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Report of the Study Group on th~·,-··/J 
proposal of the All-India Rural 
Credit Review Committee for pro-
Viding Incentives to Central Co-. 
operat ive Banks for Deposit 
Mobilisation and Disincentives 
to Borrowings from the Reserve 

. Bank 

1.1 The Agricultural Credit Board of the Reserve Bank 

which considered in its first meeting held on 3 August 

1970, among others, the recommendation of the All .. lnd1a 

Rural Credit Review Committee (1969) for providing cer­

tain incentives to central cQ-operat ive banks for deposIt 

mobUlzat.ion and dis incentives to borrowUlg trom the 
.' 

Reserve Bank, agreed in principle with the objectives 

underlying the proposal, but suggested that a Study Group 

might be appointed to go into the quest 10n of norms tor 

assessing deposit potential in a distr1ct and the cap~city 

of a central co-operative bank to tap the same and to 

examine the impact of differential rates on too interest 

rate structure in the different central co-opera~ive banks 

with a view to ensuring that the burden did not fall too 

heavUy on the small farmers. Accordingly, the Governor ot 

the' Reserve Bank appoint ed a Study Group in September 19'70.' 
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Its composition was as followsl 

1. 

2. 

4. 

5. 

6. 

Shri Maganbhai R. Patel 
Chairman, Gujarat State 
Co-op'srative Bank Chairman 

Shrf S .. S. Puri 
Joint Secretary, Planning 
COmmissiop, Government of 
India Member 

Shri K. S. Bawa 
Joint Secretary, Department 
of Co-operation, Ministry 
of Agriculture, Government 
or India Member 

Shri" A~ N~ Varma. 
Registrar ,of Co-operative 
Soc iet ie s, Madhya Pr ades h Member 

"Shr iV 2: "Alagappan* " 
President, Madurai District 
Central Co-operative Bank Member 

Dr "C.D. Datey 
Chief Officer 
Agricultural Credit Department 
Reserve Bank of India. Member- secretary 

1.2 The terms" of reference of the Group were as urn er I 

"(1) To examine the feasibility of the formula for the 

system of tncentives and disincentives recommended by the 

ReviewComnittee"and "to suggest appropriate norms for fixing 

tar get s for deposit s and other procedures relat ing thereto. 

(ii) To""consider" any other alternative formula, which 

with due regard to the objectives behind the proposal of the 

ReView Committee",: will relata the reward ,or penalty not to 

• Shri Algappan ceased to be President in January 1971 but 
continued as Director, Madurai District Central Co-op. Bank. 
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the amount borrowed from the Reserve Bank but· to the extent .. 

of deposits mobilised by the central co-operative bank and 

used in lending for agricultural purposes. 

(iii) To examine the impact of the differential lending 

rates of the Reserve Bank under the formula on the rate of 

interest charged by the co-operative credit structure to 

the ultimate borrowers, especially the small farmers. 

(iv) To make any other recommendation on matters allied 

or incidental to the above terms of reference. 

1.3 On Shri A.N. Varma relinquishing his post as Registrar 

of Co-operative Societies, Madhya Pradesh, Shri M. S. Gill •• 

Registrar of Co-operative Societies, Punjab was nominated as 

a member. Shri S.s.oawra, Joint Registrar of Co-operative 

Societies, Punjab, attended one of the meetings of the Group 

on behalf of Shri Gill. 

1.4 The GroL.'P mot tour tiDes, i.e. on 14 lloveober 1970, 

13 AugL;.at :.971, 10 ,'mrch 1972 nnd 19 April 1972 1n the Central 

Agr1cultural Crodit Dcpnrtrlcnt, Reserve Bank of India Bombay. Intrn 

formulat ion of its recommendat ions, .the Group had the benefit 

of the views expressed by the Registrars of Co-operat ive 

societies at their conference held in September 1971, by the 

State Ministers of.Co-operation at their conference held in 

November 1971 and also the Chief Executive Officers of the 

state Co-operative Banks at a seminar convened by the Reserve 

•• Shri Gill took over as Director of Information and Pub­
licity, Government of Punjab in January 1972. 
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Bank in February 1972. 

Review Committee's proposal- a criticJ"ue 

2.1 The Review Committee while recognising the fact 

that in the initial stages of building up the co-operative 

credit structure in the different'parts ot the country a 

substantial volume of resources may have tJ be provided by 

the Rese:t've Bark, felt th~t "as the institutions grew in 

terms of volume of t.,u:J..iV-Jer, li'iability and operational 

efficiency, they would be able to build up larger resources 
. 

on their own by mobilising deposits and progressively'reduce, 

their dependence on the Reserve Bank even though the Bank 

might not reach the position of a lender of last resort in 

the foreseeable future so far as these banks were concerned". 

The Review Committee had observed that although the deposits 

and owned funds of the state and central co-operative banks 

had increased over the years, there had been no apprec iable 

decline in the proportionate extent of dependence on borrow­

ings. \,lhile the red llct ion in the extent of dependence on 

the Reserve Bank is not necessarily an ind 1~p.tor of the 

progress m~de by the banks in attracting deposits, it was 

further pointed o~~ that the incentive for deposit mobiliza­

tion had been affected, among other factors, by the availabi­

lit; of credit from the Reserve Bank at a concessional rate as 

resources·iaised 1ln tte :'0:-0 of d'=r:csits would bo ~ostll£r e.s 



5 

a source of funds especially where the savings and fixed 

deposits constituted a large part of the total deposits. 

For encouraging a progressive increase in the reliance on 

own resources and a proportionate decline in the borrowings 

from the Reserve Bank, the Review Committee was ot the view 

thats 

(i) the borrowings from the Reserve Bank should be made 

co,stlier to a central·bank which failed 'to mobilize deposits; 

(1i) a central bank raising the prescribed minimum level 

of deposits should be rewarded in the form of a reduced cost 

of borrowing, and 

(iii) the present extent of concession in the rate charged 

should be reduced so that it might act as a disincentive to 

borrow from the Reserve Bank. 

