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CHAPTER I 

~ 1.Nr~O.DtJ.CTORY 

1.1 The Deposit Insurance Corporation was established by an 

Act of Parliament on 1 January 1962. With 

BACKGROUND effect from 15 July 197~ it took over the 

functions of the Credit Guarantee Corporation 

of India ltd., a public limite~ company promoted by ~he 

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 extended to certain categories 

of small 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 appbint an Expert Committee to 

undertake an in-depth review of the Deposit Insurance Scheme 

and Credit Guarantee Schemes of the Corporation. Accordingly, 

the Expert Committee was constituted on 14 July 1986 under 

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



2 

Banks' Association with the following members I 

1. Shri U. K. Sarma 
Executive 0irector 
ReserVe Bank of India 
Bombay 

2. Shri B.D. Dikshi~ 
Deputy Hanaging Llrector 
State Bank of Ind~a 
Bombay 

Member 

Member 

:. OJ;' . &hri A.I':'.' Ag~.u::wal Member 
Joint Secretary 
Government of India 
l'Unis try of Finance 
Department of Economic Affairs 
(Banking Division) 
New Delhi 

4. Dr. S.A. ~ave 
Executive Direc~or 
Industrial Development 

Bank of India 
. Bombay 

5. Shri Ashok Goenka 
Chairman 
General Insurance Corporation 

of India 
Bombay 

6. Shri ~.P. Bhargava 
J..dvocate 
Ujjain 

7. Shri P.N. Shah 
Chartered Accountant 
Bombay . 

8. Shri R.C. Suneja 
Chairman: 
New Bank of India 
New Delhi 

9. General Manager 
Deposit Insurance and Credit 

Guarantee Corporation 
Bombay 

Member 

Member 

Member 

fwlember 

Member 

Meffiber-Secretary 
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The Secretariat for the Expert Committee was ~rovidad 

~y the Corporation. 

1.3 The terms of reference of the Committee were as under: 

TERMS 
OF 
REfERENCE 

(i) To examine the terms and conditi~ns ,~ ~hlch 

deposit insurance/credit guarantee cever 

is provided by th~ Corporation under ~ts. 

various schemes and to make sugge~tions for 

rational iSing the same, 

(ii) To examine the existing procedures and to 

suggest simplifications, if necessary, for 

ensuring prompt payment of insurancr premium/ 

guarantee fee by credit institutions and 

expeditious disposal of claims by the 

Corporation, 

(iii) To examine, in the light of the growing alal •. 

liabilities, the adequacy of the Corporation'. 

funds and to ma~e suggestions, if necessary, 

for rational ising the level and structure ot 

guarantee fee and the scope of guarantee 

cover so as to make the schemes viable, 

(iv) To examine the operational 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 recommendations in respect thereof. 
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A. co~y 'of .the Memorandum setting up the Expert Committee 

hllr .• inafter called the Committee is given in Annexure - I. 

1.4.1 • Sub-Group was 'constituted by the Committee in its 

.. eeting held on 25 Sept.ember 1986 to look into the procedures 

followed' by ~he Corporation in administering the variou~ 

.chemea.. ~he composition of the Sub-Graup waa .a underl 

(i) Shri B.D. Dikshit 
I 

Deputy Nanaginq Dire~tor 
State Bank of India 
Bombay 

(in Shri S .H. Khan 
Ex~cutive Director 
Industrial Development 
. Bank of Incia 
Bombay 

'. :: :;i ) S h r iN. S • S • Rao 
Gene ral Mcmage:
Central Bank of India 
Bombay 

(i") Shri A.B. Chak:-avarty 
Chief Officer 
State Bank of :.. .• ..lia 
Bombay 

(v) Shri M.L. 3eth 
De;?uty GeIl~ral :·:anager 
Deposit I~surance and Credit 
Gu~rantee Corporation 

Bombay 

Chaiman 

Member 

M@fllber 

Member* 

Member - Soacretary 

* Co-opted as a member on 20 November 1986 
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The terms of reference of the Sub-Group were as under 

(i) 
I I 

To examine the existing p!~c8dures and suggest 

simplifications for ensuring prompt payment of 

insurance premium/guarantee fee by credit 

institutions and expeditious disposal of claims by t~e 

Corporation, 

(ii) To examine the operational problems, if any, 

experienced by the participating credit institutions 

and mako suggestions For improving the same and 

(iii) To examine any other rolated matter and to make 

racommendations in respect thereof. 

The Sub-Group w~s required to keep the following aspects in 

view before making recommendations: 

(a) The Expert Committoe may make recommendations for 

structural changes in the Corporation's Schemes as 

a result of which it may be nece&sary to evolve a 

completely naw procedu~e)set of formats. 

(b) Changes to be suggested by the Sub-Group should be 

compatible with the computerised system presently 

in vogue in the Corporation. 

The Sub-Group held two meotings at 80mbay on 21 November and 

5 December 1986 and submitted its report on 31 January 1987. 

A copy of tho Sub-Group's Report is given in Annexure ~ II. 
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1.5 In order to facilitate the work of the Expert CommitteB a 

detaile~ questionnaire as per Annexure-III was issued to the credit 

institutions to elicit thoir views on various items under the terms of 

reference and this was followed by discussions held at Bombay, Calcutta 

Madras and New Delhi with major banks/State Financial Corporations(SfC~ 

in the different regions. The Committ~e has kept in viow 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: 

I 

II 

III 
IV 
V 

VI 

VII 

Introductory 

Deposit Insurance and Credit 
Guarantee Corporation - A Review 

Deposit Insurance Scheme 

Credit Guarantee Schemes 

Financial Implications of 
Credit Guarantee Schemes. 

Procodural aspects and 
operational problems 

Summary of conclusions and 
recommendations 

Since the Committee has undertaken a comprehensive review of the 

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 1ength 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 • 
. \ 
1.7 The Committee met o~ six occ~sicns on.25 September 1986, 

MEETINGS 27 April, 9 May, 26 June,: 4 July 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 

Committee wishes 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. Shri S.H. 

Khan, ExecutivB Director, lOBI 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 Commit teo also acknowledges its gratitude to 

all the institutions, officials and non-officials who personally 

or through correspondence gave it the benefit of their views. 

1.8.2 The Secrotariat of 'the Committee was provided by the 

Corporation. The Committee wishes to express its thanks to 5hri 

K.K. Saksena who was General Manager of the Corporation till 

October 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 Dr. C.L. Agarwal and DESACS who helped in the preparation of 

statistical statem~nts for the Report. finally, the rest of the 

members place on record their sincere appreciation of the able 

~ssistance rendered by the Member-Secretary,' Ma. I.T. Vaz at all 

stages of the preparation of the Report. 



CHAPTER II 

DEPOSIT INSURANCE AND CREDIT GUARANTEE 
_~OORPORATION - A REVIE'ri 

2.1 The Deposit Insurance and Credit Guarantee Corpora

tion performs the twin and cognate functions of deposit 

1.nsurance giving protection to small depositors in 

banks and providing guarantee cover for credit facilities 

extended by the financing institutions to certain cate-

gories of small corrowers. Towards this end, the Corpora

tion is operating the following Schemes : 

1. Deposit Insurance Scheme, 1961 

2. Small. Loans Guarante~ Scheme, 1971 

3. Small Loans (Financial Corporations) Guarant ee 
Scheme, 1971 

4. Service Co-operative Societies. Guarantee 
Scheme, 1971 

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

6. Small Loans (Co-operative Credit Societies) 
Gua ran tee Scheme, 1982 

~.' Small Loans (Co-op era tiv e Banks) Guar2,ntee 
Scheme, 1984. 

The origin, evolution and principal elements of 

the Schemes and progress thereunder are given below. 

The resources and the manageme~t and organisational 

set-up of the Corporation are also indicated in this 

Chapter. 
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DEPOSIT INSURANCE SCHEME 
-~---~---~--------------

2.2 Th~ ~uastion of introducing a sch~me of deposit 

insurancu in India first r~cuivud attuntion aftur tho 

HISTORY banking crisis in B~ng8l in 1948. 

Howuvur, thu introduction of such a 

schum~ was considurud prumatur~ at thot stagu. Thu 

qUustion comu up for ruconsiduration in 1949, whun it was 

d~cidud again to hold it in aboyencu till adu~uatu 

arrangumunts wur~ mad~ for puriodicol inspuctions of 

bonks, so that tho Rosurvo Bank could with confidunco, 

adviso on thu inclusion of banks in thu duposit insuranca 

schomu. In 1950, thu Rural Banking Enquiry Committuo in 

its Ruport* ragardad thu proposal for a duposit insurancu 

schumu for thu Indian bank~ng structuru as "commundablo 

in principlu il • It, howuvur, fult that th~ risks and 

uncartainti~s surrounding thw banki~g situation did not 

warrant thu immudiatu introduction of such a Bchumo. 

Th~ Committ~u, thurufor~, suggustud that thu quustion 

might bu dufurrud till thw procuss of consolidation of 

thu bonking syst~m as unvisQg~d in thu Banking Companioa 

Act, 1949 hod buun completod. Thu Committ~u on 

Financu for th~ Privatu Suctor (Shroff Committuu) had 

opinud that thu schumu of d~posit insurancu hod uSuful 

potuntialiti~s and rucommund~d that a Bchwmu on thu U.S. 
- - .'. ----,~ --- - - - - - ---- - ----- --* p. 71 of Rurol Bonking Enquiry Committu~ Ruport, 1950 
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mo.lel should ba adopted 1 f lilera IIISS II C(1 naonsus of 

opinion amongst bonks rugording thu desirability of the 

schoma. Th~ sch~m~ still did not toku any concrut~ 

shapu till 1960. Howuvur, whun tho Polai Cuntral 

Bonk Ltu. and Laxmi Bank Ltd. foilLd and thu d~positors' 

confidunco in tho banking systum was shakun, a docision 

was t~kon to 6ut up a Corporation for introducting a schomo 

in ordur to afford protwction to small d~positor5 in 

banks 8nc olso as 8 m~enS of pruv~nting any r~tQrdation 

In tho sprued of th~ bonking habit as a rusult of 

isolat~d cas~s of bonk feilurus. Th~ Corporotion was to 

bu a vory sp~cialis~d institution, p~rhaps thu second 

institution of its kind in th~ world (thu U.S.A.'s 

F~durel D~posit Insuranc~ Corporation hoing tho first) 

and was ~nviseg~d to op~ret~ on a comm~rcial basis 

without any subsidy.. Accordingly, tho Corporation was 

ostablishud on 1 January 1962 b~ on Act of Porliomunt 

viz., Duposit Insuranco Corporotion Act, 1961 with a 

capital of ~.1 cror~ subsc~ibu~ by tho Rus~rv~ Bank 

and. the Deposit Insur3nce Schema was introduced 

from thu sarny datu. The titl~ of thu Act was subsuquontly 

changut.! to tho ilDuposit Insurancu and Crudit Guarontlll;l 

Corporation Act, 1961" in July 1978 consuquunt upon tho 

Corporation assuming cr~dit guarante~ functions. 
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COMMERCIAL BANKS 

2.3.1 Initially the insurnnce Bcheme waB applicable to 

'all func tioning comm crcial banks in India incl uding· the State 

Bank of India and its subsidiaries. 
APPLICABILIT~ 

Branch'es of foraign banks operating in 

India ware l"'l'so covered. In terms of Section 10 of the DIOGO 

Act, 1961 the Corporl:ltion was r(;quired to register the'se 

banks as in~ured banks before the expiry of 30 days from the 

date of com~enc~ment of the Act. Thus, 1n 1962, as many as 

276 co~nercial bnnks were rLgistered as insurod banks. 

Oonsequen t upon the 'pro cE;ee of amc,lgamn tion, reco I1stru c-

tion and liquidation and r~gietration of 'new banke, their 

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

insured banks stood at 83. 

CO~OPERATIVE BANKS 

2 .3.2 Since 1968, with the enactment of the Deposit 

Insuranc e CorporClti on (Amendment) Act, 1968, the Corporation 

was req,uiredto r~gister eligib~e co-operatlve banks as 

insure.d bank?. under Section 13A. An oligibla co-operativo , 

banks means a co-operative b~nk (whether it is a stato co
central co-o~erative bank or primary co-operative bank) 

operative ban~Z in a State which has passed the enabling - .. . 

,legisla t~on emending its Co-operative Societies Act, 

requiring tho State Government to vest powers in the 
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Res~rve BanK to order the Registrar of Co-operat~ve 

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 thereby bringing within 

the Corporation's fold, 1608 co-operative banks in thesB 

States and Union Territories as insured banks. 

REGIONAL RURAL BANKS 

2.3.3 With the enactme~t of the Regional Rural Banks 

Act, 1976, the Scheme is automatically extended'to them 

8S and when they are established. The number of Regional 

Rural Banks (RNBs) registered till 31 March 1987 was 194.' 
, 

2.3.4 The total number of banks rQgistered as insured 

banks as on 31 March 1987 was thus 1885, comprising 

83 commercial banks, 1608 co-operative banks and 194 RR8s. 

2.3.5 The Corporation is required to register every new 

commercial bank or a new eligible co-operative bank as an 

insured bank ooon after it is granted a 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, savings and fixed etc. in the aggregate, 

INSURANCE 
'COVER 

upto ~.30,OOO/T in each insu~ed bank in 

India, in all its domestic branches. Thus 

a deposl!otor-be he an indi',idual or a business fim or a 

company or a'trust - is insured upto ~.30,000/-, in the' 

aggregate, with respect to all deposit accounts he o~ she 

holds in the same right and capacity in each insured bank. 

crlro~ tem "right ll and "capacityll relate to the nature of 

owne rship of deposits such as individual, joint, or trust 

deposits).~. dep?sitor may obtain mora coverage by opening 

like accounts at different insured banks, but not at 

different branches of the sa~e ban~ When the Scheme was 

introduced on 1 January 1962 the coverage was limited to 

&. 1,500/- per depositor. 

2.4.2 Deposits of foreign governments, Central/State 

Governm~nts, inter-bank depos~ts as also depOSits held 

abroad are not cover<:d by tho insurance s cheme ~nd henc e, 

they are to be excluded by the insured banks while 

computing the as s,0ssment of insuranc e premium paya ble 

to the Corporation. Consequent on amendment to Section 2" (g) 

of the Act empowering the CGrporation to exclude any'"; 

amount due on account of any deposit with any insured bank 

with the pr0vioue approval of Reserve Bank" of India, from 1 
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May 1986, deposits of Stat~ land d~v~lopmcnt ~anks with 

~tate cO-0perative banks are also excluded fr~m the purview 

of the Sch8me • 

. 2.4.3 The. t::tal assessable deposits of insur~d banks 

hcve inGrc~sed.from ~.1694 crores in 1962 to ~.86,214 

crarLS in 1936 and the insured deposits (i.e •. deposits, 

the repaymcn t of which is insured by the Corp~rat ion upto 

the insured 11mi t p'_r depoei tor) have increased from 

fG. 392 .cr')res t·J Rs.62,878 cr~res 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 

numbGr of fully protected accounts (i.e., accounts with 

balances not exceeding th(; limit of Insuraqce cover) in

creased from 55 lakhs in 1962 to 2,320 lakhs in 1986 

constituting 98~ of the total number of·2359·1akh deposit 

accounts as on that date. '. 

an 
2.5.1 Each bank registered a'sLinsurad bank is renulred 

t~ pay for the cost of insurance by way of insurance 

premium through half-yearly 
INS URA.J.'! C E PREMIUM 

assessments based on its deposit 

volume. Th~ rate of insurance premium was initially 

fixed 3t RQ.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 per annum 

with effect from 1 October 197.1 and has remained unchq,nged 
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since t.:l€n. 3t:;;:ction 15 of the Act provides for levy of such 

premluill at a. maximum rate df Re.O.15 p~r cent pC:lr annum with 

the previous apnroval of Reearve Bank. The premium 

is aesessed. on tho baais of "Ase~st!able deposits" as on the 

lElst "Friday of the prucedingl half,-yoar nnd is payable in 

adva.nce within one month from the commencement of that 

half-year. The premium is payRble on the total assessable 

deposits ~nd not merely on tho insured deposits. 

