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LETTER OF TRANSMITTAL

J.C. LUTHER
CHAIRMAN .
PEP COMMITTEE ON BANKING October 7, 1977

My dear Shri Narasimhan,

I have great pleasure in submitting the repcrt
of the Working Group on Préductivity, Efficiency and
Profitability in banks (PEP Committce 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 pollcy, the net-work

cf the branches of banks has penetratcd far and wide into
rencte and rural areas opening up untapped sources for
mobilisation of savings as well 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 interpediaries betwegn
the lcnders and the borrowers; they have now emerged into

a new role as prime movers for economic growth. These
unprecedented developments have throwh up nmultiple challenges
calling for a wide-ranging reappraisal of traditional policies
and procedurcs. It is in this ccntext, and to scome extent

at ny instance, that the PEP Cormittee was constituted in
April 1976 in thc wake of the nomentous decision to enforce

2 ceiling of lcnéing rates of interest with the twin objective
cf making credit cheaper for the borrower and focussing
attention cn the crucinl impertance of operational efficiency
for the banks.

3. The terms of refercncc of the Ccommittee covered a
number of aspccts in vhich velumindus: information had to be
collccted from the Banks and subjected to a rigorous and
meaningful analysis. The ccmprehcnsive questionnaire issued
for this purpose was divided intoc 10 Sections comprising as
many as 170 specific items. The respcnse from thc Banks was,
by and large, excellént and their comments have been a source
of enlightenment on a2 number of complex and important issues.
The wealth of data and 1de1s that have thus become available
to the Reserve Bank can serve as a useful background and
reference material feor future studies of related subjects.
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4. One of the spccific areas for the Ccmmittee's
exanination related to the pattern of cest structure for

the variocus banking services. For this purpcse an elaborate
and comprehensive prcgramre for obtaining and analysing data
was designed and Jimplemcented by the Cermnittee. Even though
the scope of thc study was confined, for practical reasonms,
only to 21 selected banks and periocd of reference only to
one ronth, the workload invclved in this exercise was truly
tremendcus; co¢ver onc lakh returns had tc be processed and
analysed invclving time-consuning, painstaking and sophisti-
cated exercises including statistical cstimation of the costs
of varicus services. The results of these studies had to be
fitted in an appropriate framework for cvolving a rational
structure of the service charges. In this recgard, detailed
discussicns wcecre alsc held with thce banks at various levels
to appreciate the practical implications of the schedule of
prices envisaged by the Comnmittee.

5. The suggestions and rccommendations in this Report
Eover rather a wide area including various aspects of both
macro and nicro-lcvel credit planning, comparative evaluation
of the Banks' performance and their internal systems and
methods of work. Of particular significance is the Comnittee's
rccomnendation for initiating 2 process, in close coordination
with the Planning Commission and the Central Government, for
shaping and implementing a comprehensive Annual Plan of
monetary and credit measures for the banking industry in
consonance with the emvisaged pattern of developmental
precgrammes, Other impcrtant recommendations include & new
pattern of criteria for the evaluation of thc operational
rerformance of Banks with due regard tc the achievement of
socic-eccnonic cobjectives, an improved form and pattern fcr
Annual Accounts, suggestions for cost reducticn and pricing
pclicics with an eye on improving efficicncy and profitability.
The gceneral approach of the Committee has been not only to
seek sclutions for immediate prcblems but alsc to outline a
lcng=-tern progranme of action for future.

6. I would 1like to record, :here, my deep appreciation of
the constructive, co-operative'and unsparing contributions
made by all thc members of thc €ommittec and Shri C.S. Rama-
chandran, the Member-Secretary, in particular, in organising
and conducting various studies and participating actively in
the preparation of the Repcrt. 4t various times, they have



3.

gladly borne a heavy burden of demanding tasks in addition
tc their ncrmel work. It is with a heavy heart that I have
to make a refercnce, here, to influential role played by
Shri A. Raman whose untimely and sad derise cn the cve

of the conpletion of the Committee's work has been, indeed,
a grievous lcss tc vanking.

Te It goes without saying that the pivotal point for
initiating and supervising the implementaticn of the various
recommendatiocns of the Comnittece will have, necessarily, to

be leccated in the Reserve Bank. The members of the Committee
are generally of the view that there is an immediate need for
strengthening and, tc¢ some extent, recasting the organisational
set-up within the Reserve Bank for more effective and co-
ordinated acticn ancngst varicus wings and divisions such as
the Credit Pianning and Credit authorisation Cells. Of special.
urgency in this ccnnection is the task of ensuring the expedi-
tious installation of a management information system within
the Banks as a pre-requisite for a meaningful planning and
control of operaticns with special reference to the monitoring
of industrial units which have been newly established and

those which are in various stages of "sickness". It will also
be necessary to make regular and systematic arrangements for
undertaking studies on the cost structure cf Banks and cther
reclated areas on a continuing basis.

8. For me, working on this Comnmittee has becn a mattcr
of honcur and privilege. I am deeply appreciative of the
confidence reposed in me by the Reserve Bank for this
intercsting assignnent. I am personally ateful to the
Reserve Bank for this rare opportunity of getting bctter-
acquainted with the banking industry and also for the kind
indulgence in extending the :duration of the Cormittee due
to unforescen circumstances.

With warm regards,

Yours sincerely,

Sd/-~
( J.C. LUTHER )

Shri M. Narasirham,
Goevernor,

Reserve Bank of India,
Central (ffice,
Bermbay.

ap/
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CHAPTER I

THE. NEW BANKING SCENE : TASKS AND CHALLENGES

1.1 The Social Control Scheme and the subsequent
nationalisation of 14 major commercial banks brought about
a turning point in the
New Setting history of Indian banking.
The purpose of the new policy

was to enable the banking systém to serve better the needs of
society on the basis of cléarly defined docio-economic
objectives, the importint Qf'Which_was a wider diffusion of
economio power. ReaiiSatian of tﬁése objectives required a
widening and.deepening of the banking infrastructure in the
country. In particular, banks were called upon to cater to
the needs of the vast multitude of borrowers in the hitherto
unbanked or neglected sectors such as agriculture, small
industry, 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 possible 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 and wholesale trade in the
metropolitan and port towné. Towards the close of the sixties,
the expectations of thégcommunity from the banking system
increased substantiaily. 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 redord of banks' performance in compliance with
those objectives is indeed creditable. There has been a

sea-change in the banking

Creditable
Performance

landscape, both geographically

and functionally. The massive
branch expansion programme with a major thrust into the rural
hinterland,; the changing pattern of credit flow encompassing
a large number of small borrowers, attempts 2t attuning
procedures and practices to serve better the fast changing
aspirations of the community, large scale recruitment, training
and orientation programmes, are all developments which indicate
that the banking system has undergone & 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 Rk 3962 crores at
the end of December 1967 to #s 17,557 crores at the end of
March 1977. Deposits as a percentage of national income

(at current prices) form nearly 23 per cent at present compered
to 14 per cent in 1967. Credit extended by banks has like-
wise increased almost fivefold from Rs 2747 crores at the end
of December 1967 to ks 13145 crores in March 1977. These two
important”ﬁérameters of banking are symbolic indicators of
the rapid growth in banking since the implementetion of the
Social Control Scizeme in December 1967.

1:5 For catering tc the bznking needs of the community in
different parts of the country tne vasic requiremeht of banks
was to have a broad operational base . Banks,.therefore,
launched a massive branch eXpansion progrdmme, wiparalled

in the history of WOrld banking. During the nine year period
between 1967 and 1976, banks opened 16655 new offices, of
which nearly seven out of every ten were in rural and semi

urban areas. With more than 24000 offices at present, the
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average population covered per branch improved from 73000

in December 1967 to less than 23000. The branch expansidn
programmes of banks had a distinct bias towards providing
banking facilities in rﬁral areas. As a result of the massive
thrust into the rural hinterland, the number of cormercial 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 ;emote 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 rble in
educating the villagers that a bank office is an important
engine 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 the banks édopted'villages with a view to meeting the

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 officers to

help process properly loan applications of the priority

sector applicants and supervise the end-use of credit. Special
training and orientation programmes were arranged for the
benefit of the staff required to attend to rural banking.

Forms were printed-in regional-languages and procedures and
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practices were streamlined. Simul taneously, under the
direction ot monetary authorities banks 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 various megsures, the sectoral
distribution of credit has undergone a marked change in

favour of small borrowers. The share of large and medium
industry and wholesale trade in'totalvgredit has gone down
from about 80 per cent in 1968 to about 60 per cent at present.
Correspondingly, the share of priority sectorsvgagriculture,
small-scale industry and other small borrowers) has increased
from 13 per ceut to 30 per cent of total non—fon credit
(excluding advances given for food procurement). The exports
sector now fééeives about 11 per cent of the total credit

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

the public Sector ﬁndertakings 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
amount was sbout is 2,300 crores or 16.6 per cent of the total
advances.

1.8 Finance provided to the agricultural:sector has
increased from about B 67 crores in March 1968 to Rk 1280

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

the total credit as against barely 2 per cent in March 1968.
The number of borrowal accounts increased from a few thousands
in March 1968 =m=s around four miliion in March 1972. It should
be noted Zhat-the credit given by banks to agriculture ie-ALiﬁa

ermegd=ef the same magnitude as that of the co-operative

movement which has been in force for over seven decades.

The case studies undertaken in banks on the impact of bank
finance to agriculture have revealed that such assistance

has helped considerably in generating production and employment

opportunities. ZEqually significant is the disperseal 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 with banks were less than
50,800 but to-day they are iﬁ 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 R 27, 194
per account in March 1968 to R 13,936 in December 1976.
Excluding advaﬁbes to industry, the average size of a loan
works out muéh-sﬁaller viz. B 5,798 as against Bs 9,495 in 1968.
1,10 The large hétworkiof bank branches has provided insti-
tutional savings media to the rural community. Banks have
framed attractive deposit sochemes tailored to suit the rural
needs and have succeeded in mopping up substantial rural
savings. Deposits mobilised by new rurai of fices amounted
to ks 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 mpre than doubled from 349 lakhs

in December 1972 to 703 lakhs in December 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 with the large scale expansion of
branch offices. The entry into new fields of activities

which in the initial years are likely to be low or non-profit



I-6

Yielding for obvious 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 admit tedly far reaching reforms unparallelled

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 number 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 accompanied with a proper system or
the head office control 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 factors beyond the control
of the bank manegement, no systematic attempt has been made

so far to adopt scient;fic methods to improve productivity and
efficiency in the banking system. Individual efforts made in
this direction are scattered and their impact is marginal.
Banking has to emerge as a 'viable' and not 'subsidised'

means of achieving the natianal policy objecctive. 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 undertake promotional
responsibilities would be greater. Further, lending for

new activities should be taken as a search for new markets

rather than a mere social obligation. Banks are set to make



I-7

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 returnms.
In this context, it is worthwhile to recall what the National
Credit Councilfs study Group on 'Organisatianal Framework
for-Implémentation of Social:Objectives' headed by Prof.D.R.
Gadgil had to say : "The Group was of the view that an element
of subsidy should not be mixed up wifh banking business. Apart
from such promotional egpendifure as a eredit 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 ar through the banking system, by

making it possible for the banhks to lower their normal charges".

1.16 Banks also did not take adequate cognisance of their
reduced choice in deployment 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 liquidity ratdo was 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 procurement, public sector undertakings,
export credit and the Differential Interest Rate Scheme - on
all of which the yield is low. What is more, the servicing
charges of small accounts are high, thus adding further to

the banking costs.

* [his does not include 10 per cent of the incremental
liabilities impounded since Jznuary 15, 1°277.
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1.17 The statutory pre-emptions currently add up to 39 per
cent of banks' resources. Of the remaining 61 per cent
deposit resources, ¢gver 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 levying interest charges (subject to the maximum
of 16.5 per cent) to cover up costs is 1limited 6nly to about
13 per cent of their deposit resources. The following table

illustrates how a bank deploys its deposits of R 100.

Outstand- Percent to

ings aggregate
deposits
(As on March 25, 1977)
(ks in Crores)
I. Aggregate Deposits 17557 100.0
1., Cash on hand 368 2.0
2. Balatces with RBI 1146 6.5
3. Investments in Govt. and 5539 31,5
other approved securities
4, Credit for food procurement 2190 12.5
operations
5. Credit for public sector 1438 8.2
undertakings
6. Credit for priority sectors 3475 19.8
in the private sector
7. Credit for Lxports + 1171 6.7
II. Total of 1 to 7 15317 87.2
III. Balance ( I - II ) 2240@ 12.8@

+ 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 balance will be somewhat higher if

account is taken of the rediscounting and
refinancing facilities.

1.18 The deposit mix in recent years has changed more in
favour of term deposits #weed with longer maturities which
carry higher costs. Thus, while the cost of resources has
constantly gone up, the choice for earnings has been reduced

with the increasing proportion of low yielding assets. This

is a real dilemma before the banking system.
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1.19 The manner in.which trade union relatioans were handled
in the banking industry often led to undermining the manegemer
control. In the absence of sufficient bwsiness at rural
branches - at any rate in the initial stage - a number of
offices could not be made viable. In the process the customez
service has suffered. The Interim Report on the Customer
Service observed, "There is =z general feeling to-day both
amongst bankers themselves and in the public at large, that
customer service rendered by banks leaves much to be desired,
and in certain respects has indeed reached a very low level"*,
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 the acceptable norms in international
banking, the capital base of Indian banks appears meagre.

As & result Indian banks are.put in an inconvenient or
disadvan tageous position when it comes to important dealings
in the field of internatimnal 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 any scientific basis nor/related
to actual costs. There has been a lot of adhocism in these

and there is no uniformity,

1.22 At preéent 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 performence has been felt for a long time but nothing

mpch has Been‘done to devise criteria for measuring relative
1L€3E2§%§§E§§T Similarly, a great deal of work neceds tq be

done to rationalise systems and procedures both for ths

industry as a whole_and within 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 suggesfs that except 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 Customer satisfaction
depends upon the efficient service rendered at & reasonable
cost. Following the recommendatiarns of the Study Group to
frame 'Guidelines for Follow-up:of Bank Credit' banks have
been endeavouring to bring about & measure of financial
discipline among big borrowers. Banks are also improving
their planning and information system which would enable them
to put their scarce resources to the optimum use. Under the
auspices of the Indian Banks' Association, banks have made
some jbint-efforts to solve specific problems such as prescribing
the ceiling on inter-bank call money rates, penal rates and
service charges and inter-bank remittances. Given a proper
framework, it becomes easier to resolve the problcms 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 profitability in the long run.
Banks should seek to adjust their lending rates in a rational
and viable manner so that such ad justments do not become a
mere profit-making proposition, resulting in indifference to
the building up of greater efficiency. What is really needed
is that the interest ad justments should reflect the basic
policy objectives; at the same time there should be a
systematic and continuéus search for innovations to bring
about cost reductiaon and better operational efficiency.

1.25 Against this backgrournd Reserve Bank corstituted a

working group to examine the question of eost control,
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operational efficiency and bank profitability. Accordingly,
the Working Group on Banking Costs, Operational Efficiency
and Profitability of Banks (known as PRODUGTIVITY, EFFICIENCY
AND PROFITABILITY (PEP)'CdMMITTEE ON BANKING) was constituted
on April 12, 1976 with the following :

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

(3) Shri A. Raman, (4) Shri P.N. Khenna, (5) Shri S.R.Avadheni,
(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 benks 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 and organise a systematic survey to
provide estimates of average cost and income in
respect of the different functions undertzken,
taking into account the special features of
each of the large and medium sized banks, groups
of small banks, end seiect tyves of branches;

(iv) to provide guidclines on the pricing policy of
benks in relstion o the services rendered to
the constituents;

(v) to suggest internal system$and procedures to
control banking costs, improve operational
efficiency, productivity and profitability 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 profitability analysis of branches.
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1.26 The Group was authorised to take such assistance of
specialists from other institutions including banks, Indian
Banks' Association and the MNational Institute of Bank Management
as might be considered necessary. The Commit tee was exXpected
to take into account the recommendations on banking costs,
operational efficiency and profi tability of the Banking
Commission.

1,27 A detailed questionnaire covering all aspects of
commercial bank operations was issued to the schéduled

commercial banks. The question-
Approach to naire was also sent fcr comments

work
-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. The questionnaire met with good response and the
material received was gifted, collated and analysed by the
Seeretariat of the Committee.
1.28 The Committee underfook certain studies having a
bearing on the terms of reference. A technical sub-committee
headed by Shri V.V, Divatia was constituted for this purpose.
A banking costs study wae organised, covering about
1000 branches of 21 selected banizs. The objective of the
study was to estimate the cost of servicing various activities
of banks. The study involved the collection of relevant
informationm through suitably designed schedules on cost and
output data from the selected branches and the time spent on
various activities by staff members in each of the selected
branches. The technical sub-committee had meetings with
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¢retariat 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 sme

(Dthe scope for mecheanisation and computerisation-of banks and
(EDan eXxhaustive analysis of the earnings and expenses of banks.
1.29 The time schedule originaily prescribed that the report
should be submitted by the end of September 1976. As a result,
with the limited staff and time at the disposai 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;Sﬁri Rameshwar Thakur, Chartered
Accountant, on annual accounts of banks,hstatutory audit and
— | anagemen]”
tax laws and Prof. Bhattacharya of Indian Institute of/Ahmedabad
on market segmentation.
1.30 The Repart of the Committee is divided into 12 Chapters.
Chatper I traces the background against which the Committee has
reviewed the problems arising

Chap ter Design in the fields of costs, produ-

ctivity, efficiency and profit-
2bility. Chapter II deals with planning, budgeting and marketing
In Chapter III, the problems regarding the Bank Management
Information System are discussed and a scheme is drawn up for
the purpése. Chapter IV outlines the issue arising out of
evolving criteria for measurement of performance of banks and
a model is suggested. Chapter V is devoted to accounts, audit
and taxation. Chapter VI reviews the trends in earnings and

expenses of commercial banks.
Chap ter 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 reducing
costs.

Chapter IX deals with the operational and procedural
aspects covering simplificationfaf the cash remittance system,
arrangements for speedy destruction of soiled notes, setting
up of ‘more currency chests, etc.

Chepter X is concerned with problems of bank and branch
profitébility. It also incofporates some recommendations
regarding transfer pricing based on the study on 'loss
incurring branches'.

Chapter XI covers various aspects of pricing of
Services with special referenée to costs and return.

Chapter XII gives a resume of the Report with important
recommendatims.

Among the important eohsideratiams the Committee had
kept im view, special mention should be made of three. Yne,
‘th'e' scheme of recommendations is such that it could be imple-
mented irrespec%ive of monetary policy changes. .Two, the
accent of the Report is on the future. The aim is tc 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 challenges. Three, although in western countries,
accounting procedures of banks are more or less fully automated,
the Committee has not goﬁe into this arca in view of the fact
that our economy, having surplus manpdwer labour intensive.
méfhoas are generally preferable. A1l the Same it has expressed
views on some of the aspects of banks' work which need to be
oriented to computerisation and mechanisation, with the ul timate
object of making banking management system as prompt and

effective as possible.

1,31 The Committee received considerable assistance and
co-operation from a number of institutions and individuals.

The Committee would like to thank them all. In particular,
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the 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 Comnittee's Secretariat in the State Bank of India
premises, the Bank spared the services of Shri A.V. Ramanathan,
a Senior Official from the State Bank of India to assist the
Committee exclusively in its work. The Bark also gave necessary
programming anq computer support for processing of the cost
data. But for this generous help, it would not have been
possible for the Committee to complete the work within the

limited time aveilable.

1.32 The Committee also wishes to thank the Chairmen and
senior executives of all the banks for the valuable suggestions
given by them 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 termg of reference.

1.33 The Comnmittee wishes to place on record its deep appre-
ciation of the contribution made by Shri A.V. Ramanathan
(Séate Bank of India). He assisted the Committee in planning
end organising the Cost Study and in evolving the structure of
service charges and the pricing formula recommended by the
Committee. He was also associated with the drefting of the
Report. For all practical purposes, he functioned as a member
of the Committee. |

1.34 In the formulation of ideas and in the drafting of thg
Report, veluable assistance was given by Dr. A.C. Shah (Bank of
Baroda), Smt. R. Remani end Shri P.N. Joshi (Bank of India)

end Shri R. Narayesnan (Indian Overseas Bank).
1.35 Shri P.L. Tandm, DirectorGeneral of NCAER, Shri S.G.

Shah (Indian Benks' Association), Shri S.N.B5. Raghavan
(Grindlays Bank) and the Faculty members of the National
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Institute of Beank Management offered-constructive suggestions
relevant to the work of the Committee. The Committee wishes to

‘place on record their grateful thanks to them.

1.36 Some institutims and 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 Iyér & Co. and Profs. S.K.
Bhattacharya and A.H. Kalro of the Indian Institute of

Man zgement, Ahmedébad.

1.37 Some of the Committee members had informal- discussions
with_Shri P.G., Damle, Director General, Overseas Communications
Service on the feasibility of improved communication in banking.
He offered constructive ideas 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.
li.39 The Committee places on record the valuable work done

by the Secretariat (list appended) in the Credit Plonning.Cell.
The Committee &lso places on record its deep appreciation of

the excellent work done by the Member-Secretary Shri C.S.
Ramachandran in orgsnising the work of the Committee, collegting
and analysing the material required for the preparation of the
Report and in co-ordinating the work of the Group through its
variéﬁs stages of deliberations.-

1.40 The Committee records with profound regret and deep

sense of loss the sudden demise of :Shri A. Ramen, a member of
the Comﬁitteé} 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 valusble guidance
in the planniﬁg, co-ordination and organisation of several

aspects conneoted @ifh the Report.

*x.
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CHAPTER II
PLANNING, BUDGETING AND MARKETING

2.1 The operational efficiency of banks can be enhanced
significanfly if they make effective use of planning and
marketing techniques. Although most of the banks are

undertaking the planning exercise, in terms of coverage,

reliability and methodology, there are wide variations.

2.2 To stapt,with; a ‘business plan or performance budget
requires'that the progress for the coming year should be
pianned sufficiently

The need for a
business plan in advance in

respect of major

activities such as deposits,: advances, iﬁ#estments,
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 groﬁfh by
adopting a market approach. The performance budget helps
the management to proceed along thée projected goals and

the performance evaluation at monthlj or quarterly intervals
indicates the deviations and corrective éétion tﬁat should
be initiated. The budgetary method also help to keep
control on cost factors, promotes a fecling of cost
consciousness and enables a judicious use of scarce
resources. Further, it helps in 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, téchniques, sequence

of events and the like,

Basic steps
required

there are certain

basic steps which will
have to be taken if planning in a bank is to become

meaningful:
...2.



(1) The exercise of planning should begin fairly
in advance before_the year starts - say in September-
October. By this time.the°economic scene becomes clear -
with the completion of tﬁe monsoon. It is necessary to
Prepare an econonic oﬁtlook for the coming year, analyse
its implications for tﬁé'banking industry in terms of the
likely monetary policy, credit demand by borrowers and
deposif growth and then study the bearing{of the likely
developments in the economy asiﬁéii?ésf¥£é banking
industry on the unit for which the plan is being prepared.
Fg;ther, therg are.cgrtain general guidelines which are
-available from thgéReserve Bank's credit policy as well as
credit budget discussions. Here it is not so much the
various estimates which are important as the critical
understanding of them. Once this task is completed, based
on it, the Chairman should issue policy guidelines for
business growth in the coning year. The statement should
give a brief review of performance dﬁring the current year,
compare them with goals and targets laid down earlier and
draw appropriate lessons. It should then mention clearly
the new shifts in policy and introduction of new programmes.
At the eeme time it is useful to give some broad ideas of
the likely behaviour of main indicatdrs. This is a starting
point for the ope%éting heads to begin their exercises.
They know the thiﬁking of the top management, the framework
within which individual operating head will have to preparc
their own budgetsbahd the special factors which they will
have to bear in mind. The policy statement is designed to
promote discussions at differenflle#bls; It is not rigid

or irrevocable.

ceseDe
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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 information 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 solutions. 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 be the quality
of a plan and its implemantation. 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 year are, also made available for

incorporation.

(3) The performance of the plan should be reviewed 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 office 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 reviéW’reports from time to time,
suggests necessary chahges 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 Planning Cells
which could help them in building up the information systems
and preparing plans on the basis of budgets of individual
branches.

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 Planning Department
may be established but even here tQO this Department may be
closely associated with the Economic and Statistics Department.
The Planning. Department would have continuous liasion with
operational departments without which it would be difficult
for it to function. The heads of planning_departments should
have informal but regular exchange of jdeas and informotion
with the Credit Planning Cell of the Reserve Bank of India.
This will go a long way in building up the informed opinion
and improving the quality of planning at the bank level.

(5) The annual budgeting or planning system will have
to be started in two ways, one, activities like branch
expansion, recruitment and training, new schemes und
programmes spill over a lomger period than one year. -
As a result, a perspective plan (also referred to as long
range 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 magnitudes indicated for the subsequentlyears.
The emphasis here will be on direction rather than quantifica-
tion. Two, there are certain functional, critical or geocgrc-
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. ©Specigl studies will
have to be conducted to evaluate the experience and formulate

appropriate development strategies.

00050
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2.4 In recert years, banks the world over are making an
increasing use of marketing approach. It is recognised
thoat market segmentation

Market Seg-
mentation leads to better planning

of resources and opera-

tions, more meaningful control, development of specialised

schemes and consequent provision of better quality customer
services, clearer focus towards market penctration, direction
and thrust. In our own country, the tremcndcus expansion in
branch network, the introduction of great diversity of
banking services arising out of naticnal policy of providing
funds to priority and neglected sectors, rationalisation and
controlling credit ailocation to large industrial houses were
somehow bringing about new understanding and insight amongst
bankers relating to different market segments. If the diversity
of the markefs is ignoreéwi£ is possible that market oppor-
tun;ties represenped by unfulfilled customer needs might be

ignored and lost.

2.5 Segmentation, therefore, is basically an attempt
towards a more precise definition of the nature of the
markets served and for improving the understonding of the
nature of the customer needs. Segmentation can be meshed
with performance budgeting ~nd information system for
developing targets of desired performance in each market
segment consistent with the potential, and also for providing
information, comparing actual performance with targets,

In the process, segmentation leads to more efficient
allocation of resources and better management planning and
control for taking remedial aection where actual performance
is out of line with the desired level of performance. Such

a market segmentation-oriented plamning and informetion systen

...6.
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will lead to better analysis and appraisal of performance

and add considerably to the management‘s ability to respond
decisively and quickly to changing market segments. Realising
the importance of this approach, the Committee requested
Prof.S.K. Bhattacharyya of the Indian Ins.itute of Management,
Ahmedabad to prepare a special study on the subject. The
Committee is broadly in égreement with the recommendations
made by him. In particular, it would like to draw attention
to the scheme of market segmentation suggested by him for
Indian Banks. #ccording to him, the most appropriate market
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 instituticnal customers like
Municipal, Government and some autonomous bdédies, 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 deposits in the case 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 relatively easy to identify in the
sense that it represents individuals who wish to have deposit

facilities from which they can periodically withdraw money
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and use banking facllities for meeting their persontl needs
of making pdyments, iémitting money or transferring funds
from onhe place to anofhéf. Some of the distinctive attributes
of the segments are:

- Personal or individual operations of the account

- The size and nature of operatiorns of the account

- The kind of services fequired

~ The promotigpél requirements

(¢) .Agriculturai.Banking

In this segment, the customers are essentially
concerned either for obtaining funds for carrying out
agricultural opergtions or depositing funds arising out
of such operations. Thenpelativé 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

(a) 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. ”fﬂé“é££ributeé in relation to
particular segments are:

~ .The ownership pattern of business operations
- The size of demand for funds
- The nature of customer operatipns

- 8kills required for analysing, processing and

meeting the demands for credit.

[ 2N ) .8‘!
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bepehding upon the workload,lsmall industries and small
borrowers could be divided.into two separate segments.

(e) Export and International Banking

The customers in this gfoup-are,either export
houses who organise export activities on behalf of
compénies in the group to which they belong or outside
companies which acecount for substaential é#jo;fs or are
concerned with supplying services which are éritical in
terns of éxports e.g. shipping, etc. The relative
attributes of this market segment are;

- The speed with which demands for fﬁnds 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 analysingfpfoéessing and
‘meeting the demand far credit
- The inter-relationship with opcrations in the

‘ﬁéme market ih”respeéf;Sf‘goods and services

also produced and sold within the country.

(£f) Banking Services

The customers in this segment - individuwals,
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 segment are:

- The sporadic nature of payment

~ The specialised skills required for meeting
the needs of customers® services

- The substantive requirements of knowledge of
procedures and systems as distinct from
appraisal skills

000-90
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2.6 The Committee recognises that the above market
segments are not immutable for all times. In fact,
segmentation must be

The views of
the Committee a continuous process

ensuring that changes
are made ih the constitution of segments as and when the
market composition, the nature of banking services
demanded and the external environment which influences
customer behaviour change; It would not be advisable to
constitute market segments in a bank where the relative
skills, personnel, etc., are scarce or available on such a
limited scale so as to create problems of inadequacies of
service if the constitution of market segmentation leads
to greater customer demand. A&s regards the question whether
segmentation can be introduced unifqrmly;in all units
beginning from véry small branches to the head office,
it is necessary that the criteria of size and future
potential have to be applied with imagination. It would
be obvibusi&"inappropriate to constitute market segments
in small brénches. On the other hand, segmentation would
clearly be desirable and necessary in respecf of wvery
large branches. In the remaining category of medium
branches dealing with several market segments it would be
desirable to create segments only in respect of those
market segments Which are substantially 1argé;for example,
small industries in the industrial estate branch. The
corollary of this would be to lump together other segments
in such branches;as>éeneralised banking services.
2.7 It should be emphasised that segmentation will
provide to Indian banks many hew benefits by way of
development of specialised skills, sys£eﬁatic snd

methodical exhibition of potential for growth and

...l.100
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development, formulation of segmental policies leading to better
customer service and satisfaction, cost efficiency, organisa.
tional effectiveness and purposive and meanigful management
planning and information. The fact that segmentation would
also necessitate changes in accounting systems would have to
be recognised and appropriate action taken in this regard even
prior to the introduction ef'segnentation.
2.8 Banks are rquired to prepare credit budgets as per the
guidelines issued b& the Credit Planning Cell of the Reserve
‘ Bank. The credit budgets focus
%ﬁ%%%%ing_ ‘attention on resources and their
.» depieyment in a given period.

Sectoral deploynent of credit is projected in detail, giving
sector-wise and industry-wise allocationss Banks are expected
to have detailed dialogues with their major industrial and
trading borrowers to get an inkling of their business intentions
and credit requiremenns. They arealso expected to sutdy in
depail developments in industries where their advances are
substantial, in particular the sick units, if any.
2.9 The Raserve Bank h-1lds discussions with major industries
and business organisations and thereafter discussions are held
every quarter with individual banks on their own credit budgets
to bring about proper integratiorn betwecen credit requircments of
industry and business organisations cn tns one hand and banks'
credit budgets on therether. The Reserve Bank then frames 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 ﬁolerable limit of money supply, the price
situation, hational policy objectives, priorities etc.,
2. 10 .This exer01se is being carried out durlng the last three
or four years. Year after year necessary changes are being
made. Recently, as a further ref;nement of the credit budget

exerfcise, banks have been asked to prepare



II - 11

quarterly credi? 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 fo mention that
although the BSR system has met with some success, the
statistical base both at the individual bank's and in the
“Reserve Bank is still very wedk and substantial improvement
in this field is calléd for so thdt'data could be available
on time -and in better qualit§ to bé hglpful fof'évolving a
more realistic-credit plan.

2.11  Speaking on the occasion of the Annual General
Méeting of the Indian Banks' Association 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 proper budgeting
of their credit in the light of resource availability.
Credit plarning as a national exercise itself has not ..::baken
deep or firm enough roots. The Reserve Bank iféelf_is
concerned with this. So is the Government. I suggest
bankers also should apply their minds to this problem-and
work out in consultation with the Reserve Bank the manner
in which, what one might cali; the macro-decisions on
credit planning can be meshed with micro-decisions on
credit disbursement at the individual bank or branch level.
It is only in this way that the decisions regarding sectoral
deployment or regional allocation of credit can make their
effective impact at the field level. If banking is to
become what we 2ll wish it to pe, a viable and potent
instrument of economic transformation, -the role of banks

in distributing our scarcc credit resources against the

...1!‘
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many compefing demands on them, in accordance with the
national and fational priorities, becomes important".

2412 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 planning. The plan
is often taken as a once for all exercise. No effort seems
fo have been made towards preparing a Credit budget which
reflects the Comsensus of the varidﬁs'departﬁents of a bank,
the credit budget HéékstiIl-not emergéé as a document
prepared after fullest interﬂal*diééuséioﬁé”éhd accepted by
g;iﬂconcerned in the Bank. The creditzﬁudéét%does not re-
present a continuous process of thinking aﬂd:gvaluation of

policies to observe the accepfed targets in the Plan.

2.13. The Credit budget has to be an integral part of the
performance budgét/business pian. The two refer to different
'time'periods - the credit budget relating to the finanéial
year and the performance budget to the banks accounting
+(Calendar) year. There is also soﬁé difference in focus;
while the credit budget is concen;d_mainly with the regulation
of credit flows in‘line with the poiicy objectives of the
Reservé Bank, the performance budget has_ﬁome wider implica-
tions, including those of corrections of feg;qpal imbalances,
consideration of profitability, man-power plahning etc.
However, since the basic objective 6f budgeting - whether
for "“credit" or for "performance" - is 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 framework 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 ére unrelated

eeel3.
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and contain inconsistencies. The Committee emphasises that
the banks must realise that theim;éredit 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 regional level. Banks' staff even at the
grass root level shouldhoe{properly motivated so that credit
planning becomes a permanent way~of life w1th banks.
Organisational weakness are mainly due to inadequate
appreciation by the top menagement-in: banks to accept
planning as an operationalwiequirement.

2.15 The planning competence should include not only
proficiency in piannli'ng technigues per se but also the
ability to adopt:tﬁese techniques‘to‘snitwthe conditions

of the 1ndustry as well as. the unit the capacity to co-
ordinate at different levels Within the organis=tion and a
wider vision and understanding of the forces that are at
wogk in the economy and the industry. It is essential to
impart intensive traihing in planning'methodolOgy~to those
who are charged with that responsibiiit&fin banks. Concerted
efforts will have to be mode to cultivate the climate of
acceptancenof the plan at'allllevels and its effective
implementation. This'can be.ensured by the top management
through a series”of'dialogues.With the staff at all levels
as also by buiiding;up the two .way channels of communication
so that new ideas andhprogrammes are not merely passed on

to the staff down below but problems and improvements are

constantly pushed ubward in the systemn.

00.14.
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2.16 The Committee strongly feels that attitudinal change
in the top management'ievel of banks should be brought about
to ensure wholehearted commitment of the top echelons to the

planned approach. to banking operations. Once the top

~management takes personél interest in the credit budget

exercise, motivating the staff down the line becomes easy.
Special training programmes, seminars and workshops explaining

the significance, method and manner of credit budget at

branch and regional levels need to be orgaﬁised both at

individual banks and' at the national level training

institutions. Motivating personnel would-be possible only

-through intensive training and dialogues with bankstaff,

Also, the syllabus for the CAIIB examination may include

courses on credit planning and performance budgeting.

2.17 While these measures at the bank level would improve
ch planning machinery in individual banks; at the;macro
level both for providing guidance and for ﬁaking the overall
credit plan more realistic, it is necessary to initiate
certain measures. Intensive efforts have to be made to

study in depth the credit requirementéﬂofﬂdifféreht

industries to provide positive:leadérship to individual

bank's credit planning efforts. A4lso, a better industry

level, bank level and unit level coordination is called for.

- ¥n- order to make credit planning more effectivé} a long

‘term perspecfive'of banking parameters is essential. For

fhis—purpose, the Reserve Bank should undertake detailed
perspective studies on important aspects of banking
depicting likely trends over a period of the next ten

to fifteen years.



CHAPTER ITI
BANK MANAGEMENT INFORMATION 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 growing geographical and functional
expansion 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
introdgcing Bank Management Information System (BMIS)

has been discussed in this Chapter. So far no systematic
attempts have been made to introduce it in most banks,
despite the recommendations 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 éoncerned.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 attcmpt in this direction
was made in 1957 when an.inter-departmental sub-committee
was aﬁpointed by the Reserve Bank of India to examine the
various returns. However, the comparability of data

Fo}l cted in various returns still continued to be somewhat
¥igited owing to diffef;nces in definitions of some items
like capital, reserve, deposits, borrowings, etc. The
result was the appointment of another committee in February
1966 under the Cha?.rmanshfp of the Economic Adviser

of the Reserve Bank. This Committee was asked to examine
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the returns subnitted by banks to the Reserve Bank with
special reference to the statutory requirements and with
a view to securing consistency-and uniformity in concept
of various terms used in different returns and to reduce
work-load on banks. Timely and correct reporting was ali
stressed. The Committee made a number of useful recomme:
‘tions taking into accounf the developnents which had tak:
‘place‘in banking since 1957. Again, in 1968, the working
group:on banking statistics suggested the introduction of
the return known as Uniform Balance Book (UBB) in respect
of advances. The expericnce with UBB however turned out
to be far from happy. The Banking Commission in i£s
rebort made a detailed review of the present position of
information flow in the. banking systen in relation to the
infornation needs of thée banking industry and made a nunb
of suggestions and recommendations for the introduction o
Managenent Information System 'in banks. The obsérvations
made by the Banking Commission were based on the Report o:
the Study Group on 'Information System in thgmBanking
Industry and Data Processing' of the National Institute oi
Bank Managenent and the ‘Study Group on 'Barking Costs!
set up by the Commission itself. Meanwhile, the Reserve
Bank had set up another Comnitteec on Banking Statistics
to rationalise the process of reporting banking data
(excluding data rceported on statutory returns) to. the
Econonic Department of the Reserve Bank. The outcome
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 systeis, 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 thé Reserve
Bank. The reasonfgg%%hat_the banks themselves hewe
not felt involved or enthused to take special interest
in the tdsk of data collection and processing. The’
figuresjz:gcmeant 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 xmeasure, or in some cases even
totally neglected.
3.4 Further, various departments of a bank called
for the same or sinmilar 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 this fact. Certain forms introduced for specific
purposes continue to be collected even when they have
outlived their utility. What is more, particularly in
respect of priority and neglected arcas, returns have
continuously incrcased without any attcmpt to rationalise
or integrate thea. With littlce statistical cxpertise,
particularly at the branch level, comparability of data
often suffers. When adjustacents become necessary, say,
for non-response of somc branches, they are done on an
arbitrary basis.
3;5 With the increasing developaental responsibilities,
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 sufficient, The Reserve Bank, the

Ministry of finance and also the State Governments call
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for ad hoc information from time to time. In addition,

the number of internal control or information returns has
increased considerably in response to the rapidly changing
banking scene.

3.6 These various aspdcts emphasng—the need for an

articuléted systen of data collection, wherecin banks can

also use the data at branch, district, region, state and
Bank.levels and the Reserye Bank as well as the Central

and State Governaents can also sccurc the data that

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

an integrated information system in banking. It is

suggested that whatever data are collected by the Reserve

Bank should not suffer any alienation but should forn

part of the bank's internal information needs. Appropriate

feedback at various levels is also envisaged.

3.7 The Report of the Banking Commission made a major

atteﬁpﬁ'to give a concrete shape to the Managemént Infor-

aation Systen (MIS) in banks. ‘It outlined the objectives

of the MIS, the itens to which it should relate, and the

fechanisn through which such a systen could be effectively

inplenented and suggested a framework within which the

returns, their periodicity, the sanpling procedures to

be adopted, reference dates or periods to which the

returns related. This was the first time that the infor-

nation needs for the banking industry was viewed as a

whole. The framework set out still holds good although

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

prescribed earlier.

3.8 As a follow-up, a National Level Steering Comnittee
for MIB has becn constituted in the Reserve Bank to oversee
and guide the work of the information system in the banking

industry. The Conmittee of Direction on Banking Statistics
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set up in the Reserve Bank'éf India after the introduction of
the BSR is enlarged by the inclusion of banker members to give
effect to the introduction 8f the MIS. The Committee finds
@hat while some progress has been wade in providing the feed-
back, a. proper integration. betwecn individual bank's require-
ments and theé macro f;édback has not yet materialised. With
this in view it is envisaged to set up an Implemén@ation
Committee. It wduld work tihrough Task Forces, onezggch bank,
which will go into the infornation system for individual banks.
In a Seninar held on July 7, 1973, it was stressed that the
statistical reporting system introducced by the Reserve Bank
should forn part of a nuch wider information systen in banks
and should be considered as an integral part of bank's
operations. It oust be added, however, that subsequent action
on the-partggfmyng,ﬁese;ve Bank and the banks has been slow.
BSR Systen

3.9 Following the Report of the Committee on Banking
Statistics which examined in depth the problems of the
statistical returns including the UBB, thewBS#.set of returns
was introduced in December 1972. These rétur@é relate to the
non-statutory type and replace the earlier similar returns
called for by the Reserve Bank in the Economic'Depart:ent.
The format of the BSR 1 Part A is on the style of the UBB.
These fornas have now been in vogue for over four years, and
have achicved considerablc success in terms of a high rate

of response, although delays still abound. The machinery

set up in the Reserve Bank and in the banks to expedite
subnission of returns by branches, the arrangement for feedback
in a broad form at present and in some considerable details
lafer 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

managenment about the real need for statistical information -



IIT - 6
all these factors have gontributed to a fair measure of
success of the new gystem. Attempts arc being mfde by the
Reserve Bank to provide the feedback in respect of the
BSR1 right upto the district level. Similar feedback in
respect of déposits (BSR2) can also be organised. A
branch wanager should be in a position to comparc his
performance in respect of deposit mobilisation and advances -
particularly advances to priority scectors - by comparing
his own figurcs (rates, ratios, levels, ctc.) with a similar
get of branches (siailar in terms of the age of a branch and
the population group to which it belongs) of his own bank
and of all banks iﬁ'hié own district. Similar conparisons
can also be made at higher levels and provision has been

nade for this purpose in the scheme of computer output.