2.2 The specific steps recommended by the Review Committee 

for achieving these objectives were as follows: 

(i) The Reserve Bank should, at the beginning of each. 

accounting year, set a target for each central co-operative 

bank in respect of the amount by which it should increase 

its deposits dLn'ing the year. 

(ii) If a central bank reached or exceeded the specified 

target, it should be cha~ged interest at t% below the con­

cessional rate (referred to in (iv) below). On the other 

hand, if the bank failed to achieve the target, and +f the 

shortfall ~as less than 50 per cent of the target, the bank 
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should be charged an additional rate of t% above the con­

cessional rate; and if the shortfall was more than 50 per 

cent, the add it ional rate should be increased to 1 per cent. 

(iii) Since the reward or the penalty had to be based on 

the performance during the year, a decision should be taken 

in this regard after the close of the year and, depending 

upon the bank's achievement, it should be allowed a rebate 

on the interest which it had already paid to the Reserve Bank 

or called upon to pay the additional penal interest. over and 

above the normal rate which· it had already paid. 

(iv) The concession available to the state co-operative 

banks in respect of the rate of interest on short-term agri­

cultural loans should be reduced from 2 per cent below the 

Bank Rat e which was the present level, to Ji%. In other 

words, the effective rate should be increased from 4 per 

cent to 4t per cent. 

(V)As for the resultant increase in the borrowing rate 

in respect of banks not achieving the target fully or achiev­

ing it partly, it waS felt that it should ordinarily be 

possible for the small increase to be absorbed by the margins 

at one or more tiers of the co-operative credit structure 

and therefore, it might not be necessary to raise the ulti­

mate rate charged to the cultivators merely on this account. 
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2.3 The recommendation of the Review Committee, in 

effect, meant. (a) fixing a realistic target for deposits 

for each central bank and (b) charging differential rates 

of interest on the borrowings from the Reserve Bank depend­

ing on the achievement or otherwise of the specified target. 

View points on the proposaL 

2.4 The Group considered the various comments made at 

the meetings and conferences which discussed the Review 

Committee's proposal. These are enumerated belows 

(i) Absence of incentives to banks achieving targets; 

(ii) Heavy penalty for banks failing to achieve targets; 

(iii) Difficulty in fixing appropriate targets for deposits; 

(iv) Absence of conditions conducive to deposit mobilization; 

(v) Difficulties in recovering the penalty at a later date. 

These are elaborate~ in tbe following paragraphs. 

2.5 A view has been expressed that the proposal made by 

the Review Committee does not provide any incentive to the banks 

to mobilise deposits because for achieVing or exceeding the 

deposit target, there would be no re~ard in the form of a 

lower interest on the loans from the Reserve Bank as the 

effective rL '-e would be the same as hitherto viz. 2 per cent 

below thG Eank Rate. Banks can attain a higher level c1 

deposits c~..: y t u L~1::;hGr ccst \: .. 5 tho average cost of the 

deposits wcrks out to [lore than the cost of borrowings trOD 

the Reserve Bank. The additional outlay involved in raising 
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more deposits would not thus be compensated. Further, if the 

deposits increased Qt a faster pace than the loans, the banks 

would qualify for lower limits from the Reserve Bank and the 

benefit of evan the present lower rate would get progress ively 

reduced. Thebo.n!{s would thus have no special incentive to 

mobUise more deposits. 

2 .. 6 The pe!1[llty for failure to achieve the targets either 

fully or partly is \I bJ.~y S~VGre as in such cases the ent ire 

borro'wings of the central banks from the Reserve Bank willl 

carry the penal rate of interest. It will not be possible 

for the banks and societies to absorb the increase amongst 

themselves so· that the ul+.im&ta borrower would have to pay 

a much tigher rate·. of interest than at present. The expecta­

tion of the Revie'\'l Committee that their proposal would not 

lead to an increase in the rate to the ult1mat-e borrower may· 

be belied. 

2 .. 7 At the i:13\;anCe of the Group, the Agricultural 

Cred it DepartIl!t1nt of the Reserve Bank of IIXlia attempted an 

exercise in fixlng deposit targets in respect of 50 central 

co-operativo b!3.nks., Tbe goyerning considerat ions were the 

stage of agr ic;ultura 1. development of the d istr ict, the avai­

lability of bankine fa~ilities, the rate of growth of deposits 

in the past, bra~ch network, the range and scope of services 

to the customers etc. On a comparison of the targets pro­

visionally arrived at and the actual performance at the end 
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of the year, it was found that 30 central banks did not 

attain the targets. The important reasons for this failure 

were. (i) the sudden and heavy withdrawals of deposits of 

grampa~hayats, municipalities etc. (ii) the occurrence of 
L-

widespread natural calamities in the area of operations and 

(iii) the high level of deposit targets fixed, based largely 

on the rat ing of the d istr ict in relat ion to agricultural 

development. In regard to soma of the banks which had 

achieved the targets, it was observed that they were cred it­

ing the deposit accounts with the loan amounts sanctioned to 

societies. In a few other cases, heavy amounts representing 

share capital contribution, managerial subsidy, godown loan 

etc. by the State Government to the primary credit societies 

were held back and kept as_deposits with the banks. The 

exercise, though limited, highlighted the practical diffi­

culties involved in deCiding on realistic target for deposits 

and the unforeseen contingencies that may upset the calcula­

tions. The factors involved are many and varied and present 

a formidable task in deciding their relative importance and 

appropriate weightage. Most of the factors do not permit of 

an objective assessment of both the deposit potential and 

the capacity of the bank to attract the same. In the cir­

cumstances, the targets could also be disputed as being 

arbitrary or as not taking due account of all the supposed 
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handicaps of a particular bank. The tendency, therefore, 

may be to err on the safer side and fix deposit targets at 

relatively low levels so that the large majority of the 

central co-operative banks will continue to get credit 

facilities from'the Reserve Bank at the same concessional 

rate as at present. This would defeat the very object ive 

behind the recommendation of the Review Committee. 