2.5.2 In case of delayed payment, the insured bank is 

required to pay the amount due, togeth&r with inter~st 

a.t Benk H.~.te, if paym€nt 1s me.de bafor& tho end of the 

half-yaar and 2~ above tho Bank Rate if payment is not 

m,do before the end of that haif~yoar from the first-day 

of the half-y&ar. Sub-section 3 of Section 15 of the Act 

provides for levy of such penal intere:st upto a maximum 

of 8% above Bnnk nate. 

2.5.3 SGction 15A of the Act effi_ow~rs the Corporation 

to cancel th~ registration ~f an insured bank after giving 

it one month'~ notice if it fails to pay the premium for 

3 cons scu ti va pln·iods. The regis tration can be restored 

on request and a.fter payment of all premium dues together: 

with penal interest. 
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2.5.4 Tha premium paid by the in~ure_~ __ b~l1ks to the 

Corporation is required to be absorbed by the banks 

themselves so that the benefit of deposit insurance 

p~~_ectio~-is made available to the depositors frse 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 records 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 
-INSPC:CTION or 
INSU~ED SANKS Bank for Agriculture and Rural 

Development (NABARD) for RRBs and other co-operative banks • .. 
This is done in the interests of administrative and financial 

expediency and in order to avoid a dual inspection machinery 

and duplication of staff. On tho b03is of thaso 

periodical inspection reports, the Corporation takes 

appropriate action, wnerever necessary. 
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2'.7.1 When a bank go6s into liqufdation, the Corporation 

pays to every depositor, through the liquidator, the amount 

. INSURANCE CLAIMS of deposits upto ~. 30,000/-. Similarly, 

when a bank is reconstructed or amalga

mated with another bank and the scheme of reconstruction or 

amalgamation does not entitle the depositor to get credit 

for the full amount of his deposit, the Corporation pays to 

each depositor through the reconstructed/transferee bank the 

difference between the full a~ount of his deposit (or 

Ai.30,OOO/-whichever is less) and t'he amount actually received 

by him under the seheme of reconstruction/amalgamation. 

CLAIMS PAID AND 
RECOVERIES RECEIVED-
COMIJIERCI 1.~ BANK .. S ___ _ 

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 arrangement was sanctioned in 

respect of the remaining 2 banks. All those claims were 

settled within the prescribed time limit of 2 months. The 
, 

total insur~d deposits paid in respect of all these banks 

aggregated~. 1,275.80 lekhs. While the Corporation has 

received repayments in full, in rospect of 3 commercial banks, 

balances aggregating ~. 6.36 lakhs in respsct of the other 
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four banks have been written off. In the case of the 

re~aining 8 commercial banks, the Corporation has received 

repayments in part. The repayments received'from commercial 

banks aggregated ~ 88.31 lakhs, leaving a balance of 

.fu 1,181.13 lakhs still to be received. 

2.7.3 In 1985, three commercial banks were amalgamated 

with nationalised banks. The Corporation settled and paid 

~ 11.63 crores in respect of a claim received from one of 

the transferee banks. Of the remaining two banks provision 

of ~ 40 croras is made for one bank and the claim from the 

second bank iss till aWed ted. 

CO-OP~AATIVE' BANKS : 

2.7.4 The Corporation has since inception, received claims 

aggregating ~ 253.57 lakhs in respect of 16 co-operative 

banks, 9 of which were taken into liquiJation and the remaining 
, 

7 of which were amalgamated with ~thor banks. All these 

claims were paid within 2 months of their receipt. The 

Corporation has received repayments aggregating ~ 29.17 

lakhs from 6 co-oper~tive banks leaving a balance of 

R'I 224.3U lakhs. 

2.7.5 The particulars of claims paid and provided for and 

reimbursement received upto D~cember 1986 are given in 

Annexure IV. The commercia"! banks account for 85% of the 

total claims paid' and provided for, the balance of 15% 

being in respect of co-operat~ve banks. 
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2.~ Deposit InsuranclJ SchElmos ·aro in oplJr::l.tLm in 

othar countries Dlso viz~ U.S.A., Ccnada, U.K. Dnd Japan. 

The sche~e is admini3terad by tho F3dar~l Deposit 

Insuranco Corporation in U.S.A., th~ Canada Deposit 

Insurance Corporation in Canada, the Deposit 

P~6t~ctlon Board in U.K. and tho Deposit Insurance 

C~rpor3tion in Japan. The sch3ma is compulsary for 

all fodaral institutions in U.S.A. and Canada and for 

all r3cognisad banks and licensed institutions in U.K. 

In U.S.A. the schema w.~s first introduced in 1934 

DEPOSIT INSURANCE IN 
OTHER COUNTRIES 

at the ond of .a poriod of 

widespre~d bank failures and 

a savaro depros&ion. Tho Qopital of the Fedoral 

Deposit Insuranc~ Corp~ration was initially subscribod 

partly by tha Fodcral'Govornmont (I 150 million) and 

12 fodarql Resorve Sanks ($ '39 million). In Japan, 

tho capital of the Corporation is 450 million yon 

subscribed partly by Governmant (150 million yan), 

Bank or Japan (150 million yan) and privata financial 

institutions(150 million yen). In U.S.A. the schema 

provides protaction to individual dapo,~tors upto a· 

maximum of ~ 1,00,000 par de~ositor. Tho limit fQr 

insuranco cover is S 60,000 in Canada, 75~ of each 
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depbsitor'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 ~/12th of 

1% per annum of an insured bank's total assessablo 

deposit.. In Canada the rate of premium is 1/30th of 

one percent per annum of insured" deposit liabilities~ 

In U.K~ whera the rate of promium is 0.3% of the 

deposit. b.aSD, thero are three types of contributions 

(Premium): (~) Initial contribution as fixed by the 

Board, is to be paid to provide cash ~esourcas 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 an tho deposit base 

(b) turthar contributions may be called at the and of 

the Board's financial yaar to replenish the cash 

resources of the Deposit"In5~F~nce Fund, if payments 

"h~ve reduced them below £ 3 million; maximum amount 

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

(c) Spaci.al cont+,ibutions may be called where payments 

from the tund are e~pected to ~xhaust its cash resources 
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before the end of the financial year. There are,no· 

maximum or minimum levels fot suoh contributions"but . . 

the overall limit of 0.3% of an institution's deposit 

basB applies to its aggregate net qontributions. The 

premium is paid on half-yearly basis in U.S.A. Bn~ an 

a yearly basis in Canada and Japan. In Canada th~ 

Minister of rinBnce is authorised to make loans to 

the Corporation out of the oonsolidated revenua 

f~nd upto an aggregate of S 1.5 million. 

In U.S.~. the Corporation can borrow from 

the treasury upto a maximum of $ ) billion ~t any ona 

time. 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 the ·approval of the Ministry of 

rinance borrow from the Bank of Japan for the purpOSB of 

meeting claims and tho borrowings are restricted to 

50,000 million yen at anyone time. 
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QREDIT GUA RANT EE S CREME S 

Although small Bcale industries occupy an 

import~nt place .L.n· ,thc= econ,ornic strJ.cture of our country', . , 

. HISTORY oOIlsiderA.ble d-lfficultd.es were faced by this 

sector in. securing credit frorn~l1~ financial 

ins ti hit iol'1.s wh ieh were relucta.nt to extend their operations in 

thiE f'~ aId on ~ccount of the comparfl.tively larger 'riak bell.Tid' 

to be ~.ttachod to m~king advancf-:s to small borr·owers. In 

1959, a Seminar was held at HydGrabcd under the auspices of the 

Reserve Bank for considering ways and means of enlerging 

bank lcndings to small industries. The Seminar expres~ed the 

vi€w th~t bank lending to small industries could be augmented 

by enabling credit insti tutions '~o share the risks involved 

with somo other agency set up specially for the purpose. 

With this objective in view, th~. Government of India, in 
1 

consultation with the Reae~ve Bank of India introduced a 

;Credi t Guaran tea . Scheme in July 1960 for gual'anti •• lng the 

advances granted by banks and other credit institutions to 

small-scale industries. ThG Reserve Bank wea entrusted with 

thE administration of the Scheme as ~he agent of the Central 

Government under Jection 17(11A) <_> of the RBI Act and was 

designat ed as "Guarantee. Organisation" for the purpose. The 

Schetne was subs1disedby Govel'nment of India and hence, 

initially 8' vory'~low rate of guarant.ee fee 025 paise ~ per 
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annum was fi~edo It covered term loans as well as other 

credit f~cilities and extended a degree of proteotion 

to credit inetitntions against possible losses in respect of 
" 

their advanoae to small-scale industries by providing for 
'-

the sh~ring of their losses with Government qf India in 

stipulated proportions. Tho 50heme also provided an element 

of rofinancti'~ich enabled the credit institutions to 

replenish their locked up resources even befora they took any 

steps to recover their dues from the borrowera Thus, this 

was in the nGture of ~ default guarantee and the guarantee 

'could be invoked after a default occurred i.e., an advence 

was recalled without waiting for the enforcement of security 

or roeort to legal remedies by credit institutions against 
. , 

the borrow0rs for recovery of dues. 

As the full impact of the Scheme on the finanoing 

of cnall-scale industries by commercial banks was, not still 

felt several measures were taken during the period 1966-69 

such as enhancement in the extent of guarantee cover, reduction 

'in the rate of guarantee fee and provision of refinance to 

banks at a concessional rate of interest in respect of their 

'advances to: small-scale industries covered under the Scheme 

etc. , which result ed in a steep rise in the commercial banka' 

advances to this sector. The nationalisation of 14 ma'30r 

oommercial banks in 19.69 gave a further impetus to the growth 
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of' advances to this sector and there was an increase in the 

volume Jf gu~rantee wo~k handled by the Guarantee Organisation. 

To review the wo:r'cing of the Credit Guarant ee Scheme both 

from the point of view of making it more flexible and 

attr'Clctlv6 to the credit, instituions, a Working Group was 
, (1 

ap'p,oint :;d by Reserve Bank in April 1969 under the ChaiIinanship 

of Shri l..lJ.R.i\amanujam, the then Chief Officer, Industrial 

Financ e Depa rt~nent. ThE;) Working Gro up recommended certain 

major changes and a modified scheme came into effect from 

1,Februazy 1970 under which, inter alia, the system of prior 

scrutiny of individual applications for guarantee for each 

eligiblCl advance was dispensed with and guarantee cover was 

made available on automatic and bulk coverage basis based on 

principles of diversification of risk and large coverage. 

2.9.3 In the wake of social control measures initiated 

'. in 1965 and followed by nationalisation of major commercial 

banks in 1969, tho banks w'ere asked to ensure an increased 

flow of credit to small borrowers who found it difficult to 

have access to. institutional credit. While ther~ was an 

Increasi ng awaroness among the b?nks about the noed to 

provide more credit to sU,ch borrowers cert~in practical 

difficultiEs, largely stemming from hesitation on the part of 

institutions, to venture into new and riskier fields of lending 

as also certain inhIbitions, part,i.cultli'ly at the grassroot 
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level, tt> lem except against easily realisable security 

were encountered. ';'{ith a view to considering the modali ties 

of providing guarantee cover in respe ct of loans granted 

by banks to su ch imi vidu al borrowers, a Working Group was 

appointed under the chairmanship of Shr1 S.S. Shiralkar, the 

then Deputy Governor, Reserve Bank of India in November 1969. 

Tm Vlorking Group recommended that·the responsibility for the 

administration of the Scheme of credit insurance should be 

entrusted to the Deposit Insurance Cor~)oration and all existing 

or future guarantee and insurUlce schemes excepting export credj.t 

guarantee or insurance should be brought under one roof and 

entrus ted to the Corporation. While Government of India accepted 

t~ recom:nendations and en trus ted the Reserve Bank wi th the task 

of implementing them, the necessary amendment could not be put 

throUgll due to pressure of legislative business. As there WIle 

an urgent 11:ted to bring into operation the credi t guarantee 

schemes, the Reserve Bank promoted the Credi t Guarantee 

Corporation of India Ltd. and had it registered in January 

1971 as a public limited company under the Companies Act 1956, 

its shareholdings being ~ld by Reserve Bank of India, State 

Bank of India and Sl.lbsidiaries, nationalised banks and other 

banking companies in proportion to their deposits. 

This organisation 1ntrodLlced in 1971, three oredit guarantee 

scbemes viz., the Small Loans Gu.ar&ntee Sohema. covering advanoe. 

by oommerci·~ banks, including RIms, to farmers and agr1oultllr1ste, 
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transport operators, retail tradGrs, small business enterprises 

and 'professional and self.employed persons; the Small Loans 

(Pinancial Corporations) Guarantee Scheme covering advances 

granted by SFGs to transport operators, hoteli€rs, business 

enterprises engaged in generation and distribution of powe~, 

in the development and management of an industrial estate and 

transport undertaking; anc;) the Service CO'l'operative Socl.ottas 

Guarantee Scheme to cover advances by commercial banks and 

State and central co-operative banks to service co-oper~tive 

societies. 

2.9.4 The question of merger of deposit insurance and. 

credit guaranteo in a single organisation was reconsidered: 

and it w~s felt that considering the common objeotives , 
of the ~chemes operated .by the two organistt~ons, vis. 

I 

ensuring easy flow of inst! tutional credit ,to small 

borrowers engaged in industrial o~ non-industrial ac.tivities, 

which he ve be::n accorded ne tional pri"ori ty and also' in vic,., 

·of the common "base of the schemes in terms of the p~rticipating 

1i:l3:t1ji'lrt;j:ons, the operation of the schemes be brought under 

one organisation. With this end in view, the Dep'oQit Insuranoe 

and Credit Guarantee Corporation (Amendment .and 11iscellaneou8 

Provisions) Act, 1978 was paseed. This brought about the merger 

of the Ored! t Guarantee .Corporatlon of' India with the DepOsit 

Insurance Corporatlon into the Dep osi t Insuranc e and Oredi t. 
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Guarantee Corporation. 

The Loksabha Estimates Committee in the 16th Report 

on th~ Ministry of Financo, Department of Economic Affairs 

(Banking Division) submitted in March 1978 recommended that 

the Credit Guarantee Schoma administored by tho Resorve 

Bank on b~half of Governmont of India should be also brought 

within the ambit of tha Corporation. A simil~r view emerged 

at a meeting of the represontatives of the Reservo 8ank, the 

Corporation and the Govt. of India on 18 Novemb8r1978. A 

Working Group was appointed in this regard under the Chairmanship 

of 5hri H.L.Anand, the then Chief Officer, Industrial Finance 

Department to study integration of Credit Guarantee Schames 

for small-scale industries and other small borrowers. The 

Working Group recommended that it would be advantageous for 

the credit institutions ~nd the ultimate banaficiaries, besides 

providing flexibility of operations, if tho Credit ~uarantee 

Scheme for 55I is integrated with the cr8dit guarantee schemes 

of the Corporation. Instead of acting as an agent of the Central 

Government, it rJcommend~d that the Corporation may formulate 

a schumo of its Own effecting necessary improvumonts. 

