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Agenda ITtem 1

Standing Advisory Committee to review
the flow of institutional credit to
small scale industries sgector - Meeting held on 6-6-36

Summary record of discussionsg

The first meeting of the Standirng Advisory Committee
to review the flow of institutional credit to small scale
industries constituted by the Reserve Bank of India was
held in the Bank at Bombay on 6 June 1986. A summery record
of discussions 1s given ir the following paragraphs :

Dr. P.D. Ojha, Chairman welcomed members and invitees.
He then observed that while contribution of agriculture to.
Net Domestic Product (NDP) was-around 35 per cent and that of
manufacturing sector (including medium and large and small
scale industries) was around 15 per cent, agriculture and
small scale industries had each received 15.3 per cent of
total bank credit at the end of December 1985. Referring
to the institutioral arrangements for credit to SSI sector
Dr. Ojha observed that there were 52,000 branches of
cormmercial banks and regional rural banks of which 32,000
were in rural areas. Further, there were urban co-operative
banks which served SSI sector ir urban areas and district
central co-operative banks which financed co-operatives in
SSI sector. There were also the 3tate Financial Corporations
which largely met the term credit requirements of SSI sector.
Dr. Ojha added that at the national level the NABARD, the
IDBI, the ICICI and the IRBI played an important role in
providing refinance facilities. Dr. Ojha then mentioned that
after the introduction of the credit guarantee scheme, bank
credit to the 3SI sector had risen from Rs.347 crores as at
the end of December 1969 to Rs.7375 crores as:at the end of
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December 1985. 1In addition, the cumulative disbursements
of the State Financial Corporations to the small scale
industries amounted to RS.1836 crores upto the end of
March 1985. Dr. Ojha sald that with large scale expansion
of institutional credit it had become necessary to have

a forum of all concerned with small scale industries so
that proklems which camec up bcfore the financing sector
could be looked into on an on-going basis. Accordingly,
the Reserve Bank of India had set up the Standing Advisory
Committee with comprehensive terms of reference and had
included in the Committee, persons to represent various
interests. Dr. Ojha clarified that this committee would
be looking into the problems of firancing small scale
industries other than cottage and village industries as
the latter would be looked into by the High level Standing
Cormittee on flow of institutional credit to rural areas
constituted by the Reserve Bank in December 1985.

Dr. Ojha then referred to the role of District
Industries Centres (DICs) which had been created in the
States with financial assistance from the Government of
India to provide various services for the growth of SSI
sector. He pointed out that DIC3 had not made avalilable
any developmental plans or input for prepsration of
district eredit plans. He felt that one of the reasons
could be that the DICs were not adequately staffed.
Available data indicated that while each DIC was expecteu
to have three project officers, in many cases no posts
or very few posts were sanctioned and the npumber in
position was still less.

O...1'30



Dr. Ojha then referred to the growing sickness in
SSI sector. He poirted out that at the end of June 1985,
there were 97,890 sick units of which about 80,000 had
been classified by banks as non-viable and the amount of
bank funds locked up in the sick urits was nearly Rs,955
crores. He added that 97 per cent of S51 units were
reported to be proprietary or partriership concerrs
engaged in heterogenous cctivities covering a very wide
range. Dr. Ojha then pointed out that the Reserve Bank
had advised commercieal banks to keep in view viebility
rether than security concept and hence it was important to
ensure that necessary support in the form of supply of
inputs, marketing and processing of output wes effectively
available. Thus, the problem was, Dr. Ojha said, that on
one hand the bankirc¢ sector red been given the message of
lerding to the smell sector without COmmeIC1al presentation
énd on the other hand the smal] ,ector vies becoming sick.
There was, therefore, the danger of banks' willingness to
lend cettinc affected ard resultantly the industrisl
climate gettin vitiated. 1In this connection, Dr. Ojha
felt that the State level Inter-Institutioral Committees
(3LIIC3) had not msde much progress in the t&sks assigned
to them anﬁmtrelr workqu hao, therefore, to be reviewed,
E;?magg;_fe-emphaeiseo that it wes necessary to ensure that
both the banking sector and the 351 sector remained
healthy. Incidentally he informed the Committee that the
Reserve Bank of India had constituted a committee to
examine problems relatirg to identification of sickness and
formulation of parameters for considering rellefs to
viable units and the report of the Committee was expected

to become available soon.
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Shri N. Dutta, President, Federation of Associations
of Small Industries of India (FASII) expressed the hope
that the standing Advisory Committee would be able to
really tackle the problems of SSI units. Referring to the
alarming rise in the number of sick 8SI units over a short
period of 3-4 years, he pointed out that according to a
diagnostic study conducted by the Development Commissioner
(ss1), 30 per cent of sickness was accounted for by untimely
assistance from banks which was often not related to the
needs and only 10 per cent was on account of management
deficiencies. shri Dutta further observed that there were
complaints that the guidelines igssued by the Reserve Bank
regarding margin, security, etc. were not followed by the
bank managers. He felt that the discretionary powers
delegated to branch managers had, instead of expediting and
improving sanctioning of loans resulted in their sitting on
judgement in every cese without following the guidelines.
He then pointed out that SLIICs in many States functioned
only as recommendatory bcaies and served no purpose.
éhri Dutta suggested that RBI should prescribe a time-bound
programme to be followed by banks for processing of loan
applications of small units and similarly the IDBI should
ensure that cases handled by SFCs were closely monitored.
He added that the recommendations of SLIICs on nursing
programmes should be honoured by banks. Shri Dutta further
suggested that the investment 1limit of tiny sector units
should be raised from Rs. 2 lakhs to Rs. 5 lakhs and
composite loan limits from Rs.25,000/- to Rs.50,000/=~.

shri s.K. Khaitan, President, NAYE congratulated the
Regerve Bank for constituting the committee and associating
the representatives of SSI sector with the same. Shrl Khaitan
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#tid thet the main problem of SSI units was the Aifficulty
faced in getting adequate credit limits sanctioned by

banks and thereafter operatirg on them without any
difficulty. He pointed out that the actual requirements

of units were not taken into consideration by banks. PFor
example, he pointed out that the SSI units had to Pay
deposits to traders and for power supply, etc. Since

these were not taken into consideraticn by banks, the
actuzl margin provicded by a unit from its own resources
became high. Shri kKhaitan suggested that the margin money
might not exceed 20 per cent and the‘current ratio for
small units should be prescribed as 11'1 provided there is
plough back o%mfunds. shri Khaitan further sugcested that
workirg capital assessment should take note of book debts,
goods sent on congsignment and raw materizls given to
ancillaries for further processing. sShri Khaitan then
pointed out that the SFCs were mostly located at State
capitals with very few regional offices and hence it was
desirable that all small units which were widely spread in
smaller places were given both term loans and working capital.
Referring to the reported delay in disposal of loan applica-
tions, Shri Khaitan suggested that the RBI should monitor the
disposal of loan applications by banks. 1In regard to
adequacy of credit, shri Khaitan suggested that it should
be need-based and not security-oriented. Shri Khaitan alsc
pleaded that banks should charge concessional rate of
interest for SSI units upto a credit limit of Rs.25 lakhs
and that the limit for composite loans should be raised to
Rs. 1 lakh. On sickness in SSI sector, Shri Khaitan was

of the view that timely help as was available in some
foreign banks was likely toO prove useful.

shri J. Bhuyan of Assam Entrepreneurs’' Association
indicated that adequate attention was not paid by all

....1.60



concerned to the development of small scale industries

in the North Eastern Region. Neither the Tandon Committee
in 1974 nor the Chore Committee in 1979 visited this part
of India. The Region faces innumerable handicaps. The
small units are required to maintain more inventory on
account of communication problems and adoption of the

First Method of lending recommended by Tandon Committee
would have been appropriate. The Chore Committee has,
however, suggested Second Method of lending. The All-India
Small scale Industries BOsrd has been requested to increase
the Central Investment Subgidy from 25 per cent to 33

per cent and Transport Subsidy from 75 per cent to 100

per cent. The Assam Entrepreneurs' Associstion has also
pleaded for interest rate of 4 per cent to tiny units and

6 per cent to SSI units in the Region. Margin money should
not exceed 10 per cent. Shri Bhuvan informed the memrbers
that the SSI sector is suffering on account of untrained
and ignorant bank officers posted in this regioh where
branch expansion has been substantial of late. The branch
managers are even not aware of the instructions issued by
their Head Offices regarding financing of small scale
units, Instead of helping the entrepreneurs they look

down upon them and turn down their proposals without any
valid reasons. In the North=kastern Region sickness among
small acale units is akout 60 per cent. However, the

SLIIC ... >tings were held only three times during the peric-
1976-198¢. shri Bhuyan made a plea for a separate strong
body which would ensure that RBI guidelires are implementec
by banks and also ensure that the sickness in small scale
industries is curbed at initisl stages. He also suggested
that an apex institution be set up to co-ordirate the

work of corporations. training institutions, financisal
1nstitutions and banks for development of small scale and

0000167\7



“’1.7-

cottage industries. shri Bhuyan also hoped that the
proposed Small Industries Development Fund to be
administered by IDBI would be fruitfully utilised
for the development of the North-kastern Region.

The Chairman Dr. P.D. Ojha assured shri Bhuyan
that Reserve Bank was aware of the peculiar pProblems
of the North-Eastern Region. A study team of Reserve
Bank of India recently visited all the States of the
North-Eastern Region and remedial action would be taken
when its report is finalised.

Shri Manharlal Patel, Chairman, Gujarat State
Small Industries Federation stated that the Reserve
Bank's instructions were not implemented_b;&banks and
that deterrent action Qés not taken against bié organi-
sations for delay in payment of bills of SSI units,
there was no uniformity in fixing margin money require-
ment, and third party guarantees were not discarded.
He also pointed out that there was no uniformity in
interest rates charged by commercial banks ard co-
operative banks and in respect of loans given uncer
refinance and non-refinance schemes. He further pointed
out that the service charges had been high and needed
to be reduced and suggested that collection charges
should not be levied for outstation cheques as the funds
under these cheques were available to the banks without
paying any interest on them until these were paid. 1In
this connection shri Patel explained how the Gujarat
small Scale Industries Corporation served 16,000 SSI
urits by providing raw materials, marketing and
technical services and charging them interest at 15
per cent on funds so provided without guarantee, on

00001080
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the basis of mutual trust. He further pointed out that
thene was no default by members in payment of their
dues. Shri Patel further added that banks charge the
Corporation normal interest rate of 17.5 per cent

which he felt should be reduced to 12.50 per cent.

shrji Patel then observed thatrbanks were very conserva-
tive q&}lgﬁg;gnp;ng loans. They not only insisted on
hargin money, collateral security, etc. but also
sanctioned inadequate finance, He wasg 0of the view that
banks should accept recommendations made by DICs and
grant working capital loans on the basis of project
reports prepared by SFCs. As regards technical know-how,
shri Patel was of the view that the Smell Indugtries
Corporation should assist small scale industries in
purchase of latest machinery and the Goverrment should
show a liberal approach to SSI entrepreneurs who would
like to make foreign tours for obtaining latest
technologye.

shri V.P. Chopra, President, Federation of Punjab
small Industries Associations also referred to the delay
in disposal of loan applications by banks, thelr insistence
on collateral security, guarantze fees, service charges
for collection of outstation cheques and drafts, etc.
He added that since a large percentage of small units
belonged to the category of tiny sector with the value
of their plant and machinery less than Rs. 2 lakhs, they
should be charged interest at 10 per cent for credit
limits upto RsS. 2 lakhs to help them to grow and small
units with credit limits upto Rs. 5 lakhs should be
charged interest at 12 per cent. Referring to the
working of DICs, shri Chopra observed that the DICs in

.0001090
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Punjeb were not properly staffed and hence were not
of much help to small industries. Referring to the

problem of sickness in small sector, shri Chopra

felt that much could be achieved i1f there was a
dialogue between institutional agencies and the small
borrowers with a view to ensuring that there was no
abrupt stoppage of credit facilities. He was of the
view that it should be obligatory for the banks to

get the approval of SLIIC for stopping credit facilities
or for instituting legal proceedings against small
units. Referring to the disturbed conditions in Punjab,
shri Chopra pleaded for at least 3 per cent reduction
in the rate of interest and service charges to small
units and that the concessions already given may not

be withdrawn suddenly.

shri A.V. varadharajan, President , Tamil Nadu
Small scale Industries Association referred to the
practices followed by banks such as removal of bills
from cover, separate limits for stocks and for bills,
delay in extending credit, higher service charges for
demand drafts,collection of outstation cheques and
guarantee fees, etc. and suggested that the vrocedure
of renewing credit limits every yvear should be
simplified with reference to basic facts like sales,
collection, profitability and regqularity and need for
fresh applications etc. should be digpensed with,
Further, adhoc sanction should be granted by local
branch manager across the table if he is convinced that
there ig considerable increase in orders and sales.
Banks should extend helping hand when a unit is in
difficulties. He added that when operations on the bank

'...1.10.
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account by SSI unit are not permitted for various
reasons, no interest should be charged by the bank on
the outstanding balance.

Shri venkatraman, Development Commissioner (SSI)
suggested that the Standing Advisory Committee should
decide in advance, two or three topics on which discussion
is to take place in the subsequent meeting and studies
and material should be prepared on these topics including
comments and suggestiong from members so that discussions
would be fruitful. shri venkatraman then observed that
the small scale industrial units represented a vibrant
sector having inherent strength to grow with new technology
into a very prosperdus sector within 10 to 15 years. In
this connection he pointed out that one of the terms of
reference of the Standing Advisory Committee was tO look
into the arrangements available for upgradation of
entrepreneurs®’ skills and modern technology in respect
of small scale units. He further pointed out that the
Office of the Development Commigsioner (SSI) was also
required to play a useful role for dissemination of new
technologies and offering training facilities to entrepre-
neurs through 3mall Industries Development Organisation
(SIDO) and other associated organisations, and the
Committee can usefully draw on their experience. On the
role of DICs, shri Venkatraman agreed that these had
not becsgg_zhe focal point for promotion and development
of indugtrial units and that there was also no effective
co-ordination between them and other developmental
agencies and various departments of the State Government
in the districts. As regards sickness in SSI sSector,

00001.110
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Shri Venkatraman pointed out that according to a
survey conducted by the Office of the Development
Commissioner, shortage of working capital/inadequacy
and untimely assistance from banks accounted for 30
per cent, scarcity of raw material 22 per cent and
management deficiency 10 per cent of sick SSI units_
covered by the Survey. On the suggestion made often
that the investment limit of tiny sector units be
raised from Rs. 2 lakhg to Rs. 5 lakhsg, shri Venkatraman
pointed out that 94 per cent of small units were with
investment of less than Rs. 2 lakhs in plant and
hachinery.

shri venkatraman then referred to the credit
guarantee scheme and said that inordinate delay experi-
enced by banks in getting their claimg settled by the
DICGC suggested that the scheme had tO be reviewed

de novo,

shri D.N. Ghosh, Chairman, State Bank of India
agreed with shri venkatraman that the SSI Sector was
a vibrant sector and its composition was changing fast.
He also agreed that there should be dialogue not only
between the bank and the borrower but also others
interested in the growth of the SSI units. On the
question of high service charges shri Ghosh was emphatic
that the ircrease had been necessitated by increase in
costs to the banks and that there was no possibility-
of reducing them. Regarding complaints of delay in
processing of loan applications, inadequacy of finance
and lack of expertise on the part of bank managers in

0.0010120
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dealing with small units, Shri Ghosh said that his bank
had a system of continuous dialogue wita the aggrieved

unlts for redressal of thelr grievances,

Snri ann Ghosh then referred to the problem of sick
small scale industrial units. He was of the firm view that
within the guidelines of the RBI it should be left to the

financing bank to declde whether a unlt was viable and 1f soy

how to nurse it back to health. According to Shri Ghosh the
decisions could not be left to be taken by any other agency.

