included ~ 

(1)the scope for mechanisation and computerisation· of banks' and 

Qi)an exhaustive analysis of the earnings and expenses of banks. 

1.29 The time schedule originally prescribed that the report 

should be submitted by the end of 'September 1976. As a result, 

with the limited staf'f and time at the disposal of"the Committee 

only a few studies could be undertaken with the help of exports 

in the respective fields. Particular mention should be made 

• • of the reports prepared bY'~hr~ Rameshwar Thakur, Chartered 

Accountant, on annual accounts of banks, statutory audi t and J-
M~~·· 

tax laws and Prof. Bhattacharya of Indian Insti tute of/Ahmedabad 

on market segmentation. 

1.30 ~he Report. of the Committee is divided into··12 Chapters. 

Chatper I traces the background against which' the Committee has 

Chap t er Desi €A 

reviewed the problems arising 

in the fields of costs, produ­

cti vi ty ~ efficiency and profi t-

abilit,y. Chapter II deals with planning, budgeting and marketing 

In Chapter III, the problems regarding tile Bank Management 

Information System are discussed and a scheme' is drawn up for 

the purp ose. Chapter IV au tlines the issue arising out of 

evolving cri teria for measurement of performance of banks and 

a model is suggested. Chapter Vis devoted to accounts, audit 

and taxation. Chapter VI reviews' the trends in earnings and 

expenses of commerci al banks. 

Chapter VII deals with the Survey on Banking Costs 

conducted by the Committee and analyses the results of the 

said study. 
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Chapter VIII incorporates suggestions for changes in 

systems and procedures for improving efficiency and reduci.Ilg 

costs. 

Chapter IX deals with the operational and procedural 

aspects covering simplificat;i.on, of the cash remittWlc.e System, 

arrangements for speedy destruction of soiled no.tes, setting 

up of 'more cu.rrency chests, etc. 

Chapter Xis concerned with problems of bank and branch 

profitabili ty. It als 0 incorporat es some reconnnend a tions 

regarding transfer p~icing based on the study on 'loss 

incurr ing br an che s ' • 

Chapt er XI covers vari ous asp ects of pri cing of 

services with special. reference to costs and return. 

Chapter XII give s a resume of the' Report w.ith important 

recommendations. 

Amarig the important .ohsideratians the Committee had 

kept in View, special menti on should be made of thr ee. une, 

ih'e scheme of recommendations is such that :.i. t could be imple­

ment ed irr espe cti ve of monetary policy ch8l1ges'. Two, the 

accent of the Report is on the future. The aim is to ensure 

the heal thy growth of the banking industry such that in the 

coming five to ten years' period, it can meet effectively 

the emerging ch~leng es. Tbr ee, 8.1 though in western countries, 

accounting procedures of banks are more or less fully automated, 

the Committee has not gone into this nrua"'in view of the fact 

that our economy, having surplus manpower labollr intensive, 

methods are gerierai'ly preferable. All the srune it has expressed 

views on some of the aspects of banks' work which need to be 

orient ed to compu terisation and mechanisation, with the ultimate 

object of making banking management system as prompt and 

effective as possible. 

1.31 The Committee recei:ved considerable assistance and 

co-operation from a number of institu tions and individuals. 

The Committee wOlJ,ld like to thank them all. In particular, 
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tae Committee wishes to thank the Chairman. of the State Bank 

of India for the active help 

Acknowledgements and co-operation extended by 

the Bank for the Committee's 

work. Besides providing space for accommodating the cost unit 

of the Committee's Secretariat in the State Bank of India 

premises, the Bank sp ared the services of Shri A. V. Ramanathan, 

a Senior Official from the State B&~k of India to assist the 

Committee exclusively in its work. The Bank also gave necessary 

programming and computer support foY' processing of the cost 

data. But for this generous help, it 'vvould not have been 

possible for the Committee to complete the work wi thin the. 

limited time available. 

1.32 The Committee also wishes to thank the Chairman and 

senior executives of all the banks for the valuable suggestions 

given by 1:h.em in their replies to the questionnaire issued by 

the Committee. The Committee also had thebenefit of discussions 

with them from time to time on the various issues covered by 

the terms of reference. 

1.33 The Committee wishes to place on record its deep appre-

ciation of the contribution made by 3hri A.V. Ramanathan 

(State Bank. of India). He assisted the Committee in planning 

and organiSing the Cost Study and in evolving the structure of 

service charges and the pri cing formula recommended by the 

Committee. He was also associated wi th the drafting of the 

Report. For all practical purposes, he functioned as a meDllber 

of the Committee. 

1.34 In the form ul atian of id e as and in the drafting of the 

Report, valuable 'aSSistance was given by Dr. A.C. Shah (Bank of 

Baroda), Smt. R. Ramani and Shri F.N. Jo.ehi (Bank of India) 

and. Shri R. Narayanan (Indian Overseas Bank). 

1.35 Shri F.L. Tand en, Dir ecto rGeneral of NCAER, Shri S. G. 

Shah (Indian Banks' Association) J Shri S.N.S. Raghavan 

( Grindlays Bank) and the Faculty members of the . Na tional 
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Institute of Banlt Management offered constructive sue;gestions 

relevant to the work of the Committee. The Committee wishes to 

place on record their grateful thanks to them. 

1.36 Some insti. tu ticns mld individuals prepared papers on 

specific projects for the use of the Committee. The Committee 

wishes to thank them all and in particular Shri Rameshwar Thakur 

of Messrs Thakur Vaidyanatha lyer & Co. and Profs. S .K. 

Bhattacharya and A.H. Kcilro of the Indian Institute of 

Management, Ahmedabad. 

1.37 Some of the Committee Iilembers had informal- discussions 

with Shri P.G. Damle, Director General, Overseas Communications 

Service on the feasibility of improved communication in banking • 

He offered cons tructi ve id eas in this direction and outlined a 

scheme- for the same. The Committee wishes to place on record 

their grateful thanks to him. 

1.38 The Committee is also grateful to Shri V. Subrahmanyan, 

Principal, Reserve Bank Staff College, Madras for the facilities 

extended for the meetings of the Secretariat of the Committee • 
• 

1.39 The Committee places on record the valuable work done 

by thE; ~e cre taria t (list appended) in the Credit Planning. C~ 1. 
. .:" 

The Committee also places On record its deep appreciation of 

the excellent work done by the Member-Secretary Shri C.S. 

Ramachand ran in organising the work of the Committee, colle qting 

and analysing tli'e material required for the prep~ration of the 

Report and in co-ordina ting the work of the Group through its 

various stages of deliberations. 

1.40 The Committee records wi th pro foundregre.t and deep 

sense of loss' the sudden demise of .Shri A. Raman, a member of 

the Committee. The Secretariat of the Committee functioned 

from the Credit Planning Cell of which he was in charge. The 

Committee had the benefit of his expertise and valuable guidance 

in the plonning, co-ordination and organisation of several 
• ~ ,! 

aspects conneoted with the Report~ 

**" 

Pr*' 



CHAPTER II 

PIANNn~G, SUDGETING ~D MARKETING 

2.1 The operational efficiency of banks can be enhanced 

significantly if they make effective use of planning and 

marketing technique.s. Although most of the banks are 

undertaking the plann,ing exercise, in terms of.coverage, 

reliability and methodology, there are wide variations. 

2.2 To start.with; a-business plan or performance budget 

requires that the progress for the coming year should be 

planned sufficiently 
The need for a 
business plan in advame in 

re spect of major 

activities such as deposits,'. advances, iri.:vestments, 

branches, staff, capital expenditure, earnings, expenses 

and profit. The rationale behind the exercise is that 

banking operations should be reoriented to provide better 

service and to obtain the maximum business growth by 

adopting a market approach. The performance budget helps 

the management to proceed along the projected goals and 

the performance evaluation at monthly or quarterly intervnls 
, , 

indicates the deviations and corrective action that should 

be initiated. The budgetary method also hel~ to keep 

control on cost factors, promotes a feeling of cost 

consciousness and enables a judicious use of scarce 

resources. Further, it helpsin'promoting healthy competition 

between branches and evaluating the adequacy or otherwise 

of the existing policy and procedUres. 

2.3 Granting that the planning system may differ from 

bank to bank as regards priorities, techniques, seq~ence 

Basic steps 
required 

of events and the like, 

there are certain 

basic step s which will 

have to be taken if planning in a bank is to beeome 

meaningful: 
••• 2. 
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(1) The exercise ef planning sheuld begin fairly 

in advance befere the year starts say in September-

octeber. By this time the' ecenemic scene becemes clear' 

with the cempletien ef the mensoen. It is necessary to. 

prepare an ecenemic eutleek fer the ceming year, analyse 

its implicatiens fer the' banking industry in terms ef thE 

likely menetary pelicy, credit demand by berrewers arid 

depesit grewth and then study the bearing. ef the likely 

d.ev:elopments in the ecenomy as.well·,astl1e banking 

industry on the unit fer which the plan is being prepared. 

Fu.~ther, there are certain general guidelines which are ," . 

. avaiJ..p.J;lIE? frem the Reserve Bank's credit pettcy as well as 
.. .'., 

credit budget discussiens. Here it isnot'se much the 

.varieus estimates which are impertant as the critical 
. . 

understanding ef them. Once this task is cempleted, based 

en it, the Chairman sheuld issue pelicy guidelines fer 
, , 

business growth in the ceoing year. The statement sheuld 

give a brief review of perfermance during the current year, 

cempare them with geals and targets laid down earlier and 

draw a.pprepriate lessons. It sheuld then mentien clearly 

the new shifts in pelicy and introductien ef" hew prograIr'..mes. 

Aa.t the ea.me time it is useful to g1 ve some br6ad ideas ef 

the likely behaviour ef main indicatQrs~ This is a starting 

peint fer the eperating heads to begin their exercises. 

They knew the thinking ef the tep management, the framewerk 

within which individual eperating head will have to. prepare 

their own budgets" a:nd the special facters which they vTill 

have to. bear in mind. The pel icy statement is designed to 

promete discussiens at differen·tl~v-els~ It is not rigid 

er'irrevocable. 

• ••• :3. 
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(2) It is advisable to provide a uniform format with 

the help of which branches could collect essential data. 

The format should be so designed that in addition to data, 

qualitative inform~tion in regard to important problems 

could also be collected. The branch Agent/Manager should 

discuse with his own staff, estimates of business growth, 

problems and their solut.ions.This should be followed by a 

well-planned and purposeful dialogue between the regional 

authorities on the one hand and the branch manager on the 

other. There should be a two way traffic. The greater the 

participation of the branch manager and his "team in the 

preparation of the plan, the better would' b,e 'the quality 

of a plan and its implem~ntation. This process is sometimes 

called settlement of budgets-,at the branch level, the 

regional level and the head office level.. 'This process 

should generally be over by February when all estimates 

for the previous ye ar are, also made available 'for 

incorporation. 

(3) The performance of the plan should be r6viewed at 

least every quarter and its report should be available to 

the regional heads for their action. However, the mid_year 

review should be more comprehensive, when the 'pportunity 

should be taken to introduce necessary changes in the light 

-of the performance during the first half year. 

(4) There should be an agency at the head of"fice which 

co-ordinates the work in regard to different aspects of 

planning, prepares outlook reports, collects the required 

information from the regional heads, gives shape to'the 

final plan and draws up the review reports from time to time, 

suggests necessary changes to be made in the course' of 

implementation and above all provides continuous direction 

and guidance to the operating heads. 

• ••• 4-
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The regional offices should also.have Blanning Cells 

which could help them in building up the information s,yFtems 

and preparing plans on t~e basis of budgets of individual 

bzanches. 

It would be advisable to entrust the plan work to the 

Economic and Statistics Department. Where the planning 

work-load may be very heavy, a separate PL.'1nning Department 

may be established but even here too this Department may be 

clo.S.ely associated with the Eco;n.omic and Statistics Department. 

The Planning. Department would have continuous lia?ion with 

opera tional .departments wi thou t which it would be difficult 

for it to function. The heads of pl::mning departments should 

have inf'ormal but regular exchange of ideas and information 

with the Credit Planning Cell of the Reserve Bank .of India. 

This will gp a long way in building up the inf'ormed opinion 

and improving the quality of planning at the bank level. 

(5) The annual budgeting .orplanning system will have 

to be started in ~lO ways, one, activities like branch 

expansion, recruitment and training, new schemes ~nd 

programmes spillover a 1anger period thnn one year. 

As a result, a perspective plan (also referred to as long 

ran@6 or strategic planning) will have to be prepared. The 

time perspective for such a plan may initially be a three or 

five year period, with details worked out for the first year 

and broad ID2gnitudes indicated for the subsequent years. 

The emphasiS here will be on direction rather than quantifica­

tion. Two, there are certain functional, critical or geo~­

phical areas which require medium term plans of action, such 

as the work in the field of agriculture, small borrowers, 

rural branches and lead districts. Speciql studies will 

have to be conducted to evaluate the experience and formul2te 

appropriate development strategie3. 

• •. 5. 
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2.4 In recent years, banks the world over are making an 

increasing use of marketing approach. It is recognised 

thot market sCGDentn tim: 
Market.Seg­
mentation leads to better planning 

of resources nnd opera­

tions, more meaningful control, development of specialised 

scheme"s and consequent provision of better quality customer 

services, clearer focus towards ID[]:rket p:inotration, direction 

and thrust. In our own country, the tremcndcus expansion in 

branch network, the introduction of great diversity 01 

banking services arising out of national policy of providing 

funds to priority and neglected sectors, rationalisation and 

controlling credit allocation to large industrial houses were 

somehow bringing about new understanding and insight amongst 

tankers relating to different market segments. If the diversity 

of the markets is ignored it is possible that market oppor­

tunities represented by unflllfilled customer needs might be 
.'- '. • ~'J- •• .' • 

ignored and lost. 

2.5 Segmentation, therefore, is basically an attempt 

towards a more precise de:finition of the nature of the 
-

markets served and for improving the understflnding of the 

nature of the customer needs. Segmentntion can be meshed 

with performance budgeting ~nd information system for 

developing targets of desired performance in each market 

segment consistent with the . potential, arid also for providing 

infornn tion, comparing actual performance with targets .• 

In the process, segmentation leads to more ef:ficient 

allocation of resources and bett~rmanagement planning and 

control for taking remedial action where actual performance 

is out of line with the desired level of performa.nce. Such 

a market segmentation-oriented planning and information syste~ 

••• 6. 
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will lead to better analysis and appraisal of performanc8 

and add considerably to the management's ability to respond 

decisi~ely and quickly to changing market segments. Realising 

the importance of this approach, the Committee requested 

Prof.S.K. Bhattacharyya of the Indian Ins ",it:ute. of Management, 

Ahmedabad to prepare a special study on the subject. The 

Commi ttee is broadly in agreement "'i th the recommendations 

made by him. In particular, it would like to d raw a ttent10n 

to the scheme of market segrc.enta-cion suggested by him for 

Indian Banks. According to him, the most appropriate narket 

segments in respect of operations of most large commercial 

banks in India would be: 

(a) Commercial and Institutional (C&I) 

The segment will essentially be composed of medium 

and large size industries and institutional· customers . like 

Municipal,· Government and some autonomous b6dies,societies, 

trusts, clubs, etc. There are several reasons why C&I 

banking operations can be deemed to be reasonably similar in 

terms of following attributes: 

- impersonality of ownership 

- nature of the banking operations (though it is 

slanted in favour of credit in commercial sub­

segment and deposltR in the ca,se of institutional 

sub-segment) 

- manner and mode of operation of accounts 

- volume of transactions 

skills required for analysing, processing 

and meeting the demands for credit 

(b) Personal Banking 

This segment is rela·tively easy to identify in tile 

sense that it represents individuals who wish to have deposit 

facilities from which they can periodically withdraw money 

••.. 7. 
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and use banking facilitiSs for meeting their personal needs 

of making payments, remitting m6ney or transferring fundS 

from one place to another. Some of the distinctive attributes 

of the segments are: 

Personal or individual operations of the account 

The size and nature of operations of the account 

llle kind of services required 

The promotional requirements 
: .: 

(c) .A£ricultura1Banking 

In this segment, tho customers are essentially 

concerned either for obtaining funds for carrying out 

agricultural operations or depositing funds arising out 

of such operations. The relative attributes of the 
.. 

sector are: 

The operations arising out of agricultural or 

related activities 

The nature, timing and the size of operations 

The skills required for analysing, processing 

and meeting the demands. of credit 

(d) Small Industries and Small Business. (SISB) 

The customers in this market segment are essentially 

individuals or from small firms which carry individualised 

business operations or entrepreneurs who earn their liveli­

hood from carrying out personalised occupations like taxi 

~drivers, shop keepers, etc. The attributes in relation to 

particUlar segments are: 

·The ownership pattern of business operations 

The size of demand for funds 

The nature of customer operations 

Skills required for analysing, processing and 

meeting the demands for credit. 

• •• 8'1 
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Depending upon the workload, small industrie s and small 

borrowers could be divid~d.into two separate segments. 

(e) Export and International Banking 

The customers in this groupa.re either export 

houses who organise export acti v;L~ies on behF1.1f of 

companies in the group to which they be19ng or outside 

companies which account for sub.stc,ntial exports or are 

concerned with supplying services whic.h are critical in 

terms' of~xports e.g. shipping, etc. The relative 

attributes of this market segment are: 

The speed wi.th wh:i,ch demands for fUnds have. 

to be processed 

The close interlinkage of business operations 

with regulatory provisions relating to exports, etc. 

The nature, size and timing of ·funds required 

Skills·required for ana~ysing processing and 

. me eting the demand f (l[' credi t 

·The inter-relationship with operations in the 

·hOIne market in respect" of 'goods and services 

also produced and sold within the country •. 

(f) Banking Services 

The customers in this segment - individuals, 

companies and institutions - are those who wish to avail 

of the specialised banking services relating to collections, 

remittances, transmission, foreign exchange facilities etc. 

The distinctive attributes of this segoent are: 

The sporadic nature of payment 
The specialised skills required for meeting 
the needs of customer~ services 
The substantive re~uirements of knowledge of 
procedures and systems as nistinct from 
appraisal skills 

•••. 9. 
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2.6 The Cemmi ttee recegnises that the abeve market 

segments are net immutable fer all times. In fact, 

segmentatien must be 
The views of 
the Cemmi ttee a centinueus precess 

ensuring tbn t changes 

are made in the ·-censti tutien ef segments as and "Then the 

market cempesitien, the nature ef banking services 

demanded and the external envirenment which influences 

custemer behavieur change. It weuld net be advisable to. 

censtitute market segments in a bank where the relative 

skills, persennel, etc. are scarce er available en such a 

limited scale so. as to. create preblems ·ef inadequacies ef 

service if the constitutien ef market segmentation ;Leads 

to. greater custemer demand. As regardS the questien wh~thcr 

segmentatien can be int~educed uniforIill~ .. !n all units 

beginning frem very small branches to. the head effice, 

it is n·e··cessary that the criteria ef size and future 

petential have to. be applie.d with imaginatien. It weuJ.d 

be ebviousiy inappropriate to. censtitute market segments 

in small branches. On the other h<lnd, segmentatien vleuJ.d 

clearly be desirable and necessary in respect ef very 

large branches~ In the remaining category of medium 

branches dealing with several market segments it weuld be 

.de sirable to create segm.ents only in re speci ef these 

market segments which are substantially large~ for example, 
. ~ .... 

small indu'stries in the ~clustrial estate branch. The 

cerellar1 ef this woUld be to. lump together other· segments 
, 

in such branches.s-s generalised banking services. 

2.7 It should be emphasised that segmentation will 

provide to. Indian banks many :b.e'\oJ" benefits by way of 

development of specialised skills, systematic r.nd 

methedical exhibitien of potential for growth and 

••••• 10. 
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development, formulation of ,segmental policie s leadi~g to better 

customer service and satisfaction, cost efficiency, organisa., 

tional effectiveness and p~osive and meanigful management 

planning and information. The fact that segmentation would 

also necess~tate changes in accounting systems would have to 

be recogniseq and appropriate action taken in this regard even 

prior to the introduction of ,segmentation. 

2.8 Banks are required to prepare credit budgets as pe~ the 

guidelines issued by the Credit Planning Cell of:the Reserve 

Bank. The credit budgets focus 
Credit 
~udg~ting attention on resources and their 

deployment in a given period, 

Sectoral deployment of credit is projected in detail, giving 

sector-wise and industry-wise allocations • Banks are expected 

to have detailed dialogues with their major industrial and 

trading borrowers to get an inkling of their bus:i_nG ss intentions 

and credit requirements. They arealso expected to sutdy in 

detail developments in industries where th'eir advances are 

substantial, in particular the' sick units, if any. 

2.9 The Reserve Bank hrlds discussions with majqr indUstries 

and business organisations and thereafter discussions are held 

every quarter with individual banks on their own credit budgets 

to bring about proper integration betwGen credit rec;,uir8IIlents of 

industry and busine ss organisations on. ti:~9 one hand and banks' 

credit budgets on the 'other • The Re serve Bank then frame s an 

overall credit plan for the country as a whole, taking into 

account the bank's individual credit budgets, likely increase in 

agricultural and industrial output and such other economic 

indicators as the tolerable limit of money supply, the price 

sit~ation, ha~ional policy objectives, priorities etc., 
, 

2.10 This exe~q~se is b~ing carried out during the last three 
or. ;': • • ~- ... • .' .• ! ':i '. 

or four years. ~ear, after year necess~~y changes are being 

made. Recently, as a further refinement of the credit budget 
, -

exe~cise, banks have been asked to prepare 
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quarterly credit budgets and as a further dimension to 

the BSR system of reporting introduced in December 1972, 

a monthly and even weekly Monitoring Returns have been 

introduced. It would be pertinent here to mention that 

although the BSR system bas met with some success, the 

statistical base both at the individual bank's and in the 

: Re serve Bank is still very'weak:and substantia I improvement 

in this field is· called for s6 th~ft': data could be available 

on tiIIie -a.nd in better quality to be h~lpful fo~' 'evolving a 

more realistic" credit plan. 

2.11 Speaking on the occasion of the ~nual General 

M~eting of the Indian Banks' A.ssocia tiSn -on May 28, 1977, 

the Reserve Bank GOvernor, Shri M. Narasimham.·summed up 

the situation as follows: 

"For some years past, the Reserve Bank has been 

trying to inculcate in banks the need for a PToper budgeting 

of their credit in the light of resource availability. 

Credit planning as a national exercise itself has !lot! •• ~:.~~en 

deep or ·firm enough roots. The Reserve Bank itself is 

concerned with this. So is the ~vernment •. , I suggest 

bankers also should apply their minds to this probl,em";;and 

work out in con.sultation with the Reserve Bank the manner 

in which; what one might call, the ma.cro-decisions on 

credit planning can be meshed 't'lith micro-decisions on 

credit disbursement at the iIi.d~ividual bank or branch level. 

It is only in this way that the decisions regarding sectoral 

deployment or r~gional allocation of credit can make their 

eff'ecti ve impact at the field level. If'· banking is to 

become what we a::L:lW:ish it to be, a viable and'-potent 

instrument of economic transforrna tion,::the r.ole of banks 

in distributing our scarce credit resources age.inst the 

••• 1 ~ 
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many competing demands on them, in accordance with the 

national and rational priorities, becomes important". 

The Committee is constrained to observe that the work 

of business planning and credit budgeting is, done in most of 

the banks in a haphazard and disjointed manner. There is no 

proper appreciation. at the top management level in banks of 

the precise purpose and significance of plann:i.ng. The plan 

is often taken a.s a onc.e for all exercise. No effort seems 

to have been. made tcwardspreparing a Credit budget which 

reflects the Consensus of the various departments of a bank, 
, , 

the credit budget h~s:f;stil'l not emerged as a document 

prepax;ed after .fullest interria~ 'uiscusJioni~d accepted by 

,aill .. concerned in the Bank. 
, • .I" ~ . ; ',. 

The credit budget does not re-

present a continu.ous process of thinking and evaluation of 

policies to observe the accepted targets in the Plan. 

2.13- The Credit budget has to be an integral part of the 

. performance budg~t/business plan. The t1.!O refer to different 

time periods - the credit budget relating to the financial 

year and the perfo·rmance budget to the banks accounting 

[.(Calendar) year. There is also some difference in focus; 

while the credit budget is concerned mainly wi;h the regulation 

of credit flows in line with the policy objectives of the 

Reserve Bank, the performance budget has_~ome wider implica­

tions, including those of corrections of regi,onal imbalances, 

consideration of profitability, man-power planning etc. 

However, since the basic objective of budgeting - whether 

for II cre di til )r for "performance" - is e a planned approach 

to a bank's operations, there has to be a high degree of 

consistency between the two. For instance, the performance 

or business plan has to fit into the frame-vTork of the credit 

policy, taking account- of all constraints on resource 

deployment. Often the business plan of the bank and the 

credit budget submitted to the Reserve Bank are unrelated 

••• 13. 
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and contain inconsistencies. The Committee emphasises that 

the baDks must replise that thei±- ,'credit budgets at the bank 

level is a. part of the overall credit plan and for this 

purpose, it is obligatory on their part to visualise macro 

requirements and national objectives and prepare their plans 

in a meaningful manner. 

2.14 It is incumbent on banks to strengthen their organisa-

tional set up for planning not Only at the head office level 

but also at the ~egional level. Banks' staff even at the 

grass root l~yel should 'be prop'erlY,Jaotivated so that credit 
'r - . . 

planning be comes a permanent' way.,1.- O'f ,;life with baD.ks~ 
I . . ,: 

Organisational weakness are mainly due to inadequate' 

appreciation ,by the top management, in banks to accept 

planning as an operational requirement. 
" . '.J 

2.15 The planning competence mould include not only 
:,' .l.. . 

profici~ncy in planning techniques perea but aisol'the 
. . ;- .", .,,-

. ' .. t' 

ability to adopt these techn:i,.q~~sto' suit the conditions 

of the industry as well as. t4e unit, the capac'i ty to co-
-- " ~~- Y'",: ,'~' :. 

ox-dina. te at different levels wi thin ,;the organisa'tion and a 

w:ider vision and' understan,dingof the ,-forces that are at 
, . I! 

-wo~k in the economy and tbe industry. It i~essential to 

imp3.rt intensive training in planning methodology to those 
. ' 

who are charged with that responsibility in banks. Concerted 

efforts will have" to be ma.de to cultivate the climate of 

acceptance of the plan at all levels and its erfe~tive 

implementa tion. This' can be" ensured by the top W3,nagement 

through. a series' b::f dialogues with the staff at all levels 

as also by building'up the two_way channels of communication 

so that new ideasaridL'programmes are not merely passed on 

to the staff down below but p~oblems arid improvements are 

constantly pushed upward ip the system. 

• •• 14. 
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2.16 The Coromi ttee strongly feels" that attitudinal change 

in the top management~evel of banks should be brought about 

to ensure wholehearted commitment of the top echelons to the 

p~anned approach. to banking operations. Once the top 

.JIlUnagement takes personal interest in the credit budget 

exercise, motivating the staff dolf.'!l the line becomes easy. 

Special training programmes, seminars and ~vorkshops explaining 

the Significance, method and manner of credit budget at 

.branch and regional levels need to be orga~ised both at 

individual banks 'Rnd at the national level training 

institutions. Motivating personnel would,'be possible only 

. through int.ensive trnining and dialogues with bankstaff. 

AJ.so:, the syllabus for th~ CAIIB exami.nation may include 

courses on credit planning and performance bud~rti;i.ng. 

2.1.'7 While these measures at the bank level ".lould improve 
:.~/:: 

the planning machinery in individual banks,: at the- macro 

level both for providing guidance and for making the overall 

oredit plan more realistic, it is necessary to initiate 

certain measures. Intensive efforts have to be .made to 
:; ... "" ':"1 . 

study in depth the credit requirements o'f -different 

industries to provide positive: leadership to individ?.al 

bank's credit planning effo~ts. Also, a better industry 

level, bp.nk level and unit level coordination' is called for. 

,- lh- order to ma~e credit planning more effe cti ve, a long 

term perspective of banking i -pal'8.meters is essential. For 

this purpose, the Reserve Bank should urJ.dertake detailed 

perspe-c-t:iVe studies on important aSIe cts of banking 

depicting likely trends over a period of th~ next· ten 

to fifteen years. 



CHAPTER III 

BANK !o1ANAGEMENT INFORMAT ION SYSTEM· 

3.1 Any corrective or advance action in regard to 

productivity, efficiency or profitability presupposes 

knowledge on the nature and dimension of their problems. 

This is possible provided the concerned bank has a 

systematic and regular flow of information and its 

analysis. With the g~owing geographical and functional 

exp~sion of the banking system, the flow of information 

its timing and reliability - has become a real problem. 

It is with this aspect in view that the question of 

introducing Bank Manag~ment Information System (BMIS) 

has been discussed in this Chapter. So far no systematic 

attempts have been made to introduoe it in most banks, 

despite the recommeIldations made earlier by the Banking 

Commission. The Committee is of the view that the BMIS 

should be accepted by all banks as an important management 

tool. The system and the .manner of· its introduction: 

as well as co-ordination between the concerned bank and 

the Reserve Bank are discussed in. the subsequent sections. 

Background 

3.2 It is necessary to trace the background of the 

problem of the BMIS so as to develop a clearer perspective 

for.future action. The first attempt in this direction 

was made in 1957 when an.inter-departmental sub-committee 

was appointed by the Reserve Bank of India to examine the 

various returns~ However, the comparability of data 

~ed in various re~urn's still continued to be somewhat 

~isit.i owing to differences in definitions of some items 

like capital, reserve, deposits:, borrowings, etc. The 

result was the appointment of another committee in February 
. 

f966 under the Chairmanship of the Economic Adviser 
I 

of the Reserve Bank. This Committee was asked to examine 
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the returns suboitted by banks to the Reserye Bank with 

special reference to the statutory requirements and with 

a view to securing cons istency-and , uniforoi ty in concepti 

of various terms used in different returns and to reduce 

work-load on banks. Tioely and correct reporting was all 

stressed.' The COLll:littee made a nuober of useful recommel 

tions taking into account the developr.1ents which had take 

place in banking since 1957 • Again, in 1968,theworkine 
group on banking statistics suggested the introduction 01 

the return known as Uniforu Balance Book (UBB) in respec1 

of advances. The experience with UBB however turned out 

to be far fron happy. The Banking Commission in its 

report made a detailed review of the present position of 

information flow in the. banking systen in relation to the 

infornation needs of the banking industry and made a nuab 

of 'suggestions and recomnendations for the introduction 0 

Managenent Information Systea'inbanks. The observations 

cade' by the Banking COIIlI!lission ,were based on the Report 0: 

the Study Group on 'Information System in the Banking 

Industry and D~ta Processing' of the National Institute oj 

Bank Managewent and the Study Group on 'Banking Costs' 

set up by tho C.or:lr:lissi on itself. Meanwhile, the Reserve 

Bank had set up another COIIlillittee on Banking Statistics 

to rationalis~ the process of reporting banking data 

(excluding data r~ported on statutory returns) to,; the 

Economic Departoent of the Reserve Bank. The outcoI:le 

was the Basic Statistical Returns (BSR). The BSR system 

has considerably simplified statistical 'reporting, reduced 

'the frequency of reporting and -strengthened the data base 

in banks. 

3.3 In the light of"the experience gained so far, 

certain general observations can be offered on the 

statistical reporting of banks. In the matter of 

information systei:lS, a kind of barrier has been in 
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existence between the banks and the ,Reserve Bank, 

making for duplication, delays and even neglect or 

indifference. in supplying the figures to the Rese~ 

Bank. The reason'~that the banks themselves a..e 
not felt involved or enthused to take special interest 

in the task of data collection and processing. The· 
~ 

figures ~ weant for the Reserve Bank, and therefore, 

they had to be supplied and ,that is all. Special 

efforts, regular machinery for collection of data, 

training in this field, attention to details have been 

lacking in a large ;:neasure, or in some cases even 

totally neglected. 

3.4 Further, various departments of a bank called 

for the sace or sioilar statistical information from 

branches, thus, increasing the work-load at the branch 

level. The situation continues uncorrected even now. 

The non-response or delays from branches are generally 

due to thi's fact. Certain forms introduced for specific 

purposes continue to be collected even when they have 

outlived their utility. What is Dore, particularly in 

respect of 'priority and neglected areas, returns have 

continuously increased without any attempt to rationalise 

or integratc the~. With littlo statistical expertise, 

particularly at the branch level, cO::Jparability of data 

often suffers. When acljust;:]cnts beC01:1e necessary, say, 

for non-response of sooe branches, they are done on an 

arbitrary basis. 

3. 5 With the increasing developuEmtal responsi bili ties, 

banks are frequently called upon to ,supply various types 

of information. The returns prescribed earlier for 

statutory and control purposes within a bank are no 

longer considered sufficie~t. The Reserve Bank, the 

Ministry of Einance and also the state Governments call 
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for ad hoc information froe time to ti~e. In addition, 

the nucber of internal control or inforuation returns has 

increased considerably in r~s~onse to the rapidly changing 

banking scene'. 

3.6 These various aspects eophasise- the need for an 

articulated systel:l of data collection,' wherein banks can 

also use the data at branch, district, region, state and 

Bank levels and the Reserve Bank as well as the Central 

and state Governaents can also securo the data that 

they need. This gave rise to the idea of setting up of 

an integrated inforuation systeD in banking. It is 

suggested th~t whatever data are collected by the Reserve 

Bank should not suffer any alienation but should foro 

part of the bank's internal inforuation needs. Appropriate 

feedback at various levels is ~lso envisaged. 

3.7 The Report of the Banking Commission Dade a eajor 

attewpt' to give n concrete shape to the Manageoent Infor­

;:aation SysteCl.,(MIS) in banks. It outlined the 0 bj ectives 

of the lVIIS,the i teas to which "it should relate," and the 

oechanism through which such a systec could be effectively 

iopleI1clnted anti suggested a fracGwork T!ithin which the 

returns, their ~eriodicity, the saupling procedures to 

be adopted, reference dates or periods to which the 

returns related. Tlns was the first tioe that the infor-

cation needs for tho banking industry was viewed as a 

whole. The fracework set out still holds good although 

the BSR set of returns have replaced the UBB and other returns 

prescribed earlier. 

3.8 As a follow-up, a National Level Steering Co~ittee 

for MIB has been constituted in the Reserve Bank to overseE 

and guide the work of theinfornation systom in the banking 

industry. The Coomittee of Direction on Banking Statistics 
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set up in the Reserve Bank of India after the introduction of 

the BSR is enlarged by the inclusion of .banker oembers to give 

effect to the introduction ~f the MIS. The Cocroittee finds 

that whil,e SOLle 'progress has been uade in providing the feed­

back, a 'proper integration between individual bank's require-
~ . . - .I 

r.lents and tho, tlacro feedback h~s not yet oaterialised. With 

this in view it is envisaged to set up on Inplecentation 
.vn.. 

Coocittee. It would work tl~ough Task Forces, oneLeach bank, 

which will go into the infor::lation system for individual banks. 

In a Seoinar held on July 7, 1973, it was stressed that the 

statistical reporting systei~ introduced by the Reserve Bank 

should foro part of arauch wiCler inforIlation systen in banks 

and should be c'onsidered as an integr'll 'part of bank's 

operations. It Dust be added, however, that subsequent action 

on the part_:~;.Q:f the Reserve Bank and the banks has been slow. 

BSR Systec 

'.9 Following the Report of the Cocmittee on Banking 

St~tistics which examined in depth the problems of the 

st~tistical returns including the UBB, the BSR set of returns 

was introduced in Decc·l.lber 1912. These returns relate to the 

non-statutory ty~e and replace the earlier similar returns 

called for by the Reserve Bank in.the Econocic Depart::lent. 
, 

The forcat of the BSR 1 Part A is on the style of the UBB. 

These for~shave now been in v?gue for over four years, and 

have achieved conSiderable success in terrJS of a high rate 

of response, although delays still abound. The machinery 

set up in the Reserve Bank and in the banks to expedite 

sub:lission of returns by branches, the arrangenent for feedback 

in a broad form at present and in some considerable details 

later on, the reduction in the frequency of submission of 

BSR 1 Parts A and B, as well as other returns and perhaps 

also the growing realisation on the part of banks' top 

4lanagement about the real. need for statistical information-
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all these factors have ~ontribut.)d to a fair Lleasure of 

success of the new ~ystem. Attempts arc being ~de by the 

fteserve Bank to ~rovide the feedback in respect of the 

BSR1 right upto the district level. Similar feedback in 

respect of deposits (BSR2) can also be organised. A 

branch manager should be in a position to compare his 

perfor8ance inrospect of deposit mobilisation and advances -

particularly adv3.nces to priority sectors - by comparing 

his own figuros (rates, ratios, levels, etc.) with a similar 

set of branches (siailar in terms of the age of a branch and 

the po~ulation group to which it belongs) of "his own bank 

and of all banks in his own district. Si~ilar comparisons 

can also be made at higher levels and provision has been 

made for this purpose in the sche~e of cowputer output. 

Information System on Follow-up of Bank Credit 

3.10 Anotherirnportant development was the setting up by 

the Reserve Bank in July 1974 of .a Study Group to Fraoe 

Guidelines for Follow-up of Bank Crejit (orwha"t is popularly 

.known as the T:mdon COr.lDittee). The Study Group's work is 

qlosely linked with the information syste~useful both to 

thG banks and. thG~Reserve Bank. The teros of reference gave 

a pointed direction to the COLlIJittee to suggest tho type of 

operational data ani other inforl"Jation that could. be obtained 

by banks period:l.cally fro;::). borrowers an 1 by the Reserve Bank 

from the lend.ing bmiks; to"IJake recor:r::wn:lat.ions for 

obtaining forecasts froD borrowers of their (a) business 

production plans and (b) credit needs; and to Bake suggestions 

for prescribing norms for differont industries and to 

i~dicate the broad criteria for deviating from these norms. 

It was also observed in the inaugural 8eeting of the 

COrJrJittee that tho informs.tion systeLl which providoj the 

basis of cOOmunication between the borrower, the operating 

agency of the banks, the bank's heaj office and tho 

Reserve Bank, "Should be so devisel that it took care of 
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the. objective of credit supervision and also·icproved the 

responsiveness of the banking syste~ to policy changes 

introducej from time to time"~ 

3.11 The Study Group conf ined its attention to working 
• capital finance as distinct from project finance and its 

recommendations on the subJect of information system were 

necessarily related to the proper end-use of funds. For 

the first tL"ae, information system and operational aspects 

of credit. management have been brought together. Another 

point of interest is that the recommended information system 

is in the nature of a '~onitoring' system rather than a set 

of statistical returns. It is intended to give more 

frequent (quarterly) data on a uniform basis for assessing 

certain aspects of credit:0perations of the borrowers in 

relation to their ·sales~costs, inventory norms, funds flow 

. pOSition, etc. Coopilat'i.on of these data is not specifica.lly 

suggested but it has been left to the Reserve Bank to consider 

what data it should call for to See that the information 

systec works. Coopilatidp of this' information, now likely 

to becooe available on a uniform basis in all banks, would 

yield a rich store of meaningful data which can be analysed 

industry-wise, and ·to the extent possible region-wise. 

Recomoendations to this effect are, therefore, QB.de in the 

proposals set out in this report. 

3.12 The basis of the inforoation systen reconmended by 

the COrJoittee rests on (1) a·Quarterly Operating stateoent 

(QOS) Forms I & II, (2) annual plan and (3) half-yearly 

proforea balance sheet and profit and loss account. The 

system is proposed for all borrowers with an aggregate limit 

of Rs.1 crore and above. The QOS asks for data on sales, 

cost of sales, profits, current assets and current liabilities 

in Foro I, and on sources and uses of funds in ForI.1 IL ' "The 

figures to be reported are in terus of the previous quarter's 
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estioates and actuals, and the current quarter's estimates. 

The two forus taken together are expected to yield certain 
.". . ~. 

operational and financial ratioswhi-ch can be judged against 

noros thereof. The' deviations of estiraates froe actuals 

can be studied and reasons for wide divergence analysed. 

The annual plan stateLlent is ·expected to give inforcation for· 

not only the past year but also the proj'ectedbalance sheet, 

funds flow and the operational plan for the next year. This 

has to be suboitted with the a'pplication for f~esh licits. 

or renewal. Against this plan, . .quarterly perfor:-lance and 

budgeting have to be assessed. 

3.13 The Reserve Bank has already t&ken action on these 

recormendations and has asked the banks to institute a 

syste::J. of reco:lOendcd QOS for:")s 'as well as annual plan forns. 

Units with a total linit of Rs.1 crore and above are b.ei~g 
. ." ,'; 

covered. This work is being handled in the Depart:"Jent :of. 

B8.n.king Operations and Developuent of the Reserve Bank and, a 

Conriittee of Direction has been set up in this Depart:"Jentto 

oversee the working:' of this infor::lation systew. However, the 

systeJ is yet to take firD ~oots- to becooe a tool of credit 

planning. 

CAS Reporting Syste'J. 

3.14 So far as the operati,9nal aspects are concerned, the 

Reserve 'Bank relies nain~y on the Credit Authorisation Sche:Je 

(CAS), for which infor48.ti on has to be supplied by the lending 

bank to the Reserve Bank in a prescribed set of foros for 

larger borrowers. Once the lini t s are authorised, .no further 

infornation at regular intervals is being called for by the 

Reserve Bank except when the borrower seeks enhancer:lent. Also, 

~ QOS inforoation systeo is operative within the lending 

banks, and at the operational level in the case of large 

ac~ounts, no regular periodic inforrlation on sales ,costs, 

funds 'flow etc. is obtained and analys·ed by the Reserve Bank 

to build up the industry.level credit.planning. Regular 

sub':1issidn of infornation in the CAS for.ls on an annual basis, 
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the six-conthly Credit Inforcation Systec return and collection 

of'~ata ~ubnitted under the.QOS foros woUld go a long way to 

stabilise the information systec in the Reserve Bank and 

enrich the data base for analytical and policy for~ulation 

and review .tJ1l!POSGs. It would be possible to generate 

industry-wise cODpilations based on these QOS and annual 

data and cocpare the perfornance of any individual large 

borrower against the total industry-wise data-sets.­

Nores of inventory and receivables as well as other 
, 

i~portant aspects relating to individual borrowers could 

be cocpared. The idea should be not only to analyse 

the past but also to predict the future. 

Monitoring Priority Sectors 

3.15 The National Credit Cou~cil - an'inp9rtant 

outcooe of t:Q.e schene of social control over bankf3· ... 

defined the priority sector for the first tiDe for developuent 

of agriculture, snaIl scale industries and other 'hitherto 

neglected sectors'. For monitoring the perfornance of banks 

in the' fulfilwent of socio-acononicobjectives, the Reserve 

Bank through the Departuent of. Banking Ope rat ions and 

D8velo~~ent (DEOD), bogan to call periodical reports fron 

banks, giving their advances position, as regards the stipulated 

categories of borrowers. In course of ti~o, with the 

inclusion of data on the Village Adoption Schewe, Farners 

Service CooPerative Societies', the Half-a-:lillion Job 

Prograune, the DIR Schene etc., infornation requirenents 

further increased. The introduction of the Lead Bank Schene 

added a newdi~ension. Following the recocrmendations of the 

Reserve Bank Study groups on the working of the Lead.Bank 

Scheme, a half-yearly state~ent is req~ired to be sub~~tted 

by banks to the Reserve Bank, giving districtwise details 

as regards the ioplementation of the·Schene. The proforcae 

prepared by the Ministry of Finance also strive to attain the 

'saiJle ~urpose with the objective' of keeping the district and 

state authorities informed 2bout the progress in i:.1pl03Dentation 
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of the Lead Bank Scheme, distriotwise. 

Signals for Sick Units 

,. .16 Of late, considerable stress is laid on evolving 

a system of 'signals' which would give advance indication 

of a unit turning sick. In respect of an already sick 

unit or irregular accounts, information should be such 

as to ascertain at frequent int:ervals whether the Unit 

is benefiting from special lirJlits sanctioned or special 

treatment given'to it with a view to nursing it so that 

it reaches viability in as short a time as possible. 

The QOS system for monitoring data and a more careful 

scrutiny of the monthly stocks statements should provide 

with sufficient frequency, information to the banks for 

large sick units. No doubt, some qualit.at~v~";datar"egard­

ing the quality of management, the state of . machinery, 
~~ . 

&1::J. i:e 'Ue content, r:Jarket sentiments, etc. have to be 

separately obtained. An analysis of QOS data should also 

throw light on the question whether a particular large 

unit is likely to turn sick. In vi,ew of "this, it is 

of utmost i~portance that apart from individual banks 

keeping track of sick or potentially sick units, the 

Reserve Bank itself should build up sufficient data files 

on individual large units - and particularly the sick or 

"the" likely sick ones - by collecting information through 

QOSforms and the CAS forms annually as also from term 

lending institutions. Handling of large sick units on a 

continuous basis cannot be left to lending banks alone. 

It requires an inter-institutional coordination systec. 

Specific suggestions 

3.17 Having brought up-to-date the various stages of 

data development, it is possible to go on to the task of" 

pres-cr.ibing what t~e BMIS should be and how it should be 

operated. The inforoation needs" of t he banking industry 

have "to be studied against three relevant characteristics: 

(l)volurle of data, (2) timing, and (3) rel.iability.The 
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first factor becomes important so that banks are not burdened with 

the collection and processing of an unduly.large volume of data. 

Specific suggestions in this regard can be made as follows: 

(1) The National Level Steering Committee for MIS constituted 

in the Reserve Bank should be activised. The Commi~tee of 

Direction on Banking Statistics set uf for the purpose of 

implementation should also be activised. We understand that the 

Committee. has. taken up the work of organising Task Forces, one in 

each bank, which should go into the information system for 

individual banks. This work too should be spee1ed up. 

(2) As a first step, the Task Force in the bank should 

organise a workshop to rationalise and streamline the internal 

reporting system. Participants in the workshop should be drawn 

from the cross section~of~_'thehst~f ~Agents~asagers from 

smaller and bigger branches, Regional Managers, .' conce~ned 

.functional heads from the Central Office. as alsoinvite.e~ 
the Implementation Committee. The workshop should be p¢0288:ed: 

by a thorough homework, which among other things, should systemac­

tically list down all internal returns, the authorities which are 

calling them, their frequency, the purposes for which they are 

called for, as also the scope for dropping, modifying or 

changing such returns, reading of selected literature, etc. The 

Committee understands that similar work done in a few banks has 

resulted in curtailing the work load on branches to a significant 

extent. For this, training programmes organised in banks will 

have to be revamped. 

(3) It is a common experience that priority sect~r returns 

have grown both in number and complexity. ~rther, many of the 

ad hoc returns called for' at th~ Central Office also relate to 

these sectors. It is advisable to introduce a Master Statement in 

respect of each of the activities such as· agriculture, amall­

scale industry, and other small borrowers. The data contained 
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in this Master Statement couid be 8etf~ed from different 
;' 

angles at the Central Office aDd the re~uired statements 

to be submitted to the Reserve Bank or the Ministry of 
• 

]'inance without calling for fresh returns. It is better 

to resort to computer for processing data for different 

purposes. Simultaneously, the acco'l,lntmg sy~tem. at the 

branch level in res~ectof such advances Should be so 

organised that the required data should just flow as by­

products. 

(4) Different authorities ask for differe~t ~es 

of data. There is hardly any co-ordination or cross 

checking. It is essential to centralise the data base 

in th~ Economic and Statistics Department of a bank. 

Except with rega;I:'.g. to specialised types of information, 
: '; 

it is this DePartment which should ask for, collect and. 

compile all· the information in the bank. It should be 

ensured· that in banks wher~ sucll, departmefitsare not well 

organised, the task shoulq.:be taken up on a priority basis 

The·fU>ecialised departments, having made use of the data 

they have collected directly, should p ass on the information 

to the central pool. A . similar arrangement should also be 

made at the regional level and the Statistics Dep·,artment at 

the region . should obtain a clearance from the central Economi 

~d Statistics Department before introducing new returns. It 
... 

is necessary to bring about a fair measure of uniformity in 

the returns oalled for by the regional offices within a bank • 
. ,. 

(5) A wide variety of machines for data processing is 

be·:Lngman.ufactured in the country. Every bank should draw 

a programme of mechanisation for a period of· about three 

yeaXs. However, while re sorting to· mechani sation, they have 

to ensure the immediate absorption of the displaced labour 

and also provide the technical training facilities to the 

staff capable of taking advantage of, SUCh, new development s. 



III - 13 

(6) The Economic ana. Statistics Departments,should 

not be satisfied with the ~re calling of the inforoation, 

compiling it and submitting t.o ei ther the Reserve Bank 

or the Ministry of Finance. It should analyse the data 

either processed by the department or made available 

to it as a feedback by the Reserve Bank of India from 

the policy angle and forward important findings to the 

concerned operating heads in each functional area for 

necessary follow-up action. In c!any of the banks, the 

inforuation flow at present is a one-way traffic. This 

oust change. Depending upon the interest at the branch 

and the regional uffice, the information processed o~ 

analysed at the Central Office should be passed on down 

the line. 

(7) If data are to have any oeaning, they should 

be r:ladeavailable in time for any worthwhile use. It 

is icportant to distinguish data for monitoring which 

are needej for ioaediate purposes and data required for 

long-term planning and development purposes. The perio­

dicities of submiSSion' of returns should be so arranged 

that the Dore ioportant data particularly those needed 

for wonitoring, are available at ~ore frequent and tinely 

intervals. Often a great <.leal of energy and money are 

spent and considerable time is wasted in getting accurate 

figures on 100 per cent basis where all this accuracy 

may not be necessary. Depending on the data needed and tir 

and resources available, sampling methods can be used, so 

that a known ~argin of errors can be stated. 

Objectives of BMIS 

3.18 Keeping the above considerations in mind, one may 

mention the following broad objectives on the lines of the 

Banking Co~ission·Report which the BMIS is intended to 

serve : 
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For the Banking Sect' 

i) To GnsurefroD t ioe to tioG. that 

requireoGnts- prescribed by the law 

relating to banking are satisfi-ed; 

ii) to ensure satisfactory inpleoentation 

of the monetary and credit ,policy; 

iii) to ensure a high level of operational 

efficiency; and 

iV) to provide inforjDtion to the general 

public regarding the working of the 

banking sector. 

For the Reserve Bank of India 

i) Manageoent, regulation, effective control 

and supervision over the ;'lonetary and 

credit systeo, including debt ~~nageoent; 

ii)',"]anage;'Jent of the foreign exchange r,esources; 

iii) n.eeting the special needs in respect of 

analytical, policy-oriented studies; 

iv) inforriing the interested public about 

the progress of the banking industry; and 

v) in the context of an integr2ted data 

structure, evolving a feedback systeo 

of the pr.ocessed inforwation in the fora 

of oeaningful tables to the banks and 

their branches. 

Data Base in a Dank, 

3.19 The COo:.:Jittee has gone in detail into the vnrious 

foros of inforQation being collected by the Reserve Bank 

at present fro~J banks and reco::nends the building up of a 

Bank Manage.J.ent Infor:.1ation Systen. (BMIS ) with the following 

data base : 

- The statutory returns sub!:litted by banks 

to the Reserve Bank 

- The BSR set of returns 
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- The return prescribed for credit info.roation 

sche::le (six-:::tonthly) 

- Weekly return on the sectoral deploY':lent 

of credit prescribed for nonitoring the 

Credit Budgets of ba~ks. 

- The ::1onthly return on advance pr.acribed 

recen~ly for large accounts and a wonthly 

return on deposits and credit· 

- The QOS and annual state~ents to follow-up 
LLJ,f.- , 

the endl.9:L credi t 

- The set of return prescribed for the CAS 
(to be :Jade a regular ann11al set of returns) 

- The sot of financial and other ratios, their 

frequency distribution, means, medians and 

1st and 3rd quartiles conpiled on the basis 

of the selected sanple of public li3ited and 

private li~ited conpanies 

- Co~pany profiles for large borrowers 

on the basis of each coopany's balance 

sheet 3.nd annua:l accoUnts, the current 

statewents and QOS and the 'CAS returns. 

This will serve as data bank jn respect of 

large borrowers 

- Other necessary environclGnt3.l data forBMIS 

The objective of quick oonitoring can be wet 

through the \'leekly rjturn on credit, the rJonthly 

returns on deposits and crelit a.s well as the processed 

data relating 'to l3.rge borrowal accounts. The Reserve 

Bank should get copies of the quarterly QOS dati 

through the banks and the processed data'aay be used-for 

loni toring. 

3.21 The data can. also provide advance signals in 

respect of developing sickness in large individual 

units ancl help keep constant watch over units already 

gone sick. QOS and annual statewcnts will enable the 
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banks to conpute ratios of invent.ories and receivables 

which can be cOLlpared with the· norcs set in respect 

thereof - industry by industrY; TheQOS will·throw 

considerable,light on the seasqnality- of thev'lrious 

ratios 3nd estL:ntos. 

3.22 The ~bove infor~at~on systeo should provide tabulations 

at branch, district, State and ,all-India levels 'in respect of 

deposits, advances, re'.:li ttances and other services. Infor::Jat ion 

with regard to'ite:.:lS on which special eiJphasis is being laid 

now, should also be derivable fro~ the above set of returns and 

whatever changes in coding systel:l( as suggested later) or ::linor 

changes.in the foroats of the BSR are necessary to obtain such 

infornation, should be ~J.ade after a detailed exaLlination. 

Opportunity should also be taken to streawline the flow of data 
. "f' 

in resf)ectof advances as' reflected in the BSR-1 Parts A & B, 

the Credit Inforoation Scherae return, the weakly and '.:Jonthly 

returns now prescribed by the Credit Planning Cell, data 

collected by the Credit Guarantee Organisation, the Credit 

Guar:J.ntee Cor 'poi-at ion , etc., so that duplication, if any, 

Day bo ~lioinated. Apart froo this, the inforoation collected 

at different geographical and sectoral levels will also be 

provided •. 

3.23 As regards operational efficiency, the BMIS should first 

provide a feedback right upto the branch level so that each 

branch has a cooparative picture of its own operations vis-a-
, . 

vis operational ~agnitudes ani rates anl ratios at district, 

State, all-In::lia levels for other si::lilar branches of its own. 

bank and all such branches of all banks. For weak branches, 

such cooparisons should prove to be a spur to better progress. 

Measures for the Reserve Bank 

3.24 The Steering Cormittee on MIS should atteopt to bring 

about uniforoity in various terns and concepts as also oethods 

of classification used by various ;::8'pnrtnents/organisation of 

the Reserve Bank. Further, the reference 'lates for calling 

the inforoation shoulJ also be unifor!:l. The C-;)I:Lli ttee of 

Direction shoul:l be entrusted with the job. 
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3.25 There should be better co-ordination in the Res~rve· 

Bank.to b3.ck up the EMIS. To this end, inter-d.epart::lental 

9.rrange~ents will have to be streawline:1. Whatever organi­

sational strengthening is necessary in the Reserve. Bank and 

in the head offices and rogional offices of the coo~ercial 

banks for the effective irJpleoentation of the BMIS should 

be done without any loss of time. 

3.26 Now that the credit budget is done on a quarterly basis 

and banks have acquirel SO::le experience in hanJling the BSR, 

it. nay be possible for inlividual banks, if they deen it 

necessary to change the 'frequency fron half-yearly to quarterly. 

However, for the system as a whole, such.a change !lay take 
. . 

s oue tioe. The BSR throws up important data which could be 

put to various uses for control, planning and inforoation. 

3.21 Under Section 42 of the Reserve Bank of India Act, 

banks are required to subillit every Friday a statenent indicat­

ing iaportant iteos of assets and liabilities. It is learnt 

that the cost of ~."'cti~ these da.ta by ::leans of telcgrao/ 

telex froljl a larg~&anches spread far and wide in the country 

.is quite heavy. Further, nany nuaber of the branches are not 

able to sub~it this stateoent within tho prescribed period. 

As a result, in such cases, figures ar~ to be repeated in view 

of the statutory obligation to file the return within five days. 

The Cocoittee is of the vi8w that this stateoent, instead of 

being called on avery Frid!J.Y, should be called on the second 

and last Fridays of every ·."lonth. This would reduce the work­

load as well as the cost of branches, i;:)prove the tioely 

subnission anJ also ensure accuracy of data. In l~king this 

reco~endation the Coooittee is also aware of the fact that 

30ney supply and other statcoents in the Reserve Bank's Weekly 
: . ' 

coocercial roport Qay have to be nade fortnightly, instead of 

weekly as at present. However, the Co~ittee feels that oore 

accurate ~d reliable data are better than the data whose 

base is weak. 
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3.28 In order that identification of parties 3.nd 

processing of d~~a are f~cilitated, it is impcrative that 

banks should begin to appreciate the need for giving 

Code NUi.:lbers at least to large borrowers, to.different 

types .'Jf sectors or segnents to which credit flows or from 

which deposits :lore received. Banks have alre3.dy e.xporter/ 

ioporter Code Nuwbers, which systCtl has facilitated the 

processing of foreign exchange receipts and payments data 

and carrying out ~atching exercises.betweenregiOnS~UPli­
cate and triplicate CR forms. The Res0rvo Bank has also 

evolved uniform branch codes which have been instituted 

successfully and which can be further used on cheques and 

other documents 3.S well. The Incooe-tax departoent has 

also codes of their assessees (although these are not 

being used for processing or crosslinkage purposes). Tioe 

has now cooe to cake a beg~ning with the uniform code 

numbers for large borrowers which are oainly private 

corporations or 'public sector undertakings. Since large 

borrowers are only about five thousand in nu::lber, the task 

should not be difficult. Also, since they have accounts in 

a nuober of banks, it is necessary to have inforoation on 

tap about tho total outstanding b3.Ilk credi t according to 

types of facilities sanctioned. .The uniform code of large 

borrowers woulJ facilitate rlonitoring and coopilation of 

data in the rtesorve Bank through QOS and annual stateoents. 

