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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 

In trod uc tion 

1 .1 Cons ti tution 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 India 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 bevelopment Bank of India, 
Bombay. 

4. Shri H.S.Najumier, 
Depu ty Managing Director (Operations), 
Sta te Bank of India, 
Central Office, 
Bombay. 
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5. Shri S.S.Nadkarni, 
Joint General Manager, 
Industrial Credit & Investment 

Corpora tion of India ,J.lc:\ . 
Bombay. 

6. Shri B.V.Sonalker,(Representing 
Indian Banks' Association) 

General I\Janager, 
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 banks 

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 be tween sanc tion and disbursal of loans; 

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 Mee tings of th e Group 

The Group held nine rreetings, all in Bombay. 

The first meeting was held on the 5th 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-ordination 

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 

uni ts. 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 ei ther 

in partici pat ion wi th te rm lending ins ti tu tions or 

otherwise has gradually increased again emphasizing 

the need for c los e c o-ordina tion. Fur ther 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 institU

tions and the comme rcial banks not only in their 

policies but also in their a tti tudes 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 

be tween t'1e term lending ins ti tutions and bariks in 

the areas covered by the terms of reference, the Group'·s 

approach was guided by the following considerations:-

i) The :rolos of the term lending institutions 

and banks in financing a unit, as stated 
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above, are complementary in nature. Their 

interests co-exist inasmuch as safety and 

realisabili ty of the funds len t denend primarily 

on the success of the ve nture • 

(ii) The security for the lending institutions 

really lies in the viability of the unit as 

seen in its ability to generate surplus and 

repay the loans wi thin a reasonable period and 

not so much in the value of physical assets or 

margin though their importance cannot be 

minimized • 

(iii )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 tha t while the 

institutional poliCies are in alignment with 

each other, these should aim-at serving the 

genuine needs of the indus try. In oth er words, 

the focus of the policies (as also systems and 

procedures) should be to meet the needs of the 

borrower in time Illi thout jeopardiz ing th~ 

interests)f the lending institutions. At the 

Same time, the borrower has an obligation not 

only to give unstinted co-operation to the 



(v) 

-6-

lending institutions at ·every stage but also 

to account for effective and economical use 

of the borrowe d funds so tha t the assets to be 

created are put to prod uc ti ve use as early 

possible and at minimum cos t. 

Co-ordination is a continuing need right from 

the pre-sanction stage through the loan 

disbursal and post-disbursal stages till the 

entire insti tutional dues are repaid. 

as 

(:vi) Promoters should have continuing commitlIlBn t 

and stake in the assisted unit and should 

continue to perform the entrepreneural func tions 

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 2chieving the desired objectives. 
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CHAPTER - II 

Sharing of term loans and ~ovision of 
adeguate 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 extent, individually as 

well as in participation with the term lending institutions 

and their invol vCDwnt in this area has shown an increasing 

trend in recent years. Term loans granted by Commercial 
* banks to industries which aggregated about Hs.375 crores as 

at the end of December 1972 and constituted 10.8% of total 

bank credit to industries, increased to Bs.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 ~.aReA dectdAd 

in an ad hoc manner in the absence of any set criteria. On 

an examination of the term loans sanctioned by all-Inuia 

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 amolLYlted to 12.7% in 1S'76 and 22.1% in 1977. 

The absence of an agreed 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 '-Thole as also the individual. banks. 

* Source BSR data 
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2.2 We feul 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 recommend the 

following criteria for deciding the participation. 

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 institutions 

may consider the request on merit. 

b) In ll1dividual 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 consul tation 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 t' 

a.c.ce.\,\Cl\V\c~ ~ ~~~tr.c.\ c..v~ \: 
of financing includes both doferred p~men~ 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 a8 the ..... lead 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.l 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, gODe into thi's aspect to offer any 

comments. 
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Chapter - III 

Appraisal 

3.1 At present, there is no satisfactory system of 

associating the barik/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 case~ that they would provide the necessary work

ing capital finance when the unit go~s 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 lending 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 institutiorts and 
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banks (whether the banks participate 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 wh~ch 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 tea~ within mapageable 

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 lead bank to keep the other participating banks 

informed and seek their advice from time to time. 

3.3 The stage at 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 inspeetion 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 gWoss 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 

equiPrnents, 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 

balanced 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 lo~ns 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 tal{en well in 

time. Such a review may be done, every half-year. A 

review should also be undertaken after·the borrowers have 

commit ted 75 per cent of the proj ec:t 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 lettersof 

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 letters of 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 lettersof credit. 

3.14 In the case of large projects of national 

importance, if it is felt that the loan assistance is not 

+ikely to be deniod on any account, banks may consider 

establishing the letters of credit. , where necessary, only 

after lIM has tentatively cleared the project and in con

sultation with RBI and IDBI. 

Guarantees by commercial banks 
for bridging 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 sec uri ty 

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 ali 

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 gS.nerally grant bridge loans 



-17-

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 available with 

it and the -value of the connection. 