However, the RBI could monitor the progress through sultable
data to be obtained from the banks,

snri Goiporia, Chairman, Indian Banks' Association
pointed out that tne steep rise in loans to SSI sector by
commercial banks from . Rs. 347 crores in 1969 to Rs, 7375
crores in 1985 was itself indicative of tne efforts made

by banks in flnancing this sector. He further pointed out
tnat banks had already given a lot of soft terms to small

sczle 1ndustrial sector in respect of margin money, current
rat{o, securlty, etc. aad they could not be expected to

lower them further without endangering the finaneclal

discipline. Shri Goiporia agreed with Shri Ghosh that the
decision to tinance a SSI unit should be left to the banks
only and no other authority should intervene in the matter.

lle added that resources raised by banks through deposlts were

money held in trust.

00001013
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The banks had to maintain their own viapility. Snri Goiporia
further pointed out that the entrepreneur generally knew much
in advance of the financing bank if he was getting into
difficulties and there was a tendency to withdraw nis own
investment first. ie also did not approach the bank for help
when ne was on th. tinreshold of sickness despite the fact that
vanks have opened sick unit cells in their regional offices

to deal with cases oi sickness and incipient sickness,

Snrl Golipria further mentioned that many $sI units did not
furnish balance sheets even after the dipulated period of

6 months with the result that financlal position of the
assisted units was not avallable to ascertaln whether funds
were used profitably and dues and taxes were paid to the
Government. On the question of increase 1n service charges,
onri Goiporia stated that there had not been any revision in
service charges for 22 years and hence the increase now
introduced had prowvably received the attention but service
costs had gone up considerably and had to be met as a commerclal

proposition. Shri Goiporia mentioned that the Indian Banks'

Assoclation proposes to review service charges every year.

Dr. S.A, Dave, kxecutive Director, Industrial Development
Bank of India felt tnat the functioning of Distriet Industries
Centres had to be re-oriented and made more effective by increasing

—

training facilities.

Summing up tne discussions, Dr. Ojha thanked all particlpants
for freely expressing their views on the problenms of SSI sector.
Dr, Ojna said that in any discussion on the role of barnks 1in
extending credit, 1t was necessary to keep in view the fact
that banks did not own the funds wnicﬁ.they lent and that the

~—

,unds were ralsed through mobilisatlion of deposits from public

wno kept the money with banks not only to earn income but also
due to thelr faith in the banking system. Dr. Ojha sald that it

..3.1014
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should be the goal of all concerned to strengthen this trust and
hence the users of the -funds had also to extend 1n their own
interest co-operation to banks to earn the con{idence of
depositors by creating healthy investment climate. For this
purpose i1t was necessary to activise District Industries Centres
so that they could develop expertise for project formulation and
play a useful role in helping small industries.

Dr. Ojha assured the members that tne Standing Advisory
Committee would endeavour to be an active forum for facilitating
formulation of sultable policy decisions and offering solutions
at the operational level so that the banks would be able to
perform thelr role effectively.

bndorsing thg suggestion made by Shri Venkatraman of taking
up specific issues, Dr. O0jna suggested that the Committee may

discuss at its next meeting the following two specific issues ‘3

(1) Co-ordination betvween banks and term lending institutions
in regerd to appraisal of projects of small-scale units
and sanction of working capital limits.

(2) Problems of institutional credit to small-scale

industrial sector in the North-Lastern Reglon.

Dr. Ojha requested members and particularly the
representatives of NMSFC, SBI and IDBI to prepare paEx papers

on the first subject and forward the same to the Member-Secretary
for raising all the relevant issues in the agenda note.

The meeting ended with vote of thanks to the Chalr,



Agenda Item 2

-~ 2.1

Observations on the suggestions made by various small

scale industry organisations

Subject
(1)

Suggestion/issues raised
(2)

Observations
(3)

Lioan application forms

Delay in processing of
loan applications

Application form should be prepared in vernacular
language and should be so precise that once it is

completed no further queries should be raised.

A small entrepreneur should know about the fate
of his loan application at least within one or
two months. RBI should suggest a time-bound
programme and it should be implemented by banks,
A register of proposals received and sanctioned
should be maintained by banks for subsequent
monitoring by RBI,

RBI should issue guidelines to all commercial
banks that no application for term loan or
working capital from SSI units should remain
pending for more than 60 days. RBI should call
for quarterly returns from all banks giving
details of the loan applications received by
them during that quarter, cases disposed of
and cases carried off, giving reasons thereof,

Reserve Bank has édvised commercial
banks that the application forms for
credit assistance should also be made
available in regional languages and
branches should be supplied with
adequate stocks of these forms,

We have advised the banks that the
branch managers are required to be
vested with adequate discretionary
pow=rs for ensuring that 60 to 80 per
cent of the credit decisions for
priority sector are taken at branch
level itself, The intention 1s that
a11 loan applications upto a credit
limit of &,25,000/- are normally
disposed of within a fortnight and
those for over Rs. 25,000/~ within 8 to
9 weeks, Further, banks are required
to maintain a register at each branch
wherein the date of receipt, sanction/
rejection with reasons therefor etc.
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(1)

(2)

(3)

Time limit of maximum one month should be fixed
for sanction of limits under the loan applica-
tions. Sample survey should be conducted and
suitable action should be taken for unnecessary
delays made by the banks in finalisation of the
limits,

Time limit should be prescribed for consideration
of loan applications either for sanction or for
rejection, Special consideration should be given
to successful and prompt units,

should be recorded. The register should

be made available to all inspecting agencies

(1.e. internal audit/inspection teams of the

banks as also the inspecting officers deputed
from the Reserve Bank)

Detailed guidelines have also been issued by
the Head Offices of the banks to heads of
regional offices/zonal offices (heads of
controlling offices of branches by whatever
name called) to visit the branches in their
area of operations periodically and conduct
checks as regards the receipt, sanction and
rejection of credit proposals received from
priority sector borrowers, Besides,
Divisional Managers/Regional Managers/Zonal
Managers receive on 15th of every month, the
aggrieved customers/intending borrowers
without prior appointment and take redressal
measures in respect of their grievances,
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h'/&, enak
Branch/Managers’
approach to SSI

borrevers

(1) SST worrewers are left to the whims

and mood ¢f bankers in regard to faoilitles
for SSI units. Ne senior officer 1is
avallable to SSI borrowers to whom they
can oconvey their difficulties, The
vanking system may we streamlined to
ensure the involvement ef menior ®ank
effioers in the deal so that the system

ie not a ore man show,

(11) Branch Managere interprets the cirou-
lars iscued by their Regional Office in
their owr way. Copies of these circulars
ray be made avallable to looal SSI
Associagtions,

(111) Regionel 0fficee of banke sometimes
issue oirculars which are guite contrary
to the tarking norms. For example, in

the espe of contingent overdraft facility
to SZI units the Regional Manager ofton
prescribes a oondition that the ®ranch
managere have to certify sboat fair
dealinge of tha borrowere with the bhank
during the last twelve months, This
eonditior i1s redundant as the ®anke do
review the dealinga of SSI borrovers
every,at the time of renewal of oredit
faollity, This syetem shounld »e with-
drawn or at least streamlined,

(iv) It has aleo Been found that due to
conflicte betweer the branch end the
Regicral Office of bankes, recommends-
tions mede by the ®Branch in favour o*
the borrowere are not eocepted by the
Regional Office which results in delay
in the disposal of caees, Some etrong
administrative arrangemente may be

introduoced te prevent sush controversies

Reserve Rark cf Indie hes lsmued detailed guidelines te
comercial barks gn disnosal of applicetions, margin
money end security norrs vide eclrenlar letter FPCD.
NOo.RC.72/T7 ., 22=C4 dated 1A March 1984 (RefsBooklet -~
Guldelires for Mvsrcee to Priority 3ector), These
guidelirce are corrideved adeauate and atundantly clear,

All ranks have set up machinery at their regioral
(eontrolling) efficer (a) tc¢ entertain compleints from
the borrovere if tte brenches do nct follow these
guidelines and (b) to verify periocdically that these
guldelires sre implemented by the ¥mm branohees in
actual practice. The namer and addreeees of tha
officers with whom compleints can he lodged sre
despleyed on the notice board of every branch, Delaye
sometimes occur due to applicatione beirg im inocomplete,
inadequate data furnished therein, soplicante rot
turnins up subsequently, vague and inoomplete sidrerses
of applicante, eto.

The Chief Executives of Pnbliec Tector Ranks as
also the reletive heade of the controlling offices have
forriulated progremmes to meet agsrieved customers/
borrovers on specific days during every fortnight and
take irmediate corrective memsuree for prompt redressal
of grievances, The Public Tector Banks have set up
Customer Service Centrer at different placem to attend
:o Ihe grievences of oastomers/borrowers on top prioritfy

a-B B.

In terms of RBT cireculsr DPOD.NO.Bag.Ec.119/'¢
466(1v)-06 dated 28 Ootoker 1986 addressed to the
Chairmen of Public fector Panke on the subject of
"Cusiozer Rervice in ®r. a", ®or s have been mdvised
that Senicr Cfficers ?r-1 Regionsl Vanager to Chairman
end Maragirg Directcr levele nteuld, once in g morth,
vislt sore rurel ®rermztes snd serd e copy o their xix
visit rotee tc the cz-2erre’ trenohes for resgceary
follew=-up astion, 7-e sipcorred branch will tsie
neceesary eciion seeed on the report and mernd so
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3.

Branch Managers
in North-
Eastern Zone

l

(v) Separate cells may be formed in Arez/

Regicnel and Head Offices of all natlona-

lised kanks to ensure immediate follow-up

ageinet the grievences end requirements of
SSI borrowers.

The polioy of all netionaslieed banks sltould
be determined ®y RBI and shovld be uniform
in reepect of all banks, ’

(vi) A meeting of SSI borrowere with senior
officials of banks should bte arranged at
lesot twice in a year to discuss tlelir
proklems freely,

Branch Managers/Field Officers are not
aware of norms for margin security etc,
On accoiunt of lack of mannagerial
experience, intesrity or business acumen,
proposals of several units are rejested
without giving any reasons, Spirit of
dediocation has to be inzk inculcated,
Treining has to be impartel,

‘action-taken' report to the officer who visited the braroh
with a copyto Head Office., During such vieit, the visiting
officers may also, inter alia, look into the punctuality
aspect at the brsnches, The ﬁction taken in the matter

i1s also to be advised to the ‘eeerve Bank of India ih due
course,

Training programmes/vorkshona/seminars are continuously
organised by RBIﬁianks/NIEM to bring abtout attitudinal
changes with a view to motivating ground level staff to
work with all dedication and earnestnesas end assist small
entrepreneurs as aleo emall borrowers in genersl with a
spirit of service, '

All branch mansgers have been vested with discretion-
ary povers to sanction nroposals from weaker sections
without reference to any higher authority, Brarch ranagers
ray reject applications (except in respect of SC/ST) vrovi-
ded the cases of rejection are verified eubeequently by the
Divisional/Pegionel Manegers. In the case of provosals
from SG/ST, rejection should be at a level higher than
trat of branch rmanegers. A register ghould be raintained
at brancr wherein the date of receipt, sanction/rejection
with reasons therefor ete, should he recorded, The
register should be made available to all inspecting
agencies,

The RRT hae recently advised the scheduled commercial
banks to organise at frequent intervals district-wise crash
trainirg prograrmes for ensuring that all inetrictions are
effectively explained to branch level officers, vide
c¢ircular letter PPCD.Mo,¢P,RC,69/0,568A~85/86 dated 29
April 1986, Thie followed complaints that instructions -
particularly those relating to non-comrounding of interest,
obcervance of prescried rerayment schedulesn, non-insisten-
oce on collateral security, disharzement of leans ty rural
branches on Tixed Ayre efs, are eiiher not ¥xpe itwplementad
or nct xnown to branch level offizers. ’

- e
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The banks are required te ovtain krk throagh their
oontrolling offices ocertificates from all branohes

that the instruotions issued from time to time are
available in the branoh and are falthfully implemented,
The R3I is to be apprised of the compliance by the
branches regularly, Speciflo casea of delay may also
®e brovght to the notioce of RRI to enable it to take
up the matter with the bank concerned,

Thup every effort 1s made te ensure that SSI borrowers
arqhot left to the whims and moods of bankers in regart
to facilities for SSI worrowers,



Observations om the suggestions made by -3.6-
various SSI organisations

Subject Suggestions made/lIssues raised Obcervations
Qa) (2) (3)

Socufiiy— RBI guidelines on guarantees and In March 1984 we have issued detailed guidelines to kanks

:;;i::zg of lfecurities are being flouted by banks. with respect to advances to priority sector borrowers,

banks Banks ask for security even for vide our circular letter RPCD.NO,BC.29/PS 22-84 dated
composite loans of B,25,000. Viable 16 March 1984. These guidelines have been printed and the
proposals have been rejected for copies of the printed booklets have been supplied to all
want of éecurity. the branches of commercial banks for ready reference.

Under the current guidelines the security norms in resvect of
smell scale industries are as under :
Security norms
sype VI DOrrowers Loan/credit limit Security to . be

furnished
(a) Artisans, village Composite loan Pledge/hypothecation/
and cottage upte %.,25,000 mortgage of assets
induetries created out of the loans
_ Collateral security/
(6) guier spayl scale Linits MPEC,™  thim party guarantes
k.25, 000 should not be taken.
. 74
(c) -do=- Limits over As determined by the
k.25, 000 bank cn the merits

of each case.

CContd.....cr)



(1)

(2)

(3)

Despite clear cut RBI guidelines,
banks ask for collatergl
security/third party guarantees
from entrepreneurs. RBI should
holé periodical seminars and
workshops to educate the
officers of comrercial banks to
implement RBI guicdelines.

