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CONFIDENTIAL 

Hel-A.:rt of th(~ Study Grouf., on the prOVl.Sl.un 
of creJit facilities for road trans~ort 
operators. 

We were appointed as a study group of the 

National Credit. Council in Sept,elilber 1966 to consider the 

question of financ ing the road transport industry. No 

formal terms of reference have been indicated to us for 

our guidance. But in November 1968, we had 'Jhe benefit 

of a discussion with the Uni;){l Linister of Transport and 

Shipping, and in the light. of this discussion, we have 

examined the targets for the provision of credit for road 

transport operators, particularly in the private sector, 

having regard to "[,he production of cOH1D.ercial faotor 

vehicles in the country. We have also conside;red the 

measures which wi1l be necessary to f.lake t,his credit 

available at a reasonable cost. As the credit has 

necessarily to be maue availablE; throu~h the banking 

syster:., whether it is provided in the fcr:-.l of direct 

loans to the operators themselves or by refinancing the 

hire-purchase financiers, we have considered the role 

of the comr.,ercial banks and the hire-purchas8 linanci ers 

in SOl~ detail. 
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2. . Our repor t. has to be considered against the 

background ofche several other investigations of the 

problem of the: road transport industry in the past. 

The Study Group on Road Transport Financing under 

Shri Saraiya, whic h SUbr:lit"tc!d it s report in February 

1968, has in particular exaf.1ined various questions 

relating t.o the provision of' crenic. If, !'ilay be useful 

before any further recoiilusndations arisin:; out. of these 

earlie r report s are L,ade, if the lJresent l~'C>S ition of 

the automobile and roaCi transpurt industries were 

indicated very briefly. 

3. A statemen~ is attached indicating the 

prouuct ion of corll!.1ercial v8hicle s durint::: "\:'he calendar 

year 1968. It will he seen that. while there has been 

some noticeable improv . .:men~, ;..:hc E;xperience' of the 

individual manufacturing units has been quit("; uneven. 

While Ashok Leyland, Telco and Mahindra and hahindra 

have been able to r,laintain or increase (,heir normal 

production, Hindus\;'E'tll llotors, ?rerlier Auton~obiles and 

Standard 00~ors have not yet been able to do so. 

Although the proclucuiun of the Beci.Lorcl trucks with the 

new J6 diesel engines, petrol-driven cOfumercial vehicles 

of Prenit;r Autoli.obile3, che Viking Bajaj 'reL~}o and 

Jeep trucks, has improved to some ext".,nl: in recent 
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months, t he total nur:,bE;r of COr;ILlerC ial vehicles produced 

in 196$, with a capacity uf 1 "('on or more was still less 

than 32,500. In VLM of\.,his exper-ienc e and as the 

installed c<1pacity of the au~odobile manufacturers appears 

to be inadequate for the targets in view J '(,h8 projections 

of 50,000 in 1970-71 and 75,000 in -che cal,,:.no.ar year 1975, 

vide Chapcer IV of the Saraiya CO;T":'jittee's report, appear 

to be orti,·,istic. 

4. The cleLland for' cr~cli t for Ghe OL.L·U.l.ke of l..,he 

current output, estir.:at~d on the assu;;Jptions lilade in the 

Saraiya COGh.,it tee' s report., is not likely to be substan­

tially in excess of about R~60 crores. This, even in 

the depressed conditions, which prevailed towards the 

end of 1967, could LJe provided by the e:..isting agencies, 

including hir E.-purchase financ C c:Jupanie s, other financ ie rs 

and CO!.ll,;ercial banks. But while tlw total adount of the 

finance whL:h is nOVi illl1:1e.:liately requireu is not very 

large, it.:. will be n:::cessary to pruvide for t.he doubling 

of 1:.ho anount of chc financial assis\"anc~ which is 

required frot!} extt:;:rnal a,~;8nc ics, i~1cl~lding t, 110 various 

hire-purchase financiers, but.: exclu(linL~ Chl>. LJoney 

lenders, who are not priGarily ~nga;ed in carrying on 

hil'c:-purchase financ e as a busine 53, vJithin a period 

of about five years. It is also relevant:, to add that 
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even for absorhinE; the current output, adequate insti-

• 
tutional arrangelllents for ths provision of credit do 

not seem to exi~t at present, except perhaps in the 

four Southern States. The Jisorgdnised state of hir8-

purchase financG business, following the disappearance 

of a nu[.1ber of hire-purchase finance cormanies in and 

round Delhi and the absence of an aclequaLe nurl1ber of 

medium or large-sized hire-purchase financiers cf good 

standing and repute are now inhibiting Ghe flow of 

credit; and 'the private operators seerll to be experiencing 

some genuine difficulties. If 'chera is no change in 

this situation, the automobile and road t.ransport 

industries are unlikely to be well-served, v:h8n the 

recession comes to an end and the production of 

cOLJTIercial vehicles is increased. 

5. Th(~ Saraiya Co,,::.;. tit t ee a~tache d cons iderable 

irll'ortance to L.he elimination of the unscrupulous hirs-

purchase fihanciers, vvhet.hc;r incorl-Jorated or not, the 

iElproverJent of the norus and standards of!.-:usine ss, the 

formation of a few i;1ediur.i-sized hire-purchase finance 

cOii:panies and "Ghe linkin,; 01'(,h8S8 cor:.}Jan:!.<~s as inter-

mediaries with the I.D.B.I. and the Reserve Bank through 

the commerc ial banks. It is necessary ·chaL.. follow-up 

action on ehe lines indicd.c.ed in that COI:Ji,1itt8e' S report 

should be taken ur6ently. 
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6. A major development, since the saraiya 

Comrr,ittee's {'eport was SUb'~litt8cl, has Jeen the intro­

duction of an official Hl.,i"e-Pu.rchasG Bill in the Hajya 

Sabha in July 1968. The bill, however, differs in 

SOEle important rear'ects frou the recommendations made 

in the Re[ort. In particular, the bill does no~ provide 

that the owner should have a clear title a~ the t iLie of 

enterir~ into a contract wi~h the hirer or for an 

expeditious proc<~dure for ·uhe. sett:,!\::i.ient of outstanding 

clail,is in re:JpeC-l~ of hir8-purchase debts. It is under­

stood that in rejecting t,h:s arL-ui.1em~s in favour of the 

modifications, Government have taken the view that the 

Hire-Purchase Act, 1965 in the U nit ad Kingdom al so 

proviGes that the owner or seller shall have the right 

to sell the ':;0 ods , at ~he tiL"le when the rroperty is to 

pass, and that this precedent can be followed in India, 

particularly as a large nuuber of hire-purchase.; finan­

ciers, who i:lay not be in a posit:i.on to becorl1e owners of 

the goods sold by them, prior to the stage of the ultLnate 

nominal payr:2n1~ by ·che hirers, and the transmission of 

the ti~le, will be enatlcd Lhcreby to tr~nsact hire­

purchase business. This arc:;ULJent ignores ehe practical 

implications in Indian cordit,ions, namely, that any 

external financinG 2..::;c.ncy, financing a debt at a time 
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when the title is not cl ear beyond the possibility of 

a dispute, is bound to lJrovide for a higher margin, 

while lending on the security of hire-purchasD doculilents. 

As hire-purchase finance cUi,lpanies in India will have to 

depend increasingly on assistance from eXG2rnal sources, 

this \'1ill be a serious lir::.ita"Lion on Lhc a;-,iount of bank 

finance or other external accuLli;lodotion, \'1hich may be 

provided. 

7. Fortunately, while; the Hire-Purchase 13ill does 

not r:Jake it obligatory for the owner to acquire a proper 

and valid title at, the tirae of enterin!; inco a contract. 

with the hirer, it does not prohibiL ~he acquisition of 

such a title by the owner, before he enters into the 

contract. As far as comraercial banks and other 

refinancing agencies, including the I.D.J.I. are 

concerned, they are not also obliged to r8finance a loan 

within the framewurk of a contract, which may leave the 

owner's title in dispute. It -will be in order for them, 

on the other hand, to make; the acquisiticn of such a 

clear title a condi~ion precetient for the recognition 

of the hire-purchase finance conpany as an approved 

agency and the extension of refinancing facilities-to 

that agency. In actual practice, while che stage for 

an insistence by corrli~iercidl banks and the official 

•.. 7. 
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financing agencies on the acquisiLion of a clear title 

at the time of th~ contract has not, perha~s, been 

reached yet, this will havf:~ to be borne in Lind and 

the established and well-managed hire-purchase finance 

companies should bl persuad.-:d in tlK'ir own interests, 

to become as far as p~ssible the actual and not only 

·the reputed owners of tIlt:; vehicles sulci bYl,her:i under 

hire-}.-urchase co ntract. s. 

8. The bill providc:s for ~hQ continuance of the 

hire-purchase financier's right of repossession as th.,3 

owner ('ill 75 per cent of the hire-purchasp has been 

paid. Thereafter, t:.he hire-!-purchase financiE.:r's claim 

can only b~ a jfiOney clCii::l for the balance of 'che ar:count 

due under the hire-purchas';; conCract. In the case Df 

motor vehicle::3, provision has been LlaLie inche bill for 

a higher percentage upto 90 pCI' cenG. Lo be notified by 

Goverl1l:i8nt, so t hat l~.h8 hir-2-purchase financier's righc 

as Ghe owner may be pr~s8rved JP to this sta~G. In the 

light of the experience in the UniteJ Kingdo~ since 1965, 

when the new Hire-Purchase lict was brou~hc im:,Q fDrce 

and hire-purchase finance c(jLi~anii:Js, includill:O; \.;he 

United Dominions Tru.st, found it necessary to switch 

ovor to credit sales or l.ersonal loans, 02CE.i.USG the 

right of repossession und(;~rL.he ne1;1 lawL:.urned out. 

•••• 8". 
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to be illusory,.we would like to suggest that the 

Government of India shoul~, as soon as the pending 

Hire-Purchase .3ill in our ovm country is enacted into 

law, fix the percentae;c of repayLent at, which the 

hire-purchase financier's right as an. OW118r lapses at 

90%. This is n2CeSS&ry, as it appears LO us that hire­

purchase finance conipaniE.s or the hire-purchase contract 

cannot, in Indian conditions, be Tef;laced imnediately 

or to any significant eXLent by other ins~itutions or 

forms of financing. So long as the bulk of the loans 

for financing the purchase f)f vt:'hicles con-l,inues to be 

provided under hire-purchase contracts, the riGhts of 

the financier or of the commercial bank, wLich r.lay be 

refinancing him, will hav? LOL)(; protected, ii' an 

adequate supply of funds is to be macle avqilable. 