Information System on Follow=-up Qf Bank Credit

3.10 Another important development was the setting up by
-the Reserve Bank in July'1974 of_a Study Group to Franec
Guidelines for Follow-up of Bank Credit (or what is popularly
kmown as the Tandon Committée). The Study Group's work is
closely linked with the infornation system useful both to

the hanks and the Reserve Bank. The terns of reference gave
a pointed direction to the Committee to suggest the type of
operational data and}ofhér information that could be obtained
by banks periodically from borrowers anl by thc Reserve Bank
from thé lending banks; to make recomaeniations for

obtaining forccasts from borrowers of their (a) business
production plans and (b) credit needs; and to make suggestions
for prescribing norms for different industries and to
indicate the broad criteria for deviating from these noras.
It was also observed in the inaugural neeting of the
Committee that the information system which providecd the
basis of conmunication between the borrower, the operating
agency of the banks, the bank's head office and thc

Reserve Bank, "Should be so devisel that it took carc of
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the objective of credit supervision and also inproved the
responsiveness of the banking system to policy changes

introduced from time to time".

3.11 The Study Group confined its attention to working
capital finance as diétinct 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 time, 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 'monitoring' systen 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 operations of the borrowers in
relation to their-sales}~¢03ts, inventory norms, funds flow
~position, etc. Compilation of these data is not specifically
suggested but it has been left to the Reserve Bank to consider
what data it should call for to see that the information

_ systen works. Compilatiop of this information, now likely

to become 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. |
Recommendations to this effect are, therefore, made in the
proposals set out in this report.

3.12  The basis of the information system recommended by
the Comnittee rests on (1) a Quarterly Operating Statement
(Q0S) Forms I & II, (2) annual plan and (3) half-yearly
proforma balance sheet and profit and loss account. The
system is proposed for all borrowers with an aggregate limit
of Rs.1 crorec and above. The QOS asks for data on Saies,
cost of sales, profits, curreéent assets and current liabilities
in Forn I, and on sources and uses of funds in Fprm II;1AThe

figures to be reported are in teras of the previous Quarfér's
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estimates and actuals, and the current quarter's estimates.
The two forms taken together are expected to yield certain
operatignalfand financial ratios which can be judged against
norns theregf. The deviations of estimates from actuals
can be studied and reasons for wide divergence analysed.
The annual plan statement is expected to give information for
not only the past year but also the projected balance sheet,
funds flow and the operational plan for the next year. This
has to be subnitted with the application for fresh limits.
or renewal. Against this plan, quarterly perforiance and
budgeting have to be assessed.
3.13 The Rescerve Bank has already taken action on these
recormendations and has asked the banks to institute a
systea of recoanended QOS forns as well as annual plan forms.
Units with a total limit of Rs.1 crore and above are being
covered. This work is being handled in the Departmentﬁof_
Béhking Operations and Developrent of the Reserve Bank anq_g
Comﬁittee of Direction has been set up in this Departnent to
ovéfSee the WOrkihg*of this information systen. However, the
systen is yet to take firm roots to become a tool of credit
planning.

CAS Reporting. Systen

3.14 So far as the operational aspects are concerned, the
Reserve Bank relies nainlyxdn the Credit Authqrisatipn Schene
(CAS), for which information has to be supplied by the lending
bank to the Reserve Bank in a prescribed set of forms for
lafger borrowers. Once the linits are authorised,_po further
information at regular intervals is being called for by the
Reserve Bank’excépt when the borrower seeks enhancement. Also,

QOS information systen is operative within the lending
banks, and at the operational level in the case of large
acqounts, no regular periodic information on sales, posts,
funds flow etc. is obtained and analysed by the Reserve Bank
to build up the industry level credit planning. Regular

subaission of information in the CAS foras on an annual basis,
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the six-nonthly Credit Information Systqm return and collection
of ‘data subnitted under the QOS forms would go a long way to
stabilise the ihformation gysten in the Reserve Bank and
enrich the data base for analytical and policy formulation
and review purposcs. It would be possible to generate
industry-wise conpilations based on these QOS and annual
data and comparc the performance of any individual large
borrower against the total industry-wise data-sets.
Norms of inventory and receivables as well as other
inportant aspeéts relating to individual borrowers could
be compared. The idea should be not only to analyse
the past but also to predict the future.

Monitoring Priority Sectors '

3.15 The National Credit Council - an{ important

outcone of the scheme of social control over banks- -

defined the priority sector for the first tine for developnent
of agriculture, small scale industries and other 'hitherto
neglected sectors'. For monitoring the perfornance of banks
in the fulfilment of socio-ccononic objectives, the Reserve
Bank through the Departaent of Banking Operations.and
Developaent (DBOD), began to call periodical reports fron
banks, giving their advances position, as regards the stipulated
categories of borrowers. In course of tine, with the
inclusion of data on the Village Adoption Scheae, Farners
Service Cooperative Societies, the Half-a-nillion Job
Programnme, the DIR Schene etc., information requirenents
further increased. The introduction of the Lead Bank Schene
added a new dinension. Following the reqoqmgndations of the
Reserve Bank Study groups on the working of the Lead,Bank
Scheme, a half-yearly stateaent is required to be subnaitted
by banks to the Reserve Bank, giving districtwise details

as regards the inplementation of the Scheme. The proformae
prepared by the Ministry of Finance also strive to attain the
‘same purpose with the objective of keeping the district and

state authorities informed about the progress in iaplenmentation
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of the Lead Bank Scheme, districtwise.

Signals for Sick Units

3.16 of late, éohsiderable 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 intervals whether the unit

is benefiting from special limits sanctioned or special
treatment given to it with a view to nursing it so that
it reaches viability in as short a tinme as possible.

The QOS sjstem for ﬁonitoring data and a more careful
scrutiny of the monthly stocks statements should provide
with éufficieﬂt frequency, information to the banks for
large sick units. No doubt, some qualitative data regard-
ing the quality of management, fhé state of machinery,
atsnE;:;é content, market sentiments, etc. havé 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 view of this, it is

of utmost iﬁportance that apart from individual banks
kéeping 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
Q0S forms 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 systen.

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"’
prestribing what t»l_ie BMIS should be and how it should be
operated. 'The infornation needg.of the banking industry
have to be studied against three relevant characteristics:

(1) volume of data, (2) timing, and (3) reliability. The
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first factor becomes important sq,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 Committee of
Direction on Banking Statistics set up for the purpose of
implementation should also be activised. Wg understand that the
Committee. has. taken up the work of organising Task Forces, one in
each bank, which should go irto the information system for

individual banks. This work too should be speeled up.

(2) As a first step, the Task Force in the bank should
organise a workshop to rationalise and streamline the internal
reporting system. Earticipants in:the workshop should be drawn
from the cross sectionAofrthehetaff.7.Agent§/Magagers from
smaller and bigger branches, Regional Managers, concerned

functional heads from the Central Office as also invitees from »,
the Implementation Committee. ‘The workshop should be

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 théy are
ca}led for, as also the scope for dropping, modifying or

changing suéh return;, féading of selecfed literature, etc. The

Committee understands that similar work done in a few banks has

resulted in curtailing the work load oh branches to a significant
extent. For this, training programmes organised'inrbénks will

have to be revamped.

(3) It is a common experience that priority sector returns
have_grown_bpth in pumber and complexity. Eurther, many of the
ad hoc returns called for at the 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, samall-

scale industry, and other small borrowers. The data contained
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in this Master Statement could be skifed from different
anglég at the Central Office and the required statements
to be submitted to the Reserve Bank or the Ministry of
Finance without calling for fresh returns. It is better
to resort to computer for processing data for different
purposes. ;Simultanéously, the accounting system at the
branch level in respect of such advances should be 80
organised that the required data should just flow as by-
products.

(4) Differéﬁt authorities ask for different types
of data. There iS-hardly any co-ordination or cross

checking. It is essential to centralise the data base

in the Economic and Statistics Department of a bank.
Except with regard to specialised types of information,

it is this Department which should ask for, collect and
compile all the information in thevpank. It shquld{be
ensured that in banks whére sﬁch_@eﬁértmeﬁts are not well
organised, the task should be taken up on a priority basis
The“apecialised departments, having made use of tﬁe data

they have collected directly, should pass on the information

to the centrél"pOOI. A similar arrangement should also be
made.at.phe regional level and the Statistics Department at
the region should obtain a clearance from the central Economi
gnd Statisticé Department before introducing new'returns. It
'is necessary to bring about a fair measure of uniformity in
‘the returns ocalled for by the.regional offices within a bank.
(5) A wide variety of maéhines for data processing is
being manufapfured in the country. Every Bank should draw
a programme of mechanisation for a period of about three
years. However, while resorting to mechanisation, they have
to ensure the immediate absorption of the displaced labour
and also provide the technical training facilitieé to the

staff capable of taking advantagé of such new deﬁelopments.
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(6) The Economic ana Statistics Departments should
not be satisficd with the mere calling of the information,
compiling it and submifting to either 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 fronm
the policy angle and forward important_findings to the
concerned operating heads in each functional area for
necessary follow-up action. In nany of the banks, the
information flow at present is a one-way traffic. This
nust change. Depending upon the interest at the branch
and the regional office, the information processed or
analysed at the Central Offiée should Be_paééed on-aswn
the line.

(7) If data are to have any neaning, they should
be made available in time for any worthwhile use. It
is important to distinguish data for nonitoring which
are needed for immediate purposesvand dqta required for
long-term planning and development purposes. The perio-
dicities of submigsion of returns should be so arranged
that the ﬁore inportant data particularly those needed
for aonitoring, are available at norc frequent and timely
intervals. Often a great deal of ehergy and money are
spent and considerable time is wastcd 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 nethods c¢an be used, so
that a known margin of errors can be stated.

Objectives of BMIS

3.18 Keeping the above considerations in mnind, one may
nention the following broad objectives on the lines of the

Banking Coamission ‘Report which the BMIS is intended to
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For the Banking Scct:

i) To cnsurec ‘from time to timg that
requirenents prescribed by the law
relating to banking are satisfied;

ii) to cnsure satisfactory inplementation
of the monetary and credit . policy;
iii) to ensure a high level of operational
efficicency; and
iv) to provide information to the general
public regarding the working of the
banking sector.

For the Rescrve Bank of India

i) Managenent, regulation, effective control
and supervision over the nonetary and
credit systen, including debt nanagenent;

ii) 'managenent of the foreign exchange resources;
iii) neeting the special needs in respecct of
analytical, policy-orientedlstudies;
iv) inforring the interested public about
the progress of the banking industry; and

v) in the context of an integrated data
structurc, evolving a fecdback systen
of the processed information in the forn
of neaningful tables to the banks and
their branches.

Data Base in a Bank.

3.19 The Comnittee has gone in detail into the various
forns of infornation being collected by the Reserve Bank
at present froa banks and recoamends the building up of a
Bank Managecaent Infornation System (BMIS) with the following
data base :
- The statutory returns subnitted by banks
to the Reserve Bank

- The BSR set of returns
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- The return prescribed for credit infornation
schene (six—nonthly}

- Weekly return on the sectoral deployaent
of credit prescribed for nonitoring the
Credit Budgets of banks.

~ The nonthly return on advance pr.e8cribed
recently for large accounts and a aonthly
return on deposits and credit

- The QOS and annual statenents to follow-up
the end%gz_credit

- The set of return prescribed for the CAS
(to be 1ade a regular annual set of returns)

- The sct of financial and other ratios, their
frequency distributiOn, means, medians and
1st and 3rd quartiles conpiled on the basis
of the selected sazple of public linited and
private linited conpanies

- Coapany pféfiléé‘for large borrowers
on the basis of cach conpany's balance
sheet and annual accounts, the current
stateuents and QOS and the CAS rcturns.

This will serve as data bank in respect of
large vorrowers

- Other necessary environnental data for ‘BMIS

3.20 The objective of quick nonitoring can be net
through the Weekly rsturn on credit, the nonthly

returns on deposits and crelit as well as the processed
data relating to larée borrowal accounts. The Reserve
Bank should get copies of the quarterly QOS data
through the banks and the procéésed data‘aay be used for
ionitoring.

3.21 The data can also provide advance signals in
reépect'of developing sickness in large individual

units and help keep constant wétbh over units already

gone sick. QOS and annual statements will enable the
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banks to compute ratios of inventories and receivables
which can be compared with the norms set in respect
thereof - industry by industry. The QOS will throw
considerablejlight on.the seasonality of the-various
ratios and estinates.
3.22 The above infornation system should provide tabulations
at branch, district, State and all-India levels in respcct of
deposits, advances,.remittances and other services. Infornmation
with regard to items on which special enphasis is being laid
now, ehould also. be derivable from the above set of returns and
whatever changes in coding systen (as suggested later) or ninor
changes 1n the formate of the B3R are nccessary to obtain such
1nfornat10n, should be nade after a detailed examination.
Opportunity should also ‘be taken to streamline the flow of data
in respect of advances as reflected in the BSR-1 Parts A & B,
the Credit Iﬁformaticn Schene return, the weckly and nonthly
returns now prescribed by the Credit Planning Cell, data
collected by the Credit Guarantee Organisation, the Credit
Guarantee Corporation, éfci, so tﬂat duplication, if any,
nay be eliﬁiﬁated. Apart from'this, the infornmation collected
at different geographicalﬁénd sectcral levels will also be
provided.’
3.23 As regards operational efficiency, the BMIS should first
provide a feedback rigﬁt upto the branch 1evei so that cach
branchlhas a ccﬁparative cicture of its.own operations vis-a-
vis operational nagnitudes anl rates anl ratios-at district,
State, all-India levels for other siailar branches of its own
bank and all such branches of all banks. For weak branches,

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

Measureg for the Reserve Bank

3.24 The Steering Comnittee on MIS should attempt to bring
about unifornity in various terms and concepts es also methods
of classification used by various departnents/organisation of
the Reserve Bank. Further, the reference lates for calling
the information should aleo be.ﬁniform. The Conaittee of

Direction shoull te entrusted'ﬁith the job.
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3.25 There should be better co-ordination in the Reeerve‘
Bank to back up the EMIS. To this end, inter-iepartmental
arrangeaents will have to be streaalinel. Whatever:organi-
sational sffengfhening is necessary in the Reserve;Bank and
in the head offices and regional offices of the comnmercial
banks for the effective inmplementation of the BMIS should
be done without any loss of time.
3.26' Now that the credit bﬁdget is done on a quarterly basis
and banks have acquirel sone experience in handling the BSR,
it.nay be possible for inlividual banks, if they deen it
neCessery to change the frequency froo half-yearly to quarterly.
However, for the eystem as a whole, such a change nay take
sone time. The BSR threﬁs up iﬁportant data which could be
put to various uses for eontrol, planning and inforaation.
3.27 Under Section 42 of the Reserve Bank of india Act,
banks are required to subuit cvery Friday a statement indicat-
ing important itens of assets and liabilities. It is lecarnt
that the cost of collgoting these data by nsans of telogram/
telex fron a largﬁ?@?ﬁggges sprcad far and Wide in the country
“is quite heavy. Furfher, mény nunber of the branches are not
able to submit this statement within the prescribed period.
As a result, in such cases, figures are to be repeated:in view
of the statutory obligatioh to file the return within five days.
The Committee is of the view that this statement, instead of
being called on every Friday, should be called on the second
and last Fridays of evef& aonth. This would reduee the work-
load as well as the cost of branches, iaprove the timely
subnission and also ensure accuracy of data. In naking this
reconmendation the Committee is also aware of the faeé‘that
aoney supply end other statements in the Reserve Bank's Weekly
coamercial réport may ha%e to;be nade fortnightly, instead of
weekiy as at present. However, the Comnittee feels that nore
accurate and reliable data are better than the data whose

bagse is weak.



III - 18
3.28 In order that identification of parties and
proce351ng of data are f30111tated, 1t is imperative that
banks should begin to appreciate the need for giving

Code Numbers at least to large borrowers, to.different

tjpes of seetors_or segments to which credit flows or from
which deposits are received. Banks have already exporter/
inporter Code Nuabers, wbiehnsystem has facilitated the
processing of foreign exchange receipts and paynents data
leni carrying out aatching exercisesfbetween:regions.. upli-
cate and triplicate CR forms. The Rescerve Bank has also
evolved uniform branch codes which have been instituted
successfully and which can be further used on cheques and
other docuncnts as well. The Income-tax department has
also codes of their assessees’(although these are not

being used for processing or crosslinkage purposes). Tine
has naow cone to nake a beginning with the uniform code
nunbers for large borrowers whlch are mainly private
corporations or public sector undertakings. Since large
borrowers are only about five thousand in nuaber, the task
should not be difficult. Also, since they have accounts in
a nuober of banks, it is:becessary to have infornation on
tap about the totei oufstanding bank credit according to
types of facilities sanctioned. _Tbe uniforn code of large
borrowers woulld facilitate nonitoring and compilation of
data in the Reserve Bank through QOS and annuol statenents.
Since large accounts are generally confined to larger branches,
the latter should not find it difficult to adopt coding for
large borrowers.

3.29 The large borrowers may be suitably defined ana a
beginning nay perhaps be nade with those having total working

capital (including demo.n1 loans) linits of Rs.1 crore or norec
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or with total term loans of B, 25 lakhs or more. Later on,
these limits could be lowered to bring in more nuaber of
borrowers in thed net of coding system.

3.30 So far as small borrowers are concerned, it needs

to be examined whether those with limits of Bs. 10,000 or
less can be correctly identified with a detailed clasgsifi-
cation of priority scectors. It also appears that the data
regarding advances nade to weaker sections of society cannot
be aggregated even in BSR 1 Part B. The subject devised
under the general clagsification of weaker sections will
also have to be accommodated in the coding or classificatory
systen.

3.31 If the measures recommended above are inmplemented

the BMIS would be given a good start and a sound foundation
would have been laid on which future developments in the

information éystem can take place.



CHaPTER IV
CRITERIA FXR EV&LL[I.LTIQN OF PERFCGRMANCE

4.1 ‘Banks are no longer guided by a meXre profit

consideration as was the case prior to nationalisation

or even under the sccial ccntrcl schene. They are

increasingly called upon to shoulcder developrental and

social responsibilities which inevitably lead to somewhat

lower rates cf return in the initial stage. In other

words, profit has to be tempered with sccial purpose.

Hcw to bring about a healthy balance between the two is

a question engaging the attenticn of the Reserve Bank,

the Governrent and the bankers.

4.2 The discussion on the subject has thrown up certain

basic considerations. It is agreed on all hands that banks
should make encugh profit to

Basic
Considerations cover their costs, pronotional

expenses, build up a sound
capital base and pay a reasonable dividend to the exchequer
on the share capital held by the Government. Banks being
business organisations, profit should centinue to remain the
basic consideration. Ai no time their operations should
result in a lecss and act as a drag on the Government revenue.
The prcmoticnal activities which they are being called upon
to undertake should nct partake the nature of subsidy
or grants which are the privileges c¢f the Governnent only.
The social investments which they make teoday in the rural
branch expansion, in the diversification of credit in
favour cof small borrcwers and in the dcvelopnent of backward
areas should turn into econonic investnients tomorrow or
day after and start paying reasonable returns. It would
not be in the interest of .either the banking industry
or the -econony to allow social investments to degenerate
into econonic lcsses. The essence of credit is that it

is used productively. Thus, in the prccess, like the
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quality of mercy, Cfédi%;ﬂelps both, the borrowers and the
lenéer. mThe.;rédif-p;pé_féképuhés>to be repa}d but in

doing so the borrower has been able to generate soﬁe surplus
with him. It neceds to be emphasised here that the instrument
of credit in our cpntext has tc be wielded pcsitively and

not passively. The past expericnce has shoknithatébedit
followed develcopment. - There are cncuih experiments in world
of banking to suggest that crcdit shculd 1cad development.
This is the essence of change in the rcle of credit in recent
years. To perfcrn this role, the banks should be strong and
‘healthy. To the extent. they are able to maintain scund health,
their ability to undertake pronmotional responsibilities would

be all the greater.

4.3 Any atterpt to evolve appropriate criteria for the
assessment of performance of banks will have to take the
above considerations

Compcsite Index -
Problems “ in view while striking

a balance between eéonomic viability and social benefit.

4.4 The concept of a conposite index of operational
efficiency and prof}tability has been developed in this
chapter based cn certain indicators which will represent the
various aspects cf performance of banks. Such an index does
not have the felicity'and snoothness cof index nurbers of
prices and production. The difficulty starts with the
meaping attached tc the tern 'Operational efficiency'.

This difficulty can be compared tc that which cne encounters
in defining thc term capacity of an industrial unit when one
atfehpts to construct the index of capacity utilisaticn.
Added to this is the problem of choosing appropriate indicators
of cperational efficiency. These indicators nust be relevant
and quantifiable. It is no use having ethereal indicators
for which it m2y not be possible to collect data. Also,

the checice cof indicators is usually a highly subjective
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one and the expert knowledge of the subject .is necessary.
Inasnuch as experts also differ among themséives, any chosen
set of indicators is bound to evoke criticism of one sort

or another.

4.5 The set of indicators chosen for the present study

is given in Annexure A. It may be scen from there that the
indicators have been brcadly grouped under three heads

(K)- Operational efficiency —:Productivity, (B) - Operational
efficiency with regard tc the sceial cbjectives stipulated
from time tc¢ time and (i) Profitatility. The main considera-
tions governing the choice cf indicaters under Group ¥ are
that banking being a highly labcur intensive industry, the
generaiwierformance of banks wiiiiﬁe to a iérge extent
reflected in the efficiency with which césh and man-power

are managed. Labour productivity has been depipted in terms
of both physical and monetary measures. Thé ratio of deposits
to cash balances is‘taken as a brecad indicator of the
efficiency in cash managerment. Besides, mention may also be
made cf an index.0£ the size of overheads in relation to

working funds which has been included under Groui> .

4.6 Coming to social objectives, the performance of banks
into two distinct directions has been taken note of. In the
first blace, the penetration of banks into rural and semi-urban
cegtres is represented in terms of fcur indicatoﬁidesiéned

for this purpcse. The other set of five indicators pertains
to the sectcral (or functional) aspect. of credit deployment

to different priority sectors such as agriculture, small

scale industries and others. Here, emphasis is laid on credit
to small borrowers in the agricultural sectoffinﬁblving
anounts less than Rs.10,000/-. AJll the indicators appearing
under group L are by and large conventional measures of

costs or prefitability.



4.7 Admittedly, operational efficiency is a very wide ter:
and more groups could perhaps be thought of. For instance.
customer service is one group which could be considered for
inclusicn in the index. The problem is about data. Some
proxy indicators (or surrogates) which in turn van be
expressed in quantitative terms can be considered for
inclusion.

4.8 An imp;rtant point about the choice of indicators
needs to be noted. The set of indicators listed in Annexure
'A' does nct represen%-either the first 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 tc earlier and
hence becomes eligible for inclusion. Howevgr, their
collective performance is yet another importént aspect and
viewed thus;, some indicators had to 5e dropped or replaced
while a few others were combined or mcdified otherwise. It
may be useful tc briefly state some of the significant
changes‘effected in this context. Deposits and advances
per employee were considered as two separate indicators

tc start with but clubbed together into a single index largely
based on performsnce. A physical measure of productivity,
namely, number of deposit accounts per employee wés not
considered in the initial stages but was included iater in
the group. Ancther indicatcr measuring the spread between
intefest 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 jin thc presence of indicators relating
to total priority sector advances as well as such advances
to agricul ture, small scale industries and others. The
ratio of bad debts written off to net earnings was alsc

thoughtof as a worthwhile addition 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 include the same in the finally
chosen set. An indicator which may be considered appropriate
today may cease to be so in future. For instance, if places
beccome saturated with branches, the ratio rélating to the
increase in branches in rural and semi-urban areas to the
increase in total number of branches becdmes irrelevant in
measuring the progress of operational efficiéncy. When the
variation in an indicator is likely to come to an end for
one reascn or another, that indicator becomes obsolete and
the search for other appropriate indicators has to begin.
Also, a nev indicator which becomes relevent on grounds of
policy or other considerations has to be inserted provided
data also become available for that indicator. Thus, the
set of indicators once fixed does not become sacrosanct for
all time, It is suggested that an appropriate set of
indicators may be considered keeping in view the various

points outlined abceve.

4.9 Data for the chosen set of indicators are taken from
official sources such as Basic Statistical Beturns,
Statistical Tables Reiating-to Banks in India and related
publications. An exhaustive list of the sources of data

used and the ccncepts and definitions of various items taken
are given in innexurc 'B'. Ié ray be seen therefrom that the
data pertain generally to the period 1969 to 1975. In the
case of indicators undér group 'B', however,‘information

is available 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 each of the public
sectcr banks included inthe study. ,4As per the first method,
the measurement is by way of maréinal or incremental ratios

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

perioa, say 1975, constitute the matrix of observations,

4 .11 The two methods of measurement suggested above have
their own merits and limitaticns.. Whereas the average
ratios represent the_levgls attained, incdicator-wise, the
incremental ratios refle¢t the dirccticns and related
iagnitudes of change in cach of the selected indicators
during a givcen pericd. For this reason the former may be
said to bc ccmparatively static and the latter is termed
dynamic. Frcm the point of vicw cf stability, the average
ratio is at times preferrcd particularly when cither the daty
used represent flows such as profits, nct earnings, etec.,
which are more volatile or where time intervals involvéd

are relativcly short. However, in the present case
incremental ratios are particularly relevant since they
indicate the specific achievement during a period
.subsequent to naticnalisation and hence they also show the
degree of attainment of the cbjectives for which nationalisa-
ticon was bfbught about. To the extent that the incremental
date are not available for the entire period 1969-75 but
only for the mere recent.period 1972 or 1973 to 1975, banks
which had brought about greater degree cf achievement in the
carlicr ycars of nationalisation of 14 banks and then slowed
down would be unduly under-ranked. This cannot be hclped
since data on changes for the earlier period are not
available. 1In thec present study both the methods have

becn made usc of.

4.12  Even when indicators are chosecn and the apprepriate
method of measuremcent is decided, thec prcblem oﬁ adding then
up through wveighting diagram remains. The appropriate
procedure is to determine weights of individual indicators
according to their individual contribution tc operational

efficiency. 'This is . one of the most difficult parts of the



whole exercise. In the case of a consumer price index,

one knows or atleast détermines the weights which logically
should be in proportion to the household expenditure on
items which generally go into the basket of censumption.

In the industrial pféduction index the weights are proportional
to the value added by'the industrial items. Such an
obvious choice of weights is not possible in the case of
the operational efficiency index.

4.13 Under the above circumstances, there are only two
possible approaches for ascertaining the perfcrmance of
individual banks.. They are (a) simplistic method of
ranking and (b) ranking based on factor scorcs obtained

by the factor analysis technique. In the first approach,
equal veights are attached to indicators sc that the
composite index will be based on total scores obtained for
.each of the banks by adding their indicator-wise ranks

(see statecments 1 and 2 for indicator-wise ranks). The
second or the more sophisticated method makes use of the
technicuc of Factor Analysis. Essentially the techniqué
implies res9lving the original set 6f nineteen selected
indicators into a much smaller set of factors (generally
ong or two) which explain a substantial part of the total
varian?e (say 70 to 80 per cent) exhibited by all the
indicators.

4.14 The crucial steps involved in adopting this technique
are briecfly as fecllows: To begin with the chcscn 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 lcadings are
then derived. Factecr scorcs assigned to each bank is
calculated from the loadings in respect of the t

significant characterstic root. The banks are finally
ranked on the basis of factor sccres worked out.
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4,15 1In the context of our prescnt study, one more point
reQﬁires mention and that is about the application of the
factor analysis technique tc_éach of the sub-sets of
‘indicators (such as X, Y{, Y2 and 2Z) rather than to the
vwhole'set:of nineteen  indicatcrs. The raticnale in sc doing
is two-foléd. Firstly, among the banks under study, there
exists an inverse relationship betwecn operational efficieny
‘with respect to-produptivity and their grading with regard
to social objectives. Thus, banks scoring higher ranks
.according tc the forme are found in the lower rung in terms
of the latter. A similar situation is also encountered even
within the set of indicators for sccial objectives so that
it would be more appropriate to sort them intoc two distinct
sub-sets, namely, onc depicting the penetration of banks into
rural and semi-urban areas (i.e. geographical penetration)
and another to take note of the deployment of credit te
priority sectors (sectoral penetraticn). Under the circum-~
stances, the pooling of all indicators may conceal the
substantial degree cof divergence that secms to exist among
the fcour groups, X, Y1, Y2 and Z, Applying the factor
analysis tc these groups to get a composite index also
does nct seem feasible. A second and perhaps more important
consideration is the problem of interpretation of the
factors in terms of operational characterstics of banks.
Incidentally, the splitting intc sub-sets also enablies cne
to have sufficient number of observations in relation tc the
number of variables (or indicators). From a technical angle
therefore, it seems more appropriatce to consider these four
groups of efficicncy indicators separately rather than talking
in terms of a .composite index. However, if cne does need
ianking based on the e¢fficiency ranking of each of these

four groups, one possible coursc 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 harmony, such a
ecrude method may have tc be used. This has aléd 5een

attempted and the results are presented later in Table 3.

416 In short, the foregeing cculd be summerised thus.

There is no such thing as a gingle operaticnal efficiency of
‘banks. It has many facets which arc ccmplementary as well

as substitutive. The emphasis laid on each will also keep

on changing with reference to time. Tc¢ attempt reducing them
into one dimension will be devoid of content and may, at

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

four aspects (X,Y1,Y2 and Z) is preferred tc the interpretatior
in terms of the composite index although for the sake of this
excrcise 2 ccmposite index has been constructed by totalling
the rankings.

4.17 The results obtained from the simplistic approach and
through the factor apalysis technique arc surmarised separatel}
for average and marginal ratios in Tables 1 and 2 respectively
Fo¥ 2 proper appreciaticn of the bank's performance, it is
necessary to ﬁay equal attention tc not only the levels
atﬁained but also about the degrece of attainment of growth

as referred to earlier. This integrated picture of
performance baseé¢ on average and marginal ratics is brought
out in the encloscd grephs drawn separately for groups X,

Y1, Y2 and Z as 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 meaéurement. This is
clearly shown. by the cluster of points (banks) around the
line of equality of ranks assigned to each of the banks

usihg both the methods of measurement. 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 performance
in terms of average ratios whereas those below the line have
relatively done well in marginal terms. It will be useful

to bear the foregoing remarks in mind while reading the graphs
attgched.

4.{9 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 intd a smaller number of
groups (say three)_namely, above éveragéntbfﬁhp Iy, average
(Group II) and below aveiége ( Group III). The broad picture
arising therefrom is presented below: The banks are indicatedby

humericals 1 to 15.

Efficiency Index

Produc~ Profita- Spatial Sectoral Compoéite
tivity bility

Group I -
above
average 1 9 14 9 9
2 4 1 12 13
3 6 5 13 2
4 13 15 10 14
5 2 13 3 1
aversge 6 3 9 14 4
T 14 7 6 3
8 12 11 2 6
9 11 10 15 10
10 10 2 4 5
beton average'! L 3 " "
12 T 4 1 7
13 8 8 7 8
14 15 12 5 12
15 5 6 8 15
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4.20 The inferences/recommendations based on the study
may be now summarised as follows:

(i) An assessment of operational efficiency at a more
disaggregatcd and homogeneous level c¢f groups secms more
realistic anc meaniﬁgful than evclving an efficiency measure
at the cverall level which is highly amorphous.

(ii) The apprcach adopted has shown its usefulness in
meaguring the relative success achieved by banks generally
during 1969-75 in regard to the diverse aspects in which the
term operational efficiency is definecd cr viewed in the
exercise.

(1ii) Banks could periodically assess their own performance
vis-a-vis other mmin competing banks using this apprcach. Nc
definite pericdicity could be prescribed since the timing cf
and the period for such appraisal will be tc a large extent
dictated by the phencmena measured and the timc required
for the policies initiated to have its full impact fclt
at the operaticnal level.

(ivi The study attempted here is tc be understocd
&g experimental in nature and therefcrc the results are
provisicnal. However, considercablc sccpe exists for
enlarging its content thrrugh thce identification of
additionai indicaters that are crucial to the cperations
of banks and the generaticn of rclioble data for their
mcasurcment. The degrce of success attained in so doing
evidently rests cn the initiative and drive c¢f individual

banks.

AP/
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ANNEXURE A

Selected Indicators of Operatlonal Eff101ency
‘and Profitability of Banks

erational efficiency (general)

LR N o

5.
6.

(Advances + Deposits) per employee

Number of deposit accounts per employee

Total income per employee

Net income per employee

Ratio of working funds to establishment expenses
Ratio of deposits to cash balance

Operatiamal efficiency with Trespect to social

objectives - spatié;

1,
2.
3.
4.

Proportion of .rural =nd semi-urban branches to

the total branches

Ratio of rural and semi-urban branch depos1ts

to total deposits

Ratio of saving and term deposits in rural and semi-~
urban areas to total saving and term deposits )
Rati o of Number of accounts of saving and term deposits
inh rural and semi-urban areas to total number of
accounts of saving and term deposits

Operational efficiency with respect to social

objectives - sectoral

5‘
6.

Ratio of advances to priority sectors to total advances

Ratio of agricultural advances (direct) to total
advances

Ratio of advances to small scale industries to total
advances

Ratio of advances to other priority sectors to total
advances

Ratio of agricultural advances (direct less than

fs 10000/~ to ttsl agricultural advances

Profitability

1.
2.
3.
4.

Ratio of investment income to Net Income
Ratio of net profits 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 the 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.



ANNEXURE 'B'

Basic concepts and sources of-data used

1. Aggregate Deposits H These data have been taken from B.S.R.
( Total Deposits ) output. '

The amount is in rupees

thousands. Total Deposits cover both
demand and time deposits. Data are
taken for June 1969 and dJune 1974.

2. Total Number of The data pertain to the years ended
Employees December 1969 and December 1974. It
is taken from Az Return, and relate to
all staff employed for the bank as a
whole including foreign offices. |

3. Total Income Total income is taken fron A, 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
advances, bills purchased and discounted,
.investments, plus recoveries on assets
previously written down and gains from
other revaluation of or sales of

assets; plus other sources (Commission

of L/Cs, Bills for collection, T.Ts.

and D.Ds. sold, other service charges

and other income). '

4. Net Income This is teken from A, Return. This
represents total income minus interest
paid on deposits and borrowings for '
the years ended December_1969 and
December 1974. The emount is in

Rupeegthousands.

It represents paid-up capital, reserves

5. Working Funds
' and deposits. The figures are taken
from balance sheets of the Banks for
the years ended December 1969 and
December 1974. The amount is in
Rupees thousands.

6. Establishment : These figures are taken from A, Return
Expenses 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
Special payments such as bonus or ex-
gratia payments and travelling allowan-
ces are not included.
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11,

12.

.Cash Balance : -

Total number of :
branches

Rural and Semi-::.

rban Branch
Deposits -

Total advanées H

Agricultural :
advances
(direct)

Other priority :
sectors advances

Cash Balance include cash in hand with
bank, and cash balances kept with the 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. Data are taken from
the records in Branch Licensing Section of
the DBOD and are as on 30th June 1969 and
30th June 1975.

Deposits mobilised in Rural and Seml-urban
areas are collected as on June 30 1969 and
June 30, 1975. The data are taken from
BSR' ou tput .-

Total advances include (i) total of loans,
cash credits and overdrafts in India

(ii) foreign bills purchased and discounted
in Indie (iii) inland bills purchased and
discounted in India. Dues from the Banks
are exciuded. Data are collected from BSR
output 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 30 .6.1975. The data are
collected from B.P.Section of DBOD. The
date for 1969 are not available either
Bank—w1se or classified into dlrect and
1nd1rect flnance.

The amount outstanding as on the'last
Friday of June 1972 and 1975 are taken.
It is in Rupees 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 retail traders, small

business-men, professional and self employed
‘persons, and advances to educational

hod+i aa .
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113, Agricultufal : These data on both the number of accounts
advances (direct : ‘
Tn %ho Catepory and total amount are collected from BSR
of less than and Credit Planning Cell. The amount is
Bs 10,000/-=)

in Rupees thousands. Total agricultural
advance is taken for June 1973 and
December 1975.

14, Advances to small : These data are for the years June 1973 and

Scale industries  pecember 1975, and are collected from IFD.
They are in Rupees thousands.
15. Savings and ¢ JFor savings deposits and for term deposits

term deposits
in rural and
Semi-urban urban are combined together for the years
areas .

in the data relating to rural and semi-

oimilarly for calculating ratio total
savings and total term deposits for the
years December 1973 and dJune 1975 are
taken. The amount is in Rupees -thousands.
BSR is the source.

16. Net profit ¢ Net profit is taken from A, Return. It is
' for the period December 1969, and December

1974, It is the differences between the
total income and total expenses. Total
expenses include interest paid, commission,
brokerage paid, establishment expeuses,
other working expenses, dues on lend,
building, municipal taxes etc. It excludes
taxes on profits. Depreciation written off
and loss incurred on sale of assets, and
bad debts written of f are included.

]
17. Investment + This refers toc income received by the
incone Commercial Banks on their investments in

different securities. Data are taken from
the Special Returns called for from Banks.
It refers tc the years ended December

1969 and December 1974.

l8. No.of deposit ¢ This refers to the total number of
accounts

deposits accounts maintained with the
Banks as at the end of March 1970 and
December 1974 and data are taken from
BSR.



ANNEXURE '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 variables,
which convey all the essentiél information of the original
set of variables.

The simplest model . that can be formulated is the linear
modeL. Suppose n tests are performed on N individuals. Then

the model will be :-

A .
251 = %3 Taz *ege Fas ¥ toasy Py
i-1,2 c=—o y, Nand j - 1,2 ————=——-~ y I.
There Zji - Statistical score of the ith individual
for the j™B test.
" th .th . ..
Fpi - Value of the p factor for the i individual
aji - Pactor loadings.

ﬁrOpping the subscript i, the model becomes

Zi=a; B +a,F, + ———a +a

J ji j2 "2 Fp 4=1,2, -——n

jn

Or in matrix notation

Z = AF where Z = g Zlg A = g 297 === 8y, g P=1p g
§ A2§ § 891 =7~ &gp % Fy §
§ “nj o 2 | Py |

The aim is to estimate the factor loadings as well as
the factors.

Mainly there 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 Vp be the contribution of variance due to the

pth factor Fp
= . .t mm————— . R
Now Zji ; ajl Fli + a.:’2 le + + agn ni
- o _ ' : - : ‘
. °L-Zjiz - ajiz i_Fliz + aj22 L.FZi 2 + -~+ajn2'ithiz
-~ -~ -~ - N
+ 2 !aji aj2§:Fli Fo + =—= +a54 ajS'ZlFli Fo. + ----t:j
But Fji is S.N. (0, 1)
and zji is S.N. (0, 1)
o’ 1 = aji 2 + 8.3.22 + ———————— + ajnz

The terms on the right hand'side”represent'the portions of

the unit variance of Zj dscribaﬁre to the respective

factors e.g. ajp2 is the contribution of the factor Fp
to the variance of Zj. The total contribution of Fp to

the variance of 211 the variables is given by
: 5 o _
Further if Tk is the correlation between Zj an

Zk then

n
= 2. . 8
=1 %yp “kp

+ Here the problem is to maximise

Vi = 28538 + ap® 4 ———--—- 4 a2
n
j ' iti o, = a, a
Subject to the above condition er 5 ip p
p-1
consider the function
n on " -
T = Vl + i < ik > ajp akp - er



This equagtion is true for each value of j=1,2 ........

+7I.

S (1-4) t T1p 891 +I3

211

)

Tml 211 + Tpg @91 ¥ Tz 23

lhe necessary and sufficient condition for this

system to have a non-trivial s

3. &

gt eeeee (1 -A) a

olution is :-

Jp

31 + i I'ln a_nl=

nl

Where !‘jk(j,k =1,2 «vv.... n) are Lagrange
Multipliers. Differentiating T with respect to a,
and setting the derivative equal to z2ero and then
simplifying we get,
- n
D N i = 0
o fi ﬁzll e Zxp
where 1p = 1 when p = 1
= 0 when p = 1
Multiplying this equation by aji end summing over J
t
we ge ¢ _P 1 é} .
1 P a..2 + %L Z j @.. @
p =1 Ji -j=1 k=1 k Ji. akp
- n n
— P) —_— = - |
But 1p aji t 5 / Iy akp 0= 7 Ty aji
k=1 =
n
and let v aj12 = A
j=1
n
LN - =0
- ]l P - .
Sl ﬁil k1 fp
Again multiplying this equation by ajp and summ;ng OVer p,
n
aji" - S &1 rjk = 0
k=1

0]
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E(l -)) I'12 5 0 060 060600006 I'ln

|

2n§

i
1

I'21 (1—/\).......,.....1‘

Tl Thne

or (R--1I)=0
This is a characteristic equation of degree n.
let *1, /2, .vvvev... n be its characteristic roots
with corresponding cbaracteristics vectars
Q15 Qs ———===——== q,
Let M1 be the largest root and

q = ( 11 X 51 .......,(nl) be the corresponding
’ AN
characteristic vector. Then the estimates of

a.. ( j=1, 2 «.....) can be given as

ji
_ AJi TN _
aji_ ( 2 + "/2 +ooo.-ooo +/./‘ 2 )j/z
11 ‘21 nl

Thus factor loadings of Fl can be determined.
'Similarly factor loadings of F,, which will account
for a maximum df the residual variance, can be found

out. In mathematical terms we have to maximise

Vs = 2 2 + asal’ 2
2 12 22 +......... +an2

sub ject to rjk(l) Tix T 834 811

= ajz Beo *oeeeeen. ajn akn
Proceeding exactly in the same way as before we can
estimate the second factor loadings.
ln.the same way, all factor loadings can be estimated
from the original correlation matrix R.