Sharing of securities between 
term lending institutions and 
banks 

3.18 rtormally, the term lending institutions and banks 

would not face any problem in sharing the securities of the 

borrower if the former has extended teIm 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 a~sets with the former on pari 

passu basis. But ~very often problems do arise in sharing 

the secu~ities generally in the following types of :ituations~ 

(i) Where the banks are holding first charge over 

the fixed assets as collateral or even prime sec uri ties 

for working capital advances, due to weak financial position 

of t he borrower and defic ienc ies 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 ,\forking 

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 available 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 basis~ 
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Term lending institutions and 

banks should have pari passu 

charge over the entire fixed 

ass et s of t he ass isted units 

Banks should be givAn 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 qharge 

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 
I 

generation of the unit and granted for the purpose of 

ir~· :estment or remedying the deficiency in vlOrking capital 

margin or meeting cash losses. If 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. , neces·sitating 

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 lending 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 adequate 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 till" long. t€)rm· 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 inadequaoy 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 institution 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 it into working capital term loan for sharing 

the security on pari passu basis with the term lending 

institution as stated in the ,revious 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 venture 

This may be illustrated in the following two hypothetical 

examples~ 



Illustration 1 

Liabilities 

Capital 

Other· creditors 

Bank 

Illustration 2 

Capital 

Creditors 

Bank: 

80 

40 

80 

200 
----------

80 

40 

110 
-----

230 
----------
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(In lakbs of rupees) 

Assets 

Fixed ass ets 

Current assets 

Fixed assets 

Current assets 

Loss balance 

100 

100 

- ....... _-
200 

----------

100 

100 

30 

230 
----------

In botb tbe cases, the net working capital gap (WCG) will 

be Rs 60 lakbs f Current assets - Current liabilities 

(other than bank borrOWings), i.e., 100 - 40 = 60 ... .7. Tbe 

permiss ible bank finance (PBF) at 75 per cent of WCG ·1,olill 

be Rs 45 lakhs. Working Gap1tal Term Loan (WCTL) = Bank 
borrowing s - PBF 

In Illustration 1: WCTL = 80 - 45 = 35 

In Illustration 2: wCTL = 110 - 45 = 65 

Assuming that out of a soft loan of Rs 60 lakhs, only 

Rs 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: 



~:(iiu·stration 1 

Total loans 

Soft loan 

WCTL 

60 

35 

95 
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Original 

Addition 

Security 

Margin available: about 32 per cent 

Illus trat ion 2 

Soft loan 60 Original 

WCTL 65 Addition: 
-----

125 
-----

Margin available: about 10 per cent 

100 

40 

140 

100 

40 
-----

140 
-----

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 with 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 

available 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 raising the 

resources and the term lending institutions and the banks 

are satisfied about the merits of the case, they ma~ 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/WCTL to the extent they 

deem proper depending upon the marits of the case. 

(ii) Financing banksmay consider libe~~lising the 

lending norm to some extent thereby reduGing 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 holdin~ second charge. 

Guarantees/acceptancesof deferred credit should 

be treated as term loans for the purposes of sharing the 

security. Banks are g'enerallY 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. Ther~t'or8, in principle, there 

should 'not be any objection to the banks having a pari passu 

charge over the fixed assets in respect of guaranteQs/accept

ances of deferred c redi t 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 
d is bursal of s oft 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 
the 

whenLfinancing bank is already having first charge on ttl:! 

fixed assets of the assisted unit which is being considered 

by the term lending institutions for sanction of soft loans, 

inasmuch as the latter want the financing bank/s to vacate 

their charge in favour of the term lending institutions to 

secure t he sOft loans wit h 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. 
of 

3.28 We arelthe view that the lending institutions may 

consider,as a part 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 opinion (while granting soft loans) 

that such concessions are necessary, they should discuss 

these aspects with the financing banks before stipulating 

such conditions 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 del~ 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 del~ 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 DepartUlent 

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 !FCr as 

sufficient. Banks m~ 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 Land Ceiling Act, where required, etc., 

should be taken up simultaneously with the appraisal of 

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

4.4 Leadlnst;L tution/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 

LIe 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 rankin~ pari passu inter see 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 al~ cases uniformly 

where the banks participate in the consortium in term 

financing. 

4.6 As regards the loan document which 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 joL'Ylt preparation of appraisal note for the 

Boards of the respective instituti~n 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 del~s and ensure more or less 

simul taneous sanction of the loans._ 

4.7 Further, in order to facilitate execution of joint 

loan documents, the pa.rticipating 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 doc illnents. 

4.8 As regards the guarantees/acceptanc~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 guarant(H;s/acceptances of 
credit 

deferred / are secured by a first hypothecation charge in 

favour of the bank granting such facility on the specific 

e~uipment purchased under such facility. The other 
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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 report9s~athese 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/acceptanc~ of deferred credit also. 

