Report of the
Study Group On The Provision Of Credit
Facilities For Road Transport Operators.

1969
Bombay



CONFIDENLIALL

REPORT OF THE STUDY GROUP ON THE PROVISION
OF CREDIT F4CILITIES FOR ROLD TRANSPORT

QPERATORS.
TABLE OF CONTENTS
Chapter Subject Matter Page

I Introductory oo 1
IT Credit Guarantee o ve 14
I1T Conmmercial Banks ooe 22

1v Refinancing Hire-Purchase Finance
Companies coe .o 34
Vv Co~operative Banks oo L7
VI State Road Transport Corporations 51
VII Conclusion .o 58
Statenent - 62



CONFIDENIIAL

itepert of the Study Group on the provision
of credit facilities for road transport
operators.,

We were appointed as a study group of the
National Credit Council in September 1968 to consider the
question of financing the road transport industry. No
formal terms of reference have been indicated to us for
our guidance. But in Hovember 1968, we had the benefit
of a discussion with the Union iiinister of Transport and
Shipping, and in the 1lizht 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 the production of commercial motor
vehicles in the coumtry. We have also considered the
measures which will be necessary to make this credit
available at a reasonable cost. As the credit has
necessarily tc be made available through the banking
systen, whether it is provided in the fcra of direct
loans to the operators themselves or by refinancing the
hire-purchase financiers, we have considered the role
of the comiiercial banks and the hire-purchase rinanciers
in sorme detail.
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2. - Our report has to be considered against the
background of the several other investigations of the
problem of the road transport incustry in the past.
The Study Group on Road Traunsport Financing under

Shri Saraiya, which subititted its report in February
1968, has in particular examined various questions
relating to the provision of creaic. It may be useful
before any further recoiwsndations arising out of these
earlier reports are i.ade, if the present position of
the automobile and road transport industries were
indicated very briefly.

3. A statemenc 1is attached indicating the
production of commercial vehicles during the calendar
year 1968. It will be scen that while there has been
some noticeable improv.men., the experience of the
individual manufacturing units has been quite uneven.
While Ashok Leyland, Telco and lMahindra and iahindra
have been able tc maintain or increase thelr normal
production, Hindusvan ilotors, ZFremier Automobiles and
Standard fotors have not yet been able toe do so.
Although the produccvicn of the Beaforda trucks with the
new J6 diesel engines, petrol-driven commercial vehicles
of Premier Autoumobiles, the Viking Bajaj lerjpo and

Jeep trucks, has improved to some extent in recent

ceeel.
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months, the total number cof commercial vehicles produced
in 1968, with a capacity of 1 ton or more was still less
than 32,500. In view of this ‘experience and as the
installed capacity of the autoiobile manufacturers appears
to be inadequate for the targets in view, the projections
of 50,000 in 1970-71 and 75,000 in the calencar year 1975,
vide Chapter IV of the Saraiya Comiitteet's report, appear
to be optiwvistice.

L. The demand for credit for the ofitake of the
current output, estinated on the assuuptions made in the
Saraiya Comsittee's report, is not likely to be substan-
tially in excess of about Rs,60 crores. This, even in

the depressed conditions, which prevailed towards the

end of 1967, cculd be provided by the existing agencies,
including hire-purchase financc couipanies, other financiers
and coruwercial banks. DBut while the total auiount of the
finance which is now immediately requirea is not very
large, it will be necessary to provide for the doubling
of the amount of the financial assisvance which is
required frowm external ajencics, including tne various
hire-purchase financiers, but excluding the noney

lenders, whc are not priwarily cngaged in carrying on
hire-purchase finance as a business, within a period

of about five years. It is also relevant to add that
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even for absorbing the current output, adequate insti-
tutional arrangeunents for the pfovision of credit do
not seem to exist at rresent, except perhaps in the
four Southern States. The disorganisec¢ state of hire-
purchase finance business, following the disappearance
of a nunmber of hire-purchase finance coripanies in and
round Delhi and the absence of an adequaie number of
medium or large-sized hire-purchase financiers cf good
standing and repute are now inhibiting che flow of
credit; and the private operators seem to be experiencing
sonlie genuine difficulties. If there is no change in
this situation, the autcmobile and rcad transport
industries are unlikely to be well-served, when the
recession comes to an end and the production of
coiumercial vehicles is increase<d.

5. The Saraiya Cowniittee attached considerable
importance to the elimination of the unscrupulous hire-
purchase financiers, whether incorporated or not, the
improvenent of the noris and standards of business, the
formation of a few mediuri-sized hirec-purchase finance
conipanies and the linkin,; of these conpanics as inter-
mediaries with the I.D.B.I. and the Reserve Bank through
the commercial banks. It is necessary that follow-up
action on the lines indicated in that Couizittee's report

should be taken urgently.
.a.u-Sq
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6. A major development, since the Saraiya
Committee's repcrt was subaitted, has Lcen the intro-
duction of an official Hire-Purchase Bill in the Rajya
Sabha in July 1968. The bill, however, differs in
some important resnects frow the recormendations made
in the Rerort. In particular, the bill does not provide
that the owner should have a clear title at the tiwue of
entering into a contract with the hirer or for an
expeditious procedure for the setilecuent of outstanding
claiiis in respect of hire-purchase debts. It is under-
stood that in rejecting the arguuents in favour cf the
modifications, Government have taken the view that the
Hire-Purchase act, 1965 in the United Kingdom also
provices that the owner or seller shall have the right
to sell the goods, at the tiiie when the property is to
pass, and that this precedent can be followed in India,
particularly as a large nuiber of hire-purchasc finan-
ciers, who igay not be in a position to become owners of
the goods sold by them, prior Lo the stage of the ultimate
nominal payrient by tvhe hirers, and the transmission of
the title, will be enabled thereby to trinsact hire-
purchase business. This arsunent ignores che practical
implications in Indian conditions, namely, that any

external financing azency, financing a debt at a time

N 8
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when the title is not clear beyond the possibility of

a dispute, is bound to provide for a higher margin,
while lending on the security of hire-purchase documents.
As hire-purchase finance couipanies in India will have to
depend increasingly on assistance froiw external sources,
this will be a serious limitaticon on the aiiount of bank
finance or other external acconmiiodation, which may be
provided.

7. Fortunately, while the Hire-Purchase Bill does
not riake it cobligatory for the owner to acquire a proper
and valid title at the time of entering into a contract
with the hirer, it does not prohibiu vhe acquisition of
such a title by the owner, before he enters into the
contract. As far as cormmercial banks and other
refinancing agsncies, including the I.D.3.I. are
concerned, they are not also obliged to refinance a lecan
within the framework 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 condivion prececent for the recognition

of the hire-purchase finance company as an approved
agency and the extension of refinancing facilities:to
that agency. In actual practice, while the stasze for

an insistence by comicrcial banks and the official

SN
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financing agencies on the acquisition of a clear title
at the time of the contract has not, perhaps, been
reached yet, this will have to be borne in rind and
the established and well-managed hire-purchase finance
conmpanies shculd be persuaded in their own intercsis,
to becovine as far as pussible the actual and not oaly
-the reputed owners of the vehicles scld by ther: under

hire-purchase coatracts.