2.8 Before penalising the banks for their failure to 

tap deposits of a given order, it would be necessary to 

create conditions favourable for building up deposits by 

removing the restrictions on placing the surplus funds of 

local bodies, quasi-government institutions and trusts etc. 

with co-operative banks and by extending the insurance 

rover available und er the DepQs it Insurance Act to these 

banks. We understand that only in five States (Gujarat, 

Jammu & Kashmir, Madhya Pradesh, Maharashtra and Tamil 

Nadu) the local bodies, universities and other quasi-govern­

ment institutions have been permitted by the respective 
. -

State Governments to keep deposits with the central co-

operat ive banks. In four States (Assam, Bihar, Punjab 

and Haryana) similar permission has not yet been accorded. 

In Andhra Pradesh, Kerala, Rajasthan and West Bengal, 

Municipalities/educat 10nal institutions and/or relig ious 

bodies are not allowed to keep their funds with the central 

co-operative banks owing to certain restrictive prOVisions 
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contained in the relative State enactments. As regards the 

deposit insurance cover, only three States namely Andhra 

Pradesh, Madhya Pradesh and Maharashtra and the Union Terri­

tory of Goa, have suitably amended their Co-operative Socie­

ties Acts and consequently the Deposit Insurance Act has been 

extended to the co-operative banks in these areas. The other 

States are yet to initiate concret. action in this regard. 

Not all States could, therefore, be said to have created 

favourable conditions in the manner and to the extent re-· 

quired. 

2.9 As· observed by the Agricultural Credit Board, the 

formula suggested by the Review Committee would present cer­

tain practical and administrative difficulties in implemen­

tation. The suggestion for reduct ion in the concess ional 

rate of interest, viz. from 2 per cent to It per cent below 

the Bank Rate (6 per cent at present) would mean a rate of 

4t per cent. This rate, however, is only notional because 

the effective interest rate, if the rebate and penalty system 

as recommended by the Review Committee were to be implement­

ed, would vary from bank to bank depending on its performance 

vis-a-vis the target for deposits as shown belows 



Condition 

If the deposit target is 
reached C4i-%- t%) 

If the shortfall in the target 
is less than 50% (* + t%) 

If the shortfall is more than 
50% (~+ ]$6) 

12 

Effective Rate 

4 per cent 

5 per cent 

~ per cent 

According to the proposal, the rebate has to be passed on 

to the banks concerr.e~ after the close of the co-operative 

year. Similarly, the penal interest has to be recovered 

if the target is not achieved. Recovery of the penal in­

terest at a later date from the institutions including the 

ultimate borrowers may present certain practical problems, 

although the passing on of the rebate may not. 

Conclusions· 

3.1 Any formula for reward or penalty should have a 

built-in mechanism under which a central co-operative bank 

raising more deposits and ploughing them in agricultural 

loans does not suffer any serious loss. To achieve this 

objective, the Group examined various alternative formulae 

and found the following the most appropriate. 

3.2 The salient features of this new proposal are as 

under s 

(1) The Reserve Bank's lend ing rate for short-t erm 

agricultural purposes may be fixed at t% below the Bank Rate. 
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(ii) A rebate of J,i% (in the interest on borrowing"s) 

may be granted by the Reserve Bank on that part of the borrov~ 

ings of the state co-operative bank on behalf of a pe.rt1cu.W 

central co-operative bank, which represents the level ot 'it, 

borrowings from the Reserve Bank in a base year. In othep 

words, the present concessional rate of 2 ~er cent bel~ t~4 

Bank Rate would apply to the borrowings or a central co-Ope­

rative bank up to a "base level". 

(iil) The rebllte of 1f per cent 1Ji11 be also granted to 

the borrowings of a central bank ove~' and a.bove the base level 

to the extent of twice the increasa in its involvement out of 

its own resour~es In agricult llI'E-.l lOa!ls. 

(iv) ThE; highest level 01 lJorrowings ~under the short. 

term limit"s for seasonal agr 1c lilt \l['al operat!on::; "from the 

Reserve Bank re~ch£d during the preceding three years may be 

fixed as the ttbase -ievel" ter the purpose of gran+; ing the 

rebate und er item (ii) ~bove. 

(v) The i!"l~rease in a certra1 co-operative bank's short­

term agricultu:-al luans wou~"d be the differencG between the 
, 

bank's own maxlm~J involvement (outstanding9 aeainst societies 

minus its borro\4iings from t~.le ~pex bank) during the calendar 

year and that d ur~.ng the- base calendar yes7 i.e. the year 

preceding the one in which the scheme comes into force. 

3.3 The procsc]u!'al" details in regard to the implementat-

ion of the proposal may be worked out by the Agricultural 

Credit Department of the Reserve Bank~ 
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Comparative merits 

3.4 The relative merits of the alternative formula 

suggested ·by us have to be viewed against the basic objective 

underlying the recommendation of the Review Committee, namely, 

reducing the dependence of co-operative banks on the Reserve 

Bank and making them progressively more self-reliant. This 

opjective may not be fully achieved under the formula re­

commended by the Review Committee inasmuch as the increase 

in the level of deposits may not necessarily result in a 

reduction in the borrowings from the Reserve Bank, unless 

the banks do not .find an outlet for their fUn<;1s in loans to 

marketing SOCieties, consumers' stores, urban banks, indus­

trial societies etc. or as deposits with the state co-opera­

tive banks and the commercial banks. The alternative formula 

prOvides a definite disincentive to the banks to borrow from 

the Reserve Bank for short-term agricultural purposes above 

a given level. 

3.5 Secondly, under the Review Committee formula, banks 

will have no direct incentive to mobilise more deposits ~s 

their efforts in that direction may not be adequately c9mpen­

sated. It is true that the banks can hope to earn larger 
I 

'('eturns by deploying these add it ional deposit resources in 

loans to societies which can afford to pay a rate which .. will 

leave. the banks enough mar gin even ai'ter providing fully for 

the higher cost of deposits. It 1s, however, seen t hat such 
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an avenue is not always available and, therefore, the ten­

dency among the banks is to earn higher returns by keeping 

the amounts as call or short-term deposits with the state 

co-operative bank or more often with commercial banks. The 

objective should be to induoe the banks to ut ilize a reasona­

ble portion of the additional deposit r ... sources in loans to 

societies for short-term agricultural pUrposes. It is only 

then that the objective of reducing the dependence of the 

banks on the Reserve Bank can be reduced. From the point 

of view of inducing the banks to utilise more of the addi­

tional deposit resources in agricultural loans, the alter­

native formula has an edge over the Review Committee formula, 

as the central bank would qualify for additional loans from 

the Reserve Bank at a con~essional rate to the extent of 

twice the incrsE.se in the suour.t it invests from it::> own 

resources in ngricult ural loans. 