Since large accounts are generally confined to larger branches, 

the latter should not find it difficult to adopt coding for 

large borrowers • 
• 4 .L : .. :. -

3.29 The large borrowers Qay be suitably defined an~ a 

beginning may perhaps be oade with those having total working 

capital (including deoanJ loans) liJ:lits of Rs.1 crore or norc 
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or with total term loans of ~. 25 lakhs or more. Later on, 

these limits could be lowered to bring in more nu~ber of 

borrowers in the" net of coding system. 

3.30 So far as s!~ll borrowers are concerned, it needs 

to be exa~ined whether those with limits of~. 10,000 or 

less can be correctly identified with a detailed classifi­

cation of priority sectors. It also appears that the data 

regarding advances oade to weaker sections of society cannot 

be aggregated even in BSR 1 Part B. The subject devised 

under the general classification of weaker sections will 

also have to be acco~~odated in the coding or classificatory 

syster::t. 

3.31 If the measures recommended above are implemented 

the BMIS would be given a good start and a sound foundation 

would have been laid on which future developments. in the 

inforcation system can take place. 



CIL.a.PTER IV 

CRITERa F<R EV..liJ~TIQN OF PERFCRMANCE 

.4. , Banks are no longer guided by a UleZ'e profit 

consideration as was the case prior to nationalisation 

or even under the sccial centrol schene. They are 

increasingly called upon to shoulder developrental and 

social responsibilities "Thich inevitably lead to somewhat 

lower rates of return in the initial stage. In other 

words, profit has to be tenpered with se'cial purpose. 

How to bring about a healthy balance be~{een the two is 

a question engaging the'-attcnticn of the Reserve Bank, 

the Governnent and the bankers. 

4.2 The discussion on the subject has thrown up certain 

basic considerations. It is agreed on all hands that banks 

Basic 
Considerations 

should make enough profit to 

cover "their costs, pronotional 

expenses, build up a sound 

capital base and pay a reasonable dividend ~o the exchequer 

on the share capital held by tile Governnent. Banks being 

business organisations, profit should continue to remain the 

basic consideration. At no tine their operations Should 

result in a loss and act as a drag on tile Government revenue. 

The promoticnal activities which they are being called upon 

to undertake should net partake the nature of subsidy 

or grants which are the privileges of the Gc>vernnent only. 

The social investoents which they oake today in the rural 

branch expansion, in the diversification of credit in 

favour of snaIl borrowers and in the developoent of backward 

areas should turn into econonic investr,ents tomorrow or 
# 

day after and start paying reasonable returns. It would 

not be in the interest of.either the banking industry 

or th~ ·economy to allow social investments to degenerate 

into economic losses. The essence of credit is that it 

is used productively. Thus, in the process, like the 
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qualitr of mercy, credit helps both, the borrowers and the 

lende~. The credit once taken has to be repaid but in , 
doing so the borrower has been able to generate s06e surplus 

with him. It needs- to be emphasised here that the instrument 

of credit in our context has tc be "Yielded pcsitively and 

not passively. The past experience has Bh(i)wn~thart~61?edit 

followed developIxmt. .There are oncu"2Sh oxpcrinents in world 

of banking to suggest tha t· crodi t shculd lo~.d developnent. 

This is the essence of change in the; relo of credit in recent 

years. To perfcru this role, the banks should be strong and 

healthy. To the extent·. they are able to naintain scund health I 

their ability to undertake p,roI:lotional responsibilities would 

be all'the greater. 

4.3 Any atteEpt to evolve appropriate criteria for the 

assessment of perforQance of banks will have to take the 

Composite Index -
Problems 

above considerations 

in view while striking 

a balance between econonic viability and social benefit. 

4.4 The concept of a cooposite index of operational 

efficiency and profitability has been developed in this 
I 

chapter based on certain indicators which will represent the 

various aspects cf performance of banks. Such an irrlex does 

not have the felicity and smoothness of index nucbers of 

prices and production. The difficulty stnrts '\.ITi th the 

meaning attached to the tern 'Operational efficiency'. 

This difficulty can'be compared to that which one encounters 

in defining the tern capacity of an industrial unit when one 

attempts to construct the index of capacity utilisation. 

Added to this is the problen of choosing appropriate indicator! 

of operational efficiency. The se indica tors Dust be rele vant 

and quantifiable. It is no use having ethereal indicators 

for which it nay not be possible to collect data. Also, 

the choice of incicators is usuallJr a highly subjective 



one and the expert knowledge of the subject.is necessar~. 

Inasouch as experts also differ anong themselves, any chosen 

set of indicators is bound to evoke criticisn of one sort 

or another. 

4.5 The set of indicators chosen for the present study 

is given in Annexure A. It may be seen froD there that the 

indicators have boenbroadly grouped under three heads 

(X) - Operational efficiency - Prcc.uctivi ty, (l) - Operational 

efficiency v!i th regnrd to the social objectives stipulated 

froD tine to tirle and (Z) l'rofito.cility. The nain considera-

tions governing the choice of indica~rs under Group 1 are 

that banking being a highly labour intensive industry, the 

general perfornance of banks will be to a large extent 

reflected in the efficiency with which cash and Dan-power 

are managed. Labour productivity has been depicted in terns 

of both physical and monetary oeasures. The ratio of deposits 

to cash balances is taken as a broad indicator of the 

efficiency in cnsh ~an~geoent. Besides, mention ~y also be 

made of an index of the size of overheads in relation to 

working funds which has been included under Group Jt.. 

4.6 CODing to social objectives, the performance of banks 

into two distinct directions has been taken note of. In the 

first place, the penetration of banks into rural and seoi-urbc'1.n 
, 

cel?-tres is r0presented in terns of feur indicatoIS designed 

for this purpcse. The other set of fiVe indicators pertains 

to the sectoral (or functional) asp.ect. of credit deployp1ent 

to different priority sectors such as agriculture, small 

acale industries and others. Here, emphasis is laid on credit 

to sI!lall borrowers in the agricultural sector::Lnvolving 

anounts less than RS.10,OOO/-. All the indicators appearing 

under group ~ are by and large conventional measures of 

costs or profitability. 
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4.7 Admittedly, operational efficiency is a very wide terr 

and more groups could perhaps be thought of. For instance, 

customer service is one group which could be considered for 

inclusion in the index. The probleo is about data. Some 

proxy indicators (or surrogates) which in turn ~an be 

expressed in quantitative terms can be considered for 

inclusion. 

4.8 An important point about the choice of indicators 

ne'eds to be noted. The set of indica tors listed in Annexure 
'; 

'A' does not represent 'either the fi~st or the last choice. 

In a way they are the final outcome of a series of experi­

mental runs with many more indicators each of which satisfies 

the broad analytical considerations referred to earlier and 

hence becomes eligible for inclusion. However, their 

collective performance is yet another important aspect and 

viewed thus,'sooeindicators h~d to be dropped or replaced 

while a fe~T others ~'Tere combined or modified otherwise. It 

may be useful to briefly state some of the significant 

changes effected in this context. Deposits and advances 

per em.ployee 1<Tere considered as two separate indicators 

to start with but clubbed together into a sin{sle index largely 

based on perforo8nce. A physical measure of productivity, 

nanely, nur.,ber of d eposi t accounts per employee was not 

considered in the initial stages but was included later in 

the group. Another indicator measuring the spread between 

interest earned and interest paid to working funds was also 

tried but it failed to sufficiently discriminate between 

banks. Though the ratio of export credit to total advances 

was once taken as a separate indicator, subsequently it was 

found to be redundant in tho presenco of indi~tors r81atin~ 

to total priority secto~ advances as well as such advances 

to agricul ture, stlall scale inclustries and others. The 

ratio of bad debts written off to net earnings was also 

thought of as a worthwhile adcl,i tion to the list but in view 
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of the 'small and erratic nature of the magnitudes reported 

it was not feasible to iriclude the sa~e in the finally 

chosen set. An indicator which may be considered appropri~te 

today may cease to be so in future. For instance, if places 

become saturated with branches, the ratio relating to the 

increase in branches in rural and semi-urban areas to the 

increase in total number of branches becomes irrelevant in 
. 

~easuring the progress of operational efficiency. ltthen the 

variation in an indicator is likely to come to an end for 

one reason or Mother, that indicator be comes obsolete and 

the search for other appropriate indicators has to begin. 

Also, a new' indica tor which becomes relevo.nt on grounds of 

policy or other considerations has to be inserted provided 

data also become ave.ilable for that indica tor. Thus, the 

set of indicators once fixed does not become sacrosanct for 

all time. It is suggested that an appropriate set of 

indicotors may be considered keeping in view the various 

points outlined above. 

4.9 Data for the chosen set of indicators are taken from 

official sources such as Basic Statistical RetUrns, 

St~.,. tisticnl Table s Relating' to Banks in India and related 

publications. An exhaustive list of the sources of data 

used and. the concepts and definitions of various items taken 

are given in .il..nnexure IB'. It may be seen therefrom that the 

data pertain generally to tho period 1969 to 1975. In the 

case of indicators under group 'B', however, information 

is avp-ilable only from 1973 and these have been made use of. 

4.10 Given the basic data needed, there are at least two 

methods of measuring the indicators for eacli of the public 

sector banks included in1he study •. As per the first method, 

the measure~ent is by way of marginal or incremental ratios 

worked out for the period chosen. For the other method, the 
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average ratios computed for the terninal year of the study 

period, say 1975, constitute tho matrix of observations, 

4.11 Tho two methods of measurement suggestod above have 

thoir own merits and limitations.· \ihereas the average 

ratios represent the levels attain~1, incicator-wise, the 

incremental ratios reflect the dirocticns and related 

lagni tudes of change in each of, the. selected indicators 

during a given period. For this reason the former may be 

said to be: ccmparativoly static and the latter is termed 

dynamic. Frem the point of view cf stability, the average 

ratio is at times preferred particularly when either the dat~ 

used. repro sent flows such as profits, net earnings, etc., 

which are more volatile or where time intervals involved 

are relatively Short. However, in the present case 

incremental ratios are particularly relevant since they 

indicate the specific achieveoent during a period 

.subsequent to nationalisation and hence· they also show the 

degree of attainment of the objectiv~s for which nationalisa-
, 

tien was brought about. To the extent that the incremental 

data. are not available for the entire period '~969-75 but 

only for the morc recent.period 1972 or 1973 to 1975, banks 

which had brought about greater degree of achievement in the 

oarlier years of na tiona lisat ion of 1 4 banks and then slowed 

down would be unduly under-ranked. This cannot be helped 

since data on changes for the earlier period are not 

available. In tho present study both the methods have 

been made use of. 

4.12 . Even \~Thon indica tors are chosen and the apprepria te 

method of measuretwnt is decided, the problem of adding them 

up through \freighting diagram remains. The appropriate 

procedure is to determine weights of individual indicators 

according to' their individual contribution to operational 

efficiency. . This is one of the most difficult parts of the 
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whole exercise. In the case of a consumer price index, 
"-

one knows or atleast determines the weights which logically 

should be in proportion to the household expenditure on 

items which generally go into the basket of consumption. 

In the indu,strial production index the l<reights are proportional 

to the value added by the industrial items. Suchan 

obvious choice of weights is not possible in the case of 

the operational' efficiency index. 

4.13 Under tho above circumstances, there are only two 

possible approaches for ascertaining tho performance of 

individual banks.. They are (a) simplistic method of 

ranking and (b) ranking based on factor scores obtained 

by the factor analysis technique. In the first approach, 

equal weights are attached to indicators se that the 

composite index will be based on total scores obtained for 

.each of the banks. by adding their indicator-wise ranks 

Csee . stater:lents 1 and 2 fer indicator-wise ranks). The 

se.cond or the more sophisticated method makes use of the 

techniauG of Factor Analysis. Essentially the technique 

implies reselYing the original set of nineteen selected 

indicators into a much smaller Ret of factors (generally 

one or two) which explain a substantial part of the total 

variance (say 70 to 80 per cent.) exhibited by all the 
I 

indicators. 

4.14 Tho crucial steps involved in adopting this technique 

are briefly as follows: To begin with the chesen indicators 

based on the observations in respect of the 15 public 

sector banks are standardised and the variance-covariance 

matrix of the standardised variates is obtained. The 

significant characterstic roots (or Eigen values) and their 

associated vectors representing the factor loadings are 

then derived. Factor scores assigned to each bank is 

calculated from the loadings in respect of the L 

significant characterstic root. The banks are finally 
ranked on tho basis of' factor scores ~VC'rked out. 
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4.15 In .the context of our present study, one more point 

requires m.ention.and that is about the application of the 

factor analysis technique tc each of tke sub-sets of 

ind ica tors (such as X. Y1, 'l2 and Z) rather than to the 

whole -set- of nineteen indicators. The· rationale in so doing 

is tl'To-fold.. F'irstly, among the banks under study, there 

exists an inverse relationship betweon operatinnal efficieny 

'wi th respect to prcductivi ty and their grading with regard 

to social objectives. Thus, banks scoring higher ranks 

. according to the forme are fou.nd in the lower rung in terms 

of the latter. A similar situation'is also encountered even 

within the set of indicators for social objectives so that 

it would be more appropriate to sort them into two distinct 

sub-sets, namely, one depicting the penetration 9f banks into 

rural and semi-urban areas (i.e. geographical penet~tion) 

and another to take note of.the deployment of credit to 

priority sectors (sectoral penetration). Under the circum­

:st·ances, tho pooling of all indicators may conceal the 

substantial cegree of divergence that scoms to exist among 

the fcur·groups, X, Yt. Y2 and z. Applying the factor 

analy.sis .to these groups to get a 'cornposi te index also 

does not seem feasible. A second and perh~ps more important 

consideratinn is the problem of interpretation of the 

factors. in terms of operational characterstics of banks. 

Incidentally, tho splitting intc sub-sets also enables one 

to hfl.ve sufficient number of obse'rva tions in relation tc the 

number of variables (or indicators). From a technical angle 

therefore, it seens more appropriate to consider these four 

groups of efficiency indicators separately rather than talking 

in terms of acomposi te index. Ho~·rever, if ('ne does need 

ranking based on the efficiency rnnking of each of these 

four groups, one possible course of action may be to combine 
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these group rankings by giving equal weightage. So long as 

conventional measures of operational efficiency and those 

based on social objectives do not move in harm9ny, such a 

crude method may have to be used. This has also been 

attcm~teQ and thG results are presented later in Table 3. 

In short, the foregoing cculd be sutlmE:',rised thus. 

There is no sUch thing as a single operational efficiency of 

banks. It has many facets vrhich arc ccmplementary as '\vell 

as substitutive. The emphasis laid on each will also keep 

on changing wi th referencE: to time. Te: attempt reducing them 

into one dimension will be devoid of content and may, at 

times, be misleading too. As such, a discussion on the 

four aspects (X, Y1 , Y2 and Z,) is preferred tc the intcrpretatior 

in terms of the composite index although for the sake of,this 

exercise a composite index has been constructed by totalling 

the rankings. 

4.17 The results obtained from the simplistic approach and 

through the factor analysis technique are summarisee separatel~ 

for average and marginal ratios in Tables 1 and 2 respe ctivel~ 

"F'Cir""b, 'proper Et,ppreciation of the bank's performance, it is 

necessary to pay equal attention to not only the levels ' 

attained but also about the degree of attainment of growth 

as referred to earlier. This integrated picture of 

perf()~ance based on average and marginal ratios is brought 

out in the enclosed graphs drawn separately forgraups X, 

Y1, Y2 and Z ~s well as for the composite set. 

4 •. 18 The graphs indicate that there is a close association 

between the ranks given to banks based on average ratios and 

those obtained on the marginal basis of measurement. This is 

clearly shown. by the cluster of points (OOnks) around the 

line of equality of ranks assigned to each of the banks 

using both the methods of neasurenent. The farther is a 
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point (bank) from the origin, farther the bank goes down ~. 

the scale of efficiency. Similarly if a point departs signi­

ficantly from the line, it points out to the degree of dis­

cordance between the ranks obtained by both the methods. 

Points above the line indicate comparatively better ~erformance 

in terms of average ratios whereas those below the line have 

relatively done weli in marginal terms. It will be useful 

to bear the foregoing re~arks in mind while reading the graphs 

attached • 
•.•• 1 

4.19 To see the effect of aggregation over the groups in the 

process of arriving at the composits index, it would be 

necessary to classify the banks into a smaller number of 

groups (say three) namely , above average '(Gr~up I Y, average 

(Group II) and below avel6ge (Group III). The broad picture 

arising therefrom is presented below: The banks are indicatedby 

numericals 1 to 15. 

Group I -
above 
~erage 

Group II -
average 

Produc­
tivity 

1 
2 

3 
4 
5 

6 

7 
8 

9 
10 

Group III - 1'1 
below average 

12 

13 
14 
15 

Efficiency Ip~ex 

Profita­
bility 

9 
4 
6 

13 
2 

3 
14 
12 
11 
10 

1 

7 
8 

15 

5 

Spatial 

14 
1 

5 
15 
13 

9 
7 

11 
10 

2 

3 
4 
8 

12 
6 

Sectoral Composite 

9 9 
12 13 
13 2 
10 14 

3 1 

14 4 
6 3-
2 6 

1 5 10 

4 5 

11 11 
1 7 
7 8 

5 12 
8 15 
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4.20 The inferences/recommendations based on the study 

nay be now summarised as follows: 

(i) An assessment of operational efficiency at a more 

disnggregated ~nc1 homogeneous level of groups seems more 
\ 

realistic anc meaningful than evclvingan efficiency measure 

at the everall level which is highly amorphous. 

(ii) The apprcach adopted has shewn its usefulness in 

measuring the relative success achieved by.banks generally 

during 1969-75 in regard to the diverse aspects in which the 

term operational efficiency is defined cr viewed in the 

exercise·. 

(iii) Banks could periodically assess their own performance 

vis-a-vis other main competing banks using this apprcach. No 

definite pericdicity could be prescribed since the timing of 

and the period for such appraisal will be te a large extent 

dictated by the ph~nomena measured and the time required 

tor the policies initiated to hnve its full inpact felt 

at the operational level. 

(iv) The study attempted here is to be understocd 

us experinentnl in nature and therefcre the results are 

provisional. How'ever, c0:rJsic1ere:. "ble sccpe exist s for 

enlarging its cC'ntent thrrugh the itontification of 

additional inc'. ica tors that arc crucial to the epera tiona 

of banks and the generathm of rcli~lble data for their 

measurement. The degree of SUCCG ss attained in so doing 

evidently rests cn the initiativo .::nd drive cf individual 

banks. 

AP/ 



ANNEX URE 'A ' 

Selected Indicators of Operational Efficiency 
and Profitability of Banks 

x. Operational efficiency (general) 

1. (Advanc es + Deposi ts) per employee 
2. Number of deposit accounts per employee 
3. Total income per employee 
4. Net income per employee 
5. Ratio of working funds to establishment expenses 
6. Ratio of deposi ts to c'ash balance 

Operatianal_E;!fficien'£y with respect to so cial 
objecti~- spa~ 

1. Proportion of rural 2nd. semi-urban branches to 
the total branche s 

2. Ratio of rural and sUli-'.A.rban branch d~posits 
to total deposits 

3. Ratio of saving and term deposits in rural and semi­
urban areas to total saving and term deposits 

4. Rati 0 of Number of accounts of saving and term deposits 
in rural and semi-urban areas to total number of 
accounts of saving and term depos~ts 

QJLer a t ional e ffi ci ency wi th re sp ec t to so ci al 
objectives - sectoral 

5. Ratio of 
6. Ratio of 

advances 
7. Ratio of 

advances 
8. Ratio of 

advElllc es 

advances to priority sectors to total advances 
agricultural advances (direct) to total 

advances to small s cal e industries to total 

advances to other priority sectors to total 

9. Ratio of agricultural advances (direct less than 
Rs 10000/- to 10 tal agri cul tural advances. 

z. Profitability 

1. 
2. 
3. 
4. 

Ratio of investment income to Net Income 
Ratio of net profi ts to Net Income 
Ratio of Net Income to working funds 
Ratio of Net Income to establishment expenses 

Note: Wherever possible the indicators are 
based on the data for th~ period 1969-75; 
however the indicators in respect of 
social objectives (sectoral) pertain to 
1973-75 since the requisite data are 
available only for this period. 



~XURE IBI 

Ba~ic concepts and sources of data used 

1. Aggregate Deposits 
( Total Deposi ts ) 

2. Total Number of 
Employees 

3. Total. Income 

4. Net Income 

5. Wor king FW1~ 

6. Establishment 
Expenses 

These data have been taken from B.S.R. 
output. The amount is in rupees 
thousands. Total Deposits cover both 
demand and time deposits. Data are 
taken for June 1969 and June 1974. 

The data pertain to the years ended 
December 1969 and December 1974. It 
is taken from A2 Return, and relate to 
all staff employed for the bank as a 
whole including foreign offices. 

: Total income is taken from ~ Return. 
The figures pertain to the years ended 
December 1969 and 1974. Total income 
represents earnings of the bank by way 
of interest, discount, dividend, 
commission and exchange, on loans and 
advance-s, bills purchased and discoW1ted~ 
investments, plus recoveries on assets 
previously wri tten down and gains from 
other revaluation of or sales of 
assets; plus other sources (Commission 
of L/Cs, Bills for colI ec tian, T. Ts. 
and D.Ds. sold, other service charges 
and other income). 

: This is taken from A2 Return. This 
represents total income minus interest 
paid on deposits and borrowings for 
the years ended December~969 and 
December 1974. The amount is in 
Rupees thousands. 

: It represents paid-up capital, reserves 
and deposits. The figures are taken 
from balance -she ets of the Banks for 
the years end ed December 1969 and 
December 1974. The amount is in 
Rupees thousands. 

: Thcge figures are taken from ~ Return 
for the period December 1969 and 
December 1974 and cover expenditure 
incurred by the bank on salaries and 
allowances (including overtime allowan­
ces), contribution to provident/pension 
fund, medical and leave fare concessions 
Spe ci al payments au ch as ~onus or ex­
gratia p~yments and travelling allowan­
ces are not -L~cluded. 



7, ,Cash Balance 

8. Total number of 
branches 

9. Rural and Semi~· 
Urban Eranc ... :g. 
De120sits 

10. Total advances 

11. Agricultural 
advances 
{direcn 

--

12. Other 12rioritx 
sectors advances 

: .' Cash Bal'ance include cash in hand wi th 

· · 

· · 

bank, end cash balances kept with tile RBI, . 

SBI and others. These outstanding figures 

are taken as on June 1969 and June 1974. 

The cash balance ratio is the ratio of 

cash balances to aggregate deposits and 

are in Rupees thousands. 

It includes, rural, semi-urban, urban and 

metropolitan branches. Da'ta are taken from 

the records in Branch J.Jicens~ng Section of 

the DBOD and are as on 30th JUhe1969 and 

30th June 1975. 

Deposits mobilised in Rural -aild : Semi-urban , 
areas are coil ected as on June. 30 , 1969 and 

June 30, ,1975. 'fhe data are taken from 

BSR ou tput. 

To'tal advances include (i) total of loans, 

cash credits'and overdrafts in India 

(ii) foreign bills purchased and discounted 

in India, (iii) inland bills' ,purchased and 

discounted in India. Dues from the Banks 

are excluded. Data are collected from BSR 

outpu~ and from DBOD weekly registers for 

the period June 1969 and June 1974 and are 

in Rupees thousands. 

It is the total amount outstanding as on 

30.6.1972 and 3O.6.l975. The data are 

collected from B.P.Section of DBOD. The 

data for 1969 are not available either 

Bank-wis e or classified into dire,ct and 
.' indirect finance. 

The amount outstanding as on the last 

Friday of June 1972 and 1975 are taken. 

It is in Rupe.es thousands. The data are 

collected from B.P.Section of DBOD. The 

data for 1969 are not' available Bank-wise. 

Advances to other priority sectors include 

advances made to re tail trade'rs; small 

busine ss-men, profession.9J. and self employed 

persons, and advances to educational 
horH "'~-



• 13. Agri cuI tural 
advances (direct 
in the category 
of less than 
Rs 10,000/-) 

14. Advances to small 
2.£.ale industrie.s 

15. Savings and 
term deposit s 
in rural and 
semi-urban 
areas 

16. Net profit 

17. Investm_ent 
income 

L8. No.of deposit 
accounts 

. . 

3. 

These data on both the number of accounts 

cmd to't al amount are colI ected from BSR 

and Credit Planning Cell. The amount is 

in Rupees thousands. Total agricultural 
advance is taken for June 1973 and 

December 1975. 

These data are for the years June 1973 and 
December 1975 9 and are collected from IFD. 
They are in Rupees thousands. 

J!'or savings dep osi t s and for term d eposi ts 
in the data relating to rural and semi­
urban are combined together for the yeara 
December 1973 and JU:~e 1975, respectively. 

Similarly for calculating~atio total 
savings and tot al term dep osi ts for the 
years December 1973 and June 1975 are 
taken. The amount is in Rupees ·thousands. 
BSR is the source. 

Net profit is taken from A2 Return. It is 
for the period December 1969, and l)e'cember 

1974. It is the differences between the 

total income and total expenses. Total 
expenses include interest paid 9 commission, 

brokerage paid, estsblishment expe~ses, 
other working expenses, dues on lend, 
building, municipal taxes etc. It excludes 
taxes on profits. Depre'ciation written off 

and loss incur~ed on sale of assets, and 
bad debts written off are included. , 
~his refers to income received by the 
Commercial B2nks on th8ir investments in 
different securities. Data are taken from 
the Special Returns called for from Banks. 
It ref ers to the ye ars end ed December 
1969 an d December 1974. 

This ref ers to the tot al. numb er of 
deposi t::; account s maintained wi th the 
Banks as at the end of March 1970 and 
December 1974 and data are taken from 
BSR. 



ANNEXURE r C ' 

A NOTE ON FACTOR ANALYSIS 

The main object of factor analysis is to represent the 

given set of observations in terms of a smaller number of 

underlying orthogonal factors or hypothetical variable~, 

which convey all the es'sential information of the original 

set of variables. 

The simplest model.. that can be formulated is the linear 

modei. Suppose n tests are performed on N individuals. Then 

the model will be :-

Zoo 
J~ '= Fl ; + a.J02 F2 0 + ------- + ao F 0 

~ ~ In nl 
• 

i - 1,2 ----~---, N and j - 1,2 --------, n. 

There Zoo - Statistical score of the ith individual 
J~ 

for the jth test. 

Fpi - Value of the pth factor for thei th individual 

a 0 0 - Factor loadings. 
J~ 

Dropping the subscript i, the model becomes 

j = 1,2, --- n 

Or in matrix notation 

Z = AF where Z = ~ Zl n A = ~ all a I F = ~ Fl ~ 
~ ~ ~ In ~ ~ ~ 
n A2 ~ ~ 0,21 a ~ G F2 ~ 

~ ! ~ 
2n ~ ~ ~ Gnl a I o Zn ~ ~ nn n Fn ~ 

The aim is to estimate the ,factor loadings as well as 

the factors. 

Mainly the re are two me thods to find out the factor 

loadings. They are (i) Principal Component Method and 

(ii) Varimax Method and since the former is used, the 

rationale behind this method is explained below. 
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Let V p be the cont ri bu ti on of variance due to the 

p th factor Fp 

Now Z .. a jl Fli + a j 2 F2i + -------- + a jn Fn1 Jl. 

• ;Z .. 2 a.o2 ~Flo2 • • "_. Jl. = Jl. .~- l. + 
a-0

22 ~" F2 0 2 +a. 2 -;:- Fm" 02 
J" .'- l. + _... In -

-y-- --r- N 

+ 2 lao. a J
o2 > Flo 

I Jl. '-. l. F2l.°+ --- +a.o a 0
3 / Fl' F3l.° + "Jl. J - l. 

Bu t F. 0 isS. N. ( 0, 1) 
Jl. 

and Zji is S.N. (0, 1) 

~N~-

The terms on the right hand side representth€ portions of 

the unit variance of Zj ascribabl"e to the respective 

factors e.g. a jp2 is the contribution of the factor Fp 

'to the variance of Z j. The total contribution of Fp to 

the variance of all the variables is given by 

+------- + a" 2 np " 

Further if rjk is the correlation between Zj an 

n 
~f~l p-

a. 
~p 

• Here the problem is to maximis e •• 

v -1 - + ------- + an1 2 

n 
Subject to the above condition r jk = a. 

JP 

consider the function 

n n n 
T = VI + -.,. j .• Ok '0 , a jp ~p L.- ""--

J, 
i ,.<--

j-l k-l I p-l 

r Ok '" 
J : 

~ _.-.' 
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Where l..t jk(j, k = 1,2 •• · ••••• n) are Lagrange 

Multipliers. Differe~tiating T with respect to a. 
JP 

and setting the derivative equal to zero and then 

simplifying we get, 
~. n 
>1 

P 
a .. 

Jl. +- - I;' . . J 
f;;l k 

= o 

where Ip = 1 when p = 1 

= 0 when p ;1': '1 

Multiplying this equation by 8. ji 2:l1d summing over j 

we get 

"~l 

(' 

But'lp a .. 
Jl. 

and let 

,'~ '. 
• ',-1 ., .. ~ 

00 p 

P 

+ 

n , 
L 
j=l 

n 
.~ a .. 2 /_. 

j=l Jl. 

n 
<:~. V jk .,. 
'- .. 
k=l 

a j12 = 

n 

E- ~l 
k=l 

n n 
+ ". ~ P jk a .. ~p k- ~-. 

.j=l k=l Jl.. 

n 

~p = 0 -" ,..- i-'- j n .. ~ 

" . k Jl. 
j=l 

.A 

~p 
=' 0 

= 

= 0 

-

Again multiplYL~g this equation by a jp and summing over 
-

n 
aji'~ - ~. akl rjk = 0 

~ 

k=l 

This equ<.:tion is true for each value of j=1,2' 0.00 •••• n 
\ 

• • 

• 

o 

• 

o 

• 

= 

'l'he necessary and sufficient condition for this 

sys tem to have a non-trivial solution is :.-

~ 1 

p, 

o 
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· ..... · . . . .. r1n 
J 

I 

) ...... · . · · · . · r 2 ; n· 

rnl r n2 ••••••..•..• (1 - J\,) 

, 
or (R - / I) = 0 

This is a characteristic equation of degree n. 
, ;. 

,\2, ......... n be its characteristic roots 

with corresponding characteristics vectars 

Ql' Q2' ---------- Qn 

Let .Ai be the larges t roo t ond 

'-<"21 ••••••• ~nl) be the corresponding 

characteristic v,ector. Then the estimates of 

a .. = 
Jl. 

j=l, 2· •.••• 0) can be given as 

-.7\Ji i ... \ 

( 2 /2 
11 + '21 + . . . . . . . . +.;.1.. .2 

ill 
) 

Thus factor loadings of Fl can be determined. 

Similarly factor loadings of F2 , which will accoWlt 

for a maximum of the residual varionce, can be found 

out. In mathematical terms we have to maximise 

+ ••••••••. 

= a j2 ~2 + ....... a jn ~n 

Proc eeding exac tly in the same way as be fore we can 

estimate the second factor loadings. 

1J2 

ln the same way, all factor loadings can be estimated 

from the origin~ correlation rna trix R. 

Out of n factors we choose those factors which are 
significant in explaining the total variance. A factor P is 

called significent if corresponding characteristic root • 
. ;\P :~. 1 
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1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

,13 

14 
15 

vkra. 

Statement - 1: Rankins of Public 5ector Banks with respect to Profitapillty and Qp"~rational Efficiency 
AlIer~gr.>Pr-~io 1975"' 

----.---.-~ ------ -- -- ---- ----- --
Operational Efficiency Operational lfficiency 

(Productivity) __ (Spatial) 
Social Obj ectives 
, ______ ~(~S_e~ct~ral ____ _ 

i. YI Y2 
---------------------------- --------------, 

1. 2. 3. 4. 5. 6. 1. 2. 3· 4. 1. 2. ). 4. 5. 

Profitability (Average) 

z 

1. 2. ). 4. --.---- --- -.---- ------- --
1 

3 

7 

8 

4 
2 

6 

5 

12 

11 

10 

9 

14 

15 
1) 

6" 

8 

4' 

7 

5 
1) 

11 

10 

14 

2 

12 

3 

1 

15 

9 

3' 

2 

7 

5 

8 

1 

4 
10 

11 

6 

9 

12 

13 

14 
15 

3 

1 

6 

4 

13 

2 

10 

12 

5 

7 

9 

14 

11 

:-:.8 

15 

2 

14 

6 

4 

3 
1 

7 

11 

12 

10 

13 

5 

9 

8 

15 

~ , 

15 

6 

10 

5 

7 

12 

4 
11 

9 

1 

3 

14 
13 
8 

2 

12 

11 

14· 

6 

13 

8 

15 

7 

9 

5 
10 

J 

1 

"",4 
------------------.---------------

1 

8; 

1 

7 

4"j 

15 

6 

14 

12 

11 

9 

10 

3 

2 

·5 

1 

7 

13 

14 
j 

15 

6 

12 

9 

11 

8 

10' 

4 

2 

5 

4 
12 

6 

13 

5 

15 

8 

14 
"7 

3 

10 

II 

2 

.1 

9 

14 

9 

5 

6 

13 

8 

11 

15 

1 

4 

12 

3 

2 

10 

7 

12 

8 

2 

7 

15 
10 

11 

14 

1 

3 

6 

5 

4 

9 

13 

11 

3 

6 

10 

14 
9 

1) 

15 

2 

4 

12 

1 

5 

7' 

3 

15 

12 

7 

) 

8 

10 

9 

11 

4 

6 

13 

2 

1 

14 
5 

15 

13 

) 

2 

1 

11 

14 

12 

8 

4 

5 

9 

7 

10 

6 

14 

7 

9 

3 

15 
8 

12 

I) 

1 

5 

4 
11 

2 

6 

10 

8 

3 

5 

2 

12 

1 

1) 

14 

4 

9 

11 

10 

6 

7 

15 

1 

11 

10 

14 

3 

9 

6 

4 

13 

8 

7 

5 

15 

12 

2 

3 

7 

6 

2 

12 
1 

13 

14 

4 

11 

8 

9 

10 

5 

15 
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f!TATEi'<tE:Nr~ RANKING OF PUBLIC S~TOR BANKS WITH RESPECT TO PROFITAlnLIT·~ AND OPtmATIONil.L EFFICIENCY 
(Msrginal Ratio) 

------ ---._-- ---- ------ -- ---- ----
Operational Efficiency 

(Producti vi ty) 
Operational Efficiency 

(Spatial) 
Social O-;jectives Profitability (Harf5inal) 

(Sectorcg) --- --.--
, 

.I>. 

1. 2. 3· 4. 5. , 
0- 7. 

Yl 

8. 9. 
Y2 z 

10. 11. 12. 13. :14. 15. 16. 17. 18. 19. --- --~-- ---- - --_."- ---- ----- -- - ._- ---- --- --- -.----
1 

2 

3 

4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14-

15 

1 

3 

n 
6 

2 

7 

4 

5 

10 

11 

9 

14 

15 

12 

13 

1 

8 

4 
11 

3 

15 

9 

6 

13 

5 

10 

7 

2 

:14 

12 

1 

:2 

10 

6 

9 

5 

3 

7 

8 

12 

4 

14 

15 

11 

13 

1 

2 

9 

5 

13 

7 

6 

10 

4 

11 

3 

14 

12 

8 

15 

1 

6 

2 

4 

3 

5 

12 

I] 

8 

11 

14 

10 

9 

7 

15 

4 

15 

5 

10 

2 

7 

12 

6 

11 

8 

1 

3 

14 
13 

9 

3 

9 

12 

11 

6 

7 

2 

10 

5 

13 

4· 

15 

14 
B 

1 

1 2 

9 11 

14 14 

6 13 

2 4 
13 15 

3 9 

10 7 

15 3 

12 8 

7· 10 

11 12 

5· . 5 

4 1 

8 6 

12 11 

15 10 

5 8 

13 13 

6 14 

14 6 

9 9 

8 15 

2 1 

3 2 

10 12 

11- 3 

4 4 
1 5 

7 ·~7 

9 

12 

2 

11 

13 

8 

10 

15 

1 

3 

6 

5 

7 

4 

14 

8 

3 

10 

15 

13 

6 

11 

14 
1 

4 
·12 

9 

7 

5 

2 

12 

8 

7 

5 

13 

4 

9 

14 

3 

6 

i1 

1 

2 

10 

15 

13 

10 

1 

3 

4 

8 

11· 

15 

12 

2 

6 

9 

5 

7 

14 

13 

5 

11 

7 

15 

6 

14-
12 

1 

8 

2 

3 

4 

9 

10 

9 

5 

3 
1 

12 

2 

14 

13 

4 
10 

11 

6 

7 

8 

15 

1 

14 
7 

12 

2 

9 

5 

3 

13 

8 

6 

10 

15 

11 

4-

4 
7 

5 

2 

12 

3 

14 

13 

1 

11 

8 

10 

9 

6 

15 
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J...t1.J..).1J.cJ • " ....... 
RANKING OF PUBLIC SECTOR BAN".tC3 WITH ,RESPECT TO PROFITABILITY AND OPERATIONAL EFFICIENCY 

AVERAGE'RATIOS 

--- ----- ---, -
Y1 - (Social Objective- Y2 - (Social Objective- Z - (Profitability) 

Spatial) Sectoral) 
(6) (4) _ (5) , (4), 

a b ab a b a' b 

x - (Productivity) 

Score - RaIiIC- Bcore Rank Score Rank Score· Ir"an~ BCOre- R8rik Score Rank Score Ra~ SCore RaDk----- -- -- -- -- ---- ---- --.-..;.-
1 
2 
3 

,4-
5 
6 
7 
8 
9 

10 
11 
12 
13 
14 
15 

17 
43 
36 
38 
38 
26 
50 
52 
65 
45 
54 
46 
62 

73 
75 

( 1) 
( 6) 
( 3) 

!
4. 5) 
4.5) 

19~ 
(13 
( 7 

~1~~ 
12) 
14) 
15) 

Factor Loading Matrix 

Eigenvalue" 
Percentage variation 

explained 

95.26 
78.74 
56.55, 
61 .. 46 
55.39 

113.87 
54.'24 
43.49 
37.36 
38.94 
36.91 
27.88 
16.34 
26.84 
6.75 

( 2) 
'( 3) 
. ( 5) 
'( 4) 
.( 6) 

.~ ~5 
.~ ,~). " 

. 10) 

. 9) 

~~2~ 

m~ 
0.9037 

-0.1925 
0.9406 
0.7832 
0.6396 
0.1783 
2.7928 

46.55% 

a - Ranking based .on ordin~y, scores. 

LR 

9 
33 
43 
47~ 
24\ 
59 
'28 
5'3 
37 
~3b 
29 
46-
1'6 

6 
29 

( 2) 
C 9)' 
( 11) 
( '13) 

!
( 1i~ 
, 15), 

~,6~~~ 12} 

, ~~: 
(6.5)' 

99.61 
,35.94 
31.43 
20T09 
73.78 
~9.62 
54.46, 
1}1.59 
3:8.11 
43.53 
45.50 
31.95 
87.64 

121.80 
64.19 

0.8986 
0.9219 

0.9381 

0.9001 
3.3483, 

83.71% 

( 2) 
10) 

121 13 
4 

15 
6 

nl ~1~ 
~ ~~ 
( 5) 

67 
50 
23 
28 
51 
48 
58 
67 
16 
21 
48 
20 
19 
50 
34 

(14.5) 

~
(10.§~ 

1~~ 
81~~ 
14'~5 

8·1~ 
10,,5) 

( ,7) 

9.'93 
38.97 
73 .. 04 
62.-34 
20.92 
38.12 
21.35 
-3.09 
93.73 
75.24 
33.33 
97.63 
94·93 
42.29 
51.29 

0.97'38 
0.8264' 

0~8781. 
0.7494 
0.3382 
3.0782 

61.56% 

(14) 
( 9) 
> 5) 

c 1~~) (10 
( 12 

~
( 1§) 

4) 

1~~ 
( 2) 
( 8) 
(, -7) 

26 
28 
30 
21 
42 
19 
44 
45 
22 
33 
30 
35 
33 
30 
42 

( 4) 

~ .~~ 
2) 

12' Q5 

~~)l 3 
9~5 

7 
11 

C 9.5) 
C 7) 
(1,2.5) 

73.51 
33.81 
3.6.77 
10.60 
84.56 
1'9.42 
76.,25 
8~.44 
9·12 

46.83 
50.88 
60.65 
30.75 
31.51 
99.91 

,0.8355 
'-0.7845 

.... 0.8023 

-0.9085 
2.7827 

S9.57% 

>,11 ) 

C' ~~ 
> 2) 
(13) 

(1~~ 

!
(;~~ 

1~l 
4) 

f:1~§5 

b'= Ranking based'·on standard scores (mean 50" and st~dard devl.at:Lon 10) tor 
. first factor according to prinCipal component method. 



TABLE -'2: RANKING OF PUBLIC SECTOR BAWLS WITH RESPECT .TO PROFITABILITY A~ OPERATIONAL EFFICIENCY 

MARGINAL RATIOS 

-- ---------- ---------- ---
---"-- --- -----~- --- ------

x ~ (froductivity) Yl (~ocial ubjectives Y2 (Social Object.ives - Z - (Profi~bil~ty) 
Bank ,Spatial) Sectora 1) 

(6) (4) (5 ) (4) -- - -- --a _____ b __ . ______ a ______ b a b a _ __ b ____ --- -----"-- .--- -
Score Hank Score Rank Score rtank S..::ore Rank Score Rank 0core Rank Score Rank Score Ran~ -----"-- -- - "--- ----- --'-- -------- -----

1 • 9 ( l' 189.57 ( 1) 18 ( 2.5) 71.61 ( 2 ) 53 (12.5) 40.59 ( 8 ) 27 ( 5.5) 75·44 (11) , 
2 J6 ( 3) 62.52 ( 2) 44 ( 12) 35.30 (11 ) 43 ( 8 ) 40 .35 ( 9 ) 31 ( 8) 27.73' {" L,J 
3 38 ( 4) 52.38 ( 4) 45 ( 13) 30.63 ( 13) 27 ( 4.5), 68.77 ( 5 ) 26 ( 4) J6 .15 ( 6) 
4 42- ( 6) 47.54 ( 5) 43 ( 11) 33.54 (12 ) 47 ( 9.5) 25.0 (13 ) 22 ( 3) 19.55' ( 2) 
5 32 ( 2) 58.90 ( 3) 18 ( 2.5) 69·C ( 3 ) 57 ( 14 ) 16.10 (14 ) 41 (12.5) 90.59 (15) 
6 46 (7.5) 42·39 ( 7) .49 (14.5) 24.66 (14 ) 32 ( ? ) 59.91 ( 7 ) 20 ( 2) 23.51 ( 3) 
7 46 (7.5) I./J .86 ( 6) 23 ( 5) 56.41 ( 7 ) 50 ( 11 ) 36.53 (11 ) 47 ( 15) ~.82· (13) 
8 47 ( 9~ 41.71 ( 7-) 35 ( 9~ 43.63 ( 9 ) 73 ( 15 ) -3.-53 (15 ) 41 ( 12.5) 78.22 (12) <.5 

9 54 ( 10 34·89 ( 10) 25 ( 6) 59.44 ( 5 ) 18 ( 2, ) 913.77 ( 1) 19 ( 1) 13.03 ( 1) 
10 58 ( 11) 34.81 ( 11) 36 ( 10) 40.92 (10 ) 27 ( 1 ) 78.38 ( 4 ) 37 ( 11) 54·85 (10) 
11 41 ( 5) 41.31 ( 9) 31 ( 8) 49.35 ( 8 ) 47 ( 9.5) 38.22 (10 ) ·27 ( 5.5) 42.86 ( 9) 
12 62 ( 12) 30.08 ( 12) 49 ~14.5) 22.88 (15 -) Z7 ( 4.5) 30.02 ( 2 ) 29 ( 7) 39.34 ( 7) 
13 67 ( 14) 29.03 ( 13) 28 7) 57.91 ( 6 ) 25 ( 3) 79.15 ( 3 ) 35 ( '10) 31.94 ( 5) 
14 65 ( 13) 2f'.94 ( 14) 14 ( 1) 9}.56 ( 1 ) 31 ( 6) 61.69 ( 6 ) 34 ( 9) 40 .-29- ( 8) 
15 77 ( 15) 10.(6 ( 15) 22 ( 4) 60.cx) (4 ) 53 (12.:5) 35.15 (12 ) 44 ( 14) 88'.68 (14) 

-----" Factor Loading l'1atrix 0.9818 0.5189 0.%03 0.7370 
0.8867 0.6424 0.'-"\752 -0.7880 
0.%36 
0.9447 0.9474 0.6710 -0.8149 
0.54Q) 0.6627 
0.2818 0.5648 0.4302 -0.8908 

Eigenvalue 3.9428 1.8984 2.7624 2.6217 
Percenta~e variation 55.71% 47.46% 55.25% 65.54% 

explained 

a - Ranking based on ordinary scores b - ~anking based on standard scores for first factor according to princip6~ component 
m3thod (mesn 50 and, standard deviation 10) 



TABLE - 3: COMPOSITE INDEX OF OPE3ATIONAL EFFICIENCY OF PUBLIC SECTOR BANKS 

Ranks~asea-on-standard Scrores lillean~O-~standard deviation 10}-ror:rirs~factor accoraing-to 
P~ncipal component met~ 

AverageHatios - Ranks Total lianking MarglnaI Ratlos~anks Total Rarilnng 
Bank X Y1 Y2 Z 

lli;I.nks as per X Y1 Y2 
Z Ranks as per 

total total 
Ranks Ranks ---- ---- -------

1 2 2 14 11 29 7.5 1 2 8 11 22 2 

2 3 10 9 6 28 5 2 11 99 4 26 3 
3 5 12 5 7 29 7.5 4 13 5 6 28 5 
4 4 13 6 2 25 3 5 12 13 2 32 8 

5- 6 4 13 13 36 11 3 3 14 15 35 9.5 
6 1 15 10 3 29 7.5 7 14 7 3 31 7 
7 7 6 12 12 37 12 E 7 11 13 37 13 
8 8 14 15 14 51 15 8 9 15 12 44 14 

9 10 9 3 1 23 1.5 10 5 1 1 17 1 
10 9 8 4 8 29 7.5 11 10 4 10 35 9.5 
11 1~ 7 11 9 38 13 9 8 10 9 36 11.5 
12 12 11 1 10 34 10 12 15 2 7 36 11.5 
.13 14 3 2 4 23 1.5 13 6 3 5 27 4 
14 13 1 8 5 27 4 14 1 6 8 29 6 
15 15 5 7 15 42 14 15 4 12 14 45 15 
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Q....H.APTER V 

ANNUAL ACCOUNTS OF BANKS. STATUTORY AUDIT 
AND TAX. LAWS 

5.1 The Committee considered certain aspects relating to 

the existing format of the balance sheet and .pf'ofi t and loss 

accounts of the banks, pref'entation of annual accounts, the 

provisions relating to statutory audit of the annual accounts 

as al~o the existing legal provisions relating to taxation of 

the income of banks 0 In this, th e Commit tee had the benefit 

of the views of the banks as weil as a detailed report 

prepared by Shri Ramea~war Thakur covering the above aspects. 

These matters are dealt with in the following paragraphs. 

5.2 The balance sheet basically represents the sum total 

of the items of assets and liabilities of a bank systematically 

arranged under certain broad 
Annual. Accounts 
of Banks major heads for enabling 

shareholders, monetary/ 

governmental authorities and others to get_a true and_fair 

picture of the corporate body and its importance as an 

instrument in assessing the financial strength and .annual 

performance has been universally accepted. The format of the 

balance sheet for banks, prescribed in the III schedule to 

the Banking Regulation Act, represents an' adaptation of thE. 

form originally prescribed in the Compaliies Act, 1956 for 

companies in general.with modifications to bring it in 

conformity with the scheme of the Banking Regulation Act. 

Since 1949, considerable changes have taken place in the 

scope, perspective and objectives of banks and banking. 

These changes have been more rapid and conspicuous during 

the .. last few years which saw the nationalisation of the major 

banks. The nature and magnitude of these changes suggest that 

baSic assumptions and purposes which formed the basis for the 

existing format no longer hold good. This calls for a 

res tructuring of the format of the balance she et , it s design 

and manner of presentation so as to bring it in tune wi th 
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the role, functions and responsibilities of-the banks. In 

its format, scope' and presentation, the balance sheet etc. of 

banks in several countries has undergone changes and substantia 

refinements to keep pace with' the changed conditions in those 

countries. 

5.3 Before discussing the actual format of the balance sheet 

to be adopted by the banks, a !'ew general issues which ,have 

recently assumed importance need to be looked into : 

The first ,point c~cerns the cont~nts of the annual 

(or directors') reports of the banks which forms an integral 

part of the annual accounts. Though a few instructions have 

been issued occasionally on matters to be brought out in the 

report, particularly in respect of public sector banks, the 

Committee flnd that there is no uniformity in the actual 

presentation of the salient aspects of the working of each 

bank during the year under report. As such, an assessment of 

the comparative performance of banks is rendered difficult. 

The Committee, therefore, recommend that the Reserve Bank of 

India should lay out the actual skeleton of the annual report 

which should be followed by all banks. This should cover, 

inter alia, some highlights on the actual operating performance 
'. 

of the bank for the year as compared to the broad objectives 

set before it, future strategies of growth, branch expansion, 

particularly specifying the rural and semi-urban areas covered; 

extension of credit to priority sectors; cost of bank services; 

commentary on the human assets, their deployment and training, 

bank's fu tur e plans in this regard and any other topical 

issues. The form of annual report should be reviewed periodi­

£ally and changes effected therein as the situation may demand. 

This is to ensure that the standardisation is made flexible 

enough to accommodate changes which may take place in banking 

industry. The banks are, however, at liberty to add any 

pertinent information to highlight individual performances in 
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areas not covered by the standardised report. The banks 

could be advised to adopt the standardised form of annual 

report by means of administrative instructions from the 

Reserve Bank of India. 

The other point relates to t.he publication of the 

balance she et and the profit and loss account in full in 

accordance wi th the previsions contained in Section 31 o·f the 

Banking Regulation Act, 1949. There has been criticism that 

this exercise, apart from being expensive, hardly serves the 

purpose of publicity or as a document for the public to make 

critical asses~ment of the working/financial position of the 

banks. The Committee do not agree entirely with these argu­

ments. TheY,however, feel that the balance sheets as they 

are being published to-day look lengthy and complicated as 

they contain too many details and are not fully appreciated 

by the common man who has' no detailed knowledge of accounts. 

The Commi ttee suggest that only an abbreviated form of bal.ance 

sheet and profit and loss account need be published. This 

should also do towards statutory compliance, the relative 

provisions in the relevant enactments being amended, if 

necessary. The balance sheet including the profit ~d loss 

account as in Annexure 1 should, however, con tinue to be 

prepared by banks and filed with the Reserve Bank/Government 

Departments as per statutory requirements. 

The other aspect relates to the time-lag between the 

Signing of the balance ~eet and the year-end. Presently the 

time lag is unduly long. The need for prompt compilation of 

the balance sheet of banks cannot be overemphasised. Any 

undue delay defeats the very purpose for which these accounts 

are being drawn up. The main reason for the delay, apart 

from the delay in compilation and consolidation o.f the accounts 

of a le.rg~ number of branches, is the non-completion of the 

statutory. audi t by th~ statutory audi tors which again is 

attributed to the delay involved in branch audit. This 
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problem is becoming more and more acute with the continued 

branch expansion bv banks. This aspect has been discussed 

in detail later in the Chapter under 'AUDIT'. 

5.4 The Commiti;eeb.as given careful consideration to the 

issues discussed L.'1 paragraph 5 (2) & (3) above and have 

suggested a suitable proforma for the balance sheet and profit 

apd loss account,.which could be adopted by banks (vide 

Annexure). y. In devising the format, we have kept the 

following two main aspects in view: 

(i) uniformity in presentation of accounts to make for 

me aningful comparison as vv'ell as a rational pr esenta tion of 

important items of liabilities and assets. 

(ii) classificatian of income/expenditure in tune with the 

various activities which, by itself, V'.Quldmake for an 

analysis of the sources of income, profitability of individual 

ac ti vi t ie s , et c • 

A note has been appended to the format by way of 

explanation of the main changes from the existing format. 

5.5 The Committee note that it may be necessary to have 

a suitably modified format for the Regional Rural Banks who 

are expe cted to fo llow sir:lplified accounting procedures. In 

this context it is suggested that the existing prOVisions 

of the relevant Acts may b~ examined and, if necessary, 

suitable powers may be assumed by Reserve Bank/Government 

to vary the format for particular categories of banks. 

5.6 The Committee are aware that the format for annual 

accounts suggested by them may necessi tate certain changes 

in the existing accounting procedures followed by the banks 

particularly in regard to accounting of income and expenditure 

But they are of the opinion that this is ne cessary for the 

banks themselves to have sufficient data to· analyse the 

income and co st of each activi ty. 
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SECTION II - STATUTORY AUDI'r OF ANNUAL ACCOUNTS 

5.7 The statutory auditors' certificate vouching the 

financial statements as revealing a _true and fair view of I~ 

financial position of a bank is necessary for the continued 

trust of the shareholders/dep~sitors, etc. Banks have, of 

late, enlarged their operations substa."ltially both functionally 

and territorially. Their expansion has been unprecedented 

and the deposits mobilised from public are many tim~s their 

owned funds. liter the in trodu ction of social control over 

banks and subsequent nationalisation of the larger ones, banks 

have the added ,responsibility of channelising their resources 

towards socially desirable purposes apart from the usual 

commercial and other considerations normally attached to 

their operations. This adds a positive dimension (both 

qualitative and quantitative) to the responsibility of the 

auditors as weil. The responsibilities of banks are bound 

to increase from time to time in keeping with the aspirations 

of the nation, so also the task of the auditors. It is, 

therefore, desirable that the role of ~he auditors is examined 

with a view to making it more positive and meaningful, in 

the context of the anticipated growth-oriented policies 

to be pursu ed by th e banks in th e near as \vell as fores eeable 

future and in this connection to suggest such rationalisation! 

streamlining as may be considered necessary and desirable. 

5.8 (i) State Bank of India 

In the case of State Bank of India only the circle 

offices (presently nine) including the respective main 

Existing 
Arrangemen ts 

offices, are being audited 

by separate independe.n t external 

auditors. The other 3,000 odd 

branches are not being audited for the purpose of certifying 

the aIlllualaccounts, The external au di tors depend on returns/ 

certificates from the branch offices covering their various 

acti vit ie s. 
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(ii) Associate banks of SBI 

As for the associa~e banks, the statutory auditors 

audi t only th e Head Office and the mairi branch of the bank 

and certify the annual accounts. 

(iii) Nationalis~banks 

The banks continue to fo llow ga.'1 erally the pro cedure 

which was prevalent prior to their nationalisation and continue 

to employ two or more finis of auditors as their statutory 

auditors. It is the combined responsibility of these auditors 

to give the requisite professional certificate. To assist them 

many other auditors selected from the list maintained by the 

Central Goverruren t are appointed as "branch auditors". While 

the external auditors personally undertake audit of about 10% 

of the branches, 30% of the branches are audited by branch 

auditors; about 60% of the branctLes remain unaudited by the 

external auditors. 

(iv) Private sector banks 

In the case of these banks, the provisions of section 

288 of the Companies Act are applicable and all branches are 

to be compulsorily audited. However, th~ bigger banks with 

large number of branches have been allowed exemption under the 

Companies (Branch Audit) Exemption Rules for quite a number of 

their branches. These banks have also statutory and branch 

audi tors. 

It is evident from the above that no ~form procedure 

is being followed for audi t of 'banks. While the audi tors of 

all banks are obliged 9 more or less, to produce the same type 

of certificate, it is based 9 in the case of State Bank of India 

(with' over 3000 branches) on the audi ts carried out by the 

external. audi tors themselves of only the circle offices and 

the respective main offices, in respect of the associate banks 

(most of them having over 200 branches each) by auditing only 

their Main Offices, wi til regard to nationalised banks (having 

branches ranging between 500 and 1200 each) based on the audit 
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of 4O%';:.o-fbranches, the major portion of which are audited by 

othei-~f (branch auditors) and in the case of non-nationalised 

b'ankslth'e certificate is based on the audi tby statutory and 

brarich auditors of such branches as are not specifically 

exempted. Paradoxically it appears that bigger the bank the 

lesser is the audit coverage of branches. However, the 

certificate furnished by the auditors has been relied upon 

equally in all cases and carries equal weight. Further, the 

cost involved in conducting the audi t of a large number of 

branches of nationalised banks is also rather high ascompa~ed 

to .the expenses incurred by State Banknf' In-dia G~oup in 

this behalf. 