8. The bill prevides for the continuance of the
hire~purchase financier's right of repossession as the
owner tvill 75 per cent of the hire-purchase has been
raid. Thereafter, the hira-purchase financier's claim
can only be a money clain for the balance of vhe airount
due under the hire-purchase contract. In the case of
motor vehicles, provisicn has been nade in the bill for
a higher percentage upto 90 per cenc. Lo be notified by
Governuent, so that the hirs-purchase financicr's right
as che owner may be pruserved ap to this stage. In the
light of the experience in the United Kingaom siace 1965,
when the new Hire-rurchase sct was brought invo force
and hire-purchase finance conicanies, including the
United Dominions Trust, found it necessary toe switch
over to credit sales or jersonal loans, woecausc the
right of repossession under the new iaw turned out

....8-
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to be illusory,,we would like to suggest that the
Government of India should, as soon as the pending
Hire-Purchase 3ill in our own country is enacted into
law, fix the percentagc of repayi.ent at whiclh the
hire-purchase rirancier's right as an owner lapses at
90%. This is necessary, as it appears wo us that hire-
purchase finance companies or the hire-purchase contract
cannot, in Indian conditions, be replaced immediately
or to any significant extent by other inscitutions or
forms of financing. So long as the bulk of the loans
for financing the purchase of vehicles continues to be
provided under hire-purchase contracts, the rights of
the financier or of the commercial bank, which may be
refinancing him, will have tc be protected, ir an

adequate supply of funds is to be maue available.

9. A scheme for the rediscounting oif bills,
relating to the sale of motor vehicles was announced
by the I.D.3.I. in September 1967 and che following
limits were pgranted undaer chat scheme for & period of

one ycar.

evse9.



(hs. in lakhs)

Name of the Bank Liiit sanctioned®

for 1967-68

1. The Bank of Barcda Luc., 3ombay. 100.00
2. The United Bank of India Ltd.,

Calcutta. 10C.00
3. The Andhra B.nk Ltd., Hycsrabad. 25.00
L. The Dena Bank Ltd., Bombay. 30.00
5. The Canara Bank itd., 3angalore. 50.C0

Total : 305.00

No liamit has, however, been availed ci yet, partly

because the deuwand for credit, as has been pointed out

at the beginning or this rcport, is not yet very keen,

but partly also because the nine manufacturing and hire-
purchase finance companics alrcady ap,.roved by the I.D.B.I.
have been unable to accept the #iflat" rave of 745, which
has been prescribed as 1he ceiling rave of interest to

be charged to the hirers. All the limits have since

lapsed.

10. in interesting developient, whichi may be of
interest to hire-purchasc finance cou.panies and the
banks or official agencies financing the:n should also,
perhaps, be mentioned. The Madras High Court has
recently held in a case relating toc the winding up

+..10.
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of a trading company in liquidation that the hire-
purchasce financier as the owner is entitled to the
rights of a secured creaitcr 1in respect of vehicles
in which he has an interest and that as the charze

on the vehicle in his favour 1is a secured charge, the
question of registering it under Scection 125 of the
Companies Act, 1956 does not arisc. This awocunts to
a clear rccognition of the special status of such
financiers. Wwhile this finding (vide Official
Liquidator, :iadras Kigh Court vs. Commissioner of
Police and others, C.P. No.21 of 1961, decided November
1967) is not necessarily binding on the other Courts,
it is important enough to be brought to the notice of

the financing banks and oitficial agencies.

1. Bef'ore we conclude this review cf ihe develup-
ments since the Saraiya Counittee's reportv was
published, we would like¢ to point out that there has
been practicaily no progress in the direction of
reducing the burden of taxation on the road transport,
auto.iobile and alliesd industries, in improving the
condition of the roads, or in expediting the flow

of traffic across the State frontizrs and rewoving

the difficulties, including multiple taxaticn, when

the becrders of more than two States have o be crossed.
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Costs continue to rise; and the recent increase in tyre
prices is an instance in point. In the ccurse of our
discussions, we caize across cases of indiscriminate
licensing and the grant of permits, apparcntly for
politiczl or other reasons, witnout regard to the
volume of traffic, which may be offering. Our
attention has also been drawn to the surchairge on the
motor vehicles tax, amounting to 75 per cent, which the
Kerzia Governsone has levied wich retrosicactive effect.
This has the efic:ct of leaving no profits or funds with
the Kerala State Lcad Transport Corporatcion for meeting
even the most essentvial requiruments for operation,

replacenent and normal adcitions to the flect.

12. The State Gevernnents seem to regard road
transport as a profitable industry, which can still
bear the burden of annual and increasing levies.
Whatever the position mizght have been in the.Past, and
notwithstanding the experience of some of the larger
and well-organised undertakings which still continue
to be profitable, the smaller operacor now finds it
increasingly difficult vo rupay his debc or to
improve his services or to add to his rleet. He is
tempted to overlcoac and te work overtiie beyond the
linits of safety. The hazarus to che general public,

-on-12.
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as a result ot the conditions in which the smaller
operator now operates his vchicle do not s=em to

have been appreciated.

13. A change in the States!' outlook will clearly
be necessary. We indicate below soue estimates of

the traffic carried by road and rail in recent years.

Percentage of goods Percentage of passenger
traffic carried by traffic carried by

Rail Road Rail Road
1950-51 89 11 Th 26
1955-56 87 13 66 34
1960-61 83 17 58 42
1965-66 77 23 53 L7

We have to assume that the trend, which is cbviously
apparent from the preceding table, will continue.
With the growth in the population and the development
of the econony, and for a variety of cther reasons,
the absolute volume of traffic 1o be carrieda on cur
roads is bound Lo increase very considerably. The
State Govern..ents' policy, or the 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 them back into the industry, and what is

equally if not even more impcrtant, the tendency to

.noo.13l
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neglect the roads pecause of the scarcity cof resources,
or the diversion of resources for other purposes, are

matters which should cause us grave concern.

14. We cannot consider these questions in nmuch
greater detail within the scope of our own report.
But we would like to.pecint out that our recorniienda-
tions in regard to credit facilitices cannot be
effective, if the industry itself ceases to be
paying or becones incapable of generating enough
internal resources for sustained expansion and

growth.

P P
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CH&PTER IT

Credit Guarantece

15. The road transport industry is basically a
small-scale industry. about 98 per cent of the
individual operatcrs are persons owning less than five
vehicles c¢ach. This is not an entirely satisfactory
state of affairs, as an operator owning only one or
two lorries does not normally have the rcsources which
are needed to make the normal down payment on the
vehicles, to book the trarfic or rcvain in full the
earnings on account of the trafiic booksa, to repair
and maintain the vehicles in good conaition and to
operate ther within the linits of safety. We consider
it to be necessary in the wider public isnterest, and
not merely in the interests of the transport operators
themselves, that the standard of viability, which has
been recoxmended by the recent study proup on viable
units, namely, five vehicles with a sparce bus for
passenger transport and ten vehicles for gzoods
transport should be reached as soon as ossible. 1In
the nature of the circuiistances, however, this standard
cannot be reached imuiediately and this precess may well
be sprecd over several years. wtoreover, even an
operator with ten lorries plying on the road will,

... 15,



- 15 —=

at the current prices of commercial vehicles have an
invested capital of less than Hs.7.50 lakhs. although
all the evidence before us and before the Saraiya
Committee earlier points tc the conclusion that an
individual operator does not ultimately defsult in
meeting his obligations, his methods of operation are
not very business-like, instalment payments are likely
to be delayeu, and as the vchicles are rovable, the
value of a charge on them may in some cases turn out *
to be illusory. It will be necessary, therefore, Lo
consider in some detail the question of extending the
craedit guarantee scheme so as to cover road ctransport
operators. It has been considered in the past that
the expression "small-scale industrial concern®™ which
occurs in Section 17(114) of the Heserve Bank of India
Act, 1934 may not cover the road transport industry and
that this Section might have to be amended, before the
credit juarantee schenc can be extended to this industry.
The Reserve Bank has, howcver, extended the scheme
recently to cover workshops undertaking repairs ead
servicing of automobiles or plant or iachinery, pumg-
sets, tubewells, boilers, electric notors, 4ir-
corditioning and refrigeration equi.ment, road rollers
and other road repair equipnent, radio recelvers,

... .16,
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cine projectors, electrical and rhotographic equipment,
although strictly speaking, these workshops are not
industrial concerns as defined in the IFC Act, 1948 or

the State financial Corjorations Act, 1951.