Accordingly the Government of India cancelled its Scheme as at 

the end of 31 Maroh 1981 and the Corporation introduced a new 

8chama for tho S5I Soctor with affect from 1 April 1981. The 
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Corporation was, however, entrusted with tho responsibility 

of discharging Gbligotions ariSing from the cancullud 

Scheme of Goverrimont u f I nt!ia os tr,eir agen t. 

2.9.6 Thu question cf ~xtunding guaront~u covur to co-

opurotivu·cr8~it institutions was first considur~~ by thu, 

Seshadri YorkiAg Group appointed by the urstwhilo Cr~~it 

. Guorantu~ Corporetion of India Ltcl.{CGCI) in 1972 which 

rocommon~ud that thu Corporotion could offur covur for 

non-ogricultural advanc~s to small borrowurs on t~rms 

and conditions similar to those applicablu to commurcial 

bonks. AccordinglY,CGCI off~rod guarantuo covur to 

co-op~rotivu bonks for thuir non-agricultural advanc~s. 

How~vur, it cia not uvoko sotisfactory rusponsu at that 

timu. As rugar~9 covur for agricultural advanc~s by co~oP~r 

arat1ve cr •. r..!i t .inst i tut ions, th II Corpora tion appointod 
1 

8. W.lrking Greul? in July., ~ 979 und.3r thu Chairmanship of 

Dr. M.V. Hate, thu ~h8n Exu6utivu Oiructor, Rosurvu 8ank 

of InJia. In its r~port submitted in Nov~mber 1980 tho 
: " 

Group roJcomm· ... nde-J extension of cro:.!it guarantee support 

to Primory Agriculturol'Cre~it Societi~s (PACS), Primary 

land O ... v elopm,m t 8ank s (PlOBs) / bran ch.;s of Stato Land 

Ouv.Jlopm~nt Banks (SLOBs) in r~spect of thuir ouvanr"S.'s 

for agriculturcl on,! allied cctivitius, on Q pilot bosis. 
Thu Working Group also recummunJud that tho Corporation' may 

formulote ond introducu a Guorcntuu Schumo p~ovi~ing guarantu~ 



I 29 • • 

oover to non-agriooltural advances by co-operative urban 

banks on terms and c') ndi ti ons similar to thos e incorporated in 

the J3mall. .Loahs Guarantee Scheme, 1971 applicable to commercial 

banks. Accordingly the Corporation formulated and introduced. 

the Small Loans(Co-op. Credit Societies) GUarantee Scheme,19&2 

and Small Loan~ (Co-op •. Banks)Guarantee Scheme, 1984. 

Gtvernment's Credit Guarantee Scheme 
~~:.' Small-Scale Industries(SSI Sector) 
~y ~960 - IvIa~~ t98~~ 

. .. - -.. . 

2.10 The Governm~nt Scheme introduced 1n July, 1960 

and cancelled as at 31 March 1981 covered predit for term 

loans a'nd other credit facilities for emaIl-scale industrie:;. , 

units as defined by the Central Government from time to time 

and engaged in -the manufacture, processing or preservatic:: 

of goods or servicing and repai r workahC)'.p.s .. in specified 

lines. Credit institutions eligible to partiCipate ril:the 

Scheme were the 3tate Bank of India aod __ its subsidiaries, 

ache duled com;nercial ban kB, all State Financial Co·rpora1iions 

and selectEld State and central Oo-operative banks. Initially, 

guarantee certificatsa used to be issued in respect of 

each cred! t facility granted to each SSI unit after prior 

scru. tiny:. From 1 Fe bruar,y 1970" this procedure was 

dispensed with pnd guarantee cover was extended on an 

£.ut·)matic and bulk coverage baSis. The guarantee fee was 

first fixed at l/4th Of one pvr CQAt per annumwnich 
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was later reduced to 1/10th of one per cent per I?nnum 

and subseqlientiy "rai'e-c'd to 3/4th of one: p0r cent per annum 

(with conces~ion~l rate of 1/2 of one per ccnt per annum 

in respect of small borrowers wi th credit limits not 

.exceeding ~.25,000 in the aggreg~te) before: th~ Scheme was 

can cell~d as on 31 M8rch 1981. GU?rant ee co vcr oJf 7510 of 

the amount in defeult or nm'Junt guarantef::d, whiche\Tor 

was lower, wns provided which wae subsequently rGised to 
I 

90~ with effect from 1 April 1974 in the case of ndv~nces to 

technician entrepreneurs. Tho maximum cl~im IInbI1Ity was 

initIally fixed at Rs.2.00 lr.khe per nccount ,.n'~ wa~ raised 

to 7.5 lakh~ per borrower in rcspc;ct of working capItal 

a dva nc es C'.nd to ~. 2.5 Ii, khs 1 n r~spc ct of t enn loa n per 

borrower, since February 1970. Thec~nditione to bG c~mpliod 

with, before a guarantee could be inv)ked were that (i) the 

loan was rcgulnrly re;,orted to 1l.he Guarantee Organise.ti'Jn 

and fee p~ij t..l1t:rcon fully, (ii) the loan had not been 

repaid within th.::.: pericx.:~ of notict: of (3::::mo:"n~n;c~lli"n'g 

th~ entire ;>mount due. NO,specific t:Lmg limit \oTas; 

prcscribJd for th3 1nvoc~tion of'guarantL:~ and 

'Th~ "claim application.' was 
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to be accompanied with full particulars of the account. 

Where the units in respect of which guarantee is 

invoked enjoyed credit facilities from more than one credit 

institution, the Guarantee Organisation used to advise 

all such credit institutions to lodge a claim in respect 

of the balances due to them as on a common date and the claim 

was settled on a pro- rate. basis.. The agreement executed by 

the credit institutions provided that if a default occurred 

1n any account of a small-scale industrial unit due to 

negligence on the pert of the credit institution's 

officials or due to decisions taken by th~m contrary to the 

instructions issued by the credit institution's management 

or the Guarantee Organisetion, the credit institution was 

not entitled to make any claim in respect of such an account. 

After payment of n claim the Guarantee Organisation was 

discbmoged:Qf al11ts obligations under the guaranteeo The 

credit institutions wore to continUE: their efforts for 

recovery of advan as and to sh8re the SAme with the 

Guarantee Organisation within 30 days of the date of 

recovary in the proportion in which loss was shared with 

the Guarantee Organisation. For writing off of the balance 

1n the claim paid account prior consent of the Guarantee 

Organisation was necessary. The 88I unit in respect of 

whose account a claim was paid was not eligiblG for guarantee 

so long as tho claim amount paid by tho Guarantee Organisation 
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was not fully repaido After the cancellation of the 

Government's Scheme, the Corporation has been entrusted 

with the discharge of residual functions under the 

cancellod Scheme as their agent and in that capacity, 

it has been iaceiving and scrutini~ing claims in 

~espect of accounts in default as on 31 March 1981 and 

settling them on behalf of Govarnment of India. 

CORPORATION'S CREDIT 
f.UARA_~li.E S CH EM~_ 

2.11.1 The Corporation operates six schemes whidh are 

roviewed below in brief : 

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

2.11.2 The Scheme which was introduce9 from 1 April , 
1981, ~overs credit facilities granted by commercial 

banks, RRBs, co-operative banks, srcs and 

state development agencies to small-scale industrial 

unit$ for acquisition of or repairs to or replacement 

of fixed assets or equipment and for working capital. 

At ,the end of 1986, the total number of participating 

~credit institutions in the scheme was 476 consisting 

of 69 commercial banks, 149 RRBs, 14 srcs, 8 other State 
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Development agencies and 236 co-operative banks. The 

guaranteed advances under the Scheme have steadily increased 

from ~.3716.43 crores in the year 1981 to ~.7497.46 crores 

as at the end of the year 1986 as shown in Annexure V.' ·The 

claims received under the Scheme have steeply increased f~om 

1308 inv-01ving ~.1.74 crores in 1981 to 33,723 in· .. ·ol-ving 

Rs.104.92 crores in 1986. The total amount of claims 

received till 1986 under the SSI Scheme were of the order 

of ~.274.61 crares forming 3 •. 7'10 of the total guaranteed P.. 

advances. Tho claims disposed of increased almost tea~Qld~ 

fram 3105 involving an amount of Rs.2.13 crores in the year 

1982 to 30,299 involving ~.67.07 croree in the year 1986. 

Of this, the claims paid were 19,695 for an amount of ~.24.10 

craree and 10,261 claims for an amount of ~.40.30 crores 

were withdrawn. Such withdrawals mainly constituted claims 

pending for a long period of time and returned for necessar,y 

clarifications. Claims rejected upto 1986 were only 915 

for an amount of ~.5.52 crores. The year-wise d--:ta are 

gi ven in Annexure V I. 

2.11.3 Although the scheme has been gonerally popular 

with crodit institutions, it has not proved attractive to 

SFCs\'lhich are important purveyors of credit for block 

capital purposes. to SSIs. Fixation .of a coml):'n:::d. cc::.~.~_·:'!~ 

for term loans and other credit facilities including 

working capital and prorata payment of claims has not 



34 

been very beneficial to torm landing institutions 

whose loans are bettor socured and also constitute a 

rDlativ~ly small~r com~onant of total financ~. Under 

tha existing procodurn. 011 banks and SFCa availing of 

refinanco facility from Industrial Devalop~unt Bank of 

India aro roquirod to got thuir advances covQrod under 

tho grudit Gu~rantoo Schome. With 3 vi3W to oxploring 

how th e Schumo could b\J In:1do more ~1 t t rocti vo to te rm 

landing inatitutions, a Committo~ wos appointod under the 

Chairmanship uf Dr.P.D. OjMa, the than Exuc~tivo Diractor, 

Roaarvo Bank which rouommondod as under: 

i) 

ii) 

iii) 

Tho m~natary coiling on Cor~orDtionts claim 
liability ba raised from ~.10 lakhs. to 
~.20 lokhs ~nd apportiondd separatoly for 
td rm l\Jan and \.;u rkiny C::lP i tal f inanco at 
~.10 lakhs aach 

Term loans to S5I bJ given diff8rential 
troatmJnt and lower guarontau feo at Re.O.60% 
par annum ba chargJd as against tho normal fee 
of R3.0.75% p3r annum in r~spect of term loans 
excouding ~.25,OOO/-. 

The oxtsnsion of guaranteo COV8r to torm 
loans upto ~.5 lakhs only par S5I borrowar would 
not bo dosirabl8 bocaus~ of its wider impli
cations on tho finQncial viability of the 
othor cr~dit guarantoo sch8mes. 

Thesa rocomm\Jndotions were considered by tha Board of 

tho Corporation and tho Resurvo Bank. It was finally decided 

that an Expert Commi ttee may examine ,the. issue in depth. 
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The Scheme Which came into force on 1 April 1971 

oovers credit facilities granted by commercial banks, 

incl uding RRBs; to farmers and agri cuI turists, transport 

operators, retail traders, small business enterprises and 

professional and self-employed persons. At the- end of the 

. year 1986, the number of part1cipat.dg credit insti tution9 

was 258 comprising 71 commercial banks and 187 RRSs. 

The total guarante~d advances covered by the Scheme which 

~tood at ~.205.71 crores at the end of June 1972, steadily 

increased to 1Is.10, 345.10 crores as s.t ... the end of Juno 1.986 

indicating a more than fiftyfold increase since inception. 

This 3cheme accounts for the bulk of the total guaranteed 

advances to small borrowers forming 99.03 per cent th~reof. 

There has been a phenomenal increase in the claim receipts 

under this :3chemeover the years. As against 6,806 claims 

for Rs.2.23 crores received upto the end of the year 1976, 

the Corporation received 6,30,303 claims for Rs.1~0.58 crorea 

in the year 1986. The total amount of claima received under 

·the Scheme till the end of 1986 agg~egated Rs.426.86 cror6~ 

forming 4.13~ of the total guaranteed advances at ~.lO,345.10 

crores. Claims pertaining to farmers and agriculturists 

accounted for 54.4~~ of the total, followed by claims in 

respect o~ transport operators at 17.4%. From negligible 
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claims of 2529 invo 1 ving an amount of Rs.O. 70 crare only 

disposed of upto th~ year 1976 the Corporation ~sposed 

of as many as 6,44,020 claims for Rs.176.05 crores in the 

year 1986 alone. Rucov (:ries by way of subrogation r igh ts 

upto the year 1986 amounted to Rs.28.94 cr·)!'()s end -con~ 

stituted 110710 of the total amount I)f clnlme paid und~r 

tho Scheme 0 

THE SMALL LOANS (FIN!dTCI1.L CO lU>ORvlTI OlT3 ) 
GUARANTEE ScrnZME, 1971 ____ _ 

2.11.5 The Scheme was intr")duced on 1 July 1971 and it 

covers credit f~cilities granted by SFCs to transport 

operators and hoteliers and other business enterprises 

engaged in generation or distribution of ~lectricity or 

other power, in the development or management of an 

industrial estate, or a transport undertaking. Twenty 

institutions are particippting i~. this Scheme. ThG total 

guaranteed advar.cJs ~ncrcasGd fr:mPs;Z~~ croros at the end 

of Juno 1972 to ~.85.19 crorus as at the end of June 1986 

indicating a more than thir~-three fold increase since 

1972. The amount of claims received under tho Scheme till 

the year 1986 aggregatod Rs.1.16 crores forming 1.36~ of tho· 

total gu~ranteed advances, while claims disposed of wore 

203 for Rs.O .6'4 crore. 
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THE 3ErtVICE CD-OPSR/),'I'IV2 SOCIETIES 
GUAR~Nl'EE SC!-it:~':E, 1 971 

2.11.6 The Scheme is in fc.cce from 1 OctobGr 1971 and it 

cover~ credit f=3ci '.ities gro?nted by all scheQuled conl~'lercil'l 

:J.:oni(s (including Rr'.Bs) and .state and central co-operi-;tive 

b~nks cov2red by the 0e~osit Insurance Scheme to s3r r ice 

co-op3ri:ltiv,~ sr.::i.:! ties enga<;jecl ·~n 9roviding to their. !113mb(.:.r~, 

facilities i.i;(lO; securing cf c~rcers, t-"_Tcha.sc of r<';W mClt2ri~)ls, 

the display and mari'·eting of .Eini;:;heu goods or dny other 

simil~r assistance in connection with the manufacture, 

display, pres·~ntation and )rocess ing of gooos and I"!'arketing 

of such goods. The numb2r of p.'] rticipati n':J ins ti tutions W&s 

175 comprising 57 corrunercial banks, 81 1'1:':'Bs and 37 co-operative 

banks. The total guaranteed advances increased from Rs 0.12 

c::rore at the. end of June 1972 to Ps u.72 crore <1t the end of 

June 1986. So far, no claim has been received by the 

Corporation under this Scheme. 

'fHE S~1' . .LL LO.Z,.N3 (CO-·OJ.)8L~.·.TIVE.:...tu'KS) 
GUARl'.NTE2 SCH2Mfo:, 1.;;9,..;;8;...;4;...... ______ _ 

2.11.7 The Scheme offers guarantee support to non-

agricultural advances granted by primv.rv {urban) co-operative 

banks, tosrnall borrowers (e.g. single transport op-arotors, 

retai 1 t .-. aders, bus iness enterprises and profess iona land . 

