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Report of the Inter-Institutional Group on
co-ordination of the lending operations of
term lending institutions and commercial banks,

Chapter - I

Introduction

1.1 Constitution of the
Inter-Institutional Group

In pursuance of the decision taken at the Governor's
meeting with the Chairmen of the term lending institutions
and commercial banks on the 28th March 1978, the Reserve
Bank of 1India constituted an inter-institutional group
with the following members to elucidate and review the
matters relating to co-ordination of the lending
operations of the term lending institutions and banks
raised at the aforesaid meeting:-

1. Shri A.K.Bhuchar, Convenor
Additional Chief Officer,
Department of Banking Operations
and Development,
Reserve Bank of India,
Central Office,
Bombay.

2. Shri D.G.Borkar,
Deputy Chief Officer,
Credit Planning and Banking
Development Cell,
Reserve Bank of India,
Central Office,
Bombay.

3. Dr.S.A.Dave,
Economic Adviser,
Industrial Development Bank of India,
Bombay.

4. Shri H.S.Majumder,
Deputy Managing Director (Operations),
State Bank of India,
Central Office,
Bombay.
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5. Shri S.S.Nadkarni,
Joint General Manager,
Industrial Credit & Investment
Corporation of India ,J&4 -
Bombay.

6. Shri B.V.Sonalker, (Representing
Indian Banks' Association)
General lManager,
Bank of India,
Head Office,
Bombay.

1.2 Terms of reference

The terms of reference of the Group are to
examine and make recommendations on the following points:
i) Criteria for sharing term loans between term
lending institutions and commercial banks;

ii) Provision of adequate and timely working capital
finance to units to whom term loans (including
soft loans) have been sanctioned by term lending
institutions;

iii) Problems connected with disbursal of soft loans
by term lending institutions in cases involving
commercial banks;

iv) Establishment of letters of credit by 5anks
for large amounts before a project is appraised;

v) Sharing of securities between term lending
institutions and commercial banks;

vi) Standardisation of documents to reduce the
time lag between sanction and disbursal of loansj

vii) Guarantees by commercial banks for bridging
finance;

viii) Sharing of cash flows;
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ix) Nursing of sick units - in particular
financing of cash losses;
x) Exchange of information between term
lending institutions and banks;
xi) Need for an on-going mechanism for
co-ordination;
xii) To make recommendations on any other related
matter as the Group may consider germane
to the subject of enquiry or any other
allied matter which may be specifically
referred to it by the Reserve Bank of India.

1.3 Meetings of the Group

The Group held nine meetings, all in Bombay,
The first meeting was held on the Sth April 1978.
Dr.S.A.Dave could attend only the first two meetings
as he proceeded on leave thereafter.

1.4 Existing arrangements and
need for co-ordinpation

Term lending institutions perform a specialised
function of, inter-alia, providing medium and long
term credit required for creation of industrial
capacity either by setting up of new units or by
expansion/modernisation/diversification of existing
units. Commercial banks on the other hand have been
mainly providing working capital credit for operating
the units and utilising the capacity that has been

created. The banks and term lending institutions have
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thus been performing complementary roles but without
systematic co-ordination. Further, commercial banks
have also been providing term loans for small amounts
on their own and for larger amounts in participation
with term lending institutions. Over a period the
involvement of commercial banks in term lending either
in participation with term lending institutions or
otherwise has gradually increased again emphasizing
the need for close co-ordination. Further still, the
growing sickness in industry requiring systematic
efforts to control it and rehabilitate the afflicted
units has thrown new challenges calling for close and
effective co-ordination between term lending insti ti-
tions and the commercial banks not only in their
policies but also in their attitudes and approach
towards the problems of industry. The absence of such
an understanding and system of co-ordination acts to
the detriment of not only the industry but also the
interests of the term lending institutions and
commercial banks themselves.

1.5 Approach to the terms of reference

In examining the question of co-ordination
between tre term lendipg institutions and banks in
the areas covered by the terms of reference, the Group's
approach was guided by the following considerations:-
i) The roles of the term lending institutions

and banks in financing a unit, as stated



above, are complementary in nature. Their
interests co-exist inasmuch as safety and

realisability of the funds lent devend primarily

on the success of the venture.

(1i) The security for the lending institutions
rcally lies in the viability of the unit as
seen in its ability to generate surplus and
repay the loans within a reasonable period and
not so much in the value of physical assets or
margin though their importance cannot be
minimized.

(11i )Any system of co-ordination should aim at
reducing the time factor in decision making
to a significant extent so that timely assistance

is provided to the industry.

(iv)Co-ordination should ensure that while the
institutional policies are in alignment with
each other, these should aim-at serving the
genuine needs of the industry. In other words,
the focus of the policies (as also systems and
procedures ) should be to meet the needs of the
borrower in time without jeopardizing the
interests Jf the lending institutions. At the
same time, the borrower has an obligation not

only to give unstinted co-operation to the
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(vi)
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lending institutions at every stage but also

to account for effective and economical use
of the borrowed funds so that the assets to be

created are put to productive use as early as

possible and at minimum cost.

Co-ordination is a continuing need right from
the pre-sanction stage through the loan
disbursal and post-disbursal stages till the

entire institutional dues are repaid.

Promoters should have continuing commitment

and stake in the assisted unit and should

continue to perform the entrepreneural functions

essential for the success of the venture;

the lending institutions (which expression
includes term lending institutions and commer-
cial banks) could only supplement their

resources for =chieving the desired objectives.
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CHAPTER - II

Sharing of term loans and bTovision of
adequate and timely working capital finance

2.1 As stated earlier, term lending institutions are
specialised institutions set up for providing term finance
while the commercial banks mainly provide short term funds
required for working capital purposes. The banks also
provide term finance,to a limited ex%ent, individually as
well as in participation with the term lending institutions
and their involvement in this area has shown an increasing
treng in recent years., Term loans granted by Commercial
banks to industries which aggregated about ks.375 crores as
at the end of December 1972 and constituted 10.8% of total
bank credit to industries, increased to Fs.968 crores(15.4%)
as at the end of June 1976.In several cases, commercial
banks have shared term loans with the term lending
institutions but the sharing ratio was in all cases decided
in an gd hoc manner in the absence of any set criteria. On
an examination of the term loans sanctioned by all-India
term lending institutions during 1976 and 1977, it was
observed that there was no set pattern of sharing in
individual cases but on an aggregate basis, the share of
commercial banks amounted to 12.7% in 1¢76 and 22.1% in 1977.
The absence of an agrecd basis for sharing term loans
between the term lending institutions and banks creates
problems in regard to credit planning both from the point

of -the banking system as a wihole as also the individual. banks,

# Source BSR data
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2.2 We fecl that while the provision of term finance is

primarily the function of term lending institutions,as banks

do participate in such financing in certain cases,there should

be an agreed basis for broadly sharing the term loans between

the term lending institutions and banks. We rccommend the

following criteria for deciding the participation.

a) The term lending instituiions should fix a cut-off

point below which they would not ordinarily expect banks

to participate. The cut-off point should be conveyed to

the banks. However, if in any particular case the borrower

wants its banker to participate, the term lending institutions

may consider the request on merit.

b) In individual cases above the cut off point where
share of

both the term lending institutions and banks participate,the/

the banks should broadly be within 25 to 30% of the term

loans sanctioned.

The above criteria should be reviewed by the
Industrial Development Bank of India periodically, say, once
a year in consultation with Reserve Bank of India and
modified if necessary to, inter alia, ensure that the share
of the banking system on an aggregate basis does not exceed
about 25% of the total term loans sanctioned by the
term lending institutions(including the share of the banks.

over a year,
and loans below the cut off point)/ This function can be
taken over by the Standing Co-ordination Committee as and

when set up in terms of our recommendation contained in
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paragr.ph 8.2 of this report.

2.3 Guarantees and acceptances of deferred credit being
in the nature of term loans, except that laying of funds is
not involved, should be treated as term loans for the purpose
of sharing. In individual cases,therefore, if the pattern .
acceploncen ap dejerecl cvedd\
of financing includes both deferred—payment guaran ees/and
term loans, the share of respective institutions/banks should
be determined on the basis of the total of both types of
assistance.
2.4 The customer should, at an early stage, indicate
the banker/s which will participate in providing the term
loans (as also grant working capital finance).
2.5 If the designated bank for any reason is not in a
position to fully take up its share, it should find other
banks which would be willing to participate. The number of
banks should, however, be kept as few as possible consistent
with the size of the project for operational convenience,
2.6 Where more than one bank participates in the term
loan, the banks in consultation with the borrower should.
designate one of themselves as the *1ead bank™ for the
project in question keeping in view its share in financing,
specialisation on industry basis, location,etc. So far as
term lending institutions are concerned they have already
the practice of nominating one of themselves as 'lead

institution' for the project.
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2.7 In the case of very large projects where the share
of banking system in the total term loan assistance is
likely to be substantial, the lead term lending institution/
bank should consult the Reserve Bank of India at the initial
stage itself indicating the banks which are to be invited

to join the consortium and in determining their respective
shares. While this is suggested Because of the impact of
large participation by banks on the resources position of
the banking system as a whole as also of individual banks
and consequently on credit planning,we do realise that the
primary responsibility of finding the banks to finance the
project rests with the promoters themselves. The Reserve Bank
may take a view from time to~time as to the limit that is

to be set for the aforsesaid purpose and advise the banks

as also IDBI appropriately.