It has been made clear to the banks that while considering
credit proposals they have to be guided by the viability
of the projects, applicant's skill/experience, integrity
and ability to organise business and not merely by the
tangible security which the borrower can provide. No
worthwhile propcsal is to be rejected merely for want of
collateral security/guarantee., In respect of advances
over k.25,000 ccollateral security by way of immovable
property or third party guarantee may be sought only im
cases where primary security is inadequate or for other
valid reason and not as s matter of routime. Proposals
otherwise viable are also not be turned down merely for
vant of such collateral sgecurity :feas third party guarantee.

The branchee are required to maintain permanent registers
for recording the dates of receipt of credit proposals as
als0 the particulars of sanction/rejection with reasoms
therefor. The registers should be made available to all
inspecting agencies (i.e. internal audit/inspectiom toimn
of the banks as also the inspecting officers deputed from
the Reserve Bank).

et
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{2)
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There shculd b2 a rachkinery 2+t v-e resicnal cffices (a) to

entertain corplaints from the borrowers 1{f the branches

do not follow trese guicdelines and (b) to verify periodically
that these guidelines are irplem nted by the branches ia
actual practice, The nanes and addresses of the -officers
with whom complaints can be lodged should be displayed

on the notice board of every branch.

Detailed instructicns have also been issued by the head
office- ¢cf the banks to heads cf regional offices/zonal
offices (heacds of controlling offices of branches by
whatever name called) to visit the branches in their -ares
of operations periodically and corduct checks as regards
the receipt, sancticn and .rejection of credit proposals
received from priority sector borrowers. Besides, Divisional/
Regicnal/Zonal Managers as also Chairmen and Managing
Directors of banks have made it a practice to keep
themselves free in crder that aggrieved customers/intending
applicants for credit assistance can meet them and seek
redressal of their grievances.



(1

(2)

3)

Reserve Bank, NIBM, NABARD and banks in their training
colleges set up by them, have formulated progranmes for
training branch managers and field staff in extending
crecit to the beneficiaries under priority sector including
village and Small Industries Sector. The course contents
of all these training programmes have been structured

S0 as to bring about attitudinal change in the operatiiy
staff at grass root level so that they work with sympathy.
understanding and zeal to assist beneficlaries from the
priority sector including SSI sector.

Reserve Bank monitors the implementation of its guidelines
during the periodical visits by the Lead District Officers
£from the Regional Offices of the Bank durimng the visits

to the branches as also checks the practices of the banks/
branches in this regard during the course of periodical
inspections conducted by Reserve Bank.

——ccnid _
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(1)

(2)

{3)

Security -
oriented
approach of
banks

ASs guarantee premium is already
being collected by banks from
SSI units, no further guarantee
of third party should be demanded
by banks.

The guarantee organisatiocn (DICGC) pays only 60% of
the claims in the case of defaults where outstandings
are less than k.2 lakhs and 50% of the claims in
respect of defaults for higher amounts with a ceiling
of k.10 lakhs per borrower. Notwithstanding this,

as stated earlier, banks have been advised not to

insist on third party guarantees as a matter of
routlne,
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1.

2'

3.

Wworking capital
reguirements of SSI
units

For lending under cash credit account
to small scale industries corporations,
the first method of lending (25% of net
working capital as margin) should be
adopted rather than second method of
lending where 25% of total current
assets 18 to be kept as margin. The
small scale industries corporations
have to carry huge inventory and book-
debts in the course of their business.

The sesond method of lending requiring a current
ratio of at least 1.33: 1 has been made applicable
to all borrowers with aggregate credit limits

of Rs.50 lakhs and over since December 1980
following the acceptance of the recommendations
of the chaxgm Chore Committee. The first
method of lending continues to apply to all
borr0wers enjoying aggregate credit limits
between Rs. 10 lakhs and Rs. 50 lakhs and it is
quiééwili;ly éhat a large number of small-scale
industried units are enjoying credit limits
within the sbove range. Further, sufficient
flexibility is being shown in enforcement 5} the
second method of lending. Thus, this method

is not being insisted upon in the case of sick
industrial units and exemption was granted for an
initial period of three years in respect of new’
units as well as these which had embarked upon
or finalised modernisation/expansion programmes
in view of the difficulties likely to be
encountered by them'by the new measure.
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Even 1in the case of borrowers having aggregate credit limits of
Rs.50 lakhs and above which were prima faclie unable to comply
with the second method of lending, the shortfall towards achieving
a minimum current ratio of 1.33:1 was converted into a working
capital term loan (WCTL) to be repaid over the next few years
and as such no hafE;H£5 ;;; caused to them through lack of
adequate bank credit for meeting working capital requirements.

The second method of lending which requires that the surplus
from long term sources ¢f fuggs after meeting the fixed and
non-current assets, i.e. the net working capital is at ieast
‘zéﬁ_gf the total current assets, 1s primarily designed to
ensure that the basic financial structure is satisfactory and
;} as much in the interests of the borrowars themselves as

in the interests of the bankers..

The level of inventory and receivables will have to be in
accordance with[ﬁgfms prescribed by the Heserve Bank of India
in this regard or past trends which are reasonable and as such
the observation that the small-scale industrial units have to
carry huge inventory and book-debts in the course of business
is not tenable. Holding of inventory and book-debts in excess
of the genuine requirements will lead to larger carrying costs
and avoidable burden by way of 1nterest5etc.
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At present percentages of
margin money for raw materials,
goods-in-process and finished
goods are different. This
should be rationalised and
maximum margin of not.: more
than 20X should be fixed

for each,

The Concept of margin money is partly related to the
marketability of the goods pledged/hypothecated. As the
marketability of raw materials, goods-in-process and finished
goods 1s itself a varying factor, there cannot be uniferm

margin on all these items of production. We have prescribed

definite guidelines as regards margin money in respect of

SSI Sector and they are as under:

Amount of credit limit Margin to be maintained
(a) Credit limit upto and
inclusive of Rs,25,000 Nil
(b) Credit limit over 15 to 25 per cent (depen-
Rs. 25,000 ding upon the purpose

and quantum of loan)

Where subsidy/margin money assistance is available from
Government and/or other agencies and is not less than 15
per cent of loan amount, it should serve as margin and neo
fresh margin should be asked for. Where lower margins
(L.e. less than 15%) are prescribed by banks in respect
of special schemes for technocrats, etc., these may be

continued.

Margin money may be permitted to be introduced in stages, as

and when required,

and it should not be insisted that such

margin money should be brought in at the beginning of the

loan operations.

Qe e'ro
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Computation of Working Capital
requirements should take into
account deposits for power
supply, deposits with Sales Tax

Pepartment, earnest money witn
tenders, security deposits
against Government orders,
etc.

Current ratio of more than
1:1 should not be insisted
upon, 1f the fund invested
by the small scale units
including ploughed back
profit is more than 20%

of total fixed and current

assets.

For the purpose of assessment of working capital and
computation of the permissible bank finance, banks are required
to classify assets and liabilities as current or non-current

in accordance with the guidelines given in DBOD circular NC.
€AS.BC.119/C,446-75 dated 31 December 1975 and further
clarified in Annexure to our D.O.Circular NO.IECD.CAD(PMS)
101/C.446(PMS) -85 dated 14 January 1985, In terms of these
instructions, the term current asset is used to desigdate

cash and other assets or resources commonly identified as

those which are reasonably expected to be realised in cash

or sold or consumed or turned over during the operating

cycle of the business usually not exceeding one year. The
Qurrent assets comprise, inter alia, deposits kept with

Pubiic l-nxnxi bodies, etc. for the hbrmal business operations.

The borrowers having aggregate credit limits of Rs.50 lakhs and
above are required to bring 25% of the current assets from owned
funds and long-term resources under second method of lending
yielding a minimum current ratio of 1.33:1 while the smaller
borrowers havebéb éomply with the first method of lending in
terms of which the current ratio should be at least 1:1. This
has been prescribed with a view to reducing overZdependence on
bank credit for working capital requirements and to ensure that
the basic financial structure 1s satisfactory. The suggestion
1s not consistent with the above objective.
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viorking cnpitaln;hould Eé
provided for all current
assets including book debts,
goods sent on consignment
and raw materials given to
ancillaries for further
processing or conversion.

All eligible items of current assets are taken into account
in the build-up of current assets for computation of the
permissible bank finance 1in accordance with the prescribed
norms relating to inventory and receivables and the method
of lending. The guantum of bank credit so arrived at is
split up into various types of credit facilities such as
cash credit,overdrafts, demand loans, packiﬂg credit, bills
purchased/discounted etc., depending upon the requirements
of the borrewer concerned on the one hand and the availability
of enforceable security, adequate margin, et¢. as stipulated
by the bank(s), on the ether.

As reqards financing of book-debts, banks have been advised
to take steps to review all cash credit accounts with facility
against book-debts and convert such cash credit limits into
bill limits wherever possible. While banks have not been
prohibited from extending financing against book-debts, it is
our objective that such facility should be replaced by bill
limits wherever possible. Banks provide finance against goods
sent on consignment and stocks sent for processing also wherever
such facilities are required by borrowers subject to adequate
safeguards to protect their interests.

oo e sp
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Normally separate limite are
esanctioned for stocke and for
bills, Sometimes the entre-
preneur is is sble to bring down
stocks and value of stocks is
trensformed into bills., In
such situations it will be
helpful if elubbing of limits
are allowed subject to the
maximym of totsl sanctioned
limits,

Banks have been permitted to reallocate limits sanctioned to
individual perties for working capital purposes within the
overall limit provided 3

(1) Such interchanges do not result {n the waiver of
any specific condition on which authorisation
(in the case of CAS Borrowers) was grantad earlierg
and

(11)  Such interchanges should not be from exempted
categories (i.e. those which do not require prior

authorisation) to the non-exempted categories,

It should also be ensyred that where there are separats norms
for inventory and raceivablee; the clubbing of limits should
not result in holding of inventory/recaivables in excess of

of the norme,



1.
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.

The present system of renewing
limits every year may be dispensed
with and the limits should Bé
monitored on the basis of basic
facts like sales, collections,
profitability, etc.

Apart from monitoring production, sales,

receivables, inventory management, profits, etc.

af the horrowing units, banks are required to

Esview the credit limits periodically (say, at least
onée a year) with a viéw to ensuring that the borrowal
accounts are conducted as per the terms of sanction,
the borrowing unit has not developed incifient
sickness, the existing credit limits are need-based
and awe utilised for productive operations there b
no diversion of funds, the unit submits control data/
statements regularly at the prescribed intervals,
watch is kept oni. slow-moving and non-moving items

of stocks as also over long outstanding book debts/
receivables, etc. In the event of the annual

review disclosing the need for enhanced credit limits,
the unit will benefit by such review, as the

lending bank would have to sanction higher credit
limits to support the increased volume of eperations.

...a‘.
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For enhancement of limite, the small
unit is required again and again to
furnish further details and updated
financial statements causing a lot of
inconvenience and delay. If the local
branch is convinced, an adhoc esanction
of interim limit may be given across the
table, uwhich can be ratified when full
enhancement is sanctioned by higher
authorities.

It is suggested that the following
norms for level of inventories
should be adopted in North-Eastern
Region

@) Indigenous raw
materials : 6 months

b) Impcrted raw
materials : 9 months

c) Finished product : &4 months
Inventory

- 2-18 -

3.

The banks have been advised to delegate powvers to their
branches to exceed the limits sanctioned by certain
percentages in cases of need without prior reference te
the Controlling Offices.

The physical norms for holding inventory, frnisheua goods,
atc.:Ante required to be applied with flesibility and
deviations therefrom are permitted whersver justified,

The norme suggested for North Eas.ern Region
are on very liberal side.and may not be warranted in the
case of all industries. In view of Lhe various difficulties
encountered by the industrial uniis set up in the North
Eastern Region, the banks are rcuquired to take inte
account the special problems faced by these units in the
small ecale sector and allowdeviations wherever justified.
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Maximum rate of margin should be

at 10% for raw materials at various
stages of manufacture, work-in-
process and finished products.

Stipulation of drawing power
against book debts/bills of
120 days not discounted with
bankers with maximum margin
of 10X.

Discounting of bills for a
period of 120 days without
any margin.

The margins on raw materials, stock-in-process,
finished goods, book debts, etc. are prescribed by
banks taking into account various factors subh as
marketability, fluctuation in prices, possibility
of damage/deterioration, age/obsolenscence}trend.
etc. of the security to be pledged/hypothecated.
The margin is taken to ensure that the interest

of the bank is adequately protected and that:

it is akss able to recover the dues even if it

has to resort to sale of the security. Margins
in respect of commodities covered by Selective
Credit Control are fixed as per directives

issued by Reserve Bank of India from time to time.
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Term loans

As SFCs do not have a wide net work of
branches, term loans and working capital
required by the small units should be made
available by commercial banks axw to
aobviate the problem of delay and double
processing.

Banks should provide term loans to SSI
units at the same rate of interest as charged
by SFCs and the repayment period may vary
from 5 to 10 years.

loans sanctioned by commercial banks
should be refinanced by ID3I ipso facto
without further appraisal by lD8I.

Banks are not precluded from providing
term loang to S3SI units.

Reserve Bank of India has issued detailed
guidelines to banks on 8 July 1978 and
8 December 1986 regarding,Joint/simuléaneous
appraisal of term loans by SFCs and banks,
joint inspectiong, exchange of information,
monitoring mechanism for reviewing applications
pending beyond the specified period of 8 to 9
weeks, etc, 1In particular, it has been
sbecified that in the case of project finance,
assessment of working capital requirements of
the units by banks should be completed well in
advance and sanction of the requisite credit
facilities should be conveyed to the units at
least three to four months before the project
1s likely to go into operation. Important
instructions given under these guidelines have
been given in the notes fof Agenda Item No. 3.
On the basis of these guldelines IDBI has issued
guidelines to sFCs.
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Term Loans

Financial institutions grant term loans
against lend, building, machinery etc. whose
value is continuously increasing. Further,
margin money at the minimum rate of 30 per cent
is secured. When the loans are thus completely
secured, there is no need of taking any
additional guarantee of partnera/directors and
shareholders having capital investment of more
than S5 per cent in the industry.