-self-employed persons)~ All licensed primary (urban}..'·'·-

co-operative bariks, as also unlicensed primary {urbant 

co-oper~tive banks recommended by the Reserve Bank for 

·the purpose are eligible to participate in 
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the Scheme. Gut of 729 urb~n co-operative banks (535 

licen~e~ and 194 unlicense~) invited to prrticipatc in 

the, Scheme, 196 h~nks (133 licensed and 63 unlic€t1sed) 

have, till the end of 1986, expres~ed their willingness 

to join the Scheme. Out of these 196 banks, 71 banks 

had execu t cd the deeds of agree:ment as at the __ ondof 

December 1986 with the Corporation, of which 56 banks h(tve 

completed all tht: formalities and have been <-:.dmitted as , 

participents in the Scheme. Th;.: rt'.maining 15 banks are 

in the proce,ss of comploting the formalities. The total 

guaranteed advances under this Scheme increased from 

Rs.5.6) crores at the end of Decar.ber 1984 to Rs.14.96 

crores at the end of Jun8 1986. 

THE SI1.h.LL lOA~S __ lCO-OPE?J"TIVE CREDIT 
SOC I ErIES) GU:~R1.~TE-::: SCHE:'1E, 198L_ 

2.11.8 Th6 Sebecc offers ~larantoe cover to'crGd1t 
1 

f?.cilitics granted by select primary agricultural" credit 

societi0s (PAC_S) and primary land dovelopment ba"nks "(PLDB .. )/ 

branchee of state land development "banks (SLDBs) to their 

farmers/agriculturist memb~rs (including share 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 se~.80n~gricul t~ra1. operations, recla-
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mrltion or improvement of land, construction or du'paning 

of irr_getion wells~ inst~llRtion nf pumpsets, purchase 

of cattle or ~cc··isition of other c~pit~l assets (e.g. 

fann houses, c!'lttle sheds, gobar ga.s plante etc.) or 

repairs to thest nseets, sericulture, animol husbnndry, 

P oul try fc.ming; dairy fanning, piecicul ture, housing 

finance, consumption finance and advances for ncqui

sitlon of sh~ree of other co-operative societi~e etc. 

Llthough 2476 PACS, 159 PLDBs end 200 brnnchce of SLDBs 

were found to b& eligible for p~rtlcipntion in the Scheme, 

only 14 PJ~C~ and 4 PLDBe have so far evinced some interest. 

However, none of them has ~xecuted the necessary agreement 

and joined the ScheI;le. 

2.12 ~re rollowing are the key characteristics of 

KEY 
CHARACTERISTICS the Corporation's Schema ~ 

(i)~·perticipntion in th~ schemee is voluntary and 

the guarantee cover is avei1able only to those credit 

institutione whi~h join the Schemes by entering into· neceseary 

agrc:ments with the Corporation end pay ~: the feG regul~rly 

at th~ proEcriboa ratea. 

(ii) The Schemes ara operated on an automatic and bulk 

coverago basie under which ~ll eligible advancee get automa

tically covered right from the time of their grant without 
to 

rGquiring tho credit inetitutions to submi,tLtho Corporation 
.! 

... 
each loan propoeal for prior acceptance. 
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iii) The guarantee cover is a contract entirely between 

the Corporation and the credit institution. The ~orrower i~ 

not ~ party to the. contract. 

iv) In the schemes, the eligibility conditions for 

guaranteeing credit risks are relate& to a particular 
, ' 

economic activity of the borrower and the purpose fO,r 

which credit is extended to him. Hence, the av~ilability 

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 ptovide cover for 

advances granted to small borrowers, who wi tho'ut such suppor t 

may find it difficult to have access to institutional 

credit. ' To ensure that such benefits do not gravitate to 

relatively'afflu~nt persons, several stipulations have 
, 

been made in the guarantee schemes, such as ceiling of 

~ 4 lakhs on sales turno~er as in the case of 'retail 

traders and the value of equipment upto ~ 2 lakhs as in 

the case of business enterprises and of plant and machinery 

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

absQlut~ limits have been placed on the Corporation's 

liability. 

2.13 One of the major areae of concern has been 

CLAIMS-RECEIPT 
ANa' SETTL EMENT 

the enormous growth in the claims lodged 

by the credit institutions. Over the 

years, guarantee claims have b.een spiralling as may be s aen from tts 
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data g1.ven in Annexure VI. From a meagre number of 6806 claims 

for amounts totalling Rs.2.28 crores received from inception 

of tlE' 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. 'fhe average annual grov/th rate 

in the lodgement of claim has be'en 37.48%. As men tioned earlier, 

the claim under the Smll Loans (S311) Guarantee Screrre,1981 

increased from 1,208 involving Rs.1. 74 crores in 1981 to 33,723 

cle1ms involvine !{s.104.92 crores in 1986. The high incidence 

of claim may be att;ributed to the increasing level of sickness 

wi tnessed in small scale indus trial un! ts 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 priority sectors constituted 43.2io of the bank credit 

given by public sector banks at Rs.50,567.34 crores at the end 

of June 1986. The percent age of overdues under pri ori ty se ctor 

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 priori ty sector 

lendi ngs vias 54.9%. Consid ering the large nUr:lber of si ck units 

and the co!lSiC:erable step up in lendi!l0s undp.r various special 

programroo s launched by the Government of India for weaker sections, 

the claims are likely to exhibit a rising trend and may be of an 

even highe r or der ;in fu tur e. Ways and me 211S wi 11 have to be 
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dovised to ennblo tho Corporutian to meot tho commitmonts 

that ara likely to arise. Theso issues are doalt with in 

dotail in Chaptar V on Financial Implications of tho Credit 

Guar8ntoo 5chamas. 

2.14 A largo numbor of claims h3VQ also boon ponding under 

tho Crodit Guarantoe 5chomes. As will be sean from the 

data given in Annexure VI, tho pendoncy of claims during 

tho yoars 1981 to 1986 has been steadily incroasing. Out 

of the 55I claims pending amounting to ~.153.67 crores as 

at tho claso ~f Docmmbor 1986 about 52.2~% wore pending 

far loss than a year and ths balanco for p~riods exceoding 

ana year. Tho clQims havo boen showing a signific~nt 

incr03so ovor tho yonrs ~nd ono af the major r~asons 

according to tho Corporati~n for pondency 8f claims is 

tho non-r~coipt of clarific3ti~ns from crodit institutions 

for considorably long periods o~ tim~. In viuw of tho 

accumulation of claims for want ~f clarifications, tho 

CorpJration is reported to havu takan a docision in early 

1985 to rot urn claims whoto clarifications wore not forth-

coming within a poriod of 60 days. Tho crudit institutiDDS 

wore alsc ruquirod to doputo thJir Liaison Officers for 

furnishing nocossa~y information/clarification. Although 

this has apparently boon refloctod in improved settlement 

of cldims,sinco sovoral institutipns did not rospond, a . . 
large numb~r of claims wora rotur.ed. Thus, as many as 

2,62,310 cll3ims involving Aa.127.81 crorea 'ana' 8,790 

claims involving ~.34.22 croros in respect of 
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non-industrial and industrial schemes respectiv~ly weru returned 

during tho above period. Tho Corporation has, however, since 

revised its decision rQg9~ding roturn of claims and the terms 

and conditions and scrutiny norms hove since boen liberalised 

and it is expectod that tho settlemont of claims will now be 

speeded up. The position, however, 1s not vory s~tisfactory 

and tho Corporation's machinery for settlomant of claims needs 

to bo sufficiontly gearod up. Our rocommendati~ns for 

expediting sottl~ent of claims aro given in Chapt~r VI on 

'Procedural Asp~cts and Opor3tional Problems'. 

2.15 With a view to streamlining and simplifying procodures 

and incroasing i~s opJrationoi afficisncy and speeding up 

settlem8nt of the claims, n major stop taken by tho Corporation 

has baen the computoris~tion of tho non-industrial claims undor 

Schom3s fer smoll borrowers.' In th8 case ofSSI c18ims a tabular 

claim furmat has besn proscribed for claims upto ~.25,OQO/- and 

tho sama ara settled on thu basis of a cortificat~ furnished by 

tho claim,nt institution. The disposal of claim~ has' also beun 

acceleratod through appointmont of Liaison Offic~rs by participa

ting crIJdit institutions, dalugation of powers to Branch Managers 

and fuequent discussions with th~ credit institutions. In tho 
tho 

cont~xt o~ increasing cloims,LCorporation may havo to considur 

suitabla dalagat-ion of pow03rs, computarisation of claims undor 

Small Loans (S5I) Guarantee Schema, 1981, atc. and cortain 

sugg~stions are made ~y us in this bahalt in ~ucceading 

Chapt3rs. 

2.16.1 The rosourc~s '0' the Corporation consist of throe runds 
FUNDS viz.,(a)Daposit Ins~ranco 'Fun~, (b) Crodit:9~Qr~ntae 

Fun-d and- (0) Gonur~l 'Fund'. 
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2.16.2 Section 23 of the DIOGO Act, 1961 provid es for th:, 

constitution of the Deposit Insurance Fund. ~his Fund is built 

up by (a) premium received from insured banks and interest on 

investments out of the Fund, (b) repaymc.nts received by virtue 

of its subro,;e.tion rights in regard to insurance claims ~laid. 

Provision also exists for advE'.ncE; b8ing granted by the llescrve 

Bank upto ~ 5 crores for the purpose of 'the Deposit 

Insurance Fund or the Crc:dit Guarantee Fund under Section 26. 

This Fund is utilised exclusively to meet the deposit insurance 

claims. Tho balance in the fund at Rs.284 crores at the E:nd of 

1986 constituted O.45f'o of th~ aggreg2te insurod. deposits and 

o. 33~~ of the tot al assessable dep osi ts. The year-wise d8.ta 

relating to thA Deposit Insurance: Fund are given in .Annexure IV. 

2.16.3 3ection 23.A of the Act, i.£!..g, provides for the consti-' 

tlltion of the ere. di t Gun.r~nt€.G Fund ,wIlich is built up out of 

(a) guarantee fo&[ r~C0i~ed by the OL~por~tion (b) all amounts 

receivGd by the Ollrporation by virtue of its rights of subroga

tion in regard to gURrantee cl~ims, (c) all incomc' ariSing from 

the invcstments made out of that }'und. This Fund is used for 

mceting the credit guarantee clf-.ims. Th", balanc(. in this Fund 

stood at 11$.189 croros at the end of 1986 after making provision 

for m:,(;ting liability of claims upto the end' of 1986 under all 

its 6 cr.::;di t gur:l ra(l ter~ s chemos. The ne t su rp Ius of Rs .188 

crl)rE:s which is in the nature of reserves for claims co neti .. 

tuted 1.05~'o of the total advances- covered by thE; guarantee 

schemes of the;; Corporation at' about Rs.17,943 crores. Tho year

wise d::ta relating to the Crt:di Guarantee Fund are given in 
\ 
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Annemre VII. 

GENERAL....FUND 

2.16.4 In add.ition to' share caoital all receipts of the 

Corporation other than those referred to under Section 23(1) 

(Deposit Insurance Fund) and 23A(Credit Guar?ntee Fund) of the 

Act, ibid are credited to a Gent;;ral Fund under Section 24 of the; lLct . 

. The Corporation meets its staff and establishment expenditur8 from 

the income derived by way of interest on investments in CentL~2.l 

Government securiti~s made out of its General Fund. 

2.16.5 In terms of Sub~Section (1) of Section 4 of the DICGC 

Act, 1961, tht. authorised capital of the Corporation shall 

be Rs. 1 cro re but the: Cen tral Government may 1n cons ul ta tion 

with Reserve B8.nk of India increase such capital from time to 

time so that thG total authorised capital shall not exceed 

&.50 crorGs. Sub-Section (2) of the Section ibid, also provides 

that the fully paid up capital shc.ll st'\nd nllotted to tho RBI. 

The Corporation which started its work ins \',":'+'1 an initial paid-up 

share capitEI of Rs.l c 'Oro raised thE sam; to Rs.l.50 crores 111 

1972, Rs.2.00 crores in 1975, Rs.IO crores in 1978, ns.15 crores in 

1981 and to :'.5.50 c:rores in 1984. Whil~ the: raising of capital in 

1978 and in 1981 was considered ncc~ssary for meeting the 

additional staff and esta blishment expendi ture etc., its further 

raising to Rs.50 cror~s in 1984 was n(:cessitated consequent on 

the Corporation's l3.aeumirg r6sponsibility releting to the credit 

gue.rantee for snaIl-scale industries from' the erstwhile Credit 

Guarantee Organisation of the RBI with ef:!"cct fr'Jm 1 'April, 1981. 
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2.17 The management of the Corporation is vested in a 
. 

MANAGEMENT Board of Directors consisting of 9 members 
.AND 

ORGANISATIONAL v1z.~ a, DeputyGo~er~or. of~tho-Ro90rve Bank or 
SET-UP 

India (who is the Chairman), another 

officer ~presently an Executive Director of the Reserve 

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

of the Centrel Governmont nominated by the Government, 

end 6 non-of~icial Directors nominated by the Central 

Gov~rnmant in consultation with the Rosarve Bank having 

epecial knowledge of banking, co-operation, finance, 

acco'Intancy, law, small-scale industry or allied fiel~s. 

_The Board is assisted by a Claims Commi ttee consisting 

of th3 Reserve Bank nominee Diroctor, 2 non-official 

·Directors arid an eminont benk~r. 

In the forogoing paragraphs, wo hav~ mada a 

APPROA CH T,O 
THE PRQBLEM 

dotailod roviuw of tho Ouposit Insurance 

and Crudit Guerantoq·Schomos as op~ratad 

by tho Corporation. Somo of thu future trunds which can 

bu discornod from thu currunt banking situation aru as 

undor: 

i) Thu omphasis on priority s~ctor advancos and in 

particular on povurty alloviation programmus will 

continu.o. Thus, tho total q'uantum of priori ty sector 

ad~an cos to b~ gu.aran tOud will constantly bo on.thJl 
incroaso. 

ii) Ovur e p~riod of yu~rs. thu sizu of viablo small-scalo 
units is likl:lly to increaso, owing to Bscala.tion of 
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costs. Corruspondingly, the quontum of advancu is also 

lik~ly to go up and th0 monut8ry cuilin~on claims may ruquiro 

ruvision from timu to timu. 

iii) It may bo nucuss~ry to continuously struamlino procudurus and 

rusort to computorisation on a largur scala in ordur to capo 
up with thu largu volumu of work and rundur moru ufficiunt 

sorvicu to cliJnts. 