9. A scheme for the rediscounting c:f bills, 

relating to the sale of rllOLOr vehicles was announced 

by the I.D.B.I. in S8pte~b~r 1967 and ~h~ following 

limit s were granted und-=-T chat schc!!1t:' for .:l period of 

one year. 

• ... 9. 
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Name of t.he Bank 

1. The Bank of Baroda L~c:.., 30obay. 

2. The United Bank of India Ltd., 
Ccllcutta. 

3. ThE: Andhra B..11k Ltd., Hyc.;.;rabad. 

4. The Dena Bank Ltd., BOl!lbay. 

5. 'l'he Canara Bank Ltd., ]angalore. 

Total 

(Ks. in lakhs) 

LL.lit sanc t ioned • 
--.1'.9.£J..967 -6 G 

100.00 

100.00 

25.00 

30.00 

50.00 

305.00 

No lililit has, hovlever, be en availed cA yet, partly 

because the de:aand for credit" as has been poinced out 

at the bE:ginning of this report, is not yet very keen, 

but partly also because the nine canufacturing and hir8-

purchase finance cOG<;ani.:=s alr,;ady ap:_,roved. by the I.D.B.I. 

have been unable to accept the liflat" ra·ce of 7110, which 

has been prescrib8d ,13 -, hi:.; ceiling raT~8 of interest to 

be charg8d to ~he hirers. All the limits have since 

lapsed. 

10. itn interesti ng d('v~lopl:lent, vlhic h fn.ay be of 

interest to hire-purcha3o finance cUL,ranies and the 

banks or official a.:.~2ncies financ inee., 1"1s:.:. shaulL! alsD, 

perhaps, be mentioned. The I;IIadras Bibh Court, has 

recently held in a case relating to the windin~ up 

••• 1 a . 
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of a trading company in liquidatlon that the hire­

purchase financier as the owner is entitled to the 

rights of a secured cre(.J.itor in respect uf vehicles 

in which he has an in~erest and that as ehc char~e 

on the vehicle in his favour is a secured charge, the 

question of rogistering it und~r S0ction 125 of the 

Companies Act, 1956 does not arise. This a.l:ounts to 

a clear recognition of the special statu~ of such 

financiers. While this finding (vide Official 

Liquidator, :;'tadras high Court vs. Corl1miss ioner of 

Police and others, C.P. NJ.21 of 1961, decided November 

1967) is not necessarily binding on the other Courts, 

it is important enough '~o' be brought r,o th8 not ice of 

the financing banks and official agencies. 

11. Before we concludb this review of ~he develop-

ments sinc e the Saraiy a COl~;uit tee's report was 

published, we would lik8 to point out that there has 

been practically no progress in thc~ direction of 

reduc ing the burden of taxat i0n on "~h(:; road transport, 

auto.,lobil8 and alli2d illdust.ries, in iJ:il~r0vinG t.he 

condition of the roads, or in expe:..1iting th.;: flow 

of traffic across the State fronti~rs and re~oving 

the difficulties, including mUltiple taxaticn, when 

the borders of more than t.wo States have to be crossed. 
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Costs continue to rise; and che recent incr8ase in tyre 

prices is an instance in point. In the course of our 

discussions, we ca~G across cases of indiscriminate 

licensing and the grant of permits, apparently for 

political or other re~sons, witi~ut regard to the 

VOlUE16 of traffic, Irvhich may be off2rin6 • Our 

attention has also been drawn to Lhe surcha~ge on the 

motor vehicles t.ax, c:t:-.Iountinc; tD 75 per cent, which the 

K~;',:J..Li G:;i!~;J':-c,.:;n\:. has levied wL:,h retros~~.:;ctive effect. 

This has the eff~ct of leavinz no proflts or funds with 

the Kerala State Road 1ransvort Cor~oraLion for meeting 

even the must essem ... ial requirc",lents for op8ration, 

replac . .';uent and normal adc.:itions toche fllcc;t. 

12. Thd State Governr.K'nt.s see,;! to regard road 

transport as a profitable industry, which can still 

bear the burden of anImal and increasing levies. 

Whatever the position might have been in ths past, and 

not\'vithstanding the expe)~i8nc G of SOi;le of t h8 larger 

and well-organis ed undertakings whic h still cone-inue 

t6 be profitable, the sQallcr operaGor now finds it 

increasingly difficult '(,0 r')l.Jay his c:.eLJc. or to 

improve his servict:,s or (,oJ add to his .:'le8t. He is 

tempted to overloac: and '(,0 work OV8rtiE;e beyond the 

lir.lit s of safet.y. The hazaras tOGl1e [;enercLl public, 

••.. 1 2. 
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as a result of the conditions in which the smaller 

operator now operates his vehicle do not S88m to 

have been appreciated. 

13. A change in the Stat·as' outlook will clearly 

be nE:cessary. We indicate below SOHie estimates of 

the traffic carried by road and rail in recent years. 

Percentage of goods Percentage of passenger 
traffic .carrie~~ traffic carried by 

Rail Road Hail Road - -
1950-51 89 11 74 26 

1955-56 87 1 3 66 34 

1960-61 83 17 58 42 

1965-66 77 23 53 47 

We have to aSSUi:le that l,he trend, which is olJViously 

apparent from the preceding table, Viill continuE:. 

With the growth in the population and the developLlent 

of the econo[ay, and i'or a variety of other reasons, 

the absolute volune of traffic ~o be carried on cur 

roads is bound t,(; increase very considerably. The 

State GoverE,.ients ' policy, orc.he absence of any 

policy at all, in so far it means that not all the 

operators can hope to make reasonable profits or to 

plough theD back into the industry, and what is 

equally if not even ffiore impcrtant, the tendency to 

••••• 1 3. 
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neglect the roads because of the scarcity of resources, 

or the diversion of resources for other purposes, are 

matters which should cause us grave concern. 

14. We cannot consider these questions in much 

greater detail within th8 scope of our own report. 

But we would like to \ point out that our recoHiienda­

tions in regard to credit facilities can~ot be 

effective, if the industry itself ceases to be 

paying or becomes incapable of generatin!; enough 

internal resources for sustained expansion and 

growth. 

• •••• 1 4. 
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CHJ.Pl'ER II 

Credit Guarant ee 

15. The road t:.ransport indus try is basically a 

small-scale indu scry. ".uout 98 per cent of the 

indi vidual opt::;ra tors are persons owninL less than five 

vehicles cacho This is not an entirely satisfactory 

state of affairs, as an operator owning o~ly one or 

two lorries does not norf'lally have the r-Jsources which 

are needed 1,0 make the norrl1al d01.vn payrllent on the 

vehicle s, t,o book the traffic or r(.;cain in full the 

earnin~s on account of the traffic book~G, to repair 

and Elaintain the vohiclGS in good condition and to 

operate thel'i wi"Lhin tht-; lii:li ts of safety. vie considor 

it to be nec8ssary in the wider public interest, and 

not merely in the interests of the transport operators 

thernselvas, tha~ the standard of viability, which has 

been reco~~8ndsd by the rbcent study sroup on viable 

unit s, name ly, fi ve vehicl<~s with a 5IJare bus for 

passenc;er transport, and ten vehicles for ~oods 

transport should be reached as soon as ~:;o ssi ble. In 

the nature of the circw!lstanc8s, however, this standard 

cannot bo reached i~Jediately and this process may well 

be spreDd over several years. l-Iorsover, even an 

operator with ten lorriss plying on th~ road will, 

... 15 . 
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at t he current pric es of co m.merc ial vehicle s have an 

invested capital of less t.han Rs.7.50 lakhs. itlthough 

all the evidence before us and before the Saraiya 

Corrunittee earlier iJoint.s to the conclusion that an 

individual operaLor dOL's nOL; ultimately dcfctult in 

meeting his obligations, his methods of operation are 

not very busillesr~-like, instalr.18nt payments ard likely 

to be delc::.yel1, and as the vehicles are f.:ovdble, the 

value of a charge on th.:m may in so~::e cases -Gurn out 

to be illusory. It will be necessary, therefore, to 

consider in sooe detail the ques~ion of extending the 

credit guardntee scheme so as to cover road cransport 

operal.,ors. It has been considered in the past that 

the expression 1islJ1all-scale industrial concernll which 

occurs in Sect ion 17 ( 11 J\.) o[ the Reserve Dank uf India 

Act, 1934 may not cover the road transport industry and 

that this Sectiun might hav0 to be amendeJ, before the 

credit ;;uarantee sch8~c can be extend~d co this industry. 

The Reserve Bank has, hQ1,v(;v-=r, extended t hr::; scheme 

recently to c ovor workshops undertaking r8pairs cud 

s€rvicinb of automobiles or plant or ;.lachinery, pum.r::­

sets, tu bewells, boilers, elc ctric r;lotors, dir­

comitioning and refrigeratiun equi,::rilent, road rollers 

and other road rCIJair equipElent, radio rec ei VET s , 
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cine projsctors, electrical and photographic equipment, 

althou6h strictly speaking, these worksh~)ps are not 

industrial concerns as definE; d in the IFC Act, 1948 or 

the State :~inancial Cor1oratiuns Act, 1951. 