5.9 While the Committee concede that the external auditors 

in certifying the financial statements db· perform a useful 

role, they do not see any reason why different systems should 

be followed in respect of nationalised banks, private sector 

banks, the State Bank of India and the associate banks of the 

State Bank of India. Viewed from the utili ty:. ang~~, the 

existing elaborate external audi t of branches of banks does 

not seem to be necessary. Also, the cust of this operation 

is rather high, apart from being a time-consuming procedure, 

which in effect delays'the finalisation of the accounts a~d 

publication. '.fu8 BEl, since 1955, has been getting only its 

circle offices 8Udited and the associate banks of SBI only 

their Head Offices and main branches. Even then the quality 

of the certificate of their external audi tors and -the utility 

thereof have never been subject of criticism. 

Moreover, having been in existence for so many years 

now, most of the banks have substantially improved their own 

internal systems and procedures which have susta:j.ned them 

over long years without giving rise to much difficulties. 

Further, these are being reviewed. and are being subjected to 

modifications, rationalisa,tions, etc •. from time to time. As 

such the external audi tors' job is simplified to the extent 
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of ensuring that these systems ar~ being put into P~4ptice. 

T~refore, we feel that substantial reduction in the poverage 

of branch sudi t by external auditors is possible without 

affecting the qu.ality of their certificate. This will also 

be justified by t~e economy in cost achieved. Another specific 

advantage which may be gained immediately fro~ reduction in 

the coverage of bran ches by the external auditors is the 

avoiding of the delay in the finalising of the annual accounts 

which is generally attributed to the non-completion of branch 

audi t in time. 

5.10 The COmmittee, therefor.e, strongly feel that the system 

of audit of all categories of banks should be made uniform. 

They are of the view that the sys·tem of audi t for all banks 

should be on the lines of State Bank of India. However, some 

of the banks have yet to build-up an adequate internal inspec~io] 

machinery. As this may take so me time, the Commi tt ee would 

recommend that the systems of branoh audit by statutory/ 

branch auditors may be dispensed with in stages. 

National is ad Banks 

Stage No.1 (2 years) 

As against the present coverage of about 40% only, the 

following offices may be subjected to audit by external 

~ud:itors : 

(a) the Head Office, 

(b) the Regional/Zonal/Divisional Offices, and 

(c) 20% of the branches. 

(Branches should be so selected that those having advances of 

less than Ils 1 crore or wi th less than 0.5% of the advances 

are not subjected to sudi t, unless absolutely essential to 

cover the stipulated percentage). 

StiSe No.-2 (2 years) 

include 

The branches to be covered under this stage should 

(a) the Head Office, 

(b) Regional/Zonal/Divisional Offices; and 
(c) 10% of the branches. 
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(Branches should be so selected by the auditors that those 

with advances of less than Rs 5 crares .and/or with less than 

1% of the advances are not included unless the inclusion of 

smaller branches becomes essential to complete the coverage. 

Stage No~3 (2 years) 

The audit should cover only the Head Office; the 

Di visional/ Zonal/Regional Offic es and all main branches coming 

unaer each Division/Region/Zone. 

When 3rd stage is completed the audit work of all 

commercial banks will be more or less on par with those of 

the State Bank of India and the associate banks. 

5.11 The Committee also suggest that the larger private 

sector banks (having 200 branches or deposits of over ~ 50 

cro~es) could be exempted from the provisions of Section 288 

of the Companies Act, 1956, provided that the Reserve Bank is 

satisfied that the systems and procedures of these banks are 

satisfactory and that they possess 'a strong internal audit 

machinery. These banks can be treated on par with nationalised 

banks. The Committee would suggest that the Reserve Bank'may 

be empowered to gran t necessary exemption to banking companies 

under Section 228(5) of the Companies Act. 

5.12 With the progressive elimination of branch audit, the 

central statutory auditors will have to carry aut the audit 

of the branches from the returns submitted by them as at the 

end of each financial year. The Committee feel that a standard 

set of returns could be prescribed for the purpose. The 

standard returns may be so devis ed as to meet not only the 

purpose of audit but also provide the Head Office with a 

complete set of control returns. In other words, banks need 

not have to call for one set of returns for audit purposes and 

another for can trol purposes. A small group consis ting of 

aUditors,bank/representatives and nominees' of RBI may be 

entrusted with the task of devising the standard set of forms. 
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5.13 Another aspect which the Committee would like to stress 

is in regard to the format of the auditors' certificates to 

the Balance Sheet and Profit&: Loss account. At present, the 

protection available to the Statutory Auditors under Section 

227(5) of the Companies Act, 1956 regarding disclosure of 

certain matters has been made available to the Auditors of 

State Bank of India and its associates. Similar protection 

should be provided in, the case of nationalised banks/J'he 

Committee' understand that this question is under consideration. 

5.14 One of the important aspects of the Committees' 

recommendations is that the internal audit machinery should 

be as competent as possible. Towards this end, the Committee 

feel that an independent external. expert agency like recognised 

firms of auditors could, with advantage, be involved "in the 

checking of the working of the branches. This would be 

supplementary to the internal audit by the bank's own inspect­

ions. Such independent audit could be spread over the year. 

This would be introduced in 2 stages coinciding with the 

second and 3rd stages of UilX earlier suggestions of relaxing 

the territorial coverage of external audits. To begin with 

orLly 5ro of the medium-sized branches be allotted to the 

external agency on an experimental basis for a period of say 

3 years. These ,are to be taken up on any day convenient to 

"the external agency. During this experimental period the 

comparative cost escalation involved in this experiment 

vis-a-vis its usefulness can be assessed. If found worth­

while the same can be extended gradually to cover ~bout 20% 

of the branches annually. This experiment is not intended 

to supplant the existing internal audit machinery but only 

to supplement the same. 

A common ob jection which may surface against the 

drafting of an external agency for doing the internal auditor's 

job is the element of secrecy of the state of the customers 

accounts. If it is ensured that proper oath of secrecy 
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and undertakings are obtained from the auditors and if this 

is incorporated in the contract to be entered into by the 

bank, this may not pose any serious problems. 

5.15 The Oommittee' s reCommendations will have the effect 

of bringing out a complete change in the role hitherto played 

by the external auditors. From mere passive certifiers of 

annual accounts, the audi t is expected to play a very positive 

and useful role. For this purpose, the auditors, it is hoped, 

will develop the necessary expertise. 

5.16 

SECTION III TAX LAWS AND PROCEDURES AS 
APPLICABLE TO BANKS 

Since long banking industry has be'eri', clamouring for 

several tax relaxations and a number of suggestions have been 

put forth towards this end concerning the treatment of cer~ain 

types of income, incidence of taxation and other procedural 

rna tters. There has be en J for long, a continuous di alogue 

between the Indian Banks)Association, the Reserve Bank and the 

Government on several of these matters. It has been.argued 

that banking industry cannot be treated differently from other 

corporate trading/manufacturing bodies. This has probably been 

due to the lack of a proper appreciation of the special feature 

of the banking industry. Another problem facing the authorities 

has been the varied systems of accounting followed by different 

banks. 

Since the nationalisation of 14 major banks in 1969, 

the structure of the banking system has und~rgone a radical 

change. Ever increasing social responsibilities have been 

cast on banks in general and the public sector banks in 

particular. 'rhis has made them undertake several activities 

which strictly are not sufficiently remunerative. Further, 

substantial portion of the investments of the banks is in 

Government securities/securities of Government associated 

bodi es and a large arn~unt of advances is made to Government 

bodies/agencies or underta};:ings. A wajor part of the charges 
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levied by the banks is under direct control of the Reserve 

Bank of Indi a and I or Government and the banks are not in a 

posi ti. on to incrBase their earnings by way of enhanced interest 

rates or service charges. As such the banks' complaint that 

their profi tabili -W has been unduly squeezed is not unjustified. 

In the light of these, a review ·of the tax laws and procedures, 

so Iar as banks are concerned appears to be called for. 

5.17 One of the important suggestions received by the Committee 

is that banks may be allowed tax relief in respect of amounts 

Rel ief for amount 
tra:nsferred to 

. re'serves 

transferred from yearly income to 

reserves under statutory require­

men ts or under directions of ~ 

Res erve Bank of Indi a. The suggestion has be en made in the 

context of strengthening the capital base of the banks. The 

argument advanced is that the present system of taxation of 

bank's income leaves insufficient amount of profits after tax 

to augment the reserves to any substantial extent. The case for 

a strong capital base (i.e. capital plus free reserves) for 

banks ne eds no emphasis. This has long been a poin t of 

criticism against Indian banks. Foreign banks who also deal 

with the Indian banks h2ve often been found to complain that 

the capi tal base of Irdian banks is very thin and that they are 

wary about extending adequate credit limits. 

There are several criteria to decide the adequacy of 

capi tal funds of banks. The more common methOds adopted have 

been (i) capi tal funds vis-a-vis dep osi ts, (ii ) capital funds 

as a proportion of th~ risk assets and (iii) capital funds 

vis-a-vis investments in fixed assets. The Reserve Bank has 

been generally rel ating the capital funds to deposi ts. The 

norm prescribed by the Bank has been 6% of total deposits. 

As against this, because of the fast expansion of banks, the 

pres en t average of such funds has be en around 1% which is 

woefully low. One method of augmenting the capital funds is 

to increase the transfer from profits to reserves substantially. 



v - 13 

This will obviously be facilitated if banks are given tax 

relief in respe ct of amounts transferred to res erves from 

the yearly income. 

The aggregate amount transferred by the scheduled 
. 

commercial banks with deposits of over ~ 10 crores during the 

three yeaxs 1973 to 1975 has been of the order of ~ 6.74, 

~ 12.03 and Rs 16.25 crores respectively. The incidence of 

tax on these amounts would amount to ~ 3.88 crores, ~ 6.92 

crores and ~ 9.34 crores respectively. Full relief in taxation 

would have enabled the banks to transfer about ~ 20.14 crores 

more to reserves during the above period. Considering the 

responsibilities cast on the banks, in the context of national 

develoPQent, the Committee is of the view that it would be 

us~ful to strengthe,n the capital base of the bank even at the 

cost of the limited diminution in Government revenues. This j 

of course/will raise the issue of additional dividends being 

declared or ti1e amount being otherwise distributed by way of 

bonus shares, etc. by the private sector banks. This is 

unlikely to happen, as all these banks have to take the approval 

of the Reserve Bank of India before declaring a dividend on 

shares. And the Reserve Bank has not been in favour of issue 

of bonus shares of banks. The Reserve Bank could also be 

vested with statutory powers to regulate the dividend and 

issue of bonus shares by banks. Further, to ensure absolute 

safeguard and to encourage larger transfer to reserves, we 

suggest that a specific condition be stipulated before the 

relief is made available viZ., ~his relief will be available 

only to such of, the banks who transfer at least 40% of their 

disclosed profit to statutory reserves. We feel that this 

will encourage banks to transfer larger amounts to reserves. 

As regards foreign banks, they do not create any 

reserves in their Indian books from out of Indian profits. 

Thee e bnnks vvould, therefore, .not be eligible to the above 

benefi t. 
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5.18 Another oft-repeated suggestion relates to whether 

banks may be allowed tax relief in respect of amounts utilised 

Relief for provision for bad 
debts and depreci ation in 
investment 

to make usual 

and necessary 

provisions, such 

as pr ovisions for bad and doubtful debt s, depreciation in 

investments, etc. 

At present provision made by banks for bad and/or 

doubtful debt s is not allowed as a charge whil.e assessing their 

income. Bad debts are alloVled as a charge only when they are 

written off and the tax authorities are satisfied that all 

possible steps have be en taken to recover the dues wi thout 

success. This is possible only when banks have taken recourse, 

not only to the available securities, but also the personal 

assets of the borrowers and/or guarantors, etc. When the 

borrowers are declared insolvent or are in liquidation, the 

banks have to await the distribution of the realisation of the 

assets of the borrowers by the receivers/liquidators. While 

these proc eedings will ne cessarily be long drawn ou t, banks 

have to and d~ make adequate provision for such advances once 

the rela ti ve accounts become difficult of recovery. Pro vi sion 

for sucn advances is made by banks either at the instance of 

the statutory auditors or on an analysis made by the management 

itself of individual advances. The banks have, therefore, been 

asking for relief in respect of these provisions, if necessary, 

by treating banks as a separate category for the purpose as 

their main business is dealing in credits. The Committee feels 

that. the time is now ripe to accede to this request and is 

incline d to recor.rrnend that banks may be allowed to charge the 

amount of provision made for specific advances, which either 

in the judgenent of the management or that of the statutory 

audi tops have/will prove irrecoverable. The Corruni ttee notes 

in this connection that there is no loss of revenue but only 

in the timing of the incidence of taxation if this recommendation 
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is accepted. It will noT. be difficult to devise a suitable 

procedure to have a control over such provisions oy calling 

for annual statements supported by auditors' certificates, etc. 

As a measure of further control, the question of treating a 

percentage of the advances (to be fixed in consultation with 

the RBI) as allowable provision could also be considered. 

The COIllIilittee also considered the treatment of income 

by way of interest Qr discount credited to a suspense account. 

Either this interest may relate to debts which are difficult 

of recovery but which are considered fully realisable in due 

course or debts which are partly or wholly considered irrecover­

able. In either case the interest charged to the borrowers 

accounts is a notionnl income which is held in interest suspense 

accounts. The Income-tax Authori ties, however, it is stated, 

take this item into nccount for computing the tot al income, 

although from a strict point of view, tax can be l:evied only 

when the income has actually been earned during. the period. 

This procedure of taking the hypothetical lllcome needs review. 

The COQmittee is of the view that banks should be given the 

option of not charging in teres t on such advanCes or the reI ati v e 

interest income, if charged and kept in a suspense account, 

should be considered as prOVisions for doubtful debts and given 

the same treatment as suggested for provision for doubtful 

debts. The incurne, if and when earned, could be taken for tax 

purposes, during the relevant accounting year. 

As regards the request for relief for the amount provided 

to cover the depreciation in the value of investments it is 

normally argued that the major part of investments is in 

Government and other (approved) trustee securities. While in 

respect of investments in unapproved securities, banks have 

by law, to make adequate provisions from profits, in respect 

of investrnentsin approved s ecuri ties as well, banks endeavour 

to make adequate" provisions for depreciation in such investments 



by yearly allocations. It is understood that the tax autho-

rities treat such investments as stock-in-trade and permit bank 

to revalue the relative investments every year at current 

market rate or cost whichever is lower and claim relief for 

or offer for taxatiom the resultant loss or profits, provided 

the same practice is followed every year. The question which 

then arises is whether relief should be afforded to banks when 

they wri te off the depreci ation in investment s or make provi-

sions for a part of the depreciation. The Committee is of 

the view that oank"~ may be allowed rebate in respect of 

depreciation to the extent it is actually wri tten'off or 

provided for in the books. The Committee is of the further 

view that depreciation in respect of either assets like 

immovable properties, furni ture and fixtures" should also be 

allowed only if the relative depreciation is actually created 

and held in the books. 

5.19 As regards provision towards estimated exchange losses, 

it is the normally accepted accounting procenure followed by 

Relief for prov~s~ons 
towards estimated 
exchange losses--

all banks that necessary 

provisions are made in 

accounts at the end of year, 

after reviewing all the outstanding forward excllange contracts, 

correspondents' accounts, etc., in respect of the profits or 

losses arising on such transactions. While the prOVisions 

made towards estimated profits and credited to profit on 

exchange account in the profit and loss account is treated 

as taxable income and taxed, the proviSions made towards 

estimated exchange loss arising on such transactions in any 

particular year are not, however, allowed as deduction in 

compu ting the taxable income. The Income-tax Officer views 

this provision towards los s as only a "Contingent liability" 

and hence this is disallowed. As this stand places the bank 

in double disadvantage i.e., income is taxed and provision 

fo r loss is disallowed, suitable amendment to the Income-tax 

Act appears to be called for in this respect. 
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5.20 The provisions of the Income-tax Act; ,1961 require the 

commercial banks to pay the last instalment of the advance 

Advance Paymen t of 
Income-tax 

income tax by the 15th 

Dece~ber of the relative 

accounting year, and submit 

revised estimates of the income, in case of fluctuations from 

ttle original estimate. Practically, on all advances accounts 

as well as the deposits accounts, the calculation of interest 

chargeable/payable is calculated during the last days of 

December, taking into account, the operati~ns during the last 

·qusrter. The other difficulty in assessing the estimated 

incoLle by the stipulated date is on account of the delay in 

receiving data from the branche s spread allover the country, 

apart from the for eign branche s of some of the larger banks. 

Many of the provisions to be rIBde in respect of bad/ doubtful 

debts, retirement benefits, ex-gratia payments, etc., are 

possible only after assessing the actual liabilities. The 

tax laws, as they stand require the banks to pay heavy interest 

on the amount of difference between the actual liability and 

that estimated, in case the estimate is less, while the refunds 

for the excess tax paid, are long drawn processes. 

Commercial banks, therefore, may be allowed to subtnit 

estimates of chargeable incom~ and to make the last instalment 

of tax payment by the 15th Maroh of the following year, which 

would give them sufficient cushioning period. In the alter-

native, commercial banks may pay the quarterly instalment an 

the basis of the estimates of income for the previous quarter. 

The Government will however, continue to receive the revenue 

in the ~ame financ ial year, if the above proposal is given 

effect to. 

5.21 The recent amendment of Section 4(43) (A) which has 

come in force v~th effect from 1st June 1976 entitles the 

Deduction tax at 
source on banks' 
inves~ents 

Life Insurance Corporation 

to receive dividends in 

respect of any securities or shares owned by it, without 
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deduction of income tax at source. In"so far as the comme~cial 

banks are concerned although the tax authorities do treat such 

investments as sto ck-in-trade, this facili ty of receiving the 

gross dividends has not been extended to them. In this context, 

it is pertinent to state that banks are exempt from deducting 

tax at source on the amount of interest paid on their deposits. 

The Committee is of the opinion that similar treatment can be 

accorded to the interest, dividend, etc., the banks receive 

on their investment portfolio. This suggestion if accepted 

will reduce drastically the u1"Productive book work at the banks. 

The loss of receipt of such taxes deducted at source can 

easily be offset by advance tax the banks would be paying on 

their self assessed income. 

5.22 At present the trustees to the employees' provident 

fund in banks are required to file n return in Form 41 in 

Fron dent Fund 
Returns 

respect of each individual 

employee and this casts a 

heavy burden on the trustees. 

Effective control over the accounts can be exercised by requir-., 

ing the provident fund trustees to file their income returns, 

and carryinG out randOl;'. eX3L"lination of some of the individual 

accounts. To give relief to the trustees, it is worth consider-

ing the changu in the pro.edural aspect of furnishing the returns 

5.23 The provisions of Section 35B(1) (b) (iv) of the Income-

tax Act relating to export "market development allowance have 

been ex-tended to tile banks 

Exper.~es incurred by 
foreign branches of 
Indian Banks 

having foreign branches. 

Some of the major items 

of expenditure incurred by the foreign branches, like legal 

charges, entertainment expenses, proportionate share of head 

office, expenses, for sup::rvision, ~, bad debts written off, 

depreciation, foreign income tax, etc., are not admitted as 

deductible business expenditure for ta~ purposes. These items 
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could be allowed in full, without imposing any monetary 

ceiling, since they are essential for bUsiness development 

and sales promotion. 

The Committee also recommends that the depreciation 

on foreign made motor cars maintained by the branches of 

Indi an banks ab ro ad, be allowed for tax purp os es . 

5.24 Commercial banks, with a large number of foreign 

branches with substantia1 annual income, are affected in the 

Double Tax 
Relief 

matter of double tax ~elief 

since the Income-tax Denartment 

views it as a post-assessment 

matter. As the tax assessments of the foreign branches is 

completed normally much later .than the assessment in India, 

and the tax amount or income of the foreign brnnches being 

large, there is a considerable time lag bBfore the banks 

actually get the double-tax relief from the Indian tax authorit-

ies. The banks having a larger number of overseas branches 

find that a large portion of their funds are thus locked-up 

with the tax department. The existing provisions do not 

provide for payment of interest on such amounts by the Government. 

Banks have a fairly good estimate of the tax liability 

of their forei@} branches and the duuble ·tax relief they would 

be en ti tIed to. The Committee feels that the tot al estima ted 

tax liability of all the foreign branches which the bank would 

be entitled to as double tax benefit might be excluded from 

the banks' income for tax purposes, in India. The actual 

amount of double income tax relief, to which the. bank would be 

entitled to, could be determined and adjustments made, upon 

the completion of the assessments of all the foreign branches, 

and on production of conclusive evidence of tax paid abroad. 

5.25 Und er Section 285 of the Income-tax Act, commercial 

banks have to furnish to th8 tax authorities particulars of 

Information under 
Section 285 of the 
Inco me-tax Act 

dep-ositors receiving 
'" 

interest over ~ 400. 

Now that the <:)xf:.;T1ption limit of interest income (including 
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dividends, etc. on securities), under Section 80 of the Act, 

has been raised from ~ 1,000 to ~ 3,000 per annum, this limit 

of ~ 400 as interest, which itself was determined long ago, 

certainly needs revision. This suggestion, if accepted, would 

result in saving of tremendous labour. In this context, it 

may be mentioned that the amount of Rs 400 as interest on 

deposi ts was fixed wh en the general interest rates were much 

lower. Further, other cODpcmies arc asked to furnish to the 

tax authorities a list of only those shareholders receiving 

di vidends of ~ 5,000 an d above'. 

5.26 Banks take recourse to borrowings under various schemes 

for refinance from RBI/IDBI and ARJC. The institutions 

providing refinance have prescribed the maximum rates of 

interest that can be charged 

Interest Rates Tax by the banks on the se advances 

as well as that p aid for the 

refinance facili ty. The banks con tend that their actual income 

on such operations is only the spread between the interest 

charged to their consti tuents and that paid by them on the 

borrowings from the refinancing institutions, and hence, desire 

that the total amount of in terest recovered on such advances 

should not be taken into account for tax purpose. 

Banks, by the very nature of their business, have to 

mobilise resources, and are required to pay interest on the 

funds so tapped as well as the deposits mobilised. If the 

arguments put forth by the banks, that they only do a 

collecting job in respect of part of interest ~nich is being 

remitted to tile refinancing institutions, as a cori'ollary, 

it would follow that only such of, the income spread between 

ihe avelage yield on their normal lending operations and cost 

of deposits alone be offerod for tax purposes would follow. 

The Committee is thus unable to accept this argument that 

borrowings from RBI, etc. should be treated differently from 

" other resources mobilised. 
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No change in the present system is, therefore, called 

for and in case any of the banks have been following the 

practice of co"mputing" only the amount of net dif ference 

between the interest rate charged on advances and the rate 

paid to the "institutions proViding refinancG,thf'v may be 

directed to offer the entire interest on the advances for 

in terest for tax purposes. 
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Previous 
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ANNEXURE 

BALANCE SHEET ( PROPOSED FORMAT) 

(ODD's omitted) 

LIABILITIES As at 31.12.19 

1. Capital 

2. Reserves 

3. Deposits 

4. Borrowings 

5. Bills Payable 

6. Other Liabili ti es 

Tot a 1 ... 

---------------------------------------------------------
Contingent Liabilities 

(Please see notes for individual items) 

ASSETS 

1. Cash 

2. Bal an c es ·,vi th and Lo ans to banks 

3. Investments 

4. Advances 

(ODD's omitted) 

As at 31.12.19 

(excluding those for which adequatn .. 
provision has been made) 

5. Bills purchased and discounted 
(excluding fuos e for which 
adequate provision has been made) 

6. Fixed Assets 

7. Oth er Asse ts 

8. Non-banking assets acquired 
in satisfaction of claims 

9. Balance of Loss 

Tot a 1 • • • 

(Please see notes for individual items) 
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NOTES TO THE ACCOUNTS 

NOTE 1 -OAPITAL 

( •••.•.•.•.••••••.••• ~ •• shares of ~ 

Issued and sUbscribed capital 

( ••••• 0 •••••••• II ~ • • • • • •• shar es of Rs 

Paid-up. capital 

( • • • • • • • • • • • • • • • • • • • • •••• all ar es of Rs 

each) 

each) 

each) 

Note: In case of change in any of the items 
during the years such as increase in 
authorised capital, issue of fresh 
capi tal, calling up of uncalled capi tal 
etc. d etalls thereof may be given by 
wB¥ of a note. 

-------------------~-------------------~--------------------------

Previous 
Year 

NOTE 2 - RESERVES 

(i) Statutory Reserves 

(ii) Oth er Res erves 
(Pleas e spe cify) 

(iii) Balance of Profit 

Tot a 1 ••• 

Current 
Year 
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NOTE 3 • DEPOSITS 

Previcus' 
Year 

I. From Banks 

i) Demand 

(a) In India 

(b) Outsi de Indi a. 

ii) Time Deposits 

(a) In India 

(b) Outside India 

II. From Others 

i) Current Accounts 

(a) In India 

(b) Outsi de Indi a 
\ 

ii) Savings Bank Deposit 

(a) In India 

(b) Outside India 

iii) Fixed Deposit s 

(a) In India 

(b) Outside Ind1~ 

iv) Other Deposi ts 

(a) In India 

(b) Outside India 

Tot a 1 

Tot a 1, 

• • • 

. ~ . 

Current 
Year 
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NOTE 4 - BORROWINGS 

Previous Current Year 
Year 

Previous 
Year 

In India Ou tsi de India 

(i-) Call end Qt.-_____ loans 
at notice of 15 days 
or less 

(ii) Others 

Tot a 1 • • 

NOTE 5 - BILLS PAYABLE 

(i) Drafts Payable 

(ii) Others 

Tot a 1 

In India 

· . 

NOTE 6 - OTHER LIABILITIES 

Current Year 

Outside India 

Previous Current Year 
Year 

In India Outside India 

(i) Branch ad justm ent s 

(ii) Interest payable 

(iii) Unclairred di vi dem s 

(iv) Unexpired discounts 

(v) Sundry creditors 

(vi ) Others 

Tot a 1 • • 



Previous 
Year 
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NOTE 7 - CONTINGENT LIABILITIES 

Bills for collecti·on 

Payable in India 

Payable~ Outside India 

Claims again st the bank 
not acknowledged as debt 

Outstanding forward 
exchange con tracts· 

Outstanding letters of 
credi t (Inland)· 

Outstanding letters of 
credit (Foreign) 

Guarantee:p local currency 

Guarantees foreign currency 

Acceptances, endorsements and 
other obligations 

1.11 respect of partly paid 
securi. ties 

Participation certificates 
sold 

Bills redis count ed ·wi th. 
Reserve Bank an:l others 

•••••••••••••••• 0 •••••••••••• 

• • • • 1»' • ' ••••• , ••••••••••••••••• 

. 
Tot a I •• 

Current Year 
In Indian In branches 
branches overs eas 
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NOTE 8 - CASH 

Previrus Current Year 
Year 

Q .,. .•.. _-' 

(i) Cash in hand 
(including forei~n 
currencies notes) 

(ii) In current account wi th 
Reserve Bank/Central 
Banking Ins ti tutiohs 

Tot a 1 

In India Outside India 

. . 

NOTE 9 - BAL.A...TlJCE~TH & LOANS TO BA1'iIKS 

Previous Current Year 
Year 

Deposits with Reserve Bank, 
Central Banking Institutions 
other than in current 
accounts 

in current accounts with 
S ta t e Bank of Ind in, i ts 
associat es alld ne.tionalis ed 
banks 

in current account s wi th 
other banks 

Lent at Call 

Lent at noti c e/ term deposits 

of 15 days or less 

of 16 to 45 days 

of 46 to 90 days 

of 91 days and more 

Deposi ts wi th othe r banks 

Tot a 1 . . 

In India Outside India 
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NOTE 10 - INVESTIvlEN'fS 

Previous 
Year 

Investmen~ 

Central Government Securities 

State Government Securities 

Foreign Government Securities 

Other "approved 11 securities 
(Inclusive of shares (paid-up 
value) at ~ : •....••....... ) 

Other municipal securities and 
securities of state associated 
bodies (inclusive of shares 
(paid-up value at Rs •••••••••• ) 

In subsidiaries/associate 
companies 

Fully pai d equity 

Partly paid e qui ty 

Tr~de Investments 

Quoted fully pai d equity 

Quoted partly paid equity 

Quoted fully pai d loans/ 
debenture stock 

Quoted partly paid loan/ 
debenture stock 

~nquoted fully paid 
investmen ts 

Unquoted partly paid 
inves tmen ts 

Current Year 
Book Value Redeemable or 

market value 

Note: In the case of Government and other approved 
s ecuri ti es which are redeemable, the redeemable 
value may be shown. In the case of shares/stocks 
which are approved securities, the paid-up value 
may be shown. In the case of other shares/stocks, 
either the market value or the realisable value, 
as the case may be, may be taken. 
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NOTE 11 - ADVANCES AND BILLS 

Current Year Previous 
Year In India Outside India 

I. Advan.....£.£§.. 

Less: (1) Refinance from 

(a) R.B.I. 

(b) I.D.B.I. 

(c) A.R.D.C. 

(d) Others (specify) 

(2) Participation 
certifi cate so ld 

Add: Participation certificate 
bought 

II. (a) Due from banks 

(b) Due from employees 

III. Classification of advances 

(i) Accounts wi th balances 
upto Rs 5,0)0 

(ii) Account s with balances 
of over Rs 5,000 and 
upto its 10,000 

(iii) Accounts wi th balances 
of over Rs 10~OOO~and 
up to Rs 25,000 

(iv) Accou nt s wi th balanc es 
of over Rs 25,000 and 
upto Rs 1 lakh 

(v) Accou nt s wi th balances of 
over lis 1 lah.:h and upto 
Rs 10 laKhs 

(Vi) Accounts wi th balances of 
over ~ 10 lakhs and upto 
Rs 25 lakhs 

(Vii) Accounts wi th balanc es of 
over Rs 25 lakhs and upto 
Rs 1 crore 

(Viii) Accounts with balances of 
over Rs 1 cror e 

No. of 
accounts 

""""'In-=;;"';::OutSid e 
India India 

Balance 
ou tst anding 

In Outside 
India India 

Contd ••• 



Prev1.ous 
Year 
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2. 

IV. (i) Bills purchased and 
discounted 

Less: 

Re discount ed wi th 

(a) R!B.I. 

(b) I.D.B.I. 

(c) Others 

V. Bills 

(i) Demand bills 

(ii) Bills of 90 days 
usance or Ie ss 

(iii) Bills of 91 - 180 
days usance 

(iv) Bills of 181 - 365 days 
usance 

(v) Bills of over 365 days 
usance 

Tot a 1 • • 

Current Year 
Payable in Payable outside 

India -=I;n~d_ia __________ _ 
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NOTE 12 - PREWllSES ETC. 

(i) Premises 

(ii) 

A t co s t as at 31 s t De c em b er ••.•.•• 

~ Additions during me year 

Less: Dedu ctions to date 

Less: Depr eci a t ion to date 

Furnitur e and Fixtures etc. 

At co st as at 31st December . ., ... 
Add: Additions during the year 

Less: Deductions during the year 

Less: Deprecia tion to date 

(iii) Non-banking assets acquired in 
s o..ti sf o..c ti an of c1 aims 

At cost o..s a t31s t December ....• 

Add: Additions during the year 

Less: Deductions during the year 

Less ~ Depr ecia tion to date 

Previrus 
Year 

(i) 

(.ii) 

(iii) 

(iv) 

(v) 

(vi ) 

NOT~13.- OTHER ASSETS 

Branch adjustment s 

Stationery 

Interest accrued on 
Inv8stments/advances 

Tax paid in advance, and 
dedu cted nt source 

Prepaid expenses 

Others. 

Tot a 1 

Current 
Year 
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PRO~'IT & L03S- ACCOUNT (PROPOSED FORM.A1' ) 

Profit & Loss Account for the year ended 31st December 

Previous 
Year_ 

I. Income 

(Less usual and necessary 
prov isi ons) 

1. Interest income (Note 1) 

2. Oth er income (Note 2) 

Tot a 1 

II. Expenditure 

1. Interest expense (Note 3) 

. . . 

2. Other operating expenses(Note 4) 

III. Profit 

Profi t Appropri at iO!l. 

Profi t (Loss) brought forward 

Net profi t (Loss) for th e year 

Tot a 1 

Proposed dividend at ~ 

Staff bonus es/ ex-grc.. ti a payment s 

Transfer to statutory reserves 

Transfer ,to other reserves 

Balanc e carried over 

. . . 

( 000 's omi tt ed ) 

Current Year 
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NOTE TO PROFIT AND LOSS ACCOUNT 

Previrus· 
Year 

NOTE - I - INTEREST INCO~ffi 

(000' s omi "'ted) 

Cur rent Year 
In Outside 

India India _=o ........ ______ _ 

Interest and fees on advaneas\other th~n 
to banl{s) 

Interest an d dis.0unt on bills ( " ) 

Interest on participation .artifi.~te 
bough t 

Discount on bills rediscounted 
wi th th e bank 

Interest on bank deposits and 
loans to bonks 

Income from Government and oihe.L 
approved securities 

Dividend/income from other 
investmen ts 

Other in terest in come 

NOTE - II - OTHER INC01ffi 

Fees & commissions on banking 
servi ces 
Fees & cOIIJ]';Jissions on consultaney 
and othe r s ervic es 

Commissions, brokerage etc. in 
d ealin g in s ecuri t i.e s 

Net profi t on sale of investments 

Exchange, commission, brokerage 
and other income on foreign 
exchange transactions 

Rent 011 doth er income 

N et profit on sale OI land, 
premises & other assets 

NOTE - III - INTEREST EXPENSES 

Interest on s 2.ving s accounts 

Interest on term deposi ts 

Discount/Interest on refino.n.3 and 
borrowings from Reserve Bank 

Discount/Interest on refinance from 
other fin anci cl insti tu ti ons 

Int8rest on porticip~tion 
c erti fi co. tc; s so Id 

Other in tert:st ps.·YI1ents 
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Previous 
Year 

NOTE IV - OTHER EXPENSES 

2. 

Staff salaries/wages ~ 

Terminal benefits payID8nt~/ ~ 
cont ri butions 

Other staff co s ts Rs 

Directors' fees 2.Yl.d aJ.lowances P.s 

Auditors fees Rs 

Deprecia tion on banks' prope rty Rs 

Rent, taxes, insurance and otl1.er lis 
expenses on fixed assets 

Prin ting and stationery Rs 

Water, light and fuel ~ 

Communication expenses (telephones, Rs 
postages, telegrams, telexes etc.) 

Legal expenses Rs 

AdveEtisement Rs 

Net loss on sale of securities Rs 

Net loss on sale of land, 
premises, etc. 

Other expenses 

Tot a 1 

Rs 

Current Year 
In Ou tsid e 

India India 
-==~---
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NOTE TO BALANCE SHEET AND PROFIT AI'lD 
LOSS AC90UNT -IFORIvIAT~) 

The Balance Sheet and Profi t and Loss Account will only 

contain broad heads, the details/break-up being given by way of 

notes to the accounts. The intention is that for the purpose 

of statutory compliance regarding publication of balance sheets 

etc., in news pap ers/periodicals the details need not be 

published. The material changes suggested cover the following 

i terns 

(1) The bUsiness of Banks has grown substantially. To 

simplify the presentation of the balance sheets, the Committee 

has su ggested th at the figur es shovm im the profit and loss 

accounts and balance she ets be rounded off to the nearest 1000 

(3 zeroes omitted). 

(2) The Committee are also of the opinion that the balance 

sheets, if these are presented in a vertical form, may be 

more easily readable. 

(3) The Committee are of the view that the annual accounts 

should clearly indicate the business inside and outside India. 

The formats have been deviSed wi th this end in view. 

(4) Deposi ts: Only pure dGP osi t s will be included under 

the head against the pres8nt ~ractice of including provisions 

and such other it ems under current con tingency accounts etc., 

these items will now be shown W1der "Other Liabilities". 

(5) Borrowing~ The present classification required 

borrowings to be classified on the basis of situation i.e., 

in India or ou tSide India. As the sources and na tur e of 

borrowings of banks are equally important from the point of 

view of their resour ces it would be useful to make a provision 

for this informaticn. In vi ew of the changes suggested, the 

classificati an by way of secur ed or unsecured borrowings could 

be dispensed with. 
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(6) Other Liabilities: There is no uniformity in classifying 

returns under this head. Apart from the different practices 

of classifyingiterns under 'deposits' and other liabilities, 

some banks show all the items of other l'iabili ties clubbed 

together. The Committee have suggested classification under 

certain broad sUb-heads. 

(7) Contra items 
i, 

(i) Bills for collection beinf Bills 
Receivable Cas per contra 

and 

Bills Receivables being Bills for 
Collection (as per contra) 

(ii) Acceptance~9.9rSementsand other 
obliK~1;i on~er con tr::=i1 

2.TI.d 

Consti tuGIlts LiabilitiE:; s fOl' 
Acceptances, Endorsements, and 
other obligations ,(per contra) 

In the interest of simplici ty and brevi ty, it would be 

advan tageous to exclude 'contra items' from the balance sheet. 

For the purpose of accounting, it would be adequ~te, if the 

contras are shown as footnotes to the BalancG Sheet. 

(8) Contingent Liabilities: To simplify the balance sheet, 

the Contingent Liabilities need not be shown therein. The 

total of the se liabili tie s may be shown in the footnote to 

the balance sheet. The Committee have suggested that the 

break-up may be given by way of note. 

(9) Investmen ts : 

(i) The Committee have suggested a break-up of the 

investments in such a way as to indicate investments in 

Government/approved securities, in subsidiaries/associate 

companies and other trade investments. 

(ii) In the form of balance sheet prescribed under the 

Banking Regulation Act, 1949 it has be en provided in the note 

(f) appended thbreto tha t when the book-value of investments 

of banks is hi[~:cr t:Ll211 the Darke t value, th~ market value 
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should be shown separately. In cas es where banks hold 

adequate provision for this depreciation they visualise no 

difficulty in showing the market value. However, where the 

provision is not adequate, it has been argued by the banks 

concerned that since the apparent loss arising out of fluctuat­

ions in the rrnrket value is maihly notional in nature and does 

not accrue unless the securities are actually sold, the 

requiremen t of showing the market value of investInen ts, 

disclosing thereby the W1covered depreciation would adversely 

affect their image in th e finan cicl circl es. They have 

therefore been seeking exemption from the Reserve Bank from 

complying with the requir ement s of Note (f). 

Considering that the depreciation in such cases is 

largely notional and actual loss hardly arises and also that 

fluctuations in the market value of securities are caused by 

changes in Governmen t 's monetary policy, the Res erve Bank has 

been granting exemptions to the banks from the requirement 

of note (f), thereby enabling them to show the securi ties in 

the b8.1ance sheet at cost price only. Although such exemptions 

were being granted to banks almost continuously upto 1~72, 

when the matter was reviewed in 1973, it was felt -that with 

the bulk of the bDrlks b8ing ir: the public sector, the possibility 

of any adverSE; ()ff ect on th eir image fo 11 ow:in g the dis clo sure 

of a small 3r.lount of depreciat ion no longer existed. ThRre was 

also a need to exhort banks to build-up adequate r",serves to 

cover all kinds of actual or likely losses. 1Jmen the Reserve 

Bank announced its decision of discontinuing the practice of 

general exemption and instead granting selective exemptions on 

the basis of merits of each case, many banks, particularly those 

banks operating in foreign c0W1tri8s, contended that having 

regard to the cu stom adopte d by banks in for eign • .Juntries in 

assessing the net worth LlJld financinl strength of their 

correspondents the disclosure of depreciation would tend to 

be an adverse factor and therefore not desirable. Since the 
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requirements of note (f) have in effect never been enforced 

almost since the enactment of the Banking Regulation Act, it is 

not worthwhile retaining this provision. Instead of granting an 

exemption from year to year, it would be more realistic to do 

away wi th this requirement which has been held in abeyance since 

its inception or does not serve any valid purpose. In view of 

these considerations, it is recommended that note (f) may be 

deleted from the format 'of the balance sht;;et prescribed "'Under 

the Banking Regulation Act, 1949. The) balance sheet itself may 

also contain provisio~ for showing the redeemable value of the 

s e curi tie s • 

(10) Advances and Bills: Banks follow different practices in 

showing advances, particularly in respect of refinance, partici­

pation. certificntl;s sold/bought, bills discounted/rediscounted 

etc. The form suggested by us will be more informative and 

will also ensure uniform presen tation. 

(11) Other Assets : The Committee have suggested certain 

broad heads for classification of other assets. 

(12) Form of Prof it & Loss Accoun_t-=. ThE; exis ting format of 

profi t and loss account is too brief and it is difficult to 

get a clear idea ws to the n~t operating profit/loss which the 

bank has mad e. If this informa ti on is available readily, it 

will help the ~iUthorities concerned to locate the exact spot 

where 'the shoe pinches' and take prompt remedial measures. 

In keepin b with the developments in the developed countries, 

it is advan tageou s to get froD the profit and los s accounts of 

banks the cost of the other services whicll banks have ventured 
• 

into recently, such as, sale/purchase of participation 

certificates, consultancy serviCeS, etc. It is also felt 

that the revenue accounts should reveal separately the cost 

of refinance obtained by the banks froLl Res erve Bank of India 

and other institutions. Keeping these requirements in mind 

We' have suggested a new format for the profit and loss account 

to be used by both the public and private sector banks. 



CHAPTER VI 

TRENDS IN EARNINGS AND EXPENSES 

In sustaining and widening their role in national 

development, banks cannot afford to ignore their overall 

viability over a period of years. A study of the trends 

in earnings and expenses of banks is hence necessary. 

Such an analysis, covering the decade ~965-75 based on 

the special return on Earnings and Expenses (Form A2) 

received from banks individually for each accounting 

(Calendar) year is attempted here. The data supplied in 

this return are not comparable with those given in the 

published balance sheets as they include certain appro­

priations/transfers made at the time of the annual audit. 

Also, these data are provided in somewhat greater detail 

and are available separately for Indian offices of all 

banks and foreign offices of Indian banks. 

6.2 For the purpose of analysis, banks have been 
8 

grouped into Jif' categories. -This grouping is based on 

the constitution or ownership factor - (Viz. whetn"er a 

bank, is in the State Bank group or is a nationalised bank, 

Indian private sector bank or foreign bank) as also on 

size as indicated by the quantum cf deposits. The compo-

sit~on of the groups is given in Appendix 1. 

6.3 The overall trends for the system as a whole", 

reveal. a substan tial increas e in the'"decade 19·65.-1975 

in the total value 
Overall trends 

of: business as also 

in the earnings and profits .f commercial banks, as may 

be seen from the following figures : 
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QQmpound Annual Growth Rates (Per cent) 

Ten- Five- Five- Three- Two-
Year Year Year Year Year 
Period Period Period Period Period 
1965-75 1965-70 1970-75 1970-73 1973-75 

(1) ( 2) ( 3) 
, " . 

(4) (5) 

Total business* 16.4 14.9 17.9 18.0 17.8 

Working funds @ 16.4 14,3 18.5 19.3 17.4 

Total earnings 21.5 16.4 26.6 21.5 34.0 

Total expenses 22.0 17.9 26.5 22.7 32.3 

Balance of profit 17~5 8~7 27.2 12.8 52.3 

* Average deposits plus average advances. 

@ Average deposits plus average borrowings. 

6.4 The contrast between the pace of growth in the latter 

half of -the decade (1970-75) as against the period 1965-70 

is sharp. The contrast is more marked in earnings, expenses 

and profits than in the increase in business or in funds. 

This, however, needs to be considered more closely. The 

latter two years of the second half of the decade (1974 and 

19-'75)- showed a very different trend from the prE;vious three 

years, which would suggest that the ye2,r 1974 wi tnessed 

something of a turning point in the business of banks. It 

may be seen that upto that year, the incr8i",se in expenses 

was faster than that in earnings. During 1974 and 1975, 

earnings increased at a much higher rate than expenses. 
--

The increase in balance of profits was consequently striking. 

The principal reason for this increase in earnings and in 

profi ts in 1974 and 1975 was the hike in 'lending rates which 

accentuated the e£fe~ of the brisker growth in business. 

Thus in the years '1970-73, while business increased by 18% 

per annum, the rate of increase in earnings was only three 

percentage points higher, at 21%. In 1973-75, on the other 
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hand, the difference between the two rates was dramatic: 
I~f 
~in the case of total business as against 34% in total 

earnings. 

6.5 Some qualifications to these general conclusio~s 

need to be recognised. In the first place, this represents 
4 an overall trend for the system as a whole. Inter group 

comparisons, to be discussed later,r.eveai some interesting 

differences. Secondly, the impact of the ceiling on lending 

rate, introduced in March 1976, combined with further 

pressure on expenses is likely to be such as to cause a 

shift, if not reversal, of tne trend in the future. 

6.6 In the expenses incurred by'banks, interest paymen'ts 

has always been the mos~ impo~tant component. Interest, 

Which could be called 'the 
Composition .,f 
Expenses "raw material cost" of 

banking, is paid on 

deposi ts as well as on borrowings. The latter, ne cessary on 

occasions to tide over day-to-day operational difficulties, 

is not of much significance as compared to the interest 

paid on deposits. Interest cost as a whole (of deposits and 

borrowings) constituted just over half of the total expenses 

of banks (51.2%) in 1965
0

• In 1970, the significance declined, 

with the proportion at 48.6ro. This could be attributed to 

the spurt in establishment and other expenses, consequent 

on the geographic and functional diversification of banking 

since 1967. This effect was, however, transitory. In 1974, 

there were two major upward revisions in the deposit rates 

structure; also, for the first t.ime, the -higher rates on 

fixed dOeposi ts were made applicable to deposi ts held by 

banks on the date of the revision of the rates for the 

unexpired portion of the deposits' term. Interest payments 

in 1974 hence rose to form 55% of total expenses. In the 
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following year, Wtlb.L.1 the impact of the higher deposit 

rates was felt more fully, the proportion went up further 

by nearly 2 percentage points (to 56.7%). 

6.7 The reason for this increase lies not only in the 

higher rates paid on deposits but also in the ~hange in the 

composition of deposits, 

Interest charges in the wake of the offer 

of more attractive returns. 

There is evidence of a change in the maturity pattern of 

depos its wi th a pronounc ed shift to longer term deposi ts 

viz. deposi ts of over 5 years, which now yield 10ro • The 

following table illustrates this : 

Significance of long-term deposits 

1972 121§. 1976 -
(1) Fixed deposits as per cent of 50.7 54.0 56.8 

to tal d eposi ts 

( 2) Deposits of over 5 years as pe~ 13.4 27.4 37.5 
cent of total fixed deposits 

(3) Deposi ts of over 5 years as 6.8 14.8 21.3 
per cent of total deposits 

Thus, banks have top ay th e maximum rate 0 f 10% on 

over a fifth of total deposits. 

6.8 This shift to long-term d.eposi ts is likely to continue 

and grow more pronounced, before stabilising perhaps at 

around 30 per cent of total deposits. The recent change 
J1\ 
'I'!!'t" deposi t rates wi th a reduction in the interest 'rates of 

short-term deposi ts migh t further accentuate this trend. 

This trend has an important implication for the expenses 

.of banks; even w.i thout further increases in the deposit 

rates, interest costs are likely to rise in proportion to 

total costs. The increased "burden" will have to be borne 

by banks, not only in wider national interests, but even 

wi th the limited ob jective of acquiring more operating 

funds. 
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6.9 There are some notable differences in the sign1fiQance 

of interest cost between the different size-groups of banks. 

(Statem~nt 1 appended). In 
Inter-group 
differences some cases, the increase in 

the importance of interest 

charges is sharp. For example in the first group (SBI and 

large nationalised banks), the rise is .from 51.8~ in 1965 

to 56.5% in 1975. In foreign barlks, the~proportion has 

risen from 48.5% to 54.5%. On the other hand, in the case 

of the small private sector banks (deposits upto ~ 25 crores) 

the proportion has d eel ine d from 55.6% to 54.1%. In the 

other private sector groups there was an increase in the 

proportion but this was not as marked as in the case of the 

larger bank groups. In consequence, the differences among 

the bank groups in the proportion of interest cost has 

narrowed between 1965 and 1975. This oould be attributed 

to the change in the deposit pattern being felt more keenly 

by the larger banks. The preferences of the clientele of 

the smaller banks are probably more steady, and the shift 

to deposits of longer maturity has perhaps not affected 

them to the same extent as the larger banks. In the case 

of smaller banks, the impact of the increase in deposit 

rates has probably been felt without much of the further 

pressure arising from a shift in deposit pattern. 

6·.10 In 1975, the bank group with the lowest proportion 
cos/..-

of interest ~ was the associates of the State Bank. This 

group's expenses pattern is rather different from that of 

others because of the impact· of government bUsiness 

traditionally undertaken only by the State Bank group. 

In the case of the State Bank itself, the influence of 

this factor is somewhat diffused because of the larger 

scale of overall' business. But even so, it is evident; 
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if the State Bank is excluded from the first group (SBI and 

large nationalised banks), the proportion of inter~st cost 

increases while that of establishment expenses goes down 

to a borresponding extent. 

6.11 For most bank groups as well as for the system as a 

Whole, the proportion of establishment expenses has declined. 

Establishment 
Expenses 

Establishment expenses now 

form about a third of total 

expenses of banks; in 1965 

the proportion was 35.~% and by 1970 it had risen to 39.2%. 

The decline in 1975 is attributable entirely to the greater 

prominance of interest charges. 

6.12 Establishment expenses are subject to increase from 

two factors - the increase in the number of employees and 

in the scale of their emoluments. It is common knowledge 

that both have undergone substantial increases in recent 

years. The increase jn the number of employees is a necessar. 

concomi tant of the large scale branch expansion and functiona: 

diversification of banking since the nationalisation of the 

major banks. However, because the expansion has been mainly 

in rural areas where the manpower required is less than in 

areas where banking business is more intensive, the average 

number of employees per branch has declined from 26 in 1965 

to 19 in 1975 (Statement 2). The decline is very marked in 

the public sector bank groups. In the case of private sector 

banks the decline is less pronounced; in one group (large 

private sector banks) there is actuall~ a small rise in the 

average number of employees per office between 1970 and 1975, 

reflecting the importance of metropolitan expansion of these 

banks. The average number of employees per office is highest 

in foreign banks, wi th an increase in the average between 

1970 and 1975. This follows from the concentration of their 

operations in metropolitan areas and an increase in business 
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without a further spread of their branch net work. The 

average establishment expenses per employee, on the other 

hand, has increased substantially from Rs 4626 in 1965 to 

~ 12,393 in 1975 (Statement 3). This increase was more 

marked in the latter half of the 10 year period. In the 

period 1970-75, the increase was roughly at the rate of 

~ 1000 per year, 2S against ~ 500 per year in the preceding 

5 years. 

6.13 Any assessment of the return on establishment expenses 

is inhibited by the fact thati t is difficult to arrive at a 

satisfactory measure or indicator of productivi ty in n 

service industry like banking. One relationship that could 

be considered is that between establishment e:J(penses and 

total business, tohe relevant concept being the 'output' by 

way of deposi ts aild advances 
Trend in 
PrOdu q!ivi ty yielded per unit of outlay on 

staff. Statement 4 appended 

gives the trend in business (deposits plus advan .. es) per 

rupee of establishment expenses in t;he different cate~ries 
, 

of bank. It may be seen that this has recorded a fairly sharp 

and steady decline since 1965, from ~ 68.6 in tilat year to 

~ 54.6 in 1970 and ~ 46.3 in 1975. That there was no 

indication of any reversal of the trend in 1975 is shown 

by the decline over 1974. This would serve to illustrate 

that banks are spending more not only in acquiring resources 

through increase in interest charges, but in the conduct of 

thei r business as we 11. The exp ansi on in rural areas has 

meant increase in employment Without proportionate increase 

in business. 

6.14 Since interest and establishment expenses are the 

main elements of banks' expe~ses, other working expenses 

Oth er working 
EXpenses 

(such as rent, postage, trave:, 

advertisements, etc.) are 

relative~y small. Conse~uent 

on the growth in interest charges, the proportion of other 
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working expenses to total expenses for the system as a whole 

has declined from 10.210 in 1965 to 8.9% in 1975. In this 

case aJ.eo, the decline is mainly on account of public sector 

banks. In private sector banks, other working expenses have 

gone up in somt;; cases substcmtially, In 1975, "the highest 

proportion of other working expenses among Indian banks was 

in the case of medium private sector banks (Jroup 6). I'his 

again is partly due to diversificatiun of the bUsiness of 

these banks. The high proportion of other working expenses 

of foreign banks (17~ in 1975) has to be viewed in conjunction 

with'that group's relatively low sh~re of establishment 

expenses (25%). 

6.15 However, s orne item s in thi s group catch the eye of the 

public and the adverse "demonstration effect" causes damage to 

the image of banks, especially of public sector banks. In 

1974, banks incurred expenses totalling about ~ 72 crores on 

account of some major items of working expenses, which together 
.. 

formed about 6% of total expenditure. The details are as 

follows : 

1. Rent, lighting charges, 
maintenance and repairs to office 
equipment/bank property 

2. Printing and Stationery, postage, 
tel egrams, s t ai11p sand telephones 

3. Advertisement, periodicals and 
newspapers and entertainment 
expenses 

4. Conveyance charges, motor car 
expenses and travelling 
expenses (including LFC) 

Amount % to total 
~.lakhs) expenses 

> 

3142 2.7 

2551 2.2 

407 0.4 

1073 0.9 

7173 6.2 

It may also be added that these items together accounted for 

the major part (70%) of ot~er working expenses. Economy in 

these expenses is necessary end desirable as 3 part of the 

overall dis cipline. 
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6.16 In 'earnings, as in expenses, interest consti tu tes the 

most important item although, unlike in expenses, the pattern 

Com'posi ti on of 
Earnings 

'On earnings has remained 

remarkably steady for the 

system as a whole since 

1965. The share of total in teres t (earned on loans, advances 

and bills and on investments and depos:i.ts with banks) has risen 

only,marginally from 86.810 in 1965 to 87.2fo in 1975 (Statement 5) 

However, if the State Bank is ex~luded from the totals, th~ 

picture is rather ~ifferent. Such an exclusion can be justified 

because .of the markedly different business pattern of the 

State Bank, whose earnings from sources other than interest 

have always been proportionatel'y higher than in the other banks. 

The importanc e of these other earnings has grown sharply in the 

past two years partly on account of higher commission o'n 

Government businesso Besides, the pace of growth in State Bank's 

interest income has been less marked because the interest rate 

structure of that bank was not levered up to the same extent 

as in several other banks subsequent to 1973, when the minimum 

lending rate was first introduced. These factors had the 

combined effect of deflating the growing significance of 

interest income for the system as a whole. If State Bank's 

figures are excluded, it is seen that the proportion of interest 

income in total earnings has increased from 87.6% in 1965 to 

89.5% in 1975. 

6.17 The increase in interest costs and that in interest 

income, especially in 1974 and 1975, reflect the impact of 

the high interest rates policy. Until last year, the increase 

in interest income has been such as to enable banks to sustain 

the increase in costs. This is best illustrated in terms of 

the per cen t cost of raising' funds (deposi ts plus borrowings) 

and the return therefrom. 
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l1>1 
Cos "t-2f-funds and return ~ funds per ce~ 

-~------------------~-:---------------~----------------------------
Inter- Cost Total Earni~s Total 

YEAR est Esta- All cost Inter- Other Earn-
Cost blish- other est Earn- ings 

ment costs Earn- ings 
cost ings 

~1 ~ ~2' (3' (4) (5J (6) (7) ,--
ill§. 

Including SBI 3.4 2.4 0.9 6.7 7.0 1.1 8.1 
Excluding SBI 3.6 2.3 1.0 6.9 7.3 1.0 8.3 

1970 

Including SBI 3.8 3.0 1.0 7.8 7.7 1.2 8.9 
Exclfding SBI 3.9 2.8 1.0 7.7 7.8 1.0 8.8 

1973 

Including SBI 4.4 3.1 1.0 8.5 8.2 1.2 9.4 
Excluding SBI 4.5 2.9 1.8 8.4 8.3 1.0 9.3 

~ 

Incl uding SBI 5.5 3.4 1.1 10.0 9.9 1.5 11.4 
Excluding-SBT 5.6 3.2 1.2 10.0 10.1 1.2 11.3 

1975 

Including SBI· 6.1 3.5 1.2 10.8 10.8 1.6 12.4 
Excluding SBI 6.3 3.4 1.2 10.9 10.9 1.3 12.2 

6.18 Between 1965 and 1970, the cost of funds went up 

mainly on account of establishment charges, which followed 

Net 
Earn-
ings 

(8) 

1.4 
1.4 

1.1 
1.1 

0.9 
0.9 

1.4 
1.3 

1.6 
1.3 

from the new responsibilities assumed by the banking system. 

Interest charges also went up., although to a lesser extent. 