In thQ light of.thu abovu, th~ CommittJo fuuls that buforo 

making its rucommundations for r0structuring thu Corporation's 

SCh_mas, it should formulatu its bcood approach, kUJping in viuw thu 

objuctivus on which th~ sch~mJs havo boun framud and opurot~d in tho 

pest. and thu um~rging scunorio. Thu approach of tho Committuu is 

accordingly spult out bolow: 

i) Sinc~ thJ schomus orJ to bu workud on tho principlu of 

insurancu, whuru good risks offs~t tho bed onus, thu covurego 

should bu as widu aB possiblw to unablu 0 pro~or divu~sifi

cetion of risks. Howuvur, covurcgu may bu uxtundud to 

instit~tions whuru a fair dugr~u of control can bo uXJrcisod 
ovur thuir working. Accordingly, as for as thu duposit 

insurcncu schu~u is ~oncurnud, duposi~ of 011 duposit OCCGp
ting institutions undor thu closo supJrvision and control of 

tho Rusurva Dcnk, including ~ublic soctor bonks, should bo 

covorod. Similarly, as rwgords thu crud it guerantuu schwmoa, 

all ndvancus to priority suctors os dufinud by tho Reserva 

Bank should b~ coverod ond accordingly all institutions ungagud 

}ri financing priority suctor including turm lunding 

institutions such os SFCs should bu covurud. 

ii1 Th~ Schumus should bu so duvisud that gruator bunufits accruoto 
smollur and weakur soctions of thu sociuty and crodit flow is 

encouragud towards thorn. Appropriotu provisions should bo built 
into thu schumus~ such os cuiling on duposit insurance covor, 
cuilings and sub-cuilings on .cloim liobilitY,diffuruntiol end 
low~r fuus for small borrow~rs utc.,to givu ~rfuct to this 
objoctivo. . 
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iii) The Corporati'Jn should not tnke over tha en th'G onue of

risk am there sh'Juld be a proper apporti'Jnrne~1t of risk 

betwben the C0:,,:,}:r..,tion end the crc1:I.t institutions. 

i v) The Schem~s should be operated on t he principle of 

viabili ty. However, since the credit instituti 'Jns 

are also required to lend for socia-economic purposes in 

pursuit of national objectives which ente.ils a higher 

degr.ee of risk, Governm&nt of India and the Reserve 

Bank should pro vide ne cessar.r financi al sup.por t. 

v) The SchemeR may be restructured in such a mannGr that 

their us efulness and a tt racti veness t') the ir client ale 

are enh-:n cede 

vi) Th0 administrative cests of operatirlg the Schemes 

sh:Juld be kept as low as possible by constantly· 

r\jvicwing ihu proc edurGs and us e of modern information, 

technology, where ever necessary. , 

vii) The Corp oration should render pror ?t and afficiEmt 

service to its clientole and ensure prompt settlement 

of claims. 

Based on. the approach as outlined above, the Committee has 

~ade v~rious roco~nendations in th~ succeeding Chepters. 



PH.a..PTER - III 

Depo~it _t~~rance Scheme 

'.1 Deposit insurance may be broadly defined as the 

guarBl'\teed repayment of deposits in the event of the 

inability of an institution 

Introduction accepting such deposits to 

meet its commitments. 

The primary Objective of deposit insurance is to provide 

a measure of protection to small depositors from the 

risk of loss of their deposits arising from the failure of e 

bank. Thus. the under 1 y ing. idea is that small deposi tors 

who have made banks the repository of their savings should not 

. suffer on account of impairment of tho capacity of the banks to 

re~ay such deposits. The need for special protection to small 

depositors assumed importance in the context of the need for 

promotion of savings habit particularly in the rural areas and 

mobilisation of resources by banks which could be utilised for 

purposes of national importance. Deposit insurance is intended 

to help in sf:feguarding inter~'sts of deposi tors and in infusing 

confidence in the soundn~ss, strength and stability of the 

banking system, compriSing not only the bigger public sector 

b&nks 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 nationa.l economy. 
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3.2 The main 0bject1ves of the Deposit Insurp.llCL! JchcL1e e_r~ 

therefore, (1) to protect within limits the balances of depoo~torn 

in the even~ of bank failvres; 

Objective ( ii) to encourage su.,rings and mo '.Jllisa ti (;"4 

of resources through the banking system ~nd 

(iii) to increase the confidence in and ensure stability and 

growth of the banking system. 

The Committee made an indepth examination of the issue of 

whether the deposit insurc-nce cover should be extended to all 

banks an4 also the scope for incre6se in the coverage and lowering 
, , 

of insur~nce premium etc. and accordingly observes as under : 

3.3.1 ~:he CommittE::€ first took up for c0nsid';ra'~ion one of the 

basic issues of whether there is need for continuance of the 

Deposit Insur.:mce Scheme and if so, ~~1?-tlther public sector banks 

whioh are Govt. own~d institutions should continue under the 

Deposit Insurance 
Scheme - Need for 
continuance -
»eposite o~ public 
sector bank8 

purvtew of the Scheme. In 1961 when the 

Scheme was first intr":iuced, it was decided 

that since deposits in SBI and its subsidj:,-

ries are legally not guaran'~eed by GoVeI'IU!l€'llt 

and as these banks have to funotion as commercial banks, there is 

no reason why they should be exel uded from the scheme of 

insuranoe and be ~iven any special status merely on the ground 

that their capital is owned by Government of India/RBI. 
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Subseq'.lently, ,iin 1971 after ne.tionalisation of 14 major 

cOIIlIilercial banks, it was again observed that although it was not 

likely tha.t any of the public sector banks may go "into liquiue.·~lcn, 

1et'consideril~ tha v~rioUB typ~~ uf 1~ck8 (like large scale 

defaults, industrial sickness, frauds €. ,c.) the possibility >1 r-:n.y 

of these bru1ks having to fatJe financie~ crisis and being merged 

wi th stronger units could not be ruled ou·t. Fut'ther, the B~nl..ing 

Companies (Acquisi tion and Tranf1fc,r of nndertD.kings) act, 1969 

~ges ~ot prmr1de for any enarantee to "thp. depo:=i tors of public 

seotor banks. In the evcnt of failure mer~ly becG.Use these, al'O 

Government owned undertakings p:t:'otection will not be aveilable 

to depositors. While we concur with the 'foregoing, we have further 

oonsidered the pro~ and'cons of this iaauo and have to observe 

as under : 

~.'.2 While it may be diffi.cult to ostablish any direct 

relf:l,tionship between the' increase in d~'pos-1 ts and insuranoe cover, 

nevertheless we 'are of the view that peposit insurance could be 

_ ,s aid to he.·,)' played an effecti "fe albeit silent rol'e in the 

mobilisation ~f reSO',rCElS by banks over the yeClre by infusing tho 

n88dB~ confidenoe in the minds of tho depositing public particularly 

small investors a~d those in rural areas to ret~in their savings, 

in the fO:fDl of depoe! ts wi thill the banking system. The need for 

~ontinuanoe of insurance cover assumes added importance to attract 

deposits to the banking industry in the light of the highly 

oompetitive envi~onment and the aiternate modos of lucrative 

investment. e.g., PTI 'Certificates, National Savings Certifioates, 
• . '1 
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20st Office Savings Certificates, public sector bonds, etc. 
I 

Al though, no doubt, as per the RBI stipulation, bc .. nks hE'.ve to 

maintain a fairly high level of CRR/SLR, this docs not nec(:ss2!ily 

amount to insurance t..;.bai.i1St failure of any u..J.nks. In fc::.ct, SulLL 

banks do not comply \.1 th the prescrib...:d liqui 1i ty l requiremont.~ 

on many occasions. While the questicn of diS'·~imtinu...l.llCC of the 

deposit insurance· scheme should not,therefoT8, be contemplatod, 

there are severel rec::.sons \'lhy we feel pualic 80 ctor br.nks should 

continue under the Schewo. In 1936, out of tl1(J total insul':_'n<..:c 

premium of Rs. 43 crores, commercial lK'.nkS 8,ccountcd for Rs.38.85 

crores (90.4%), co-operative banks for ~.3.62 crores (8.4%) end 

RRBs Rs. o. 53 cro re (1.2%). Out of the total insl~rancc premium of 
~ 

Rs.38.85 crores of the cowmercial banks, 91~ was contributed by 

S BI and othe r nationalised banks alone. The schume opera tGS on 

the principle of insuranco, riB.':, thp.t good. risks \,lill pay for 

bad risks and to operc::. te any insur8Jlce scheme, the re has to be 

a proper mix of larger and healthier units together with smuller 

and less hea.l thy ones. Restrif"'ting covtJr2.ge"f the scheme by 

excluding public sector banks \'lould IGave loss them 10~o ·of the 

deposit in the banking system under the Scheme ,--nd would thus 

shake its very foundation. It is to be notGd :!ore: th.:!.t the 

Deposit Insurance Fund formod O.45~ of insured deposits o~y in 

1986 and this percentage cannet be deemed ~\.s udequnttJ when vib-,'led 

against the background of the Gxtension of the schome to smaller 

insti tutions such as HRBs-, co-operative banks e.nd the rath.::r \,leak 

ratio of owned funds to totc..l deposi ts in t he bankinG system. 



53 : 

Assuming that public sector ~anks were to be legally permitted to go 

outside the scheme, foreign banks operating in India would have to be 

similarly exempted as the Corporation may not have a justifiable 

l'Cllson to forcG them to continue. i~n addi ti'Jnal dimension 

thE!t nceds to be tE.kon intI) c-.ccount is the fact that insuranc0 

of' depoei ts of only baIL'4::s other thcm the publi c sec tor b2.nks 

may give an impression that the f'O'l'I!ier... insti tuticns are weak 

banks nnd deposi ts with -l:;hcm are not 8ccure. In ether countries 

too, where deposit insurance schemcs are in oper~tion, 

participaticn in the scheme is compulsory for all recognised banka. 

Apart frow. this, the DelJOsit InsurMcc FU'!1d 11£'.S ')thcr U~d6 ruld 

in times of exigonci0s, ~1e same could be used to T0lieve the 

presaure on the Credit GU2r::::ntee }uncl which is being opcrated for 

the benefit of ell bunks ,'nd "rhi ch may come under s tr2.in o",ing 

to the large inflow of gu~r&ntee clnimh arising out of massive 

landings unGer special prO€;r2.illilles. T8.k:ing into .r..ccount R1I the 

foregoing, we E!re of the firm view that the Deposit Insur<..:l1co 

Scheme in its present form s~ould be continued for ell bunking 

institutions end. that the deposits of public sector banks should 

not be excluded from the purview of the scheD~~ 

3.4 The next issue which has been considere~ by the Co~ittee 

IN StIlUili CE 
COVE~GE 

is whather the' e~.is ting Ilonetcy:'Y -

ceiling of ~o30,OOO of insurance cover 

should be sUi te.bly enhanced 0 
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,.' The d'eposi t insurance coverage was lim! ted to Rs •. 1 ,500 

ini tially~ 'The cOverage,)wns subsequehtly raised to 

Rs .5,000, He. 1 0,000, Its. 20,000 2I1d lis" 30,000 on 

1 January 1 968, '1 April 1 970, 1 July 1976 and 1 July 

1980 respect.ively. As at the close of December 1986, 

the insured deposits at the present coverage of Rs.30,OOO 

aggregated Rs.62,878.1 crores forming 72.9% of the 

aggregate assessable deposits. In case the insurance 

pover limit is· raised from Rs.30,000/- to Rs.50,OOO/-

the deposits that would be insured would rise to 

RS.67,728.1 crores forming 78.6% of total assessable 

deposi ts. This would raise the extent of insured 

deposits by 5.7%. To assess the &ctual impact of an 

.nh~oement of cover on the finanoes of the Co~oration 

the incidence in case higher cover were to be provided 

for brilks which have been recently merged could be 

useful:] examined. On app:ication of the upward 

revision of limi+- of insurance cove'· to :rls.50,OOO to 

"'lIhe actual case of a private sector bank \'Ihich was 

recently amalgamated with a public sector bank, the 

amount of insurance claim admissible would rise margina

lly',froe 18.2.26 crores to ita.2.58 crores. The higher 

value deposits do not constitute a significant percen-

,tage. ~he Committee notes that the last revision in 
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the insurance cover was wade in 1980 ioe., seven years 

ago o Even taking into account the inflation rate, an 

upw~d revision of the deposit insurance cover is 

justifiable. No doubt, an ideal si tuation woul,d be to 

cover cent per cent deposits but this may prove 

impractical and costly., Moreover, the objective of 

the Scheme is 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 

~.50,OOO taking into account 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 psychological satisfaction 

derived by the depositor wO'uld be substantial and this 

may serve as an added attraction for retention of 
, 

deposits with the banking system. The Committee 

therefore, reoommends that the deposit insurance ,cover 

bo increased from Rs.30,OOO to Rs.1 lakh. This may 
( 

be made available as hitherto per depositor in the same 

rigbtand same capacity in each insured bank. 

'.5, A registered insured bank is required to pay for 
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the cost of inSurance through half-yearly assessments 

INSURANCE 
PREMIUM 
RATE 

based on its total assessable 

deposits, insurance premium at 

Ro.O.04 or 1/25th of one per cent per annum. The Committee 

examined the matter whether existing insurance premium rate 

could b~ reduced further and/or the premium could be charged 

on insured deposits rather t~an assessable deposits and is 

. of the view that no change is called for either in the 

premium rate or the base (assessable and not insured) of 

such depos its excep t poriodici ty of payment. (vida para 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 thereunder,!f and when they ariss, 

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 

inception till the end of 1986 amounted tri ~ 15.29 croree 

in re~pect of com~ercial and co-operative ,banks. While the 

Corporation did not receive insurance claims from any 

commercial bank during 1911-84, the position radically 

chan~d in 1985 when 4 commercial banks in the private 

seetor WLre amalgamated with public sector banks • 

. jnder these Schemes of amalgamation, insurance claims 
. 

Jestimated to be lodged with the Corporation are of the 
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order" o~ Rs.72.6 crores or one-fourth the total "amount 

of Rs. 283 .81 crores to the credit of the Deposi"~ InsUrahCG 

Fund' dot the clof:le of 1-980 W!iiC~l :? .... :2.1C ," 3.S b()0n gradually 

built over the last 25 years sin e inception of Deposit 

Insurance Corporation in 1961. Secondly) 8.S tile 
I 

Committee has recommended that the deposit insurance 

cover be raised to Rs.1 laId!, the dlaim lia'uility }i"ould" 

grow corresj.J0ndingly, if and vThen a claim is lodged in 

the event of bank failure, schewe of amalgamation etc. 

Thirdly, as dlscussed earlier, the Deposit Insurance Fund 

provides an additional cushion for the Credit Guarantee 

Fund. Fourthly, although the bICGC Act, 1961 authorises 

levy of premium upto a maximum of 15 paise p.a. per 

rupees hundred it has been kept very low at 4 paise at 

present. The ~eposit Insurance Fund at Rs.283.81 

crores as on 31 December 1986 ~orms only 0.45% of insured 

deposits as against t.19% in U.S.A. The size of the 

Fund is lQ'tv psrticularly in vie'\'T of the extension of 

the Sche~e to smaller banking institutiona and the 

rather weak ratio of the owned funds to total deposits 
\ 

of the banking system. Finally, as would 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. 
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Ihsurance premi \DB 
p aya ble to the 
Corpo~at1on at 

(b.mo\Ult in Rs •. ~ cror.s) 
Insurance premium 

on to tal assessable -::':::;O""n--i-n-s-ll.-';" 
deposits of red 
Rs.86,213 90 o.eposlte 
crores of 

Rs .62,813. 
13 crorat) 

(i) 0.04 p. 34.48 

25.86 

17.24 

25.15 . , 
(ii) 0.03 p. 

(i1i) 0.02 p. 

(iv) 0.01 p. 8.62 

18.86 

12.57 

6.29 

Note Deposits huve been taken as per the 
I reporting 

:f'igu~·es .:turD1.shed ·lrf"regi stered banks 

tor June 1986. 

3.6.1 Non-ba~~ing companies accepting deposits ~re 

EXTENSION OF DEPOSI'l' 
INSuRANCE SCHE~·LE :L'O 
DEPOSI~l:S ACCiilF'fZu BY 
NON -:&liKING 
COMPANIES 

outside the purview of 

the ScheLie. 'l"he 

Committee, therefore, 

eXB.i..linen ~he question of 

oxtr~ding the insurance 

oover to the deposits of non-banking companies as these 

deposits are substantial in volumG anj the holders of 

such deposits arc smaller depositors. Our views on tho 

matter are given bolow : 

Out of 1,07,155 non-banking compani~s as en 

31 March 1985, 91,797 companies wero non-financial 

comp~1e8 and 15.358 wore financiw. companies. However, 
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only 7,508 non-banking companies have reported their deposi t 

figures to the Reserve Banlco According tv the infonna-Cic·n 

available with tJ.le Re.3erve Banl: abbr(;L.~te deposi ts of 

reporting non-b...illking companies af. on 31 Ha:cch 1985 

aLlounted to Rs.16,140.4 crores as_against Rs.72,571 cr')res 

held by all scheduled commercial banks and formed 22.2~ 

of the dep osi -~s with all scheduled cOLlLlercial banks. Of 

the tct21 de!)osi ts of companies at Rs .16,140.4 crores 

those aggregating Rs.13,325.1 crores were exempted deposita 

i •• ~ borroWinSI tram Dank. ~Q f1nancial institutiona, 

moni •• reoeived trom O.ntral Gov.rnm.nt, Stat. Governm.nt 

or forel.p Governments, inter-oompany borrowings, 

security.deposits, advances received against-ordera etc. 