16. As it a~pears, on this interpretation of 

Section 17( 11 ;l), tjlat, t.here is no longer any legal 

difficulty in extondint"s thE:;. existin;~ credit t,'Uarancee 

scheme, so as co cover the road traGsport industry, the 

following proposals can be consiJersd and if necessary 

subn:itted to thc' Central GOVGrnmen~ 1'or their approval -

(i) the ,;uarantee should be RV2.ilable in respect 
of c.irect loans granted 1,0 road tr:H1S~)Ort 
operators by a~~rovad banks or financial 
institutiorls or loans under hire-purchase 
contracts made by aprr()v~d 3utoulotile 
:rianufacturing concerns vJhere "Ghey have the ir 
own hire-purchase divisions, or by hire­
purchas''= finance cour/anies; 

(ii) the book value of the investment:- on 1Il0t or 
vehicles by any road transport operator 
without taking d,8prcciation into account, 
should no'L, be in axc ess of Rs.7. 50 J.akhs; 

(iii) the fjUarant,ee fei? will be i of 11; of the 
ali·,c.mnt oU::'standing, in the case of loans 
grani.. cd by C Oi:ll;ierC ial bdnks and ~ of 1/0 
of the stock on hir~ in t.he case of hiro­
purcha~::k financ·.:; cO'.ipanies, if aLL (:-he 
loans grantod to rGad transport operators 
by t.he bank or hir8-purchase finance 
company, as the c cLJe Inay be, arc; covered 
under th2 credi t.-guarclnt,c:::e scher::18, or 1.75% 
of the a: .. ount or the stock on hire, in case 
each loan is covered se~arately, and it 
will bl, payable every year; 

••• 17 • 
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(iv) the aillount Guaranteed by the credit guarantee 
organisation 'ltlill be 71),/0 of the aL,ount of che 
loan or hire-purchase debt, which may be in 
defaul t, limit ed tCi a lilaximum of lts.2 lakhs 
per borrower; 

(v) the aY:lount in default will, for Lhe pUrijOSeS 
of this guaram:. oe, be dee:lleli to be the tot al 
hire-purchaso r:;rice re[,:aining unpaid in respect 
of Sl loan contract un the da;.:.e on vlhich the 
las~ instalDent of repayQsnt falls due and 
this amount mCiY be clair,led at any "(. iUle after 
the expiry of a periGd of three months 
thereafter; 

(vi) the hire-purchase financier will be free to 
repossess or rolease the vehicles in his 
discretion, at any time before or afcer the 
date on which a claLa in respect of the loan 
against the vehicle is subr;litted to the Credit 
Guaranteo Or0anisa~ion; 

(vii) the hir(;-purchuse financier \'lill also b8 fr~e 
to s611 the v<3hiclc: withvut reference to the 
Credit GuaranteG Or.ftnisation, but if the 
vehicle:. is sold beforE; the date of the clailll, 
the loan amount \I; illiJe aucor::ati cally r8duced 
and i.r the vebicle is sold after tht:. date of 
the clain~75% of the amount raalised will be 
passed ':)n to the Cr,,-,dit Guarantee Organisation; 

(viii) the cred.it-guarantse organisation will become 
subrogated to the r1.1'l"('8 of the bank or the 
hire-pure hase financ e cowpony as th0: case may be 
rut will appoint these ins0itutions as its agents 
for the recovc.)ry of the ai:lOUll.CS paid by it, 
sharing pre-rata in th8 ~roc8ods of Lhe 
securit ios which ;"ay be rl.~leased; and 

(ix) i ~ will be a condi ti on I,rec edent for thE": 
approval ;)f the hiro-purchase finance company 
that (,he norms in regard co 1:., he Clcbt : equity 
ratio, provisim for bc:td and doubt.ful debts 
and appropriaclon to general res~rves, as 
indicated earlier in this rel)or-c, will have 
to be observed by the hire-purchase finance 
company, before it can be rE:cognis<?d as an 
approved institution, entil~le(i tot-he benefits 
of this scheme. 
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17. We have tried c,c assess the financial implica-

tions of the proiJusals which 'vIe have nade i:::~t,he 

preceding paragraph. The premium rate, which we have 

suggested and the proporLi0n in which the risk is co 

be shared by Lhe crediL-6uarantea or;anisation, are 

cased on the experinncG of the general insurers ana the 

terms on which -c.hey now :~rant over to 'i,h8 hire-purchase 

finance cOLl;,Janie:3. At> r-.;garu3 the -olx~ rat ions of these 

companies, we indicate below the Ja~ails obtained from 

141 coopallies wit,h refercnc''::t..o their f osi tioD as at Ghe 

end of Larch 1967. 

(l'~iJ;ount s in lakhs of Rs.) 

Companie s Ho. l'Jl,) • of Tor,al d8Eosits Total Outstan-
with func- Dcpo- EXGIllptGd hire- ding 

t.ioning sits loans purchase creciit 
cos. borrowed credit at the 

by the disbur- end of 
cOr7J.panie s sed the 
not trea- during year 
t8d as the 
doV)sits YGar 

(1 ) (2 ) ( J) ( 5 ) (6 ) 

1- Paid-up 
capital & 
reserves 
of Rs.50 
lakhs & 
over 9 9 1072.92 1092.05 1.3.3.3 • .36 2557.2.3 

2. Paid-up 
capital & 
reserVdS 
between 
Rs.25 lakhs 
& Rs.50 
lakhs 
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------------------------------------------------------------------
( 1 ) (2) ( 3) ( 5 ) (6) 

--------~----------~---------------------------------------------

3. 

4. 

Paid-up 
capital &. 
reserves 
between 
Rs.10 lakhs 
&. Rs.25 
lakhs 3 3 2.93 65.00 11 3.82 123.39 

Paid-up 
capit al &. 
reserves 
below Rs.1 0 
lakhs 129 112 399.24 168.83 735.60 

Total: 141 124 1475.09 1325.$8 2182.78 3528.58 

Note - Excluding the hire-purchase division 
of Telco. 

18. Adding about Rs.2 or 3 crores on account of loans 

granted by the cor,llnercial banks directly to road transport 

operators, without the intervention of the hire-purchase 

finance companies, the extent of the outstanding credit 

covered by the guarantee, if the nine companies with paid­

up capital and reserves of Rs.50 lakhs or over in each 

case the hire-purchase division of Telco and all banks 

are taken into account, may be about Rs.30 crores. The 

annual premiUf,l incoflle on this amount at ~ of 1 fa may be 

Rs.15 lakhs. This premium -vJiII be added to the amount 

which is collected from other insured institutions or 
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units by the Credit Guarantee Organisation and although 

separate proforE:a accounts, in r'.:;;:'pcct of th2 guarant~e 

scheme for sotor vehicles ~ay be kept, tho risk will be 

borne by the Centr2l Government, ou~ of the proceeds of 

the premium income frem all the small-sco.le industrial 

concerns. 

19. The risks involved in an extension of the 

credit-guarantee schGme on these lines are net as great 

as limy perhaps, apPE::ar, considering th2 G.isorganised 

state of the road transport industry and hir8-purchase 

finance business at present. In the first [lace, the 

guarantee will be only in favour of approv,;d banks and 

financial ins~itutions, as far as direct loans are 

concerned, and ap, roved autonoLile rLanufacturers cr 

hire-purchase finance companies, as far as hire-purchase 

financinG is concorned. The bank~ and other financial 

institutions may to expect(;u co (;nsure that thoir 

direct loans will be to reasonably sound borrow8rs and 

that adequate sCecurities will be taken. In the case 

of hire-pure hase fina nc e cOf!:pdnie S or t hE:: au ;~oiHobile 

manufacturers or thE; hir<:;-purc hase fina nc IS cii visions, 

provision for bdll and cl.oubtful d€:Jts and for r(;S8rVeS 

will, to the ext8nt:, indicat c:d have GO be [lade, cJ.nd the 

approval of these ins~iLutions will be contingent on 
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this conditior.. bGin~ satisfie d. Secondly, in all these 

cases a substantial portion of -(he risk will continue 
• 

to be borne by the banks, or hire-purchase finance 

companies (including in the case of Telco, their hire-

purchase finance division). The s.;:;lection of the 

approved hire- >urchas8 financ e cOl.lpanie s will be on the 

basis of fairly ri gi d st.iilldards, based on an inspect io n 

of their books. Only a f~w hire-purchase finance 

cOliipanies are likely t.o be approvod for the time being 

and the lis~ will be enlarged only as and whGn other 

companies qualify for recognition, after their working 

and methods of operation ha-/e be en imprcvi3d. Thirdly, 

the institutions availing thel;ls~l ves of th,:o; credit-

guarantee scheme will be 8xpect(-;,[ to cover all their 

loans under the s clh~L;e, in or der that the risks may be 

fairly well spread. 

20. ConsiderinE'; the safegudrds, which v/ill be 

availa ble and the:; ii:lportance of the road transport 

industry, the risks will not Lle very hea vy. '1'he 

Reserve l3ank may be r8quest,ed to examine ~hE:;se proposals 

further and if they agree, to obtain the ap~_roval of 

the Central Governnlent in the Ministries of Transport 
Development, 

and Shipping; and IndustrialLso that 'ehe scheme guaranteeing 
in part of the loans to road. crans]:ort operators r;lay be 

brought into force as early as possible. 
• .. . 22. 
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.Ql!l-iPTZR JJJ 

Commercial Banks 

21. Wo have discussed with leading bankers the 

pos sibilitics of couLGrcial banks be ing able to financ e 

the road trans~or~ opera~ors directly. For various 

reasons, including the low priority which has so far 

been accorded to the road transport industry, it has 

not been pos sible for COI.ii~lerC ial banks, except perhaps 

in a few caS0S in South India, to grant direct loans 

to individual operators to any substantial extent. 

Banks are also likely to experience certain genuine 

difficulties in increasin~ the volu[~ of direct 

assistance to transport operators. 

22. The mai~ Jifficulti~s which are likely to be 

experienced by the banks in increasing the amount of 

their direct assistance vory substantially are -

(i) the bank's intGrest as the hYl,otlwcatee is 

not now recognis8d by the authorities in 

charg~ of the r~gistration of cotor vehicles. 

(ii) a bank, unlike a hiru-purchase financic:r, 

cannot becoQe the owner of a vehicle at any 

stage prior to the i'ailure ofche hy potheca­

tion loan and its right of repossession, 

.... . 23. 
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notwithstand ing thE.: at tempt to retain this 

right durifj~) the se earlier stages through 

appropria'c8 provisiclls in the loan contract, 

can only be Cl11 illusory ri6ht, in the 

absenc,;, firstly, of a clear recognition of 

the bank's position as an owner and not 

merely as a f inanci8Y', and seco ndly, of a 

field stat'£' anci i..spectorave for supervising 

the utilidation of the loans by ~he op~rators 

and the enfoi'ceJ:lent of instali.18nts of rE.pay­

munt by theu. 

(iii) within the c8iLdl(; rate of interGst, which 

banks are permitted to charge namely 9~~J 

banks do not have an adequate ~argin for 

covering their costs, including expenses 

ar:,Qullting to abou"c 2.5,'; for sup€:rvision 

and ins;cctiGn after the grJnt of the loans. 