Between 1970 and 1973, the increase in interest cost was more 

marked than that in establishment expenses. On the side of 

earnings, while other earnings remained 'static, interest 

income rose to some extent between 1965 and 1973 but not 

adequately to cover the increased costs so that the ·spread­

between income and expenditure (or return and cost) declined 

from 1.4% to 0.9%. In 1974, despite a sharp increase in 

interest cost, interest income rose substantially to restore 

the "spread" to the 1965 level. 
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6.19 In 1975, Un.e same trend was further accentuated for 

the system as a whole. There was no marked diffe·rence 

between the pos;i.tion of all banks and of banks excluding the 

State Bank in 1965 as well as 1970. But in 1975 and 1974, 

the relative position of DankS other than State Bank of India 

deteriorated entirely because their 'other income' did not 

reoord any material increase. Even so, 1975 was a better year 

than 1974 for these other banks; but the improvement was not 

such as to restore their net income, or 'spread', to the 

1965 level. 

i .20 The above analysis brings ou t .the vast difference in 

the degree of elasticity of the two components of income-

Income from 
other sources 

interest and 'other inco.me' 

For banks other t."l.an th e 

State Bank, the proposition 

of 'other income' has remained v irtually 'static over the decade 

while the increase in costs has been met· entirely by increasing 

interest charges. As th e name suggests "other income" is an 

omnibus group, consisting of such diverse elements as commission 

on bills and remittances and letters of credit, commission and 

profi t on foreign exchange dealings, r0nta.l charges on locker 

facilities etc. 

6.21 The following table gives thu composi tion of income 

from other sources. : 

Income from other sources 

CommisSion on letters of credi t • • 

Inland Bills, TTs and DDs · . 
Forei gn Bills ,TTs an d DDs · . 
Other Service charges · . 
Other income · . 

(Rs lakhs) 

1965 lE!Q. 1975 

382 715 1761 
(12.1) (10.5) (8.2) 

892 1793 4269 
(28.2) (26.4) (20.0) 

263 609 1678 
(6.3) (9.0) (7.8) 
1146 2641 9313 

(36.2) (38 .8) (43.6) 
480 1045 4357 

(15.2) (15.3) (20.4) 

3163 6803 21378 
(100.0) (100.0)(100.0) 

(Percentage to total income from other sources given in brackets). 
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6.22 It may be seen that the increas e in thi s head of income 

has arisen mainly from other service charges, the most llliportant 

component of which is co mmission on fore ign exchange dealings, 

and 'other income'. Bills and remittances, which constitute 

an important service rendered by banks and the volume of which 

grows wi th business and the spre ad of the banking habi t, now 

account for a much lower share of the income in this group 

than in 1965. 

6.23 The absence of elastici ty in one, component of earnings, 

while all the components of other income have grown, albeit 

at somewhat dif feren t rates, has affected the profi tabili ty 

of banks. The growth rates given at th e ou tset show a much 

higher rate for balance of profit than for earnings or expenses. 

This is somewhat misleading. A more meaningful picture emerges 

by relating the balance of pro fi t to to tal earnings. This 

shows the proportion of gross income that remains wi th the 

banks, after the operating costs are met. From Statement 6, 

it is seen that ulis has declined fairly markedly, from about 

18% in 1965 to 13% in 1975. Between 1974 and 1975 there 

appears to be an improvement, but if the State Bank, (whose 

unique position has already been explained) is excluded, there 

is actually a slignt deterioration. 

6.24 Another feature of operations that has sustained 

profitability in recent years is the in.ome generated by the 

Share of :E'er eign 
Branches 

branches of Indian banks abroad 

In 1965, 7 Indian banks had 

foreign branches. In 1975, 

there were 8 such 'banks but consequent on various developments! 

Indian banks had to make certain insti tutional adjustmults, 

which meant their exit from some countries. Nonetheless, 

foreign branches came into greater prominence in banks' 

total earnings and profits as may be seen from the following 
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Share of foreign offices in the total 
business of sc~eduled commercial banks 

1. Percentage of earnings of foreign 
branches to tot al earningf!: 

(a) Indian' banks wi thforeign 
branches 

(b) All scheduled commercial banks 

2~ Percentage of expenses of foreign 
branches to total expenses: 

(a) Indi an banks with foreign 
branches 

(b) All scheduled commercial banks 

3. Percentage of prof'i t of foreign 
branches to total balance of 
profit : 

(a) Indian banks with foreign 
branches 

(b) All scheduled commercial banks 

5.9 

3.1 

6.0 

3.1 

5.5 

3.2 

4.6 5.9 6.2 

2.5 3.13.3 

4.4 5.0 5.4 

2.4 2.6 2.8 

5.9 12.6 10.6 

3.1 6.7 6.3 

Thus, while the contribution by foreign offices to 

the gross earnings of all banks did not al ter materially, the 

contribution to the balance of profit doubled over the period, 

which is indicative ,of the relative deterioration in the 

profitability of Indian operations. While it is necessary 

and desirable to expand the foreign operations of Indian banks 
.' 

and also derive the maximum benefi t from such expansion, the 

income· from foreign offices should not be allowed to blur the 

performance of Indian offices. 

6.25 It. is cle ar that banks have been able to sustain the 

profitability of the~r internal cperations only through 

raising the cost of their principal service, viz. lending. 

This degree of elasticity in interest income has largely 

been imputed by policy. With the reversal of policy in 1976 

and tl~e imposition of a 
Role of Interest 
Rates ceiling on interest rates, 

manoeuvrabil~ty available 

to banks to adjust income to meet expenses has been consider­

ably restricted. Interest income would also be affected by 
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the increasing importance of credit to sectors requiring 

prefc;rential treatment in interest rates. On the other hand, 

all the items of cost are likely to continue to exert pressure. 

Interest costs will continue to rise, as already noted, on 

account of the increasing public preference for high cost 

deposits. Although the efforts to increase productivity and 

restrict resort to overtime etc., would have some effect in 

curbing the growth in establishment expenses,' other factors 

would have the opposi te effect. The geographic spread to low 

potential areas where banking requires time to take root and 

break even, and the assumption of new social responsib,ilities 

'requiring more labour input eight increase establishment 

charges. As already noted, no substantial benef~t can be 

expected to emanate from a curtailment of other working 

expenses. 

6.26 The immediate future for the banking system, from 

the view point of profi tabili ty is, therefore, not very 

promising. Swift action is needed to sustain the utility 

of this crucial sector, prevent it from becomi~g Q drag on 

the economy and sustain and 8nhance its i~herent earning 

capacity. In this, incrensed labour productivi ty alone 

will not be adequate. For ene thing, the irr~ediate impact 

of an improvemen t in labour out-turl~ would only be in the 

quality of service rendered. It would require time for the 

improved service to have a tangible effect on banks' profit­

abili ty, through an increase in the quantum of business and 

restraint on the increase in establishment costs. The urgent 

requirement is hence to consider &~ increase in earnings 

and reduction in expenses through cost control and other 

methods. 



A.PPENDIX 1 - GROUPING OF JAN¥S 

Sl. 
No. 

Group s'ize of No. of Total Total de­
deposits ~epo~i~e deposits posits of 

I ~ . ~r~.») 13f).?1k.~ of the the bank 
~ banks in group as % 

the group of gr2..nd 
(Last Fri- total of 
day of ec. deposits 

1 • 2. 
1 ,C~~~v __ ~ __ _ 

3. 4. 6. 

1. State ~~nk of India and Over 750 5 
Large Nationalised &~nks 

2. Medium Nationalised 400 - 750 5 
Banks 

3. Small Nationalised Banks 200 - 400 5 

4, Subsidiaries of State 
Bank of India 

5. Large Private Sectc~ 
Banks 

6. Medium Private Sector 
Banks 

7 

50 - 200 6 

25 - 50 11 

7. Smaller Private Sector Below 25 
Banks 

20 

8. Fore ign Banks 

9. All Commercial Banks 

12 

11 

6736 

2566 

1465 

719 

706 

395 • 

201 

839 

13628 

49.4 

18.8 

10.7 

5.3 

5.2 

2.9 

1 .5 

6.2 

100.0 



Appendix 1A 

Grouping of Scheduled CommerOial Banks 
tEased on deposi ts as of December 1975) 

*** 

[. S.B.I. and Large Nationalised Banks 

1. State Bank of India 

2. Bank of Baroda 

3. Bank: of India 

4. Central Bank of Indi a 

5. Punjab Natianal Bank 

II. Medium Nationalised Banks 

1. Canara Bank 

2. Syndicate·Bank 

3. Union Bank of India. 

4. Uni ted Bank of India 

5. United Commercial Bank 

IIr. Small Nationalised Bank...§. 

1. Allahabad Bank 

2. Bank: of Maharash tra 

3. Dena Bank 

4. Indi an Bank 

5. Indian Overseas Bank 

IV. Subsidiaries of,S.B.I. 

1. State Bank of Bikaner 

2. State Bank of M;vso re 

3. State Bank of Patiala 

& 

4. State Bank of Hyderabad 

5. State Bank of Travancore 

6. State Bank of Saurashtra 

7. State Bank of Indore 
V. Large Pri va te Sector Banks 

1. Andhra Bank 

2. New Bank of India 

3. Punjab & Sind Bank 

4. Vijaya Bank 

5. Corporation Bank 

lTuipu7.' 

6. Oriental Bank of Commerce 
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VI. Medium Private Sector Banks 

1. Hindustan Commercial Bank 

2. Bank of Rajasthan 
3 • South Indi an Bank 
4. Bank of Madura 

5. Karur Vysya Bank 
6. United Western Bank 
7. Karna tak a Bank 
8. Sengli Bank 

9. Laxmi Comme~cial Bank 
10. Federal Bank 
11. Jammu & Kashmir Bank 

VII. Smaller Private Sector Banks -- ---; 
1. Bank of Karad 
2. Lakshmi Vilas Bank 
3. Vysya Bank 
4. Hedungadi Bank 
5. g)~r~~_~X~CUlk 
6. United' Industrial Bank 
7. Bhara"t Ove rs eas Bank 
8. Bareilly Corporation Bank 
9. South India Bank 

10. Kumbakonam Ci ty Union Bank 
11. Tamil Nadu Mercantile Bank 
12. Miraj State Bank 
13. Benares State Bank 
14. Punjab Co-operative Bank 
15. Ratnakar Bank 
16. Narang Bank of India 
17. Traders Bank 
18. Catholic Syrian Bank 
19. Lord Krishna Bank 
20. Purb anchal Bank 

VIII. Forei@l Banks 
1. Grindlays Bank 
2. Chartered Bank 
3. Bank of America 
4. American Express 
5. Mercantile Bank 
6. Citibank N.A. 
7. Bank of Tokyo 
8. Banque Nutionale Dp Paris 
9. British Bank of the Middle East 

10. Mitsui Bank 
11. General Bank of Nederlands 
12. Sonali Bank 

*** 



STATE:MENT-l : SH1~RE~mTSLl.i::)::: COST z ~TASLISHM~Nr E.,Jl @IS&> , OTH&1 &~ENSE!:i 

IN TO'rI~L EAPENSFS 
(Amount in lakhs of rupees) 

-- ---- _._._-
-'---,- -----

1%5 1'l10 1973 ---- - - .. _----
Total Interest Estn.b li- Other Total Interest C:s tao li- Other Total Interest 

BANK GROUP Expen~ paid shment :;';xpenSeS L:pen- paid sh:nent Expenses Expen- pail 
ses ~xpenses ses Expenses ses ----- ----- ---_. -_ .. _._- ..... --_._-_._- ---1. 2'. J. 4· 50' 6. 7. 8. 9. 10. ---- --_ .. _- . .-._--_.- ----

I. S.~.1. and Large Nationalised Banles 

i) Including ~ .B .1. 9755 5049 3665 1041 .2J2~:J 11338 950:, 2436 41690 21387 
(51.8) (37.6) (10.6 ) U.2.'7 ) (i.D.S) (10.5) (51.3) 

ii) ;~xcluding 8.D.1. 5742 J143 1980 619 "LZ~ 51 ~,~Sl 4594 13% 22350 12545 
(54.7) (34.5) (10. q) " 7) (35.3) (U.O) (56.1) \. )~:. 

II. l"Iedil.lD1 Nationalised Banks 2863 1384 1050 429 7239 3/.48 2814 977 14480 7679 
(48.3) (36.7) (i5.0) (4/.6 ) (38.9) (18.5) (53. 0) 

III. Smaller Nationa lised Bcnles 1949 1049 640 260 43('5 2135 1593 577 8205 4390 
(53.a) (32.9) (13.3) (49.6 ) (37.0) (13 .4) (53.5) 

J:.J, Subsidiaries of S.B.I. 1378 718 526 .134 3139 144~ 1375 321 5674 ;[724 
(52.1) (38.2) (9.7) (46. 0 (43.8 (10.2) (4,S .0) 

V. large Private Sector Banks 505 271 169 65 ·1314 669 463 182 3562 1924 
(53.7) (33.5) ( 12.8) (50.9) (35.2) (13.9) (54. 0) 

VI. Medium Private' 8ector Banks 483 252 164 67 1087 570 394 12
5 

2233 1198 
(52.2) (33.9) (13.9) (52.4) (36 .3) (11.3 (53.7) 

VII. Smaller P:"i.v::!tG S,:ctor Banks 261 . 145 83 33 589 314 2Q) 69 1165 634 
(55.6 ) (31.8) (12.6 ) (53.3) (35.0) (11.7) (54.4) 

VIII. Foreign Banks 2';15 1219 722 574 3904 1869 1230 805 5845 2756 
(48~5) (28.7) (22.8) (47.9) (31.5) (20.6) (47.2) 

All Scheduled Co;:uncrcial Banks 

i) Including 5.B.I. 19709 10087 7019 2603 44857 21788 17579 5490 82854 42692 
(51.2) (35.6 ) ( 13.2) (4(!.6) (39.2) (12.2 ) (51.5) 

ii) ExcludingS.B .• I. 156% 8181 5334 2181 34228 17111 12667 4450 63514 33850 
(52':1) (34.0) (13.9) (50.0) (37.0) (13.0) (53.3) 

.. _-_._--_._._ .. _-_._ . . _---





·_-..,.--_._---- -. ~--- ... - .. ---- .. --- . -----1970 - ---- -- -"-1973- ., -- -. 

Bbll~h. mULJ 

., ... _____ r"_ _ .. _._". 
r. St:,atc Bank of Ir:.~'l~ ~," Lc:.· 

Natio:-;aliscd Ba!'j!r:-' 

i) luc ludin.:; S ,8 . T 

iiJ GXC ~-1.'.J. ir<; .S .. :, .! _ . 
II.. .Nediuf.l Nationalised B,:;ilk; 

III. SLEller Nationalised Benko 

IV • Subsidiaries of S.D.I. 

V. Large Private Sector BEl.nk~ 

VI. l\~diL1;J. P,rivate Secto~~ D"nks 

V II. 0DE'.1=_;:;l' Private ::iect,o:: BRnl:s 

V III. F~reign Danks 

All~cheduled'Co!JIjercia1 Banks: 

i) Including S.;J .r. 

ii) Excluding S.B.1. 

1%5 ------------ ---------
No. of . TotRl ND •. Ste.ff pe" No.of Totel }~o. ~Jt3if per No.,)f Total No. S+1ff re):' 

Offices of St3ff Office Offices 0.:' Staff Office Offi,:es of S:::.aff 0ffice 

1. "" ...;.-.. . ;-.-._-_.- - -. -----

2'529 

1262 

9CXJ 

644 

653 

281 

407 

341 

85 

5846 

4579 

77221 

39237 

23205 

14334 

14266 

4419 

5685 

3688 

8918 

1517.36 

113752 

3~ 

30.5 

31.1 

25.6 

22·3 

21.8 

15.7 

14.0 

10.8 

104.9 

26.0 

24·8 

-------- - .. -.--...... _ .. - --_. -'--" ---- ------.. _. '-'---
I 
'+ • 5. 6. --.--..• --_._----- ---_. ------

1;660 

2552 

2040 

1309 

1144 

621 

641,. 

457 

121 

109% 

8888 

1)0168 

62985 

4C36 1 

2J1'X> 

21941 

7732 

7487 

5136 

10179 

21;6110 

178927 

27.9 

24.7 

19.8 

17.7 

19.2 

12.5 

lL6 

H.;? 

84.1 

22·4 

20.1 

7w 

66/4 

3E-89 

3036 

2059 

1625 

1132 

1000 

628 

127 

16301 

132% 

8: 9, --,._- _._-_. 

174963 

81212 

59285 

33547 

29333 

14392 

H215 

6658 

11227 

34'X>20 

24iJ869 

26 .1 

22.0 

19.5 

16.3 

18.1 

12.7 

ll.,'2 

10.b 

88·4 

20.9 

18.6 



197!z 1975 

.BANK GROUP 
No. of Total No. Staff per No. of Total No. Staff Pol: 

Offices of Staff Office Offices of Staff Office - ---_.--.. _- ---
1O. 11. 12. 13. 14. 15. ---

I. State Bank of India and Large 
Nationa Used Banks: 

i) Inc luding 5.B.I. 7340 189437 25.8 8099 195119 24".1 

ii) Excluding S.B .1. 3958 f?f7026 22.0 4298 899C17 20.9 

II. MediUI'J. Nationalised Banks 3.361 65212 19.4 3790 57641 15.2 

III. Smaller Nationalised Banks 2.302 .36278 15.8 2630 4°305 15 • .3 

1:V. Subsidiaries of S.B.I. 1710 .31669 18.5 180.3 .328.37 18.2 

V. Large Private Sector Banks 1.348 18273 13.6 1653 22621 1.3 .7 

VI. Mediuo Private Sector Banks 1100 11948 10.9 1322 1~1 10.2 

VII. SIilfl1ler Private Secto~ Banks 712 7444 10.5 866 8435 9.7 

VIII. Foreign Banks 128 11.315 88.4 128 11244 f?f7.8 

All Scheduled COrar.Jercio.1 Banks: 

i) Including S.B .1. 18001 .371576 20.6 20290 .38168.3 18.8 

U) &cclming S.B .1. 14619 269165 18.4 16489 276471 16 .8 



STATEMENT-2 : AV~lL~GE ~:3TABLI'SHl'ilENT EXPENSES PER STAFF 

1970 '1922 1tjt;5 
EstabI~- Establi-Total No. Esta61~- Total No. Establi- Establi- Total No. Establi-

of Staff shment shment of Staff shment shment of Staff shment shment 
Expenses Expenses -, 

Expenses Expenses Expenses Expenses BANK GROUP 
(Rs.lakhs) pe(Rs~5aff (Rs.Lakhs) per Staff (Rs.Lakhs) per Staff 

(Rs. ) - (Rs.) 
7 8 9 .,.~ - 2 -=r- 4 5 6 

I. State Bank of India 
and Large Nationa-
lised Banks: 

i) Including S.B.I. 77221 3665 4746 130168 9506 7303 174963 15758 9006 
ii) ExcludingS.B.I. 39237 1980 5046 62985 '1,':;94 7294 81212 7433 9153 

II. Medium Nationalised 
Banks 23205 1050 4525 40361 2814 6972 '59285 5064 8543 

III. Smaller Nationalised 
Banks 14334 640 4465 23106 1'93 6694-/!7 33547 2829 8433 

IV. Subsidiaries of S.B.I. 14266 526 3687 21941 1373 6258 29333 2421 8254 
V. Large Private Sector 

Banks 4419 169 3824 7732 463 5988 14392 1123 7803 
VI. Medium Private Sector 

Banks 5685 164 28t;35 7487 394 5263 11215 771 6875 
VII. Smaller Private Sector 

Banks 3688 83 2251 5136 206 4011 6658 400 6008 
VIII. Foreign Banks 8918 722 8096 10179 1230 12084 11227 1708 15213 

All Scheduled 
Commercial Banks 
i) InclUding S.B.I. 151736 7019 4626 246110 17579 7143 340620 30075 8829 

ii) Excluding S.B.I. 113752 5334 4689 178927 12667 7079 246869 21750 8810 



.Total No. Es.t:~i{:h= ~~;abli~h- Total ;:-. E:~~tfish- Establislhl-
of Staff rrient ment of 'Staff ment Dent 

BANK GROUP Expenses Expenses Expenses Expens es 
(Rs .lakhs) per Staff (Rs.lakhs) per Staff 

~Rs. 2 
13 : . 14 U:s1~ _ 10 11. 12 

I. State Bank of India and Large 
Nationalised Banks: 
i) Including S.B.I. 189437 ?OO35 10576 195119 24323 12466 

ii) Excluding S. B.r. 87026 9478 10891 89907 11655 12963 

II. Medium Nationalised Banks 65212 6825 10466 57641 8340 14469 

III. ~maYler Nationalised Banks 36278 3£577 10136 40305 4456 11056 

IV. Subsidiaries of S.B.I. 31669 3095 9773 32837 3664 11158 

V. Large Private Sector Banks 18273 1594 8723 22621 2204 9743 

VI. Medium Private qector Banks 11948 1058 8855 13481 1365 10125 

VII. Smaller Private Sector Banks 7444 549 7375 8435 731 8666 

VIII. Foreign Banks 11315 2030 17941 11244 2218 19726 

All Scheduled Commercial Banks: 

i) Including S.B.I. 371576 38863 10459 381683 47301 12393 
ii) Exc 1 u di ng S. B . I • 269165 28306 10516 276471 34633 12527 



STATEHENT-4: AVERAGE DEPOSIT@ AND CRIDI~ PER.EUPEE OF ~:riillL~_IE:L~ §.~clJS.ES 

-- . --
1965 10/10 F173 ----- -._'-'-'-

Totl'l.l of Es.tab lish- Deposit & Total of &tablish- Deposits & Totn1 of Establish- Deposit & 
Average Dent Expen- Credit per Average Dent R;~pen- Credit per Average went &cpen- Credit per 
Deposit & seS rupee of Deposit & seS rupee of Deposit & ses rupee of 

BANK GROUP Credit (Rs .lekhs) establish- Credit (as .L.,khs) Estc::blish- Credit (Rs.lakhs) c;::;tnb Ush·-
(ns .kJms) .Dent expen-(Rs.lakhs) Dent expen- (Rs .1akhs ) mnt expen-

SeS ses ses 
( Hs.) ( Rs.) (i~S. ) ----- _ ... - -- ----,--

1. 2. 3.· 4· 5. 6. 7. 8. 9. ------ ---.----- ----_. ---
I. S .B .• r. & large Nationi'. liS8d 

Banks 

i) Inc luding S .B .• I. 256800 3665 70.1 508008 9506 53·4 803~34 15758 51.0 

ii) Excluding S.B.I. 145956 1980 7,.1 282703 4594 61.5 441519 7433 59.4 

II. Madiura Nationalised Banks 66591 10 &;0 63.4 153928 2814 54·7 275284 5C65 54·4 

IiI. Snaller Nationalised BaCks 46081 640• 72.0 90542 1593 56.8 154510 2829 54.6 

DI. Subsidiaries of S.B .1. 29934 526 56.9 61731 1373 45.0 97951 2421 40.5 

V. Large Private Sector Banks 10148 169 60.1 25823 . /JJ3 55.8 63463 1123 56.5 

VI. Mediun Private Sector Banks 9221 164 56.2 19078 )94 48.4 39d27 771 ~0.6 

VIto Smller Private Sector Banks 4403 83 53.1 105M. 206 51.2 19465 400 48.7 

VIII. Forei~ Banks '58357 722 80.8 90353 1230 73.9 126575 1708 74.1 
A~l Sc edllled COfJ1Ll9fcia'1 Banks 
i Including S.B •• 481535 7019 68.6 960507 17579 54·6 1580009 30075 52.5 

ii) Exc luding S.B.I. 37Q)91 5J34. 69.5 735202 1266'7 58.0 1217794 21750 56.0 

@ Including inter-bank. 



DANK Gaoup 

-------- ---------------.. --------------. 
I. ,5.B.I. & Large Natiol1ilhs(~,~i. Brmks 

i) L~81uding S.B.l. 

ii) ;~xcludinb S.E .1. 

II. licdiuiJ. Nationalised Banks 

III. Staller Nationalised Banks 

I:Il. Subsidiar'ics of S.D.I. 

V. Large f'rivate Sector Danks 

VI. f.'lediun Private 5f>ctor Bnnk::; 

VII. Sm lIar Private S~ctor Banks 

VIII. Foreign Banks 

All Scheduled CODr.1ercial Banks: 

i) . Ir:~ludingS Ji .1. 

ii) Excluding S.13.I. 

Total of 
average depo­
sit &. credit 
. Rs .lal:.hs ) 

10. 

951869 

517144 

33~15 

189776 

109580 

78tJ;7 

4}3075 

23486 

136852 

1868720 

1433945 

--------- -.--.. -----
1974 1975 -------- "--- , 

Establish- Jeposit & 'rotal of !i:st6blisl1- Deposit & 
;'1ent expen- credit per avera[e depo- Dent expGn- cred:i t per 
ses r.:~ee of ests- sit & credit Ses rupee of OSt2-
C-'s .• lakhs) ~li::;;1;.1ent C:s. Le.khs) (IL.Lalchs) blishI:"eLt 

11. 

20035 

9478 

6825 

3677 

')095 

1594 

1058 

549 

2030 

381363 

2830) 

c"q)enses 
C" .) - -_ ... _. --_.-...-

12. 13. 14 .. - ._._---_ .. __ .--- ---.------ -------

47.5 1102671 24323 

54.6 5533922 l1i155 

48.4 403749 .8340 

51.6 224654 4456 

35·4 125758 3664 

49.2 101%9 2204 

45.4 586'57 1365 

42.8 28914 731 

67.4 145294 2218 

48.1 2191646 1~?)01 

50.7 167280/7 .34633 

--_._-----_. 

expenses 
(R~ .• ) 
----~--.---

15. 

45 • .3 

')0.1 

48·4 

50.l, 

,4.3 

t/J ·3 

AJ·O 

39.6 

65.5 

4b .3 

48.,3 



STATEIVIENT 2 : SHARE OF INTEREST EA,HhnlG~ A1D OTI-lER EARNI:NGS IN TOTAL EARNINGS 

.?"-.----- .. ., . _ (:dupe e s 1 akhs 2.'[9' ._ 
- ·~910 

"Total In~est All other Total All othe r TOtal' .. u -rnter~ All offier Bank Groups.. Inerest 
Ea,rniDgs Earnings Earnings Earni~~ Earnings Earnings Earnin~ Earnings Ear;ngs'_ 

.... ~ .. ~ 3" ·4. 5 ---'b - - _2 . - B 

I. S.B.I. & Large 
Nationalised Banks 

·i) Including S.B.I. 12177 10541 1636 26759 22940 3819 46421 39870 6551 
(86.6) (13.4) (85.7) (14.8) (85.9) (14.1 ) 

ii) Excluding S. B. I. 7087 6271 816 14569 13008 1561 24635 22434- 2201 
(88.5) (11.5) (89.3) (1C).7) (91.1) (8.9 ) 

IT.· Medium Natipnalised ·3425 2942 483 8154 7125 1029 15750 43914 1836 
Banks (85.9) (14.1) (87.4) (12.6) (88.3) '11.7) 

III. Smaller Nationalised 2240 2019 221 4686 1+279 407 8571 8002 569 
Banks ·(9°.1 ) , <Q'!9) (91.3) (8.7 ) (93.4) (6.6) 

IV. Subsidiaries of State 1607 1379 228 3497 2989 508 6190 5194 996 
of India (85.8) (14.2) (85.5) (1L~·5 ) (83.9) (16.1 ) , . 

; 

V. Large Private Sector 558 480 '78 1461 1312 14-9 3830 3502 328 
Banks (86.0) (14(~O) '89.8) (10.2 ) (91.4) (8.6) 

VI. Medium Private Sector 539 468 ·71 1218 1085 133 2372 2149 223 
Banks (86.8) (13.2) (89.1) (10.9) (90.6) (9.4) 

VII; Small Private Sector 287 256 31 664 585 79 1248 1118 130 
Banks (59.2 ) (10.8) (88.1 ) (11.9) (89.6) (10.4) 

VIII. Foreign Hanks 3142 2727 415 4914 4235 679 7798 6331 1467 
(26.8) (13.2) (86.2) (13.8) (81.2) (18.8) 

All Scheduled Commercial Banks 
i) ~ncluding State 23975 20812 '.3163 51353 44550 6803 92180 80080 12100 

Bank of .India (86.8) (13.2) (86.8) (13.2) (86.9) (13.1 ) 
ii) Excludin~ State 18885 70394 

' , 

~6~42 .. 2345 39163 34618 454~ 62644 7750· Bank of ndia . 8 .6) (12.4 (88.4) (11.6 {89.0) (11.0) 



Bank Groups 
·-·--~9?4@ 19"75@ 

TotEil - Intere-~~utner- Total Interest AlrotFler 
];9TIlqng S __ ~3:'£.~g~_ ~arni1~s __ Earnin5~_ Ear£!~p~...§. __ .8arnin€)s 
0- .--.. ... - 13 I~ 15 

------------------------~------------------

I. S. B. I. & Large Nationalis ed Banks 

i) Including S.B.l. 65523 56238 9285 83371 71603 11768 
(85.8) (14.2) (85.9) (14.1) 

ii) Excluding S.B.I. 34335 30951 
(90.1) 

3324 
(9.<) 

41650 38182 
(91.7) 

3.468 
(5·3) 

II. Medium Nationalised Banks 22848 20466 2.)82 29764 26627 3137 
(89·6) (10.4) (89.1 5) (10.5) 

III. Smaller· Nationalised Banks 12590 11763 827 16056 14992 1064 
(93.4) (6.G) (93.4) (~.6) 

IV. Subsidiaries of State Bank of India 8119 7037 1082 10452 8828 1624 
(86.7) (13.3) (84.5) (15.5) 

V. Large Private Sector Banks 5686 5085 601 7806 7112 694 
(89.4 ) (10.6) (91.1 ) (8.9) 

VI. Medium Private Sector Banks 3618 3243 375 4878 4342 536 
(89.6) (10.4 ) (89.0) (11.0) 

VII. Small~'ri v ate Sec tor Banks 1802 1571 231 2438 2036 402 
(87.2 ) (12.8) (83.5) (16.5) 

VIII. Foreign Banks 11021 8994 3J27 12006 9853 2153 
(81.6) (18.4 ) (82.1) (17.9) 

All Scheduled Commercial Banks 

i) Including State Bank of India 131207 114397 16310 166771 145393 21378 
(87.2) (12.8) (87.2 ) (12.8) 

ii) Excluding State Bank of India 100019 89110 10909 125050 111972 13078 
(89.1 ) (10.9) (89.5) (10.5) 

.-
Note: Interest earnings represents interest earned on loans and advances, 

bills purchased/discounted and investments. 

@ Interest earnings have been adjusted for the interest tax. 



3tatemr:nt 6: Bc.~ ·~D.~_o5_<=}-~:)_:-'..;~ :~ __ '_'-:-2_8-rccntap;e' of tote.l---a.arni.ngs 

(Amount in Rs .lakhs) 
-19~ -------- . ~g?(j ---- ---- 1973 

Balance. 'Tot al ----:.uet'cen,:~ Ba: -;!i.ce ~lGtal Percen- Bar-once ~otal Pe,rc811-
Bank Group of Profit Earnings of Col. ofPrifit Earnings of 001. of Profit Earnings o1"Col. 

(+) or (1) to (+) o:~' (1) to (+) or (.1) to. 
Loss (-) ~~~ 1.~) ._ ~c ~§.zr~"- ~_.~ ~ __ =)_= Col. (2) Ire 8S (-) 00L~2)_ ".-- 2 5 __ 7_ 8 . . -----

I. S.B.I. & Large 
Nationalised Banks 
i) Inc luding.' S. B .1. 2422 12177 19.9 3479 26759 13.0 4731 46422 10.2 

ii) Excluding d.B.I. 1345' 7087 19.0 1918 "·/~~cq /j 3 .) 
I • (_. 2285 24636 9~3 

II. Medium Nationalised Banks 562, 3LI-25 16.4 914 G~:j+ "i '" ') I ~ l- 1270 15750 8.1 
III. Smaller Nationalised Banks 291 2240 13.0 381 4686 P. .1 366 8571 4.3 . . 

IV. Subsidiaries of S.B.I. 229 1607 14.3 357 349'( ~;). 2 516 6190 8.3 
V. Large Private Sector BanKS 53 558 9·5 147 14b1 '1\.1.1 268 3830 7.0 

VI. Medium Private Sector Banks 57· 539 10.6 131 1218 10.8 139 2372 5.9 
VII. Smaller Private 38ctor Banks 25 287 8.7 75 664 11.3 84 1248 6.7 

VIII. Foreign Banks 628 3142 20.0 1011 4914 20.6 1952 7797 25.0 
All Scheduled Commercial 
Banks 
i) Including S.B.I. 4267 2397~ 17.8 6495 51353 12.7 9326 92180 10.1 

ii) Excludipg S.B.I. 3190 18885 16.7 4934 39163 12.6 6880· 70394 9.8 



Bank Group 

I.· S.B.I. & Large l';ationalisGd Bank~ 

i) Including- S. B. I. 

ii)Excluding S.B.I. 

II. Medium Nationalised B311ks 

III. Smaller Nationalised Banks 

IV. Subsidiaries of S.B.I. 

V. Larg~ Private Sector Banks 

VI. M~dium Private Sector Banks 

VII. Smaller Private Sector Banks 

VIII. Foreign Banks 

All Scheduled Commercial Banks 

i) Including S.B.I. 

ii) Excluding S.B.I. 

---

---- ----- ------ - ------
1974@ 1975@ ____ _ 

TI~lance of Total Percentage Balance of Total PercentagG 
profit Earnings of Col.(10) profit Earnings of Col.(13) 
(+) or to Col.(11) (+) or to Coib.(14) 
Loss (-~ Loss (-~ 
---..,-o~ -~1-= -~2~ ___ 1?_=..L-_ ---'14 -=~~--

8276 

3533 

·1720 

850 

650 

554 

455 

180 

3130 

15815· 

11072 

65523 

34335 

22848 

12590 

8119 

5686 

3618 

1802 

11021 

131207 

100019 

12.6 

10.3 

7.5 

6.8 

8 .. 0 

9.7 

12.6 

10.0 

28.4 

12.1 

11.1 

12491 

4160 

2487 

1044 

1323 

518 

389 

174 

3209 

21635 

13304 

83371 

41650 

29764 

16056 

10452 

7806 . 

4878 

2438 

12006 

166771 

125050 

15.0 

10.0 

8.4 

6.5 

12.7 

6.6 

8.0 

7.1 

26.7 

13.0 

10.6 

@ Earnings have been adjusted for the interest tax. 



Chapter VT.L 

Ass·?~sment And Anclvsi sof Bankin:z Co~ts 

'{'he t;P'rrDS ,..,f 'rpferp"!ct=l of trl'l CommittpE-' reQui!'~ 8 

~v~tpmat~c ~urvpy to provide e9tim8tp~ of the COqt of 

I!ujdpl;~p~ Or! t!;~ poltev of pr~c1ng ('If V8l"1·"\1.lS bpnking 

R0rvicr~, ~bjch i~ elsc p ~~rt of thp terms of rpferencp~ 

A ~tu~v of ben~ing cost~ w('lul~ further en~blr the establish-

pprt.i cu' EJ'SprVlCG and the rpturn T.'PC €Ii ved for it. This 

epPT'c?ch j s ~,.."l'j cO"Clpicuouc;by its abspnce i"1 thp banking 

i '.1du.qtrv-i ':j',--]"ndi P? rrhr- first· cost ~tudy for thp syst~m as 

awholn ill1PC; cOr:!1ucted by the Banking Commi~sio'1 in 1970. 

Am,...,,? i-naivtduEil bpnks, apart from thp gtatp Bank, which 

has bpen co~auct;ing a full flpdged cost study on a continu­

ing bpsis 'si"lce 1972, only few othpTS have attempted even 

pprtiFI co~t studips. 

702 ThG devploprnpnt of a dpgrr6 of "COClt conqciouc;n~q~" 

in bpnk~ is of th~ utmost !mp,..,~t.?ncp for thpir continuance 

rol~ 1~ n?tionpl developmrnt. This 15 so not only from thE' 

point ~f~vl~~ of profit2b1lity, which though vitAl for the 

totality of banks'~ppr~tions, is IAs~ rplevant in the 

pr-OV:J.C;i0!1 of i'1~1ViduFl' ~prv"apq.· sincc:l 1969, bank~ 1n 

Tndii? hpvr expcndGc t.h-?ir opprFt1"'1~ to arGa~ h1~berto 

u''1",xpoq,''d tc c6mrnp!"cit:!1 b~n1dru?:~ This procElss will continue 

end banks w~11 be reauir~d to take up npw ta~ks. The 

r0tUT.'n rrcr-ivr.d from quch q~rviees ~ will, in most 

C8A(!S, b(! lo~rr than th~ cost~ 1ncurrpd in providing them. 

liJl ampr~np~~( of thf"l co~t implicCition of thr nplJ'J rrspons:l.­

b:lli-t:::l(lI~ :I.e; nr-cpssary so. that bpn1-r~ cq well as th~ I}OV8Tn­

!!J.l?nt hevp an inl~e of th~ subs!d1pq that bClnkq CIT/? call0d 
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possibl~, e rrlationship should be consciously sought to 

be (l stabi~i shC'd,b~e.:t~~nn thG d i ff (lrpnt s prvice q provided 

pnd thr- ~ptu~n~ rpcpivpd thprrfrom. 

7.3, Within the limit(ld time availablp to this Committee 

a full flrdgr-d cost ~tudy, covpring all banks and,areas, 

which would nrnvidn firm r-~timatr->s of costs for individual 

banks ~es not oossible~ Ho~pvr-r; in keGoing with the 

trrms of referpryce requiring thr r-stimation of avr-rege 

co~ts for differpnt types of banks, a limitpd survey 
~tfe. Lied 

wa~ undprtakr-O cov(".lr1~g 21 8f *~P 71 Bf ~~p schpduled 

commPT,ci al bpnks. In solecting thp. bC'~ks, du C? considet'atic 

operatinn Fnd composition of business. A reprpspntativc 

sample of 1000 offices, giving due wpightagc to location 

and volump of busln(".l~s was chosen for the> purpose of thp 

study. Data for the study ~ere collecird through suitably 

dG~igned schrdulps rplating tn thr- time spent by employres 

iffpr0nt catpgorirs on various banking activities, the 

volump nf businpss transacted end the overall costs. 

This formnd the basis for an asspssment of the cost of 

diffornnt s~rvicGs. Details of tho sampling trchnique 

edoptnd and thn mr~hodnlogy of the study alongwlth the 

schpdulps used are given in the technical note on the 

subj pct. 

7.4 Thp orncrqsed rpsults of th~ study provide the 

,following inClicpt/ors of costs.' 

1. Sharr of diffnrent servicns in tntal costs 

2. Cost POl' uni t of m('lnrtary output
J 

vlz.c0st 
in tprms-of tho mnnr-y valur as rcprcspntGd 
by thp outst2ndings or amount of business 

, tr8nsact~d 

3. Cost p~r physical transaction in tprms ~f 
vouch~rs 

4~ Cost per account 

•••• 3. 
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The cn~t input~d tn 88ch Rervic0 t?kPR accnunt nf tho 

value of the RorviccR put in at the branch 18vcl with 

apprnpr1ate loaoin? fnr h0ad offico eXDpn~es. 

7.5 It may be emphasiS0.d that thn rpfcr0nce hero is 

cxclu~iv0.1y tn s('Irvicing C'1st which wnuld n"t include 

intprn~t cn~t nn 10.PORits. 

706 Baso~ rn thr cost patt~rn nf thp 21 selActed banks 

r0v~alnd bv th0 study, separ~te oRtimatpR have been made, 

f~r 3 brnpd bank' groups - SBT and large natinnalised banks, 

othrr natirnp~ispd banks andfnreign.banks and other 

banks (subsioiarips nf SBT ann Indian privatp sector banks). 

Data ~r('l pls0 availablp for the costs _of services extended 

by nffices in different populatinn grnups. 

7.7 The Committee has had an advantage in that thCl 

rf"lsults nf the cnst stuny conrtuctcd by thCl Banking 

Commisc;inn in 1970 were: aVClilablCl fnr:comparisnn. There 

is cloSG cr rrespond0nc2 betweon the patternyir-ldod by 

the r0sul ts '"'of th0 Banking Cnmmissirn' Rstudy ruld the 

prPRrnt study. There arc snmed1ff n rcnces between the 

t r'l0 whi ch are \""xplain~ble by the di vrr.sif:tcati nn in 

banking Clcti vi tirR Rinee the dC't,..., nf the Banking 

Cr)'rnmis~irn'~ stuny. ThuR, Innrl.ingc; tn Rome priority 
.-

srctnrR W0r0 nnt V('lry prr:-minC"nt to 1970 ann. h('lnce the 

signif1cClneo ~f thps0 scrvicps in overall_costs was 

rGlati vely lmn in tho Banking Cnmmissi~n study and has 

rison substantially in the prescnt study. Apart from 

this, thp divprg('lnces in thpRcrvicing cn~t p0r transactirn 

fully rp"flClct thoin'crcClRP in establishmC''1t (lXpC"nS0R 

sinca 1970. 

7 ... 8 Th(,l 1(')t~ils ~f the m~thn"nl()gy an~ thf"l rnsul ts rf 

thp prps('nt stu~y ~nd thpir cnmparisnn with thp Banking 

CommiRsinn' s Rtu~y' ar('l gi V(ln sepClratr-ly in tho tpchntcal 

nnte rpl~ting tn the RtU~y. Th0 salipnt featur0s arc 

.0.40 
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summariS(lr1 hrrp. 

7.9 Thn busin0~sMf a bank may b~ classifiG~ int~ two 

btne~ grnups - fun~~ activity, cnmprising deposits end 

lcan~ {inclu~1ng bill~' an~ nth~r activity, which wnuld 

inclu~e 811 nthnr ~&~v{CGS like r~mittances, chequG and 

bill cnllrctinn, frreign exch8ngG ""oalings Gtc. Fonds 

activity - acc~unts for 70% rf tntal sorvicing cnsts, 

41% ff')r n(lpnsits ann 29% f')r lnFlns pnd bills. Amnng oth(lr 
~)lJ 

acti vi ties, romi ttances and Aaccnunt fnr 16%, fr:rp.ign 

<?xchangp. fnr Hb~ut 4%an0 nthr.rs~eti oitine incluning 

gnvernmr>nt busi!,}pss,.·ppnfnoo :by -thr-:CjtE1t('l Bank grnup fnr the 

balancp of 10%. 

7.10 Al thou gh - the'--: sharp of depo~i t~ in ovp.rFlll servicing 

cost i~ rpma~kably similar in rnth -the Banking Commission 

study and thp prpsent study, there is a ma~ked variation 

in the pettprn~ In 1970, currpnt de~o~its emerged as the 

activity that accountpd for th~ largest qh~rp not only in 

th~ diffprent deposit groups but amcng-~ll activities, 

accounting for 23% of total servicing cost~. In the 

present study, this positicnis takGn by s:~ings deposits 

with 19% of totel s0rvicing costs (gt~tement 1 appended). 

The reason for this may liG mainly ih th(l growing 

importance of savings deposits, r~lativ0 to currpnt deposits. 

7.11 In Chapt('lr II, mrntirn weg made of the change in 

deoosit .. p-att:ern, with a lnarKed shift t"> term deposits, 
e.. 

esp,eci ally of long0r maturi ty. There is another fa~t to 

this chFlnge; current deposits hav0 declined feirly 

markC?dly 1n ·importanc8. In 1970, this cat.<?go~y formed 

around 25% of total deposi ts and 12% of ove,..all deposi t 

accounts. B~-~975, the p~nonrtinns had declined to 19% 

and 8%- rflspf'cti-vely~ bn thp. r')ther hand, savings. deposit 

accounts' now fr')rm67% of the total as against 64% in 1970, 

•• 05. 



VII - 5 

~hi 1(.) thp 2rrJr"1.1 nt ""f'11Jch d~P0~:! t" ct'"'nt1 nu pd ?Tr:uno 26t:f, s 

I~ i~ 8190 n~t0~n~thy thet ~h:!le fixed dQP~~'ts h~v~ 

al~8ys hed th0 hlgh0~t ShFT~ in.tntal d0po9it amou~t 

(5105 i'1 ]970 8~ sg?in~t f,5% in 1975), in the nULIlbnT of 

d('p0~i t C'CCI")Ll'1t~, s?vi "l?S dClpnsi ts 8rp m.ore tmportEot. 

Th:"'l C'v""r(-'g~ '11 >3(' r:f e ~av:i ngs dprJ''1s{t acc'J~_'ntt., thU1 

l~~nst at R~.920 p~ ~g25nqt Rs.5100 1n th3 caS0 of fi~0d 

dC'pnsi t~ ,"''1.j He;. 5820 in curr~ht d,~Dr.si ts. In the s0rvici ng 

c: deD'jsi t ~cCf"1mlts ,. tho ~Ch"'VE~t f <::ct"T'S 2T0 thr> !1'Jm'br-r rf 

accl")un~~ 20d thr tu~~~~rr nf businrss, ~s in1ic2t0d by the 

nurnb2r nf trpnsact5 nns in thpSG accounts. Fixod (or 

trrm) d~p0~it~ have virtu~11y"n0 tu~n0v0r8nd hnncG 

T?qlJ1r:'? v,'':T''Y fo,;-i t'l:'2nsactll")ns~ F""r -this ToC'snn, th(1Y ar,~ 

th0 ch~eprst tvpn ~f dppnsits fr~m thp v1~~ pntnt ~f t~p 

erst ~f ~~rvicing. This i~ r0vppl~d nnt ~nly in th0 l~~ 

s~?r~ 'nf'thi~ ?rnu~ in ~v~rell ~~~v1ci~g cn~ts but in th0 

high cnEt nnr ~r~ns~6tir~ p0~ 8cc~unt. Bnth in tho Banking 

Cnm0i~~inn ~tudy pnd tn th0 prns~~t Rtudy, th~ cc~t,pcr 

tr,m~8cti ~n t8 highr,st in t~rm -c1("lpr")~its; sine,· trcnsact1(',ns 

?~r ~~ f~~ th~ :dis+ributinn rf thr tntrl c~st incurred in 

r~1t~r~sj_[1g y:i,'ld!'l 8 high figur8~ 1'hr> rpOI'""c;jtr is tho C2sn 

~:] eur-r''''nt dno"si ts ~ by. n8t!.lT(" ~ thrs(l dGP"~i ts ere: 

frC'qur'ntly np~'T'?tcd; h0ncc' tb'-' c!"'Ist 1)0r tr8nsacti"n is 

10w0St in thjs casro In 1970, ~hr intrnsity of the 

cpnrat4nns ?lR~ med0 thnsa deposits th~ mnst cr")st1y of 

But thn d~clining sig~ificancc 0f 

curr~nt dnprsits in nvcr8l1 drpn~its h8S nnw c n untrr8ctod 

this f8ct~r ~n s"mo pxt~nt. This 1s al9~ S00~ in th0 

fac~ thet ~xprrssod Pq pnrcrnteg0 !"'If nut~t?nd'ng bRlanc2, 

Cr")~t i9 high0~t f~r curTrnt dnpn~its 8 cnmbinrd rrsult 

of high enst 2nd r~lat1v01y SSAll bFla~c~~ ~utstand1ng~ 

On thr nthr~ hend, th0 pr~fn~2ncc fnr spv5~gq d0pn~tts, 

indicetnd by th~ grrwth in th0 numbnr nf pcc~unt8 i~ this 

c?t(lg""ry, has pUs;hrd up its ."10rvtc;~? c")~t. T~"lO C:f):~t ;':-·r 
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trcnsC1C tll"'n ,...,f CJ ev~ "?~ d ppl"'~1 t~ sr"'1JII ~ merk ("ldl y 1 i ttl0 

vartatirn brtwc("'n benk grnups 8'3 well CIS pnpulati("ln 

gr",ups, which is indic8~ivo nf th0 cl"'nsist~ncy rf the 

w",rk ll"'<='o i'1vr'"11vt:'>d in th(" servicing ",f tl-}pse dC'posits 

in the C'ntirG ~yst~m (qt8trmont 2). 

7.12 Th<? qU("l~tir")n IJv'uld. siJggost itsolf if the gr("'v:~,.,g 

popularity I"'f saving"lddPr~its and tl-}r tpnd~ncy t~ usc 

them frrQurntly has incro2srd the transactinns involved 

and hence tr0 srrvici~g erst. ThC' data ~rovidGd by the 

presrnt study dn nnt substentieto this. The cost per 

transactinn is highnr than in currGnt deprsits suggesting 

the lo~rr turnnve~ nf savings d<?p0sits~ At thp samG time, 

bptwo(m 1970 and the preS00t study, thn diffC'rcnco .;", ~£/~ 

b(lt'~<?('n savings Bnd currl""nt d('pC'~i ts ~8 13fie C' g~ pxprrssed 

as p("lr cent I"'f nutstenning belanc("l hes ncr~l"'wp~ indicating 

thr grnwing imp""'rtcnce I"'f savings depnsits re18tive to 

currrnt nC'pl"'sits. 

7.13 In crntrast tl'" dep",~its, as a whole, whose share 

in tntal ~(lrvicing cr~t has rC'mainnd crnstant bGtw<?~n 

1970 2nd tho prpspnt study, the shere of advances h2s 

g""'nc up. ~7bil(l the? increase is sharpd by c.ll tYPe?s of 

edvancos, it is most mBrkC'd in thn~F~ areas wh<?re banks 

inv,:,l vcmrnt hes gr(lwn in rpc.-?nt Y8ers. Thr mnst 

prr")nnunco~ inCrG8Se is tn tho cpse ,...,f direct agriculturel 

fin81cr which formed I"'nly 1.8% of tntel serVicing cost 

in thCl Banking CGmmi9~i.on fltudy an~ n(')w p'ccl"'unts fnr 

4.3%. That this is tho mnst Gxp~nsi v.;' tyf-'C! of l(m~ing 

is senn in the cost expr<?sse~ 85 8 p(lrccntage ("If out­

sten~ings. This is highpst fnr Bgriculturel 1(l8ns 

in all benk grnuns ~n~ pnpulatil"'l"l gr""'uPs (qtat(>mr>nt 3, .. 

lit ••• 7. 



VTI - 7 

Thp co~t of lopns to qI!lPl1 sC21n 1~~ustry, in t0rms of the 
·t 

t t ~ Ai ..)?f!Jt d t .., tIl 1 ~i t ou 5 rn ~gs, _~ ~@e~g- 0 egr.cu _ ure opns, on. ng 0 

nthor prinrity qpctor being less ~~nansiv~. LOROS to 
~ 

rn('l~i'IJm pn~ 12rg'" 1nr'lustry h8VG th('l l~\Q(~st per cent cost ~ 

outst2nring. Th0ir shpre 1n tot81 sGrvicing cost is, 

howcvnr, high bC!cPu~G of tnG lcrg:-:. sh2rr of this- sGctor 1n 

total l0'lrl.tng. It is/ notcwrrthy th?t Gaspi to thpir 

sm?11~r ~h?~(> 1n nv~rell cr0i1t, In2ns to smfll scelo 

in~ustry ?ccnunt for 2 highrr proporti~ti of totDl s0rv1~1ng 

cost th8n m~dium end lergC! in~u9try. 

7.14 rrhp cO!'Jt of r pi9ing rns h lJ1"cpS fr:T:" 1 n nniog 7 ("Ir tho 

intprost c~st nf funds, is gning up, 25 pointed out in 

Chapter TT~ Th0se ~ate p~nvn th8t tho invnlvnm~nt in now 

arncS of lon~ing edn crnsl r 0rcbly to snrvicing CQst. They 

snd largo industry is the on0 fEctor thet countpract~ the 

cost Affpct o~ ~tvpr5'ficrt'rn of cr~~!t, thp servicing 

cost of this ?ctiv!ty bning low. 

7.15 The other dirpction 1n wh5ch bRnks have bruken 

erp~s ~ 1:1 this c:gcin, thpcost j llpl1.cpttor}:l ere significant. 

whole invnl VP"{ mor0 cost ,in rUI"C'11. F<:rGe~ than in the oth~r 

populptirn groups. This is nspeciplly so in thp case of 

cdvanc~s. The cost of s0rvicin~ of 211 ?dve~cGs considered , ~. jrJfU . 

togGther, exprE'~sGd as pprceotc go o~ (lU t!=ltendi ng -*eiJF.l 

crpdit, is 1.17 in m0tropolit~n and urban crntros end 2.36 

in sQmi urban c('>ntre~ C's against 3.24 1n rurc1 ar(,'i::~q 

. (~~t9,me'lt 3). .rrft1"'-rcrng P in I"C'lgErd to dpp()s~. t pcti v1ty 

is l~ss. wid0, because d0posi t bUqincss is ffi0r0 2v('n1y 

s.prC'c.d. ·2mr.mg thro. d~fferpnt Pf'pulC"t10n grnurq, PYC0Pt. for 

•. ••• 8. 
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COqt study, it is po!;sib-le to rf'lc-t" tho servicir:g C8St of 

deposits 2nd ~dv2nc~s in th0 diffpr~nt populatinn groups 

to tho total busin~q~ (d~posits + ~dvances) in ~hosa gr~urs 

It hes to b0 b~rnn in mind firqtly that th~ servicing costs 

,..npr~s("lnt th('l cl"')mb1nc>ti0'1 of l'st8blishrnr:ant 2nd othGr 

~!Jorking pX!,,('l_n5~S Flnd 5~C'0ndly, that the; !;(,,'l'"vicing C()st give 

exclude the cn~t incurred f0r remittances etc. The dC'tF 

shC"w th8t the tlr:lUtPUt" C'lf depnsi ts and advsncGs -relEtpd to 

thr- "input" ()f s~rvicing cn~ts, 7ar'i98 sharply bp.twE-'~n 

;thE' populat1 I"'n grr"luDs. The amount nf businr~s - :-,r-r rU!'C>8 

0f sc>rvicing cr~ts incurred, whic~ is 0n1y Rs.48 in rurpl 

c0ntres, risGs t;:- Rs.58 in s("l!li urb2n srnas E':1d to Rs .. 72 

in urban an~ m~trorC"litan cr-ntr('lSD 

7.17 Th~ rbvtnus cr"lcclusi~n that may b0 drawn frnm all 

th~ data giv('ln 8bnvc> is that rural nfficns are mora 

expensive tn m2intain and 0pp.ratc than urban 0r 0.V0.n semi-

urban officps. ~ith further spr08d of b~nking in rural 

argul"'o +:h8t thr> high cns't in1ic2t,....r~ in rtlT"8l officr-s 

r~ve.el 8 dagrGG ('\f "IJXC(l~S 'C8lJ2City"~ Thnt is to say, 

it~0uld bo pnssibln to inCrQ2~e the busin0~~ in thpse 

br?nchns with 2 lnss'than prnDnrti~natG increasG in 

sGrvtcing c~~t. 

7.18 

C"ffice~ is b08Vi1y tl1t0d tn~?rd~ fund~ ~6tivity, that is 

dflpnsi t ~ <;>nd cdv?ncG S ~PH!i, 1;p B 1@8~@P ~tClQt , bills, 
) 

remi tt8nc p s, cnllnctinn nf ch(>qur>s ,..tc. do 11('t cnnsti tutr. a 

si~0abl(> prnporti"n ~f rural br2Dch bu~in0ss. As a r~sult, 

• "i .JI • 9. 
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th~ cnqt nnr trpnqp,ct1~n ~nd thp c~st npr Rq.l00 ~f 

rrmi ttC'nc('~ iq rplE'tt vr1y hi gh in rural arpp,~ (statpmnnt 4'. 

7.19 BptwGen bank gr~ups, thn pattprn of sprvicing 

cost varies cnnqidprably wh!ch fol1~w~ from differe1ces in 

thpir buqinps~ mix.Tbp important factnrs hn~0 are the 

c~nc~ntrp,tir.~ nf GOvprn~pnt buqinps~ in t~p'.gt2te Bank 

grnup ~nc th\' relptivp insigl1ificP '1C0 I)f fl"\reign exchcnge 

7.20 rrhG posit11"\11 nf smallp.r D2'1';;eS i~ cll"\~cly similar 

t~ that ~f rurcl off1c0S, sincpb~th depo~it$and advances 

activit~ns C'rc mf're Gx~nn~ive fnr thesp banks than for 
.. (l}S/' 

othnr bank grl"\ups. ~Grv1c1ng as pGrcrnt of avprage 
~ /'\ 

depnsi t balance was 1.3' -fnT ·gET cmd large nationali spd ,.. 
banks as against 2.~f!'r thr SMaller banks.· In advances 

th~ relative proport1nn was ·l.o/!,and 2.%rfSSpectivPlYo In 

r<?mi ttal'1ces cnd bills, hnwevpr, thprp is··no significC'nt 

vari~tion bptwp~nthe bank groups. Also this activity 1.s 

nntuni~rort2nt for thn small~r bpnks. 

7.21 'l'hp othpr .. activities of bc>nks whic11 yield income 

faLl undGr thp head of remittances (1sque and collection 

of drafts, TTq and MTs', bills (cnllection and purchase of 

chequps, 2nd demf'nd. and usance bills) and forpign excha.nge 

business. Thp rpqidual businpss (such as Government 

bUsiness, issue find pncClshment of travell(lrs' chElqups, 

safe deposit lnckers AtC., is grnuppd u~der "~ll other 

activities. Income throue:h bills businpss ccntcins an 
.' - . 