3.6.3 The Reserve Bank exeroises regulatory powers 

for deposit acceptanoe aotivities of non-banking 

finanoial companies. The scheme of oontrolby the Reserve , 
Bankwhioh is operative at present envisages regulation 

of deposit acceptance from the po:tnt of view of their 

tenure and quantum in relation to the net owned funds 

of the companies. The Reserve Bank, aocordingly, 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 liability towards deposits as and when they aocrue. 
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~ 1.8 '-In' r, 98';;' a '!l'~w ChEtpt'~r< 'lIte _r~tIs: -1nseftect' ±n the: :RBI Aot, 

'1~'4 il-'-8~aking to; prdHfbft 'S:c'ce p-tah'cEi" ofd-'6:posf te' bY' 

un1ndBrportitEki' r bddie-s 'eJ['cept'-"trcifu '-1\' '-r~_ .... ~ ted' nUmber'of . 
J 

depoe! t()r~ d~por.lftlg!Oh 3the::ria'1f\l1:t$"'.>t "the- UO'(1 \ ti.z.-,- :an f 

"iiid'fVici1iu~;m·a11adee'-pti:dep.o-s£ts-'ffor!· -not ,niiore: thci.n2-5· ' .~. 

de~ito:fB',' i:while:in'~the' dEiate"'o'fI."'E,\: ptfriiniership ·finb;uA-. " 

1Iieorporat~'d 'ass 0 ci sti'on ')c)f- flfh~dfv£dti'ais ~ ·then·umber ~=:o£ 

depotff'"brs haw"beel'l ffxeti a-t '25;';per partner lindi vidual 

oj'lhf'8~8t bte":aiElilaxinftim 01':'29<) dep()s:htors), .:-thein"ten1;:tGn ' 

bei~gc;.ifdi'pI'Ei~t;~'~-;e~t8h~E) <:OfI:-'depOS-i'-Ls'£rom-' .aiarge r 

nti~sdf:':"uriWa:~t arl&;:flfl,lt'e:ila1i1ff :\d&Jyos it-tire.' ;'" " 

,.6.4 ~h~;rte~~~~~ ~a.i*[lrs~-~\)l;e~p6;cJ:edf'·to take> !a'ction 
,,~j"5 c.· .... ~~.~l ·t::.~·lj'3_::,:-!.C (I~-,.r!;"-\':Ji c.,-- ...... L.-I.L.- r:, ~ 

against the defaul tlng non-banking, non-financi'al COlQI)anicis 

in vieW-:;ofo >tho 'faC"t' that 6tliat: ldofttrG'1"-'Ovor' -'them is '~xa.llclsod 

by Govermnen~' ::of . ~ndiJa- amf,itfte-fr "li~8f"t...a~op1ranOe ; '.'" 

~efMit±'~ Sore !rtii:grilatffd' tr.Y:~~~cnt ':ul'id'&l""-theConipan1.es 

( A c%'tf; ~8.nc:e" lof'DepciSl 'fa Y 'ffili-Je'Si, J "915 1: s ~ t'ed in G xCl"'Ci sic l"':{ 

of thd:pow~rs ''V~'t~'cf' rri' 't~m'tinffi lSeC't'idn 58A' arid 58B 

of thJ;·Compartios "A'ct ."1'95-'6. i',We' ~rorle of'adul1nistel.'inE-, 'J 

us :Wd8'~;j'Jtules has' -ib~titf: orl'tJftis ~'d" ~;!.th'e,i·Registri'·tr8· of -' 

CompanieJs' Jin vri.rf~,dsta.~E;:fi,.0 d1l'fuW -liane>' '-provie1,ori·1n 

, the :~mpani'es; ·Al.~,·ilbl"' ah! WgoifWg cpro'COlg's : of:, insp&dtlon 

of ~anf~' for' !li)6king fiitd .cthe~l1finaricial· LpOBi·tforio1,)~ 

tho dOitipani'es:'W1th l, a\1-1c,,' l~oLc-d-e:tcrminingwhe'-ther ,thefr \ : 

L J _, : ' 
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affairs are conducted in a manner detriIilental to t:,e 

interes ts of their Iilembera and de:oosi tors, if any, and t~'le 

inspec,;ion is undertaken l,.;poradicallv only \'ll"~e:.:1 the C'9ntj:.'~;k] 

Government is cr·lvinced about the need for such ir..specti'J.:13. 

~.'he Clair ba.81~ for extendinE; the Depoe! t Insurance 

SCh€H!le to com,"!lerci al banks and certain selected co-operati V'e 

banks "r~~fi the ";::.rious centrols exerci sed by the Rescrve-

Bank o"ve'"!. th~ '!"ndlh::t of affairs of t~lese banks, ";1hich 

e~sures t:'lcir s ... "'.tisfactory functioning and ccnsequently 

mi.nimise:; e;~posure to ricks by the (;or:;?ora:ti on. Such 

supervision also envisages initiating steps to Jrin6 

about i:lprovecent in the working and conduct of affairs 

of a benk, lfherl3 necessl:.~ry. 1:1 p;::rticular, the Reserve 

BanI: enjoys extensive powers for exercising a fairly 

rigid control aver their man8.gelJent, working a.1'ld funds 

through its statutory pcriodical in~pection and information 

system made applicable to banks and gets the feed back 

rele.ting to deploymen t of funds available ",i th the 0 , 

~nabli~g the Bank to ascertain whether tha various 

instructions given to the banking system relating to 

credit plannin[ are carried out or not. The Reserve Bank 

also has au-~hori ty to give specific directions tcthe 

banks and, whenever necesi;»a.ry, officers of Res(!rve Bank 

arc deputed to observe the bank's afi~irs. On the contrary, 
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80 far as the Reserve Bank's control over non-banking 

financial cOlapanies is concerned. the Bank is having lim:!. °i:e : 

power~ ~.n regard to supe~.sion of the conduct of businest:t 

by these COl!lpaniP8. The Resc~rve Bark has no control ~)YE)r 

the deploycent of funda of thQse corcpaniee F.nd is not in 
, 
a poeition to know how these funds are utilised. ~I.'he :dank 

mainly oversees compliance with the directives, but does 

not conduct any in-depth eXB::lination of tho financial 

posi tion and "\"1orkill{;. of these institutions. 

3.6.6 The Raj Study Group on non-bankin~ companies (1974) 

which examined the issue did not favour the proposal. for 

insurance C0ver 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 cocpany 

deposits, the same protected status as has been conferred 

on bank deposits. The Group had added th<.t a degree of 

risk is an incv-i table concoci tcmt of ~u.e.her interest rates 

offered on compar'J deposi ts and ins<..lar as ins urance of 

deposi ts with financial cOfi1panies lfaB concerned, before the 

question of extending insur8.nce cover to non-banlting 

companies was considered, it would have to be ensured that 

their methods of operations were standardised, weaker 

units were weeded out by amalgamation or o.therwise and 

their working was generally put on a Bound footing. The 
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Reserve Bank has also opined that the regulation by the 

Government or RBI of deposit acceptance by these companies 

toucheb only 2 fringe of the problem a!ld deposits wi th no:'1~ 

banking compan1€.5' do not serve the same social objecti vas 

as bank deposi ts, which are directed into socially deBiraL:"I~ 

channels and therefore, there is no reason why the former 

should be treated on par with bank deposits. Th~ High

P01vered E::t:pert Commi ttee Get up by Government of India in 

1977 for reviewing the \Torking of the Companies ~ct, 1956' 

and i1RIP Act 1969 ( Sachhe.r Committee) had earlier sought 

the vie'\ols of .the Corporation on the subject. In December 

1983, the Government of India, Ninistry of Lau, Jus-~i ce 

and Company Law Affairs -<. Departmen J.; of Company b.ffairs) 

had approached the Corporation to consider providing 

insurance cover for deposits accepted by non-banking 

companies as the Government had be~n receiving complaints 

from the public for non-payment of deposi ts by companies 

on maturity. The General ILsurance 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, which was in the 
/ 

n~ture of financial guarantee. The Corporation had then 

advised the Government of India that the werking and 

_,deposi t acceptance acti vi ties of the non-banking compania s 
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were not organised systematically in the sense that there 

":as no statutory provision for their inspections v.ritll a 

view to ensuring that their affair~ ~ra not conducted in 

a manner detrime11tal to the interests of their members and 

depositors as is being Clone in 'the case of banks. It 

would be necessary for the Corpora-'.:;ipn to be satisfied 

about the above aspect 3ince as ':an insuring organisation, 

the Corporation has to ensure the health of an insured 

body. The Corporation lIould not be in a position 

financially or othenTise to set up the elaborate 

inspection ~achin~ry necessary for this work.' 

3.6.7 .?rotection of insurance is availabJ.e to non-banking 

institutions in other countries. ~'hus in U.K. insurance 

cover is provided to the deposits accepted by licen'sed 

insti tutions besides bank deposits.. The te:..~m 'institution' 

is defined by Section 50 of the BankinG ~ct 1979 of the 

U.K. a~ a body corporate, or a partnership or any other 

association of tpo or more persons formed under the law 

of another me~ber state including a recognised bank. A 

lic~nsed instituion in U.K. has to get authorisation from 

the Bank of England in order to c2.rry on deposit business. 

The Ban!c of England has pOl'mrs under the Bankint; Act, to 

inspect tho books ~d papers of the licensed ins ti tutio,l1s. 

Inspections are carried out in regard to the institutions' 
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management in:f'onnation, '."ol:trol systems, adequacy of their 

credit control procedurea and the quality of assets. If 

the inspection reveals deterioratio~ in the working of the 

institutions such as (a) failure 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, (d) failure to comply with 

oonditions attached to the licence issued by the Bank, 

and (e) inefficiency of the directors or control~ers etc., 

then the Bank can revoke the institutlon's licence. The 

Bank bas also powers to give directions to the institutions 

limiting the scope of its business in the interest of 

. depositors. As nt the end of the financial year ended 

28 February 1986, the number of licensed institutions, 

which ara generally banks of smaller size wi~h no diver-

sified business, was 304. , 

3.6.8 The Committee has examined this issue in all its 

aspects and is of the view that the control of the Reserve 

Bank' (N'er nO.l.l-banking lnsti tutlons i9 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 and compliance with directives. Conduct of such 
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inspoctions with Q limitud cov~rQgu dOQa not givo tho Bank 

thu nu~dod insight into thu working of thu institution and 

perticulorly its funds mDnogomont which is oasontiol prior 

to any uxt~nsion of doposit insuroncu covur to tho bank • 
. 

In8urancu of duposits of non-banking componiu9 without propij~ 

and odoquotu control ovur thuir ovurall opurotions would bo 

fraught with gravu risk. Tho numbur of non-banking companio8 

is largu and aport from thu coat involvod, it may not bo 

administrot.ivuly fuasiblu for tho Corporation to sat ~p on 

oxt~nsivu inspuction mochinury which would bo ruquirod for 

tho ~urpos~. Invostinn public untrust thuir ~ayings to such 

institutigns mainly lured by th~ highar ruturns and buing in 

full aWQrun~S8 of thu risks inhurunt thurain. It is, therafora, 

presumed that they would have carefully weighed the implications 

of their investment decisions. Protection of such ·deposita 

may a1ao lead to a drain of daposita from banks which hava 
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well established oethods of operation and would u111tate 

against national ob.jectives. It would not, therefore, be 

desirable to plar.e non-banking compf1.nies O!1 par vith banks 

in this regard. T~e Committee, therefore, is of the view 

that extendulg deposit insurance cover to deposits of n~n

banking companies or institutions may not be considered, 

at the present juncture by the Corporation. 

'. 



CHAPTER IV 

4.1 Tho id3a underlying tho introducti:ln of tlhl Cradi t 

Guar~ntoe Schemos was to provide incuntiv9s to banks and 

RATIONAL E ~th~r fin~ncial institutions t~ lend to 

sm2l1-sc)lo industri9s 3nd small 

borroUJurs, p3rticul=.Irly thoso b.Jlonging to th8 w8akor and 

hithurto nogluctud swctars of th·.) 5ucioty. Tho gUD8ral 

ob Su rva tion h ;~s boon th n t 3 uch b:Jr rJ'ua r s .) i th 'C1 r LID not h avo 

any ~ccoss to institution)l financw or anly limitod access 

thureto b~~8U5u, firstly, tho administr3tiva coots of lending 

to thom ~nd monitoring ~f such loans aru vary high and 

secondly, the c~sts duo to failuru of borrowors to sorvice 

th~ir dobts could bo sizoablo. Th~su c~sts may cut into the 

pr~fitability of banks and hlJnco r09ult into hositance on 

thJ p~rt ~f crQdit institutions to vonturo in such 

financin~. Cradit ~uarantecs halp in ovorcoming soma of 

thoso problems, ospoci3lly tho pdrcoivod high risks of 

londing to such borrQw~rs by providing a degree of 

prot~ction to landing institutions against possiblo lassos. 

Crudi~.insuranco procoads ~n tho basis of pooling of risks 

and thu institutions aharD in agroed propurtion the 

risk arising from non-r~paymunt of tho loan. 
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4.2 The Corporation is operating six cre(Ht gu"rantee 

schemes - five for small. borrowers (firlfJnced by com~"erci~l 

ba~k1:1 inclurl ing RegiC'na 1 Rural ;:::anks, 
OBJECTIVES 

co-tJper::ltive soci,:.;tic~, CO-OpCT': tl-i~ b:mks 

and State Fin:.mcial Corporations) and one for sm;>l J.-scale 

industrial units (financed h~r C'll the abov~ crf~dit instltutions 

except the Co-op(~rative socL~tie.s). 'fhe following ar3 the 

major objectives of the Sch~mes 

i) To offer a degree of ?rotection to the credit 

institutions against possible rlsks in respert of their 

advances to small-scale industries and small borro~Jet's by 

providing for the sharing of risks between the credit 

institutions and the Corporation. 

ii) To enable cradit institutions to replenish 

locked-up resources. 

iii) To give psychological support to the credit' 

1nsti tutions for fin(lncing the borrowp-r of sma 11 means or 

no means who was neglected hitherto. 

1v) To strength~n economic growth by developing the 

small-scale sector .... 'hich has ':lot a large employm.::nt pot~ntial. 

4.3 The salient f~~tures of the Credit Guarantee Sch~mes 

and the prograss, etc. have bean dealt wlth in detail in 

Chapter II. The Committee is requir~d to exam.ine the toC)rms 
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and conditions on' which credit guarantee cover is provided 

besides examining the rationalisation of the level 

and structure of gU~I,rantee fee and scoPe vi guarantee cover 

so as to make the schemes viable and also to ~xarnine 

operational probloms, if any, experienced by the participating 

credi t insti tutions. ~Je according ly examine these aspects 

in the following para~r~phs = 

4.4.1 OVer 90-;~ of the banking system is now nntionalised. 

CREDIT GU~·~NTEE 
SCHEMES - I;E;.;D FOR 
CONTlNU.IU\iCE 

Public sector banks ht,ve lent more 

than 40% of their total n2t lendings 

for priority sectors and working of the SFCs has stabilised. 