While there may not be any objection to this in principle, 

there will be procedural difficulties as the original 

mortga.ge 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 a.ggregate 
deferred credit 

amount of guarantees/accept~nces of L they would be requiring 

in the following year, and then sanctioI:tl.ng a sing le- limit-' for 
and 

the whole amount 1.', obtaining necessary supplemental deeds at 

a time. However, this is not ~ecessarily a complete solution 

to the problem. Besides, this does involve certain amount of 

procedural work and adds to the cost of stamp duty. The banks 

should, 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 
de ferred credit 

securing guarantees/acceptancesofL by a hypothecation 

charge on the specific assets and getting a release of 
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the prior charge" from other msti tutions. But if a 

bank u.J .. ~imately decides to enhance its mortgage charge, 

the term lending institutions should agree to it. 
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Chapter V 

• 
Exchange of I,nformation 

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 

expe~ience that the credit reports received are stereo-

typed and convoy very little helpful information. 1.lre at'e, 
term 

therefore, of the view that wheneverLlending institutions 

specifically request for detailp.~ report on the 

entrepreneur.s to considet' their new schemes, the banks 

should report in a more detailed manner Covering the 

background of the entrepreneur, his capabilities as 

seen from the performance of his other concerns, his 

dealings and conduct of accounts, etc. 

5.2 ",1e have suggested paT'lier that the fi nancing 

banks should be as~ociated 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 reportin~ by the commercial 

banks and their as~oriation with appraisal of tet'm loans, 

as suggested, there would be suf~icient 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 industrial concerns whethet' by 

the teT'lll lendin r insti tutions or commercial banks depend 

on how succe~sful the borrOWing uni t pt'oves to be 
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in utilising capital assets and ge"erating adequate 

surplus to service the debts, besides meeting the growth 

requirements. Although both the term lending institutions 

and the commercia1 banks broa~ly look for the same aspects 

as a part of follow.up, they monitor the performance 

separately wi thout sharing the information systematicallY 

on an on-goin~ basis. This sometimes leads to duplication 

of efforts and results in the institutions working at 

cross pu~osps~ This could be avoided by a system of 

mutual exchange of information. 

5.3 Commercial banks are in a better position to monitor 

the performance and state of affairs of the borrowers and 

detpct the wea~{nessps, if a'1Y, at the incipient stage 

Howeve~, they nee~ not pass on to the te~ lending 

institutions all the information they come across in the 

course of ~ay ... to-day operations. The banks should, 

HOWeve~, brip~ the term lending institutions of the majo~ 

~evelopments which are likely to affect their interests 

and signs of inc1pient sickness noticed in the assisted 

units, such as, adver.se trenas notice~ in sales/production 

or failure to gene~atp estimated profits, serious 

irregularities observpr:! in the conduct of the account or 

breach of financial ~isc1pline or a~y major undesirable 

featUres noticed ~uring pe~iodical inspections and other 

serious developments. 

5.4 The term lending institutions on their part should 

furnish to the financing banks the ~inancial and technical 
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app~aisal notes and g1st of the 1mportant repo~ts subm1tted 

by the nom1nees 6f the term l~nding i~stitutions on the Boards 

of the as~isted units. They should also advise r~garding 

br~ach of important covenants stipulated while sanctioning 

loans, major ~e-l'Aults corrmitted by the borrowers, etc. 

Overruns in costs of projPcts and time schedules shouid 

als6 be brought to the nOtice of the ba~ks and there should 

be joint discussions on remedial measures. 

5, 5 Clos·~ rapport should also be mai ntai npo between 

nominees of term Ipn~ing institutions and banks, if any, 

appointed on the Boarn of Director.s of the assisted units. 

They shoulr=l work in a cohesive manner. 1'1 the case of 

units where banks do not have a ~ight to appoint nominees 

but their stake in the units is substantial, term lending 

institutions should also consider appointing the concerned 

bank OfficialS as their nominees. 

5.6 All industry studies, inter-firm compariso~s and 

other spAcial studies undertaken by either the banks or 

the institutio'1s which are of common interest may be 

shared with th~ othe~, on request. 

5.7 "l4Jxchange of information from time to timp. though 

helpful may not be sufficient. This should be suppleme~ted 

by the lead bank and the lead term le'1ding institution 

jOintly carrying out the follow-up inspection at least once 

i'n a year. The inspecting officials should submit a joint 

report covering the performance of the unit, its str~~gths 

and weaknesses or deficiencies in its organisation and 
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working (including tAchTJical aspects) and corrp.ctive 

measures needed. A meFting of the term lending 

institutions a~d financing banks should be convened by 

the lead institutions to ~iscuss the reports and ~ec1de 

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

Sharing of cash flows 

6.1 The t'epayment scher,ules are fixed on the basis of 

estimated profitability and cash gene~ation. I~ the 

estimates turn out to be unrealistic, the cash flOW may 

bp i~adequate to meet the obligations for repayments. 