2.8 In cases where the lending institutions decide to
finance the overruns in the assisted projects on merits

of individual cases, the additional loans should normally

be shared by the institutions in the same proportion in
which the original term loans were shared.

2.9 As a part of project assistance, the term lending
institutions have been providing underwriting assistance to
a significant extent. In select cases, banks have partici-
pated in this regard but their involvement has been nominal.
We have not, however, gome into this aspect to offer any

comments.
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Chapter - IIT

Appraisal

3.1 At present, there is no satisfactory system of
associating the barnk/s with the appraisal of projects and
consequently they remain in dark about the nature of the
project and its merits till the borrower approaches them
for grant of working capital finance or they are called
upon to share in term finance. The banks are, therefore,
unable to give any commitment at the appropriate stage

in many cases, that they would provide the necessary work-
ing capital finance when the unit goes into operation.
Further, while the nature of the exercise banks do for
assessing working capital needs is entirely different
from the term loan appraisals, they do look into the
feasibility of the project as also its funding to see
whether the industrial unit would have adequate long term
funds for working capital margin as per the criteria laid
down by the Reserve Bank. Thus, in the course of working
capital assessment, banker goes through a part of the
exercise already done by term lehding institutions. If
for any reason the working capital requirements are under-
estimated and a lesser provision is made towards margin for
working capital or if margin provided has been eroded due
to overruns, the banks will find it difficult to sanction
adequate working capital finance,

3.2 Joint appraisal of term loans (including under

Soft Loan Scheme) by the term lending institutions and
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banks (whether the banks partiecipate in term loans or not)
would help develop better understanding of the project and
lead to timely sanction of adequate working capital limits.
It is, therefore, advisable for the term lending institut-
ions to associate the financing bank/s at the appraisal
stage itself. The promoters should be asked to indicate the
name of the bank which will provide working capital finance.
The specified bank should be invited by the term lending
institutiongto each meeting*during the appraisal stage. If
more than one bank is proposed to provide working capital
finance, all the banks need not be invited. The lead

bank and one of the remaining banks only may participate

to keep the size of the appraisal team within manageable
limit for meaningful discussions and avoiding delays. The
bank other than lead bank should preferably be a small bank,
as this type of association would expose its officers to the
techniques of term financing.\ It should be the responsibility
of the 1lead bank to keep the other participating banks
informed and seek their advice from time to time.

3.3 The stageat which the bank is to be involved could
be after the term lending institution completes the
preliminary examination of the proposal and considers it
worthwhile for further processing; it should at any rate

be before the joint site inépeetion is taken up.

3.4 While the banks will be associated with the appraisal,
the main responsibility for appraisal involved. will have

to remain with the term lending institutions.
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3.5 In funding the project, it should be, inter alia,
ensured that the gW¥pss working capital requirements are
estimated on a realistic basis in consultation with the
banks so that the margin provision will be adequate
initially as well as when the unit attains the normal level
of operations and the borrower will have no problem in com-
Plying with the criteria laid down by the Reserve Bank of
India.

3.6 The appraisal team should prepare a joint appraisal
note which would form the basis for preparing the Board
memoranda by the respective term lending institutions and
banks. The participating institutions/banks may also
exchange the memoranda with each other, for information.
3.7 In case the requested loan assistance is for
relatively small amounts, say for purchasing balancing
equipments, etc.,, the appraisal need not be a joint
exercise; the other institutions should, however, be kept
informed.

3.8 For the purpose of co-ordination, each bank and
term lending institution: should have a focal point with-
in their Head/Central Offices. Further, for each

project they should designate a senior official (with an
alternative) who will be the contact point for the
purposes of that project.

3.9 There should be timely exchange of information

and discussions between the term lending institutions and

banks on overruns of projects in time and costs and they
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may jointly take up the matter with the promoters for bring-
ing in additional funds so that the borrower will maintain
bglanced financial structure and there is no diversion of
short term funds towards capital costs. If the circumstances
so warrant, the participating institutions may consider
additional term loans by taking such safeguards as may be
necessary.
3.10 There should be a joint in-depth review of the
progress made in the implementation of the project so that
corrective steps, if necessary, could be taiken well in
time. ©Such a review may be done, every half-year. A
review should also be undertaken after-the borrowers have
committed 75 per cent of the project costs (including
letters of credit) or three months before the scheduled
date for completion of the project, whichever is earlier,
Such-a system would enable the term lending institutions
to detect the overruns also and to take necessary
steps.
3.11 Working capital limits should be sanctioned by
banks at least three months before the date set for
commencement of commercial production.
Establishment of letters of

credit by banks for large
amounts before a project is

appraised

3.12 Quite often promoters request the banks to estab-

lish. letters of credit for import of capital equipment

pending sanction of term loans by the term lending
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institutions, in view of the long time involved in obtaining
supplies or to protect against price rise. This creates
problems for the banks as in the event of the term loans not
being sanctioned, they have no way of realising the dues. The
banks should not, therefore, consider establishing lettergof
credit for import of capital equipment until the term loans
for financing the project are committed. When letters of credit
are actually established after the term loans are committed,
the lending institutions should agree to specify the term
loan/s which will be utilised for payment of bills
negotiated under the lettersof credit. in question.
3.13 In exceptional cases, if the bank is fully satisfied
that the existing unit would be able to pay the bills out
of its normal cash generation irrespective of the sanction
of the loan or when the bank feels that in the event of
the term lending institution not sanctioning the loan it
could meet the requirements of funds on its own, it may
agree to establish lettergof credit.
314 In the case of large projects of national
importance, if it is felt that the loan assistance is not
likely to be denied on any account, banks may consider
establishing the lettersof credit., where necessary, only
after IIM has tentatively cleared the project and in con-
sultation with RBI and IDBI,

Guarantees by commarcial banks
for brideing finance

3.15 As a measure of expediting utilisation of assistance
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sanctioned term lending institutions grant bridging loans
for a maximum period of one year to borrowers who have been
sanctioned term/soft loans, pending execution of security
documents and compliance with various stipulations, which
take time. Sometimes, the financial institutions require
the borrowers to furnish bank guarantees for sanction of
bridge loans.
3.16 Issue of bank guarantee for bridge loan involves
several considerations, firstly the risk attached to
defective title or the customer not complying with the
stipulated terms and conditions and secondly, the avail-
ability of security. Furnishing of guarantee becomes all
the more difficult when a banker does not know the merits
of the project, not having been involved in its appraisal,
Banks are, therefore, reluctant to provide such guarantees,
It 'is urged by them that as the term lending institutions
have since evolved procedures for disbursing bridge finance
on the strength of personal guarantees of promoters,
hypothecation of assets proposed to be acquired, etc., the
latter should secure their position accordingly and
that the borrowers should not be required to furnish bank
guarantee for disbursal of bridge finance. We agree with
this view as the suggested procedure will not only expedite
disbursement of bridge loans but also result in saving
to the borrower of the guarantee commission which it would
have otherwise paid to the guarantor bank. For the same

reasons banks should not generally grant bridge loans
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against the commitment of other lending institutions.

3.17 There could be no objection if in any particular
case the bank volunteers to furnish the guarantee having
regard to the amount involved, the security availlable with
it and the wyalue of the connection.

Sharing of securities between

term lending institutions and
banks

3.18 Normally, the term lending institutions and banks
would not face any problem in sharing the securities of the
borrower if the former has extended term loans and the
latter working capital funds only. The term lending in-
stitutions will have first charge over the fixed assets for
the term loans while the banks will have first charge over
the current assets for the working capital funds provided
by them. There will also not be any problem if the banks
participate with the term lending institutions in term
financing, sharing the fixed assets with the former on pari
passu basis. But ¢very often problems do arise in sharing
the securities generally in the following types of :ituationss
(1) Where the banks are holding first charge over
the fixed assets as collateral or even prime securities
for working capital advances, due to weak financial position
of the borrower and deficiencies in margin, etc., and the
term lending institutions want the banks to release their
prior charge for soft loans/other term loans they propose

to grant.
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(ii) Where the charge over fixed assets is held by
term lending institutions, they are reluctant to concede
pari passu charge in favour of the banks for advances
granted by them as a part of nursing/holding operation
with low margin or without margin or even without security,
due to cash losses incurred by the unit.

