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CHAPTER I

- INTRODUCTORY

1«1 The Deposit Insurance Corporation was established by an
Act of Parliament on 1 January 1962. With
BACKGROUND effact from 15 July 1978, it took over the
functions of the Credit Guarantee Corporation
of India Ltd., a public limited company promoted by the
Reserve Bank on 14 January 1971. With the integration of
the two organisations, the Corporation was renamed as the
Deposit Insurance and Credit Guarantee Corporation. The
Corporation performs the twin functions of offering insurance
protection to small depositors of banks and offering guarantee
support to credit facilities sxtended to certain categories
of semall borrowers, particularly those belonging to weaker
sections of the society.
1.2 As no comprehensive review had been conducted of the
Corporation's Schemes for two and a half decades,the Board
of the Corporation decided to appoint an Expert Committee to
undertake an in-depth review of the Deposit Insurance Scheme
and Credit Guarantea Schemes of the Corporation. Accordingly,
the Expert Committes was constituted on 14 July 1986 under

the Chairmanship of Shri M.N.Goiporia, Chairman, Indian



Banks' Associlation with the following members

1,
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8.

Shri U.K., Sarma
Executive virector
Reserve Bank of India
Bombay

Shri B.D, Dikshit

Deputy Managing Lirector
State Bank of India
Bombay

" "shri A.K. hgarwal

Joint Secretary
Government of India
Ministry of Finance

Department of Economic Affairs

(Banking Division)
New Delhi

Dr. S.A. pave

Executive Director

Industrial Development
Bank of India

‘Bombay

Shri A2shok Goenka

" Chairman .

General Insurance Corporation
of India
Bombay

Shri k.P. Bhargava
Ldvocate
Ujjain

Shri P.N. Shah
Chartered Accountant
Bombay '

Shri R.C. Suneja

Chairman-

New Bank of India

New Delhi

General Manager

Deposit Insurance and Credit
Guarantee Corporation

Bombay

Member

Member

Member

Menber

Member

Member

Member

Member

Member-Secretary



The Secretariat for the Expert Committee was provided

by the Corporation,

1.3 The terms of reference of the Committee were as under :
SERMS (i) To examine the terms and conditiens ¢n which
F : ° -
REFERENCE deposit insurance/credit guarantee cever

(i1)

(iii)

(iv)

(v)

is provided by the Corporation under its
various schemes and to make suggestions ﬁor
rationalising the same, |

To examine the existing procedures and to
suggest simplifications, if necessary, for
ensuring prompt payment of insurancec premium/
guarantes fee by credit institutions and
expeditious disposal of claims by the
Corporation,

To examine, in the light of the growing ;1.1-,
liabilities, the adequacy of the Corporation's
funds and to maﬁe suggestions, if necessary,
for rationalising the level and structure of
guarantee fee and the scope of guarantee

cover so as to make the schemes viable,

To examine the operational problems,‘if

any, experienced by the participating credit
institutions and make suggestions for
improving the same and

To examine any other related matter and to

make recommendations in respect thereof.



A. copy ‘of the Memorandum setting up thc Expert Committee

horeinafter called the Committee is given in Annexure - I,

-

1¢4,1 A Sub-Group was ‘constituted by the Committee in its
meeting held on 25 September 1986 to look inta the procedures
followed by the Corporstion in administering the various

schemes,, The composition of the Sub-Group was as under !

(L) sShri B.D. Dikshit Chai rman
Deputy Managing Director
State Bank of Indla
Bombay '

{#1) Shri S.H. Khan Member
Executive Director
Industrial Development
Bank of Incia
Bombay

*4:1i) Shri N.S.S. Rao Member
General Manager
Central Bank of India
Bombay

(ir) Shri a.B, Chakravarty Member*
Chief Officer
State Bank of _.Jdia
Bombay

(v) Shri M.L. 3eth Member - Secretary
Denuty General “anager
Deposit Insurance and Credit
Guarantee Corpuration
Bombay

* Co-opted as a member on 20 November 1986



The terms of reference of the Sub=Group were as under ¢

(1) To examine the existinglp?ucedures and suggest
simplificalions for ensuring prompt payment of
insurance pramium/quarantee fee by credit
institutions and expeditious disposal of claims by the
Corporation,

(ii) To examine the operational problems, if any,
experisnced by the participating credit institutions
and make suggestions for improving the same and

(111) To examine any other related matter and to make
racommendations in respect thereof.
The Sub-Group was required to keep the following aspects in
view before making recommandations:

(a) The Expert Committee may make recommendations for
structural changes in the Corporation's Schemes as
a result of which it may be necessary to evolve a
completely naw procedufe)set of formats.

(b) Changes to be suggestasd by the Sub=Group should be
compatible with the pomputarised system presently
in vogue in the Corporatione.

The Sub=Group held two meetings at Bombay on 21 November and
5 Decembar 1986 and submitted its report on 31 January 1987.

A copy of the Sub=Group's Report is given in Annexure = II,



1.5 In order to facilitate the work of the Expert Committee a
detaileq questionnaire as per Annexure-III was issued to the credit
institutions to elicit their views on various items under the terms of
reference and this was followed by discussions held at Bombay, Calcutta
" Madras and New Delhi with mezjor banks/State Financial Corporations(SFCs)
in the different regions. The Committee has kept in vicw the

various suggestions made by the banks/SFCs during the discussions and

in response to the questionnaire, while making its recommendations,

1.6 The report is divided into the undernoted 7 Chapters :
thepter subject

I Introductory

I1 Deposit Insurance and Credit
Guarantee Corporation - A Review

II1 Deposit Insurance Scheme

Iv Credit Guarantea Schemas

v Financial Implications of
Credit Guarantee Schemes.

VI Procedural aspects and
operational problems

VII Summary of conclusions and
recommendations

Sinqe the Committee has undpt;aken a comprehensive review of thé-
Schemes of the Corporation for the first time in the last twentyfive
years it has been felt necessary to deal with the various Schemes at
some 1laength tracing the evolution and the detailed terms and conditions
governing the Schemes so that the issues emanating therefrom-and the
recommendations made by us are viewed in their proper perspective.

f.? The Committee met o~ six 6écasipns on:25‘39ptember 1986,

MEETINGS 27 April, 9 May, 26 Juna, 4 3uly and 11 July 1987,
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1.8.1 At the outset of its deliberations, the Expert Committee
had the benefit of the valuable advice and guidance of Dr.P.D. Ojha,

ACKNOWLEDGEMENTS Chairman of the Corporation who gave a

' direction to the work of the Committee. The
Committes ?ishes to thank Shri B.D. Dikshit, Chairman and other
members of the Sub-Group for their useful suggestions for
streamlining the existing procedures of the Corporation. Sﬁri S.H.
Khan, Executivae Director, IDBI attended all meetings of the
Committee, as a special invitee, and the Committee would like to
thank him for sparing his valuable time and making useful
contributions. The Committee also acknowledges its gratitude to
all the institufions, officials and non~officials who personally
or through correspondence gave it the benefit of their views,
1.8.2 The Secrstariat of the Committee was provided by the
Corporation, The Committee wishes to express its thanks to Shri
K.K. Saksena who was General Manager of the Corporation till
Octobar 1986 for preparing the background papers for its
first meeting. The Committee would like to place on record its
appreciation of the ungrudging and dedicated efforts of the staff
of the Corporation and, in particular, Shri V.V. Herwadkar, Manager
and Sarvashri G.R. Kulkarni and P.C. Antony, Development Officers
and also Or., C.L. Agarwal and DESACS who helped in the preparation of
statistical statements for the Report. Finally, the rest of the
members place on record their sincere appreciation of the able
gssistance rerndered by the Member-Saecretary, Ms. I.T. Vaz at all

stages of the preparation of the Report.



CHAPTER II

DEPOSIT INSURANCE AND CREDIT GUARANTEE
CORPORATION - A REVIEW

2L1 The Deposit Insurance and Credit Guarantee Corpora-
tion performe the twin and cognate functions of deposit
insurance giving protection to small depositors in

banks and providing guarantee cover for credit facilities
extended by the financing institutione to certain cate-
gories of small torrowers. Towards this end, the Corpora-

tion ie operating the following Schemes :

1. Deposit Insurance Scheme, 1961
2. Small. Loans Guarantee Scheme, 1971

3. Small Loans (Financial Corporations) Guarantee
Scheme, 1971

4. Service Co-operative Societies Guarantee
Scheme, 1971

5. Snall Loans (Small Scale Industries)
) Guarantee 3cheme, 1981

6. Small Loans (Co-operative Credit Societies)
Guarantee Scheme, 1982

2. - Small Loans (Co-operative Banks)Guarcntee
Scheme, 1984.

The origin, evolution and principal elements of
the 3Schemes and progress thereunder are given below.
The resources Qnd the managemegt and organisational
gset-up of the Corporation are also indicated in this
Chapter.
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DEPOSIT INSURANCE SCHEME

Y f 08 A B P D G A St o i ) D D G G oGP =S = P G

2,2 Ths quastion of introducing e schume of deposit
insurencu in India first rucuivud attuntion aftur tho
HISTORY banking crisis in Bungal in 1948,
Howuvur, thy intraduction of such a
schumo was conslidorud prumatur. et that stagu., Tho
quustion camu up for ruconsiduraetion in 1949, whun it weas
decidod again to hold it in aboyancu till adoquatu
arrangumonts wure madu for puriodical inspuctions of
banks, so that tho Rasurvo Bank could with confidonce,
advise on thu inclusion of banks in thce duposit insurancao
schomao, In 1950, tho Rural Banking Enquiry Committuo in
its Roport* regarded tho proposal for a duposit insurance
schume for the Indien benking structuru as "commundablo
in principle', It, howuvur, fult that thc risks and
uncortaintius surrounding tho banking situzstion did not
warrent thu immudietu introduction of such a schumo,
Tha Committuu, thorufor., suggustud that thu quoustion
might bu dufurrud till thuo procuss of consolidation of
thy banking systum as unvisag.d in tho Benking Compenius
Rct, 1949 had bwun compl®tad, Thu Committua on
Financu for thu Privatu Suctor (Shroff Committuu) hed
opinud that tho schomu of diposit insurance had usuful
potuntialitius and rucommundud that a schumu on tha U.S.

* P, 71 of Rurel Banking Enquiry Committues Roport, 1950



mo.'el should be edopted i1f liere wes @& caonsensus of
opinion emongst benks rugording thu desirability of the
schomu, Thu schomu still did not taku any concrotu
shapu till 1960, Howuvor, whun tho Pelai Countrel

Bank Ltd, and Laxmi Bank Ltd, foilcd and the dopositors'
confidence in tho banking systum wes shakun, a docision
was takoun to sut up a Corporation for introducting a schemao
in order to efford protuction to smell d.positors in
benks anc elso a® a mcens of provonting eny rutardation
in tho sprued of tho berking habit as a rusult of
isolat.d cas.s of bank feilurus, Thus Corporation wes to
bu 8 vary spucialisud institution, pr.rhaps thu sscond
institution of its kind in ths world (ths U.S.A.'s
Fedurel Cuposit Insurance Corporestion boing tha first)
eand was unviseged to opurets on a commcrcial besis
without any subsidy. Accordingly, thu Corporation was
osteblishud on 1 Jenuary 1962 by an Act of Parliamunt
viz,, Duposit Insurenco Corporotion Act, 1961 with a
capital of R,1 croru subscribur! by tho Ruservu Bank .-
and. the Deposit Insurance Scheme was introducad

from tho samu dato, Thc titl. of thu Act was subsuquontly
chengut to tho "Duposit Insurancu and Crodit Guaranteo
Corporation Act, 1961" in July 1978 consuquunt upon theo

Corporation essuming crcdit gquarantes functions,
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COMMERCIAL BANKS

2.3.1 Initially the insurance scheme was applicable to
all functioning commcrcial banke in India including- the State
Bank of India and its subsidiaries.
APPLICABILITY _ '
Branches of foreign banks operating in
India were 2lso covered. In terms of Section 10 of the DICGC
Act, 1961 the Corporation was required to register these
banks as incsured banks before the expiry of 30 days from the
date of commcncementi of the Act. Thue, in 1962, as many asg
276 commnercial banks were registered as ineurced banks.
Coneequent upon the proceée of amtclgamation, recongtruc-
tion and liquidation and rcegistration of new banks, their

nunbecr declined and,as on 31 December 1986, the number of

insured banks etood at 83.

CO=OPERATIVE BANKS

2.3.2 Since 1968, with the enactment of the Deposit
Insurance Corporation (Amendment) Act, 1968, the Corporation
was required to register eligible co-operative banks as
insured banks under Section 13A, An ¢ligible co-operative
banke means a co-operative bank (whether it ie a stato co-
central co-operative bank or primary co-operative bank)
opcraetive bank/ in & State which has passed the cnabling
legislation emending ite Co-operative Societies Act,

requiring the State Government to vest powers in the
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Resarve Bank to order the Registrar of Co-operative
Societies to liquidate, amalgamate or reconstruct a
co~operative bank and to supersede its Committee of
Management and to require the Registrar not to take any
action for liquidation, amalgamation or reconstruction
without prior sanction in writing of Reserve Bank. As
on 31 March 1987, 15 States and 3 Union Territories had
enacted the required legislation thafeby bringing within
the Corporation's fold, 1608 co~operative banks in these

States and Union Territories as insured banks.

REGIONAL RURAL BANKS

2.3.3 With the enactment of the Regional Rural Banks
Act, 1976, the Scheme is automatically extended to them
as and when they are established. The number of Regional

Rural Banks (RABs) registered ti}l 371 March 1987 was 194.

‘.
2.3.4 The total number of banks registered as insured
banke as on 31 March 1987 wae thus 16885, comprising

83 commercial banks, 1608 co-operative banks and 194 RRPs.

’

2.3.5 The Corporation is required to register every new
commercial bank or a new eligible co-operative bank as an
insured bank soon after it is granted & licence under

Section 22 of the Banking Regulation Act, 1949.
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2.4,1. The Scheme provides insurance cover to a depositor's
accounts - current, savinge &and fixed etc. in the aggregate,
INSURANCE upto R.30,000/y in each insured bank in

COVER India, in all its domestic branches. Thus

a deposiktor-be he an individual or a business firm or a
company or a’trust - ie insured upto k.30,000/-, in the-
aggregate, with respect to all deposit accounts he or she
holds in the same right and capacity in each insured bank.
(The. term "right" and "capacity" relate to the nature of
ownersghip of deposits such as individual, Joint, or trust
deposits).({} depositor may obtain more coverage by opening
like accounts at different insured banke, but not at
different branches of the same baqE}; When the Scheme was
introduced on 1 January 1962 the coverage was limited to

k. 1,5C0/- per depositor.

2.4.2 Deposits of foreign governments, Central/State

Governmcnts, inter-bank deposits as also deposite held

abroad are not covered by the insurance echeme and hence,

they are to be excluded by the insured banks while

computing the assessment of insurance premium payable

to the Corporation. Consequent on amendment to.Section 2 (g)
of the Act empowering the Ccrporation to exclude any -

amount due on account of any deposit with any insured bank

with the prcvious approval of Reserve Bank of India, from 1
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May 1986, deposits of State¢ land developmcnt banks with
State co-operative banks are also excluded from the purview

of the Scheme.,

"2.4.3 The tstal agsseseable deposits of insured banks
heve incrensed from Rs.1694 crores in 1962 to m.86,é14
crorce in 1986 and the insured depoeits (i.e. depoeits,
tiie repayment of which is insured by the Corporation upto
the insured 1limit p.r depoeitor) have increased from

Bs. 392 .crores to Rs.62,878 crores during the same period.
The insured deposits as at the end of 1986 formed 72.9 per
cent »f the total assessable deposits. Likewise, the
numbecr of fully protected accounts (i.e., accounts with
balances not exceeding thc limit of insurance cover) in-
creased from 55 lakhs in 1962 to 2,320 lakhe in 1986
conetituting 98% of the total number of 2359.lakh depoait
eccounts as on that date. .

. an
2.5.1 Zach bank registcred as/insured bank is recuired

to pay for the cost of insurance by way of inesurance
premium through half-yearly

INSURANCE PREMIUM : ,

asgssgsmente based on its deposit

volume. The rate of insurance premium wes 1nitially

fixed at Re.0.05 or 1/20th of 1 per cent per annum. It

wae reduced to Re. 0.04 or 1/25th of 1 per cent pér annum

with effect from 1 October 1971 and hae remained unchanged
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gince tien. Oection 15 of the Act provides for levy of such
..brgmium ‘at & maximum rate of Re.0.15 per cent per annum with
the previous apnroval of Rekerve Bank, The premium

is aegecsed on the bapsis of "Asegesable deposits" as on the
lasf Friday of the precceding' half-year and is payeble in
advance within one month from the commencement of that
half-year. The premium is payable on the total assessable

depoeits and not merely on the ineured deposits.

2.5.2 Iq cage of delayed payment, the insured bank is
required to pay the amount due, together with interest
at Besnk Rete, if payment is made before the end of the
half-ycar and 2% above the Bank Rate if payment ie not
made berfore the end of that half-yecar from the first-day
of the half-year. Sub-section 3 of Section 15 of the Act
provides for levy of such penal intercst upto a maximum

of 8% above Bank Rate.

2.5.3 Section 15A of the Act em_owers the Corporation
to cancel th: registration of an insured bank after giving
it one month't notice if it fails to pay the premium for
3 concsecutive periods. The registrétion can be restored
on request and after payment of all premium dues together:

with penal intereet.
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2,5.4 The premium paid by the ingu£ggmb§gk§ to the

Corporation is required to be absorbed by the banks
themselves so that the benefit of deposit insurance
protection 'is made available to the depositors free of cost.,
During 1986, the share in the total premium collected was

90.4% for commercial banks, 8.4% for co-operative banks

and 1.2% for RRBs,

2.6 Although in terms of Section 35 of the Act ibid the
Corporation is empowered to have free access to fécofds of
an insured bank and to call for copies of such records, it
depends on the Reserve Bank for periodical inspections and

investigation of insured commercial banks and urban

SUPERVISION AND co=operative banks and on National
'INSPcCTION OF
INSURED BANKS , Bank for Agriculture and Rural

Development (NABARD) for RRBs and other co-operative banks.
This is done in the i;tefasts of administrative and financial
éxpediency and in order to avoid a.dual inspection machinery
and duplication of staff. On tho buals of thoeso
periodical inspection reports, the Corporation takes

appropriate action, wnerever necessarye
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2.7.1 When a bank goés into liquidation, the Corporation
pays to every depositor, through the liquidator, the amount
INSURANCE CLAIMS of deposits upto k. 30,000/-. Similarly,

when a bank 1s reconstructed or amalga-
mated with another bank and the scheme of reconstruction or
amalgametion does not entitle the depositor to get credit
for the full amount of his deposit, the Corporation pays to
each depositor through the reconstructed/transferec bank the
difference between the full amount of his_deposit (or
fs.30,000/~-whichever is less) and the amount actually received
by him under the seheme of reconstruction/amalgamation.
CLAIMS PAID AND

RECOVERIES RECEIVED —
COMMERCIAL BANKS

2.7.2 The Corporation has received since inception till

the end of 1986 deposit insurance claims from 15 commercial
banks of which 12 banks were amalgamated with -other banks.
while the licence was cancelled by the Reserve Bank in respect
of 1 bank and a scheme of errangement was sanctioned in
respect of the remaining 2 banks. All these claims were
settled within the prescribed time limit of 2 months. The
total insured deposits pdid in respect of all these banks
aggregated k. 1,275.80 lekhs. While the Corporation has
received repayments in full, in respect of 3 commercial banks,

balances aggregating Rs. 6.36 lekhs in respect of the other
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four banks have been written off. In the case of the
remaining 8 commercial banks, the Corporation has received
repayments in part., The repaymento received from commercial
banks aggregated fs 88.31 lakhs, leaving a balance of

f 1,181.13 lakhs still to be received.

2.7.3 In 1985, three commercial banks were amalgamated
with nationalised banks. The Corporotion settled and paid
B8 11,63 crores in raespect of a claim received from ane of
the transferee banks. Of the remaining two banks provision
of &5 40 croraes is made for one bank and the claim from the

sacond bank ie still awzited.

CO-0PcRATIVE BANKS :

2.7.4 The Corporation has since inception, received claims
aggregating fc 253.57 lakhs in respect of 16 co-operative

banks, 9 of which were taken into liquidation and the remaining
7 of which were amalgamated with othor banks. All thesse

claims were paid within 2 months of their recsipt. The
Corporation has received repayments aggregating fs 29.17

lakhs from 6 co=-opesrative banks leaving a balanco of

s 224.38 lakhs,

2.7.5 The particulars of claims paid and provided for and
reimbursemsnt received uoto Oecember 1986 are given in
Annexure IV. The commercial banks account for 85% of the:
total claios'paid'and proviged for, ;he balence of 15%

being in respect of co-operative banks,
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2,8 Deposit Insurancs Schemes are in operation in
othor couniriaé also Viz9:U°s'Aﬂ{”EEQQd?!_ny' and Japanf
The scheme is administered by the Faderal Deposit
Insurance Corporation in U.5.A., tho Canada Deposit
Insurance Corporation in Canada, the Deposit
Protaction Board in U.K. ond the Deposif Insurance
Corporztion in Japan. The schamo is compulsory for
all foderal institutions in U.S.A. and Canada and for
ell racognisad banks and licensed institutions in U.K.
In U.S.A. the scheme was first introduced in 1934
DEPOSIT INSURANCE 1IN at the and of a poriod of
OTHER COUNTRIES

widesproad bank failures and
a savero deprosesion. Tha gapital of the Fedoral
Deposit Insurancs Corpcration was initially subscribod
parély by tha Foderal‘'Govornment ($ 150 million) and
12 Fodaral Reservae Banks {(§ 139 million). In Japan,
tho capital of thoe Corporation is 450 million yon
subscribod partly by Governmant (150 million fgn);
Bank of Japan (150 million yen) and privato financial
institutions(150 million yon)e In U.S.A. the schame
pravides protoection tc individual dopogitors upto a-
maximum of § 1,00,000 por depositor. Tho limif for
insurancoe cover is ¢ 60,000 in Canada, 75% of ocach
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depositor's deposit subject to a maximum of £ 7,500 in
U.K. and a maximum of 3 million yen per depositor in
Japan. In U.S.A. the premium is charged at 1/12th of
1% per annum of an insured bank's total assassabls
deposite, In Canada the rate of premium is 1/30th of
one percent per annum of insured deposit liabilities,
In U.ky where the rate of premium is 0.3% of the
‘deposit. baspg, there are thres types of contributions
(Premium): (gq) Initial contribution as fixaed by the
Board, is to be paid to provide cash resourcas of
between € 5 million to £ 6 million. The minimum amount
to be paid by a bank is £ 2,500 and the maximum £ 3,00,000
and the amount due is calculated on the deposit base
(b) Furthar contributions may be callad at the end of
Fhe Board's financial yaar to replenish the cash
lfesources af the Deposit'InsqrEnce Fund, if payments
"have reduced them below £ 3 million; maximum amount

payable by an institution on any given call is £ 3,00,000.

(q) Spacial contributions may be called where payments

from the Fund are expected to oxhaust its cash resources
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bafore the end of the financial year. Thoere are,no
maximum or minimum levels fotf such contributiope',put
tBe overall limit of 0.3% of an institution's deposit
base applies to its aggregate net gontributions. The
premium is paid on half«yearly basie in U.5.As and an
a yearly basis in Canada and Japan. In Canadé.thé
Minister of Finance is authorised to meke loans to
the Corporation out of the oconsolidated revenue

fund upto an aggregate of $ 1.5 million,

In U.S5.A. the Corporation can borrow from

the treasury upto a maximum of $ 3 billion at any one

timee In U.K., the Board can borrow from the Treasury

upto a maximum of £ 10 million at any time. In Japan,
the Corporation can with tho -approval of the Ministry of

Finance borrow from the Bank of Japan for the purpose of

meetiﬁg claims and the borrowings are restricted to

50,000 million yen at any one time.



s 22

CREDIT GUARANTEE SCHEMES

2.9.1_ Although small scale industries occupy an
imppftant place .m the economic structure of our cpunfny,
_HIéTORI considerable difficultdes were faced by this
T gector in securing credit from the financial
instifutions which were reluctant to extend their operatione in
this f1a3ld on account of thg comparatively larger ‘risk balieveéd
to be 2ttached to m2king advances to amall borrowers. In

1959, a Seminar was held at Hydcrabad under the auspices of the
Reserve Pank for considering ways and means of enlerging

bank lendinge to small industries. The.Seminar expressed the
view fhat bénk 1gnd1ng to small industries could be augmented
by enabling credit institutione +to share the risks involved
with some other agency set up specially for the purpose.

With this objective in view, the. Government of India, in
consultation with the Reserve Bank of India introduced a

Credit Guarantee Scheme in July 1960 for gyaranteeing the
advances granted by banke and other credit institutions to
‘emall-scale industries. The Reserve Bank wes eéntrueted with
the administration of the Scheme as the agent of the Central
Government under dection 17(114) (a) of the RBI Act and wae
designated as "Guarantee Organisation" for the purpose. The
Scheme was subsidised by Government of India and hence,

initially a very.low rate of guarantee fee @25 paise % per
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annum was fixed. It covercd term loane as well as other
crédit facilities a2nd extended a degree of proteotion
“to credit'institntiona againet poeeible losses in respect of
'iﬁeir advanceg to small-egcale industries by prqoviding for
the gh~ring of their lossee with Government of India in
stipulated proportions. The SCheme also provided an element
'of rofinancg which enabled the credit institutione to
replenish their locked up resources even before they took any
hfeps to recover their dues from the borrower. Thus, this
wag in the nature of ~ default guarantee and the guarantee
could be invoked after a default occurred i.e., an édvance
was recalled without waiting for the enforcement of security
or resort to legal remedies by credit institutions against

fhe borrowers for recovery of dues.

2.9.2 As the full impact of the Scheme on the financing

of cmall-scale industries by commercial banks was not still
felt several measures were taken during the period 1966-69

guch as enhancement in the extent of guarantee cover, reduction
'in the rate of guarantee fee and proviesion of refinance to
banks at a concessional rate of interest in respect of their
‘advances to small-gcale industries covered under the Scheme
etc., which reeulted in a stesep rise in the commercial banks?
advances to this sector. The nationalisation of 14 ma jor

commercial bankg in 1969 gave a further impetus to the growth
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of advances to thile sector and there was an increase in the
volume Jf guarantee work handled by the Guarantee Organisation.
To review the wor'ting of the Credit Guarantee Scheme both
frOm the point of view of making it more flexible and
Iattractivg to th%|credit instituions, a Working Group was
appoint:d by heservé Bank in April 1969 undér the Chairmanship
of Shri £.J.K. Ramanujam, the then Chief Officer, Industrial
Finance Department. The Working Group recommended certain
ma Jor changee and a modified scheme came into effect from

1l .February 1970 under which, inter alia, the system of prior
gcrutiny of individual applicatione for guarantee for each
eligible advance was dispensed with and guarantee cover was
made available on automatic and bulk coverage basgis based on
principlce of diversification of risk and large coverage.
2.9.3 In the wake of social control measurcs initiated

in 196% aﬁd followed by nationaliégtion of major commercial
banks in 1969, the banks were agked to ensure an increased
flow of credit to emall borrowers who found it difficult to
have acceds to institutional credit. While therec was an
increcasing awarcness among the bznke about the nced to
provide more credit to such borrowers certzcin practical
difficulties, largely stemming from heeitation on the part of
_institutiona to venture into new and riskier fields of lending

ag also certain inhibitione, particularly at the grassroot
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level, to lend except against easily realisable security

were encountered. With a view to considering the modalities

of providing guarentee cover in respect of loans granted

by banks to such individual borrowers, & Working Group was
appointed under the chalrmanship of Shri S.S5. Shiralkar, the
then Deputy Governor, Reserve Bank of India in November 1969,
The Working Group recommended that the responsibility for the
administration of the Scheme of credit insurance should be
entrus ted to the Deposit Imsurance Corparation and ell exiating
or future guarantee and insurence schemes excepting export credit
guarantee or insurance should be brought under one roof and
entrus ted to the Corporation. While Government of India accepted
the recommendations and entrusted the Reserve Bank with the task
of implementing them, the necessary amendment could not be put
through due to pressure of legislative business. As there wus
an urgent need to wing into operation the credlt guarantee
schemes, the Reserve Bank promoted the Credit Guarantee
Carporatian of India Ltd. and had it registered in January

1971 as a public limited company under the Companies Act 1956,
its shareholdings being held by Reserve Bank of India, State
Bank of India and subsidiaries, nationalised banks and other
banking companies in proportion to their deposits,

This arganisation introduced in 1971, three oredit guarantee
schemes viz., the Small Loans Guarantee Schems, covering advanoes

by oommercial banks, including RRBs, to farmers and agriculturiste,
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traneport operators, retail tradere, small business enterprises
end ‘professional and self-employed persons; the Small Loans
(Finaﬁcial Corporatione) Guarantee Scheme covering advances
granted by SFle to transport operatoré, hoteliers, businees
enterprises engaged in generation and distribution of powew,

in the development and management of an induestrial estate and
transport undertaking; and the Service Covoperative Sociotiée
Guarantec Scheme to cover advdances by commercial benke and
State and central co-operative beanks to service co-operative

gsocleties.

2.9.4 The question of merger of depoeit insurance angd.
credit guarantce in a single 6rgan1éation was reconsidered:

and 1t was felt that conaidéﬁing the common objeotives

of the gchemes operated by the two organis?tione, vin.

ensuring aasy flow of 1nstitutiona1 credit to emall

borrowers engaged in 1ndustria1 or non-industrial activities,
which have be:xn accorded nationzl priority and also in view

0f the common base of the echemeg in terms of the participating
ihastitutions, the operation of the gchemes be brohght'under

bne orggnisation. With this end in view, the Deposit Insurance
and Credit Guerantee Corporation (Amendment and Miecellaneous
Prqvieions) Act, 1978 was paseed. This brought about the merger
of the Credit Guerantee Corporation of India with the Deposit

Insurance Corporation into the Depoesit Insurance and Credit
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Guarantee Corporation.