7.22 Br-t1t,l(lpntl'ip Banking cnmmi~sinl'1's co~t study and 

t.he pres!?nt study, 'thp pror"rti~n·,.,f e.ach of these s('rvices 

t,., total SflTvic'e co'c:;ts hes decli ned (from 42~ tt:' 35%' 0 

•• ~ ,,10. 
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Thi~ i~ ent1relv nn 2CC nunt rf thp incre~se in co~t of 

advpncp~~ thp sh~rp nf ~ppnsit ?ctivitv remaining stableo 

The decl1n~ i~ evenly snread between the various ind~vidu~ 

itpm~ in the grnUpo Thiq, h~~pvpr, r0fers 0nly to the 

distribution p~ttprn of total cnst~ an~ nnt t~ the level 

of the costs ~h5ch ?Te uniformly highnr than in 1970. 

The cn~t ner tranqactirn 58 highrst fnr u~pnc~ bills 

(Rs.31) and l('\t~ost fnr dr2fts (R~.8). Th~ cr"gt per Rs.IOO 

of rprnittpnce bills is h1gh::,~t :f0r dpm("r')d biits (28 peise) 

and lc~pst for T~s, bri~g just 1 pFisp. ThE' low tncidenc 

.0f cost on TTc:; is b~cpuse nf thp high average amount per 

TT (gtatrrnpnt 5). 

7.23 The cr"rnpeTison.r"f thp rpsutt~ ~f the prp~pnt 

study T"11 th thn~p nf thp Banking Cnrnmissinn cl~2T'ly sh"Jws 

the impFcit nf thE' increasp in pstablic:;hmpnt exppn~es on 

banking cn~ts. ThE' chC'J:"ges levied bv bcmks on various 

services rpnde~pd by thpm is seldom·rplated to the costs 

invnlV0d. The result of tho prpscnt study could be the 

basis fnr 2 rptlnnal schedule of sprvicp charges. This is 

devnlnprd fu~thpr in Chanter XI. 

7024Th~ changing naturn of banking with vast 

grogranhic cnv~r2gp 2nd functinnni div~rsific8tion 

require rnnrn than Rver bpfnre, e scinntific 8pprn8ch to 

tho 2sspssrnrnt r"r cnst~ end the pricing of sprviccs. It 

wnuld bp n~cPss2ry to cnnduct 8 cr"st study for th0 system 

as a whnlo et rpgula~ int0rv8l~. It is suggnstrd that 

such studi0S should b~ undertak0n cv~ry 3 YOPTS pnd rate 

sched~10( C'djUSt0d acc~rding~y. 
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C?mplnY<?E?CJ. Th('! "~('!lf lOl2'ging" ~ystflm edr'lptp.d here may 

bp us~d f~r futur~surveys plso. At thn individual bank 

l~v~l, morn dntailpd studi~s may be undertakon to d~tprmin2 

thp c~st impact of sppcific sprvicos. ThenGGd for such 

studiC's wi 11 bl-! 1 nCl'C' P singly reI t ~ r. the ct:'ntC3xt of nm' 

.nnic~A rC'quirC?d of banks. 



STATEliJ'IENT -I 
PATTERN OF i3ERVICIl'TG· COST - BANK-GROUP-WISE 

(Percentage to total cost') 

Banking State 10 other 
Commi;" 71 Bank of Nationa- Other 
ssion India & lised Banks 
(1970) "Banks Big Banks & (Gr. III) 

Activity Average Average Nationa- Foreign 
lised Banks 
Banks (Gr. II) 

1. ~. 
~Gr.I2 

3. 4. ~-
1. DEP03ITS 

1.1 Current 22.9 14.5 15.0 13.3 15.0 
- .. -
1.2 Savings 12.3 18.7 17.4- 21.2 18.1 

1.3 Term,Recurring 
and others, 5.1 7.4 5.9 10.2 7.2 

1.4- All Deposits 4-0.3 4-0.6 38.3 44.7 4-0.3 

2. ADVANCES 

2.1 Medium & Large 
Industries 2.7 6.1 5.7 6.9 5.8 

2.2 Small Scale 
Industries 5.4- 6.3 8.5 3.9 4-.0 

2.3 Dire c t Finan ce tv 
Agriculture 1.8 4-.3 5.0 3.9 2.9 

2.4- Other Priority 
3ectors 1.a 4-.2 2.9 

2.5 Others 6.3 7.7 5.0 6.2 7 • .6 

2.6 All Advances 18.0 24.4- 24-.2 25.1 23.2 

3. H.J!ivII TTAh C .1£3 

3.1 :Drafts 8.7 8.2 8.6 6.3 10.1 

3.2 M.rrs. 1.7 1.5 1.8 1.3 ' 1.0 

3.3 T.Ts. 1.5 0.6 0.7 0.5 0.5 

3.4- All Remittance s 1h2 10.3 lli1 8.1 11.6 

4-. BILLS 

4- .1 Cheque s, Drafts, 
etc. . 7.2 5.4- 4.9 5.8 5.8 

4-.2 Demand Bills 6.4- 4-.1 q..'::·:7 
.' . 3.1 4-.0 

4-.3 Usance Bills 1.2 1.2 1.0 1.7 1.1 

4-.4- All Bills 14.8 ~ 10.6 10.6 10.9 .-
·5. FOREIGN - hl 4·2 4.0 1:.2 --- - I 

•• ALL OTHER ACTIVITIZ03 ~ 10.3* 1h..2* hl 12·2* 

7. ALL ACTIVITIES 100.0 100.0 100.0 100.0 100.0 

LR II< Includes Government Business 



S Tfo. TEl'IENT .', -Tl! 

PATTrRN OF S.i~:V':ICING COST ... POPULATIONGROti"P;+.WISE 

(Percentage to total Cost) 

ACT IVJTY 

. . 

J.. DEPOSITS 

1.1. Current 

1.2 Sav.ings 

1.3 Term, Recurring & Others 

1.4 All Deposits 

2. ADVANCES 

~ll Metropolitan 
1'0 ula tion and Urba.n 

1. 

14.5 

18.7 

7.4 

40.6 

2 • 

16.2 

17.8 

7.2 

41.2 

2.1 Medium & Large Industries 6.1 7.3 

6.4 

1.6 

2.2 Small Scale Industries 

2.3 Direct Finance to 
Agriculture 

2.4 Other Priority Sectors 

2.5 Others 

2~6 All Advances 

3. REMITTANCES 

3.1 Drafts 

3.2 H.Ts. 

3.3 T.Ts. 

3.4 All Remittances 

4 •. -BILLS 

4.1 Cheques 

4.2 Demand Bills 

4.3 Usance Bills 

4.4 All Bills 

5.- ALL OTH11R. AC T IV IT I:JjS 

6. ALL ACTIVITI~S 

I 
8.2 

1.5 

0.6 

10.3 

5.4 
4.1 

1.2 

100.0 

8.1 

1.5 

0.8 

10.d, 

5.8 

4.5 

1.7 

12.0 

100.0 

'emi­
Urban 

13.5 

18.9 

7.6 

40.0 

3.4 

6.1 

7.4 

6.7 

8.8 

2.2 

0.5 

ll..:..l 

4. 

9.0 

26.0, 

8.8 

2.2 

4.4 

10.5 

11.6 

7.3 

1.5 

0.2 

4.8 3.7 

4.0 2.1 

0.6 0.3 

~ §..J 

j , 

100.0 100~( 

_______________ ~------------.,.---J -------



SE.'W.IDllllG COSTS OF DEPOSITS 
uaaaaqeu _I .. 

------------..,---- .--.~-
- ___ - au._ 

Current Savines Term All 
-Deposits 

---------,------------~-----------------------------------------------

Banking Inlustry 
.. 

Pl. AveragJ - Present Study 

P2. Average - Banking COIIllllission 

Bank Groups 

P3. SBr & 4 Big Nationr-tlised Banks 

P4. 10 Nationalised Banks & 
Foreign B~nks 

P.5 Othar Banks 

Population Groups 

P6. ~tropolitan & Urban' 

P7. Se~urban 

P8. Rural 

Banking Industr.y 

Ml. Averago - Present Study 

}J12. Average - Banking Commission 

Bank Groups 

}i3. SBI & 4 Big Nationalised Banks 

M4. 10 Na tiona Used Banks & 
Foreign Banks 

M5. Other Banks 

Population Groups 

~. Metropolitan & Urban 

m. Semi-Uroan 

~. Rural 

P - Physical Output 

J.P/ 

(C.stin rupees per translictioDS) 

2.70 

1.88 

2.54' 

2.89 

3.64 

3.60 

1.78 

3.53 

3.52 

3.88 

6.64 

5.21 3.21. 

5.63 3.51 

4.40 3.92 
Qv,~~ 

(Cost ~ per ann~of balanoe) 

2.75 

3.85 

2eS7 

leS5 

3eS5 

0.69 

0.67 

0.48 

0.50 

M - Monetary Output 

2.11 

1.54 

1.48 

1.68 
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SEftVICHJG
w
CQ8T. OF ADVANCES ... 

_ .... _--------_.- ------- ---- ---, ------- -------- --------
Medium & 
IargG 
Indus­
tries 

Small Direct 
S Cp.le F inanc a 
Iodus- to ~ri-
trias cu Hure 

Other Othors 
Priority 
Sectors 

All 
Advailces 

----------------------------------------------~~~~:---------'--~'---~----'--------
(Cost :J.»...% per annum of outstanding) 

A. 

Banking InduGtry 

MI. ,Average - Present 
Study 

iv.l2. Average - Banking 
C omr:ds s ion 

Bank Groups 

M3. SBI & 4 Big 
Nationa1isGd Banks 

M4,. 10 Nationalised Banks 
and Foreign Banks . 

MS. Other Banks 

Population Grotl.'I:'6 

M6. Metropolitan & Urban 

m. Semi-Urban 

l~. Rural 

0.70 

0.32 

1.02 

0.98 

3.25 

).69 

2.78 

M - Monetary Output 

1.88 

1.94 

·;1.82 

3.10 

4.71 

1.76 

Note: As the nwrber (:~~ transactions is not an indic!".tor of physical 
output in respect of advances, cost per transactions is not 
computed. 

API 

1.64 

1.85 

1.17 
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s fl1.V JD DIG COST OF B,EHrrTar~C·ES 

~-..... --- ---
REMITTANC ES 

Dre.fts N.Ts e 
; All 

T.TseReoittances 

(Cost in rupees per transaotion) 
Banking IndustEY 

Pl • .average - Present StuJy 8.39 10.54 13.18 8.85 

P2. Average - Banking Co:::.;:,lission 5.18 5.55 13.90 D.a. 

Bank Groups 

~··b~ 
P'3. SBr & 4 Big Nationalised Banks 8.39 11.59 12.67 ~ 

P4. 10 Nationa1isGJ Banks & 9.04 8.74 17.47 9.28 
Foreign Banks 

P5·. Other Banks 7.74 10~4Q 10./IJ 8.01 

Population Groups 

P6. FJetropo1itan & Urba~ 6.36 12.28 12.03 7.11 

P7. Semi-Urban 5.78 12.26 5.34 6.42-

P8. Rural 8.13 8.73 7.09 8.19 

(Cost in paise per Rs.loo of 
ReIJittances) 

Banking Indust.r;r 

l'11~ Aver2.g8 - Present Stu0.y 14.44 17./IJ 0.99 7.95 

112. Averegc - Benkbg C oumission 16.67 10.21 
.. 

1.50 n.a. 

Bank Groups 

MJ. SBI & 4 Big Nationalised Banks 14.16 
.f(. -6-b 
~ 0.90 7.23 

M4. 10 Nation;:! lisej Banl:s & 19.15 19.53 0 •. 97 8.69 
Foreign Banks 

M5. Other Banks 11.81 17.61 1.84 9.65 

POEulation GrouEs 

!I;6. Metropolitap & Urban 10.44 15.66 0.65 4-97 

H7. SC3mi-Urban 10.31 31.89 0.65 6.96 

l'~. Rural 14.74 19.47 0.89 10.95 

P - Physical Output M - t1onetaI"J Output 

D.e. - Not liinilable. 

J..F/ 
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SEB.Vrc ruG COST OF B ILIS 

-
ChC3ques, Dc;;'.1en.l. Usance All Bills 

D ::afts , etc. Bills Bills 

(Costin rupees per transactions) 

Banking Industry 

P1~ Average - PresGnt study 10.94 19.CJ7 31.75 14.37 

P4• Average - Banking Comission 4.89 8.1$ 10.89 n.8. 

Bank Groups 

P3. SBI & 4 Big Nationalised 'Banks 9.87 20.28 30.5Cf 1).92 

P4e 10 Nationalised Banks & 12.09 20.0) 29.35 15.31 
Foreign Banks 

P 5. Other Banks 12.15 15.01 1.$.29 l.4.JS 

Population Groups 

P6. Metropolitan & UrPan 11.36 15.64 29.17 l.4.05 

P7. Semi-Urban 8.95 13.19 12.51 10.63 

P8. Rural 10.62 15.31 25.25 12.29 

(Cost in paise per Rs .100 of Bills) 

Banking TnJustry 

loU. Average - Present Study 24-61 27.85 24.82 25.78 

112 • .Average - BatikUlg Comnlission 20.71 2,4.Cfl 25.52 n.a. 

Bank Groups 

M3. SBT & 4 Big Nationalised Banks 21.44 24-90 19.40 22.60 

M4e 10 Nationalised Banks & 38.43 34.76 29.65 35.63 
Foreign Banks 

M5. Other Banks 19.36 32.03 36.52 23.96 

Population Groups 

~. Metropolitan & Urban 22.89 12.86 14.74 16.67 

m. Semi-Urban 17~17 20.56 ' 15.a3 ,18.49 

MS. Rural 17.2!7 27.53 16.81' 19.74 

P - Physical Output M - Monetary Output 

API 
n.a. - Not available 
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SEHVID:JNG COST Pili ACCOUNT 

-- ---
Deposits Advances Other 

Priority 
Current Savings lV.iedium. & Smll Agricul.- Sectors 

Large In- Scnle In- ture & Others 
dustries dustries 

---------- -
..twQ.~ Amount per account (In rupee5 pel' 811t1ma) 

Bankill~ L"lJust!I 

Pl. Avero.ge - Present 7,1$5 950 4,87,7i¥. 22,516 2,190 6,Q33 
Study 

P2. Average - Banking 5,796 813 n .a. n.a. n.a. n.a. 
Coramission 

Bank Group> 

P3. SBI & 4 Big 10,687 1,030 6,49,01$ 21,543 2,670 7,767 
Nationalised Banks 

P4. 10 Nationalised Banks 5,387 890 3,71,57:; 25,642 1,375 5,185 
& Foreign Banks 

P5. Other Banks 4,358 7~ 2,22,911 22,510 4,022 6,417 

Population Groups 

P6. Netropo1itan & Urban 9,124 1,Q)6 5,81,323 39,y/1 5,466 ll,SlS 

P7. SeIli..urban 5,239 930 2,60,988 40,889 3,452 3,037 

P8. Rural 3,6Q) 640 2,58,329 9,702 1,312 1,861 

~"'~ Servicing Cost per account (In RuP9QS.,.)e1' a.urn) 

~ld.ng IndustDl: 

Ml.. Avorage-Present Study 241 Zl 3,215 479 W 14l 

M2. Average - Bank:L.'1g 227 15 n.a. D.a. nee .• n.a. 
C omnis sion 

B 8l1k Groups 

M3. SBI & 4 Big Nation- 293 2S 2,997 413 112 220 
aUsed Banks 

M4- 10 Nationalised Banks 2CJ7 26 3,794 701 64 155 
& Foreign Banks 

M5. Other Banks 191 'Zl 2,895 901 220 123 

~opulation Groups 

~. Hetropolitan & Urban 265 31 3,290 1,281 232 215 
M7. Seni-Urban 201 22 1,969 512 lCJ7 94 
MS. Rural 188 25 2,5)9 'Zl0 . 53 81 

_ ......... _-
P- Physical Output M - Monetary Output 

n.a. - Nat avail.?:b le 
!PI 



CHAPTER - VIII 

SYSTEMS, P~lOCEDURES AND EFlIC I3NCY 

8.1 This cr~pter on Systems, ~rocedures, etc. deals 

with the multidimensional factors which affect the 

efficiency and cost of operations. 

8.2 A study conducted by the Committee on banking 

costs reveals that 40 per cent of the establishment 

:experises incurred by banks is on the maintenance of deposit 

accounts. 25}~ of the expenses is on processing credit 

proposals and 'maintenance of borrowal accounts, while 

the remaining 25% is on rendering of services such 

as issue and payment of drafts, mail transfers and 

telegraphic transfers, collection and purchase/discourit of 

cheques, demand bills and. usance bills, foreign exchange 

business and other miscellaneous services. A break-up of 

total expenses is given in Chapter VII. 

8.3 Out of the 25 .. per cent of the expenses incurred 

on advances, about 10 per cent is on the maintenance of 

accounts and 15 per cent is on the processing of applications 

and the post-sanction follow up. Thus, 50 per cent of the 

total expenses incurred by banks is on customers' accounts 

which involves maintenance of ledger accounts, writing 

up of day books, despatch of statements, balancing of 

ledgers and so on. An improvement in the systems and 

procedures of banks will result in considerable saving in 

cqsts. 

8.4 The Committee has examined the problems of bank 

operations not only from the unit level but also from the 

industry level. The observations and reco~endations of 

the Committee arG given in the Sections that follow. 

• •• 2 
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Segtion I - Systems & Procedures 

8.5 vii th the shift in e~phas is on mass banking as opposed 

to conventional banking, there is an imperative need for 

rationalisation of internal 
Rationalisation of 
systems & procedures operations of banks in tune 

:.Ji th the idea of mass 

banking. l~ss banking cannot be done under the archaic modes 

of conventional system. The Committee notes that the 

Working Group on customer service in banks has made a 

number of recommendations which, while improving customer 

service to a substantial extent, would also go towards 

simplification and rationalisation of procedure and result 

in reduction in costs of bank operatio~. 

8.6 With the penetration of banks into rural areas and 

unbanked centres, the number of small branches is increasing 

Improved systems for 
small branches 

rapidly. Any attempt made 

to simplify the procedures 

at these small branches 

which number more than 10,090 \'Till have a salutary effect 

on reduction of cost, i'tIlprovement of efficiency and 

profitability. The banl;:s may consider the feasibility ,of 

introducj.ng sLmilar .J:1roced.ures for their rural and other 

v~ry s~all branches. A Committee apPOinted by the RBI had 

recently suggested simplified accounting and other 

procedures for the branches of aegional Rural Banks. 

8.7 With the expansion in the net-work of branches 

and the manifold increase in transactions not only in the 

Improved systems of 
accounting. etc. 

larger branches but also 

between branches, 13. stage 

has come for banks to 

have recourse to machines in an increasing measure. 

This is necessary for posting of ledgers, issue of statement 

•• 3 
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of accounts , ,inter-branch reconQi1iations, data processing 

etc. There is even a case for banks to,own computers 

individually or jOintly. The Committee recommends that 

each bank illay, make a comprehensive review of the scope for 

mechanisation and prepare detailed plans for its 

implementation. 

8.8 As a bankL~g service"collection of upcountry cheques 

has been subjected to severe criticism. The time lag 

between presentation of th 
Central .l.lemi­
tt a..1'lC e H~ instrument and realisation 

varies anywhere between 

7 to 40 days. This service being a source of perennial 

customer dissatisfaction, banks aI'e examining their systems 

and procedures to narrow down the time lag. The Indian BankE 

Association has also considered the problem from the industrJ 

level and circulated to member banKS guidelines for quick 

realisation of upco'.A.ntry cheques, bills, etc. The major 

constraint for im1>roving the efficiency of banks' in this area 

has been th8 ina;',)ili ty to enforce illandatory time discipline f 

presentation and clearing of upcountry cheques/bills, in 

contrast to local chequds presented through clearing. 

8.9 In order to enforce time-discipline for collection 

of u.flcountry cheques~ it is necessary to have a centralised 

agency which apart fro':,: giving the necessary facilities to 

act as a clearing centre ~lso has the mandatory authority 

to enforce time discipline. The committeG supports the 

suggestions of the Working Group on customer service to 

create a central clearing authority. 

8.10 The four metropolitan cities of Bombay, Calcutta, 

New Delhi and ifudras account for 401~ of the total deposits 

and 50% of the total 

credit. The volume and 

amount of cheque clearance in these metro,e'lolitan cities have 

•• 4 
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also registered a phenomenal increase since 1960-61 as 

may be seen from the following table: 

Year 

1960-61 
1965-66 

1970-71 
1975-76 

196('1-~1 

1965-66 
1970-71 
1975~76 

Bomba;2: .Q.~lcutta New Delhi l'vlaclras 

U'iUJllber in lakhs) 

193.85 96.41 26.76 49.23 
243.50 122.19 42.17 61.18 

366.47 129.95 65.21 80.57 

508.13 184.30 90.02 89.91 

Amount in cror~~_9.L~upees 

4514.69 4182.03 594.36 665.39 

7493.76 5855.13 1154.11 1225.12 

13342..02 6923.30 2625.53 2138.94 

27439.25 12716.64 8197.71 5223.27 

Note: Data relate to clearing centres managed 
by the Reserve Bank of India. 

Clearing Houses in Metropolitan Cities 

8.11 There. is only one clearing house each in the metropo-
litan cities of Bombay, Calcutta and ~~dras, while there 

are two separate clearing hou.ses in Delhi, one in New Delhi and 

the other in Delhi. with a view to relieving the pressure on 

the .existing clearing houses, some proposals were exaillined 

in the past by the Indian .3anks' Association for est!lblishing 

separate local or full clearing houses in Bo~bay, one in 

Dadar for the·suburb".El areas both along the Central and 

Western Rail-';vays and another in lVlandvi for the business areas 

of Aalbadevi -3nd l'iIand.vi. The pro.;}osals were dropped because 

it was thought that (i) they did not solve the problems and 

difficulties of the banks and customers to any significant 

extent, (ii) they did not make clearing arrangeillents more 

efficient, and (iii) they would increase the costs and 

demands on staff tremendously. In ¥~dras, a proposal for 

opening a second clearing house in l''lount .I.-toad has been under 

the consideration of the local bankers for-the last tr~ee 

years, but they have not yet succeeded in their efforts. 

• • 5 
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Opening of additional clearing houses 

8.12 The consensus among banks, as seen from their 

replies to the questionnaire submitted to the Committee, 

is that there should be more than one clearing house in 

metropolitan cities to reliev0 the pressure on the existing 

clearing houses. The Comi.:D.i ttee endors8s this vie'iJ'. The 

increasing voluill8 of chequ,8s passing through the clearing 

houses is posing a serious threat to the clearing operations 

of banks vlhich have to process a. large number of outward 

and inward clearing cheqUeS in a short time. In this 

context, the bankers may consider opening additional local 

clearing houses in Bombay (say, Dadar and llIandvi areas), 

Calcutta (say, One for metropolitan/city branches ?nd 

another for branches at Howrah proper ;and those in the 

Howrah district) and ~Tadras (say, l'tlount"a.oad). The local 

clearing houses 'vill handle cheques present ed by the local 

branches and payable in that area only. These local clearing 

houses may be managed by one of the nationalised banks. The 

question of converting them into full clearing houses (to 

deal with all cheques received anywhere in the metropolitan 

ci ty -out ;Jayable in that area) may be considered m due 

course in the light of the eX.l?erience gained in their 

working. irh3 Committee i's of the view that the present 

atmosphere of staff discipline is conducive to the betterment 

of banking services and recommends that this scheQe should 

be given a {air trial. 

~ed~£i;ion in the num~~.~ of clearings 

8.13 There is also a consensus among banks, as seen from 

thair replies to the quest'ionnaire submitted to the Co::nmi ttee, 

that the clearing timings which have remained unchanged 

•••. 6 
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over tho years (except for marginal adjustments) should 

be suitably changed so that there day be only t1'10 clearings. 

This will suit the convenience of banks and relieve the 

pressure of work on clearing houses in the metro )oli t!3...'1 

cities.· The COffiillittee endorses this View. The present 

timing.s observed for clearing in Bombay and C~lcutta on 

week days are as under: 

Bombay Calcutta 

Delivery clearing 

r.1ain clearing 

Special clearing 

(Saturday : 

11.00 a.m. 

1.151l. ii1 • 

3.45 p.w. 

10.30 a.m. 

12.15 p. ID. 

2.45 p. m. 

Main Clearing only) 

The timing of the third clearing, i.e. special clearing 

for "return" cheques is such that it leaves very little 

elbow rooi:l. for the drawee banks to verify the signatures, 

balances, etc. and return the uJpaid cheques before time. 

As per the rules of the cle~ring h01ses, if a cheque is not 
. , 

returned in th~ spectal clearing, it is deamed to have been 

passed by the drawee b3.nk and the collectL11.g bank generally 

allows wi thd:,:.~alval ag3.inst such clearing cheque. The 

s t illula tion tha. t chequl3s s~loLl.ld be returned the saae 

afternoon puts treLlendous :;}re~sure Ol1. paying banks. Very 

often br;3,Ilches are o'uliged to rGturn cheques only across the 

counter in vievl of the paucity of time available. The special 

clearing illay, therefore, be abolished and tl1.e return clearing 

may tc.::.ke place the fo :_lowing illorning, as part of the first 

clearing; This would dispense w'ith 3.voidable haste and anxiety 

in returning UTI'p:-lid cheques. This 'viII also give banks 

more ·time to balanCe their i... .. ·Hlard clearing - bank-wise, 

" branch-wise ill1.d departillent-wise - and pass the cheques, which 

in turn, will eliminate the chronic problem of unadjusted 

clearing differences. 

. .7 
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~roposed changes in clearing tiIDlllgS 

8.14 At pr~sent, only a very few cheques deposited by 

customers on any day are put through the clearing on the 

sallle day. Over 90% of· cheques are put through the clearing 

on . the next day a.l1.d c:m be draJUl aga~s t only on the third 

day, since th\.:i 'return' clearing takes place in the afternoon 

after the banking hours. This is a highly unsatisfactory-

state ·ofaffairs. Clearing of cheques is a v3ry important 

aspect of customor service and it is essantial to 

ensure that the cheques present8d on any day within the 

banking hours are put through the clearing on the same day. 

For this purpoS3, tha clearing timings also could be changed 

suitably. \/.L th the abolition of the spec ial clearing, the 
. 

delivery clearing (including the return of ungaid cheques 

of the previous day) could be held one hour aftar the 

commencJment of'busines hours and the main clearing one 

hour after the close of business hours. If the clearing 

timings are chang8d as recoG1IDctied, all the cheques 

deposited during the day upto the closing of busin8ss hours 

could be put through the clearing the same afternoon~ Ii/hile 

credits could be afforded to the respective accounts on the 

same day, drawings thereagainst may be allowed after the 

return clearing on the follm'ling morning. This procedure 

,w~ll r0duce by one day the time taken at }resent to allow 

drawings against a fairly large percentage of clearing 

cheques. 

8.15 'fhe processing -of cheques for clearing .Jurposes in 

a bank involves the following steps. Cheques received at 

the counters are to be 
r1e-e ha.."1 is a tion 

sorted accoT1ing to paying 

banks. Bank-wis elis t s 

of the clearing cheques are to bo ,Jreparad gi"lring corres,tJonding 

totals. As there is vr;;;rylj. ttle time between receiving the cheques 
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from the branches as well as from the customers at the 

counter, and presenting them at the clearing house and pro­

cessing of these cheques are to be completed expeditiously. 

This is particularly so because, once the instruments are 

passed on at the clearing house, they will not be available 

for balancing purposes. The Committee examined whether sOme 

machines could be used for sorting, listing and adding of 

cheques for clearing. Some branches are using 'proof 

machines' for this purpose. These machines provide for 

adding of cheque amounts entered through keyboard simul­

taneously with sorting of cheques bank-wise. These machines 

are ideal for outward clearing and could be used in inward 

clearing also. Unfortunately,these machines are not avail­

ble indigenously. Besides, there is a limitation in using 

these machines when the workload on a particular day goes 

beyond the optimum level prescribed for this machine, it 

would be difficult to augment the machine capacity. 

8.16 It is reported that one bank is hand Ii Ilf, the sorting 

of cheques manually while subsequent listing and adding is 

undertaken on accounting machines. This system is reported 

to be working satisfactorily and fev.T other banks are also 

plannin~; to switch over to this system. 

8.17 The, Committee observes th.at there is no alternative 

to manual sorting of cheque~ and recommen~s that subsequent 

listing and totalling may be done expeditiously on the 

accounting machine already installed in the branch. In 

addition, Cash Register machines may be introduced at the 

receiveine counters while accepting clearinc cheques for 

credit of accounts. This will enable the branches to balance 

their outward clearing as to totalling mistake~if ,any. 

committed by the customer while filling in the paying-in-slip • 

• . • 9. 
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8.18 The c~earing departments in metropolitan cities 

of some banks are reported to be having untraced differences 

Untraced clearing 
differences 

for large amounts in 

clearin~, outstanding in 

their books of account. 

The abolition of special clearin~:: and the revision in the 

clearing timings as recommended earlier, will bring about 

a substantiai improvement in this respect. If every member 

bank balances its inward clearing daily and immediately 

informs the concerned bank about the payable, difference 

may not arise. It is reported that there are instances 

where some member banks who locate payable differences in 

clearing are reticent unt.iJ... the relative claim is made on 

them by the presenting bank. This attitude should be 

discouraged. Banks: should periodically exchange lists of 

outstanding differences at the clearing houses so that the 

corresponding differences could be eliminated expeditiously. 

8.19 A microfilming system should be made available to 

banks at clearing centres where all the cheques cleared 

could be micro-filmed bank-wise. This will help relieve 

the pressure on the clearing houses and also facilitate 

eas.j.er reconciliatjon of clearing differences by making 

available all the records. Micro-filming equipment for 

banking applications, where simultaneous photography of the 

face and reverse of the cheque are available with leading 

manufacturers of microfilming equipment. Banks may consider 

the proposal to introduce such equipment at clearing centres. 

8.20 In order to quicken the process of transfer of funds 

between two persons who have accounts with different banks, 

System of Credit 
Clearing 

the Committee recommends that 

banks may evolve a scheme for 

Credit Clearing. At present, 

the cheques put through the Clearing House are in the nature 

••• 10. 
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of a Debit Clearing, 'where member banks receive cheques 

which have to be debited to the customer's aecount. As a 

corollary to this, if banks could exchange a credit 

instrument whereby they can exchange instruments to credit 

the customers' accounts, it would'result in a speedier 

system of transfer of funds between two banks. In Western 

countries, this has been experimented in the form of a Giro 

System and has proved successful.' In this context the 

proposal as recommended by the Banking Commission in its 

report submitted, in 1972 may be'considered. 

8.21 At the Clearing House banks will exchange the 

credit instruments payable to one another and settlements 

will be made between member banks in the same manner as 

inter-bank cheque clearing. Where the beneficiary's account 

cannot be traced owing to a wrong account number or for any 

other reason the relative credit instrument will be returned 

a t the Clearin .. , House, in the return clearing. If there 

is any delay in the return of the credit instrument, the 

defaulting bank will have to pay interest to the remittine 

bank., The:Credi t ClearinE, System can also be 'Used for 

trans,fer of funds relating to bill proceeds, payment of 

Inward Telegraphic Transfers, etc. 

8.22 The Committee recommends that the Indian Banks' 

l ... ssoc,iation should take up this matter on a priority basis 

and evolve a scheme in consultation with member banks. 
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'Sectioll II - Copt of operations' 

8.23 Banks have been conscious of ·the need to have control 

over CQsts of operations and explore all possibilities for 

reduction in costs. However, the means by which cost control 

is to be effected, the organisational set-up required to 

monitor operational costs, the departments/committees which 

should be assigned prime responsibility for achieving the 

objective of cost control are areas which have not been given 

adequate attention by bank management. While some banks have 

set up internal expenditure committees to monitor, on·an 

on-gQingbasis, the capital and revenue expenditure incurred 

in the bank's operations, other banks have left the responsi-

bility for reduction in costs to the branch level management. 

Reduction in operational costs through improved procedures is 

being effected by the 0 & M Departments wherever such 

departments exist in banks. 

8.24 The Committee is of the view that the control over 

operational costs by banks has to be a tW'o-pronged drive. 

At the macro-level there should be specialised departments 

such as 0 &:, M, lIIanagcment Services, etc., "Thich will, on an 

on-going basis, (;xamiile the work organisation, systems \ and 

procedures of a bank with a view to minimising the cost of 

operations. At the micrO-level, it will be necessary for 

every branch of a ~ank to draw up a plan for the essential 

expenditure for carrying out its operation. To a large 

extent, this aspect has been taken care of ~n the system of 

performance budgeting. 

8.25 In the context of 0:r:>timum use of resources, managemen t 

of cash at th~ branch level has become an important'tool for 

Cash 
management 

" 

reducini:::. cost for the bank in;,; 

industry. However, in the 

responses made by banks to 

the question on "Cash lVIanagement", it was observed that there 

is no uniform structural approach by banks for maintaining the 

. .. 12. 
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minimum level of inventory of .cash at the branch level. 

The Committee, therefore 9 recommends that banks m5.Y consider 

the following steps to ensure efficient management of cash: 

i) Cash management at branch level should be subjected 

to inventory control techniques. Banks should lay 

down branch-wise upper limits of cash balances to 

be held, by rural/semi-urban branches taking into 

account the peculiarities of cash demand in each 

case. These limits should be p8riodically revised 

to rp.eet with the changing pattern of demand/supply 

of cash. The limits may be prescribed by the 

Regional Offices who have a fairly good idea of 

branch business. 

ii) Cash balances at all branches should be closely 

monitored by the Regional/Zonal offices of big 

banks or by the Head Office' of small and medium 

iii) 

size banks. For this purpose, a weekly return 

should be called for from the branches giving 
I 

cash balances. ,The controlling offic e should 

take immediate corrective action where excess 

cash balances arc iuaintained by branches. 

In some banks there 8xistsa strict compart-

mentalisation of Day's Cash Receipts and Day's 

Cash payments which necessitates handling a 

large number of pieces of currency nates. As 

far as possible, in sm8.l1 and medium size 
. 

branches, cash received on the same day should 

be us~d for the day's payment. This will cut 

down the cost in terms of man-hours spent on 

handling of cash. 

iV) Nationalised banks must open currency chests 

at branches where th8 volume of c8.sh transactions 

warrants such currency chests. Although the 
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Reserve Bank of India has taken;>B. policy 

decision to encoura.ge nationalised· banks to 

open currency chests, the progress in thiS 

regard has been slow. As a long term objective, 

the Reserve Bank of India should plan in such a 

manner that at all district head quarters, 

there will be a·currency chest (apart from 

tha t managed by the State Bank of India) main­

tained by at least one another nationalised bank. 

V) In order to provide flexibility to cash balance 

at the branch levels, the Head Offices/Regional 

Offices of ban.ks must prescribe branch-wise 

limits for discountinc Telegraphic Transfers 

with State·Bank of ~dia'or any other approved 

commercial bank. In times of emergency, these 

Telegraphic Transfer limits can be utilised by 

the branches to replenish 6ash. 

vi) Banks may also introduce a system of "cash 

collection centres lt for a cluster of branches 

in remote areas where Physioal mov~m9nt of 

cash presents problems of safety and security 

of cash. At these centres vans or jeeps will 

lift excess cash from or supply cash to all 

branches nearby the collection centre. Where 

the volume of cash held by these centres warrants, 

currency chest may be opened ~t these centres. 

8.26 The CommitteEkrecommendations on the subject of 

cost reduction cover mainly labour costs and servicing 

cost of bank operations. 

at controll 
ieauction 

They specifically exclude 

interest cost of money. 

The recommendations are 

given under the two 

sub-headings, viz. (a) Staff· Costs, (b) Servicing Costs • 

••• 14. 
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A. St,f! Costs: 

8.27 Banking in India is bighlY labour-intensive. Cost 

of men-power constitutes a major portion of the total costs 

of bank operations. On an average, the salaries and wages 

bill forms 75% of the total establishment costs of the 

nationalised banks. Maximum utilisation of this main 
,resC'urce, w~oh is an expensi V' ... ~ re~ . .o-'l,rce, would be a good 

starting point for establishing control over costs. 

Work Measurement 

8.28 Banks must adopt work measurement techniques to 

arrive at norms for daily output for each activity in the 

Bank. While admittedly it would be difficult to establish 

" " f 11 "1- "f t -norms for staff unctions~ for a 1ne unc 10ns 

standard or norms should be 1aid down for each activity. 

" " . -In regard to Staff funct10ns also a rough approximation 

of a fair day's output Should be laid down •. The Committee 

is well aware of the fact that such norms may at best be 

only indicative and cannot probably be applied uniformly. 

Even so, such norms will serve two purposes - for the employee 

to appraise his own performance und for the Manager to 
'l 

ensure that a feir day's mrk is turned out by all employees. 

Some banks have developed norms to relate staff strength 

wi th worklo ad similar exercises may be made by other banks. 

Method study 

8.29 Banks must systematically carry out "Method study" 

of all operations in banks to examine the scope for 

improving the method of performing the tasks. By elimina­

tion of wasteful activity or by combining activities, a 

better method Can be evolved and productivity increased. 

Such method studies should precede work meaSurement to 

ensure that norms are set up on the l;7a:sis of improved 

methods and procedures • 

. Staffing patte~ 

8.30 Banks should evolve a standard staffing pattern 
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for branches based on the business mix as reflected in the 

volume of transactions. The basis for arriving at a corre-
, 

lation between staff andbusiIiess· could"'·be'"'the number of 

vouchers or number of transactions. This criterion is pre-

ferred to business as expressed in monetar.y terms, as the 

latter does not give an indication of the size of the acoount, 

the labour input for servicing such accounts, etc. 

Ru:ral cadre 

8.31 The study on banking costs reveals that although rural 

branches account for 9% of the total business (deposit plus 

advances), the corresponding servicing costs at these branche,S 

are higher at 12% of the total expenses of all branches. The 

volume and mix of business at rural branches often does not 
~ 

justify the staff costs incurred by them, even though minimum 

staff is posted by most banks at rural branches. In order to 

make a rural branch a viable unit of the bank, the Committee 

recommends that banks have a separate cadre of staff to work 

at rural branches. The pay scales of rural clerks and 
.... 

officers may be geared to be in tune with the rural econo~. 

Although a differentia,l pay scale for rural staff may cause 

Some organisational problem in relation to promotion, place­

ment, etc., such a rural cadre is a necessary measure to 

bring down operational costs. 

Bank Apprenticeship Scheme 

8.32 The Committee notes that the question of introducing 

apprentic~ship scheme in banks 18 under consideration. The 

Committee would recommend earlf legislative and administrative 

actiori "in this regard. 

~rogressive reduction in emplotment of 
messengers, peons, etc. 

8.33 The category of sub-staff in banks is a large propor_ 

tion of total work force- roughly it is estimated at 20% • 

The staffing pattern of banks' branches - particul.arly the 

large offices - shows that .there is c~nsiderable scope for 

reduction of such employees and for progressively bringing 
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d own their numbe:ra. This could be .i.nitiat,ad by' introducing a 
: . ... . . 

Qhange in the workcultu:re, starting'from·the Top Management. 

Concept of self-supervision 

8.34 The Work~g Group on Customer:Sarvice has recommended 

"An. excellent way of. ~otivating staff .. is t~e idea of self-

:supervision". Thesys.teID.· of checkS and 'balances in banks in 

Ind,ia is. based on ,the. cOlonial pattern of Ghecking and countel 

checking of all jobs right up the hierarc.hy •. , The need to 

eschew this system of wQrk org~isation is long overdue 

and a reasonable amount of responsibility assigned to each 

worker. The eftect of such organisation of work will be 

felt not only in ~creased productivity but also in sub­

stantially reducing the cost of operations. The number of 

man-hour sp.ent on counter checking trivial jobs where the 

counter checking official has no special input to provide 

other than initiating the o~iginal entry made by the previous 

clerk/official are to~ many toenttmerate. Banks may, on a 

priority basis, examine these jobs. Random or sample checki~ 

of self-supervised jobs should also be introduced. 

!P eer level" checkipg 

8.35 In the previous paragraph, we have referred to the 

existing system 0'% c:hecke and ·balances in the organisation 

of work in banks which ~s hierarchial in nature ~ i.e. the 

work of junior "Will be ch~ckedby a.. J~,en;i.or. '.' A detailed 
-

examination ot Bome jobs in, banks shows that the idea of 

checking the primary. ~ork is for the purpose of ensuring 

accuracy and therefor~ such checking although important 

need not necessarily be done by a superior. The Committee 

recommends that in s~harea~ ,b~~s muet-,_,i-n:t:r9duce checking 

of work by "peers" w~lch will result iri reduction in costs. 

Besides, it will also' result in better utilisation of senior 

staff who can be ass~gned more responsible work than mere 

checking accuracy of icalculations. 
. , 

Norms for establishm;nt cha~ges 
• 8.36 Banks can ma~;e us~ of averages or ratios for comparisa 

of similar branches and their establishment charges. The ••• 1 
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ratios suggested are: 

(a) Ratio of establishment expense~ 
to total' expenses 

(b) Ratio of establishment expenses 
to average level of business 
(annual average of Deposit and 
Advances) • 

(c) Staff required category-wise for 
~.1 crore of business. 

Such inter-branch comparisons should be made on an 

annual basis. Efficient branches should be suitably rewarded 

while suitable corrective action taken at other branches. 

B. Servicing costs 

8.37 The major expenses in serVicing costs of bank·operations 

relate to the acquisition of suitable premises, providing the 

necessary furniture and fixtures, stationery, etc. The 

Committee has observed that there is considerable scope ~or 

economy in such expenditure. 

8.38 In order to enable banks to acquire premises at reaso-

nable rates, the Committee recommends that the State Governments 

should provide the necessary governmental support for such 

acquisition. Particularly, in rural areas, the Public Works 

Department· should be asked to construct the premises on the 
a.... 

basis of the standard pattern on ~ 'no profit; no loss' basis. 

It is the exparicmce of banks that when they are looking for 

banking premises, tha rentals have a tendency to escalate beyond 

reasonable lovels. 

Furniture and Fixtures 

8.39 For equipping branches with.the necessary furniture 

and fixtures, banks have laid down norms for expenditure for 

rural, semi-urban, urban and metropolitan branches. While it 

is not necessary to lay down any uniformity among banks for 

norms of expenditure, the Committee after examining the norms 

of all pUblic'sector banks, is of the view that any expenditure 

in excess of the amounts specified below would not be warranted • 

• • • 18 
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Metropolitan · . . Rs.1,00,000/-

Urban . Rs • 75,000/-· . . 
Semi-urban · .. Rs. 50,000/-

Rural · . . Rs. 25,000/-

It was noticed by the Committee that there is a marked tendency 

on the part of private sector banks to spend in excess on furni­

ture for their metropolitan branches. This should be avoided. 

Stationery 

8.40 Banks must introduce a system of annual indenting by 

branches for stationery items. The indents to be properly 

scrutinised at the Head/Regional office and suppl:l,.es made in 

time. In the case of large banks, the printing and distribu-

tion of low-cost stationery items should be decantralised at 

the Regional/Zonal offices. High cost items should be 

centralised"and economic inventory be held of these items. 

!dvertisement and Publicity 

8.41 Banks must structure a programme for getting a feedback 

on the advertisements released by them to ensure maximum impact 

on the public. In the absence of qualified professional 

marketing research agencles, banks may:' use direct mailing 

advices, questionnaires to be distributed in the banks' hall, 

reply coupons as part of the advertise~ent, to measure the 

impact of the advertisGr.lent on the public. Based on the 

responses they 1;"1i11 be able to revise their advertiSing media 

and strategy. 

In order to regulate the exp"enses unde.r this head, the 

Reserve Bank of India may consider fixing ceiling limits on 

advertisement and publicity expenditure of banks which must 

have a relation to its deposit base. 

8.43 Similarly, donations given by banks to attract deposits 

must be related to the. size of banks. Here again, the Reserve 

Bank of India may consider fixing ceiling on. donations - both 

on the annual budget as also ceiling on the amount per bene­

ficiary. As far as possible, donations by banks except for 

educational/research/staff welfare purposes must be discouragc~ 



as it leads to unethical competition besides adding to the 

cost of operations. 

Section III - Productivity 

8.44 The concept of measuring productivity in banking 

through specific norms has been much thought of, discussed 

and deliberated. Only a few banks have concrete norms 

evolved so far. The need to adopt work measurement techniques 

and set up work norms has already been recommended as a 

means to reduction in costs. 

8.45 Such standard norms of work for various types of 

activities will also be useful for assessing the staff 

requirements at branches. , 

8.46 There is a need for preparing an exhaustive list of 

all clerical activities and calculating the time required 

Master Clerical 
Data 

for each of the activities. 
From the data, ·the optimum 

output of staff during the 

day at various desks should be arrived at while giving 

allowance to monotony, relief intervals and other routine 
, 

chores, On a percentage basis. Preparation of a Master 

Clerical Data for the banking industry as a whole will help 

in preparing work norms, regulating work distribution, 

utilising manpower fully and optimising productivity thereby. 

The Committee recommends the preparation of a Master Clerical 

Data by an agency at the industry level- the NIBM or the 

Indian Banks Association. 

8.47 Laying down the general routine of work for various 

types of activities is the first requisite to maintain 

Steps to ensure 
productivity 

productivity of staff. 

Banks have done this 

through Books of Instructions 

or Service Mannuals. It is neceSsary to ensure that 

the Manuals are updated. The Committee recommends that 

banks should take necessary steps' to create a Cell to 

attend to this task on an on-going baSis. 
• •• 20 
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The next step is ~o ensure that the manpower availabl· 

at a branCh is put to the optimum use' by proper allocation 

of work. This is to be -followed by et't'ecti V!3 supervision a 

each leV'el and" striat "enf"orcfement of discipline so that eacl 

'ID.embe"r of the staff completes the task assigned to him and 

nothing is left in arrears. 

8.48 Banks should introduce daily diarl.IolB w.l1erein the 

work turned out" by an employee should be incorporated 

Daily diaries 
eV'ery day for 

assessing whether 

a full day's work has been performed by him. This system 

is already in vogue in certain banks. 

8 .• 49 The job content of most tasks in banks is more or 

less routine and leaves little scope for use of innovative 

skills. This has led to 

Job enrichment a certain amount of 

frustration, more so becaus 
the recruitment norms of banks calls for high entry skills 

and 'the new entrants are academically highly qualified. In 

order to increase productivity by making the jobs more 

interesting, work organisation in banks must be examined. 

One positive way in which the work organisation can be 

improved is by job enrichment through job redesign. The 

present pattern of "assembly line" work organisation where 

each person does a fragmented job - such as a scroll writer, 

supplementary writer, etc. - results in the tasks becoming 

repetitive, monotonous and l)ot meaningful. It is important 

that every worker should be able to evaluate his im~ortance 

in the total job organisation in order that he may give his 

best performance. The 0 & M or Personnel Departments in 

banks should examine the various jobs in banks and improve 

upon the design of the jobs. 

• ••. 21 
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Job Enrichment WorkshoJ:?s 

8.50 Banks should organise Job Enrichment Worksho)s at 

their· branches for officers, clerks and subordinate staff. 

The aim of the workshops should be to create an awaroness 

in tho empl~yees of the new needs of development banking 

as also the changes which have to be introduced in the 

organisation of work and role-relationships at the branches 

to respond to these needs. OilcG .. the vision of the employe 

is developed,and they are sensitised to tho needs of mass 

banking, they will themselves be keen to come out with new 

ideas for bringing about changes in work organisation which 

would be conducive towards higher productivity in banking. 

8.51 The above two tools for reducing costs and improving 

Self-supervision & 
"Peer Leve.l ll checking 

productivi ty in 

banks have been 

discussed in 

Section II. The introduction of these two concepts in 

work organisation in banks. will have a very significant 

effect on productivity. 

8.52 A serious constraint to i~plewont job enrichmont 

progra~es is tho Bipartito Sottloment on the workmen staff. 

Chango in Bipartite 
Settloil18nt 

Thore has grown a tendency 

aillong tho bank staff in 

tho clerical grades to 

de~~nd special allowances for any work involving checking 

and additional responsibility. Tho Committee is of the 

view that the Bipartite Settle~ont should bo reviewed. 

A Working Group may be appointed by the Resorve Bank of 

India, in consultation with the Indian Banks' Association, 

to examine the various provisions of the awards, etc., 

and give specific recommendations for necessary changes 

through legislation or otherwise. 
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8.53 Monotony or drudgery is inherent in certain banking 

acti vi ti-es. The~lorking Group on Custo~er Service has 

Relieving monotony 
in the Cash 
Department 

identified th0 cash 

department as one such 

~d reco~Gndcd froe 

transfer of cashiers to clorical side at frequent intervals, 

in addition to making the cash department as the entry point 

for all new recruits. While implement.~tion of the above 

recommendation might save the omployee'from ~rolonged exposure 

to drudgery, the activity itself continues to be tedious. 

In order to romovo drudgery from the activity itself, 

Cash Counting Machines and Cash Registers may be introduced 

in the cash departments. This will rGduco supGrvision and 

also eliminate the need to maintain scrolls, as an additional 

copy is auto~atically printed for bank's use. 

8.54 There is need for some change in the recruitment 

pattern. The emphasis is now on academic distinction. 

A large number of t~sks 
Recruitment • in the banks are routine 

~nd do not c~ll for high 

academic skills. In order to avoid frustration a~ong highly 

qualified persons entoring bank servic0s, the min~mUI!l 

educational qualification cay be relaxed for a small 

percentage of new recl'uits fro~ a graduate to an S.S.C. or 

equivalent level. This will help non-graduates who 

are unable to pursue higher studies, to get into the banking 

service. After a @inimum service of say 5 years, they may 

be asked to qualify in a ~orit test if they wish to move 

into the higher cadres. For rural areas, preference may be 

given to candidates knowing the local language • 

••• 23 



VIII - 23 

8.55 Attitudinal changes for officers to serve in rural 

areas may be brought about by giving p;roper orientation 

t rainl.:hg' and by 
Increasing 
Productivity of 
Rural Staff 

making it known at 

the time of recruitment 

itself that they will have to compulsorily put in a minimum 

period of service in rur~l areas. 

8.56 Banks may consider. the feasibility of introducing 

a motivation element in the employee appraisal scheme by 

giving a,higher weightage for promotion opportunities of 

individual officers who·have successfully served in rural 

branches particularly in the areas of development finance. 

Such an appraisal scheme will motivate more and more 

employees to move to rural areas and become committed to 

the tasks arising in those areas. 

8.57 Noteworthy achievements of staff in rural branches 

in respect of customer service, deposit mobilisation and 

advances to priority sectors may be highlighted in the 

house magazines with a view to impressing upon the employees 

in the urban and metropolitan branches that rural branches 

provide scope for greater challenges. 
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Section IV - Manpower Development 
and Training 

8.58 The Bankers' Training College and the National 

Institute of Bank Management decide on their training 

prograIIllUes in the light 
Co-ordination 
in TrainillPj of the needs of the 

banks' personnel as 

perceived by them. At times, it has been found that there 

is no identity of purpose between commercial bank needs 

and needs as perceived by th~ training institutions. There 

is a need to to dovetail the training plans of commercial 

banks with those of the other institutions so as to avoid 

duplication and make the training more purposive. 

8.59 The National Institute of Bank Management which is 

well equipped for carrying out research activities may 

well be asked to concentrate in this aroa. This can be 

supplemented by providing training programmes f,or specialised 

subjects and also for offering consultancy services for 

banks on specific problem areas. As far as possible, banks 

must draw upon the expertise built up by this institution 

before calling in other outside consultants. 

Co-ordirtating Agency for Training 

8.60 The Bankers' Training College should act as the 

co-ordinating agency and ensure that the training facilities 

provided in the College and those offered by the training 

institutions of the public sector banks adequately meet 

the short-term and long-term requirements of imparting the 

right type of knowledge, and necessary skills to the 

employees. 

Co-ordination of training 
in different banks 

8.61 There should be a system of co-ordination of the 

training activity in different banks and a proper clearing 

house for the exchange of training material. There should 
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also be inter-exchange of faculty between the Bankers 

Training College, National Institute of Bank Managem~t 

and the Training Colleges. 
, . 
Aan!ers' Training College 

8.62 The intake of trainees and the nuober of sessions 

held by this College ha~e been found to be woefully 

inadequate. Whila the nUQber of officers in the banking 

industry has been increasing ~t a phen08enal rate, the 

ca~acity of the institution to ~rovide training has not 

kept pace with it. The Cowoittee recow~ends that Jore 

training colleges on th8 pattern of Bankers' Training 

College ~J.ay be opened in iLlportant centres. 

8.63 It would also be useful if the Bankers' Training 

College f,].culty members could conduct courses/sGoinars/ 

workshops exclusively for particular banks at different 

centres. This would brin~ the benef~t of such training 

to a large nU;'Jber of trainees. 

Post-training Placewent 

8.64 There should be, synchronising of training and 

pos~-training place~ent. A job rotation schame should 

be vigorously ioplcQented to take care of the follow-up 

needs of trainees. 

Faculty Develop~ent Prograon~ 

8.65 National Institute of Bank Manage'nent 'md Bankers' 

Training College should arrange faculty develoj?:nent 

9rogra~es in the areas of banking, functional management 

and general ::tanagaQent, with a view to strengthening in 

cOrlpany trainingsystel:ls of banks. The faculty should Ibe 

given tiaG J.nd opportunity for developwcnt of new cases 

and for ke~ping thews elves abreast of new developments in 

teaching techniques. 
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Training School for Cleric21 Staff 

8.66 It is observed that so~e non-nationalised and 

small-sized banks do not have or cannot afford to have 

training facilities for their staff. It is, ther€fore, 

recoID.:J.cnded thc.t banks could pool their resources for 

setting up tra.ining institutions. A boginning in this 

regard has been nade for training officers in the b~ks 

in the southern and the northern regions. 

CAIIB Examination 

8.67 The syllabus "for CAIIB Exaoination should be thoroughly 

revised in the light of the changed concept of banking ~s 

a service industry and the need to Iil~et th8 challenge of 

" a riSing revolution of social expect3.tions. SO;~le ,::lore 

subjects such as costing, finan.cial :-.Janagooent Qnd ogerational 

manageoent should bo added to the iteQs of the syllabus. 

Job Cards and Progr.aDmed Learning Texts 

8.68 Post nationalisation banking is ):J.orG service oriented 

and a highly skilled activity. To solve th03 probleo of 

the ever increasing nunber of clerical staff to be trained, 

banks should ~repare job doscri~tion cards and programmed 

luarning texts th2t can be used by the o~erational staff 

to gain proficioncy in various fields of b~king activity 

without their having to CODO to training schools/centres. 

One nationalised bank has pr3?arod job cards for co~plex 

banking o.Jorations relating to foreign exchange business, 

advances, etc., which has enabled the learning process to 

be quickened and loss painful. Othor banks Day also undertake 

a similar exercise. The job cards:md prograIJLlod learning 

texts should be updated fro~ ti~e to ti~o. 

Job Rotation 

8.69 One way of developing skills <:L-JOng clerical cadres 

is by job rotation in branches. This should be dono on a 

compulsory basis as voluntary methods are likely to fail. 
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Job rotation is essential for developing a skilled 

personnel. 

Training Sessions in Branches 

8.70 Branch managers should hO.ld training sessions for 

their staff. They should hold question and answer 

sessions, . say once a fortnight . oIithe bank's po licy and 

procedural methods, and deploy whatev~r other methods 

deemed essential to shape and sharpen the skills arid 

efficiency of their staff. 

Career Progression 

8.71 Individuals wi th . high potential should be identified 

and after ascertaining their aptitudes, opportunities 

should be given to them to maximise their career progression. 
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Section Y - Operational- Efficiency 

8.72 Operational efficiency of Banking services'requires 

not only infrastructure facilities like good _l~?~t, 

rationalised syste~and procedures, trained st~f, etc., 

but also the involv~ment ot the staff at all l~vels to 

maximise oustomer satisfaction by efficient service. 

Therefore, ~n this context, the branch staff who are the 
- - -

first points of contact with-the customers have a_very 

important role to play. They should have not only job 

knowledge but also produet knowledge (i.e. services offered 

by the bank) - and customer knowledge, i.e. customer 

expectations. The Committee notes that some banks have 

been able to ensure a greater degree of involvement of 

branchE!taf.f -in rendering services. Based on observations 

made by the banks, the Committee makes the following 

recommendations. 

Informal Staff Meetings 

8.73 Informal staff meetings should be periodically 

held at the branches to study the policies laid down by 

the Head Office in respect of business development, 

administrative efficiency, etc., and arrive at ways and 

means of implementing the same by the staff as a cohesive 

unit. 

Group activities 

8.74 With performance budgeting as an institutionalised 

system, there should be genuine efforts to make the employees 

feel that they are a part of a total process of achieving 

the overall objectives of the institution. 