Both the banks ~nd SFCs could, ther2.fore, be said to have 

built up the n~cessary exp~rt~se in financing of priority 

sector. A point that arises for consideration, therefore, 

is wh~thar there is a need for continuance of inCentives to 

these instit.utions by way of credit' guarantee to lend to 

small borrowers and 5SI units. 

4~4.2 Although it is difficult to quantify tha benefits, 

there has boen a substantial step-up in the f low of 

insti tution3l credit to the weaker sactions of th~ c:;:ommuni ty 

covered by the guarantee schemes which may not h2ve b2en 

feasible wi t:~out the guarant.:!e cover provided by the 

Corporation. The total advcncGs covered by the four 

guarantee schemes r-.;lating to sn:tall borrowers h:;-v.3 risen 

from ~ 208.39 cr0res as at the 2nd of June 1972 to 

Rs 10,445.97 crores a's at the end of June 1986. The 
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guarant "'ed advances to s~all-sc:'.le industri.es as on 30 June 

1986 amounting to Pos.7 ,497 .46 crores ~ho\"ed an increase of 

Rs.3,781.03 crores as comp.:1red to guarAnteed advances of 

Rs.3,71'6.43 crores as on 31 "ha ... ch 1981, \'Iile:l tl:e Govern.:l1ent's 

Scheme \/as cancelled. Creeli t Guar;:m·~ce SC;IC!!i!t?3 v;ere, no 

doubt, introduced in India .J.~ a tL,;e when there i;~,S not 

Inuch compulsion on the creeli t inst.l tutions to lend to the 

small borrowers and small-&cale industrial wlits which were 

high risk proposi tions. Banl~s have nOiI been financing 

priority sector5 for a considerable period of ti~e and, 

have ,gClineu the necessdry expartise to properly appraise 

and ,effectively monitor such lendings. l'jev2rt~1eless, the 

SbI Sector is still faced \"i t:l problems anc.i t~!er(? is a 

certain aiJOunt of hesitance in regclrd to finC:c21cing 

particularly the 5iTIaller segilu:nt of the 6ector. TIle less 

resilient of t~le ~31 sector \/:licLl co.upris,~s tiny industries, 

village & cottage industries in decent~aliscd sector 

would still re:.~uire credit guarantee ;3Ul)port. There 

woulu appea:c to be an even greater nee<.l fOl' continuance 

of credit gu,arantee schemes as far as the poverty 

alleviation schemes for the non-industrial sector are 

concerned. Tne overdues ~~der priority sector lendings 

have been of a fairly high order, constituting 20.4~6 of 

the total IO!3-ns outstandin"~s. In the case of direct 

agricultural advances of public sector barnts alone, tha 

percentage of overdues to de'.land was as high as 45.8% for 1985. 
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4.4.3 One of the benefits of the guarantee schemes is to 

place the cree it institutions in funds pending recovery of 

loans treated as bad. or doub-~f'ul of recovery. Even where 

there are ~rospects of recovery, institution of legal action 

for recovery is a. 1;ime co~sUiJ1ing and long drawn out process. 

In the meantime, credit institutions are enabled to replenish 

their blocl~ed funds. For all t~e foregoing reasons the 

Committee is of the opinion that there is cO::lsiderable ml~ri t 

in cO:ltinuing the guarantee schemes, partiCtl1arly for' the 

s,naller of the small scal~ sector. It may be mentioned in 

this connectio:l that the genercl consensus of opinion arnong 

credi t inst~ tutions with who,n the Committee had .d.iscus·;;ions 

'is that while there is need for some liberali~ation, the 

credit guarantee schemes shol..4lci contlnue. 

4.4.4 Credit guarantee schemes can be operated on a viable 

basis only when the risk is as wid~ly diversified as possible. '. .' 
The gUa:'antee schemes work on the princi~lc o~ pooling of 

risks and hence the succe~s of the scheme depends on as wide 

a coverage as possible. For this it is essential thst all 

credit institutions involveQ in f1na;''1cing the priority sec1;or:: 

are re":i.Uil"ed to participate in credit guar.:L."1tee schemes. We 
, ' 

have elsLw.,l1erc recommended val"ious modifications in the 
. " 

JcheIJles. including separate ceilings for' tt::rm loans and other credit 

facilities, low(;;ring of limits of loans outstanding for 
Collectio~l 01 .guarantee teo etc. and it is hoped ~hat with 
those measures the Sc~leme' -'-Jill prove attractivG to all the:: 

cr~dit institutions. 
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4.5.1 The Committee considered whether the 

INTEGRATION 
or 

SCHEMES 

existihg Schemes should be 

merged and only one or two 

schemes - one for small-scale industries and the 

other for non-industrial sector should be operative. 

This suggestion was earlier examined by the Sub-Group 

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

which recommended as under : 

"Only the scnemes which are being 

availed of by credit institutions on 

a sizeable scala may be continued and 

those schemes which are practtcally 

defunct may.either be discontinued or 

merged with other Schemes!!. 

4.5.2 Although the Corporation is operating 6 credit 

guar~ntee schemes, the major portion of total guaranteed 

advances' and claime was accounted for by tw~ schemes, 

viz., Small Loans Guara~te8 Scheme, 1971 and Small 

Loans (SSI) Guarantee Schema, 1981. The Service 

Co-operative Socioties Guaran~ee.Scheme, 1971 

has an extramely limited coverage. The 



I 74 I 

.guaranteed advances under thi's Scheme as '3t the end of 

June 1986 were ~ 0.72 crore formin~ o.oi% of the total . . 
guaranteed adv~nces·to small borrowers. Further, no 

claims have been preferred under the Service Co-oper8tive , , . . 

Societies Guarantee Scheme, 1971. The Small Loans 

(Co-operative Credit Societies) Guarantee Scheme, 1982 

which was fcnnulated for extension of guarantee 

support to the advan~es to be granted by the co-operative 

cr~dit 1nsti tut10ns at the priml\ty level for agriculture 

am allied activities was offered on a· pilot basis 

from 1 Janu2ry 1983 to certain select.PACSS and'J?LPBs/ 

branches of SLOBs. ,~lthough 2476 PACSs, 159 PWBs and 

200 branches of 'SLDBs ~ere found to be eligible for 
.. -

participation in the scheme, only 14 PACSs and 4 PLeBs have 

so far evinced lukewarm interest. 
, 

However, none 

of them has executed the ne~essary deed of agreement 

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

a period 6f more than 4 years, the scheme has not 

become operative • .There is .. little purpose in :continuing . 
such a scheme. 

; " 

. 've are therefore of the view that ,. . . 

both these schemes may be discontinued. 



4.5.3 The provisions contained in the undernoted 

three credi t guarantee schemes are slmos t similar and .the 

sectors are also common. 

(i) 3mall Loans Guarantee SFhe~2, 1971 

(ii) Small Loans (Fini'lnci.31 Corporations) 
Guarantee Scheme, 1971 

(iii) Small Loans (Co-operative Banks) 
Guarantee Scheme, 1984. 

The above schemes were introduced at different 

points of time for different types of credit 

insti tutions. \,li th a view t.o meking the schemes 

compact, all these schemes may be safely 

merged into one single sch2me for all credit 

institutions. The Small Loans (SS1) Guarantee 

Scheme, 1981 may, however, continue to r2main 

separate as the coverage is of a different nature 

and the qu3ntum of fin,mce' involv~d in respect 

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

sector' as given by the Re~erve Bank to bring about a proper 

ADOPTION OF PRIO
RITY SECTOR 
DE1INITION 

alignment bet'!'Ieen activities eligible 

under the Corporation's Schemes and 

those covered by the priority sector has been o8D81derea by 

the Commi tt oe • 

4.6.2 The Sub-Group has considered this suggestion and hAs 

recommended that the definition of priority sector (ret2il 

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 eligibility 

under the Corporation's Schemes. This was considered 

neoessary to obviate any confu~ion while classitying the 

activitioe under the appropri~te schemas. The m~jor 

differences between the RBI "priori ty sector'definition and 

tha t under the Corpor~tion' s Sch~mel!i ~I..l- ·~es to the followi ng: 

Activity 
(1 ) 

( a),Agriculture 

priorit) Sector 
(2 - -

i) Development Lonns 
(medium and long 
term to all 
planta ti Orii) 

However, RBI has 
advised all schedulod 
commercial banks 'that 
the short-torm finance 
provided by banke for 
traditional plantations 
(i.e.tea, coffee, 
rubber and spices) 

Corporation's Scheme 
(3) 

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



(1 ) 

(b) Transport 
Operators" 

(0) Retail 
Trade 

I 11 I 

(2) 

to small holde~s with 
land holdings of not 
more than 5 acres and 
who do not have their 
own proces~in~ unit, 
should be cl~ssifiBd 
as agricu I tu ral 
advances as part of 
priori ty sector 
lendings with effect 
from 1 April,1987. 
Such adv::lnc as ha're, 
also been reckoned ae 
advances to 'weaker 
sections I in priority 
sector. 

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

i) Borrowers owning 
upto 6 vehicle s 
are covered 

ii) There is no 
specification 
regarding legal 
status of the 
borrower. 

i) The credit limit 
to private 
retail traders 
should not 
exceed 
Rs.25,OOO/-

i1) Advances for 
distribution of 
fertilisers, 
pesticides etc. 
are treated as 
iddirect advan
ces to 
agriculture. 

(3) 

Indirect finance is 
not covered. 

Borrower ~hould own 
only one vehiclei 

Borrower should be an 
individual, group or 
association of not 
more than 6 persons 
(a co-operativo 
seciety or transport 
opera.tore is not 
eligible) 

Thera is no ceiling 
on credit limit to 
retail traders. 

Advances for distri
bution of fertilisers, 
pestio!des etc. are 
covered under retail 
trade. 
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(-4) Pro-tes sionai.,: 

, 

IlL - ...... - -
a; s$..u.-
empioyed
pe~s,?ns 

(e) Business 
enterprises 

(t) Education 

(,)Housing 
loens 

• 78 • 

(2) 

Borrowingaslj~uld 
not exceed 1e.2 
lalChe, of which 
not exceeding 
Rs.1 lakh should 
be for working 
ca.pi tal 
requirement s 

i)W0rking capital 
should not excbod 
Rs.1 lakh 

ii) Distribution of 
mineral oils is 
classified as 
busi noss 
enterprise 

Loans granted to 
individuals fer 
educational purpo
ses and those 
gr:>_n ted under 
special schemes 

i)Loans upto 
Rs.5000/- for 
const'ruction 
of hl)uses 
grnnted to S91 
ST and weaker 
sections 

ii )Loans may be 
granted in 
conjunction with 

-production loan, 
unless the 
borrowers already 
have adequate 
rep::J.ying 
oCipaci ty 

(3) 

There is'no ceiling 
on crGdit limitsG 

There is no ceiling 
on credit limit 

Distribution of 
mineral oils is 
treated as- retail 
trade 

Loans gran te-d to 
poor and indigent 
stUdents under DR! 
Schomc alono are 
eligi blu fo r 
cover. 

Loens uptq Rs.5000/
gr::J.nted to any 
borrower without ~ny 
distinction of his 
being SC/ST or 
weaker section. 

Housing loans eh0uld 
form ~n int egral 
part of production 
loan granted. 



(h) Coneumption 
loans 

(1) Sale of 
lottery 
tickets 

( ~)ID1ustrial 
estates 8: 
SSI 
activities 

79 I 

(2) 

Consumption loans 
upto Rs.500 
granted under tho 
Consumption Credit 
Scheme. 

Advances granted 
t'J vendors of 
lottery tickets 
are covered 
under the DRl 
Scheme and 
ther ef·Jre they 
come under 
priori ty sector 

Setti ng up of 
industrial ebtates 
is covered under 
priority secto r. 
Similarly, hotel 
industry, 
manufacture of 
pota.ble alcohol 
etc. are treated 
as SSl activi ties 
coming und er 
priority sector. 

(3 ) 

Consumption loans not 
exceoding ~.5'O 
gran t.3d in conj~· 
with production loans. 

Advances to vendors 
of lottery tickets are 
not cl)vercd under the 
Sch&me, even if they 
ar0 gr~ntcd under the 
DRl ~cherno 0 

Commercial banks' 
ndvances for setting 
up of industrial 
estates aro not 
covered under 8QY ot 
the ~uar.antee schemes. 
Simii~, hotel 
in!lustry and 
manufacture of pJtable 
alCOhol etc. are not 
eligible for cover. 

The priority sector definition for urban co-operative 

banks ie broadly the same as for public sector banks except 

·tor certain minor differences in respect of quantum of lJans 

tor ho\.\si ng etc. 

4.6.3 The.priorit,y sector advancos by public sector banks 

at the end ot June 1986 aggregated ~.21,830 crores while 

. the guaranteed advances of all eligiblo partlclp~tlng 

oredit institutions as at the end of June 1986 aggregatsa 

~.11,94'.4' crores. The coverago of guaranteed advances· 

will increase by atleast b. 4,000 orores in case 
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the Reserve 8ank definition of 'priority sactor' is adopted. 

The adoption of 'priority sector' definition will facilitate 

calculatio~ of guaranteo fee, classification of 

guarante~d 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 poi~t of view and avoidable correspondance 

can be obviated. By adopting the 'priority sector' 

def ini tion, cer tain advances which ar'e now being 

covered by the Corporation will go out'of the purview 

of thee~emoe beceuse of non-fulfilment of certai~ 

norms fixed under priority sector, whereas certain 

advances whidh were not earlier c~vered by the Corporation 

e.g.,transport operators owning six vehicles will now be 

covered. Advances granted by commercial banks for 

eetting up of industrial estates, hotel industry and 

manufacture of potable alcohol etc.,although classified 

as 'priority eector! advances are not at present 

eligible fo~ guarantee cover under Small Loans ,(551) 

Guarantee Scheme, 198~. Tho Industrial Developmont Bank or India 

",' 
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however, does not pro~ide refinance for potable ~lcohol. 

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 regards 

the exclusion of certain activities from the priority sector 
I 

definition as discussed above, the matter may be referred 

to the Reserve Bank for consideration. The impact of 

adoption of this definition on guarantee fee receipts, 

claims liability etc~ is discussed in Chapter V on 

financial Implications of Credit Guarantee Schemes. 

4.7 The Committee cons~ored the question whether 

GUARANTEE the present limit on claim liability 
COVER 

can be raised from the existing 

level of 60%. One of the major reasons for a gradual 
. . 

roduction of tho percentage of guarantee cover from 90% 

to 75% and 60% was the need to maintain the viability 

of the achemes. 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 

Corporation is faced \,ii th a situation of rising claims and 

slo'wly rising guaranteG fees. As far back a~ in 1984, the 

c18i111 receipts hav8 s\..4rpasscd tl1.G fee receipts. \'v'hi1e 

claims in absolute amounts will incroase proportionately 

with a rise in lendings, the claims percentage has risen 

at a Eluch faster rate as may be seen from Annexure - VI. 

This factor assumes even added importance in the context 

of various poverty alleviatiou progr~fies launched by 
, . 

the Govarnment. ~lso. the guarante~ fee may have to be 

hi:~ed cOl'lsiderably to tal~e care of th~ risinG amount of 

clai1415 coupled. with any proposed enhClllcement in guarantee , 
cover; which may not be acceptable to credit ins.titutions. 