(iii) Banks have lent beyond the permissible limits
owing to inadequate provision of the working capital margin
while funding the project or erosion of the margin due to
overruns in cost or diversion of short term funds for
acquisition of non-current assets,etc., and would like to
identify the excess borrowing and covert it into working
capital term loan with a pari passu charge over fixed
assets with a view to correcting the imbalance.

3.19 We are of the considered view that it is in the
mutual interests of the term lending institutions and banks
not to delay financial assistance (where such assistance

is otherwise justified), while discussions are going on in
regard to sharing of securities. We, therefore, stress that
the principle for sharing the avallable securities should
be that no institution tries to oversecure its position at
the cost of other institutions. In this view and con-
sidering all other relevant aspects, we are of the opinion
that sharing of securities as between the term lending

institutions and banks should be on the following basiss
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(a) For saft loans, Term lending institutions and
term loans, WCTL
and guarantees/ banks should have pari passu
acceptancesof
deferred credit charge over the entire fixed

assets of the assisted units
Banks should be given second
charge for working capital
limits, in case they so request
on account of weak financial
position or other acceptable
reasons.
Banks will have exclusive charge
over the current assets. They
should concede second charge
over these assets in favour
of term lending institutions,
when requested,
3.20 Term loans for the above purpose will include all
loans stipulated to be repayable out of the future cash
generation o% the unit and granted for the purpose of
ir.-estment or remedying the deficiency in working capital
margin or meeting cash losses. 1f the banks have already
financed any of the above purposes by allowing excess
drawings in cash credit,etc.,(i.e.,over and above permissible
bank finance), there should be no objection to the banks
converting such excess into a term loan (WCTL) for sharing
the security of block assets on pari passu basis. In some

cases the deficiency may increase over a period due to
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additional losses, shortfall in stock,etc., necessitating
additional term loans (in the nature of working capital
term loan) and in that event there should be no objection
to extend pari passu charge over the fixed assets in
respect of such loans. The situations referred to above
are only illustrative in nature. While the guidelines
given above would, by and large, meet all the situations,
there may be certain circumstances when it will be necessary
to modify the formula to suit the specific needs. Therefore,
in all cases there should be dialogue between the lending
institutions to arrive at an acceptable basis in sharing
the securities. In addition, the banks may have a second
charge on'fixed assets in respect of working capital
finance in such cases. When such second charge exists in
favour of the banks, .the term ;ending institutions should
obtain the consent of the banks before sanctioning additional
term loans to the unit as this might affect the banks?
overall security.

3.21 Banks/financial institutions expect certain minimum
margin in respect of term loans and that the value of fixed
assets of the borrower would be adeguate to provide such
margin. If in a particular case, it becomes necessary for

one of the institutions to grant loans for meeting the cash
losses during holdir; operations €ill lohg term solutions of

the problems of the borrower are found, the institutions
having first charge over the fixed assets should not refuse

to concede pari passu charge in respect of such loans for

the reason that the resultant margin will be diluted to a
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level lower than the margin normally maintained. In other
words, once the loan is considered as eligible for pari passu
charge as per the suggestions given above, considerations
such as inadequaey of margin, etc., should not come in the
way of conceding pari passu charge.

3.22 If the financing bank has not already granted a term
loan but is holding first charge over the block assets of
the unit as collateral security for working capital limits
and the term lending ihstitution proposes to grant soft loans
to such a unit, the bank should concede prior charge in
respect of the proposed soft loan. However, if there is

an excess borrowing due to deficiency in the net working
capital of the unit, the bank should identify the excess
and convert 1t into working capital term loan for sharing
the security on pari passu basis with the term lending
institution as stated in the nprevious paragraph. While
doing so, if the normal margin is available for the term
loans and working capital term loan, there will be no
problem. But there may be cases where due to very weak
financial position of the unit, the margin available to the
institutions/banks for the proposed soft loan/working
capital term loan may be too inadequate to risk the wventure
This may be 1llustrated in the following two hypothetical

examples:
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J1llustration 1 (In lakhs of rupees)
Liabilities Assets
Capital 80 Fixed assets 100
Other creditors 40 Current assets 100
Bank 80
200 200

Illustration 2

Capital 80 Fixed assets 100
Creditors 40 Current assets 100
Bank: 110 Loss balance 30

230 230

In both the cases, the net working capital gap (WCG) will
be ks 60 lakhs /7 Current assets - Current liabilities
(other than bank borrowings),i.e., 100 - 40 = 6G /. The
permissible bank finance (PBF) at 75 per cent of WCG will

be ks 45 lakhs. Working €apital Term Loan (WCTL) = Bank
borrowings - PBF

80 - 45 = 35
110- 45 = 65

In Illustration 1: WCTL

In Illustration 2: WCTL

Assuming that out of a soft loan of ks 60 lakhs, only
B 40 lakhs will be utilised for acquisition of fixed assets,
the position of the aggregate term loans vis-a-vis securities

will be as under:
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Illgstration 1

Total loans Security
Soft loan 60 Original 100
WCTL 35 Addition 40
o5 140

Margin available: about 32 per cent
Illustration 2

Soft loan 60 Original 100
WCTL 65 Addition: Lo
125 140

Margin available: about 10 per cent

In cases of the type referred to in Illustration 1, there
should not be any problem in granting the soft loan and
ranking it pari passu wiﬁh working capital term loan as
adequate margin is available.

In cases, however, of the type referred to in
Illustration 2 or in any worse situation, as the margin
availablé is below the level normally expected, the lending
institutions might hesitate to agree to pari passu charge
in respect of the soft loan and WCTL,

3.23 In such cases where the available margin is too
inadequate, we suggest that the promoters should be asked to
bring in funds and if they are not capable of réising the
resources and the term lending institutions and the banks

are satisfied about the merits of the case, they may deal
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with the problem in the following manner:

(i) Term lending institutions/banks may consider a
lower margin in respect of soft loan/MCTL to the extent they
deem proper depending upon the merits of the case.

(ii) Financing banksmay consider liberalising the
lending norm to some extent thereby reducing the quantum of
WCTL but in any case the resultant current ratio should not
be worse than 1 : 1.

(iii) Where necessary, the term lending institutions
and banks may suggest to the Government to infuse unsecured
interest-free long term loans, etc., if the revival of the
unit is considered essential in public interest,

3.24 Where securities have been shared by the term
lending institutions and banks and it is proposed to take
legal action or enforce the security, there should be
prior consultations among them. The lending institution
which has second charge over the fixed or current assets
should not enforce its right on such assets without the
consent of the institution holding the prior charge.
Conversely, the lending institution having first charge
should not enforce its rights on such assets without

the consent of the institutions holding second charge.
3.25 Guarantees/acceptancesof deferred credit should
be treated as term loans for the purposes of sharing the
security. Banks are generally called upon to issue
guarantees/acceptancesof deferred credit for purchase of

balancing equipments etc., from time to time. Although
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the amount of individual transaction may not appear large,
they are numerous and the aggregate of such commitments over
a period becomes substantial, Therefore; in principle, there
should not be any objection to the banks having a pari passu
charge over the fixed assets in respect of guarantecs/accept-
ances of deferred credit also., However, there are certain
cumbersome formalities in extending such pari passu charge
which are discussed in detail in paragraph 4.8 of the report.

Problems connected with the
disbursal of soft loans

3,26 - At present, there being no consensus or understand-
ing between the term lending institutions and banks on some
of the major issues,such as,sharing of securities and cash
flows, financing of cash losses, etc., problems arise in
sanction and disbursal of soft loans,particularly in the
case of weak and sick units. One of the major problems arises
whenlgizancing bank is already having first charge on the
fixed assets of the assisted unit which is being considered
by the term lending instltutions for sanction of soft loans,
inasmich as the latter want the financing bank/s to vacate
their charge in favour of the term lending institutions to
secure the soft loans with the first charge over the fixed
assets of the unit, This problem has already been discussed
by us and solution suggested in paragraph 3.23.

3.27 Besides, term lending institutions generally stipu-

late that the banks should also allow certain reliefs to

the units by way of conversion of the irregular/overdrawn
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portion of the cash credit/overdraft accounts into term loans,
scaling down of interest rates, funding of arrear interest,
etc.,, to make them viable.