In the absence of an understanding between the term lending 

institutions an~ banks, the borrower exercisps his own 

judgement in what proportion to meet his obligations to 

the banks or the term len di ng i nsti tu tions or partly to 

both. At times the working capital provided by banks is 

diverted for repayment of te~m loans granted by the term 

~ndi~g institu~ions even at the cost of a¥fecting ~iqDidit~ 

Sometimes the dues to the banks at'e repaid and defaults 

are comm1tted with the term lending institutions. SUch 

a position is neither in the inte~est of the banks nor 

of the tprm lending institrtions as both of them look 

to the viability of operations and the growth of the 

as~isted uni t as esspntial for secu!'inp' :,ppaynrnt of 

their loans. Dive~sion of cash gene'!"'ation to,,'ar~s 

repayment of loans without provi~ing ~or minimum ¥unds 

needed for increasing working capital r~quirements 

arising out Of growth in production/sales wovld impair the 

ability of the unit to attain the ta~gAted levels of 

operations and ultimately jeopar~ise the security. It is 

in this context that the units assisted by commercial banks 



-37-

a~e ~equired to maintain ce~tain minimum net working 

capital as laid down by the Reserve Bank. In case, 

the~efore, cash ~ene~ation is not su~ficient, there is 

need for joint consideration of the priorities acco~ding 

to which this should be utilised. But at present 

mechanism does not exist for the purpose of refi~ing of 

repayment schedules of term Joans granted by banks and 

institutions, sha~ing the cash flows generated by the 

as~isted units and for the restructuring of the te~m 

obliqations when it becomes necessary. It is, therefo~e, 

important that the lending institutions appreciate the 

position and observe certain agreed co~ps in mutual 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 eyisting or the ~esired minimum 

level as laid down by the ~eserve Bank, the cash accruals 

may be apportioned between the hanks ana term lending 

institutionsas per the respective amortisation schedules 

initially agreed upon, which should be generally longer 

for insti tutions (say up to_ 10 years) and shortpr for banKS 

(say upto 7 years) in vipw of the shor ~ te""m natl'~e of 

bank funds. The repayment schedule of wo~king capital 

te~m loans and loans granted fo~ ~inancing cash losses 

could be o~ shorter duration. 

6.3 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 
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positiol") so as to act as buf'4'er "to absorb futu:r-e set-backs. 

However, care has to be taken to ensure that such surpluses 

are not ~rittered away by the units by payment of higher 

dividen~s or by diversion or otherwise. Aqcplerate0 repayment 

of instalmel")ts of term loans may also be considered by 

mutual consultation between banks and i"stitutiol")s. 

6.4 In case the cash generation is ~ot adequate to 

meet the predetermined term loan obliqations, both the banks 

and institutions should insist on the borrower bril")ging 

in fi'nd~ to meet not only the repayment obligations, but 

also to maintain the required liquidity. 

6.5 In cases where the bor~ower fails to infuse funds, 

the financial insti tutions an" banks should have a dialogue 

to review the position and if they are statisfieo with the 

merits o~ the case, they may consider postponement of 

recovery of instalmP.T1ts. 

6.6 However, in cases ~here cash gene~ation is 

not sUf4'icient and there is already an imbalance in the 

financial structure due to deficiency in NWC, in a~y 

consideration as to ho~ such cash generation should be 

apportion~d, in our opil")ion, the first priority should 

be to provide for the a~~itional working capital needs 

that may arise to increase the production and to st~engthen 

the liquidity of the borrowing Ul")it, besides payment of the 

statutory dues. I n view of the importance of liquidi ty for 

proper functioning of an industrial undertaking and its 

healthy growth, Reserve Bal")k of India has laid down certain 

standards of minimum net working capital. The cash gel")erated 
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by the unit should be fully rptainen in the business so 

long as the se mi nimum stan dar~s of Tlet ,.,orki ng capi tal 

are not attained. If aftF'r meptif'lg sl'ch requirements and 

after payment of statutory nups there remains a surplws, 

it shou10 be utilisp~ broadly in the following ordF,r of 

priori ty ~ 

i) Payment of interest proportionatply to all 

the institutional lenders. 

ii) Payment of instalments of principal propo~tio

onatelY to all i nsti tutional lenders. 

iii) Crpation or strengthening of reserves. 

iv) Payment of other liabilities. 

6.7 In cases where the projections of cash accruals 

do not come true, the position somptim~s comes to the 

notice of banks/institutions after the borrowers commit 

defaults in payment o~ interest or repayment of instalment 

by which time the unit might have suffpred cash losses 

causing erosion of margin for working capital and consequent 

lack of liquidity. Such eventuality could be avoi~ed 

if the concprned ba'1ks/insti tutions unde~take a mid-term 

review Of thp uni t 's cash flm" posi tion. Similarly, 

thpre should be a joi TIt revip,., of cash flows at period! cal 

intervals ~n the case of sick units. 
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Chapter VII 

Nursing of sick units - in 
particular financing of 

cash los~es 

7.1 RAhabilitation of -sick units calls for close 

coordination and concArtAd action by banks and term lending 

i'1stitutions. The areas calling for coordinated action 

include i~enti~icgtion o~ the causps of sicknpss, deter. 

mination of potential viability o~ the unit, Evolving a 

nursing programme and monitoring. Invariably affairs of 

the sick units would be far from satisfactory and the 

uni ts would rAquire assistance, on soft te"'ms. ~·1hile tryi ng 

to restore health to such units, the banks and the term 

lending institutions should display understanding and 

patie'1ce rather than each try to oversecure its position 

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

and its ability to repay the dues in a reasonable periOd 

and not the spcuri ty alone, should be the guiding factors 

and form the basis in formulating the lending approach 

in respect of these units·. 