2.9;5 The Loksabha Estimates Committee in the 16th Report
on tha Ministry of Finance, Departmant of Economic Affairs
(Banking Division) submitted in March 1978 recommended that
the Credit Guarantee Schema administored by tho Rescerve

Bank on behalf of Government of India should be also brought
within the ambit of tha Corporation. A similar view emerged
at a meeting of the represcntatives of the Reserve Bank, the
Corporation and the Govte. of India on 18 Novembar 1978, A
Working Group was appointed in this regard under the Chairmanship
of Shri H.L.Anand, the then Chief Officer, Industrial Finance
.'Department to study integration of Credit Guarantee Schames
for small-scalse industries.and other small borrowers. The
Working Group recommsndsd that.it wouid be advantageous for
the credit institutions and the ultimate baneficiaries, besides
providing flexibility of operations, if tho Cradit Guarantee
Scheme for SSI is integrated with fhe cradit guarantee schomes
of the Corporations Instesad of acting as an agent of the Central
" Government, it rucommendsed that the Corporation may formulate
a schuemo of its dwn effecting necassary improvumonts,
Accordihgly the Government of India cancelled its Scheme as at
the and of 31 March 1981 and the Corporation introduced a new
schoma for the SSI Soctor with affact from 1 April 1981. The
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Corporation was, however, entrusted with tho responsibility
of discharging cbligofions arising from the cancollod

Scheme of Governmont uf India os treir agent,

2,9,6 Tho question cf uxtending guarantuu covur to co=-
opuraﬁivu-credit institutions was first considorug by tho
Seshadri “orking Group oppointed by the vrstwhilo Cruvit
"Guarantou Corporztion of India Ltd,{CGCI) in 1972 which
rucommoncoud that tho Corporetion could offour covur for
non=agricultural advancas to small borrowurs on turms

and conditions similar to those applicablu to commurcial
banks, Accordingly,CGCI offirad guarantuo covur to
co=opcrativu banks for thuir none~agricultural advancns,
Howwvoer, it did not uvoku sotisfactory rusponsu at thot
timo, As rugards covur for agricultural edvancus by co-op=,
erative crutit institutions, tho Corporation appointod

] Working Greup in July,1979 unda;'thu Chairmanship of
Dr, M.V; Hote, thu then ExuéutiVu Diructor, Rosurvu Bank
of Intia. In its roport submitted in Novumber 1980 tha
Group racommundeﬂ extension of cro:dit guorentee support
to Primary AgriCUlturaI:Crodit Societios (ﬁACS), Primary
Lend Duvelopmint Banks (PLDBs) / branchus of State Lond
Dovulopmunt Banke (SLDBB).in raspect of thuir advanmes

for agriculturcl ond allied ectivitius,on a pilot basis,
Tho Working Group also recommundod that tha Corporation'moy
formulate and introcucu a Guoarcntuu Schumoe providing gueraontua
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cover to non-agricultural advances by co-operative urban

banks on terms and conditions similar to those incorporated in
the .Small. Loans Guarantee Scheme, 1971 applicable to commercial
banks, Accordingly the Corporation formulated and introduced
the Small Loans(Co-op. Credit Societies) Guarantee Scheme,1982
and Small Loans (Co-op. Banks )Guarantee Scheme, 1984,

.-
’

Gevernment's Credit Guarantee Scheme
*or Small-Scale Industries(SSI Sector)
July 1960 - March 1981)

{ . o LY

2.10 The Government Scheme introduced in July, 1960

and cancelled as at 31 March 1981 covered credit for term
loans and other credit facilities for smell-scale inQustrie: .
units as defined by the Central Government from time to time
and engaged in the manufacture, processing or preservatic-

of goods or servicing and repair workshops - in specified
lines. Credit institutions eligible to participate n “the
Scheme were the State Bank of India aand.its subsidiaries,
scheduled comnercial banke, all State Financial Corporations
and éelected State and central Go-operative banka. Initially,
guarantee certificatem uged to be is8ued in respect of

each credit facility granted to each SSI unit after prior
scrutiny. From 1 February 1970, this procedure was

dispensed with #nd guarantee cover was extended on an
eutomatic and bulk coverage basis. The grarantee fee wae

first fixed at 1/4th of one por cent per annum which
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was later recduced to 1/10th of one per cent per =2nnum
and subsequéntly rai®cd to 3/4th of onc per cent per annum
(with concession~1 rate of 1/2 of one per ccnt per annum

. in respect of emall borrowers with credit limits nct
.exceeding R.25,000 1n the aggregate) beforc the Scheme was
cancelled as on 31 March 1981. Guarantee cover o»f 75% of
the amount in defzault or amount guaranteed, whichever
wag lower, was provided which wae subsequently reised ﬁo
90% with effect from 1 April 1974 in thc case of advances to
technician entrepreneurs., The maximum clsim licbility wae
initially fixed at k.2.00 lokhe per account an? was raleed
to 7.5 lakhe per borrower 1n respect of working capiltal
advances 2nd to k.2.5 lokhs in respect of term loan per
borrower, since February 1970. The conditions to be complied
with, beforc a guarantec could be invoked were that (1) the
loan was regularly recorted to the Guarantee Organisztion
and fee p~1id thereon fully, (ii) the loan had not been
fepaid within the period of notice of d=mend recelling
tha entire ~mount due, Noggpecific timg limit was:
prescribed for thz invocrtion of guarantuc and

lodging th=2 claim, ‘The “claim  application ' was
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to be accompanied with full particulars of the account.
Where the units in respect of which guarantes is

invéked en joyed credit facilities from more then one credit
institution, the Guarantee Organisation used to advice

all such credit inetitutions to lodge a claim in respect

of the balancesdue to them as on a common date and the claim
was gettled on a pro rate basis., The agreement executed by
the credit institutions providcd that if a default occufred
in any account of a esmall-scale industrial unit due to
negligence on the part of the credit institution's

officials or due to decisions taken by them contrary to the
instructions issued by the credit institution's management
or the Guarantee Organisation, the credit institution was
not entitled to make any plaim in respect of such an account.
After payment of a claim the Guaran%ee Organisation was

di scharged of all 4ts obligations under the guarantee. The
credit iastitutions were to continuec thcir efforts for
recovery of advan es and to shzre the same with the
Guarantce Organiseation within 30 days of the date of
recovery in the proportion in which 1loss was shared with
the Guarantece Ofganisation. For writing off of the balance
in the claim paild account prior consent of the Guarantee
Organisation was nccessary. The SSI unit in respect of
whose account'a claim was paid wae not eligible for guarantee

80 long as the¢ claim amount paid by the Guarantee Organiesation
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wes not fully repaid. After the cancellation of the
Government's Scheme, the Corporation has been entrusted
with fhe discharge of residual functions under the
cancelled Scheme as their agent and in that capacity,
it has been raceiving and scrutinising claims in
respact of accounts in default as on 31 March 1981 and

settling them on behalf of Government of India.

CORPORATION'S CREDIT
GUARANTEE SCHEMES

2.11.1 The Corporation operates six schemes which are

fuviewed below in brief :

’

THE SMALL LOANS (SMALL SCALE
INDUSTRIES) GUARANTEE SCHEME, 1981

2.11.2 The Scheme which was in}roduced from 1 April
1981, covers credit facilities gfanted by commarcial
banks, RRBs, co~opserative banks, SFCs and

state development agencies to small-scalé industrial
units for acquisition of or repairs to or rsplacement
of fixed assets or equipment and for‘working capital.
At the end of 1986, the total number of participating

scredit institutions in the scheme was 476 consisting

of 69 commercial banks, 149 RRBs, 14 SFCs, B other State
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Development agencies and 236 co-operative banké. The
guarantced advances under the Scheme have steadily increaced
from R.3716.43 crores in the year 1981 to R.7497.46 crores
as at the end of the year 1986 as shown in Annexure V. The
claims rcceived under the Scheme have steeply increased from
1308 involving K.l.74 crores in 1981 to 33,723 involving
B5.104,.92 crores in 1986. The total amount of claims
received till 1986 under the SSI Scheme were of the order

of K.274.61 crores forming 3.7% of the total guarantecd =
advances. The claims disposed of increased almost temfdld’
from 3105 involving an.amount of B.2.13 crores in the year
1982 to 30,299 involving Rs.67.07 croree in the year 1986.

Of this, the claims paid were 19,695 for an amount of Bs.24,10
croree and 10,261 claims for an amount of K.40.30 crores
were withdrawn. Such withdrawals mainly constituted claims
pending for a long period of time and returned for necessary
clari fications. Claims rejected upto 1986 were only 915

for an amount of B.5.52 crores. The ycar-wise d~ta are

given in Annexure yj,

2.11.3 AXthough the schéﬁe has been gonerally popular
with credit institutions, it has not proved attractive to
SFCs which are iﬁportant purveyors of credit for block
capital purpnses to SSIs, PFixation.of a comhinzd cciling

for term lo2ns and other crcdit facilities including
working capital and prorata payment of claims has not
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been very beneficial to term londing institutions
whose loans are better socured and also constituto a
relativuely smallor component of total finance. Under
the existing procodura, all banks and SFCs availling of
refinancoe facility from Industrial Devalopmont Bank of
India ars required to get thoir advances covaered under
the grodit Guarantoo Schoma. With a vicw to oxploring
how the Schume could bc made more attractive to term
londing institutions, a Committcu was appointud under the
Chairmanship of Dr.P,Ds Ojha, the thuon Exscpytive Diraector,
Rosorve Bank which rucommondod as under:
1) Tho mounatary coiling on Corporation's claim
liability bae raisod from .10 lakhs to
Rse20 lakhs and apportionaed ssparately for
torm loan and working capital financo at
ks« 10 lakhs cach
il) Term loans to SSI be given differential
treatment and lowar guarantao feo at Ra.0.60%
par annum ba charged as against tha normal fes
of R3.0475% par annum in ruspect of taerm loans
exceoding Rs¢25,000/=.
111) The oxtension of guarantee cover to term
loans upto Rs«5 lakhs only poar SSI borrowar would
not be dosirablse bscause of its wider implie-
cations on tho financial viability of the
othor credit guaranteo schemase.
Thasa recommendations wsera considered by tha Board of

tho Corporation and the Resurve Bank. It was finally decided

that an Expeft Committese may axamine the. issue in depthe
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THE SMALL LOANS GUARANTEE SCHEIE,1971

2.11.4 The Scheme which came into force on 1 April 1971
covers credit facilities granted by commercial banks,
including RRBe; to farmers and agriculturiste, transport
operators, retall traders, small business enterpriees and
professional and self-employed persone., At the end of the
_year 1986, the number of participatig credit institutions
wag 258 comprising 71 commercial banks and 187 RRBs.

The total guarantesd advances covered by the Scheme which
gtood at k.205,71 croree at the end of June 1972, steadily
increased to k.10,345.10 crores as et.the end of June 1986
indicating a more than fiftyfold increase since inception.
This Scheme accounte for the bulk of the total guaranteed
advances to small borrowers forming.99.03 per cent thereof.
There haes been a phenomenal increase in the claim receipts
under this Scheme over the years. As againgst 6,806 cleims
for k.2.23 crores received upto the end of the year 1976,
the Corporation received 6,30,303 claime for R.1%N.58 crores
in the year 1986. The total amount of oclaims received under
"the Scheme till the end of 1986 agg:egated R.426.86 croreu
forming 4.13% of the total guaranteed advances at Fs.10,345.10
croree. Claims pertaining to farmers and agriculturists
accounted for 54.4% of the total, followed by claime in

reepect of transport operators at 17.4%. From negligible
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claime of 2529 involving an amount of #&.0,70 crare only
disposéd of upto the year 1976 the Corporation &isposed
of as many as 6,44,020 claime for R.176.05 crqfes in the
year 1986 alone. Recoveries by way of subrogation righte
upto the year 1986 amounted to k.28.94 crores end con-
gtituted 11.7% of the total amount of claims paid under
the Scheme. '

THE SMALL LOANS (FINANCIAL CORPORATIOIS)
GUARANTEE SCHEME, 1971 .

2.11.5 The Scheme was introduced on 1 July 1971 and it
covers credit facilitics granted by SFCs to tranqport
operators and hoteliere and other business enterprises
engaged in generation or disetribution of electricity or
other power, in the development or management of an
industrial estate, or a transport undertaking. Twenty
institutions are participating in  this Scheme. Thc total
guarantced advanc2s ‘ncreascd fromPs.Z,5% cmores at the end
of June 1972 to 8.85.19 crores as at the end of June 1986
indicating a more than thirty-three fold incrcase since
1972. The amount of claims received under the Scheme till
the year 1986 aggregated ks.1.16 crores forming 1.36% of the’
total guaranteed advances, while claims disposed of were

203 for Rs.0.64 crorc.



37

THE SERVICE CD-OPZRATIVZE SOCIETIES
GUAR 'NTEE SCHEME, 1971

2.11.6 The Schame is in fcrce from 1 October 1971 and it
covers credit facilities granted by all scheduled conmerciel
nanks (including RitBe) énd state and central co-operztilve
banks covered by the beposit Insurance Scheme to szarvice
co-opzarativa sccicties engaged in providing to their mambors,
facilities iike securing ¢f ¢rders, purchase cf raw materials,
‘the display and marreting of firished goods or any other
similar assistanc:z in connection with the manufacture,
display, presentation and »>rocessing of goods and marketing
of such goods. The numbar of participating institutions wsas
175 comprising 57 commercial banks, 81 KiBs and 37 co-operative
banks. The total guaranteecd¢ advances increasad from Rs 0,12
cfore at the end of June 1972 to Ps 0.72 crore at the end of
June 1986. So far, no claim has been received by the
Corporation under this Scheme.

THE SM"LL LOZN3 (CO=OCER:TIVE &ALKS)
GUARANTEZ. SCHZME, 1984

2,11.7 The Schame offers guarantee support to non-
agriculturel advances granted by primerv {urban) co-operative
banks, to small borrowers (e.g. single transport onarators, °
retail t-esders, business enterprises and prcfessional and .
self-employed persons). All 1licensed primary (urban)
co-operative banks, as also unlicensed primary (urben) -
co-operative banks recommended by the Reserve Bank for

‘the purpose are eligible to participate in
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the Scheme. GCut of 729 urban co-operative banks (535
license? and 194 unlicense?) invited to prrticipate in
the\Scheﬁe, 196 banks (135 licensed and 63 uanlicensed)
have, till the end of 1986, expressed their willingness
to join the Scheme. Out of these 196 banks, 71 banks
hzd execcutcd the deeds of agrcement ag at the end of
December 1986 with the Corporztion, of which 56 banks have
completed all the formalities and have been 2dmitted as .
pafticipants in the Scheme. Tht remaining 15 banks are
in the process of complcting the formalitics. The total
guarant eced advances under this Scheme increased from
Rs.5.63 crores at the end of Deccamber 1984 to &.14.96
crores at the cnd of June 1986.

THE SMALL IOANS (CO-OPERATIVE CREDIT
SOCI ETIES) GUARANTEZ SCHEME, 1982

2.11.8 Thée Scheme offers guarantee cover to-credit
focilities granted by select primafy agriculturalﬂcredit
societics (PACS and primary land dovelopment banks "(lPLDB.n)/
branches of etate land development banks (SLDEs) to thelir
farmers/agriculturist members (including ehare croppers

and "landless labourers) for agriculture and allied
activities as also for consumption and housing finance.

The agricultural and allied activities covered by the

Scheme include seasonékégricultqral operatione, recla-
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mation or improvement of land, constructicn or dccpening
of irr_gation wells, installation of pumpsets, purchase
of cattle or ~cc-isition of other c pital assets (e.g.
farm houses, cattle sheds, gobar gas plante ctc.) or
repairs to these aseets, sericulture, animal ausbandry,
poultry farming. daify farming, pleciculture, housing
finance, consunption finance and advances for acqui-
sition of shares of other co-operative societies etc.
Although 2476 PACS, 159 PLDBs and 200 branches of SLIBs
were found to be cligible for participation in the Scheme,
only 14 PAC3 and 4 PLDBe have so far evinced some intereet.
However, none of them has cxecuted the necessary egrcement

and joined the Scheme.

2.12 Tre following are the key characteristics of

E;ZRACTERISTICS the Corporation's Scheme 2

. (1) - Perticipation in the echemes 1is voluntary and
the guarantee cover is available only to those c;edit
institutions which join the Schemes by entering into necessary
agrc:.ments with the Corporation and pay -- the fec regulerly
at the proecribed rates.

(1i) The Schemes ere operated on an sutomatic and bulk
coverage basie under which ali eligible advances get automa-
tically covered right from the time of their grant without
rpquiring the crcdit institutions to‘submitzﬁge Corporation.

éach loan proposai for prior acceptance.



40

iii) The guarantee cover is a contract entirely betwseen
the Corporation and the credit institution. The -borrower is

not .a party to the.contract.

iv) 'In the schemes, the eligibility conditions for
.guaranteeing credit risks are related to a particular
economic activity of the borrower and the purpose for
which credit is extended to him, Hence, the availability
or otherwise of security in the account and the extent of

liquidity of security have no relevance to the eligibility

criteria.

v) The guarantee schemes are meant to provide cover for
advances granted to small borrowers, who without such support
may find it difficult to have access to institutional
credit. . To ensure that such benefits do not gravitate to
relatively affludnt persons, several stipulations have
been made in the guarantee schemes, ;uch as ceiling of
B 4 lakhs on sales turnover as in the case of Tetail
traders and the value of equipment upto fs 2 lakhs as in
the case of business enterprises and of plant and mechinery

in the case of small-scale industrial units, Besides,

absolute limits have been placed on the Corporation's

liability.

2.13 One of the major areas of concern has been
CLAIMS-RECEIPT the enormous growth in the claims lodged
AND" SETTL EMENT .

by the credit institutions. Over the

years, guarantee claims have been spiralling as may be seen fromt®



data glven in Annexure VI. From a meagre number of 6806 claims
for amounts totalling Rs.2.28 crores received from inception

of the’ Small Loans Guarantee Scheme in 1971 upto the end of the
year 1976, the claims during 1986 numbering .6,30,365 for
amounts of Rs.140.,94 crores, Tﬁe average annual growth rate

in the lodgement of claim has been 37.48%. As mentioned earlier,
the claims under the Small Loans (S3I) Guarantee Scieme,1981
increased from 1,308 involving R§.1.74 crores in 1981 to 33;723
claims involving Rs.104.92 crores in 1986. The high incidence
of claims may be attributed to the increasing level of sickness
witnessed in small scale industrial units and the increased
lendings under various poverty alleviation schemes formulated

by Government and relatively high mortality rate for such loans.
As on 31 December 1985, the total number of sick SSI units
financed by the banking sector was 1,17,783 involving Rs.1070.67
crores or 16.4% of the guaranteed advances of Rs.6,523.53 crores.
Advances to priarity sectors constituted 43.2% of the bank credit
given by public sector banks at Rs.50,567.34 crores at the end

of June 1986. The percentage of overdues under priority sector
lendings of public sector banks formed 20.4% of total loans
outstanding. The percentage of recovery to demand in direct
agricultural loaning which account for 42.7% of priority sector
lendings was 54.9%. Considering the large number of sick units
eand the consicderable step up in lendinzgs under various special
programmes launched by the Government of India for weaker sections,
the claims are likely to exhibit a rising trend and may be of an

even higher arder :in future. Vays and meens will have to be



dovised to enable tho Corporation to meet tho commitmants
that ara likely to arise. Thase issues are dealt with in
detail in Chaptar V on Financial Implications of tho Credit
Guarantea Schaemes,

2.14 A larga numbaer of claims havas also been pending under
the Cradit Guarantee'Schamas. As will be sean from the
data given in Annoxure VI, tho pandency of claims during
the ycars 1981 to 1986 has besn steadily.increasing. Out
of the SSI claims pending amounting to Re153.67 crores as
at tho closa of Docambor 1986 about 52.24% wore nending
for less than a year and ths balanco for periods aexcecding
ona ysar. Tha clecims have boeen showing a significant
incroaso ovar tha years and ono of ths major ruasons
according to tho Corporatizn for pondency of élaims is

tho non=rscoipt of clarifications from crodit institutions
for ccnsiderably long periods oP tima. In viow of tho
accumulation of claims for want cof clarifications, the
Corporation is reported to have taken a dacision in sarly
1985 to roturn claims whoro clarifications were not forthe-
coming within a pariod of 60 days., Tha crudit institutione
were alsc recquirad tb dopute thair Liaison Officers for
furnishing nocassary information/clarification. Although
this has apparantly boen reflactod in improved scttlement
of claims,sincae sovaral institutippa ﬁid not raspond, a

larga numbar of claims wera rotursed. Thus, as many as

2,62,310 claimsinvolving R+127,81 crores and 8,790

claims involving R34,22 croros in rospect of
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non=industrial and industrial schemes respectively weruo returned
during tha above period. Tha Corporation has, however, since
roevisaed ifs decision rcgarding roturn of claims and the terms
and conditions and scrutiny norms have since been liberalised
and it is expectodEthat tho saettlemont of claims will now be
spseded up. The position, however, is not vory satisfactdry
and thc Corporation's machinery for ssettlemant of claimsineeds
to bo sufficiontly gearod up; Our rocommendations for |
axpedifing sottlement of claims are givan in Chaptor VI on
'Procadural Aspscts and Oparational Problems!'.
2,15 With a viow to streamlining and simplifying proceduress
and incroeasing iﬁs opurational afficiency and spaoding up
settlemant of the claims, a major stap taken by tﬁe Corporation
has been thae computorisation of tha non=industrial claims undor
Schamas for small borrowers, In thu case of SSI ciéims a tabular
claim format has been proscribed for claims upto Rse 25,000/- and
tho same ara sottled on tho basis of a cortificats furnished by
tho claimant institution. The disposal of claim§ hés'also baon
Qgpeleratod through appointmont of Lialson Officors by particlipa=
ting crodit institutions, delugation of powsrs to Branch Managers
and fpequsnt discussions with :Qa crodit institutions. In tho
context o?'increasing claims,LCogporation may havq to considor
suitﬁbla dolegation of powars, computerisation of claims undor
‘Small Loans (SSI) Guarantee Schemo, 1981, otcs and cortain
suggaétions are mads @y us in this behalf in succeeding

Chaptars, .
241641 Tho roaourqqs”o? the Corporation consist of thrae Funds
FUNDS viz.,(a)Deposit Insuranca Fund, (b) Cradit Guarantes

Fund and (c) Gonaral Fund.
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2.16.2 Section 23 of the DICGC Act, 1961 provid es for th-

coneti tution of the Deposit Insurance Fund. This Fund is built
up by (a) premium received from insured banke and interest on
investments out of the Fund, (b) repaymcnts received by virtue
of ites subrosation rights in regard to insurance claims naid.
Provision also exists for advence beingz granted by the rnescrve
Bank upto B 5 crores for the purpose of ‘the peposit
Insurance Fqnd or the Credit Guarantee Fund under Section 26.
This Fund is utilised exclusively to mect the deposit insurance
claims. The balance in the fund at R.284 crores at thc end of
1986 constituted 0.45% of the aggregete insurcd deposits and
0.33% of the total ascsessable deposite. The year-wise dzta

relating to the Depoeit Insurancec Fund are given in Annexure 1y,

REDIT GULLeTHE TUND

2.16.3 Section 234 of the Act, ibid, provides for the congtl=:
tution of the Credit Guarantee Fund wnich is built up out of
(2) guarantee feec rsceived by the Cerporation (b) all amounts
receivcd by the Corporation by virtuc of its rights of subroga-
tion in rcgard to guarantee claims, (c) all income arising from
the investments made out of that Fund. This Fund is used for
meeting the credit guarantec cleime. The balance in this Fund
stood at Is.188 crorcs at thc end of 1986 after making provision
for mreting liability of claims upto the end of 1986 under all
its 6 crcdit guaraate< schemes. The net surplus of R.188
crores which is in the nature of reserves for claims consti-
tuted 1.05% of the total advances covered by the guarantee
Schemes of thec Corporation at about R.17,943 crores. The year—

wise dzta reclating to the Credt Guarantee Fund are given in
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Annexure VII,

GENERAL FUND

2.16.4 1In addiition to shere canital all recceipts of the
Corporation other than those referred to under Section 23(1)
(Doposit Insurance Fund) and 23A(Credit Guarantee Fund) of the

Act, ibid are credited toa Gencral Fund under Section 24 of the lct.
"The Corporation mcete its staff and establishment expenditure from
the income derived by way of intcrest on investments in Centicl
Government securitics made out of its Gencral Fund.

SIARE CLPIT.LL

2.16.5 In terms of SubwSection (1) of Section 4 of the DICGC
Act, 1961, the authorised capital of the Corporation shall

bec k. 1 crore but the Central Government may in consultation
with Reserve Bank of India increase such capital from time to
time =o that the total authorised capital shall not cxceed

B.50 crores. Sub-3ection (2) of the Section ibid, also provides
thet the fully paid up capital shezll stand allotted to the RBI.
The Corporation which started its working wi*h an initial paid-up
share capitzl of R.l ¢ or¢ raised the gam. to K.1l,50 crores in
1972, Fs.2.00 crores in 1975, Rs.10 crores in 1978, fs.1l5 crores in
1981 and to 5.50 cmres in 1984. Waile thce raising of capital in
1978 and in 1981 was considered nccessary for meeting the
additional staff and establishment cxpenditure etc., 1ts further
raising to B.50 crorcs in 1984 was nccessitated consequent on

the Corporation's assuming responeibility releting to the credit
guarentee for small-scale industrieg from the erstwhile Credit

Guarant ee Orgeanication of the RBI with effcct from 1 April, 1981.
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2.17 The menagement of the Corporation is vested in a
MANAGEMENT Board of Directors consisting of 9 members
'gggANISATIDNAL viz,, a‘Deputy_GOVerpor, of ctho -Roserve Bank of
SET=UP India (who is the Chairman), another

officer .presently an Executive Director of the Reserve

Bank), nominated by the Benk in this behalf, an officer

of the Central Government nominated by the Government,

and 6 none=of"icial Directors nominated by the Central
‘Governmant in consultation with the Resarve Bank having

speciel knowledge of banking, co-opersation, finance,
scco'intency, lew, smell-scale industry or allied fields,

_The Board {s 9ssistgd by @ Clsims Committeq cénsisting
of tha Reserve Bank nomines Director, 2 noneofficieal
‘Directors and an eminont bénkur,

2,18.1 In the forugoing peragraphs, wo havu mada a8
APPROACH TO doteilod reviow of tho Duposit Insuranca
THE PROBLEM '

' end Crudit Guerantuq Schemus as opuratod
by tho Corporation. Somo of thu futuré trunds which can
bu discornod from thu curront banking situation aruv as
undor:

i)_ Tho ombﬁasis on priority suctor advancus and in
particular on povurty alloviation programmus will

continuo, Thus, tho totel quantum of priority ssctor

advencus to bu guarantuad will constantly bo on tha
incroaso, _

11) Over e poriod of yosrs, tho sizu of vieablo small-scalo
unite is likuly to increaae, owing to esconlation of



¢ 47

costs, Corruspondingly, the quantum of advancu is also
liksly to go up and thu monutary ceilingson claims may ruquire
rovision from timo to timo,

1ii) It may bo nucossary to continuously streamlinc procoduras and
rusort to computoerisation on a larger scalo in ordur to copo
up with thue largoe volumu of work and rondur moru officiont
sorvicu to cliunts,

2,18,2 In the light of the abova, the Committuo fuuls that boforo
meking its rucommondations for rustructuring thu Corporation's
Sch.mas, it should formulatu its broed approach, kuoping in viow tho
objuctivus on which th. sch.umos have boun framed and opurotud in tho
pest. and thuo umurging scunario, Thu approach of tho Committuu is

accordingly spult out below:

i) Sincu tho schemous aru to bo workud on tho principlo of
insurancy, whuro good risks offsut tho bed onus, thu covuregu
should bu 28 widu &s possibl. to unablu a propor diversifie
cation of risks, Howuvur, covarogo may bo uxtundud to
institutioné whure @ fair dugr.o of control cen bo uxurcisod
ovor thoir working, Accordingly, as far as thu duposit
insurancu schumu is concurnud, duposits of all duposit accope
ting institutions undur thu closo supurvision and control of
tho Rusurve Benk, including public soctor banks, should bo
covarod, Similarly, cs r.gards thu crudit gucrantuou schumos,
all advanccs to priority suctors as dufinsd by tho Raoserve
Bank should b. coverod and accordingly all institutions ungagud
in financing priority soctor including turm londing
institutions such as SFCs should bu coverud,

11) Tho Schumus should bu so duvisod that gruatar bunufits accruoto
smollur and woaker soctions of tho socioty and cradit flow 1s

encouragud towords thom. Appropriatu provisioné should bo built
into thu sechumus, such as cuiling on duposit insuranco eovor,
ceilings and sub-calllnga on claim liobility,diffuruntial and

lowsr fuws for smaoll borrowers utc,., to give aFFuct to this
objuctiva,
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1i1) The Corporation should not take over the entirc onue of
risk amd there should be a proper epportionment of risk
between the Cornnr~tion 2nd the crciit institutions.

iv) The Schemes should be operated on the principle of
viability. However, since the credit institutions
are also required to lend for socio-economic purposes in
pursuit of national objectives which entails a higher
degree of risk, Governmént of India and the Ressrve

Bank should provide neceseary financial support.

v) The Schemes may be restructured in such a manncr that
their usefulness and attractiveness to their clientele

are enhznced,

vi) The adninistrative costs of operating the Schemes
should be kept as low as possible by constantly
roviewing the proccdurcs and use of modern information,

technology, whereever necessary.
‘.

vii) The Corporation should render pror 3t and efficient

service to 1ts clientcle and ensure prompt settlemeént

of claime.

Based on the approach as outlined above, the Committee has

mede various rccomnendations in the succeeding Chapters.



CHAPTER - III
Deposit Insurance Scheme

3.1 Deposit insurance may be broadly defined as the
guaranteed repayment of deposits in the event of the

inebility of an inetitution
Introduction accepting such deposite to

meet its commitments.
The primary objective of deposit insurance is to provide
a meagure of protection to small depositors from the
rigk of loss of theilr deposits arising from the failure of a
bank. Thus, the underlying,K idea is that small depositors
who have made banks the repository of their savings should not
"suffer on account of impairment of the capacity of the banks to
repay such deposits. The need for special protection to amall
depositors assumed importance in the context of the need for
promotion of savings habit particulerly in the rural areas and
mobilisation of reéources by banks which could be utilised for
purposes of national importance. Deposit insurance is intended
to help in sefeguerding inter:sts of depositors and in infusing
confidence in the soundness, strength and stability of the
bénking system, comprising not only the bigger public sector
benks but also foreign banks, private sector banks, smaller
co-operative banks, Regional Rural Banks, all of which play a
useful role in the total growth of the national economy.
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3e2 The main objectives of the Deposgit Insurence Schene a2re
therefore, (1) to protect within limits the balances of deposi tors

in the even* of bank failvres;
Objective (11) to encourage savings and mobilisaticu
of resources through the banking system end
(111) to increase the confidence in and ensure stability and

growth of the banking systen.

The Committee made en indepth exemination of the issue of
whether the deposit insurence cover should be extended to all
banks and also the scope for increase in the covérage and lowering

of insurcnce premium ete. and'accordingly observes as under :

J3¢3.1 The Committee first took up for consideration one of the
baesic issues of whether there is necd for continuance of the
Deposit Insurance Scheme and if so, vhether public sector banks

whioh are Govt. owned institutions should continue under the

Deposit Insurance purview of the Scheme, In 1961 when the
Scheme - Need for

continuance - Scheme was first intr-duced, 1t was decided
Depogite oi public .

sector banks that since deposits in SBI and its subsidic-

ries are legally not guaranieed by Government
and as these banks have to funotion as commercial banks, there is
no reason why they should be excluded from the scheme of
insurance and be given any special status merely on the ground

that their cajsital is owned by Goverrment of India/R3BI.
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Yubsequently, in 1971 efter netionalisation of 14 major

.commercial banks, it was again observed that although it was not

; likely thet any of the public sector banks may go into liquidaiicn,
yot considering the various iype. of sicks (like large scale
defaults, industrial eickness, frauds € .c.) the possibility »1 cuy
of these banks having to face financiel crisis and bveing merged
with étronger units could not be ruled out. Further, the Banking
Companies (Acquisition and Tranafcr of undertakings) Act, 1969
does not proﬁide for ony guarantiee to the depositors of public
sector banks. In the event of failure merely becouse these are
Government owned undertakings protection will not be aveilable

to depositors. Whille we concur with the foregoing, we have further
considered the prba and' cong of thie igsue and have to observe

as under

3.3.2 While it may be difficult to establish any direct
telations’hip betweon the increesein deposits and insurance cover,
nevertheless we are of the view that deposit insurance could be
.8aid to he"3 played an effective albeit silent role in the
mobilisation of resuwrces by banks over the years by infusing tho
ﬁeedaq confidence in the minds of tho depositing »ublic particulaerly
small investors end those in rurel areas %o retain their savings,
in the form of deposits within the banking system. The need for
gontinuance of insurence cover assumes added importance to éttract_
deposits to the banking industry'in the light of the highl& o
competitive environment and the alternate modes of lucrative

investuent. e.g8., UTI ‘Certificates, Netional Savings Certificates,
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Post Office Savings Certificates, public sector bonds, etc.