It is the experience that personal guarantee
of promoters/directors generally instél
greater accountability and responsibility on
their part and also prompt the managements
to conduct the running of the assisted units
on sound and healthy lines. Therefore,
banks may in their discretion obtain
guarantees from directors having significant
shareholding; in the company whenever
considered necessary.
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Joint appraisal
of proposals of

In many cepees Joint appralsals have not taken
place, RBI and INBI should insisti on joint

SSTI units by banks appraicals to elirinate delays and resultant

and S¥%Ce

sickness,

2.2 -
3

The Reserve Pank of India hss been impressing upon
brnks regularly about the irmortance of on~going
co-ordinzation retween them and ¥7Cs throvgh joint/s
simulteneous apnraisal of term loans, hp=Saimg joint
inspeetions, erchanze of information, etec, In view
of the imvortance of the sutject, Reserve Bank

of Tndiag had ca2lled 2 meeting of the Chief Fxecutives
of melected SFCs as well as the major commercial
tarks and INRI in Tehruary 1986 to Aecide upon the
nearures for strengthening and ensuring ongoing
co-ordination between commerecial hanks and S¥Cs,

In the 1ight of the varions decisons taken in the
neetinz, comprehencive guideliner were issued to
schaduled commercial han's on 8 Decemher 1986, The
calient features of there guldelines are given belowsh

(1) The guidelinees contained in RBI amyxe circular
letter dated 8 July 1978 regarding oco-ordination
between cormmercisl barks and S¥Cs in th€ provision
of firancial assistance to industries which are
conprehensive should be scruoulously followed in al)
cases without fail, 7Tn particular, joipt aporaisal
Qr at least simultaneous aporaleal by SFCs and banks
ghould be ensured go that any differences arising

on account of ax divercent views taken by them
indeoendently conld be sorted out in the initiel
stage itself,

(11) In the cese of units whose working cspital
reouirementr are not substantial, if for some
reason the bank concerned is not in a position to
vake up appraisal along with the S®C, the avpraisal
%%d ebbik the S¥Ce should generslly be accepted by

e bank,

(111) Aeseesment of working capital reauiremente of
the unit by the banks shovld te completed well 4in

edvance and canction of the reouirite credit facili-
ties rhonld be conveyed to the unite, at least three

to four months before the icot
into operation, project is likely to go
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If units set up under SEEUY want more funds, As per the provisions of the scheme, loans upto Rs.35p00 for

banks insist on repayment of loans under
SEEUY first. This has restricted the growth
of small units. RBI should direct the banks
to provide additional working capital to
such units for their growth and expansion.
Similarly the Standing Committee should
recommend Government to make appropriate
changes in the scheme accordingly.

Inadequate financing of amall units by
banks is a perennial problem.
Conseguently units go sick. RBI shoulad
ensure that the banks do not apoly cuts
on the loan amounts without going into
the genuineness of the demand.

industrial ventures can be given under SEEUY, However, 1if
additional finance is reguired, it can be given under bank's
normal lending programme.

In sanctioning of the guantum of credit facilities, there 1is a
tendency to cut down tne limits on an adhoc basis on the plea that
the unit will rejuire the full credit limits only when it goes inteo
full production. There are often delays subsequently for enhancing
limits and the unit's operations suffer., Banks have, thereforaes,
been advised that full werkimg capital should be sanctioned at the
outset obviating the necessity for reference to sanctioning -
;Ethurity subseguently. '

Once the unit goes into operation, temporary additional requirements
of finance are often delayed as a result of which operations suffer,
If there is any distortion in the operating cycle, e.g. by non=
payment of certain bills, etc., the units fail to get prompt
assistance, This is often the result of the need to refer such
proposals to the controlling suthority. In this connection, banks
have delegated authority to their branches to exceed the limits
sanctioned by a certain percentaje in cases of need. Similar
procedures are rscommended for adoption uniformly by all banks.

With a view to facilitating timely sanction of credit facilities,
tne branch managers are vested with adequate discretionary powers
for ensuring that 60 to 80 per cent of the credit decisions are
taken at the branch level itself. The intention is that small credit
limits upto ®.25,000 are normally disposed of within a fortnight and
tnose for over k.25,000 within 8 to 9 weeks. Banks make a review of
the discretionary powars of officials at various levels.

It may also be noted in this context that banks periodically review
tne operations of the small scale units (production, sales, inventory
position receivable cash flow, profit/loss etc.) and conduct re-
appraisal of working capital limits with a view to assisting
borrowing units to finance their increasing level of operations,



(1)

(2)

(3)

Rate of Interest

Since the cost of land, building,
plant and machinery, raw materials
etc., has increased substantially,
small scale units should be charged
2% lower rate of interest than the
normal lendinjy rate of interest
decided by RBI, irrespective of the
credit limit enjoyed by the unit,

1imits of SSI units upto k.5 lakhs
should be uniformly charged 12%
interest and the present system of
charging different rates for different
slabs of limits should be scrapped.

Rates of interest to be charged to the
ultimate beneficiaries should be the
same whether the finance is given from
bank's own funds er refinance schemas
of NABARD or IDBI.

SFCs charge 1% additional interest
ever and above their usual rate of

The lending rates of scheduled commercial banks

are determined taking into account a number of facters
such as the growth of the economy and its sub-sectors,
plan priorities, the inflation rate, the pace of
monetary expansion, reserve requirements, the cest

of funds to the banking system and the profitability
of banks, etc. A basic tenet of the structure of
lending rates is that the extent of concessionality

is related to the size of the advance and the priority
accorded to a particular sector. As such within the
priority sector, small advances carry a lower lemding
rate than larger advances., Setting a uniform rate of
interect irrespective of the size of the advance

would be detrimental to.the interests of the small
borrowers. Reducing all small scale industry lending
rates to the lowest of the present slab would not be
possible as it would jeopardise the viability of
banks. The lending rates are kept under continuous
review and suitable changes are made from time to time;
however, while prescribing the lending rates for
individual sectors it is necessary to take cognisance
of the overall framework of lending rates. In the
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interest on term loans and give 1%
rebate at the end of the full repayment
period if the repayments are made
regularly. This results in additional
burden on SSI units at the initial
stages.

The credit facility to the small

scale industries corporations should

be made available at the reduced rate
as is being made available to small
scale industries and it should be

around 12% instead of 18% as at present.

Tiny units having plant and machinery upto

k.2 lakhs should be charged interest & 10%

for credit limits upto P5,2 lakhs. Other small
units upto the credit limit of k.5 lakhs may
be charged interest @ 12%.

present context it would not be feasibls to
eliminate the 1link between the size of the advance
and the extent of concessionality.

The small scale industries corporations cannet be
charged the lowest lending rate charged to the

smal lest of the small scale industrial units. The
problems of the small scale industries corporatien
need to be examined from the view point of the
nature and volume of thelr operations, status and
the size of operations of the units with whom they
are dealing and the present administrative arrange-
ments. Buffer stock operations, large scale imports

and trading operations as also manufacturing/processing

activities of units set up by the corporations will
also have to be kept in view for determining the
rates of interest applicable to their entire gamut
of business.
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Concassional rate of interest on bank borrowings
may be charged for all types of loans and working
capital for tiny and SSI sectors at the rate of
4 per cent and 6 per cent respectively.

There should be concessional rate of interest
between Bs,2 lakhs to %,10 lakhs. These linits
also need to be reviewed upwards in the context
of enhanced ceiling in investment for plant and
machinery for small scale unitsto ’,35 lakhs and
for ancillary units to R.45 lakhs,

The structure of interest rates on advances
is prescribed taking an overall view of %thae
economy and it may not be desirable to
modify the existing prescriptions in respect
of indlvidual sectors in isolation or
institute changes other than as part of
review of interest rates in general,

In keeping vith this, the interest rate
structure has been revised on 1.4.1987

and the particulars thereof as applicable
to S31 sector are given in Annaxure IV,
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Service Charges

Service charges of banks have been exortitantly
raised, DPrafte uonto %,1 lakh snomld te iscuel
to SSI unit withoat any chargee hecaure hanks
earn interest on the amounts furin~ the period
of the gap of the issuing dAste and t™e realicr-
tion of the draft. Tor the same renson, no
collection charge=s for outrtatiorn chenues
should be collected from the °SI units

Service charges for derend drafte, cherue
collection, benk guarmntee etc. have been
more than dovbled. The vrecent sy-ien of
levying collection cherges on percentapce

of the cheoue amount cannot be jusiified.

In the ocase of outstetion chenues ond demand
drafte, bankers earn interest until tkre
amount 1s credited to the pavee's accounnt,
Bankers chould pey 8 portior of in‘erert
charges to the customer instead of levyirg
collection cherges.

-2-28-
Je

Peserve Pank hes neither isened any Airective/
rtuifeliner to tenks regarding levwvy of errvice
charpes £x nor instructe® 4o srent conceasions
to any of thelr clients except in resvest of
chenuee reorerertirz erants from Prime Ministere
“elief Yund, ™he public rector hanke h=zd not
revired the cervice charges for many yeers,
“he recent npward revision war consilered
raceecery ty them in view of the significant
increare in the cost of service, T™his wae

in the context of the declining profitahility
of hanks,

"he public sector benks have uniformly adopted
the rchedule of service charges of zmwk SPT,
with the intertion to recover atleast a part
07 ithe cost o¢ such services rendered by them,

"he collection chargee on cheones are
favourstly comoarable with the charges
reco™ended »v Productivity, Tfficieney and
Trofiterility (PTP) Committee in this regard.

ks regerds oveyrment of interest on outstation
chenuers ~nd Aerand Aratts, we hove instructed
the puhlic sector honkes to pay interest at
the savings tank rete for any period beyond
14 ?eys “rom the date of lodgment of ihstru-
ments for collecticn, i1f drawn on branches of
their owr tarks en® bhevond 21 days from the
loderent cf incstruments for colleection, if
drawn oh tranches o“ot‘er hnnks,
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Sexrvioe Charges

Routing of bills
through the
drever's bank

Service chargers for bank drafts, tills
collection, etc. which have treen enhenced
oonsiderably should he brought down,
Banks oharge %5.20/- per ledger pasge which
is unjustified.

Service cherges have heen increased by hanks
heavily. New charges have been levied for
sanction, renewal of advance and for folio
chargee,

There is no Jjustification for increase in
percentage rate of charge on draft, cheoue
or bill,

Banks have been profiteering on nostal &
telegran charges over ard ahove service
charges.

The instructions of Indisn Ranks' Associaticn
(IBA) to ¥rite the hills throuzh the drawer's
bank adds to the deley in bills collection
and charges.

-—2-2a—
p-

Banks charze a sum of N,20/- ver annum per
folio (one side of e ledzer page contailning
approximately 50 entries) with the following
exenptiones~-

(a) Average bslance upto f.1500 - Wo free folloe
(b) Averege halence over M,1500

upto B, 5000 - 3 folion free
(¢) Average balance over B, DOY~ . _

upto %,10,000/~ - 5 folios free
(@) Average balsnce over

%.10,000 upto R&,25,000/= = No foliog

charges

The tanks are expected to levy sotual postage,
telezram charges and other out-of-pocket
evpences and these are to be reoovered in full
from the oustomers,

The TRA har since withdrawn its earlier
circular dated 12 Maroch 1986 and haes now
advieed the tanks to revert to the earlier
position, The member henks have now been
advised to decide, at theilr level, to have the
procedure test suited to individual cases.
Rowever, this does not mean that h§lls direotly
cent to the Arawees' hanks should, perforce, be
entertained for colleotion,
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Delayed payment
of bills of SSI
units

month.

Commercial banks should be advised to
ensure that no bill of SSI sector is kept
pending for more than 90 days by the
large scale eand public sector units.

Medium and large scale entrepreneurs
do not submit Form No. 3 indicating the
outstandings to small scale industry for more
than 90 days. It should be made mandatory
and banks should be authorised to issue
cheques to &ll small scale units whose
outstanding is lying for more than 90 days.

RBI should enforce big organisations
which delay payment of bills of SSI units
by 5-6 months to make payment within one
Organisations which do not obey
such financial discipline should not be
given any further financial assistance
from the State or central financiel
institutions for their term loans,

In September 1986, Reserve Bank had
appointed a Working Group under the Chairman-
ship of shri N. vaghul, Chairman, Industrial
Credit and Investmenthorporation of India
to examine the possibilities of enlarging the
scope of the money market and to recommend
speci fic measures for evolving the money
market instruments. The Working Group has
since submitted its report in January 1987.
The Working Group had made a number of
far-reaching recommendations to facilitate
expeditious payment of supply bills. Besides,
the Working Group also recommended setting up
of factoring organisations to solve the
problem. These recommendations are under
congsideration of Reserve Bank and decisions
will be taken soon to resolve the problem
of delayed payment of bills of SSI units.

In this connection, the Esferve Ban&nhas
advised the commercial banks on 31,3.1987
_SP?t all parties subject to the Credit

Authorisation Scheme would be required to
attain a ratio of bill acceptances to credit
purchases of 25 per cent by April 1, 1988,
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8Suggestion to introduce a
supplier bill discounting
scheme, whereby small
industry would be paid the
amount of the bills less
discounting charges and
interest for the period of
the Hundi and the banks
would directly recover the
money together with any
overdue interest from the

large units.

this

1.

The more important recommendations of the Working Group in
regard are summarised below @

There 1s a need to take a number of positive measures to
facilitate the emergence of a genuine bill culture.

The Government should direct depairtmental undertakings and
public sector organisations that payments for all credit
purchases should be in the form of bills which should be
strictly honoured on the due dates. Failure to pay a

bill on the due date should attract a uniform penal rate
of 2 ﬁercentage points above the maximum lending rate of
banks. A similar procedure should be followed in the case
of C2s parties. In the event of three instances of default
on payment of bills, the working capital limits should be
reduced guitably.

The working capital limits of the large parties should be
scaled down and the interest rates increased, if bill
acceptances are less than a stipulated pereentage of credit
purchases.

It would be necessary to move away from receivable financing
to bill financing and accordingly a progranine commencing
from April 1988 should be stipulated for phasing out
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9.

receivable financing. Of the total receivables, the proportion of receivables
eligible for financing ypder the cash credit/overdraft fim facilities should
be 75 per Cent _from April _14 _1_‘2;8, S0, from April 1, 1989 and 25 per cent fram
April 1, 1990. The rest of the receivables should be financed only through
demand/usance bill limits.

Within the CAs discipline, banks should be given the discretion to increase
bill limits for temporary periods. . :

-

The stipulation on unsecured advances should not be made applicable to bill
financing.

The maximum discount rate om bills should be such that it does not exceed an
equivalent effective interest rate of 16.0 per Cent. This should be implemented
at the end of April 1987 and after a year, an assessment could be made as to
whether the maximum discount rate could be freely determined by the banks.

As at the end of April 1987, the cgiy.ng on the rediscount rate should be
increased from 11.5 per cent to 12.5 per cent.

A review as to whether the ceiling on the rediscount rate should be removed
could be undertaken in April 15886.
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10,

11.

12.

13.

Institutions and other units such as companies, trusts etc. which can
satisfactorily demonstrate to the Reserve Bank that they have a resource
surplus of a monthly average of at least Rs.5 crores per annum should be
allowed to participate in the bill rediscounting market.

Purther rediscounting by the institutions should be freely permitted.