7.2 The cash los~es incu"'rpd by the sick units drain 

the current assets and st'ch units generally try to overcome 

the situation by resortil"1g to excpc;;s borrowings from the 

banks, delaying payment~ to sUpplie"'s, 8tC. This uJtimately 

leads to the stoppage of supplies by the suppliers, decline 

in production an1 further increase in losses. ~~1hile implement

ing any nursing programme and taking corrective measures, 
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it is e~sential to bear in mind that unless funds at the 

disposal of the unit are adequ9te ~or attaining the 

t'equisitr. production, nursing ef'~orts would not be fruitful. 

7.3 ltle 9'1"e of the firm vipw that it is the 

r{:sponsibility of thp promoters to infuse fynds as and 

when it becomps necessary (due to incurring of cgsh 

losses, etc.) to maintain their stake in the enterprise. 

If they have no capgcity to raisp the necp~sary resourcps, 

the term le~ding institutions/banks may consider filling 

the gap subject to adpquatp sa~eguards provided there are 

rpasonable prosppct~of the unit becoming viable gnd the 

credit risk is reasonable in their opinion. 

7.4 In regard to financing of nursing programme 

there could be two types of situations: 

i) where banks haVE assisted the sick unit and 

term lending institutions ar8 not already involved. 

ii) 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 assistgnce 

unle ss it i nvol VPS fresh capi tal i'tl"estment programme aTld 

even then their assistancr- is restrictp.~ to acquiring 

fixed assets. In other words, they are not stepping in 

merely because there is a lon~ term fund need. In view of the 

developmental role these institutions are expected to 

play, it may not, perhaps, be unreasonable to expect them to 
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step in to salvage the productive assets of sick units 

which would other',lisc lie idle. Moreover', h:wiTlg regard 

to the expertise these institutions have built up OVAI' a 

period and the long term n8ture of funds required by the 

sick units, the term lending institutions should come 

forwar0 to provide term loans to these units irrespective 

of whethp", the scheme involves creation of ne,~ capital 

assets or not. The magni tude .and complex! ty of the 

challenge of i~oustrial sickness is such that the banks 

need the coope~ation of term lending institutions in 

tackli"g the problem. 

7.6 In case, it is decided that the term lending 

institutions may not provide long tRrm finance to sick 

units except on a very selective basis and that too for , 
acquiring a~ditional fixed assets, alternatives will have 

to be thought of. ~xam1ning the potential viability of 

the sick units and nursing them b8ck to health raise problems 

of a complex nature. According to the 8vaillble information, 

nearly 300 large units (i.e., those r-njoylng bank credit 

9f more than ~.l crore each) are sick, accounting for 
-

an aggregate bank credit of nearly ~.800 croreS. Having 

regard to the magnitudp of the bank ~un~s involve~ 3~d 

the complexities of the problem, th€~E seems to be 

ju~tificatio~ for' establishment of a specialised institu

tion on the lines of I~CI which would provide not only 

funds on soft terms but also management support and 
, 

efficient mo~itori~g. In this connection, the first 
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tho-Aght that would arise is, whether IROI's operations can 

be enlarged to take care of the problems of the sick units 

allover India. Although IROI 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 Tacil Nadu besides west Bengal, IROI 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 IROI, one each for Northern, Western and 

Southern regions, to take care of the credit and allied 

problems of the sick units. 

7.7. 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 same 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 dues 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 sickness 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. 

r,rhe report of the "task force" should be discussed by the 

institutions end decision taken without delay. 

'(.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. 

7.11 'rhere should be periodical meetings between the 

lending institutions to review the performance of the 

aSSisted unit, consider fresh corrective measures needed and 

tor sharing of cash. flows. 
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There are certain other areas where co-ordinated 
\ 

action is desirable between banks and term lending instz-

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 VI II 

On-going eo-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 m~ 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 bo~ which may meet at periodical 

intervals to consider policy issues pertaining to 

co-ordination between banks and term lending institutions. 

8.2. We sliggest that a Standing Co-ordination Committee 

at a high level may be set up comprising representatives 
....... 

of the Reserve Bank., Q,ommercial banks and term lending 

institutions. The Committee may be set up under the 
," 

auspices of the Reserve Bank. 
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CHAPTER ... ....! 

SumroatY of Recommendations 

1. There should be an agreed basis for broadly sharing 

the term loans bet1Aleen 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 25fo to 30p of the 

term loans sanctioned. 