Although, no doubt, as per the RBI stipulation, banks heve to
maintain a fairly high level of CRR/SLR, this docs not neccsserily
amount %0 insurancc against failure of any wvanks. 1In fect, som.:
banks do not comply with the prescribced liquidity ¢ requirencnts
on many occasions. While the questicn of discontinuance cf the
deposit insurance- scheme should not,therefore, be contemplated,
therc are several reagsons why we feel puolic scctor banks should
continue under the Scheme. In 19386, out of the totel insurcnce
premium of Bs. 43 crores, commercial banks accounted for Rs.33.85
erores (90.4%), co-operative banks for Rs.3.62 crores (8.4%) cnd
RRBs M.O.Sﬁ}crore (1.2%)s Out of the total insurance premium of
RBs+ 38485 crores of the commercial banks, 91% was contributed by
SBI and othcr nationalised banks alone. Thc scheme operatcs on
the principle of insurance, vige :, that good risks will pay for
bad risks and to operate any insurance scheme, there has to be

a proper mix of larger and healthier units together with smzller
and less healthy ones. Restrirting coverage ~f the scheme by
excluding public sector banks would lcave less than 10% of the
devosit in the banking system under the Scheme -nd would thus
sheke its very foundation. It is to be noted lLicre that the
Deposit Insurance Fund formed 0.45% of insured dcposits only in
1986 and this percentage cannct be dcemed us adequate when viewed
against the background of the extension of thc scheme teo smaller
institutions such as HRBs, co-operative banks ond the rather week

ratio of owned funds to total deposits in the banking system.



Assuming that public sector banks were to be legally permitted to go
outside the scheme, foreign banks operating in India would have to be
gsimilarly exempted as the Corporation may not have a justifiable
reason to force them %o continue, &n additional dimension
fhat necds to be teken into sccount is the fact that insurance
of deposcits of only banks other than the publie sector benks
may give an inmpression that the formeXx. instituticns are weak
banks and deposits with thom are not sccure. In cther countries
too, where deposit insurance schenes are in operation,
participaticn in the scheme is compulsory for all reccgnised banks.
Apart from this, the Devnosit Insurance Fund has other uses and
in times of exigencics, the same could be used to relieve the
pressurec on the Credit Gu:ranpee Pfund which is being coperated for
the benefit of 211 banks ¢nd which may come under strein owing
to the large inflow of gutrantee claimbd arising out of massive
lendings uncer special programmes. Toking into account 2ll the
foregoing, we are of the firm view that the Deposit Insurcnce
Scheme in its present form should be continued for 2ll bunking
institutions ana thatnthe deposits of public sector banks should
not be excluded froh the purview of the schenc.
3.4 The next issue which has becen considered by the Committee

is whether the existing nonetary -
INSURaNCE ceiling of R.30,000 of insurance cover

COVERAGE
should be suitably enhanced.



+'The deposit insurance coverage weas limited to Rs.1,500
initially. The cdverage,wes subsequently raised to
Rs.5,000, Rs.10,000, Hs.20,000 and Ks.30,000 on
{1 January 1968, 1 April 1970, 1 July 1976 and 1 July
1980 respectively. 48 at the close of December 1986,
the insured deposite at the present coverage of Rs.30,000
aggregated Re.62,878.1 crores forming 72.9% of the
aggregate assessable deposite. In case the insurance
cover limit is reised from ks.30,000/- to Rs.50,000/-
the deposits that would be insured would rise to
Re.67,728.1 crores forming 78.6% of total assessable
deposits. This would raise the extent of insured
deposits by 5.7% . To assess the actual impact of an

enhemosment of cover on the finances of the Corporetion
the incidence in case higher cover were to be provided
for benks which have been recently merged could be
'ﬁsefully examined. On application of the upward
revision of limi* of insurance cove- to ids.50,000 to
“he actual case of a private sector bank which was
recently amelgemzted with a nublic sector bank, the
amount of insurance claim admissible would rise margina-
1lly . froo R.2.26 crores to H8.2.58 crores. The higher
value deposits do not constitute a significant percen-

.tage. The Committee notes that the lest revision in
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the insurance cover was iuade in 1980 i.e., seven years
ago. Even teking into account the inflation rate, an
upward revision of the deposit insurence cover is
Justifiable. No doudbt, an ideal situation would be to
cover cent per cent deposits but this may prove
impractical and costly.. Moreover, the objective of
the Scheme i1s to provide protection to relatively
smaller depositors whose number is large and for

whom + any bank failure would constitute a severe blow.

The Committee feels that a revision from Rs.30,000 to
Rs.50,000 taking into eccount the above aspect may not,
in real terms, be adequate. At the same time, the
financial impact if the ceiling is raised to Rs.1 lakh
may be nominal whereas the psychologlcal satisfaction
derived by the depositor woﬁld'be substantial and this
may serve as an added attraction for retention of
deposits with the banking eysteﬁ; The Committee
therefore, recommends that the deposit insurance cover
be increased from Rs.30,000 to Rs.1 lakh. This may

be made available as hitherto per depositor in the same

right and same capacity in each insured bank.

3.5 A& registered insured bank is required to pay for
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the cost of insurance through half-yearly assessments

INSURANCE based on its total assessable
PREMIUM
RATE deposits, insurance premium at

Ry 0.04 or 1/25th of one per cent paer annum. The Committes
examined the matter whether existing insurance premium rate
could be'reduced further and/or the premium could be charged
on insured deposits rather than assessable deposits and is

“of the view that no change is called for either in the
premium rate or the base (aséessable and not insured) of
such deposits except poriodicity of payment. (vide pgara 6.2.4)
Firstly, while the occurance of bank failures and the
schemes of amalgamation etc. may be far and few between,
the incidence of claims thereundsr, {f and when they arise,
would be of a sizeable order and would stand to wipe
out a substantial part of the Deposit Insurance Fund at
one stroke, The total deposit insurance claims paid since
incaeption till the end of 1986 amounted to s 15.29 crores
in respect of commercial and co-oparative‘banks. While the
Corporation did not receive insurance claims from any
commercial bankduring 1971-84, the position radically
changed in 1985 when 4 commercial banks in the private
sector yere amalgamated with public saector banks.
~jnder these schemes of amalgamation, insurance claims

.0stimated to be lodged with the Corporation are of the
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order of Rs.72.6 crores or one-fourth the total amount

of Rs,283.81 crores to the credit of the Deposit Insurance
Fund at the close of 1980 which Fumd “as been gradually
built over the last 25 years sin e inception of Deposif
Insurance Corporation in 1961: Secondly, aa the
Comnittee has recommended that the deposit insurance
cover be raised tc Rs.1 lakh, the ¢laim liebility would
grow correspondingly, if and wﬁen a'claim is loéged in
the event of bank failure, scheme of amalgamation etc.
Thirdly, as discussed earlier, the Deposit Insurance Fund
provides an additional cushion for tae Credit Guarantee
Fund. Fourthly, although the DICGC Act, 1961 authorises
levy of premium upto a maximum of 15 paise pP.a. per
rupees hundred it has been kept very low at 4 paise at
present. The bgposit Insurance Fund at Rs.283%.81

crores as on 31 December 1986 forms only 0.45% of insured
deposits as against 1.19% in U.S.A. The size of the

Fund is low perticularly in view of the cxtension of

the Scheie to smaller banking institutions and the

rather weak ratio of the owned funds to total deposits

of the banking system. Finally, as ﬁﬁuld be seen from
the table given overleaf the premium income will fall
alarmingly in case the premium rate is brought down

and charged only on insured deposits instead of on

aggregate assessable deposits.



(bmount inRs.: crores )

Insurance premium e Insurance premium __
payable to the on total assessable On insu-
Corporation at deposits of red
' Rs .86,21% 9o deposits
crores of
Rs.62,873.
13 _crores
(1) 0.04 p. 34 .48 25-15'
(11) 0.03 p. 25.86 18.86
(111) 0.02 p. 17.24 12.57
(iv) 0.01 p. 8.62 6.29
Note : Deposits huve been taken as per the

reporting
figures furnished .w4egi stered banks

for June 1986,
3.6.1 Non-banking companies accepting deposits are

EXTENSION OF DEPOSIT outside the purview of
INSURANCE SCHE(E 7Y _ y
DEBPOSITS ACCEPTED BY the Scheries Lthe

%8%52§¥%§NG Committee, therefore,

exaiilned t¢he question of

extrnding the insuranca
cover to the deposiis of non-banking companies as these
deposits are substantial in volume and the holders of
such deposits arc smaller depositors. Our views on the

matter are given below :

3.6.2 Out of 1,07,155 non-banking companiuvs as cn
31 March 1985, 91,797 companies were non-financial

compenies ard 15,358 were financizl companies. However,
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only 7,508 non-banking companies have reported their deposit
figures to the Reserve Bank. According to the infomaticn
available with the lleserve 3Banll agsre,..te deposits of
reporting non-bunking companies atg on 31 March 1985
anounted to Rs.16,140.4 crores as against Rs.72,571 crores
held by all scheduled commercial banks and formed 22.2%

cof the déposits with all scheduled cormercial banks. Of
the tctel deposits of companies at Rs.16,140.4 crores

those aggregating Rs.13,325.1 crores were exempted déiosits
1.6, borrowings from banke and {inanciel institutions,
monies received from Oentrel Government, State Government
or forelgn Govermments, inter-company bprrowings.

security.deposits, advances received against orders etc.

3.603 The Reserve Bank exercises regulatory powers

for deposit acceptance activities of non-banking
financial companies. The scheme Qf control by the Reserve
Bank which is operative at preeenf envisages regulation
of deposit acceptance from the point of view of their
tenure and quantum in relation to the net owned funds

of the companies. The Reserve Bank, accordingly, undertakes
inspections/rapid scrutinies of the books of these
companies with a view to verifying compliance with the
Bank's directions and the nature of business undertaken

by them, their financial position and ability to meet
their 1liability towerds deposits as and when they accrue,



t 60 &
Y ia T4y U 98F, ‘a ‘new Chaptdr TIIC Wis ineérted tn the RBI aoct,

193 '?"_‘s'éé‘lfing to’ prdh"fbi"t “deceptafrce "of ddposite by
unindorporatéd bodies 'ex'cept‘“:*f‘rdi‘ﬁ' & F-+teéd number of
depositbFd depor lihg on “thé rature >f the vody (viz., & :
411dfvidual ‘nay 'adcept defostta ‘from not more than 25. -
deposttors;, whilé in ‘the dége 'of'a padrtnership -firmfud- -
irorporated 'agsocietion “of individuals . the mumber “of
deposflors has been fixed at 25 per partner/individual

We’iﬁﬁjéét bgd “amaxinwmi &f 250 depositdrs), -the intention-
be 8¢ t0  'Prevent ‘the @édeptanee of -‘ﬂ;aposi‘ts from a large -
HEFBEE o P “uiwary and “f111Yefate ‘depositors.

L L

3.6.4 Thé Heserve Bank s not empowered to take Aotion
against the defaulting non-banking non-financial coupsnics
in view of ‘tho ‘faét thet “the ‘doritrel-~ovdr -them is ‘exércised
by Govermment ‘of India awd 'their déposit -sccoptance” -
WobEriltied are rogulatdd by “Government “wnider the ‘Companies
(Aé¢ey tance ‘of ‘Peposits ) ‘Rules, ‘1975 Terried in exéz‘*ci.sb“ g
of the ‘powers vrgted in' them dndér 'Séction 584 and S8B
of thd Companies ‘Aet; 1956, - THe work' of “aduinistering
5 kHged Tules his BEGH ot Pis ted %o thel ‘Reglstrare: of
Companies in varfous UStates. “Biewe 1s no provieion in -
: tbe “Gompenties Act, For an' Onigoitlg ‘process of inspection
of Goifpanies for Yooking nto ~the¢''Ffinancial position of ¢
the comipenics with - a'vliew Ho «determining whother thefr .

B YU S0 awddv ok Ge oer laangnl ambees T v il PR



affairs are conducted in a manner detrimental to the
interests of their members and devositors, if any, and tue
inspec.ion is undertaken uporadicallv only when the Centiul

Government is ccavinced about the need for such inspectiuns.

3.6.5 The mair basis for extending the Deposit Insurancc
Scheme to comiercial banks and certain selected co-operative
banks w2s the verious coutrols exercised by the Reserve:
Bank over the o:onduct of affairs of these banks, which
ensures their sotisfactory functioning and ccnsequently
minimise: exposure to ricks by the Corporation. Such
supervisgsion also envisages initiating gteps to oring

about improvement in the working and conduct of affairs

of a beank, where necessary. Ia varticular, the Reserve
Bank enjoys extensive powers ifor exercising a fairly

rigid control over their management, working and funds
through its statutory periodical indpection and information
systen made applicable to banks and gets the feedback
releting to deployment of funds available with then ,
enabling the Bank to ascertain whether the various
instructions given tc the banking system relating to

credit plarning are carried out or not. The Reserve Bank
also has authority to give specific directions tc the

banks and, whencver necessary, officers of Rescrve Bank

are deputed to observe the bank's aficirs. On the contrary,
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so far as the Reserve Bank's control over non-banking
finencial companies is concerned, the Bank is having limi e’
powers 'n regard to supervision of the conduct of business
by these comnmpanies. The Reserve Bark has no control over
the deployment of funds of thoese corpanies end is not in
a poeition to know how these funds are utiliged. %The Sank
mainly oversees compliance with the directives, but does
not conduct any in-depth examination of the financial
position and working of these institutions.
3.6.6 The Raj Study Group on non-banking compenies (1974)
which examined the issue did not favour the proposal for
insurance cover for the deposits of non-banking companies.
It was felt by the Group that the risks to be insured
would differ widely as between companies and also it would
be conceptually wrong to confer on unsecured comnpany
deposits, the same protected status 2s has been conferred
on bank deposits. The Group had addcd thet a degree of
risk is an inevitable concomitant of u.gher interest rates
offered on company deposits and insclar as insurance of
depousits with finenciel companies was concerned, before the
question of extending insurance cover to non-banking
companies was considered, it would have to be ensured that
their methods of operetions were standardised, weaker
units were weeded out by amalgamation or otherwise and

their working was generally put on a sound footing. The
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Reserve Bank has also opined that the regulation by the
Govergmeht or R3I of deposit acceptance by these companies
touches only 2 fringe of the problem and deposits with non-
banking companies do not serve the same social objectives
as bank deposits, which are directed into socially desirable
channels and therefore, there is no reason why the former
should be treated on par with bank deposits. The High-
Povered Expert Committee set up by Government of India in
1977 for reviewing the working of the Companies &ct, 1956
and MRIP Act 1969 (Sachher Committee) had earlier sought
the views of the Corporation on the subject. In December
1983, the Government of India, HMinistry of Law, Jusuiice
and Company Law affairs {Department of Company &ffairs)
hed approached the Corporation to consider providing
insurance cover for deposits accepted by non-banking
companies as the Government had been receiving complaints
from the public for non-payment of deposits by companies
on maturity. The Genersl Insurance Corporation of India
was stated to have expressed their inability to provide
the insurance cover on the ground that they were prohibited
from providing such an insurance cover, whicnh was in the
natére of financial guarantee. The Corporation had thén
advised the Government of India that the wcrking and

,deposit acceptance activities of the non-banking compenies



were not organised systematically in the sense that there
was no siatutory provision for their inspecticns with a
view to ensuring that their affairs are not conducted in
& manner detrimeantal to the interests of their members and
depositors as is being done in '‘the case of bauks. It
would be necessary for the Corporatipn to be satisfied
about the above aspect since as ‘an insuring organisation,
the Corporation has to ensure the health of an insured
bodys The Corporation would not be in a position
financially or otherwise to set up the elaborate

inspection machingry necessary for this work.-

3.6.7 ~2Protection of insurance it available to non-banking
institutions in other countries. Thus in U.K. insurance
cover is provided to the deposits accepted by licensed
institutions besides bank deposits. The term 'institution'
is defined by Section 50 of the Banking 4ct 1979 of the
U.K. ac a body corpérate, or a partnership or any other
association of {0 or more persons formed under the law

of another member state including a recognised bank. 4
licensed instituion in U.X. has to get authorisation from
the Bank of England in order to cerry on deposit business.
The Bank of England has powers under the Banking Act, to
inspect the books and papers of the licensed institutions.

Inspections are carried out in regard to the institutions'
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management information, «ortrol systems, adequacy of their
credit control procedures and the quality of assets. If
the inspection reveals deterioration in the working of the
institutions such as (2) fallure to maintain adequate
capital, liquidity and provisions, (b) lack of effective
direction of the business by more than one individual,
(c) serious deficiencies in administration, lending "
procedures and control system, (4) failure to comply with
oonditions attached to the licence issued by the Bank,
and (e) inefficiency of the directors or controllers etc.,
then the Bank can revoke the institution's licence. The
Bank has also powers to give directions to the institutions
limiting the scope of its business in the interest of
. depositors. As at the end of the financial year ended
28 February 1986, the number of licensed institutions,
which are generally banks of smaller size with no diver-

sified business, was 304.

1

5.6.8 The Comnittee has exemined this issue in all its
aspects and is of the view.that the control of the Reserve
Bank over nou-banking institutions is restricted and
‘bannot be deemed as adequate. The inspections of the
non~banking companies are limited to particular features
such as classification, enquiry into complaints by

depositors end compliance with directives. Conduct of such
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inspoctions with a limitud covurogu doos not givo the Bank
thu nuudod insight into Fhu working of thu'inatitution’and
perticulorly its funds monogbmun£ which is essuntiol prior
to ony uxtansion éf duposit insuroncy covur to tho benk,
Insurancu of ddposits of non=banking compcniue without propor
ond odoquectu control ovur thoir ovurell opurotions would he
frAught with gravu risk, Tho numbur of non-bonkiﬁg companioca
is largu and apart from thu cost involved, it may not bo
administrativuly foasibla for tho Corporoﬁion to set up an
oxtensive inspuction mochinury which would be ruquired for
tho purposa, Invostino public ontrust thuir savings to such
institutipne mainly lured by the higher ruturns ond buing in

full owarunuss of tho risks inhurunt thorein, It is, therefore,

presumed that they would have carefully weighed the implicatione

of their investmant decisions. Protection of such deposits

may also lead to a drain of deposits from banks which have



well.established nethods of operation and would nilitate
against national objectives. It would not, therefore, be
desirable to place non-banking companies on par vith banks
in this regard. The Committee, therefore, is of the view
that extending deposit insurance cover to deposits of nen-
banking combanies or institutions may not be considered,

at the present juncture by the Corporation.



CHARTER 1V

CREDIT GUARANTEE SCHEMES

4.1 The idaa underlying thé introductiusn of tha Credit
Guarantee Schemos was to provide incuntives to banks and
| RATIONALE “thur financial institutions ta land to
small-scalo industrias and small
borrowars, particulurly thoss balonging to the wsaker and
hitherto neglectud suctcrs of th: socioty. Tho guneral
obsarvation has baoegn that such borrowers sithasr dJo not‘have
any 2ccaess to institutional fimance or only limited access
thereto becausu, firstly, tho administrative costs of lending
to them and monitoring of such loans are vary high and
sacondly, the caosts dus to failuru of borrowors to saorvice
their dobts could bo sizoablo. Theso costs may cut into the
prafitability of banks and hence rasult into hesitance on
tho part uof cradit institutions to vanture in such
financing. Cradit qguarantecs halp in overcoming som2 of
these problams, espocially tho perceivod high risks of
landing to such borrowars by providing a2 degree of
protaction to loending institutions against possiblo lossas.
Crodit.insurance procooeds an tho basis of pooling of risks
and tho institutions ahare in agraed proportion the

risk arising from non=repayment of tha loen.
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4,2 The Corporation is operating six credit gusrantee
schemes - five for small borrowers (financed by commercial
. banks including Regicnal Rural IZanks,
OBJECTIVES .
co-operative societies, co-operitiv: binks
and State Financial Corporations) and one for'small-scale
industrial units (financed by all the above credit institutions

except the co-operative socicties)., The foliowing arz2 the

major objectives of the Schemes :

1) To offer 2 degree of nrotection to the.credit
ihstitutions against possible risks in respect of their
advances to small-scale industries and small borrowers by
providing for the sharing of risks between the credit
institutions and the Corporation.

1i) To eneble cradit institutions to replenish

locked=up resources.

1ii) To give psychological support to the credit’
institutions for finoancing the borrower of small mzans or

no means who wzs neglected hitherto.

iv) To strengthen economic growth by developing the

small-scale sector which has ot a large employm:nt potential,

4.3 The salient features of the Credit Guarantee Schames
and the progress, etc. have been dealt with in detail in

Chapter II. The Committee is required to examine the terms
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and conditions on which credit guarantee cover is provided
besides examining the rationalisation of the level

and structure of gunrantee fee and scope uf guarantee cover

so as to make the schemes viegble and &lso to examine
operational problems, 1f any, experienced by the particivating
credit institutions. We accordiingly examine these aspects

\
in the following paracraphs

4.4.1 OJver 90 of the hanking system is now nationalised,

CREDIT GUi ‘ANTEE Public sector banks hqave lent more
SCHEMES - ['Eiib FOR
CONTINUANCE than 40% of their total net lendings

for priority sectors and working of the SFCs has stabilised.
Both the banks znd SFCs could, therzfore, bes said to have
built up the necessary expertise in financing of priority
sector, A point that arises for consideration, therefore,
is whather there is a nead for continuance of incentives to
these institutions by way of credi® guarantee to lend to

small borrowers and SSI units.

4.4.2 Although it is difficult to quantify the benefits,
there has bcen a substantial step-up in the flow of
institutional credit to the wesker sections of the community
covered by the guarantee schemes which may not h:zve been
feasible without the guarantee cover provided by the
Corporation. The total advances coverad by the four
guarantee schemzs rclating to small borrowers hzvz risen
from Bs 208.39 crores as at the end of June 1972 to

Rs 10,445.97 crores as at the end of June 1986. The
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guarant ~ed advances to small~scale industries as on 30 June
1986 amounting to R.7,497.46 crores showed an increase of
Bs¢3,781.,03 crores as compared to guaranteed advances of
Bs.3,716,43 crores as on 31 la.ch 1931, wien the Government's
Scheme was cancelled, Credit guarantcee scacaes vere, no
doubt, introduced in India at a time when there was not
much compulsion on the credit institutions to lend to the
small borrowers and small-scale industrial units which were
high risk propositions. Banks have now been financing
priority sectors for a considerable period of time and.
have gaineu the necessary expertise to properly appraise
and .effectively monitor such lendings, Jdevertneless, the
Sol Sector is still faced with problems ana tiere is a
certain amount of hesitance in regard to financing
particularly the simaller seguent of the sSector, The less
resilient of the ULSI sector wihici coaprises tiny industries,
village & cottage industries in decentraliscd sector

would still rezuire credit guarantee support., There

would appear to be an even greater neeu for continuance

of credit guarantee schemes as far as the poverty
alleviation schemes for the non-industrial sector are
concerned. The overdues under priority sector lendings
have teen of a fairly high order, constituting 20.4%» of

the total loans outstandings., In the case of direct
agricultural advances of public sector banks alone, the
percentage of overdues to demand was as nigh as A5.8% for 1985,



4,4,3 One of the benefits of the guarantee schemes is to
place the credit institutions in funds pending recovery of
loans treated as bad. or doubiful of recovery., Even where
there are nrospects of recovery, institution of legal action
for recovery is a time consuning and long drawn out process,
'In the meantime, credit institutions are enabled to replenish
their blociked funds, For all the foregoing reasons the
Committee is of the opinion tha% there is coasidersble merit
in coutinuing the guarantee schemes, particularly for-the
siialler of the small scale sector. It may be mentioned in
this connectioa <that the'general consensus of opinion among
craedit institutions with whoa thie Comnittee had cdiscussions
“is that while there is need for some liberalisation, the
credit guarantee schemes should continue,

4,4,4 Credit guarantee scheines can be operated on a viable
basis only when the risk is as widely diversified as possible,
The guarantee schemes work on thne principle o@ booling of
risks and hence the success of the scheme depends on as wide

a coverage as possible, Ior this it is essential thst all
crecit institutions involved in financing the priority sector:
are rejuired to participate in credit guarantee schenmes. We
‘have elsewherc recommended various modifications in the
uéhemes,including separate ceilings for term loans and other credit

facilities, lowering of limits of loans outstanding for :
collection of guarantee fee etc. and it is hoped that with
these measures the Scheme will prove attractive to all the

- credit institutions. | |



73

4.5.,17 The Committee considered whether the

INTEGRATION existing Schemes should be
OF
SCHEMES merged and only one or two

schemes - one for small-scale industries and the

other for non-industrial sector should b; operative,

This suggestion was earlier examined by the Sub=Group

of the Committee under the Chairmanship of Shri B.D.Dikshit

which rscommended as under :

"0Only the schemes which are being
availed of by credit institutions on
a sizeable scale may be continued and
those schemes which are practicelly
defunct may either be discontinued or

merged with other Schemes',

4,5.2 Aithough the Cofboration is operatiﬁg 6 credit
guarantee schemes, the major portion of total guaranteed
advance§ and claim$ was accounted for by éwb schemes,
viz., Small Loans Guarantes Schaems, 1971 and Small
Loane (SSI) Guarantes Schems, 1981, The Service
Co-operative Societies Guarantee.Scheme, 1971

has an extramely limited coverage. The
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guaranteed advances under this Scheme as at the end of
June 1986 were Rs 0.72 crore forming 0.01% of the total
guarantéed édvandes'to smali borrowers., Further, no
claims have been Preferred under the Service Co-operative
Societies Guarantee Scheme, 1971. The Small Loans

(Co-operative Credit Societies) Guarantee-Scheﬁe, 1982
which was formulated for extension of guarantee

support to the advances to'be granted by the co-operative
. credit 1nst1tutions at thé primary level for agriculture
and allied activities was offered on a. pilot basis

from 1 Januery 1983 to certain select PACSs and PLDBs/

branches of SLOB8s., :Although 2476 PACSs, 159‘PLDBs and

200 branches of 'SLCBs were found to belgligibie fog
participation in the scheme, only 14 PACés and 4‘PLDBs have
:so far evinced lukewarm interest. Hd&ever, none

of them has executed the necessary deed of agreement

with the Corporation. Thus,even after the lapse-of

a period of more than 4 years, the scheme has not
become opzrative., .There is.little purbose in continuing
such a scheme, .We ére’thgrefore.of the view that

both these schecmes may be discontipued.
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4.5.3 The provisions contained in the undernoted
three credit guarantee schemes are almost similar and the

sectors are also common.

(i) Small Loans Guarantee Schern., 1971

(1i) Small Loans (Financial Corporations)
Guarantee Scheme, 1971

(1ii) Small Loans (Co-operative Banks)
Guarantee Scheme, 1984,

The above schemes were introduced at different
points of time for different types of credit
institutions. With a view to making the schemes

compact, all these schemes may be safely
merged into ope single scheme for all credit
institutions. The Small Loans (8SI) Guarantee
Scheme, 1981 may, however, continue to rcmain
separatec as the coverage 1is of a Gifferent nature
and the quantum of fin~nce involved in respect

of this Scheme 1is also high.
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The question of adoption of the definition of 'priority

sector' as given by the Recerve Bank to bring about a proper

ADOPTION OF FPRIO-

RITY SECTOR
DEFINITION

alignment between activities eligible

under the Corporation's Schemes and

those covered by the priority sector has been ocensidered by

the Committce,

4,6.2 The Sub-Group has considered this suggestion and hag

recommended that the definition of priority sector (retéil

traders, transport operators, etc.) as laid down by the

Reserve Bank, including eligibility criteria of borrowers

in various categories should be adopted by the Corporation and

there should not be separate criteria for deciding eiigibility

under the Corporation's Schemes.

This wae considered

necessary to obviate any confusion while clessifying the

ectivities under the appropriate schemcs.

The m=2 jor

differencé¢s betweecn the RBI'priority sector'definition and

ﬁhat under the Corporzticn's Schime$ rui-btee to the following:

Activity

(1)
(a)Agriculture

Priorit¥_§ector_

i) Development Loans
(medium and long
term to all
plantations)

However, RBI has
advised all scheduled
commercial banke that
the short-term flnance
provided by banke for
traditional plantations
(L.e.tea, coffee,
rubber and spices)

Corporation's Scheme

Development loans to
plantations of coffee,
tea and rubber are not
eligible for cover..



(1)

(b) Trensport

Operators"

(o) Retail
Trade

:f?l
(2)

to small holders with
land holdings of not
more than 5 acres and
who do not have their
own proceseing unit,

should bse classified
ag agricultural

-advances as part of

priority sector
lendinge with effect
from 1 April,1987.
Such advances have,

also been reckoned ae

advances toc 'weaker
gections’ in priority
gector,

ii) Indirect finance
through PACS,
FSS, LAMPS etc,
are covered.

1) Borrowers owning
upto 6 vehicles
are covered

i1) There 1is no
epecification
regarding legal
status of the
borrower.

i) The eredit limit
to private
retall traders
should not
exceed
I%.ZS,OOO/-

11) Advances for
distribution of
fertilisers,
pesticides etc.
are treated as
iddirect advan-
ces to
agriculture.

(3)

Indirect finance 1is
not covered.

Borrower ghould own
only one vehicle.

Borrower should be an
individuel, group or
agsociation of not
more than 6 persons
(a co-operative
seclety or transport
operators is not
aligible)

There 18 no ceiling
on credit limit to
retall traders.

Advances for distri-
bution of fertilisers,
pestiocides etc. are
covered under retail
trade.
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(4) Pndfesaionéiig

& self-
e¢nployed’
persaons

(e) Business
enterprises

(£)Educetion

(g)Houeing
loens

()
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11)

(3)

Borrowings shsuld
not exceed Rs.2
lakhe, of which
not excceding

.1 lakh #hould
be for working
capital
requirements

i)Working capital
ghould not exceced
Rs«1 1l2kh

Distribution of
mineral oils 1is
clageified as
business

enterprise

Loans granted to
individuals fcr
educational purpo-
geg and those
gr2nted under
gpecial schemes

i)Loans upto
Rs.5000/- for
construction
of hnuses
granted to SC/
ST and weaker
sectionse

11)Loans may be
granted in
conjunction with
"production loan,
unless the
berrowers alreedy
have adequate
repaying
oapacity

There 1is ‘no celling

‘on credit limits,

There 18 no ceiling
on credit limit

Distribution of
mineral oils is
treated as retail
trade

Loans granted to
poor and indigent
studente under DRI
Schome alone are
eligible for
cover, :

Loans upto Rs.5000/-
granted to any
borrower without any
distinction of hise
being SC/ST or
weaker section.

Houeing loans ghould
form an integrz2l
part of production
loan granted.
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{1) (2) (3)

(h),Coneumption Consumption loans Consumption 1loans not
loans upto Rk.500 exceeding B.500

ranted under the granted in conjuiction’
onsumption Credit with production loans,
Scheme.

(1) Sale of Advances granted hdvances to vendors
lottery to vendors of 2f lottery tickets are
tickets lottery tickets not covercd under the

are covered Scheme, even if they

under the DRI arc grantcd under the

Scheme and DRI Scheme.

therefore they

come under

priority sector

(3)Industrial Setting up of Commercial banks'

estates & industrial estates advances for setting
SSI is covered under up of industrial
activities priority sector. egtates are not

Similarly, hotel
industry,
manufacture of
potable alcohol
etc, are treated
ag SSI activities
coming under
priority sector.

covered under any of
the zyarantece schcmes.
Similarly, hotel
industry and
manufacture of potable
alcohol etc. are not

eligible for cover,

The priority sector definition for urban co-operative

banks 1e broadly the same as for public sector banks except
-for certain minor differences in respect of quantum of loans
for housing etc.