3.6 Thirdly, as pointed out earlier, for failure to 

achieve the deposit targets, the banks will have to pay penal 

interest on all the borrowings from the Reserve Bank. Under 

the alternative formula, borrowings up to the base level will 

continue to be charged interest at 2% below the Bank Rate 

to the state co-operative bank and this concessional rat e 

would apply also to further borrowings to the extent of 

twice the increase in the investment made by the central 
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co-operative bank in agricultural loans from its own resour­

ces. Thus, the banks which fail, for example, to achieve 

even 50 per cent of the deposit target under the Review 

Committee formula, will have tneir borrowings protected 

atleast up to the base level. 

3.7 Fourthly, there will be no need tc fix targets for 

deposits under the Alternative proposal. The eligibility of 

banks for rebate on the borrowings from the Reserve Bank will 

be dependent on the deposits raised and utilised in enlarg­

ing their advances for agricultural purposes. 

3.8 We are of the view that on the foregoing considera· 

tions the alternative suggested by us combining as it does 

both the elements of incentive to deposit mobilisation and 

disincentive to borrowing 'from the Reserve Bank in appropriate 

measure is preferable to the formula of the Review Committee 

and recommend its implementation from the year 1972-3. 

Safeguards and precautions 
to be taken 

3.9 In implementing the system of incentives and disin-

centives the Review Committee itself did not favour any abrupt 

or SUbstantial reduction in the existing ccncessions and in 

fact appreciated the practical difficulties likely to b9 en·· 

countered in bringing about the transition. Besides, it would 

also be necessary to ensure that the proposal does not unduly 

hinder the flow of credit through the co-operative agency for 
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agricultural production. There should be enough time and 

opportunity allowed to the central banks in adjusting the~ 

selves to the new system of incentives and disincentives. 

This is particularly important for the reason that the stage 

of development of the central banks and their financial 

pos ition and operational efficiency vaxy rather widely from 

State to State and even within t he same state. Obv iously, 

not all banks could be subjected to the discipline straight­

way. Hence we recommend that the proposal made in para 

3.2 above may not apply to banks which in any of the three 

years ended 1970-71 d 1d not enjoy from the Reserve Bank a 

credit limit exceeding ~ EO lakhs for financing seasonal 

agricultural operations and also if they have not attained 

a loan business of ~ 1 crore. In other words, banks which 

have already attained a loan business of lis 100 lakhs and 

above will be subjected to the proposed discipline and the 

non-viable banks should continue to enjoy finance from the 

Reserve Bank at the same rate as befor~. It is necessary 

to make these banks viable1Il the quickest po1tsible time 

and in this context the continuance of credit facilities 

at the concessional rate of 2 per cant. below the Bank Rate 

will be of great assistance to them. There are presently 

120 such banks in the country as listed out 10 Appenctu I. 
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3.10 Our proposal for fixing the base level at the maxi­

mum of tDii outstandings reached over a period of time should 

give the banks the maximum protection in regard to the con­

tinued availability of finance from the Reserve Bank up to 

this level at the existing concessional rate of interest. 

During the 3 years ended 1970-71, the maximum outstandings 

under short-term credit limits sanctioned by the Reserve 

Bank were of the order of Rs 280 crores. Borrowings up to 

this level would carry concess ional rate. This accounts for 

roughly 1/3 of the outstanding loans at the primary level. 

Considering, however, the magnitude of the credit needs for 

agricultural production es~imated at Rs 2,000 crores and the 

principal.role assigned to co-operatives in meeting the 

credit needs to the extent of about Rs 700 crores, it will 

be unrealist ic to expect the banks to borrow the entire part 

of the add itional finance from the Reserve Bank at a rate 
- . 

higher than th~ existing concessional rate. It should also 

be at the same time noted that any incentive over and above 

the base level p""~ection should necessarily be related to 

the additional involvement of banks out of their own resour­

ces in agricultural loans. It· ·is for this reason, the alter­

native proposal provides for the same rate of interest on the 

additional borrowings over the base level for an amount equi­

valent to twice'the inq~ease in t~a involvement of the bank 

from its resources. This add it ional ent itlement together 
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with the base level protection mentioned above would ensure 

the availability of bulk of the Reserve Bank's borrowings 

at the existing concess~onal rate. It is only the borrowings 

in excess of the entitlement at the concessional rate that 

will be subj~t to interest at t% below the Bank Rate. Since 

this will be only a small proportion of the xotal, the in­

crease in the cost of borrowing should not necessitate a 

significant increase in the rate of interest to the ultimate 

borrower even in cases where it cannot be easily absorbed 

within the structure. 

3.11 A concrete example will illustrate the poj,nt. Let 

us assume that a central. bank wants to increase its short­

term agricultural loans by lis 3 lakhs. If it puts in ~ 1 

lakh from its deposits in the loans it will qualify to re­

ceive ~ 2 lakhs from the Re serve Bank at 41% (inclus ive of 

the marg in of t% of the state co-operat ive bank). If .the 

aver;age cost of deposits is 6 per cent, the cost of borrow-. 

ing lis 1. 30 lakhs by way of deposits (the ,addit ional sum of 

~ 0.30 lakh being the liquid assets to be ma.1nta.1nedfor the 

deposit liabilities) and lis 2 lakhs from the Reserve Bank will 

be lis 7,800 plus ~ 9,000. i.e. ~ 16,800, or on an average,. 