Out of n factors we choose those factors which are
significant in explaining the total variamce. A factor P is
called significent if corresponding characteristic root.
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Statement — 1: Ranking of Public Sector Banks with respect to Profitability and Operational Efficiency

Averag~ Petio 4975M

Operational Efficiency

Operatlonal dfficiency -

Social Objectives

Profitability (Average)

(Productivity) (spatial) | (Sectoral

Bank X Yy YZ Z
, 1. 2¢. 3. Lo 5 6. l. 2 3. bee 1, 2e 3. Lo 5 1, 2e 3 Lo
1 1 6 3 3 2 2 2 1 A 14 12 11 15 15 1, 8 1 3
2 3 8 2 1 1/ 15 12 8: 7 12 9 8 3 12 13 3 11 7
3 7 L1 6 6 6 11 1 13 6 5 2 6 7 3 5 10 6
4 8 7 5 4 4 10 L4 7 L 13 6 7 10 2 3 2 U 2
5 4 5 8 13 3 5 6 ki3 5 13 15 L 1 15 12 3 12
6 2 13 1 2 1 7 13 1 15 15 8 10 9 10 1 g 1 9 1
7 6 11 4 10 7 12 8 6 6 8 11 1 13 9 L 12 13 13
8 5 10 10 1. 1 L1 u 12 1, 5 1y 1B 11 12 13 L L
9 2 L 1 12 1 12 9 7 i1 4 8 1 4 13 4
10 11 2 6 7 10 9 11 11 3 A 3 4 6 4 5 9 11
1 10 1 9 13 1 9 8 10 2 6 12 13 5 4 1 7 8
12 9 3 12 1, 3. 10 10 10 u 3 5 1 9 11 10 5 9
13 14 1 13 11 9 L 3 4 2 2 4 5 7 15 10
L 15 15 1, 8 13 2 2 1 10 9 7 4 10 6 7 12 5
15 15 15 15 8 4 5 9 7 13 3 5 6 10 15 2 15

v,



STATEMENT-7 RANKING OF PUBLIC S&CTOR BANKS WITH R&SPWCT TO

PROFITABILITY AND OP&RATIONAL EFFICIENCY

(Marginal Ratio)

Operational Efficiency

Operationai Efficiency Social O:jsctives

Profitability (Marginal)

(Productivity) (patial) (Sectoral)
Bank — TR o 12 ¢

1. 2. 3. 4. 5. 5. 7. 8. 9. 10, 11. 12. 13. L. 15. 1%, 17. 1.  19.
1 1 1 1 1 4 3 1 2 12 11 9 8 12 13 13 9 1 A
2 3 2 2 6 15 9 9 11 15 10 12 10 5 5 1 7
3 8 4 10 9 2 5 12 14 1/, 5 8 2 10 1 11 3 7 5
A 6 11 6 5 4 10 11 5 13 13 13 11 15 5 3 7 1 12 2
5 2 3 9 13 3 2 2 L 6 1 13 13 13 4 15 12 12
6 7 15 5 7 5 7 13 15 1, 6 8 4 8 6 2 3
7 4 3 6 12 12 2 3 9 9 10 11 9 11. 1, 14 5 14
8 5 6 7 10 13 6 10 10 g 15 15 1 1/, 15 12 13 3 13
9 10 13 8 4 8 11 5 15 2 1 1 1 3 12 1 4 13 1
10 11 5 12 11 11 13 12 3 2 3 4 6 2 8 10 8 11
11 9 10 4 3 1, 4 7. 10 10 12 6 12 i1 6 2 1 6 8
12 1 7 1, L 10 3 15 11 1l It 3 5 9 1 9 3 6 10 10
13 15 2 15 12 VA V' 5 4 4 7 7 2 5 b 7 15
1 12 L 11 8 7 13 8 4 1 1 5 4 5 10 7 9 11
15 13 12 13 15 15 9 1 6 7 4 1, 2 15 1, 10 15 L 15
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RANKING OF PUBLIC SECTOR BANKS WITH RESPECT TO PROFITABILITY AND OPERATIONAL EFFICIENCY

AVERAGE RATIOS

Y, - (Social Objective-

X - (Productivity) Y, - (Social Objective= Z - (Profitability)
Bank Spatial) 2 Sectoral)
(6) . 4) (5) . 4). b
: a a -
sScore aRank ocore  Hapk DCcore aRank _ Scorg"REn ocore Rank ocore Rank ocore Hank Score
1 17 (1) 95.26 ( 2) 9 ( 23 99.61 ( 23 67 (14.5) 9.%3 E14) 26 ( 4) 73.51 (11)
2 43 (6) 78.74 ( 3) 33 ( 9)  35.94 (10 50 (10.5) 38.97 9) 28 g 5; 33,81 63
3 56 ( 3) 56.55 ( 5) 43 5_11) 31.4%5 (12 23 5) 73.04 5) 50 1) 28077 7
v 38 4,5) 61.46 ( 4) 47 13) 20«09 (13 28 63 62,34 6) 21 2) 10.60 ( 2)
5 58 4.3) 55.39 (6) 24 ( &) 73.78 ( 4 51 12) 20.92 (13 42 12.53 8l 56 13)
6 26 2) 113.87 ’2 1% 50 14% -9.62 (15 48 8.53 38.12 éﬂo 19 1) 19,42 53
g 22 0100 aas €4 53 (1R A (e & (wd) 2308 (18 4 ¢ 1%y b €E>
De 3 A e i F . =2 . "

9 65 (13 37.36 'gﬂo) 37 10& 58.11 z 9 16 1% 93.73 3) 22 5 9.12 1)
¥ % Ll 33 () 39 6§§* @220 k(e B3 (i B (7 %8s (93
12 e (8) 27.88 éqeg 56 ( 12Y  31.95 §11. 20 "3 97.63 1% 35 ( 11) 60.65 102
13 62 12) 16.34 (14 1% 3% 87.64. E Bg 19 2) 94.93 ( 2) 33 ( 9.53 30.75 4)
14 73 143 26.84 (13 6 1) 121.80 1 50 10.5) 42.29 (. 8) 20 (¢ 7) 3.5 E 5)
15 75 (15 6.75 (15) 29 (6.5) 6419 (5) % ( 7) 5129 (7)) 42 (12.5) 99.91 (15)

Factor Loading Matrix 0.9037 o 0.8986" 0.97%8 0.8355

-8 gzgg 0.9219 0.8264 =0, 7845

0.7832 0.9381 0.8781. ~0.8023

8'?;g§ 0.9001 8’%;23“ 0.9085

Eigenvalue 2.7928 3, 3483 3.0782 2.7829

Percentage variation .
explained 46.55% 83.71% 61. 56% 59.57%

a - Ranking based .on ordinary scores.

"first factor according to principal component method.

b -.Ranklng based on standard scores (mean 50 and stgndard deviation 10) for



TABLE ~ 2: RANKING OF PUBLIC SECTOR BANKS WITH RESPECT TO PROFITABILITY AND OPERATIONAI, EFFICIENCY
' ) MARGINAL RATIOS

X = (Froductivity) Yy (bo0cial Ubjectives - Y, (Social (bjectives - 2 - (Profitability)
Bank Spatial) Sectoral)
(%) _ (4) (5) (4)
a b a b a L b , a b
Score Rank Score Rank___ Score Rank Score Rank Score Rank Score Rank Score  Rank Score Rank
1 9 ( 1, 189.57 ( 1) 18 (2.5) 7Ll (2) 53  (12.5) 40,50 (8) 27 ( 5.5) 75444 (11)
2 % ( 3) %252 ( 2) 4 ( 12) 35.30 (11) 43  ( 8) 4035 (9) 31 (8) 2773 (4)
3 38 ( 4) 52.38 ( 4) 145 ( 13) 30.63 (13) 27 (L4e5) 6877 (5) % ( 4) 3.5 (&)
4 42 ( 6) 4754 ( 5) 43 (11) 33.54 (12) 47 (9.5) 25.00 (13 ) 22 ( 3) 19.55- ( 2)
5 32 ( 2) 589 ( 3) 18 (2.5) 5947 (3) 57 (1) 1.0 () 41 (12,5) 90.59  (15)
6 b (7.5) 42439 ( 7) 49 (4.5) 24066 (14) 32 ( 72) 5991 (7) 200 (. 2) 23.51 (3)
7 4 (7.5) 468 ( 5) 23 ( 5) 35641 (7) 50 (11) 36.53 (11) 41 ( 15) 37.82  (13)
8 L7 ( 93 Ll (8) 35 (9, 43463 (9) 73 (15 ) -2.53 (15 L1 (12.5) 78.22  (12)
9 54 (10) 34.89 (10) 25 ( 6) 594k (5) 18 ( 2,0 9s77 ( 1) 19 ( 1) 13.03 (1)
10 58 (11) 34.81 (11) 3 ( 10) 40092 (10) 27 (1) 78.38 (4) 37 ( 11) 5485 (10)
11 41 ( 5) 4131 ( 9) 31 (8) 4985 (8) 47 (95) 30.22 (10) 27 (5.5) 428  (9)
12 62 (2) 30,08 (12) 49 é14.5) 22.88 (15°) 27 ( 4e5) 30,02 (2) 29 (7)) 39.34 (7)
13 &7 (4) 29.03 (13) 28 1) 5791 (6) 25 (0 03) 9.5 (3) 35 (10) 3.9, (5)
14 65 (13) 2894 (L) L ( 1) 935 (1) 31 ( 46) 6159 (&) 3, ( 9) 4029 (@)
15 77 (15) 0.6 (15) 22 ( 4 60.06 (4) 53 (k) 3515 (12) L4 (¢ L) 8ses (L)
Factor Loading Matrix 0,92818 ' 0.5189 0e9603 0.7370
0.8867 0.5424 03752 -0.7880
0.9% 3%
0.9447 0.9474, 0.6710 -0.8149
0.5406 05627
Eigenvalue 3.9428 1,893/ 2. 7624 246217
Percentaze variation £5.71% L7 L6% 55425% 65¢54%
explained )
a = Ranking based on ordinary scores b - Ranking based on standard scores for first factor according to principzl component

method (mean 50 and. stendard deviation 10)



TABiE - 3: COMPOSITE INDEX OF OPERATIONAL EFFICIENCY OF PUBLIC SECTOR BANKS

Ranks based on standard Scrores (mean 50 & standard deviation 10) for first factor according %o
Principal component method

Average Ratios - Ranks Total Ranking Marginal Ratios - Ranks Total ~ HRanKing

Benk X e b z TOmKS gs per X e P 7 Ramks 20 RSt
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
> 5 12 5 7 29 745 4 13 5 6 28 >
4 4 13 6 2 25 3 5 12 13 2 32 8
5 6 4 13 13 %6 11 3 5 14 15 35 9.5
6 1 15 10 3 29 745 7 14 7 5 1 4
Vi 7 6 12 12 37 12 € 7 11 13 57 13
8 8 14 15 14 51 15 8 9 15 12 44 14
2 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 14 7 11 9 38 13 9 8 10 9 36 11.5
12 12 11 1 10 34 10 12 15 2 7 36 «5
13 14 3 2 4 2 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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CHAPTER V

ANNUAL ACCOUNTS OF BANKS, STATUTORY AUDIT
AND TAX LAWS

5.1 The Committee considered certain dspects relating. to
the existing formet of the balance sheet and profit and loss
accounts of the banks, prerentation of annual accounts, the
provisions relating to statutory audit of the ammual accounts
as also the existing legal provisions relating to taxation of
the income of banks. In this, the Committee had the benefit
of the views of the banks as well as a detailed report
prepared by Shri Kameshwar 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 ifems 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 thetfinancial strength and annual
performance has been univefsally 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 griginally prescribed in the Companies Act, 1956 for
companies in general with modifications to brimg it in
conformity with the scheme of the Banking Regulation Act.
Since 1949, considerable changes have taken place in the
scope, perspective and objecti?es 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 fqr the
existing format no longer hold good. This calls for a
restructuring of the format of the balance sheet,lits design

and manner of presentation so as to bring it in tune with
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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 rew general issues which ‘have
recently assumed importance need to be looked into :

The first point concerns the contents 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 find 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 foftthe 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 future plans in this regard and any other topical
issues. The form of annual report should be reviewed periodi-
2ally and changes effected therein as the situation may demand.
This is to ensure that ihe 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 t0 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 tc the publication of the
balance sheet and the profit and loss account in full in
accordance with the prcvisions contained in Section 31 of 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 assessment 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 hgs‘no detailed knowledge of accounts.
The Committee suggest that only an abbreviated form of balance
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 and loss
account as in Annexure I should, however, continue 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 sfeet 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 of the accounts
of a lerge number of branches, is the non-completion of the
statutory audit by the statutory auditors which again is

attributed to the delsy involved in branch audit. This
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problem is becoming more and more acute with thé continued
branch expansion bv banks. This aspect has been discussed

in detail later in the Chapter under 'AUDIT'.

5.4 The Commitfee has given careful consideration t0 the
issues discussed in 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 benks (vide
Annexure). )ﬁ in devising the format, we have kept the
following two main aspects in view:

(i) uniformity in presentation of accounts to make for
meaningful comparison as well as a rational presentation of
important items of liabilities and assets.

(ii) classificatian of income/expenditure in tune with the
various activities which, by itself, would make for an
analysis of the sources of income, profitability of individual
activities, eftec.

A note has been appended to the format by way of
explanation of the main changes from the existing format.
5.5 The Commit tee note that it may be necessary to have
a suitably modified format for the Regional Rural Banks who
are expected to follow simplified accounting procedures. In
this context it is suggested that the existing provisions
of the relevant Acis may be 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 necessitate certain changes

in the existing accounting procedures followed by the banks
pafticularly in regard to accounting of income and expenditure
But they are of the opinion that this is necessary for the
banks themselves to have sufficient data to analyse the

income and cost of each activi ty.
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SECTION II -~ STATUTORY AUDIT OF ANNUAL ACCOUNTS

5.7 The statutory auditors' certificate vouching the
financial statements as revealing a true and fair view of 1T
financial position of a bank is necessary for the continued
trust of the shareholders/dep~sitors, etec. Banks have, of
late, enlarged their operations substantizlly both functionally
and territorially. Their expansion has been unprecedented

and the deposits mobilised from public are many times their
owned funds. After the introduction of social control over
banks and subsequent nationalisation of the larger ones, banks
have the added responsibility of chammelising thelr 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 quan ti tative) to the responsibility of the
auditors as well. 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 pursued by the banks in the near as well as foreseeable
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
offices, are being audited

%ﬁigﬁﬁgients by separate independent external

auditors. The other 3,000 odd
branches are not beinglaudited for the purpose of certifying
the annual accounts, The external auditors depend on returns/
certificates from the branch offices covering their various

activities.
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(ii) Associate banks of SBI

As for the associate banks, the statutory auditors
audit only the Head Office and the main branch of the bank
and certify the annual accounts.

(iii) Netionalised banks

The banks continue to follow generally the procedure
which was prevalent prior to their nationalisation and continue
to employ two or more firms of anditors as their statutory
auditors. It is the combined responsibility of these auditors
to give the requisite professicnal certificate. To assist them
many other auditors selected from the list maintained by the
Central Government 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 branches remain unaudited by the

eXxternal 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, the 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
auditors.

It is evident from the above that no uniform procedure
is being followed for audit of banks. While the auditors of
all banks are'obliged, more or less, to produce the same type
of certificate, it is based, in the case of State Bank of India
(with over 3000 branches) on the andits carried out by the
external auditors themselves of only the circle offices and
the respective main offices, in respect qf the associate banks
(most of them having over 200 branches each) by auditing only
their Main Offices, with regard to nationalised banks (having
branches ranging between 500 and 1200 each) based on the audit
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of 40% ‘6f branches, the major portion of which are audited by
others’ (branch auditors) and in the case of ron-nationelised
banks' the certificate is based on the audit by statutory and
branch auditors of such branches as are not specifically
exempted. Paradoxically it appéars 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 audit of a large number of
branches of nationélisqd»bénks is also rather high as compared
to the expenses incurred by State Bank of India Group in

this behalf.

5.9 While the Committee concede that the external auditors
in certifying the financial statements '‘do- perform a useful
rolefrthey do not see any reason why different systems should
be followed in'respect of nationalised banks, private sector
banks, the Stafe Bank of India and the_associaté banks of the
State Bank of India. Viewed from the utility emgle, the
existing elaborate external audit of branches of“bangs.does
not seem to be necessary. Also, the ccst of this operation
is rather high, apart from'being a time-consuming procedure,
which in effect delays the finglisation of the accounts and
publication. The SBI, since 1955, has been getting only its
circle offices eudited and the associate banks of SBI only
their Head Offices and msin branches. Even then the quality
of the cerfificate of their external auditors 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 sustained them
over long years without giving rise to much difficulties.
Further, these are being reviewed. and are being subjected to
modifications, rationalisations, etc..from time to time. As

such the external auditors' job is simplified to the extent
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of ensuring that these systems are being put into pragtice.
Therefore, we feel that substantial reduction in the coverage
of branch audit by extemal auditors is possible without
affecting the quality of their certificate. This will also

be justified by the economy in cost achieveds Another specific
advantage which may be gained immediately from reduction in

the coverage of branches by the extermal auditors is the
avoiding of the delay in the finalising of the annual accounts
which is generally attributed to the non-completion of branch
audit in time.

5.10 The Committee, therefore, strongly feel that the system
of audit of all categories of banks should be made uniform.
They are of the view that the system of audit for all banks
should be on the lines of State Bank of India. However, some
of thhe banks have yet to 5uild-up an adequate internal inspectio
machinery. As this may take some time, the Committele would
recommend that the systems of branch audit by statutory/

branch auditors may be dispensed with in stages.

National ised Banks

Stage No.l (2 years)

As against the present coverage of about 40% only, the
following offices may be subjected to audit by external
auditors :

(a) the Head Office,

(b) the Regional/Zonal/Divisional Offices, and

(¢) 20% of the branches.

(Branches should be so selected that those having advances of
less than k 1 crore or with less than 0.5% of the advances
are not subjected to audit, unless absolutely eésential to
cover the stipulated percentage).

Stage No.2 (2 years)

The branches to be covered under this stage should
include
(a) the Head Office,

(b) Regional/Zonal/Divisional Offices; and
(¢) 10% of the branches.
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(Branches should be so selected by the auditors that those
with advances of léss than i 5 crores.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
Divisional/Zonal/Regional Offices and all main branches coming
under 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 Commit tee also suggest that the larger private
sector banks (having 200 branches or deposits of over B 50
crores) 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 Cormittee would suggest that the Reserve Bank may
be empowered to grant 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 out 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 devised 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 ne set of returns for audit purposes and
another for control purposes. A small group consisting 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 Aqt, 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,Fhe

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 vur earlier suggestions of relaxing
the territorial coverage of external audits. To begin with
orly 5% 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 about 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 objection 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 audit is expected t0 play a very positive
.and useful role. For this purpose, the auditors, it is hoped,

will develop the necessary expertise.

SECTION ITI : TAX LAWS AND PROCEDURES AS
APPLICABLE TO BANKS

5.16 Since long banking industry has bééﬁfclamouring for
several tax relaxations and a number of suggestions have been
put forth towards this end concerning the treatment of certain
types of income, incidence of taxation and other procedural
matters. There has been, for long)a continuous dialogue
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 spécial 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 undergone a radical
change. Ever increasing social responsibilities have been
cast on banks in general and the public sector banks in
particular. This has made them und ertake several activities
which strictly are not sufficiently remunerative. Purther,
substantial portion of the investments of the banks is in
Government securities/securities of Government associated
bodies and a large am@unt of advances is made 1o Government

bodies/agencies or undertakings. A major part of the charges
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levied by the banks is under direct control of the Reserve

Bank of India and/or Government and the banks are not in a

position to increase their earnings by way of enhanced interest

rates or service charges. As such the banks' complaint that

their profitability has been unduly squeezed is not unjustified.

In the light of these, a review of the tax laws and procedures,

so far 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

transferred from yearly income to

Relief for amount

transferred to reserves under statutory require-
Ferortes

ments or under directions of Mg
Reserve Bank of India. The suggestion has been 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 needs no emphasis. This has long been a point of
criticism against Indien banks. Foreign banks who also deal
with the Indian banks have often been found to complain that
the capital base of Irdien banks is very thin and that they are
wary about extending adequate credit limits.

There are several criteries to decide the adequacy of
capital funds of banks. The more common methods adopted have
been (i) capital funds vis-a-vis deposits, (ii) capital funds
as a proportioh of the risk assets and (iii) capital funds
vis-a-vis investments in fixed assets. The Reserve Bank has
been generally relating the capital funds to dgposits. The
norm prescribed by the Bank has been 6% of total deposits.

Ls against this, because of the fast expansion of banks, the
present average of such funds has been around 1% which is
woefully low. One method of augmenying the capital funds is

to increase the transfer from profits to reserves substantially.
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This will obviously be facilitated if banks are given tax
relief in respect of amounts transferred to reserves fronm
the yearly income.

The aggregate amount transferred by the scheduled
commercial banks with deposits of over B 10 crores during the
three years 1973 to 1975 has been of the order of K 6.74,

Bs 12.03 and & 16.25 crores respectively. The incidence of

tax on these amounts would amount to B 3.88 crores, Rk 6.92
crores and B 9.34 crores respectively. Full relief in taxation
would have enabled the banks to transfer about B 20.14 crores
more to reserves during the above period. Considering the
responsibilities cast on the banks, in the context of national
developnent, the Comittee is of the view that it would be
ugeful to strengthen the capital base of the bank even at the
cost of the limited diminution in Government revenues. This)

of course,will raise the issue of additional dividends being

J
declared or the 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., this 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 fhis
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.
These banks would, therefore, .not be eligible to the above

benefit.
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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 to make usual
debts and depreciation in
investment and necessary

provisions, such
as provisions for bad and doubtful debts, depreciation in
investments, etc.

At present provision made by banks for bad and/or
doubtful debts is not allowed as a charge while assessing their
income. Bad debts are allowed as a charge only when they are
written off and the tax authorities are satisfied that all
possible steps have been taken to recover the dues without
success. This is possible only when banks have taken recoufse,
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 proceedings will necessarily be long drawn out, banks
have to and 4o make adequate provision for such advances once
the relative accounts become difficult of recovery. ZProvision
for sucnhn 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
inclined to recommend that banks may be allowed to charge the
amount of provision made for specific advances, which either
in the judgement of the management or that of the statutory
auditors have/will prove irrecoverable. The Committee notes
in this connecfion that there is no loss of revenue buf 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 by calling
for annual statements supported by auditors' certificates, etc.
As a measure of further control, the gquestion of treating a
percentage of the advances (to be fixed in consultation with

the RBI) as allowable provisiom could also be considered.

The Committee also considered the treatment of income
by way of interest or 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 a2 notional income which is held in interest suspense
accounts. The Income-tax Authorities, however, it is stated,
take this item into account for computing the total income,
although from a2 strict point of view, tax can be levied only
when the income has actually been earned during. the period.

This procedure of taking the hypothetical income needs review.
The Cormittee is of the view that banks should be given the
option of not charging interest on such advances or the relafive
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 incume, 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 investments in approved Sgcurities as well, banks endeavour

t0 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 write off the depreciation in investments or make provi-
sions for a part of the depreciation. The Committee is of

the view that panks may be allowed rebate in respectbbf
depreciation to the extent it is actually written off or
provided for in the books. The Committee is of the further
view that depreciation in respect of either assets like
immovable properties, furniture and fixtures should also be
allowed only if the relative depreciation is actualiy created

and held in the books.

5.19 As regards provision towards estimated exchange losses,
it is the normally accepted accounting procedure followed by

all banks that necessary
Relief for provisions
towards estimated provisions are made in
exchange losses

accounts at the end of year,
after reviewing all the outstanding forward exchange 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
conputing the taxable income. The Income-tax Officer views
this provision towards loss 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
for 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

income tax by the 15th

Advance Payment of
Income-tax

December of the relative

accounting year, and submit
revised estimates of the income, in case of fluctuations from
the 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 accounf, the Operatigns during the last
querter. The other difficulty in assessing the estimated
incone by the stipulated date is on account of the delay in
receiving data from the branches spread all over the country,
apart from the foreign branches of some of the iarger banks.
Many of the provisions to be made in respect of bad/doubtful
debts, retirement benefits, ex-gratia payments, e tc., 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.subrit
estimates of chargeable income and to make the last instalment
of tax payment by the 15th March of the following year, which
would give them sufficient cushioning period. In the alter-
native, commercial banks may pay the quarterly instalment on
the basis of the estimates of income for the previous quarter.
The Government will however, continue to receive the revenue
in the same financial year, if the above proposal is given
effect to.

5.21 The recent amendment of Section 4(43)(A) which has

come in force with effect from 1st June 1976 entitles the

Deduction tax at
source on banks'
investments

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 commercial
banks are concerned although the tax authorities do treat such
investments as stock-in-trade, this facility of receiving the
gross dividends has not been extended to them. .In this context,
it is pertinent to state that banks are exémpf 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 d}froductive 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 incomne.

5.22 At present the trustees to the employecs' provident
fund in banks are required to file a return in Form 41 in

respect of each individual

Provident Fund
Returns

employee and this casts a
heavy burden on the trustees.
Effective control over the accounts can be exercised by requir-
ing the provideht fund trustees to file their income returns,
end carrying out random exanination of some of the individual
accounts. To give relief to the trustees, it is worth consider-

ing the change in the proeedural aspect of furmnishing the returns

5.23 The provisions of Section 35B(1)(b)(iv) of the Income-
tax Act relating toc export market development allowance have

been extended to the banks

Expernses incurred by
foreign branches of

indian Banks Some of the major items

having foreign branches.

of expenditure incurred by the foreign branches, like legal
charges, entertainment expenses, proportionate share of head
office, expenses, for supervision, etes, bad debis written off,
depreciation, foreign income tax, etc., are not admitted as

deductible business expenditure for tax 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
Indian banks asbroad, be allowed for tax purposes.
5.24 Commercial banks, with a large number of foreign
branches with substantial annual income, are affected in the

metter of double tax relief
Double Tax since the Income-tax Devartment
Relief
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 branches being
large, there is a considerable time lag before 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 foreign branches and the double tax relief they would
be entitled to. The Committee feels that the total estimated
tax liability of all the foreign branches which the bank would
be entitled to as double tax benefit might be excludéd 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 Under Section 285 of the Income-tax Act, commercial

baﬁks have to furnish to the tax authorities particulars of

Information under degositors receiving
Section 285 of the
Income-tax Act interest over B 400.

Now that the cxenption 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 B 3,000 per annum, this limit
of Bs 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 B 400 as interest on
deposits was fixed when the general interest rates were much
lower. Purther, other conmnpanies arc asked to furnish to the
tax authorities & list of only those sharcholders receiving

dividends of B 5,000 and above.

5.26 Banks take recourse to borrowings under various schemes

for refinance from RBI/IDBI and ARDC. The institutions

providing refinance have prescribed the maximum rates of
interest that can be charged

Interest Rates. Tex by the banks on the se advances

as well as that paid for the
refinance facility. The banks contend that their actual income
on such operations is only the spread between the interest
charged to their constituents and that paid by them on the
borrowings from the refinancing institutions, and hence, desire
that the total amount of interest 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 which is being
remitted to the refinancing institutions, as a corrollary,
it would follow that only such of the income spread between
the average yield on their normal lending operations and cost
of deposits alone be offercd fér 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 computing. only the amount of net dif ference
between.the interest rate charged on advances and the rate
paid”td'the'iﬁstitutions providing refinance,thev may be
directed to offer the entire interest on the advances for

interest for tax purposes.
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ANNEXURE

BALANCE SHEET ( PROPOSED FORMAT )

(000's omitted)

As at 31.12.19

Capital
Reserves
Deposits
Borrowings
Bills Payable

Other Liabilities

Tot al co e

——— . — . ——— —— — — — — Gh— — —— — — — — — — —

Contingent Liabilities

(Please see notes for individual it

ens)

Previous

Year

(o

ASSETS

1,
2.
3.
4.

Cash

Balances with and Loans t0 banks
Investments

Advances

(excluding those for which adequate
provision has been made)

Bills purchased and discounted
(excluding those for which
adequate provision has been made)
Fixed Assets

Other Assets

Non-banking assets acquired
in satisfaction of claims
Balance of Loss

Total .o

(Please see notes for individual

00's omitted)
As at 31.12.19

items)
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NOTES TO THE ACCOUNTS

NOTE 1 - GAPITAL

Authorised capital

(;.o.u--.nnooouobtooi;o. ShaI‘GB OfRS eaCh)_

Issued and subscribed capital

(.l...O........‘;..'.l.. shares Ofk each)

Paid-up capital

(l....-ln........i....‘.'.s.klax.es Ofk eaCh)

Note: In case of change in any of the items
during the years such as increase in
authorised capital, issue of fresh
capital, calling up of uncalled capital
etc. details thereof may be given by
way of a note.

NOTE 2 - RESERVES

Previous

Current
Year

Year

(i) Statutory Reserves

(ii) Other Reserves
(Please specify)

(iii) Balance of Profit

Total oo
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NOTE 3 ~ DEPOSITS

Previous’ Current
Year Year

I. From Banks

i) Demand
(a) In India
(b) Outside India.

ii) Time Deposits

(a) In India

(b) Outside India

Total cos

II. From Others

i) Current Accounts

(a) In India
(b) Outside India

ii) Savings Bank Deposit

(a) In India
(b) Outside India

iii) Fixed Deposit s

(a) In India
(b) Outside Inda.

iv) Other Deposits

(a) In India
(b) Outside India

Tot al cee
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NOTE 4 -~ BORROWINGS

Previous Current Year
Sear

In India Outside India

(i) Call end Qw...__. loans
at notice of 15 days
or less

(ii) Others

Tot al .o

NOTE 5 - BILLS PAYABLE

Previous Current Year
Year

In India Outside India

(i) Drafts Payable
(1i) Others

Total .

NOTE 6 - OTHER LIABILITIES

Previous Current Year
Year

In India Qutside India

(i) Branch adjustments

(ii) Interest payable
(iii) Unclaimed dividernds
(iv) Unexpired discounts

(v) Sundry creditors

(vi) Others

Total ..
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NOTE 7 -~ CONTINGENT LIABILITIES

Previous Current Year
Year In Indian 1n branches
: branches overseas

Bills for collection

Payable in India

Payable Jjaf Outside India

Claims against the bank
not acknowledged as debt

Outstanding forward
exchange cantracts -

Outstanding letters of
credit (Inland)-

Outstanding letters of
credit (Foreign)

Guarantees local currency
Guarantees foreign currency

Acceptances, endorsements and
other obligatiaons

In respect of partly pald
securities

Participation certificates
sold

Bills rediscounted with
Reserve Bank and others

To t a1l .
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NOTE 8 - CASH

Previaus Current Year
Year

In India OQutside Indis

(i) Cash in hand
(including foreign
currencies notes%

(ii) In current account with
Reserve Bank/Central
Banking Insti tutions

Total ..

NOTE 9 -~ BALANCES WITH & LOANS TO BANKS

Previous Current Year
Year

In India Outside India

Deposits with Reserve Bank,

Central Banking Institutions

other than in current

accounts

- in current accounts with
State Bank of India, its
associates and nationalised
banks

- 1in current accounts with
other banks

Lent at Call
Lent at notice/term deposits
of 15 days or less
of 16 to 45 days
of 46 to 90 days
of 91 days and more

Deposits with other banks

Total ..
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NOTE 10 -~ INVESTMENTS

Previous

Year

Investments

Central Government Securities
State Government Securities
Foreign Government Securities
Other "approved" securities
(Inclusive of shares (paid-up
value) a2t B eevvveeeconvons
Other municipal securities and

securities of state associated
bodies (inclusive of shares

(paid-up value at i ceeeene cee)

In subsidiaries/associate
companies

Fully paid equity

Partly paid equity

Prade Investments

Quoted fully paid equity
Quoted partly paid equity

Quoted fully paid loans/
debenture stock

Quoted partly paid loan/
debenture stock

dnquoted fully paid
investments

Unquoted partly paid
inves tments

Current Year

Book Value

Redeemable or
market value

Note: In the case of Government and other approved
securities 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.



Previous
Year

Il

IT.(
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NOTE 11 - ADVANCES AND BILLS

Current Year

In India Outside India

Advances

Less:(1) Refinance from

(a) R.B.I.

(b) I.D.B.I.

(c) 4.R.D.C.

(d) Others (specify)

(2) Participation
certificate sold

Add: Participation certificate

bought

a) Due from banks

(b) Due from employees

III.

(1)

(i1)

(iidi)

(iv)

(v)

(vi)

(vii)

(viii)

Classification of advances

No. of
accounts

Bal ance
outstanding

In Outside
India India

In Outside
India India

Accounts with balances
upto B 5,020

Accounts with balances
of over Bs 5,000 and
upto #s 10,000

Accounts with balances

of over B 10,000:and
upto R 25,000

Accounts with balances
of over R 25,000 and
upto ks 1 lakh

Accounts with balances of
over s 1 lakh and upto
Bs 10 lakhs

Accounts with balances of
over #5 10 lakhs and upto
RBs 25 lakhs

Accounts with balances of
over B 20 lakhs and upto
B 1 crore

Accounts with balances of
over B 1 crore

Contd...
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2.
Previous- Current Year
Year Payable in Payable outside
India ‘India
IV.(1) Bills purchased and
discounted
Less:

Rediscounted with
(a) R,B.I.

(b) I.D.B.I.

(¢) Others

V. Bills
(i) Demand bills

(ii) Bills of 90 days
usance or less

(iii) Bills of 91 - 180

' days usence

(iv) Bills of 181 - 365 days
usance

(v) Bills of over 365 days
usance

Total .o
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NOTE 12 - PREMISES ETC.

(i) Premises

(i1)

(iii)

At cost as at'Slst December seeaeesee

Add: Additions during the year

Less: Deductions to date

Less: Depreciation to date

Furniture and Fixtures etc.

At cost as at 31st December .....
Add: Additions during the year
Less: Deductions during the year
Less: Depreciation to date

Non-banking assets acquired in
satisfactian of claims

At cost as at 3lst December .....
Add: aAdditions during the year
Less: Deductians during the year

Less: Depreciation to date

Previaus
Year

NOTE 13 - OTHER ASSETS

(i) Branch adjustments

(ii) Statiomery

(iii) Interest accrued on

Investments/advances

(iv) Tax paid in advance, and

deducted at source

(v) Prepaid expenses

(vi) Others

Total

Current
Year
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PROFIT & LO3S ACCOUNT (PROPOSED FORIMAT)

Profit & Loss Account for the year ended 3Ist December .....

(000's omitted)

Previous Current Year
Year

I. Income

(Less usual and necessary
provisions)

1. Interest income (Note 1)

2. Other income (Note 2)

To+t al cea

II. Expenditure

1. Interest expense (Note 3)

2. Other operating expenses(Note 4)

III. Profit

Profit Appropriatim

Profit (Loss) brought forward

Net profit (Loss) for the year

Tot al ece

Proposed dividend at %

Staff bonuses/ex-gratia payments
Transfer to statutory reserves
Transfer to other reserves

Bal ance carried over
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NOTE TO PROFIT AND LOSS ACCOUNT

(000's omi%ted)

Previous Current Year
Year In Outside
India India

NOTE - I - INTEREST INCOME

Interest and fees on advaneas{other thgn
) to banks)
Interest and diseount on bills{ ")

Interest on participation esrtifieate
bought

Discount on bills rediscounted
with the bank

Interest on bank deposits and
loans to banks

Income from Government and othe.
approved securities

Dividend/Income from other
investmen ts '

Other interest income

NOTE - II -~ OTHER INCOME

Fees & commissions on banking
services

ees & commissions on consultaney
and other services

Commissions, brokerage etc. in
dealing im securities

Net profit on sale of investments

Exchange, commissian, brokerage
and other income on foreign
exchange transacticns

Rent and other income

Net profit on sale orx land,
premises & other assets

NOTE - III - INTEREST EXP ENSES

Interest on savings accounts
Interest on term deposits

Discount/Interest on refinane:z and
borrowings from Reserve Bank

Discount/Intercst on refinance from
other firancial institutiams

Interest on participetion
certificates sold

Other interest paynents
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2.
Previous Current Year
Year In - Outside
India India
NOTE IV - OTHER EXPENSES
Staff salaries/wages Rs
Terminal benefits payment.s/ fis
contributions
Other staff costs Rs
Directors' fees end sllowances Bs
Auditors fees Bs
Depreciation on banks' property Rs
Rent, taxes, insurance and otaer Bs
expenses on fixed assets
Printing and stationery Bs
Water, light and fuel s

Communication expenses (telephones, fs
postages, telegrams, telexes etc.)

Legal expenses
Advertisement
Net loss on sale of securities

&F & & &

Net loss on sale of land,
premnises, etc.

&

Other expenses

Tot al
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NOTE TO BALANCE SHEET AND PROFIT AND
LOSS ACCOUNT  ( FORMATS)

The Balance Sheet and Profit 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 papers/periodicals the details need not be
published. The material changes suggested cover the following
items :

(1) The business of Banks has grown substantially. To
simplify the presentation of the balance sheets, the Committee
hes suggested that the figures shown im the profit and loss
accounts and balance sheets be rounded dff 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 with this end in view,

(4) Deposits : Only pure deposits will be included under
the head against the present practice of including provisions
and such other items under current caon tingency accounts ete.,
these items will now be shown under "Other Liabilities".

(5) Borrowings: The present classification required

borrowings to be classified on the basis of situation i.e.,

in India or outside India. As the scurces and nature of
borrowings of banks are equally important from the point of
view of their resources it would be useful to make a provision
for this informatim. In view of the changes suggested, the .
classificatian by way of secured 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 dif ferent practices
of classifying items under 'deposits' and other liabilities,
some banks show all the items of other IMiabilities clubbed

together. The Committee have suggested classification under

certain broad sub-heads.

(7) Contra items :

(i) Bills for collection being Bills
Receivable (as per contra)

and

Bills Receivables being Bills for
Collection (as per contra)

(ii) Acceptance, Endorsements and other
obligations (per contra)

and
Constituents Liabilitiec s for

Acceptances, Endorsements, and
other obligations {per contra)

In the interest of simplicity and brevity, it would be
advantageous to exclude 'contra items' from the balance sheet.
For the purpose of accounting, it would be adequate, if the

contras are shown as footnotes to the Balance Sheet.

(8) Contingent Liabilities: To simplify the balance sheet,

the Contingent Liabilities need not be shown therein. The
total of these liabilities may be shown in the footnote to
the balance sheet. The Commiftee have suggested that the
break—up may be given by way of note.

(9) Investments :

(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 been provided in the note
(f) appended thereto that when the book-value of investments

of banks is higlier then the market value, the market value
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should be shown separately. In cases 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 market value is mainiy notiaal in nature and does
not accrue unless the securities are actually sold, the
requirement of showing the market value of investments,
disclosing thereby the uncovered depreciation would adversely
affect their image in the financiel circles. They have
therefore been seeking exemption from the Reserve Bank from

complying with the requirements 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 Government's monetary policy, the Reserve Bank has
been pranting exemptions to the banks from the requirement
of note (f), thereby enabling them to show the securities in
the balance sheet at cost price only. Although such exemptions
were being grénted to banks almost continuously upto 1972,
when the matter was reviewed in 1973, it was felt that with
the bulk of the banks being in the public sector, the possibility
of any adverse e¢ffect on their image following the disdélosure
of a small amount of depreciation no longer existed. There was
also 2 need to exhort banks to build-up adequate rvserves to
cover all kinds of actual or likely losses. When the Réserve
Bank announced its decisian 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 countrics, contended that having
regard to the custom adopted by banks in foreign edountries in
assessing the net worth and financial strength of their
correspondents the disclosure of depreciation would tend to

be an adverse factor and therefore not desirseble. Since the
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requirements of note (f) have in effect never been enforced
almost since the enactment of the Bamnking Regulation Act, it is
not worthwhile retaining this provision. Instead of granting an
exemption from year to year, it would be more reaslistic to do
away with 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 thc balance sheet prescribed under
the Banking Regulation Act, 1949. The balance sheet itself may
also contain provisiop for showing the redeemable value of the
Securities.

(10) Advances and Bills: Banks follow different practices in

showing advances, particularly in respect of refinance, partici-
pation. certificates sold/bought, bills discounted/rediscounted

etc. The form suggested by us will be more informative and

will also ensure uniform presentation.

(11) Other Assets : The Committee have suggested certain

broad heads for clessificatian of other assets.