The above criteria should be reviewed by the Indus

trial Develo~ment 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 2~ 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-ordihation Committee 

as and when set up in terms of our recommendation contained 

in paragraph 8.2 of this teport.(Para 2.2) 

2. Guarantees/acceptances o'f deferred credit being in 

the nat'ue of term loans should be treated as such for the 

purpose of sharing. In individual cases, ther3fore, 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 le.rge projects where the share 

of banking system in the total term lJan 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 appropriatel~ 

(Para 2.7) 

6 In cases -where the lending institutions decide to 

finance the ovarruns 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.(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 t'o 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 bqnk sh~uld be invited by the term lending 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 nlead bankn 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 involved 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 rate be before the 

joint site inspection is taken up .(P ara 3.3) 

9. While the banks will be ass~ciated 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 requiremGnts are 

estimated on a realistic basis in consultation with the 

banks, so that the margin provision will be ~.dequate 

initially as well as when the unit attains the normal level 

of operations and the borrower will have no problem in 

complying with the criteria laid down by the Reserve Bank of 

India .(P ara 3.5) 

the 
11. The ap)raisal team (consisting ofLofficials of term 

lending institutions and banks) should prepare a joint 

appraisal note which would form the basis for pr~paring the 

Boa.rd 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.(P ara 3.6) 

12. In case the requested loan assistance is for relatively 

small amounts, say, for purchasing balancing equipments, etc., 

the ap~raisal neGQ not be a joint exercise; the other insti

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

13. For the purpose of co-ordination, each bank and term 

lending institution should have a focal point within their 

Head/CentreIOffices. Furth0r, for each project they should 

designate a senior official (with an alternative) who will be 

the contact point fo r the purposes of that pro ject ·(P ara 3.8) 

14. 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 may jointly 

take up the mattc;r with the borrower for .bringing in addi tion

al funds so that tho borrower will maintain 13. baJllnced finan

cial structure and there is no dlversion of short term funds 

towards capital costs. If the circumstances so warrant, the 

partiCipating institutions may consider additional term loans 

by ta king such safeguards as may be necessary. (P ara 3.9) 

15. 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 taken well in time. Such a 

review may be Gone.every half-year. A review should also be 

undertaken after the borrowers have committed 7~ 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 limits should be sanctioned by banks 

at least thre8 months before the date set for cQmmencemont of 

commercial product1on.(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 pro ject 

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 goneration irrespective of the sanction of the 

loan or when the bank fe81s that in tho event of the term 

lending institution not sanctioning the loan it could m')et 

the requirements of funds on its own, it may agree to esta

blish letters of credit.(Para 3.13) 

19. In tho case of large projects of national importance, 

if it is felt that the loan assist~ce is not likely to be 

denied on any account, banks may consider establishing the 

letters of credit, where n2CGSSary, only after 11M has 

tentatively c18ared the project and in consultation with 

RBI and IDBI.(Para 3.14) 

20. Banks are reluctant to issue guarantees for the 

bridge loans granted by tho 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 p 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 expedi tel disbursement of bridge loans but 

also result in saving to tho borrower of the guarantGG commis-

sion. For the same reaSons bankS should not generally grant 

bridge loans against the commitment of other lending institu-

tions. (P ara 3.16) 

21. There could be no objection if in any particular Case 

the bank volunteers to furnish the guar.qntee having regard ::) 

the 8.mount 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 GGlay financial assistance 

(where such assistance is otherwise justifi~d), while discus-

sions arc going on in regard to sharing of securities. The 

principle of shRring the available securitios of the borrower 

as betwc2n thu term lending institutions and b~nks should be 

that no institution trios to oversecure its position at the 
. 

cost of other 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 instittiti')ns and banks should be on the following 

basis: 

a) For soft loans, term 

loans, WCTL and 

guaranteos/accept~nces 

of doferred credit. 

For vnrking capital 

facili ties. 

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 

asscts. They sh~u1d conccde 

second charge over these 

assets in favour of term 

lending institutions, When 

requested .(P ara 3.19) 

23. When second charge on fixed assets of the b'Jrrowing 

uni t exists in favour of the banks, thE: term lending insti

tutions should obtain the consynt of the banks before sanc

tioning additional term loans to it as this might affect 

the banks' oVGrall security.(Para 3.20} 
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24. If in a p~rticular case, it becomes necessary for one 

Jf thG inst itu tions f~ grant ~ loans for meetin g t he cash 

losses during holding operations till long term solutions to 

the problems of the b::"rrower arc foun'':, the :1'1st.itutions 

having first charge over the fixfJd assets should not rC:fuSg~ 

to concede parip~ssu charge in respect of such loe.ns for 'the 

ruason that tho resultant margin will be c.i1utcd to a level 

lower than the margiI"_ norm~_lly maintained .(P C'.ra 3.21) 

25. If the fin8ncing bank not having already granted f.'\. 

term loan is h~lding first charge over the block assets of 

the unit as collateral security for working capital limits and 

th0 t8rm lending institution proposes t~ grant soft loans to 

such a unit, the bank shoulG. concede prio'!" charge in respect 

of tho proposed soft loan. Any excess bor~owing, how€ver, 

due to tho deficiency in the NWC of fhe uni"" shQuld be 

identified and converted into WG.:L by the barl~ for sharing 

the security on pari passu basis with the term lending 

insti tuti:)n.(Para 3.22) 