The procedures for rediscounting bills should be simplified by the end of
April 1987,

The banks and private non-bank financial institutions should be encouraged
tQ_provide factoring services. A few Factoring Divisiong should be set up
by July 1, 1987.
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At present foreign suppliers grant long
term oredit facility of 6-7 months to our
importers at a oonocessional rate of
interest of about 1% to 124, Our
exporters should alse be given such

eredit fecilitv gt re?noed rate of interect
to enghle them to make similar Tacility
available to the foreign importers,

Indian manufaot:irers should be given
immediate oredit facility against
produotion of dooumentary evidence of
export e orlers, Bark charges should
also be reduoed on credit facilities
made avallable to the SSI units against
export ocommitments,

e L P e e s e e S T e e S i e 4 i i S ot © o £ e = S S S o i e e e

At present poat-shipnent oredit i1s avallable at the
rate of 9,5% per annun in respect of cash exports
for the perlod the bhill 1s not overdue, subjeot to

a maximun of 130 days consisting of usance period’,
normal tranait veriod (indicated by WEDAI in
consultation withr R3T) and grace period, if applioce-
hle and at 8,65% p.a2. in reepeot of exncrts on
deferred payments basis(for a period exceeding one
year). s o taade

For the overdne period,the intereat chargeble 1s /5.5
16552 and in reapect of exports on ocash terms #
i.,e. shortrterm exports, such overdue period shonld
not exceed 180 dAava for the aexporter to he elisihle
for ooncessional rate of lntereat for the period the
bill is not overdue., In the case of cash exports

the proceeds of the shipment are to he reallsed
within six monthe from the date of shipment nnder

the existing T“xchange Control Regulations and hence
generally credit veriod should be offere® to the
forelzn imnorter hy the Indian supnller in accordan-
oe with the same., In respest of erverts on deferred
payment ®asis, availatle for gertain svecified
producer snd cavnital goods/turnkey nrojects whioh
are subject to prior approval, oredit period
generally cen Ye from 3-4 years to upto 11-12 years
depending mpon the contrect valne, Thus, credit termsa
which can be o°fered by Indian exporters to foreign
buyers are bdetter then those offered by the forelgn
supoliers to Indian imoorters, It may also he
mentioned that import of goods into India ia subjeot
to licensing and the basic rule relating to remittan-
ces against %} 1mvor‘e under cash licences is that
they should be completed not later than six monthm
from the date of shipament,
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As regards waiver of production of letter of
credit or firm order for availing of packing
credit, it may be mentioned that permission
for the same has already been granted in
respect of a number of commodities and for
commodities exported by units located. in

Free Trade Zones and units registered as 100%
export-oriented units holding Green Cards,

In respect of export credit, banks are
permitted to levy on the exporters only such of

the charges as are permitted by FEDAI,

(Foreign Exchange Dealers Association of India).
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Upgradation
of technology

Proper advice on technology ard
upcradation should be made available
to small units through institutions
equipped for this purpose. 3uch an

advice should be accepted by the finarncial

institutions for advcncing the required
credit facilities without any delay.

For upgradation of products,
R & D Department should be run by the
central Government and xxt latest
development of knowhow should be made
aveilable to the SSI sector without any

charge.

The problems of small urits ir
getting finance for moderrisatica and
upgradation should be solved. The rate
of interest should be concessional.

The small Inddstries Development Organisation
{SIDO) of the Ministry of Industry, New Delhi
provides technical consultancy on the manufacture
of technical processes, use of modern machines and
eguipment, preparation of designs and assistance
on all aspects of production. The SIDO provides
comprehensive range of extension services through
its network of 25 small Industries service
Institutes (SISIs), 20 Branch Institutes, 41
EXtension Centres, 4 Regional Testing Centres,

1 Product and Process Development Centre 1 Hand
Tool Institute, 2 Training Centres, 2 Tool Roams
and 5 Production Centres. Each SISI and Extension
Centre has attesched workshops, common facility
services to urdertake training of workers, demon-~
stration of improved machines and processes, etc.
The National small Industries Corporation (NSIC)
also provides protd:}ype development and training
facilities.
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Technical assistance and guidance in a wide range of industries is
provided thkrough specialised institutions and experts available with
different development organisations like Central Institute of Tool
Degign (CITD), Hyderabad, Institute of Design ef-Pasiea of Electrical
Measuring Instruments (IDEMI), Bombay, Proto-type Development and
Training Centres (PDTCs) at Okhla, Madras, Rajkot and Howrah, Hand
Tool Institute, Jullundur, Central Tool Rooms at Ludhiana and Calcutta,
small Industry Extension Training Institute (SIET), Hyderabad.

Under the refinance scheme for modernisation formulated by IDBI,
soft loan assistance i1s mede available to the industrial units in small
sc¢ale sector including ancillary units, tiny sector units and units in
the cottage and village industries sector. J"f‘he primary objective of
the scheme is to encourage industrial units overcome the backlog of
modernisation and to adopt improved and updated technology and methods
of production and prevent mechanical and technological obsolescence.
The modernisation may include replacement or renovation of plant and
machinery or acquisition of balancing equipment for fuller and more
effective utilisation of installed capacity.
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The modernisetior programme may cover :

a) upgradation of process, technology and product;
b) export-orientation;

c) Import-substitution;

d) erergy seving;

e) anti-pollution measures:

£) conservation/substitutidén of scarce raw-materials and other inputs, including
recycling/recovery of wastes and by-procucts;:

g) improvement in capacity utilisation within the existing capacity, through
increase in productivity and debottlenecking: and

h) improvements in material handling.

Commercial banks, State Financial Corporations, Small Industries Development
Corporations and other state level institutions eligible under the refinance schemes
of IDBI can seek refinance assistance in respect of their loans to SSI units for the
purpose of modernisation. Loans for amcumts not exceeéing Rs.5 lakhs for modernisation
are éoveféawﬁhdér automatic refinance scheme. The ultimate borrowers (i.e. SSI units)
can avail of fipancial assistance urder the scheme at the rate of interest of 11.5
per cent, It is expected that a minimum contribution from the promoters would be
decided or a case to cese basis depending upon the ability of the industrial units
to generate/raise funds. However, banks/financial institutions have been advised to

acdopt a liberal approach in this regard.
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Assi stance for
modernisation/
technology
upgredation in
ILE. Region

(2)
The banks in North Eastern Zone of their own

have never assisted entrepreneurs to further
their capability for social galn and economic
generation. Very few unlts have received
financial support or kmow-how for upgradation
of technology. No efforts have been made

for increasing production and 1&provement

of quality.

IDBI's refinance shcemes for modernlasation
and upgradation have not made any dent in
financing of SSI sector. Out of a total
number of 8700 units assisted by IDBI

in the north east zone, only 15 per cent

are 58I units.

Banks are not avare of IDBI schemes. The

IDBI and nationalised banks in Assam have

not shown keen interest for development

of North Bastern Region. Certalin targets
should be fixed for banks to provide

refinance modernisation finaace.

—_ a.'b‘,.-

Assiastance under the Refinance Scheme for
eilnance
Modernisation, which includes assistance for

technology upgradation, has not 39‘ff£~PP°P
avalled of by institutions/banks in the l§rth
Eastern Region. Efforts are being made to
popularise the Scheme by holding Seminars at

various places in the North Eastern _R.egion and

also by assessing the moderaisation needs of certain
select industries eg. handicarfts, handlooms ete,
It is understood that National Institute of Design,

Anmedabad has undertaken a study of the modernisation
nedds of handicarft sector at the instance of DC
(Handicrafts), Govt, of India. IDBI will follow up
the recommendations jointly with DC (Handicrafts)
and modernisation programmes based on the
recommendations will be considered for financial
assistance under IDBI's scheme.

kx gaxx Total refinance assistance sanctioned in
the North Eastern Region by IDBI was of the order
of Rs, 1588,97 lakhs and Rs. 1796.57 lakhs during
1984-85 and 1985-36, respectively,
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Au.trmn_t:¢ ance
A(AR$’ by primary lending institutions. IMDBI has been organising

As part of its overall strategy for industrialisation of the

dorth Eastern Reglon, INBI has opened five new branch offices at
Agartala, Aizawl, Dimapur, Imphal and Shillong besides its existing
Regional VYffice at Guwahati. The maln task entrusted to these
offices 1s of a promotional nature. INBI is also glving special
attention to the problems ani needs of Mizoram mainly in the field
of consultancy support to small entrepreneurs covering subsidy

for training arnd project consultancy on liberal terms. Besides,
these offlces have also been delegated powers to sanction and
disburse refinEQCﬁhifsistance for applications submitted umder
seminars in different parts of the Region to popularise IDBI
schemes of assistance and to create an awareness among the
prospective entrepreneurial class on industrialisation, Apart from
these, under IDBI's subsidy support, entrepreneurship programmes
sp.cially designed to meet the needs of the Region/entrepreneurs are
also being organised in association with North Eastern Industrial
Technical Consultancy Organisation and Entrepreneurship Development
Institute, Ahmedabd.
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iick Units

In the case of units in difficulties, where
operations are not permitted, no additional interest
should be added to their outstandings. Interest
accruals after freezing the accounts become the
biggest burden. Quicker action may be taken before
they reach a point of no return,

Delay in undertaking rehabilitation programme
regults in further sickness of sick units. RBI
should direct the banks to undertake the nursing
programme on a war footing 80 that corrective steps
could be taken up at the right time.

Recommendations of SLYICs on nursing programme
mist be implemented by banks.

Banks do not draw rehabilitation schemes with
soft loan packages in case of sick units declared
by SLIICs.

Banks abruptly stop financing units in
di fficulties. It should be dbligatory for the Banks

Detaliled guidelines for rehabilitation
of sick SSI units have been issued to all
Scheduled Commercial Banks in February
1987. These guidelines cover definition
of sick SSI unit, timely identification of
incipient sickness, viability norms and
the concessions and reliefs that the banka
can extend on merits of each case,
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to get the approval of SLIIC for stopping the credit
facilities or for instituting legal proceedings
against any small unit. Representatives of recognized
asgociations of small units should be taken on SLIICs
for meaningful deliberations.

Banks must implement the relaxations in respect
of credit and interest suggested by State Government
Cammittee or the DICs.,
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Agenda Item 3 (1)

Guidelines on co-ordination between
commnercial banks and State Financieal
Cerporations(SFCs) in the provision
of financial assistance to industries

Pursuant to the recommendations of the Working Group
appointed by the Industrial Development Bank of India under
the Chairmanship of Shri V. M, Bhide, detailed guidelines
were issued to banks by Reserve Bank of India in July 1978

on cp-ordination between commercial banks and SFCs in the

provisionnafrfinancial assistance to industries. The
guidelines related, inter alia, to joint/simultaneous
appraisal of term loans by SFCs and banks, joint inspections,
exchange of information and closer consultation in the
monitoring and nursing of sick industrial units. When it
was brought to the notice of Reserve Bank of India that

lack of coordination between banks and SFCs in the above
matters continued to persist,it become necessary to
reiterate the above instructions to banks in July 1985.

However, a quick assessment made by RBI recently to
review the existing state of implementation of the guidelines
issued on the subject revealed that there is hardly any
improvement in the situation. The continuing lack of
co-ordination between banks and SFCs has resulted in
delayed and inadequate working capital assistance being
extended by banks to the industrial units set up with
cerm loan assistance from the SFCs, particularly to those

in the small scale sector,

Tnh view of the importance of the subject, Rescrve Bank
nad called a meeting of the Chief Executives of selected
LFCe as well as the major commercial banks and IDBI in
*ebruary 1986 to ascertain their views at first hand and
te decide upon the measures necessary for strengthening

.03(1)2
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and ensuring ongoing co-ordination between commercial
banks and SFCs in order to remove the aforesaid lacunae.
The participants at the meeting agreed broadly that
although the present institutional arrargements for
extending term credit, particularly to the small scale
sector, are adequate, lacg_gg co-ordination between

banks and SFCs has given rise to certain operational
problems as disclosed by the study.

—_—

In the light of the various decisions taken
in the meeting, fresh guidelines were issued to banks

I J S

in December 1986 advising them to follow the instructions

e T

given below:

1) The guidelines contained in RBI circular letter
dated 8 July 1978 which are comprehensive should be
scrupulously followed in all cases without fail. 1In
particular, Q_int appraisal or at least simultaneous

appraisal by SFCs and banks snould be ensured so that
any diflerences arising on account of divergent views
taken by them independently could be sorted out in the

initial stage itself,

1i1) In the case of units whose working capital
requirements are not supstantial, if for some reason
the bank concerned is not in a position to take up
appraisal along with the SFCs, the Eppiaisal made
by the SFC should generally be accepted by the bank.

ii1) Assessmznt of the working capital requirements
of the unit by the banks should be completed well in
advance and sanction of the requisite credit facilities
should be conveyed to the units at least three to four
months before the project is likely to go into operation.

iv) As advised in circular letter issued in
December 1985, financial institutions holding first

003(1)3
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charge over the fixed assets of a unit, would also
concede second charge thereon to banks, whenever
demanded, in respect of the working capital limits
sanctioned by them, It is clarified that the financial
institutions mentioned in the circular include SFCs

and other State level institutions which extend term
loans,; Banks are also advised to concede second

charge 1;';é;§;é£ Bf_the floating ausets charged to

them for working capital limits, whenever so demanded

by a term lending institution.

v) SFCs, which appraise projects independently,
are expected to ensure that the basis for estimating
the working capital requirements conforms to the norms
relating to inventory and receivables, method of
lending, etc., as adopted by banks and is acceptable
to them, Where joint appraisal takes place, this
aspect will be automatically taken care of. In other
cases, banks should ensure that the above requirements
are made known clearly and specifically to the SFCs

at a very early stage of appraisal.,

vi) The practice evolved by the Maharashtra State
Financial Corporation of holding regular weekly meetings
with selected banks to discuss individual cases for
establishing necessary rapport between the institution
and banks 1s stated to be working satisfactorily. This
practice has been commended for adoption by SFCs in other
States and banks are gdvised to assocliate themselves
with such mastings convened by the SFCs,

vii) If the SFC seeks a letter of commitment from
the banks for provision of worizﬁaﬂéépital facility to
the unit at the appropriate time, the request should be
complied with if the bank 1is satisfled about the
bankabllity of the project. In such cases, release of

term loan assistance sanctiocned by the SFCs will be

0o 3(4)
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withheld by them till tche commitment is received.
The banks should stand by the commitment unless
there are very strong grourds to retract from it,

e. g. , subsequent developments or external factors
causing the project to become non-viable. Liquidity
conspraint is not an acceptable ground to withdraw
from the commitment given,

viii) Banks should review the discretionary powers of
officials at branch/controlling of fice levels and
enlarge them suitably to facilitate expeditious
sanction and release of working capital limits to
small scale units.

ix) Banks should desist from taking away good
propos;Ié.from theké}aé and financing both the term
loan and working capital requirements of the units

themselves,

x) The officials deputed by banks for the joint
appralsal and discussions with the SFCs should have

the necessary powers to take a firm view on the project
viability and to make commitments.

x1) All loan applications from small scale units
should be dealt with and disposed of within 8 to 9 weeks,
as stipvlated in the guidelines for advances to priority
sectors. Banks should institute a sultable monitoring
mechanism for reviewing applications pending beyond

the specified perigd.