(12) Form of Profit & Loss Acccunt: The existing format of

profit and loss account is too brief and it is difficult to
get a clear idea zs to the ncet operating profit/loss which the
bank has made., If this information is available readily, it
will help the aunthorities concerned to locate the exXact spot
where 'the shoc pinches' and take prompt remedial measures.

In keeping with the developments in the developed countries,
it is advantageocus to get from the profit and loss accounts of
banks the cost of the other services which 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 from Reserve Bank of India
and other institutions. Keceping 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 FARNINGS AND EXPENSES

In sustaining and widening their role in national
developmen t, banks cannot afford to ignore their overall
viability over a period of years. A study cf the trends
in earnings and expenses of banks is hence necessary.
Such an analysis, covering the decade -1965-75 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
grouped into-gicategories. -This grouping is based on

the constitution or ownership factor - (Viz. whetner 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-

sition of the groups is given in Appendix 1.

6.3 The overall trends for the system as a whole,
reveal a substantial increase in the decade 1965-1975

in the total value
Overall trends

of business as also
in the earnings and profits ef commercial banks, as may

be seen from the following figures :
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Compound_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)

1, Total business* 16 .4 14,9 17.9 18.0 i7.8
2. Working funds @ 16.4 14.3 18.5 19.3 17.4
3. Total earnings 21,5 16.4 26.6 21.5 34.0
4. Total expenses 22.0 17.9 26.5 22.7 32.3
5. 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
1975) showed a very different trend from the previous three
Years, which would suggest that the yezr 1974 witnessed
sometking of a turning point in the business of banks. It
may be seen that upto that year, the increase in expenses
was faster than that in earnings. During 1974 and 1975,
earnings increased at a much higher rate than exXxpenses.

The increase in balance of profits was consequently striking.
The principal reason for this increase in earnings and in
profits in 1974 and 1975 was the hike in lending rates which
accentuated the effec® 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:
/g
in the case of totel business as against 34% in total

earnings.

6.5 Some qualifications to these general conclusions

need to be recognised. In the first place, this represents
en overall trend for the system as a whole. Inter group
comparisons; to be discussed later, revezl 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 the trend in the future.

6.6 In the expenses incurred byfbanks, interest payments
has always been the mbgﬁ important component. Interest,

which could be called the

Composition ef
Expenses

"raw material cost" of
banking, is paid on
deposits as well as on borrdWings; The latter, necessary oh
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. In 1970, the significance declined,
with the proportion at 48.6%. This could be attributed to
the spurt in establishment and other expenses, consequent

on the geographic gnd functional diversification of banking
since 1967. This effect wés, however, transitory. In 1974,
there were two major upward revisions in the deposit rates
structure; also, for thg first time, the higher rates on
fixed deposits were made applicable to deposits 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, when 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 aiso in the ehange 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
deposits with a pronounced shift to longer term deposits
viz. deposits of over 5 years, which now yield 10%. The
following table illustrates this :

'Signifioance of long-term deposits

1972 1975 1976

(1) Fixed deposits as per cent of 50.7 54.0 56.8
total deposits

(2) Deposits of over 5 years as per 13.4 27.4 37.5
cent of total fixed deposits

(3) Deposits of over 5 years as 6.8 14.8 21.3
per cent of total deposits

Thus, banks have to pay the maximum rate of 10% on

over & fifth of total deposits.

6.8 This shift to long-term deposits is likely to continue
and grow more pronounced, before stabilising perhaps at
ground 30 per cent of total deposits. The recent change
é;E'deposit rates with a reduction in the interest rates of
short-term deposits might further accentuate this trend.
This trend has an important implication for the expenses
of banks; even without 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
with the limited objective of acquiring more operating

funds.
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6.9 There are some notable differences in the signifiecance
of interest cost between the different size~groups of banks.

(Statement 1 appended). 1In

Inter-group
some cases,

Jifforences 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 banks, 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 B 25 crores)
the proportion has declined 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 ocould 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
of interest ::ﬁe was the associates of the State Bank. This
group's expenses pattern is rather different from that of
others because of the impaet of govermment 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 interest cost
increases while that of establishment expenses goes down

to a torresponding extent.

6.11 For most bank groups as well as for the system as a
whole, the proportion of establishment expenses has declined.

Lstablishment expenses now
Establishment
Expenses

form about a third of total
expenses 0f banks; in 1965

the proportion was 35.6% 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 ﬁhe nunber of employees and

in the scale of their emoluments. It is common knowledge
that both have undergone substantial increases in recent
years. The increase in the number of employees is a necessar
concomitant 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 wWhere banking business 1s 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 actually 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, with an increase in the average between
1970 and 1975. This follows from the concentration of their

operations in metropolitan aréas ard 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 R 4626 in 1965 to

Bs 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

Bs 1000 per year, as against B 500 per year in the preceding

S5 years.

6.13 Any assessment of the return on establishment expenses
is inhibited by the fact that it is difficult to arrive at a
satisfaectory measure or indicator of productivity in a
service industry like banking. One relationship that could
be considered is that between establishment expenses and
total business, the relevant concept being the"}output' by

way of deposits and advances

Trend in
Productivi ty

yielded per unit of outlay on

staff. Otatement 4 appended
gives the trend in business (deposits plus advanees) per
rupee of esta?lishment expenses in the different categories
of bank. It may be seen that this has recorded a fairly sharp
and steady decline since 1965, from B 68.6 in that year to
ks 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
their business as well. The expansion in rural areas has
meant increase in employment without propcrtionate increase

in business.

6.14 Since interest and establishment expenses are the
main elements of banks' expefses, other working eXpenses

(such as rent, postage, travel,

Qther working advertisements, etc.) are

penses

relatively\small. Conseguent
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 deelined from 10.2% in 1965 to 8.9% in 1975. In this
case also, the decline is mainly on account of public sector
banks. In private sector banks, othér working expenses have
gone up in some cases substantially, In 1975, the highest
proportion of other working expenses among Indien banks was
in the case of medium private sector banks (Group 6). This
again is paertly due to diversificatiwn 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 share of establishment

expenses (25%).

6.15 However, some items in this 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, benks incurred expenses totalling about Bs 72 crores on
account of some major items of working expenses, which together

formed about 6% of total expenditure. The details are as

follows
Amount % to total
(s 1akhs) expenses
1. Rent, lighting charges, 3142 2.7

maintenance and repairs to office
equipment/bank property

2. Printing and Stationery, postage, 2551 2.2
tel egrams, stamps and telephones

3. Advertisement, periodicals and 407 0.4
newspapers and entertainment
expenses

4, Conveyance charges, motor car 1073 0.9

expenses and travelling
expenses (including LFC)

It may also be added thdat these items together accounted for
the major part (70%) of other working expenses. LEconomy in
thesc expenses is necessary end desirable as a part of the

overall disciplire.
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6.16 In -earnings, as in expenses, interest constitutes the
most important item al though, unlike in expenses, the pattern

‘on earnings has remained

Composition of

Barnings remarkably steady for the

system as a whole since
1965. The share of total interest (earned on loans, advarces
and bills and on investments and deposits with banks) has risen
only marginally from 86.8% in 1965 to 87.2% in 1975 (Statement 5)
However, if the State Bank is excluded from the totals, th&
picfure is rather different. 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 élways been proportionately higher than in the other banks.
The importance of these other earnings has grown sharply in the
past two years partly on accoult of higher commission on
Government business. 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 tefms of
the per cent cost of raising funds (deposits plus borrowings)

and the return therefrom,
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Cost of funds and return ef funds per cent

Inter- _ Cost Total _Earnings Total Net
YEAR est Esta- All cost Inter- Other Earn- Earn-
Cost blish- other est Earn- ings ings
ment costs Earn- ings
cost ings

(€ I € R ) N €5 NN =) R € N 0 N ),

1965
Including SBI1 3.4 2.4 0.9 6.7 7.0 1.1 8.1 1.4
Excluding SBI 3.6 2.3 1.0 6.9 7.3 1.0 8.3 1.4
1970
Including SBI 3.8 3.0 1.0 7.8 7.7 1.2 8.9 1.1
Excleding SBI 3.9 2.8 1.0 7.7 7.8 1.0 8.8 1.1
1973
Including SBI 4.4 3.1 1.0 8.5 8.2 1.2 9.4 0.9
Excluding SBI 4.5 2.9 1.8 8.4 8.3 1.0 9.3 0.9
1974
Including SB 5.5 3.4 1.1 10.0 9.9 1.5 11.4 1.4
Excluding SBT 5.6 3.2 1.2 10.0 10.1 1.2 11.3 1.3
1975
Ihcluding SBI - 6.1 3.0 1.2 10.8 10.8 1.6 12.4 1.6
Excluding SBI 6.3 3.4 1.2 10.9 10.9 1.3 12.2 1.3

6.18 Between 1965 and 1970, the cost of funds went up
mainly on account of establishment charges, which followed
from the new responsibilities assumed by the banking system.
Interest charges also Went up, although to a lesser extent.
Between 1970 and 1973, thé 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 exéenditure (or return and cost) declined
frﬁm 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, the same trend was further accentuated for

the system as a whole. There was no marked difference

between the position of all banks and of banké excluding the
State Bank in 1965 as well as 1970. But in 1975 and 1974,

the relative position of oanks other than State Bank of India
deteriorated entirely because their 'other income' did not
record any material increase. Even so, 1970 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.

6.20 The above analysis brings out the vast difference in
the degree of elasticity of-the two components of income-

interest and 'other income’

Income from
other sources

For banks other than thke

State Bank, the proposition
of 'other income' has remained virtually:static over the decade
while the increase in costs has been met: entirely by increasing
interest charges. As the name suggests "other income" is an
omnibus groupn, consisting of such diverse elements as commission
on bills and remittances and letters of credit, commission and
profit on foreign exchange dealings, rental charges on locker
facilities etc.
6.21 The following table gives the composition of income
from other sources, :

Income from other sources

(ks lakhs)
1965 1970 1975
Commission on letters of credit .. 382 7156 1761
(12.1) (10.5) (8.2)
Inland Bills, TTs and DDs .. 892 1793 4269
(28.2) (26.4) (20.0)
Foreign Bills, TTs and IDs .o 263 609 1678
(8.3) (9.0) (7.8)
Other Service charges .. . 1146 2641 9313
(36.2) (38.8) (43.8)
Other income .e 480 1045 4357
(15.2) (15.3) (20.4)

3183 6803 21378
(100.0) (100.0)(100.0)

(Percentage to total income from other sources given in bracke ts) .
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6.22 It may be seen that the increase in this head of income
has arisen mainly from other service charges, the most iwportant
component of which is commission on foreign exchange dealings,
and 'other income'. Bills and remittances, which constitute

an important service rendered by banks and the volume of which
grows with business and the spread of the banking habit; now
account for a muck lower share of the income in this group

than in 1965.

6.23 The absence of elasticity in one component of earnings,
while all the components of other income have grown, albeit

at somewhat dif ferent rates, has affected the profitability

of banks. The growth rates given at the outset show a much
higher rate for balance of profit than for earnings or expenses.
This is somewhat misleading. A more meaningful picture emerges
by reiating the balance of profit to total earnings. This
shows the proportion of gross income that remains with the
banks, after the operating costs are met. From Statement 6,

it is seen that this 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 slight deterioration.

6.24 Another feature of operations that has sustained

profitability in recent years is the ineome generated by the

branches of Indian banks abroad

4 - \ .
share of Fereign In 1965, 7 Indian banks had
Branches
foreign branches. 1In 1975,
there were 8 such banks but consequent on various developments,
Indian banks had to make certain institutional ad justments,
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 scheduled commercial banks
19685 1970 1974 1975

1, Percentage of earnings of foreign
branches to total earnings:

(a) Indian banks with foreign 5.9 4.6 5.9 6.2
branches . '
(b) All scheduled commercial banks 3.1 2.5 3.1 3.3

2. Percentage of expenses of foreign
branches to total expenses:

(2) Indian banks with foreign 6.0 4.4 5.0 5.4
branches.
(b) A1l scheduled commercial banks 3.1 2.4 2.6 2.8

3. Percentage of profit of foreign
branches to total balance of

profit

(a) Indian banks with foreign 5.5 5.9 12.6 10.6
branches

(b) A1l scheduled commercial banks 3.2 3.1 6.7 6.3

Thus, while the contribution by foreign offices to
the\gross earnings of all banks did not alter 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. Whiie it is necessary
and desirable to expand the foreign operations of Iﬁdian banks
and also derive the m;iimum benefit from such expansion, the
income. from foreign offices should not be allowed to blur the

performance of Indian offices.

6.25 It is clear that banks have been able to sustain the
profitability of their 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 the imposition of a
Role of Interest
Rates ceiling on interest rates,
manoeuvrability available

to banks to adjust income to meet expenses has been consider-

ably restricted. Interest income would also be affeected by
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the increasing importance of credit to sectors requiring
preferential trestment 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 opposite effect. The geographic spread to low
potential areas where banking requires time to tazke root and
break even, and the assumption of new social responsibilities
requiring more labour input might increase establishment
charges. As already noted, no substantial benefit 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 profitability is,therefore, not very
promising. ©Swift action is needed to sustain the utility

of this crucial sector, prevent it from becomirg z drag on
the economy and sustain and enhance its inherent earning
capacity. In this, increased labour productivity alone

will not e adequate. For cne thing, the immediate impact
of an improvement in labour out-turn: would only be in the
quality of service rendered. It would requife time for the
improved service to have a tangible effect on banks' profit-
ability, through an increase in the quantum of business and
restraint on the increase in establishment costs. The urgent
requirement is hence to consider an increase in earnings

eand reduction in expenses through cost control and other

methods.



APPENDIX 1 - GROUPING OF BANES

S1. Group BSize of No. of Total Total de-
No. deposits Yeposids deposits posits of
. E¥pTV ‘ of the the bank

<L& ) Bamks banks in group as %
the group of grand

(Last Fri- total of

day o6f Dec. deposits
1975{f Larre)d
6 5. 3

Te 2. S 4.

1. State Bank of India and Over 750 5 6736 49.4
Large Nationalised Banks

2. Medium National ised 400 - 750 5§ 2566 18.8
Banks

3. Small Nationalised Banks 200 - 400 5 1465 10.7

4, Subsidiaries of State - 7 719 5.3
Bank of India

5. Large Private Sectcr 50 - 200 6 706 5.2
Banks

6. Medium Private Sector 25 - 50 11 395 2.9
Banks *

7. Smaller Private Sector Below 25 20 201 1.5
Banks ' .

8. Foreign Banks - 12 839 662

9. 411 Commercial Banks - il 13628 100.0




Appendix 1A

Grouping of Scheduled Commercial Banks
(Based on deposits as of December 1975)

¥* %%

(o S.B.I. and Large Nationalised Banks

1, State Bank of India
2. Bank of Baroda

3. Bank of India

4. Central Bank of India
5. Punjab Natianal Bank

I1I. Medium Nationalised Banks

1. Canara Bank

2. Syndicate -Bank

3. Union Bank of India.

4, United Bank of India

5. United Commercial Bank
III. Small Nationalised Banks

1. Allahabad Bank

2. Bank of Maharashtra
3. Dena Bank

4. Indian Bank

5. Indian Overseas Bank

IvV. Subsidiaries of S.B.l.

1. State Bank of Bikaner & dJaipux
2. State Bank of Mysore

3. State Bank of Patizla

4, 3tate Bank of Hyderabad

5. State Bank of Travancore

6. State Bank of Saurashtra

7. State Bank of Indore
V. Large Private Sector Banks

1. Andhra Bank

2. New Bank of India
3. Punjab & Sind Bank
4, Vijaya Bank

5. Corporation Bank

6. Oriental Bank of Commerce
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VI. Medium Private Sector Banks
1. Hindustan Commercial Bank
2. Bank of Rajasthan
3. South Indian Bank
4, Bank of Madura
5. Karur Vysya Bank
6. United Western Bank
7. Karnataka Bank
8. Sangli Bank
9. Laxmi Commercial Bank

10. Federal Bank
11, Jemmu & Kashmir Bank
VII. Smaller Prifate_Sector Banks
1. Bank of Karad
2. Lakshmi Vilas Bank
3. Vysya Bank
4. ledungadi Bank
5. a8 &
6. United Industrial Bank
7. Bharat Overseas Bank
8. Bareilly Corporation Bank
9. South India Bank
10. Kumbakonam City 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. Purbanchal Bank
VIII. ZForeign 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 Nationale De Paris

9. British Bank of the Middle East
10. Mitsui Bank
11. General Bank of Nederlands

12, Sonali Bank

* ¥



STATEMENT-1 : SHALRE OF INTEaiST COST, SSTADLISHMENT EPaNSES, OTHER ELPENSES

IN TOTAL m{PENSES

195

1970

(4mount in lakhs of rupees)

1973
Total Interest Establi-  Other Total Interest dstabli~ O(ther Total Interest
BANK GROUE Expen- paid shment Sxpenses Expen- paid shment dxpenses Expen- paid
ses sxpenses _ Ses _ EEPSHSQS ses
L. 2e . 3 Lo 50 b 7 8. 9. 10,

I. S.B.I. and Large Nationalised Banks
i) Including S.B.I. 9755 5049 3665 1041 23270 11338 9506 24,36 41690 21387
- (51.8) (37.6) (10.5) [12.7)  (40.8) (10.5) (51.3)
1i) &xcluding SB.I. 5742 3143 1930 619 12551 1461 4594, 13% 22350 12545
' (54+7)  (34.5)  (10.2) (52.7)  (32.3)  (11.0) (5641)
II. Medium Nationalised Banks 2863 1384 1050 429 7239 3448 281/, 977 14480 7679
(48.3)  (36.7)  (15.0) (4746)  (38.9)  (1845) (53.0)
III. Smaller Nationalised Banks 19/9 1049 “640 260 4305 2135 1593 577 8205 4,390
(53.8)  (32.9)  (13.3) (£9.6)  (37.0)  (13.4) (5345)
IV, Subsidiaries of S«.B.I. 1378 718 526 134 3139 144§ 137 321 567/ 2724,
(52.1)  (38.2) (9.7) (4640) (4348 (10.2) (4340)
V. Large Private Sector Banks 505 271 169 55 131, 669 453 182 3562 1924
(53.7) (33.5)  (12.8) (50.9)  (35.2)  (13.,9) (5440)
VI. Medium Private Gector Banks 483 252 154 67 1087 570 394 l2§ 2233 1198
(52.2)  (33.9)  (13.9) (52.4)  (36.3)  (1l.3 (5347)
VII. Smaller P-ivate S-ctor Banks 61 " 145 83 33 589 314 206 69 1165 634
(5546)  (31.8) (12.6) (53.3) (35.0)  (11.7) (5404)
VIII. Foreign Banks 2515 1219 722 574 3904, 1869 1230 805 5845 2756
(4845)  (2847)  (22.8) (47.9)  (31.5)  (20.6) (47.2)

411 Scheduled Commercial Banks

i) Including 5.B.I. 19709 10087 7019 203 44857 21788 17579 5490 82854, 42652
(51.2)  (35.6)  (13.2) (48.6)  (39.2)  (12.2) (51.5)
1i) Excluding S.B.I. 1569 8181 5334 2181 34228 17111 12667 4450 6351 33850
(5241) (34.0)  (13.9) (50.0) (37.0)  (13.0) (53.3)

o — s



1973 . . 1974 . . . . 1974
_ Establi- Other Tqtal = Interest Establi- Gther Total Interest ®Establi- Other
B4l - GROUP shment Expenses Expenses Pald shment mrpenses Jdrpenses Paid shinent Exnenses
Expenses : Expenses ) Lxpenses
5 L | | 11, 2. 13, L 150 1., 17, 18, 19. 20,
I.. S&B.I. and Large Nationalised Banks ’ -
1) Including S..I. 15758 . 4545 57247 31648 20035 55614, 70880 40015 24323 6542
(37.8) 110.9) (55.3)  (35.0) (9.7) (56¢5)  (34+3) (9.2)
ii) Excluding S.3.I. 7433 2372 30801 18273 9478 3050 37491 22299 11655 3537
(33.3)  (10.6) (59.3)  (30.8) (9.9) (59.5)  (31.1) (9.2)
iI, Medium Natioralised Banks 5065 1736 21128 11764 6825 2539 27277 16173 8340 2764,
(35.0)  (12.0) (55.7)  (32.3)  (12.0) (59.3)  (30.6)  (10.1)
III. Smaller Nationalised Banke 2829 936 11740 6805 3677 1258 15012 8979 44,56 1577
(34.5)  (12.0) (58.0)  (31.3) (10.7) (59.8)  (29.7)  (1u.5)
IV. Subsidiaries of $.B.I. 2421 529 68 . 3585 3095 788 9130 4688 3664 778
(42.7) (9.3) (48.0)  (41.4)  (10.8) (51.4)  (40.1) (845)
V. Large Private Sector Barks 1123 51§ 5131 . 2780 1594, 757 7288 3958 2204, 1125
(31.5) (1445 (5442)  (31.1)  (1447) (54.3)  (30.2)  (15.5)
VI. Medium Private S :ctor Banks 771 264, 3164 159% 1058 410 44,89 2456 1365 658
’ ' (34.5)  (1l.8) (53.6)  (33.4)  (13,0) (54.7)  (30.4) (1449)
VII. S gller Private Sector Panks 4,00 131 1622 877 549 1% 2263 1225 731 307
| (34.3) (11,3 (54.1)  (33.2)  (l2.1) (54e1)  (32.3)  (13.6)
VIII, Foreign Banks 1708 1381 7691 4206 2030 1655 8797 L4797 2218 1782
(29.2)  -(23.6) (53.3)  (25.7)  (2L.0) (53.5)  (25.2)  (20,.3)
All Scheduled Commercial Banks
i) Including S.B.I. 30075 10087 115391 63361 38863 131467 145136 82291 47301 15544
(3%6.+3) (12.2) 54,49) (33.7)  (11.4) (56.7)  (32.6)  (10.7)
ii) Excluding SeB.I. 21750 7914 88945 49986 28306 10653 111747 64575 34633 12539
(34.2)  (12.5) (56.2)  (31.8)  (12.0) (57.8)  (3L.0)  (1l.2)

Note: Figures in brackets indicate percentases to total expenses.
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II..
III.

State Bank of Irli~ oo loia-
Nationaliscd Barnlr-

i) Including & B .T

i) Bxciviing & o7
MediumfNationalised Banks
Smaller Nationalised Benks
Subsidiaries of SB8.I,.

Large Private Sector Banks
Mgdivn Private Sector Banks
q@allgr Private sector Banks

Foreign Banks

Ali'bcheduled‘Commercial Banks

i) Including S.3.I.

ii) Excluding S.B.I.

e — e p———
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195 1970 1973

No. of -Total No. .Steff pe~  lNo.of  Total No. %taif per  Noeof  Total No. S+1ff por
Offices of Staff Office Offices ol Staff Office Offices of Staff Uffice

fml—.“_ oa. 3. Lo 5. 6. 7. 8. 9.
2529 77221 30.5 1660 130168 2749 6634 17493 26.1
1262 39237 31.1 2552 62985 24,47 %89  8lalp 22.0
506 23205 2546 2040 40361 19.8 3036 59285 1S5
64 14334 22.3 1309 23106 17.7. 2059 33547 16,3
653 14,266 21.8 1144, 21941 1942 1625 29333 18.1
281 4419 15,7 621 7732 2.5 1132 14392 12.7
407 5685 1440 644, 7487 11.4 1000 11215 1.2
341 3688 10.8 457 5136 11.z 628 6658 10.5
85 8918 104.9 121 10179 8Le1 127 11227 8844
5846 15173 2.0 109% 246110 224 16301 340620 20.9
4579 113752 24,48 8888 178927 20,1 132% 245869 1846




1974 1975

BAIK GROUP Offices  of Statf  Otfi  Oftices o Stest  Offics
10. 11. 12, 13. 14 15.

I. State Bank of India and Large

Nationalised Banks:

i) Including S.B.I. 7340 189437 25.8 8099 195119 24.1

ii) Excluding SB.I. 3958 87026 22.0 4298 89907 20.9
II. Mediun Nationalised Banks 3361 65212 1./, 3790 57641 15.2
III, Smaller Nationalised Banks 2302 36278 15.8 2530 40305 15,3
IV. Subsidiaries of S.B.I. 1710 31669 1845 1803 32837 1842
V. Large Private Sector Banks 1348 18273 1348 1653 22621 13.7
VI. Mediun Private Sector Banks 1100 119,48 10,9 1322 13481 10.2
VII. Smaller Private Sector Banks 712 INA 10.5 866 8435 9.7
VIII. Foreign Banks 128 11315 8844 128 11244, 87 .8

A1l Scheduled Commercial Banks:

i) Including S.B.I, 18001 371576 2048 20290 381683 18.8

11) Excluding S.B.I. 14619 269165 1844, 16489 276471 16 .8




STATEMENT 3 : AVZERAGE %3TABSLISHMENT EXPENSES PER STAFF
I 90— 202 -
Total No, Bbstabli- BEstabli- mgt3] No, Establi- Establi- Total No. Establi~ Establi-
of Staff shment shment of Staff shment shment of Staff .shment shment
BANK GROUP Expenses Expenses = Expenses Expenses Expenses Expenses
(Rs.lakhs) pe Sgaff (Rs.Lakhs) per Staff (fs.Lakhs) per Staff
TS, f%. , o (Rse ) (R
7 2 3 I 5 3 7 —_8 9
I. State Bank of India
and Large Nationa-
lised Banks:
i) Including S.B.I. 77221 3665 4946 130168 9506 7203 174963 15758 9006
ii) Excluding S.B.I. 39237 1980 5046 62985 "“894 7294 81212 7433 9153
IT. Medium Nationalised . .
Banks 23205 1050 4525 40361 2814 6972 59285 5064 8543
IIT. Smaller Nationalised
IV. Subsidiaries of S.B.I. 14266 526 3687 2194 1373 6258 29333 2424 8254
V. Large Private Sector
Banks 4419 169 3824 7732 463 59088 14392 1123 7803
VI. Medium Private Sector
Bank s 5685 164 2885 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 714 3 340620 30075 8829
ii) Excluding S.B.I. 113752 5334 4689 178927 12667 7079 246869 21750 8810




. AT I :
"Total No. Establish- HEstablish--Total No. Establish- Establish-
of Staff ment ment of Staff ment nent
BANK GROUP Expenses Expenses Lxpenses Expenses
(Rs. 1akhs) per(St§ff (Rs« lakhs) peE Sgaff
o RS KS e
_ 10 - AT T2 15 4 12
I. State Bank of India and Large
Nationalised Banks:
i) Including S.B.I. 189437 20035 10576 195119 24323 12466
ii) Excluding S.B.I. 87026 9478 10891 89907 11655 12963
II. Medium Nationalised Banks 65212 6825 10466 57641 8340 14469
ITI. Smeller Nationalised Banks 36278 3677 10136 40305 4456 11056
IV, Subsidiaries of S.B.I. 31669 3095 977% 32837 3664 11158
V. Large Private Seotop'Banks 18273 1594 8723 22621 2204 9743
VIi. Medium Private Sectdf Banks 11948 1058 8855 13481 1365 10125
VII. Smaller Private Sector Banks PLTANIE 549 7375 8435 724 8666
VIII. Foreign Banks 11315 2030 17941 11244 2218 19726
A1l Scheduled Commercial Banks:
i) Including S,B.I. 371576 38863 10459 381683 47301 12393

ii) Excluding S.B.I. 269165 28306 10516 276471 34633 12527




STATELENT~4: AVERAGE DEPOSIT@ AND CREDIT@ PER RUPEE OF 45TABLISIMSNT LPiINSES

| 1965 | o0 . | o
Total of Establish- Deposit & Total of Establish- Deposits & Total of Establish- Deposit &
Average ment Expen- Credit per Average nent Zxpen~ Credit per Average nent dxpen- Credit per
Deposit & ses rupee of Deposit & ses rupee of Deposit & ses . rupee of
BANK GROUP Credit (Rs.lekhs) establish- Credit (Rs.Lakhs) Esteblish- Credit (Rs.lekhs) cstablish-
(Rs «Lakhs) nent expen- (Rs.Lakhs) nent expen- (fs.Lakhs) ment expen-
ses ses ses
~ (Rs.) { Rs.) (3s.) _
| o L. 2. 3. e 5 6- . g %2
I. SB.I. & Large Nationalised
Banks
1) Including S.B.I, 256800 3665 70.1 508008 9506 534 803734 15758 51.0
ii) Excluding S .B.I. 145956 1980 73.1 282703 4594 6145 441519 7433 59/
II. Medium Nationalised Banks 66591 10%0 634 153928 2814, 54,7 27528/, 5065 Shel
III, Spaller Nationalised Banks 46081 6.40. 7240 90542 1593 5648 154510 2829 5446
IV. Subsidiaries of S.B.I. 29934 526 5649 61731 1373 4540 97951 2421 045
V. Large Private Sector Banks 10148 169 60.1 25823 . 463 5548 63463 1123 56 <5
VI. Mediun Private Sector Banks 9221 164, 56 ¢2 19078 394, 4Bl 39027 771 5046
VII. Smaller Private Sector Banks 4403 83 53,1 10544, 206 5142 19/65 400 487
VIIL. Foreign Banks 58357 722 8048 90353 1230 7349 126575 1708 Th o1
A1l Scheduled Commgfcial.Banks
i) Including S.B.I. 481535 7019 6846 9% 0507 17579 5446 1580009 30075 5245
ii) Excluding S.B.I. 370691 5334 . 6945 735202 12667 5840 121779, 21750 56 +0

@ Including inter-bank.



o m——

197, 1975

Total of #stablish- Deposit &  Total of Esteblish-  Deposit &
average depo- ient expen- credit per averagze depo- ment expen- credit per
- r sit & credit ses r.oee of esta- sit & credit ses rupee of esta-
GANK GROUP Rs.lakhs) (iisslakhs) blisihnent (oo Lakhs) (8. .Lakhs) blishnent
expenses expenses
10, 11, 12, 13. Ve . 15,
I. S8 J.& Large Nationalised Banks
1) TIicluding S.B.i. 951849 20035 4745 1102671 24323 4543
1i) ixcluding S.E.I. 517144 9478 5446 5583922 11655 50.1
II. tiodiwa Nationallsed Banls 330615 6825 484, 403749 8340 48 o,
III. Sraller Nationalised Banks 18977 %77 5146 221651, 1456 5044,
V. Subsidiarics of 5.5.I. 109580 3095 3544 125758 %64 Y403
V. Large Frivate Sector Banks 78467 1594 4962 1019%9 2204, Lo e3
VI. Mediun Private Ssctor Banks 48075 1058 A5 el 58637 136.5 4340
“VII. Smaller Private Ssctor Banks 23486 549 428 2891, 731 3946
VIII, Foreign Banks 136852 2030 67 o4y 14529/ 2218 6545
411 Scheduled Comnercial Banks:
i) Including S &.I. 1868720 38863 4841 21916 46 47301 4543

1i) Excluding SB.I. 1433945 28306 5047 1672897 34633 4843




STATEMENT 5 :

SHARE OF INTEREST EARNING® AND CTHER EARNINGS IN TOTAT TARNINGS

(Rupees lakhs)

— 1965 ‘ . T 970, 7
Bank Groups. Total Interest All other Total: Interest All other Total Intezzgff All other
pS- BEarnings Earnings Earnings Earningg. Earnings Earg%ngs Sarnings Earnings FEarnings
I. 35.B.I. & Large
Nationalised Banks
i) Including S.B.I. 12177 10541 16 36 26759 22940 3819 4o421 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) (89.32)  (10.7) _ (91.1), (8.9)
II. Medium Natipnalised 3425 2942 485 8154 7125 10¢9 15750 432914 1836
Banks (85.9) (14.1) (87.4) (12.6 (88.3) 11.7)
III. Smaller Nationalised 2240 2019 221 4686 4279 407 8571 8002 569
Banks (90.7) (9:9) (91.3) (8.7) (93.4) (6.6)
IV. Bubsidiaries of State 1607 1379 228 3497 2989 508 ©190 5194 9%6
of India (85.8) (14.2) (85.5)  (14.5) (83.9) (16.1)
V. Large Private Sector 558 480 78 1461 1312 149 3830 3502 328
Banks (86.0) (14.0) | '89,8) (10.2) (91.4) (8.6)
VI. Medium Private Sector 539 468 74 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 Banks 3142 2727 415 4914 4235 679 7798 6331 1467
] (26.8) (13.2) (86.2) (13.8) (81.2) (18.8)
A1l Scheduled Commercial Banks
i) Including 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) Excludln State 18885 6542 v 234 39163 34618 454 20394 62644 72750
Bank %n ~28 .6) (12.4? (88.4) (11.6 ' (89.0) (1Z 0)




(89.5)

. 1078 @ . 197/5@
Bank Groups Total Interest - -All Other Total Interest AlT Other
' Earnings Baening s Earnings BEarnings Earnings Larnings
= 10 . o p—— _ TP _. 13 14 15
I. S.B.I. & Large Nationalised Banks
i) Includi S5.3.1, 65523 562%8 9285 85571 71603 11768
i) Including (85.8) (14.2) (85.9) (14.1)
1i) Excluding 5.B.1I. 34335 30951 3504 41650 38182 3468
ii) Excluding S (9071) (379) (91.7) (5.3)
II. Medium Nationalised Banks 22848 20466 2582 29754 26627 3137
(89.6) (10.4) (8945) (10.5)
ITI. Smaller Nationalised Banks 12590 11763 82" 16056 14992 1064
| (95.4) (6.6) (93.4) (6.6)
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 "rivate Sector Banks 1802 1571 231 2438 2036 402
: (87.2) (12.8) (83.5) (16.5)
VIII. Foreign Banks 11021 8994 2027 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 2137978
(87.2) (12.8) (87.2) (12.8)
ii) Excluding State Bank of India 100019 89110 10909 125050 111972 13078
(89.1) (10.9) (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.



Statement 6: Bel-umc. of -~woiit

:. _vercentage of - totel--earnings

(Amount in Rs.leakhs)

71965 _ _ 1970 1973
Balance . Total Percen- . Baiance Total Percen- Balance Total Percen-
of Profit Barnings of Col, of Prifit Earnings of Col. of Profit Earnings
Bank Group (+) or (1) to (+) oxr (1) to (+) or t
Loss (=) Col.(2) Less ) Col.(2) Tess (=) Col.(2)
7 2 2 R 3 i S . .
I; S.B.I. & Large
Nationalised Banks
i) Including’ S.B.I. 2422 12177 19.9 3479 26759 13.0 4731 4ou22 10.2
ii) Excluding S.B.I. 1345 7087 19.0 1918 ECPICS 15.2 2285 24636 9.3
IT. Medium Nationalised Banks 562. 3425 16.4 914 Cho4 9.2 1270 15750 8.1
TII. Smaller Nationalised Banks 291 2240 13.0 381 4686 2.1 366 8571 4.%
IV. Subsidiaries c¢f S.B.I. 229 1607 14.3 357 2497 RO 516 6190 8.3
V. Large Private Scctor Banks 5% 558 9.5 147 14@1 e 1 208 3830 7.0
VI. Medium Private Sector Banks 57 539 10.6 131 1218 10.8 139 2372 5.9
VII. Smaller Private 3cctor Banks 25 287 8.7 75 S 1.3 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 22975 17.8 6495 51353 12.7 9326 92180
ii) Exclud@ing S.3.1. 3190, 18885 16.7 4934 39163 12.6 6880: 70394




1974@ . 975@
Balance of Total Percentage Balance of Total Percentage
profit Earnings  of Co0l.(10) profit Barnings of Col.(13
Bank Group (+) or to Col. (11 £+) Of ) to Cod. (14
Loss (=) oss (- .
16g 1T 12 15 il
I. S.B.I. & Large Nationaliscd Banks
i) Including” S.B.I. 8276 65523 12.6 12491 83371 15.0
ii) Excluding S.B.I. 3533 34335 10.3 4160 41650 10.0
II. Medium Nationalised Banks 1720 22848 7.5 2487 29764 8.4
ITT. Smaller Nationalised Banks 850 12590 6.8 1044 16056 6.5
IV. Subsidiaries of 3.B.I, 650 8119 8+0 1323 10452 12.7
V. Large Private S.ctor Banks 554 5686 9.7 518 7806 - 6.6
VI, Medium Private Sector Banks 455 3618 12.6 389 4878 8.0
VII. Smaller Private Sector Bamks 180 1802 10,0 194 2438 7.
VIII. Foreign Banks 3130 11021 28.4 3209 12006 26,7
411 Scheduled Commercial Banks
1) Including S.B.I. 15815 131207 12.1 21635 166771 13.0
ii) Excluding S.B.I. 11072 100019 11,1 13304 125050 10.6

@ Farnings have been adjusted for the

interest tax.



Chapter VTT

Ass2ssment 2nd Anzlvsis of Benkingz Costs

The *terms nf reference of the Committee Tequire a
svetematic survey to provide estimates of the cost of
verinue bonking servicess This 1s neceseary to evolve
puidelinee on the policy of pricing of veri~us benkling
services, which is slso 2 part of the terms of reference.

A =tudv of benking costs woeuld further enable the establish-
me~t of 2 welaktionship between the cost or expense of a
perticuler service and the return recelved for it. This
epprosch is nrw conspicuous by its absence in the banking
I2dugtrv:4n-gndia, The first cost study for the system as
2. whole wes conducted by the Banking Commission in 197C.
Ameng individual benks, apert from the State Bank, which
has been canducting a full fledged cost study on 2 continu-
Ing besis ‘since 1972, onlyv few others have attempted even

pertisl cost studies.

7.2 The development of & degre> of M"cost consciousnegg"
in benks 15 of the utmost 1mﬁnrtanen for their centinuance
g cotporete ontities, playing =n increragingly important
rol=z in netionel development. This is so not only from the
point of “vicw of profitebility, which though vitael for the
totality o banks' operations, 1s less relevant in the
provision of {nitviduel services.  gipee 1969, banks in
Tndia heve cxpended theirp oporstinds to arees higherto
unexpos~d te commercial beoking, This process will continue
and banks will be feouir@d'ﬁo take up new tasks. The
return recrived from such services orouided willl, in most
cascs, be lower then the costs incurred in providing them.
An amerencess of the cost implication of the new responsi-
bili*ics Is necessary so that tenke 5 well as th> fovern-
ment have an 1dee of the subsidies that banks are called

upon te providas to differont soctors. Aleo to the oxtont

.Jlaozo
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possible, 2 relationship should be congciously sought to
be established bstwern the different services provided

and the returng received therefrom.

7.3 Within the limited time aveilsble to this Committee
a full fledged cost study, covering ell banks and.sreas,
which would provide fifm cgtimates of éosts for individual
benks was not possible. However, in kecoing with the
terms of reference requiring the estimztion of everage
costs for different types of banks, a limlted survey

gelecrrd

wes underteken covering 21 scheduled
commercial benks. Tn sclecting the benks, due consideratic
wes.given to fectors such as sive, ownnfship, erra of
operation snd ccmposition of business. A representative
sample of 1000 offices, giving due welghtage to location
and volume of business was chosen for the purpose of the
study. Date for the study were collected through suitably
dcelgned schedules rolatiﬁg tn the time spent by employcres

different cetegories on verious benking activities, the

volume of business trensacted and the overall costs.

This formed the bagis for sn asscssment of the cost of
different services. Detalls of the sampling technique
2dopted 2nd the methndnlngy of the study alongwith the
schedules used are given in the techniczl note on the
subjnct.

7.4 The prrcessed results nf the study provide the
following 1ndic9§zé'h of costs.

l. share nf different services in tntel costs

2. Cost per unit of menctery output,viz.cost
In terms.of the money value as represented

by the outstendings or amount of business
“transactaq

3. Cost per physical trasnsactinn in terms of
vouchers

4, Cost per account

.0..30
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The crst inputed tn each service tekes acerunt ~f the
value of the services put in at the branch level with
appropriate lozding for head offlce exopenses.

7.5 Tt may be emphesised that the reference here 1is
exclusively tn servicing cost which would unt include

interrst crst on depositse

7.6 Based cn the enst pattern of the 21 selected banks
rovesled by thoe study, seperate estimetes have been mede,
f~r 3 brned bank® groups - 9$BI and lerge nati~nalised banks,
other natirelised banks and forclgn banks and other

banks (subsidiaries nf 3BT and Indian private secter banks)
Data sre elso avellsble for the costs of services extended

by nffices in different populatimn grrups.

7.7 The Commlttee has hed an advantage in that the
results of the crst study conducted by the Banking
Commissinn in 1970 were avallable for.comperisnn. Therc
Is elonsc crrreospondence between the pattern yielded by
the results ~f the Banking Commissicn's study and the
present study. There ere srme differcences between the
tmo which are cxplainzble by the diversification 1n
benking activitics since the dets nf the Banking
Crmmissirnts study. Thus, lendings tr some priority
scctnrs were not very preminent in 1970 and hence the
significsnée ~f these services 1in overall.costs wes
‘”relativoiy low in the Banking Commission study and has
risen substentially in the present study. Apart from
this, the divergences 1n tho'servicing ¢nrst per trangacticn
fully reflect the increase in esteblishment expenses
since 1970.

7+8 - Tho Aertails nf the mrthodnlngy end the results of
the. present study and their comperis~n with the Banking
Commissinn's study are given scparately in the technical
nnte releting to the study. Tho selient features are

'0040



summerised herg.