26. While doing so, if the C1.vai1able margin f·:.r th:3 term 

loans anc. \rJCIL is too in~ .. dequat8, the promoters Shl>lld be 

asked t~ bring in funds and if they are not capable :)f 

raising the rosources and the term lending instituti::.ns and 

banks are satisfied about the m(;rits)f the case, they may 

deal with the problem in the following manner: 

i) 1hey ~ay consider a lower margin to the extent t~ey 
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deem proper depending UPQn the merits of the case. 

ii) Financing banks may consider liberalising the lending 

norm tQ. sQme extent thereby reaucing the qUFtntum of v,JCTL but in 

any case the resultant current ratio should not be less than 

1:1. 

iii) Where necessary, the term lend.ing institutions and 

banks may suggest to the Government to infuse unsecured inte-

rest-free long term loans, etc., if the reviv~l Qf the -unit is 

considered essential in public interest. (Para 3.23) 

27. Where securities have been shared by the term lending 

institutions and b~nks, 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 withQut the consent of the institution holding second 

or first charge respectively. (Para 3.24) 

28. Guaran t ecs/?ccceptancES 0 f deferred credit sh:Juld be 

treated as term loans for the purpose of sharing the security 

and ther0 should not be any objection, in principle, to the 

banks having a p~ri passu cha!ge over the fixed assets in 

respect of su ch guar~mtees/acceptRnces of deforrec. credit. 

(Para 3.25) 

29. Lending institutions may consider as a part of nursing 

programme funding of accrued interest, cQDversion Jf 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 lending insti tutirms are of the opini,)l1 (1-Jhile grant

ing soft loans) that such concessions are necessary, they shJuld 

discuss these aspects with the financing banks befare stipulat

ing such conditions in soft lC.1an sanctions. (P ara 3.28) 

30. To avoid delay and reduce the costs, scrutiny of title 

to property should nat be done separately by each of the parti

cipating institutions/banks. \;,'hGre IFCI is involved in financ

ing, banks may, like the other term lending institutions, 

accept the opinion of the Legal Department of IFCI as 

sufficient. In other cases, the title should be got examined 

and the documents drafted by a solicltor acceptable to the 

partiCipating institutions. (Para 4.2) 

31. Scruti'ny of title deeds, search of land records, 

obtaining the permission from the appl\ ;>riate authority under 

the Urban Land Ceiling Act, where required, etc., should be 

taken up simultruleously with thG FlpprFlisal of loan proposal 

to reduce the time lag between the sanction and the first 

disbursal of loan. (PCI.r?, 4.3) 

32. Lead institution/lead bank should undertake the 

responsibility 0 f prepC'.ring/finalising the documents. 

(P ara 4.4) 
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33. The present practice in regard to documentation 

obtaining among the term lending institutions, viz., LIe or 

one of the other institutions (which has a smaller share) 

taking a legal mortg8.gc in English form and all the others 

taking ~ joint equitable mortg~ge by deposit of title deeds 

vJith one of the institutions, should be extended 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 IDBI for ado~tion by banks and term lending insti

tutions and conscious efforts should be made by the institu

tions to cut delays and ensure more or less simUltaneous 

sancti::)11 of the loans to facili tnte eX8cution of common 

loan agreJment. (P ara 4.6) 

35. Further, in order to facilitate execution of joint 

loan documents, the partiCipating institutions/banks should 

stipulate same terms and conditions, as far as possible, 

whi Ie sanctif)ning the loans. (P ara 4.7) 

36. ~\.'hile there may not be 8.ny objection, in prinCiple, 

to enhanCing the overall p8.ri passu charge over the fixed 

assets of the borrower in respect of the gUlO1.rantees/accept

ancos of deferred crodit issued subsequently by tho banks, 

there will be procecural difficulties as the original 

mortgage will have 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 brulks ~scertaining from the borrowers the aggregate 

amount of guarantees/~cceptancesof deferred credit they 

would he requiring in the following year and tnerl sancti,on:i.ng 

a single limit for the whole amount and obtaining necessary 

suppletTIGnt~_1 deeds at a time. However, this is not 

necessarily a complete solution to the problem. 

BeSides, this does involve certain aIllOunt of procGc~ural 

work and adds to the cost of stamp duty. The b~nks 

should, therefore, consider this aspect in individual 

cases and decide whether the advantages ,of enhRncing the 

regular mortgage charge outweigh the disadvRntages or 

whether because of the smallness of the amount involved, 

they would prefer to follow the existing practico of 

securing the gu~ranteos/acceptanc~of deferred credit by 

a hypothecation charge on the specific assets and getting 

a release of the prior charge from other inst i tutions • 

But if a bank ultimately decides to enhqnce its 

mortgage charge, the term 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 covering the background of 

the en tre preD8ur, hi s capabilities as se en 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 disb.ursement 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 assis ted units, 

such as, adve rse trends noticed in sales/production 

or failure to ge ne ra te 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 tho 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 lending institutions and 

banks, if any, appOinted on the Board of Directors 

of the assis ted uni t·s. In the case of uni ts where 

banks do not have a right to appoint nominees but 

their stake in the units is subs tan tial, term lEnding 

insti tutions 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 undert.aken by ei ther 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 

insti tution should jointly carry out the follow-up 

inspection at least once in a year. The inspecting 

officials should submit a joint report covering the 

performance of the unit, its strengths and weaknesses 

or deficiencies in its organisation and working 

(including technical aspects) and corrective measure s 

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 

~10t sufficient for meeting the repayment obligations 

and working capital requirements, there is 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 ins ti tutions, sharing the cash flows generated by 

the assisted units and for the restructuring of the 

term obligations when it becomes necessary. It is, 

therefore, important that the lending institutions 

appreciate the position and observe certain agreed 

code s in mutual interest. (Para .• 6.1 ) 