3.28 We ar;fkbe view that the lending institutions may
consider, as a};art of nursing programme, funding of arrear
interest, conversion of excess drawings in the cash credit
accounts into term loans, reducing the rate of interest and
margins appropriately, provided such concessions are
necessary to make the unit viable., If the term lending
institutions are of the opinién (while granting soft loans)
that such concessions are necessary, they should discuss
these aspects with the financing banks before stipulating
such conditidns in soft loan sanctions. This problem may

be mitigated in future as the proposed joint appraisal would

afford enough opportunities to exchange the view points

and arrive at a consensus,
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CHAPTER - IV

Standardisation of documents

4.1 Among the various reasons for the delay in the
disbursal of loans after sanction, the most important is

the time taken in the scrutiny of the title to property,
search of land records, etc., and documentation. The delay
is all the more when each of the participating institutions
banks makes the same exercise separately. There is, therefore,
need for standardisation and simplification of loan
documents, agreements,etc., to avoid delay and reduce the
costs involved.

4.2 Scrutiny of title to property should not be done
separately by each of the participating institutions/banks.
IFCI is reported to be having a full fledged Legal Departument
to examine the title to property and draft the documents

and the other term lending institutions are at present
accepting the opinion of the Legal Department of IFCI as
sufficient. Banks may also accept the examination of title
deeds by IFCI, where IFCI is involved in financing. In other
cases, the title should be got examined and the documents
drafted by a solicitor acceptable to the participating
institutions,

4.3 Scrutiny of title deeds, search of land records,
obtaining the permission from the appropriate authority
under the Urban iand Ceiling Act, where required, etc.,
should be taken up simultaneously with the appraisal of

loan proposal to reduce the time lag between the sanciion
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and the first disbursement of loan.

4.4 Lead Institution/lead bank should undertake the
responsibility of preparing/finalising the documents.

4.5 The present practice in regard to documentation
obtaining among the term lending institutions is that

LIC or one of the other institutions (which has a smallest
share)takes a legal mortgage in English form and all the
other participating term lending institutions take a joint
equitable mortgage by deposit of title deeds with one of
the institutions, creating first charge in respect of the
borrowing unit's fixed assets and separate deeds of
hypothecation creating second charge in their favour in
respect of the unit's current assets (first charge being
in favour of the banks providing working capital funds),
both charges ranking pari passu inter se. This practice

is reported to have been extended, in certain cases, to
cover also the banks who participate in term financing
with the term lending institutions. We suggest that the
practice as above should be extended to all cases uniformly
where the banks participate in the consortium in term
financing.

4.6 As regards the loan document waich is taken by the
lending institutions, we are advised that it is legally
feasible to have one standard format applicable to all

the participating institutions. The only major problem
seems to be that generally there is a wide time gap between

the dates of sanction of loans by the participating
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institutions and unless the sanctions of all the institutions
are received, the common loan agreement cannot be executed.
We feel that this is an administrative problem and would be
considerably mitigated in future in view of the joint
appraisal and joint preparation of appraisal note for the
Boards of the respective institution recommended in paragraph
3.6 of the report. We, therefore, recommend that standard
loan agreement should be devised by Industrial Development
Bank of India for adoption by banks and term lending
institutions,Conscious efforts should also be made by the
institutions to cut delays and ensure more or less

simul taneous sanction of the loans..

4.7 Further, in order to facilitate execution of joint
loan documents, the participating institutions/banks should
stipulate same terms and conditions as far as possible while
sanctioning the loans. There may be variations in the rates
of interest and terms of repayment stipulated by the
different lending institutions. We understand that these
variations will necessitate only minor modification to

the standard documents.

4.8 As regards the guarantees/acceptances of deferred
credit subsequently issued by the banks from time to time

on behalf of the borrowing unit for purchase of equipments,
etc., the existing practice is that such gudrantces/acceptances of
deferredczeiiz secured by a first hypothecation charge in
favour of the bank granting such facility on the specific

equipment purchased under such facility. The other



- 80 -
participating institutions/banks already having a charge on
all the fixed assets of the borrower release the prior charge
on the specific item in favour of the bank concerned by
issuing a release letter. As mentioned in paragraph 3.25
of the report,gims these commitments amount to a substantial
sum in many cases, banks are of the view that the overall
pari passu charge given to them should be enhanced to cover
the subsequent guarantees/acceptance of deferred credit also.
While there may not be any objection to this in principle,
there will be procedural difficulties as the original
mortgage will have to be reopened and a supplemental deed
to be executed each time the pari passu charge has to be
enhanced. This difficulty could be minimised to some extent
by the banks ascertaining from the borrowers the aggregate
deferred credit
amount of guarantees/acceptances of / they would be requiring
in the following year, and then sanctioning a single Iimit" for
the whole amounfigbbtainingnecessary supplemental deeds at
a time., However, this is not mecessarily a complete solution
to the problem. Besides, this does involve certain amount df
procedural work and adds to the cost of stamp duty. The banks
ghould, therefore, consider this aspect in individual
cases and decide whether the advantages of enhancing the
regular mortgage charge outweigh the disadvantages or
whether because of the smallness of the amount involved,
they would prefer to follow the existing practice of
deferred credit
securing guarantees/acceptances of / by a hypothecation

charge on the specific assets and getting a release of
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the prior charge from other institutions. But if a
bank wWltimately decides to enhance its mortgage charge,

the term lending institutions should agree to it.
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Chapter V

Exchange of Information

5.1 Term lending institutions generally request the
commercial banks to furnish credit reports on the entre-
preneurs who apply for loan assistance, It has been the
experience that the credit reports received are stereo-
typed and convey very little helpfultéggormation. We are,
therefore, of the view that whenever/lending institutions
specifically request for detalled report on the
entrepreneurs to consider their new schemes, the banks
should report in a more detalled mannér covering the
background of the entrepreneur, his capabilitles as

seen from the performance of hls other concerns, his
dealings and conduct of accounts, etec.

5.2 We have suggested earlier that the financing

banks should be associated with the appraisal by the

term lending institutions and that a common memorandum

for use by the various institutions should be prepared.
With the improvement in credit reporting by the commercial
banks and their association with appraisal of term loans,
as suggested, there would be sufficlent exchange of
information between institutions at the pre-sanction stage.
There is, however, need for close co-ordination even at the
post-disbursement stage as the soundness and realisability
of the loans granted to industrlial concerns whether by

the term lendinr institutlions or commercial banks depend

on how successful the borrowing unit proves to be
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in utilising caplital assets and generating adequate
surplus to service the debts, beslides meeting the growth
requirements. Although both the term lendimg institutions
and the commercial banké broadly look for the same aspects
as a part of follow-up, they monitor the performance
separately without sharing the information systematically
on an on-golng basis, Thils sometlimes leads to duplication
of efforts and results in the Institutions working at
cross purposes, This could be avolded by a system of
mutual exchange of information.

5.3 Commercial banks are in a better position to monitor
the performance and state of affalrs of the borrowers and
detect the weaknesses, 1f any, at the inciplent stage
However, they need not pass on to the term lending
institutions all the information they come across in the
course of Aay-to-day operations. The banks shoulgd,
However, brief the term lending institutions of the major
Aevelopments which are likely to affect their interests
and slgns of incliplient sickness noticed in the assisted
units, such as, adverse trends noticed in sales/production
or fallure to generate estimated profite, serious
irregularities observed in the conduct of the account or
breach of financial Alscipline or any major undesirable
features noticed duqing periodical inspections ard other
serious devel opments.

5.4 The term lending institutions on their part should
furnish to the financing btanks the financlal and technical
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appralsal notes and gist of the important reports submitted
by the nominees 6f the term lending institutions on fhe Boards
of the assisted units. They should also advise regarding
breach of important covenants stipvlated while sanctioning
loans, major defavlts committed by the borrowers,etc;
Overruns in costs of projects and time schedules should
als® be brought to the nOtice of the banks and there should
be joint discussions on remedial measures.

5:5 Close rapport should also be maintained between
nominees of term lending institutions and banks, 1f any,
appointed on the Board of Directors of the assisted units.
They should work in a cohesive manner. In the case of
units where banks do not have a right to appoint nominees
but thelr stake in the unlts 1s substantial, term lending
institutlions should also consider appolnting the concerned
bank officlals as thelr nominees.

5.6 A1l industry studies, inter-firm comparisons and
other special studies undertaken by either the banks or
the Institutions which are of common interest may be

shared with the other, on request.