7.9 The business ~f s bank may be classified intn two
bined groups - funds activity, crmprising deposits =nd
lozng (including bills) and nther ectivity, which would
include 211 other scpvices like remittances, chegque and
bi1l erllecticn, fereign exchenge Aealings etc. Funds
activity - accounts for 704 of trntal servicing costs,

4i% far Aepnsits and 29%‘f0r‘lhans end bills. Among other
activities, remittences andAacchunt for 164, foreign
exchange for abrut 4% and nthers eetdvdisiaas including
government business -hendled by the ‘gtate Bank group for the
balance of 10%.

7.10 Although-thershare of deposits in nverall servicing
cost is remerkebly similer in bteth the Banking Commission
study end the present study, there is 2 marked variation
in the pettern. Tn 1970, current deposits emerged as the
activify that accounted for the largest share not only in
tHe different deposit groups but smong 21l activities,
accounting for 23% of totel servicing costs. 1In the
present studyv, this positlon 1g taken by scvings deposlts
with 19% of totel servicing costs {Stztement 1 appended).
The resson for this moy 1ies meinly in the growing

importance of savings deposits, relative to current deposits.

7011 In Chapter II, menticn wes made of the change in
devoslt pattern, with a merked shift t» term deposits,
espgcially-of longer maturity. There is enother fa;@ to
this chenge; current deposits have declined feirly
markedly in-importence. TIn 1970, this category formed
around 25% of total deposits 2nd 12% of overall deposit
accounts. By.-1975, the prnportions had declined to 19%
and 8% respectively. On the nther hand, savings deposit

accounts now form 67% of the total as against 64% in 1970,

0005.
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ahile the amount ~f such deposits centinued sround 26%,

Tt 1« 8lso n~teworthy that while fixed doprelits ns=vn

always hed tho highest share in.tntsl doposit amount

(51% in 1970 as =geinst 55% in 1275), in the number of
depnsgit seecnunts, sevings deposits sre more important.

Tho evoregr sige ~f 2 savings dernsit aceovnt -is thus
1nirgt at R3.920 25 rgeingt Re.5100 In tha case of fixed
depogits and Ks.5820 in curr-nt drprnsits, Tn the serviecing
cl dopnsit reerunts, the rvelovent factnre zre the mumber of
acerunts 2nd the tiraAver of busincss, &s indiceted by the
number ~f trPﬁsactinns in these acenunts. Fixed (or

term) Adoprsits heve vivtuelly ne turnover and honee
roguire fnry fow trensactimng. Fov this reasnn, they ara
the chreprst tvpr nf deposits fram the views point ~f the
ccét of gervicing. This is reoveeled nnt ~nly in tho low

shere ~f +h

\=ls

s gfnup In averell enrvicing cnetg but in the

b

high creg® por *reasgsacticrn por sce~unt. Bnth in theo Banking
Complseinn study end in the prascot study, the ceost per
trensgacticn 1s highest in torm depnsitss sinco trenssctirng

sre g~ fop the Aietributicn of the tntel c~st inevrrqd in

1o

fversging yicids s high figure. The rpprsite 1s the case
14 current depnsits: by nature. theso deprsiis ere
frequontly eporeted; henco tho anst nor treasaction 1s
lomest in thig casc, In 1270, the Intensity of the
cparati~ng 2lan mede thesce depnsits  the mnst crstly of

benkgt oactiviti-s,. But the doeclining gignificancc of

Q

current depegits in nverall deoprsits has n~o crunteracted
this feet~r *r s~me extent. This 1s 2lso sesn in the
fack thet éxprnssod 2s poreconteago ~f rutstanding balanco,
enst 1s highest fer current depnsits s crmbincd result
of high enrst #2nd relatively small belanc~s ~utstanding.
m the nther hend, the preforence frr sevings deprsits,
Indiceted by the grewth in the number of =cc-unts in this

cetogrrv, has pushed up its servicing c¢nst. The cnst wor

J.ﬂ:.60
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trangactinrn ~f savings depnsits shrme merkedly 1ittloe
variaticn botmcen bsnk groups as well ag population

groups, mhich 1s indicative of the crusistency of the
wark 1ned invelved in the servicing of these deposilts

in the ontire systea (statemont 2).

7.12  The questicn wruld suggest itself if the grewirg
popularity nf savings deprsits and the tendconcy tn use
them freauently has increesed the transactinns involved
and hence the scrvicing crst., The deta provided by the
present study dn nnt substzntiste this. The cost per
transactinn is higher than in current depesits suzzesting
the lower turncver nf savings depnsits. At the same time,
botwacn 1970 and the presont study, the difference sn @8-
between savings snd currcnt depecsits te—¥he—ersH oxpresscd
8s per cent ~f nutstanding belance has nerrrwed indicating

the growing imprrtence ~f savings depesits relative to

current Adeprsits.

7413 In crntrast tn depcslits, as 2 whole, whose share
in total servicing ccst has remeined c~nstant betwecn
1970 end the present study, the shere of advances hes
gne upe While the increase is shared by 211 types of
advances, 1t 1s mnst marked in thnse arcas where banks
invelvement hes grown ih recent yeers. The mnst
prenrunced increase 1s in the cese nf Aircct agricultural
finanee which formed o~nly 1.8% nf tntal servicing cost

in the Banking Commissinn study eni now 2ccrunts for
4.3%. That this is the mnst expensive type of londing

1s scen in the cost cxpressed 2s & percentage of ocut-
stendings. This 1s highest for agricultural 1lonens

in all benk greuns end populatinn groups (Statement 33.

900.7.
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The cost nof loans to smell scele industry, in terms of the
outstendings, is Heena to sericultursl loens, lending to
other priority sector being less exnensive. Tosns to
medtum snd lerzo inAustry heve the lowest per cent cost pes-
outstendiaz, Their shere in total servicing cost is,
however, high becruse of tne larg~ shers of this sector in
totel lending. Tt isy noteworthy thet desplte their
sm2ller shere In overell credlt, loens o smell scele
indugtry account for a higher proportisn of totel gervicing

cost thsn mcdium and lerge industry.

7.14 The cost of reising resources fer lending, or the
intereost enst nf funds, 1s gring up, £s pointed out in
Chapter IT. These date prove thet the invelvoment 11 new
arces of lendlng 244 cecngidorebly tn sorvicing cost. They
als» show that lending to the traditi-nsl sector of medium
end large industry is the one fsctor thet counteracts the
cost affect of diversificetion of cradit, the servicing

cost of this ectivity bteing low.

7.15 The other direcction in which banks have broken
fresh ground in rocent veers is the exvension in rural
ereas., 7I1 this zgein, the cost irplicetions are significant.

The servicing nf depoeits g wll a3 adveneces teken as a

ot
s

whole invnlves more cost . in rurel arces than in the other

et

populetion groups. This is.

D

specielly so iq the cezse of
edvences. The cost of scorvicing of 211 advences considered
together, expressed as percentege og\outstanding.:eﬂe}—
credit, 1s 1.17 in metropolitrn and urbzn centres end 2,36
In semi urben contres =s against 3.24 in rurel arces
-(stetoment 3). Phe-renge 1n rogerd to deposit ectivity

1s 1less wilde, because deposlt business is more evealy
spread emeng the different pepuletion grours, excopt for

curront denncitqg,

.....8.
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7,16 Brsed ~n thoe infrrmation cnllected for tha present
cnst study, 1t is possiblé.to_rolefc the servicing cost of
deposits end ~dvences in the difforont populatinn gzrcups

to the totel business (deposits + advances) in *thoso grouprs
Tt hes to he brroe in mind firstly that the servicing costs
ropregont the cnmbination of ostablishmont end other
working exrenses and seeondly, that the servicing cost give
here 2re coxclusively for depnsit and advences activity, and
exclude the cost infurred for remlttences etc. The dete
show that the "output" of deprsits and advences related to
the "input® 6f serviciné cnsts, variss sherply between
the populetircn grrups. The amount ~f businecss-ner rurce

cf servicing ensts incurred, which is only Rs.48 in rurel
centres, rises to Rse58 1n seml urben ereas e7d to Rs.72

In urban 2nd metronrlitan centres.

7417 The nbvinus enhiclusi~n that may bo drawn from all
the deta given abnve 1s thet rurel nfficrs are mora
expensive tr meintein 2nd nperete then urban nr cven semi-
urben nffices. Tith further spread of banking in rural
arces, t~ centres hitherte unbenked, this tendency is
‘likely t» grew mere prennunced. H3wever; it cen also hbe
argued *het tho high crst indicet~rg in rurel offices
reveel & dagree ~f "excess capacity", That is teo say,

it would be prssible to inecrecese the business in these
branches with 2 less then preanerti~nste increase in

servicing c~st.

7.18 As 1s to be expectod, the business in rursl
cffices 1s bheavily tilted towerds funds sc¢tivity, that 1g
depogits 2nd :dvences}anér-%a—eéLeeeéa—axtént, bills,

remi ttances, cnrllectinrn nf cheques ~tce do not comstitute a

sizeable proportisn ~f rural brench business. 4s 2 rosult,

.'ie.go
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the cnst ner treasactirn and the crst ner Rs.10C nf
remittencos is relatively high in rural erees (Statement 4).
7.19 Between bank grrupns, the pattern of servicing

cost veries crmsidersbly which follews froa differeaces in
their businese mix, The 1mportent factors here are the
crncentratinm of Governzent business in the 3tzte Bank
group and the reletive insignificence of forelgn exchenge
business in *the smeller benks.

7.20 The pogitinn nf smeller benks is clnsely similar
te that ~f rursl offices, since berth depositgand advances
activitics erc mrre exponsive for thase banks than for
other bank grnurs. QGTV*C*H%\a; percent of average
depnsit balance wes l.éyfnr $BT and large natlonelised
banks 2s against 2.i7fnr the smaller henks. In advances
the relative pr0portion was. 1.§Zend 2. Oprespecfively. In
remittances end billsg, however, there is no significent
variation between the bank groups. Also this activity is

not-unimportent for the smaller banks.

7.21 The other activities nf benks which yield income
£fa11l under the head of remittances (1ssue and collection
of drafts, TTs 2nd MPs), bllls (cnllectinn 2nd purchase of
cheques, end demend 2nd usance bills) and foreign exchange
business. Thp resldual business (such as Government
business, issue 2nd enceshment of travellers' cheques,
safe depnsit 1nckors ete.) 1s grouped under "all other
activities. Tneome through bills bﬂéinosg.ccntains an

Interest eloment gince there 1s 2n outlay of funds.

7.22 Between the panking commission's cnst study end
the present study, the prornrtinn nf each of these services

tn totel service en'sts hes declined (from 429 to 35%).

.03!‘:10.



Vi1 - 10

This 1e entirelv ~n zccrutit ~f the increase in cost of
advences, the share nf depnsit ectivity remaining stable.
The decline 1s evenly spread between the various individua
items in the group. This, however, refers cnly to the
distributinp pettern of tntsl cnsts and not tn~ the level
cf the cnsts which ere uniformly hizhor then in 1970.

The cnst per trengezctinn is highest feor usence bills
(Rs.31) a2nd Ynwaest for drezfts (Rs.R). The cogt per Rs.100
of remittence bills 1s higheat for demend p1its (28 pelse)
and leowest for TTs, being just 1 peise. The low incidenc
.nf cost nn TTs 1s beceuse nfltho high average emount per

TT (Stetement 5).

7.23 The comperismm of the Tesulbs nf the present
study with thnee nf the Banking Commissinn cleerly shows
the lmpect nf the Incresse in esteblishment expenses on
benking costss The cherges levied by banks on vaerious
services rendered by them is seldom related to the costs
invelveds The result nf the present study cculd be the
besis for 2 rstirnal schedule of service charges. This is
developed further in Chanter XT.

7.24 The changing nature of banking with vast
grogrenhic cnverege 2nd functioneol divgrsification
require mnre then ever before, & gcirntific spproach to
the essessment of costs e2nd the pricing of services. Tt
wruld be nececessery to conduct 2 cost study for the system
as 2 whnle 2% regular intervels. Tt is sugzosted that
such studies should be undertakoen every 3 yeers end rate

scheduled 2djusted scenrdingly.

7.25 The success nf the present gstudy mey be lergely

ettributed to the encouregiﬁg resrnnse from individuel

a0 311.‘
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employees. The "solf logging" system sdopted here may

be used fer future surveys 2lsns At the indlvidual bank
level, more detoiled studies mey be undertekon to deteramine
the cnst impact of gpreific services. The heed for such
studics will be incressingly felt iIn the context of new

sorvices required nf banks.



STATEMENT -1
PATTERN CF 3ERVICIKG-COST - BANK-GROUP-WISE
(Percentaze to total cost)

Banking State 10 other
Commi- 74 Bank of Nationa- Other
ssion Banks India & 1lised Banks
(1970) " ,o0 Big Banks & (Gr.III)
Activity Average Verage pwationa- Foreign
lised Banks
Banks (Gr.II)
(Gr.I1)
ﬁ. 2. 3. q‘. i‘
1. DEPOSITS
1.1 Current 22.9 14.5 15.0 13.3 15.0
1.2 Savings 12.3  18.7 7.4 21,2 18.1
1.3 Term,Recurring
and others 5.1 7.4 5.9 10.2 7.2
1.4 A1l Deposits 40, 40.6 28.3 44,7 40.3
2. ADVANCES
2.1 Nedium & 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 Direct Finance to
Agriculture 1.8 4.3 5.0 3.9 2.9
2.4 Other Priority
3ectors 1.8 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 4,2 25.1 2%.2
3, RATITTALCES "
3,1 Drafts 8.7 8.2 8.6 6.3 10.1
3.2 M.Ts. 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 Remittances 11.9 10.3 11.4 8. 11.6
4. BILLS
4,1 Cheques, Drafts,
etc. 7.2 5.4 4.9 5.8 5.8
4.2 Demand Bills 6.4 4,1 5D 3,4 4,0
4,3 Usance Bills 1.2 1.2 1.0 1.7 1.1
4.4 A1l Bills 14.8 10.7 10.6 10.6 10.9
@. ALL OTHER ACTIVITI:ES 15.0 10.3%* 11. 5* 2,2 12.3*
7. ALL ACTIVITIES 100.0 100.0 100.,0 100,0 400.0

LR * Tncludes Government Business



STATEMENT. - 1K
PATT,RN OF S:BICING COST + POPULATIONGROUP+WISE

(Percentage to total Tost)

E1I1  Metropolitan  Semi- Ru;ij
ACT IVITY Population and Urban Urban 3
1. 2. 3 4,
1. DEPOSITS
1.1 Current 14.5 16.2 13.5 9.0
1.2 Savings 18.7 17.8 18.9 26.0.
1.3 Term, Recurring & Others 7.4 7.2 7.6 8.8
1.4 A11 Deposits 40.6 1.2 40.0 43.8
2. ADVANCES
2.1 Medium & Large Industries 6.1 7.3 3.4 2.2
2.2 Small Scale Industries 6.3 6.4 6.1 4.4
2.3 Direct Finance to 4.3 1.6 7.4 10.5
Agriculture '
2.4 Other Priority Sectors
2;5 Others TeT 7.4 6.7 11.6
2.6 A11 Advances 24.4 22.7 23.6 28
3. REMITTANCES
5.1 Drafts 8.2 8.1 8.8 7.3
3.2 M.Ts. 1.5 1.5 2.2 1.5
3.3 T.Ts. 0.6 0.8 0.5 0.2
3.4 411 Kemittances 10.3 10.4 11.5 _9.0
4 .. BILLS
4.1 Chegques 5.4 5.8 4.8 3.7
.4.2 Demand Bills 4.1 4.5 4.0 2.1
. 4.3 Usance Bills 1.2 1.7 0.6 0.3
4.4 A11 Bills 10.7 12.0 9.4 6.1
5. ALL OTHLR. ACTIVITIRS 14.0 13.7 15,5  12.4
6. ALL ACTIVITIES 100.0 100.0 100.0 10_0’:’5

_— ——————




STATEMANT = 2

SEAVICING GOSTS OF DEPOSITS

—

‘Current

Savings

Term

411
Deposits

Banking Indus try

Pl. Averagme - Present Study

P2. Average - Banking Commnission

Bank Groups
P3. SBI & 4 Big Nationalised Banks

PL. 10 Nationalised Banks &
Foreign Benks

Pe5 Other Banks

Population Groups

P6s Metropolitan & Urban:
P7. Semi~urban

P8+ Rural

Banking Industry

Ml. Average = Present Study

M2+ Average - Banking Cormission
Bank Groups

M3. SBI & 1.,,.Big Nationalised Banks

M, 10 Nationalised Banks &
Foreign Banks

M5 ° Other Banks

Population Groups

M6. Motropolitan & Urban
M7, Semi=Urban

M3, Rural

(C.st in rupees per transactions)

2470

1.88

3.09
2,28

247

2e54
2489
3464

3460
1.78

3.83
3527

3977

3653
3652
3.88

528
629

646/
4933

5463

521
5463
4e40

oan)e:

1.93

3472
3.05

3931
3621,

351
3492

(Cost jn—# per annuy, of ba lance)

322
3493

275
3485

290
3484
5042

287
1.85

264,
2690

3.73

292

238
3485

0.49

0422

0.35

0469

0.67

048

0.49

0,50

l.56
1.56

1.34
1,74

2.11

L54

1l.68

P - Physical Output

174

M - Monetary Output



STATEMENT - 3

SERVICING COST OF ADVANC 55

Medium & Small Direct Other Others 4ll

large Scals Finance Priority Advances
Indus— Indus=~ to &gri- Sectors
tries tries  culture

Y g d,

i -
(Cost im% per annum‘)éf outstanding)

Banking Industry

Ml, &verage - Present 0.70 3642 Lol 232 1.64
Study

M2, 'Average -~ Banking 0.32 3642 272 1,90 1.88 ‘1l.16
Comnission

Bank Groups

M3, SBI & 4 Big 0451 3.58 4ol 284 ARY7S
Nationalised Banks

ML. 10 Nationalised Bank_s 1,02 2.73 4.68 3.03 1.94 1085
and Foreign Banks

Mso Other Banks 1030 4000 5047 2.49 1076 2.02

Population Grouvs

M. Metropolitan & Urban 0457 3025  4e29 1.82 1,17
M7. Semi-Urban ~0:95 3.69 4e29 3.10 23
M8. Rural 0.98 278 4.0 4o7L 3424

M - Monetary Output

Note: s the number <" transactions is not an indicator of physical
output in respect cf advances, ccst per transactions is not
computed «

&/



STATESENT - 4

SEAVICING.COST OF REMITTANCES

s REMITTANC 7S

A1l

Drafts M.Ts. T TS eyemittances

(Cost in rupees per transaction)
Banking Industry

Pl. Average - Present Stuly 8439 10454, 13.18 8485

P2. Average - Banking Commission 5.18 5455 13,90 Dell s

Bank CGroups

P73, SBI & 4 Big Nationalised Banks 8439 11,59 12.67 Y

Pl 10 Nationzliscl Banks & 9.0/ 8e74 1747 9.8
Foreign Banks

P5, Other Banks 774, 10,40 10.46  8.01

Population Groups

PG+ Metropolitan & Urben 6436 12.28 12.03 7,11

P7. Semi-Urben 5478 12426 5634 642

Pg, Rural 8.13 8473 7.00  8.19

(Cost in paise per Rs.100 of
Renittances)

Banking Industry

Ml, Aversge - Present Stuly Lhelds 17.46 0.99 795

M2. Averegc ~ Benking Commission 16 .67 10,21 1,50 Nede

Bank Groups

M3, SiBI & / Big Nationalised Banks 14.16 3-12-1%-6 0,90 Te23

Mje 10 Nationalised Banis & 19.15 19.53 0.97 8469
Foreign Banks

M5, Other Banks 1l.81 17.61 1.84 9465

Population Groups

¥6. Metropolitan & Urban 10.44, 1566 0.65 1.497

M7. Semi-Urban 10.31 31.89 0.65 6.9

Mg, Rural L4e74, 19.47 0,89  10.95

P - Physical Output M - Monetary Output

Nefe —~ Not awnilable,
Ap/



SERVICING COST OF BILIS

STATZHENT = 5

Cheques,

Doaerd

Drafts,etce Bills

Usarnce
Bills

All Bills

Bapnking Industry

Pl, Average - Present Study

P2+ Average - Banking Commission
Bank Groups
P3, SBI & / Big Nationalised ‘Banks

P/. 10 Nationalised Banks &
Foreign Banks

P5. Other Banks

Population Groups

P6e Metropolitan & Urban
P7. Semi~-Urban

_P8._ Rural

Banking Industry

Ml, &verage = Present Study

M2, Average - Banking Commission
Bak Groups

M3, SBL & 4 Big NationaliSfad Banks

M/. 10 Nationalised Banks &
Foreign Banks

M5, Other Banks

Population Groups

M6. Metropolitan & Urban
M’?. Semi—Urban

MS. Rural

(Cost in rupees per transactions)

10.94
4,489

9.87
12.09

12.15

11.36
8.95
10.62

19,07
8e48

20.28

20.06

15,01

15.64
13.19
15.31

31.75

10.89

30,54
29435

829

29,17
12.51

25425

1437

NeB e

13.92
15,31

14.05
10463
12,29

(Cost in paise per Rs.l00 of Bills)

2461
20,77

2Lle4d,
38443

19436

22.89
17,37
17.27

27.85

2490
34476

32.03

12.86

27.53

24482

25452

19.40
29465

36452

L4
15.83

ig.a1

25.78

Nele

22.60

35463

23496

16 .67

1849
19.74

P = Physical Output

M = Monetary Output

Ne2s ~ Not available

ap/



STATELANT - 6

SERVICING COST PER ACCCUNT

Deoposits LAdvances g:?.iity
Current Savings Medium & Smll Agricul goctors
Llarge In= Scale In- ture g Qthers

dustries dustries

Avervoge Amount per account (In rupeeé per—ennum—

Bankinz Inlustry

Pl. Avernge - Present
Study

P2+ Average ~ Banking
Comnission

Bank Groups

P3. SBI & 4 Big
Nationalised Banks

P+ 10 Nationalised Banks
& Foreign Banks

P5. Other Banks

Population Groups

P6e Metropolitan & Urban
P7¢ Seni~-Urban

P8+ Rural

74485

5,798

10,687

55387

4y 358

9,124
55239
3,606

950

813

1,080

890

728

1,066

930
640

4y87,742

Ile2 e

649,048

3,71,575

2922,911

5,81,323
2,60,983
258,329

22,516

Iede

21,543

25,642

22,510

39,371
40,889
9,702

2,190

Nede

2,670

1,375

4022

54466
35452
1,312

6,83

NeBe

7,767

5,185

6,417

11,818
3,037
1,861

A—nv\wkl Servicing Cost per account (In Rupgow

Banking Industoy:

Mle Average=Present Stuly 241 27 3,215 479 97 1
M2, dverage - Banking 227 15 Dele DeBe ) o PE- Nefle
Comnission

Bank Groups

M3. SBI & /, Big Naticn- 293 28 2,997 413 112 220
alised Banks '

M/. 10 Nationalised Banks 207 26 3,794 761 64 155
& Foreign Banks

M5, Other Banks 191 27 2,895 901 220 123

Populatlon Groups

M6« Metropolitan & Urban 265 31 3,290 1,231 232 215

M7. Seni~Urban 201 22 1,969 512 107 94

Mg, Rural 18g 25 2,539 270 - 53 8l

P- Physical Output M - Monetary Output

ap/

Neze — Not available



CHAPTER - VIII

SYSTEMS, PROCEDURES AND EFFICISNCY

8.1 This cbaptér on Systems, Procedures, etc. deals
with the multidimensional factors which effect 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
expenses 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 fransfers, collection and purchase/discount 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

costs.

8.4 The Committee has examined the problems of bank
operations not only from tﬁe unit level but‘also from the
industry level. The observations and recommendatibhs of

the Committee are given in the Sections that follow.

...2
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Section I - Systems & Procedures

8.5 With the shift in epphasis 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

with the idea of mass
banking. Mass 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 operatiors.

8.6 With the penetration of banks into rural areas and
unbanked centres, the number of small branches is increasing
rapidly. Any attempt made

Tmproved systems for
small branches to simplify the procedures

at these small branches
which number more than 10,000 will have a salutary effect
on reduction 6f cost, iuwprovement of efficiency and
profitability. The banks may consider the feasibility of
introducing s:milar procedures for their rural and other.
very small branches. A Committee appointed by the RBI had
recently suggested simplified accounting and other

procedures for the branches of Xegional Rural Banks.

8.7 With the expansion in the net-work of branches
and the manifold increase in transactions not only in the
larger branches but also

Improved systems of
accounting, etc. between branches, .a stage

has come for banks to
have recourse to machines in an inecreasing measure.

This is necessary for posting of ledgers, issue of statement

ee3
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of accounts, inter~branch recongiliations, data processing
etc. There is even a case for banks to own computers
individually or jointly. The Comaittee recommends that
each bank may make a comprehensive review of the scope for
mechanisation and prepare detailed plans for its

implementation.

8.8 As a banking service, collection of upcountry cheques
has been subjected to severe criticism. The time lag
between presentation of th

Central Jdemi- .
ttance House instrument and realisation

varies anywhere between
7 to 40 days. This service being a source of perennial
customer dissatisfaction, banks are examining their systems
and procedures to narrow down the time lag. The Indian Banks
Association nas aiso considered the problem from the industry
level and circulated to member banks guidelines for quick
realisation of upcountry cheques, pills, etc. The major
constraint for improving the efficiency of banks in this area
has been thce inability to enforce wmandatory time discipline f
presentafion and clearing of upcountry cheques/bills, in

contrast to local cheques presented through clearing.

8.9 In order to enforce time-~discipline for collection
of upcountry cheques, it is necessary to have a centralised
agency which apart fro: giving the necessary facilities to
act as a clearing centre also has the mandatory authority
to enforce time discipline. The comnittee supports the
suggestions of the Working Group on customer service to

create a central c¢learing authority.

8.10 The four metropolitan cities of Bombay, Calcutta,
New Delhi and Madras account for 40% of the total deposits

and 50% of the total
Clearing Houses ‘

credit. The volume and

amount of cheque clearance in these metropolitan cities have

-.4
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also registered a phenomenal increase since 1960-61 as
may be seen from the following table:

Year Bombay Calcutta New Delhi Madras
(Sunber in lakhs)

1960-61 193.85 96.41 26.76 49.23
1965-66 243.50 122.19 42 .17 61.18
1970-71 366447 129.95 65.21 80.57
1975-76 508. 13 184.30 90.02 89.91

Amount in crores of rupees

196n-A1  4514.69 4182.03 594 .36 665.39
1965-66  7493.76 5855.13 1154.11 1225.12
1970-71 13342.02 6923.30 2625.53 2138.94
1975-76 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 iMadras, while there

are two separate qlearing houses in Delhi, one in New"Delhi and
the other in Delhi;ﬁ With a view to relieving the pressure on
the existing clearing houses, some proposals were exawined

in the past by the Indian Sanks' Association for establishing

separate local or full clearing houses in Bouabay, one in

Dadar for the suburbaa areas both along the Central and
Western Railways and another in Mandvi for the business areas
of “albadevi and iandvi. The proposals were dropped because
it was thought that (i) they did not solve the probleams and
difficulties of the banks.énd cugtomers to any significant
extent, (ii) they did not make clearing arrangements more
efficient, and (iii) they would increase the costs and
demands on staff tremendously. In Madras, a proposal for
opening a second clearing house in ilount Road has been under
the consideration of the local bankers for-the last three

years, but they have not yet succeeded in their efforts.
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Opening of additional clearing houses

8.12 The consensus anmong 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 relieve the pressure on the existing
clearing houses. The Comuittee endorsszs this view. The
increasing volume of cheques passing through the clearing
houses is posing a serious threat to the clearing operations
of banks which have to .process a large number of outward
and inward clearing chéques in & short time. In this
context, the bankers may consider opening additional local
clearing houses in Bombay (say, Dadar and Mandvi areas),
Calcutta (say, one for metropolitan/city branches and
another for branches at Howrah proper.and those in the
Howrah district) and .adras (say, Mount Road). The local
clearing houses will handle cheques presented 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
city but payable in that area) may be considered in due
course in the light of the experience gained in their
working. The Committee is of the view that the present
atmosphere of staff discipline is conducive to the betterment
of banking services and recommends that this scheme should

be given a fair trial.

Redugtion in the number of clearings

8.13 There is also a consensus émong banks, as geen from
their replies to the questionnaire submitted to the Committee,

that the clearing timings which have remained unchanged

000_6
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over the years (except for marginal adjustments) should
be suitably changed so that there .iay be only two clearings.
This will suit the convenience of banks and relieve the
pressure of work on clearing houses in the metro jolitan
cities. The COmﬁittee endorses this view. The present
timings observed for clearing in Bombay aand Calcutta on

week days are as under:

Bombay Calcutta
Delivery ciearing 11.00 a.m. 10.30 a.m.
Main clearing 1.15 p.m. 12.15 p.m.
Special clearing 3.45 p.i. 2.45 p.m.

(saturday : Main Clearing only)

The timing of the third clearing, i.c. special clearing

for "return" cheques is such that it leaves very little

elbow room for the drawee banks_to verify the signatures,
-balances, etc. and return the uaipaid cheques before time.

As per the rules of\the clearing hoises, if a cheque is not
returned in the special clearing, it is decmed to have been
passed by the drawee bank and the collecting bank generally
allows withdrawal against such clearing cheque. The
stipulation that cheques should be returned the sane
afternoon puts tremendous nressure on paying banks. Very
often brgpches are ovliged to return cheques only across the
counter iﬁ view of the paucity of time available. The special
clearing may, therefore, be abolished and tihe return clearing
may take place the foilowing morning, as part of the first
clearing., This would dispense with avoidable haste and anxiety
in returning unpaid cheques. This will also give banks

more time to balance their inward clearing - bank-wise,
branch-wise and departument-wise - and pass the cﬁeques, which
in turn, will eliminate the chronic problem of unadjusted

clearing differences.
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Proposed changes in clearing timings

8.14 ' At prasent, only a very few cheques deposited by
custoumers on any day are put through the clearing on the
same day. Over éb% of cheques are put through the clearing
on .the next day and can be dramn agesinst only on the third
day, since the 'return' clearing takes place -in the afternoon
after the banking hours. This is 2 highly unsatisfactory-
state of affairs. Clearing of cheques is a very important
aspect of customer service and it is essential to

ensure that the cheques presented on any day within the
banking hours are put through the clearing on the séme day.
For this purpos:, the clearing timings also could be changed
suitably. With the abolition of the special clearing, the
delivery clearing (ihcluding the return of unpaid cheques

of the previous day) could be held one hour after the
commencement of «busines hours and the main clearing one

hour after the close of business hours. If the clearing
timings are changed as recommcir:ded, all the cheques
deposited during the day upto the closing of busincss hours
could be put through the clearing the same afternoon:’ While
credits could be afforded to the respective accounfs on the
same day, drawings thereagainst may be allowed after the
return clecaring on the following morning. This procedure
1will rsduce by one day the time taken at present to allow
drawings ag=inst a fairiy large perccentage of clearing

cheques.
8.15 Phe processing -of cheques for clearing purposés in

a ‘bank involves the following steps. Cheques received at

the counters are to be

Mechanisation 1 .
— sorted accoriing to paying

banks. Bank-wise lists
of the clearing cheques are to be prepared giving corresponding

totals. As there is very little time between receiving the chneques

..8
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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 handling the sorting
of cheques manually while subsequent listing and adding is
undertaken on accounting machines. This system is reported
to be working satisfactorily and few other banks are also

planning; ﬁo‘switch over to this system.

8.17 The Committee observes that there is no alternative
to manual sorting of cheques and recommends 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
receiveing counters while accepting clearing cheques for
cr;dit of accounts. This will enable the branches to balance
their outward clearing as to totalling mistake, if -any,

committed by the customer while filiing in the paying-in-slip.

o9
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8.18 The clearing departments in metropolitan cities
of some banks are reported to be having untraced differences
for large amounts in

Untraced clearing , _
differences ¢learin., outstanding in

their books of account.
The abolition of special clearinz and the revision in the
clearing timings as recommended earlier, will bring about
a substantial 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 unti;'the relative claim is made on
them by the presenting bank. This attitude should be
‘discouraged. ‘Banksashould periodically exchange lists of
outstanding differences at the clearing houses so that the

corresponding differences could be e€liminated 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
easief_reconciliation of clearing differences by making
available all the records. Micro-filming equipment for
bankiﬁg 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 gquicken the process of transfer of funds
between two persons who have accounts with different banks,
the Committee recommends that

Systéem of Credit:
Clearing banks may evolve a schéme for

Credit Clearing. At present,

the cheques put through the Clearing House are in the nature

eeel0.
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of a Debit Clearing, where mémber banks receive cheques
which have to be debited to the customer's account. As a
corollary to this, if banks could exchange a credit
instrument whereby they can exchange instruments to credit
the customers' acéounts, 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_provéd 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 inéffuments 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
at 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 remitting
bank.. The Credit Clearing System can also be used for
transfer of funds relating to bill proceeds, payment of

Inward Telegraphic Transfers, etc.

8.22 The Committee recommends that the Indian Banks'
Lssociation should take up this matter on a priority basis

and evolve a scheme in consultation with member banks.
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wection II - Cbgt of operations-

8.23 Banks have been conscious of the need to have control
over casts 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 depertments/committees which
should be assigned prime responsibllity 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-gaoing basis, the capital and revehue 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 O & 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 2 two-pronged drive.
At the macro-level there should be specialised departments
such as 0 & M, Managecment Services, etc., which will, on an
on-going ba_sisy examine the work organisation, systems, K and
procedures of & bank with a view to minimising the cost of
operations. At the micro-level, it will be necessary for
every btranch of a bank to draw up a plen for the essential
expenditure for carrying out its operation. To a large
extent, this aspect has been taken care of in‘fhe system of
performance budgeting.
8.25 In the ¢ontext of optimum use of resources, management
of cash at the branch level has become an important tool for
reducing cost for the banking

Cash
management industry. However, in the

responses made by banks to
the question on "Cash Management", it was observed that there

is no uniform structural approach by banks for maintaining the

0'012.
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minimum level of inventory of cash at the branch level,
The Committee, therefore, recommends that banks mey 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 sliould be periodically revised
to meet with the chaﬁging'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
size banks. For this purpose, a weekly return
should be called for from the branches giving
cash balancesa The controlling office should
take immediate corrective agction where excess
cash balances are maintained by branches,

iii) In some banks there exists a strict compart-
mentalisation of Day's Cash Receipts and Day's
Cash Payments which necessitates handling a
large number: of picces of currency notes. As
faf as possible, in smzll and medium size
branches, cash received on thc same déy should
be used for the day's payment. This wil; cut
down the cost in terms of man-hours spent on
handling of cash.

iv) Nationalised bahks must open currency chests
at branches where the volume of cash transactions

warrants such currency chests. Although the



v)

vi)

8.26
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Reserve Bank of India has taken.a policy
decision to encourage nationalised banks to
open currency chests, the progress in this
fegafd has beéeen slow, As a long term objective,
the Reserve Bank of Indis should plan in such a
menner that at all district head quarters,
there will be a currency chest (apart from
that menaged by the State Bank of Indis) main-
tained by at least one another nationalised bank.
In order to provide.flexibilityuto cash balance
at the branch levelé, the Head Offices/Regional
Offices of banks must prescribe branch-wise
limits for digcounting Telegraphic Transfers
with State Bank of Indiafqr any other approved

commerciallb&nk. In times of emergency, these

Telegrephic Transfer limits can be utilised by

the braenches to replenish cash.

Banks mey also introduce a system of "cash
collection centres" for a cluster of branches

in remote areas where physical movament 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 mey be opened at these ceéntres.

The Committeesrecommendations on the subject of

cost reduction cover mainly labour costs and servicing

cost of bank operations. They specifically exclude

st control/ interest cost of money.
leduction

The recommendations are

given under the two

sub-heedings, viz. (a) Staff Costs, (b) Servicing Costs.

000140
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A. St;fg Costs:
§.27 Banking in India is highly 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

rescurce, Whioh is an expensive resource, would be a good

starting point for establishing control over costs.

_Work Measurement

8.28 Banks must adopt work measurement technigues to

arrive at norms for daily output for each activity in the
Bank. While admittedly it would be difficult to establish
norms for "staff" functions, for all "line" functions
standard or norms should be laid down for each activity.

In regard to "Staff" functions also a rough approximation

of a fair day's output should be laid down. _The Committee
is well aware of the fact that such ndrms may at best be
only indicative ana cannot probably be applied uniformly.
Even so, such norms will serve two purposes - for the employee
to appraise his own pepfp?mance cnd for the Manager to

ensure that a féir dayas ﬁbrk is turned out by all eﬁployees.
Some banks have developed norms to relate staff strength
with workload - 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 activitieg, a
better method can be evolved and productivity incréased.
Such method studies should precede work measurement to
ensure that norms are set up on the basis of iméroﬁed

methods and procedures.

;Staffing pattern

8.30 Banks should evolwe a standard staffing pattern

esess1S
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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 and‘buSiﬁéSS"coﬁld“bgmthe number of
vouchers or number of transactions. This criterion is pre-
ferred to business as expressed in monetary terms, as the
latter does not give an indication of the size of the account,
the labour input for servicing such accounts, etc.

Rural 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 branches
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 coéts'incurfed 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 tun}uﬁifﬁ.fﬂé.rural economy .
Although a differential pay scale for rural staff may cause
some organisational problem in relation to promotion, place-
menf, etc., such a'rur;i‘cadre is‘a necegsary measure to

bring down operatioﬁél costs.

Bank Apprenticeship Schenme

8.32 The Committee notes that the question of introducing
apprentiééship scheme in banks ie under consideration. The
Committee would recommend eari& legislative and administrative
action in this regard.

Progressive reduction in employment 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 - particularly the

large offices - shows that there 1s considerable scope for
reduction of such employees and for progressively bringing
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down their numbers. This could be initiated by introducing a
change in the work culture, starting from the Top Management.

Concept of self-supervision

8.34  The Working Group on Customer Service has recommended
"An excellent way of motivating staff.is the idea of self-
Jsuperyision“.‘_The;system‘of.checks and balances in banks in
India is.based on the cdlonial pattern of ohecking and counte:
checking of all jcbg right up the hierarchy. . The need to
cschew this systcm of wqrk organisation is long overdue

cnd a reasonable amount of responsibility assigned to each
worker. The effect of such organisation of work will be
felt not only in increased productivity but also in sub-
stantially reducing the ¢ost of operations. The number of
man-hour spent on counter checking trivial jobs where the
counter checking official has no specﬁal‘input'to provide
other than initiating the original entry made by the previous
_clerk/official are toq many to enumerate. Banks may, on a
priority basis, examine these jobs. Random or sample checking
of self-supervised jobs should also be introduced.

"Peer level" checking

8.35 In the prewious paragraph, we have referred to the
existing system of checks and balances in the organisation
of work in banks which is hierarchial in nature - i.e. the
work of junior will be checked by a senior. .A detailed
examination of some jobs in banks shows that the idea of
checking the primary work is for the purpose of ensuring
accuracy and the:cforg such checking although important

need not ceceséarily be done by a superior. The Comnittee
recommends that in sgphcareag,.bgnks mustﬁigjrpduce-checking
of work by "peers" which will result in reduction in costs.
Besides, it will also result in better utilisation of senior
staff who can:be assigned more responsible work than mere
checking accuracy oficalculations.

Norms for estéblishmﬁnt charges

8.36 Banks can maﬁm use of averages or ratios for comparisd

of similar branches und their establishment charges. The

0001
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ratios suggested are:

(2) Ratio of establishment expenses
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
Bs.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, statione}y, etc. The
Committee has observed that there is considerable scope for
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 goﬁernmental suppof; for such
acquisition. Particuiarly, in }ural,areas,'the Public Wbrks
Department should be asked to construct the premises on the
basis of the standard pattern on tzé-'no profit; no loss' basis.
It is the expericnce of banks that when they are looking for
banking premises, the rentals have a tendgncy to escalate beyond

reasonable levels.

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 - ees B5.1,00,000/-
Urban c.. Bs. 75,000/-
Semi-urban eee« Bs. 50,000/~
Rural ... Bs. 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_qupplies made in
time. In the case of large banks, the printing and distribu-
tion of low-cost stationery items should be decentralised at
the Regional/Zonal offices. High cost items should be
centralised and economic inventory be held of these items.

Advertisement and Publicity

8.41 Banks must structure a programme for getting a feedback
on the advertiscments released by them to ensure maximum impact
on the public. In the abscnce of gqualificd professional
marketing research agencies, banks may use direct mailing
advices, questionnaires to be distributed in the banks' hall;
reply coupons as part of the advertiseuent, to measure the
impact of the advertiscment on the public. Based on the
fesponses they will be able to revise their advertising media
and strategy.

8.42 In order to regulate the expenses ungr 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 discouraged



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 neéd 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 Brgnchés.
8.46 There is a ﬂeéé for preparing an exhaustive list of
all clerical activities and cglculating the time required

Magter Clerical for each of the activities.
Data From the data, the optimum

output of staff during the
day at various desks should be arrived at while giving
allowance to moriotony, relief intervals and other routine
chéres, 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 prdductivity 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

productivity of staff.