16. As it a.pears, on this interpretation of
Section 17(11.), that there is no longer ahy iegal
difficulty in extending the existing credit guarantee
scheme, so as to cover ithe road transport industry, the
following proposals can be considereda and if necessary
subritted to the Central Governument ror their approval -

(i) the uarantec should be available in respaect
of cirect loans granted to road transoort
operators by approved banks or financial
institucions or loans under hire-purchase
contracts wade by aprroved autowobile
manufacturing concerns where vhey have thelr
cwn hire-purchase divisions, or by hire-
purchase filnance conpanies;

(ii) the book value of the investment on motor
vehicles by any rcad transport operator
without taking depreciation into account,
should nov be in excess of §5.7.50 lakhs;

(iii) the pguarantee fes will be 3 of 1% of the
amount outstanding, in the case of lcans
grant ed by coiiercial banks and 3z of 1%
of the stock on hire in the case of hire-
purchase¢ finance coupanies, if all che
loans grantcd to rvad transport operators
by the bank or hire-purchase finance
company, as the case wmay be, arc covered
under the crediv-guarantee scheme, or 1.75%
of the awount or the stock on hire, in case
each loan is covered separately, and it
will b payable every year;

.oo17-



(iv)

(v)

(vi)

(vii)

(viii)

(ix)

_—17 --

the amcunt guaranteed by the credit guarantee
organisaticon will be 75% of the acount of che
loan or hire-purchase debt, which may be in
default,limited to a maxirmm of Hs.2 lakhs

per borrower;

the anount in default will, for the puryoses

of this guarantee, be deemed to be the total
hire-purchasc grice remaining unpaid in respect
of a loan contract on the date on which the

las¢ instalment of repaymnent falls due and

this amount may be clained at any time after
the expiry of a pericd of three months
thereaflter;

the hire-purchase financier will be free to
reposscss or rclease the vehicles in his
discretion, at any time before cor after the
date on which a claiu in respect of the loan
against the vehicle is submitted to the Credit
Guarantec Orzanisation;

the hirc-purchase financier will also be frece
to sell the vehicle without reflerence to the
Credit Guarantes Or janisation, but if the
vehicle is sold before the date of the claiuw,
the loan amcunt will te aucomatically reduced
and il vhe vehicle is sold after the date of
the claim, 75% ¢f the amount realised will be
passed on tc the Credit Guarantee Organisation;

the credit-guarantece orgzganisation will becotie
subrogated to the rishts of the bank or the
hire-purchase finance company as the case may be
ut will appoint these institutions as its agents
for the recovery of the amouncs paid by it,
sharing prc-rata in the proceeds of the
securities which iay bhe relecased; and

it will be a condition precedent for the
approval of the hirc-purchase I'inance corigany
that cthe norms in regard to the debt : equity
ratio, provisinn for bad and doubtful debts
and agpropriaticn to general reserves, as
indicated carlier in this report, will have

to be observed by the hire-purchase finance
company, before it can be recognised as an
aprroved institution, entitlea to the benefits
of this schene.

....18.
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17 We have tried tc assess the financial implica-
tions of the propcesals which we have made in the
preceding paragraph. The premium rate, which we have
suggested and the proportion in which the risk is to

be shared by the credit-suarantec organisaticn, are
pased on the experience cof the general insurers and the
terms on which they now zrant over to the hire-purchase
finance conpanies. As regards the vperations of these
companies, we indicate below the dJdevails obtained from
141 companies with refercnce vo their positicn as at the
end cf liarch 1967.

(rmounts in lakns of kEs, )

Companies No. No. of Totai deposits Total Outstan-
with func- Depo-~ Lxempted hire- ding
tioning sits loans purchase credit
COS. borrowsd credit at the
by the disbur- end of
companies sed the
not trea- during year
ted as the

deposits year

1. Paid-up
capital &
reserves
of Rs.50
lakhs &

over 9 1072.92 1092,05 1333.36 2557.23

o)

2. Paid-up
capital &
reserves
between
Rs.25 lakhs
& Rs.5U
lakhs - - - - - -

ceee19.
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3. Paid-up
carital &
reserves
between
Rs.10 lakhs
& Rs, 25
lakhs 3 3 2.93 65.00 113.82 123.39

4. Paid-up
capital &
reserves

below Bs.10
lakhs 129 112 399.24 168.83 735.60  847.96

Total : 141 124 1475.09 1325.88 2182.78 3528.58

Note : Excluding the hire-purchase division
of Telco.

18. Adding about BRs.2 or 3 crores on account of loans
granted by the corunercial banks directly to road transport
operators, without the intervention of the hire-purchase
finance conpanies, the extent of the outstanding credit
covered by the guarantee, if the nine companies with paid-
up capital and reserves of Es.50 lakhs or over in each
case the hire-purchase division of Telco and all banks
are taken into account, may be about Bs.30 crores. The
annual premium inconle on this amocunt at 3 of 1% may be
Bs.15 lakhs. This premiuin will be added to the amount

which is collected from other insured institutions or

...'20.
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units by the Credit Guarantee Organisation and although
separate proforma accounts, in respect of the guarantece
schene for motor vehicles wmay be kept, the risk will be
borne by the Central Government, out of the proceeds of
the premium incoine frem all the small-scale industrial

concerns.,

19. The risks invelved in an extension of the
credit-guarantze schcme on these lines are nct as great
as may perhaps, appear, considering the disorganised
state of the road transport industry and hire-purchase
finance business at present. In the first place, the
guarantee will be only in favour of approv:d banks and
financial institutions, as rar as direct loans are
concerned, and ap roved autonoizrile manufacturers cr
hire-purchase finance companies, as far as hire-purchase
financing is concerned. The banks and other financial
institutions may ue expected to ensure that their
direct loans will be to reasonably sound borrow:zrs and
that adequate sccurities will be taken. 1In the case

of hire-purchase finance coi:;panies or the ausouwobile
manufacturers or the hire-purchase finance divisions,
provision for bad and doubtful devts and for rescrves
will, to the extent indicated have toc be made, and the
approval of these institutions will be contingent on

000210
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this conditior being satisfied. Seccndly, in all tﬁese
cases a substantial porticn of the 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 sclection of the
approved hire-:urchase finance conpanies will be on the
basis of fairly rigid standards, based on an inspection
of their books. Only a few hire-purchase finance
companies are likely to be approved for the time being
and the list will be enlarged only as and when other
companies qualify for recognition, after their working
and methods cof operaticn have been imprcved. Thirdly,
the institutions availing themsezlves of ths credit-
guarantece scheme will be expected to cover all their
loans under the sclienie, in order that the risks may Dbe

fairly well spread.

20. Considering the saleguards, which will be
available and the importance of the road transport
industry, the risks will not ve very heavy. The

Reserve Bank may be requested to examine these proposals
further and if they agree, to obtain the ap.roval of

the Central Government in the bMinistries of Transport
Development, .
and Shipging and Industria;[so tnat the scheme guaranteeing

in part of the loans toc road transgort operators may be

brought into force as early as possible.
esssl2.
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Comuiercial Banks

21, We have discussed with leading bankers tie
possibilities of corrizrcial banks being able tc finance
the road transport¢ operaitcrs directly. For various
reasons, including the low priority which has so far
been accorded to the road transport industry, it has
not been possible for couinercial banks, except perhaps
in a few cascs in South India, to grant direct loans

to individual operators to any substantial extent.
Banks are also likely to experience certain genuine
difficulties in increasing the volurne oi direct

assistance to transport cperators.