5.7 Exchange of information from time to time though
helpful may not be sufficient. This should be supplemented
by the lead bank and the lead term lending institution
jointly carrying ovt the follow-up inspection at least once
in a year. The inspecting officials shouvld svbmlt a joint
report covering the performance of the unit, 1ts strengths

and weaknesses or deficlencies in 1ts organisation and
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working (including technical aspects) and corrective
measures needed. A mectlng of the term lending
institutions and financing banks should be convened by
the lead institutions to Alscuss the reports and decide

upon the action, if any, to be taken,
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Chapter VI

Sharing of cash flows

6.1 The repayment schedules are fixed on the basis of
estimated profitabllity and cash generation, If the
estimates turn out to be unrealistic, the cash flow may

be 1nadequate t0 meet the obligations for repayments.

In the absence of an understanding between the term lending
institutions and banks, the borrower exercises his own
Judgement in what proportion to meet his obligations to
the banks or the term lending institutions or partly to
both., At times the working capital provided by banks 1is
diverted for repayment of term loans granted by the term
lending institutions even at the cost of affecting liquidity,
Sometimes the dues to the banks are repaid and defavlts
are commltted with the term lending institutions. Such

a position 1s neilther in the interest of the banks nor

of the term lending institvtions as both of them look

to the viability of operatlons and the growth of the
ascisted unit as essential for securine repaymnt of

their loans, Diversion of cash generation towards
repayment of loans without proviAing for minlmm funds
needed for 1lncreasing worki7g capital requirements

arlsing out of growth in production/sales wotld impair the
abllity of the vnit to attaln the targeted levels of
operations and ultimately jeopardise the security. It 1s

in this context that the units assisted by commercial banks
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are required to maintain certaln minimum net working
capital as laid down by the Reserve Bank, In case,
therefore, cash eeneration is not sufficient, there is
need for joint consideration of the priorities acccrding
to which this should be utilised, But at present
mechanism does not exist for the purpose of refixing of
repayment schedules of term loans granted by banks and
1nst1tutibns, sharing the cash flows generated by the
asclsted units and for the restructvring of the term
oblications when it becomes necessary. It is, therefore,
important that the lending institvtions appreciate the
position and observe certain agreed codes in mvutual interest.
6.2 If the cash accruals are achieved as per the
projections and the net working capital is expected to

be maintained at the eristing or the desired minimum

level as lald down by the Reserve Bank, the cash accruals
may be apportioned between the hanks and term lending
institvtiongas per the respective amortlisation schedules
initially agreed upon, which should be generally longer
for institutions (say upto 10 years) and shorter for banks
(say upto 7 years) in view of the shor. term natirre of
bank funds. The repayment schedvle of working capital
term loans and loans granted for financing cash losses
could be of shorter duration,

6.3 If In any particular year the cash flows are
higher than the projections, such surpluses may be retalned

with the units to strengthen the net working capital
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position so as to act as buffer to absorb future set-backs.
However, care has to be taken to ensure that such surpluses
are not frittered away by the units by payment of higher
dividends or by diversion or otherwise, Accelerated repayment
of Instalments of term loans may also be considered by
mitual consultation between banks and institutions.
6.4 In case the cash generation is not adequate to
meet the predetermined term loan oblircations, both the bhanks
and institvtions should insist on the borrower bringing
in funds to meet not only the repayment obligations, but
also to malntain the required liquidity.
6.5 In cases where the borrower falls to 1nfuse funds,
the financlal institutions anA banks should have a dialogue
to review the position and if they are statisfied with the
merits of the case, they may consider postponement of
recovery of instalments.
6.6 However, in cases where cash generation 1s
not sufficient and there 1s already an imbalanrce 1n the
financlal structure due to deflciency in NWC, in any
consideration as to how such cash generation shovld be
apportiored, 1n our opinion, the first priority should
be to provide for the additional working capital needs
that may arise to increase the production and to strengthen
the liquidity of the'borrowing unit, besldes payment of the
statutory dues. In view of the importance of liquidity for
proper functloning of an industrial vndertaking and its
healthy growth, Reserve Bank of Indla has lald down certaln

standards of minimvm net working capital. The cash generated
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by the unit should be fully retained in the business so
long as these minimum standards of net working capital
are not attained. If after mectivg sich requirements and
after payment of statutory dues there remains a surplws,
it should be utilised broadly in the following order of
priority:
1) Payment of interest proportionately to all
the institutional lenders,
11) Payment of instalments of principal proportio-
onately to all institutional lenders.
111) Creation or strengthening of reserves,

iv) Payment of other 1liabilities.
6.7 In cases where the projections of cash accruals
do not come true, the position sometimes comes to the
notice of banks/institutions after the borrowers commit
defaults in payment of interest or repayment of 1nstalment
by which time the unit might have suffered cash losses
causing erosion of margin for working capitsl and consequent
lack of liquidity. Such eventuality could be avoided
if the concerned banks/institutions undertake a mid-term
review of the unit's cash flow position., Similarly,
there should be a joint review of cash flows at periodlcal

Intervals In the case of sick units.
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Chapter VII

Nursing of sick units - in
partiCular financing of
cash losses

7.1 Rehabilitation of sick units calls for close
coordination and concerted action by banks and term lending
Institutions. The aresas calling for coordinated ac¢tion
Include identi“icatlon of the cavses of sickness, deter-
mination of potential viability of the unit, evolving a
nursing programme and monitoring. Invariably affairs of
the sick vnits would be far from satisfactory and the

units would require assistance on soft terms. While trying
to restore heaith to svch vnits, the banks and the term
lending institutions should display understanding and
patience rather than each try to oversecure its position

at the expense of the other. The viabllity of the unit

and 1ts abllity to repay the dues in a reasonable period
and not the security alone, should be the guiding factors
and form the basis in formulating the lending approzch

in respect of these units.

7.2 The cash losses incurred by the sick units drain

the current assets and svch vnits generally try to overcome
the sltuation by resorting to excess borrowlngs from the
banks, delaying payments to suppliers, etc. This ultimately
leads to the stoppage of supplies by the suppllers, decline
in production and further increase in losses. While implement-

ing any mursing programme and taking corrective measures,
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1t 1s essential to bear i1n mind that unless funds at the
disposal of the unit are adequste for attaining the
requisite production, rursing eforts would not be fruvitfuvl.
7.3 We are of the firm view that it is the
responsibility of the promoters to infuse funds as and
when 1t becomes necessary (due to incurring of cash
losses, etc.) to maintain their stake in the enterprise.

If they have no capacity to ralse the necessary resources,
the term lending institutions/banks may consider filling
the gap subject to adequate safegrards provided there are
reasonable prospects of the unit becoming viable and the
credlt risk is reasonable 1n thelr opinion.
7.4 In regard to financing of nursing programme
there could be two types of sltustions:

1) where banks have assisted the sick unit and
term lending institutions are not already involved.

11) where both banks and term lending institutions
have assisted the unit.
7.5 In the case of sick units assisted only by banks,
the term lending institutions according to their present
policy do not participate in rehabilitation assistance
unless 1t involves fresh capltal investment programme anrd
even then their assistance 1s restricte? to acquiring
fixed assets. In other words, they are not stepping in
merely because there 1s a long term fund need. In view of the
developmental role these institutlons are expected to

play, it may not, perhaps, be unreasonable to expect them to



42—

step in to salvage the productive assets of sick units
which would otherwise 1ie idle. Moreover, having regard
to the expertise these institutlons have built up over a
period and the long term nature of funds required by the
sick units, the term lending institutions ghould come
forward to provide term loans to these units irrespective
of whether the scheme involves creation of new capital
assets or not. The magnitude and complexlity of the
challenge of industrial sickness is such that the banks
need the c00perafion of term lending institutions 1in
tackling the problem,

7.6 In case, it is decided that the term lending
Institutions may not prévide long term finance to sick
units except OQ a very selective basls and that too for
acquiring additional fixed assets, alternatives wlll have
to be thought of. Examining the potential viability of
the slck units and nursing them back to health raise problems
of a complex nature. According to the avai¥ble 1nfofmatioh,
nearly 300 large units (1.,e., those enjoying bank credit
of more than B,1 crore each) are sick, accounting for

an ageregate hank credit of nearly ®.800 crores. Having
regard to the magnitude of the bank funds involved and
the complexlties of the problem, there seems to be
justification for establishment of s specialised 1Instltu-
tion on the lines of IRCI which would provide not only
funds on soft terms but also management support and

efficient monitoring. In this comection, the first
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thought that would arise is, whether IRCI's operations can
be enlarged to take care of the problems of the sick units
all over India. Although IRCI by constitution is an all-
India institution, for historical reasons it has confined
its activities mainly to West Bengal. As most of the sick
units are mainly concentrated in the States of Maharashtra
and Tamil Nadu besides West Bengal, IRCI may have to extend
its activities to these States in a big way. An alternative
would be to establish three additional regional institutions
on the lines of IRCI, one each for Northern, Western and
Souﬁpern regions, to take care of the credit and allied
problems of the sick units.
TeTe Where both the banks and term lending institutions
are already involved,in some of the cases they have been
jointly financing the cash losses, where necessary. Having
regard to the structure and functions of the respective
institutions, we are of the view that the financing of
cash losses as a holding operation, if potential viability
is established, should be shared by the term lending
institutions and banks in all cases, where they are already
jointly involved, in the samc ratio as has been suggested
for term loans in general In determining their respective
shares, the lending institutions may ensure that the loans
provided by them do not go to pay the interest duecs of

other lending institutions.
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7.8 In case where both term lending institutions and
banks are financing a unit, but the bank finances the

cash losses on its own, it should do so by way of a loan
repayable over a period. In such an event, the term lending
institutions, which may be holding first charge on the fixed
assets of the unit, should concede pari passu charge in
favour of the bank in respect of such loans.