4.6,3 The priority sector advances by public sector banks
at the end of June.1986 aggregated k.21,830 crores while

- the guaranteed advances of all eligible participating
oredit institutions as at the end of June 1986 aggregaéed
Be17,943.43 crores.

will increase by atleast k. 4,000 orores in case

The coverago of guaranteed advances
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the Reserve Bank definition of 'priority sactor' is adopted.
The adoption of 'priority sector' deFinition will facilitate
,calculation of guarantee fee, classification of

guarantedd advances activity-wise etc. and it will
considerably reduce the work, time and labour. This

will also result in considerable saving of time from the
Corporation's poiﬁt of v;ew and avoidable correspondence
can be obviated. By adopting the 'priority sector'
definition, certain advances which a;e n;w being

covered by the Corporation will go out of the purview

of thegchemes because of non-fulfilment of certain

norms fixed under priority sector, whereas certain

advances which were not ea;lier coversed by the Corporation
8.9.,transport operators owning six vehicles will now be
covered. Advances granted by commercial banks for

setting up of industrial estates, hotel inaustry and
manufacture of potable alcohol etc.,although classified

as 'priority sector’ advances are not at present

eligibie for guarantee cover under Small Loans -(SSI)

Guarantee Scheme, 1981. The Industrial Deveiopmoht Bank of India

A
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however, does not provide refinance for potable alcohol,

4.6.4 For the reasons stated above we recommend

that the 'priority sector' definition as given by the
Reserve Bank may be adopted by the Corporation. As reg;rda
the exclusion.of certain activities Fer the priority sectb;
definition as discussed above, the matter may bse referred

to the Reserve Bank for consideration, The impact of
adoption of this definition on guarantee fee receipts,
claims liabilityfetc, is discussed in Chapter V on

Financial Implications of Credit Guarantee Schemss.

4.7 The Committee consid ored the question whether
GUARANTEE the present limit on tlaim liability
COVER

can be raised from the existing
level of 60%., One of the major reasons for a gradual
roeduction of the percentage of guarantes cover from 90%
to 75% and 6b% was the need to maintain the viability

of the Schemes, Any increase in guarantee
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cover would signify an increasing liability on the part
of the Corporation, &ven as the position now stands, the
Corpo}ation is faced vwith a situation of rising claims and
slowly rising pguarantee fees, As far back as in 1984, the
claim receipts have surpassed ﬁﬁe fce receipts., Wwhile
claims in absolute amounts will increase proportionately
with a rise in lendings, the laims Percentage has risen
at a imuch faster rate as may be seen from Annexure - VI,
This féctor assumes even added 1mportapce in the context
of various poverty alleviatioa p;ogréhmes launched by
the Government. 4lso, the-guaqantee fee may have to be
hikted cousiderably to talke care éf the rising amount of
claims coupled with any proposed en?ancement in guarantee
cover, which may not be acceptable to credit institutions,
Keeping in view the~§boée ve have made certain_?ecommendations
for a limited enhancement in the guarantee cover, Our

recomnendations are given in the paragraph 4.9.6.

4.8, The monetary.ceilings on claim liability in
mONSTARY respect oi the non-industrial
CEILIJG LIIITS

vector were fixed years back,

The Committee considered whether there is any case for
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roising thoso 1imits in viuw of tho 1nflotion$ry trond

in thc Indian econcmy, Out of thu totel guarontuud
advancus aggrugcting Rs, 10;345.%0 crorus undour tho

Smoll Loons Guorantuu Schame, 1971, advancus tc farmurs

end ogriculturists constitutud o mejor portion (58,2%)
followud by crudit to trZnsport opurators (15,5%),

rutail trodurs (11,5%), profussionel onc sulf-amployad
p.rsons (6,4%}, businses unt.rprious (5,9%) and tha
rusidusl cotugory c¢f borrcwurs undur thu DRI Schumo (2.5%),
" Any changu in monutary cuiling will hovue 2n impoct on

thu Corpor-ticn's sharu of liecbility, Novertholuses

wu fuul thet thoy 'uxisting cuilings aru somuwhot low

ond nouud tc bu ruviuvwud in thu cvnt;xt of our rocommandation
for adoption c¢f tho Rosorvu Bank dofinition of 'priority
suctor', Accordingly, wu racommend that tha coilings

a8 fgollows be adopted. Thu impoct of thuso
rovisiona is ciscussud éepnrotuly in Chaptor V

on Finoncicl Implications of Crodit Guzarantuu Schumus,
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‘ Coiling
Cotugory of borrower sxisting ceiling proposud’
: . Rs e
Farmers and
Agriculturists
w» Crop loen i 1,500 10,000
- Development activities" 10,000 20,000
~ Conversion loense 7,500 30,000
Cverall ceiling for 37,500 No overall
farmers and . ceiling
agriculturists in
tespect of main as well
as subsidiary activitiss,
Transport
cperators 75,000 1,50,000
Rutail Traders 50,000 25,000"
Small Scale 10,00,000 10,00,000 Term Loan
Industry
Combined for
Term loan and 20,093,000 2:23§t
Other credit facilities
facilities
* Under the priority sector, the credit
limit for ratail trade should not
exceud R, 25,000/~. HoWwover, loans
outstanding inclusive of interest will
be of a highur orduar,
4.9.1 In Chapter 'I1,we havé}réfarred to the recommendations-
EISAECIAL ‘ of the Ojha Committes regarding
CORPORATIONS

modificetions that could ba considerad

in this buhalf, We now uxeminu bslow tho various aspscts of
the issuss and maka our rucommandations for bringing about a
greater equitability butwoun tho verious participating

crudit institutions,
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4,9,2 Broeadly spoaking, thuaru aro 4 main issuus to bo
considerud 'in this bohalf as undor:

(i) Should thoru be suparatu monctary
coilings for sattloumunt of claims
for tarm loans and working capital
in liugu of tho prusunt combinud
monutary cailing,

(ii) Should guarantcc-bo axtuended only
to tho smallur SSI units with
aggrogaty crodit facilitius upto
a particular 1luvol, \

(iii) Should thu guarentau fJiu bu chargud
on the basis of the orntirau
outstanding balancus in tho borrowcr's
account or upto-a perticular liuvul of
outstandings only,

(iv) Should thoru bo .a diffuront reto of
guarantcu fue on turm loans and
working ccpital.,

4,9,3 Prior to 1 April 1981 when theo Govornmont of

India's Credit Guarantuo Schomo for smallescale industriaos

SEFPARATE CEILING wes in forco soupcraote couilings at
FOR TERM LOANS
AND OTHER CREDIT Rs 2.5 lakhs and Rs 7,5 lakhs worc

FACILITIES
' pruscribed for turm loans and othor

crudit focilitius raspuctively, Thuesu wura mergod into
onu Pluxiblu combinud cuiling of Rs 10 lckhs on tho Tecommendations
of the Anand Working Group. . The extent of guarantee cover is

‘60% of the amount in default for borrowers with aggregate
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‘credit facilities upto Rs 2 lakhs and 50% for other borrowers
(60% Fsr SSI units lécated in backward districts) with credit
limits exceeding Rs 2 lakhs subject to the overall ceiling of
BB 10 lakhs per SSI unit. We are of the view that the existing
procedure of a combined ceiling and pro rata payment has:baan
somewhat disadvantageous to the term lending institutions.

It is true that the term loans are better secured since they
are given against mortgage of land and building and plant and
machinery. The term loans also form a smaller proportion of
the total finance made available to SSI Sector by the credit
institutions. Legislative provisions confer on 'SFCs, which
are major term lending institutions, certain powers for summary
disposal of properties for the }ecovery of dues in the event
of defaults by borrowers which are not available to banks., In
view of the foregoing, there appears to be justification for
fixation of separate monetary ce;}ings for term loans and
other credit facilities, We note-that the Ojha Committee

has also recommended separate ceilings in this behalf. We
would, therefore, recommend the fixation of separate monetary
ceilings and the limits therefor are further discussed in the

following paragraphs.

4,9.4 With the revision of the definition of S§SI unit

from tiqo to time, the SSI sactor has coma to oncompass a
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large and heterOgeneous_group of industries. Ove; the
year:s the credit institutions have acquired the needed
expertise and confidence in financing of S5I units. It
is, thereifore, necessary to consider whether the pguarantee
cover needs to be extended only to the samaller segment of
the SSI sactor, which is less resilient, comprising tiny
industrics, village and cottage industries in the '
decentralisea scctor., On the other hand, there is
considerable merit in not excluding o©SI units as defined
by tnc Govcrnmeht and for which vairious concessions are
givene The Committee deliberated on this issue and
recoqmends  that while all SSI units may: be brought under
the purview of the Scheme, guarantee fee may be levied

on the loans outstanding upto a particular level only.,.

‘4,9.5 As per tne present procedurc the guarantee fee is

LOAN LIMIT to be paid on the entire loans
FOR LEVY

OF GUARA.IEE outstanding against a 331 unit,
FEo

whereas a combined saonetary
ceiling of #.10 lakhs only has been prescribed for claims
settlencnt. The Committee copsidered whether instead °
of charging of guarantee fce on th2 cntire amount
outstanding, the fee should be levied on the Corporation's

maximum claim liability. --As mentioned earlier, ¢tredit gyaventee
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schemes are operated on the principle of insurance,
diversification of risks and larger coverage. If'the
fguaragtee fee is cuurged on tvhe basis uf'maximum claim
11ability, there will be a consideisble fall in the
guarantee foe receipts which will have to be made good»By
steeply increnging the rate of éﬁarantee fee. Thé scope
for reisirg guaranteec fee 1s essentially limited and

any nubstential incPease will not be acceptable. Having
regard to all these factors we feel that the guarantee”“
fee should be paid upto a specific level of loans
outstanding as a multiple of the Corporation's maximum
claim liebility. The proportion of torm loans to other
- oredit facilities 1s-roughly 1-: 3 and we feel that this
position should be borne in mind in fixing separéfe
monetary ceilings for term loans and other credit facilities
We would, therefore, recommend that fhe monetary ceilings ’
for cleim liability may be fixed at‘%.fo lakhs for term
loens end §5.20 lakhs for other cradit . facilities and. "
correspondingly the guarantee fee may be levied upto a,
waximum of Bs.20 lakhe for term loans end upto a maximuﬂf

of .40 lakhs for other credit facilities. In this
connection‘it may.be observed that normally it is

envisaged that a borrower should avail of the same type

of credit facilities only“from one credit institution.

In cases wheré the borrower gets multiple finance from

several credit inscitutions, there may be no other



- 89 -

alternative but for ®aeh of the credit institutions to

pay guarantee fce upto the prescribed level on such

lendings.

‘to be fau.

Such cases of multiple finance are likely

4,9.,6 We, ther.fore, recommend that cellings on clains

29 Iindicated below may be adopted:

EXISTING

e) 60% of the amount
in default in respect
of borrowers to whom
credit facilities not
exceeding k.2 lakhs
in the aggregate have
been grantead.

b) 50% of the amount in
default in regard to
borrowers for whom
credit fecilities
exceedlng k.2 lekhs
in the aggregate have
been granted.

¢) 60% »f the amount in
default in respect
of credit facilities
exceeding .2 Lakhs
in tho aggregnte
granted to SSI units
located in the backward
districts es specified
by Government of India
and such other areas
as may be specified by
the Corporation in
this bchalf.

Provided that the
/aximum emount
payable by the
Corporation in each

1)

11)

111)

PROPOSED

70% of the amount in
default in respect of
borrowers to whom credit
facilitios not exceeding
k.25,000/- in the aggregate
have been granted,

70% of the amount in
default in regpect of
borrowers loceted in th
backward disiricts Who
been grented eggregate
credit facilities not
exceeding B.2 lakhs.

Bave

60% of the amount in
default in respect of
borrowcrs to whom aggre-
gate credit facilities
sver R.25,000 and upto
RBv«2 lakhs have been
granted.

iv)60% of the amount in

default in respect of
borrowers located in
backward districts who
have been granted
aggrogate credit faci-
litiee over Rs.2 lakhs
and upto B.5 lekhs
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of the abovae v) 50% of the amount in
catcgories dces default in rcepect of
not exceed K.10. borrowers to whom' aggre-
lakhs per gate credit facilities
borrower: over k.5 lakhs (beckward

arong) and K.2 lakhs
(other areas) have been
granted.

Provided that tho maximum
ceiling on claim 1iability
in each of the above

categories in respect of
Term Loan and other craedit féa-

cilities does not exceed
Bs.10 1nkhs and B.20 lakhs
respnctively per borrower.
4.10.1 A two-tier syetem is in vogue at prescnt - 0.50‘
GUARONTEE FEE ' per cent for amounte upto Rs.25,00)/-
(which 48 the present ceiling on
advances to a 'emall borrower' as defincd by the Reserve
Bank) and 0.75 per cent for othere. Any reductin in the
rate of guarantee fee will dircctly reduce the reccipte u
under gdérgntée fee thereby adversely affecting thes
financial viability of the various Gredit Guarantce Schemes
ih’operafﬁan. Even under thc existing two-tier gtructure
of guardntec fee the gdarantee fee r;czipts'are faylinérﬂ
ghort of claim rocelpts since 1984 thereby affecting the
vaability of the Schemes. .In the context of our recommendations
regarding-enlgbging guarantee cover, levy of guarantee fese
only u?>io specifio llmifs and raieing the monetary ceilingp
under:various'schemoa,tit may not be feasible to also reduce

the guarantee fec to 0.51 percent from the existing level
of 0.75 perent
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4.170,2 .In view of the liberalisations effected in
'guarantee liabilities for SSI units, as discussed

:earlier, the guarantee fese for advances above.Rs 5 lakhs

.will have ‘to be enhanced to 1% per annum.

4,10,3 The Committee also considered whether for term
loans which are gesnerally well secured against mortgage ( N

DIFFERENTIAL RATE of fixed assets, a lower rate of ..
OF GUARANTEE FEE

guarantee fee may be charged,

1

taking into account the recommendations made by the ,
Ojha Committee in this regard. We have already suggested
substantial liberalisations by way of separate ceilings

for term loans and the levy of guarantes fes upto a

part;culaf level., Any further concessions have to be

viewed against the quostion of viability of the Scheme. The
Committoo, tharoforo, fogls that a distinction:*may not be made and
that a uniform rate of guarantee fes may be fixed regardless

of whether the cover is for term loans or other credit .

facilities.

4.10.4 As per instructions issued by the Reserve Bank,

GUARANTEE FeE TO the banks are required to
BE BORNE BY LENDING
INSTITUTIONS bear the guarantee fee on

advances not exceeding Rs 25,000, For advances above
this level, the banks may at their discretion pass
on tha\guarantee fes to the borrowers, Ordinarily,

therefors, borrowers having advances above
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Ree25,000 are raquired to pay ths rate of intersest and also
the guarantcee feo on the loans. In the case of somz banks, the
entire guarantee fee is being absorbod by the credit institution:
itsolf, The Reserve Bank guidelines stipulate that the
interest ratess charged by the banks together with the guarantee
fee should not exceed the ceiling prescribed in the Resurve
Bank directive. In the case of SFCs, it is understood that
while tha guarantee fee in the case of small borrower is
absorbad, it is passed on to the borrowers in the case of
bigger advangos. Thare is no uniformity in the practice as
between tho banks and SFCs and among the various banks and SFCs
themsolvas, 'Thé‘guarantae foe which a credit institution has
to pay for protection that it receives from the Corporation for
possibla dafaults by the borrower is passad on to them. It
is inOQQitable for the credit institutions to pass on this
burden to the bbrrowers. The Committee, thoeraforc, rocommends
that Fhe guarantea fec should,in Fueure'bo absorbed by the
crad%t institutions themselves. In othar words, ths guaranteo
fae should form part of the interest rates,lending )
institﬁtions charge and ba covored within the margin avéi;éhle
to tho cradit institution boutwsen their borrowing and lending
’ ratas.. This aspect will have to ba takennota of by the
Reserve Bank in fixing lending rates.
’

-,4+1045 In the case of cartain segments of SSI units, the

- INTEREST RATES +incidence of intarestnrafes and guarantee
FOR SSI UNITS 5 '

.

" foe axcoads the rate chargad aven for medium

and largae=scale industries. This proﬁleﬂ arises mainly for

loans above Rs¢25 lakhs., Wo havo alraédy suggaested that the
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‘guarantOu fou should bo huencoeforth borne by tho credit institutions.
it will be necessary, howsver, for the institutions such as Ressrve
Bank and rcfinancing institutions liko IDBI to onsure tho noeded
differontiation in the rate of interest chargod to the SSI units so
that tho ultimate rate to the SSI borrower does not at any time
excead tho ratas charged to other borrowars,
4,106 1In tho casu of RRBs in viow of thuir prosent stage of
GUARANTEE FEE FOR developmant and spocial role thuy are requirod
REGIONAL RURAL BANKS

to play in regard to extension of cradit to
tho weakar sections of tho community, guaranteo foo is collactad
at a concassional rato of 1/4% for the initial poriod of 5 yoars
in rospect of their advances to non=industrial saector. Thus, RRBs
are allowod to pay a concossional rato of 1/4% p.d. for a maximum
pariod of 5 ysars from 1 July 1979 or from the date of thoir joining
the Small Loans Guarantoo Schame, 1971 whichovur is latar, aftor
which thoy ara required to pay fae at thes normal ratos. The
concessional rata is!not » howevar, availablo in ruspdét of
advances of RRBs to SSI Sactor.
4,10,7 Tha Commiétao considoered whather RRBs should be, ragardlass
of pariod, charged only a roduced rata of guarantees feee The data
in roespact of guarantood advances, guarantoo fee recalpts and

claims rocolpts of RRBs during tho pariod 1984«1986 are given below:
(B, in lakhs)

Year Guarantooed - Guaranteo feao Claims recuipts
R W S ﬂa-n-geim LA 1J

1984 ‘70.445.00 176.00 202,68
1985 104,891,.,00 262400 653,16

1986 134,857,.,00 337.00 11267433



4.10.8 It will be seen from the above data that
claims have started outstripping the fe= receipts. frow 1984. In
the circumstances and since the working of RRBs is
expected to be stabilised over a psriod of S5 years, it
'ls felt that the preéept concession cof 5 years may not
be further liberalised. On the othesr hand, as the
Corporation's liability is the same in respect of
advances made b RRBs as in the casce of commercial
banks and 5FCs there is a cesz, in the interest of
viebility of opcrations of the Corporation, to charge
the full guarantee fee, with Sovernment and NABARD

subsidising the RRBs towards the relevant part of the

guarantee fees. This sugyestion may be agtively

exploread,

4,10.9 The Committee examined whether the guarantee
W:IVER OF GU. RANTEE fee in raspect' of advances to
FEZ5 IN RESPECT OF

ADVZNCES TO WesKER weaker sections should be waived.
SECTICN

The consideration for extansion
of guarantee cover is payment of guarantec fae at the
stipulatzd rate. The guaranteec fee is the only source
of income for the Corporation to me:t the claims. The
largest number of claims lodged with the Corporation are
in the casc of wzsaker sactions. Against this background

the question of any wailver by the Corporation of the
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guarantuu fouu can hardly bu considurud, As at tho

ond of Junu 1986, tho outstanding advancus of public
suctor banks to wuakar soctions stood at R, 5,382
crorus which constitutud 16.6% of thu not bank crudit,
Tha Rosurvo Bank has alr.ady issucd instructions that
thu gquerontouo fuou chargud ié rospuct of advancus not
oxcucding R, 25,000 should bo borno by tho banks
thumsulvus, The Corporation has, at present, prescribed
8 lowor ratu of guarent.u fuoo at 0,50 pur cont p,a,

in ruspuct of odvancos grontud to borrowurs for
omounts not uxcuuding R,25,000, Toking into account
tha total financu involvud in this ceatugory oand as

thu fuo prusuntly chargud is at a concussional ratao

wo do not considor it cppropriato to wcivue thu
guarantuo fou altoguthar,

4,10,10 . An 2lliud issuu considurod by tho

Committuu was whithur thu guarantuu fuo in ruspuct

WAIVER OF of credit facilities granted
GUARANTEE FEE
o ADVANCES to a unit which has been declarad

TO SICK UNITS
sick may be waived from the date

of its declaration as sick and the credit

institution allowed to invoke the guareantee



in respect of the unit in the event of advance turning
bad or doubtful of recovery without being required to
pay further guarantee fze from the date the unit is
declared sick till the date of invocation of guarantee.
Tﬁe data regarding sickness of SSI units during the

period 1982 to 1985 is given below :

(Rs in crores)

Year ended No. of sick SST Bank credit out-

December units :EZ;dég% ig?iZSt
1982 58,551 568.€6
1983 78,363 728.99
1984 91,450 879.69

1985 1,17,983 1,070.67
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4,10,11 It will be seen from the above data that the number
of saick units and the amount outstanding.against such units
shows a rising trend. If the Corporation waives guarantee
fee on tho advances to sick units, it will further cut into
the viability of the scheme, which is already under strain,
The loss in guarantee fee will be considerable as would be

ssan from the following dotal
(Rsein crores)

Year Outstanding balance Amount of guarantes fes
in respasct of 5ick loss (at the average rate

evaenme  SS8Lounits . of 0.63% peas) .

1982 5684.66 3458

1963 728499 4459

1984 879469 554

1985 1,070.67 6¢75

4.10.12 As tho loss to the Corporation by way of guarantee feo
would be substantial and a=z in the event of failuroe of nursing
programmes, if implementsd by banks. tha claim liability will
also devolve on the Corporation it may not be feasible

for the Corporation to forgothe guarantee fee in respact of sick
units. In this connection it may be stated that the Committes
on rehabilitation of sick uvnits set up by the Reserve Bank in
February 1986 under tha Chairmanship of Shri A.Hasib, the

then Exscutive Diractor of tho Roserve Bank, to considor

various aspocts of rohabilitation of sick small=scale

industrial units and make suitablo raecommendations
forltheir-rehabilitation. has recommended that the guarantee

foe payable to the Corporation in respouct of guarantse cover for
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adyances to sick SSI units should be borne by the banks/financial

institutions themselves during the pariod of the rehabilitation
programme. Some of the credit institutions are even now bearing
the guarantee fee themselves in respect of sick units. We have
alsewhere already recommended that the guarantee fees whether for
sick units or otherwise should be borne by the banks.themselves.
The Corporation as explained cannot be expected to forgo the

fees till the invocation of guarantee.

4.10.13 1In the light of all the foregoing, we recommend that

the following rates of guarantee fee may be adopted :

EXISTING PROPOSED
1 (2]

(a) 0.50% p.a. for aggregate i) 0.50% p.a. for aggregate

credit facilities upto credit facilities upto
Rs 25,000/- fs 25,000/~
(b) 0.75% p.a. for aggregate ii) 0.75% p.a. for aggregate
credit facilities over credit facilities over
Rs 25,000/ ' Rs 25,000/- and upto
Rs 5 lakhs,

iii) 1.00% p.a. for aggregate
credit facilities over
fs 5 lakhs subject to a
ceiling of Rs 20 lakhs in the
case of term loans and
fs 40 lakhs in the case of
all other credit facilities.

(c) 0.25% p.a. for RRBs upto iv) 0.25% p.a. for RRBs upto a

a period of 5 years from period of 5 years from the

1 July 1979 or from the date of their joining the
date of RRB joining the Scheme. This concessional
Scheme, whichaver is rate of guarantee fee may not
later. This concessional be applicable to SSI

rate of fee is not, Scheme as hitherto

however, applicable for

5S1I Scheme.
4.11.1, The number and amount of claims lodged varies widely as
SURCHARGE /REBATE IN between credit institutions. It may not be
GUARAMTEE FEE equitable to equate credit institutions
with a good record and low number of claims with banks
which lodge a large numbser of claims.,
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In this context the Comiaittee examinedé +hetiher & surchazrge can be
prescribed by the Corporation depending on its experience regarding
lodgemenf of claims, It will be observed from paragraph 5.5.4 of
chapter V thet while the normal gu2rantee fee piyaole by the credit
institution is 0.75%, theré are a few credii instituvions whose
claimns o guaranieed advances percentage exceeds even 1.,50. At present
banks which arz lax stand to gain at the cost of banks whiclh have
tightened thelr machinery. On the othex hand, levy of a penalty
@2y act as an effective lever to goad the banks to improve their
credit appraisal teciiniques &and more closely monitor the lendings,
besices malking allout efforts for recoveries.

4.11.2 Ve have considered all these aspectis but feel that at the
present junciure, it vill not be deisrable to consider any specific
Sut-off point for levying a penal fee. It is expected tuat credit
institutions will make maximum efforts for recovery of dues and
will keep down their claims to tue Corporation to the minimum.
Lowever, it is undersiood that there are some banks waich have

a good record of low submigsion of claims. We feel that banks
vhose lodgement: of claims is less than half the guarantec fee paid
over a continuous period of 3 years may be given a rebate by way
of reduction of 20% of the guaraniee fees payable in the following
yeail (i.e. 4th year).

4.12.1 The erstwhile Credit Guarantee Corporation of India Liag.
. . . . under its Small Loans Guarantee

©IdE LIAIT FOR GUARARTLE o ,

COVEX ANy TiVOCaLICN OF Scheane, 1971, had prescribed

GUi halNLEL that on the expiry of not more

than e¢ight financial years
following the year in which the credit facility was first
evailed of by the vorrowver the Corporation's liability

on account of +the credit fecility shiould be terainated
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absolutely and unconditionally. As the siipilation of

maximun per%gd qf 8 years for availability of Corporation's
gﬁaranteg cover was restrictive, the provision was dclcted as

a measure of liberzlisetion so that the credit institution
could avail themsclves of the bencfit of the Corporation's
guarantee, without any limitation as to the period for whici it
will be in force. Murthcer, it was alco cxpected that the credit
institutions would avail of tiwc facility tocitiier nurse the sick
units where pos§}ble or make maximum efforts for rccovery of
loans, The objcctive of thae Corporation's scherne is not that a
auarantzsc be available only during the gcstation period of an
unit, but that of replenicshing funds as and wiren the dues are
locked up in defaulted loans. Such defaults aay occur at any
time and not Q?cessarily witiiin the first 8 ycars. We arc of
the vicw, thereforc, that thce existing provision is salutary
and no change snould be inade thereon,

4.12.2 Regarding the question oi fi§ation of a minimum

period within which the(Corporation's.guarantcc cannot .be
invoked, howevcr)it is understood that, in quitc a few

cases, particularly in respcct of advances granted to small-~
scale industrics, the guarcntee is being invoked soon after

the grant of loans. Various reasqns are adduced for such invocation.



such as rpersonal differsnces among the partners,
non-ava+‘, 1ability of raw materials, non-obtention of power
conne ~tjon, etc. There are complaints, on the other hand,
£frc m borrowers that the credit institutions are quick to
f;oreclose the loans and do not give any opportunity to the
units, which are faced with innumerable difficulties, to
stabilise their working. The gzneral feeling i1s that credit
institutions should exhibit a more sympathetic attitude and
shnuld not take precipitate action, but instcad make special

efforts to nurture units which require a minimum gestation

period before their working is brought on an even keel,

4,12,3 Similarly, in the case of small loans, it is

observed that claims are being 1ndged within a span of

time ranging from 1 t» 2 years of grant of the advance,

This is not a healthy feature and defcats the entire objective
of grant of loans to small borrowers, viz,,providing tﬁem
with funds for productive endeavour so as to generate income

and employment,

4,12,.4 In the circumstances stated above 1t i1s desirable
to fix ailock-in perioed for invoking guarant;e.. We feel
that such a lock-in period could be fixed at, say 3 years,
and no credit institution should be allowed to invoke the

guarantee within this period.
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4,13.1 As per the provisions of the Small lLoans(Small

Scale Industries) Guarantce Scheme, 1981, if a borrower is

ISSUAKCE. OF NOTIFICATION financed b, more than one credit

UNDER MULTIPLE FINANCE institution and a claim is

lodged by one of them, the

Corporation has to notify all the eligible credit institu-~
tions about the invecation of guarantee by the first crecit
institution. The craedit institutions in response to'the
notification have to prefer the claim within a period of
six months from the date of notification failing which the
claim will not be entertained by the Corporation till tne
claim of the first claimant institution is repaid in full

to the Corporatign,

4.13.2 It has been brought to our notice that it 1is very
difficult for certain credit institutions to comply with the
basic requirements for iﬁvocation of guarantee such aé
(&) account should be recalled (b) dues should be treated as
bad or doubtful of recovery etc., on account;of the following
reasons:

i) The account is running satisfactorily and as

such cannot be recalled,
ii) Nursing programme is under consideration and

chances of revival are brigit.
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1i1) Relevant papers are not available due to

prolonged litigation etc.

4.13.,3 While SFCs grant term loans, banks grant both term
loans and other credit facilities. There are cases where a

SFC has invoked the guarantee but the commercial bank

does not invoge the guarantee on the ground that it is
coptemplatinanursing programme. As per the recommendations

of the Bhide Committee botl: SFCs and banks should come together
and decide about the nursing programmz, The signals of

an account going bad are mostly received in working

capital finance and the bank in the above circumstances

should normally advise the SFCs/other banks conéé}ned

about the above irregularity and caution fhem.

4.13.4 The Hasib Committee on réhabilitation of sick
SSI units has recommended: that the potentiality of the
sick unit to become viable has to be decided by the
concerned bank where it is the sole financing/agency and
where a financial institution is also involved, by both
of theﬁ, and that the rehabilitation package has also

to be drawn up by the financing agency/agencies.



4.13.5 #hile we endorsc the recommendations:-of the

above two Committzes and are‘of.fﬁé"iiéw'that the closest
possible co~ordination snould exist between the SFCs and the
banks in not only financing of the borrower, but in supecrvision
and also in recovery of ducs, we fcel that in view of the |
aduinistrative difficultics involved in the joint settlcment
of clalms, tials may not pe insistcd upon, Wﬁ have elscewhnere
rccoamended that there should be separate anmoncteary ceillrge
for term loan and other credit facilities. The concerned
institutions may be permitced to sepcrately invoke the claiﬁs
for terir loans and oth.r credit zacilitics but the Corporation
may suitab;y notifiy the othcr credit institutions as and when |
they do so, However, i casc of grant of turin loan by more
than one credit institution, thae claim, if preierred, may

ba paid on a pro rata basis if the ceiling of Rs,10 lakhs

is attracted, s5imil-rly if othcr gredit facilities are
provided by mor: tnan one bank, the clai@ may bu paid on

a pro rata basis 1f the aaount excceas 5,20 lakhs,



CHAPTER V

FINANCIAL TIMPLICATIONS OF
CREDIT GUARANTEE SCHEMES

5,1 The need for continuancé of ghe Credit

Guarentee Schemes. end rationelisation of the level

and structure of guarentee fee and scope of guerantee
cover and other intererelated issuas havo been discussed
in Chapter IV, The Committuu vxaminus in this Chaptor,
tho financial implications of various rucommondations
and in thu contuxt of thue constraints on any stuop
incruasu ;n guarantoou f.e ratus, suggusts various

moasuros for augmonting tha rusourcos of tho Corporation,

5,2 Tho Corporation is at prusunt opurating 6 crudit
SCHEMES guarantea schumus rulating to

IN :

OPERATION

non=industrial suctor (5 schumas)
and SSI Soctor (1 Schumu), The position with rugard
to guerantuud advancus of all thu schuomus rufarrod to

eabove @8 on 30 Junw 1986 is givan ovorleaf:
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(s in crores)

'ﬁ.-’.n.-.-.-.-'u.-.-.-.-.-'.-.-.-'-o.u.-.-.-.-.-.-.-.-.-.-.-.-.-.-

Total % to total % o total
y . Guaranteed gueranteed guaranteed
Name of the Scheme advances advances advances

in respect (SSI. and
'of non=SSI  non=%SI1)

P O T T L T I T T VP P e Y PP rer Yo v Ty LT b-n-_----

1

2 3 4

-.H..i-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-. .-.-.-.-.-.-.-.-.-’-.~

1.