5.09 per c.ent. If, however, the bank puts in ~ EO ,000 in 

short-t erm loans out of the deposit s, it will. qualify for 

Rs 1 lakh only from the Reserve Bank at 2 per cent below the 

Bank Rate and have to pay a higher rate at t per cent below 
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the Bank Rate on the balance of Rs 1.5 lakhs borrowed for the 

loan programme of ~3 lakhs. The cost of the funds will thus 

be Fs 3,900 plus Bs 4,500 plus Bs 9,000 i.e. Bs 17,400 so that 

the average cost will work out to 5.53 per cent. This will 

be higher by 0.44 per cent than in the earlier case. If the 

involvement of the bank in the additional loans is even less 

than l/6th, the cost of borrowing will be higher still. But 

then this is what it should be, so as to provide a disincen­

tive to borrowing from the Reserve Bank and an incentive to 

mobilise deposits. It may be mentioned, however, that the 

increased cost worked out above is only in respect of the 

additional funds invested in short-term agricultural loans 

and additional borrowings over and above the base level. If 

the protection offered for the base level borrowings from the 

Reserve Bank is taken into account, the increase in the cost 

of borrowings would not be large and it should be possible 

for the banks and the societies to absorb a substantial part 

if not the whole of it. 

3.12 The dependence of central co-operative banks on the 

Reserve Bank in respect of short-term agricultural loans, as 

may be seen from the statement given in Appendix II, was 

about 50 per cent up to 1964. In the later years it has shown 

a declining trend. This by itself cannot be interpreted to 

mean increasing self-reliance on the part of the banks, as 

there are other factors like the non-overdue cover condition 
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which have prevented them from availing of the limits sanctioned 

by the Reserv6 Bank in full. It is hoped that the position of 

recoveries will improve appreciably in the immediate future so 

that the banks can take full advantage of the credit facilities 

from the Reserve Bank to provide greater assistance to the smaller 

farmers. While, therefore, the banks should be expected t'o raise 

as large a part of the additional resources required-by way of 

deposits and owned funds, the proportion of the finance provided 

by the Reserve Bank over and above the existing level may have 

to be higher than 50 per cent. Hence we have recommended that 

for everyone rupee invested in the short-term agricultural loan 

business a central bank should qualify to receive ~ 2 from the 

Reserve Bank at the concessional rate of 2 per cent below Bank 

Rate. We also recognize the need for providing an inducement to 

the banks to go all out to meet the credit needs of small and 

marginal farmers in the Small Farmers Development Agency and 

Marginal Farmers' and Agricultural Labourers project areas as 

well as outside which has been emphasised by the Registrar's 

Conference. This inducement may take the form of making them 

eligible for the concessional finance at 2 per cent below the 

Bank Rate to the full extent of the additional finance provided 

by thon to such farL:icrs, e~'C'n 1f th&t goes OOyooo th~.1r L:rr:a.l 

entitlenent at twic-J tt.j ir..crcL.sc in their own :'(Jv;..17o~2&r~t cut 

of j op 05 ! t S c. nd cw n od fu nd s • 

3.13 It is possible that some banks would not have availed 

of the maximum loans from t he Reserve Bank for various reasons 
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so that in t heir case the tase level might be und uly low. In 

some others the limit sanctioned by the Reserve Bank may itself 

be small because of a relatively small programme in the parti­

cular years. In such cases if the lending programme warrants, 

we see no objection to allowing the rebate of 1! per cent on 

the additional borrowings even upto 3 to 4 times the increase 

in the banks own involveillent in agricultural loans. This 

should, however, be decided on the merits of such banks. 

3.14 A view has been expressed at the Chief Exec ut ive 

Officers' Seminar that the Reserve Bank which has so far been 

sanctioning credit limits on the basis of a bank's lending 

programme may hereafter be guided by its performance in increas­

ing deposits and may reduce the credit limits. The apprehen­

sion, in our view, is unfounded. We expect that credit limits 

would be sanctioned by the Reserve Bank on the samo basis as 

at present with due regard to the realistic lending programmes 

of the banks. For failure to raise deposits and to use them in 

agricultural loans, the banks would not have to face a cut in the 

credit limits, but only to pay a higher rate of int~rest on that 

part of the borrowings which are in excess of the base level. 

3.15 A review of the position may be made at the end of 

three years from the year of giving effect to the above re­

commendations and based on such a re~iew, the need for modify­

ing the system of incentives or disincentives or otherwise may 

be decided by the Reserve Bank. 



App'licability to state 
co-operative banks 

3.16 The incentives or disincentives recommended by us are 

applicable only in respect of the borrowings of the central co­

operative banks from the Reserve Bank for seasonal agricultural 

op erat ions. atW mark.,tin~ of erop!"'\ The borrowings of central 

co-operative banks for all other purposes will continue to be 

charged the same rates of interest as at present. 

3.17 Since the propos al coveIS only the borrowings from the 

Reserve Bank, it follows that it will benefit only the central 

co-operative banks and not the State co-opp.rative bank which 

invests from its own resources over ~d above the borrowings 

from the Reserve Bank on behalf of the central banks in accomo-

dating the latter for seasonal agricultural operations. A view 

was expressed at the Chief Executive Officers' Seminar that if 

deposits were raised at 6 per cent and the advanc~s for 

agricultural purposes granted at 4i per cent, the State co­

operative bank would incur a loss of Ii per cent and it would 

gain t per cent if the source of funds was the Reserve Bank. 
;' ; ;" 

It was, therefore, pleaded that the apex bank deserved to be 

compensated if it was to supplement the borrowings from the 

Reserve Bank by deploying a part of the deposit resources 

whose average cost worked out to more than the rate at which 

fLmds were avallable from the Reserve Bank. 

We have examined the above views and have to observe 

firstly that the recommendation by the Review Committee does 
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not contemplate any incentives/disincent1ves to the State c~ 

operative banks for deposit mobilization. These are to be 

directly related to the efforts of the central co-operative 

banks in mobilizing deposits and utilising them in making 

advances for agricultural purposes. It is for inducing the 

central co-operative banks to utilise their funas raised by way 

of deposits in agricultural loans carrying a lower rate of inte­

rest as compared to the interest rates on non-agricultural loans 

that, we have recommended the extension of the rebate on borrow­

ings equivalent to twice the increase in their involvement from 

own resources in agricult ural loans. 