23. Of these cllificulties, the one which is 

referred to at (i) will be refiJoved, when thE> 11:1otor 

Vehicle s (Al:1endl!lcnt.) BL_l which has now be em passed by 

the Rajya Sabha, having be0n report2d by a Joint Select 

CommitteE: of Dot,h [-,he Houses, is finally enactt:;)d. 'Ihis 

bill provides for the hYfotheca"C,ee's intervst to be 
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recognised, :'0 thG same ex.tent and in the sa.Lle manner as 

that of a hire-purchase financier. 'rhe two other difficul­

ties, will however still reraain. They are fundaoental 

and cannot easily be resolved. 

24. Commercial banks in india cannot undertake 

trading functions. They are prohibited. under Section 8 

of the Bankin6 Ret,ula ti on Act, 1949 from buying or 

seLLing any gOGds except in connection with Uw reali­

sation of any loans granted by the~ or the negotiation 

or collQction of bills. It- is true that the E.es8rve Bank 

has interpre-ced the provisions of Section ($ liberally, 

holding tha-c so long as a ;Jank dOGS not-

(a) deal in motor vehicles on its own account 

for a rrofit, 

(b) get t. ho rcc:J;is t.rat ion transfC}rrr:;d t'J it sown 

nane, and 

(c) take or attelllpt "GO take }:,hysica.l possf:ssion 

of the vehicles, in advance of the loan turning 

out 'co be bad, 

the nature of th8 documents tak""n by the bank r.la.y nut 

be very mat(~rictl and ne i:":d not 0(; deem6. UGO involve 

trading on the part of t.ho bank, wi thin 1:.he IJeaning 

of Section $. This liberalisation seer.ls, nowever, to 

be intended, in terms of the Resorve Dank's circular 
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dated the 25th November 1966,(,0 be confined co cases 

where the financing commercial bank refinances a hire­

purchase financier or finances an operator and the 

hire-purchase sale of , motor vehicles directly by a 

bank, doe s not seem to ha ve be(:,n envisa,sed. Commerc ial 

or cooperative banks cannot, therefore, carryon hire­

purchase financing directly a s a part of thc;ir own 

business. 

25. In the result,. in the case of -che smaller 

operators who own less than five or 8von t~n vehicles, 

because of the undoubted advantages of providing for 

assistance to the ultimatG borrower Lhrough hire­

purchase sales, namely -

(i) th~ enjoyment by the lender, as the owner, 

of th~ right of repossession or of a secured 

creditor in liquidation, which is superior 

to that of a mere financier, 

(ii) the easy realisacion of the loans advanc od 

through monthly or other periodical repayments, 

and 

(iii) the loading in the 'flat' raC8 of interest 

charged to the hirers, of the vbry substantial 

expenses on account of managc!;lent, inspection, 

supervision and control, 
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hire-purchase finance cOLlpanios, functioning within the 
a 

framework of/special enactment., will have to be the 

primary lending agencies and are in a favourable position 

to grant assistance to the smaller cperators. Because of 

the flexibility in the opera~ions of these companies, the 

smaller operators also find it convenient t.Q deal with 

them. 

26. It has be2n sUGgested that banks 5hould promote 

a few hire-purchase finance CO l:-!panie s as their subsidia-

ria s. In the Unit ed States, install.1ent credit has been 

handled by comme rc ial banks sinc e Lhe Bank of America 

started making loans ulle,er its industrial plan soon 

after 1920, and in t.he Unit..ed Kint::dom, oanks have been 

acquiring since 1954 interests varying upto 100/0 in 

hire-purchase i'inanc e comp::lnies. We reproduce below a 

table showing the share hoJ_ding by cOElITlercial banks in 

the leading hire purchase finance cor.lpanies: 

Bank 

( 1 ) 

Barclays 

}.'!artins 

Westminster 

Hiro PurchaSe 
Company 

(2) 

Unit ed Dominions Trust 
(vJhich in turn owns 
Bri t,i sh 'i.'Jagon) 

!Vlercantile: Credit 

Mercantile Credit 

1b of equity 
held by bank 

( 3) 

28/~ 

17~fo 

17~1~ 

... 27. 
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National 
Provincial 

District 

Hidland 

Lloyds 

Nat ional 
Commercial 

Three Banks' 
Group 
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(2) ( 3) 

North Central Finance 

Astlr:y Industrial Tru2t 33-1 /3/~ 

Forward 'fro st 100,S 

BowmakE3r 
LlcYllS & Scottish 

Lloyas & Scottish 5°10 

DDT 

Bank of Scotland North I'Jest 3Gcurit ie s 1 001~ 

Yorkshire B;,r~k 

CharterhoLt so 
Group 

S .G. warburg 

Hambros 

Chartered Bank 

Northern & General Finance 100;0 

Charterhouse Credit 100% 

Wagon Finance @ 

Western Credit @ 
First IJational Finance @ 

Financings 27% 

@ Figure not available. Shareholding is 'Ghrough 
associated cOiiJpanies. 

The two major hire purchaSe COI:-J.paEiGS not 
connected tc COtjElt,;rci~,l banking ;:;roups are 
Anglo-Auto and LOI:loank. In addition to thL. 
banks listed the First National City Bank 
of New York has an affiliato Nat-ional City 
Credit; and Bank of Ir:cland Grou~) (t.hrough 
NaLional Bank) has a one third stake in 
St. Margaret's Trust. 
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ThG leading Australian banks also have substantial 

interests in the share capital of the hire-purchase 

finance companies. 

27. While there are some obvious advantages in 

the formation of a fGW well-managed hire-purchase 

finance companies by the leading Indian banks so that 

they may be able to :fill the gaps in the institutional 

structure for the provision of credit, to standardise 

t.he rates of interest and other charges and to bring 

them down over a period of timc:, there is a legal 

~fficulty, which pr2vents Indian banks from fGrming 

wholly-owned subsidiaries for this ;Jurpose. Section 19 

of the Banking Regulation Act, 1949 prohibits a bank 

from forming subsidiari8s except for cert,ain ;:urposes. 

The extent of the participation by a bank in the share 

capital of a hir2-purchasc finance CO[ipany is also 

limit ed to 30 p8r c~mt of the paid-up capital of -ehe 

participating bank or of the hirl!-purcha,se finance 

company, whichever is lower. 

28. We sug~est that the ReserVe bank of India 

may consider whether Section 19 of the Banking Regulation 

Act, 1949 can appropriately te amended, so as t.o enable 

banks to promote subsidiary hire-purchase finance 
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companie s, in which any single 'oanking co.,lpany may own 

shares to the a-cent of 51,b or .~'or,,~. In t,he llleantime, 

it will be desirablE! fClr t.he leading banks, acting in 
, 

participation and to,sether, to form a few hire-purchase 

finance companies. A vital gap in the existing institu-

tiunal arrangements for tho provision of credit is that 

considering the size of the country, the tarbsts for 

the productLm of co'il.;i8rcial vehicles and thc- nE-cd for 

the development of transport, particularly in areas, 

which are not served at all by the railways, the number 

of good and well-lC.ana t;8d hiro-purc hase financ e cowpani es 

is quito inadequate. 

29. f. nU1.iber of hire-purchase finClYlce cOLlpanies 

are in liquidatiJn at presen~. A~ong those, which are 

still nominally at work, thGre arc very few co~panies, 

which ha vinE; rdgardco their antecedent:J, owned 

resources or interl~sts in tho::; autor:lobile Jr ruad 

transport industries, can be recognisen as established 

or potent ially via LIe fillanc iCll int errllec1.iaJ.~ie s • ;.,.t 

the SaIlle ti:,le, t~h2 need for a reasonably adequat:: 

numbe I' of financ L,l intt;rrnudiaries, spread allover 

the country is quice tTc;ssilig in this sector, as 

hire- purc hase financ ie:cs i..mjGy c erL:.,J.in adv~',ntages, 

which will not '08 available to commercial banks or 

other financing institution::; and as ,_ht': financing of 
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road transport operators calls for sFecialis ed experienc e, 

~ocal knc'Vllcdge of "("he individual operCltors, a systefi1 of 

inspe-ctLm, supervision and control, sUbsequent to the 

grant of loans, and close and constant touch with the 

borrowers. 

30. Within the lir.-.itaticns of th0 existing legal 

position, we rGco;nmendt.hat the:; leading Indian banks should 

be invited to consider the question of proiJoting about a 

doz en hire-purchase finance cunipanie s. OiJe have COlilE to 

the conclusion that there is rOOlli for the fon~tion of a 

medium or large sized hire-purchase finance company, with 

a paid up capital of not less than ~.50 lakhs, in each 

of the States of Haharashtra, Gu..:iarat, Rajasthan, l~adhya 

Pradesh, Uttar Pradosh, Punjau, Haryana, Bihar, Assau, 

West Bengal and Orissa and in the Union territory of 

Delhi, which are nut n:':)I;/ well-Served or ar8 inadequately 

served. If the banks were GO takG the lead in the 

forr,latiun 2nd filanagolilent ·,ji'thLSO c0n1panics, the volume 

of credit which they may bo able to 0ifer and the healthy 

influenc,;;, which th~~y nay ";:)(; able; to 8./:ert as a result 

of competition, can lead to a very sUiJstant.ial incree>se 

in credi t facilitil;:;s 2nc:' also to a reciuction in the cost 

of credit generally. 
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31. Lpart frc:n prof1otinc.; the S2 hire-purchase fina nc e 

companies in the States, which are now inadequately 

served, it will also be nec essCiry for th(;;: c ol.u:!OrCidl 

banks to consider wheth __ r -ehc volur .• \:; C,,i L-l;.~ir own (lirect 

financ ing can be inc rea~,ed, if SOllie ass istanc e can be 

obtaine d froD thL hirc-purchas8 finan:e companL- s or 

other indepc-:nci.ent c,rgan:i.s atic,ns, whj_c h ar", equipped to 

investigate l.;hc cr,~cit-~vorthincs3 (_,f the individual 

oJA-:rators and t.o undertake -chI;; ~olicctiun of thE:; 

instalme~lts of rcr-.aylJ~nt, the iilSfn;3;::-l:.i:.in of "ehe v0hicles 

and the cni'orccrxnt of securities aVe_dIablo tel thoa banks 

including r~-:;poss::::ssi(.·n of the vl.!hic18s, 1'vh8re n8cessary. 