R2. The main difficultics which are likely to be
experienced by thc banks in increasing the amount of
their direct assistance very substantially are -
(1) the bank's interest as the hypothecatee is
not now recognisc¢c by the authorities in
charge of the registration of umoter vehicles.
(ii) a bank, unlike a hirc-purchase financier,
cannot become the cwner of a vehicle at any
stage prior to the failure of the hypotheca-
tion lcan and its right of repossession,

eeeeel3.
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notwithstanding the attempt to retain this
right durin; these earliecr stages through
agpropriace provisicus in the loan contract,
can only be an illusory right, in the
absencs, firstly, of a clear recognition of
the bank's position as an owner and not
merely as a financier, and secondly, of a
field staff and i..spectorate for supervising
the utilisation of the Lloans by whe operators
and the enfoicerient of instalments of repay-
inent by therl.

within the ceiling rate of interecst, which
banks are permitted to charge namely 93%,
banks do not have an adequate margin for
covering their costs, including expenses
amcunting to about 2.5 for supervision

and ins;ection arter the gr:nt of the loans.

Of these difficulties, the one which is

referred to at (i) will be rewmoved, when the Motor

Vehicles (dmendument) Bill which has now been passed by
the Rajya Sabha, having bezn revortaed by a Joint Select
Committee of both the Houses, is finally enacted. This

bill provides for the hypothecatee's intaercst to be

o-oo2ll'c



T == 24 --
recognised, to the same extent and in the saie manner as
that of a hire-purchase financier. The two other difficul-
ties, will however still remain. They are fundamental

and cannot easily be resolved.

2. Commercial banks in india cannot undertake
trading functicns. They are prohibited under Section 8
of the Banking Regulation Act, 1949 from buying or
seliing any goods except in connection with the reali-
sation of any loans granted by them or the negotiation
or collection of bills. It is true that the Reserve Bank
has interpreved the provisions of Section & liberally,
holding that so long as a bank does not
(a) deal in motcer vehicles on its own account
for a profit,
(b) get the rcgistration transferred to its own
narie, and
(c) take or attempt to take physical possession
of the vehicles, in advance of the lcoan turning
out to be bad,
the nature of the documents taken by the bank nay not
be very material and need not be deemed vo involve
trading on the part of the bank, within the meaning
of Secticn 8. This liberalisatiocn seems, nowever, to
pe intended, in terms of the Rcserve Bank's circular

seesl5
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dated the 25th November 1966, to be confined to cases

where the financinyg cormmercial bank refinances a hire-

purchase financier cr finances an operator and the

hire-purchase sale of ,motor vehicles directly by a

bank, does noct seem to have been envisaged. Commercial

or cooperative banks cannot, thereflore, carry on hire-

purchase financing directly as a part of their own

business.

25.

In the result, in the case oi the smaller

cperators who own less than five or e¢ven ten vehicles,

because of the undoubted advantages of providing for

assistance to the ultimatc borrower through hire-

purchase sales, namely -

(1)

the enjoyusent by the 1ender, as the owner,

of the right of repossession or of a secured
creditor in liquidation, which is sunrerior

to that of a mere financier,

the easy realisation of the loans advanced
through mcnthiy or other periodical repayments,
and

the lcading in the 'flat' rate of interest
charged to the hirers, c¢f the very substantial
expenses on account of manageuent, inspection,

supervision and control,
00.26.
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hire-purchase finance companics, functioning within the
framework of?special enactment, will have to be the
primary lending agenciss and are in a favourable pcsition
tc grant assistance to the smaller cperators. Because of
the flexibility in the operacions of these companies, the
smaller operators also find it convenient to deal with

them.

26. It has becn suggested that banks should promote
a few hire-purchase finance companies as their subsidia-
ries. In the United States, instalument credit has been
handled by commercial banks since the Bank of America
started making loans uncer its industrial plan socn

after 1920, and in the Unitved Kingdom, banks havc been
acquiring since 1954 interests varying upto 1004 in
hire-purchase finance companies. We reproduce below a
table showing the share holding by coumercial banks in

the leading hire purchase finance conpanies:

Bank Hire Purchase % of equity
Company held by bank
(1) (2) (3)
Barclays United Dcminions Trust
(which in turn owns
British Wagon) 280
Martins Mercantile Credit 172%
Westminster Mercantile Credit 175%

.. R7.



(1) (2) (3)
National North Central Finance 100%
Provincial
District Astley Industrial Trust 33-1/3%
Midland Forward Trust 100%
Lloyds Bowmaker 25%

Llcyus & Scottish 50%
National Llcyas & Scottish 504%
Commercial
Three Banks! UDT 75
Group
Bank of Scotland North West 3ccurities 100%
Yorkshire B:nk fiorthern & General Finance 100%
Charterhouse Charterhouse Credit 100%
Group
S.G. Warburg Wagon Finance @
Hambros Western Credit @
First National Finance @
Chartered Bank Financings 27%

@ Figure not available. Shareholding i1s through
asscciated cowpanies.

The two nmnajor hire purchase companics not
connecteu t¢ cormercial banking groups are
Anglo-Auto and Lonvank. In addition to the
banks listed the First Naticnal City Bank
of New York has an affiliatc National City
Credit; and Bank of Ircland Grou: (through
National Bank) has a one third stake in

St. Margaret's Trust.
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The leading Australian banks also have substantial
interests in the share capital of the hire-purchase

finance companies.

27 . While there are scme obvious advantages in
the formation of a few well-managsd hire-purchase
finance companies by the leading Indian banks so that
they may be able to ©ill the gaps in the institutional
structure for the provision of credit, to standardise
the rates of interest and other charges and to bring
them down over a pericd of time, there is a legal
difficulty, which prevents Indian banks from forming
wholly-owned subsidiaries for this purpose. Secticn 19
of the Banking Regulatiocn Act, 1949 prohibits a bank
from forming subsidiaries except for certain purposes.
The extent of the participaticn by a bank in the share
capital of a hires-purchasc finance cornpany is also
limited to 30 per cent of the paid-up capital of uvhe
participating bank or c¢f the hire-purchase finance
company, whichever is lower.

28. We suggzest that the Reserve bank of India

may consider whether Section 19 of the Barking Regulation
Act, 1949 can appropriately e amended, sc as to enable

banks to pronote subsidiary hire-purchase finance

.. e29.
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companics, in which any single banking coapany may own
shares to the extent of 51% or cre. In the meantime,
it will be desirable for the leading banks, acting in
participation and togzether, to form a few hffe—purchase
finance companies. A vital gap in the existing institu-
tivnal arrangements for the provision of credit is thatv
considering the size cof the country, the targets for
the producticn of comsercial vehicles and the need for
the development of transport, particularly in areas,
which are nct served at all by the railways, the number
of good and well-imanaged hire-purchase f'inance conpanies

is quite inadequate.

20. A nuuber of hire-purchase finance cconipanies
are in liquidation at gresent. Among those, which are
still nceminally at work, there arc very few companies,
which having regard to their antecedents, owned
resources or interests in the automobilile or rcad
transport industries, can be recognisec as established
or potentially viable financiual intermediaries. at
the same tiiue, the need for a reasonably adeqguats
number of financizil intermediaries, spread @ll over
the country is quite pressing in this sector, as
hire-purchase financiers c¢njoy cercain advantages,
which will not be available to commercial vanks or
other financing institutions and as the financing of
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road transport operators calls for sjecialised experience,
}ocal kncwledge of the individual operators, a system of
inspection, supervisicn and coatrol, subsequent to the
grant of loans, and close and constant touch with the

borrowers.