Secondly, the investment of the State co-operative 

banks from their own resources as may be seen from the statement 

given in Appendix II, formed less than 10 per cent of the total 

short-term agricultural loans advanced by them to central banks 

upto 196~65. In later years the proportion has increased to 

20 per cent and more largely because these banks have had to 

invest more from their resources so that the central banks 

satisfied the non-overdue cover condition. If, as we expect, 

the pos1t1cc of overdues in the c~ntral banks lcproves, there 

will be fuller utilisation of the credit limits sanctioned by 

the Reserve Bank and the investment of the State co-operative 

banks may again come down to 10 per cent or less as in the 

earlier years. If the funds derived from the Reserve Bank 

accounted far 90% of the total, the average cost of borrowing 

will be only fractionally above the rate at which loans are 
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advanced by the Reserve Bank. Further as the banks have 

been charging an uniform rate on all their loans to central 

banks irrespective of the source of funds, they have earlier 

taken into account this higher average cost in fixing their 

advances rate. This position does not change even after the 

proposal made by us is implemented. 

3.20 Tt~irdly, what is contemplated is a rebate on the 

loans obtained by a State co-operative bank on behalf of a 

central bank from the Reserve Bank. If a portion of the 

loans advanced to a central bank comes out of the apex bank's 

resources and it is to be compensated suitably in that behalf, 

the Reserve Bank will have to provide the compensation by way 

of a direct ~ubsidy to the latter bank. There is no provision 

in the Reserve Bank of India Act for the Bank providing such 

direct as sist~nce. 

3.21 FL~ally, we observe that the Reserve Bank is already 

compensat ing the State co-operative banks to Bome extent by 

sanctioning limits at 2 per cent below the Bank Rate urrler 

Section 17(4)(a) i.e. against Government and trustee securi­

ties, pr ovided the accomrnodat ion is for f'inanc ing seasonal 

agricultural operations and marketing of crops. We have 

noted that such limits are generally limited to 10 per cent 

of the aggregate of the limits sanctioned on bebalf of cen­

tral banks and that the Reserve Bank does not intend to 

withdraw the existing fae ility. 
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3.22 For the reasons given above we feel that there is 

no need to compensate the State co-operative bank for what­

ever investment it makes out of it sown reso urces in short-

term agricultural loans over and above the borrowings from 

the Reserve Bank. We expect, at the same time, that the 

apex bank as the leader of the co-operative banking structure 

will exert pressure to ensure that the central banks draw up 

concrete programmes for deposit mobilisation. 

Rate of interest to be charged 
to the ultimate borrowers 

3.23 Our re commend at ion in re gard to the cont inued avai-

lability of concessional finance for a good part of the 

borrowings of the central banks conforming to a certain 

discipline should greatly lessen the overall impact on the 

cost of funds and consequently the need for raising the rate 

of interest may not arise as the small increase that may take 

place in some banks could. as well be absorbed by them. If, 

however, this becomes difficult in a few cases, the increase 

in the rat e of int ere st tot he ul tim t e bor rower may not 

be more than t% to t% which may not be cons id ered too high. 

~arY of recommendations 

4 Our recommendations for achieving the objectives 

underlying the recommendations made by the Review Committee 

in regard to the linking of concessional finance from the 

Reserve Bank with the efforts at deposit mobilization by the 



central co-operative banks may bb .~ up 8S umer:­

(a) .The Reserve Bankl s lending rate be fixed at t% 

below the Bank Rate. 

(b) Rebate of ll% may be allowed onl (i) the borrow­

ings up to the base level (as indicated in para 3.2 (ii) 

above); and (ii) additional borrowings up to twice the in­

crease in the bank's involvement out of its own resources 

in agricultural loans (as indicated in para 3.2( iii) above) 

or to the full extent of the loans to small/marginal farmers 

(as indicated in para 3.12 above). 

(c) Where the banks have not availed of the IIBXimum 

loans from the Reserve Bank and consequently the base l~.l 

has been unduly low, the entitlement at the concessional rate 

may be even higher thaD twiCe the increase in the central 

bank's own involve~lont and be even three or four times 

depending on the nerits of each case. 

(d) T~ proposal will not. apply to central banks en-

joying credit limits from the Reserve Bank not e~eeding 

lis 50 Jakhs dlU'ing any of the -preoed'1rIg. three years and also 

if they have not}3.ttained a loan business of lis 1 crore. All ... -
th~ non-viable banks would continue to enjoy·-rinance from' 

-'. 
Reserve Bank at 2 per cent below the Bank Rate. 

(e) The whole scheme may coma into force from the next 

co-operative year i.e. from 1972-73 and reviewed after three 

years of operation. 

(f) The procedural details in regard to the implementation 
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of the proposal may be ~orked out· by the Agricultural 

Credit Department of Reserve Bank. 
, 

5 The Group ~ould like to place on record their 

appreciation for the valuable assistance provided cy the 

staff of the Agricultural Credit Department and· in 
., 

p:irticular cy 3hri R. ;jundaravaradan, Assistant Chief 

Officer and Shri T.Narasingachari, ·:-,ural Credit Ofr-icer 

WlO have been responsible for the'taculation of data, 

collection of other· relevant information and preparation 

of drafts for the consideration of the Group. 

Bomcay NAGANBHAI t. PATEL 
19 Apr 11 1972 

S.B. PURl 

K.S. BAWA 

v. ALAGAPP AN 

C.D • . JATEt 



Appendix I 
List .f central cooperative banks which have been sanctioned shcrt-term oredit 
limits of ~ 50 lakhs and less by the Reserve Bank of Indi~nd banks which'have 

!£~_£~~~~~2!~~~_!!J~_10~~~~~_~~~!~~~~!~~_~l_!!_!~~_~~_1_l~~~_~~~R~~~:khS) 
. • S~Ano-.......,- ~~l -l\""'')~1;': ~.".? . . 