Meetings/Seminars with Staff 

8.75 The Chief Executives of banks and other members of the 

Senior Management should as often as possible visit centres 

•••• 29 



VIII .. 29 

(having a number of branches and staff members) along 

with .the top leaders of the Award staff Union and the 

Officers' Association, and hold mee:tings/seminars with the 

staff. On these occasions they must emphasize the need 

for discipline, hard work and self-reliance in improving 

efficiency, productivity and profits, for reducing wasteful 

expenditure, and for the involvement of the staff. Such 

inter-action between the leaders and the operating. p~rso~el 

will have a visible impact on operational efficiency. 

Inter-branch Comparison of Efficiency 

8.76 A comparison of op€rational efficiency of the 

branches would help banks to identify those which are 

performing well and those where corrective action needs 

to be taken. In order to facilitate inter-br-anch 

comparisons, banks must do the following : 

(i) Grouping of branches with similar business 

(ii) Establishing norms for comparison 

As regards item (i) above, branches should be classified 

into similar groups and comparison between groups shouln 

be made. The suggested criteria for grouping are 

(a) Total busines~ at the branch, i.e. 
deposits and advances . 

(b) Ratio of advances to total business 

(c) Situational importance - i.e. State 
Capital, Lead District Headquarters, etc. 

On the basis of· these criteria, branches may be grouped 

into three or four categories. As regards item (ii), 

the r~rms for operational ef~iciency could be: 

(a) Average time taken for cash payments 
and cash receipts 
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(b) Average time taken for processing 
loan applications 

(c) Eiten~ of statements/pass books in 
arrears, etc. 

Cd) Complaints from customers. 

The above list is not exhaustive but only indicative 

of the norms for inter-group comparisons. 

Customer Service 

8.77 Operational efficiency of banks as perceived by 

customers is measured by the courtesy extended and the 

speed and accuracy with which their transactions are 

completed.' Thus, banks must devote considerable time 
I 

and effort to render service wi thin the se three parameters 

8.78 The Working Group on Customer Service in its interim 

report has already given 97 recommendations for better 

customer service. Banks must ensure speedy implementation 

of these recommendations. A Customer Services Committee 

at the Apex level has been appointed in all banks under 

the directive of the Government of India, with represen­

tatives from the, staff union and Officers' Associ:a~ion. 

It is desirable that similar committees should be appointed 

at the branch level to ensure the involvement of bran,ch 

staff in rendering, good service., Banks may consider 

appointing such Co~~ittees at all branches where the staff 

strength is a:> and above. 

8.79 Some of the foreign banks' in India have an official 

stationed in the customer, lobby to. handle customer traffic 

and complaints. A similar arrapgement can be made by all 
, 

banks, particularly to regulate the customer traffic during 

peak days like the first week of the month, Diwali, Puja, etc • 

• . . . 31 



VIII:"7 31 

8.80 In improving the quality of Customer Service, 

banks too often pay attention only to counter service. 

It must be remembered that counter service requires 

an effective follow-up service in despatch, clearing . 
and other related sections and thus the toning up of 

the entire administrative machinery in the branch is 

very necessary. 

Inter-office Communication 

8.81 Operational efficiency can be greatly improved 

by improving the inter-office communication system. 

Speedier communication in banking will result firstly 

in better customer service and secondly in reducing 

funds in transit. Crores of rupees are remitted daily 

from one place to another. The total amount remitted by 

telegraphic transfers alone works out to more than 

Rs.1,000 crores per annum. Any time lag in transmission 

will result in accumulation of 'Funds in Transit'. The 

customers and the banks can earn interest on these funds, 

if communication is speeded up • There are also other 

b~nefits, such as minimising the chances of undetected 

frauds, by speedier r~ci,nciliation of inter-branch 

transactions and more effective organisational control 

of branches. 

In the banking industry with its large network 

of branches, there is definite need for a speedier 

'communication system. 

8.82 The banking industry has been depending on the 

Posts and Telegraphs network for all its communication 

needs. By andlarge,communication lines between major 

centres are inadequate. Ba=ring exce:ptional cases, 

where some foreign banks have 'Dedicated Teleprinter 

Lines I connecting Bombay, Cal'cutta and New Delhi and 
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one public sector bank which has leased a line connecting 

Bombay and Nagpur, the rest of the banking industry finds 

that the present system of communication seriously affects 

its operational i~~efficiancy. 

8.83 The Committee recommends tha~ banks should avail 
. 

of the teleprinter system. It is estimated that the 

introduction of teleprinter system will result in saving 

of sizeable cost besides increasing the efficiency . .of 

the communication system. 

8.84 In India, the banking industry has not given a 

serious thought so far to the advantage it can gain by 

having its own network connecting at least the major 

centres, if not all the centres. The dispersal of 

branches ana business is so uneven that the top ten 

centres account for more than 16 per c~nt of the offices 

handling 50 per cent of deposits and 60 per cent of 

advances. The top four centres viz., Bombay, New Delhi, 

Calcutta and Madras account for over 10 per cent of 

offices, 40 per cent of deposits and 50 per cent of 

advances. It would be a good beginning even if these 

four centres are well connected by telecommunication. 

network for exclusive use of banks. 

8.85 The Committee considered the matter of improving 

the communication system for banks and discussed the matter 

with the officials of the Overseas Communication. Services. 

They are of the opinion that there is good scope and 

feasibility for developing a telecommunication network 

for the banks. It is un'derstood that once a decision is 

taken to avail of' talecommumc at ion facilities to conne9t 

the four centres, viz., Bombay, Delhi, Madras and Calcutta, 

the job can be completed in a year or so. The Postal 
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authoriti~s are also developing capabilities to link the. 

communications channels directly to computers of users 

(banks). This linkage will probably take about three 

to four years. 

8.86 The Committee recommends that banks should b~ in 

constant touch with the Overseas Communication Services 

so as to take full a~vantage of the new technologies as 

and when theyareJintroduced in India, and improve their 

operational efficiency and customer service. 
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Section VI - Organisation & Management 

8.87 An effective organisational set-up should aim at 

(a) decentralisation of decision making authority, 

(b) effective control of the various branches of th 

organisation, (c) feed-back and review system and 

(d) functional specialisation. 

8.88 Diverse organisational pattern are prevalent 
" 

among banks depending upon the category, si ze and number 

of branches, etc. The State Bank of India is a class by 

itself with over 4000 offices. It has 9 full-fledged , 
Local Head uffices under the overall control of the 

Central Office. The nationalised banks have regional 

offices variously designated as Divisional Office, Circle 

Office and Zonal Office which are further divided into 

Regional Office, Area Office and so on. The private 

sector banks, b~ring the very small banks, have been 

generally adopting the organisational set-up of their 

counterparts in the public sector according to exigencies. 

At the Central/Head Offices of the banks, the organisational 

basis more commonly adopted is a compromise between a 

wholly functional and geograph~cal ons. 

8.89 The Chairman and Managing Director (Chief Executive 

Officer) for the nationalised banks is appointed by the 

Central Government in consul"tation wi th the Reserve Bank 

of India, while the Chief Executive Officer for the private 

sector banks is appointed by the respective boards of banks 

with the prior approval of the Reserve Bank. The functions 

and-responsibilities of 'ihe Chief Executive Officer are 

more or less similar in all banks although the manner in 

which they are exercised may vary depending primarily 

upon the individual and the nature of the organisation • 

. . · · .35 



VIII. - 35 

8.90 In many banks the distinction between senior 

management level and officer-in-charge ,Of the departmentsl 

senior officer is very thin. The designations·,·status 
. .'. 

and the resDonsibilities of the officers coming under 
. "" 

the category of departmental 'eads/senior officers who, 

by and large, oor~titute the middle management in banks 

vary from bank to bank. Banks, group-wisd', should work 

out norms of work and responsibilities for this level of 

officers and adopt as far as practicable, unif?rm designa­

tions and confar identical powers, status and privileges. 

8.·91 The junior management level lies between the senior 
I . 

officers and the workmen staff. While the junior management 

cadre consists of only two grades in some banks, there are 

even upto five layers of such officers in others. It is 

observed that generally an officer moves into the higher 

grade almost automatically. Banks, group-wise, should 

adopt uniform designations for officers in·this level and 

determine th0ir responsibilities. 

8.92 In many banks there is a frontline supervisory post 

known a~ 'Special Assistants'. These assistants are governed 

by the Bipartite Settlement and are deemed to be workmen 

staff although they actually carry out supervisory duties. 

As these employees are invariably t~ose who have put in 

many years of service, they often draw higher emoluments 

than officers and are further entitled to overtime payment. 

The consensus among banks as se~n from their replies to 

the Questionnaire, is that this post of Special Assistants 

should be abOlished. The Committee endorses this view. 

The first line supervisor must be an officer. 

8.93 Designating staff in the clerical cadre as Clerkl 

Cashier/Cashier-cum-Clerk/Typist-cum_Clerk gives them 

little self esteem of their acceptability in the institution 
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and the:reby decreases their productivity level. A 

11 • 11 ld ' . th ,designation like Bank Ass~stant wou ~mprove e 

position. 

8.94 The management of a bank is vested in its Board 

of ,Directors. The decisions and intentions of the Board 

have to be translated 
DeJ.-egation of 
A\lthority into action and this is 

done through the Chief 

Exe'cutive and various other f'u~ctionaries by means of a 

system of delegation of authority. It is observed that 

there is either undue concentration of power at certain 

levels leading to avoidable delay in taking decisions or 

unfettered freedom of operation exposing the wielder of 

such authority to the temptation for misuse of power. 

A sound system of delegation of authority should aim at 

(a) quick and efficient discharge of work at all levels, 

(b) overall reduction in cost of admini~tration, (c) 

development of the human resources from the point of view 

of sharpening the 'decision-making capabilities of the 

managerial personnel, (d) widening the scope for partici­

pative management and (e) providing encouragement for the 

innovative spirit among all the employees. 

8.95 It is necessary to lay down certain principles and 

normS for the evolution of a system of ,delegation of 

authority in banks. This involves identification of 

decision centres on- a uniform' asis for different categories 

of banks and categories, of branches as well as role s speci­

fication and assessment of expectations of both the management 

and the publ.ic abo,ut the performances of ~ecision centres. 

8.96 Adequate discretionary powers to the operating 

personnel in banks are essential in order to speed up the 

process of decision-making. The scheme of delegation of 
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powers in banks must be under cODS'tant vigil in order 

to ensure that delays do not OCcur due to not being 

equipped with adequate powers, The· extent of delegation 

will depend on the size of the organisation, the .quality 

of the man-power, etc. However, as a guiding priAciple 

banks must ensure that at least 80 per cent of th~ 

decisions are taken at th~primary levels and only 

20 per cent are passed on to 'the next higher authority. 

8.97 Delegation of powers to officers in bank~ for 

granting loans, advances, etc., is fairly comprehensive. 

However, the delegation of powers for administrative ana 

operational matters is ~either comprehensive nor adequate. 

Banks must take immediate action to rectify this situation 

as it creates bottlenecks and impairs efficiency. Decisions 

on bperational matters lik;e repayment of balances in 

accounts 0 f deceased customers, issue of _duplicate demand 

drafts,etc., require to be taken quickly in order to 

gain customer satisfaction. Similarly, qUick disp. sal 

of administrative matters like travel bills, medical 

bills, etc., at t~e primary level will enable senior 

management to devote more attention to developmental and 

operational work of the bank. 

8.98 In order to impart flexibility in the exercise 

of delegated authority, a tolerance limit of 10 per cent 

above the discretionary limit may be allowed to every 

authorised officer in the case of. lending powers, subject 

to post- confirmation from the higher authority. 

8.99 Delay in decision making due to the temporary 

absence of the authorised officer can be obviated by an 

arrangement by which two offic.ialsnext below the rank 

of the authorised officer (i.e. the delegate) can 

exerciRe jointly the power. It should be possible to 
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give effect to this proposal by incorporating suitable 

provisions in the scheme of delegation of powers to 

the concerned officers. 

Effective Control 

8.100 A:nyscheme of delegation should be support~d by 

an effective control system. In" the banking industry 

today, the control systems designed for conventional 

banking is on the verge of R breakdown with the emergence 

of mass banking. Banks must redesign the control system 

so as to ensure that control reports are timely and 

meaningful. Banks may appoint an in-house team or task 

force to look into this aspect. 

8.101"It is" observed that iri several banks the Chief 

of the Inspection Department is also the Chief Vigilance 

Officer. The work of 
Internal 
Inspection 
Audl.t 

Vigilance Officer is of 

a quasi-judicial nature 

and has to be in close co'llaboration wi th the Central 

Vigilance Commission. While the vigilance officer may 

utilise the services of the bank's internal inspectors/ • 
audi tors for pUI1>oses of inve stigation into any cases of 

corruption, it is recommended that vigil ance should be 

placed in charge of a separate functionary who, apart 

from investigating complaints and frauds, may also initiate 

disciplinary proceeding, including charg~-sheeting of 

employees, conducting enquiries, etc. 

8.102 The audit and inspection machinery should be 

bifurcated with clear demarcation of work. The audit 

work may be carried out by an independent Audit Department 

at the Head Office under a senior executive of not less than 

the rank ofa Deputy General Manager, ":who will be directly 

responsible to the Chief Executive Officer. This Department 

.... . 39 



VIII - 39 

may'lay down the policy guidelines in so far as they 

relate to audit and act as the co-ordinating unit for 

different types of audit/inspection work. In large 

banks the Department may have under its control 

independent Divisional/Zonal Offices ~n charge of a 

Chief Internal Auditor of not less than the rank of a 

Regional Manager. These offices can be situated in 

smaller towns having proper means of communications. 

8.103 It will be the responsibility of the Chief Internal 

Auditor to ensure that all the branches under his juris­

diction are audited periodically. On completion of the 

audit of a branch, the Auditor will furnish a list of 

irregularities to the Branch Manager. There should be a 

time bound programme for the follow-up and rectification 

of irregularities. The Branch Manager should be made 

responsi ble for getting the irregul ari tie s rectifi ed. The 

performance of a branch, inter alia, should be judged on 

the basis of a Zero Irregularity Programme. 

8.104 Some banks have alretdy introduced a system of 

concurrent audit of large branches in metropolitan cities 

where the daily transactions require care and attention. 

T~e concurrent audit is carried out by firms of external 

auditors specifically appointed for the purpose. Banks 

which have not adopted the systems should consider doing 

so at least for the~r larger branches where the volume of 

business would warrant daily audit. 

8.105 The reporting system adopted by banks to bring to 

the notice of the Board of Directors the progress made 

in aUdit/inspection of branches and the action taKen in 

the case of irregularities should be streamlined so that 

the Board is apprised of only 'the important features from 

time to time. 



Chapter IX 

CASH REMI'J;TANCES AND CURRENCY CHESTS 

Organisational set up. 
The Re!3erve -Bank of India has a statutory obligation 

to afford reasonable exchange and remittcmce facilities to 
banks and general public. This obligation if? discharged by 

the Ban1c through its own Issue Offices and also thro_gh the 

currency chests established with the branches of its agency 

banks and treaE>ury agencies. In accordance with a policy 
. -

decision taken to appoint the nationalised banks as agents 

of the Reserve Bank,· currency chests 8.I'e also being opened 

with the branches of those banks. The progress of establish­

~ngcurrency·ch€il~ts with thebrun:ches of nationalised baIlks 

has, however, been extremely slow. Hence the entire 

responsibi;l.i ty fo r affording remittance and exchange facili­

ties to banks and members. of the public rests and will be 
; 

resti:ng for some time to come on the' Issue ('f'r1cepof the 

Re'serve Bank and branches: of the State Bank and' its 

subsidiaries. 

9.2. The Bank has established ten' Issue Offices and four 

sub offices of the Issue Offices at important centres in the 

~untry Which are primarily responsible for the supply of 
~ 

fresh notes on the one hand and withdrawal of soiled notes on 

the oth~r. In addition, the Bank has currency chests with 

(i) branches of its agency banks, i.e., the State Bank of . . 
India and its s~bsidiaries and also the fourteen na~ionalised 

b.~nks, and (ii) Government treasuries and sub-treasuries 

where in the absence of. a; branch of an agency bank, Govern­

men.~b,+siness is tr@sacted by them. Currency chests have 
be'~n e'stablished to cover. all important centres in the 

country. Apart from currency chests there ai-e also reposi­

tories which, unlike the currency chests, do ~ot deal directly 

with Issue Offices but.are linked to the mai~ currency chests. 

At the end of June .1976, there were 2396 cU,rrency chests and 

254 repositories. Additional currency chests are opened by 

the Bank at different branches of the State Bank or its 

subsidiCl.ries or the nationalised banks according to require­

ments~' The l'ssu~ Department also maintains small coin 
depots belonging to the Central Government for supplying 

.subsidiary coins to the public at its offices and also at 

the br~ches of t~e agency banks and at the treasuries and 
su b-t re asuri e s • 

9.3. Despite all these organisations and arrangements, th~I"E' 

is no denying th~ fact that there has been a steady ~e~eriora­
tion in the. quality of the .service to the public. ·.this has 

been duo to A. -variuty of reasons. The branches of the agency 

banks havG not been :.ibIs to augment "their vaul't space to 
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increa~e the holdi·til?; cap's."ci ty .ofcurrency chests , with the 
result that, .. they . a:re····n9't·· iIi a-position to aocept..: cash 

remittances from other banks in full. The excessive centra­
lisation'of resource operations at about 2600 currency chests 
ina vast country like ours haw resulted in a great deal of 
inconvenience all round as' cash can neither by received nor .. 
paid out in large quanti ties, except at places where these 
chests are located. In the absence of facilities for paying 
cash into, or drawing cash from currency ehe sts at a sufficientl 
large number of points, commercial banks find from time to 
time that idle cawh, which cannot be remitted or used and does 
not earn any interest is accumulating in their hands, or 
alternatively large payments cannot be made by drawing on 
readily available cash balances. In emergencies the volume 
of cash available to banks outside the vaults.of the Reserve 
Bank or the agency banks is 'so limited as to cause a gre.at 
deal of intlronvenience to the banking system. In eastern and 
north-eastern India where communications are difficult and 
the branch net work of commercial banks is not very wide­
spread, while the need, for currency has increased very 
considerably because of economic development and the 
requirements of l~~al military units and installations, 

/ 

resource operatlons are difficult on account of the 
inadequacy ()f the number of currency chests. 

9.4. In their day to day operations, the branches of 
banks may accumulate surplus cash or ma~ require more cash 
than what is available 'in their till for meeting the pay­
me~ts to their customers. According to the existing procedure, 
'the surplus cash is deposited with the nearest office of 
the Reserve Bank of India or branch of the State Bank of 
India or its subsidiary .for credit of their current account 
and their ~equirements of additional cash are met by with­
drawing from the/~.ccount wi th its "agency branch". Further, 
the soiled notes and slightly mutilated notes exchanged by 
the' banks from membereof the public, in terms of the instruc­
tions issued by the Reserve Bank 01 India from time to time, 
have also to be exchanged by the banks, in turn, from the 
office of the Reserve Bank of India or agency batik. Thus the 
offices of the Reserve Bank of India and agency banks.have 
to receive from the cormnercial banks their surplus cash and 
accumulations of soile.d and mutilated notes exchanged by 
them from the public and also issue to the commercial banks 
their day ~o day requirements of fresh and. re-issuable notes. 

9.5. The banks are, however, experiencing difficultie? when 
the y gq to the offices' of the Reserve Bank of II?4~a .or branches 
of the agency banks for exchanging soiled and'mutilated notes 
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or for obta~ning their requirement of additional cash 

or for depositing thEir surplus cash6'r fresh notes.. Soma 

of the difficulties which the commercial 'banks are reported 

to be facing in this regard are outlined in the following 

paragraphs. 

Nee~ fo·r A.dditional Currency Chests 

9.6. The exchange and remit tance facilities provi!ied by 

Reserve Bank of India and other agency banks to other banks 

is found to be inadequate in as mu~h as the commercial 

baDks in most cases are not free to pay-in their excess cash 

dally into the credit of their current account or remit it 

to the'ir' 'head office. In most cases the agency banks and 

at times even Res~rve Bank of India put certain· restrictions 

on the days of the week on -:-nich cash will be 9.ccept·ed from 

other banks and on the quantum thereof.- As a result the 

commercial banks are compelled to keep higher level o'f cash 

with them than warranted. In s-ome instances commercial 

banks are left wi thno alternative but to physically 

transfer the' cash from. their office to their neighbouring 

office. 

9.7. Whenever cash is tendered by the commercial banks at 

an office of the Reserve Bank or a branch of the State Bank 

or agency banks~ their representatives are detained for un­

duly long periods. 

9.8. Cash tenderers from commercial banks are often diverted 

to the public counters by the agency banks and e'ven by the 

Reserye Bank offices and commercial Banks' representatives 

are made to stand in the queue along with members of the 

public t instead of affording special f'acili ties to them. 

9:9: The Committee examined their difficulties and obser­

ved that the main re asonsfor the inability -of Rese'rve Bank: 

of India and Agency banks to handle all the cash tendered 'by 

Commercial banks is shortage of staff in Cash .Department and 

want of$pace in the strong room. One solution· could be to 

increase the· number q:f .q.~reD:cy chests. 

9.10. ReserVe' 'Bank 'of· India have been trying to increase the 

number of cu~rency 'chests at the branches of the State Bank 

of India, its ·sub'sidiaries· and those of the nationalised banks • 
• 

Accordingly, :iziApril 19-71; it wassugge'sted to the nationa-

lised banks that currency chests should b'e opened at the more 

important places with a population' in excess of one lakh 

each In October 1971, in ·vi-eW' of the difficulties in 

arranging fer suppli.,es of notes and small coins to the eastern 
., 4.,~' . , 

Sta,t.es and unien territories at short notice, a list of places 

.. .. 4. 
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in eastern 3nd n0rth-eastern India was supplied to the banks 

with branches in the eastern India asking them to consider 

the establishment of ,currency chests at some of these places • 

. State' Bank of India was requested. to c,onsider the question 

of improving the standards and capac.i ty of its currency 

vaul ts at eacli of the cities ':lnd towns wi th ~ population' in 
~~' .. 

excess, of one lakh ~ acccrding to the. 1971 Census. 

9.11. The ceTI1Ill8rcial banks derive cert3in auvo.ntages in 

having currency chestg._,._Banks .. ··wi th cu'rrency chests will be 

able to conduct their day tc day business with a minimum 

cash balance3.nd thus avoid accUIDulation c..f idle cash and 

consequent loss of interest. They CaL also minimise physical 

transfer of cash tc and frum Reserve B3.nk office or between 

their'o'Nll branchus thereby reducing the cost of operation. 

Currency chests RIse enable the .exchange' uf rupeo coins for 

nQtss" and vice versa, OL' notes of one jencmination for notes 

or' another denominEltion, cr old and soiled notes for fresh 

and re-issuable D.C tes. From Reserve Bank IS 'point of view alse 

there are se me ·~dva.ntages ~ll ,By est ablishing more ~nd more 

currency chests, storage ?pace is shared. There is also 

some elimination .. of cluplication of work and saving in labour 

by r~cycling the nctesat the branches of public sector 

bankS themselvGs. From statistical point of view also the 

amount of active nctes in circulaticn will show a more 

correct picture by' the exclusioncf the idle cash with the 

banks through the mechanism of currency cht;sts. 

9.12. Further, it is in.the banks' own interest that ade_ 

quate cash should be available at a larger number of points, 

to bo dro.Wll in emergencies as and when necessary. Secondly, 

the facility of paying idle cash intc currency chests ~d of 

withdrawing cash from cu~rency chests,. as and when heavy pay­

ments are tc be; made, will be very real ~d impcrtant. The 

al ternati ve, in' the ccntext cf the incre ase in the vv lwne of 

nc-tes in cirCUlation and inadeqUate currency chests, may well 

be very hel1Vj- accumulation cf cash and lass of interest on 

such accum~lated cash, resulting in considerable inccnvenience 

to' the bank$ themselves.' Thirdly, remittances between bank I s 

cwnbr~nch~s will be facilitated, as and when mere currency chests 

are opened by the b apk; ,th6 a2vantages in 0 ther words '. ar.e 

likely to be mere real than apparent, as and whep mere currency 

chests.8,I'B c-pened. L3.stly, in the interest of equitable jistri­

butic:n (,f the Ilvni1able supplies of fresh' notes among b311ks:md 

their c0nsti tuents, th" opening o£an adequate number u fcu,rrenc-: r 

,9hests will be illovi tr::.ble. 

'9.13 ''l'hc .p2.'(' 2,:-"':';S8 ,how~ver, haS nGt. been very encourng./iw· 

p ..... rticularly, ir. 28SPBct ,of the' nationalised banks. About ~urrency 

... 5. 



chests only, have so far been established/by the nationalised 
.. . .' ". '. . . .. ~ 

banks. In relation 'to the,volume of currency to be,handled 
and the r~tf; at: which it has been increasing, the arrange-

-ments for· dealing with i:t continue to be extremeiy inadequate 
and the response to the Reserve Bank's suggestions arid 
recommendations has nut been very satisfactory. 

9.14. The Reserve Bank is aware of the limitations within 
which improvements in the existing currency and financial 
system can be introduced. The major limitation is that the 
nationalised banks and, the State Bank of India seem to be 
reluctant to undertake anY'additional burden or to·incur 
any 'additional expenditure in regard to currency c~e~ts. 
So far as the nationalised banks are concerned, the benefits 
of 'having independent currency chests are deemed by them to 
be meagre in comparison to the expenditure involved - both 

recurr;ng and non-recurring •. 

9.15. In view of the ,exorbitant cost c,! construction of 
vaults for setting UP" currency che sts, it, has, been suggested 
by some of the banks that all the nationalised banks should 
poo~ their resources to establish currency ch.estsat metro­
poli tan centres so tl$t the prohibi tiveini tial cO,st on capi-

·tal account could be spread among ~ll the banks. Such an 
arrangement, howe~er, may nol work to the sa-tisfaction of 
all contributing baDks as the main advantage will be' Wi th 
the bank housing the currency che st and may also cause 
operaticnal difficulties. Initial cost should net normally 
be a deterrent to opening of currency chests by banks in 
view of the lcng term advantages and better service they 
will be able to give to their custc-mers and general public 
wi th the help of the mechanism of .currency chests. 

. ..;, 

9.16. An importont handicap in this regard, however, 1.S line . " . . 

lack of suitClble accommodation fer vaults (for housing the 
currency chests) which ar~ tc be built according to the 
speCifications prescribed by Reserve Bank of India. The 
national~sed banks have a feeling that the Reserve Bank's 
specifications for strong rooms are very stringent' and the 
prDcedural requirements laid down fer establishing currency 
chests are very protracted. Any dilution of the exist:ing 
standards, however, may endanger the security of the treasure 
held in the vaults, which is the property of the Reserve Bank 
of India, particul'arly as the balances held in the currency 
chests are not insured. Relaxations are, however, being made 
by the Reserve Bank, wherever necessary, depending upon the 
,merits of each cape. 
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9.17. It is recommended that ~eserve Bank of India may create 

Development Fund o,ut o,! their annual profit for the purpose of 

financing commercieT banks for constructiOn?f strong rooms for 

housing the currencY' chests as per specifications la,id down by 

Reserve Bank of India. No inte~est will be charged for lending 

from this fund. The details regarding the quantum of loans and 

the repayment schedule may be worked out 'by the Reserve Bank of 

9.18. Yet another hurdle is the lack of suitable trained 

personnel with-the nationalised ,banks for managing the currency 

chests alid ~lso 'lack' of suitable arrangements for the training 
-,) '. \. - . . 

of therpersonnel. The Committeeunde,rstands that the Reserve 

Bank of India is making arrangements for training the' staff of 
, , 

the nationalised banks at the offices of the Reserve Bank and 

branches of the State Bank of India and its subsidiaries. The 
... :- .. 

Reserve Bank should continuesw~h, arrangements. 

9.19.' The' banks are, also experiencing difficulties on account 

of the non~availability of,police guards to guard the currency 

chests. This difficulty is genuine, because, the various State 

Governments are not in a position to spare the necessary 

personnel to guard the currency chests in vie~I' of the more 

pressing demqnds on the ,police personnel. This issue has been 

taken up ,with the local Pollc'eh.uthorities, viz., Commissioner 
. ' 

of Police ,Inspector General of l'oliceand also the Home 
I 

Secretaries of State Governments. The matter should be pursued 
" ' 

vigorously. To overcome this difficulty, the banks have been 

permitted to emplo~ their own armed guards subject to c!3;:~ain 

stipulations; A comnec~ed issue, is the high recUrring expen.9-i -

ture of ;maintainingthe required police guards which comes to 

about Rs.30,OOO to Rs.;40 ,000 per aIlI1um. Some banks have suggested 

that the eXpenditure should be borne by the Reserve Bank of 

India as they are' acting ,as agents of the Reserve Bank of India • 

.. .. • . • ? 
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9.20. In view of the advantages accruing to the branches of 

~ 
the banks maintaining currency chests, particularly in regard 

to savings on i"nt'erast charges, there does not appear to De 

any justification' for reimbursement of such expenditure to 

the banks by the Reserve Bank of India. 

9.21. It has been, suggested by some banks that the nationa­

lised banks should be allowed to open currency chests at more 

places. It is understood, however, that the Reserve Bank of 

India has fixed certain norms in regard to setting up 'of 

currency chests at branches of nationalised banks' J ~his has 

been examined by the' committee and the committee feels that in 

the absence of some such norms, currency chests wil~ be opened 

in a haphazard. m8;.""l:'ler at' all sorts of centres and locations 

without any plan or programme, with the result that they may 

not fully serve the real purpose. However, it is learnt that 
, 

the norms fixed by the Bank are being relaxed wherever necessary 

depending upon the merits of the case. 

Removal and Disposal of Boiled Notes: 

9.22. As observed earlier one of the reasOns for ag·ency banks 

not accepting cash from other banks freely is want of storage 

space in their vaults which are already full with non-issuable 

notes. The heavy cccumulation of soiled notes at agency banks 

vaults is due to difficulties experienced by Reserve Bank of 

India in withdrawing the soiled notes and in disposing them off. 

9.23. With the phenomenal increase in circulation of currency 

notes year after year, the problem of cash management and dis­

posal 0 f soiled no tes has also been increasing in magnitude. 

The -value of currency in circulation which stood' at Rs .172' 

crores at the inception of the Bank on 1st April 1935 increased 

to Rs.7461 crores on the 30th June 1976 i.e. an increase of more 

than 43 times. However, to have a correct idea of the magni_ 

tude of the problem'of currency management, not only the total 

~~lue of currency in circulation but the quantity of note 

pieces in circulation has also to be taken into consi "eration • 

. . . . . 8. 



- 8 -
The quantity of note pieces in'circulation has increased from as 

low as 124 million pieces in 1935 to 7171 millions piec€~ in 19? 

i.e. by more than 57 times. Further, according to projections 

made ,by the Rese~ve'Bank in April 1973, the value of 6urrency 

in circulation is expected to increase to ~.8,350 crores, 

consisting of 7,800 million pieces in 1978-79. In view of the 

higher rate of increase in money supply and prices since April 

1973, when the:se projections were mace, (oven these estimates 

may turn out to be rather conservati ve, but plans for increas-

ing the capacity for",the printing of notes arE. being made on 

th,e basis of these astiUlat,,:;s, plus addi tioDnl contingency 

provision of 10 to 15 per cent every ~ear, over and above the 

estimates pf' requirements for the -year, by way of abundp~t, 

..,..­cau.l.on. 

9.24.'" The number of pieces of currency notes in ci,rculation in 

India' is the largest in the worl~as can be seen from the 

,statistics given below: 

(In millions of pieces) 

India 7171.0 

, U~ S.A. 5812.0 

U.K. 1470.0 ...... 

Fr3Ilce 1097.Q 

Italy 1079.5 

West Germany 823.0 

Brazil 750.9 

Canada 493.4 

Japan 320 .3 
Australia 245.0 

In a vast country with a large rural population who generally 

conduct their trar~actions on cash basis and ~ave not yet 

developed bar.:.king habits, people use more currency notes of 

lower denominations than these of higher denominations. ~ctually 
rupee 

one rup ee and tWol'notes together account for nearly hq..lf the 

total volume of notes in circulation. The following table 
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shows the composition denominar.ion-wise: 

(As on 30th June 1976) 

Value Piecee 
Rupees in Percentage No. in ... Percentage 

Denomination crores to total millions to total 

Re. 1 ;385 4 2846 40 

Rs. 2 121 2 605 8 

Rs. 5 542 7 1083 '15 

Rs. 10 1974 26 1974 28 

Rs. 20 484 7 242 3 

Rs. 50 245 3 49 1 

Rs. 100 3910 50 371 5 

Rs.1000 100 1 1 

7461 100 7171 100 

9 • ..25 It is a common complaint: from the public sector banks 

maintaining currency chests that· the Reserve B~k of In'dia is' 

not prompt in removing the accumulations of soiled notes "in 

the currency chests at their branches, with the result that 

the vaults at these branches become congested and they, ill turn, 

are also not in a posi tionto receive remittances of fresh and 

reissuable notes from the Reserve Bank/other currency chests 

and afford adequate exchange and remittance facilities to other 

batJ.ks not having currency' che sts and also t, \ the general public. 

The banks feel that the Reserve Bank of India should lift the 

accumulations of soiled notes at their bra.nches at regular 

intervals, at least once in six months. The complaint appears 
. . 

to be genuine and the Reserve Bank, no.doubt, is required to 

lift the accumul ation o'f soiled notes at least onc.e in six 

months. In practice, however, tt.Lis is not being done, bec'ause 

the vaults at the Reserve Bank Offices themselves are congested. 

The remedy appears to be further decentralisation of the work 

of examination and destruction of soiled notes. In this 

connection the question of opening full-fledged branches of 

.the Reserve Bank of India at the remair4ng State capitals should 

be consic_ered on a priority basis. In addition it will also be 
I 
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,n8-c~s..sa.,;r'yt<? op ~n sub~offices of the Issue Department at illport-
, . 

ant~;re'c'civ1ng centrg.§.L so tha't soIlad--nc't'G"S" fTOITlSUrrounQing 
- -

·c.haats could be r( Goved t:o the sub-offices 1 (:;xc..mined. and. . - "--:. . .. 

destroyed, ~ ".~ 10A.d ~hU8 reducing the load on the Issue Department ... 

9.26. The delay in dis.pcsal of soiled nut(,~~ can be consid,LL':1bly 

r(:;ducG<;i if instG ac. of making a cent per c.ont l:xAilJin.3tion, only 

a saIilple examination is carrie d. out by ap I?lic3.tion of· sui table 

statistic3..1 quality control tc;chnigu.es. Tht; pcrc~ntage of 

s~mple ex~aiDation should of course be higher for higher 

denomination notes. 'In cas~ of denomination of Rs.500/- and 

above examination should be cent per cent. A cent per·cent 

quanti ty check- u!JY;-- howEnt'er·,.--be conducted in the case of all 

den~~'i~aticns by the' Reserve' Bank as CurrGn~y ~uthori ty ri~-e.;-t­
the not~s ar~ finally written off and destroyed. 

9.27. One of the main reasons for the accUllulation of soiled 

notes in the vaults of the Reserve Bank of India and its 

inability tc remove soiled notes from chests appears to be the 

low out-turn of work in the Note ~xamination and Verification 

Sections in the Issue Departments. i.i. reputed fir~'':; of Industrial 

Consultants, naoely IBCON, was eng.?'3~d by the; J3~nksom0time in 

1958 to carry out a sciE:;ntific study. Tl1"~ ravisdd rates 

suggested by theZl, however, could not be; LllpleJ.i! . .;nt6d because 

c f re sistnnce from J!;Dployee s' AssociaticD. 'l'he question was 

again studied by a High Power Co:::rrnittoe a~·)'pointc::d. by the BaM 

in 1975 now known as the R,'3.o Cr)illilli ttee. The revised rates 

recoIilI:lended by tp.em could also not be· implerJented c:s the 

Employees I Associaticn appealed to tho Labour Commissioner 

against the increase in the rates proposed by· the Batik and the 

matter fs now pending with the Regional Labour Commissioner 

(Central) Bombay. 

9.28. The problem of ~ccUI!lulation of soiled notes at the 

currency chests as well as at the ISSUB Offic6s - has as::miLlE:d 

such a oagnitude that introduction of both short term &Dd long 

term rue Rsurs s for' spe edy dispos a1 of the growing volume of 
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soiled note~ is urgently called for. The existing procedure for 

examination of notes is aimed at detecting shortages/~xcesses 

and forged and defective notes and salvaging re-issuable notes. 

In practice, however, it has been found that the actual number of 

re-issuabl€ pieces in chest notes of Re.1· and Bs.2/- denominations 

as well as sbortages/excesses and forged notes detected in all 

denominatio.ns in both chest notes and ·loc.al tenders is negligible. 

Looked at from the co st-benefi t angl'3 , it is evident that the 

present system of quality eX9D.im~en-.oL.p':9.te.s of lower denomi­

nations (Re.1 and Rs.2) in ch~st remittances does not ·yield 

oommensurate resul~s. The statistics show that incidence of 
:' " 

< I. , 

forgeries in lower d~D,omination notes:is extremely negligible. 
~ . . . 

After careful consideration of all these· factors: it is felt 

that there is sufficient scope for a thorough upward revision in 

the rates for note examination and .verification. Reserve Bank 

should take effective .steps in this regard. 

Higher Denomination Coins 

9.29. It is observed from stat:l.stics that one rupee and. two 

rupee notes together form nearly half the total volume of notes 

in circulation. The problem of accumulation and disposal of 

soilad notes could be minimised if the notes in these two 

denoT!linaticns are .substituted by coins. The Bank is already 

issu~ng one rupee coins side-by-side with cne rupee notes. One 

rupee nutes L1B.Y be completely substituted by one rupee coins in 

a phased mannsr. To make it popular, the one rupee coin should 

be light smaller in size and convenient to handle. If necessary, 

the metal composition Day be suitably changed. The Bank could 

also consider issuing of coinS of two rupee denomination and the 

eventual substitution of two rupee notes by two rup~e coins. 

The Committee is not inclined to recommend issue of coins in the 

higher denominations of Rs •. 5/- and Rs .• 10/- because of the risk 

of counterfeiting of coins, counterfeiting of coins being 

easier than counterfeiting of notes. 

Guarantee Bond3 System 

9.30. Notes dep?sited with the Resorve Bank under guarantee 
•••• 12 
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bond system are not· disposed of dxpeditiously. Undue delay in 

getting these notes examined-by the Reserve Bank makes it 

difficult for the' cbcimercial bank to fix responsibil i ty on 

their staff for any shortage o'r irregula~i ty Wl:1 ic·h may be 

de.tected 3.t the time of actual 'examinaticnof the tenders after 

t-he -la,pse D.! a considerable tine. At ·tir.12S, the representa­

·tivesof thE; cOilllllerci91 barilcs 9.I'e maG.G to wcrk late hours by 

the Reserve Bank offices for w3.tching the €x'J.l!lination 'Of 

remittances received from th~ir bc.n.Zs, n6c6ssi t:l.ting payment 

of overtiLl6 allowance' to the reprcsdlltG..tives by their banks. 

Duplication in counting cf notes 

9.31. It is obs(arved that there is considerable duplication of 

work and wastage of ~an power in counting aDd reexamining notes 

received by one . branch from another branch and also by one bank 

from another bank. Remittancesbetwe~n branches of the same 

P.ank: could, perhaps, be simplified and counting at multiple 

points eliminl3te'd by introducing fool-proof checks and counter 

checks and by a system of af.f·iring adhesivep'etro::";cheI!lical seals)oo 

It; is understOod that' the State Bank of India has introduced 

this system with advantage. The system may not, however; be 

fool-pro0t: in the C9..se of remittances from one bank to another. 

Much of the duplication can be eliminated if the cOIJJ.I:lercial banks 

sort the not3s properly into noD.-issuables cmd re-issuables 

·before they are remitt-od tcthe Reserv,:; Bank of India or to the 

agency bank, so that, to that extent, the w~rk of receipt and 

'disposal of cash r61ilittances from cornoercial banks cm be 

E?pee.:J,.ed up at the offiCes of the Reserv8 Bank or branches of 

the agency bank. 

Exchange of mutilated not,as 

9.32. Considerable del3.y is experiencbd by the commercial banks 

in getting I:lUI til8.ted et·c. notes exchanged from the Reserv,e Bank 

offices •. After th(. lapse of' a long period the co;mtlercial bank 

concerned finds it difficult'to recover the amount of any note, 

which is ultimately rejected by the Reserve Bank, from their 
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custoner on whose behalf the note was originally exchanged by 

them. ~t times, some of the offi~es of the 

Reserve Bank even limit the number of pieces of multilated notes 

that will be accepted from the commercial banks. Defective 

notes are accepted at a special counter at the office of the 

Reserve Bank. CO:r:;:]Jl(:;rcial banks, however, complain 'that the 

procedure of 'tendering the defective: notes at this counter and 

getting the exchange value ultimately is a time consuming pro­

cess and causes considerable inconvenience to the banks. They, 

therefore, suggest that special arrangements should be made by 

the Reserve Bank offices for receipt of defective notes from 

other banks and for disposing of those defective notes e~~di­

tiously, preferably on the day of receipt itself. 

,:'.33. COmIilercial banks are experiencing some diff icul ties in 

obtaining exchange value on defective notes tendered by thew at 

the .Jl.eserve Bank Offices. Under the Reserve Bank of India (Note 

RefunJ) Rules, 1975, powers have been delegated to the Agents/ 
/ 

Managers of all branches of public sector banks to pass for 

payment certain types of mutilated notes tendered by members of 

the public and other comm.ercial banks. These notes exchange,,, 

by theu are to be tendered by them to the office of the Reserve 

Bank of India or branch of the State Bank of India or its 

subsidiary having currency chest for reimbursement, if the 

pubiic sector bank branches concerned are not having currency 

chests. At present there is eonsiderable delay at the offices 

of the Reserve Bank of India in the re-examining of the mutila­

ted notes exchanged by the public sector banks and making re­

imbursement of the amounts to them. The Reserve Bank could con­

sider with advantage the question of extending the guarantee 

system to remittances of mutilated notes received from public 

sector banks also, so th~t reimbursement can be' made to the 

banks without any time lag. 

9.34. Specie..l'arrangements should be made at Reserve Bank of 

India offices to remove defective not~s from public sector banks 
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and to dispose of them e:x:peditiously'~ The Reserve Bank may even 

consider gi~ing provisional credit for the remittances of defec-, 

tive notes received from banks, under a guarantee system,. the 

amount of notes subsequently found not payable on examination, 

being recovered fro~ the concerned banks ~ debiting their 

accuunts. 

Miscellaneous Difficulties 

9.~r. Only a small percentage of notes indentedby the commercial 

banks is supplied in fresh notes by the offices o:f the Reserve 

Bank and branches of the li.gency banks and that too not according 

to the denominations indented. There is, therefore, a perpetual 

complaint from their customers that they are receiving only 

soiled notes. 30me of the commercial banks even complain that 

they get only soiled notes. At .times of seasonal rush, acute 

shortage of fresh and reissuable notes is being felt at some of 

the smaller ceI1 +::-8 s. In rural· and semi-urban areas, commercial 

banks find it c:'~.l __ ..Lcul t to obtain their full cash requirements 
. 

and in required denominations from the branches of the State B~ 

of India or its' subsidiary having currency chest facility. 

9.36. Indents from commercial banks for higher denomination 

notes are often met by the offices of the Reserve Bank and 

branches of the agency banks by issuing notes of smaller . 
denominations. There appears to be a shortage of notes of 

Rs.20, Bs.50 and Rs.100 denominations. This causes inconve-

nience to the banks' customers. 

9.37. These difficulties will be reduced as and when more 

chests are opened. Further whenever fresh notes are receiv-€d 

by State Bank of India branches having currency chests, the 

fresh notes should be distributed in some reasonable propor-

tions tu other commercial banks at the centre. While indenting 

for notes from the Reserve Bank, tho State Bank of India and . . 
subsidiary bank branches should take into account the require-

ments of the other commercial banks also. 

9.38. The Committee has carefully examined the suggestion made 
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by some of the banks that commercial banks m~ be allowed to 

hold cash upto a stipulated limit on account of the Res'3rve 

Ban..1c of Indi~ or State Bank of India or its subsidiary in safe 

custody and given credit fO,r the amount of cash heLl und.er that 

arrangement on the basis of a declaration given by the concerned 

banks. i.Ll though prima facie this suggestion appears to be 

attractive, the proposed arrangement will not be practicable as 

the cash balanCe at every branch will, in such a case take the 

form of a miniature currency chest and reporting of daily 

balances tu and their accounting by the circle Issue Department 

will be complicated and almost impossible tu be carried out with 

any accuracy and if these balances ;?re not promptly and accura­

tely a~just€d in the circle Issue Depart~ent, the currency 

accounts will be incomplete. 

9.39. With the phenomenal increase in circu+.ation, the work 

involved in counting am. examining notes received. at the Reserve 

Bank officE;s hasb~come enormous and unmanaget3.ble manually. The 

efforts to mechaniS'9 the operations of note counting have been 

unsuccessful in the past because of the re sistance of the 

EmploYG8S' 1 .. ssociati8n. Mechanisation has been introduced. in 

several foreign ccuntries like France, IsraE. 1 , Japan; Mexico, 

New Zecilanc. and West Germany_ Tho BaTIk could with acivantage 

once again exrunine thE; fe:3,Sibility '..If intre:;lucingmachariisation 

for counting of notes at various stages, at least at bigger 

centres _ 

LR 



cHAPTER X 

PROFITABILITY OF OPERATIONS 

In the analysis of earnings and expenses of banks 

g~venin Chapter VI, it was indicated that from the point 

of view of profitability, the immediate future for the 

banking system was not promising. This conolusion emerged 

from two main factors. First, the upward trend in 

expenses, consequent on a growing publio preference for 

longer term and higher coat deposits and increases in 

establishmeht arid other charges b~cause of spread to 

rural~areas and involvement in new services. Second, 

the downward pressure on earnings following from the 

ceiling on interest rates and the extension of credit at 

preferential rates to various sectors. 

10.2 The data analysed in ChaPter~have revealed a 

declining trend in profitability in 1970-73. This trend 

would have persisted and perhaps become more pr~nounced 

but for the increase in lending"rates in the year 1974 

which reversed the trend and enhanced profitability. 

This has also resulted in a sense of complacency among 

banks. As noted above, the future may pose difficulties 

f or banks, the full impact of which T,!ill" be felt only 

over a period of years. The erosion in bank profits is 

seldom revealed in a sudden or dramatic fashion. But 

the erosion, once set in, is likely to persist and 

endanger the basic viability of the system unless 
.... 

corrective action is taken ~n time. 

10.3 In general, banks in. India have not so far adopted 

any positive approach towards profit planning. The 

tendency has been to meet requirements as they arise 

without adequate provision for the consequences. A 

significant indicator of this situation is the decline 

in reserves as a ratio of deposit liabilities. Capital 

and published reserves (owned funds) of banks which were 
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ex~~emely low by international standards even in 1970, 
. . . 

forming 2% of deposit liabilities, declined further to 

1 .5% in 1975. This is far below the level of 6% 

recommended by the Reserve Bank in 1962. 

10.4 In the interests of the soundness of tho Indian 

banking system and for enhancing its image abroad, an 

improvement in the owned funds is very necessary •. While 

this is not something that can be effected in the short run, 

a beginning should be made towards such improvement. It 

is suggested that by 1980, the ratio of banks' owned funds 

to deposits should rise to 3%. E¥ that year, deposits 

are likely to be nearly double the present (March 1977) 

level of ~.17,500 crores. The desired quantum of owned 

funds should be atound ~.1,000 crores, as against ~.220 

crores in 1975. The annual deposit growth rate is currently 

around 25 per cent. To reach a target of 3 per cent in 

the ratio of owned funds to deposits, the annual transfer 

to reserves should 
Profit 
Planning exceed 0.075 per 

cent (3 por cent of 

25 per cent) of deposits. As stipulated Garli'or in 

Chapter V while dealing with taxation laws, the minimum 
1:' 

quantu~ c;:>f transfer to reserves should be 40'per cent of 

disclosed profits. On this reckoning, disclosed profits 

of banks should be at least 2 per ce~t of deposits. 

~O. 5. For achieving this increase in profits, banks' 

efforts will necessarily have to be multi-dimensional -

reduction of costs, rationalisation of charges other 

than interest and improvement of efficiency. Many of 
: ~ .' 

these points have been.9.i~cussed at length in the previous 

chapters. Proposals for. revising service charges, which 

will help banks in meeting their rising operational 

.•• 3. 



x - 3 

expenses, are dealt with in the Chapter No.XI on Pricing. 

Certain other aspects re~evant to profitability are 

discussed here. 

10.6 Under Section 42(1) of the Reserve Bank of India Act, 

every scheduled commercial bank is required to maintain, 

with the Reserve Bank, an average daily balance equal to 

,% of its demand and time liabilit~es. Thi$ minimum oaeh 

ratio cah be raised 
Cash 

reserves upto 15% which is 

obviously intended 

as a meas\.U'e of monetary control. Although the authority 

to vary the required cash reserves between· 3 and 15% was 

given to the Reserve Bank by the amendment to the Reserve 

Bank of India Act in 1962, the ratio continued at the 

minimum level of 3% uritil1"973. Since June 1973, -the 

ratio has been changed several times, wit~ the level being 

always above the minimum of 3%. The highest ratio pres­

cribed so far is 7%~ which prevailed for a period of 9 

months between September 1973 and June 1974. IIi the 

current year, the ratio has been raised twice from 4% to 6%. 

10.7 The Reserve Bank of India Act provides for the 

payment of interest "at such rate or rates -as ° maY be 

determined by the Bank from time to time" on the amount 

maintained as cash reserves in excess of mini~um of 3%. 

Accordingly, a rate of 4.75% was paid on the additional 

reserves when the minimum lending rate was first raised 

in 1973. Subsequently, this was raised, ill: three stages, 

to 6.0%. ~hichorate has been effective since June 1977. 

10.8 -Banks' assets portfoliO distri buti6n° is further 

conditioned by Section 24 of the Banking Re,gulation Act. 
; 

according to which banks have to maintain a specIfied 
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proportion of their total liabilities in the form of 

certain liquid assets. Although the proportion as 

specified in the Act is 25% and the Act does not specificaJ 

empower any variation in the same. Through power of "mora] 

suasion", the Reserve Bank has enhanced the requirement. 

The current level of assets known as Statutory Liquidity 

Ratio (SLR) is 33%. This includes the cash in hand or 

till money and balances with notified banks in current 

account maintained by banks for their operational require­

ments which is around 3%. The balance of the liquidity 

requiremep.ts has to be in the form ofinvestm-:;nt in unen­

cumbered approved or trustee securities.·· Thus, 39% of a 

bank's total liabilities are pre-empted for :fulfilling 

statutory requirements - 6% for minimuc cash reserve and 

33% for SLR. The proportion will be higher if deposits 

alone are considered, excluding other liabilities. Of 

this 39%, 6% is barren and yields no return (3% of minimum 

cash res.erves and 3% held as cash in hand and balances); 

on a further 3%, which is the additional cash reserves, 

6.0% is received; the average return on investments is 

5.7%. The influence of this liquidity factor, covering as 

it does over a third of total deployable resources, is to 

lower banks' return on funds. Thus, while the average 

income from loans, advances and bills is 13.4%, the 

average inco~e from all assets is 10.7%. 

The variation of the cash reserves is doubtless an 

important tool of credit. management. However, the payraent 

of a realistic rate of interest, on the reserves does not 

in any way dilute the effectiveness of the weapons. It has 

already been noted that. there has been a steady rise 

in the interest cost of banks' loan~ble resources. The 

cost, which was only 3.8% in 1970, rose to 4.4% in 1973, 
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5.5% in 1974 and 6.1% in 1975. These rates represent the 

average for the system as a whole whereas the cost for 

smaller banks is considerably higher, say around 7%. With 

the persistence and accentuation of the shift to long term 

and high cost deposits, the cost will undoubtedly rise 

further in the near future. It is estimated that the cost 

would be around 6.5 - 7% for the system as a whole for the 

year 1976. 

10.9 The Committee, therefore, recommends that the rate 

of interest paid on the additional reserve's, in excess of 

the minimum of 3%, should be related to the average ,cost 

of funds. The Committee strongly feels that the rate 

should be raised. It may be 6.5% for banks whose total 

deposits exceed ~.400 crores and 7% for all other banks. 

The rates' suggested are based 'on the estimated int'erest 

cost of funds in the recent past. The position has to be 

reviewed and the rates rev:lsed annually. 

10.10 The Committee is also of the view that interest 

should be 'paid on the basic cash reserves of 3%. Inter-
. . 

national precedence allows 'such a practice; the Reserve 

Bank of Australia is required to pay interest both on the 

basic and the additional reserves. In India, the legal 

provisions do not actually prohibit the payment of interest 

on the basic reserves. The'Reserve Bank of India Act is 

silent on this subj ect. 'It would seem logical to allow a 

lower rate on the basic reserves than in the additional 

reserves. The rate of interes-t on the, basic reserves may 

be the same as the yield on Treasury Bills which is 

around 4. 6%. 
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10.11 Maxim:i.sa.t'ion ofprofitabili ty requires effort 

not only, at, the ~'macro" level - fat' the system as a whole 

ol'an . il1d1vidual. bank but at the' "IJ).icro" . or branch level 
, ' 

also. IndiviClUal hank offices have to develop and 

Branch 
level 

profitability 

sustain a high degree 

of "cost consc~ousness". 

This depends primarily 

on the attitude of the head office and the extent of 

monitqr:i.ng the viability and performance of the unit 

offices. In general, while all banks have an integral 

inspection a.nd audit system, not many undertake any 

systematic evaluation of branch performance and stock-

-taking of loss incurring branches. 

10.12 In order to gain a clearer appreciation of the 

factors affecting branch level profitability, the 

9omQj.tt.ee undertoo~ a study of loss-incurring branches in 
. - . 

. -. . . -
collaboration with five nationalised banks. The details 

o~ ~h~' S~UdY a~e gi'Venin the ;echnical NotePl::e:tt: 
The con~cept of "loss" or "profi til of branches varies 

between banks, depEmdt-n~ 'on the in~erest debi ted/c~t;edi ted 

to the branches on the funds lent by o'r transferre'ci to 

the head office. Since this is a crucial consideration 

~ffecting the proper appreciation of branch profitability, 

the Committee recommends the adoption of a uniform transfer 

price formula by all banks •. Such a foroula has been worked 

out on the basis of the study and is given in the Technical 

Note. The formula takes accowLt of all factors, affecting 

the cost of funds and the potential return on deployment 

and allows for the variations in the same betwGon ba.'n'ks. 

Thus, what is recommended is not the adoption by all banks 

of the s~me rates of interest on the funds transferred 
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• from811d to the head office, but the same methodology 

for arriving at the rates. The ~ates will have to be 

revised periodically in order to reflect the icpact of 

changes in costs and return. 

10. 13 It w~s found that in the· banks included in the 

study the adoption of the revised transfer price 

mechanism cade ~ substantial reduction to the nuober of 

loss-incurring br~ches. A further analysis of the 

characterstics of the chronic loss incU+ring branches 

(over 5 years old and making losses continually for 

at least 3 years) has revea13d some reasons for losses 
. , ...... _-.- ... ... 
which have a bearing on the policy" to be adopted, 

both at the bank loveland for overall licensing of b~nk 

branclles. " 

10.14 Two factors that were seen to be of considerable 

importance in determining profitability nay be viewad 

Factors 
affecting 

profi tability 

together. They are: 

(i) tho location of 

a br2nch and (ii) its 

staffing pattern. The study revealed tInt 8. large 

maj ori ty of loss incurring branches "\-Tero in ru:.:-al and 

semi-urban areas. The staff cOfJpon"::nt l.if the br311ch, 

in terms of not only the nuober of or!lplcYC'3S but their 

age composition as well, W8.S noted :J.S another influence 

on the costs incurrod at tho branch l<3vdl. 'rhus, where 

the personnel consists predocinently of older employees 

drawing high emoluments in thGir gr;].des, the establish-

Qent expenses tend to be unduly heavy. Also, there 

appears to be souething of an irreduciblo wininun in 

the staff component of even the smallest rural branch • 
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Since banks operate with uniform pay scales for all types 

of of.fices, 'the nuober of eillploye03s in a branch related 
- .. 

to its business potential is a consideration of significance 

to branch expenses. 

10.15 The analysis of banking costs in Chapter VII 

brought out the proportionately higher cost of transactions 

in rur3.l offices. The pattern of distribution of e:uploy­

ment aLJ.ong the offices in the different population groups, 

rel3.ted to the business in those offices as indicated by 

their total deposits and adv3.nces, further substantiates 

this position, as may be seen froQ the following table: 

Distri bution of' owployment and business betvlGen 
b~nk offices in different population groups 

(December 1974) 

PerCGnt Percent to Average Average business 
Population to total total nULlber of (Deposits + 

Group employ- business Gwployees Credit) per 
ment (Deposits (Rs. 