30. Within the limitaticns of the existing legal
position, we recommend that the leading Indian banks should
be invited to consider the question of proumoting about a
dozen hire-purchase finance companies. We have come to
the conclusion that there is roon ror the formation of a
nedium or large sized hire-purchase finance company, with
a paid up capital of not less than ns.50 lakhs, in each

of the States of Maharashtra, Gujarat, Rajasthan, Madhya
Fradesh, Uttar Pradesh, Punjav, Haryana, 3ihar, Assan,
West Bengal and Orissa and in the Union territory of
Delhi, which are not now well-served cr arc inadequately
served., If the banks were to take the lead in the
formation and manageuwent i thcese companies, the volume
of credit which they may be able te oifer and the healthy
influencz, which they nay be able to exert as a result

of competition, can lead to a very suwstantial increcse
in credit facilities and also to a reducticn in the cost

of credit gecnerally.

....31'
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31. Lpart freom promoting these hire-purchasc finance
companies in the States, which are now inadequately
served, it will also be necessary for the couwnercial
banks to consider whethor the volukie o: Jhelr own direct
financing can be increased, ii sone assistance can be
obtained from the¢ hire-purchase tinance companics or
other independent organisaticns, which are equipped to
investigate the crecit-worthiness «f the individual
cperators and to undertake the colicction oi the
instalments cf reray:mient, the inspection of the vehicles

k]

and the enforccuent ¢f securitiss available to the banks
including reposscssicn of the vehicles, where necessary.
Wo an.erstand that it may we possible for conmercial banks
to obtain these scrvices by negotiation with other

companies, ¢o whickr the boirrower will make a small service

payment of about 1w direct.

32. We do not sce any major objection to cersiercial
banks obtaining thase safc uards from other crganisations,
on the basis c¢f indiviaual ncgotiations regarding the
nature cf the services to be provided arnd vhe cost of

the services, which uiay be passed cn direculy to the
borrowers without thc intervention of the banks. As the
facility of chattel mortgages attaching to the vehicles
is not available in India as in the United States and
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as the risks involved in th:e direct financing of small
operators, can be reduced cr eliminated only if banks
are enabled to obtain these services, we think that it
will be in the long-cern interests of the industry and
will also ultiiiately lead to a reduction in the lending
ratcs all round, if banks can be helped to increase tne
volume of their direcv financing orn this basis. We
should however like to emphasise the point that in
consideration of the services, which they are able to
obtain, banks should even within the present permitted
ceiling of 95%, reduce their lending rate to the ultimate
borrowers in all cases in which these safesguards are

available.

33. We have referred earlicr vo the ract that
notwithstanding the difficultics, which banks have been
experiencing or are likely to experience, there may be
scope for the direct financing of the larger c¢perators
with more than five or ten vehicles each. We think
that without prejudice to our other sug_.estivns, banks
should bc encouraged to increase the amount of their
direct lcans tc the operators, within the iaterest
ceiling of 9%% on the outstanding amounts of the loans

in all cases in which by reason of the credit-worthiness
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of the parties or the collateral or other securitics
which they may be able to offer or the credit-guarantee
which has been suggested in Chapter II of this report,

the risks of direct lending can be minimised.
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CHALPTER - TV

Refinancing Hire-Purchase Financec
Companics

34, We shall now proceed to consider the scope
for linking the well-managed hire-purchase finance
companics to the commercial banking systcem and the
I.D.B.I. or the Reserve B k. The main point, which
arises for consideration in this connection is whether
the rate of interest, which the approved hire-purchase
finance companies may be permnitted te charge to the
rcad transport operatcors, can be increased from 7z%

flat to some higher figurec.

35. The I.D.B.I., in a circular dated the 25th
June 1968 has reduccd its basic reuiscounting rate under
its scheme tc 53% and the approved banks arc permitted
to charge 8.% tc the hire-purchase finance companies,

as against 9%, which was previously stipulated as the
ceiling. While this, together with the genceral reduction
by 2% in the lending rates of the banks, following the
reduction of the bank rave in March 1968, mcans that

the effective rates charged to hire-purchasc finance
companies are now lcss by about cne-half of one per
cent, the relief which the hire-purchase finance
companies have been able to cbtain, by reducing the
rates of interest on pubiic depusits, doces not seem
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to have been appreciabl.. There has been nu general
move on the part of these companies t¢o reduce the
rates of fered to the 1ublic, although the lenaing
industrial and coiutercial ccmpanies in Bomovay have

reduced their rates by 3 with effect from March 1968.

36. There is some scope for a reduction in the
rates of intere<st cn public deposits, and it will be
desirable if cne or two of the hire-purchase tfinance
companies could be persuaded to reduce these rates, in
line with the general reducticn in the rates offered by
the leading industrial comrpanies in the Bombay region

since ifarch 1968.

37. The effect ana significancc of the rate,
which is allowcd to be charged unde=r the I.D.B.I.'s scheme
is limited however by the fact that banks may not have
any recourse to vthe I.D.B.I., cxcept marginally, so
long as credit conditicns continue to be casy. For the
time being and until there is a major chanze in the
pattern of interest rates gencrally, a rcealistic
gstimate cf the loending rate which the hire-purchasc
finance companics may be ailowed te charge will thus
have to be based on the following assumpticns, namely,
firstly, that the I.D.3.I.'s rerinancing scheme will

be mainly a stand-by, providing for the banks councerned

... 36.
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the assurance of liquidity,; and of recourse toc the I.D.B.I.
in case this is found necessary, secondly, that the
lending to the hire-purchase finance companies will
normally be from the banks' own funds and thirdly, that

for obtaining bank accommodation in the normal course

and deposits frorm amenvers of the public, the hire-purchase
finance companies will have to pay rates upto 9%% or

even 10% respectively.

38. The normal arrangement, which we envisage is
that a hire-purchasc finance company will continue to
obtain acccmmodaticn from a financing bank on the basis
of a cash credit overdraft against the hypothecation

of hire-purchasc docunments, the margin against this
securicty, where any such narzin now is wainvained,
being reduced as and when this may ve possible. The
hire-purchase finance coi.panies will assign cheir
rights under their hire-purchass contracis vo the
lending banks. Th¢ contracts themselves will contain

a clause in future, providing thac the hirers i.c.
borrowers, if called upon to do so, cither by the hire-
purchase finance companics or the financing banks, will
make out, in favour of the hire-purchasc finance
conpanies, as many promissory notes representing future
monthly payments under the terms of the subsisting
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contracts as may be required by the hire-purchase
finance coupanics or the financing banks. The rate
of interest charged by the hire-purchase finance
cowpanies to the ultimate borrowers under any hire-
purchase contract, will notwithstanding the fact that
the documents relating thercto riight not have been
actually hypothecated tc the bank at any given time
cr that promisscry notes fromw the berrcowers under the
contract night not have buen drawn or discountced with
the bank, be subject to the cciling which is specified
by the I.D.3.1. The other conditions, which are
generally specified by the I.D.8.1. will also be

observed.

39. So long as a bank is able to finance a
hire-purchasc finance company fren its own funds on
this basis, this arrangeinrent should be adequate. If,
however, any bank finds that it needs liquidity or
refinance, it will be¢ cpen to that bank to convert its
cash credit overdraft to the hire-purchasc finance
company into & lcan, by getting one or iiore proriissory
notes or a series of ther discounted under the
I.L.B.I.'s scheme. If and when the mode of lending

by the bank is changed c¢n these lines, the bank's
lending rate, which under the normal arrangement is

R L
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limited to a ceiling of 9%% will be reduced tu 83%% which
is now specified by the I.D.B.I. The amcunts drawn
from the I.D.B.I. on accuunt of tne discountcd promnissory
notes will rcduce the cutstanding cn account of the cash
credit overdraft. The effect of this arrangcment, in
short, will be that while the financing bank gecs the
assurance of liquidity or refinance, and the hire-
purchase financc ccmpany is assured in turn that
resources will be available to it to the extent
necessary, thc discipline, which the I.D.5.I. is now
seeking to enforce, will be available in regard to all
the contracts of all the approved hire-purchase finance

conpanies zenerally.