44. 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 

ncc~uals may be apportioned between the banks and term 

lAnding institutions as per the respective amortisation . 
schedulos initially 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 bank 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 proje ctions, such surpluses may be 

retained with the units to strengthen the net working 

capital position sO as to act as buffer to absorb 

fu ture set -backs. However, care has to be taken to 

ensure tha t such surpluse s are not fri ttered away by 

the units by payment of higher dividends or by 

diversion or othe rwise • Accelerated repayment of 

ins talments of te rm loans may also be considered by 

mutual consultation between banks and institution&(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 

r equ ired liq uidi ty. (Para. 6. 4 ) 

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 recovery of instalments. 
(Para.6.5) 

48. However, in cases who re 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 
in ' 

due to increaseLthe 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 re tained 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 lenders. 

(ii) Payment of ins talments of principal 

proportionately to all institutional lenders. 

(iii) Creation or strengthening of reserves. 

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

49. The banks and term lending institutions should 

undertake a mid-term review of the unit's cash 

flow posi tion to ascer tain whe ther the estir.1a tes 

of cash generation nave 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 

c o-ordina tion and concerted ac tion 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 p~ogramme 

and monitoring. The viability of the unit and its 

ability to repay the dues in a reasonable period and 

not the sec uri ty alone, should be the guiding 

factors and form the basis in formulating the lending 

approach in re spect of the se units. (Para.7.1) 

51. I t 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 term 

lending institutions/banks may consider filling the 

gap subject to adequate safeguards provided there are 

reasonable prospects of the unit b~coming viable and 

the c redi t ris k is reasonable in the ir 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 developnental role these institutions are expected 
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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 uni.ts, the term lerrling 

institutions should come forward to provide term loans 

to these units irrespective of whetber tbe scbeme 

involves creation of new capital assets or· not. The 

magnitude and complexi ty of t·he cballenge of industrial 

sickness is such tbat the banks need the co-operation 

of term lending institutions in tackling tbe 

problem (Para.7.5) 

53. In case it is decided tha t the term lending 

institutions may not provide long term finance to Sick 

units except on a vGry selective basis and tbat too 

for acquiring additional fixed assets, alternatives 

will hq.ve to be thought of. Having regard to the 

magni tude of the bank funds involved and tbe complexi

ties of tbe . problem , there seems to be justification 

for establi shmen t of a specialised insti tution on tbe 

lines of IROI which would provide not only funds on 

s oft terms bu t also management support and e fficien t 

monitoring. .A.s most of the Sick units are mainly 

concentrated in the States of Mabarashtra and Tamil 

Nadu beSides West Bengal, either IROI may have to 

extend its activities to tbese states in a big. way 

or alternatively tbree additional regional institutions 

may be set up on the lines ·of IRCI, one each for 

Northern, Western and S,outhern 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 

suggested for term loans in general. In determining 

their relative shares, the lending insti tu tions 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 ins ti tutions 

and banks are financing%, UtllV but the bank finances 

the cash losses on its own, it should do so by way 

of a loan repayable over a per iod. In such an event, 

the term lending institutions, which may be holding 

first charge on the fixed assets of the uni t, 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 unit there should be consultations among the term , 
lending institutions and the banks and they should 

c onsti tute a iltask force" cons is ting 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 ins.ti tutions 

and decision taken without delay. (Para. 7.9) 

57. CloSe .watch is necessary on the implementation 

of the sugg 0sticms and the progress made by the 

unit from time to time. In the case of large 

projects, the lending institu tions may avail themselves 

of the services of con sul tan ts/profess ionals for 

monitoring purposes, where necessary. (Para~?10) 

58. There shou~d be periodical meetings between 

the lending institutions to review the performance 

of the assisted unit, consider fresh corrective 
for 

me asure s needed andLshari ng of cash flows (Para. 7.11 ) 

59. 'llmre are certain other areaS where co-ordinated 

action is desirable between banks and term lending 

institutions', such as, negotiation with labour and 

Government, s tailing legal proceedings again st 

aSSisted units in the form of winding up petitions, 

etc. (Para. 7 .12) 

60. There is need fbr a high level body which may 

meet at periodical intervals to consider policy 
the 

issues pertaining to co-ordination betweenLbanks 

and term lending institutions. 
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A Standing Coordination Committee at 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 .S. Nadkarni 

B. V. Sonalker 

Bombay, 
May 18, 1978 
Vaisakha 28, 1900(Saka) 
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