~L ~<~Lerstand thc:.tt it may ~Je J-.Qssible f'::;-r cul:lInercial banks 

to obtain tLCS0 E,c:rvices by nei:.~otiation with other 

companies, GO whic[, the bc...rro\,ver \vill nake a small service 

payw:mt of abou t 1,0 direct. 

32. We do not sec any r.i2Jor objectL.m to C0L;.I.iercial 

banks obtaining 'chU:h! safc:.::,uarG.s f:COLi ;)thtT organisations, 

on the basis of indi vi <iual negotiations Tl:;)garuing the 

nature of -c;he s81.'vici:;s ~o DC providsd ",LG r.hs '::;-Jst of 

the services, which clay be passed en direc~Jy so ~he 

borrowers without the intervi:;m .. ion of thi:J banks. As t..he 

facility of chattel mortgag0s 2_ttaching to "d'Je vi:Jhicles 

is not availablt:: in India as in the Unil(;cl States and 
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as the risks involved in th::; direct financine; of small 

operators, can be rcduc ed or elirainated ~".nly if banks 

are enabled to obtain these services, we think that it 

will be in the lon[:;- C8rr.. int erests of t he industry and 

will also ultii,iately lead to a reduction in the lending 

rates all round, if banks can be helped to increase the 

volume of their Jir8cr.:. fiffinc ing or.. this basis. We 

should however like to emphasise th8 point that in 

consideration of the services, which Lh0Y are able to 

obtain, banks should even within tho prctlGl:t permitted 

ceiling of 9i/o, reduce their' lendin,.:S rate to the ultiliJ8.te 

borrowers in all cases in which these safesuards are 

available. 

33. We have rGferred earlier GO L.he lact tha"t 

notwithstanding thG difficult L:s, which banks have been 

experiencing or are likely to experience, there may be 

scope for thE diroct financing vf Lhe larger operators 

with more than five or "ten vehicles each. We think 

that wiLhout prejudice; to our uther sug.~estiuns, banks 

should be. encouraged to increase "the ar,lOunt of their 

direct loans to the operators, wit-hin the L1t Grest 

ceiling of 9~% on the outstanciing a:llounts of the loans 

in all cases in which by r<.~ason of ·;.:,he credit-worthiness 
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of the parties or the collateral cr other securities 

whic h they rr,ay be a'ule to offer or the credit-guarantee 

which has been sugg-..;:stcd in Cnapte:c II ()f r,his r,Jport, 

the risks of direct l..::nding can be minimised • 
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Refinancing Hire-Pi...l .. rcr..ase Finance: 
. Conranie s 

34. We shall nCM proc~6d to consider the scope 

for linking the well-managed hire-purchase finance 

cOLlpaniGs to the corilIl1E:rcial banking syst~m and the 

I.D.B.I. or th6 Reserv~ B ~k. The main point, which 

arises for consideration in this connection is whether 

the ratu 'Jf interest, which "Ghe approv0J hire-purchase 

financa companies may be purmitted tG charge to the 

road transport upera~ors, can be increased from 7~~ 

flat to some higher fi6~r~. 

35. The I.D.B.I., in a circular dated the 25th 

June 1968 has reduc~d its basic reaiscounting rate under 

its scheme to 5.% and the approved banks are permitted 

to charge 8~~~ to the hire-purchase finance companies, 

as against'9~, which was previously stipulated as Lhe 

ceiling. 'vihile this, togethl;r with the.. b-Jn8ral r\.,;duction 

by ~% in the lending rates .::S the banks, following the 

reduction of Ghe bank ract.) in Harch 1968, :116arlS that 

the effectiVe rdles charg~d to hire-purchas0 finance 

companie s are now I.:: S5 by abrju t onE;-half of one pE:.r 

cent, the relief which the hire-purchase finance 

companies have been able t.o cbtain, by reducing the 

rates of interest on public d0pusits, do.:::s not seem 

•...• 35. 



-- 35 --

to have been appreciabL;. TherE.; has been nu g8neral 

move on t.he part of th8sC coupanics l:.O r8ducE:: the 

rates of fered to tht;; : ublic, althoubh the lc:nain[; 

industrial and COi',U!er c ial co mpanie s in Bora~ay have 

reduced th0ir rates by ~~ with effect frohl Aarch 196$. 

36. There is some scope fur a reduction in the 

rates of int,,!r(c;st on public u..:;posits, and it will 00 

desirable if one ort,vvo of [·he hire-tiurchase financE; 

companies could be persuaaed to r8uuc-..; these rates, in 

line with the 6<..m",ral rbducticn in l,ht:.: rates off8red by 

the leading industrial cOI.r"tpanie:s in the Bombay region 

since March 1968. 

37. The effect and significance of the rate, 

whic h is allO\rJCd to 0C~ charged undc,:r the 1. D. B. I. r s scheme 

is' lir.J.ited however by the filc"G ~ha"G banks il1ay not have 

any recourse te.' [;h8 I. D. B. I ., cxc~pt Iilart;inally, so 

long as crC3di"G cond.itiGl1s cuncinu:.;; t.) Of' ea:..;y. For th2 

time boing and until th8l."'c is a maj ur chan'::;e in thE; 

pat tern of int crc:=:t rat c"!s gene r~Llly, a realist ic 

estimate of t.h8 lending rate which the hire-purchase 

financ6 companies Llay b0 al10weu to chaq::;c will thus 

ha v<.;; to lle based on th(; follc.wing assuEL.:.Jticns, namely, 

firstly, that the I .. D • .i3. I. 's reL'inanc in:; scheme will 

be mainly a stand-by, pro'Jiding for the banks concerned 
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the assurance of liquidity; and of recourse to the I.D.B.I. 

in cast::; this is found necessary, secondly, that t.he 

lending tJ thG hire-purchase finance c0Glpanies will 

normally be from thl:) banks' own funds and thirdly, that 

for obtaining bank acco~aodati0n in the norQal course 

and deposits fro!':: i:lemiJE:~rs of the public, -che hire-purchase 

finance com~anies will have to Fay rates upto 9~~ or 

even 10% resrGctiv~ly. 

38. The norQal arrang8llent, which w~ envisage is 

that a hirc-purchase financE; C01!l}lany will continue to 

obtain accc[:Jr.lodat icn f rom a f inane in(; bank on the basi s 

of a cash credit overdraft against the hYl)ot,hecation 

of hire-:f-;urchasc docw:K~nts, the r.::targin agains"C this 

securH.y, where any such nargin now is :nain-caine d, 

being reduced as and when this ;'lay be possible. The 

hire-purc hase finance c oL.panie s will a::; sign i:.heir 

rights under thLir hire-purchasc: contracl.,S "GO the 

lending banks. Th~ contr~cts themselves will contain 

a clause in future, providL1g thac the hirers i.e. 

borrow~rs, if c aIled upon to do so, (.jither by thc; hire­

purchase financ;:; compani...:s (,r thl' financing banks, will 

make out, in faiour of the hir8-purchas~ finance 

corapanics, as many promissGry not";:3 representing future 

monthly payment s under the t i::;rms of the su bsi sting 
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contracts as may bo required by the hire-pu:cchase 

finance coupanies or the financing banks. The rate 

of interest charscd by the hir~-purchase finance 

cOlupanies to the ultiraatQ borrowIJrs under any hire­

purchase contrClct" will notwithstanding the fact that 

the docuraents relating ther.o:co L"light not hav<;. been 

actually hYF-0thecateu to t h2 bank at any gi ven time 

or that prorllisscry nr)t,jS fr()li'l t. he borrowers under the 

contract r:light not have bu::n drawn or discountl:J with 

the bank, be su"bject tCl the Ceiling v-lhich is specified 

by the I.D.B.I. The other conditions, which are 

generally spccifiec. by th<:.:; I.D.B.I. will also be 

observed. 

39. So long as a bank is able trJ fi nanc c a 

hire-purchase finance comf.>any fr(:u its own fums on 

this basis, this arrangeiJcnc should be adequate. If, 

however, any bank find:.., that it needs liquidity or 

refinance, it will be cpen to that bank te, convert its 

cash credit ovordraft to the hiro-purchase finance 

company into ,:0. loan, by g.:::tting ()nc.;~ or ~:iorG pronissory 

not es or a s cries of thd~. di scuunted under the 

LV.B.I.'s scheme. If and when ~h8 IllCJde of lending 

by the bank is chan;:;ed on "Chese lines, the bank's 

lending ratt, which under the norLial arrani~t.~rl1(;nt is 

.... . )8. 



-- )$ --

limited to a ceiling of 9~f; will be reduced t(; $~lo which 

is now specified by th~ I.D.B.I. Th8 aEIount.s drawn 

fro m the I.D.B. I. on accuunt of -.:.:,ht; dis counted pronissory 

notes will reduce the outstandinc on account of the cash 

credit overdraft. 'l'he effGct of this arrangCI11ent, in 

short, will be that whi18 the financing bank ge~s the 

assurance of liquidity or refinanc2, and the hire­

purchase finance cOi;lpany is assured in turn that 

resources will be availablE:! tu it to thE:; <.;xtunt. 

necessary, the disciJ.)lin~, which the I.D.ll.I. is now 

seeking ~o enforce, will be availabl~ in regard to all 

the contracts of all the approved hire-purchase finance 

co mpanie s sene rally. 

40. iJle now turn to the questil)n of the ceiling 

rate, which the I.D.B.I. can appropriately prescrib~ 

in th0se circui71stances in place of the 7~jb flat rate, 

which has proved to be unacceptab18 and unr0alistic. 

The expenses of a ruasonably well-rdanageJ hire-purchase 

finance co,-ipany for 8VGry hundreci rupees of its 0wn 

funis invested in the business will be as follows: 
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I. Equity capital and res~rves 

II. Amount borrow2J 

III. Income at 5;/,0 on Es.20 i. 8. 10f; of 
d8posits, inv8steJ in Government 
securi :..ies and 10% flat or 1£50 5/~ 
po r annUi!l fo r a pericid ui' repayment 
in three years on Rs.580. 

IV. Expenses -

(a) In~8r~st on bank borrowing at 
9~j~ on Its. 300. 

(b) IntGres~~ on dopos it s at 1 ~o on 
Rs. 200. 

(c) Guarantee COL1Elission payable tc 
th8~~red.it guarantee organisatiun 
at 210 on Rs.600. 

(d) Establishr::\.jnt charGes at, 2. 501~ 
on Rs.600. 