L0, We now turn to the question of the ceiling
rate, which the I.D.3.I. can appropriately prescribe

in these circumstances in place of the 7z% flat rate,
which has proved to be unacceptable and unrcalistic.
The expenses of a rcasonavbly well-nianaged hire-purchase
finance covsipany for eveéry hundrea rupees cf its own

furds invested in the business will be as follows:
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I. Equity capital and reserves Rs. 100,00
II. Amount borrcwed Rs, 500,00

III. Income at 53% on Fs.20 i.ec. 10% of
deposits, invested in Governent
securities and 10% flat or 18.5%
per annuil for a pericd of repayment
in three yezrs on Rs.580. Rs. 108.00%

IV. Expenses -

(a) Intercst on bank borrowing at

(b) Intcrest on deposits at 10% on
Rs, 200. Rs. 20.00

(¢) Guarantec commission payable to
the credit guarantee organisation
at #% on Rs.600. Rs. 3.00

(d) Establishment charges ab 2.50%
on Rs.600. Es. 15.00

Total Rs. 66.50

(% The cffective annual race corresponding to a rate
of 105 flat will vary, depending on the time
allowed for buildin, a body on the chassis, after
which the instalients of repayment will start,
the number of instalments and the periodé of re-
payment. 18.5% has been assuncd as a liean

"average ratc, )

V. Balance of taxable profit Rs. 41.50
VI. Taxes at 65% Rs, 26.98

VII. Provision for bad and doubtful
debts at 1% on Rs,600 ks, 6.00

eeee 0.
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VIII. Less 20% cf tax-paid profit
approrriaced towards rescrvss Rse 2.90

IX. Balance of profit available for
dividzands RBs. 5.62@

@ On equity capital and reserves. On equity
capital omly the rate will be higher.

L1, These calculations, we should ade, are notional.
They are also based on assunptions as regards the credit-
worthiness of the hire-purchase finance coupanies, a
high debt : equity ratio of 5 : 1 and maxirun utilisation
of funds, which nay be cptimistic ¢r unrcalistic in the
case of a number of ccmpanies. Sore hirc-purchase finance
conpanies have also claimed that their establishment
cxpenscs are considerably in excess of 2.5%. The
experience of the variovus ccwpanies caniict be unifoni.
If in fact, a company incurs morc than 2.5 vy way of
establiishment expenscs and pays on the ancuunls borrowed
cr on deposits higher rates than arec assumed in this

table, or if the cempany is not able to ceinana credit

from the banking systen to the full oxoent indicated
above ur 1is not ablc te achieve a debt @ equity ratio

of 5 : 1, because 1ts credit is not sufficicntly high,
or if the coupany has inadequate rescrves Lo start with,
so that its dividend liability un the paid-up cquity
capital is correspondingly greatcer, the calculations
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in this table may not be strictly rclevant. On the
other hand, however, a well-managed company, conmnmanding
adequatc credit and paying reasonable rates to the
financing commercial bank or to the public, way be able
to improve on the net dividend of 5.6% indicated in the

foregoing table.

L2. We suggest that the ceililing rate, which is now
prescribed by the I.D.5.I. be raiscd vo 104 flat, subject
te the conditiovns indicated below, namely, that -

(i) this should be regarded as a ceiling and not
as the ncrial rate;

(ii) the rate charged by all the hire-purchase
finance companies in respect of all their
contracts, whether or not refinance is
availed of from the I.D.B.I., shculd be
restricted to this ceiling in future;

(iii) a system of rcbates frow the rate actually
charged within this ceiling should be
announced and brought intu force by every
hire-purchase¢ financce conpany, where payments
by the hirers are punctual;

(iv) the penal rate charged on any amount which
is overdue shculd be as reascnable as
possible, consistently with the objective
of securing prompt payments on the due
dates of the instaliments.

(v) no credic investigation, legal, stanp.
registraticn or other charges should be

separat:ly debited tc the hirers under the
contract.
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L3. In making these recomicndations, we have taken
into account the fact that the Saraiya Committee had
suggested a somewhat lower rate of 9%. After providing
for the credit insurance fec of 3% which will be payable
te the credit-guarantce orzanisation and the appropria-
tions towards bad and doubtful debts and gencral

reserves at 1.00% and 20 per cent of the tax-paid profits
respectively under our present scheme, the rate of 10%
which we now suggest will not be more liberal than the

rate, which had been recommended earlier by the Saraiya

Comnmiittee.

Li. We have tried to ascertain whether the ceiling,
which we have reconmuendced can be decmed to be reasonable,
in the light of expericace in regard to financing
charges in other countrie¢s. It agpears tnat there is a
wide rangce of variaticn in the ratcs of interest charged,
derending on the financing agencics and the degree of
risk. According to the evidence frow the Industrial
Bankers!' Associaticn before the Radecliffe Commissiovn in
the United Kingdon, the range of variation was from 6%
to 125% flat. Ve understand that the standard rate
which is now charged by the United Dormiinions Trust, the
leading financing agency, is 8%y flat for one year for
heavy commercial vehiclées with a capacity of 5 tons or
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more and 11% flat for lighter vehicles with a capacity
of 3 tons. The actual rates in individual cases vary
around the standard ratec acccrding tc¢ the sccurity
offered and the credit-worthiness of the parties. 1In
the United Statces, precise details of the average gross
inceme for consumer finence companies, sales finance
companies, comercial banks and credit uniocns cannot be
ascertained, because ¢f thce varying modes of levy such
as add on, add on plus, disccunt, discount plus and
per cent pger month, but it appears that the gross
finance charges per £.100 of average cutstanding credit
were £.24.04, £.16.59, #.10.04 and €. 9.13 in 1959.
Since then, they scem to have declined because of
competition for business, but cthe current ruling ratcs
may be around 20 par cent per annum e¢ffcective, for
consumer fimaiuce companices. In Canada, the Porter
Commission on Banking and Finance found that in 1661,
the effective annual charges cf 17 compvanies on a
standard new car contract varied froi. 12.5% to 18.8%,
with most companies rcporting rates froiw 13.5% to
16%. Rzoov.us .1 smaller contracts were found te have

ranged from 164 to 23%.
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45, The e¢xperience of the financing agencies
in other countries is not rel evant except as indicating
that even in advanced countries the chargas tend to be
high and can be brought down only as ccmpetition for
busincss forces the financing agencies to reduce their
profit margins and offer cheaper scrvice to the
borrowers. We cannot, in the light of this experience,
recommend a rate, which will be unrealistic by Indian
standards and is 1likely tu be evaded very largely in
practice. We would also like Lo make two general
observations which must be borne in mind, in arriving
at a decision in regarc to the ceiling rate to ve fixed

at present,

L6, The availability of finance is in this sector
relatively morce imgorvant than the rate at which it is
.
made aveilable. It will also be desirable if organised
and well-established agencics, subject to soamic broad
degrec of supervision and controcl by the Rescrve 3ank or
the 1.D.3.I., can replace the suglier firms and
individual financiers, who are not subjecte to any
control at all and whe charge extortioconate rates. If
the well-established hirce-purchase finance cornganies
agree to charge not uore cvhan 10% flat anc if the
smaller firms and individual financicrs, who are being
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refinanced by the banks, can in due cuurse be persuaded

4

to accept this rate, anc if thoe volume of credit provided
through these sources can Le substantially increased,

the extraordinarily hign rates which now prevail outside
the corporate sectosr can be brought down. ‘i'his will
obviously be nmore desiraeble than driving business to

the unocrzanisce and uncoatrolled sector, becausc of

an unrealisctic ceiling, which we may seek to enforca.