Steps to ensure
productivity

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 to 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 effective supervision a
each level and Stritt enforcement of discipline so that eacl
‘membér of the staff completes the task assigned to him and
‘nothing is left in arrears.
'8.48 Banks should introduce daily diaries wuerein the
work turned out by an employee should be incorporated

eﬁery day for
Daily diaries
' assessing whether

a full day's work has been performed by him.: This system
is already inAGOgue in certain banks.
8.49 The job content of most'tééks in banks is more or
less routine and leaves little scope for use of innovative

8kills. 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. 1In
order to increase productivity by making the jobs more
interesting,'ﬁork organisation in banks must be examined.
One positive way in which the work organisation can be
'improved is by job enrichment thrbugh 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 npot meaningful. It is important
that évery worker should bg able to evaluate his importance
in the total job orgahisation in order that he may give his
best performance. The O & M or Personnel Departments in
banks should examine the various jobs in béﬁks‘and improve

upon the design of the jobs.

o e .,21



VIII - 21

Job Enrichment Workshops

8.50 Banks should ofganise Job Enrichment Workshopjs at
their- branches for officers, clerks and subordinate staff.
The aim of the workshops should be to create an awareness
in the emplcyees of the new neceds 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 neecds. Ofice . the vision of thce employe
ig developed, and they are sensitised to the needs of mass
banking, they will themselves be keen to comec 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
productivity in

Self-supervision &
"Peer Level" checking 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 implement job enrichnment
programmes is the Bipartitc Settlement on the workmen staff.
There has grown a tendency

ggigiimégtBipartite among the bank staff in

the clerical grades to

demand special allowances for any work involving checking
and additional responsibility. The Committee is of the
view that the Bipartite Settlement should be reviewed.

A Working Group may be appointed by the Reserve Bank of
India, in consultation with the Indian Banks' Associationm,
to examine the various provisions of the awards, ectc.,

and give specific recommendations for necessary changes

through legislation or otherwise.

I
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8.53 Monotony or drudgery is inherent in certain banking
activities. The Working Group on Customer Service has
identified the cash
Relieving monotony

in the Cash department as one such
Department

and recommended free
transfer of cashiers to clerical side at frequent intervals,

in addition to making the cash depértment as the entry point
for all new recruits. While implementation of the above
rccommendation might save the cmployce from prolonged exposure
to drudgery, the activity itself continues to be tecdious.

In order to rcemove drudgery from the activity itself,

Cash Counting Machines and Cash Registers may be introduced
in the cash departments. This will reduce supervision and
also eliminate the need to maintain scrolls, as an additional
copy is autonmatically printed for bank's usec.

8.54 There is neecd for some change in the recruitment
pattern. The emphasis is now on academic distinction.

A large number of tasks
Recruitment

in the banks are routine

and do not call for high
academic skills. In order to avoid frustration among highly
qualified persons entering bank servicces, the minimum
educational qualification may be relaxed for a small
percentage of new recruits from a graduate to an S.5.C. or
cquivalent level. This will help non-graduates who

are unable to pursue higher studies, to get into the banking
service. After 2 ninimum service of say 5 years, they may
be asked to qualify in a merit test if they wish to move
into the higher cadres. For rural areas, preference may be

given to candidates knowing the local languagec.
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8.55 Attitudinal changes for officers to serve in rural
areas may be brought about by giving proper orientation

training and by
Increasi
Productivity of making it known at
Rural Staff

the time of recruitment
itself that they will have to compulsorily put in a minimum
period of service in rurql areas.
8.56 Banks may consider the feasibility of introducing
2 motivation element in the employee appraisal scheme by
giving alhigher weightage for promotion opportunities of
individuél 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 a2 view to impressing upon the employees
in the urban and metropolitan branches that rural branches

provide scope for greater challenges.

-0024



VIII - 24

Section IV - Manpower Development
' and Training

8.58 The Bankers' Training College and the National
Institute of Bank Management decide on their training
programmnes in the light

Co-ordination
in Training 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 the 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 agked to concentrate in this area. This can be
supplemented by providing training programmes for 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 caliing in other outside consultants.

Co-ordinating 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 neet

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 Imstitute of Bank Management
and the Training éolieges.

Bankers' Training Collegec

8.62 The intake of trainees and the number of sessions
held by thié"College have been found to Ee woefully
inadequate. While the number of officers in the banking
industry has been increasing at a phenonmenal rate, the
capacity of the institution to provide training has not
kept pace with it. The Committee recomacnds that nore
training colleges on the pattern of Bankers' Training
College aay be opened in important centres.

8.63 It would also be useful if the Bankers' Training
College faculty members could conduct courses/scninars/
workshops exclusively for particular banks at different
centres. This would bring the benefit of such training
to a large nuaber of trainees.

Post-training Placemenﬁ

8.64 There should be synchronising of training and
post-training placenent. A job rotation schene should
be vigorously implemented to take care of the follow-up

needs of traineecs.

Faculty Development Progrannes

8.65 National Institute of Bank Manageaent and Bankers'
Training College should arrange faculty developaent
programmes in the arcas of banking, functional managemént
and general nanagenent, with a view to strengthening in
company training systems of banks. The faculty should ‘be
given time and opportunity for development of new cases
and for keeping theiselves abreast of new developments in

teaching tcocchniques.
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Training School for Clerical Staff

8.66 It is cbserved that some non-nationalised and
small-sizcd banks do not have or cannot afford to have
training facilities for their staff. It is, therefore,
recomiended that banks could pool their resources for
setting up training institutions. A beginning in this
regard has been nade for training officers in the banks
in the southern and the northern regions.

CAIIB Exanmination

8.67 The syllabus for CAIIB Examination should be thoroughly
revised in the light of the changed concept of banking as

a service industry and the need to meet the challenge of

a rising,revolutioﬁ of social expectations. Soae maore
subjects such as costing, financial nianagcnent and operational
managenent should bc added to the itens ofhthé syllabus.

Job Cards and Programmed Learning Texts

8.68 Post nationalisation banking is more servicc oriented
and a highly skilled activity. To solve the problenm of

the ever increasing nunber of clerical staff to be trained,
banks should prepare job description cards and programmed
lcarning texts that can be used by the operational staff

to gain proficicncy in various fields of banking activity
without their having to come to training schools/centres.
One nationalised bank has prepared job cards for complex
banking operations relating to forcign exchange business,
advances, ctc., which has enabled the learning process to

be quickened and less painful. Other banks may also undertake
a .similar exercise. The job cards ond programmed learning
texts should be updated froa time to tiac.

Job Rotation

8.69 One way of developing skills aaong clerical cadres
is by job rotation in branches. This should be donc on a

-corpulsory basis as voluntary methods arc likely to fail.
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Job rotation is essential for developing a skilled

personnel.

Training Sessigns in Branches

8.70 Branch managers should hold treining sessions for
their staff. They should hold guestion and answer
sessions,'éay once a fortnight-onfthe'bgnk's policy and
procedural methods, and deplo§rwhatever other methods

deemed essential to shape and sharpen the skills and

efficiency of their staff.

Career Progression

8.71 Individuals with-highmpotential should be identified

and after ascertaining their aptitudes, opportunities

should be given to them to maximise their career progression.
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Section V: - Operational Efficiency

8.72 Operational efficiency of Banking services‘requires
not only infrastructure facilities like good layout,
rationalised system and procedures, trained_stgff, etc.,
but also the involvement of the staff at all levels to
maximise oustomgr satisfaction by efficient servidé,
Therefore, in this context, the branch stgff who are the
first points of contact with the customers have a very
important féié.to play. They shQuld have not only. job
knowledge but also product knowledge (i.e. services offered
by the bank) - and customer knowledge, i:é: customer
expectations. The Committee notes that some banks have
been able to.ensure a greater degree of involéement of
branch staff in rendering services. Based on observations
made by the banks, the Committee makes the following
recommendations.

Informal Staff Meetings

8.75 Informal staff meetings should be periodically
held at the branches to study the policies laid down by
the Head Office in respect of busiﬁess 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

eeee29



VIII - 29

(having a number of branches and staff members) along

with the top leaders of the Award Staff Union and the
Qfficers' Association, and hold meetings/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 personnel

will have a visible impact on operational efficiency.

Inter-branch Comparison of Efficiency

8.76 A comparison of operational 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-branch
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 should
be made. The suggested criteria for grouping are

(a) Total business at the branch, i.e.
deposits and advances

(b) Ratio of advances to total business

(e) 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 efficiency could be:

(a) Average time taken for cash payments
and cash receipts

re0 00350
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(b) Average time taken for processing
loan applications

(c) Extent of statements/pass books in
‘arrears, etc.

(d) 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
customeré is measured by the courtesy extended and the
speed and accuracy with which their transacfions are

completed. Thus, banks must devote consideraﬁle time

and effort to render service within these three parameters

8.78 The Working Group on Customer Service in its interim
report has already given 97'recqmmendations for better
customer service. Banks must eﬁsure 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' Association.

It is desirable that similar committees should be appointed
at the branch.level to ensure the involvement of branch
staff in rendering good service.. Banks may congider
appointing such Committees at all branches where the staff

strength is 20 and above.

8.79 BSome of the foreign banks in India have an official
stationed in the customer. lobby to. handle customer traffic
and complaints. A similar arrangement can be made by all
banks, particularly to fégulate the customer traffic during
peak days like the first week of the month, Diwali, Puja, etc.

cees3]



VIII - 3
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
benefits, such as minimising the chances of undetected
frauds, by spcedier reccnciliation 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 baniting industry has been depending on the
Posts and Telegraphs network for all its communication
needs. By and ‘large, ‘communication lines between major
centres are inadequate. Barring exceptional cases,
where some foreign banks have 'Dedicated Teleprinter

Lines' connecting Bombay, Calcutta 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 irefficiency.

8.8% The Committee recommends that 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 and business is so uneven that the top ten
centres account for more than 16 per cent 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 Madraélaccount 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 understood that once a decision is
taken to avail of telecommunication facilitieé to connect
the four centres, vigz,, Bombay, Delhi, Madras and Calcutta,

the job can be completed in a year or so. The Postal

.ODOCBB
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authorities 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 be in

constant touch with the Overseas Communication Services
so as to take full advantage of the new technologies as
and when theyare:introduced 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

(@) functional specialisation.

8.88 Diverse organisational pattern are prevalent

among banks depending upon the category; size 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, barring 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 betwecn a

wholly functional and geographical one.

8.89 The Chairman and Managing Director (Chief Executive
Officer) for the nationalised banks is appointed by the
Central Government in consultation with 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'éhe 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.
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8.90 In many banks the distinction between senior.
management level and officer-in-charge'of the departments/
senior officer is very thin. The designations, status

and the responsibilities of the officers comiﬁg under

the category of departmental ‘' eads/senior officers who,

by and large, ocrstitute the middle management in banks
vary from bank to bank. Banks,'groqp-wisé, should work
out norms of work and responsibilities for this level of
officers and adopt as far as practicable, uniform designa-

tions and confer identical powers, status and privileges.

8,91 The junior mansgement level lies between the senior
officersland 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.l 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 the¢ir responsibilities.

8.92 In many banks there is a frontline supervisory post
known 28 'Special Assistants'. These assistarts are governed
by the Bipartite Settlement and are deemed to be workmen
staff although they actually carry out supervisory duties.

AB these employees are invariably those who have put in

many years of service, they often draw higher emolumenfs

than officers and are further entitled to overtime payment.
The consensus among banks as seecn from their replieé'to

theé Questionnaire, is that this post of Special Agsistants
should be abolished. The Committee cndorses this view.

The first line supervisor must be an officer.

8.93 Designating staff in the clerical cadre as Clerk/
Cashier/Cashier—cum-Clerk/Typist—cum—Clerk gives them

little self esteem of their acceptability in the institution
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and thereby decreases their productivity level. A
designation like "Bank-Assistant" would improve the

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

Delegation of _
Authority into action and this is

done through the Chief
Executive and various other functionaries by means of a
system of delegation of authority-. It is observed that
there is either undue concentratlon of power at certain
1evels leading to avoidable delay in taking declslons or
unfettered freedom of operation exposing the wielder of
such authority to the temptation fof 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 administration, (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 roles spéci-
fication and assessment of expectations df_both the management

and the public about the performances of decision 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 constant 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 primciple
banks must ensure that at least 80 per cent of the
decisions are taken at thg primary levels and only

20 per cent are passed on to the next higher authority.

8.97 Delegation of powers to officers in bankg for
granting loans, advances, etc., is fairly comprehensive.
However, the delegation of powers for administrative and
operational matters is meither comprehensive nor adequate.
Banks must take immediate action to rectify this situation
as it creates bottlenecks and impairs efficiency. Decisions
on bperational matters like repayment of balances in
accounts of 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 the 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 officials next below the rank
of the authorised officer (i.e.'the delegate) can

exercise Jjointly 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 Any scheme of delegation should be supported by

an effective control system. In the banking industry
today, the control systems designed for’conventional
banking is on the verge of a 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 taek

force to look into this aspect.

8.101- It is observed that in several banks the Chief
of the Inspection Department is also the Chief Vigilance

_ Officer. The work of
Internal .
Tnspection Vigilance Officer is of
Audit

a quasi-judicial nature
and has to be in close collaboration with the Central
Vigilance Commission. While the vigilance officer may
utilise the services of the bank's internal inspectors/
auditors for purposes of investigation into any cases of
cérfﬁption, it is recommended that vigilance should be
placed in charge of a separate functionary who, apart
from investigating complaints and frauds, may also initiate
disciplinary proceeding, including charge-sheeting of

employees, conducting enquiries, etc.

8.102 ‘The audit and inspection machinery should be
pifurcated 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 of a Deputy General Manager, ‘who will be directly

responsible to the Chief Executive Officer. This Department
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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 mgy have under its control
independent Divisional/Zonal Offices in 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 Jjuris-
diction are audited periodically. On completion of the
audif 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—ub and rectification
of irregularities. The Branch Manager should be made
responsible for getting the irregularities rectified. The
performance of a branch, inter alia, should be judged on

the basis of a Zero Irregularity Programme.

8.104 Some banks have alresdy introduced a system of
concurrent audit of large branches in metropolitan cities
where the daily transactions require care and attention.
The concurrent audit is carried out by‘firms of external
auditors specifically appointed for the pufpose. Banks
which have not adopted the systems should consider doing
so at least for their 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 REMITTANCES AND CURRENCY CHESTS

Organisational set up.

~ The Reserve Bank of India has a statutory obligation
to afford reasonable exchange and remittance facilities to
banks and general public. This obligation is discharged by
the Bank through its own Issue Offices and also throwgh the
curréncy~chests‘established;with the branches of its agency
banks.and treasury agencies. In accordance with a policy
decision taken to appoint the nationalised banks as agents
of the Reserve Bark, currency chests are also being opened
with the branches of those banks. The progress of establish-
ing currency chests with the branches of nationalised banks
has, however, been extremely slow. Hence the entire
responsibility for affording remittance and exchange facili-
fies towbangs and members. of the public rests and will be
festipg for some time to come on the Issue Offices of the
Reserve 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
country which are primarily responsible for the supply of
fresh notes on the one hand and withdrawal of soiled notes on
the other. In addition, the Bank has currency chests with
(i) branches of its agencj banks, i.e., the State Bank of
India and its subsidiaries and also the fourtéen_ﬁationalised
banks, and (ii) Government treasuries and sub-treasuries
wﬁe?e in the absence of a:branch of an agency bank, Govern-
mg@p_bqsiness is transacted by them. Currency chests have
beeﬁ ééﬁéblished to cover all important cemtres in the
country. Apart from-currency chests there”arg also reposi-
tories which, unlike the currency chests, do not deal directly
'Withvlssue.Offices but are linked to the main currency chests.
At the end of June 1976, there were 2396 cqrfency chests and
254 repositories. Addi tional currency cheéts are opened by
the Bank at different branches of the State Bank or its
subsidiaries or the nationalised banks according to require-
ments. The I'ssue Department also maintains small coin
depots belonging to the Central Govermment for supplying
subsidiary coins to the public at its offices and also at
the branches of the agency banks and at thé treasuries and
sub-treasuries.

9.3. Despite all these organisations and arrangcments, thsre
is no denying thé fact that there has beer a steady deteriora-
tion in the quality of the .service to the public. Tﬁis has
been duo to a variety of reasons. The branches of the agency
banks have not been nble to augment their vault space to
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increase the holditng c¢apacity of currency chests, with the
reeult'thatwthey“arE”nct“in é“position to aocept.cash
remittances from other banks im full. The excessive centra-
lisation of resource operationé at about 2600 currency chests
in a vast country like ours ha® resulted in a great deal of
inconvenience all round as cash can neither by received nor
paid out in large quantities, except at places where these
chests are located. In the absence of facilitiés for paying
césh into, or drawing cash from currency ehests at a sufficientl
large number of points, commercial banks find from time to
time that idle cash, 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 great
deal of inmonvenience 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 légal military units and installations,
resource operations are difficult on account of the
inadequacy of the number of currency chests.

9.4. In their day to day operations, the branches of

banks may accumulate surplus cash or may require more cash
than what is available in their till for meeting the pay-
ments 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 requirements of additional cash are met by with-
drawing from the/account with its "agency branch". Further,
the soiled notes and slightly mutilated notes exchanged by
the ' banks from member: of the public¢, in terms of the instruc-
tions issued by the Reserve Bank of 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 bank. Thus the
offices of_the Roserve Bank of India and agency banks‘have

to receive from the commercial banks their surplus cash and
accumulations of soilqd and mutilated notes exchanged by

them from the public and also issue to the commercial banks
their day to day requirements of fresh and re-issuable notes.

9.5. The banks are, however, experiencing difficulties when
they go to the offices of the Reserve Bank of India or branches
of the. agency banks for exchanging soiled and mutilated notes

oooa-B



or for obtaining their ;equiiement of additional cash

or for depositing theif"sufplus cash pr fresh notess Some
of the difficulties which the commercial banks are reported
to be facing in this regard are outlined in the following
pafagraphs;

Neeg for Additiomal Currency Chests

9:6, The exchange and remittance facilities provided by
Reserve Bank of India and other agency banks to other banks
is found'fo be inadequate in as much as the commercial

benks in most cases are not free to pay-in their excess cash
daily into the credit of their current account or remit it
to their head office. In most cases the agency bapks and

at times even Reserve Bank of India put certain restrictions
on the days of the week on ~'hich cash will be accepted from
other banks and on the quantum thereof. A4s a result the
commercial banks are compelled to keep higher level of cash
with them than warranted. In some instances commercial
banks are left with no 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'ngérvé Bank or a branch of the State Bank
or agency banks, their répresentatives 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 evern by the
Reserve Bank cffices and commercial Banks' representatives

are made to stand in the queue along with members of the
public, instead of aifording special facilities to them.

9:9: The Committee examined their difficulties and obser-

ved that the main reasons for the inability of Reserve Bank

of India and'Agency banks to handle all the cash téngered‘by
Commercial banks is shortage of staff in Cash Department and
want of -space in the strong rcom. One sqlu§i§n-could be to

increase the number of..currency chests.

9.10. Reserve Bank -of India have been trying to increase the
number of currency chests at the branches of the State Bank

of Indi§a its subsidiaries: and those of the nationalised banks.
Accordingly, ‘in #pril 1971, it was suggested to the nationa-
lised banks that currency chests should be opened at the more
important places with a population in excess of one lakh

each. In October 1971, in view of the difficulties in
arranging fcr supplies of notes and small coins to the eastern
States and unicn territories at short notice, a list of places

....4'
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in eastern and north-eastern India was sgpplied to the banks
with branches in the eastern India asking them tc consider
the establishment of currency chests at some cf these places.
-State” Bank ¢f India was requested to consider the question
of improving the standards and capacity of 1ts currency
vaults at each of the cities and towns with o population’in
excess. ¢f one lakh Gaeh acccrdlnv to the. 1971 Census.

9.11. The ccmmercial banks der1Ve certain advantages in
having currency qhestSFJIBanKSWWith“CUrrénc§”chests will be
able tc conduct their day tc day business with a minimum
-cash balancé'and thus avcid accumulaticn ¢f idle cash and
consequent lcss cf interest. 'They can alsc minimise physical
transfer of cash %o and from Reserve Bank office or between
theif-own branches thereby reducing the cost of cperation.
Currency chests alsc enable the .exchange uvf rupee coins for
notses and vice versa, Ou notes of one dencminaticn for notes
of another denomlndt1on, cr old and sciled notes for fresh
and re-issuable nctes. From Reserve Bank's polnt cf view alsc
there ars scme'qdﬁgntagesﬁ;gBy establishing more gnd mcre
currency chests, storage space is shared. There is alsc

some eliminaticn c¢f duplication ¢f werk and saving in labour
by recycling the nctes.at the branches of public sector

banks themselves. Frem statistical point of view alsc the
amount ¢f active nctes in circulaticn will show a more
correct picturc by the exclusion c¢f the idle cash with the
‘banks through the mechanism of currency chests.

9.12. Further, it is in .the banks' cwn interest that ade.

quate cash shculd be available at a larger number cf points,

toe be drawn in emergenéies as and when necessary. Secondly,

the facility of paying idle cash intc¢ eurrency chests gnd of
withdrawing cash frem cﬁffency chests, as and when heavy pay-
ments are tc be made, will be very real and impcrtant. The
alternative,_in'the'confext cf the increase in the volume of
nctes in circulaticn and inadequate currency chests, may well

be very heavy accumulaticn cf éash and less cf interest on

such accumulated cash, resulting in con51der3b1e 1nccnvenlence
Yo the banks themselves.  Thirdly, remittances between bank's
cwn branhbS wll; be fgcilitated, as and when mcre currcency chests
are cpcned by-the bank; the gdvantages in cther words, are
likely to be mcre real than apparent, as and whqp'more currency
chests sre cpened. Lastly, in the interest of équitable iisfri-
buticn «f the aVailable supplies of fresh nctes among banks and
their constituents, the opening of an édequate number of currencvy
chests will be inevitable.

2.153 'Thc:br;gfcss,,however, has nct been very encouragine

prrticularly, ir respect . of the nationalised banks. Abcut scurrency

«ee D
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chests only. have so far been established by the nationalised
banks. In relatlon to the volume of currency to be handled
and the rate at which it has been increasing, the arrange-
-ments for dealing with it continue to be eXtremeiy inadequate
and the response to the Reserve Bank's suggestlons and
recommendaticns has not been very satlsfactory.

9.14, The Reserve Bank is aware of the limitations within
which improveménts in the existing currency and financial
system can be intrcduced. The major limitation is that the
nationalised banks and the State Bank ¢f India seem to be
reluctant tc undertake any additional burden or to -incur
any "additicnal expenditure in regard to-currency chegts.

So far as the naticnalised banks are concerned, thé_benefits
of having independent currency ¢hesﬁs are deemed by them to
be meagre in éompariéon to the expenditure involved - both
recurring and non-recurring.

9.15. In view of the exorbitant cost of construction of
vaults for setting up currency chests, it has. been suggested
by some of the banks that all the nationalised banks should
pool their resources to establish currency chésts'at metro-
politan centres so thmt the prohibitive initial cost on capi-
- tal account could be spread among 01l the banks. Such an
arrangement, howeGér, may ncf work tc the satisfaction of
all contributing banks as the main advantage will be with
the bank housing the currency chest and may alsc cause
operaticnal difficulties. Initial ccst shculd nct normally
be a deterrent tc opening of currency chests by banks in
view of the long term advantages and better service they
will be able t¢ give to¢ their custcmers and general. public
with the help of the mechanlsm of.currency chests.

9.16. An impcrtont handlcap in thls regard, however, 1s tne
lack of suitable accommodatlun fcr vaults (for hou51ng the
currcency chests) which are tc be built according to the
specifications prescribed by Reserve Bank of India. The
nationalised banks have a feeling that the Reserve Bank's
specificétions for strong rooms are very stringent- and the
procedural requirements laid down fur establishing currency
chests are very protracted. Any dilution of the existing
standards, however, may endanger the security of the treasure
held in the vaults, which ig the properfyﬂof the Reserve Bank
of Indié, particularly 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 care.

....6
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9.17. It is recommended that Reserve Bank of India may create
Development Fund out of tneir,annual profit for the purpose of
financing comnerciaIfbanks for comstruction of strong rooms for
housing the currenc#'cheSts as per specifications laid down by
Reserve Bank.ofJindia. No interest 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
India.
9. 18._ Yet amother hurdle is the lack of suitable trained
personnel with-the nationalised-banks for managing the currency

chests and also lack of sultable arrangements for the training

)

of the personnel. The Comm;ttee»understands.that~the Reserve
Bank of India is making arrangements for training thexstaff‘of
the nationalised banks at the offices of tnedReserve-Bank“and
branches of the State Bank of India and its subsidiaries. fhe
Reserve Bank should contlnue such arrangements.

9.19. ‘The banks are also experlen01ng difficulties on account
of-the non;availabilitylof_poldce guards to guard the currency
chests. This difficulty is genuime, because the various State
Governments are not in a position to spare theinecessary
personnel to guard the carrency chests in view-of the more
pressing demgnds on the;nolicegpersonnel. This issue has been
taken up with the local Pollce Authorltlts, viz., Commissioner
of Police, Inspector General of ;ollce and also the Home
Secretaries of State Governments. The matter should be pursued
vigorously. To overcome this difficulty, the banks have been
Permitted to employ their own armed guards subject to certain
stipulationsi A comnected 1ssue 1s the high recurring exPendl-
ture of malntalnlng .the required pollce guards whlch comes to
about Rs.30,000 to Rs 40,000 per annum. Some banks have suggested
that the expendlture should be borne by the Reserve Bank of

Indla as they are actlng -as agents of the Reserve Bank of India.

ni...?.
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9.20. In view of the advantages accruing to the branches of
the banis maintaining currency chests, particularly in regard
to éavings on interest charges, there does not appear to be
any justification'for reimbursement of such expenditure to
the barks 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., This has
been examined by the committee and the committee feels that in
the absence of some such norms, currency chests will be opened
in a haphazard man.ier at all sorts of centres and locatiqns
without any plan or prograﬁme, 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 Soiled Notes:

9,22, AsS Observed eariier one of the reasons for agency 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 of soiled notes has also been increasing in magnitude.

The -value of currency in circulation which stocd 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
7glue of currency in circulaticn but the quantity of note

Pleces in circulation has also to be taken intc consi’eration.

...-.8.
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The quantity of note pieces incirculation has increased from as
low as 124 million pieces in 1935 to 7171 millions pieces in 197
i.e. by more than 57 times. Further, according to projections
made .by the Resefve Bank in April 1973, the value of eurrency
in circulation.is éxpected 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 these projections were made, ¢ven these estimates
may turn out td be rather conServative, but plans for increas-
ing the capacity for-.the printing of notes are being made on
the basis of these e¢stimates, plus additionnl contingency
provision of 10 to 15 per cent every year, ovef and above the
estimates;pf'requirements'for the .year, by way of abundant.
cau*ion.
9.24. The number of pieces of currency notes in c;rculatibn in
India is the largest in the worl® as can be seen ffom the
'stafistics given below:

(In millions of pieces)

India 7171.0
“U.S.A. 5812.0
U.K. 1470.0
France 1097.0
Italy 1079. 5
West Gerﬁany 825.0
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 trareactions on cash basis and have not yet
developed barking habits, people use more currency notes of

lower dénominati%ﬁzui?an these of higher denominations. Actually

one rupee and twa{notes together account for nearly half the

total volume of notes in circulation. The following table

eese9
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shows the composition denomination-wise:

(As on BOth_Jupe 1976)

Value , Pieczs

omsmation Ry T IOIAe Dl Lo wenr
Re. 1 285 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 2 3
Rs. 50 245 3 49 1
Rs. 100 3910 50 ?71 5
Rs. 1000 100 1) 1 -
7467 100 7171 100

9.25 It is = ¢ommoﬁ coﬁplaint:from the public_sectdr banks
maintaining currsency chests that the Reserve Bank of India 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, in turn,
are alsc not ir a position to receive remittances of fresh and
reissuable notes from the Reserve Bank/other cprrency chests
gnd afford adecuate exchahge and remittance facilities to other
banks not having currency chests and also t: the general public.
The banks feel that the Reserve Bank of India spogld 1ift the
accumulations of soiled nmotes at their branches at regular
intervals, at lecast once in six months. The complaint appears
to be genuine and the Reserve'Bank, nd.doﬁbt, is required to
1ift the accumulation of soiled notes at least once in six
months. In practiée, however, this is not being done, becszuse
the vaults at the Reserve Bank Offices themselves are congested.
The remedy appears to be further decentralisgtion of the work

of examination and destruction of soiled notes. In.this
cornection the éuestion of opening full-fledgcd branches of

the Rgserve Bank of India at the remaining State capitals should
be considered on a priorify basis. In addition it will also be,

-.-.10
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-necgssary to open sub=offices of the Issue Lepartment at import-
éﬁtifeceiving centres, so that soilsd hvtes from-surrounding
Achegtg_cqgld”be rcmovéd to the sub-offices, ¢xcmined and
destroyed, *..¢ load thus reducing"ﬁhe'load on the Issue Departments
9.26. The delay in dispcsal cf ;oiled notes can pe corsidirably
reduced if instcad c¢f meking a cent per cent c¢xamination, only
a sample examination is carried out by application of: suitable
statisticzl quality control techniques. The pchentage_of
sample exazunination should ofcourse be higher for higher
denomination notes. In casc of dencmination of Rs.%00/- and
above examination should be cent per cent. 4 cent per cent
éﬁéntit}-Eheck'may;iﬁOwever;jbe conducted in the case of 2all
&éﬁéﬁ;ﬂéticns by thé'REServé Bank as Currency duthority rggkgl—
‘the notes are finally written off and destroyed.

9;27. One of the main reasons for the accunulation of soiled
notes in the vaults of the Reserve Bank of India and its
inability tc remcve soiled notes from chests appecars to be the
low out-turn of work in the Note Examination and Verification
Sections in the Issue Departments. 4 reputcd firs of Industrial
Consultants, namely IBCON, was engagzed by the Bonk sometime in
1958 to carry ouf a scientific study. Th= revised rates
suggested by them, however, could not be impleuw=nted because

cf resistance from &Smployees' Associaticn. The question was
again studied by a High Fower Committee anpointed by the Bznk
in 1975 now known as tac Rao Committee. The revised rates
recommended by them could also not be implewmented zs the
Employees' Associaticn appealed to the Labour Commissioner
against the increase in the rates pfopoSed by the Bank and the
matter is now pending with the Regional Labour Commissioner
(Central) Bombay.

9.28. The problem of accumulatiocn of soiled notes at the
currency chests as‘ﬁéil as at the Issus Offices has aszuumed
such a magnitude that introduction of both short term and long

tern measurcs for speedy disposal of the growing volume of

P Bk
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soiled notes is urgently called for. The existing procedure for
examination of notes is aimed at detecting shortages/excesses
and foréed-and defective notes and salvaging re-issuable notes.

In practice, hcwever, it has been found that the actual humber of
re-issuable pieces in chest ﬁotes of Re.1 and Rs.2/- denominations
as well as shortages/excesses and forged notes detected in all
dencminations in both chest notes and local tenders is negligible.
Looked at from the cost-benefit angl:z, it is evident that the
present system of quality eiéﬁiﬁﬁtien of notes of lower denomi-
nations (Re.1 and Rs.2) in-chesf reuittances does not yleld
OOmmensurate results.. The stﬁtistics show that incidence of
forgerles in lower denomlnatlon notes" 1s extremely negllglble.
After careful consideration of all these factors, it is felt

that there is sufficient scope for a thorough upward revision in
the rapes for note examination and verification. Reserve Bank
should take effective steps in this regard.

Higher Denomination Coins

9.29. It is observed from statistics that one rupee and  two
rupee notes together form nearly half the total vol ume of notes
in circulation. The problem of accumulation and disposal of
soiled rotes cculd be minimised if the notes in these two
denominaticrns are substituted by coins. The Bank is already
issuﬁng one rupee coins side-by-side with cne rupee notes. One
rupee notes mey be completely substituted by one rupee coins in
a phased wmanner. To make it popular, the one rupee coin should
be light smaller in size and convenient to handle. If necessary,
the metal composition may be suitably changed. The Bank could
also consider issuing of coins of two rupee denomination and the
eventual substitution of tﬁo rupee notes by two rupee 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 cf coins being

easier than counterfeiting of notes.

Guarantee Bonds Systen

9.30. HNotes deposited with the Reserve Bank under guarantee
- .'.'I12
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bond system are not'diéposed of =xpeditiously. Undue delay in
getting these notes exéﬁined;by the Reserve Bank makes it
difficult for the commercial bank to fix responsibility on
their staff for any shortagg'or irregulapity“wﬁich nay be
detected at the time of actual ‘examinaticn of the tenders after
the -lapse of a considerable time. At'times, the répresenta—
‘tives of the commercial banks aré mads to work late’hours by
the Roserve Bank offices for watching the examination’of
renmittances received from their baniks, nzcessitating payment
of overtine 5110wancefto the represéntatives by their banks.

Duplication in counting cf notes

9.31. It is observed that theré is ccnsiderable duplication of
work and wastage of man power in counting ard rcexamining notes
received by one branch from another branch and also by one bank
from another bank. Remittances between branches of the same
bank could, perhaps, be simplified and counting at multiple
points eliminasted by introducing fool-proof checks and counter
checks and by a system of affixing-adheSiVe“péthldHémical sealswr
It is understood that the State Bank of India has introduced
‘this system with advantage. The system may not, however; be
fool-proof in the case of remittances from one bank to another.
Much of the ‘duplication can be eliminated if the commercial banks
sort the notss properly into non-issuables and re-issuables
‘before they arec remitted”to the Reserve Bank of India or to the
agency bank, so that, to that éxtent, the work of receipt and
‘disposal of cash remittances from commercial banks can be
speeded up at the offices of the Resérve Bank or branches of

the agency bank.

Exchangec of mutilated notes

9.32. Considerable delay is experienced by the commercial banks
in getting multilate& ete. nofes'éxchanged from the Reserve Bank
officcs. - After the lapse of a long period the commercial bank
concerned finds it difficult tu recover the amount of any note,

which is ultimately rejected by the Reserve Bank, from their

ooncuqa
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custoner on whose behalf the note was originally exchanged by
them. 4t times, some of the offices of the

Reserve Bank even limit the number of pieces of multilated notes
that will be accepted from the commercial banks. Deféctive
notes are accepted at a special éounter at the office of the
Reserve Bank. Commcrcizl 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 causecs 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 ezhgdi-
tiously, preferably cn the day of receipt itself.

“e33. Commercial banks are experiencing some difficulties in
obtaining exchange value on defective notes tendered by them at
the Reserve Bank Offices. Under the Reserve Bank of India (KNote
Refund) Rules, 1975, powers have been delegated to the igents/
Managers of all branches of public sector banks to pass for
paynent certain types of nutilated notes tendered by members of
the public and other commerciai 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
éubsidiary having currency chest for reimbursement, if the
public sector bank branches concerned are not having currency
chests. At present there is considerable 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 that reimbursement can be made to the
banks without any time lag.

9.34. Specizl arrangcments shauld be made at Reserve Bank of

India offices to removs defective notes from public sector banks

.Q..14
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and to dispose of them expeditiously. The Reserve Bank may even
ccnsider gi;ing provisional credit for the remittgpces of defec-
tive notes receivea from banks, under a guarantee system, the
amount of notes subsequently found not payable on examination,
being recovered from the concerned banks by debiting their
accouunts.

Misgellaneous Difficulties

9.2", Only a.small percentage ¢f notes indentedby the commercial
banks is supplied in fresh notes by the cffices of the R serve
Bank and branches of the sgency banks and that too nct according
to the denoﬁinations indented. There is, therefore, a perpetual
compléint frCm their custcmers that they are receiving only
soilé& notes. Some o0f the commercial banks even complain that
they get only soiled notes. At times of seasonal rush, acute
shortage of fresh and reissuable nctes is being felt at scme of
the smaller certres. In rural and semi-urban areas, commeréial
banks find it &zi.icult to obtain their full cash requirements
and in required dencminations from the branches of the State Bank
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
br?nches of the agency banks by issuing notes of smaller
denominations. There appears to be a shortage of notes of
Rs.20, Rs.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 cpened. Further whenever fresh nctes are received
by State Bank of India branches having currency chesfs, the
fresh nctes should be distributed in some reasonable propor-
tions t¢ other commercial banks at the centre. While indenting
for notes frcm the Reserve Bank, the State Bank of India and
subsihiafy bank branches should take into account the require-
ments of the other commercial benks alsoc.

9.38. The Ccmmittee has capefully examined the suggestion made

esssesl5
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by some of the banks that commercial banks may be allowed to
hold cash upto a stipulated limit on account of the Ressrie
Bank of India or State Bank of India or its subsidiary in safe
custody and given credit for the amcunt of cash heldi under that
arrangement on the basis of a declaration given by the ¢oncerned
banks. although prima facie this suggestion appears to be
attractive, the proposed arrangement will nct 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 to be carried out with
any accuracy and if these balances sre not promptly and accura-
tely adjusted in the circle Issue Department, the currency
accounts will be incomplef;.
9.39. With the phénoﬁeﬁal increase in circulation, the work
involved iﬁ‘cdunting and examining notes received at the Reserve
Bank offices haé'Bécome enormous and unmanagééblé maﬁﬁally. The
efforts to mechanise the oPefations of note ccuntinz have been
unsuccessful in the past because of the resistance of the
Emplojces' Asscciativn. Mechanisation has been introduced in
éeﬁeral'fofeigh ¢cuntries like France, Isracl, Japéﬁ; Mexico,
New Zealanc and West Germany. The Bank could with advantage
once again examine the feasibility of intrcduéing\ﬁechaﬁisation
fér'counting of notes at varicus stages, at leasf ét Biggéf

centres.



CHAPTER X
PROFITABILITY OF OPERATIONS

In the analysis of earnings and expenses of banks
given in Chapter VI, it was indicated that from the point
of view of profitability_, the immediate future for the
banking system was not pfomiéing. This conclusion emerged
from two main factors. First, the upward trend in
expenses, consequent on a growing public preference for
longet term and higher cost deposits and increases in
establishment and other charges bécause 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 profitabiiity in 1970-73. This trend
would have persisted and perhaps become more pronounced
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
for banks, the full impact of which will 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 in 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 provisibn 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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egtyemely 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 the Indian
banking system and for enhancing its image abroad, an
imbrovement in the owned funds is very necessary."‘While
this is not something tﬁét 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%. By that year, deposits
are likely to be nearly double the present (March 1977)
level of Bs.17,500 crores. The desired quantum of owned
funds should be around Bs.1,000 crores, as against Rs.220
crorés’in 1975. The annual deposit growth rate is curfently
around 25 per cent. To reach a target of 3 per cent in
the ratio of owned fundé to deposits, the annual transfer
to reserves should
Profit .
Planning exceed 0.075 per
cent (3 per cent of
25 per cent) of deposits. As stipulated carlier in
Chapt?; V while dealing with taxation laws, the minimum
'quantﬁmnéf transfer to reserves should be 20 per cent of
disclosed profits. On this reckoning, disciOsed profits
of banks should be at least 2 per cent of deposits.
110.5_ For achieving this indféase in'profits, banks'
efforts will necessarily have to be multi-dimensional -
.reduction of costs, rationalisation of cﬁargés other
than interest and imbfbﬁement of efficiency. Many of
these points have been,digéﬁssed at length in the previous
chhpters. Proposals for_fefising service charges, which

will help banks in meeting their rising operational
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expenges, are dealt with in the Chapter No.XI on Pricing.
Certain other aspects relevant 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
3% of its demand and time liabilities. Thi$ minimum ceeh
ratio cah be raised
Cash - :
reserves upto 15% which is
obviously intended

as a measure of monetary control. Although the authority
to vary the requiféd 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% until 1973. Since June 1973,'the
ratio has been changed several~times, witp 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. 1In the
current year, the ratib;héé 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:mihimum_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, in three gtages,
to 6.0%, which rate has been effective since June 1977.
10.8 Banks' assets portfolio distributian'is further
conditioned by Section 24 of the Banking Réguiation 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 specifical
empower any variation in the same. Through power of "moral
suasion", the Reserve Bank has enhanced the requirement.
The current level of assets Mmown as Statutory Liquidity
Ratio (SLR} is 33%. This includes the cash in hand or
tiil 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 ligquidity
requirements has to .be in the form of invéstment in unen-
cumbered approved or trustee securities.’ Thué, 39% of a
bank's total liabilities are pre-cmpted for fulfilling
statutony requirements - 6% for minimum cash reserve and
33% for SIR. 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 reserves 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 doeé over a third of total deployable resources, is to
lqwer_banks' recturn on funds. Thus, while the average
iﬁcome from loans, advances and bills is 13.4%, the
average income from all assets is 10.7%.

The variation of the cash reserves is doubtless an
important tool of credit management. However, the payment
of a realistic rate of interest, on the reserves docs not
in any way dilute the effectiveness of the wcapons. It has
already been notcd that there has been a steady rise
in the interest cost of banks' loanable 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 reserves, 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 wh&se total
deposits exceed Bs.400 crores and 7% for aii othér banks.
The rates suggested are based on the estimated inferest
cost of funds in the recent past. The poSition has to be
reviewed and the rates revised annually.
10.10 The Committee is also of the view that interest
should be paid on the basic cash reservés’of 3%. Inter-
national precedence allows such a practice; the Reserve
Bank of Australia is reduired 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 subject. "It would seem logical to allow a
lower rate on the basic reserves than in the addifidnal
resorves. The rate of interest on the  basic reserves may
be the samé as the yield on Treasury Bills which is

around 4.6%.
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10.11 Maximisation of profitability requires effort

not enl}.a%_fhe hmacro" level - fof‘the"SYSéem as a whole

or an individual bank but at the "micro" or branch level

also. Individual bank offices have to develop and
sustain a high degree

Branch

- level of "cost consciousness".
profitability '

This depends primarily
on the attitude of the head office and the extent of
monitoring the viability and performance of the unit
offices. In general, while all banks have an integral
’inspection-énd audit system, not many undertake any
systematie evaluation of branch performance and stock-
‘taking ofdloss incurring branches.