Total 

Rs.100.00 

Rs. 500.00 

Rs. 1 () EL 00* 

Rs. 2EL 50 

Rs. 20. 00 

Rs. 3.00 

Rs. 15.00 

Rs. 66.50 

(::c The e:ff.::;ctive annual rac.G corr,~sponC1ing to a ra-ce 
of 10/0 flat will vary, dcpondinL; on the.) tir[18 
allowed for buildini" a b(-:.,dy on the chassis, after 
whic h 1::. hG ins tal~,18nts of rc.payraent will start, 
the number of instalmen-cs dnd the perlod 01' re­
payment.. 18.5:/~ has been assum8cl as a rlean 
aVErag.::; rate.) 

V. Balance of taxabh: t!rGfit 

VI. Taxes at 65% 

VII. Pr()vision for bad and doubtful 
debts at. 1% on R~600 

Rs. 41.50 

Rs. 26.98 

Rs. 6.00 
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VIII. Less 20% cf tax-paid profit 
appropria~8d towards reserV0S Rs. 2.90 

41. 

D_. Balance of profit available fGr 
dividends Rs. 5.62@ 

@ On equity capital and res <::::rV8S • On Gquity 
capital ollly th(; rate will lJc) hic;tH::r. 

Th8s0 calculations, we shuuld adi...-_, an; n0ti(mal. 

They are also based on assurnptions as r0:.;ards th0 credit-

worthiness of the;; hire-purchase finance cOilpanies, a 

high debt : e<"!uity ratio of 5 : 1 and rllaXiraULl utilisation 

of funds, which Llay be c.;ptimistic 0r unr,::;alistic in the 

case of a nUliiber of co r.lpanie s. 30ne hirc;- fJurchase finance 

cOlTf:anics hav2 also claimed that ~hoir es-c;ablishJ:'lent 

expensos are consider&bly in uxcuss of 2. 5~b. The 

experienc e of the variuus co (!![-anib s canilCt be unifon:l. 

If in fact, a cOlnrJany incurs more than 2.5,0 oy way vf 

estab.lishraent oxpcnsc~"3 and pays un the alauUI1Ls burrowed 

or on depos its higher raGeS than arc assumed in this 

table, or if t 11,:: COL";pc:my is no-:~ able to CCi~-lIiland credit 

frum the bank inc; Sysi:,8Li tu tlk full ,..;Xl"n·~ indicated 

above or is not able tu achieVE: a c·:c,bt : equity ratio 

of 5 : 1, b(Jcau SE.: its credit, is not suffici.::..ntly high, 

or if the cUilipany has inadequate r",s"rVi.:;si,(J start with, 

so that its eli vidGnc. liability ':')nche rJ2id-u}J equity 

capital is CGrreSf0ndingly grea~8r, th~ calcula-c;ions 
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in this table rr.ay not be strictly relevant. On the 

other hand, however, a well-managed c oli1pany, conunanding 

adequatc credit and payins reasona bls ratds t,o the 

financing conuilcrcial bank orco the :)ublic, i:1ay be able 

to imprJ V8 on thE; net eli vidend of 5 .6/~ indicated in the 

foregoing table:. 

42. We suggest that, t,he ceiling rate, which is now 

prescribed by the I.D.J3.I. be raised t,o 10/~ flat, subject 

to the conditi(ms indicat8d below, namely, that, -

(i) this should be regarded as a ceiling and not 
as the ncriilal rat8; 

(ii) the rate charged by all the hire-purchase 
finanCe corrqanie s in respect. of all their 
contracts, whether or not refinance is 
availed of frou the I.D.B.I., should be 
r8stricteJ to this ceiling in future; 

(iii) a system of rebates froLl the rat.:; actually 
charged within this ceiling should be 
annou nc ed and brouGh"c intu forc e by eV8ry 
hire-purchas8 finance cOLljJany, where payments 
by the hirers arG punctual; 

(i v) the penal rate charged on any ar(IOunt which 
is overdue shc.;u ld be as reas() nable as 
possib18, consistently with the cbjectiv~ 
of securirl['; y."rol:ip"'c.. payraents on the due 
dates of LhG instalcents. 

(v) no credie inves"(,igat~i0n, lego.l, stallip' 
ref,istrati<...:n or other charge:s should be 
sel-arat Jly d~ :)i teu to thi:..: hirers under the 
contract. 

. ... . 42. 



42 --

43. In making these racoIELlc:.ndations; vTe have taken 

into account the f act that the Saraiya Committee had 

suggested a somewhat lower rate of 9~~. After providing 

for the credit. insurance fC:2 of ~~;; which will be payable 

tv the credit-tuarantoe organisation and the appropria­

tions towards bad Gnd doubtful debts and g~ncral 

reserves at 1.007; and 20 per cent of the tax-paid profits 

rosr,actively under our prascmt scheme, the rate of 10jb 

which we now SUgg8St. will not be :-.1ore liberal than the 

rate, which had been recommended earlier by tl:e Saraiya 

Committee. 

44. Wo have tried to ascertain whether the ceiling, 

which we have recot:1iilendcd can be dc';'c.;med to be rE;;asonable, 

in the light of expcric nce in resarcl to financing 

charges in other countril,js. It a.r:.iJ8ars that there is a 

wid~ rang0 of variaticn in the rates of interest charged, 

de~Gnding Gn the financing agenci~s and the degree of 

risk. _::.ccordi ng to the. <.;;vi(lE:nce fro~.i tho Industrial 

Bankers' Association before the Radcliffe COfi~issi0n in 

the Unit8d Kingdom, the range of variati0n was fr0ffi 6% 

to 12~ro flat. We unders0dnd that the stanuarcJ. rate 

which is now charg,.;;d by the Unite:d Dor:iinions Trust, the 

leading financing ag",'ncy, is 8~/o fla-c for one: year for 

heavy cOlTIDlercial vehicl-.::s with a capacity of 5 tons or 
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more and 11,21 flat for lighter vehicles with a capacity 

of 3 tons. The actual rates in individual case;:> vary 

around the standard rate; accordinG tc; the security 

offered and ·ehe credit-worthiness of the parties. In 

the United StatGs, precise details of the average gross 

inc'_me for consume:r fin2.ncE companie s, sales finance 

companie s, c OinliWrC ial banks anJ credit unisns cannot be 

ascertained, because of 1:.h(; vary-in,-; moues of levy such 

as add on, add on plus, discGunt, discoun~ plus and 

per c\~nt per month, but it appear~3 that. the gross 

finanCe charges per $.100 of average outstanding credit 

were $.24.04, ~.16.59, $.10.04 and ~. 9.13 in 1959. 

Since them, thEY slOem to ha ve declined because of 

competition for business, but the curren~ ruling ratGS 

may be around 20 p·3r cent, per annum efL:.cL:.ivc, for 

conSUr.:ler fim ilce cOInf-lanic s. In Canada, t he Port cr 

Comrnis3ion on Banking and Finance fuund tha·l:, in 1961, 

the effecti lie annual charges cf 17 cOla})anie S on a 

standard new car cODtract vari(;d frOi,. 12.5i~ to 18.8jJ, 

with most companie s ruportinc rates froLl 1 3. 5~:J to 

161'0. R:.u.~t,. n smal10r contracts v·/eri.: f~:)Und to havE: 

ranged from 16/~ to 23/;. 
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45. The Gxperience of the financing agencies 

in other countri8s is not rel evant except as indicating 

that ev~n in advanc~d countries the charS0s tend to be 

high and can be brought d0wn only as competition for 

businc ss forces the:: financing agencies to r3duc0 th8ir 

profit margins and off8r chEaper s.::rvicG to the 

borrowers. :'18 can~\()t, in the light. 0f this experience, 

recol11f.1end a rate, whic h will b6 unrealisci c by Indian 

standards and is likely to be evaded VGry larg6ly in 

practice. We would also like [",<) l.lakG t'lvO ,Sic!nt:ral 

observations vJhich must bE: borne in J'iind, in arriving 

at a decision in recarc. to thl.: c,-,ilLlg rac.e tG UU fixed 

at present ~ 

46. Th0 availability of finance is in this sector 

relati vel y morc.: imrort,ant than the rate at which it is 

niad....: available:. It will al so be; d0sirable if organis8d 

and well-established agencies, subject to Saul;:'; broad . 
degri:.:.c of supe rvisi on dnd C0 nt rol by the; B.es orve Jank 0 r 

the l.D.J.I., can replace the:. "'[Jaller finiS and 

individual financiers, who arE; not subjoc"c, to any 

control at all and whc chargl: extor-cionate rcE-.;s. If 

the w8ll-establishod hire;-purcha;::'0 financ", cou~anic s 

agree to charge not ;ilorechan 1 01~ flat ane if tho 

smaller firms and individual financ L.;rs, who are D€;ing 
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refinancc:d by the banks, can in dUe ccurse be persuaded 

to accept this rate, and if tho VOlUE1G of credit provided 

through these sources can LG subs~antially increased, 

the 8xtraordinarily high rat-es which nCJw )revail outside 

the corporate sect0~ can be br0u~ht Jown. ihis will 

obviously be more c.lesirc:ble than driving business to 

the unorganis,:~c and unco:ltr0l1ecl s8ctor, becaus", of 

an unrealis'cic ceilin:;, which we rilay se(!k GO cnfurcl3. 

47. It is our hopt..~ that the c<0iling of 10iJ vlTill 

prove only to bE.; a limit and that -ehE: rates which are 

actually chargod will turn out to be less. One or two 

of the leading hir8-purchase finance cOlnpanies have 

alrLady aSSUr2L1 us tha·~· 'c, h8Y do not int 2nd to raise 

their exisLing ratt;!s, wnich are al_praciably lower. 

If a f c'vV othGI' cCiilpanie s finG. it, necessary to charge 

this rate;, it may be bt;;cause they will not be in a 

position to make r~asonable profits to be abl~ to 

d<0clarc diviJends, Hhich illay be adequat8 to attract 

capital and r<0sourcos for financing a growing voluil.e of 

credit. 

4$. The rat-e, which We; haVE: rQcom:,~.nded will enable 

the organis ed anJ. lr18ll-flianae;\;Q hirc-purchas r:j f inanc e 

cOlllpanies to incn~as(.. the scale of their operat,ic.ms. 