The roles of the SFCs and banks in financing and
promoting the growth of industrial units in the small
scale and medium scale sectors are complementary
and it is imperative that both work with complete
mutual trust and in perfect tandem. IDBI was, therefore,
requested to issue sultable complementary instructions

to the SFCs, SIDCs, etc., to ensure that the systems
o 3(1)
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and procedures are such that they pave the way for
better co-ordination between them and banks. The

IDBI has since issued circular in January 1987 to

SFCs and SIDCs advising them to initiate expeditious
steps simultaneously to achlieve effective co-ordination
with banks and has also issued detailed instructions

to them to pay special attention in the areas

like joint/simultaneous appraisal, quality of project
9Qpraisal, proper assessment of working capital limits

for timely sanction by banks, ceding of charge
on assets, etc.
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Agenda Item 3(ii)

Guidelines to commercial banks
for rehabilitation of sick 5S1
units

In November 1985, Reserve Bank of India (Industrial
and Export Credit Department) had advised all Scheduled
Commercial Banks, parameters for provision of reliefs/
concessions by banks under rehabilitation packagees evolved for
sick industrial units considered as potentially viable.
Subsequently the need for separate guidelines in regard to
rehabtilitation of sick units in the small scale industries
(SSI1) sector with specific reference to definition of sick
SSI unit, viability norms, incipient sickness as also reliefs
and concessions from banks/financial institutions for
implementation of rehabilitation packages in the case of
potentially viable units was examined. Detailedqggigsiineg
in this regard have been issued to all'EEBEEEiZé Commercial
Banks ip February 1987. Salient features of the guidelines

are indicated below :

Incipient sickness

The banks have been advised to take expeditious steps
to ensure that sickness is arrested at the incipient stage
itself. For early éggééﬁidﬁ ;F sickness and prompt remedial
action, banks haQ;_been renggééé'td fully gear their
machinery and make necessary organisational arrangements at

llranch level for effective monitoring.
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Definition of sick 551 unit.

A unit is considered sick if it has (a) incurred
cash loss in the previous accounting year and ie likely to
continue to incur cash loss in the current accounting
year and has an erosion on account of cumulative cash losses
to the extent of 50% or more of its net worth and/or (b)
continuously defaulted in meeting four consscutive quarterly
instalments of interest or two half_.yearly instalments of
principal on term loans and there are persistent irregularities
in the operation of its credit limits with the bank.

Viability of sick 551 unit

A unit may be regarded as potentially viable if it
would be in a position after implementing a relief package
spread over a period not exceeding 5 years from the commence-
ment of the package from banks and others concCerned, to
continue to service its repayment obligations as agreed upon
including those forming part of the package, without the
help of the concessions after the aforesaid period. The
repayment period for restructured (past) debts should not
exceed 7 years from the date of implementatiun of the package.
In the case of tiny/decentralised sector units, the period
qf‘relief6-/concessiOns and repayment period of resgfuctured

debts will be 2 years and 3 years, respectively.

——

RB [ aggfoval

Cases of concessions in interest rates beyond those
specified in these cuicelines are required to be referred to

RBI for approval,
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Norms for grent of reliefs
and concessions

i)

11)

111)

If pqu} rates of interest cr demages have

been charged,-éhch th;;ges shoula be waived
from the accounting year of J;;;“inu;higéwit
started incurring cash losses continuocucly.
After this is done, the unpaid interest on
term loans and cash creaigwduring this period
should be ffgfegiﬁﬁd from the total liability
and funded., N;—Enterest may be charced an
funded inter;;t and repayment of such‘funded
interest sthIGVbe made within a period not

exceeding 3 yeare.

The rate ot interest on term loans may be
Egdﬁéed, where considered necessary, by not
more than thres per cent in the case of tiny/
decentralieed sector units and by not more
than two per cent in other cases, the reduced
rates in no case being less than the rate of
interest charged under IRCP.

After the unadjusted interest portion of the
cash credit eccount is segregated, the balance
representing principal dues may be treated as
ifregular to the extent it exceeds drawing pouer.
Thie amount pay be tunded as Working Capital
Term Loan (WCTL) uzﬁh“ahrepayment schedule

n;t exceeding S5 years. Egigzggf may be charged

on this funded loan at 10% p.a.
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iv) Need-based working capital should be eanctioned
tgwlhe unit to enable it to carry on its
operatione with interest at the minimum of the
band of the prescribed interest rates ﬁuring

the rehaebilitation period.

Besides the above reliefs and concessions, the banks/
financial institutions may tinence during the reHabilitétion
programme cash losses, contingency loan assietance, funds for
start-up expensees and margin money tor working capital, etc.,

to the sick units.

Banks have also been advised that the reliets/concessions
to the extent indicated in our guidelines are not int_rived
to be given as a matter of course in all cases of rehabilitation
of sick SSI units; it is for the banks/financial institutions
to decide on the nature and extent of concessions necessary/
varranted within these parameters, depending upon the merits

ot each caese.
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Agenda Item 3 (iii) 1

Small Industries Development
Fund (SIDF) of IDBI

The Smal Industries Development Fund (SIDF) set up by
IDBI in May 1986 with a corpus of about fs. 2500 crores will
provide a focal point for co-ordinating financial assistance
to the smallﬂscale sector at the apex level. The Fund will
provide refinance assistance for the development, expansion,
modernisation and rehabilitation of small scale industries.
The fund has been created with an initial cash contribution
of Rs. 100 crores from IDBI's General Fund. Outstandinq
assistance under refinance, seed capital and bill re-
5I;Eg;nting schemes to the Small Scale Sector (including
;;;11 road transport operators) comprising Rs. 2,400 crores
has also been transferred to it.

Role of the Fund

The SIDF will play an important role in assisting
the small scale sector in its orderly and efficient growth
by providing financial, promotional and extension support.
The Fund will pay special attention to, the problems of
tiel_industries.

The SIDF will provide assistance for development,
expansion, diversification, modernisation and rehabilitation
of SSI units and such assistance will be routed through SFCs,
SIDCs, Commercial Banks and other eligible institutions.

The Fund will also provide assistance by way of rediscounting
of bills and promissory notes arising out of sale or purchase
of machinery by small scale units on deferred payment terms.

Besides, SIDF will assist institutions engaged in the
promotion, financing and provision of extension services
to the small scale sector.

eee 3 (1i1) 2
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Equity Support

IDBI's Special Capital Scheme and Seed Capital
Scheme will L. operated by the Fund in relation to the SSI
Sector. SIDF will modify and deepen the above schemes
sultably and for wider coverage, it will extend assistance
through State Bank of India and other public sector banks.

Term Loan_and Other Assistance

Financlal assistance for long term capital needs will
continue to be extended on appropriate terms to small scale
units through SFCs, SIDCs, commercial banks, cooperative
banks, RRBs, etc. 1In the case of very small units whose
total requirements (term loan and working capital) do not
exceed Rs. 1 lakh, full working capital requirements will
also be covered. The Fund will devise new schemes to
cater to the special needs of small scale sector. Assistance
will also be extended under the IDBI Bills Rédiscounting
Scheme for small scale units. The Fund will also support
NSIC, which supplies machinery on hire-purchase basis to
$SI units. Assistance will also be provided for setting
up of 1ndustrial estates for small scale units.

Rehabilitation

Hitherto IDBI was extending assistance only to SFCs
for rehabilitation of sick SSI units. With the setting
up of SIDF, IDBI has XX extended rehabilitation asslstance
to sick SSI units financed by the commercial banks as well.
SIDF is expected to make rapid progress in devising
mechanisms for working out rehabilitation packages for

the small scale sector on a country-wise basis.

Promotional and Extension
Services

SIDF will be used to finance activities for identifying
new industrial opportunities in the small scale sector and
assistance to new entrepreneurs. Special studies will be
carried out to review existing schemes and policies, identify
problems and take timely measures to resolve emerging problems.

An important area to pay continuous attention to would be
eee3(1ii) 3
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co-ordination among banks, SFCs and other agencies in the
matter of timely and adequate provision of working capital
and in prevention of sickness among small scale units.

Extension services to the small scale sector through
SIDF will be in the areas of technology, purchase of raw
materials, marketing, financial tie-up, training and for
evolving appropriate legal framework for smooth operation
and protection of the interests of small scale sector.

For this puipose, SIDF will work closely with State
Level agencies engaged in providing services to the small
scale sector, TCOs set up by IDBI in participation with
other institutions, Training Institutesmx, professional

as well as promotional bodies and voluntary agenciles.

Orggnisational framework

Given the wide dispersal of small scale units throughout
the country and their magnitude, IDBI would have to achieve
the objective of the Fund mainly through the intermediary
agencies viz., banks, SFCs and other supportive organisations
for the small scale sector. Branch and Regional Offices
of IDBI would shoulder greater responsibility not only in
directing credit flow to small scale sector but also in
providing promotional and extension services.

Advisory Board

IDBI has ccnstituted an Advisory Board comprising
experts in the field of small scale sector to have benefit
of thelr views on various issues regarding assistance to
this sector.

New Initiatives taken by IDBI
under SIDF

It is envisaged that IDBI's assistance to the SSI
Sector would increase two-fold from Rs.4075 crores in the
five year period (1981-82 to 1985-86) to Rs.B8150 crores during

the next five years.

seee3 (1i11) 4.
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The new initiatives taken by IDBI for increasing the share

of assistance to SSI sector under the auspices of SIDF are

as under :

i)

ii)

The maximum limit of loan under Composite Loan Scheme
to artisans, village/cottage and tiny industrles was
raised from Rs. 25,000/~ to Rs. 50,000/- per borrower
effective August 1, 1986, The cedling_on Ppopulation
of village/small towns for eligibility under the
scheme was also raised to 5,00,000 from 50,000 with
effect from the same date.

With a view to providing a single window facility

to take care of the term loan as well as working

capital requirements of very small industrial units,
IDBI intrcduced a scheme for providing refinance against
integrated term loans upto Rs.l lakh per unit granted

by State Financial Cofporations (SFCs) as also these
State Industrial Development Corporations (SIDCs)

which perform the functions of SFCs in thelr respective
areas of operation.

111i) To increase the flow of funds to SSI sector from

iv)

v)

vi)

vit}

comrercial banks, IDBI has increased with effect from
August 1, 1986 the extent of refinance in respect of
bank loans to 3SI sector from 60% to 75%.

The limit of loans covered under IDBI's_Automatic
Refinance Scheme was increased from Rs. S5 lakhs to
Rs. 7.50 lakhs per borrower with effect from August
1, 1986.

The maximum amount of assistance in the form of
seed capital from SFC®s Special Capital Fund has

‘been _raised from Rs. 2 lakhs to Rs. 4 lakhs, per

SSI borrower. For thils purpose IDBI has agreed to
augment the Special Capital Fund of SFC.on matching
basis with concerned State Government.

IDBI has introduced a new scheme of assistance to
State Small Industries DEVEIEbmgnt Corporations for
resources support in respect of their activities
mainly in the field of raw material supply, marketing
support to SSI units. So far, assistance aggregating
Rs. 23.15 crores has been sanctioned to 18 SILCs.

IDBI's Rehabilitation Refinance Scheme, which was eusrlier
available in respect of units assisted by SFCs/SIDCs

or self-financed units only, has been extended to

cover sick SSI units exclusively assisted by comme:r 1al

banksS.

oo-3 (iii) )
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xi)
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To meet the technolo$y needs of SSI sector,
IDBI has formulated a scheme for setting up
Model Quality Control Centres in different

parts of the country.

To take care of the indivicdual needs of SSI
units, a Scheme for cqQucessional refinance
assistance with 'NIL'-promoters' contribution
has been introduced with effect from Au~ust
1986 to engble SSI units ta.acguire and instal
quality control and testing equipnent.

A special concessional szeha scheme to meet

the term loan requirements of SSI units promoted
exclusively by wpmen entrepreneurs has been
introduced since August 1986." The Scheme also
provides for training and escort services to
women entrepreneurs by institutions selected

by IDUBI with an assistance ofi Rs. 10,000 per
beneficiary in the form of subsidy from 1DRI.

IDBI is considering in consultation with
Government of India, a Sgi;w§ggg“¢§p1§§;
Sgheme..to provide equity assistance to ex-

n in collaboration with the Director
General (Rehabilitation), Ministry of Defence,
Government of India.

A scheme for providing equity assistance

out of the 'National Equi‘ty Fund® to tiny

units through public sector banks 1s under
formulation by IDBI in consultation with
Ministry of Finance. The Scheme will become
operational after Government of India's approval
is received.

In regard to human resources development,

IDBI has been assisting Entrepreneuriai Development
Programmes through Technical Consultancy Organisations
and other accredited agericies. So far IDBI has
sanctioned assistance ag(jregating Rs. 2.30 crores

for ¢onducting 706 EDPs !for the benefit of over

17,000 entrepreneurs,
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Agenda Item 3(iv)

Position of credit flou
to 551 sector from
commercial banks

Over the period 1973-74 to 1985-86, the number of
8S1 units increased trom 4,16 lakhs to 13.53 lekhs, production
at current prices trom &,7,200 crores to R,61,100 crores,
exports trom K,393 crores to R.2,630 croree and estimated
employment trom 39.70 lakh persons to 95.85 lakh persone
(Annexure V).

Credit assistance provided by commerciel banks to
emell scale industrial sector is treated as pett of credit
to the priority sector, im uwhich banks are expectea to
deploy 40 per cent ol their total credit. Bank credit to
emall scale industrial sector rose ftrom fk, 353_E;6res as at
the end of December 1969 to &.8,61§Wg£g5gg_as at the end of
December 1986 and formed 15:En;gf‘cent of total net bank
credit (R.54,642 crores) ss at the end of December 1986 vide
Annexure III. further, urban co-operative banke are also
required to lend _60 per cent of their total credit to
priority sector including small scale inocustries sector.
Credit data pertaining to sick SSI units financed by commercial
banks is'given in Annexure VI. The total number of sick SSI
units rose from 25,342 as at the end of December 196{ to
1nzl783 as at the enc of December 1985, and the
outstandings of the sick units rose from R,359 crores
to R, 1,071 crores during the period. Qut of 1,117,783 sick
SSI units as on the last Friday of December 1985, 7,839 units
vith outstandings of R.245 crores uwere considered by banks
as potentially viable and 98,187 units with outstandings
M‘k 695 crores as non-viable. Banks are yet to decide about

-
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the viability of the remaining 11,757 units with outetanding
credit of K,131 crores. 2189 units with outetandinge amounting
to R.176 croree were reported to be put under nureing
ptogramme by the financing banks as at the end of December
1985.