2,

3.

Se

6o

Ll Rl aal Tl Tl Rl Rk 2l Rl Sl Rk Tud Rl

Small Loans Guerantee
Scheme, 1971

Small Loans(Financial
Corporations)
Guarantese Scheme,1971

Service Co-ﬁperetive
Societies Guarentee
Scheme, 1971

Small Loans(Co-op.

Banks)Guerantee
Scheme, 1984

Smell Loans(Co=op.
Credit Societies
Guerantee Scheme, 1982

Total .3

Small Loens(SSI)
Guarantee Scheme,1961

Grand Total TN

10,345,10 99,03 57 ¢65
85,19 0,82 0.47
0,72 0,01 0,01
14,96 0,14 0,08

- g g T PP D G SP G0 ED 6N G U AP == w S GF ED 0 W WD Gn o0 G b v e» an oF a0 a9

10, 445,97 100,00 58,21

7'497.46 - 41 .79

17,943,43 . 100,00

Ll Ll il b Ll el el el L el ik il el ek 2k e
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Although the Scheme releting to the coe-operative
seqtor wes introduced-from 1 Januery 1983, so fer no

eligible - PACS/PLDB has joined it,

5.3 ‘The consideration for extension of the Corporation's
GUARANTEE guarantee (which 1s on automatio
FEE -= arantee. \wnlf .ar .

bulk coverage basis) for these
advances is the payment of guarantee fee by participating
‘credit institutions st the undernoted rates celculated
on tﬁo gaiénco 6u£stﬁﬁ&1ng in tﬁa gucranféQd‘aoéounta

end peid helfwyearly ih edvance:

Rete of  fee Remarke

(e) Noneindustrisl
3ector schemes

(1) for credit institutions 4% p,e. for This two-tier rate
other then Regional ' advances upto haes been introduced
Rurel Banks, PACSs, Re,25,000/=(in from 1.July 1980,
PLDBs/btanches of SLDBe the aggregete  Prior to thie date,

er borrowser) the rate of fee
p.a, for ° wes %% p.a, for ell
others, advances.




(11)

(111)

(v)

The fees =0 collected are crcdited to the

for Regional Rural
'Banks

Co-operative Credit
suarantee Scheme,
PACS, PLDB /branches
of SLD3s.

:

Small Sczle Industries

Scheme

.108
Rate of Fee

1/4% p.a.

0.65% p.a.

2% p.a, for
advances upto
RBs+25,000(1in
the agiregate
per borrower)

3/4% p.a. for
others

_. Remarks

For first S ycars
from 1 July 1979 or
the date of Hcgional
Rur~l Bank's joining
the Scheme whichever
date is later;
thereafter at normal
rates as above

Not yet joined by
any eligible PACS/
PLD3 »

These rates are
prescribed from the
d=ztc thé echeme has
been introduced
viz., 1 ipril 1981.
Thevy remain
unchangzed.

Crcdit Guzrantec

Fund which 1s utilised solely for mecting credit guarantee

cleims lodged under the Schemes.

5<4.1 The Corporetion has, from

VIABILITY
PERSPECTIVE

- 4

the viability

modi fying

and level of gu=rant.e fees.

the viability of its schoemes

during the year 1979, it was

the

time to time, be.n revicewing
of its schemes and hos been

scope of 1ts guarantee cover

Thue, following the review of

(viz., 3 non-industrial schemes)

obgerved that the amount of faes

received fell short of the amounts of claims lodged with it.

The following measures were then taken to improve the

viability of the Schemes:

(a)

FPixing of overall monetery ceilings on the Corporation's
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€laim 1li2bility in respect of the advanccs to transport
opicrztore upto a maximum ceiling of k.75,000 and profeeseionals
end gelf -enployed nereons upto B.50,000/-. This was madc

effective from 1 Jaly, 1980.

(b) Replezccment of tho then existing one-tier fee rate by.
a two-tier.one i.e., ¥2% p.a. on cdvances upto h.25,000 =nd
3/4% p:a: for othors with effect from 1 July 1980, 4s a
result of th:se meegurca, thc total guerantoce fee,réceipta
were enough to cover the claime rceelpt till the end of

December 1983 only.

(e¢) 4 esimilar position was obtaining in rospoct of the SSI
Scheme 1981 which wes introduced by the Corpor~tion from 1
hpril 1981. In 1985, therefore, the extent of guarantee
cover was reduced from 75% to 60% in respcct of advances
granted by the credit institutions to small borrowecrs and

SSI borrowers enjoying crcdit limite upto K. 2 lakhs.

5.4.2 Lately, the cleims lodged with tho Corporation have
shown 2 phenomcnel lncrease both under the industrial

end non-induetriel sector schemes. 4 statement showing
total claims rcceivoed, dieposed, paid, withdrawn, rejocted

end pending for the 128t 5 years ending 1986 is given
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below :

(Bs. in crores)
5&;£;é- al:i;G—.-.Eia:;; ) 6f'tﬁe.cla1m: dlspo;ca ) al-iis-R:é;J:‘lL:
period reccived disposed _of pend- in claims

of Ciaims Claims Clairn: inz paid L/c.
paia witn- recgyccted
dravin
J - TS Py S PO P S
SMALL RCPRD AT S
1982 24.71 14.5C 12.49 SPLP) L.4%  36.19 1.89
(150926) (1055:%) (302141 (L269) (2003) (143454)
1983 27.84 1 19.54  27.94 0,52  1.18 44.39  2.35
(147474)  (127724) (.23222) (1643) (2869) (163214)
1984 61.71 32.02  _.30.99 0.22 0.88  74.01 3.71
(254692) (236625) (228419) (741)  (7465) (181281)
1985 114.91 114.4° 71.80 ,41.97* 0.68  T74.47 5.
(453722)  (466611) (336663)(119770) (10178) (168392)
1986 140 .94 176.39 85.86 37.18% 2.35 39,02 11.69
(630365)  (644050) (484852)(147419) (11819) (154667)
SMALL SCALE INDUSTRIES
1982 9.40 2.13 0.37 1.72 0.04 9.01 -
(4013) (3105)  {1342) (1537) (26) (2216)
1983 32.5¢ i2.93 3.43 9.00  0.5" 28.66 0.08
(9325) \7;:3/ (Slur/ (2C30, «13) (4213)
1984 53.98 13.7. 9,91 2.92 0.90 68,91 0.43
(12300) (9522)  (7855) (1610) (57) (12991)
1985 71.99 25.09  12.06 11.61°  1.41 115.82 0.81
(22048) (22791) (18264) (4116) (411) " (12248)
1986  104.92 67.07  24.10 40.30  2.61 153.67 1.58
(33723) (30299) (19655) (10261) (343) (15672)
Note : Bracketed figurce denote numbecr of claims.

* Tnclude claims returncd for non-receipt

credit institution as under :

1985
1986 :

: Small Borrowers
Snall Borrowers

: 40.73(155311),
: 87.08(146999),

S8I1-29

SSI 4.41(1911)
.81(6889)

of clarifications from

*
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It will be seen from the above gtatemnent that the claims
raceipts under Non-S3I and SSI schemes inci:.ased from 1.55
lakhs invelvirz ™.34.11 crores ia the yoar 1982 to 6.64 laxhs
involving Rs.245.8~ crores in the yca.- 1986, Durin7 this
period, the Corpcration has b. n able to procezs a large
number of these claime 22 would be secuvn from the figures of
claims disposed. Hdowever, the totzl cl=ims thnt were paid
were of a lowcr order beccause a larvrge number of these claime
required clarificationsg, In view of the considerable delay
in submiseion of clarifications by the banks, early in the
ycar 1985 a decision was taken by the Corporation to return
cl ims where clarifications were not reccived within a
rcasonable period of time. These claims have not been included
in the pending claims at the end of the year but these

claims will be relodged shortly and the Corporation will

hz=ve to take cognisance of the same.
‘.

5.4.3 The stotument siven beliow indicetes deteils of guarantec
fee rcceipte, other accruales to the Ccedit Guarantce Fund

by way of interest on investments and recovcerics in claims

paild accounte during the last five years vis-a-vis the

claime lodged and paid under the Crecdit Guarantee Scheme.
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(In crores of rupees)

- Guarantes _ u,ﬁ_tb‘a‘ accru‘e;i:s_ " Totar T _LClaims ___
Year fee Income from Amount other Total Rece~ Paid
receipts investment recovered accruals (2+5) ived
of Credit in respect to Credit
Guarantee of paid Guaranteas
Fund . ______claims Fungi}+4) -

1.2 e, 4 . R, 6 7 _ 8
1982 57.67 7.93 1.89 9,82 67.49 34,11 12,87
1983 71,17 13.60 2.64 16.24 8B7.41 60.42 21.28
1984 87.91 -20.85 4,14 24,99 112.90 115.69 40.46
1985 105.66 29,55 6.73 36,28 141.94 186,90 81,55
1986 127.25 36,17 13,27 49,44 176,69 245.86 108.69

- - P R T P AR P N

As the claims paid have been less than the guarantee fee receipts
in the respective years, the Corporation has been able to appropriate
substantial amounts to the Credit Guarantee Fund every year. The
Corporation earns soms amount by way of income on the investments
from the Credit Guarantee Fund. As a result of these accruals, the
Corporation has been able to build up the Credit Guarantee Fund
from fs B8.76 crores in 1982 to Rs 187.76 crores in 1986. A decision
has now been taken by the Corporation not to return claims as far
as possible for want of clarifieations but to await the same.,
Simultaneously, various measures are being taken by the Corporation
and have bsen recommended in the Report to further sxpedite
settlement of claims. As a rasult thereof, it is expected that

all claims lodged less those withdrawn by the credit institutions
themselves will be paid by the Corporation with the exception

of certain claims which may necessarily have to be rejscted.
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‘In the circumstances, any agsesament of viability will have to
be worked out with reference to the 'claims lodged' making duse
adjustments for the avaraée amount of claims withdrawn' by credit
institutions themsélves,"claims rejected' and 'recoveries

received in claims settled accounts by the Corporation.

5.5.1 The fes receipts and claim receipts as percentages

NON=-INDUSTRIAL SECTOR
SCHEMES - AN ANALYSIS of gquarantesed advances arse

worked out harsunder :

SMALL BORROWERS

(R in crores)

Guaranteed Guarantae % of col. Guarantee % of Col.5 to
Advances fea recei=- 3 to Claims guaranteed
Year pts and guarantesd lodged advancas
recoveries advances less with=-
in claims drawn
sattled A/c. and
. _rejacted N
1 2 3 4 2 U
1977 1322,.80 6.71 0.51 4.19 0.32
1978 1706.29 6,75 0.40 8.45 J.50
1979 2154.45 11.31 0.52 10.04 0.47
1980 2789.13 15.89 0.57 14,20 0.51
1981 3558, 45 26.02 0.73 14.20 0.40
1982 4839.88 32.47 0,67 22.69 0.47
1983 5773.83 38.40 0.66 26.14 0.45
1984 7104,.25 51.77 0.73 60.61 0.85
1985 8923.01 65,07 0.73 112,99 1.27

1986 10445,97 72.03 0.69 138.49 1.33
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5,5.2 It will be seen that during 1978 the percentage
of" fee réééipts togetheor with recoveries to guarantead
advances .fell short of the percentage of claim receipts
excluding withdrawals and rejections to guaranteed
advances for that year thareby nseessitating a relook

at the fihéncial viability of the Schemes. As stated
above certain ;emedial measures were introduced:dn

1980 as a result of which feo receipts during 1980,
1981, 1982 and 1983 improved and had been higher th;ﬁ
the corr;apbnding parcentages of claim receipts.
Substantial‘incrqasee in claim receipts have ééain
jeobardised the viability of thae schames from 1964
onwards as may be saoen from tha relative percantageg for
the corrasponding yea;s nucessitating an in=-depth.

ruviow of schomes,



NON-VILBLE CATEGORIES =
SECTOR~-WISE ANLLYSIS

5,5.3 As at the ond of 1986, 86.3% of the total amount

"of claims at F.140.87 crores were accounted for by

farmers and agriculturists (55.5%), transport operators
(15.0%), and retail traders (15;8%) under Small Loans
Guarant ece Scheme, 1971, A widegdieparity betwecn the percent-
-agos of zuarantece fee (GF) to éuara?teed advances (GA)

and claime lodged (CL) to guaranted advances (GA) has becn

noticed since 1984 in thc case of categorice as indicated

below
Yéa;/.pgrénAlabe: " "Parmers & ’ &rénépér% " " Retail )
) hgricul- - operators traders
turists
1978 GF to G4 0.33 0.62 0.40
CL to GA 0.46 0.84 0.55
1979 GF to G4 0.37 ‘ 1.12 0.52
1980 GF +to Gai 0.45 0.86 0.72
CL to GA 0.44 0.86 0.72
1981 GF to Ga 0.59 0.87 0.99
CL to GA 0.39 0.57 0.65
1982 GF to GA 0.58 0.66 0.84
CL to GA 0.47 0.54 0.68
1983 GF to Gi 0.60 0.57 0.61
CL to GA 0.43 0.48 0.77
1984 GF to GA 0.64 0.65 0.65
CL to GA 0.81 0078 1046
1985 GF to G. 0.65 0.65 0.65
CIJ to GA 1019 1.47 11091
1986 GF to GA 0.65 0.65 0.65
CL to GA, 1.30 1,31 1.88
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*Olaims lodged unaér’thc residﬁai category of DRI Scheme
t111 1984 weré within the gusrantec fee reciipts bu
theee claims have beenrising 2at a fas% ‘rate and far
Nexge:ded the guarantee fees in 198 and 1986. The

‘relative percentages are given below:

Residual category under

DRI Scheme
Year GF to GA CL to GA
1985 0.65 1.01
1986 0.65 2,32

The Corporation does not maintain any separate rccord of
“claime under Yariquq_poverty alleviation programmcs
nléunched by the Government but if -the increase in the
receipt of claims for amounts below Rs,10,000/- is any
.indicator, i1t would appear that such claims have accele=-
rated in thc last few years. It is pertinent to mention
here that as agoinst claims totalling 14,832 involving
amounts of K.4.42 crores reééi#éd dﬁf;ﬁg the year 1977,
*the Corporation receivéd as many as 6,30,303 claims for.
K. 140,87 crorés in the year 1986 undér the Small Loans

Guarantee Scheﬁe, 1971.
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Institution-wise lodgement
of claims

5.5.4 An analysis by broad groups of banks showed the

position as under :

bl Sl Bl e e A Tl Il Bl Rl Tl Bl Ll Ll 2 Bl Tl Sl Sadl S SR TP L L Sl Rt S
Group of No of banks fallingz ¥ithinclaims to guarantecd
Banks advances range of-

O.to .75 0.76 to 1 1.01 to Above
-o-o-o-o-o-o-o-c-o‘o-o'o-o-o-n-o-b---o-o-n-o-ol:§9‘o-o‘}:?lo‘o'o
SBI and 1984 5 - 2 1
Aesociate 1985 - 2 2 4
banks 1986 1 1 3 3
Nationalised 1984 9 5 v 6
banks 1985 7 1 5 7

1986 7 2 3 8
Other 1984 22 1 1 2
Scheduled 1985 24 - 1 4
banks 1986 12 4 6 5
Non-3cheduled 1984 - - - -
banks 1985 - - - -

1986 1l - -
Regional 1984 24 1 5 2
Rural Banks 1985 41 3 3 16

1986 30 5 12 21

Bank Group-wiee Ratio Analysis‘
claims .
5.5.5 The percentages of / receipt/guarantee fce to guaranteed

advances in respuet of dbroad groupe of banke for the years
1984-1986 were as under

Group  ‘Cleim receipt to Guarantee fee to
Guaranteed advances §%aranteed advences

-.-o---o-o-o‘o-o-o-olggé-o-o 0 o™ e ™ ?'o-o‘o ?‘o-l-o-o-0;0 o™ e™ s

State Bank of India 0.73 1,19 1.49 V.68 0,64 0,65

& Associate Banks
Nationalised Banks 'l.16 1.29 1.34 0.74 0.72 0.75

Other scheduled 0.07 0.93 1.02 0.08 0.64 0.59
banks

Non-scheduled banks - - 0.16 - - 0.7
Regional Rural Banks 0.33 0.76 0. 0.22 0.46 0.50
Foreign banks - - No Claim - - 0.83

Lol Tt 2adt Andl Ra 2t Bad’ Rad Tad Rad 1t Bl hadl el af 2k ek 2adk 2t bk rak 1k buk 2k dadl 2l b MY 2k Rt 2nd hak )
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It may be seen from the foregoing that the percentages of claims
"to guarsnteed advances are significantly high in respect of
State Bank of Incia and “ssociate banks and natioﬁalised

banks.

Region-wise percentage_analysis

5.5.6 For the.year 1985, the reglon-wise analysis of

small loans discloses a position as under :

x e _ : -
5. Io0 . RZC1JOX
D Bombay __ Calcutta New Delhi Madras
‘Guarantee fee to guzrantecd 0,65 0.65 0.65 0.65
edvances
Claims locdged to 1.94 1,86 0.99 1.6

guaranteed zd¥ances

5 6 From 1984 onwards as may be seen from Annexure VI.
SSI 3ECTCR SCHEME - claims excluding withdrawal and
AN 1IALLYSIS

' rejection under this Scheme also
hive exceeded the guaratteé fee receipts plus recoveries
thereby indiczting the incre-sing sickness and higher
mortality rate for such losns., The exparience of the
Government of India in respect of their scheme for S3I sector
(wi ich was in operstion from 1960 to 1981) had been eyually
unsatisfactory. 5 ajainst the total fee receijyts
agaregating x 46.50 crores during this p:riod, the amount
of claims reczived wes of the order of i24.93 crores,
Fee receipts together vith recoveries and claim receints
minus witihdirawals and rejzctions as a percentzge of
guarant2ed advances for the Corporation's SsI Scheine are

given evenid¥ase belerv.
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(Rupses in croras)

RSP et P WD B Ve B % W Gy e SRR TR R WS TES . Dm - - e > e

Guaranteed Guarantes % of Col.3 Claims % of Col.5

advances fea to quarant~ lodged. to guarante
Yoar rocceipts esed advances minus ©od
plus withe= advancas
recoveries drawn
in claims and _
settled . rojected
. accounts
1 2 3 4 5 6
1981 3716443 21,61 0.58 174 0+05
1982 3822,13 26.94 0. 70 Teb64 0.20
1983 4153,73 35428 Q.85 . 23,08 0.56
1984 4890.86 40,11 0.82 1 50,16 1.03
1985 5843,69 47.16 0.81 63,38 1.08
1986 7497446 58.41 .78 91.82 1422

A s A RS @ e AW - - e .- e e W 2T 8 ol

57 In Chapter IV on Credit Guarantea‘'Scheme, ths Committee
RATIONALISATION has made various recommendations for

OF TERMS AND
CONDITIONS UNDER rationalisation of the terms and conditions

THE CORFPCORATION'S :
SCHEMES undor the Corporation's Schemes. As
pointed out thare, the scope for raising tha guarantoe fee

is limited and credit institutions may not he amcnabla to any

substantial increase thereof. To. suit the

roquiraments of the credit institutions
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and particularly the 4FCs the Committee has recommendad
that the guarantee fee may be levied not on the total
lcans outstandings against SSI units but only upto a
particular level of outstandings, viz., Rs 20 lakhs for
term loan and R 40 lakhs for other credit facilities,
Keaping in view the existing disparity betwean term loan
and working capital loans, we have suggested that the
monetary ceiling may be fixed at R 10 lakhs for term loan
and B 20 lakhs for other credit facilities. This is
against the present combined ceiling of R 10 lakhs per
borrower. Further, for loans upto B 25,000, the Committee
has recommended a guarantes cover of 70% as against
the existing cover of 60%. In the case of baékward
districts, 70% coverage will now be available upto
fs 2 lakhs and 60% coverage for loans batween R 2 lakhs
and fs 5 lakhs. Besidaes, the Committee has agreed to
enhance the monetary ceilings from R 2,500 to Rs 10,000
in the case of crop loans to farmers and agriculturists,
from & 10,000 to R 20,000 for developmental activities
for agriculture and from s 75,000 to R 1,50,000 for
transport operators.
5.8.1 The financial implications of the various
FINANCIAL raecommendations for rationalising
IMPLICATIONS o :

the terms and conditions of the

Schemes are examined belows Tha.p:ojections of
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priority sector acovances, cleims to be paid, withgrawals/
rejections, guarantee fee receipts, recoveries and the
surplus/deficit are given in the statement below for

the years 1987 to 1990 separately for Non-SSI1 and SSI
Schemes., While working out projections in respect of
claims to be paid, time~discipline for settlement of
claims as recommended in paragraph 6.7.4 has been duly
taken into account. Priority sector advances of the
banking sector at 40% of bank credit are based on 18%
growth in bank deposits and 62% credit-deposit ratio: The
SS1 advances comprise advances granted by -the banking sector

as well as those of SFCs. (R 1in crores)

Priority Claims to be Guarantee fee - Differe-
sector paid during plus recoveries Deficit nce
Year advances the year in claims settw- betwesn
' e led accounts . ... . - 001.283
Exist~ Revised Exist=- Revised Exist= Revi~ and (7
v— _ing ing Aing _ssd
1 2 3 __ 4 5 6 7 q, 9
NON-SST
1987 18708.90 244,46 288,46 150,24 155.39 94.22 133.07 38,85
1938 22076.51 290.18 342.41 177.48 183.60 112,70 158.81 46,11
789 26050,27 362.98 428,32 211.84 219.49 151.74 208.83 57,69
1990 30739.32 449,09 529.93 252,40 261.86 196.69 268,07 71.38
SS1I
19A7 123e0.89 225,00 258,01 103,48 103,54 121,52 154.47 32,95
1988 14609.45 183.92 210.90 117.35 116.73 66,57 94.17 27,60
1989 17239.15 228,24 261,72 139.13 138.49 B89.11 123.23 34,12
1990

20342.20 279.69 320.72 164.78 164.12 114,91 156.60 41.6§



1987

19098 ,

1989

1990
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Total (Non-SSI + SSI)

31089,.79 469.46 546.47 253.72 258.93 215,74 287,54
36685.96 474.10 553,31 294.83 300.33 179.27 252.95
43289.42 591,22 690,04 350.97 357.98 240.25 332,06

51081.52 728.78 B50.65 417.18 425.98 311,60 424,67 1

71.80
73.71
91.81

13,07

/s shown in the gtetement given in paragraph 5.4.3 the
total accruals to the Credit Guarantee Fund other than
the guarantee fee receipts in the year ‘1986 amounted to
Rs 49.44 crores. Even if this amount were to be adjusted
against the deficit, there would still e a shortfall of

% 238,10 crores in 1987 and ks 375.23 crores in 1990.

5.8.2 As the Funds will be under great »ressure, it
will be necessary to consider weys and means of
augmenting the resources of the Corporation and the
Comnittee would suggest that the following measuras may
be taken. .

a(i) The authorised share capital of Rs 50 crores

has been fully zubscribed and paid up by the Reserve

AUGHMENT - TION Bank, 1In view of the
OF SH’RT
CAPITAL increasing liabilities devolving

on the Corporation, it will be necessary now to further
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strengthen the capital base. In this context, the Committes
considered the question of broadbasing the membership of the
Corporation by allocating share capital to promotional agencies

such as IDBI/NABARD and participating credit institutions but

decided that the Corporation may continue .to be a wholly-owned
subsidiary of the, Reserve Bank for the present. The

Committee recommends that the Corporation's authorised share
capital may be raised to an amount of atleast Rs 200 crores and

the édditional share capital be contributed by the Resaerve Bank.

(ii) Augm9n£ation of share capital would strengthén the General
Fund which could be temporarily drawn upon to meet the deficit

in the Credit Guarantee Fund in times of need. Provisian already
exists in the DICGC Act for transfers among the Funds with the
approval of Reserve Bank. Strengthening of the capital and theraby
the General Fund will, therefore, enable the Corporation to meet

contingencies and impart a certain degree of manoeuvrabiiity.

b(i) The total amount to the credit &f the Deposit Insurance Fund

at the end of the 1986 was R 284 crores. While the incidence of

DEPOSIT failures of banks have, no doubt, been few and
INSURANCE
FUND far between, as has been seen in the recent past,

the drain on the Fund has been and could be sudden and substantial
in the event of merger/amalgamation. The Fund constitutes 0.45%

of insured deposits as at the close of December 1986.

(ii) The Committee is of the view that the Fund should

constitute atleast 0.5% of the total insured
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deposits., In other words, the Fund would require to
be augmented by en amount of Rs 40 crdres,. We recommend
thet the Reserve Bank and the Government of India may
make outright grants to this extent to strengthen the
Fun?. It is further necessary that the amount to the
credit o the Fund should not be allowed to fall below
a particulaer level of say, R, 250 crorea, If at any
time, due to heavy cleim payments, the Fund is reduced
to en emorint below Rs,225 crores, the participating
institutions may be required to contribute towerd the
gep by way of a speciel premium in proportion to the
insurance premium psid by them, A figure of Rs,225
crores has been suggsested so thet caells from the
participant institutions need be made only in the
event of sizeablo deficits excseding R,25 crores so
that they noed not be required to contribute small
amounts at frequent intervals,
(C)(i) As discussed ecrlier, there era likely to ba.
sizeablo shortfalls in the guarantee fee recusipts as
CREDIT GUARANTEE compared with tho number
PO and emount of cleims to be
settled, \eys end meens will have to be explored
es to how these daficits could be made good, In this

connaection, wo would maku thu following rocommondations
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(11) The Committee notes that the Corporation has
been entrusted with £he work of settlement of claims
under the cancelled Scheme on behalf of Goéérnment of
India. The Government has b=en making budgetary
pfovision evary year for payment_of claims and the
Corﬁofétion'is being reimbursed tha amount of claims
actually.péid every year. During the Seventh #lan
period, the Government have made = provision of s 150
crores for payment of claims on its behalf., Till the
end of March 1987, a sum ofps 30 crores out of the above
‘budgetary allocation has been utilisedf As on 31 March
1987 clzims amounting to Rs 24.17 crores were pendiﬁs
under the Government Scheme, iccounts in default
amounted to Rs 232,02 crores as on 31 dMarch 1981 besides
ﬁending claims of s 98.18 crores, /s against this, the
Corpor-:tion disjosed of is 124:17 crores worth of ciaims
(either pald or rejected) uoto inarch 1987. This leaves
a balance claim liability of ®s 148.02 crores. There

is no time limit for invocation of gu~-rantee and as
such annual budgeta;y provisions are required to be
made for this purpose by tie Government. The aforesaid
prqcedure of nhtaining reimbursement from time to +ime

from the Government of India could be done away with
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.once and for all if the Corporation takes over the
discharge of the liabilities under the Government's
Scheme and the Government makes available to the

| Corporation the balance amount of Rs 120 crores in
one, lumpsum as a one-time measure in full settlement
of the existing and future liabilities thereunder,
We recommend accordingly. The Government may

also allow the Corporation to retain the recoveries
in claims paid accounts. This measure will enable
the Corporation to immediately strengthen the Credit
Guarantee Fund, The Government,may, thus, be totally
absolved of 1ts liabilities in respect of the

Government Scheme (since cancelled).

(i11) I1f, however, despite strengthening of the

Fund by the abovementioned measure, at any time

in future, the Fund is depleted to a level below

RBs 150 crores and the Corporation faces difficulties
in meeting ongoing edmitmentsy MW pFaPtixipasing<
Sueshint 3018 KAOntdGpe Mg b odignds toc iddng &
MEAD. BRR  BOoimOf Joved BE e M genoes

by sakikg wontxibuiiever OMX BEXR FaGK
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commitments, the participating credit institutions may
be obligaed to bring it upto the minimum level of

Rss 150 croros by making contributions on pro rata basis

by way of an additional guarantes fea.

(iv) 1In view of the drain on the Credit Guarantoe
Fund owfﬁg_tq the rising claims, the Committee is of
tho view that the financial position of the
Corporation should be revicwed at periodical intervals

say once gvery 2 or 3 years and necessary measures

considered to maintain the viability of the Schemes.

Section 25 of the Daposit Insurance and Cradit Guarantee

Corporation Act, 1961 requires that all monies bolonging

CHAMGES Iﬁ to Daposit Insurance Fund or
ggt§g$MENT Credit Guarantea Fund or the

1

"Gonoeral Fund which may not for tho time being be

roquired by the Corporation shall be invasted in
promissory notes, stocks or securities of the Central
Govemment. In order to meet its ever increasing
claim liability, the Corporation has been exploring
various means té raiseiresourcés which includes

the changing of the existing invostment pattern. As
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per the qguidelines issued by the Government of Incia,
_the investment pstsarn of the GIC, LIC arnid NE2UARD
.provides for inve: tments at about 25% of profits/
controlled funds in sharesfiebentures, ctc. to obtain

2 better yizld, while the rem:ining amount has to be
investes in socielly-oriented sectors including
Ceritral/State “ovornment s:scurities, In case the
Corporation 1§ allowec the latitude to invest 25%4 of
surplus funds in the form of safe investments other than
Central Government securitiecs, £he Corporation could
earn an additional income. The Committee is concemed
shout the fin=ncial strains on the Corporztion and

the need to rugyment its resources Crow all sossible
avenuzs, The Committee,therefore,fecommends that

the Corporation may be permitted to invest a certain
portion of its Funds in gozd high-yielding securities.
The sovarnma2nt of India miy have to be moved for
amending S2ction 25 of the DICGC Act to enable the
Cornorntion to invest in forms of investments other

th=n Central Govarnment securities,

(6) In terms of Secticn 27 of the .sct ibid, provision

LCANS ©ROM exists for advances upto
RES:RVE .:.11. OF :
INLIA an amount of Rs 5 crores by

the Resserve 3ank to the Corporation for the

purpose of Deposit Insurance rund or Credit Guarantee



Fund. As mentioned, the deficits in fee receipts are

. expacted to be of & sizeaﬁle order apd the 2bility
of the Corporation to meet its liabilities may e
impairad. Pending the raising of resourccs thrbugh
altzrnate means such as contributions by periicipating
credit institutions, contingencies may, therzfore, arise
when the Corporation may require sizeable funds for
me=ting its commitm:nts. ‘¢ would, therefore,
raecommend that a provision for making of advances upto
an amount of Rs 100 crores may be made to meet any
eventualities, Keepihgfin view the laudable objectives
of the Corporation, such loans shouid be interest-freé.
The Deposit Insurance and Credit Guar«ntee Corporation

Act may be amended accordingly.