10.12 1In order to gain a clearer appreciation of the
factors affecting branch level profitability, thed
Comnittee underﬁeok a study of loss-incurring branches in
collaboration with five nationalised banks. The details
TR S . o Yhi> oL/~
of the study are given in the Technical Note app< .
The concept of"loss" or- "proflt" of branches varies
between banks, dependlng on the 1nterest deblted/credlted
to the branches on the funds lent by or transIerred to
the head office. Since this is a crucial consideration
affecting the proper appreciation of branch profitability,
the Committee recommends the adoption of a uniform transfer
price formula by all banks.. Such a formula has been worked
_out on the basds of the study and is given in fhe Technical
Note. The formula takes account of ail factors, affecting
the cost of funds and the potential return on deployment
and allows for the varlatlons in the same between banks.
Thus, what is recommended 1s not the adoptlon by all banks

of the same rates of interest on the funds transferred
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from and to the head office, but the_éame methodology
for arriving at the rates. The rates will have to be
revised periodically in order to reflect the impact of
changes in costs and return.
10.13 It was found that in the’ banks included in the
study the adoption of the revised transfer price
mechanism made a substantial reduction to the nuaber of
loss-incurring branches. A further analysis of the
characterstics of the chronic loss incurring branches
(over 5 years old and making losses continually for
at least 3 years) has revealed some reasons for losses
ﬁﬂiéﬁ"have é.bearingtoﬁfihe.péiié}fuv_fafbe adopted,
both at the bank level and for overall licensing of bank
branches.
10.14 Two factors that were seen to be of considerable
importance in determining profitability may be viewad
‘together. They are:

Factors

p?gfiggt?lity (i) the location of

a branch and (ii) its
staffing pattern. The study revealed tihat a large
majority of loss incurring branches were in rural and
semi~-urban areas. The staff conponznt of the branch,
in terms of not only the nuaober of ehployees but their
age composition as well, was noted 2s another influence
on the costs incurrced at thc brangn level. Thus, where
the personnel consists predominently 5f older cmployecs
drawing high emoluments in their grades, the establish-
ment expenses tend to be unduly heavy. Also, there
appears to be sonething of an irrcduciblc winimun 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 offices, the nunber of eaployecs in a branch‘rglated
to its business potential is a consideration of significance
to branch cxpenses. N
10.15 The analysis of banking costs in Chapter VII
brought out the proportionately higher cost of transactions
in rural offices. The pattern of distribution of employ-
ment anong the offices in the diffcrent population groups,
related to the business in those officcs as indieated by
their total deposits and advances, further substantiates

this position, as may be scen from the following table:

Distribution of caployment and busincss between
bank offices in different population groups

(December 1974)

Percent Percent to Average Average businecss
Population to total total nunber of (Deposits +
Group employ- Dbusiness caployces Credit) per
nent (Deposits per office employec (Rs. in
+ Credit) thousands)
Rural 10.2 7.2 7 381
Semi-Urban 25.2 19.5 16 424
Urban 27.3 3.6 29 473
Metropolitan 37.3 49.7 48 731
TOTAL 100.0 100.0 20 548

10.16 While the proporticn of caployces in metropolitan
offices is nearly four tines that in rural offices, the
proportion of business handled by thea is about scven
times the rural business. Cogniscance would, however,
have to be given to the basic functional differcnces

between a metropolitan and a rural office. Thc latter
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is primarily concerncd with the establishment and the
spread of the banking habit and, in the process, has to-
develop more personal pqnﬁaots, both with borrowers and
depositorS’andqdealupredominantly with small accounts.
The process of lending in rural areas is frequently one
of seeking the poteﬁ%iéi %orrowers end offering them
banking facilitiesﬁ Even allowing for these factors,
judging by the quantum of business at present handled by
rural/sepi-urban offices, there would seenm to be a certain
degree of under-utilisation of staff in these offices.
This is further supported by the fact that non-funds
activity (remittances, bills, foreign exchange dealings,
etc.) is heavily concentratéed in metropolitan offices.
10.17 As pointed out-in the Chapter VII on 'Assessment
and-Analysis of Banking Costs', these factors éogld
indicate an extent of under-utilisation of capacity in
rural offices. ~EffortsﬁhaVG hence to be &irectgd towards
increasing the business handled By small fﬁfél3and_semi-
urban offices. However, it haé to be recogniéed”that
there arc significant differcnces ia the business,
potential_of centres and that eVenuﬁith fhe hest cfforts
posggble, the growth of some offices will be slow. There-
fore, greater attention has to. be paid to the étaffing
pattern of individual 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 2
continuing basis, so.as to effect quick adjustment to
changing circumstances. Sone transfer of award staff

(generally employed on a non-transferable basis) will be
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necessary but this nay be effected within as narrow a
geographic area as possible. . It is understobd that the
agreement that:some banks have With their empiOyegs'
unions includes stipulations regarding the minimun number
of ewnployees that nay be posted in‘gny‘offidé: This
position requires to be reviewed.

10.18  The study of loss incurring branches has also
revealed that a high proportion of 1oss.incurring{
.brénches were deposit-oriented. While depqsits,are'of
fhe utoost importance in banking, éénstituting the
principal “raw-materialﬂ of the bpsiness,vit is also
necessary that banks should relate the quéntum of
deposits obtained by & unit to the cost of obtaining

.the same. A éizeable establishmenf component,:
principally utilised for collection of é;pdSits, nay

not always be justified. Here again it woﬁld:ﬁe‘
necessary to eipand business, especially in.advanges.
Where the scope for such expansion is linited, a
scientific assessment would have to be aade of the
utility of the branch to the bank as a whole.

10.19  Anotheéer factor seen from the study as ihfluencing
branch profitability is the naintengnce of a high level
of cash balances. The increase in the nuober of currency
chests and arrangcments for the expeditious removal of
soiled notes, as discussed in Chapter IX, would be of a
considerable assistance to banks in this regard.

10.20 In several instances, especially iﬁ smaller
centres, .banks are considerably handicapped by the
absence of suitable premises and have often to pay

-exorbitant rentals. While in the totality of a2 bank's
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‘expenses, rent forms only an insignifiéant;proportion,

the incidence of high rent can be very héa&j Sh a branch,
especially one in a centre with linited businesé'potential.
In sﬁgh instances, the high rent can continue fo. several
years as the major factor preventing the bLranch reaching
the profit-making stage. The Comaiitec recoasmends that
the respective State Governaent and district authorities
may be omoved to assist in zcquiring suitable premises at
reasonable rentals for banka opecraiting ir their area.
10.21 'Sticky' advances or 'protusted bills' forming a
high proportion of the assets of some branches is yet
another reason for theiriincurring losses. On svuch
advances no interest income is receivad and this also
entails a reduction in the turnover.of the branch
resources. It is noteworthy that a branch of one of the
banks included in our study, over 10 years old and located
in‘a business area of a major metropolitan éentre wag yet
inéurfing continuous and féirly heavy losses nainly on
account of its substantial 'sticky'\advances. This feature
emerges from operational exigencies and while the bank

as welldas its individual branches should seek to minimise
'bad' advances, it may not be possible to eliminate then
altogether} Hence, a heavy 'burden' of'bad debts incurred
in the past should not be allowed to unduly cloud the
viability of a branch.

10.22  Another factor influencing profitability,
agcribable again to operational nccessities, is the
preponderance of advances to 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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10.23 It is: clear that diverse factors affect branch
level viability. Not all are of equal significance or.
equally amenable to correction. However, it is inportant

Assessment of that cevery bank should

perforiance

be aware of the precisec
extent of its unit lovel
loss, in teras of the number of its loss. incurring branches
and the pfincipal rcasons for the loss in ecach case. This
is not to suggest that the total eliaination of loss
incurring units and the foraulation of branch expansion
sshémes on the basis of the profit g¢t;vé:should assune
the proportions of a policy objective.’"In_the’final
analysis, what counts[}he performance of the bank as a
whole even if performance is to be judged solely on the
-bésis of profits; the losses of some branches would have
to be offset by the enhanced profits of others. Where
other criteria élso entér in the evaluation of performance,
the number of loesing - branches that would have to. be
supported by profit elsewhere might increase.

10.24 All the same, an awareness in the head office of
each. bank of the financial position of cach of its
branches is essential, The Committcc rzcomncnds that
banks should asscss thce econonic viabiiify*of*each_of its
branches annually on the basis of fhe'suggested uniforn
transfer price formula,

10.25 Banks should intensively study the working of loss
iﬁcurring branches. FPFor this purpose, branches which are
(a) more than 5 years old and (b) incurring losscs

consecutively for 3 years'may be considercd.
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The banks should ;eport to the Ressrve Bank
annually before 30th June of the succeediﬁg‘year giving
i) Names of loss incurring branches with particulars
regarding locatién/ pbpulafionvetc;
ii) lasses shown  in the book following the uniform
transfer price formula.

iii) reasons for incurring losscs and suggestions
for meking the tranches which show loss turn
the corner.

The format for this reaturn may bo standardised by the
branch licensing wing of the Reserve Bank.

10.26 The data drawn froa the returns so submltted by
banks should provide valuable 1nfornat10n for both the
formulation of branch licensing policy and the decisions
regarding individual appllcatlons for llcences. The working
results of branch operatlng in an area ( e.g. a cluster of
villages, a particular locality in towns etec.) should be
taken fu;ly 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,
aore than one office were incurring losses. This feature
should be cxamined in depth by thc Reserve Bank on the
basis of the data submitted annually by banks and where

a branch appears redundant for the centrc and a

"drag" on the bank, the transfer of the business of the
branch to one of the other offices in the centre nay

be considered.

10.28 This may not appear possible in centres with only
one comercial banks office. However, even in such cases,
if the loss of the branch is persistent, the closure of
the office or its transfer to another centre nay be

considered provided in its present location it serves
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no socio-economic purpose. The relevant considerations
in this regard would include thé availability of institu-
tional credit facilities (inciusivedof co-operative banks
and regional rural banks) in the area of operation of

the branch.

10.29 There is a general impression that the bunching
of offices in particular localities of metropolitan and
large urban caentres entails avoidable diffusion of
resources, even if all the branches record profits. A
feature of banking in large cities is.a heavy concentration
Qf business, both in funds and non-funds activity. The
important consideration of good customer 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 sﬁéh a study be undertaken for the purpose of

drawing up norms fof'liéenéing netropolitan/urban offices.



CHAPTER %I
PRICING OF BaNKS' SERVICES

Generally, banks temd to view their opefafibns in
totality, without compartmentaiising costs of and returns
from different categories of services. This is 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 separate customer
group. Thus, remittance facilities are used to a large extent
by depositors and borrowers; borrowers are almost always
depositors; only dgpositors are entitled fo the use of safe
deposit facilities and so on. From this follows the fact
that a customer goes to a commexcial bank for a "basket" of
services, ané tends to claim and”receive prefe;gppial treatment
in -respect of charges on individual services. From the banks'
point -of view, the absence of a clear cut distinction between
different servicésvistustified by such factéuas.the.availability
for deployment, of funds in frénsit. Further, the segregation
of the servicing costs of different activities cannot be
easily done as the staff often hendle more than one activity
simultaneously and are also frequently shifted from one

activity to another.

11.2 It was in this context that the Committee undertook -

a Cost Study to assess the costé of different banking operations.
The results of the study, which are summarised in Chaptér VII,
throw light on the servic;ng cost incurred by banks towards:
various services. The data on which the analysis in Qhapter VI
(Trends in Earnings and Expenses) is based, are presented from

a somewhat different'angle. The data relating to expenses. are
categorised into broad‘géneral groups, more or less common to

all the activities of banks. The data on earnings, however, do
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provide a break up of the. income accruing to some of the major
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.

1.3 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, whose pattern of income and expenses is
very different from that of other banks, especially in 1975.

Profitability of banks' operations

(Rs.Crores)

1970 1975

Farn- Ex- Balon- Barn- Expen- Balance
ings penses ces ings ses

Funds activity 445 380 + 65 1454 1300 + 154
Remittances 16 43 - 27 45 95 - 50
and bills ‘ _

Other services 53 26 + 27 169 56 + 113

514 449 ¥ 65 1668 1451 + 217

It will be seen that remittances and bills cervices rendered
Tﬁy banks (comprisinz issue and encashment of T.Ts., D.Ds.,
and pﬁrdhase and discounting of bills and cheques) is a
"drag" on banks, resulting in a net locss. The profit on
account of "other services" is relatively small -and is
mainly attributable to foreign exchange business. The
principal source of profit is funds activity; indeed,

funds activity would appear as the sole source of profit,
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since the small profit from other services is not sufficient
even fo cover the loss on account of remittances and bille.
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 was pointed out that the spread between
interest cost and interest income has been narrowing. There
is little scope for economlslng serv101ng cogt of funds
activity; on ‘theé other hand thlq cost 1s llkely to increaqe
with the further involvement of banks in new areas such as
priority ‘sector lending. 'Attehtioﬁthas heﬂcé'to"be'éifén

to the improvement of earnings fr m other serViCés,_to sustain
banks!'! profitability.

11.4  There iz at present no regular schedule of service
charges adopted uniformly by all Eanks. Apart from variations
between banks, even within a bank there is no consisféncy in
the rates charged. "'This is because the levy of the charge
itself, and not merely the rate, is left largely to the
discretjon 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
borrowers - are eiigiblé for concessions on_other services
because of the business they provide to the bank. -This,belief
is sustalned ard fostered by the fact that the cost of renderlng
most of the services 1s not tangible in the senoe that there
is no outlay of funds involved. "Cost consc1ousness" is

not so deeply ingrained‘in banking as to assess the implications
of the concessions offered for different services in terms

of the labour-inputgénd the cost thereof.

11.5 In an industry like'banking, which provides a variety
of services to different classes of society and wvhich serves

a social as well as an economic purpose, the costing of
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services cannot be precise. That is to say, it will not be
éossible to fully recover through appropriate interest and/or
service charges the cost of rendering each and every service
to each and every customer group. It was seen 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 per cent). 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 which no charge can be made.
What is necesséry is to have a clear idea of the nature of
services that are to be offered frce of cost and those that
are to be charged and further, the rates at which the charges
are to be made.

1.7 Certain services rendered by barks are essentially
developmental; those include the tasks that banks are now
required to take on for area development etc. Some other
services are inherent in the naturec of banking business,
being necessary for their operations. 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 will 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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?o add to banks' income. The total liability of banks will

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 the costs
involved, banks should be aware of the rationale of the
subsidies so granted, their dimensions and impact on overall
profitability.

11.8 Among.banks' activities, deposits constitutes a
gpmewhat unique category. As was seen in Chapter VII, the
cost of servicing deposits (as distinct from the ihterest paid
on deposits) forms as much:as 40 per cent of total service
costs. However, since deposits constitute the "raw material"™
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. As
such, there would seem to be no case for collecting any
service charges from depositors. However, in providing
facilities for certain types of deposits, banks do render an
important service. For instance, current deposgits, though
earning no interest, are allowed unlimited turnover, which 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 excess of certain
limits, is hence justifiable. So far as savings and term
deposits are concerned, there 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 a#érage there are about 100 transactions in a
currenf account over a three month period. The average cost per
transaction is around Rs.2.00. There are, however, instances
of accounts where the number of transactioﬁs exceeds 100 per
day; in such cases, the cost of servicing the account work

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 (zssuming 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 défailed discussions with represen-
tatives of banks reccmmends the following scheme for operation

of current accounts.

1. & nominal charge of Rs.10 per annum should be
recovered from each current account holder
towards service charges.

2. Four folios of approximately 50 entries each
may be provided free for each customerrﬁra-uu4“
e Additional folios at the rate of one for
[ t ' .
Rs.1000/- of[bafg;je 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

operate  the current accounts for genuine banking needs will

00007-
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be covered within the permitted level and only a very small
proportion of cgstomers (less than 3 per cent of tqtal
current account holders) will have to pay folio charges as
indicated in (4) above. ZEven here the bulk of the account
holders will have to pay folio charges for less than five.
folios. Account Kolders who will have to pay fdlio charges
for more than 10 folios in excess of the permitted ievel,

will be less than half per 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 category of activity
is the interest cost of raising the funds. The servicing
cost, which is what is germane to this analysis, may be broadly
classified into two parts. The first relates to the work of
processing loan applications and would include'such activities
as thuscrutiny of the application, appraisal of the probosal,
verification of title deeds, documentation etc. The second
part is related to post-sanction operations and maintenance

of the loan accounts and would include verification ofléfock

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 coét of processing 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 levy of folio charges on the operation of
ldan accounts and suggested that,the basis of such levy

should be spelt out by this Committee.

.‘.....8.



XI - 8

11.12 The levy of processing fees recommended by the Penal
Rates Committee is on a "once for a2l1ll" basis, at a rate not
excecding 1/20 of 1 per cent, with a maximum of ks.2500 at the
discretion of the bank. The Committee have also indicated
certain types of loans whiph should be exempted from the
prgcessing fees 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
banks are not related to actual costs, the Penal Rates
Commiftee have suggested the review of their recommendations

by this Committee.

11.13 Actually the rates recommended by the Committee

ERENES

(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 end of this Committee. The Banking Commission's
study placed the cost of servicing loans at 1.1 per cent of

the outstanding balance, roughly half of which was for
pre-sanctiqn processing, subsequent security superviaion,
godown inspection etc., while the other half represented 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 break-up of the ‘cost,
_héwever; on the lines of the Banking Commission Study is

not available. Assuming the same proportion as between the

two aspects, the ébst of.pré-Sanction processing and subse-
guent maintenance (excluding ledger keeping) may be placed

at 0.8 per cent of the outstanding balance. ©Since outstandings
form around 70 per cent of credit limit, the prccessing

cost of lcan accounts would b8 0.5 per cent of sanctioned limits.

As against this, the Penal Rates Committee's recommendation

ee:9.
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of 0.05 per cent (viz. 1/20 of 1 per cent) scems overly
modest. The income to the banks from the rate suggested
estimated on the basis of the distribution of credit
accocrding to lcan size, will be arqund Rs.5 crores, without
allowing fcr any exemptions. If adjustment is made for the
suggested exemption, the income may be arcund Rs.? crores.

On the other hand, based on tﬁe rate of 0.5 per cent indicated
by the Cost Study, the cost of prccessing locan accounts works
out to about Rs.50 crores.*

11,14 The Ccmmittee hence reccmmends that the rate suggested
by the Penal Rate Committee 1/20 c¢f one per cent or 0.05 per
cent with a2 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 acceﬁting the Pennl Rates
Committee's suggestion of a maximum charge with the further

addition of a minimum for each slab as follows:

93 ’ Maximum Minimum
ize of loan Rate charge chiarge
Upto Rs.10,000 0.5 per cent Rs.50 He. 1

Rs.10,000 to Rs.1 lakh 0.25 per cent Rs.250 Rs.50
Rs.1 lakh to Rs.10 lakhs 0.1 per cent Rs.1000 Rs.250
Above Rs.10 lakhs 0.05 per cent Rs.2500 Rs.1000

11.15 As suggested by the Penal kates Committee, the
charge may be on a "once for all"” bagie, levied after the
sanctior of a lcan. While agreeing, in principle, on the
need for exemption,>the bommittee is of the opinion 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.10,000 crores in Pecember 1975.

...10.
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11.16  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 who are sanctioned
limits but do not avail of them mAay 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 keeping which is a post-sanctién activity. Here,

the principle suggested in regard to servicing charges of
dgposit accounts may be adopted. Here, a distinction was drawn
between’current‘deposits and savings/term deposits on the

basis of turnover. A similar distinction may be made between
cash creditems/overdrafts on the one hand and term/demand

loans on the other.. The latter do not"féqui;g‘as much pgét-
sanction work. The turnover on overdrafts 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 4is not because
such accounts involve no post-sanction work. Indeed,hthis'
may require_some effort and time frdﬁ the banks' staff,
especially when the accounts 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 ecan 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 (including packing

credit)and overdrafts.

....11.
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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 recommended for current accounts. Although,
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 scheme of folio charges is-
recommended :
1. Fopr 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 pexl folio.

The recommended rate of Rs.25 per folio is common to both
current deposit accounts and'léan accounts, It is relevant
here to note that the cost study undertaken by this Committee
has revealed that the cost per folio (of 50 entfiés) is

around Rs.100, at the rate of Rs.2 per transdction.

11.20 The major part of non-funds activity (viz. other

than deposits and advances) of banks con8ists of remittance

and bills, including issue and encashment of M.Ts., T.Ts.

and drafts and collection of bills 2nd chequeé:: Tﬂese
activities account for as much as 20 per cent of banks'

total servicing cost. While charges are being levied for

these services, as mentioned carlier, the rates are

arbitrary in principle, unrelated to the actual costs

involved, and haphazard in application, with a large
discretionary element. |

11.21 Chapter VII includes a discussion of the relative costs
of the different activities in the remittance group of services.
It is necessary only to recall_that the average cost per trans-

action in remittarces 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.

from all customers.

established between the

11
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rates and the costs.

Obviously, the cost cannot be recovered in full

Some relationship would have to be

To enable the framing of an appropriate schedule of

rates for remittances and bills, the Committee collected data

from selected~ branches on the distridution 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,

Telegraphie 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 recovering overall, as much of the actual cost as

possible. The recommended rates are as follows :
Rate Minimum
Range of Amount (Paise charges
per cent) (Rs.)
1. Drafts, M.Ts. Upto Rs.10,000 20 1
and T.Ts. * Above Rs.10,000 1
| but upto Hs.i lakh Y 20
Above Rs.1 lakh 5 100%*
2. Collection/ Upto Rs.10,000 30 2
Purchase of (collection)
cheques 3
(purchase)
Above Rg.10,000
but upto Rs.1 lakh 20 30
Above Rs.1 lakh 10 200%*
3. Collection & Upto Rs.10,000 40 3
purchase of (collection)
demand and 50 4
usance bills . (purchase)
Above Rs.10,000 50 60
but upto Rs.! lakh
Above Rs.1 lakh 10 200*

* Subject to a maximum of Rs.500.

....13.
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The:charges_prescribed represent a minimum and barks may;

prescribe higher rates, which may be necessary because of

their individual cost structure.

11.23

The further points to be noted are

(a)

(b)

(e)

(d)

If the draft or M.T. is requiredé by the party

to be mailed, the bank may charge the actual
registratior charge plus hardling charges

upto Re.1/-.

In the case of telegrephic. transfers an.
additional charge of Rs.5 to Rs.10 for ordinary
and Rs.10 to Rs.20 for express telegrams, may

be levied depending upon the length of message

to be sent.

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.
Charges should be totally waived when the
remittances and realisation of bills are delayed
beyond a reasonaﬁle time limif.. The limits
suggested are :

(i) Five working days between centres which

are connected by IBA's night air-mail service.

(ii) 7 days between centres involving othér

capital cities.

(iii) 10 days if any other centre is invclved.

(iv) For telegraphic transfers the time limit
could be 3 working days between 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 bills.

.14
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11.24 A feature of the schedule of rates suggested for
remittance and bills is .that there is no exemptioﬂg. The
exemptions now being granted by banks - .to small customers on
the principle of p;oviding 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., 4&s noted already, most of the drafts sent are for
amounts of less than Rs.1,000. At the prescribed rate, the
charge per draft of Rs.1,000 would be only Ks.2. Were this
amount to be sent by money order, fhe 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 a2ll branches of all hanks. The principle of levying
service charges should not be allowed to degenerate into

a rate war. The specified rates should be mandatory and
applied with the same rigour as interest on deposits and
FEDA rates on certain foreign exchirge dealings. One area
of service charge where some element of discretion could be
left to the banks is that relating to processing fees of
advanceé, 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,

0.1150
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underwriting of equity issues, safe deposit locker facilities
etc., have not been examined by thi§ Committee. There appears
to be need for the study of all aspects of foreign exchange
transactions, of banks, of which the rates structure would
fcrm an integral part. It is recommended that an expert
group may be asked to examine this whole question. In regard
to other charges, these may be left 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 XTI
RESUME AND CONCLUDING REMARKS

12.1. During the last decade, Indian banking has undergone
a: marked 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 of

innovative tasks. They have explored new fields in financing
schemes which were considered clearly beyond their scope
earlier.

12.2 However, this rapid and dynamic-growth has left some
adverse effects too. There has been a virtual cost explosion
and eérnings_have not been able to keep pace with it. As a
result, profitability of the banking system has come under
severe pressure. The quality of service has also dete;iorated
which*inevifébly has'had an adverse impact on productiéity
and efficiency. 'Indian banking-has, thus, reached a stage
whe;e 1t is necessary to make detgrmined efforts to ensure
the continuance Qf its growth wifﬁout ieopardisingliﬁs own
stability. The objective is to maintain viability of the
banking system so that its ability to bear the 5urden of

development'and diversification may be strengthened.

12.3 While the challenges posed to the banking system

have increased, their choice in deploying fund s has been
severely curtéiled. The.statutory_pre-emptions currently

add up to 39 Pei cent of banks' resoufces. Of the rgmaining
61 per cent of deposit resources, over 48 per cent'ére
deployed in the priority and preferred sectors on:ﬁhich the
return is low. Thus, the choice of %anks in adopting suitable
rates of interest charges (subject to the maximum of 16.5
per cent) to cover up cééts is 1limited only to about 13 per

cent of their deposit resources.
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12.4 Apart ff%ﬁ“fﬁfereSt;Lthe other avenues for income

are the charges levied by banks to their customers on

various services such as issuelof drafts and T.Ts., remittance
collection of bills, etc. These service chérges do not have
any scientific basis nor are they related to..actual cosets.

In fact there 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'favoun~of term deposits with loﬁger ﬁaturities which
carry hiQHEr'costs; Term deposits with a maturity of over
5 years formed over 20 per cent of total deposits in 1975
as against 7 per cent in 1972. Thus, the cost of resoureces
has been continuously going up whérefas'the scope for a
matching increase in earnings 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 surﬁfiSinéntﬁgf, 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 deposit liabili%ies formed only 1.6 per cent in 1975
as againsét 3.4 per cent in 1961 and 2.3 per cent in 1969,

12.7 It is in this situation that it has %o be recognised
that banks would have to make:much greater efforfs 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. At the same time,
however, their lending rates woéuld have to be restructured
in a rafionalland 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 efficiencye.
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12,8 It is against this background, that the Working
‘Group on Banking "-sts, Operational Efficiency and Profitability
of Banks has undertaken
g%%%%abh the manifold tasks of
evolving practical and
realistic Cfiteria’foriéﬁéiﬁating the comparative performance
of individual banks, dé%éfmining the basis for assessment of
cost of various bankihg séfﬁiées, providing guidelines on the
pricing policy of banks in relation tdmghe ser&iéés rendered
to the éonstituents aﬂa,_génerally, suggesting intermal systems
and procedures to control costs, improve operational

efficiency, moductivity and profitability of banks.

12.9  For the purpose of convenience as also of facilitating
an understanding of the bésic logic and pattern of the Rebort,
the entire Repprt 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 measurés*and proposals to improve

profitability

(iii) introduction of an improved pattern of Annual
fLiccounts 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 efficiency.
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12.10  While the Chapter T provides the background, Chapters
II,. III and: IV cover the first group. The secend group is
covered in Chapters VI, VII, X and XI. The thidegfqup deals
with: the problems. of acbounts; audit and taxation‘in Chapter
V. - The :fourth group outiining systems and prdcedures aimed
at -improving operational efficiency is covéf¥ed in Chapters
VIII and IX.,

12,11 Banks aré used to the practice of evaluating their
performance in terms of the conventional measures such as
levels and rates of profitability,

Evaluation of
performance growth in deposits or ratios of

cash balances and credit to total
depoSits,‘etc.a Often. certain banks have also been known to
resort to w1ndow dress1ng in different forms at the close of
the year to proaect a better image of their performance.
Wlth the transformatlon in Indian banklng scene durlng the
last decade, stemmlng from the conviction that banke can
serve as powerful instruments of economic and social dhange,
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 .of progress and the main focus of achieve-
ment it :is no longer eo if it is not accompanied by and
achieved through programmes Wthh ralse the production and
employment levels of the vast magorlty of the poorest sections
of our population. The progress has to be both.quantitative
as well as qualitative. In other words, the phenomenal growth
in number of branches, deposits, credit, etc. will not mean
much unless hobeful answerd’ ate found to questions such as how
meh§ of the new branches are located in hitherto unbanked
centres, what proportion of overall deposits is from such
areas, and what percentage of total credit is now deployed

towards priority sectors and has actually resulted in the



‘upliftment of weaker sections of the community. Accordingly,
the evaluation of Eﬁ?iﬁi:ﬁi;?ﬁill have to be more broad-based
and the measures (or_indicatbrs) chosen will have 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 towards measuring the
operational efficiency of banks and also provided an
illustration of its pradtical appligation 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 tg the Committee, it was concluded.that it will not
be practical to evolve a single criterion for the evaluation
of performance or Qperational efficiency of banks and any
exercise to redu@e the significant and conflictiné indicators
to one dimension is'likely_to'be misleading. Faced with this
sitvation, the Committee evolved acdéptable’System of assess~
nent on the basis -of four criteria viz.

(i) productivity,

(ii) social objectives (spatial),

(1iii) social objectives (sectoral) and

(iv) profitability.
The rationale of this system is two-fold. Firstly, among
the banks studied by the Committce an inverse relationship
between operetional efficienéy with respect to productivity
and their performéncé with regard to social objectives both
spatial and sectoral, was discovered as an almost uniform
pattern. Liké-wisé, there was a lack of any consistent
relationbhip either between mrofitability -and social objective
or rather surprisingly, even befween-productivity and.

profitability.
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12.14 For each of these four criteria a set of indicators
aggreéating'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. While the technique is
useful to arrive at a broad order of ranking in situations
where simple or more direct methods ofnweighting 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 indicators once chosen
cannot remain invariant for allltime t6 come and may have to

be modified in step with the changing eocial objectives.

12.15 A composite measure of the overall performance 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 between groups. It is hoped that the approach
suggesfed will help individual banks to know where they stand
in regérd to the overall éerformqnce 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 piénned economic development wifh emphasis on
reducing regional imbalances,

Planning

process it is necessary that banks should

adopt an integrated approach
aimed at achieving ﬁiaﬁned“progress at national level. In
this context, the’Committee recognises the need for evolving
a National Plen for the banking system dealing with the
different aspects Of'resource mobilisation, deployment of
funds, business'and'manpower planning, etc. to synchronise
with the planning efforts of the Government both at the Centre
and at the State level. It is recognised that this can be
achieved only by having a perspective plan_fer the banking

systen as a whole spread over a period of three to five years.
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However crude or inaccurate may be the results of such an
apprcach, it is hoped that these may form the basis for the
formulation of annual plan and appraisal. Towards this end,
it is necessary that planning should first begin at the

individual bonk's level on a uniform basis.

12.17 Although most of the banks are undertaking the
plahning exercise there are wide variations in terms of
coverége; reliabilify and methodology. In facf, 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 plénning and the enfire work is
treated as once for all exercise and not as 'a yardstick for

measuring and stimulating performance towardé'prcjected goals.

12.18 The Committee recommends that banks should adopt
performénce budgeting in é-systematic manner and stresses the
need for,co-ordinatiné performance budgeting, credit budgeting;
prdfit planning as also the follow-up and monitoring systen.
The cfedit budgets prepared in most of the cases do not seem
ﬁo reflect even the consensus .of various departments of the
‘bank. Functionally, the credit budget. has necessarily to be
an integral part of the performance budget/business plan.
However, it has becn observed that these two differ in
periods of coverage - one adopting the financial year and

the other, the accounting year. 4s the basic objective of
budgeting - 'credit' or 'performance' - is to motivate a
planned approach to the béhk's operations, a high degree .

Qf consisééncy between the two has to be necessarily ensured.
12.19 Traditionally, commercial banks in India have been
organised to reflect their basic "products" or activities

Market i.e. deposits, advances‘and banking

segnen tation
approach

services, The structure, systems and
procedures, information systens,

personnel policies and practices are framed treating these
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activities as independent _entities. With the introduction

of social;conffoi of banking,_banks were asked to assume the
role of'nroviding credit for agriculturéi and related operation
on the one hand and for mopping up savings which were till
then usually channelised into non-banking sectors. Export
activities and international trade also assumed considerable
importande in terms of nmatioral economic: policy 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 priéfity sectors, consistent with the priorities
in economic development, received formal~recognition as
distinct components, for channelling credit, in a”total

scheme for révamping the operatidns of commercial banking.

In the changed context it is now necessary to makg an attempt
towards a more preciseldélineafion of the nature of the
markets served and for improving the understanding of the
nature of the customer needs. Suéh an'approach.is made
possible by Manket Sggméﬁtation-by which we mean distinguishing
segments as gomnonents of a total market, leading to better
analysis and -appraisal of performance and considerably
improving mandgément's ability to respond decisively and
quickly to,chanéing conditions of the market segnents. With

a view to serving Better the needswpf;distinct categories of
the clientele,_it is considered desirgbie to adopt selectively
and . progressively the merket segmentatinn-approach. In the
process, the management of the concerned organisation will be
enabled to develop speciali sed know;edge and skills for
meeting such needs and formuwlating. the required strategies

for growth and development.
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12,20 ° An effective planning system inmplies a strong data
‘baseé. Some of the banks have yet to build up an adequate
orgénisational nucleus for planning

Information
systen and statistics.i 8ystematic, prompt

and regular flow of information and
its analysis is cohsidere&'important for banks to contemplate
timely corrective actions for inproving rroductivity, effici-
ency and profitability. The Banking Cecunission had examined
this. problen at:length and recorrended an integra%éd‘infor-
mation system. The Commnittee endorsecs this recommendation
and suggests that banks should adopt the Banking Management
"Information Systen (BMfSQ which takes ca?empf later develop-
ments in the field also. The Committee observes that the
data requirements of the Reserve Bank and of the_in@ividual
‘banks for internal managémenf; céntrol or ofherwigg; should
have an articulated structure. The Committee recommends
that appropriate organisation&l arréngements“should_be made
both in the Regerve Bank and in the individual banks for the

successful inplementation of BMIS.

12.21 Under Section 42 of the Reserve Bank of India Act,
banks are required to submit 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/tclex from a large number of branches spread far
and wide in the country ie quite heavy. Furthér, a large
number of the branches are not able to submit this statement
within the prescribed period. As a result, in such cases,
figures are-to be}repeafedAin view of fhe statufory obligation
to file the return within five days. The Committee is of

the view that this statement insfead of being called on
every'Friday, SEBuld be cailed on the second and last Fridays

of every month. THis would reduce the workload as well as
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the cost of branches, improve the timely submission and also
ensure accuracy of data. 1In mgging this recommendation,

the Committée is also éware of fhe fact tbat the periodicity
of the mdney supply and othef statements in the Reserve
Bank's Weekly cormercial repoft may'havé"to be modified in
keeping with the above change propoééd. However, the
Committee feels that more acecurate and reliable data are

better than the data whose base is weak.

12.22 Another point of immediate and urgent importance
is evolving a system of signéls which would give advance
indication of potentially "sick" units or irregular

ac‘counts and installing

Signals for .
sick units - an organisational

pattern of authority
to respond ‘quickly and effectively to--the- requlrements of
such unlts. Thé  Q0S.system of monltorlng data and careful
sérutiny of ﬁoﬁthly stocks statements no:doubt provide
information on large sick units.. It is;of utmost impar tance
that apart from individual banks‘keeping,frack of_sick units,
;he Reserve Bank itself should build up sufficientvdata

files ‘of “individual large units on a continuous basis.

12.23  The terms of reference of the Committee require a
systematic survey tc provide estimates of the cost of various
banking services. This is

Study of .

banking cost necessary to evolve guidelines

~on the policy of pricing of
various banking services, which is also a part of the terms
of reference. A study of banking costs would further enable
the establishment of & relationship 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
bankirg industry in India. The first cost study for the system

18 a whole was conducted by the Banking Commissibn in 1970,



1.

Among individual banks,; apart from the State Bank, which bas
been éonductingra full flédged cost study on a continuing
basis since 1972, only a few others have attempted even

partial cost studies.

12.24 The development of a degree of "cost consciousness"
in banks is of the utmost importance for their confinuance

as corporate entities, playing an increasingly important

role in the national development. This is so not only from
the point cf 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 commercizal banking. This process
will continue and bgnké will be required to take up new tasks.
The return received from such services wili, in most cases,
be lower than the costs incurred in providing thém. 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 arc called upon to provide
to different sectors. Also, to the extent possible, a
relationship should be consciéusly sought to be established
between the different services provided and the returns
received thcrefrom.

12.25 Accordingly, a limited study of banking costs
covering 21 banks was undertaken to arfive at cost estimates
for various services. The results of the study provide a
broad pattérnlof 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'banké. A comparison
of the results of the present study with those of the Banking

Commiession 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 déposifs has emergéd as the single
largest service accounting for hearly one fifth of the total
gervicing cost as against 15 per cent for current deposits.
This patfern is considerably different from that cobtaining

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 relatively largér share of savings deposit business.
A3 so there was an all-round increase in the servicing cost

of advances which was more pronounced in the case of direct
agfidﬁltufal finance. Cost expressed as a percentage of
outstandings also indicates that this is highest for direct
financéwto agriculture for all banks and in all population
groupé; That the involvement in new arems of lending has
addéd eonsiderably to servicing cost is proved by the data
thrown up by the study. An important conclusion that may
bé'dfawn 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 all banks asg well
as for the different bank groups, bank-wise estimates were
also prepared for the 21 selected banks.. It is observed that
there are very wide variations in 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 desighed in such a manner as to provide valig
estimates of cest for individual banks. The results of such

regular studies would enable individual banks to examine 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
lending rates enabled banks to absorb the increasing cost on
operations. However, since the imposition of & ceiling on
interest rates in March 1976, manoeuvrability available to
.banks to adjust income to meet expenses has been considerably
restricted. Interest income weculd also be affected by the
increasing 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
pressure. In particular, interest costs will continue to
rise on account of the increasing publicfpreference for
longer term deposits with higher yields. Although the efforts
to increase productivity and rééfficf resort to overtime, etc.,
would have some effect in curbing the growth in ectablishment
expenges, other factors would have the'obposite effect. The
geographic spread to low potential areas where banking requires
time tc take root and break even, and the assumption of new
sccial 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 sector,
prevent it from becoming a drag on the economy and sustain
and enhance its inherent earniﬁg caracity.. In this regard,
increased labour productivity alone will not 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 time for the impfoved service

to have a tangible effect on banks' profits through an

increase in the quantum of business anc restraint on the
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increase in establishment costs. The urgent requirement is
hence to congsider ‘an increase in earnings and reduction in

expenses through cost control and other methods.

12;29 With a view to bringing a@q@t qﬁ improvement in
owned funds so as to achievé.the expected international
standards besides soundness of banking, the Committee
recommends that by 1980, the ra£io of banks' owned funds to
deposits should rise to 3 per cent. Side by side, it is
recognised that there is a dire need *© improve the capital
base of banks. ﬁhile transfer from 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
Committee feels that the

Rate of interest . o
on cash reserves interest should be

related to the cost of
funds for banks. &ccordingly, 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 payment of
‘interest on the basic .cash reserves. The legal provisions
in India alsoc do not actually prohibit such payment. The
Committee, therefore, considers it appropriate to allow
interest on the basic reserves, 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 around 4.6 per cent. - The

interest So'accrued'should be straightaway credited to reserves

for strengfhening 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 profitability, .the Committee undei-
took a study ofkloss-

Transfer price
formula incurring branches in

collaboration with

five nationalised banks. On the basis of the findings of this
study, the Committee recommends adoption of a wniform transfer
price formula for all banks. Various remedial measures for
making the loss-making branches viable have emerged fron the
study having a bearing on the policy to be adopted, both at
the individual bank level and for the overall 1icexising of
bank branches.
12.33 A break-up of income and expenses of banks according to
‘the three broad service groups viz. funds activities, remittance

and bills as well as

Service charge
structurec other services

reveals that the

-services rendered for remittances and pills were found to be a
'drag' on banké reéulting'in awnetuloﬁgiM.Besides economising
the servicing cost of funds activities; the sééﬁé"fqr which is
very limited, attention has to be focused on improving'ihe

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 canvassing deposits, 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, as providing such
services free or at concessional rates, not commensurate
with the costs, would have an adverse impact on the overall

profitability.