+ Credit) 
,PGr office employeo 

thousands) 

Rural 10.2 7.2 7 381 

Semi-Urban 25.2 19.5 16 424 

Urban 27.3 23.6 29 473 

Metropolitan 37.3 49.7 48 731 

TOTAL 100.0 100.0 20 548 

10.16 While the pro,flortion of e.Jployoes in :J.etropoli tan 

offices is nearly four tiaes that in rural offices, the 

proportion of business handled by the~ is about seven 

times the rural bUsiness. Cognisc~nce would, however, 

have to be given to tho basic function~l differences 

between a rJetropolitan and a rural office. Tho latter 
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is primarily concGrnGd with the establishment and the 

spread of the banking habit and, in the ,process, has to· 

develop more per~ onal cqntacts, both wi,th borrowers ard 
, , . 

depositors and,dealpredoninantly with small accounts. 

The process of lending ~rural areas is frequently one 

of seeking the poten'tial borrowers o.nd offering them 

banking facilities.; Even allowing for these factors, 

judging by the. quantUIil of business at present· handled by 

rural/seci-urban offices, there would seeo to be a certain 

degree of under-utilisation of staff in these offices. 

This is further supported by the fact that non-funds 

activity (reei ttances, ,pills, foreign exchange dealings, 

etc.) is heavily concentrated'in oetropolitan offices. 

10.11 As pointed out'in the Chapter VII on 'Assessment 

and Analysis of Banking' Costs' ,these factors could 

indicate an extent of under-utilisation of capacity in 

rural offi,ces. ,Efforts. 'ha~e hence to be (firected towards 

increasing the business handled by soal! rural "and, seoi­

urban offices. However, it has to bo recogniseci'~hat 

there aresignific3.Il.t differonces li~ t~'3 bUSill(!SS, 

potential of centres ani that even vli th the ::,ost efforts 

'" p ossi ble, the growth of s O:::::lG 'offices ,\rl':'ll be slow. There-

fore, greater attention has to bepaiJ to ~he staffing 

pattern of indiyidual offices; relating the number of 

employees to the business possibilities, that can be 

developed in the immediate future. It is also necessary 

that a review of branch staffing should be done on a 

continuing basis, so ,as 'to effect quick adjustment to 

changing circumstances. SODe transIer of award staff 

(generally employed on a non-transferab~ebasis) will be 
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necessary but t'his may be ,eff.ected wi thin as narrow a 

geographic area as pOSsible •. I~ is understood that the 

agreement that'soClc banks have with their employe§ls' 

unions includes stipulations regarding ,the r.ti.nimU1j"nuL1.ber 
:: ~-: . 

of euployees that oay be posted in· any' office. This 

poai ti.on requires to be reviewed. 

10.18 The study of loss incurring branches has also 

revealed that a high proportion of loss incurring, 

,branches were deposit-oriented. While deposits are of 

the uti:lost ioportance in banking, constituting the 

principal "raw-material'.' of, the business , it is also 

necessary 'th'3.tbanks should relate the qU3.Iltuc: of, 

,d,eposits obtain8d by a unit to the cost of obtaining 

the saLle. A sizeable establishDent component, 

principally' utilisedfo'r 'collection of deposits, cay 

not always be justified. H~re again it would be' 
", . 

necessary to expand business, especially in advances. 

Where the scope for such expansion is liuited, a 

scientific asseSS::18nt "rould haVG to be ~de of'ih\) 

utility of the branch to the bank as a whole. 

10.19 Another factor seen frow the study as influencing 

branch profi tabili ty·1·s the mtd.lrte:oance of a high ·1evel 

of cash balances. The increase in the nuobcr of currency 

chests and arrangements for the expeditious removal of 

soiled notes, as discussed in Chapter IX, would be of a 

considerable assist~ce to bgnks in this regard. 

10.20 In several instances, especially in soaller 

centres, .banks are consider3.bly handicapped by the 

absence of 8uitablepreoises and have often to pay 

exorbitant rentals. While in the totality of a Lank's 
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'expenses, rent forcsonly an insignificant ,proportion, 
, . 

the incidence of high rentc~ be very heavy on a branch t 

especially one in a centre with li,nited busllless' potential • 
. ' 

In such instances, the high rent can continue fo_~ several 

years as the caj or factor preventing -i.,:!1e branch reaching 

the profit-i:laking stage. Tha COJ:Lli:,ter~ rGco:w.::ends that 

the respective State Governwent and c.istrtct authorities 

may be ooved to aSSist in d.cql.:l.iril!g a ..... dt8.blc prer.rises at 

reasonable renta.ls for banks opCI'e:ti:lg in their area. 

10.21 'Sticky' ad~ances or iprotusted bills' forming a 

high proportion of the assets of SO~8 branches is yet 

another reason for their incurring losses. On su.ch 

advances no interest income is rece~v3d and this also 

entails a reduction in the turnover of the branch 

resources. It is noteworthy that a branch of one of the 

banks inoluded in our study, over 1Q years old and located 

in a business area of a major cetropolitan centre was yet 

incurring continuous and fairly heavy losses IJainly on 

account of its substantial 'sticky' .adv~nces. This feature 

emerges from operational exigencies and while the bank 

as well as its individual branches should seek to oinimisc 

'bad' advances, it ~ay not be possible to elioinate thee 

altogether. Hence, a heavy 'burden' o::? bad debts incurred 

in the past should not be allowed to unduly cloud the 

viability of a branch. 

10.22 Another factor influencing profitability, 

ascribable ag~in to operational necessities, is the 

preponderance of advances t~ priority sectors, involving 

both high servicing costs and relatively low returns. 

Losses on this account have to be viewed from an entirely 

different angle, and the branch given due weightage for 

assisting the bank in fulfilling social objectives • 
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1 0~23 It is clear that diverse factors affect branch 

level viability. Not all are of equal significance or 

equally amenable to correction. 

Assessraent of 
perfor~J3.Ilce 

Eowever, it is i!"lportant 

that every bank should 

be aware of the precise 

extent of its unit level 

loss, in ter::J.s of the n-qrJber of its loss. incurring branches 

and the principal reasons for the loss in each case. This 

is not to suggest that the total'eli~ination of loss 

incurring units ::lnd the fornulation of branch expansion 

schemes on the b::l.sis of the profit n:lot~vo sb,ould assume 

t he proportions of a policy 0 bj ecti ve •... In .. the final 
\S 

analysis, what countsLthe performance of the .bank as a 

whole even if perfornance is to be judged solely on the 

basis of profits; the losses of sone branches woulJ h::l.ve 

to be offset by the enhanced profits of others. Where 

other criteria also enter in the ev').luation of perfoT':ll.nc;:: J 

the number of losing· branches. that would have to. be 

supported by profit elsewhere might increase. 

10.24 All the S3.De, an awareness in the he.J.d·yffice of 

eaQhbank of the financial position of 0!1ch of its 

branches is essenti:ll.The. Commi ttcc r,3co:l.:21onds that 

banks should assess the econoLlic viability"ofeacl1.. of its 

branches annually on the basis of the suggested uniform 

transfer price formUla. 

10.25 Banks should intensively study tho working of loss 

incurring branches. For this purpose, branches which are 

(a) more than 5 years old and (b) incurring losses 

consecutively· for 3 years may be considered. 
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The banks should report to the Reserve Bank 

annually before 30th June of tho succeeding year giving 

i) Names of loss incurring branches with particulars 

regarding location/ population atc~ 

ii) losses shown' in th~ book following the uniform 

transfer price foroula. 

iii) reasons for incurring losses and suggestions 

for.caking the tt'anches which show loss turn 

the corner. 

The format for this raturn r:ay b;; stJ.Y1Jar:dised by the 

branch licensing wing of the .i:lGservG B:l...Yl.k. 

10.26 The data drawn fro~ the returns so subnitted by 

banks should provide valuable inforrJat ion for both the 

formulation of branch licensing policy and the decisions 

regarding individual applications for licenoes. The working 
.... '" 

results of branch opera.tilig in an area ( e.g. a cluster of 

villages, a particular locality in towns etc.) should be. 

taken fully into account before new licences are issued. 

10.27 Our study of loss incurring branches indicated 

that in some centres, where several banks were operating, 

wore than one office were incurring losses. This feature 

should be oxa~inej in dopth by tho Reserve Bank on the 

basis of thG data subnitted annually by banks and where 

a branch appears redundant for tho centro and ..3. 

"drag" on tho bank, the transfer of the business.of the 

branch to one of tho other offices in the: centre -:Jay 

be considered. 

10.2a This cay not appear possible in centres with only 

one cOQCercial banks office. However, even in such casos, 

if the loss of the' branch is persistent, the closure of 

the office or its transfer to another centre way be 

considered provided in its present location it servos 
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no socio-economic purpose. The relevant considerations 
" " 

in this regard would include the- availability of institu­

tional credit facilities (inclueiile of co-operative banks 

and regional rural banks) in tIiG:area of operation of 

the branch. 

10.29 There is a general impression that the bunching 

of offices in particular localities of ~ctropolitan and 

large urban c~ntres entails avoidable diffusion of 

resources, even if all the branches record profits. A 

feature of banking in large cities isa hc3.vy concentration 

of business, both in funds and non-funds activity_ The 

ieportant consideration of good custooer service may 

justify the clustering of branches in these areas. 

However, a detailed and comprehensive study of the 

concentration of bank branches would be necessary before 

any final conclusions can be drawn. It is suggested 

that such a study be undertaken for the purpose of 

drawing up nores for licensing metropolitan/urban officeS. 



CHAPTER·XI 

PRIC ING OF BANKS' SERVICES 

General+y, banks tem to view their operations in 

totality, without compartmentalising costs of and returns 

from different.categorie3 of services. This ~s prinCipally 

because the activities are inter-linked by nature and·by 

the customers served. That is to say, it is not possible to 

associate each activity with a distinct and sepe.rate customer 

group. Thus, remittance facilities are used to a large extent 

by depOSitors and borrowers; borr""Ter~ are almost always 

depositors; only depositors are entitled to the use of safe 

deposit facilities and so on. From this follows the fact 

that a customer goes to a commercial bank for a "basket" of 

services, and tends to claim and receive preferential treatment 
.- . . 

in· respect of charges on individual services. From the banks' 

poin·t ··o·f view, the:' a:bsence of a clear cut distinction between 

differen,t servi.ces ·is· justifie'd by such facts as the availability 

for deployment; of funds in transit. Further, the segregation 

of the servicing costs of different activities cannot be 

easily done as the staff often handle more than one activity 

.f!limultapeously and· -are' also' frequently shifted from one 

.a-etivit-y toan6tlier. 

11 .2 It was in this context that the Committee undertook 

a Cost Study to assess the costs of different banking operations. 

The results of the study, which are summarised in Chapter VII, 

throw light on the servic ing cost incurred by banks towards 

various services. The data on which the analysiS in Chapter VI 

(Trends'in Earnings and Expenses) is based, are presented from 

a somewhat different angle. The data relating to expenses are 

categorised into broad general groups, more or leAS common to 

all the activities of banks. The data on earnings, however, do 
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provid e a break up of th.e, ,. income ,!:lgc!uing to some of the maj or 

services groups. This information, when related to the data 

on servicing cost derived from the Cost Study, yields certain 

broad conclusions regarding the profitability of operations 

for each of the major services. 

11.3 The following table gives a ,break-up of the income 

and the expenses of banks for the years 1970 and 1975 under 

the three broad service groups viz. funds activity, remittance: 

and bills and 'other services' including foreign exchange 

business. These data are exclusive, of the figures of the 

State Bank of India, \-.Those pattern of income and expenses is 

very different from that of other banks, especially in 1975. 

Profitabilit;r of banks' oEerations 
-(Rs.Crores) 

1970 1975 
Earn- Ex- Balan- Earn- Expen- Balance 
ings penses c.es ings ses 

funds activity 445 380 + 65' 1454 1300 + 154 

Remittances 16 43 - 27 45 95 50 
and bills 

Other service s 53 26 + 27 169 56 + 113 

514 449 + 65 1668 1451 + 217 

It' will be seen that remittances and bills Eervices rendered 

by banks (comprising issue and encashment of T.Ts., D.Ds., 

and purchase and discounting of bills and cheques) is a 

"drag" on banks, resulting in a net 10sB. The profit on 

account of "other services ll is relatively small and is 

mainly attributable to foreign exchan@9 business. The 

principal source ~f profit is funds activity; indeed, 

funds activity would appear as the sole source , of profit, 

.. . 3. 
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since the small profit from'other services is not sufficient . 
even to cover the loss on account of remittances and bill~. 

One of the main conclusions of the analysis of the trends in 

earnings and expenses given in Chapter VI may be recalled in 

this context. It v:-as pointed out that the spread between 

interest cost and interest income has been narrowing.' There 
1 :. 

is Ii ttle scope for ec'onomifdng servicilig cost of funds 

activity; on the other hand, thi's cost 'is' likely to increase 

with the ':further involvement of banks in nffi<1 areas' such as 

prioritY'sector' lending. Attentibn~has hellce to be given 

to the improvement of earnifigs fr:mother serVices, to sUstain 

banks' profitability. 

11.4 There is at present no regular schedule of service 

charges adopted uniformly by all banks. Apart from variations 

between banks, even within a bank there is no consistency in 

the rates charged. 'This is because the levy of the charge 

itself, and not merely the rate, is left largelyt"o ,the 

discret~on of branch managers. In turn, this feature follows 

from the "bundling" of banks' services and the acceptance 

of the belief that important customers, - depositors or 

borrow'ers - are eligible for concessions on other se~vic~s 

because of the business they provide to the bank. This, belief 

is sustained am fostered by the fact that the co st qf rendering 

most of the services is not tangible in the sense that there 

is no' outlay of funds involved. "Cost consciousness" is 

not so deeply ingrairn d in banking as to assess tho implications 

of the concessions offered for different services in terms 

of the labour-input'and the cost thereof. 

11 .5 In an industry like banking, which provides a vari.ety 

of services to different classes of society and lThich serves 

a social as well as an economic purpose, the costing of 

••• 4. 
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services cannot be precise. "That is to say, it will not be 

possible to fully recover through ap"propriate interest and/or 

service charges the cost of rendering each and every service 

to each and every customer group. It was Aeen in Chapter VII 

that the cost of servicing advances to different sectors 

varies from 0.7 per cent (medium "and large industry) to 4.4 

per cent (agriculture). The rate of interest charged on 

agricultural loans (12 per cent on an average, excluding 

interest tax) is not quite adequate to cover the service 

cost of the loan (4.4 per cent) plus the cost of raising and 

operating the funds (8 percent). The return on advances to 

large and medium industry, on the other hand, yields a surplus. 

11 .6 The sharp differences in customer groups and in the 

volume of their business are factors which will not permit a 

close correlation between cost and return. There are certain 

services rendered by banks for whi"ch no charge can be made. 

What is necessary is to have a clea.r idea of the nature of 

services that are to be offered froe of cost and those that 

are to be charged and further, the rates at w"hich the charges 

are to be made. 

11.7 Certain services rendered by banks are essentially 

~evelopmental; those include the tasks that banks are now 

required to take on for area development etc. Some other 

services are inherent in the nature of banking business, 

being necessary for their opera.tions. These includE:: canvassing 

of deposits, clearing, cash transactions etc. The costs 

incurred in rendering both these services cannot be recovered 

through levy of charges and ~.rill have to be met out of the 

banks' operating surplus. But other services provided by 

banks in the course of their business have to be charged. 

This is not to be treated as a mere "revenue raising measure" 
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to add to banks' income. The total liability of banks 1'1ill 

be "endangered if services continue ,to be provided for little 

or 'no return, unmindful of the, cost of providing the services. 

If any sector or customer group is to be provided services 

free of charge or at rates not commensurate with tl'le costs 

invol ved, banks should be aware ·of the rationale of the 

subsidies so granted, their dimensions and impc'lct on overall 

profi ta bili ty • 

11 .8 Among banks' activities,_ deposits constitutes a 

somewhat unique category. Af..-: WI3.S seen in Chapter VII, the , 

cost of serviCing deposits (as distinct fr~m the interest paid 

on deposits) ·forms as much as 40 per cent of total service 

costs. However, since deposits constitute the "raw material ll 

of banking, the costs incurred in acquiring the "raw material" 

consisting of both the interest on deposits and the servicing 

cost would appear as the "purchase price" of the' same. A.s 

such, there would seem to be no case for collec~ing any 

service char'ge s from depositors. However, in providing 

facilities for certain types of deposits, banks do render an 

important, service. For instance, current deposits, though 

earning no interest, are allowed unlimited turnover, whi'ch is 

an essential requirement for commerce and industry. Excessive 

transactions in current accounts render such deposits unremuner-

ative to banks. Fairly often, current accounts are used 

mainly as a media for cash collection. The levy of a service 

charge on current account transactions, in eKcess'of certain 

limits, is hence justifiable. So far as savings and term 

deposits are concerne d, thel:'e is no case for any levy of' 

service charges as these are popularly accepted media for 

savings. Even a hint of a charge on these deposits might 

have an adverse effect on the spread of the banking habit • 

• • . • 6. 
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However, in order to retain the essential "savings" 

character of savings'deposits, it is necessary that the 

rules now specified limiting' the turnover of such accounts 

should be strictly enforced ~ 

11 .9 The Cost Study undertaken by the Committee has shown 

that on an average there are about 100 transactions in a 

current account over a three month period. The average cost per 

transaction is around Rs.2.00. There are, however, instances 

of account s where the number of transactions exceeds 100 per 

day; in such cases, the cost of servicing the account ~rk 

out to over Rs.200 per day. Unless the average balance of 

such an account is more than Rs.5 lakhs, the account will not 

be remUnerative to the bank (essuming a return of 10 per cent 

from the deployment of the deposit). The Committee, after a 

careful examination of the distribution of current accounts in . 
. . 

selected branches and after detailed discussions with represen-

tative~ of banks reccmmends the following scheI!le for operation 

of current accounts. 

1. A. nominal charge of Rs.1 0 per annum should be 

recovered from each current nccount holder 

towards service charges. 

2 • Four folios of approximc'l.tely 50 entries each 

may be provided free for each customer ~ a-.'kM,."" 

3. Additional folios at the rate of one for 
fMI~t.-

Rs.1000/- oflbalande will be permitted to each 

account holder. 

4. Folios in excess of the permitted number will 

be charged at the rate of Rs.25 per page. 

The data collected from a cross section of branches show 

that the bulk of the customers, particularly those who 

opera~· the current accounts for genuine banking needs will 
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be c'Overed l'ri thin the permitted level and only a very small 

proportion of customers (less than 3 per cent·of to~al 

current account holders) will have to pay folio charges as 

indicated in (4) above. Even here the bulk of the account 

ho].t3.ers will have to pay folio charges for less than five. 

folios. Account holders who will have to pay folio charges 

for more than 10 folios in excess of the permitted level, 

will be less than half' p3 r cent of the total number. 

11 .10 The other part of funds activity consists of loans 

and advances. Since this involves the outlay of funds, 

an important element of the cost of this cate@ory of activity 

is the interest cost of raising the funds. The se~vicing 

cost, which is what in germane to this UTh~lysis, may be broadly 

classified into two parts. The first relates to the work of 

processing loa.n applica.tions and would include-· ~uch activities 

as the scrutiny of the application, appraisal of. the proposal, 

verification of title deeds, documentation etc. The second 

part is related to post-sanction operations and maintenance 

of the loan E'.ccounts and would include verification of stock 

statements, inspection of godowns etc. 

11.11 The Committee appointed by the Reserve Bank in March 

1976 to examine Penal Rates and Service Charges has justified 

the recovery of the cost of proce sSing of loan applications as 

also the out-of-pocket expenses incurred in inspection or 

visits to factories, godowns, etc. They have also tacitly 

approved of the lovy of folio charges on the· operation of 

loan accounts and suggested that. the rosis of such levy 

should besp~ltout by this Committee. 

• •••••• 8. 
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11 .12 The levy of processing fees recommended by the Penal 

Rates Committee is on a "once for all" basis, at a rate not 

exceeding 1/20 of 1 per cent, with a maximum of Rs.2500 at the 

discretion of the bank. The Committee have also indicated 

certain types of loans which should be exempted from the 

processing fGes such as loans, upto Rs.2 lakhs, to priority 
, 

sectors, all export credit and advances to weaker· sections. 

Small banks, with total liability of less than Rs.25 crores 

have also been recommended for exemption from the suggested 

rates structure, on parallel with the exemption from the 

ceiling on interest. Since the processing fees charged by 

oo.pks are not related to actual costs, the Penal Rates\ 

Committee have suggested the review of their recommendations 

by this Committee. 

11 .13 Actually the rates recommended by the Co~ittee 

(1/20 of 1 per cent) is much below the costs involved in 

processing as revealed by the Cost Study both of the Banking 

Commission and of this Committee. The Banking Commission's 

study placed the cost of servicing loans at 1.1 per cent of 

the outstanding ba.lance, roughly half of which ~:Tas for 

pre-sanction processing, subsequent security supervjf'ion, 

godown inspection etc., while the other half repre sented the 

cost of ledger keeping. The study undertaken by this Committee 
, 

has shown that the total cost of servicing loan accounts 

has gone up to 1.6 per cent. The bl~eak-up of the "cost, 

however, on the lines of the Banking Commission Study is 

not available. A.ssuming the same proportion as between the 

two aspects, the cost of pre-sanction processing and subse­

quent maintenance (excluding iedger keeping) may be placed 

at 0.8 per cent of ~he outstanding balance. Since outstandings 

~orm-around 70 per cent of credit limit, the processing 

cost of lean accounts would be 0.5 per cent ef sanctioned limits. 

As against this, the Penal Rates Committee's reco~endation 
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of 0.05 per cent (viz. 1/20 of 1pe.r cent) seems overly 

modest. The income to the banks frem the rate suggested 

estimated on the basis of the distribution of credit 

according to loan size, will be arqund Rs.5 crores, without 

allowing for any exemptions. If adjustment is I2ade for the 

suggested exemption, the income may be around Rs.3 crores. 

On the ether hand, based on the rate of 0.5 per cent indicated 

by the Cost Study, tne cost of precessing loan accounts works 

out to about Rs.50 crores.* 

11.14 The Committee hence reco~mends that the rate suggested 

by the Penal Rate COIn!!littee 1/20 (.f one per cent or 0.05 per 

cent with a maximum of.Rs.2,500 may be applied to loan 

accounts of above Rs.10 lakhs. For the rest, the Committee 
, 

recommends a graduated scale of levy accepting the Pen.":-;l Rates 

Committee's suggestion of a maximum charge with the further 

addition of a minimum for each slab as follows: 

Size of loan 

Upto Rs.10,000 

Rs.10,OOO to RR.1 lakh 

Rs.1 lakh to Rs.'-O lakhs 

A.bove Rs.1 0 lakhs 

Maximum 
Rate charge 

0.5 per cent Rs.50 

0.25 per cent Rs.250 

0.1 per cent Rs.1000 

0.05 per cent Rs.2500 

Minimum 
charge 

Re. 1 

Rs.50 

Rs.250 

Rs.1000 

11 .15 As suggested by the Penal Rates Committee, the 

charge may be on a lIonce for alll1 basic, levied after the 

sanctio~ of a loan. While agreeing, in principle, on the 
. ., 

need for exemption, the Committee is of the ouinion that 

such exemption should be given only to such advances as are 

charged rates of interest below the minimum lending rate. 

* 0.5 per cent of total credit limits of loans, cash 
credit (including packing credit) and overdrafts 
amounting to Rs.10,OOO crores in Becember 1975. 
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11 .1 6 Actual out of pocket expenses, incurred in the course 

of visits to factories, godowns etc. in connection with the 

processing or maintenance of a loan account may, in addition, 

be recovered from the borrowers. No charges of any kind should 

be levied on borrowers whose loan applications are rejected 

for any reason. On the other hand, borrowers "rho are sanctioned 

limits but do not avail of them may be charged processing fees 

at double the suggested rate as recommended by the Penal Rates 

Committee. 

11 .17 The second aspect of servicing costs of loans relate 
. 

to ledger k~eping which is a post-sanction activity. Here, 

the principle suggested in regard to servicing charges of 

deposit accounts may be adopted. Here, a distinction vTaS dra~m, 

between current' deposits and savings/term deposits on the 

basis of turnover. A similar distinction may be made between 

cash credit~overdrafts on the one hand and term/demand 

loans on the other.' The latter do not require as much post-

sanction work. The turnover on ov€?rdr~its and cash credit, 

particularly when the security is hypothecated is very heavy. 

11 .18 On this parallel, term and demand loans may be 

totally exempted from post-sanction. This is not because 

such accounts involve no post-sanction I,lork. Indeed, ,this 

may require some effort and time from the banks' staff, 

especially when the accounte go out of order. But in view 

of the small proportion of this type of credit, it is felt 

that the volume of turnover involved can be ignored in 

fixing folio charges. Of total loans and advances (excluding 

bills) term and demand loans constitute about 25 per cent; 

the balance representing cash credit {includi~g packing 

credit)and overdrafts. 
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11 .19 The Committee recommends the levy of folio charges 

on cash credit, packing credit and overdrafts on the same 

lines as those recommend·ed for current accounts. AI though, 

the "health" of a cash credit account is judged by the 

extent of its turnover, such turnover entails time-consuming 

work which may be sometimes out of proportion to the amount 

of the loan. The following schame of folio charges is 

recommended : 

1. Fo~ folios may be allowed free of charges for 

each account per annum; 

2. In addition, 'one free folio 'per annum may be 

allowed for Rs.1 ,000 of limit sanctioned; 

3. For folios used in excess of the above, a levy 

may be made at the rate of Rs.25 per folio. 

The recommended rate of .Rs.25 per folio is common to both 

current deposit accounts and loan accounts. It is relevant 

here to note that the cost st':ldy undertaken by this Committee 

has revealed that the cost per folio (of 50 entries) is 

around Rs.100, at the rate of Rs.2 per transact-ion. 

11.20 The major part of non-funds. activity (viz. other 

than deposits and advances) of banks consists of remittance 

and bills, incl.uding issue and encashment of I'1. Ts., T. Ts. 
, 

and drafts and collection of bills and cheques.: These 

activities account for as much as 20 per cent of banks' 

total servicing cost. While charges are being levied for 

these services, as mentioned earlier, the rates are 

arbitrary in principle, unrelated to the actual costs 

involved, and haphazard in application, with a large 

discretionary element. 

11.21 Chapter VIr includes a discussion of the rel~tive costs 

of the different activities in the remittance group of services. 

It is n~cessary only to recall that the average cost per trans­

action in remittances works out to Rs.9 and for bills to Rs.15. 
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The important .point is that the cost is incurred for each 

transaction, regardless of the amount involved. For example, 

the preparation, encashment and book-keeping involved in a 

draft remittance, whether it be for Rs.100 or Rs.1 lakh, costs 

the bank Rs.9. Obviously, the cost cannot be recover·ed in full 

from all customers. Some relationship would have to be 

established between the rates and the costs. 

11 .22 To enable the framing of an appropriate schedule of 

rates for remittances and bills, the Committee collected data 

from selectea..- branches on the distrilnition of such business 

according to the size of the remittance. These data show that 

the bulk of the transactions under drafts are in respect of 

instruments of less than Rs.1,000. Telegraphic transfers, 

however, are for higher amounts, 70 per cent of the transactions 

being for over Rs.1 lakh each. Based on this size-wise distri­

bution pattern a graduated scale of charges is recommended with 

the aim of recover~ng overall, as much of the actual cost as 

possible. The recommended rates are as follows 

Rate Minimum 
Range of Amount (Paise charges 

per cent) (Ra. ) 

1 • Drafts, M.Ts. upto Rs.10,000 20 1 
and T.Ts •. A.bove Rs.1 0,000 

10 20 but upto Rs.1 lakh 
A.bove Rs.1 lakh 5 100* 

2. Collection/ upto Rs.10,000 30 2 
Purchase of (collection) 
cheques 40 

(purchase) 
3 

A.bove Rs.1 0,000 
but upto Rs. 1 lakh 20 30 
A.bove Rs.1 lakh 10 200* 

3. Collection & upto Rs.10,000 40 3 
purchase of (collection) 
demand and 50 4 
usance bills (purchase) 

A.bove Rs.10,QOO 50 60 
but upto Rs.1 lakh 
A.bove Rs.1 lakh 10 200* 

* Subject to a maximum of Rs.500. 
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The cha:rges" pre scri bed repre sent a minimum and ~nks ~y;, 

prescribe higher rates, ,,!hich may be necessary because of 

their individual cost structure. 

11 _.23 The further points to be noted are : 

(a) If the draft or M.T. is requirec. by thl2 party 

to be mailed, the bank may ·charge the actual 

registratior. charge plus h&rdling charges 

up toRe. 1 / - • 

(b) In the case of telegraphic. transfers an 

additional charge of REi. 5 to Rs.1 0 for 0rdinary 

and Rs.10 to Rs.20 for express .telegrams, may 

be levied d~pending upon the length of message 

to be sent. 

(0) In the case of bills for collection, if the 

proceeds are to be remitted.by~draft or M.T., 

separate charges may be levied on such remittances. 

(d) Charges should be totally waived when. the 

remittances and realisation of bills a!e delayed 

beyond a reasonable time limit. The limits 

suggested are : 

(i) Five working days between centres which 

are connected by lEa's night air-mai~ service. 

(ii) 7 days between centres involving other 

c8.pital cities. 

(iii) 10 days if any other centre is invclved. 

(iv) For telegraphic. transfers the time limit 

could be 3 working days be~~een state 

Capitals and 5 working days involving 

other centres. 

(e) For usance bills the usual discount rates will 

be applicable" in addition to the charge 

prescribed for collection of such bille • 
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11.24 A feature of the schedule of rates suggested for 

remittance and bills istbat there is 110 exemptions. The 

exemptions now being granted by banks -.to small customers on 
• the principle of providing subsidy and to big customers because 

of the privileges claimed ~ has been costing them dearly. 

What is proposed is actually a rationalisation of the service 

charge structure which is not very different from the charges 

prescribed, though not always applied, by many banks. The 

impact of the proposed charges on the small man, in this 

context taken as one making a small remittance, will be 

negligible. As noted already, most of the drafts sent are for 

amounts of less than Rs.1,OOO. &t the prescribed rate, the 

charge per draft of Rs.1,OOO would-be only Rs.2. Were this 

amount to be sent by money order, the commission at Rs.2.50 

per Rs.100 would amount to Rs.25. 

11 .25 The most important requirement for effectiveness 

of the rate structures recommended is their uniform and 

consistant application by all banks - or more precisely, 

by all branches of all banks. The principle of levying 

service charges should not be allowed to degenerate into 

a rate war. '~he specified rates should be mandatory and 

applied with the same rigour, as interest on deposits and 

FEDlL rates on certain foreign exchLr.gc: dealings. One area 

of service charge where some element of discretion could be 

left to the banks is that relating to processing fees of 

advances, collected on a "once for all basis". The waiver 

or charge of this levy is not one that will materially effect 

the borrower - bank relationship or inter-bank competition. 

11 .26 The other part of non-funds activity, consisting 

of foreign exchange dealings, provision of guarantees, 
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underwriting of equity issues, safe deposit locker facilities 

etc., have not been examined by this Committee. There appears 

to be need for the study of all aspects of foreign exchange 

transactions, of banks, of which the rates structure would 

form an integral part. It is re commended that an expert 

group may be asked to examine this whole question. In regard 

to other charges, these may be l~ft to the discretion of 

banks until such time as a full fledged cost study, as 

recommended in Chapter VII, throws light on the actual costs 

involved in providing the services. 



CHAPTER. XII 

RESUME .AND CONCLUDING REMARK§ 
I: 

12 ~ 1·;· D\lr.i.ng .. the last decade,' Indian banking ha s undergone 

a:ma~ked transformation. Judged by any criteria, its 

progress in quantitative as well 
Background - as qualitative terms has been 

phenomenal. There has been 

considerable geographical penetration and functional 

diversification. Banks have made conscious efforts to 

become an instrument of growth by undertaking a number af 

innovative tasks. They have explored new fields in financing 

schemes which were considered clearly beyond their scope 

earlier. 

12.2 However, this rapid a~d dynamic growth has left ,some 

adverse effects too. There has been a virtua.l cost explosion 

and earnings have not been able to keep pace with .i t. As a 

resu! t, profitability of the banking system has come under 

severe pressure. The quality of service has also deteriorated 

which inevitably has had an adverse impact on productivity 

and efficiency. Indian banking-has, thus, reached a stage 
( 

where it is necessary to make determined efforts to ensure 

the continuance of its grow;th wi thout Jeopardising i~S own 

stability. The objective is to maintain viability of the 

banking s,ystem so that its ability to bear the burden of 

development and diversification may be strengthened. 

12.3 While the challenges posed to the banking system 

have increased, their choice in deploying funds has been 

severely curtailed. The. statutory pre-emptions currently 

add up to 39 per cent of banks' resources. Of the remaining 

61 per cent of deposit re source's, over 48 per cent are 

deployed in the priority and preferred sectors on which the 

return is low. Thus, the choice of tanks in adopting suitable 

rates of interest charges (subject to the maximum of 16.5 

per cent) to cover up costs is limited only to about 13 per 

cent of their deposit resources. 



2. 

12.4 A.part from-'-iri'terest,;,cthe other avenues for income 

are the charge s levied by banks to their customers on 

various services such as issue of drafts and T.Ts., remittance 

collection of bills, etc. These service charges do not have 

any scientific basis nor are they related t():,~ac~al costs. 

In fa.ctthere has been a lot of adhocism in this area with 

a rather striking absence of any coordination or uniformity. 

12.5 The deposit mix in recent years has changed more 

in favour of term deposits with longer maturities which 

carry higher costs. Terin deposits with a maturity of over 

5 years formed over 20 per cent of tot&l deposiitsin 1975 

as against 7 per cent in 1972. Thus, the cost of resources 

has been continuously, go~ing up where'Jtsthe scope for a 

matcliing increase irtearnings has ,shrunk considerably with 

the increasing proportion of low-yielding assets. This 

is a: real dilemma before the banking system today. 

12.6 It is not surprising'lth:i{t, in between the -twin 

-pressures of rising costs and decreasing returns, the 

increase in capital funds'has not kept pace with the 

phenomenal growth in business. The ratio of owned funds 

to depositliabili\ies formed only 1.6 per cent in 1975 
, , 

as against 3. 4 ~r cent in 1961 and 2.3 per cent in 1969. 

12.7 It is in this situation that it has to be recognised 

that banks would have to make much greater efforts on a 

continuing basis to bring down costs and 'improve operational 
-

efficiency which alone can form an enduring basis for 

sustained profitability in the long run. ~t the same time, 

however, their lending rates would have to be restructured 

in a rational and viable manner so that such adjustments 

are not hastily adopted as convenient tools for boosting 

earnings'at the cost of a complete 'disregard of the need 

to improve ioperational efficiency. 



12.8 .~. It is against this background, that the Working 

-at-oUp on -:sanking "-eta, Operational Efficiency and Profitability 

of Banks has undertaken 
Basic 
approach 

'. . .. , 

the manifold tasks of 

evolving practical and 

realistic criteria for evaluating the comparati:re performance 
, 

of individual banks, d-etermining the basis for assessment of 

cost of Various bankfngRervices, providing guidelines on the 

pricing policy of banks in relation to the services rendered 

to the constituents and, generally, suggesting· internal system 

and procedures to controi costs" improve opere tional 

efficiency, productivity and profitability of banks. 

12.9 For the purpose of convenience as also of facilita~ing 

an understanding of the basic logic and pattern of the Report, 

the entire Report can be considered under four broad groups: 

viz. 

(i) suggestions for an appropriate system of 

planning, control ·and performance evaluation 

(ii) analysis of the main heads of cost, income and 

profit with a view to suggesting a basis for 

cost reduction and pricing policy and indicating 

certain measures and proposals to improve 

profitability 

(iii) introduction of an improved pattern of Annual 

~ccounts with suggestions for changes in 

principles and.; procedures of audit and taxation, and 

(iv)reform of internal systems and procedures, 

practices and. methods of work to maintain high 

levels of effi~iency. 



12.10 While the Chapter r ~rovides the' background, Chapters 

~I:=,_!Il:1L' and: I,v· c'oV;er:tAe: :~irst .g:r:o~,p. 

c'overed inCh..ap:tersVI.~ VII.,. ,~, qnqX;I. 

Tne :seo0nd group is 

Thollhird .group deals 
r • '. '. ~. . I . 

wi th:the ,pJ:'qbl~ms: .of accounts , audit and taxation in Chapter 

v ... _ The ,:.;fourth group outlining systems ang procedures. aimed 

at:i;mpro;ving operational efficiency is-cove-re'd in Chapters 

VIII and IX~, 

12 •. 11- Banks ar~ used to the practice of evaluating their 

pertormance in terms of the conventional measures such as 

Evalua tion of 
performance 

levels and rates of profitability, 

growth in deposits or ratios of 

cash balances Qnd credit to total 

de:E>osits,etc. Often. certain banks have also been known to 

resort to window dreSSing in different forms at the close of 

t~~ yea~_to,p:roject ?- better image of their performance. 
" 

Wi th tl;le. transforma tion in Indian banking scene durmg the 

last decade, stemming from the conviction that bankll can 

serve as, powerful instruments of economic and social change, 

the concept of efficiency in relation to the performance of 

banks has come to acquire a wider meaning. 

12.12 'While growth by itself was once taken to be a 

sufficient measure .ofprogress and the main focus of achieve­

ment it is no longer so if it is not accompanied by and 

achieved through programmes which raise the production and 
i.-J .1.' . . . 

employment levels of the vast majority of the' poorest sections 

of our population. The progress has to be bothiquantitative 

as well as qualitative. In other words, the phenomenal growth 

in number of branches, 'deposits, credit-, etc. will not mean 

much unle ss hopeful answ~rs' are;: found to que stions such as how 

many of the new branches are located' in hitherto unbanked 

centres, what proport'ion o'foverall deposits is from such 

areas, and what percentage of total credit is now deployed • 
towards priority sectors and has actually resulted in the 
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upliftment,of weaker sections of the community. Accordingly, 
'. l,.,QrL}o-r.,.,.., """"' CJt... 

the evaluation of ,Ui,.QiiiRQY w:1.ll have to be more broad-based 

and the measures (or .indicators) chosen will bave to be such 

as to throw sufficient light on varied facets of bank's 

performancE( relevant in the current- context. It is in- the 

light of these pressing considerations that the Committee has 

devised an experimental apprcach tm-Tards me~suring the 

operational efficiency of banks and also provided an 

illustration of its practical application and implication 

on the basis of "data for public sector banks for the period 

1969-75. 

12.13 After experimenting with several types of- indicators 

available to the Committee, it was conc~uded that it will not 
I 

be practical to evolve a single criterion for the evalUation 

of perfonnance or operationa:Lefficiency of ba:nks and any 

exercise to reduce 1D.e significant and conflicting indicators 

to one dimension is likely _to be misleading. Faced with this 

situation, the Committee evolved acceptable system of assess. 

"lent on the basis -of four criteria viz. 

(i) productivity, 

(ii) social objectives (spatial), 

(iii) social objectives (sectoral) and 

(iv) profitability. 

The rationale of this system is two-fold. Firstl.y. among 

the banks studied by the Committee an inverse relationship 

between operntional efficiency with respect to productivity 

and their performance with regard to social, objective~ both 

spatial and sectoral, was discovered as an almost uniform 

pattern. Lik~-wis~, there was a lack of'any consistent 

relationship either between p:'ofi tability' an,d social obj ecti ve 

or rather surprisingly, even be"tweenproductivity and 

profitability. 
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12.14 For each of these four criteria a set of indicators 

aggregating ,to 'nineteen, in all, was chosen. Using the 

factor analysis technique, the efficiency factor for each 

aspect was determined and for each of these, the banks were 

ranked based on the factor scores. \lhile the technique is 

useful to arrive at a broad ord'er of ranking in situations 

where simple or more direct methods of' weighting and aggregati 

fail to provide a satisfactory solution. it has also a few 

limitations in the sense that the choice of indicators is, 

to some extent , subjective and the indicat'ors onc e chosen 
. . ; 

cannot remain invariant for all time to come and may have to 

be modified in step with 'the changing social objectives. 

12.15 A. composite measure of the overall perfo~nce was 

also attempted by a simple aggregation of the' group-wise ranks 

Such a highly aggregate measure fails to bring out clearly the 

considerable degree of divergence noticed in the performance 

of banks as be~een groups. It is hoped that the approach 

suggested will help individual banks to know where they stand 

in regard to the overall perform~mce as well as in relation 

to the different criteria of efficiency. 

12.16 With the increasing role which banks are called upon 
.. 

to play in planned economic development with emphasis on 

Planning 
process .. 

reducing regional imbalances, 

it is necessary that banks should 

adopt an integrated approach 

aimed at achieving planned progress at national level. In 

this context, the Committee recognises the need for evolving 

a National Plan for 'thebanking system dealing with the 

diff~rent aspects of resource mobilisation, deployment of 

funds, business and manpower planning, etc. to synchronise 

with the plannirigeff0rts of the Government both at the Centre 

and at the State level. It is recognised that this can be 

achi~vGd only by having a perspective plan ,for the banking 

system as a whole spread over a period of three to five years. 



However crude or inaccurate may be the results of such an 

approach, it is hoped that these may form the ba~is for the 

for~u1ation of annual plan and appraisal. Towards this end, 

it is necessary that planning should first begin at the 

individual bn:nk'H level on a unifoI'D basis. 

12.17 Although most of the banks are undertaking the 

pla·nning exercise there are wide variations in terms of 

coverage~ reliability and methodology. In fact, the work of 

business planning is done, in most of the banks, in a 

rather haphazard and disjointed manner. There is no proper 

appreciation at the top management level in banks of the 

significance and purpose of planning and the en tire work is 

treated as once for all exercise and not asa.yardstick for 

measuring and· stimulating performance towards projected goals. 

12.18 The Committee recommends that banks should adopt 

performance budgeting in a systematic manner and stresses the 

need for co-ordinating performnncebudgetin€p, credit budgeting: 

profit planning as also the follow-up and monitoring systetl • 
. 

The credit budgets prepared in most of the cases do not seem 

to reflect even the consensus .of various departments of the 

bank. Functionally, tlie credi t b~ldget has necessarily to be 

an integral part of the perfornance budget/business plan. 

However, it hns been observed that these two differ in 

periods of coverage - one adopting the fin~ncial year and 

the other, the accounting year. As the basic objective of 

budgeting - 'credit'or 'performance' - is to motivate a 

planned approach to. the bank's operations, a high degree._ 

of consistency between the two has to be necessarily ensured. 

12.19 Traditionally, coomercial banks in India have been 

organised to reflect their basic "products" or activities 

i.e. deposits, advances and banking Market 
segDen to. tion 

approach services. The structure, systems and 

procedures, information syste.cs, 

personnel poliCies nnd pInctices are framed treating these 
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·activities as inde'penden:t enti~ies. With the introduction 

of social control of banking, banks were asked to assume the 

role of providing credit for agricultural and related o.peration 

on the one hand and for mopping ,up savings which were till 

then usually 'channelised into non-banking seCltors. Export 

activities and international trade also assumed 'considerable 

importance in te:n:lS of natioml economic, pOli.cy and banks were 

also asked to provide credit required for the national export 

effort. With the nationalisation of 14 large commercial banks 

in 1969, the pri9rity sectors, consistent with the priorities 

in economic development, received formal··recognition as 

distinct components, for channelling credit, in a total 

scheme for revamping the operations of comnercial banking. 

In the changed context it is now necessary to make an attempt 

towards a more precise delineation of the nature of the 

markets served and for improving -the understanding of the 

nature of the customer needs. Such an approach "is made 
'-,.,' 

possible by Market S egmerltati on by which we mean distinguishing .. " 

l 

segments as components of a total market, leading to better 

analysis ~ll<i,appraisal of' performance anq. considerably 

improving management's ability to respond decisIvely and 

quickly to.changing conditions of the market segrilents. With 

a view to serving better the needs"oof distinct categories of 

the clientele,. it is considered desirgble to adopt selectively 

and progressively the rrerket segmentation approach. In the 

process, the management of the concerned organisation will be 

enabled t04evelop specialised knowf:edge and skills for 

meeting such needs arid formulating. the req~ired strategies 

for ,growth and development. 
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12.'20 - An effective planning system iIlpl~es a strong da~ 
, ,-

ba.s;e. ' 'Some of the'banks have, yet to build up an adequate 

organisational nucleus for planning 
Information 

system and statistics.& 8yste~atic, prompt 

and regular flow of information and 

its anai~sis is considered ioportant for banks to contemplate 

timely corrective actions fOT iIJproviI!.g productivity, effici­

ency and proli tability. The Banking CCID..TJission had examined 
'. 

this; problen at'\lcngth and recOLL"CrlG.ed an integrated infor-

mation system. Th'-e COIllUli ttee endorse:.:: this recoIJll:lendaticn 

and',Suggests that bani!s should adopt the Banking Management 
, 

"Information Systen (BMI&) which takes care ,of later develop-
, ' 

ments in the field also. The Committee observes that the 

data requirements of the Reserve Bank and of the individual 

,banks 'for interna I management, control or otherwi~e, should 

have an articulated structure. The Committee recommends 

that 8.ppropriate organisational arrangements" should, be made 

bot'h in the Reserve Bank and in the individual banks for the 

successful iDplenentation of BMIS. 

12.21 UndGr Section 42 of the Reserve Bank of,India A.ct, 

banks are required to sub~it every Friday a statement indi-

cating important items of asset and liabilities. It is 

learnt that the cost of collecting these data by means of 

telegram/tolex from a large number of branches' spread far 
- . ....... . .... 

and wide in the country is quite heavy. Furtner, a large 

number of the 'branches are not able to submit this statement 

within the prescribed period. As a reault, in such cases, 

figure s are"to be: repeated in view of the statutory obligation 

to file the retu'rn wi thin:five days. The Coromi ttee is of 

the view tha't this statement instead of being called on 

every Friday, should be called on the second and last Fridays 

of every month. 
'~ ~ 

Tnis would reduce the workload 8.8 -well as 
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the cost of br~nches, improve the timely submission and also 

ensure accuracy of data. In m~~ing this recommendation, 

the Committee is also aware of the fact that the periodicity 

of the money supply and other statements in the Reserve 

Bank's 'Weekly connercial report may h;ive· to be modified in 

keeping "t'lith the above change proposed. However, the 

Committee feels that more accurate and reliable data are 

better than the data whose base is weak. 

12.22 Another point of immediate and urgent ioportance 

is evolving a system of signals which would give advance 

indication of potentially "sick" units or irregular 

Si~als for 
sic units." 

accounts and installiIll 

an organisational 

pattern of authority 

to respond'quiekly and effec·tively to-:·the-~·requirements of 

such units. The QOS.i:systemqf monitoring data and careful 

scrutiny of monthly stocks statements no .. d oubt provide 

ih!'orI:!J.ation on large sick units.· It i~;of utmost importance 

that apartfronindi'vidual ba~s ke,eping track of sick units, 

;he Res-erve EaILl{ itself should build up sufficient data 

files ·of·individual large units on a continuous basis. 

, 
12.23 The terms of reference of the Committee require a 

systematic survey to proVide· estimates. of the cost of various 

Study of. 
banking cost 

:tlanking services. This is 

necessary to evolve guidelines 

·"on the policy of pricing of 

various banking services, ~hich is also a part of the terms 

of reference. 1».. study of banking co sts would further enable 

the establishment of a: r-elationship between the cost or 

expense of a particular·service and the return received for 

it. This approach is now conspicuous by its absence in the 

banking industry in India. The first cost study for the system 

is a whole was conducted by the ~anking Commission in 1970. 
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Anong individual banks; apart from the State Bank, which bas 

been conducting a full fl~dged cost study on a continuing 

basis since 1972, only a few others have a tteI!lpted even 

partial cost studies. 

12.24 The developMent of a degree of "cost consciousness" 

in banks is of the utmost importance for their continuance 

as corporate entities, playing an increasingly inportant 

role in the no, tional development. This is so not only from 

the point of view of profitability, which though vital for 

the totality of banks' operations, is less relevant in the 

provision of individual services. It is also important from 

the point of developing awareness of the cost of each service. 

Since 1969, banks in India have expanded their operations to 

areas hitherto unexposed to commerc~ banking. This process 

will continue and banks will be required to take up new tasks. 

The return received froD such services will, inmost cases, 

be lower than the costs incurred in providing them. An 

awareness of the cost implication of the new responsibilities 

is necessary so that banks as well as the Government have an 

idea of the subsidies, that banks are called upon to provide 

to different sectors. Also, to the extent possible, a 

relationship should be consciously sought to be established 

between the different services provided and the returns 

received therefrom. 

12.25 Accordingly, a limited study of banking costs 

covering 21 banks was undertaken to arrive at cost estimates 

for various services. The results of the study provide a 

broad patte'rn of the cost of different services in relation 

to the total cost, the cost per unit of monetary output, the 

cost per physical transaction as well as the cost per account 

for each of the services rendered by the banks. A comparison 

of the results of the present study with those of the Banking 

Commission Study (1970) shows some interesting variations. 
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Though the share of deposits in the total servicing cost has 
. 

remained the same, savings deposits has emerged as the single 

largest service accounting for nearly one fifth of the total 

servicing cost as against 15 per c~nt for current deposits. 

This pattern is considerably different from that obt~ining 

in. 1970. The main reason for this change is the relatively 

larger rise in the unit cost of servicing savings deposits 

vis-a-vis current deposits. This again is the offshoot of 

opening a large number of rural and semi-urban offices which 

have a rela ti vely larger share of savings deposit business. 

Also there was an all-round increase in the serVicing cost 

of advances which was more pronounced in the case of direct 
.. 

agt.icultur'al finance. Cost expressed as a percentage of 

outstandings also indicates that this is highest for direct 

finance to agriculture for all banks and in all population 

groups. That the involvement in new areas of lending has 

added eonsiderably to serviCing cost is proved by the data 

thrown up by the study. An important conclusion that may 

be drawn in the context of the rapid expansion of rural 

branches is that under present conditions rural offices 

are more expensive to maintain than urban or semi-urban offices 

12.26 In addition to cost estimates for 'allbanks as well 

as for the different bank groups, bank-wise estimates were 

also prepared for the 21 selected banks. It i-s observed that 

there are very wide varintionsin the estimates between banks 

and bank-groups. The Committee recommends that the Reserve 

Bank in collaboration with banks should organise regular and 

systematic sample surveys to estimate the cost of various 

services and profitability of different activities. The 

surveys should be de signed in such a manner as to provide vali~ 

estimates of cost for individual banks. The results of such 

regular studies would enable individual banks to exar::line their 

cost structure and institute appropriate action for cost 
reduction and cost control. 
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12.27 Banks have been able to sustain the profitability 

of their internal operations only through raising the ocost 

of their principal services, 
Profitability 
of operations viz. lending. Till 1976 

the degree of elasticity in 

l~nding rates enabled banks to absorb the increasing cost on 

operations. However, since the ,imposition of a ceiling on 

interest rates in Msrch 1976, manoeuvrability available to 

.banks to adjust income to neet expenses has been considerably 

restricted. Interest income would 2.1so be affected l?y the 

incremsing share of credit to sectors requiring preferential 

treatment in interest rates. On the other hand, all the 

items of cost are likely to continue to exert an upward 

pre ssure. In particular, interest costs will continue to 

rise on account of the increasing public· preference for 

longer term deposits with higher yields. Although the efforts 

to increase produc ti vi ty and re.etrict resort to overtime, etc., 

would have some effect in curbing the growth in e3tablishment 

expenses, other factors would have the 'opposite effect. The 

geographic s~read to low potential areas where banking requires 

time to take root and break even, and the assumption of new 

social responsibilities requring more labour input will tend 

to increase establishment charges. 

12.28 The Committee is of the view that swift action is 

needed to sustain the viability of this crucial sec.tor, 

prevent it from becoming a drag on the economy and sUstain 

and enhance its inherent earning capaCity •• In this regard, 

increased labour·productivity alono will nut be adequate. 

For one thing,the immediate impact of an improvement in 

labour out-turn would only be in the quality of service 

rendered. It would require timG for the improved se~vice 

to have a tangible effect on banks' profits through an 

increase in the quantum of business anQ restraint on the 
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increas~ in establishment costs. The urgent. requirement is 

hence to·consider·an increase in earnings and reduction in 

expen.se s through cost control and other methods. 

-
12~29 With a view to bringing abo~t a.n improvement in 

owned tund~ so as to achieve the expected international 

standards besides soundness of banking, the Committee 

recommends that by 1980, thE ratio of banks' owned funds to 

deposits should rise tQ 3 per cent. Side by side, it is 

recognised that there is a dire noed~~:D improve the capital 

base of banks. While transfer froLl profit alone is not 

sufficient for this, the Committee stipulates that at least 

40 per cent of the disclosed profits should be transferred 

to reserves free of taxation. 

12.30 As regards payment of interest on additional cash 

reserves in excess of the minimum of 3 per cent, the 

Rate of interest 
on cash reserves 

Committee feels that the 

interest should be 

related to the cost of 

funds for banks. Accordingly ; it has recommended that the 

rate may be raised to 6.5 per cent for banks having total 

deposits of more than Rs.400 crores and 7 per cent for others. 

The recent increase from 5.5 per cent to 6 per cent is on 

the lines of the thinking of the Committee already made 

available to the Reserve Bank. The position should be 

reviewed every year and the rates revised if necessary. 

12.31 International practices allow the p~ment of 

interest· on the basic ,cash reserves. The legal prOVisions 

in India also· do not actually prohibit such payment. The 

Committee, therefore, considers it appropriate to allow 

interest on the basic reserveB, although at a rate lower 

than those applicable to additional reserves·. -The rate of 

interest for this is suggested to be the same as the yield 
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on treasury bills which is at present a:round 4.6 per cent •. The 

interest 60 accru.ed should be straightaway.credit~d to reserves 

for strengthening the capital base and thus be free from 

taxation. 

12.32 In order to gain a clearer appreciation of the factors 

affecting the branch level prlJfitabili ty, .the Committee under­

took a study of 10 ss-
Transfer price 

formula incu~ring branches in 

collaboration with 

five nat~onalised banks. On the basis of the findings of this 

study, the Committee recommends adoption of a uniform transfer 

price formula for ~ll banks. Various remedial measures for 

making the loss-making branche s viable have emerged fronithe 

study having a bearing on the policy to be adopted, both at 

the individual bank level and for the overall licensing of 

bank branches. 

12.33ii. break~UJT·\6f' income and expenses of banks according to 

the three broad service grouIS viz. funds activities, remittance 

Service charge 
structure 

and bills as well as 

other services· 

reveals that the 

·services rendered for remittances anc~ bills ·were fo.:und to be a 

'drag' on banks re~ulting in a.nGtlo~s. J?esides economising 

the servicing cost of funds activities, the scope for which is 

very limited, attention has to be focused on improving~he 

earnings from other categories of services. 

12.34 It is observed that certain services rendered by banks 

are essentially developmental or inherent in the nature of 

banking business such as canvassingdeposi ts, clearing etc. 
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While the cost incurred on such services cannot be recovered 

through the levy of charges, other services provided in the 

course of business have to be charged, a~ providing such 

services free or at concessional rates, not comnens~rate 

with the costs, would have an adverse inpact on the overall 

profi ta bili ty. 

12.35 While there appears to be no case for collecting any 

service charges froTI depositors, the levy of a charge for 

service on current acccunt transactions in excess.of a certain 

limit is justifiable. Similarly, there is no case for the 

levy of service charges in the case of savings and term 

deposits, but it is necessary that the rules limiting the 

turnover of savings accounts need to be enforced strictly 

80 as to retain "the essential savings character 6f these' 

·accounts. 

12.36. The Committee feels that the results of the cost study 

undertaken by it should form the basis for evolving a rational 

schedule of service charges. ~cordingl.y, a graduated scale 

of charges is prescribed as follows for renittance s and bills, 

. ·v.rlth· the ain of recovering as much of the actual cost as 

possible: 

Rate Minimum 
Range of Amount (Paise r~r charges 

cent (Rs. ) 
1 • 2. 3. 