The Reverve Bank has issued in February 1987
guidelinae in regard to rehabilitation of sick SSI unite
with particular reference to

a) definition of sick SSI units

b) arresting incipient sicknese

o) criteria for viebility and

d) perameters for reliefs and conceesions
for rehabilitation of potentially viable

sick SSI units.
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Agenda Item 4

Financing of SSI sector in the North-Eastern Region

Introduction

1.1 The North-Eastern Reglon comprises seven States viz.Assam,
Manipur, Meghalaya, Nagaland, Tripura, Arunachal Pradesh and
Mizoram and accounts for 7.7 cer cent of total land area of the
country and 7 per cent of the all-India population. An outline
map of the North-Eastern States is given in Annexure I. Names,
capitals and population of the North-Eastern States are furnished
in Annexure II. The economy of the region is basically agrarian.
Apart from rice, maize, vheat and pulses, it prgduces cash crops
like jute and mesta,plantation crops like tea, coffee and rubber
as also groundnut, sugarcane and potato, Among the major fruits
gronwn in the area, mention may be made of pineapple, orange, lemon,
guava and banana. The regionLyast forests covering sal, teak and

LY

bamboos., The reginsn is also rlch in minaeral resources comprising

mainly crude oil and natural gas.

Industrial Development

1,2 Amcng the fev medium and large industries in the North-

Eastern Region mention may be made of plywood and wood oroducts
manuf acturing, chemical industrias including petro-chemicals,

sugar mills, paper mills, jute mills etc. The maximum concentratlion

of these medlaa ‘and large industries is found in Assam,

1.3 An advisory body, namely, the Vorth-Eastern Council has
been set up by an Act of Parliament in 1971 1 with the sole
objective of developing the entire reglon, Its main function

is to remove the bottlenecks in the davelonment of the region
and concentrate mainly on building up infrastructural facilities
like powar, transsort and skilled manpower.

1.4 For development of handloom,wdavyng and 'handicraft
industries, the North-Eastern Handloom/.and Handicraft Development
Corporation (NELIDC) has been set up.

—
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1.3 The Horth-Eastern Industrial and Technical Consultancy

Organis ition (N“’lgg) renders technical assistance (e.g. formulation of
project profiles, markat surveys, feasibility/viability studies,

swrking out »oroject costs and vorking capital requirements, rehabi-
litatlon packages, etc.) to individual units in the S3I and medium

scs’.3 industrial sector.

1.6 As on December 31, 1983, there vere about 13,000 551 units

in the Worth-Eastern region which constituted 1. 54% of the total
number of suc units in the country. 551 units which have developed
in the North-Eastern region are mainly based on local raw matarials
and/or which cater to local demand.

1.7 The most widespread industrial activity in the region is
hym100m ‘weaving though the activity has not been commercialised on
alarge scale. The traditional loom¢ have to be modernised and the
traditional designs for wider commercial application have to be
studied, to carry out necessary changes in design to suit market
demands. An agency like National Institute of Design, Ahmedabad may
be of help in suggesting improvements in designs.

1.8 Like handlooms, handlicrifts are also an integral part of the
life of the people of the fegion. The important items of handicrafts
are bamboo vorks, w~ood vorks, ivory w~orks, dolls, embroidery, etc.
The Region has also got an exclusive tradition in bell metal and

brassware handicrafts.

1.9 oerxculture is a traditional activity and comorises all the

four varlaties "of silk. Sericultural activity at the pre-cocoon and
past-cocoon stage has not been commercialised and labour productlvity
is low, Basides, exploitation by the middlemen remains to be the

hisic nroblem afflicting tanis sector.

problem areas in the development
of:;sl sector

The region is deficit in power generatlon vhich poses a major

C =

fovlem to the industries. Inadeiuate and poor transsort and canmuni-

.t

caticn facilities continue to ba the most important bottleneck
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inhibiting industrisl advaincement in the North-Eastern Region,
Road transport remains the only reliable means despite the high
cost vis-a-vis the rail transoort. Floods in flood-prone areas

often disrunt road communication.

L1l Both entrenreneurial talent and awareness are mostly lacking

in the region. Due to socio-sconomid background and lack of

exposure to industrial climate, the local youth is averse to risk
taking. Non-availability of sufficient skillad mannower is a major
hurdle in the development of 1ndustr1es. There is lack of co-ordinated
approach for marketing of products of 5SI units. While the SSI units
cannot compete with the outside »roducts, the home market is inadequate
and thinly spread over a large area without proper communication

links, Basic raw materials are not available locally. If available,
they are in short suooly and prices are high. The raw materials are,
therefore, required to be bought from neighbouring States of West
Bengal, Bihar, etc. Although forest resources and other natural
resources are abundantly available,no efforts are made by Government
to transfer ajrooriate technology to peopole involved in such areas
nor are there full-fledged institutions involved in research and

development,

1.12 General observations regarding
working capital finance for
S51 units

It is reported that thare is general shortage of staff in
banks . Lack of expertise for ajrpraisal of credit proposals is also
underscored. At bigger branches, though Advances Cells are function-
ing, a small number of officers are requ1red 'to handle comparatively
large number of credit proposals for processing and follow-up. The
adequacy of bank finance is assessed after taking into cons ideration,
the availability of rav materials locally or through procurement from
distant places in JVest Bengal and Bihar. Though the inventory norms
are broadly observed, these are relaxed on practical con51derat10nq
wherever nacessary. Special facté;é—iIEE"non-avallablllty of raw
materials and consequent transportation from distant places in other.
States (mostly Eastern and Southern) by road in hilly tarrain are

taken into account. It is reported that in some cases, land and
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site developmant costs, inability of the entrepreneurs to provide
mughmmoney and meet preoperative expenses had not been takan into
iccount while appralsing project-=loan proposals of SSI units.

Problems of cottage_and
yillage induStries

ﬁfr'bottage and village industries have an important place in

the economy of the region and provide employment to a predominantly
large section of the neople. Silk-~veaving, soaps, chemicals,handlooms
and handicraft industries are orominent., These industries are not

w1l organised and there 1is lack of co-ordinated approach for marketing
nd research as also modernisation and ungradation of technology.The
problems faced by these units can be briefly enumerated as follows:

—

(1) Non-avallability of raw material locally.

(i1) Escalating costs in transport due to long
distance and terrain.

(11i) Lack of planningy and strateqgies for marketing.
(iv) In the case of silk weaving industry, raw
materials are required to be bought from
Karnataka which is far off.
(v) Recovery of loans is very ooor and
(vi) Absence of modernisation and upgradation of
technology.

L14 The total bank credit to SSI sector in the North-Eastern

kgion, has increased from #,.22.74 crores as at the end of December
980 to Rs.77.88 crores at the end of December 1985; the corresponding
wmber of accounts rose from 17,716 to 41,529 (vide Annexure IX).

‘Tamework of the paper

15 The roles of IDBI, NABARD, Urban Ccoperative Banks and DICGC
nthe duvelonment of SSI sector in the North-Eastern Region are
lscussed in detail in the following paragraphs. In the subsequent
aragraphs dealing with each State separately, the performance of
omercial banks and other primary credit institutions as also DICs
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and related State Government agencies have been dealt with,

-In the end, a summary of the findings and suggestions/action
points for the development of 351 sector, made by ﬁhe Reserve Bank
3tudy Group on Banking Development in North—Eastern Region are
presented. These will form the backdrop for the deliberations

of this Committee.

1,16 Detailed data relating to District Industries Centres,
bank branches, bank credit to SSI sector as also credit to

sick S3I units (State-wise in the North-Eastern Region and All-
India position) are given in the Annexures VII to X,

(- (6)
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2.Role of IDBIL

Financiil assistance to
SSI units including norms
reqarding margin money,

i ollaterals . etg.
2.1 Term loans granted to S3I units by eligible institutions
viz. SFCs/310Cs/Commercial Banks/RHBs/SCBs are refinanced by IDBI,
The extent of refinance granted to JFCS/SIDCS/RRBS/SCBS in respect
of their loans to S3I units in the North Eastern Region is S, 90%
as applicable to industrial units in the small and medium scale
sector in 'A' Category backward districts/regions. The extent of
refinance to commercial banks is 73% of their tem loans to SSI
units irrespectlve of location of pfojects.

2.2 Applications for refinance from eligible financial institutions
are considered under the Autcmatic Refinance Scheme (ARS) of IDBL

in respact of termm loans upto 'Se743 lakhs. Bayond this limit, applica-
tions are considered under the Normal Refinance Scheme (NIS), Under
ARS, applicitions relating to a number of units can be submitted in
one statement for refinance and as there is no second scrutiny of

ARS proposals; applicitions are normally sanctioned within a period

of one week. A simplified procedure is also followed for disbursements.
'Applléggidns under the ormal Refinance Scheme (i.e. for loans
exceeding .7.3 lakhs) are subjected to detailed scrutiny. But

even here, arrangements are made to dispose of such applications
within a period of 2 weeks. A close monitoring of refinance applica-
tions pending heyond 2 weeks 1is made by the Head Office of IUBI

and there have been no instances of delay in disposal of refinance
applications from the North Eastern Region,

2.3 IVBI follows certain norms under the Refinance Scheme in
respect of promoters' contribution, debt-equity ratio, rate of
interest and commitment charge, etc.involved in a project{_ngggggp;e
relaxations are permitted in the case of SSI units from the
North-~Eastern Region,

RSN
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Assistance for modernisation/
technoloqy upgradation etc.

2,4 Assistance under the Refinance Scheme for Modernisation,
which includes assistance for technology upgradation, has not

so far been availed of by institutions/banks in the North Eastern
Region. Efforts are being made to popularise the Scheme by holding
seminars at various pnlaces in the North-Eastern Region and also by
assessing the modernisation needs of certain select industries e.g.
handicrafts. It is understood that National Institute of Design,
Ahmedabad has undertaken a study of the modernisation needs of
handicrafts sector at the'Ih;tance of Development Commissioner
(Handicrafts), Government of India. IDBI will follow up the
reconmendations jointly with Development Commissioner (Handicrafts)
and modernisation programmes based on the recommendations will be
considered for financial assistance under IDBI's scheme,

Refinance assistange

2,5 Total refinance assistance sanctioned in the North Eastern

Region by IUBI was of the order of 1#.1388.07 lakhs and %.1796.37 lakhs
during 1984-85 and 1983-86, respectively. This worked out 'td 1,19%

and 1.16% respectively of total refinance sanctioned at the

all-India lavel during these two years. Statements giving information
on IUBI assistance to North-Eastern Region with State-wise,

scheme-wise and institution-wise break up are given in Tables I to III.

Other information

2,6 As part of its overall strategy for industrialisation of the

North Eastern Region, IDBI has opened five new branch offices at
Agartala (Tripura), Alzawl (Mizoram) Dimapur (Nagaland), Imphal(Manipur)
and Snillong (Meghalaya) besides its existing Regional Office

at Guwahati (Assam), The main task entrusted to these of fices is

of a promotional nature. IV3I is also giving special attention to

the problems and needs of Mizoram mainly in the field of consultancy
support to small entreprenzurs covering subsidy for t:aining and

project consultancy on liberal temms. Besides, thaese offices have
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also been delegated powers to sanction and disburse refinance
assistance for applications submitted under ARS, by primary
lending institutions., IDBI hgas been organising seminars in
different parts of the Region to popularise IUBI schemes of
assistance and to create an avareness among the prospective
entreprenaurial class on industrialisation, After the setting
up of Small Industries Development Fund (SIDF), 16 seminars

were conducted in the Region by the end of December, 1986,

Apart from these, under IDBI's subsidy support, entrepreneurship
programmes specially designed to meet the needs of the Region/
efitrepremeurs are also being organised in association with
North=Eastern Industrial Technical Consultancy Organisation

and Entrepreneurship Development Institute, Ahmedabad. 12 such
programmes have so far been held under subsidy support amounting
to 8.9.50 lakhs; 263 trainees have participated in these
programmes . Five more programmes were slated to be held

before thea end of December 1986,

(---Ta.lrf.w I, T&I
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Table I
State-vise and 5cheme-vise assistance sanctioned by
IDBI to Small Scale Sector (including Small Road
Transport Operators) in the JNorth Eastern Ragion

during the vedars endad June 3Q, 1985 and 198

(s.in lakhs)

*Name of State Refinance of Bills Rediscounting Total
Industrial lLoans 1985 1986 1985 1986
1985 1986 (Year July-=June ) (Year July-June )
(Year July-June) '
1 Assam 929.16 668.01 .11 115,12 930,27 783,13
2 Manipur 6.57 69 018 - - 6.57 69.18
3 Meghalaya 223,33 295.11 - - 223,33 295,11
4 Nagaland 79.79 167.38 - - “79079 167038
5 Tripura 50, 26 133.68 - - 50.26 133.68
6 Arunachal Pradesh 104,91 91.28 - - 104,91 91.28
7 Mizoram 194,05 371.93 - - 194,05 371.93

1588,07 1796.37 1,11 115.12 1589.18 1911.69

—la‘tf -
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1
2
3
4
5
6
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Table II

State-vise and Category-wise refinance assistance

sanctioned by IJBI to Small Scale Sector in the

North Eastern Region durin

Name of State/

ASsam

Manipur
Meghalaya
Nagaland

Tripura

Arunachal Pradesh
Mizoram

Small Road Transport

QOoerators

No,
522
S
180
34
27
101
126

995

t ne 8
(’s.in lakhs)
SSI Composite Loan Total

No. Amount No. Amount No. Amount

Amount
578.35 115 349,09 11 l1.22 648 929.16
6.29 1 0.28 = - 6 6.37
205,78 10 17,35 = - 190 223.33
38,69 10 41,10 = - 44 79.79
24,88 13 17,80 70 7.58 110 50,26
97.24 6 7.42 2 0.25 109 104,91
97.10 42 89,27 86 7.68% 254 194,05
1048,.33 197 522,51 169 16.73 1361 1588,07

# Include %.2.73 lakhs loans to SC/ST.

~op =



Sr Name of State
no

Assam
Manipur
Meghalaya
M Nagaland
Tripura

NoOUDNWN -

Miz ram

Arunachal Pradesh

£ Include %,0,2% lakhs loans to SC/ST

*

Table IIL

Small Road Trans=-

ﬁorg Operators _
0, Amount

469
55
212
146
55
92
128

1157

k.4'51

State-wise and Category-vise sanction of refinance
assistance by IUBI to the Small Scale Sector in the

North Eastern Region durir:

u 983 to a
(Pc.in lakhs)
SS1I Composite Total
Loan

No. Amount No, Amount No, Amonun¥
417.80 128 244,64 34 5,378 631 668,01
61.49 5 4,48 19 3.21 79 69,18
231.96 27 63,01 1 0.14 240 295,11
106,38 9 60,25 3 0.75 158 167,38
42,45 13 65.74 246 25,49 314 133,68
85,39 6 5.27 5 0.62 103 91,28
87.79 54 212,95 671 T1L,1L9%* 853 371.93
1033,26 242 656,34 979 106.97 2378 1796,37

— et -
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J. Assistance from NABARD

3.1 NABARD has formulated a number of refinance schemes
to assist commercial banks/Regional Rural Banks/Cooperative
banks for financing artisans, village and cottage industries
and tiny sector units. Special emphasis 1s laid for
development of handlooms, handicrafts, sericulture, industrial
co-operatives, biogas plants, etc. The refinance schemes
cover both working capital credit and investment credit
(e.g., production/processing and marketing activities,
construction of worksheds, acquisition/modernisation of
machinery and ediiipimeat,. opening/renovation of sajes
emporia, etc.). The salient features of the refinance
facilities of NABARD are as follows 3

i) Refinance will be provided at 90 per cent in respect

of financing of beneficiaries for industries, services and
business (ISB) as also under SC/ST Action Plan both under

IRDP and outside IRDP, The credit assjistance will be in

the nature of composite loans upto Rs.30,000/- for individual
artisans, village and cottage units; For biogas schemes
sanctioned in Eastern and North-Eastern States and under
programmes covered by special agencies like Girijan Development
Corporation, refinance is also available upto 90%.