Sr. Name 
Bo. 

of the bank Limits for ~.~. ~nd M,C. from B B •• Loans outstanding against societies 
~ ~ .. -lr..r.·:f 'i< ~ ~ \y-R.a·r at the end of June 

1968-9 1969-70 1970-71 1967-8 1968-9 1969-70 t...... 
23456 7 __ ~8 __ __ .J... 

!I:Idhro., ,Pradesh 
.. f. 

1. Bhongir 
2. Cuddapah 
3. Kakinada 
4. Khammam 
5. Medak 
6. Nalgonda 
1. Nellore 
8. Ramachandrapuram 
9. Srikakulam 

1 o. Waranga1 
Assam 
11: 'Dibrugarh 
12. Kamrup 

f~. ~i\a!'gar 
B har 

. 'I \ -'J 

14. Begusarai 
15. Bettiah 
16. Bhaga1pur 
11. Bihar-Barh~Fatwa 
1 8. 181 t ong-anj 
19. Deoghar-Jamtara 
20. Dhanbad 
21. Dinapur-Masaurhi 
22. Dumka-Goida-Rajmahal 
23. Giridih 
24. Gopalganj 
25. Gum1a-Simdega 

I 

40 
40 
15 
40 
40 
40 
25 
65 

25 

31 
20 
25 
49.50 

15 
30 
20 
30 
27 
25 
10 

3C 
4C 
15 
50 
40 
50 
25 
60 

30 

25 
35 
25 
40 

15 
25 
15 
20 
18 
25 
10 

40 
75 
40 
45 
50 
25 
80 

3C 

35 
40 
25 
35 

20 
30 
15 
20 
15 
35 
10 

49.63 
55.11 
84.8.4 
50.01 
59.12 
14.68 
89.,C1 
6C.65 
11.96 
56.35 

10.60 
4~.83 
3~.?-4 

'. ). . 
, .-., 

3'r .58 
.25.46 
91.'76 
93.28 
47.65 
26.40 
53.55 
27.55 
5·1.71 
47.12 
31.86 
13.52 

51.34 
68.88 
90.69 
61.25 
,6.31 
19.91 
92.92 
81.21 
76.C2 
69.50 

12.49 
55.7t 
4Q.21 

I 

30.64 
35.40 
77.62 
83.35 
48.19 
30.54 
60.00 
19.61 
46.78 
54.65 
36.44 
15.39 

55.91 
79.71 
82.61 
83.48 
83.69 
78.45 
92.87 
98.02 
80.98 
76.60 

16.13 
16.~O 
4~.'1~ 

. (; 
,58.01 
47.94 
68.85 
76.01 
41.09 
33.06 
77.06 
20.39 
40.78 
50.17 
40.61 
19.23 

•• 2 



2 ... 
--------------------------------------------------------------------------------------------------_! _____________ g ___________ !~2 __ 4 5 6 7 8 ---------------------------------------------------------
Bihar con t d: •••• 

26. Madhepura-Supaul 28 20 20 43.37 46.93 57.20 
27. Magadh 50 40 50 91.45 68.17 55.84 
28. Monghyr-Jamui 45 35 75.~9 62.77 61.23 
29. Motihari 25 25 30 34.,2 36.87 49.68 
30. Nawadah 16 12 12 41.06 38.61 40.44 
31. Ranchi-Khunti 25 25 20 39.69 38.69 39.67 
32. S~~ram-Bhabua 53.50 50 50 77.46 87.39 76.17 
33. Singhbhwn 15 15 20 27.08 27.59 31.40 
!54. Sitamarhi 50 40 40 49.16 61 ~42 87.99 
'I • 

Gujarat 

35. Kutch 58.86 73.24 80.85 

Haryana 

36. Brayne 35 35 50 48 .• 23 60.67 66.94 
37. Jind 50 5(; 65 50.35 p5".15 80..34 

Himachal Pradesh 

38. ~gra 60..44 73.87 80~32 
39". Jo indra 8 14.84 12.68 19.41 

Jammu & Kashmir 

"4"0. Ailan tnag 40 89.15 83.51 93.49 
41. Baramulla 2"5 33.03 27.57 41.48 

Madh,ra Pradesh 

42. Bastar 1~ 17.50 88.56 81.()0 -93.52 
43. Betul 30 35 35 55.51 61.24 60.91 
44. Datia 33 35 25 53.23 57.08 68.20 

••••••••• 3 



3 
-r---------------2---------3------------4-----------S-----------b----------:7------------~--------------------------------------------------------------------------------------- ------------------------
Madhya Pradesh contd ••• 

45. Jhabua 15, 58.33 63.64 76.42 
46. ManCUa 25 32.50 35 62.08 65.72 78.09 
41., Narsinghpur 20 25 25 51.21 41.63 43.~5 
48 •. Panna 15 13 15 31.37 40.58 41.44 
49. Raigarh 40 40 50 64.30 68,e5 92.58 . 
50 .. Satna 15 10 10 44.08 52.65 68.05 
51. Shahdol 15 10 71.01 68.59 61.50 
52. Sidhi 45 45 45 15.91 ~1.C3 97.90 
53. Surguja 22 78.88 84.13 12.26 

Orissa 

54. Angul 40 30 30 69.87 60.06 62.30 
55. Aska 40 50 50 106.09 88.49 86 .• C1 
56. Bankil 60 50 40 91.86 84.06 64.65 
57. Bhawanipatna 30 25 25 4~.81 38'.54 40.97 
58. :Bblangir 10 25 35 29.16 45.35 85.13 
59. Boudh 15 20 34.19 39.39 35.85 
60. Keonjhar 15 15 15 36.63 32.17 33.60 
61. Khurda 25 115.48 108.88 88.~8 
62. Koraput 25 40 50 49.99 53.42 59.77 
63. Mayurbhanj 20 20 15 45.40 45.55 40.47 
64. Nayagarh 60 45 45 89.42 93.97 79.07 
65. Sundargarh 5 5 15 24.19 38.92 46.,62 