The competition, which they may bG able to offer to 
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othc.:r financiers and within the organisGu secter, the 

competit ivll froi'u tht:: mcr8 c.:ffici(jnt unit s, on.ce they 

are assured of the Ii8C(;Ssary resQurc(;s, will lJrin,:s down 

t.he ruling rates of interest; within a fl W Y8ars. At 

this stage, the ceiling now r8conlE.te;nded by us will 

obviously have to b0 r2viewed. 
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CHj~P'l'bR V 

Co-o f5 rati VG Banks 

49. Tho Saraiya Committee haJ r8coIDmendeJ t.hat 

cooperative credit socic~iGS should, if possible, 

undertake hirG-purchase financo busin-.:ss acc0pl,ing 

voluntarily, alth::.:ugh they clay nut be cor.!pclle::u to uc, 

so by law, the disciplino, which is soughti:..o be 

imposed on hirc-purchas.,J finance cOl.1l )unius. This 

recomrl1endation sC!c:os to ba V8 beon r.lallt:.; in the belief 

that if it is }.-ossi:Jle fur C01Hi)anies to carry on hir~-

pur chase fina nc e LlUsine s s, Wl thin thGSG restric"\., ions, 

with,Jut bGing treat8d as bankins compani(;;s, cooperative 

hirG-purchase finance sccietic:s, as ciistinguishGd from 

cooperative banks, can also be forn~d. The distinction 

between hir8-f;urchas . .:: finance:; sociGcios, which will not 

be subject to the Banking Rt.sulation Act, 1949 as 

extended to coop8rativu societies and cOG~erdtive banks, 

which wi 11 be governed by this AC (., will be that -

(i) dl;posits will 1)e accept.;J by "Ghe hir8-
purchasG finance suC i8 ti<:. 8 only for 
pe;ricJs of s L"X months or iflore "Ghan 
six mont.hs; 

(ii) the business 0fchl:se societies will 
be prodominantly hir0-purchase finance 
busim .. S8 ~ and 
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(iii) the hiru-purchase finance societies will 
not be accc;f:"ting cheques drawn on aCC0UnGS 
maint.aine d wi th thera. 

In additi~n to those r~2trictionsJ th~ l~nding by the 

hire-purchase finance so Ci(;0 L;s will be confinG d tc 

their I.1embers, alth;u,;h d\;;P(;sii-=.s will b8 acceptE;u froIll 

members of Lhe pu1Jlic. 

50. 

hire-purchas8 financo soci2"tiGs, as dist;inguished from 

COOpt~ rati V8 banks, r,light be VtCry welcome in states like 

;,vIaharashtra anu Gujarat, wh€;r(; it ihi3ht :lot Ij(~ difficult 

of the previsions ,)f Secticn 8 of the ::;,,;dikinc:; .H.et,ulation 

"iCt, 1949 as ar;plicd k' C OUJ.-;C: rati V0: se cie c,ies anJ. the 

criteria referred te· in ;.,ar2~raph 24 will ha Vt; to be 

examin8d further, before thic re:comaendatiun can "86 

irnple:-.lented. Althuugh 11ire-rurchase financ';.:; cOl.1panic.:s, 

incorporaGed undcr'.:.hc prGvisi,ns of th(; CUll;l-aniE: S ACt, 

administrative and llJt on strictly lesal iSroiJ:nds, the 

hire-purchase final"lc:; cOGipaniGs have: DG8n ir: existence 

for a number of years, WhGr0aS hire-~urchasc finance 

societiE:'s have YE::t to t)(; fOI'IJed. It is doulJtful wheU18r 

the exclusL)n of hir c-purchase financ e so cieties, which 

will ha ve to be distinguished for this )U!'PUS e from 

c.:;operaci V;J tanks will b", feasible ac.t-his stage, unless 
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the depositors in th032 scci~-cics can be persuaded tJ 

become members uf these societies. If the Jepositors 

themsel ves be c Jlile meml:Jl~rs, thl; hirE::-purchasG finance 

societies will automatically cease to be cocpbraLiv8 banks, 

as they will nOL, th2n be accepting depcsi-cs frum the 

public. 'the scope for the formacicn of a f,-:;w hire-purchase 

finance cooperative societies, subject to ~his ccndition, 

may be explored in detail by t;he It6s(.;rve Bank. 

51 • In t he meantimE;, prildary urlJan coope rati ve 

banks even if they do not transact their business witLin 

the framework of the hire-purchase law, enjoy certain 

advantages, namE::ly, that t,ht:ir operaGiGns are confine d 

to small and compact areas and they can, th8rGfore, be 

expected to have a great deal of knowledcc abc,ut local 

conditions and may also be GXp8cte(~ to be able to assess 

the creditworthiness of thbir borrowers and to keep in 

touch with theli1. This makes it pussi ble for the c oopera­

tive urban banks to grunt dirGet loans to road transport 

operato rs. It will be; ['os si ble for the S8 banks, while 

granting these loans, to obtain such dOCUiLlE: nts as inay be 

necessary to protect th8ir interests, sUD<iect t(; Lhe 

restrictiuns nlGnt iuned in paragraph 24. 
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52. It will alsc be ~ossible for them tc obtain, 

through U18 ccnt,ral banks, to which tht;;y art) 

affiliat0d, r(;CinarlCe from the.; r.D.B.I. In order tv 

facilitate such refinancing, th" He5crVG Bank uay be 

asked to consider whe"Ch0:r- "Ghe cr~?dit guarancE;c sch(.;mo 

referred to in Chapt0r III c_n ~~ LxtendeJ, on the 

same terras, so aE: to cover leans c;ran"L..c1.... by primary 

urban coo~eraGi v;:; banks, provided that the primary 

urban Dank L~k0s provision t~ thb ext~nt of 1.00% 

for bad and doubtful debts and also al~ropriations 

towards reserves, to the extent required und6r the 

pro visions in lieu of Sc:cth)n 17 of t he:: Banking 

Re[;ulaticn h.ct, 1949, as a:pplicable co it. 
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CP.AP'l'ER VI. 

State Road 'I'rans port Corpor'atio~. 

53. The· 8stL;,ates and thG prop:)sals in the forc-

going Chapters r:...lato .~l1ly to thE: ~:.:rovisi0n vf incrbased 

facilities for transport apcraLors in the privat6 sector. 

We do not think Ghat we arG pracluddd frau considoring 

the needs of transport corporations in the }juulic sector. 

We cannot, within the scope of this ropcrt, unJertake a 

detailed examination of the financial position of all thG 

public Sl'ctor road transport undertakings. Our recomml::nt.la­

tions regarding the cr:::clit guardn'vtJU SCheElE: cannot ~Ie 

applicable in relacion to these:; undertakings because of the 

limit of Rs.7.50 lakhs, which we have recomr.1cndeci. A.s 

these undertakings will not find it necessary to purchasl! 

thE ir vehiclos ,..in hire purchase terms, must of Qur 

proposals in regard to hirG-purchase finanCE::: cor,lpaniE;s 

will not als0 be of ilny r<:levctnc..::; S0 far a:.:; they are 

concernljd. Within these li,::itatL)ns, we havb ,~onsiclered 

the needs of thl;3C pub.iic S8C'Gor units anu t,h0 SCO~)G ft>r 

enabling them to rt;placC:! or ad: .. to t,~l..:;ir fl(:;et~s. 

54. Wo indicate below thE:: flGeL strc!rlc;th of the 

various road transport UlLGrcakings as on t.he'; 1 st 

April 196$. 
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I. 

II. 

III. 

IV. 

State Road 
Transport 
Corporations 

Municipal 
U ndertak ings 

Calcutta State 
Transport 
Corporation 

Departmentally-
managed 
undertakings 

Total : 

-- 52 

Mercecies 
Benz 

9,861 

620 

4,997 

15,478 

Leyland 
Comet 

7,267 

2,431 

270 

3,166 

13,134 

Others Total 

1 ,774 18,902 

398 3,449 

839 1 ,109 

2,421 10,584 

5,432 34,044 

(Based on inforrllation supplied to the Association 
of State Transport Undertakings and published in 
State Transport News, December 1968). 

55. The combined fleet strength of all public 

sector undertakings, it will be noticed, was about 

34,000 as on the 1st April 1968. Ahile this is not 

negligible and while this fleet strength is buund to 

increase very rapidly u.urin~~ the fourth plan period, 

not all these undertnkings are financially viable or 

in a positiun to service and amortise the loans, which 

they will have to raise for financing the additions, 

from their current earnings. This is particularly true 

of city transport services, which like oLher similar 

servic es elsewhere are uneconomic, becau s e of the fact 
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l,hat f arcs are very loVJ emu canrlot fer vdrious r<:.aS0 ns 

bE) incrGased. 

56. We think that this is an Gx(,r~Llely unsatisfactory 

situaticn and that s~me basic policy decisi~ns, with a 

vit~w to ensuri ng that all tht2 trans;"Grt undertakings in 

the publ,ic sector will ue viaLJle ars necessary and have 

in fact boc:n overcluc. ;.n arranGement under which seme 

undertakings still continue to be hlana~ed derartD6ntally 

by the State Governr.lt:::nts, is not, for exa:.lple, r:..:asonablG 

am1 soufld. ,'Ie note that the Saraiya Cor.lIllittee had 

recor.lTIlendcd earlier that, all tht:lse undertakings should 

be separated and shoul;';' :;e incorpura;:.ed a~3 inci;;.;pcndGnt 

corporatiGns under the Road Transport Corporaticns Act, 

1950. This will enable them to manai...~e their affairs on 

cOf.1faercial and business principles, to ensur8 thaL 

adequate depreciatiGn funds can be built u~ and to 

borrow from the market for th~ir further needs. During 

our discussiGns, cur att.:;nttcn was drawn ",--:)[,he v::.,ry 

consid~rabl(j scol~e for an irurr()vL-l:~\jnt:., in th'-'.! gro ss 

revenue and the operating r3Lios and net operating 

thefts, dis ccntinuing non-payin:.:; services and increasing 

the number of v8hiclGS in usc, by paying ~;rol~Jer attention 

to the ir maintc;nanc8 and upkeep increasing workshop 

facilities and r(;ducinf~ the time takl;;n for ret-'airs • 
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57. We suggGst that all the Sta~e trans~cr~ 

undertakings which have been experiencing losses shuuld 

introduce a system of effect.ive control of the opera­

tions at the depot and other levels and that their 

operations should oe conducted on purely commercial 

principles. No undertaking Cdn hope to be able to add 

to its capital at, charge or to b~rrow from comr,lercial 

banks or the pu~lic, if it is not financially sound. 