1 • Drafts, ·M.Ts., Upto Rs.10,000 20 1 
and T.Ts. Above Rs.10,000 but 10 20 upto Rs.1 lakh 

~bove B.s.1 lakh 5 100* 
2. Collection/ Upto Rs.1 0,000 I 30 2 

purchase of I (collection) 
cheques 40 3' 

I (purchase) 

b..bove Rs.1 0,000 
but upto Rs.1 lakh 20 40 
Above !is.1 lakh 10 200* 

3. Collection & Upto Rs.10,000 40 ,3 
purchase of (collection) 
.bills 50 4 

(purchase) 
A.bove Rs.10,000 
but uptc Rs.1 lakh 30 50 
Above Rs.1 lakh 10 200* 

* Subject to a nnxiDun of Rs.500/-
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12.3-7 The committee reviewed the rates 'recommended by the 

Penal Rates Committee for the levy of charges for processing 

Proce ssing fees 
for loan applications 

loan applications. The 

Committee is of the view 

that these rates are not 

commensurate with the cost involved ~D processing as revealed 

by the Cost Study both of the Bankine CODTIission and of this 

Committee. The Committee her.cG recorlr'Gnds that the rate 
lH.r 

suggested by the Penal Rate CODI)i ttee '1/20 of __ <?Ile per cent 

or 0.05 per cent v:ith a maxir1UT.1 of Rs.2,500 may be applied 

to loan accounts of above Rs.10 lnkhs. For the rest, the 

Committee recommends a graduated scale of levy accepting the 

Penal Rates Committee's suggestion of a maximum charge with 

the further addition of a minimum for each slab as follows: 

Size of loan Rate Maximum MinimUI:l 
charge charge 

Upto Rs.1 0 ,000 0.5 per cent Rs. 50 Re.- 1 

Rs.10,OOO to Rs.1 lakh 0.25 per cent Rs. 250 Rs. 50 

Rs .1 lakh to ~ls. 10 lakhs 0.1 per cent Rs.1000 Rs. 250 

Above Rs.10 :akhs 0.05 per cent Rs.2500 Rs.1000 

as suggested by the Penal Rates Cornnittee, the charge 

may be on a "once -. for all'i basis, levied after the' sanction 

of a loan. 
12.38 The assumptions and purposes which form the basi~ for 

the existing format for presentation of bank's annual accounits 

Form of annual 
accounts 

no longer hold good and 

a restructuring of the 

format of the balance 

sheet in design and manner of presentation is necessary. • 

proforma of the modified balance sheet and profit and loss 

account which could be adopted by banks is suggested by the 

Committee. In devising the format, the need for (1) unifor­

mity in presentation for meaningful comparison ana (ii) classi-

fication of i'ncome - expenditure in tunG with the various 
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activities leading by itself to .an analysis of the source of 

income, profitability of each activity, etc. have been kept 

in view .Publicati on of the balance sheet and profit and 

loss accounts of banks in an abbreviated form is suggested fo] 

compliance with the provisions of Secti~m3.1.()f. the Banking 

Regulation ~ct. 

12.39 -iU'ter a careful and extensive dtudy, it is found that 

the system of aue it should bo made uhiform for all categories 

of banke, on the lines of the one prevailing in the State 

Role of 
statutory 

audii 

Bank of India. In order 

to achieve this, the 

existing systen of branch 

audit by statutory auditors is reconmended to be dispensed 

with in stages. Certain suggestiohs are also made after 

. exanining tho role played by auditors with the intention of 
----_ ...... -..... . 

enabling them to playa more positive and useful role • 

. -.. . -

12.40 Several suggestions have been put forth seeking tax 

relaxations Gnd an examination of these leads the Committee 

Taxation 
principles 

and procedures 

to feel that a review 

of the tax laws and 

as the banks are ccncerned, appears necessary in the light 

of the social responsibilities cast on them. Various 

suggestions have been mnde for according reliefs to the 

banks in respect of (i) the amount -transferred to reserves, 

(ii) the provision for bad debts and depreciation in invest­

ments, and (iii) the provision towards estimated exchange 

losses. In addition, changes in proaedures in· regard to 

adv.:mce paYr:J.ent of income-tax deduction of tax at source on 

banks' investncnts, submission Of Provident Fund returns, 

treatment of expenses incurred by foreign branches of Indian 

:&inks, double tax relief and submission of information under 

Section 285 of the Income-tax Act are also suggested. 



12.41 Simplification of systems and procedures ih banks is 

considere,d by the .. CQmmi ttee in the' LCQntext ,of the need to 

1mprovement 1Ii 
systems and 

procecutJ?s 

bring about economy in 

expenditure and provide 

better customer service. 

This aspect has been 

considered in detail by the Working Group on Customet- Service 

set up by Government of India and the Committee is of the 

view that their re¢onmendations while improving customer 

service, wtllresult in reduction of cost of bank operations. 

The ,Comrni ttee has also emphasised that banks should adopt 

appropriate technique ' fo1':' rec>onci11a tion of inJ;_~.r~branch­

.].r.~p.sac:t-iens, a-s 'a'rso improved. 1nsti tutiortal arrangements for 

'~p~edie!' __ <?q!.loction .,yf 'upcountry ·cheques and clea.~ing of 

cheClu9s in;'geReral. In tJil~~:~6~ntoxt. the COIIlI!l.i tt:~e ha~ given 

·9areful C01fsiq,e'iat10n to a phased programrne of meChanisation 
: :.f ' '-'.: ,l . . 

ana 'cQrilputerisa fion in certain'spe cific area,s~ which' shoUld 

improve,cust6'riler set-vice'as we]} as flow of inf-o-rmat:i.on~ 

For reducing the funds in transit and achieving better 

customer service, tho Committee has dealt with the need for 

speedier cOI:1I!lunication in banking. The .Corn:nittee is'of the 

view that the technology developed and the facilities:~' 

'available with the Overseas· QomI'l.v.nications Service' should be 

fully explored 

12.42 Particular emphasis has been placed on -the opticum 

utilisation of labour by, ,re sorting to work management 

techniques, method study etc. Further it is also pointed' out 

that there is scope for economy in 1the acquisition of premises 

and provis:i,.ons of furniture, fixtures etc. 

12.43 Manpower development and training haVE) a'crucial 

r'ole to play in discharging sooial obligations devolving 

Manpower planni~ 
and development . 

on the banking industry 

and in attaining maximum 

productivity. The ex-

pnnsion of branch network and the increasing volume of work 
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have resulted in large scale recruitment of personnol 

and quickened the pace of promoticns of existing staff. 
- .' 

Further, the diversification of bankin-g -activities has 

placBd added re sponsi bili ty requiring specinl skills • 
• 

The absence of adequate arrangements for training and 

specialisation for the sto..ff nnd the lack of pI'(D\per 

comnunica ti on of instructions has lec" to inefficienc ies 

in tho working of the bro.nchos. This is particularly 

true of the branches 10catcQ in reBote areas. 

12.44 These developments ~ve resulted in a considerable 

void in trained manpower. ~part from the sheer magnitude 

of work, the officers at middle and even higher levels 

have yet to acquir6 an attitude of mind conducive to the 

discharge of social obligations placed on the banking 

industry. Added to this is the factor of large recruitment 

of personnel with no experience worth the name. The text­

book knowledge of bank:ing has also been on the traditional 

linos. 

12.45 It is in this context that '-the Commi tt~_e 'h~6 

laid great stress on rr:anpower develcpment and.;training. 

Unless the staff at all levels understand the full-

inplications of the new dimensions of banking, alld:are 

completely attuned to carrying out the new tasks efficiently 

and with full customer satisfaction, no amount of increase 

in tho voluoe of business can achieve the goals set for 

the banking indu stry. Various suggestions have been made 

for the.- involvement of stDff in the work:f.~g of the banks 

so as to achieve a high level of operational efficiency 

and I:laxinise customer satisfaction. 
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12.46 In adcition to manpower developcent and training, 
. 

the Comcittce considered several aspects of organisation and 

"management relevant to the banks I working. The Committee 

stresses the need for evolving an appropriate system of 

delegation of authority in banks. This involVBs identifi-

cations of decision centres on'a uniform basis f~r different 

categories of banks and categories of b~nches as ~Tell as roles 

specification and assessment of expectations of both the 

management and public about the performances of decision 

centres. ~,equnte discretionary powers to the operating 

personnel in banks are essential ":In order to speed up the 

process of decision making.' To ensure effective working of 

the system of delegation of authority, banks should also ~c~sj~ 

redesign the control system so as to make control reports 

timely and meaningful. 

12.47 The Reserve Bank has a statutory obligation to 

afford reasonable exchange and remittance facilities to 

Exchq.¥¥e and 
rer:ll ance 
facilities 

banks and the publ~c. 
, , 

thorough review of the function-
.', 

ing of cash reoittance procedure 

and openingr:md oper2"tion of currency chc sts has been made, 

and proposals are I"Q8.r.e to recrgnnls8 and restructure the 

prevailing syster.:t. They mainly deal with problems connected 

wi th opening o'f more currency chests, rami ttrmce s of cash, 

tendering of cash at treasuries etc. 

12.48 The recocnendations nade in this report follow 

from the basic preQise of maintnining viability of the 

banking system. ~ attempt is also made to evolve a 

perspective view so that banks can take future developments 

in their stride. The scheme of recommendations is such 

that it could be implemented irrespective of monetary 

policy changes. 
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Some of the recomnendations made in this report would 

. have to be taken up with appropriate authorities. Given a 

fair trial to the schcne of recommendations contRined in the 

Report, the Committee is confident that viability of the 

banking system will not only be nain tni ned but also improved 

enab~ing the banks, in turn, to shoulder better the social 

responsibilities cast on them as a matter of national policy. 

It is a matter of crucial import8ncc to ensure that in a 

developing economy, the cost of banking service including 

credit facilities are kept as low as possible in view of 

the widespread impl&cations of this. elenent of cost in all 

the industrial, commercial and development undertakings. 

(J.C. Luther) 

(v.v. Divatia) (P.N. Khanna) 

(S .R . .iJo.wohani) (O.T.I'IL. Nambiar) 

(Meen~kshi Tyagarajan) (C.S. Ramachandran) 



CREDI T PL.n.N l~-IN u- C ~LL 

Working Group on Banking Costs, Operational 
Efficiency and Profi tabili ty of Banks 

At a meeting with the chief executives of major scheduled 
commercial banks on March .12, 1976, Governor had indicated 
that the Reserve Bank will constitute a Working Group to examine 
the question of operational efficiency and profi tabili ty of 
banks. 

2. Accordingly, the following Working Group is constituted: 

1. Shri J.C. Luther 
Executive Director 

2. Shri V.V. Divati~ 
S ta ti s ti c at .hdvis er 
Department of Statistics 

3. Shri A. Raman 
Advis er 
Credit Plruming Cell 

- 4. Shri P.N. Kh811na 
Chief Officer 
Dep artmen t of Be.nking 
Operations & Development 

5. Shri S.R. Avudhani 
Addl. Chief Officer 
Departmen t of Banking 
Operations & Developme.nt 

6. Shri O.T.M. Nambiar 
Join t Chief Accountant 
Department of Accounts and 
Expenditure 

7. Dr. Meenakshi Tyagarajan 
Director 
Banking Division 
Economic Department 

8. Shri C.S.· Ramachandran 
Director 
Credit Planning Cell 

Chairman 

Member 

" 

II 

" 

" 

" 

Member-Secretary 

3. The terms of reference of the Group will be as under 

(i) to suggest practical and realistic criteria for 
the evaluation of the performance of individual 
banks with reference, inter alia, to the fulfilment 
of socio-economic objectives of national importance; 

(ii) to determine the basis for assessment of cost of 
various banking services; 

(iii) to plan ~~d organise a systematic survey to provide 
estimates of average cost and income in respect of 
the different functions undertaken taking into 
account the· special feutures of each of the large 
and medium sized banks, groups of small banks, and 
select types of branche s; 

(iv) to provid e guidelines on the pri cing policy of 
banks in relation to the services rendered to 
the cons ti tuen ts; 

• o. 2 
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(v) to suggest internal systems and procedures to 
con troJ.. banking cos ts, improve operational 
efficiency, productivi ty and profi tnbili ty of 
banks; and 

(vi) to advise on the nature of cost studies which 
may be undertaken by individual banks for 
evolving standards for cost control, rationalisation 
of service charges and evolving suitable methods 
for profi tabili ty analysis of branches. 

4. The Chairman may take such assistance of specialists 
from other insti tutions including banks, Indi2n B8!lks' 
Associa ti an [ind the Nati an oJ. Institute of Bank lVlanagemen t 
as may be considered necessary., The Working Group may ru.so 
take into account the recommendations of the Banking Commission 
on banking costs, operRtion8~ efficiency and profitability. 

5. The Working Group should submit its repor t before 
the end of September 1976. 

CREDI T PLANNING CELL, 
RESERVE BaNK OF INDIA, 
CENTR.iJJ OF}n CE . ., 
BOMB.b.Y. 

April 2, 1976 

Sd/-
(K.S. KRISHNASWAMY) 

DEl? U lIT GO VERNOR 



QUE S T ION N A r RE 

PMT I 

OVJRA.LL OBJECTIYLS al-JD PEaFO;ruv~1"CE 

Evaluat*on of performance 

1 .1 Kindly give tin e.valuation of the performance of your bank 

in oeeting the socio-economic objectives set before the 

banking system in the post-pationalisation period. 

1.2 What are the criteria (i.e., norms, ratios, etc.) adopted 

by your bank for the evaiuation of the performance of (a) 

the bank as a whole and (b) the intlivldual branohes with 

particular reference to the fo11o~ing areas: 

i) neposit mobilisation 
ii) Deployment of credit 

- areawise 
- purposewise 
- sectorwise 

iii) Employment generation 
iv) Expansion of banking facilities 
v) Profitability? 

1.3 What tests or indices should be considered relevant for 

the purpose of inter-bank comparisons of performance in 

the sphere of efficiency and profitability? 

Audit 

1.4 ~fhat are your comruents on the nature and role of external 

audit for proooting efficiency and propriet~ of the 

commercial banks 1,ri th due reference to the changes in the 

scope of their activities? 

Presentation of accounts 

1.5 There is a suggestion that the balance sheet and profit 

1 • ~ 

and 108s account of Indian banks should conform to 

international standards. In this context, do you have 

any suggestion for improvements? 

Capi tal base 

Do you support the suggestion that it is desirable 

to strengthen the capital base' of Indian banks? If so, 
.' 

kindly indicate the measures that can be taken to 

achieve this objective. 
Miscellane.ous 

1 .7 ~fuat are your other suggestions or comments under this part? 
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PART II 

~UelliJESS PLAll AND PERFORMANCE BUDGETWG 

Annual plans and budgets 
2.1 Wha t is the_;p..rQc~Ql.l.:r~ ::f.o.llow'e..d _ by your bank in preparing 

annual business plans/performance budgets with particular, 

referen"ce"~td,··tri\;;oJ.:v~me'tit··-6t- 'Centrai' Utt'ice departments, 
. . , 

controlling offices abd branches?" Do you prepare such 

pians/budgets on' a region-wise basis? What is the 

systeo for monitorihg the ~erformance? 
2.2 Please furnish (i) a review of the performance for 1975 

·and (ii) perfom.ance budget for 1976. 

2.3 Axe' any projections set for your offices for deposits 

advane'8is? .. ··lisa', 'AiM t factors' are taken ,"into account 

in fixing the 'projec,tions and hmv are'·the achievements 
i· ' 

followed up? Is, there any sy'stem of:,~ewards or 

penalties for good or poor performance in relat:j.on to 

targets? 
Deposit .. mobili~ation 

2.4 What are the various methods employed in your bank 

towards mobilisation of deposits? Does your bank' give 

any incentives in cash or in kind to depositors? What 

methods 'have you found most effective? 
2.5 Are you in favour of banks continuin[' to accept long-term 

deposits of over 5 years? If to, what patt~~n of,'accrual 

of interest and accounting would you advocate? 
2.6 What special efforts have been made by your bank for 

tapping the savings of the farming sector and what 

difficulties do you encQllnt~:t,_~J..1' .. t~~~.~regard~Z 

2-.7 How doe~ your experience in.mobilisati0n of deposits 

iIi' se,mi_urban/rural areas compare w.i th tha t in the large 

towRs-metropolitan ar~as? 

2.8 A.part from current accounts, savings bank a,ccounts and 

fixed deposits, do you attract deposits in any other 

form? If so, kindly furnish~e requisite particulars 

as 11ell as the terml3 and cond i tions. 

2.9. Wha 1; is your experience in deploying the .o.eposi t8 

of your branches in their areas of operation? 
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3. 

Industry level credit planning 

An analysis of the pattern of cistribution of bank 

credit to industries reveQls that usually a group 

of banks finance the bulk of the credit requirements 

of a particular industry. To '\.rhat extent is it 

possible to evolve a common approach among such 

financing banks? vlha t are your suggestions for 

undertaking more effective industry level credit 

planning and supervision over the use of credit in 

such cases? What procedures and arrangements would 

you suggest for this purpose? 

Miscellaneous 

2.11 What are your other suggestions or comments under 

this part? 

PART III 

SYSTEYill AND PROCEDURES 

Organisation and delegation'of powers 

3.1 Please furnish an organisational chart of your bank 

as a whole showing the Departments in the Central 

Office and their relationship w1th the Controlling 

Offices in different regions and the branches and 

furnish a brief description of the functions and 

responsibilities of each Department in the Central 

Office and of the Controlling Offices. 

3.2 Please describe briefly the pattern of delegation 

of pow'ers by your B()ard of Directors to (a) the 

Chairman/Managing Director, (b) the Local Boards/ 

Committees, if any and (c) General Manager (management 

level next to 'the Chairman/Managing, Director). Are 

you satisfied with the"existing s.ystem of delegation 

of powers and what are your suggestions for further 

improvements? 
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3.3 Please indicate the limits beyond which the Board's 

sanction· i8 needed for the various categories of 

business listed below: 

a) 
b) 

~~ 
e) 

Investments 
Pledge advances 
Hypothecation advances 
Term Loans 
Clean advances against guarantees with 
and without collateral 

f) Clean advances without guarantees with 
and without collateral 

g) Bill business - different categories 
h) Guarantees and letters of credit 
i) Expenditure including that on premises 

and furniture 
j) Staff appointments 
k) Writing off of bad debts. 

What matters have invariably to be referred/reported 

to your Board? What is your assessment about the 

scope for further delegation of authority to various 

levels of management? 

3.4 Below the level of the Chairman/Managing Director, 

General Manager and Local Boards/Committees, if any, 

what is the system of delegation of powers in your 

bank? Please· indicate the levels down to which powers 

are delegated purposewise and the extent of powers 

delegated to each authority. 

3.5 Are you satisfied that the delegated powers are being 

exercised by the concerned officials in the manner 

intended? 

3.6 How do you fix limits upto which a Branch Manager can 

sanction credit limits without prior approval from the 

higher authorities? Is it· on the ba.sis of the sm tus/ 
grading of the Manager or the e-Iassifica tion/ grading 
of the-branch? Is the. basis different for different 
types of'loans/customers? 

What is the e~tent of the latitude allowed to the Branch 

Managers to ex~eed delegated authority under special 

circumstances? 
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o & M Studies 

3.8 Do you have in your bank a separate uriit/cell/department 

l1'orking soleiy on Organise. tion and Methods? If so, 

when was it established? Please indicate its contribution 

in improving the working of your bank in the following 

areas: 

a) Simplification of forms 
b) Simplification of returns 
c) Cost reduction 
d) Introduction of new systems 
e) Other innovations 

What is your assessment about.the attitude of the other 

departments to the suggestions made by 0 & M? 

3.9 In case you do not have a separate unit/cell/department 

for 0 & H, have you felt the need to consult outside 

3.10 

specialists on 0 & M? 

In case you have neither £',n 0 & 1-1: unit/cell/department 

nor regular consultations with outside speCialists, 

h~ve you made any other systematic efforts to improve 

the working of your bank? 

3.11 Is there any system in your bank of obtaining suggestions 

3.12 

froll your employees as to 't,rays of improving se::-vices? 

If so, kindly state the procedures for the working 

of the scheme and the practical gains achieved by it. 

Economic ane statisticnl set-up 

Do you have a separate Econ'~ic/Statistics department/ 

section/cell to collect and analyse various types of 

statistical data? If so, describe its organisational 

set-up briefly. In case there is no separate unit to 

collect and analyse statistical information in your 

bank, how are the data now collected and analysed? 
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3.14 

3.15 

3.16 

3.17 

3.1 e 

6. 

Information system 

Describe briefly the various types of dat& collected 

fror:1. your branches, over 2nd above the data submitted 

to the Reserve Bank of India statutorily or otherwise. 

Are these data used by you to Bake a regular assess­

ment of the perform8nce of your branches1 If so, how 

frequently? Do y.::;u circulate this information to 

your Bre.nch I1ann.gers? 

It has been suggested that .the control data prescribed 

for internal use of the bank ~nd the periodical reports 

required to be submitted to the Reserve Bank of India 

should be so co-ordinated and devised as to minimise 

workload and facilitate expeditious appraisals. Kindly 

give your detailed cOIllLlents and suggestions in this 

regard. 

Have you introduced the Management Information System 

in your bank? If so, please describe the major changes 

the MIS has introduced in the bank and how these 

chc:mges have assisted the management at various levels 

in decision making 

Do you call for regular as well ns ad h~£ reports 

'from your branches, Controlling Offices and Central 

Office departments to obtain an oVerall assessment 

nf the -';'Torking of the bank? If so, please give 

details. At what level are these reports studied 

and policy actions, if any, taken? 

Do you have a system of imparting information regularly 

to the lower line IDanage~ent about the results of 

various studies carried out in your bank? 
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3.19 Do the executives of your Central Offico/Controlling 

Offices periodically visit [l,ll your branches, discuss , 
problems 1<1i th ycur managers, meet constituents, hear 

their grievances and explcre pcssibilities of avenues 

for development of business? If so, how often is a 

branch visitec in a year? 

3.20 Do you involve your stuff in group discussions or 

oeeting 'Hi th a view tc explaining the various develop-

mcnts which are of interest to your bank? 

Stnffing" pattern 

3.21 What is the inter-se ratio laid downpy your bank for 

different categories of staff, i.e. subordinate staff, 

clerks and officers for -

a) Branches 

- RUn",l 

- Semi-urban 

- Urban 

- Metropolitan 

b) administrative Offices 

c) Bank as a whole 

3.22 What criteria do you adopt for sanctioning additional 

3.23 

3.24 

3.25 

staff or for asking staff requirements at each brunch? 

Is there any machinery to determine at any point of 

time whether your bank is understaffed/adequately 

staffed/cverstaffed? 

Control returns 

What are the control returns called for froQ your 

branches? To IIThom are they submitted and at what 

level are they scrutinised? 

How do you ensure that the branches submit the returns 

pronptly? What is the actien taken against defaulting 

branches? ~ihat. according to ycu, are the reasons for 

the defaults? What corrective action have you taken 

in this regard? 



3.26 

3.27 

3.28 

3.29 

3.30 

·8. 

At what level are the returns scrutinised? Are you 

satisfied that the scrutiny is carried out promptly 

and that the work does not fall into arrears? 

Is it your experience that the returns are generally 

adequate to keep a watch over the functioning of; 

the branche s? 

What is the system adopted by your bank for following 

up the irregularities revealed by the scrutiny of the 

returns? Are serious irregularities brought to the 

notice of the Chairman and the Board? 

Internal Inspection/Audit 

What is the set-up of the Internal Inspection and ~udit 

Department in your bank? 

Have you appointed any outside agencies (like firms of 

auditors) for carrying out inspection of your branches? 

What is the nattire and scope of 1-1ork entrusted to them? 

3.31 What is the usual periodicity of the internal inspectio~ 

3.32 

3.33 

3.34 

of your br2nches? How do you ensure that there is no 

over~apping of the inspection of the branches by the 

Internal Inspection and Audit Department and the 

outside agencies appointed for the purpose? 

What are the arrnngements in your bank for ensuring 

that the element of surprise is effectively maintained 

in carrying out the internal inspections? 

Are the Controlling Offices also subjected to internal 

inspection? If so, by which agency and at what 

intervnls? 

Have you prescribed any proforma for preparation of· 

the internal inspection reports? Does it ensure that 

.all the aspects of the 1<Torking of the branches or 

Controlling Offices, includin& development of business, 

are covered by the personnel deputed for the inspe ction? 
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3.37 

3.38 

3.39 

3.40 

3.41 

9. 

Do you, in addition, have any system of carrying 

out ad hoc verii'ication of stocks, cash, etc., at 

your branches? If so, by which agency and at what 

intervals? 

What is the system for apprising the Chairman and 

the Board of the findings of the internal inspection 

reports - both the good aspects and the serious 

irregularities? 

What is the follmT-up action taken on the internal 

inspection reports? Are the ir~egularities pursued 

till their rectification? 

What is your assessmen t of the impact of the internal 

inspection/audit system in your' bank on improving 

the efficiency of your branches/Controlling Offices 

and in toning up the ·administration? 

Do you prepare a consolidated inspection/audit report 

on your bank periodically (say half-yearly or annually) 

for being placed before the Board? If so, when was it 

last done? Please furnish a copy- of the last such 

report? 

Internal controls 

What is the systeni followed by your bank for 

accounting inter-branch transactions? 

v/hat is the position in your bank with regard to 

reconciliation of inter-branch accounts? vfuat 

difficulties have you experienced in this regard 

a.nd w'hat are your suggestions for improving the 

system? 

3.42 What is the periodicity. prescribed by your bank for 

the balancing of various books of account relating 

to deposits, advances, drafts payable, etc., at your 

branche s? HOvT do you ensure that the balancing work 

is kept up-to-date by the branches? 
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3.43· Wbatisthe .extent of arrears in balancing the books 

3.:44 

3.45 

3.46 
;..," 

3.47 

3.49 

I .. ' 

of account .a t_ your branches, particularly the bigger 
. . .' . : 

branches? vfuat are the difficulties experienced by 

the:r;n; in. ~.i,ntaintng the work up-to-date? Vha t 
, '.; _.;..,.1 

corrective measures have you taken in this regard? 
; ;'~ .• ;: I' • '.! : . 

V;lhat.is the system for reviewing the arrears in 

balancing of books of account at your branches? Do 

you consider that.the risks involved in allowing 

accounts to remain unbalanced are (i) negligible or 

(ii) great? 

It is understood that some banks send teams of officers 

from the Central Office or "task force" to the branches 

affected to clear up the arrears speedily. Have you 

taken any similar action or is any proposal under 

con sidera tion? 

Clearing 

Taking into account the increasing number of cheques 

passing through the Clearing Houses, what are your 

euggestions for relieving the pressure on the Clearing 

Houses in metropolitan cities? 

The Clearing Departments in metropolitnn cities like 

Bombay of some. banks are reported to be having 

untraced differences for large Qmounts in clearing, 

outstanding in their books of accounts. What is the 

position in this regard in your bnnk? What suggestions 

would you make· to overcome the problems relating to 

hnndling of clearing transactions at· metropolitan 

branches? 
Miscellaneous 

Do you think that there is any need for simplification! 

rationalisation of loan applications!doc~unents especi~~~ 

in the case of small loans? If so, what are your 

suggestions? In case your bank hns devised any simpli­

field forms for this purpose, please furnish specimens. 
\~hat are your other suggestions or comments under this 
part? 
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PART IV 
BANKING COSTS 

Cost control/reduction 

4.1 Please give details of the cost control/reduction 

mechanism adopted by your bank. 

4.2 What measures have been taken by your bank in stream­

lining cash management as a tool for reducing cost? 

4.3 vfuat is the arrangement made by your bank in replenishing 

the branches with cash? Have you experienced any 

difficulties in this regard? 

4.4 What is the scope for reducing/controlling cost of 

operation by modi"fication of the existing business 

rules of your bank relating to deposit accounts, 

lockers, et c. ? 

Esta blishmen t 

4.5 Apart from the remuneration payable to your employees 

under the respective Bi-partite agreement, what are 

the monetary or other benefits g:j..ven to your employees? 

Please specify the types of work for which such 

benefits are given indicating the cost thereof during 

the last three years. 

4.6 What are your suggestions for controlling establishment 

costs? Whn t are your vim"Is in regard to formulation 

of a norm for estQblishment expenses? 

Furniture and fixtures 

4.7 What are the norms prescribed by your bank for equippi~g 

your different types of branches with furniture and 

fixtures? 

4.8 What is the average cost of furniture and fixtures 

incurred in opening a new branch in different centres 

(rural, semi-urban, urban and metropolitan)? 
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Premises 

4.9 On what terms and conditions do you usually take on 

lease premises for opening new branches? 

Stationery 

4.10 vlliat is the arrangement for printing and supplying forms 

and stationery to your various offices? 

l\.dvertisenent and publicity 

4.11 What are the usual media adopted by your ban~ for 

advertisement and publicity? Is the work relating to 

advertisement and publicity centralised at Central 

Office? Do you have a system of obtaining a feedback 

on the effectiveness of the publicity work from the 

branches? 

4.12 Please indicate the expenditure incurred on advertise­

ments during the last three years (year-wise) together 

with budgeted figure for the current year (1976). 

Other expenditure 

4.13 What are the other important heads of co~t associated 

with the general administration of your bank? 

Miscellaneous 

4.14 Wh~t are the difficulties faced by your bank in 
exchanging soiled notes, obtaining freSh notes, deposit 

of cash, etc. at the Reserve Bank of India or its 

agencies and what remedial action would you suggest? 

4.15 What are your other suggestions or comments under 

this part? 
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PART V 

-PRICnIG POLICY, 

S9rvice charge-s 

5.1 Please furni sh the schedule of rates charged by YO\lr bank 

for the various services rendered by it as per proforma 

given in Annexure 1. 

5.2 What are tile criteria adopted by your bank in the~ 

fixation of the service charges? Is it on the basis of -

(a) Cost 
(b) Ad hoc 
(c) Volu~e of business?-

What are the factors tp,keninto account in charging 

dif'ferential rates for the 'same service to different 
-.... 

customers? What is the extent of discretion allowed to 

the Branch Managers in this respect? 

5.:3 What is the system for reviewing the .. charges periodically? 

5.4 What is the effect of inter-bank competition on the 

service charges levied by your bank? 

5~5 How far is it practicable to introduce unif'ormi:ty' in 

regard to pricing of services among all the banks? 

5.6 Please indicate the services which are rendered by 

your bank without regard to profit motives. 

Interest and discount on borrowal accounts 

5.7 Please give a schedule of the rates of interest/discount 

charged by your bank for different types' of loans and 

advnnces and bills as in the proforma given in Annexure 2. 

5.8 On what· cri'teria do you fix these rates of inte're st/ 

discount? 

5.9 What are your suggestions for reducing the unit cost of 

borrowal acco.\l.nt especi~lly where supervision cost is 

5.10 

high as'-:.i.n the case of agriculture; small-scale 

industry and small borrowers? 

Miscellaneous 

What are your other suggestions or comments under 

this part?· 
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PART VI 

OPER~IONAL EFFICIENCY 

Measuring/improving efficiency 

6~' What are the methods or techniques used for measuring 

operationa~ efficiency in your bank? 
6.2 Whnt specific steps have been taken by your bank during 

the last five, years to i~prove operational efficiency 

and what measures are presently under consideration? 

6.3 In your view does efficiency and/or profitability 

increase with the size of the branch? 

6.4 How far is the efficiency of a branch of your bank 

governed by its proximity to the Controlling Office? 

6.5 What is your opinion about a bank opening branches 

in centres far remote from the Central Office? 

6.6 'What, in your view, are the ways of providing competitivE 

services both on a priced and non-priced basis? 

Cu§torner service 

6~7 HD.veany studies been made by your bank to ascertain the 

maximum, minimum and mean 'trY'ai ting time of customers? 

If so, what are the findings? 

6.8 What measures have been tQken by your bank to reduce the 

"rai ting time of customers in the payment of cheque sand 

drafts, issue of receipts covering credits to accounts,etcf. 

6.9 Do you operate the teller s,ystem in your bank? Has 

it improved custoQer service? 

6.10 What internal checks operate at your offices to see 

that customers are attended to promptly? 

6.11 How are complaints regarding the quality o~ service 

dealt with in your bank? 

Disposal of applications for credit 

6.12 What steps are taken and wbat controls exercised to 

ensure speedy disposal of applications for credit? 

What is the normal time taken in your bank for processing 

of application and sanctioning of a limit (cash credit, 

overdrRft, loan, etc.) for different categories of 

borrowers such as lcrge and medium scale industries, 

small scale industries, agriculture, export sector, etc.? 
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6.13 Kindly furniSh the followihg data in respect of limits 

sanctioned during 1975 above Rs.50 lakhs and during 

December 1975 for all limi~s (a) below Rs.5 lakhs, 

(b) Rs.5 to Rs.10 lakhs, (c) Rs.10 to Rs.25 lakhs, 

and (d) above Rs.25 lakhs. 

A. All limits above Rs. 0 lakhs s&nctioned durin 
1975 calendar year 

Period wjthin which 
sanctioned_ 

i) In less than one Donth 

ii) In one to 3 months 

iii) In 3 to 6 months 

iV) In more than 6 months 

No. of limits 
sanctioned 

B. ~l limits §anctionegduring December 1975 

Period within No. of limits sanctioned 
which sanctioned Below. ... Rs.5 to Rs.10 to Above 

i) In less than 
one month 

ii) In one to 3 
Illonths 

iii) In :3 to.6 
months 

iv) In more than 
6 months 

Rs.5 lakhs Rs.10 lakhs·Rs.25 lakhs &s.25 lakhs 

6.14 If there are undue delays in processing and sanctioning 

of lirnits, what according to you are the reasons for 

the delay and what remedial measures would you' 

suggest? 

6.15 What generally are the reasons for refusal of applications 

for credit limits ::especially frorc. the small scale and 

the agricul.tural sec·tor and ne'tv entrepreneurs? In the 

context of the developoental role expected of your bank, 

what follow-up action do you take after rejection to 

assist the applicants? 
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Follow-up of advances 

6,.16 'What are the arrangements in your bank to spot out 

danger signal s in ind i vidua] advance s? 

6 .17Wha t follow-up measures do you take in respect of 

advances showing sticky tendencies? 

Miscellaneous 

6.18 Is-your bank"maintaining any currency chests? 

What are the advantage.sin having the chests? Do 

you-experience any operational difficulties? What 

are your suggestions to overcome them? 

6.19 What are your other suggestions or comments 

under this part;? 

PART-VII 

PROF I TAB ILl T.Y 

Overall. _pr-6-fitability 

7.1 What factors do you take into account in determining 

profitability? What are the main profit yielding 

activities of your bank? 

7.2 \ihat are the areas in which losses are incurred by 

your bank? 

7.3 "Consequent upon the imposition of a ceiling rate of 

16.5% or 17.5%, as the case may be, on advances, what 

specific steps have been taken by your bank to main­

tain.the level of profitability? 

7.4 What do you think should be the most appropriate basis 

for inter-bank comparison of profit? For this purpose, 

do you think profits should be reckoned before or 

after provision for taxation and bonus to staff? 
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Brilnches 
," 

7.5 In your view, what the reasonable period of time 

within which a new branch should be able to break even? 

7.6 What is the system in your bank of charging/allowing 

interest on Head Office funds lent to/borrowed from 

branches? What is the formula in force for determining 

the rate of interest for the purpose? 

Investments 

7.7 vlhat steps have been taken by your bank to maximise 

its profit in the investment portfolio? 

7.8 What system do you follo,,! in providing for depreciation 

in Government securities? 

Miscellaneous 

7.9 Please give a statement of earnings a"nd expenses of 

your bank for 1975 in the proforma given in Annexure 3. 

7 .10 What is" the amount of bad/ doub"tf1il debts written off / 

provided for by your bank during the last five years 

(year-w ise ) ? 

7.11 Do you think that there is any case for reform or 

modifications in income-tax law and procedures as 

applicable to banks? If so, please give your specific 

proposals. 

7.12 What are your other suggestions or commen1;sunder 

this part? 



18. 

PART VIII 

PRODUCTIVITY 

Staff efficiency 

8.1 Is the internal organisational set up of your bank n s 

at present conducive to attaining the optimum efficiency 

level? If not, what improvements would you suggest? 

8.2 Do you have any system of prescribing norms of work 

for the vnrious types of activities? How do you ensure 

that productivity is maintained? 

8.3 Could you list the various factors in ~he order of 

importance which act as a drag on productivity of your 

staff at various levels? 

9.4 In what Departoents/Sections of your bank have you 

introduced the use of accounting/tabulating equipments, 

etc.? What is your assessment of its contribution in 

increasing productivity? 

Manpower development 

8.5 Do you have proper manpower planning? If so, please 

give details. 

8.6 What arrangements do you have in your bank for imparting 

training to various levels of employee~.? How far do 

you avail yourself of training facilities provided by 

other banks, -"Reserve Bank of Tr..dia, NIffi.'I, etc.? 

8.7 What is your assessment of the adequacy of (a) the 

arrangements existing in your bank and (b) the training 

facilities provided by other institutions, in meeting 

the increased need for trained manpower? What are your 

suggestions for improvements in this regard? 

8.8 How· do you bring about attitudinal changes in your 

staff· for lo!orking in rural areas? 
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Industrial reJ,.!.tions 

8.9 Do you have any suggestion for improving the set up . . 

and operations of industrial relations in your bank? 

8.10 What are your suggestions for involving the employees 

at the operational level in determining duties and 

norms of work, assuming higher responsibility, self-

supervision, etc., thus contributing to higher 

productivity? 

.Staff welfare 

8.11 What are the specific staff welfare measures taken 

by your bank tomaket~e work atmosphere conducive 

for the employees to give of their best in the day-

to-day operations? 

8.12 What steps have been taken by your bank in solving 

the difficulties faced by your staff in securing 

suitable housing accommodation at their places 

of posting? 

Miscellaneous 

8.13 What are your other suggestions or comments under 

this part? 

PART IX 

FOREIGN EXCHAN GE BUSINESS 

(This part of the questionnaire need be 
ansvlered only by authorised dealers in 

foreign exchange) 

Organisation 

9.1 Please describe the setup in your bank for 

handling foreign exchange transactions. In which 

place is the co-ordinating Foreign Department (or a 

department with gQch responsibility) located? Which 

are the branches permitted ~o conduct foreign exchange 

business? What is the type of control exercised by the 

co-ordinating Foreign Department over the branches? 
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9.2 Please indicate the pattern of delegation of powers 

pertaining to foreign exchange business prevalent 

in your bank. 

9.3 What discretion has been vested in your Branch Managers 

regarding quotation of rates and what machinery exists 

to ensure proper exercise of the discretion? How often 

are rates advised? 

9.4 Foreign exchange business being a speciality, what steps 

are taken in your bank to ensure requj,.~J~(3 staff skills? 

9.5 What special aptitudes are required of your officers 

attending to foreign exchange business? How long 

are they retained in their jobs? 

9.6 Does your bank aim at maintaining a pool of officers 

trained in foreign exchange business? What are the 

training arrangements? 

9.7 Do your foreign correspondents offer training facilities 

to your officials? If so, what use is made of these 

facilities and what efforts are made to ensure proper 

placement of these officials on their return? 

9.8 Do your officers regularly calIon your foreign 

correspondents? In whatw.ay has this been beneficial? 

How many visits took place in the years 1973, 1974 and 

1975 and to which countries? 

9.9 Do you have any special problems in dealing with 

overseas banks in any particular country or currency 

area? If so, what are they? 

Procedur§!!. 

9.10 Are the sanctioning of limits for opening of letters 

of credit, negotiation of foreign bills, issue of 

guarantees, etc., regarded as a foreign exchange or a 

credit function?; What departments are responsible 

for this work? 
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9.11 Have you fixed any Imi ts· for confirm:lng letters of 

credit . opened by individual banks and, if so, on 

what basis are such limits fixed? 

9.12 In respect of letters of credit advised or confirmed 

by your bank to beneficiaries who are not yuur 

constituents, what precautions do you take at the time 

of negotiating the documents? 

9.13 

9.14 

9.15 

9.16 

9.17 

9.18 

Have you prepared a check-list for negotiation under 

letters of credit? \funt is the normal time lag in­

volved in handling the documents? What are the diffi­

culties faced by ~u in negotiating documents? 

Whet is the. procedure followed by your bank for 
, . . ~ 

handling inward reI:1i ttances? How· do you ensure that 

the ti,me lag for gj,.ving credit to the beneficiary is 

reduced to the minimum? 

What arrangements have you made to ensure that per-

formance guarantees, bid bonds, etc., on behalf of 

exporters are issued without delay? What are the 

difficulties faced by you in this respect? 

PriCing and profitability 

What is the cushion taken· into account by your offices 

:in quoting rates for currenc.ies other tbR-n sterling 

and on what basis? 

Rates of exchange for sterling transactions (except 

fOT¥rard sales) have been fixed by the Foreign Exchange 

Dealers' AssociF.ttion (FEDA.) whereas rates for the other 

currencies are determined by authorised dealers. Do 

you consider it necessary to chnnge this practice? 

To what extent do the FEDA rules operate as a cartel 

arrangement? Do you consider that it would be better 

to·giye banks freedom in regClrd to rates, charges, etc.? 
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9.20 

22. 

Do you consider that the FEDA. rules require amendment? 

If so, wha t amendmen t s would you pI' opo se? Do you have 

any particular comments to make on the schedule of 

charges for various kinds of service? 

What is the range of interest rates charged on bills 

covering imports under your letters of credit from the 

date reimbursement is made to your foreign corres-

pondents to date of retirement in India? 

9.21 Please furnish the following information pertaining to 

your foreign exchange business for the years 1973, 1974 

9.22 

9.23 

9.24 

and 1975: ; .• ' 1 

(sepal-ate figures for different currencies) 

(a) Rupee value of :-

(i) export business and remittances inward; 

(ii) import business and renittanceS outward; 
(value of merchant business alone to be 
furnished) 

(b)· Total value of letters of credit advised by you 
and the bills negotiated thereunder. 

(c) Net profit earned on foreign exchange transactions 
an2.lysed as to:-

(i) cOIIlL1ission and interest,oharged on various 
types of tr8.nsactions, and 

(ii) exchange profit (including profit on cover 
operations) 

How is the exchange profit on foreign exchange 

transactions computed 'in your bank? On what basis 

is the profit allocated to the individual offices 

handling the busine 8S?' 

What was the yield of the gross exchange profit 

earned by you bank on foreign exc!hange transactions 

on the total rupee funds employed in 'the years 197'3, 

1974 and 1975? 
, 

'Wha t wa s the total expend i ture incur.red by your bank 

in na,intaining the Foreign Exchange Department in the 

years 1973, 1974 and 1975? 
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9.26 

9.27 

9.28 

M=i_s.;;.ce;:;.;l:::;;l;;:;.a_n~e.;;.ou~§. 

Do you consider that any of the exchange control 

regulations/procedures need amendment in the interests 

of the smooth operation of foreign trade and assistance 

to exporters/importers? 

There are frequent complaints that the returns 'required 

by the R. B. I. pertaining to foreign ,exch2nge business 

(e.g., 'R' returns) are not sent to them in time. 

Has your bank recoived such complaints,? If so, what 

steps have been taken ~o eliI!1in~te delays? vlhat 

particular difficulties do, you encou~ter in the timely 

submission of these returns? 

Do you consider that there is scope for, rationalising 

the above ret'lJ,rns (i) by consolidating certain returns, 

(ii) by o~itting certain returns, (iii) by changing the 

periodicity of certain returns, or (iv),by a combination 

of the above methods?~ If so, what are your specific 

suggestions? 

What are your other sugges~ions or comments under this 

part? 

PART X 

FORETGNBRANCHES 

(This part of the questionnaire need be answered 
only by Indian banks having branches abroad,) , 

10.1 Please give an assessment of the working of your foreign 

branches with reference to the growth of their business 

and the contrib~tion made by theB in foreign exchange 

10.2 

to India during the last thre~ years 

What is the nature of supervision and control exercised 

by your bank over tile foreign branches? Are you satis­

fied that the arrangements are effective or do you 

have under consideration any improvements in this regard? 
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10.3 "hat is the staffing pattern of your foreign branches 

in relation to Indian nationals and foreign nationals? 

10·.4 Are your foreign bzanches solely dependent on the 

business directed to them from your other branches and 

by Indians resident in the countries concerned? Or, 

are they able to compete for local bus~ness? If the 

latter, whnt types of bUSiness have been secured; also 

whether and if so to what extent, deposits have been 

attracted from local nationals? 

10.5 ~ your foreign branches encounter any difficulties in 

transacting business? If so, what are they? Are any 

steps to remove these difficulties feasible? 

10.6 Have your foreign branches played any role in helping the 

promotion and setting up in foreign countries of joint 

ventures and/or financing investment of Indian indus­

tries which are operating abroad either singly or jointly 

with foreign industrial concerns? 

10.7 What is the contribution made by your foreign branches in 

promoting exports of capital goods, construction jobs, 

consultancy., services, etc. from I~dia? Do you try to 

ensure that the credit facilities extended by the foreign 

branches are genorally linked to imports from and 

10.8 

exports to India? 

What is the quantum of remittances made by you to foreign 

b'ranches on account of capital and working expenses 

during 1973, 1974 ~nd 1975 and to which countries? 

Under what circumstances were the remittances 

necessitated? 

10.9 Do you haV~)lny representative offices abroad? 

If so, in whi,ch ci tie s? Please fUI'nish an appraisal 

of their usefulness and, to the extent possible, 

quantify the benefits in relation to costs. 



Part V, Question No.5.1 

·ANNEXURE 1 

Schedule of rates charged for 
:L§:!:ious s e!"Vi c es ren de red 

Particulars of services 

(1) 

1. Remittances 

1.1 Issue of drafts 

1.2 Mail transf ers 

1.3 Telegraphic transfers 

2. Local cheg,ue§./bills for collection 

2.1 Local clearing cheques 

2.2 Cheques on non-clearing banks 

2.3 Clean demand hundies or bills 

2.4 Clean usance hundies or bills 

2.5 Demand documentary bills 

2.6 Usance documentary bills 

2.7 Supply Bills 

2.8 Collection of pay bills and 
pension bills from Government 
Tr ~ £'.6 uri e s 

3. Outward bills for collecti~ 

3.1 Cheques and clean demand bills 

3.2 Clean usance bills 

3.3 Documentary demand bills 

3.4 Documentary usrunce bills 

3.5 Bills covering parcels 

3.6 Supply bills 

3.7 Inward bills received from upcountry 
non-~~stomers for collection and 
remittance of proceeds 

4. Purchase and sale of Government 
securities end shares . 

4.1 Purchase and sale of securities 

4.2 Collection of interest and 
di vidend 

4.3 Payment of calls and collection 
and repayment of cap ital 

Schedule 
of rates 

Concess ions, j. 
if;any, 
allowed in 
the rates 

( 3) 



ANNEXURE I (CqIliA.) 

Particulars of services 

(1) 

5. Safe custody faciJJJli~~ 

5.1 Shares and securities (on the 
face value of Govt. securities 
and deben tures, etc., Ellld paid­
up value of shares at the time 
of wi thdrawal of securitie s) 

5.2 Banks's ONn fixed deposit receipt 

5.3·Sealed envelopes 

5.4 Sealed packets containing 
document s, valuables, etc. 

5.5 Boxes 

6. Periodic_payments under standing 
instructions 

7. Incidental charges 

7.1 Curren t Account 

7.1.1 Return of ch eques 

7.1.2 Closing of account 

7.1.3 Service charges 

7.2 Sl€Lv.ings Bank AC£Qllnt 

7.2.1 Closure of o.ccount wi thin 
one year of its opening 

7.2.2 Copy of statement of Qccount 

7.2.3 Issuing duplic at e pass book 

Schedule 
of rates 

Concessions ,if 
any, allowed 
in the rates 

( 3) 



P::i_rtL...Question No.5.7 

ANNEXURE 2 

Schedule of rates of interest/discount 
charged on advances/b.~_·l_l_s~ __________ __ 

Categpry of advances 

1. Large and Medium-scale Industries 

2. Wholesale trade 

3. Direct finance to agriculture 
(excluding plantations) 

3.1 'Short-term (including crop loans) 

3.2 Medium/long-term 

4. Allied Activities 

4.1 Short-term 

4.2 Medium/long-term 

5. Plantations 

6. Indirect finance to agriculture 

6.1 Distribution of fertilisers, 
pesticides and seeds 

6.2 Distribution of agricultural 
implements and machinery (including 
financing hire-purchase arrangements) 

6.3 Other types of indirect finance 

7. Small-scale industry 

8. Retail trade other than those included 
under (6) 

9. Transp ort 

9.1 Cycle rickshaws, ham and animal 
drawn carts 

9.2 Taxis, autorickshaws and scooters 

9.3 Other land transport (lorry,bus, etc.) 

9.4 Other transport 

10. Personal and professional services 

10.1 Edu cation 

10.2 Professiomal service (doctors, lawyers, 
accountants, engineers,architects,etc.) 

10.3 Repair works 

10.4 Artisans and craftsmen 

10.5 Custom servi ce units othe r than 
agricul tural cu stom servic e units 

10.6 Hotels and restaurants 
10.7 Other services 

Rates of interest/ 
discount 'ttharged 
J[lnimum MaXimum 



Category of advances 

11~ Miscellaneous 

11.1 Purchase of consumer durables 

11.2 Other personal loans 

11.3 Rural industries projects 

12. Inland bills 

12.1 Purchase of bills 

12.2 Discount of bills 

12.3 Advances against bills 

13. All others 

Rates of interest/ 
discount charged 
Minimum Maximum 



Part V.tI, Q!.estion No.7. 9 

ANNEXVRE 3 - .. -
Statement of Earnings and EXpenses for 
the year ended December 31, 1975 

(Amounts in rupees thousands) 

Earnings 

I. Interest, discount, dividend, 
commission and exchange earned on 

(a) Bills purchased & discounted 

i) Inland bills 
ii} Export bills 

iii) Import bills 

(b) Loans and advances 

(c) Investments (inclusive of 
taxes paid at source) 

i) Government securities 
(Central and States) 

ii) Others 

(d ) Deposit s with banks 

II. Recoveries on assets previously 
written down and gains from 
other revaluation or sale of 
assets 

III. Other sources 

(a) Commission on letters of credi t 

i) Export bills 
ii) Import bills 

(b) Bills for collection 

i) Inland bills 
ii) Foreiun bills 

( c) 'r. T 's and D. D' s so ld 

i) Inland 
ii) Foreign 

(d) Other service charges 

(e) Other income 

Tot a 1 •• 

Indi an For ei gn 
offices offices 

Total 
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!!NEXURE 3 (Contd.) 

Expenses 

IV. Interest, Commission and brokerage 
paid on 

Indian Foreign Total 
offices offices 

Current Sav- Fixed Others 
ings ----

a) Deposit s) 

i) Interest~ 
ii) Commis- ) 

sion & ) 
broker- ) 
age ) 

b
c

) Borrowings 
) Other 

accounts 
(to be 
specified) 

Indian 
offi­
ces 
Foreign 
off i-
ces 

V.(i) Establishroont expenses(to be 
specified in the attached 
Appendix I) 

(ii) Other working expenses (to be 
specified in the attached 
Appendix II) 

VI. Taxes and dues of the nature of 
operating expenses (e.g.municipal 
charges on land and buildings ~ 
District/Local Board rates paid, 
etc. but excluding taxes on profits) 

VII. DepreciatiOJ.1 written off ::;nd loss 
incurred on sole of assets 

VIII. Bad debts written off 

IX. Balance of ~rofit (+) or loss(-) 
(i.e.Earnings minus items IV to VIII) 

Tot a 1 
---------------

Dispos.aJ- of Profit & Accumulated Surplus 

x. Source of sums made available 

i) Balance of profit (+) 
or 10 ss (-) as pe r item IX 

ii) Surplus (+) or Defi ci t (-) brought 
forward from preceding year(if any) 

iii) TaLen from Reserves (if any) 

Tot a 1 . . 
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ANNEXURE 3 (Contd.) 

Indian Foreign Total 
offi ces offic es 

XI. Allocation of sums made available 

a) Provision for taxes ~inclusive 
of taxes paid at source on 
investment s) 

b) Carried to reserves 

i) Statutory reserves 

ii) Other reserves such as general 
reserve, dividend equalisation 
and other funds in the na ture 
of reserves (to be specified) 

c) Allocated to other special purposes 

i) Provimon for bad and doubtful 
debts 

ii) Investment fluctuation fund 

iii) Oth er speci al purp os es 
(to be sp e ci fie d ) 

d) ]lor payrrent of gratui ty in future 
years 

e) Dividend, bonuses, etc.to share­
hold8rs/Amount transferred to 
Government (percentage may also 
be shown) 

f) Employe es' sh are (bonus) in the 
profit . 

g) Amount remitted to head office 

i) By way of norr.18,l profi ts for 
the ye [~r 

ii) Other re!J1i t tances such as 
adminis trative exp enses 
paid by foreign offices 
(Pleas e spe cify) 

h) Balance carried forward to the 
next year's account 

Tot a 1 

x x 

N.B. In compiling the statement please 
follow the instructions for filling 
up BSR A-2. 

x 



APPENDIX I (Ref.item V(i) of Annexure 3) 

~------,--------------.--------------------

1. Total number of staff employed 

2. Establishment charges 

i) Basic pay 

ii) Dearness allowance 

iii) House allowance 
iV) Contribution to provident/ 

pension funds 
v) Gratui ty 

vi) Medical aid 
vii) Leave-fare concession 

viii) Other items such as 
overtime allowance etc. 

Tot a 1 

2. Bonus paid or payable ~or 
the year 197 

~. Total of 2 and 3 

Subordinate 
Staff 

Indian 
Offices 

ior-eign 
Offices 

Clerical 
Staff 

Indian Foreign 
Offices Offices 

(Amount in rupees thousands) 

Officers· 
and others 

Indian Foreign 
Offices Offices 

Total 

Ind ian----Vor eign 
Offices Offices 

.---------,--------~ -_.,-.- ~ 

Contd •••• 



Sr. 
No. 

1. Directors' & Local Committee 
members' 

i) ]lees 

J..i) Allowances 
2. RE.:nts paid .for 

i) (ffice premises 
ii) Other premises 

3. Lighting charges 

':1:. Insurance 
i) Premium paid to D.I.C. 

· . 
• • 

· . 

· . 

· . 
ii) Other premiums •• 

5. Taxes (excluding those reported 
agEinst item VI & XI(a) .of the 
return) 

6. Printing and stationery 

7.. Advertisements 

8. ?eriodicels and Newspapers 

9. Entertainment expenses 

· . 

· . 

APPENDIX II (Ref.item V(ii) of Annexure 3~ 

(Details of 'Other Working Expenses') 

Amount in 
Rupees 
thousands 

Sr. 
No. 

10.Audi tors 

i) Fees 

ii) Allowances 

11. Postage, telegrams, stamps and telephones 
12. Law charges ~incl uding court fees) 

13. Cleari~ house charLes 

14 •. Maint enance and repairs to office 
equipment/Bank's property 

15. Conveyanc e charges 

1.6. Motor car expens es 

17. Travelling expenses (excluding leave-fare 
concession) 

18. Head office supervision, Administration 
and other charges 

19. Other (Please specify) 

Tot a 1 

------~.---------~------

:Jate 

· . 
• • 

· . 
.. 

• • 

• • 

• • 

· . 

Amount in 
Ii.upees 
thousands 



A. Studies undertaken by the Committee on 
its own or in collaboratianW'i;th other banks 

Remarks Description of the Study 

1. Banking Costs Study In collaboration with 21 selected 
banks. 

2. Study of loss incurring 
branches 

In collaboration with CBI, Bank of 
India, PNB, Bank of Baroda and 
Indian Overseas Bank 

3. Scope for Mechanisation 
and computerisation in 
banks 

Sub-Committee consisting of 
officers from RBI, SBI and Indian 
Banks Associations 

4. Composite Efficiency 
Index 

Internal study undertaken in 
Departmen t of Statistics 

5. Trends in Earnings and 
NJepenses 

I~t9rnru. study undertaken in 
Economic Department 

6. Systems & Procedure in 
different size of branches 

Internal study undertaken in 
DBOD 

B. Studies entrusted to outaide agencies 

Agency Description of study 

1. 11M Applicability of the concept 
(Ahmedabad) of market segmentation to the 

banking industry in India 

2. 11M Detailed analysis of branch 
(Ahmedabad) acti vi ty with suggestions to 

improve efficiency 

3. 8hr i Ramesh­
war Thakur 

4. Institute 
of Cost & 
Works 
Accountant s 
( Calcutta) 

5. Bankers t 
Training 
College 

6. Bank of 
Baroda 

Pr* 

Annual Account s , 
Sta tu tory Audit, 
In ternal Audi t, 
Taxation Laws 

Stationery, Printing and 
Adverti sement 

Impact of pipe-line funds 
on cost and pricing 

Branch Net Work Study 
in a Metropolitan 
Centre (Ahmedabad) 

***** 

Persons who were 
associated 

Prof. S.K. 
Bhattacharya 

Prof. S.K. 
Bhattacharya and 
Dr.A.H. Kalro 

8hri Rame shwar 
Thakur 

Shri Ray Choudhury 

Dr. Srivastava 

Dr. Dave 



STAFF MEMBERS ATTACHED TO THE Sl!;CRETARlAT OF THE 
PEP COMYI I TT-EE ON BANKING 

N.A,ME 

~. Shri P,E. John 

2. Shri P. Diwakar 
3. Shri S~T.V. Chary 

4. Shri S.R. Krishna Iyer 

5. Shri S.G. Chittar 

6. Shri M. Shinde 

7. Shri M.K. Joglekar 

8. Smt. S. Nalini 
9. Shri M.G. Kadam 

10. Shri A.D. Jagadeesan 

11. Shri I.J. Tiwari 
12. Shri M.V. Murkunde 

13. Kum. S.J. Agrawal 
14. Shri H.N. Chaturvedi 
15. Shri R.T. Seshadri 
16. Shri G.R. Subramanya 
17. Shri B.B. Bharadwaj 
18. Shri K.N. Sharma 
19. Shri S.T. Baadkar 
20. Shri B.G. Patil 
21. Shri A.R. Ambani 

22. Shri M. V. Vadiraja 
23. Smt. S. Varghese 
24. Shri P. Rajaratnam 

25. Smt. Annie Paul 
26. Shri T.O. Thomas 
27. Shri S. Murali 
28. Shri C.C. Dias 
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