(£) ‘The Corporation has bec¢n continuously pursuing the
1

EXEHNM?TIOI gquestion of grant of a
FROM INCOME-
TAX permanent exemption from

income-tax with the Government of 1India,

Instead of acceding to this demand, the Corporaticn has
now been advised that it will no longer be exempted
from tex from the ye«r 1987, On a notional basis, the
Corpor=ticn's tax lizbility on the income for 1966

would work out tc a colossal sum of R 51,29 crores,
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;The Corporation is essentially a service institution
which'operates on a 'nmo -profit' bas;s. Any income
which the Corporstion carns is 'notional' in as

muéh-as the entire surpluses are appropricted towards
building up of the Deposit Insurance Fund and the

Credit Guerantee Fund. d4ven the est~blishment expenditure
is being met from the income on the share capital of

-8 50 crores contributed by the Reserve Bank. The
Corporation does not declare any dividend on such
‘share capital, The Deposit Insurance Corporation set up
as'far back as in 1961 was conceived'with the 1dea of
infusing confidence and mobilising savings of small
depositors with 2 view to channelising the rasources

in avenues which coulé be decmed as natclonal prioritjes,
Simil-rly, the Credit Gu~srantee Orjanisction was thought

P

of in th2 wake of nationalisation of banks and the need
for providing incentives to commercial banks to lend to
the hitherto neglected éectors which were higher risk
oronositions. In other words, the Corporation has been
working solely €or attainment of nrtional objectives.
Judged by the increasz in deposits over the years and
the sterdy increase in lendings to priority sectors,

the objectives with which the Corporati~mn was esteblished

have been fulfilled in ¢ood measure. In the context of
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merger of weok banks and also the launching of various
special programmes.of flnancing for weaker sections
'there is a need for continuance of the Corporation's
activities. 4as past experience has shown, it is
difficult to anticipate as to when demends may be msde
on ghe Deposit Insurance Suné for me=2ting claims of
denositors in the case of merger/liquidation cf banks,
Further, claims have been steadilv rising frcm year

to ye~r vnd=2r the credit guirantea schemes anc as
discussed e+rlier, since the vear 1984, the gu:zrantee
fee receints have fallern far short of the claim amounts.
As discussed earlier, there is likely to be 8 hUQO.
deficit in the uarantee fee receipts vis-a-vis claim
receipts @nd we h.ve suggested various mz2~asures to meet
the shortfall, This e¢nvis<ges, among cthers, agumantation
of share capit=]l by the Reserve Bank and the grant

of fundéds by Gov:rnment of India to strengthen the
Credit Guarantee ‘und. 1In the Eéée of this, levy of

a tax on the Corpor-tion's income will be totally
counter-productive. The Government of Incdia may

be moved to immediately grant perman:nt exemotion to

the Corporetion from payment of tax.



CHAPTER VI

PROCEDURAL ASPECPS AND
OPERATIONAL -PROBLEMS

601 With a view tosimplifying and streamlining the
INTRODUCTORY procedures adopted by the Corporation
. and for ensuring prompt payment of
insurance premium/guarantee fee by croedit institutions
and expaditious settlemant of claims received by
the Coéporation, a Sub=Group under the Chairmanship of
Shri B.D.Dikshit, Deputy Managing Director, State Bank
of India was appointeds The Committee also received
suggestions on these aspocts from participating credit
institutions, The rocommendations made by the Sub=Group
-are at Annoxure Il. The main issuss that arise for

consideration relate to the following :

Deposit Insurance Schoema

(1) Insurance premium - Computation, payment

(1ii) Periodical roturns

Credit Guarantae Schemes

(i) Guarantsa fes = Calculation and payment of
(ii) Guaranteed advancaes = Exclusion of certain
categories of advances from thoe purview of

the Scheame

(iil) 'Invocation of guarantee
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(iv) Settlement of claims procedure
(v) Remittance of recoveries in claims paid accounts

(vi) Delegation of powars for waiver of legal action,
Write off etc, ) )

These issues are disqusseﬁ in. the following
paragraphs :

6.2.1 i1l amounts which are in the nature of deposits,

COMPUTATICN OF whethar reflectod in deposit accounts
rREMIUN =
SIMPLIFICKTION or not, are to be treated as deposits for

the purpose of payment of insurance premium viz.

e

(a) Credit balance in cosh credit accounts

(b) Margins held agzinst L/Cs guarantees, bills
purchased etc, 1f these amounts are held 1n an
account of the depositor marking merely a lien

or instructions as to disposal,

(¢) Interest on fixed and other term deposits, if it

has accrued ancd become payable to the depositors.

(d) i<ail/telegraphic transfers from one deposit account

to another,

(e) amount received for credit of a deposit account -
but held in suspense, pending receipt of

particulars or compliance with some formalities.,

As per the accounting procedure followed by banks the above
items which, though in the nature of deposits, are not
categorised as such in the books and the amount pertaining

to these items is not readily available, ©Data partaining
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to these items are compiled for the specific purpose of the
Deposit Insurance Scheme at [ resent. The ccupilation of
asséssable deposite is, therefore, delnyeé. This amount
reapareé with the total deposits of the banks is negligible

and the expenditur: and labour involved in compilation of

" the amount *s not commensurate with the additional premium

income of the. “orporation.

6.2.2 As per the existing procedure, ev?ry insured bank
has to pay a premium on the assessable deposits as on

the last fFriday of the preceding helf-year in advance within
one month of the commencement of the half-year., 1If the
insured bank is not able, on account of circumstances beyond
1ts control, to determine the figures of its total deposits,
it has to provisionally calculate the amount of premium

payable by it and subsequently make an adjustmaent in the

_figure of deposits. The existing procedures appear to be

unnecessarily compliceted involving a large number of
- ~lcalations which result in considerable waste of time
and labour at the level of both the Corporation and the

’

banks.

6.2.3 One solution would be in adopting the figures as
reported@ under itam 2(a) (i) and (ii) of formest 'A' submitted
to the Reserve Bank under Section 42 of Reserve Bank of

India 4~ct fer mazintenance of Clut and SLR. These ltems

.
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pertain to the aggregate démand and time deposits of banks
(other t*an from banks) in India. However, demand deposits
‘include current de—osits, demand portion of savings bank
Saposits, margins held against LCs/guaréntees, balances

in overdue fixed deposits, cash certificates, cumulative/
recurriné deposits, outstanding telegraphic/mail transfers,
demand‘drafps, credit balances in the c=2sh credit accounts,
Time deposits, on the other hand, include fixed deposits,
‘cash certificetes, cumulative and recurring deposits, time
liabilities, portion of savings bank deposits, staff
security deposits, margins held against L/Cs if not
payable on demand, etc, These items also include items
like outstanding mail/telegraphic transfers and demand
drafts which may not necessarily pertain to deposit accounts.
Although the items exclude deposits from banks, the other
exenpted category of deposits 1.e. deposits of Cent;al/
State, Foreign Governments are not excluded fron. the
lizbilities shown uader the return and the banks may have

to work them out separately.

6.2.4 & better aslternative would be to compute insurance
bremium on the basis of the deposit figure appearing in
the balance sheet of the credit institution and remitting
the premium to the Corporation once on an annual baslis.
Although it may entail some loss to the Corporation we

suggest that the Corporation may henceforth charge premium on

.
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the basis of the deposits figure as appearing in the audited
balance sheset of the credit institution excluding deposits
representing Foreign/Central/State Governments and intarebenk
deposits. Both the Corporation and banks would be benafited
.as there would be a similarity in the base for calculating
premium instead of the present system of paying advance
premium and then making subsequent adjustments. Thore may
not also be any need for verification of returns by the
Corporation as the base data is audited by statutory
auditors. While éha inter=bank deposit figure should be
readily available in the balance sheet the figures of other
deposits may not be separately available. A certificate may
be obteined from the auditors ragarding the quantum of

these deposits and a copy of this may be sent along with

the Format.’ Such premium amount may be collected only

onca in a year instead of twice in a year as at present.
Rogulatioh'19 of the Corporation's G;heral Regulations

may have to be amended %o give effect to this rescommendation.

6.3 In view of @ur recommendation contained in paragraph
GRACE PERIOD 6+2.4 regarding computation of promium

FOR PAYMENT

OF PREMIUM liability of an insured bank on the basis of

the audited annual balance shect, wa rocomménd -that insurod banks
may be required to pay insurance premium as heretofore

within 30 days of the receipt of the audited balance sheet.
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Under the Banking Regulation Act, 1949 and tha'Regional
Rural Banks Act, 1976 the audited balance sheat is required
to bs placed before and approved by the Board of Directors
‘within 3 months of the close of accounting year. the
commercial banks and RRBs obs#orve the calendar year as
their accounting year while co=operative banksyobserva
July=June as their accounting year. Thus the commercial
banks and RRBs will be requifed to remit the insurance premium
before 30 April of the following year and co-operative bankse
by 31 October of that year. It is possible that thers may
be a delay in submiasibn of the audited balance shast. 1In
that event, on a provisional basis, reﬁittance may be made
of insurance premium within 4 months of the close of the
accounting year., The further remittance together with
interest at Bank Rate may be made within 30 days of receipt.
of the audited balance shast. A penal rate of 2% over
Bank Ratoe may be charged to dissuade and discourage the
insured banks from deiayéd submission of returns and
remittance of premium, The rate.of ponal interest may also
continue unchanged.

CREDIT GUARANTEE SCHEMES

6+.4.1 Ona of tho other points for consideration 1s

CALCULATION AND PAYMENT whethar poriodicity
OF GUARANTEE FEE C

of paymant of guarantec fee also should be
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changed from half-yearly basis to ye=2rly basis. At present,
the guarantee fee:.is calculated on the outstanding balances
“in tﬁe borrower's account as on the last Friday of the
preceding half yesr at the rates stipulated in the schemes.
’fhe guarantee fee so calculated is required to be paid
right from the time the facility becomes eligible for the
guarantee and upto the hflf-year in which the claim

has been received in the Corporation. If the periodicity
-for submission of returns of guaranteed advances and payment
of guarantee fee 1is changed from half-yearly basis to
yearly basis it may result in considerable saving of time
at the lavel of the credit institution as also reduce their
workload. The Sub-Group which coﬁsidered the quéétion has
suggestaed in para S(v) of their report that the guarantee
fee should be collected breferably once in a year on the
basis of figures readily available in‘the annual auditeﬁ
balance sheet of the credit institution, It is also
suggested thgt'the loans and advances inhfespect of which:
claims have already been lodged should be exéluded from the

balance sheet figures for calculation of guarantee fe-=,

6.4.2 ‘e also endorse the suggestion for calculation of
the guarantee fee'on thc basis of loans outstanding of a
cradit institution on en annual basis. wWe have in Chapter
IV recommended that all priority sector lendings mey be

brought undar the purview of the credlt  guarantee cover
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of the Corporation., In the cese of SSI units, we have recommanded
that the guarantee fee may be charged upto & perticular level of
the loans outstanding against the unit, At present, any guarantes
other than a performance guarantee granted or issued in India by
a crodit institution is covered by the Corporation's Scheme and
guarantee foe is collected thereon, Such guarantee may continue

to bo covored under tho Scheme, Data relating to tho total

priority soctor londings is given in thou Annual Report submitted

_—~—— P

alongwizﬂ‘zﬁb auditud balance shuet of the banks. Since the

. e
—_—— — - T T —

priority sector londingg arg toform thé basis for lovy of

gusrant:e fee, it will b« nccessary to placo submission of the
ralativa data on a formal basis and stipulate a specific time
limit for its submission, A st-tumunt rogzrding guarantoed
edvencus (including outstanding financiel guaranteaes) may bo
submitted within the time proscribud for submission of tho
audited bslancu sheots, In tho evont of any dolay, provisional
peymunt of guarantoo foa®s mey bu mado by thu crodit institutions
within 4 months from tha closu of thu accounting yaer. Furthqr
romittancus toguthur with thou intarust et thu Bank Rate may

bu madu within 30 days of rocoipt of auditud balancu shoot,
Whuro banks fail to maku provisional romittances or rumit

the differuncus thoreaftor thu Corporation would bu justified

in levying penal inturost at 2% abovoe tha Bank Ratoe.
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$3.4.3 Further the Sub-Group has reccmnended th>t while
ca;culnting the guersntee fee, &dvances in respect of
which the claims hzve already been preferred on the
Corror—~tion may bhe excluded Erom the fiéures. We have
given thouwgnt to this issue. The entirz idea is that the
existing »rocecdurez should he streamlincd., We hive
accordinzly suggested thet even at less to the Corporation
the insurance premium and guafantee fe>2 may be calculated
with refeérence to the bhal-nce sheet figures or the annual
data relating to priorit, sector lendings. Deduction of
claims lodged would again entail con§idernblg administrative
work of corsolidation of data by each bénk regarding claims
invokad,withdrawn, paid etc. by its offices. On balance, °
in the interest of simplification, it is felt that the
barks may pay the guarantee f2e on the basis of the annual
figures without making any detailec calculations for
exclusion of certain claims, The difference in the
guarantee fees paid'on these accounts will in any case be

of a nominal ordor.

6.5.1 2noth:r issue to be cansidired is whether the

GULRANTEEL ADVASCES - following types of advances
EXCILJLICK OF CERTMIN
ALV CEE PO THE JUGVIRW may be exclud.d from the

OF THZ GUMR N7TZI STHEME
ourvicw of the Schume :
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(a) Advances which have become eligible for cover
consequent on redeFinifion of SSI by raising the
limits on investment in plant and machinery by
Government of India,

(b) Advances which are fully secured against gold
ornaments, fixed deposit receipts, government
securities atc.

6.5.2 Conssquent on redefinition of SSI units with
regard to the investment in plant and machinery by
Government of India ell units which are satisfying the
criterion are automatically covered under the Scheme and
the credit institutions have to report these uni£s in
the statement of guaranteed advances and remit guarantee

fee thereon. .

"PROVIDED -

(a) dues in respect of these units have nof
already become bad or doubtful of recovery;

(b) unit has not ceased its business activity or
the activity has not been suspended;

(c) credit facility has not partly or wholly been
utilised for adjustment of any bad or doubtful
debf.

One view that could be held is that advances which have
been granted only after the date on which ‘the definition
of SSI upit is altered should bse covered. The Scheme of

the Corporation provides continuing guarantee cover on an
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automatic basis to all eligible credit facilities., As
such, it will not be desirable to make any distinction

an@ include advances granted only afterthard revision

of the SSI definition under the Scheme. While units
satisfying the definition of the Scheme will come under
its purview, units where investment in plant and machinery
exceeds the specified amount owing to additions etc., will

have to be excluded from the benefits of the scheme.

6.5.3 We have given a thought to the question of

whether loans which are secured against gold ornaments,

fixed deposit receipts etc. should be excluded from the
purview of the Scheme, When credit insurance was introduced
in 1660 for SSI units, participating credit institutions

had the option to cover under guarantee scheme or exclude
therefrom any particular credit facility depending

upon the degree of risk involved. The Guarantee Organisation
then extended guarantee cover only after satisfying

itself about the soundness of the project, -
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This procedure has undergone a complete revision,

The Corporation is at present operating all its
schemes on an automatic and bulk coverage basis

under which the Corporation offers its guarantee
cover for all the credit facilities sanctioned for
the particular economic activities and purposes
eligible for cover under the scheme irrespective

of the degree of risk involved in regard to any
particular credit facility or facilities or

absence of such risk. In consideration of such bulk
coverage which comprises a package of both good and
bad risks and on the basis of the insurance concept
that good risks pay for the bad ones, the Corporation
waives its right to pre-examine the individual credit
proposal and the credit institutions are not also
peraitted to exclude any credit facility from the coverage

of the_scheme .on.the zround .that there is no risk-:involved,
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The Committee is of the view that taking into
consideration the nature of the scheme it would

not be proper to exclude advances which are

fully secured or in respect of which there 1is no
risk involved from the purview of the guarantee
cov2r and, therefore, we are of the oprinion that

the existing procedure regarding coverage of advances
reed not be changed asnd al. eligible -advances-

cover<d thereunder,

6.6.1 The Committee has also considered
CONDITICNS FOR the issue of whether
INVOCATIO:: OF

GUARANTZE

treating the advancesas
1

bad or doubtful of recovery and/or making a
provision in the books of credit institutions shogld
Ee a przconditicn for invoking guarantee and
realisaticn of security should not be insisted

upon pefore invocation of guarantee,
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6.6.2 At present the following conditions are
required to be fulfilled before invoking a
guarantee of the Corporation :

i) The advance under the guarantee has
not been repaid within one month from
the date on which a notice of demand
for repayment of the entire dues has

been served on the borrowers

i1) The advance has been treated as bad

or doubtful of recovery; and

iii) It has been provided.or accounted for
as such in the books of credit

institution.
6.6.3 Recalling of an advance and subsequently

treating it as bad or doubtful of recovery is

the basic requirement for any claim to be preferred

on the Corporatizn. The Sdb—Group has, in paragraph
5(ix) of 1ts report, obszrved that providing for dues
and their acéounting in the books of the credit
institution a3as bad and doubtful 1is not always possible/
practiczble, State Financial Corporatiomein particular

find it di€ficult to comply with the conditions
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due to their shifting to tha cash system of accounting.
The Sub=Group has suggestaed that the Corporation should
acceﬁt a Eertificate furnished by either internal .or
external auditors in the case of SFCs without insisting on
provision or accounting as prescribed in the schames. In
the case of banks which have a largse network of branches,
a certificate of the Reglonal Managser/Zonal Manager, it is
suggested, may be accepted. While the Committec agroes w%th
the recommendation of the Sub-~Group, it should be ensured
that either the statutory or internal auditor or a fairly
responsible official at a sufficiently high level should
certify that a particular loan is baq or doubtful prior to
invocation of the guarantes and that it has been provided
or accounted for as such in the books of the bank as the
case may be, This may be the responsibility of the
officer-in=-charge of the controlling office throuéh which
the claim is routed. In the case‘of SFCs which follow

the cash system of accounting thes bad and doubtful nature
of thc debt should be suitably certified.

6.6¢4 Unlike Government's Schema (since cancelled) which
had an slemant of refinance and was more in the nature of
a guarantee against default, the now scheme is a loss
insurance schame, It is, therefore, expected that credit
institutions will make necessary efforts to realise
whatever amounts possible from tho borrowers/suraties and
will not havo racourse to tha Corporation immediatoly a
loan 1s dofaultods Howover, ingtitution of legal action is

not a condition precedent to lodgement of claim and
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where prolonged litigation is involved, the Corporation is
settlihg claims ontheir invocation with a view to placing
the banks in liguid funds. While the present procedture
may ‘be reviewed, we wculd exrort that credit institutions
should make timely and vigorous efforts to recover the
-overdues and keer down their claims on the Corporation to

the minimum possible levels.

6.7.1 We have also considered the following :
SETTIEMENT OF (a) Simplification of the procedure
"CLAILMS
for settlement of claims =nd in this
context, discontinucnce cf data relating to
brief history, leager extract, guarantec fee
particulars, etc. for amounts excéeding #s 10,000
und=r Small Ioans Suaorantes Scheme, 1971, |
b) Whether claims upto 75 25,000 may be computerised
to avoid deley in settlement
c) Whether a time schedi:le may be prescribed for
settlement of claims
d) whether there should b: a Appellate authority in

the c-se of rejection'of claims,

6.7.2 The Su:-Group has, in paragraph 5(xi) of its
report, observed that the credit institutions have to
send .alongwith the claim applicetion forms (a) auditor's
certificate trezting the dues as bad or doubtful of

recover- (b) transcrijt of borro~er's account for last
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two years and (c) details of legal expenses, etc, The
information does not sserve any purpose for settlement of
‘claims, Ffurther, the claims settlement is also not held up
for nonesubmission of auditor's certificate as an undertaking
to this effect has to be furnished, The certificate is to
be verified by the inspecting officer at the time of
inspéction but since such inspections are not taken up for
long periods of time, these records have to be preserved,
In the case of ledger extracts, it would appear that dsbits
on‘account of interest/other charges alone would be recorded
and such extracts have limited utility, The Sub=Group has
recommended that a review may be made of the position and
e decision taken regarding the aésenéiality of such data,
The Committee endorses these suggestions and would recommend
that the Corporetion may dispense with the same i% it is not

strictly necessary in consultation with their auditors.

6.7.3 Rs for the suggestion that wll claims upto Rs,25,000
should be computerised to avoid delay in settlement, it is
observed that the Corporation has computerised all claims
under 3mall Loans Guarantee Scheme, 1971, irrespective of
amount., However, to ensure that the programming on
computer is free from any omission about the provisions/
conditions of the scheme, it was initially decided that

in addition to computer processing gertain claims may be

subjected to manuel scrutiny also, For this purpose the
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cut-off point was initially fixed et Rs 2,500/~ pef claim;

which was relaxed to 2 5,000/~ per claim ?rom January, 1986.

This limit has further been raissd to ®» 10,000/-. The

claims upto f3 10,000 account f£or cbout 98.70% of claims
'received. The Sub=Group of Expert Committee has also

recomnended in paragraph 5(vi) that the existing ceiling

is adequate. We have reviewed the position and are of the-view that
‘the Corporation éhould consider computerisation of

settiement of claims upto an amouﬁt of even Rs 25,000 so

that any delay arising from manual scrutiny can be obviated.

6.7.4 e note that the Corporation has taken adequate
steps to cxpedite the settlement of claims which include
computerisation of claims settlement procedures under Small
Loans Guarantee Scheme, 1971 due to which time gap between
lodgement of claim and its disposal has now been reduced
‘to a period of 8 to 10 weeks., Similerly, under SSI Scheme,
the settlement of claims upto & 25,000 is now done on the
"basis of certificates furnished by the credit institution.
while, no cdoubt, the claims settlement has definitely
improved, 2s may be seen from the data given in Anne>ure VI
_there »re a large number of claims particularlf under

SSI Scheme which are pending for fairly long periods of time.
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.The Corporation has saince liberal#éed procedures

and scrutiny norms and claims are now being

settled more expeditiously., The Sub-Group of the Expert
.-Committee has nade specific proposzls to facilitate speedier
disposal of claims. These include (i) 1limit for settlement
of claims on the basis of certificates issued by credit
“institutions should be raised from fs 25,000 to Rs 1 lakh

and (i1i) increasing the delegation of powz=rs to officials
.at various levels in the Head Office/Regional Office of

the Ccrporation. The Board of the CofporatiOn, it is
uncerstood, has already approved the proposal to delegate
powers to Managers at the branzh offices to settle claims
upto Rs 3 lakhs and to the Deputy General Manager and
-General lanager at Head Office to sanction claims upto

Ps 5 lakhs. We feel that computgrisation of all cleims

upto s 1 lakh would further expedite settlement and

w2 wonld suggest that theICorporation shoﬁld actively
consider this, The Corporation should have, moreover, a
time-bound programme for disnosal of claims and claims
should be settled within the periods stipulated by

us hereunder :

Amount Period
Upto & 25,000 1 month
Upto & 1 lakh 3 months

.Above R’ 1 lakh 6 months
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The Corporation should'éﬁifably goar up ‘its $achinury and
cffoct whatwvor changes it deums necussary to ensura prompt
sgttloment of claims within the periods recommended above,
At the same time, the credit institutions-should furnish
whatover clarificetions aro required by the Corporation

es fuickly as possible and within a period of not more

than thrss months,

6e7e5 Yet enother quastion that has boon considored by

us is that of whuther any appuel should lio to a higher
authority in thu case of claims rasjuctoud by tho Corporation,
In this connuction it is obsorvud thet the Corporation has
alruedy issuad instructions to thu brenches to be liboral

in thair apbrﬁach. It has 2lso instructed that claime

nuud not bu rojectod on moero tochnicael grounds and that

only gross nogliguncu or connivenco by branch officials
should bu -takon notu of, 1In its londing oporayiohs cradit
institutions aru oxpuctod to uxercise the samu caro and
diligoncu, normal prucautions end safuguards, eotc, as

if thouro was no guarantoa. If due to nasgliguncu on the

part of crodit institutions,tho intoruats of thoe Corporation
are advoreely'affdctud it will be justifiod in rejecting
such claims, 'Wo also noto that higher valuo g¢laims

under SSI achume are now roforred to the Claims

Committou comprising of roprusontativas drawn from
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public sector banks, Industrial Develooment Zank of

India, Ch-rtercd Accountants, etc. This is a
sufficiently high powered Committee comnosed of
representatives fron credit institutions thiemsclves, There
is no need for any further body to consider rejectes
claims. In »nv case the rz2jections are now suall in
number.

RECOVZRIES IN <IAIM PAID ACCOUNTS -
WAIVER OF LEGAL ACTION - WiITZ OFF ETC.

6.8, At present, the participating credit institutions

R2ITTANCE OF are required to remit recoveries
RECOVERI®S ONCE _ S ,
IN A YE:R IN received/eftected in claim

TABULATED KFORM ) .
pald accounts after deducting

therefrem, expens=s ircurred therefor, 1f ~ny, within
three imoaths from the actual date of recovery ninder
Small Loens Guarantee Scheme, 1991 and within one month
under the Small Loans (3SI) Guarante« Scheme, 1981. The
banrs are rejuired to remit all recoveries as snd when
effected which results in receipt of innumcrable chejues
Eor small amounts in driblcts from each c¢redit institution
in the Corporation increasing its workload. The
Sub-Group has alréady recommended in paraarapi 5(ii)
that a uniform stresmlined procedure might be evolved for
11 the schemes. Accordingly tc simplify the procedure

we ar2 of the view that the credit institutions mey be
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allowed to remit thz recoveries effected in the cleim paid
account during ¢ guerter in a conéolidated fomm within

a period of one monih from the dzte of =x irv of the
qﬁaréer. The statement should be submitte: by the
controlling office/zonal/lecional Cffice. ~For deloy in
remitting the recoveries beyond the prescribzad »eriod penal

interest as per the existing provisions may be .chrrged.

6.9¢1 A guestion considered by us is whetbher waiver of

DELEGATION OF POWERS KOR legal action against the
WAIVER C¥ L=GaAL ACTION
FGAINZT THC 3BORROWIRS, borrowers, write~off of cues
SCsLIL DONN OF LERT3, RITE

&8 OF DUES, RELEAOLE OF and scaling down of ques

SECURITY/SURITY _ . -
on compromise proposals may

be enh nced or power delegated in full and the Corporation
should not insist on prior approval in respect of the

acove c~ses. At present in order to reduce the workload

at credit institutions «s well as at Corporation's level
delejations of powers have been Jlven to credit institutions

upto certzin limits as under

————— n. @ = —

velegotion uncder

Purpose §§T = Unto _ lon-Ss5i = Upto
Wailvzr of leg=2l action Rs 25,000 s 10,000
Scaling down of debts s 10,000 s 2,500
Write off of dues Rs 10,000 & 5,000
Release of 3Security/Surety o limit if the security

is not ~ffect.d.

- Snm——

The cases falling under the ~bove category are not reguired

to be approved in advance by the Corporation. However,
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credit institutions are requir=d to report to the
Corporation zll sucir cises in the half#y;arlj statement/

computerisecd formats,

6.9.2 The above limits are in ower-tion since 1981 -~nd
theres was no occasioan to call back the cleim amounts or

to reject sny of tne proposals referred to by the cradit
institutions. These propos~ls are ddly approved by the
competent Auth-orities of the credit institutions. In the
context of l=rge nunb2r of branches of l.anks and phenomenal
increase in number of accounts and amount of advances to
eligible borrowers there will be an increasing number of
c-ses where legal action may have to be w:ilved or the

dues scaled cown or written-off. sSickness in industrial
units is also increasing and it may become necessary to
nurse the units under c rehabilitation »progremme involving
a compromise or scaling down of the dues, For such nursing
programme, Corporrtioﬁ'S'prior ap.roval is not necessary.
Since the credit institutions=2lso have e financial stake,
there is no reason to.believe that thev will irdiscrimi-
notely resort tc write-off, scaiing down etc. 3since the
crecit institution is the best judge of the clrcumstances
it will be proper to leave it to the credit institution

to decide such cases and tske action »t their discretion.
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6.9.3 In view of the &¢bove, we arc of the opinion that
credit inotitutions m-v be ~llowes to usz +2ir discretion

in matters relating to waiver of legal action, sc::ling down
of debts, writing-off cf dues etc. irrespective of the
amount involved and no prior aprroval of the Corporation
should Le taken. However, they should report such cases

in the half-yearly statement as presently done in cases

where the discretioﬁ has been allowed to the credit
institution. The Corporation will have the right to inspect/
Verify the accounts «nd ensure that bank is actiny in a

proper manner.
GENSRAL

6.10.1 We nave also considered -the following :

(1) All advances unto Rs 25,000 or s 50,000 may
be covered vnder Smzll Loans Guarantee
Schame, 1271

(11) Tepaymen. period for crop l.:ns for pineapile,
banan~ éfc.'may e raised upwards.,

(111) Fra2sh advances g-anted to a borrower in resnect
ot whom a claim h: s already been p2id by the
Corporation but the same has not been repaid in
full to the Corporation, should be made eligible
for gusrantezs cover, since it is difficult to
keep record of such édefanlting borrcwers

either by the credi; institution or Corporation.
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6.10. 2 Activities covered under the 5mall anns Guarantee
Scheme, 1971 are non-industrial in nature .nile those
covered under S5I Lcheme are those rel ting to manufacturing,
processing or preservation of goods or units functioning as
servicing or repair workshops on specified lines or as
custoin service units »nd which are small-scale industrial
units. However, some of the activities such as those of
self-emploved persons, business enterprises etc. are

such that thev could be clissified under both non-industrial
or industrial categories. Credit institutions, thercfore,
find it difficult to cover such types of alvances under

the :ppropriste scheme ~and a lot of aveidable correspondence
i3 exchanged between credit institutions and the Corporation
on the subject.

6.10.3 Ta2king into consideration the difficulties
experienc:d by the credit instigﬁtions ¢nd tc rule ocut any
ambiguity or overl: ) and make the position abundantly clear
we recommend that all adv~ances giantad u.to s 25,000 may

be covered under small Loans Suarantee Lcheme, 1971
irrespective of the nature of activity in which the

borrower is engaged,

6.10.4 &+t present the Corporction has prescribed the
RePFYMINT maximum repavment periods in respect
PEDRIOD

o< credit f~cilities granteca by

participating credit institutions to farmers and
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agriculturists for th2ir s~asonal avricultural oper=tiocns

2

* . ~nd development cctivities. If the ra2pa:-munt neriod

{

prescfibed by the Crporation is exceec 2& by tie credit
institution the claims oare lisble for rejection. Under
the scheme, the repaviment neriod for pineapwles is 46
months, for sugarc-ne 24 months and for all oth=2r crops

15 months: #or davelopmerital activities the repayment
period is 15 y=ars. Wwe suggest that thez Corporation may
so amend tha ahove clause of Small Loans Cuarantee Scheme, .
1971 so th:it the repayment period for any kind of creadit
facilities granted to farmers and agriculturists should

be in alignment with the maximum pariod p;escribed, if any,
by NABARD/RBI in this regard. The Corporation need not separately
stipulste these, WwWhere N..BARD/R3I has not prescribed any
repayment period, the period prescribed by tlie Ccrporation

should be accepted,

6.10. % &8s regards :ligibility of cove- for fresh finance
to a borrower whose claim has be~n paid by the Corporation
as per the present provisions.of the Scheme a borrower
who has defaulted witn one credit institution will not be
eligible for fresh facilities till the amount of claim
paid by the Corpor=ation is repaid in full., This position
will oe known to the credit instituvtion only when

inform-tion re,arding sayment of claims to credit



158

institutions =né whather c¢laim amount is recovered in

full borrcser-wise, is made -vailable to them. Such

typé of list wfs earlier circulated by =rstwhile Credit
‘suarante= Organisation and Crédit Guaranﬁee Cornoration of
'lndia Itd, Herver, dve to emphasils laid on syeady
disposai of ¢loliws as @lso increase in the number of
claims lcczed with the Corporation 1t is understood it
became difficult to circvlate such a list and, therefore,
this proctice wes discontinued. Even if such a list is
published by the Corporstion the credit institutions may

find it difficult to circul~te the same to =11 its Lranches.