58. If fares cannot be increased for political or 

other reaso ns, the co nc erned undertak inGs should 

logically receive a State subsidy for covering their 

losses. But the case for such a subsidy in India, where 

there are so many oth8r claims on the resourCE:S of -the 

State Governme nt s) is not very strong. Whatever the 

experience in the netropolitan cities in other countries 

may be, city and municipal transport undertakings in 

Incaa will in particular have tG b8 managed as remu­

nerative commercial concerns. They cannot be treated 

as welfare services. 

59. We have referred earlier to the Kerala 

Government's enhanced rate of taxation, which has 

reduced the resourC8S available to the State Road 

Transport Corporation. We think that the attempt to 

pre-empt such surpluses as the transpcrt undertakings 
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may be able to build up, throuGh an increase in State 

taxes, in order that "(,he surplus Iilay not be available 

for taxation under the Incoiie Tax Act, 1961 are short­

sighted. The d8pletion of the resources·of the t.ransport 

undertakings by the State Governme nts can only result in 

a denial of facilities tochE;; travelling public and a 

shortage of Lransport in rolati::m to (,he demand for it, 

which can become quite serious in a few years. 

60. On the assumrtion that puL;lic sector road 

transport undertakings will be financiQlly viable units, 

they may now be able to obtain resuurces 

(i) by having their promissory nutes in favour 

of the au"(,or:lObile manufacturirlb concerns 

discount8d under a variant of the I.D.B.I.'s 

scheme (by a rec€nt decisions of the 

I.D.B.I., the faciliti~s under the scheme 

for the i.lUrchas2 of inJig8nous machinery 

have been liberalis:d, so as (,0 enable 

public sect.or und8rtakings as purchasers 

to benefiG from the scheme); and 

(ii) by issuins bonds carryine; the guarantee of 

the concerned Sta"L c Gover-nme nt s (by a 

recent decisiGn of the trustees of the 

Employees Provident Fund, a large 
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portion of Lhe monthly accreticns to this 

providen~ fund can now be inv8st~d in 

State Government securities or other 

securities carryinz the guarantee uf che 

State Governments). 

61 • We haVe not triac:. to Gstililat(: very precisely 

the requirements of the public sector road transport 

units for assistance fro~ these or any oth~r external 

sources. Any es~iData will have to be bas0d on 

assumpti,;ns as to the a"Jai la bili ty of u8prcc iat ion 

funds during the n8xt fiVG years, the expenses and the 

operating ratios tiurinz ~his perioa, the plans for 

the nationalisation of passen~cr routes, ~he further 

nati0nalisation of goods services bein~ assumed to be 

unlikely, and the likely additions to the fleets. In 

tho somewhat disorganlsed state of the road transport 

industry at presenG, any assum.!-'tic,ns as regards these 

or other iaatte:rs are bound to be unrc::alistic. On a 

bruad exarainatL.m of the needs and resources uf the 

public sector unit s incorr'ora-ced as independent 

autonomous concerns, cur gen....;ral iraprc;ssi)n, hmvevcr, 

is that, after allowin~ for the depreciation funds, 

which have been or may be built up, Gt,ht::r internal 
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res'.)UrC8S and an inc rt.-af3 c" in capil.al, th(; need for 

funds frc~ ex~ernal s0urc~s, for r2placi~g or adding 

to the fleets, Qay be about ~.15 to ~.20 crores per 

annum at pr,)sent, risi':ig tl.: about Rs.50 cr0rt;S per annum 

at the end of~·[arch 1974. These needs can be r,iet to 

a very large ext~nt from the sources indicated in this 

Chapter, if the ferformance of the undartakings and 

their creditworthiness in consuquence can be 

ir.iproved. 
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CHAPTEH ..Y.ll 

Conclusion. 

62. Our r0port is doliberately short. We have not 

covered the same ground as in the earlier reports. 

We have tried ~o deal insLaad with sooe matters in 

regard to which action can usefully and irrunediately 

be taken. Our main findings and rccoLL"11endations are 

briefly sUr.llJari sed lJulow:-

(1) There have been a nur.lber of rupvrts in 
the past on the road transport inc~ustry, 
but actiGn on many of the recomm8ndatiuns 
in these reports and more particularly on 
t.he report s of the r(;c t..:nt study t~roups 
on road transport taxation und",r 
Shri KoskaI', on viable units under 
Shri Mullick and on road transport 
financing under Shri Saraiya, still 
remains to be taken and should be 
expedited. 

(2) The Hire P-"L_1 chu.se and IVL" ... ,:,c V~nicL--~ 
(Amendrilent) Bills, now pE:ndin,g before 
Parliament, should be passed into law 
and broufsht into force without any 
further d,,-~lay. 

(J) The percuntage 01' the payll.lents made 
or recov,~red by a hire-purchase 
financier in resf--L:ct ()f a commercial 
vehicle before his right to rbpossess 
a vchiclr:: la)ses under the law should be 
notified ir.I;dediatd_y as 90, as provided 
for in tho p0nding Hire-Purchase 
Bill. 
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(4) The current demand for assistanc e tv 
road transport operators in the private 
sector from organised external financing 
agencies is about ~.60 crores per annum, 
but i"aay be expo ct0d to douult} in about 
five years; ill view of the:: failure and 
di sappearance of a nUlilber of hir 8-

purchase finance companies, the 
arrangements for the flow and distri­
bution of credit ~o private operators 
are now inadequate except in the four 
Southern Stat(;s; and there is room for 
the proi1lOtion of a reasonable nUQuer of 
addi 7 ional hire-purchase i'inanc8 
companies in the States, which are now 
inadequately served. 

(5 ) The credit guarantee scheme for small­
scale industries should be E..:y~tE~nded to 
cover direct loans by banks and the 
outs~anding hir~-purchase credit granted 
by approved hire-purchas~ finance 
coupanies on ~he conditions spucifird 
in Chapter II. 

(6) Cor.~ercial banks are likely to Gxperience 
genuine diffi cul ti,3s in financi ng the 
smaller road transport operators and the 
devslopment of hire-purchass finance 
campania s as financial intermeuiaries is, 
therefore, not only desirablG but also 
necessary; the banks themselvl~s can take 
the lead in prumoting new hire-purchase 
finance companii::: s as partly-owndu 
subsidiari es. 

(7) Wh()re the siz.e of the borrower's fleet is 
large, say 5 or 10 vf::hicles, tl:e risks 
invol Vf;cl in financing the borrow(;r 
directly are net likely to be sr",at and 
if the 0 riginal book value of the 
investLcnt is 10 ss than ~. 7.50 lakhs, 
the benefit of a guarantee COVGr will 
also be a vailahle; corr;J.;8 rcial banks 
should be encouraged to grant direct 
loans in the SE: ci rcur;1stances. 
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(8) The ceiliIl::-: for the intc::rest rate 
char'j;sct by "Ghe hire-purchas.:; financiers 
to thli-; hirers sh,:;uld be 1070 flat, subject 
to the condition~ sPGcified in 
Chapt~r IV. . 

(9) Priraary urban coo};c:rati VG banks should 
try to grant dirGct loans to their 
nl0mbL;rS ar;ainst rGfinance frOl;} the 
c.antral and ap;jx banks and ultiL~at..:;;ly, 

if nac12ssary, from the LD.J.I. 

(10) Apart frohl th8 cr~Jit n2Gds of the 
operat.ors ir: l,he:: private sector r,,;f \..:'[Ti..:d 
to in su 1J-paragraph (]), the l ulJlic 
sector ro ad transport corporatL:,ns nay 
ne8J a!:;out Rs.15 to 20 crores f;;,cr annum fr01:1 
external sources at pres-.:;!nL and this 
amount may 'ue expecte--i t8 increase to 
~.50 crorcs by the onJ of March 1974; 
they sll,:;ulcl try to obtain these funds 
to the axtcnc possible frum the I.D.B.l.'s 
schE;;r:lc as cxt\:mded to thelil ur by 
borrowin...s frC)[il thE:' 0) en Llarket. 

6]. Vie would like to conclude: our r\,;purt by 

saying that thes(;; recoi:H"enda'C,ions should be cJl1sidered 

in the cuntGxt of th,j several other sug;;estie;ns which 

have b(:Gn madG frail! time to t iue in regard "GO t 118 ruad 

transI~crt, autor:wlJilc and allied industries. .tl.t the 

risk l,f S017:8 repetition, WG wc·ulcl also like to point 

out that. all the units in the road. transport industry 

wheths rc,hey an; tiC; or :3u~all and wh6ther they are in 

the private or the pu~lic sectur, ,should ':)8 (Jr become 

viable, before t hoy can undc-rtake acldit iGnal invest.rllGnt 

of t,he order indicate(~. Th.:; nGi.,J fer relief t~, the 

•... 61 . 



-- 61 --

road transport oper~tors is urcent and action en the 

lines suggested will have to be taken as soon as 

possible. 

R.K. Seshadri 
Convener. 

Bombay, 
January 28, 1969. 

Sd/- B.K. Dutt, Chairman 

P.S.Lokanathan, Member 

T.S. Santhanam, " 
A.H. Tobaccowala, " 

Z.S. Jhala, n 

C.D. Datey, " 
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Statoment showing the production of commercial 

vehicles in India. 
-----

1963 12.64 1965 1966 1967 1968 

1 • llshok Leyland 

( a) Comets 2,730 3,727 4,203 3,650 4,462 4,266 
(b) H(~avy duty 2 1 82 207 156 127 

2. Hindustan .c1otors 

( a) Dedford petrol 744 886 1 ,684 1 , 344 679 615 

(b) Ledforu 
diesel 5,971 4,054 3,257 2,757 856 1 ,366 

3. Premier 
Automobiles 

( a) Diesel 4,019 3,818 5,553 3,882 2,245 2,248 

(b) Petrol 2,297 4,931 3,599 923 831 1 ,107 

4. Telco 

'lYlB 12,424 14,367 17,328 18,900 19, 1 40 21,669 

5. Bajaj Terllpo 

Viking 112 362 626 

6. Standard 
Motors 

Standard Twenty 
(one ton truck 

448 chassis) 71 979 373 

---------------------------------------------
1'OT1,1 28,H)7 31,784 35,777 32,754 29,104 32,472 

---------------------------------------------
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