7.9, As and when incipient sickmess is noticed in a
unit, there should be consultations among the term lending
institutions and the banks and they should consitute a
"task force" consisting of experts (including technical
people) within their institutions and outsiders, if
necessary, to carry out an indepth study of the working

of the unit and recommend a package of corrective measures.
The report of the '"task force'" should be discussed by the
institutions and decision taken without delay.

7.10 Close watch is necessary on the implementation

of the suggestions and the progress made by the unit from
time to time. In the case of large projects, the lending
institutions may avail themselves of the services of
consultants/professionals for monitoring purposes, where
necessary.

7.1 There should be periodical meetings between the
lending institutions to review the performance of the
assisted unit, consider fresh corrective measures needed and

for sharing of cash.flows.
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7.12 There are certain other areas\where co—-ordinated
action is desirable between banks and term lending instiz-
tutions, such as, negotiation with labour and Government,
stalling legal proceedings against assisted units in the

form of winding up petitions,etc,
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CHAPTER VIII

On-going eco=ordination

8.1 -In the preceding chapters we have made recommenda-
tions on the specific issues where there is need for co-
ordination between the commercial banks and term

lending institutions with a view to providing better service
to the industrial units. In the course of day-to-day
working and implementation of these recommendations new
problems might arise. At present, there is no standing
forum for sorting out such problems between the banks and
the term lending institutions. As a result both of them
may often adopt different attitudes to many of these
problems which may not only cause conflict and confusion
but may also harm their own interest as also that of the
assisted unit. It is, therefore, essential that there
should be a high level body which may meet at periodical
intervals to consider policy issues pertaining to
co-ordination between banks and term lending institutions,
8.2. We suggest that a Standing Co-ordination Committee
at a high level may bg\set up comprising representatives
of the Reserve Bankﬁ Commercial banks and term lending
institutions. The gommittee may be set up under the

auspices of the Reserve Bank.
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CHAPTER = X

R igon

1. There should be an agreed basis for broadly sharing
the term loans between the term lending institutions and

banks.

For deciding the participation, the following

criteria should be followed:

a) The term lending institutions should fix a cut-off
point below which they would not ordinarily expect banks to
participate. The cut-off point should be conveyed to the
banks. However, if in any particular case, the borrower

wants its banker to participate, the term lending institu-

tions may consider the request on merit.

b) In individual cases above the cut-off point where
both the term lending institutions and banks participate,

the share of the banks should be within 254 to 304 of the

term loans sanctioned.

The above criteria should be reviewed by the Indus-
trial Development Bank of India, periodically, say, once a
year in consultation with the Reserve bank of India and
modified, if necessary to, inter alia, ensure that the
share of the banking system on an aggregate basis does not
exceed about 25+« of the total term loans sanctioned by the

term lending institutions (including the share of the banks
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and loans below the cut-off point) over a year. This func-
tion can be taken over by the Standing Co-ordination Committee
as and when set up in terms of our recommendation contained

in paragraph 8.2 of this report.(Para 2.2)

2, Guarantees/acceptances of deferred credit being in
the natiure of term loans should be treated as such for the
purpose of sharing. In individual cases, therzfore, if the
pattern of financing includes both term loans and guarantees/
acceptances of deferred credit, the share of respective
institutions/banks should be determined on the basis of the

total of both types of assistance (Para 2.3)

3. The customer should, at an early stage, indicate the
banker/s which will participate in providing the term loans

(as also grant working capital finance) .(Para 2.4)

4, If the designated bank for any reason is not in a
position to fully take up its share, it should find other
banks which would be willing to participate. The number of
banks should, however, be kept as few as possible, consistent
with the size of the project for »perational convenience.

(Para 2.5)

5. In the case of very large projects where the share
of banking system in the total term loan assistance is
likely to be substantial, the lead term lending institution/
bank should consult the Reserve Bank of India at the initial

stage itself as to the banks which are to be invited to join
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the consortium and in determining their respective shares.

The Reserve Bank of India may take a view from time
to time as to the’limit that is to be set up for the afore-
said purpose and advise the banks as also IDBI appropriately.
(Para 2.?)

6 In cases where the lending institutions decide to
finance the overruns in the assisted projects on merits of
individual cases, the additional loans should normally be
shared by the institutions in the same proportion in which

the original term loans wersz shared;(Para 2.8)

7. There should be joint appraisal of term loans
(including under Soft Loan Scheme) by the term lending insti-
tutions and banks (whether the banks participate in term
loans or not) to help better understanding of the project
and lead to timely sanction of adequate working capital
limits. The promoters should be asked to indicate the name
of the bank which will provide working capital finance. The
specified bank should be in%ited by the term lcnding insti-
tution to each meeting during the appraisal stage. If more
than one bank is proposed to provide working capital finance,
all the banks need not be invited; the "lead bank™ and one
of the remaining banks only may participate to keep the size
of appraisal team within manageable limit for meaningful
discussions and avoiding delays. The bank, other than lead

bank, should preferably be a small bank, as this type of
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association would expose its officers to the techniques of
term financing. It should be the responsibility of the
lead bank to keep the other participating banks informed

and seek their advice from time to time«(Para 3.2)

8. The stage at which the bank is to be involve&‘could
be after the term lending institution completes the prelimi-
nary examination of the proposal and considers it worthwhile
for further processing; it should at any ratc be before the

Joint site inspection is taken up .(Para 3.3)

9. While the banks will be associated with the apprai-
sal, the main responsibility for appraisal will have to

remain with the term lending institutions.(Para 3.4)

10. In funding the project, it should be, inter alia,
ensured that the gross working capital requirements are
estimated on a realistic basis in consultation with the
banks, so that the margin provision will be adequate
initially as well as when the unit attains the normal level
of operations and the borrower will have no problem in
complying with thc criteria laid down by the Reserve Bank of

India.(Para 3.5)

the
11. The appraisal team (consisting of /fofficials of term
lending institutions and banks) should prcpare a joint

appraisal note which would form the basis for preparing the
Board memoranda by the respective term lending institutions

and banks. The participating institutions/banks may also
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exchange the memoranda with others, for information.(Para 3.6)

12. In casc the requested loan assistance is for relatively
small amounts, say, for purchasing balancing equipments, ctec.,
the appraisal necd not be a joint exercisej; the other insti-

tutions should, however, be kept informed.(Para 3.7)

13. For the purposc of co-ordination, ecach bank and term
lending institution should have a focal point within their
Head/Central Offices. Further, for cach projcct they should
designate a scenior official (with an alternative) who will be

the contact point for the purposes of that project-(Para 3.8)

14. There should be timely exchange of information and
discussions betwecn the term lending institutions and banks

on overruns of projects in time and costs and they may Jjointly
take up the matter with the borrower for bringing in addition-
al funds so that thc borrower will maintain a balanced finan-
cial‘structure and there is no diversion of short term funds
towards capital costs. If the circumstances so warrant, the
participating institutions may consider additional term loans

by taking such safeguards as may be nccessary.(Para 3.9)

15. There should be a joint in-depth review of the progress
made in the implemcentation of the project so that corrective
steps, if nccessary, could be taken well in time. Such a
review may be done .every half-ycar. A review should also be
undertaken after the borrowers have committed 756 of the

project costs (including letters of credit) or three months
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before the scheduled date for completion of the project,

whichever is earlier (Para 3.10,

16. Working capital 1limits should be sanctioned by banks
at least threc months before the date set for commencement of

commercial production.(Para 3.11)

17. The banks should not consider establishing letters of
credit .in favour of the borrowers for import of capital
equipment until the term loans for financing the project

are committed.(Para 3.12)

18. In exceptional cases, if the bank is fully satisfied
that the borrower would be able to pay the bills out of its
normal cash gcneration irrespective of the sanction of the
loan or when the bank feecls that in the event of the term
lending institution not sanctioning the loan it could m~et
the requirements of funds on its own, it may agrec to esta-

blish lectters of credit.(Para 3.13)