6.10.6 It is found that defaultihg sorrowers h~ve

recourse to other credit institutions and are able to

secure Iresn finnnce. Wwhile it may not be possil:le for

the Corporation to circuvlite details of all claims
settléd,'the fin:ncing institutiors shc'ld m:ke further
en~uiries hefors gr-1t}ng fin-nce. It will not be ap.ropriate
ior the Corporation to en£ertain fresh claims in raspect

of borrowers aj;ainst whom claims paid are outstancéing. If
svch a borrower 1s financed, the financing institution

will have to do so without the benefits of the Corporation's
cover.

6.11 The Sub-Group has recommended that the Corporation
Chi~GTS I.7 oCHINMESZ, should review and mz2ke
FORM..TS, 2ROCEIULES ETC,

aporopriate changes 1n

the schemes, p-ocedures, formats, etc. once in a year
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anc¢ that these changes should bYe notified well in advance
to enrble the credit instituticns to ge-r up their
machinery :nd zdapt to the new chinge. we encdorse these

recommend~tions,

6,12 There is a need for simplification of
SIMPLI®IC.TIOY . formats. We feal th:t seve:ial of our
OF FOURMATS

recommend=tions will ¢go a long way in
streamlining the procedures and reducing delcys. The
Sub=Group has also made several recommendestions. The

Corporation may make a detailed review of all the formets

etc. in the light of these recommendations.



SuMMARY OF CONCLUSIONS
AND RECOMMCINDATIONS

/7.1 The Deposit Insurance Scheme has contributed to
the growth of the banking system over the years,
Availability of imsurance cover has provided an
inducement to the depositing public to retain their
savings with the banking system, In the highly competitive
enQironment Gith lucrative alternate avenues of
investment such as post office savings, National Saving
Certificates, public sector bonds, etc., there is a

need for continuing such incentive , Considering

the 1low percentage of the Deposit Insurance Fund

to the insured deposits, need for strengthening the
same and eschuwing discriminatiom batween banks the
Schume in its axisting form should bu continued for @ll
banking institutions inecluding public suctor benks.

(paragraph 3.3,2) J
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7{§ /The Schuma is dusignod to provide protection
primarily to-rolativouly smallur dopositors whosu numbur
is vory large and to whom a bank failure would constitute
a sovoro blow, Covuragu to thu uxtent of 100% of tho
doposits may bo impractical and costly, Howsver, taking
into account the inflation rato and the fact that tho
last revision wes mado in the yoar 1980, tho insuranco
cover may bs raiswud from R 30,000 to R 1 lakh, This
covsrega would bu for oll doposits in ﬁhu samo right

and capacity of & dupositor in uvech insurod bank,
(paragraph 3,4)

7e3 Thu proemium income will fall sherply in case
thae promigm rato is brought down and chergaed only on
insurud duposits instuad of on aggrugato assussable
duposits, In viow of thu nuood for building up tho
Duposit Insurance Fund to muutunforeseen contiguncios,
no changu is ceallud for withur in tho promium rate or

the basu(assussablo and not insured) for charging promium,
(paragraph 3,5) , '
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7;4 The control of the Reserve Bank over non-banking
institutions which are sizeable in number can hardly

be deemed as adequate, In the case of nonebanking
non=financial companies, the power of regulsestion and
control is vested with the Registrar of Companies,
Conduct of inspections of non=banking financial
companiaes by the Réserve Bank does not give it the
needed insight into the working of the institution,
particularly its funds menagement which is essential

for any extension of deposit insurance cover, Insurance
of dapoqits of nonebanking companies without adequate
control ‘over their overall operations would, therefors,

be fraught with grave risk and mey not be feasible

A
/

N;

at present, (peragraph 3,6,.8)

-~

765 Credit Guarantusu Schumas of tha Corporation were

introducod to inducu banks to take up priority soctor lending,
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Though there has been a marked change in the functioning
of the banking system over the years there is still a
"certein amount of hesitaqce_in regard to financing of
the sm&llar sagment of the SS5I sector, There would
appear to be an even greater need for continuance of
credit guarentee schemes as an inducement to credit
institutions to take up financing of various poverty
alleviation programmes which carry a high element of
risk and blocking of funds, The Corperation not only
shares the risks but also places banks in possession
of funds pending recovery, Taking the foregoing into
consideration the credit guarantee schames may be
continuéd.(paragraph 4,6,2) v
766 Credit Guarantes schamaes can be viable only
when tho risk is spruad and divursifioed as much as h
possible and all crudit institutions should participete

in the Schumaes, (paraqraph 4.4.4) V//
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Te? The Corporation is pperating 6 credit guarantee
achemes, The bulk of the total ggagentagd advances

are accounted for by the two schemes vizv (a)Small
Loans Guarantee Scheme, 1971 and (b) Small Loens

(SS1) Guarantee Schems, 1981, The Service Co-operative
Societies Guaranteu Scheme, 1971 has limited
applicability, The Small Loans (Co-operative Crédit
Societies) Guarantee Schéme, 1982 has not ettracted

any credit institutions, These two schcmes may be

discontinued, ( peragraph 4,5,2) o

The provisions contained in the other three
non-industriel credit querantue sc?omas vizy Small
Loans Guarentuu Schums, 1971, Smell Loens (Financial
Corporations) Guarentuu Schumu, 1971 and Smell Loans
(Co=onoretive Banks) Guarentuu Schomu, 1984 aru
similer and huncu thay mey bo mourgud into onu schoma,

Thu Small Loens (SSI) Guarantuu Schumu, 1981 may bo

continuod as a suparatu schume, (paregraph 4,53) -~
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7.8 The priority séctor definition as given by the
Reserve Bank including eligibiiity criteria of borrowers
-Lgﬁdar thg categories mey be adopted by the Corporation,
é*clusibn of certain actigities from the priority
sector, may be considered after referring the matter

to Reserve Bank, (paragreph 4.,6,4)

7.9 The existing monetary ceilings on cleim liability
in respect of advances to smell borrowers are somewhat
low and these may be ravised, as under, in the context
of the ropcommondation for adoption of tho Reserva Bank

dofinition of 'priority sactor’,

Rctivity Prosent monoetary Revisued monetery
O aS ar as an o oy a5 e e Egi-l-i.n-g-----ﬁ-—- Eeil-i-rlg---------
R Rs
i) Fermurs and
agriculturists
= Crop loan 2,500 10,000
= Davclopment 10,000 20,000
ectivitios
« Convorsion loans 7,500 -30,000
Overall cuiling for
farmors and agri- 37,500 No ovorall
coiling

culturists in ruspoct
of main as wull as
subsidisry ectivitius
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Activity Present monetery Revised monatary
- P ad &0 ap Bad D B *f &b Egi-l-iolg----~---- EEL{EQQ -------- -
'@.‘ R).
Trensport 75,000 1,50,000
Operators
Reteail Traders 50,000 25,000*
Smell Scale 10,00,000 10,00,000 Term
Industry Loan
Combined for
Term Loan and 20,00, 000 g:zgit
other credit fFaciliti
facilities ac o8

(paragraph 4.8) .

* Under the priority sector, the credit limit
for retail trade should not exceed Rs,25,000/~
However, loans outstanding inclusive of
interest will te of e higher order,

7.10 As the existing procedure of a combined ceiling end
pro rata payment has bean somewhet disadvantageous to SFCs
Jpnd since the loans of the 5FCs ere heftter secured, separato
monotary cailings ‘may be fixed for term loans and other credit
facilities (Pa;agraph 4,9,3) .

76,11 All SSI units may he brought under the provision of

the Scirume es it would not h: in ordor to uxcludo SS1 units

which have buon definud es such by thu Govarnmont of India

\paragrant 4,9,4)
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T2 Guarantee fes may be peid upto e specific level
k4

of loans outstanding as a multiple of the Corporation's

maximum claim liebility, It may'be levied upto a maximum
‘of 'fs,20 lakhs for term loans and upto a maximum of

f,40 'lakhs for other credit\Facilitias. (paregraph 4.,9,5)

7613 The following changes in the terms and conditions

of the Corporation's Schemes esre recommended:

Guarantee cover may be raised from the existing

level as undser:

i) 60% of the amount in default to 707 of the
amount in default in respect of credit
facilities not exceeding Rs,25,000/=(Rs,2 lakhs
in respact of units located in the backwerd
districts),

ii) 605 of the amount in default in raspsct of
borrowers wha have been qranted credit
facilitiea above fs,25,000 and upto R.2 lakhs
(above Rs,2 lakhs and upto fs,5 lakhs in
rospect of units located in the backward
districts),

1i1) 50% of the amount in .da@fault in respect of
credit facilities above R,2 lakhs (above
RB,5 lakhs in respect of units in backward
arcas).
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Provided thet the maximum €eiling on claim
-liability in seach of the ebove cetegoriss in ;e;pect
of ‘term loan and other credit fecilities does not
‘axceed f,10 lekhs and R,20 lekhs respectively per

. ' e
borrower (paregraph 4,9,6)

7.14 In the context of recommendations for enlarging
of guarantoe covor, lovwy of guarantee fae only upto
spocific limits and raising the monetery ceilings

under various schem;s, it may not be foasible to reduce
the guarantee fee to 0,50% from the existing level of
0.75%. In view of tho liberalisetions offactad in
guerantee liebilities for S3I dnits, the guarantoco fee
for edvences above fs,5 lekhs meay ba enhanced to 14 p.a.
(peregreph 4,10.1 end 4,10,2), \//”

715 In view of substantiel liboralisetions proposead
by way of separato cailing for turm loans and lovy of
guarentuve feo upto a perticular lcvcl, any furthar
concuseion for charging a lowor gquarantou fua on torm
loans on thu grounds that thaese ero botter sgpured,

" may not bo considurod (paragreph 4,10,3) /

7.16 It is inoq!itablu for tho crudit institutions
which aro tho Lunsficierius to pass on guarantuo fuo
burdun to borrowurs, Guarantuuv fea should in

futuro bo absorbud by tho crodit institutions themselves,
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Interest rates may be so structured by the Reserve Bank/
IDBI teking into account the incidence of guerantee fee

on-credit institutions, (peragraph 4,10,4 end 4,10,5).

717 Siﬁce the claims lodged by RRBs have started
outstribping the guarantee fee paid by them end since
the working of the RRBs 1is expected to be stabii;zed

over a period of 5 years, thé concassional rate of 1%

P.a. payable by them in respect of advances to small
borrowere mey not be extended beyond the exisfing

period of 5 years, Furthermore, in the interest of the
viability of the schemes, the question of charging

full guerentee fee to RRBs by the Corporation and the grant of
& subsidy by Government and NABARD towards.the difference

betwean axieting end full rates for quarantee fee may be

sctively explored (paragreph 4.10.8)

718 Teking into account the quantum of finance to

weaker sections and as the fee preeently charbbd is et
a concessional reate, 1t‘is not. considered appropriate
to waive guarontee fee altogethar in respect of these

!

advences (paragraph 4,10,9) J
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7.19 The suggestion for waiving the guarantee fee by
the Corporation in r93p$ct of credit facilities granted
to sick S5I units cannot be acceded to es the loss to the
Corporation would be substantial, However, the questiaon
of pessing on of gua;entee feo @o sick units will not
erisa @s the guerentee fee is to be borne by the oredit

institutions henceforth, (paregraph 4,10,12) J//

7620 The following rates of guerantee fee ere recommended

keeping in view the various liberalisations proposad

1

- eerlier end the viebility of the schemes,

1) 0,50% p.a., for eggregste credit facilities
upto f3,25,000/=

11) 0,75% p.e. for aggregete credit facilities
over R,25,000/= end upto R,5 lakhs,

iii) 1.00% p.a. for aggrogata credit facilitiesa
over Rs,5 lekhs, subject to a ceiling of
.20 lakhs in the case bf torm loans and
8,40 lakhs in the cage of -all other credit
facilities,

iv) 0,25! p.a. for RRBs upto a period of 5 yaars
from the data of their joining the Scheme,
This concessional rate of guarantes fee is
not applicable to 5SI Scheme as hitherto,
(peragraph 4,10.13).

7.21 The charging of a panal guarantua. foa in tho

form of surcharge tn the credit institutions whose
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claima to quaranteed advances ratio exceeds a stipulated

level is not considered desirable at the present stage,

Homéver, such credit institutions as heve a good record

of low eubmiasion of claims may be given a rebate in

gdar;hteé fea, Thus, credit institutions whose lodgemant

6% claims is less then helf the guarantee fee peid over

. @& continuous period of 3 yesrs may be given a bonus by

way of reduction of 20% of the guarentee feas payable in
o

the following yoer i,e, 4th yeer (peragreph 4,11.2),

1 '

7.22 It is not desirable to stipulate any maximum
period - on the expiry of which the-Corporation's liebility

on account of the credit Facility‘should be terminated

(pardg}aph 4,12,1) v/

723 In view of the tendency on the part of credit

institutions to invoke the guarantee prematurely and as
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credit institutions are quick to foreclose loans and

do not make any efforts for nursing of units and as
lodgement of claims in respect of small loans within 1 or

2 years defeats the very objective of such loens, a lock=in

period of 3 years may be fixad for invocation of guarantes.

v
e

(paragraph 4.12.4) L/// -

7.24 There is a need for close coordination between

the SFCs and banks, not only in credit appraisal but

also in monitoring and recovery of loans. However, in
view of administrative difficulties in joint settlement
of claims and our recommendation for fixation of separate
monetary ceilings for term loan and working capital,

the concerned institutions may be permitted to separately
invoke the claims but the Corporation may suitably

notify the otha; concerned cra?it institutions. In

case of grant of term loan Finénce by more than one
credit institution, the claim if preferred may be paid

on a pro rata basis if a ceiling of fs 10 lakhs is
attracted. Similarly if working capital finance is

provided by more than one bank, the claim may be

paid on a pro rata basis upto the ceiling of Ree20-lakha,

(paragrap 4.13.5) v///’
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7.25 Lately, the claims 1lodged with the Corporation
have shown a phenomenal increase both under the
industrial and non-industrial schemes. The recoveriss

in respect of claims settled accounts as also the claims
re jected have been nominal. Various measures have been
taken by the Corporation to expedite settlement of
claims. As a result thersof, it is expected that all
claims lodged except for those withdrawn by the credit
institutions themselv.s and rejected will be paid by

the Corporation. In the circumstances, any assassment

of viability will have to be worked out with reference

to the claims lodged making due adjustments for the
average amounts of claims withdrawn by credit institution
themselves, claims rejected and recoveries received in ///

claims settled accounts by the Corporations (paragraph 5.4,3)

7.26 On the basis of projections made with reference

to past performance, it is expected that there would be

a deficit of B 133.07 crores between guarantee fees and
recoveries vis~a-via claims to be paid in respect of
Non=SSI loans in the year 1987 rising to R 268.07 crores in
the yeaf 1990. Similarly, there would be a deficit 9F

B8 154,47 crores in 1987 in raspect of SSI loans increasing

to Rs 156.60 crores in 1990 and making an aggregate deficit
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of B 287.54 crores in 1987 and R 424.67 crores in 1990 in
respect of both Non~5S5I and SSI loans. Even after
adjustment of other accruals to the Credit Guarantes
Fund their would still be & shortfall of R 238.10 crores

in 1987 and R 375.23 crores in the year 1990. (paragraph 5.8.1)

7.27 The following measures for augmenting the
rasources of the Corporation to meet the deficits are
suggested :.

(a) Augmentation of .
share capital

The Corporation may continue to remain a wholly-owned
subasidiary of the Reserve Bank. The authorised capital of

f 50 crores of the Corporation may be raised to an amount of atleast
R8s 200 crores. Strengthening of the capital will

enable the Corporation to meet contingencies .gych as
deficits in the Credit Guarantee fFund and will impact

manoeuvrability. (paragraph 5.8.2a) o

(b) Deposit Insurance Fund

The Deposit Insurance fFund at Rs 284 crorses

constitutes 0.45% of insured deposits. It is necessary

to maintain the Fund at a minimum level at 0.50% of

insured deposit8 yhich would involve augmenting the Fund by

RS 40 crores, fFor this purpose both the Government of India

and Reserve Bank may provide adequate grants to the Corporation.
The Fund should not be allowed to fall balow

Re 250 crores. If the balance goes bselow Rs 225 crores,

the participating institutions may be required to
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contribute towards the gap by way of a special premium
in proportion to the insurance premium paid by them

(paragraph 5.8.2b).

(c¢) - Credit Guaraptes Fund

(1) The Corporation's claim liability under the
Government's S5SI scheme amounted to Re 148,02 crores,
There is no time limit for invocation of guarantee. The

"existing procedurse requires obtaining reimbursement y o

from Government of India through annual budgetary

provisions. This procedure could be done away'with if Tow
th; Government makes available to the Corporatio& the (!\ v
balance amount of provision in the Seventh Plan of _Ngg\

. 120 crores in one lumpsum SR S

as a one~-time measure in full settlement

of the existing and future liabilities thereunder.

The Government may also 8llow the Corporation

to retaln the recoveries in cleim paid accounts.

This meaaﬁre.will enable the Corporation to immediately
strengthen the Credit Guarantee Fund. The Government
may thus be totally absolved of its liabilities

in respect of the E}overnment Scheme (since

cancelled). (paragraph 5.8.2 o ii).
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(ii) The Credit Guarantee Fund should be maintained
at a level of not less than R 150 crorss., If at any
tims the Fund falls below [ 125 crores, the participating
credit institutions should be obliged to make contributions
on a pro rata basis by way of an additional gquarantee fea,
(Paragraph 5.8.2c iii)

(iii) The financial position of the Corporation should

be reviewed at periodical intervals say,once every 2 or
3 years'and necessary measures considered to maintain
viability of the Schemes. (paragraph 5.8,2c iv)

(d) Changes in
Investment Policy

On the lines of provisions in the IDBI/NABARD Acts,
Section 25 of the DICGC Act may be amended enabling
the Corporation to invest 25% of surplus funds in the
form. of investment other then Céhtral Government

securities to obtain 2 better yield. (paragraph 5.8.2d)

(e)  Loans from RSI

Section 27 of the UICGC Act provides for advances
upto an amount of R S crores from Reserve Bank to the
Corporation for the purpose of augmenting the Deposit
Insurance fund or Credit Guarantes Fund in times of need.

The Corporation may require sizeable funds for meeting

its on~going commitments. Pending the raising of
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resources through othar means, to enable the
Corporation to meet such eventualities, the Act may
be amended to provide for interest free borrowings upto an

amount of R 100 crores from the Reserve Banke (paragraph

5-8029)
(f) Exemption from
Income=-Tax

The Corporation has been advised that it will
no longer be exempted from income-tax from the year 1987,
The Corporation is essentially a service institution
which operates on a 'no profit' basis and declares no
dividend. Any income which the Corporation earns is
notional inasmuch as the aentire surpluses are
appropriated towards building up of the Deposit Insurance
Fund and Credit Guarantee Fund. The Corporation is
working solely for attainment of national objectives.
Government of India may, therefore, consider granting
permanent exemption to the Corporation from payment

of income=tax. (paragraph 5.83.2f)

1;?9 The Corporation may henceforth charge premium on the
basis of the deposits figure as appearing in the audited
balance sheet excluding deposits representing Foreign/
Central/State Government and inter-bank deposits.

Premium may be collected oncein a yoar instead of half-

yearly as at present (paragreph 6.2.4)
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.1426' Tho banks will bu requirod to rumit thu insuranco
promium within onwv month of thu submiésion of tho auditad
balenco shuot i,u, by 30 April for commurciael banks and
RRBs, and by 31 October for co-oporative banks., In casa
of dolay in finelisation and subﬁiasion of tho auditad

- belencu shuut within tho proscribud pouriod, rumittanco of
ipaurencu prumium mey bu medu on a provisional basis within
four monthe of thu closu of accounting yver, Thu furthur
rumittanco toguthur with intoroust at Bank Ratu moy be
mado within 30 days of roouipt of tho auyditoed balanco shuot,
R ponal rato of 2% quor Bank Ratu may continuo to bu
chargud to dissuade and discouragu thu insurud banks from

dolayod romittance of promium, (Paragraph 6,3) -

7,30(1) Guamonteu fau should bu colluctsed oncu in a yu;r.
Sincu thu priority swetor lundings eruv to form tho
bosis for luvy of guaranteu feo, it will bu nocessary
to place submission of thu roulativo data on a formel basis. The data
regarding guaranteed advances should be sent alongwith the Annual
Ruport end bolence sheut within thu stipuletud poriod

of 4 months from thu closs of thu scecounting yovar,
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In case the data is not compiled within this period a
provisional payment of guarantee F;e may'be made. Final
remittances together with integast at Bank Rate may
bo.made within 30 days of roucoipt of auditud belancu shcot,
whoro .benks faill to mek. provisional romittancous or romit
tho diffuruncup thuruoPtur ponal inturijt/3;f2% abovo Bank
Rato moy bu loviod., (Poragroph 6,4,2)

(ii) In the interest of simplification of payment of
guarantee fee banks may pay the guarantee fee on the
basis of annual figures withoyt making any detailed
célculations by exclusion of claims lédgéd, withdrawn,
paid etc.%aé £he difference in the guarantee fees paid

on these accounts will in any case be of a nominal order.

(paragraph 6.4.3) v

7.31 The Corporation's scheme provides continuing
Iiguarantee cover on aq_automatic basis to all e}}gible
credit facilities. Hence, all units satisfying the
definition will come under its purview and units
where investment in plant and machinery exceeds the
specified amount owing to subsequent additions etc.

will have to be excluded from the benefit of the

Schema. (paragraph 6.5.2) _~
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7.32 The Corporation operates all its schemes on an
automatic and bulk coverage basis irrespective of the
degree of risk involved in regard to ény particular
credit facility or facilities or absence of such risk.
Therefore, the exclusion of advances which are fully
sacured or in respect of which there is no risk involved

from the purview of the scheme mey not be considered.

(paragraph 6.5.3) v//

7.33 Recalling of an advance and subsequently
treating it as bad and doubtful of recovery is the
basic requirement for any claim to be preferred on the
Corporation. The Corporation should accept the
certificate furnished by either internal or external
auditors or a fairly responsible official at a
sufficiently high level to the effect that a particular
loan is bad or doubtful and has ‘been provided or
accounted for as such as the case may be. In the

case of SFCs which are following a cash system of
accounting, the bad or doubtful nature of loan should

bs suitably certified. (paragraph 6.6.3)
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7.34 Credit institutions should not have recourse to
the Corporation in a facile manner immediately on
default of the loan without making adequate efforts

to realise the dues from the borrower. Though filing of
a suit is not a condition precedent tp lodgemsnt of
claim the credit institutions should make timely and
vigorous efforts to recover the overdues and keep

down their claims on the Corporation to the minimum

possible level. (paragraph 6.6.4)
»

7.35 The procedure for settlement of claims may be

reviewed as indicated by ghy Sub~Group in pcrcgraph ﬁ(xi)
of its report and it may bu consid :r.d whuthur thc submission
of vorious docum.nts with clcim dpplicctions gould bo

dispensed with. (paragraph 6.7.2) ¢//

7.36 The Corporation has computerised all claims under tho
Small Loans Guarantee Scheme, 1971 irrespective of the
amount. Presently, the claims upto & 10,000 are

processed and settled without manual scrutiny. To

obviate delay in settlement of claims due to manual .

scrutiny claims upto an amount of R 25,000/~ may be J/

processed and settled on the computer. (paragraph 6.7.3)
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7.37 To facilitate speedier disposal of claims, the

Corporation should raise the present limit for settlement

. of claims on the basis of certificates issued by credit

institution from s 25,000 to B 1.00 lakh and also

consider computerisation of all the claims upto Rs 1,00
lakh. Moreoveg a time bound programme for quick disposal
of claims may be drawn up os rucommeondod in poragraph 6,.7,.,4
of the Report. To enable the Corporation to adhere to

the time schedule the credit institutions should furnish

to the Corporation the required clarifications within a

period of not more than thres months. (paragraph 6.7.4) .~

7.38 Higher value claims under SSI scheme are

referred to a Claims Committee consisting of representatives
drawn from public sector banks, IDBI, Chartered Accountants,
etc. which is a sufficiently High#Powered Committee. There
is no need for any Appellate authority to consider the

rejected claims. (paragraph 6.7.5)

7.39 At present _the credit institutions are required
to remit all recoveriss as and when effaected. The
credit institutions may be allowed to remit recoveries
effected in the claims paid accounts during a quarter
in a consolidated form within a pesriod of one month

from the date of expiry of the quartur. The statement



183

may be submitted by the Controlling/Zonal/Ragional
Office. For delay in remitting recoverises within
- the prescribed period, penal interest as per the

exlsting provisions may be charged. (paragraph 6,8) -

7.40 Credit institutiuns may be allowed to use their
discretion in matters relating to waiver of legal action,
scaling down of debts, writing-off of dues, etc.
irrespasctive of the amount involved and no prior approval
of the Corporation need be taken., However, they should
report such cases in the hezlflf-yearly statement as

presently done. (paragraph 6.9.3) \ v

Te 81 In view of the difficulties experienced by the
credit institutions and to rule out any ambiguity or
cverlap and make the position abundantly clear, it is
suggastead that all advances granted upto s 25,000/
may be covered under Small Loans Guarantee Scheme, 1971
irrespective of the nature of activity in which the

borrower is engagec. (paragraph 6.10.3) v//
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Te42 The Corporation may so amend the clause
stipulating repayment period under the Small

Loans Guarantee Scheme, 1971 in respect of
agricultural loans so that it is in alignment with

the maximum period prescribed, if any, by NABARD/

Reserve Bank in this regard. (paragraph 6.10,4)

7.43 Since it will nof.be possible for. the
Corporation to circulate details of all

claims settled by it, the financing bank

should maeke adequate enquiries before granting
finance to defaulting borrowers. It will not

be apnropriate for the Corpgfation to

entertain fresh claims in respect of borrowers
against whom claims paid aro outstanding.

If such a borrower is financed, the bensfit

of tho Cdfporation's cover will not ba available

to the credit institution, (paragraph 6.10.6)
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formats, etc.

make changeas in the

once in a year

ang these changes should be notified well in advance

to anable the credit institutions to gear up their

machinery and adapt to the new change. (paragraph 6.11)

~

7.45 The Corporation may make a detailed review

of all the formats etc_’in the light of the foregoing

recommendations.,

sd/-
U.K. Sarma
(Member)

sd/-
ODr.S5.A. Dave
(Member)

sd/~
P.N. Shah
(Member)

BOMBAY
11 JULY 1987

(paragraph 6.12)

5d/=-

M.N. Goiporia
(Chairman)

sd/~
8.D. Dikshit
{(Member )

sd/~
Ashok Goenka
(Momber )

sd/-
R.C. Suneja
(Member)

sd/~
A.K. Agarwal
(Member)

sd/-
L.P. Bhargava
(Mamber?

sd/-
I.T, Vaz

(Membor=Socrotary)



ANEXURE I

DEPQOSIT INSURANCE AND CREDIT GUARANTEE CORPORATiON
HEAD OFFICE, BOMBAY

14 July 1986
MEMORANDUM

I+ has been decided to constitute an Expert Committee to
,review the Deposit Insurance Scheme and the variocus Credit
Guarantece Schemes cperated by the Corporation and keeping the
overall Bbjectives of the Schemes in mind tc make recommendn-
tions wherever necessary to improve the operaticnal efficiency

in this respect. The compositicn of the Committee and its

terms of reference are

1, Shri M.N. Golporia, Chairman
Chairman,
Indian Banks'
Association,
Bombay.

2., Shri U.K. Sarma, Member
Executive Director,
Resarve Bank cf India,
Bombay.

3. Shri B.D. Dikshit, Member
Dy .Managing Director,
State Bank of India,
Bombay.

4, Shri A.K. Agarwal, Member
Jcint Secretary,
Government of Indis,
Ministry of Finance,
Department of
Econiomic Affairs,
(Banking Divisicn),
Naw Delhi,

S. Dr. S.A. Dave, Member
Executive Directcr,
Industrial Development
Bank of India,
Bombay.

cee2/-
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Shri Ashok Goenka,; Member
Chalrman,

General .nsurance

Corporation of India,

Bombay.,

Shri L.P. Bhargava, Member
~ Advocate,
* Ujjain.

Shri P.N. Shah, Member
Chartered Accountant,
Bombay.

Shri R.C. Suneja, Member
Chairman,

New Bank of India,

New Delhi.

General Manager, Member -
Deposit Insurance and Secretary.
Credit Guarantee
Corpcraticn,
~Bombay,
The terms of reference of the Committee are as follows i=-
1) to examine the terms and conditions 6n-wh1ch deposit
insurance/credit guarantee cover is provided by the
Corporation under its various schemes and to make
sugge 3tions for rationalising the same;
1i) to examine the =2xisting procedures and t> suggest
simplifications, 1f necessary, for ensuring prompt
payment of insurance premium/guarantee fee by credit
institutions and expeditious disposal of c.aims by
the Corporatiqn;
111) to examine, in the light of the growing claim
liabilities, the adequacy of the Corpo;ation's Funds

and to make suggestions, 1f necessary, for

rationalising the level and structure of guarantee fee
o 03/"'
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and the scope of guarantee cover so as to make
the schemes viable;
iv) to examine the operaticnal problems, if any,
experienced by the participating credit institutions
and make suggestions for improving the same; and
v) to examine any other related matter and to make

reccmmcndations in respect therect,

3. The Commnittee is expected tc submit its report within
a period of six months,

4. The Secretariat of the Expert Committec will be provided

by the Depcsit Insurance and Credit Guarantee Corporation.

sd/-

(P.D, Ojha )
Chairman.

dks.



ANNEXURE II

DEPOSIT INSURANCE AND CREDIT GUARANTEE CORPORATION
Head Office : BOMBAY

Report of the Sub-Group of the
Expert Committee to review the
procedur:es of the Corporati.n

In accordance with the decision taken at the first
meeting of the Expert Committee held on September 25, 1986,
it was decided to constitute a Sub-Group under the Chiirmanship
of Shri B.D. Dikshit, Deputy Managing Director, State Bank =f
India, Boﬁbay (also a member of the Expert Committee) tn examine
the procedures followed by the Corporation for operating its
various schemes and recommend modifications, if any, for
streamlining them., The other members of the Sub-Group were :

(L) Shri S.H. Khan Member
Executive Director
Industrial Development
Bank of India
Bombay

(11) Shri N.S.S. Rao Member
General Manager
(Priority Sector Advances)
Central Bank of Incia
Bomiay

(114) S+rri A.B. Chakravarty Member
Chief Officer s
(SI & SB Banking) (co-opted on 20-11-1986)
State Bank of India
Bombay

(iv) Shri M.L. Seth Member-Secretary
Deputy General Manager
Deposit Insurance and Credit
Guarantee Corporation
Bombay

.2/~
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The terms of reference of the Sub-Group were as under :
to examine the procedures and suggest
simplifications for ensuring prompt payii¢nt
of insurance —<renla/guarantece fee by credit
institutions and expeditious disposal of

claims by the Corporation,

to examine the operational problems, if any,
experienced by the participating credit
institutions and make suggestions for improving
the saﬁe and

to examine any other related matter and to make
recommendations in respect thercof.

‘While reviewing the procedures and making recommendationg

the Sub-Group was required to keep in mind the following aspects

4.

(1) The Expert Committee may maks recommendations
for structural changes in the Corporation's
Scheme, as a result of which it may be
necessary to evolve a completely new procedure/
set of formats.

(11) Changes to be suggested should be compatible
wiith the computerised system presently in
vcegue in the Corporation,

The Group held two meetings at Bombay on 21 November

and 5 December 1986. The minutes of the meetings are appended.