12.35 While there appears to be no case for collecting any
service charges fron depositors, the léQyiof a Charge for
éervice 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 of 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. A&accordingly, a graduated scale
of charges is prescribed as follows for remittances.and bills,

"with  the aim of recovering as much of the actual cost as

possible:
Rate Minimum
Range of dmount (Paise per charges
a cent (Rs.)
) T, 2. 3.
1. Drafts, M.Ts., Uptoc Rs.10,000 20 1
and T.Ts. above Rs,.10,000 but 10 20
upto Rs.1 lakh
Above Bs.1 lakh 5 100#*
2. Collection/ Upto Rs.10,000 I 30 2
purchase of %(collection)
cheques 40 3
g (purchase)
Lbove Rs.10,000
but upto Rs.1 lakh 20 40
Above Rs.! lakh 10 200%*
3. Collection & Uptc Rs.10,000 40 _ 3
purchase of (collection)
‘bills 50 4

(purchase)
Above Rs.10,000

but uptc Rs.! lakh 30 50
above Rs.1 lakh 10 200*

* Subject to 2 maxirnum of Rs.500/-
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12.37 The committee reviewed the rates recommended by the
Penal Rates Committee for the levy of charges for processing
loan applications. The

Processing,fees
for loan applications Committee is of the view

that these rates are not
commensurate with the cost involved In processing as revealed
by the Cost Study both of the Banking Commission and of this
Committee. The Committee herncec recomrends that the rate
suggested by the Penal Rate Committeg&qVZO of one per cent
or 0.05 per cent with a maximum of Rs.2,500 maj be applied
to loan accounts of above Rs.10 lakhs. 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 Minimun
charge charge
Upto Rs.10,000 0.5 per cent Rs. 50 Re.. 1

Rs.10,000 to Rs.1 lakh 0.25 per cent Rs. 250 Rs. 50
Rs.1 lakh to 1s.10 lakhs 0.1 per cent Rs.1000 Rs. 250
Above Rs.10 Zakhs 0.05 per cent Rs.2500 Rs.1000

as suggested by the Penal Rates Committee, the charge
may be on & "once. for ®11" basis, levied after thé sanction

of a lcan.
12.38 The assumptions and purposes which form the basis for

the existing format for presentation of bank's annual accounts

no longer hold good and

Forn of annual
accounts

a restructuring of the
format of the balance
sheet in design and manner of presentation is necessary. A
proforma of the modified balance sheet and profit and loss
account which could be adopted by banks is suggested by the
Comnittee. In devising the format, the need for (i) unifor-
nity in presentation for meaningful comparison and (ii) classi-

fication of income - expenditure in tunc with the wvarious
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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. Publication of the balance sheet and profit and
loss accounts of banks in an abbreviated form is suggested for
compliance with the provisions_of_Sectipn }1_Qf“the Banking
Regulation iact.

12.39 after a careful and cxtensive study, it is found that
the system cf aud¢it shculd bc made uniform for all categories
of banks, on the lines of the one prevailing in the State

Role Of Bank Of India. In Order

statutory . ]
audit to achieve this, the

existing system of branch

audit by statutory auditors is recommended to be dispensed
with in stages: Certain suggestions are also made after
‘exanining the role played by auditors with the intention of
enabling them to play a more positive and useful role.
12.40  Seversl suggestions have been put forth seeking tax
relaxations and an examinatiﬁn of these leads the Committee

- fo feel that a review

Taxation

principles of the tax ldﬁs and
and procedures

procedures, as tar
as the banks are ccncerned, appears necessary in the light
of the social responsibilitices cast on them. Various

suggestions have been made for according reliefs to the

banks in respect of (i) the amount transferred to reserves,
(i1) the provision for bad debts and depreciation in invest-
ments, and (iii) the provision towards estimated exchange
losses. 'In addition, changes in proggdures in regard to
"advance payment of income-tax deduction of tax at source on
banks' investments, submission of Provident Fund returns,
treatment of expenses incurred by foreign branches of Indian
Benks, double tax relief and submission of information under

Section 285 of the Income-tax f&ct are also suggested.
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12.41 Simplification of systems and procedures ih banks is

considered by the Committee in the “context. of thé_need to

Improvement ir bring 4bout économy in
systoms and expenditure and provide
procecutres

better customer service.

This nspect has been
considered in detail by the Working Group on Customer Service
set up by Government of India and the Committee isbﬁf the
view that their recommendations while improving customer
service, will result in reduction of cost of bank operations.
The Committee has also emphasised that banks should adopt
-qppropriate,technique~for{rédbnciiiation of inﬁgrgbranch~
j;gnsactiens; as 8Tso improved institutional arrangéﬁenﬁg for
'gpgedier_gg;;ection»@f~upcoﬂnfry'bhequés and clearing of
cheques in:gemeral, In fﬁﬁ%¥é6ntext the Committee has given
.careful cons1deration to a phased prOgramme of mechanisatlon
and computerlsatlon in certain speclflc areas which should
improve . customer service asdwe%l ag flow of-lnformatlonf
For reducing the funds in transit and achieving better
customer serv1ce, the Committee has dealt with the need for
speedier communication in banking. The.uommlttee is of the
view that the technolcgy.developed and. the fac111t1és
*avallable with the Overseas. Comrmunications Service should be
fully explored
12,42 Particular emphasis has been placed on the optimum
utilisation of labour by.resorting to work management
techniques, methcd study etc. Further it is also pointed“out
that there is scope for economy in :the acquisition of premises
and provisions of furniture, fixtures etc.
12.43 Manpower development and training have a’ crucial
fbie to piay in discharging social obligations devolving

on the banking industry

Manpower planning
and development and in attaining maximum

productivity. The ex~

pansion of branch network and the increasing volume of work
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have resulted in large scale recruitment of personnel
and quickened the pace of promoticons of existing staff.
Furthér, the diversification of banking activities has
placed added responsibility requiring specinl skills.
The absence of adequate arrahgements fer training and
specialisation for the stoff and the lack of proper
comnunication of instructions has led tc inefficiencies
in the working of the branchcs. This is particularly

true of the branches located in remote arcas.

12.44 Thesc develcpments have resultcd in a considerable
void in trained manpower. apart from the sheer magnitude
-bf work, the officers at middle and even higher levels

have yet to acquirb an attitude of mind conducive to the
-diséharge of sccial obligations placed on the banking
industry. Ldded to this is the factor of large recruitment
of personnel with no experience worth the name. The text-
Book kpowledge of banking has also been on the traditional
lincs.

12.45 It is in this context that ‘the Committee ‘hag

1aid great stress on manpower develcpment and training.
Uhless the staff at all levels understand the full.
imﬁlications of the new dimensicns of banking, and.are
completely attuned to carrying out the new tasks efficiently
and with full custcocmer satisfaction, no amount of increase
in the volume of business can achieve the goals set for

the banking industry, Various suggestions have been made
for the¢ involvement of staff in the Working of the banks

so as to achicve a high level of operational efficiency

and maxirise customer satisfaction.
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12.46 in addition to manpower development and training,
the Cémmittee considered several aspects of organisation and
management relevant to the banks' working. The Committee
stresses the necd feor evolving an appropriate system of
delegation of authority in banks. This involves identifi-
cations of decision centres on a uniform basis fer different
categories of banks and categories of branches as well as roles
specification and assessment of.eXpectations of both the
management and public about the performances of decision
centres. adequate discretionary powers to the operating
personnel in banks are essential 'Tn order to speed up the
process of decision makiﬁg.' To ensure effective wofking of
the system of delegation of authority, banks shculd also redesign
redesign the control system so as to make control reports
timely and meaningful.
12.47 The Reserve Bank has a statutory dbligation to
afford reascnable exchange and remittancce facilities to
banks and the public.
Exchange and

renittance therocugh review of the function-
facilities

ing of cash remittance procedure
and opening ~nd operation of currcney chests has béen made,
and proposals are nade to recrganisc and restructure the
prevailing system. Thcy mainly deal with probléms connected
with opening cf more currency chests, remittances of cash,
tendering cof cash at treasuries etc.

12.48 The re?ommendations nade in this report follow

from the basic premise of maintaining viability of the
banking system. an attempt is also made to evolve a
perspective view sd that banks can take future developments
in their stride. The scheme of recommendaticns is such

that it could be implemented irrespective of monetary

policy changes.
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Some of the recommendations made in this report would
"have to be token up with appropriate authorities. Given a
fair trial to the schcme of recommendations contained in the
Report, the Committee is confident that wviability of the
banking system will not only be mainteined but also improved
enabling 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 importence to cnsure that in a
developing econony, the cost of banking service including
credit facilities are kept as low as possible in view of

the widespread imple#cations of this element of cost in all

the industrial, commercial and development undertakings.

(J.C. Luther)

(V.V. Divatia) (P.N. Ehanna)

(S.R. avadhani) (0.T.M. Nambiar)

(Meennkehi Tyagarajan) (C.S8. Ramachandran)



CREDIT PLANWINu CHLL

Working Group on Banking Costs, Operational
Efficiency and Profitability 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 profitability of
banks.

2.

Accordingly, the following Working Group is constituted:

1. Shri J.C. Luther Chairman
Bxecutive Director

2. Shri V.V. Divatie Member
Statistical Adviser
Department of Statistics

3. Shri A. Ramen "
Adviser
Credit Planning Cell

.4, Shri P.N. Khenna "
Chief Officer
Department of Benking
Operations & Development

5. Shri S.R. Avadhani "
hddl. Chief Officer
Department of Banking
Operations & Development

6. Shri 0.T7.M. Nambiar "
dJoint Chief Accountant
Department of Accounts and
Expenditure

7. Dr. Meenakshi Tyagarajan n
Director
Benking Division
Economic Department

8. Shri C.S. Ramachandran Member-Secre tary
Director
Credit Planning Cell

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, tc 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 =nd organise a systemmtic survey to provide
estimates of average cost and income in respect of
the different funciions undertaken taking into
account the special features of each of the large
and medium sized banks, groups of small banks, and
select types of branches;

(iv) to provide guidelines on the pricing policy of
benks in relation to the services rendered to
the constituents;
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(v) to suggest intermal systems and procedures to
control banking costs, improve operational
efficiency, productivity and profitability 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 profitability analysis of branches.

4, The Chairman may take such assistance of specialists
from other institutions including banks, Indisn Banks'
Associatia and the National Institute of Bank Management

as may be considered necessary. The Working Group may also
take into account the recommendations of the Banking Commission
on banking costs, operational efficiency and profitability.

O. The Working Group should submit its report before
the end of September 1976.

sS4/ -
CREDIT PLANNING CELL, (K.S. KRISHNASWAMY)
RESERVE BaWK OF INDIA, DEPUTY GOVERNOR
CENTRLL OFFICE,
BOMBAY.

April 2, 1976



1.1

1.2

1.3

1.5

1.6

1.7

QUESTIONNATIRE
PART I
CVERALL OBJECTIVES aND PERFORMANCE

Evaluation of performance

Kindly give #nh evaluation of the performance of your bank
in meeting the socio-ecanomic objectives set before the
banking system in the post—nationalisation period.

What are the criteria (iie., norms, ratios, etc.) adopted

by your bank for ﬁhe.evaiuation of the performance of (a)

the bank as a whole and {b) the individual branches with
particular reference to the following areas:
i) Deposit mobilisation
ii) Deployment of credit
-~ areawise
- purposewise
- sectorwise
iii) Employment generation
iv) Expansion of banking facilities
v) Profitability?
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
What are your comments on the nature and role of external
audit for promoting efficiency and propriety of the
commercial banks with due reference to the changes in the

scope ¢f their activities?

Presentation of accounts

There is a‘suggestion that the balance sheet and profit
and loss account cf Indian banks should conform to
international standards. In this context, do you hawve
any suggestion for improvements?

Capital base

Do you support the suggestion that it is desirable
to strengthen the capital base of Indian banks? If 80,
kindly indicate the measures that can be taken to

achieve this objective.
Miscellaneous

What are your other suggestions or comments under this part?



2.3

2.4

2.5

2.6

2.7

2.9

2.

| PART II
BUSINESS PLAN AND PERFORMANCE BUDGETING

Annual plans and"degets
What is the_grqcﬂduzerfgl;oweg_by your bank in preparing

annual business plané/pérformance budgets with particular.
referenbe*tbﬁiﬁgﬁiﬁéméﬁt“6f“0entral'Office departments,
controlling officeé'aﬁé brahchés?‘ Do you prepare such
pléﬁé/budgets éh"a'fegionuwise basis? What is the

systen for monitorihg the performance?
Please furnish (i) a review cf the performance for 1975

and (ii) performance budget for 1976.

Are any projections set for your offices for deposits

advences? -If go, what factors are taken:into account

in fixing the projeé¢tions and how are the achievements
followed up? Isﬂtheré any system ofﬂieﬁards or
penalties for good or poor performance in relation to

targets?
Deposit-mobilisation

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?
Are you in favour of banks continuing to acéept long-ternm

deposits of over 5 years? If so, what patté}n of "accrual

of ‘interest and accounting would you advocate?
What special efforts have been made by your bank for

tapping the savings of the farming sector and what
difficulties do you encounter in this regard?

How does your experience in.mobilisafi@ﬁ of deposits
in'sgmi-urban/rural areas compare with that in the large

towns-metropolitan areas? -

Apart from current agcounts,.savings bank accounts and
fixed deposits, do you attract deposits in any other
form? If so, kincly furniéh_the ré@uisite pafticulars
as wélilas.the terms and coﬁditions,

What is your experieﬁce in deploying the deposits

of your branches in their areas of operation?



Industry level credit planning

2,10 An analysis of the pattern of distribution of bank
credit to industrics reveals that usually a2 group
of banks finance the bulk of the credit requirements
of a particular industry. To what extent is it
possible to evolve a2 common approach among such
firancing banks? What 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

2.1 What are your other suggestions or comments under
this part?
PART TII
SYSTEMS AND PROCEDURES

Organisation and delegation of powers

31 Please furnish an organisational chart of your bank
as a whole showing the Departments in the Central
Office and their relationship with 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 powers by your Board 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 Directer). Are
you satisfied with the-existing system 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 is needed for the wvarious cétegories of
business listed below:

a) Investments
b) Pledge advances
cg Hypothecation advances
d) Term Loans
e) 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) BExpenditure 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 mAanagement?

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
intenced?

3.6 How do you fix limits upto which a Brahch Manager can
.sanction credit limits without prior approval from the

higher authorities? Is it on the basis of the st2tus/

grading of the Manager or the classification/grading

of the branch? Is the basis different for different

types of loans/customers? :
3.7 What is the extent of the latitude allowed to the Branch

Managers to exeeced delegated authority under special

circumstances?
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0 & M Studies

Do you have in your bank a separate unit/cell/department
working solely on Organisation and Methods? 1If so,
when was it established? DPlease indicate its contribution
in imprcving 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 innovaticns
What is your asscssment abcut the attitude of the other
departments to the suggestions made by 0 & M?
In case ycu do not have a separate unit/cell/department
for O & M, have you felt the need to consult outside
specialisfs on O & M?
In case you have neither an O & M unit/cell/department
nor regular consultations with outside specialists,
have you made any other systematic efforts to improve
the working of your bank?
Is there any system in your bank of obtaining suggestions
fron your employees as to ways of improving services?
If so, kindly state the procedures for the working

of the scheme and the practical gains achieved by it.

Economic and statistical set-up

Do you have a separate Econ- wic/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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3.17

Information system

Describe briefly the various types of datz collected
from your branches, over and above the data submitted
to the Reserve Bank of India statutorily or otherwise.
are these data used by you to make a regular assess-
ment of the performance of your branches? If so, how
frequently? Do you circulate this information to

your Bronch Managers?

It has been suggested that the control data prescribed
for internal use of the bank and 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 comments and suggesticns in this
regard.

Have you introduced the Management Information System
in your bank? If so, pleacse describe the major changes
the MIS has introduced in the bank and how these
changes have assisted the management 2t various levels
in decision making

Do you call for regular as well as ad hoc reports

from your branches, Controlling Offices and Central
Office departments to obtain an overall assessment

of the working of the bank? If so, please give
details. &t what level are these reports studied

and policy actions, if any, taken?

Do you have a system of imparting information regularly
t¢ the lower line management about the results of

various studies carried out in your bank?
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7.

Do the executives of your Central Office/Controlling
Offices periodically visit a}l your branches, discuss
problems with yocur managers, meet constituents, hear
their grievances and explcre pcssibilities of avenues
for development ¢f business? If so, how often is a
branch visited in a year?

De you irvcelve your staff in group discussions or
neeting with a view tc explaining the various develop-
ncnts which are of interest to yéur bank?

Staffing pattern

What is the inter-se ratio laid down by your bank for
different categories of staff, i.e. subordinate staff,
clerks and officers for -
a) Branches
- Rural

Semi-urban

- Urban

Metropolitan

b) administrative Offices

c) Bank as a whole
What criteriz do you adopt for sanctioning additional
staff or for asking staff requirements at each branch?
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 from your
branches? To whom are they submitted and at what

level are they scrutinised?

How do you ensure that the branches submit the returns
promptly? What is the acticn taken against defaulting
branches? What, according to ycu, are the reasons for
the defaults? What corrective action have you taken

in this regard?
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3.34

8.

At what level are the returns scrutinised? A&re 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 branches?

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 audit
Department in your bank?

Have you appointed any outside agencies (like firms of
auditors) for carrying out inspection of your branches?
What is the nature and scope of work entrusted to them?
What is the usual periodicity of the internal inspectiom
of your branches? How do ycu ensure that there is no
overlapping of the inspection of the branches by the
Internal Inspection and Audit Department and the

out side agencies appointed for the purpose?

What are the arrangements in your bank for ensuring
that the element of surprise is effectively maintained
in carrying out the internal inspections?

Are the Controlling Offices also subjectecd to internal
inspecticn? If so, by which agency and at what
intervals?

Have you prescribed any proforma for preparation of -

the internal inspection reports? Does it ensure that

all the aspects of the working of the branches ar

Contrclling Offices, including development of business,

are covered by the personnel deputed for the inspection?



3.9%5 Do you, in addition, have any system of carrying
out ad hoé verification of stocks, cash, etc., at
your branches? If so, by which agency and at what
intervals?

3.36 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?

337 What is the follow-up action taken on the internal
inspection reports? 4Are the irregularities pursued
till their rectification?

3.38 What is your assessment 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?

3.39 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? DPlease furnish a copy of the last such
report?

Internal controls

3.40 What is the system followed by your bank for
accounting inter-branch transactions?

3.41 What is the position in your bank with regard to
reconciliation of inter-branch accounts? What
difficul ties have you experienced in this regard

and what 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
branches? How do you ensure that the balancing work

is kept up-to-date by the branches?



10.

3.43 Wh?t.is_the.extent:of arrears in balancing the books
Qf,accountwatryour branches, particularly the bigger

branches? What are the difficultiés experienced by

4

.th99;i? :;intain;ng the work up-to-date? What
cqugc%iye‘méasures have you taken in this regard?

3.&4‘ Hhatwis 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?

3¢45 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
consideration?

Clearing

‘3}46 Taking into account the increasing number of cheques
passing through the Clearing Houses, what are your
suggestions for relieving the pressure on the Clearing
Houses in metropolitan cities?

3.47 The Clearing Departments in metropolitan cities like
Bombay of some banks are reported to be having
untraced differences for large amounts in clearing,
outstanding in their books of accounts. What is the
position in this regard in your bank? What suggestions
would you make. to overcome the problems relating to
handling of clearing transactions at metropolitan

branches?
Miscellaneous

3.48 Do you think that there is any need for simplification/
rationalisation of loan applications/documents especid&%g
in the case of small loans? If so, what are your
suggestions? In case your bank has devised any simpli-

field forms for this purpose, please furnish specimens.

3.49 Whag 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 adeopted 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 What 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 modification of the existing business .
rules of your bank relating to deposit accounts,
lockers, etc.?

Establishment

4.5 Apart from the remuneration payable to your employees
under the respective Bi-partite agreement, what are
the monetary or other benefits given to your empioyees?
Please specify the types of work for which such
benefits are given iﬁdi;dting the cost thereof during
the last three years.

4.6 What are your suggestions for controlling establishment
costs? What are your views in regard to formulation
of a norm for establishment expenses?

Furniture and fixtures

4.7 What are the norms prescribed by your bank for equippirg
your different types of branches with furniture and
fixtures?

4.8 What is the average cost of furmiture and fixtures
incurred in opening a new brahéﬁuin different centres

(rural, semi-urban, urban and metropolitan)?
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4.13

4.14

12.

Prenises
On what terms and conditions do you usually take on
lease premises for opening new branches?

Stationery

What is the arrangement for printing and supplying forms
and stationery to your various offices?

Advertisement and publicity

What are the usual media adopted by your bank 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?

Please indicate the expenditure incurred on advertise-
ments during'fhe last three years (year-wise) together
with budgeted figure for the current year (1976).

Other expenditure

What are thée other important heads of cost associated
with the general administration of your bank?

Miscellaneous

What 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?
What are your other suggestions or comments under

this part?
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13,
PART V
PRICING POLICY,

Service charges

Please furnish the schedule of rates charged by your bank
for the various services rendered by it as per proforma
given in annexure 1.

What are the criteria adopted by your bank in the-
fixation of the service charges? Is it on the basis of -

(a) Cost
(b) 4d hoc
(c) Volume of business?

What are the factors taken into &ccount in charging
differential rates for the same service to diffefent
customers? What is the extent of di scretion allowed to
the Branch Managers in this respect?

What is the system for reviewing the.charges periodically?
What is the effect of inter-bank competition on éhe
service charges levied by your bank? ‘

How far is it practicable to_iﬂfféduqe uniformity -in
regard to pricing of sérvices among all the banké?
Please indicate the services which are rendered by
your bank without regard to profit motives.

Interest and discount on borrowal accounts

Please give a schedule of the rates of interest/discount
charged by your bank for different types of loans and
advances and bills a2s in the proforma given in Annexure 2.
On what criteria do you fix these rates of intere st/
discount?

What are your suggestions.for reducing the unit cost of
borrowal account especially where supervision cost is
high as.in 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

OPERAT IONAL EFFICIENCY

Measuring/improving efficiency

What are the methods or techniques used for measuring

operational efficiency in your bank?
What specific éteps have been taken by your bank during

the last five. years to improve operational efficiency
and what measures are presently under consideration?

In your view does efficiency and/or profitability
increase with the size of the branch?

How far is the efficiency of 2 branch of your bank
governed by its proximity to the Controlling Office?
What is your opinion abbut a bank opening branches

in centres far remote fFom the Central Office?

What, in your view, arélthe ways of providing competitive
services both on a priced and non-priced basis?

Customer service

Have any studies been made by ycur bank to ascertain the

maximum, minimum and mean waiting time of customers?

If so, what are the findings?

What measures have been taken by your bank to reduce the
waiting time of customers in the péyment of cheques and
drafts, issue of receipts covering credits to accounts,etd}.
Do you operate the teller system in your bank? Has

it improved customer service?

What internal checks operate at your offices to see

that cusfomers are attended to promptly?

How are complaints regarding the quality of service

dealt with in your bank?

Disposal of applications for credit

What steps are taken and what 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,
overdraft, loan, etc.) for different categories of
borrowers such as lerge and medium scale industries,

small scale industries, agriculture, export sector, etc.?
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Kindly furnish the following data in respect of limits
sanctioned during 1975 above Rs.50 lakhs and during
December 1975 for all limits (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, 411 limits above Rs.50 lakhs sanctioned during
1975 (calendar year)

Period within which No. of limits
sanctioned sanctioned

i) In less than one nonth
ii) In one to 3 months
iii) In 3 to 6 months

iv) In more than 6 months

Bo &1l limitSJanCtioneddWing December 1975

Period within No. of limits sanctioned

which sanctioned

Below -~ He.5 to Rs,10 to above
Rs.5 lakhs Rs.10 lakhs Rs.25 lakhs Rs.25 lakhs

i) In less than
one month

ii) In one to 3

months

iii) In 3 to.6

months

iv) In more than
6 months

6.14

6.15

If there are undue delays in processing and sanctioning
of limits, what according to you are the reasons for
the delay and what remedial measures would you-

suggest?

What generally are the reasons for refusal of applications

for credit 1limits “especially from the sma2ll scale and
the agricultural sector and new entrepreneurs? In the
context of the developmental role expected of your bank,
what follow-up action do you take after rejection to

agsist the applicants?
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Follow-~up of advances

6.16 What are the arrangements in your bank to spot out
dangér signals in individual advances?

6.17 What follow-up measures do you teke in respect of
advances showing sticky tendencies?

Miseellaneous . e

6.18 ~Is your bank'mainfaining any currency chests?
What are the advantages in having the chests? Do
~you”experiénce any operational difficulties? What
are your suggeétions to overcome them?

6.19 What are your other suggestions or comments

under this part?

PART . VII

PROFITABITITY

Oyerall“profitability

Tel What factors do you take into account in determining
profitability? What are the main profit yieiding
activities of your bank?

T.2 What 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 advences, 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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17.

Branches

Iﬁ your view, what the reasonable period of time

within which a new branch should be able to break even?
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

What steps have been taken by your bank to maximise
its profit in the investment portfolio?

What system do you follow in providing for depreciation
in Government securities?

Miscellaneous

Please give a statement of earnings and expenses of
your bank for 1975 in the proforma given in Annexure 3.
What is the amount of bad/doubtful debts written off/
provided for by your bank during the 1aé£ five years
(year-wise)?

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.

What are your other suggestions or comments under

this part?
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PART VIII

PRODUCTIVITY

Staff_efficienqx

Is the internal organisational set up of your bank as
at present conducive to attaining the optimum efficiency

level? If not, what improvements would you suggest?

Do you have any system of prescribing norms of work

for the varicus types of activities? How do you ensure
that productivity is maintained?

Could you list the various factors in the order of
importance which act as a drag on productivity of your
staff at various levels?

In what Departments/Sections of“;;ur baﬁk have you
introduced the use of accounting/tabulating equipments,
etc.? What is your assessment of its contribution in
increasing productivity?

Manpower development

Do you have proper manpower planning? If so, please
give details.

What arrangements do you have in your bank for imparting
training to various levels of employeeg? How far do
you avail yourself of training facilities provided by
other banks, "Reserve Bank of India, NIBM, etc.?

What is your assessment of the aaequacy of (a) the
arrangements existing in your bank and (b) the training
facilities provided by other institutions, in meeting
the increased necd for trained manpower? What are your
suggestions for improvements in this regard?

How do you bring about attitudinal changes in your

staff for working in rural areas?
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Industrial relations

8.9 Do you have any sgggesticn for improving the set up
and operations of iﬁdustrial relations in your bank?

8.10 What are your suggestions for involving the employees
at the operatioral level in determining duties and
norms of work, assuming higher responsibility, eself-
supervision, etc., thus contributing to higher

productivity?

-Staff welfare

8.11 What are the specific staff welfare measures taken
by your bank tc‘make'thc work atmosphere conducive
for the employees to give of their best in the day-

;to-day operations?

8.12 Qhat‘steps have been taken by your bank in solving
fhe difficulties faced by ycﬁr staff in securing
suitable housing'accommodétion at their places
of posting?

Miscellaneous

8.13 What are your other suggestions or comments under

this part?

PART IX
FOREIGE EXCHANGE BUSINESS

(This part of the questionnaire need be
answered only by authorised dealers in
foreign exchange)

Organisation

9.1 Pléase describe the set up in your bank for
handling foreign exchange transactions. In which
place is the co-ordinating Foreign Department (or a
department with such responsibility) located? Which
are the brahches.permitted to conduct foreign exchange
business? What is the type of control exercised by the

co-ordinating Foreign Department over the branches?
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Please indicate the pattern of delegation quggwers
pertaining to foreign exéhénge business prevalent

in your bank.

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?

Foreign exchange business being a speciality, what steps
are taken in your bank to ensure requisite staff skills?
What special aptitudes are required of your officers
attending tc foreign exchange business? How Jong

are they retained in their jobs?

Does your bank aim at maintaining a pool of officers
trained in foreign exchange business? What are the
training arrangements?

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?

Do your officers regularly cali on your foreign
correspondents? 1In whatrway has this been beneficial?
How many visits took place in the years 1973, 1974 and
1975 and to which countries?

Do you have any special problems in dealing with
overseas banks in any particular country or chrrency
area? If so, what are they?

Procedures

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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9.1 Have you fixed any lmits for confirming letters of
credif"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 your
constituents, what precautions do you take at the time
of negotiating the documents?

9.13 Have you prepared a check-list for negotiation under
letters of credit? What is the normal time lag in-
volved in handling the documents? What are the diffi-
culties faced by you in negotiating documents?

9.14 What is the procedure followed by your bank for
handling iﬁwéra remiftanées? How do you ensure that
the time lag for g;ving credit to the beneficiary is
reduced to the minimum?

9.15 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

9.16 What is the cushion takeniinto account by your offices
.in gquoting rates for cdrreﬁﬁies other than sterling
and on what basis?

9.17 Rates of exchange for sterling transactions (except
forward sales) have been fixed by the Foreign Exchange
Dealers! Association (FEDA) whereas rates for the other
currencies are determined by authorised dealers. Do
you consider it necessary to change this practice?

9.18 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 regard tc rates, charges, etc.?
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Do you consider that the FEDA rules require amendment?
If so, what dmendments would you pfopose? 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 ddfe of retirement in India?
Please furnish the following information pertaining to
your foreign exchange business for the years 1973, 1974
and 1975:
(separate figures for different currencies)
(a) Rupee’%alue‘ef $=-
(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.

(¢) Net profit earncd on foreign exchange transactions
anclysed as to:-

(i) commission and interest charged on various
types of transactions, and:

(ii) exchange profit (including profit on cover
operations)

How is the exchange profit on foreign exchange
transactions conputed in your bank? On what basis

is the profit allocated to the individual offices
handling the business?

What was the yield of the gross exchange profit
earned by you bank on fofeign exchange transactions
on the total rupee funds employed in the years 1973,
1974 and 1975%?

What was the total expenditure incurred by your bank
in maintaining the:Foreign Exchange Department in the

years 1973, 1974 and 1975%
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Miscellaneous

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 frequént complaints that the returns required
by the R.B.I. pertaining to foreign exchange business
(e.g., 'R' returns) are not sent to them in time,
Has your bank received such complaints? If so, what
steps have been taken to eliminate delays? What
particular difficulties do. you encounter in the timely
submission of.these.returns?
Do you consider that there is scope for rationalising
the above returns (i) by consolidating certain returns,
(ii) by omitting certain returns, (iii) by changing the
periodicity of certain returns,. or (iv) by a combination
of the above methods?fwlf so, what are your specific
suggesfions?
What are your other suggestions or comments under this

part?

PART X

FOREIGN BRANCHES

(This part of the que stionnaire need be answered
only by Indian banks having branches abroad)

Please give an assessment of the working of your foreign
branches with reference tq the growth of their business

and the contribution made-by them in foreign exchange

to India during %he last three years

What is the nature of superviéion and control exercised

by your bank éﬁgr the 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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Yhat is the staffing pattern of your foreign branches

in relation to Indian nationals and foreign nationals?
&re your foreign branches solely dependent on the
business difected to them from your other branches and
by Indians res;dent in the countries concerned? Or,

are they able ta compete for local business? If the
latter, what types of business have been secured; also
whether and if so to what extent, deposits have been
attracted from local ﬁationals?

Do your foreigﬁ branches encountér any difficulties in
transacting business? If so, what are they? A&re any
steps to remove these difficulties feasible?

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?

What is the contribﬁtion made by your foreign branches in
promoting exports cf capital goods, construction jobs,
consultancy. services, etc. from India? Do you try to
ensure that the credit facilities extended by the foreign
branches are generally linked to imports from and

exports tc India?

What is the quantum of remittances madeLBQ you to foreign
branches on accoﬁht cf capital and‘workiﬁg expenses
during 1973, 1974 end 1975 and to which countries?
Under what circumstances were the remittances
necessitated?

Do you have any representative offices abroad?

If so, in which cities? Please fupnish an appraisal

of their usefulness and, té the extent possible,

quantify the benefits in relation to costs.



Part V, Question No.5.1

ANNEXURE 1

Schedule of rates charged for
various services rendered

Concessions,:.
if ,any,
allowed in
the rates

Particulars of services Schedule
of rates
(1) ) (2)

1, Remittances

1.1 Issue of drafts
1.2 kail transfers
1,3 Telegraphic transfers

2. Local cheques/bills for collection

2.1 Local clearing chegues

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
Ireasuries

3. Outward bills for collection

3.1 Cheques and clean demand bills

3.2 Clean usance bills

3.3 Documentary demand bills

3.4 Documentary useance bills

3.0 Bills covering parcels

3.6 dSupply bills

3.7 Inward bills received from upcountry
non-eustomers for collection and

remnittance of proceeds

4. Purchase and sale of Government
securities and shares

4.1 Purchase and sale of securities

4.2 Collection of interest and
dividend

4.3 Payment of calls and collection
and repayment of cagpital

(3)



ANNEXURE I (Contd.)

Particulars of services. ‘Schedule Concessions,if

of rates any, allowed
in the rates

(1) (2) (3)

5. Safe custody facilities

5.1 Shares and securities (on the
face value of Govt. securities
and debentures, etc., and paid-
up value of shares at the time
of withdrawal of securities)

5.2 Banks's own 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 Current Account

7.1.1 Return of cheques
7.1.2 Closing of account
7.1.3 Service charges
7.2 Savings ﬁank hccount

7.2.1 Closure of account within
one year of its opening

7.2.2 Copy of statement of account

7.2.3 Issuing duplicate pass book



1.
2.
3.

10.

art V, Question No.5.7

ANNEXURE 2

Schedule of rates of interest/discount

charged on advances/bills

Category of advances

Large and Medium-scale Industries

Wholesale trade

Direct finance to agriculture
(excluding plantations)

3.1 ‘Short-term (including crop loans)
3.2 Medium/long-term

Allied Activities

4.1 Short-term

4.2 Medium/long-term

Plantations

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
Small-scale industry

Ketail trade other than those included
under (6)

Transport

9.1 Cycle rickshews, hand and animal
drawn carts

9.2 Taxis, autorickshaws end scooters

9.3 Other land transport (lorry,bus, etc.)
9.4 Other transport

Personal and professional services

10.1 Education

10.2 Professiomal service (doctors, lawyers,
accountants, engineers,architects,etc.)

10.3 Repair works

10 .4 Artisans and craftsmen

10.5 Custom service units other thag
agricultural custom service units

10.6 Hotels and restaurants
10.7 Other services

Rates of interest/

discount ‘eharged
Minimum Maximumnm




ANNEXURE 2 (Contd.)

Category of advances Rates of interest/

discount charged
Minimum Maximum

11° Miscellaneous
11.1 Purchase of consumer durables
11,2 Other personal loans
11.3 Rural industries pro jects
12. Inland bills
12.1 Purchase of bills
12.2 Discount of bills
12.3 Advances against bills

13. All others



Part VIT, Question No.7.9
ANNEXVRE 3

Statement of Earnings and Expenses for
the year ended December 31, 1975

(Amounts in rupees thousands)

Earnings Indian Foreign Total
offices offices

I. Interest, discount, dividend,
commission and exchange earned on

(a) Bills purchased & discounted
i) Inland bills
ii) Export bills
iii) Import bills

(vb) Loans and advances

(¢) Investments (inclusive of
taxes paid at source)

i) Government securities
(Central and States)
ii) Others
(d) Deposits 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 credit

i) Export bills
ii) Import bills

(b) Bills for collection

i) Inland bills
ii) Forei_n bills

(¢) P.T's and D.D's sold

i) Inland
ii) Foreign

(d) Other service charges

(e) Other income

T ot al .o




2.
ANNEXURE 3 (Contd.)

Expenses Indian Foreign Total
offices offices

IV. Interest, Commission and brokerage
paid on

Current Sav- Fixed Others

ings

a) Deposits) Indian

i) Interest) gggl—

ii) Commis- ; Poreign
sion & ) offi-
broker- ) ces

age )
bg Borrowings
c) Other
accounts
(to be

specified)

V.(i) Establishment 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 profiis)

VII. Depreciation written off :nd loss
incurred on sale cf assets

VIII. Bad debts written off

IX. Balance of profit (+) or loss(-=)
(i.e.Barnings minus items IV to VIII)

Tot al .o

Disposal of Profit & Accumulated Surplus

X. Source of sums made available
i) Balance of profit (+)
or loss (-) as per item IX

ii) Surplus (+) or Deficit (-) brought
forward from preceding year(if any)

iii) Taken from Reserves (if any)




3

ANNEXURE 3 (Contd.)

Indian Foreign Total
offices offices

XI. Allocation of sums made available X X X

a) Provision for taxes (inclusive
Qf 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 nature
of reserves (to be specified)

¢) Allocated to other special purposes

i) Provision for bad and doubtful
debts

ii) Investment fluctuation fund

iii) Other special purposes
(to be specified)

d) For payment of gratuity in future
years

e) Dividend, bonuses, etc.to share-
holders/Amount transferred to
Goverrnment (percentage may also
be shown)

f) Employe =s' share (bonus) in the
profit

g) Amount remitted to head office

i) By way of nornal profits for
the year

ii) Other remittances such as
administrative expenses
paid by foreign offices
(Please specify)

h) Balance carried forward to the
next year's account

Total .

N.B. In compiling the statement please
follow the instructions for filling
up BSR A-Z2.



APPENDIX I (Ref.item V(i) of Annexure 3)

(Amount in rupees thousands)

Subordinate Clerical Officers- Total
Staff Staff and others _
Indian Foreign Indian Foreign Indian roreign Indian Foreign

Offices Offices Offices Offices Offices Offices Offices Offices

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) Gratuity
vi) Medical aid
vii) Leave-fare concession

viii) Other items such as
overtime allowance ete.

v . W

Total ..

. Bonus paid or payable for
the year 197

4. Total of 2 ang 3

Contd. L I



APPENDIX II (Ref.item V(ii) of Amnexure 3J

(Details of 'Other Working Expenses')

'Sr. Amount in Sr. Amount in
No. ‘Rupees No. Rupees
thousands thousands

1, Directors' & Local Committee
members'

i) Fees
1i) Allowances
2. Rents paid for
i) Cffice premises
ii) Other premises
3. Lighting charges

4, Insurance |
i) Premium paid to D.I.C.

1i) Other premiums

5. Taxes (excluding those reported
ageinst item VI & XI(a) .of the

return)
6. Printing and stationery
7. Advertisements
8.'Periodicals and Newspapers
9. Entertainment expenses

10. Auditors

i) Fees

ii) Allowances

11. Postage, telegrams, stamps and telephones
12, Law charges (including court fees)

13. Clearing house charges

14..Maintenance and repairs to office
equipment/Bank's property

15. Conveyance charges

16. Motor car expenses

17. Travelling expenses (excluding leave-fare

concession)

18. Head office supervision, Administration

eand other charges

19. Other (Please specify)

T otal

. — v —— =%+

Date :



A, Studies undertaken by the Committee on

its own or in collaboration with other banks

Description of the Study

Banking Costs Study

Study of loss incurring
branches

Scope for Mechanisation
and computerisation in
banks

Composite Efficiency
Index

Trends in Earnings and
kxpenses

Systems & Procedure in
different size of branches

Remarks

In collaboration with 21 selected
banks.

In collaboration with CBI, Bank of
India, PNB, Bank of Baroda and
Indian Overseas Bank

Sub-Committee consisting of
officers from RBI, SBI and Indian
Banks Associations

Internal study undertaken in
Department of Statistics

Internal study undertaken in
Economic Department

Internal study undertaken in
DBOD

B. Studies entrusted to outside agencies

Agency Description of study
1, IIM Applicability of the concept
(Ahmedabad) of market segmentation to the
banking industry in India
2. IIM Detailed analysis of branch

(Ahmedabad) activity with suggestions to
improve efficiency

3. Shri Ramesh-
war Thakur

4, Institute
of Cost &
Works
Accountants
(Calcutta)

5. Bankers'
Training
College

6. Bank of
Baroda

Pr*

Annual Accounts,
Statutory Audit,
Internal Audit,
Taxation Laws

Stationery, Printing and
Advertisement

Impact of pipe~line funds
on cost and pricing

Branch Net Work Study
in a Metropolitan
Centre (Ahmedabad)

3333 %

Persons who were
associated

Prof. S.K.
Bhattacharya

Prof. S.K.
Bhattacharya and
Dr.A.H. Kalro

Shri Rameshwar
Thakur

Shri Ray Choudhury

Dr. Srivastava

Dr. Dave
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16.
17,
18.
19,
20.
21,
22.
23.
24.
25.
26.
27.
28.
9.
30.
31,
32.
33.
34.
35.
36.
37.
38.
39.
40.

Shri
Shri
Shri
Shri
Shri
Shri
Shri
Smt.
Shri
Shri
Shri
Shri
Kum.
Shri
Shri
Shri
Shri
Shri
Shri
Shri
Shri
Shri
Smt.
Shri
Smt.
Shri
Shri
Shri
Shri
Shri
Shri
Shri
Shri
Shri
Shri
Shri
Shri
Shri
Shri
Shri

STAFF MEMBERS ATTACHED TO THE SECHRETARIAT OF THE

PEP COMMITTEE ON BANKING

NAME

PiE. John

P. Diwakar
S:.T.V. Chary

S.R. Krishna Iyer

5.G. Chittar

I. Shinde

M.K. Joglekar
S. Nalini

M.G. Kadam

A.D., Jagadeesan
I.dJ. Tiwari
M.V, Murkunde
S.d. Agrawal
H.N. Chaturvedi
R.T. Seshadri
G.R. Subramanya
B.B. Bharadwaj
K.N. Sharma
S.T. Baadkar
B.G. Patil

A.R. Ambani
M.V. Vadiraja
S. Varghese

P. Rajaratnam
Annie Paul

T.0. Thomas

S. Murali

C.C., Diss

K.N. Narayanankutty

H.S. Karkera

T. Gopalakrishnan

P.G. Wagmare
D.V. Godse

4.C, John Singh
A.S. Kalekar
A.M, Chitre
R.K. Shettigar

V. Krishnamoorthy

R.P. Dobhal
M.V, Thonmbre

DESIGNATION

Deputy Chief Officer
Assistant Chief Officer

Research Officer
"

1"
Banking Officer

n
Agssistant Research Officer
Research Superintendent

i
Staff Officer Grade 'A'
Economic Assistant

Statistical Assistant
n

Banking Assistant

"

1}
Stenographer

1]

n

Comptist

(1]
Clerk

"

1

L

n

"

L

n

"
Typist

n

Peon

Mazdoor
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