L7. It is our hope that thc celling of 10, will
prove only to be a limit and that the rates which are
actually charged will turn ocut to be less. One or two
of the leadirng hire-purchase finance compganies have
alrcady assurcua us tha: they do not intend to raise
their existing rates, which are agpreciably lower.

If a few other cciipanies find it necessary to charge
this rate¢, it may be because they will not be in a
position tvo make rcasonable profits tc be able to
declare dividends, which way be adequate to attract
capital and resources for financing a growing voluiie of
credit.,

48, The rate, whicih we¢ have rccommended will enable
the organised anu well-managed hirc-purchase finance
coupanies t©o increasc the scale of their operaiions.
The competition, which they may be able to offer to

ceolib.
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other financiers and within the organised sectcer, the
competition from the more efficient units, once they
are assured of the necessary resources, will bring down
the ruling rates of interest within a fow years. At
this stage, the cciling now recomiended by us will

obviously have to be reviewed.
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CHLPILR V

Co-operative Banks

L49. The Saraiyva Committee had recommended that
cooperative credit socicuvics should, if possible,
undertake hire-purchase finance busincss accepling
voluntarily, althwugh they may not be compcelled to do
so by law, the disciplinc, which is sought to be
imposed on hirec-purchasce finance comngpganics. This
recommendation sceens to have been maue in the belief
that if it is possible for companies to carry on hire-
purchase finance business, within these restriciions,
withwut being treated as banking companies, cooperative
hire-purchase finance sccieties, as distinguished from
cooperative benks, can alss uc formed. The distincticn
between hire-purchasc finance societies, which will not
be subject to the Banking Regulation Act, 1949 as
extended to coopcrative sccieties and cooperative banks,
which will be governed by this acc¢, will be that -

(i) deposits will be accepted by the hire-
purchase finance societics only for
pericds of six months or inore than
six months;

(ii) the busincss of these societies will

be predominantly hire-purchase finance
busine ss; and
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(iii) the hire-purchase finance sccieties will

not be acceiting cheques drawn on acccunts
maintained with themn.

In additivn to these restrictions, the lending by the
hire-rurchase finance socictizs will be confincd tc
their members, alth.uzh deposivs will be accepted from

members of Lhe public.

50. ilthouph ths formaticn of a few medium-sized
hire-purchase financce soucicties, as distinguished from
cooperative banks, night be very welcome in States like
Maharashtra and Gujarac, where it wight not bLe difficult
to form such societies, the legal position, in che light
of the provisions of Secticn 8 of the Senking Hesulation
act, 1949 as applicd to covucrative scciecies and the
criteria referred tc in paragraph 24 will have to be
examnined further, berfore this rccommendation can de
impleniented. Although hire-purchase finance coupanics,
inccrporatced under the provisiuns of the Conipanies act,
1956 havc been treated as non-banking companies, on
administrative and ust on strictly legsal irounds, the
hire-purchase finance companics have been in existence
for a number of years, whercas hire-purchasc iinance
societies have yet to be formed. It is doubtful whether
the exclusion of hirc-purchase finance scocieties, which
will have to be distinguished for this urpose from

ccoperative banks will be feasibie at this stage, unless
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the depcsitors in these scciceties can be persuaded to
become members of these societies. If the depositors
themselves become menbers, the hire-purchase finance
societies will automatically cease to be cocvperative banks,
as they will not then be accepting depesits from the
public. The scope for the formaticn of a few hire-purchase
finance cooperative societies, subject tc this ccondition,

may be explored in detail by the Rescrve Bank.

51. In the meantime, priwary urban ccoperative
banks even if they dJdo not transact their business witidin
the framewcrk of the hire-purchase law, enjoy certain
advantages, namely, that their cperaticns are confined
tc small and compact areas and they can, thercfore, be
expected to have a great deal of kncwledie abwut local
conditions and may alsc ve expected To be able to assess
the creditworthiness of their borrowers and to keep in
touch with them. This makes it possible for the coopera-
tive urban banks to grant direct loans to road transport
operators. It will bec possible for these banks, while
granting these loans, tc obtain such docuients as may be
necessary to prctect their interests, subject toe the

restrictions mentioned in paragraph Z24.
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52. It will alsc be possible for them tc obtain,
through vhe central banks, to which they are
affiliated, reotfinance from the I.D.5.1X. In crder to
facilitate such refinancing, the Reserve Bank way be
asked to censider whether the credit guarantec schome
referred to in Chapter ITI c.a 0¢ eXteénded, on the
same terms, so ac to cover lcans granteo by primary
urban cooperacive banks, provided that the primary
urban bank makcs provision to the extent of 1.00%
for bad and dcubtiul debts and also ajpropriations
towards reserves, to the extent requircd under the
provisions in lieu of Section 17 of the Banking

Regsulaticn Act, 1949, as applicable to it.
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CHAPLER VI.

State Rcad Transport Corporations.

53. The estinates and the propocsals in the fore-
going Charters r;iate >nly to the frovision of increased
facilities for transport cpcrators in the private sector.
We do not think that wc are pracluded from considering
the nceds of transport corporations in the public sector.
We cannct, within the scope of this repcrt, undertake a
detailed examinaticn of the financial positicn of all the
public sector road transport undertakings. Our recommenda-
tions regarding the crzdit guaranvec scheiie cannot ve
applicable in relation to these undertakings because of the
limit of Rs,7.5C lakhs, which we have reccommended. As
these undertakings will nct find it necessary to purchasc
their vehicles on hire purchasc terms, most of our
proposals in regard to hire-purchase finance companies
will not alsv be ¢f any relevance sc far as they are
concerncd. Within these liuzitations, we have conslcered
the neceds of thuse public secucr units and the scope fur
enabling them te replace or adw to their fleets.
5. We indicete below the fleeu strength of the
various rcad transport un.ercakings as on the 1st
April 1968.
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Mercedes Leyland Others Total

Benz Comet
I. State Road
Transport
Corporations 9,861 7,267 1,774 18,902
IT. Municipal
Undertakings 620 2,431 398 3,449
III. Calcutta State
Transport
Corporation 270 £39 1,109
IV. Departmentally-
managed
undertakings 4,997 3,166 2,421 10,584
Total : 15,478 13,134 5,432 34,044

(Based on information supplied to the Association

of State Transport Undertakings and published in

State Transport News, Decenber 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. While this is not
negligible and while this fleet strength is bound to
increase very rapidly during the fourth plan period,
not all these undertakings 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 other similar
services elsewhere are uneconcmic, because of the fact

ceesb3,
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that farcs are very low and cannot for various reasons

be increcased.

56. We think that this is an exctremely unsatisfactory
situaticn and that scme basic policy decisicns, with a
view to ensuring that all the transpcrt undertakings in
the public sector will be viable are necessary and have
in fact been cverduc. .n arrangement under which scue
undertakings still continue to uve ranazged deparcrientally
by the State Governnents, is not, for exa::ple, rcvascmable
and sound. We note that the Saraiya Comnmittee had
recomnended earlier that all these undertakings should

be separated and should He incorpourased as indcpendent
corporations under the Road Transport Corporaticns Act,
1950, This will e¢nable them to managze their affairs on
cormercial and business principles, to ensure thac
adequate depreciaticn funds can be bullt up and to

borrow from the market for Ltheir further needs. [uring
our discussions, cur attenticn was drawn to the very
considerable scope for an improvement in tha gross
revenue and the operating ravics and net operating
surplus, througn such steps as pluizing leakages and
thefts, discontinuing non-payinz services and increasing
the number of vechicles in use, by paying proper attention
to their maintcnance and upkeep increasing workshop

facilities and reducing the time taken for repairs.
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57. We suggest that all the State transpore
undertakings which have been experiencing losses should
introduce a system of effective control of the opera-
tions at the depot and other levels and that their
operations should ve ccnducted on purely conmercial
principles. No undertalking can hope to be able to add
to its capital at charge or to borrow from commercial

banks or the public, if it is not financially sound.