1i) Loan assistance to individuals, group of individuals,

proprietary/partnership concerns is__ available upto B.5 lakhs
in the case of commercial banks and cooperatives.

111) Registered institutions and industrial cooperatives
having investment in plant and machinery upto #&.35 lakhs
are eligible for higher refinance on merits,

iv) The definition of "group of individuals® has been
assigned an extended meaning to 1inciude a formal or informal
body or an assoclation represented by Cooperative Society,



-4"3¢

registered institution, volumary organisation, promotional
agency, partemership concern, trust, charitable institution,
public and private Ltd. company (individual members not
exceeding 25).

v) Deserving registered institutions outside the KVIC -
fold are also eligible for assistance,

vi) Besides the activities covered by the already approved
22 broad groups of cottage and small scale 1ndustriesﬁ_3£;_
activities under small scale industry approved by the
ngelopment Commissioner (SSI) are also eligible for

assistance.

vii) Overdue norms have been delinked from the eligibility
criteria against both short term and long term advances
for the period June 1986 - June 1988.

viii) In order to expedite sanction and disbursement of
refinance assistance, Automatic Refinance Facility (ARF)
has been extended to flnancing banks in respect of schemes
for composite loans to individuals artisans, term loans/
composite loans to tiny industries and term loan assistance
for infrastructural and promotional support activities to
individuals.

ix) NABARD has set up Soft Loan Assistance Fund for
providing margin money (eguity-type assiétance) to artisans,
cottage and village industrial units as also tiny sector
units. The assistance will be given to prospective
entrepreneurs and tne quantuﬁiassistance will be determined
on the basis of the gap between the normal level of promoetezs'
contribution to the projects and the actual amount the
promoters can bring in from their own resources together
with subsidy, 1f any. The refinance assistance will be
provided to the full extent (100 per cent) of margin money
advances to eligible borrowers. The ultimate beneficiary

will be charged a nominal service charge upto 1 per cent per
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annum on the amount of the margin money loan. The margin
money loan will be recovered in suitable annual instalments
not exceeding 10 years, depending upon the repaying capacity
and cash flows of the units financed.

Special Facilities for
North Eastern Region

3.2 Apart from the above facilities, the following
refinance facilities are made available by NABARD exclusively
for North-Eastern Region.

3.3 Provision of financial assistance by way of composite
loans to individual artisans, group of individuals, Tribal
Development Corporations (2DCs) and Promotional Agencgiesdw
upto a limit of Rs.5,000/-, Rs.30,000/- and Rs.5 lakhs
respectively. The salient features of this scheme are

(1) there is no requirement of margin money for individuals
and group of inéividuals whereas a nominal margin of 5-10%
has been prescribed for TDCs/promotional agencies:

(11) loans are available at concessional rate of interest
of_S% to individuals and group of individuals and 10% to
TDCs/promotional agencies. The assistance to individual
artisan/group of individuals 1is available through commercial
banks and RRBs, whereas the assistance to TDCs/promotional
agencies 1is available through commercial banks.

Margin money, security
etc,

3.4 In respect of individual artisans and groups of
individuals, NABARD has not stipulated any margin but in

case of loans made to TDCs/promotional agencies 5=10%

margin has been stipulated. As regards security, NABARD

has advised banks that it shall be in the form of hypothecatiqn
of assets created out of the loan and/or as may be prescribed
by the financing bank in terms of the guidelines issued by

the RBI from time to time. NABARD has formulated two schemes
for providing financial assistance to voluntary/promotional
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agencies for upgradation of technology and for conducting
Entrepreneurship Development Programmes for rural
entrepreneurs.

3.5 Agency-wise disbursement of refinance assistance
by NABARD to non-farm sector in North Eastern Region upto
30 June 1986 is furnished below

(sein lakhs)
sr. State Commercial Regional
No, Banks : Rurgl Bankg

1, Assam 350.918 159,865
2. Manipur 3.650 0.136
3. Meghalaya - -
4., Mizoram - -
5. Nagaland - -
6. Tripura 43.441 41.693
7. Arunachal Pradesh 0.119 -
Total 1 -398.128 261.69:-

T ———————

N
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4o Position of urban co-op. banks
in the North-Eastern Region

4.1 As on 31 March 1986, there were 1331 urban cooperative
banks in the country, which included 102 salary earners

type of banks, Of these banks, 11 banks in the States

of North-Eastern Region constitufzg—Bnly 0.8 per centqof
total urban cooperative banks in the country. The
state-wise break up of these banks and their deposits and
advances as on 30 June 1985 are as under:

( 8. in crores)

Name of the No, of urban Total Total
State cooperative deposits advances
banks

1, Assam 3 9.78 11.86
2, Manipur 5 3.60 3.37
3. Meghalaya 2 0.25 0.31
4. Tripura 1 0.16 0.12
Se Nagaland - - -

6e Mizoram - - -

e Arunachal Pradesh - - -

- - -

Y PN 13.88.

It may be seen that the resources of the banks
are meagre., Many banks in this region are mostly
providing credit facilities for consumption purposes and
not for productive ventures. Although no precise data
are available ( due to non-submission of returns) the
involvement of these banks in financing artisans, cottage
-ihdhéﬁall scale industries {§ neg;igible,

R.B,I. Refinance facilities
4,2 The Reserve Bank provides refinance fac.lities
at a concessional rate of interest at 2¥2 per ceat
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below the Bank Rate to State Cooperative Banks (SCBs)
on behalf of urban cooperative banks under section
17(2) (bb) read with Section 17(4) (c) of the

Reserve Bank of India Act, 1934 for financing

the working capital requirements of SSI units
covered under 22 broad groups of approved cottage
and small scale industries., This concessional
credit is mainly intended as an incentive to urban
cooperative banks for financing industrial activities
and to supplement their resources, The urban
FOvperative banks from the North-Eastern Region.
have not so far availed of any-refinancé faciiity
}rdm the Reserve Bank of India.

IDBI- Reflnance facllities

4.3 The Industrial Development Bank of India has
not extended the facilities under its Refinance
Scheme to Central and Primary (Urban)

Cooperative Banks functioning in the North-Eastern
States. The scheme has been extended to the

SCBs functioning in only 10 States of the

country to enable the urban cooperative banks

to finance block capital requirements of SSI,

The IDBI has not extended the facilities to
state‘co-operative banks in the North-Eastern
Sta;es viz, Assam, Manipur, Meghalaya and

Tripura mainly due to the unsatisfactory
financial position of state cooperative banks.

———

(oo de i)
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Margin requirements

4.4 In terms 0of RBI circular No.ACD,.

Plan,(IFS) 3702/H. G.4-79/80 dated 2 June
1980, the Urban Banks Department of
Reserve Bank 0of India have issued the
following guidelines regarding margin
requirements:

1) There should be no insistence on
margin for advances upto R, 25,000/~
sanctioned to artisans, village and
cottage industries as a composite term
loan for equipment finance or working
capital or both,

11) 1In respect of advances granted
to cottage and small scale industries
other than those at (1) above upto
Bs. 2,00 lakhs covered under the credit
guarantee scheme for SSI, a uniform margin
of 10% for pledge and hypothecation advances
should be maintained.

oy 2 19)
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1ii) Margin requirement of 104 and 204 should be stipulated

for pledge and hypothecation advances, respectively, in respect
of advances exceeding .2,00 lakhs granted to any cottage and
small scale industry covered under the Credit Guarantee Scheme
for SSI,

RBI Directives on interest rates

4,3 In terms of Reserve Bank's Directive (Urban Bgnks
Department), the folloving interest rates on advances to
small scale industrial units by Urban Banks are effective
from 1L April 1987:

Small Scale industrx

i) Composite loans upto %.25,000/-

(a) Backward areas Not exceeding 11.00%
(b) Other areas Fixed rate 12.00%

ii) Short-term advances

(a) Limit upto and Not exceeding 14%
inclusive of
Rse2.00 lakhs

(b) Limits over ks.2,00 Not exceeding 13,50%

lakhs and upto
Rs.23.00 lakhs

(c) Limits above 16.,50% fixed.,
.25 lakhs

Term loans

1. Small 3cale industry units as in
the new~ definition of 5SI

(a) Backward areas Not exceeding 13.50%

(b) Other areas Fixed rate 13.50%
Data on advances of urban cooperative
4,6 The Urban Banks Devartment of Reserve Bank of India has
prescribed half-yearly returns for submission by urban banks in

respect of advances to priority sectors (including those to SSI
sector). While the Urban Banks Department and AL monitor the
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progress made by banks with working capital of Rs, §
crores and above, the responsiblility of monitorlng has
been entrusted to the federation/s in respect of these
banks with working capital below Rs. 5 crores. The
data in respect of advances made to SSI units by the
banks in North-Eastern Reglon are not available as the
banks have not submitted the returns so far.

L
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5. Small Loans (SSI) Guarantee
Schemes, 1981 of DICGC
North-Eastern Region

5.1 Credit guarantee scheme for small scale industries
sponsored and formulated by the Central Government and

administered by Credit Guarantee Organisation (i.e. Reserve
Bank of India) had been in operation since long., With a
view to facilitating effective co-ordination and operational
flexibility, it was decided that all the credit guarantee
schemes should be integrated under one Organisation i.e.
Deposit Insurance and Credit Guarantee &I1GE6) C'orporation(DIGG-C)
and accordingly, the Government cancelled their credit
guarantee scheme for small scale industrieakx with effect
from the close 0f business on 31 March 1981. At present the
Corporation is discharging the obligations of the Government
arising out of or accruing under the cancelled scheme as

its agent. The Corporation has introduced, with effect

from 1 April 1981,a credit guarantee scheme of 1its own

viz. Small Loans (5SI) Guarantee Scheme, 1981 for covering
advances to SSI. The participation in the scheme 1is
voluntary and open to all commercial banks, Regi onal Rural
Banks, State Financial Corporations, and Co-operative Banks.

5.2 As on 30 June 1386 apart from all the commercial
banks, 10 Réaigﬁal Rural Banks and 2 Co-operative Banks
f%om the North Eastern Region of India are participating in
the Scheme. Advances granted by these credit institutions
to\the small scale industrial units are covered under the
scheme on automatic and bulk coverage basis. The scheme 1s
applicable to whole of India. The Corporation has been
guaranteeing the advances in respect of the backward region
at a special claim rate and the extent of the guarantee
claim payable in these regions is 60 per cent of the amount
in default or ten lakhs of rupees whichever may be lower

in respect of all SSI advances. The normal cover in other
areas is at 50 per cent for borrowers with aggregate credit
facilities exceeding Rs. 2 lakhs. The rate of guarantee
fee charged is uniform at ¥2 per cent per annum for credit
facilities upto Rs. 25,000/- and at 3/4 per cent pet annum
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for higher credit facilities. The guarantee fees payabg
to DICGC on advances sanctioned to weaker secti g
including artisans, village and QCtZagg {ndustries where

individual credit reGuirements do not exceed Rs.25, 000/-

0
are required to belgaﬁﬁsaRH should not be recovered from
the borrowers, The North-Eastern Region falls under the

area of operation of the Calcutta Office of DICGC covering
Bihar, Orissa, Vest Bengal and the North Eastern States.

G ea®
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6, Assam

Institutional set up in Assam
for deve;_pment of SSI sector

6.1 The institutional set up for the development of industries

in Assam consists of Assam Small Industries Development Corporation,
Assam Financial Corporation (AFC), Assam Electronics Development
Ccorporation, Assam Tea Corporation, Khadi and Village Industries
Board, Assam Hills SIDC, SISI and National Institute of Small Industm
Extension Training. Besides, the State Government operates various
schemes, like Entrepreneuriil Motivation Training Programme, supply of
scarce imported raw materials, margin money scheme, Central Investmer
Subsidy Scheme, Transport Subsidy Schemes, etc,

District Industries Centres (DICs)

6.2 There were 10 DICs in the erstwhile 10 districts of Assam
prior to 15 August 1986. After reorganisation of some districts,
there are now 18 districts, On 15 August 1986 in six of the eight
new districts, DICs have been established. DIC at Kamrup caters

to three districts viz. Kamrup, Nalbari and ﬁragjyotipur. Credit
Managers have been posted by the State Government in DICs of seven
erstwhile districts. The remaining posts are unfilled. District
Advisory Comnittees have been constituted in 16 districts out of
eighteen districts. However, the meetings of these Advisory Committese
are held very irregularly although they are required to meet at least

once in a year.

6.3 The total bank/credit to SSI sector in Assam has risen
from RBs.19.43 crores as at the end of December 1980 to k,61,02 crores

at the end of December 1985; the number of borrowal accounts have

correspondingly increased from 13, 203 to 29,512 (vide Annexure IX).

Co -
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Performance of Assam
Flnancial Corporation

64 The Assam Financial Corporation (AFC) is a joint financial
corporation for Assam, Tripura, Manipur and Meghalaya, mriﬁg the.
year 1985-86 the SSIs accounted for 95,7 per cent of the total number
of units assisted (11l out of 116) while in terms of amount thege

formed 60.2% (Rs,186.21 lakhs), Sanctions and disbursements to SSIs
during 1984-85 and 1985-86 were as under :

(s lakhs)
1984-85 1985-86
No.of Units Amt, No.of Units Amt,
Sanctions 88 188,46 111 186,21
Disbursement 90 ?{’/142.88 ? 79 133.02

The Corporation has started processing, sanctioning and
disbursing loans at the branch le_yel‘\. This practice is expected
to help small entrepreneu\;;ﬁ. Besides, the sanctioning powers of
the Regional Managers and Branch Managers have been enhanced from
50.50 lakh to Rse2.00 lakhs and from Rs,0.25 lakh to R.0.50 lakh
respectively. The branch net-work has been expanded and the branchas
ire activised by giving them individual targets. Theﬁgf@fg for
loan appraisal and documentation has been streamlined. _

———

In view of the low level of recoveries (around 35% for the
year ended 30 June 1985), the AFC has reconstituted thq Monitoring
Cell which meets at regular intervals to study and suggest measures
f§F Tehabilitation or legal action and branch recovery targets are
rviwed on a quarterly hasis.

parformanca of IDBT
8.1 In Assam, from September 1976 to Jurie 1983, the IDBI has

qnctioned refinance to 654 SSI units (16% of the total units
tncluding small and medium) for Rs.12.,84 crores accounting for
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