5.

The Sub-Group reviewed the existing credit guarantee schemeg

of the Corporation and their utility in the prese~ context.
The Corporation is, at present, operating the six

credit guarantee schemes in the industrial and non-industrial

.e3/-



sectors as mentiboned below:
(1) Small Loans Guarentée Scheme, 1971

(11) Small Loans (Financial Corporations)
Guarantee Scheme, 1971 :

(111) Service Co-operative Societies Guarantee
Scheme, 1971

(1v) Small Loans (Co-operative Credit Societies)
Guarantec Scheme, 1982

(v) Small Loans (SSI) Guarantee Schenie, 1981

(vi) Small Loans (Co-operative Banks)
Guarantee Scheme, 1984

After detailed deliberations, the Sub-Group recoinmends as under:
(1) Only the schemes which are being availed of by credit
institutions on a sizeable scale may be continued and those
schemes which ar: practically defunct may either be disccntynued
or merged with other schemes. The major portion of total
guaranteced advances and claims was accounted for by two schemes,
viz., Small Loans Guarantee Scheme, 1971 and Small Loans (SSI)
Guarantee Screme, 1981, as may be seen from Appendix-l

As such, the question of discontinuance/merging of other schemes

may be considered.,

(11) As the procedure in matters relating to payment of fees,
submissioun of claims, sharing of m®ecoveries, write-off etc.
adopted by the Ccrrmoration in respect of all the schemes

is broadly the same, it is suggested that one uniform strcam-

lined procedure should be evolved fcr all the schemes,

.4/~



(111) The definition of priority sector (retail trade,
transport operators etc,) as laild down b +ne Resérve Bank of
India, including e:igibility criteria >f berrowers in varioas
catego?ies, should be adopted by the Corporation and there
ghould;not be separate criteria for deciding the eligibility

under ﬁhé Corporation's Schemes., This is necessary to chviate

any cohfusion while classifying the activities under the

appropriate Scheme,

(iv) The Corporation should not effect changes in the claim
formats fréquently. Review of schemes and changes in the
formats etc, should be made bnly once a year and notified well
in advance in September so that the same could be brought

into effect by all the branches of the crecdit institutions

from the month of January next,

(v) At present, the guarantee fee is calculated and

pald every half year on the balances outstan:ding on aecoount:
of eligible credit facilities provide” by the credit
institution” as on the last Friday of the preceding half year.
The rate of guarantee fee and the time limit for its payment

are as under ;

5/-
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Sr. Scheme Rate of guarantee fee Time limit for
No. payment of
‘"guarantee fee
1, - Small Loans For a borrower who has 1in the Within =a
Guarantee aggra2gate been granted eligible 1% pericd
Scheme, 1971 credit facilities not exceeding *” I of 30 days
Rs .25,000/- chargeable on the P (from the
outstanding balance commencemant
, for a borrower who has in of the
. the aggregate been granted half-year for
eligible credit facilities 3.9, which it
exceeding Rs.25,000/~ - 4” ¥ 1is payable)
: chargeable on the outstanding
balance

2. Small Loans
(Financial
Corporaticns) ~do- ~do- ~do-
Guarantee
Scheme, 1971

3. Service Co-

operative Societies . =d0o= ~do=- -do-~
Guarantee
Scheme 1971

4, Small Loans Within a
(Co-operative -do-~ -do= period of
Banks) Guarantee 2 months.,

Scheme, 1984

5. Small Loans .
(Small Sczle Industries) ~do-~" -do- -do-
Guarantee
Scheme, 1981

6. Small Loans Fee is chargeable on n,65% -do-
(Co-operative the outstanding balance
Credit
Societies)

Guarantee Scheme, 1982

006/-



The Sub-Group feels that the guarantea fee should be collected
preferably once a year on the basis of figures readily avallabl:
in the annual audited balance sheet, While calculating
guarantee fee, the loans and advances in respect of which a
claim has already been lodged should be excluded. An uniform
rate of fee should be charged in respect of all advances to
facilitate easy calculation., Similarly, the time limit
prescribed for remittance of the guarantee fee should be uniform
in all the schemes,

(vi) Since the Corporation has now decided to dispose of claims
upto Rs,10,000/- for non-industrial sector on the basis of
computerised output which accounts for 98.70% of clalms
recelved, nc further enhancement in this limit is considered
necessary ot the present juncture but the position may be
reviewed, 1f necessary, at a later date,

(vii) The present ceilings prescribed under ncn-industrial
Credit Guarantee Scheme (as given in the Appendix II) should be
sultably raised in view of the fact that thise were fixed
several years back, tc teke care of the escalation in amount of
loaqs.

(viil) At present, provisions contained in the SSI scheme
regarding issuance of notification in cas:¢s where multiple
finance 1is involved, requires reccnsidecration as it delays
settlement of claims, To overcome the delay, the following

two alternative procedures may be considered for adoption :

o1/~



(a) The Corporetion may prescribe scparate
ceilings for working capital and term loans
and the ceiling on claim liability should
be per institution instead of per borrower
as at present.

(b) The first claimant credit institution while
preferring the claim should obtain a certd-
ficate from other financing institutions
regarding their outstanding balance and

‘ furnish the same to DICGC. The Corporatlion
should examine whether the ceilind on claim
liability is attracted and 1if not, the claim
should be settled immediately.

(1x) One of the conditions laid down for invocation of guarantee

is that the dues have been treated as bad or doubtful of recovery
and have been provided for as suck in the bocks of credit insti-
tution. State Financial Corporations find it difficult to
comply with the latter portion of the provision as they have
shifted to the cash system of accounting. In view of this, the
Corporation should accept the certifiqate furnished by either
internal or external auditor without insisting on provision or
accounting as prescribed and make necessary cnhanges in the fcrm
of the certificete, Furthermorz, 1in the case of banks which
have a large branch network, instead of auditor's certificeate,

a certificate given by the Regional/Zonal Manager (i.e, by an
authcrity higher in rank and not directly connected with the

sanction/conduct of the accounts) may be accepted.

«e8/-
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(x) There are a iarge number of pending alaims under SSI
and there 1s, therefore, a need for devising mewsﬁres tc scttle
these claims within the shortest time possile, A maximum
time limit of one year should be prescribed for settlement of
claims, In this connection, it is £zlt that to facilitate
s%éedier disposal of claims, it should suffice 1f credit insti-
tutions ware to certify, at lcast for lower value claims, that
tha claims preferred were in ccnformity with the rules of DICGC,
Accordingly, the present ceilling for settlement of claims upto
Rs.25,000/- on the basis of certificates issued by the credit
institutions should be raised to Rs. 1 lakh,

Further, the powers delegated to cfficlals at various
levels of the Corporation for settlement df plaims‘we;e-

somewhat low (as given below).

Staff Officer Grade 'B' Upto Rs.25,000/-

i.e. certificate cascs.
Staff Officer Grade 'C' Upto Rs.50,000/-
Staff Officer Grade 'D' Upto Rs,.2,R0,000/-

i.e. Manager of Branch
Claims above Rs.2,00,008/- are settled by the Claims Committee,

Further delegation of powers at Regicnal Office/Head Office, as

under, may be considered by the Corporation,

Claims upto Delegation of powers
(1) Rs,1 lakh Regional Offices shculd settle the clzims

on the basis of certificates furnished by
credit institutions and no detailed scru-
tiny should be made.

(11) Over Rs,l1 lakh Regional Office at Manager's level,
and upto Rs.4
lakhs

vee9/~
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Claims upto Delegaticn of powers
(111) Above Rs. 4 lakhs Deputy General Manager st Head Office,
and upto Rs. 5 lakhs
(iv) Above Rs, 5 lakhs General Manager
" and upto Rs. 7%
lakhs

(v) Above Rs., 7% lakhs Claims Committee
(No inspection to be carried cut for claims upto Rs, 4 lakhs )
Regiénal Offices may be gilven discretionery powers to inspect
claims between Rs. 4 and 5 lakhs, wherever necessary, and for
claims over Rs, 5 lakhs, inspections should be cgmpulsory.
(x1) The eredit institutions have tg send along with the claim
application formats (a) Auditor's certificate treating the dues
as bad or doubtful of recovery, (b) transcript of borrower's
account for last two years, (c) detaills of legal expenses etc.
This information does not serve any purpose iﬁ settlement of
claims, The claim settlement 1is not held up because of non-
submission of auditor's certificate as the bank, in any case,
gives an undertaking to the effect that the same would be
furnished after the inspecg;on/audit:- This certificate is to be
verified by the Inspecting Officer at the fime o2f inspection,
DICGC 1is not in a position to undertake inspections at regular
intervals and it becomes difficult for the credit institutions
to preserve these records for a long time. Taking into account
its limited use, submission of audit certificates may be dis-
continued. As regards furnishing of ledger extracts for the
last two years, 1t may be stated that this information does not

also serve any purpose as generally only debits on account of

eeel0/~
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interest/other charges would be recorded. Thus, utility of
cbtaining such ledger extracts may be reccnsidered:by conducting
a sample check during inspections and a decision be takgn
regarding obtenticn of this information. A similar view may bhe
taken in respedt ~f details of legal expenses etc, which are
required to be furnished along w;;p the claim application, in
the context rf computerisation of clafma,
(x11)  The format prescribed hy DICGC for invocation of
guarantee in respect of claims over Rs.25,000/— under SSI Scheme
(Ss1 CL-1 format)-;ontains a lot of unnecessary informafion.
Only essential items of information mace use of by the
Corporation may be called for as considerable time and labour
is expended by crgd;t institutions in f1liing up the_detaiiéé
formats. Wherever considered necessary, the Officers of the
Corporation when they go for inspection may lo~k into extra
items warranting such attention.
(x11i) The proecedure followed under Non-SSI Scheme with
ragard to payment of settled claims through a designated branch
of the credit institution by a c;nsolidéted cheque in respect
of all its branches may be followed in respect of the SSI

Scheme also,

.11/~
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(xiv) As credit institutions are resorting to greater
. decentralisation and delegation, the Corporaticn may deal
in all matters with Regional Offices directly instead of only

through Head Office or a limited number of "authorised",

Offices,
Sd/=-
(B.D. Dikshit)
Cheirman

Sd/= Sd/=
(5.H.Khan) (N.5.S.Rao)
Member Member

Sd/= Sd/=
(A.B. Chakravarty) (M. L. Seth)

Member Member-Secretary

1

Bombay, dated: January 31, 1987.

dks,



Appendix = I _
Statement showing the position of guaranteed advances and
clalms received under credit guarantee schemes

(In crores of rupees)

Sr. Scheme Gueranteed Advances Claims received during 1985
No. (As_on_ 30-6-1986) No. % Amount %
Amount %

1, Small Loans 10,048,79 56.94 4,53,622 95,34 114,39 61;20
Guarantee
Scheme, 1971

2, ‘Small Loans 85.19 0.48 100 0.02 0.53 0.28
(Financial
Corporations)
Guarantee
Scheme, 1971

3, Service Co- 0.72 0.01 - - - -
operative Socileties
Guarantee
Scheme, 1971

4, Small lLoans - - - - - -
(Co-operative
Credit S ties
Grgdifg3ocieties)

5. Small Loans 16,32 0.09 - - - -
(Co=-operative
Banks) Guarantee
Scheme, 1984

6. Small Loans 7,497.46 42.48 22,048 4,64 71.99 38.52
(Small Scalc
Industries)
Guarantee
Scheme, 1981

Grand Total: 17,648,48 100,00 $,75,770 100,00 186.91 100.00
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Activity

Farmers & Agriculturlsts

Para 15(1) (3) (1)
1) Seasonal agricultural operations
Para 15(1) (a) (ii)

Reclamatinn or improvenment 6f land, constructicn
or deepening of irrigstion wells, installaticn of
pumpsets for drawing water, purchase of cattle,
machinery ér equipment or the acquisition of any
other capital assets (or for repairs to these
assets)

Para 15(1) (a) (111)

Ccnversion of facility granted for financing of
seasonal agricultural coperations due to famine,
flocd etc, into a term or instalment credit

Para 15(1) (a) (iv)

(a) Pisciculture .
(b)Sericulture
(c)Animal husbandry
(d) Poultry farming
(e)Dairy farming

Para 15(1) (a) (v)

For acquiring shares in any co-operative
society or in any other body corporate engaged
in the manufacture of sugar or in any
processing activity

Para 15(1) (a) and cne more of
sub-clauses b,c,d & e

Para 15(A) - Borrowers under Differential
Rate of Interest Scheme

Ceilllng o©n
Claim
Rs,

2,500

10,000

7,500

37,500
18,750
15,000
22,500
15,000

1,000

37,500
60% of the

amount 1in
default

ces2/-
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Para 15(B)

. Credit ficilities for
consumption needs

Medical expenses

Education expenses

Expenses on marr.ages

Expenses on funerals & births

Expenses on other religious czremonies

General consumption

Paragraph 10

Transport Operators

Paragraph 11

Retall traders

Paragraph 13

Professional & Self-employed Persons

Paragraph 14

Business Enterprises

ek ok Wbk

dks.

B s

60% of the amount
in default

75,000

50,000

50,000

50,000
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5.

Te

Is there justificstion for continuing the Deposit
Insurance Scheme? If so, please furnish the reasons.

Is there any case for exempting the deposits of
Public Sector baanks from Deposit Insurance?

Is there a case for increasing the present 1limit of
insurance cover from #.30,000/-2 If so, what is the
limit you consider appropriate?

Should premium be chirged on the entire deposit or
only upto the ceiling of insurance cover provided?

Do you have any other suggestion/s rezarding the
Scheme/procedures?

PART il

A

Crec it Guarantee Scneme:

LR R ekt L L o L T P e e T T T Y

Do you t.ink tunt Credit Guarcntee Sciemes ciould
co.atinue? Plcose support your reply with reasons,

Do you tuink that various Credit Gu-rantec Schewes now
in operstion s.aould be merged into one or two Sciaemnes?
If so, please give details.,



8.

9.

10,

1.

12,

13,

14,

-2 -

Credit institutions experience difficulties in
classifying advances under the sppropriate. schemes,
as a result of which they often misclassify
advances, Please furnisi suzgestions for avoiding
tals difficulty.

Do you have any suggestion for cxtending the scheme

for covering finalce Lo activities, tyves of borrovers,

~etc. not presently covered? Similarly, do you have

any suigestion for excluding activities etc,

presently covered? If so, pleasc give details,

Should the time limit prescribed for remittance of
guarcntee fee uader various schemcs be standardisedy
Do you have any suggestion regarding ratc of

guarantee fee curruntly chorged?

Should guarantee fee be charg:d on the outstanding
balances as .t preseat or on the basis of the
maxXimun claim ceiling®

Do you feel thet tii: concessional rzte of guarantee
fce should be charged in certain casesy If so,
give details,

Do you think differentizl rate of gucrcntee fee

should be cherged for different credit institutions/

types of credit facilitiesfareas etc. depending on
the claim experience?

o3



15.

16,

17.

18,

19.

20,

21,

-3 -

what penalties would you suggest for non--payment of

guarantee fee in time, apart from penal interest?

INCQVALION & CLAIH SiTiLEIENT

Pleasc indicate what snould be the point of invocetiom
viz.,whether date of recall, date of treating the
advance as bad or doubtful, date of approval by
competent authority in the credit institution of

writce off or any other cate (to be specified),

WYhat changes would you like to suggest in the extent
of gucrantee cover and claim ccilings?

What ciianges would you like to suggest in the claim
format and the procedurcs for ensuriny speedy
settlement of claims?

Would you like any changes in the present procedure
for settlement of claims where multiple financing by
several credit institutions is invelved? If so,
furnish detoils,

Should ‘the time limit prescribed ifor remittance of
recoveries be standardised?

Would you lilic to suggest any changes in the existing
procedures fcr the grant of Corporation's pernission
for waiver of legcl action, weiver of security, etc?
If you have any susgestion regarding any aspect of

any of the Credit Guaruntee Schemes or the procedures
followed thereunder, please furnish full details thercof,



ANNEXURE IV

DEPOSIT INSURANCE FUND - PREMIUM RECEIVED, INCOME FROM INVESTMENTS,
RECOVERIES RECEIVED IN RESPECT OF CLAIMS, CLAIM PAID AND SALANCE

I N c oM E-———__——-————l——-————— (Amounts in lakhs of rupees.
Repayments received in Claims paid in Frovision* Total Provi-
Premium received from Income respect of claims of _ _ Total respect of _ made in res- of sion Surplus Balance

Year Commer- Coopera- Regional Total from Commer- Coopera- Total income Commer- Coop- pect of claims claims for trains- in DI

cial tive Rural Invest- clal tive clal era- received not paid & Depre- ferred Fund

banks banks Banks ments banks banks banks tive admitted = provi- clation to DI

banks Commer- Coop- Sion in Fund
cial’ era= made invest-
banks tive ments
banks
1962  93.78 - - 93.76 2.05 - - - 95,83 - - - - - - 92,84 92.84
1963 103.19 - - 103.19 5.47 0.83 - 0.83 109.49 12,06 - - - 12,06 - 109.86 202.70
1964 117.63 - - 117.63 10.53 9.76 - 9.76 137,92 26,40 - - - 26,40 - 117,97 320,67
1965 135,71 - - 135.71 10,24 3.35 - 3,35 149.30 0.12 - - - 0.72 - 145,96 466.63
1966 158,30 - - 158,30 23,36 13.92 - 13,92 195.58 18.25 - - - 18,25 - 181.66 648,29
1967 178,41 - - 178.41 32,66 5.12 S.12 216.19 - - - - - - 211.08 859,37
1968 199,87 - - 199,87 55.76 2,69 - 2,69 258.32 - - - - - - 254,12 .1113.49
1969 230.73 - - 230,73 71.75 - - - 302.48 0.18 - - - 0.16 - 300.98 1414.47
1970 266,70 - - 266,70 82,30 1.82 - 1,82 350,82 56.01 - - - 56.01 - 316.80 1731.27
1971 296,29 6,63 - 302,92 59,05 0.48 - 0.48 362,45 - - - - - - 365,57 2096,84
1972 301.64 13,37 - 315,01 126,10 12,20 - 12,20 453,31 - - - - - - 444,51 2541.35
1973 366,26 16,64 - 382.90 154,16 2.85 - 2.85 539,91 - - - - - 20,00 521.97 3063.32
1974 436.19 19,30 - 455,49 188.75 7.40 - 7.40 651,64 - - - - - 245,00 3198.44 3461.76
1975 502.36 23.73 - 526.09 227.77 7.40 - 7.40 761,26 - - - - - - 749.46 4211,22
1976 611,97 30.00 0.07 642,04 274,42 2,58 - 2,58 919,04 - 5.73 - - 5.73 - 915,53 5126,75
1977 760,45 43,69 0.64 804,78 341.94 2.28 - 2.28 1149,00 - 4.62 - - 4.62 - 1146,38 6273.13
1978 933,07 52,04 1.89 9687.00 422,33 - - - 1409.33 - 57.75 - - 57.75 - 1314,.51 7587.64
1979 1149.71 81.47 3.66 1234.84 520,04 1,22 - 1.22 1756.10 - 28,95 - - 28.95 - 1668,73 9356,37
1980 1361.61 119,50 6.82 1487,93 588,93 1,98 9,05 11,03 2087.89 - - - - - 99,00 1706.19 10962,.56
1981 1658,59 154,47 9.99 1823,05 853..3 1,70 2,08 3,78 2680,26 - 2.30 - - 2,30 340,00 2338,06 1330G.62
1982 1868.81 182,56 15,08 2066.45 1096,70 2.28 2,29 4,57 3167.72 - 91,31 - - 91,31 340.60 2103.06 15403.68
1983 2251,51 214,62 19,77 2485.90 1482,.66 8,27 4,11 12,38 3980.94 - - - - - 958.27 2295,83 17699,51
1984 2615.97 253.73 27.55 2897.25 1916.08 - 2.62 2,62 4815.95 - 18,51 - - 18.51 608.29 4189,17 21888.68
1985 3052.79 295.76 38.46 3387.01 2471,39 0.18 0.97 1,15 5$859,.55 - 16,70 1274.85 - 1291.,55 1625,19 2965.,51 24845,19
1986 3884.98 362,00 53.00 4299,.98 3155,68 - 8.05 8.05 7463.71 1162,78 22.85 2730,00 - 3915.63 12,12 3535.96 28381.15
23536.52 1569,51 176,93 25582.96 14173.55 88,31 29,17 117.48 39873.991275,80 248,72 4004.85 - 5529.97 4248,47

—
—

* claim/s received have been provided for in full since 1984,



Mil-cUR2 = ¥

Cate_ ory-\-ise guarinteed Alvancos, Guwrantcee Fee and Clalms recelved during the yeurg1977-66
:)nall Loans Guarantce Scheme, 1971 and
mmall loons (SSI) Guarsntes Scheme, 1981

(In crores of rupces)

CAP5.0RY ITENS 1917 1978 1979 1980 1981 1902 1983 1984 1985 1636

1. Farmers and (a) Guaranteed Advances 845,64 1057.04 1345.€0 1796410 2267.52 3041.59 3594.84 4181.98 5057.75 6020.34

Axriculturiste Eb) Cuarantee Feeo 1423 3453 4.56 8.02 13.30 1759 21.72 26.97 32.88 3913

) Claims Received * 4.81 5020 Te97 8s73 14422 15,53  33.89 59,98  78.16

2. Transport (a) Guarantecd Advances 202,25 282,66 310,54 368.50 477.56 T31.31  937.68 1239.58 1510.21 1606.00

Operators ?:; Guarantoe Fee 1.01 1474 3,48 3.18 4417 4.84 5433 8.06 9.52 10.44

Claims Received » 2.38 3,65 3.16 2.74 3492 4450 9.61 22,14 21,07

5.1eta11 (B) Quaranteed Avances 138000 178.92 257.39 316-65 3%006 511.03 574.80 7(9-94 972.45 1191 -85

aders (b) Guarantve Fee 0.69 0.72 1434 2420 3494 4.50 3451 4.61 6.32 7415

(o) Claimg Received #* 0.8 1.4 2.27 2459 347 4440 10,34 18,62 22.38

4. Professiona & (2) Cuaranteed Advances 69.72 B7+96 100,11  127.09 165.66 199.12 240,76 326,94 484,88 656.56

Self-enployed b ) Guarantece Fee 0435 0,33 0.61 1.00 1.90 1,96 1450 2,12 3.15 4.27

: (-} Cla.tms ROCEiVed * 0. 45 0‘64 1.00 1.31 1.58 1079 3.28 6.12 8.39

95« Busginess a) Cuarentceu Auvanoes 46.63 68.C7 92,10  116.€4 150,09 209,70 239,62 322,51 473.42 609.51

Ehterprises b) Cuarantce Fee 0.23 0.11 0034 0440 1009 1.10 1.46 2010 3.% 3096

¢) Claims Received * 0414 0,36 0440 0.72 0,89 0.8 2.84 4445 4484

6+ Residual Category (a) Cueranteed idvances 20,36 31.64 40.43 64415 86.56 126,22 148.74 264,53 343.58 20(0.84

under DRI Scheme Eb) Cuarantee Fee 0,10 ve 0.03 0.10 0,24 0.79 C.94 1,72 2.23 1.70

. ¢) Claims Received * T 0.04 0.10 0.16 0.63 0.63 172 3.48 6.05

7. TOT AL (a) Guarantced Alvonces 132,00 1706.29 2154.45 2]09.13 3946.24 4D019.77 5736.44 7045.30 6042.29 10345.10

(1to6) (b) Cuarantee Fee 6.61 6,43 10,76 14.9Q 24.73 50,58 34.46 45,58 57.48 67425

(c) Claimg iteceived 4o 42 8.76 11.30 14.90 16425 24.71 27.03 61.66 114,79  140.87

8+ 351 Borrowers (a) Guaranteed Advances - - - 3716443 3822.13  4153.73 4890.86 5843.69 T497.46

Snall loans (3SI) (b) Guarantee Fee - - - - 21461 26.94 35.20 39.68 46.35 56.63
Guarantee Scheme 191 (c) Cleims deceived - -

- - 1.74 9. 40 32,58 53498 7159 104.92

* PFijures are not available
ee meansa negligible.

Fipures sgoinst 3SI Dorrowers for 1961 pertain to the period from April to Dece.ber 1901,



ANWEXURE - V I
Receipt and Disposal of Claims and amount recovered in respect of settled claims under the..
.Corporation's Credit Cuarantec Scinemos relatiny to Smnall Borrowers and Small Scale Industxiea

(Anount in crores of rupees)

""""" CLAINS " cLAmS OF THE CLAIMS _LISPOSED OF CLAIMS PENDING AT -gAMOUNT
PERIOD® | RECEIVED DISPOSED OF CLALMS PAID CLALNS WITUUDRAWN  CLAIMS REJECTED THE END OF THE o

; YEAR RECD.IN

Number Amount Number Anount Huwber Aaount Number Amount Number Amount Number Amount {EIBETTl

[ Eadl Rl Sl Rt el Taak ol Tadl Sl il Sl Sl Tl ol Reall gl Sl Sl Bl Sl Sl Bl Eadl Rl Rl T bl Rl R Rl Tandl Rl Toalll 1ol Banll Tondl Bk Bt Sanll Tt Bkl Tl Rl Ell Rl Sendl o'} b Sl Tl Bl Rk Badl ok Tl Tadl ol Sall Tl Tl Sank Yol L] L '
IR S 2:.-__2'-___4:..__§°....__6;-__1'_..__8;_--2'__-EO:_-,-.I.}.:-,-.I.Z_,-_}3_'_---_34:-

Upto SMALL BORROYERS
ond of 1976 6806 2.28 2529 0.70 2137 0.58 230 0,06 162 0.07 4277 1,58 0.03
buring 1977 14832 4.42 98861 2.60 9469 2.36 193 0.07 219 0.16 9228 3.40 0.10
buring 1978 29925 8.76 14623 3.34 13825 3.03 407 0.07 391 0.24 24530 8.82 0.32
During 1979 36535 11.30 25739 6.95 23930 5.69 1054 0.41 755 0.85 35326 13.17 0.55
Luring 1980 83557 14.90 47481 7.20 54303 6.50 214 0.08 1964 0.62 71402 20.87 0.91
Iuring 1961 100669 16.25 74030 11.14 72216 9.08 582 0.28 1232 1.77 98041 25.98 1.29
During 1982 150926 24.71 105513 14.50 102141 12.49 1369 0.59 2003 1.43 143454 36.19 1,89
During 1983 147474 27.84 127714 19.64 123202 17.94 1643 0.52 2869 1.18 163214 44.39 2.55
During 1984 254692 61.71 236625 32.09 228419 30.99 741 0.22 7485 0.88 181281 74.01 3,71
During 1985 453722 114.91 466611 114.45 336663 71.80 119770 41,97 10178 0.68 168392 74.47 5.93
During 1986 630365 140.94 644090 176.39 484852 86.86 147419 87.18 11819 2.35 154667 39,02 11.69
TOTAL 1909503 428,02 1754836 389.00 1442157 247.32 273622 131.45 39057 10.23 154687 39,02 28.97
SMALL SCALE INLUSTRIES

to Dec. 19681 ° 1308 1.74 - - - - - - - - 1308 1.74 -
to Dec. 1982 4013 9.40 3105 2.13 1542 0.37 1537 1.72 26 0.04 2216 9.01 -
to Dec. 1983 9325 32,58 71328 12.93 5184 3.43 2066 9.00 78 0.50 4213 28.66 0.08
to Dec. 1984 18300 53.98 9522 13.73 7855 9.91 1610 2.92 57 0.90 12991 68.91 0.43
to Dec. 1985 22048 71,99 22791 25.08 18264 12.06 4116 11,61 411 1.41 12248 115.82 0.81
to Dec. 1986 33723 104.92 30299 67.07 19695 24.10 10261 40.30 343 2.61 15672 153.67 1.58
TOTAL 88717 274.61 713045 120.94 52540 49.87 19590 65.55 915 5.52 15672 153.67 2.90

Rl -~ - - - - - - _l---.-I—O-I-o-l-._‘-.-.-.-.-l—.-.-._.-.-.-O-._._.—I-I-I- ~e= - -
LD R]H] K| K] #E
TTTTTT



ANNEXURE = VIT

CREDIT GUARANTEE FUND - GUARANTEE FEE RZCEIPTS, INCOME FROM INVESTMENTS,
RECOVERIES IN CLAIMS PAID ACCOUHTS, GUARANTEE CLAIMS PAID,PROVISIONS AND

BALANCE
(Rupees in Crores)

Year Guarantee fee Receipt Income Amount  ygtal  Guarantee Claims paid Estima- Total Provision Net accre- Balgnce

from recov- accru- - ted lia- Claims for Dep- tions in Credit

gmall SI Total inves- ered in afs :0 Small Ss1 Total bility in paid reciation transfe- CGuaran-
orro= tment respect (Crodit OOFro- respoect - and in invest- rred to toe
wers of of paid guaran- YerS of claims provi=- ments in Credit fund

Credit claims 4., lodged but ded Credit Guaran=-

Guaren- Fund not sett- for Guaran= tes

tee (4+454+6) led-non-  (10+11) tee Fund

fund SS1 @ Fund

+ 551

(1) (2) (3) (4) (5) (6) (7) (8) (9) Qo) (11) (12) (13) (14) (15)
1971 0.04 - 0.04 0.11 - 0.15 - - - - - - 0.04" -
1972 0.95 - 0.95 0.1 - 1.06 - - - - - - 0.37* -
1973 1.56 - 1.56 0.22 - 1.78 -£ - -f - - - 1.72* -
1974 2,47 - 2.47 0.35 -£ 2.82 0.01 - 0.01 - 0.01 0.52 2.,22* -
1975 3.25 - 3.25 0.52 0.01 3.78 0.04 - 0.04 - 0.04 - 3.64" -
1976 4,98 - 4,98 0.78 0.02 5.78 0.52 - 0.52 - 0.52 0.08 5.09* -
1977 6.77 - 6.77 1.22 0.10 8.09 2.36 - 2.36 - 2,36 = 5.58% -
1978 6,43 - 6.43 1.07 0.18 7.68 1.61 - 1.61 - 1.61 0.10 5.96 26.66
1979 10.76 - 10.76 2,0 0.55 13.32 5.69 - 5.69 - 5.69 0.50 7.13 33.79
1980 14.98 - 14.98 2.70 0.91 18.59 6.50 - 6.50 - 6.50 1.70 10.39 44,18
1981 24,73 16.87 41.60 4.13 1.29 47.02 9.08 - 9.08 - 9.08 1.22 36.72 80.90
1982 30.58 27.09 57.67 7.93 1.89 67.49 12.49 0.38 12.87 40,92 53.79 5.84 7.86 88.76
1983 35.85 35.32 71,17 13.60 2.64 87.41 17.94 3,34 21,28 25.90 47,18 11,94 28.29 117.05
1984 48.06 -~ 39.85 87.91 20.85 4.14 112.90 30.99 9.47 40.46 64.24 104.70 7.21 0.99 118.04
1985 59.14 46.52 105.66 29,55 6.73 141,94 71.80 9.75 81.55 39.67 121,22 13.42 7.30 125.34
1986 70.42 56.83 127.25 36.17 13.27 176.69 B6.86 21.83 108.69 5.58 114.27 - 62,42 187.76
TOTAL:320.97 222.48 543.45 121,32  31.73  696.50 245.89 44.77 290.66  176.31 466.97 42,53 185.72

@ Provision for estimated liability for claims has been made from tho accounting year 1982 onwards
* Transferred to Reserve for Unexpired Guarantee Risks after adjustments like provision For taxation etc.
£ negligible
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