19. In the case of large projects of national importance,
if it 1s felt that the loan assistance is not likely to be
denied on any account, banks may consider establishing the
letters of credit, where nacessary, only after IIM has
tentatively clcared the project and in consultation with

RBI and IDBI.(Para 3.14)

20. Banks are rcluctant to issue guarantees for the

bridge loans granted by thc term lending institutions in view
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of the risks involved. As the term lending institutions have
since evolved procedures for disbursing bridge finance on the
strength of personal guarantees of promoters, hypothecation
of ~ssets proposed to be acquired, etc., they should secure
their position accordingly and should not require the borrow-
ers to furnish bank guarantee for disbursal of bridge finance,
This will not only expedite disbursement of bridge loans but
also result in saving to thc borrower of the guarantee commis-
sion. TFor thc same reasons banks should not generally grant
bridge loans against the commitment of other lending institu-

tions.(Para 3.16)

21. There could be no objection if in any particular case
the bank volunteers to fumish the guarantee having regard <o
the amount involved, the security available with it and the

value of connection.(Para 3.17)

22. It is in the mutual interests of the term lending
institutions and banks not to delay financial assistance
(where such assistance is otherwise justificzd), while discus-
sions arc going on in regard to sharing of securities. The
principle of sharing the available securitics of the borrower
as between the term lending institutions and banks should be
that no institution tries to oversecure its position at the

cost of o%her institutions.

In this view and in consideration of all other

relevant aspects, the sharing of securities as between the
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term lending institutisns and banks should be on the following

basiss

a) For soft loans, term
loans, WCTL and
guarantees/acceptancesg

of deferred credit.

b) For working capital

facilities.

Term lending institutions and
banks should have pari passu
charge over the entire fixed
assets of the assisted units.
Banks should be given second
charge for working capital
limits, in case they so
request on account of weak
financial position or other

acceptable reasons.

Banks will have exclusive
charge over the current
assets. They should concede
second charge over these
assets in favour of term
lending institutions, when

requested .(Para 3.19)

23. When second charge on fixed assets of the borrowing

unit exists in favour of the banks, the term lending insti-

tutions should obtain the consgnt of the banks before sanc-

tioning additional term loans to

it as this might affect

the banks' overall sccurity (Para 3.20)
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24. If in a particular case, it becomes nccessary for one
5f the institutions £3¥9grant of loans for meeting the cash
losses during holding operations till long term solutions to
the problems of the borrower are found, the institutions
having first charge over the fixed assets should not rufuzg
to concede pari passu charge in respect of such lecens for the
rcason that the rcsultant margin will be diluted to a level

lower than the margir normally maintained «Para 3.21)

25. If the financing bank not having already granted =
term loan is holding first charge over the block assets of
the unit as collateral security for working capital limits and
the term lending institutisn proposes ts grant soft loazns to
such a uvnit, the bank shculd concedc prior charge in respect
of the proposed soft loan. Any excess borrawing, however,

due to the deficicney in the NWG of the unit should be
identified and converted into WCIL by the bank for sharing
the sccurity on parl passu basis with the term lending

institutisn.(Para 3.22)

26. While doing so, if the available margin f+r ths ternm
loans and WCIL is tos inadeguate, the promoters shrild be
asked to bring in funds anc if they are not capable of
raising the recsources and the term lending instituticns and
banks are satisficd about the merits »f the casc, ther may

ceal with the problem in the following manner:

i) They may consider a lower margin to the extcnt they
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deem proper depending upon the merits of the case.

ii) Financing banks may consider liberalising the lending
norm to some extent thereby reducing the quantum of WCTL but in

any case the resultant current ratio should not be less than

1:1.

i1i) Where necessary, the term lending institutions and
banks may suggest to the Government to infuse unsccured inte-
rest-free long term loans, etc., if the revival of the unit is

considered essential in public interest. (Para 3.23)

27. Where securities have been shared by the term lending
institutions and banks, there should be prior consultations
among them before taking legal action or enforcing the
security. The lending institution. which has first or second
charge over the assets should not enforce its right on such
assets without the consent of the institution holding second

or first charge respectively. (Para 3.24)

28. Guarantecs/acceptancesof deferred ecredit should be
treated as term loans for the purpnse of sharing the security
and therc should not be any objectinn, in principle, to the
banks having a pari passu charge over the fixed assets in
respect of such guarantees/acceptancesof deferred credit,

(Para 3.25)

29, Lending institutions may consider as a part of nursing

programme funding of accrued interest, conversion of excess
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drawings in the cash credit accounts into term loans, reduc-

ing the rate of interest and margins appropriately, provided
such concessions are necessary to make the unit viable. If

the term iending institutions are of the opinisn (while grant-
ing soft loans) that such concessions are nccessary, they should
discuss these aspects with the financing banks before stipulat-

ing such concitions in soft 1lnan sanctions. (Para 3.28)

30. To avoid delay and reduce the costs, scrutiny of title
to property should not be done separately by each of the parti-
Ccipating institutions/banks. Where IFCI is involved in financ-
ing, banks may, like the other term lending institutions,
accept the opinion of the Legal Department of IFCI as
sufficiente In other cases, the title should be got examined
and the documents drafted by a solicitor acceptable to the

participating institutions. (Para 4.2)

31. Scrutiny of title deeds, search of land records,
obtaining the permission from the appn priate authority under
the Urban Land Ceiling Act, where required, etc., should be
taken up simultaneously with the appraisal of loan proposal
to recduce the time lag betwecn the sanction and the first

disbursal of loan. (Para 4.3)

32, Lead institution/leacd bank should undertake the
responsibility of prepsring/finalising the documents,

(Para 4.4)
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33. The present practice in regard to documentation
obtaining among the term lending institutions, viz., LIC or
one of the other institutions (which has a smaller share)
taking a legal mortgage in English form and all the others
taking a Jjoint equitable mortgage by deposit of title decds
with one of the institutions, should be extencded to cover
also the banks uniformly in all cases where the latter

participate in the consortium in term financing. (Para 4.5)

34. Standard format for loan agreement should be

devised by 1IDBI for adoption by banks and term lending insti-
tutions and conscicus efforts should be made by the institu-
tions to cut cdelays and ensure more or less simultaneous
sanction of the loans to facilitate execution of common

loan agrecment. (Para 4.6)

35. Further, in order to facilitate execution of Jjoint
loan documents, the participating institutions/banks should
stipulatc same terms and conditions, as far as possible,

while sanctinning the loans. (Para 4.7)

36. While therc may not be any objection, in principle,
to enhancing the overall pari passu charge over thc fixed
assets of the borrmwer in respect of the guarantees/accept-
anccsg of deferred crcdit issued subsequently by the banks,
there will be procecdural difficulties as the original

mortgage will havc to be reopened and a supplemental deed
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to be executed each time the pari passu charge has to be
enhanced. This difficulty could be minimised to some extent
by the banks ascertaining from the borrowers the aggregate
amount of guarantees/acceptancesof deferred crecdit they
would be requiring in the following year and then sanctioning
a single limit for the whole ampunt and obtaining necessary
supp lemcntal deeds at a time. However, this is not
necessarily a complete solution to the problem.

Besides, this does involve certain amount of proccdural
work ané adds to the cost of stamp duty. The banks

should, thercforc, consider this aspect in individual

cases and decide whether the advantages of enhancing the
regular mcrtgage charge outweigh the disadvantages or
whether because of the smallness of the amount involved,
they would prefer to follow the existing practicc of
securing the gurrantecs/acceptancesof deferred credit by

a hypothccation charge on the specific assets and getting

a release of tphe prior charge from other institutions.