Ra.jasthan 

66. Ajmer 30 35 35 63.69 78.93 97.34 
67. Banswara 28.29 33.12 37.24 
68. Barmer 23 23 20 41.05 51.68 73.94 
69. Bhilwara 45 45 58'.21 78.37 90.80 
70. Bikaner 19.26 26.23 30.24 
71. Bundi 20 25 25 39.72 81.83 68.£17 
72. Churu 15 15 15 .14.53 38.60 38.26 
73. Dungarpur 15 12 12 23.95 28.28 31.02 
14. Jalore 12.50 12.50 12.50 20.27 39.74 48.66 

.... 4 
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-i------------~-------,-----------4-------;-------b---~·---7·-- ---8--------
----------------------------------------------------------------------------------------------------
Rajasthan contd ••• 

75. Jhunjhunu 18.46 23.42 22.81 
76. Jodhpur 10 10 56.27 69.42 98.08 
17. Pali 30 30 47.03 58.03 84.88 
18. Sawai Madh.pur 40 50 50 52.27 65.22 71 .10 
19. Sikar 15 15 15 29.80 31.79 39.89 
80. Sirohi 13 13 10 21.04 26.29 29.02 
81. Tonk 25 45 40 24.10 53.65 10.01 
82. Udaipur 35 45 45 53.15 14.84 81.38 

Tamil Nadu 

83. Pudukkotai 40 25 35 41.34 49.65 7'3.00 

Uttar Pradesh 

84. AlIilora 12 12 14 29.83 32.00 53.52 
85. Bahraich 35 35 35 64.20 50.96 59.21 
86. Banda 60 50 50 75.78 90.37 91.66 
87. Barabanki 33 30 30 42.49 49.46 66.70 
88. Chamoli 10 11.38 9.30 14.01 
89. Etah 35 12.61 77.14 99.80 
90. Faizabad 40 40 40 60.95 59.11 63.68 
91. Fatehpur 45 45 45 11.08 80.85 95.41 
92. Garhwal 15 15 20 33.53 34.99 39.02 
93. Hamirpur 60.68 59.01 69.01 
94. Hardoi 25 51.94 58.83 68.81 
95. Jalaun 60 60 60 66.85 51.96 59.61 
96. Kanpur 68.57 67.90 67.36 
97. Mainpuri 40 40 40 96.28 98.79 98.79 
98~ Mohanlalganj 32 25 20 31.32 33.26 35.50 
99. Pithoragarh 9 10 12.28 11.56 15.64 

•.• 5 
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-l---------------~---------,------------~----------2:----------~-----------7------------~------------------------------------------------------------ --------------------------------------------
uttar Pradesh eontd ••• 

100. Pratapgarh 40 40 40 86.09 95.60 95.88 
1 01. RadhsBoami 0.80 0.85 0.99 
102. Roorkee 50 40 50 53.30 62.60 82.07 
103. Sultanpur 70 70 96.89 96.21 87.28 
104. Tehri Garhwal 20 20 22 38.49 30.89 39.47 
105. Unnao 47.16 51.12 56.48 
106. uttar Kashi 16.39 19.83 

West Bengal 

101. Balageria 10 15 15 23.12 25.48 32.65 
108. Balurghat 35.10 38.43 50.23 
109. Bankura 16 20 35 46.69 54.10 82.92 
110. Cooch Behar 14 10 26.59 24.30 32.13 
111. Iarjeeling 5 3.39 3.29 2.66 
112. Hooghly 30 30 30 73.39 74.68 84.58 
113. Howrah 30 30 30 44.18 44.95 53.55 
114. Jalpaiguri 30 15 52.60 45.75 45.33 
115. Kalna-Katwa 40 30 30 59.72 66.02 72.51 
116. MaIda 30 -30 30 41.59 48.03 60.57 
117. Mugberia 45.13 49.90 53.75 
118. Murshidabad 50 40 40 77.78 69.30 94.47 
119. Purulia 5 5 12.81 12.25 15.35 
1 20. Hal ganj 20 20 20 29.18 28.75 45.37 

.Ptgar8i £e~ ~~+o-+~ a~e Det e~ei~8e.Q 

eve 
24.4. 



APPE~~DIX - II -_. __ ._---- - ..... --
Statement showing the borro'toTings and lendings of 
state and central. co-operative banlcs for season8J. 
agricultuxal operations and marketing of crops 

(PeS Crores ) 

*_._-_ ..... '------ --@-.----. --- -- --.----
Borrowings Lendings Lendings % of % of 

Year of state to cen tral to primary Col. 2 Col. 2 
co-opera- co-opera- aeri cul tu to to 
tive banks tive ban~cs rC.l~ credit Col. 3 Col. 4 
from Reser- (outstand- societies 
ve Bank ing as 0 n (outsta.."'lding 
( out stand- 30 J tIDe) as on 
ing as on 30 June) 
30 J1IDe) .. ____ .. ___ .......-

_--L~_.__ ~ ___ ._~ _A~.,=== --s;-:.~ ~§..~_ 

1960-61 
1961-62 
1962-63 
1963-64 
1964-65 
1965-66 
1966-67 
1967-68 
1968-69 
1969-70 

100.11 
11 5. 20 
124.28 
146. 54 
t 50.51 
143.67 
135.38 
137.1 7 
183.09 
214.11 

102.38 
1 25.66 
1 38.75 
1 52.60 
1 59.41 
166.42 
169.72 
182.65 
226.65 
275.93 

173.87 
200.81 
225.40 
263.62 
287.20 
320.68 
369.91 
41 2.1 9 
471.92 
494.58 

97 
91 
89 
96 
94 
86 
79 
75 
80 
77 

* Including those of State co-operative b~nks 
in Union Terri tori eS. 

@ Including the lendings in Union Terri tories. 

Note: Figures in Col. 4 are provisional. As bre8.~:: up 
of short-term 10 ans into sea.sonal agri cul tural 
opc';rations and others is rot available 
in respect of Madhya l)radesh, r1ysore, Orissa 

57 
57 
55 
56 
52 
45 
37 
33 
39 
42 

and Rajasiha.n the entire short-term. loans a:"9 shown 
in respect of thes e S ti:o''. tes. 
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