58. If fares cannot be increased for political or
other reasons, the concerned undertakings should
logically receive a State subsidy for covering their
losses, But the case for such a subsidy in India, where
there are so many other claims on the resources of -the
State Governments, is not very strong. Whatever the
experience in the netropolitan cities in other countries
may be, city and ruunicipal transport undertakings in
India will in particular have t¢ be 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 resources available to the State Road
Iransport Corporation. We think that the attempt to
pre-empt such surpluses as the transport undertakings
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may be able to build up, through an increase in State
taxes, in order that the surplus may not be available

for taxation under the Income Tax Act, 1961 are short-
sighted. The depletion of the resources-of the transport
undertakings by the State Governments can only result in
a denial of facilities to the travelling public and a
shortage of transport in rclation to the demand for it,

which can become quite serious in a few years.

60. On the assumption that pullic sector road
transport undertakings will be financially viable units,
they may now be able to obtain resources
(i) by having their promissory notes in favour
of the auvomobile manufacturirng concerns
discounted under a variant of the I.D.B.I.'s
scheme (by a recent decisions of the
I.D.B.I., the facilities under the scheme
for the wmurchase of indigencus machinery
have been liberalis:d, so as to enable
public sectior undertakings as purchasers
to benefii from the scheme); and
(ii) by issuinz bonds carryin;; the guarantee of
the concerned State Governments (by a
recent decisicn ¢f the trustees of the
Employees Provident Fund, a large
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portion of the monthly accreticns to this
provident fund can now be invested in
State Governmen®. securities or other
securities carrying the guarantee ¢f che
State Governments).

]

61. We have not tried to e¢stimate very precisely
the requirements of the public sector rcad transport
units for assistance frowm these or any other external
sources. Any estvimate will have to be bascd on
assumpticns as to the availability cof depreciation
funds during the next five years, the expenses and the
operating ratios during this pericu, the plans for

the nationalisaticon of passenger routes, the further
nationalisation of goods services belng assumed to de
unlikely, and the likely additicns to the fleets., 1In
the somewhat disorganis<ed state of the road transport
industry at presenc, any assunyticons as regards these
or other matters are bound to be unrcalistic. On a
broad examinaticn of the nceds and rescurces of the
public sector units incorporated as independent
autonomous concerns, cur gencral inpression, however,
is that, after allowing for the depreciation funds,
which have been or may be built up, cther internal
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resources and an increase in capival, the need for
funds from external scurces, for replacing or adding

to the fleets, may be avcut Rs.15 to ns.20 crores per
annum at proesent, rising te about Rs.50 crures per anmun
at the end of larch 1974. These necds can be uet to

a very large extent from the sources indicated in this
Chapter, if the performance of the undertakings and
their creditworthiness in consequence can be

improved.
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CHAPTER VII

Ccnclusion.

62. Our report is deliberately short. We have not
covered the same ground as in the earlier reports.

We have tried to deal instead with scme matters in
regard to which acticn can usefully and immediately

be taken, Our main findiangs and recommendations are
briefly surmarised bvelow:-

(1) There have been a nunber of reports in
the past on the rcad transport industry,
but action on many of the recomnecndations
in these reports and more particularly on
the re¢ports of the recent study groups
on road transport taxation undcer
Shri Keskar, 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 Purchase and Motor Venicles
(Amendment) Bills, now pending before
Parliament, should bc passed into law
and brought into fcerce without any
further delay.

(3) The percentage of the payments made
or recovered by a hire-purchase
financier in respcct of a commercial
vehicle before his right t¢ repossess
a vehicle lavses under the law should be
notified immediately as 90, as provided
for in the pending Hire-Purchase
Bill. '
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(5)

(6)
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The current dcmand for assistance to
road transport operators in the private
sector from organised external financing
agencies 1s about Bs.60 crores per annum,
but may be expected to douile in albout
five years; in view ¢f the failure and
disappearance of a number of hire-
purchase finance companiecs, the
arrangements for the flow and distri-
bution of credit ©o private operators
are now inadequate except in the four
Southern States; and there is room for
the promotion of a reasonable nunmber of
additicnal hire-purchase finance
ccmpanies in the States, which are now
inadequately served.

The crcdit guarantcce scheme for small-
scale industries should be extended to
cover direct loans by banks and the
outstanding hire-purchase credit granted
by apprcved hire-purchasc finance
conpanies on the conditions specificd

in Chapter II.

Commercial banks are likely to cxperience
genuine difficultics in financing the
smaller road transport operatcrs and the
devclepment of hire-purchacsc finance
companies as financial intermediaries is,
therefore, not only desirable but also
necessary; the banks themselvcs can take
the lead in promoting new hire-purchase
finance companies as partly-owned
subsidiaries,

Where the size of the borrcwer's fleet is
large, say 5 or 10 vehicles, the risks
involved in financing the ocorrower
dirzctly are nct likely to be great and
if the original bock value of the
investrent is less than Rs,7.50 lakhs,

the benefit cf a guarantee cover will
also be available; comcrcial banks
should be¢ encouraged to grant direct
loans in these circumstances. '
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(8) The ceiling for the interest rate
char¢ed by the hire-purchase financiers
te the hirers should be 10% flat, subject
tc the conditiona specified in
Chapter IV.

(9) Primary urban cooperative banks should
try tc¢ grant direct loans to their
niempers against refinance from the
central and apex banks and ultimately,
if necessary, from the I.D.is.I.

(10) Apart from the credit nceds of the
operators in Lhic private sector referred
to in sub-paragraph (3), the j;ublic
sector road transport corperatiocns nay
necd about Rs,15 to 20 crores per annum from
external sources al present and this
amount may uve expected to increase to
[s.50 crorcs by the end of March 1974;
they sirould try to obtain these funds
to the cxtentc possible from the I.D.3.I.'s
schenc as extended to them or by
borrowin. from the open narket.

63. We would like to conclude our regort by
saying that these recomuendavions should be counsidered
in the context of the several other suggestions which
have been made from time to time in regard tce the road
transport, automncbile and allied industries. st the
risk of some repetition, we woeulad also like to point
out that all the units in the road transpert industry
whether they are big or swall and whether they are in
the private or the public sector, shculd be or become
viable, before they can undertake additicnal investmcnt
of the order indicatec. The need feor relief to the
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road transport operatcrs is urjjent and action cn the
lines suggested will have to be taken as soon as

possible.

sd/- B.K. Dutt, Chairman

P.S.Lokanathan, Member
T.S. Santhanan, "
A.H. Tobaccowala, "

7.5. Jhala, L

C.D. Datey, "

R.K. Seshadri
Convener.

Bombay,
January 28, 1969.
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Statciment showing the production of commercial
vehicles in India.

1963 1964 1965 1966 1967 1968

1. Ashok Leyland

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

2. Hindustan Motors
(a) Bedford petrol 744 86 1,684 1,344 679 615
(b) Ledford

diesel 5,971 4,054 3,257 2,757 8§56 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
L. Telco
T™MB 12,424 14,367 17,328 18,900 19,140 21,669

5. Bajaj Tempo
Viking - - - 112 362 626

6. Standard
Motors

Standard Twenty
(one ton truck

chassis) - - 71 979 373 L1438

TOTIL : 28,187 31,784 35,777 32,754 29,104 32,472
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