But if a bank ultimately decides to enhance its

mortgage charée, the tcrm lending institutions should

agree to it. (Para 4.8)
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37, Whenever term lending institutions specifically
request for detailed credit reports on the entrepreneurs
to consider their new schemes, the banks should report
in a more detailed manner cpvering the background of
the entreprepeur, his capabilities as seen from the
performance of his other concerns, his dealings and
conduct of accounts, etc. (Para.5.1)

38. There is need for mutual exchange of information
between banks and term lending institutions even at

the post disbursement stage. The banks should brief

the term lending institutions of the major developments
which are likely to affect their interests and signs

of incipient sickness noticed in the assisted units,
such as, adverse trends poticed in sales/production

or failure to generate estimated profits, serious
irregularities observed in the conduct of the account
or breach of financial discipline or any major un-
desirable features noticed during periodical inspections
and other serious developments. (Para.5.3)

39. The term lending institutions on their part
should furnish to the financing banks the financial

and technical appraisal notes and gist of the important
reports submitted by the nominees of the term lending
institutions on the Boards of the assisted units,

They should also advise regarding breach of important

covenants stipulated while sanctioning loans, major
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defaults committed by the borrowers,etc. Overruns

in cost of projects and time schedule should also

be brought to the notice of the banks and there
should be joint discussions on remedial measures«5.4)
40. Close rapport: should also be maintained

between nominees of term 1énding institutions and
banks, if any, appointed on the Board of Directors

of the assisted units. In the case of units where
banks do not have a right to appoint nominees but
their stake in the wunits is substantial, term lending
institutions should also consider appointing the
concerned bank officials as their nominees, (Para.5.5)
41, All industry studies, inter-firm comparisons

and other special studies undertaken by either the
banks or the institutions which are of common interest
may be shared with the other, on request. (Para 5.6)
42, The lead bank and the lead term lending
institution should jointly carry out the follow-up
inspection at least once in é year. The inspecting
officials should submit a joint report covering the
performance pf the unit, its strengths and weaknesses
or deficiencies in its organisation and working
(including technical aspects) and corrective measures
needed. A meeting of the term lending institutions
and financing banks should be convened by the lead
institutions to discuss the reports and decide upon

the action, if any, to be taken. (Para.5.7)
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43, In case cash generation of a borrowing unit is
anot sufficient for meeting the repayment obligations
and working capital requirements, there 1s need for
joint consideration of the priorities according to
which this should be utilised. But at present,
mechanism does not exist for the purpose of refixing
of repayment schedules of term loans granted by banks
and institutions, sharing the cash flows generated by
the assisted units and for the restructuring of the
term obligations when it becomes necessary. 1t is,
therefore, important that the lending institutions
appreciate the position and observe certain agreed
codes in mutuval interest.(Para.6,1)

L4, If the cash accruals are achieved as per the
projections and the net working capital is expected

to be maintained at the existing or the desired minimum,
level as laid down by the Reserve Bank, the cash
accruals may be apportioned between the banks and term
lending institutions as per the FeSpective amortisation
schedules 1initially agreed upon; which should be
generally longer for term lending institutions (say
upto 10 years) and shorter for banks (say upto 7
years ) in view of the short term nature of btank funds.
The repayment schedule of working capital term loans
and loans granted for financing cash losses could be

of shorter duration. (Para 6.2)
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45, If in any particular year the cash flows are
higher than the projections, such surpluses may be
retained with the units to strengthen the net working
capital position so as to act as buffer +to absorb
future set-backs. However, care has to be taken to
ensure that such surpluses are not frittered away by
the units by payment of higher dividends or by
diversion or otherwise. Accelerated repayment of
instalments of term loans may also be considered by
mutual consultation between banks and institutions. (Para.6.3)
46. In case the cash generation is not adequate

to meet the predetermined term loan obligations,

both the banks and institutions should insist on the
borrower ‘bringing in funds to meet not only the
repayment obligations but also to maintain the
required liquidity. (Pare.6.k4)

47, In cases where the borrower fails to infuse
funds, the term lending institutions and banks should
have a dialogue to review the position and if they

are satisfied with the merits of the case, they

may consider postponement of rescovery of instalments
(Para.6.5)

48. However, in cases where cash generation is
not sufficient and there is already an imbalance
in the financial structure due to deficiency in
net working capital, in any consideration as to how

such cash generation should be apportioned, in our
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opinion, the first priority should be to provide for
the additional working capital needs that may arise
due to increasé?the production and to strengthen the
liquidity of the ©borrowing unit, besides payment of
the statutory dues. Accordingly, the cash generated
by the unit should be fully retained in the
business so long as the minimum standards of net
working capital as prescribed by the Reserve Bank
are not attained. If after meeting such require-
ments and after payment of statutory dues there
remains a surplus, it should be utilised broadly in
the following order of priority:
(i) Payment of interest proportionately to all
the institutional 1lenders.
(ii) Payment of 1instalments of principal
proportionately to all institutional lenders.
(iii) Creation or strengthening of reserves.,

(iv) Payment of other liabilities. (Papa.6.6)

49, The banks and term lending institutions should
undertake a mid-term review of the wunit's cash

flow position to ascertain whether the estimates

of cash generation have come true or not. Similarly,
there should be a joint review of cash flows at
periodical intervals in the case of sick units.(Para.6.7)
50, Rehabilitation of sick units calls for close

co-ordination and concerted action by banks and
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term lending institutions. The areas calling for
co-ordinated action include identification of the
causes of sickness, determination of potential
viability of the unit, evolving a nursing programme
and monitoring. The viability of the unit and its
ability to repay ﬁhe dues in a reasonable period and
not the security alone, should be the guiding
factors and form the basis in formulating the lending

approach in respect of these units. (Para.7.1)

51. It is the responsibility of the promoters to
infuse funds as and when it becomes .necessary

(due to incurring of cash losses, etc.) to maintain
their stake in the enterprise. If they have no
capacity to raise the necessary resources, the temm
lending institutions/banks may consider filling the
gap subject to adequate safeguards provided there are
reasonable prospects of the unit becoming wviable and

the credit risk is reasonable in their opinion. (Para.7.3)

52. In the case of sick units assisted only by
banks, the term lending institutions according to
their present policy do not participate in rehabili-
tation assistance unless it involves fresh capital
investment programme and even then their assistance
is restricted to acquiring fixed assets. In view of

the developmental role these institutions are expected



to play and having regard to the expertise they have
built up over a period and the long term nature of
funds required by the sick units, the term lending
institutions should come forward to provide term loans
to these wunits irrespective of whether the scheme
involves creation of new capital assets or not., The
magnitude and complexity of the challenge of industrial
sickness is such that the banks need the co-operation
of term 1lending institutions in tackling the

problem (Para.?7.5)

53. In case it is decided that the term lending
institutions may not provide long term finance to sick
units except on a very selective basis and that too

for acquiring additional fixed assets, alternatives
will have to be thought of. Having regard to the
magnitude of the bank funds involved and the complexi-
ties of the problem , there seems to be justification
for establishment of a specialised institution on the
lines of IRCI which would provide not only funds on
soft terms but also management support and efficient
monitoring. As most of the sick units are mainly
concentrated in the States of Maharashtra and Tamil
Nadu besides West Bengal, either IRCI may have to
extend its activities to these states in a big way

or alternatively three additional regional institutions
may be set up on the lines of IRCI, one each for

Northern, Western and Southern regions, to take care
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of the credit and allied problems of the sick
units, (Para.7.6)

54, The financing of cash losses as a holding
operation, if potential viability is established,
should be shared by the term lending institutions

and banks in all cases, where they are already
jointly involved,.in the same ratio as has been
guggested for term loans in general. In determining
their relative shares, the lending institutions may
tensure that the loans provided by them do not go to
pay the interest dues of other lending institutions(Para.7.7)
55. In case where both term lending institutions

and banks are financing® ynp{y but the bank finances
the cash losses on its own, it should do so by way

of a loan repayable over a period. In such an event,
the term 1lending institutions, which may be holding
first charge on the fixed assets of the unit, should
concede pari passu charge in favour of the bank in
respect of such loans. (Para.7.8)

56. As and when incipient sickness is noticed in

a umit’there should be consultations among the term
lending institutions and the banks and they should
constitute a ‘*task force" consisting of experts
(including technical people) within their institutions
and outsiders, if necessary, to carry out an in-depth
study of the working of the unit and recommend a

package of corrective measures. The report of the
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"task force" should be -discussed by the institutions

and decision taken without delay. (Para.?7.9)

57. Close watch is necessary on the implementation
of the suggcstions and the progress made by the

unit from time to time. In the case of large
projects, the lending inStitutions may avail themselves
of the services of consultants/professionals for
monitoring purposes, where necessary. (Para.7.10)

58. There shouid be periodical meetings between

the lending institutions to review the performance

of the assisted unit, consider fresh corrective
measures needed aéggéharing of cash flows (Para,7.11)
59. There are certain other areas where co-ordinated
action is desirable between banks and term lending
institutions, such as, negotiation with labour and
Government, stalling legal proceedings against
assisted units in the form of winding up petitions,
etc. (Para.7.12)

60. There 1s need oy @ high level body which may
meet at periodical intervals to consider policy
issues pertaining to co-ordination betweéﬁ?%anks

and term lending institutions.
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A Standing Coordination Committee a2t a high level
may, therefore, be set up comprising representatives
of Reserve Bank of India, commercial banks and term
lending institutions. The Committee may be set up

under the auspices of the Reserve Bank.

A.K. Bhuchar
D.G. Borkar

H.S. Majumder
S.5. Nadkarni

B.V. Sonalker

Bombay,

May 18, 1978
Vaisakha 28,1900(Saka)
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