. . 
; 

Keeping in vi€\/ the. abo~e 'tIe have Inade certain recommendations 

for a limited enhancement in the g~arantce cover. Our 

recommendations are given in the paragraph 4.9.6 • . . 
4.8. The monetary.ceilings on claim liability in 

l'.()i~':;TA: lY 
CEILI1JG LIiHTS 

respect 01 the non-industrial 

Sector were fixed years back. 

The Committee considered whether ~here is any case for 



raising thos~ limits in viuw of thu inflationary trjnd 

in thG Indi~n econcmy. Out of thu totel gu~rantuod 

advancos aggrugcting ~. 10,345.10 crorus undur thu 

Small Loons Guaront~u Sch]m~, 1971, Bdvnncue tc farmurs 

and ogr1culturiDts co~stitutud a mcjor portinn (58.2%) 

'ollcwud by crudit to tr:nsport opur~tors (15.5%), 

r~t~1l trQd~ra (11.5%), profussionol anG sulf-om~10y3d 

p.rsons (6.4%), busin~ss unt~rpriDus (5.9%) and thQ 
• 

r..;s1du:ll cotugory cf blJrrllUldrs und~r thu DRI Schumo (2.5%). 

Any chongu in mnnut:lry c~iling will hcvu en impact on 

thu Corpor~ticn'a ahor~ of liability. NJv~rthulusD 

w~ fo..;l t~ct th~oxisting c~ilings oru somuwhat low 

and nuud t(; bu ruviuwud in thu ccnt ... xt of our rocqmmond~t10n 

for adoption uf tho RDsorvu Bank dofinition of 'priority 

suctor'. Accordingly, wtJ rocomfh.:lnd thnt th.J col'11ngs 

OS 'ollows be adopted. Thu impact of thuso 

rovilions 1a discussud sepnrot~ly 1n Ch~ptur V 

on Financicl Implications of Crodit Gucrontuu SchumlJs. 
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Farmers and 
Agriculturists 

., Crop loan 

- Development activities' 

- Conversion loens 

Overall ceiling for 
farmers and 
agriculturists in 
~espect of main as well 
as subsidiary activities. 

Transport 
clperators 

R~tail Traders 

Small Scale 
Industry 

2,500 

10,000 

7,SOO 

37,500 

75,000 

sa,ooo 

10,00,000 

Combined for 
Term loan and 
Other credit 
facili tio.s 

Coiling 
e!:2E2~~~ '. 

Rs. 

10,000 

20,000 

30,000 

No overall 
ceiling 

1,SO,000 

2S,000· 

10,00,000 Term Loan 

.20, oa, 000 Othar 
credit 

facilities 

* Under the priority sector, the credit 
limit for ratail trade should ~ot 
excE:HJd. Rs" 25,000/-. Howover, loa ns 
outstanding inclusive of interost will 
bu of a highor ordur. 

In ,Chapter ·r I, we hav~ 'r'ufClrrad to the r8commendatior:s~ 

$TATE 
FINANCIAL 
COR POR A T.I ONS 

of the Ojha Committa~ regarding 

modifications that could be considered 

in this buhalf. We now ~xaminu b~low tho various aspocts of 

thu issuos and maku our rucomm~ndations for bringing about a 

gruatur e quitab11ity butwoun thu various partiCipating 

crudit insti~utions. 
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4.9.2 8roadly spaaking, thJru aro 4 main issuus to bo 

considui~d 'in this bohalf ~s u~dui~ 

(i) Should thoru b~ suparatu monwtary 
coilings for sJttlumunt of claims 
for tJrm loans and working capital 
in li~u of tho prJs~nt combinud 
monJtary cuiling. 

(iiY Should guarant~~'bo ~xtundod only 
to tho smallJr SSI units with 
aggrJgat.Jcr,...ldit facili ti JS upto 
a particular luvol. \ 

(iii) Should thJ guar2ntJJ fj~ bu chorgud 
on tho basis of th...l o~tiru 
outstanding balancJs in tho borrowur's 
account or upto ,a particular luuul of 
outstondings only. 

(iv) Should thuri.i bo ,.a differont rota of 
guarant~u fuo on turm loans and 
working capita:t. ' 

,. 
4.9.3 Prior to 1 April 1981 whon tho Couornmunt of .. ' 

India's Crodit Cuarantuo Schoma for smbll-scala industiios 

SEPARATE CEILING 
FOR TERM LOANS 
AND OTHER C~EDIT 
FACILITIES ' 

was in forcD suparatu cuilings at 

~ 2.5 lakhs and ~ 7.5 lakhs wore 

pruscrib8d for t~rm loans and othor 

crJdit focilitius rosp~ctiuuly. Thusu wuro murgod into 

ona fluxiblu combinud ~Jiling of ~ 10 lckhs on tho recommendations 

of the Anand Working Group. ' The extent of guarantee cover is 

00% of the amount in default for borrowers with aggregate 
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'credit facilities upto ~ 2.1akhs and 50% for other borrowers 

(60% for 55! units located in backward districts) with credit 

limits exceeding ~ 2 lakhs subject to the overall ceiling of 

~ 10 lakhs per SS! unit. We are of the view that the existing 

procedure of a combined coiling and pro rata payment has· been 

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 plan~ and 

machinery. The term loans also form a smaller proportion of 

the total finance made available to SS! Sector by the credit 

institutions. Legislative provisions confer on 'srcs, which 

are major term lending institutions, certain powers for summary 

disposal of properties for the recovery 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 ceilings for term loans and 
1 

other credit facilities. We note that the Ojha Committee 

has also recommended separate ceilings in this behalf. Wo 

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 SS! unit 

from timo to time, the 5S1 soctor" has como to oncompass a 
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large and heterogeneous ~;roup of industries. Over the 

year~ the credit institutions have acquired the needed 

(;;xpertisc and conf'idence in financing of S'::;I units. It 

is, there~:'or~, necessary to consider whether the euarantee 

cover needs to be ex~nded only to the siilellier segment of 

the SSI sector, which is less resilient, comprising tiny 

industri.=s, village and cottag~ indu.:;trics in the 

decentralis~ci sector. On tIl(; otl1~r hnnd, there is 

consid~rable Ineri t in not e:;~cluding ,jSI units as defined 

by tnc Government and for \·/hich. vetI'ious concessions are 

gi von. 'l';.le Committee deliberated 011 this issue and 

recOliJJllcnds that while all 831 units may; be brought under 

the purvicw of the Sch~~mc, guarantee fec malr be levied 

on the loans outstanding upto a particular level only. 

'4.9.5 As per tile present proccdur.:.: the guarantee fee is 
LOAi~ LIMIT to be paid on the e11tire loans 
FOR lliVY 
OF GUJ\itAi'rEE 
FEZ 

outstanding against a 331 unit, 

whereas a combined monetary 

ceiling of ~.10 lru~hs only h~s been prescribed for claims 

settlclil(;nt. Tbe Committee copsidered whether instead 

of charging of guarantee fee Oil th'~ entire amount 

• 

outstanding, the f0e should be levied on thc Corporation's 

maximum claim liability •. ':As mentioned earlier, c:cedt::t ~e.)~a.ntee 
,," 
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ar.hemes are operated on the principle of insurance, 

diversification of risks and larger coverage. If'the 

.. guarantee f(;0 .1.0.:; c~J.u.:cgdd on thi:l .basis u.r' maximum claim 

liability, there will be a considei~ble fall in th6 

guarantee foe receipts which will have to be mad,e good· by · 

steeply 5.ncre~\sing the rate of guaIrantee fee. The scope 

for raisi~g guarantoe fee is essentiRlly limited and 

any flubstl?,ntial ,inciease will not be a.ccepta.ble. H8ving 

regard to allth&so factors we feel thnt the guaran tee 

fee should be pqid upto a specific level of loana 

outstanding as a multiple of the Corpor~tion's maximum 

claim liability. The pr~portion of term -loans to other 

. oredit facilities is' roughly 1· : 3 and we feel that this 

position should be borne in mind in fixing separate 

monetary ceilings for term .loa·ns and othor credit facilities 

We would, therefore, recommend that the monetary ceilings 

for claim liab;1.lity may be fixed at'Rs.10 lakhs for tc:rtI! .. 

lor..ns and as .20 lakhs for other cradi t -facili ties and, ': 

correspondingly the guarantee fee may be levied upto a.~ 

maximum of Rs.20 lakhs for term loans and upto a max~mum 

of Rs.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 where the borrower gets multiple finance from 

several credit ins,'ci tu tions, there may be no' other 
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alternative but for e~e~ of the credit institutions to 

pay guarantee fee upto the prescribed level on such 

lendings. Such cases of multiple finance are likely 

to be few. 

4.9.6 We, ther~fore, recommend that ceilings on clains 

,as 1nd.i cated below ma.y be adopt ed:' 

EXISTINg;, 

a) 60~ of the amount 
in default in respect 
of Qorrowers to whom 
credit facilities not 
exceeding ~.2 lakhs 
in the aggreg~te have 
be en gr?.J'l tea. 

b) 50% of the amount in 
default in regard to 
borrowers for whom 
credit facilities 
exceedi~ ~.2 lekhs 
in the aggreg:~te have 
been gran ted. 

c) 60% ,f the ~mount in 
default in respect 
of crEldi t facilities 
exceeding ;~. ~ J.c;.I.Kh~ 
in tho aggreg"te 
granted to S51 units 
loc~ted in the backw~rd 
districts as specified 
by Government of India 
and such other areas 
as may be sp~cifiQd by 
the Corporation in 
this behalf. 

Provid ed that th e 
Itilaximum amount 
pay a. ble by the 
Corporation in each 

PROPOSED_ 

i) 70% of the qrnount in 
default in respect of 
borrowers to whom credit 
facilitios n,t exceeding 
~.25,000/- 1n the aggregate 
have been 6r~nted. 

1i) 70% I)f the amount in 
default in respect of 
borrowers located in ths 
backward d1a~~;ricta Who ha~ 
been granted aggregate 
credit facilities not 
exceeding ~.2 lakhs. 

iii) 60% oJf the amount in 
default in respect of 
borrowers to whom aggre
gate credit facilities 
~ver ~.25,OOO and upto 
~.2 lakhs have been 
gr~nted. 

iv)60% of the nmount in 
default in respec~ of 
borrowers located in 
backward districts who 
have bean granted 
aggregate credit faci
lities over ~.2 lakhs 
and upto ~.5 lakhs 
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'of the abovo 
categories does 
not exceed Rs.10.J 

lakhs per 
borrower'. 

v) 50~ of the nmount in 
defqult in respect ~f 
borrO\oJ crs to whom' P'oSt1ro
gate credit facilities 
over ~.5 Inkhs (b~ckwRrd 
'lr~~a) and Rs.2 lakhs . 
(other arcns) hnvc been 
granted; 

Provid.er] thA t tho maximum 
ceiling on clr-dm liability 
in each of the above . 
categories in respect of 
Tl?rm Loan nnd other credit· f&"-
cilities Jr:>es not exceed 
Rs.~O l~khs And ~.20 lakhs 
rosp~ctivoly per borrower. 

4.10~1 A two-tier system is in vogue at present - 0.50 

GUARANTEE FEE 

1 ' 

per cent for amounts upto Rs.25,00)/

(whi~h is the present ceiling on 

advances to a 'small borrower' as defined by the Reserve 

Bank) and 0.75 per cent for others. Any reducti)n in the 

rate of gu:u-antee fee will diroctly reduce th~ receipts' ..t , 

under gu~rant~e fee thereby adverselY,affecting the 
~ . , 

flnancie.'l viability of t he various Greui t G:u~rAntcc ~chemea 

in·operat~)n. Even under the existing two-tier structure 
.' .. 

! , 

; .IIOf gunrdntec' fee thn gu~r8nt eo fee ree -ipts fI.rG f"\~ling 
, . 

short of claim receipts sinco 1984 thereby affecting the 

viabIlity of the Schomes. In the context of our recommendations 

regarding . enla~ging guarante e cover, l'evy of guaran tee fee 

only 'UTi'o specifio l'imita and rnieing tho monetary ceilings 

under' various' s chern os, :J. t may not be feasi blo to also reduoe 

the guarantee fee to O.5~ percent from the exi~ting level 
of 0.75 pe~ent 
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4.10.2 In view of the liberalisations effected in 

guarantee liabilities for SSI units, as discussed 

'earlier, the guarantee fee for advances above,~ 5 lakhs 

~will have to be enhanced to 1% ~er annum. 

I, 

4.10.3 The Committee also considered whether for term 

loans which are generally well secured against mortgage ( " 

DIFFERENTIAL RATE 
OF GUARANTEE FEE 

of fixed assets, a lower rate of 

guarantee fee may be charged, 

taking into account the recommendations made by the 

Ojha Commi t tee .i n thi s regard. We have already suggested, 

sUbstantial liberalisations by way of separate ceilings 

for term loans and the levy of guarantee fee upto a 

part~cula~ level. Any further concessions have to be 

viewed against the quostion of viability of the Scheme. The 

Commi t tao,. thoro foro , fools th:lt a disttnction'may not '-be m~da ~ and 

that a uniform rate of guarantee fea may be fixed,regardle$9 

of whother the cover is for torm loans or other credit 

facilities. 

4.10.4 As per instructions issued by the Reserve Bank, 

GUARANTEE FfE TO 
BE BORNE BY LENDING 
INSTITUTIONS 

the banks are required to " 

bear the guarantee fee on 

advances not exceeding ~ 25,000. For advances above, 

this level, the banks may at their discretion pass 

on tho,guarantee fee to the borrowers. Ordinarily, 

therefore, borrowers having advances above 

, , 
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~.25,000 aro roquirod to pay the rate of interest and also 

the guarantoe feo on the loans. In the case of 30m3 banks, the 

entire guarantee foe is being absorbod by the credit institution 

itsolf. The Rosorvo Bank guidelines stipulate that the 

interest rates charged by the banks together with tho guarante~ 

fee should not exceod the ceiling proscribed in the Res~rvo 

Bank directive. In the case of 5FCs, it is understood that 

while thJ guarantee fee in the caso of small borrower is 

absorbed, it is passed on to tho borrowers in the case of 

biggor adva~os. Th8ro is no uniformity in the practico as 

between tho banks and SFCs and among the various banks and SFCs 

thomsolvas.Th~guarantae fae which a credit institution has 

to pay for protection that it roceives from the Corporation for 

possibl8 d8fuults by the borrower is passed on to them. It 

is inoquitable for the crodit institutions to pass on this 

burden to tho borrowers. The Committee, thereforu, rocommends 
, 

that ~he guarantee foo should,in future,bo absorbed by the 

crudit institutions themselves. In other words, tha guarantee . 
fee should farm part.of th8 intere3t rates,lending 

institutions charge and bo covorod within the margin av~il3ble 

to tho credit institution butW8en their borrowing and lending 

ratas. This aspect will hnva to be takennota of by the 

Reservo Bank in fixing lending rates • 

. • 4.10.5 In the case of certain segmonts of 5SI units, the 

.' I NTERE5T RATES 
FOR SSI UNITS 

. incidence of into ra st· ,rates and guarante~ 

. foe i3xce3ds the rFlte chargod oven for medium 

and largo. scale industries. This pro~le~ arises mainly for 

loans above ~.25 lakhs. Wo have alroady suggested that tho 
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guaranto~ fou should ba huncaforth borne by thJ credit institutions. 

It will be nucossnry, however, for the institutions such ns Rosurvo 

Bank and rofinancing institutions liko lOBI to onsure tho naoded 

dirferonti3tion in tho rate of interest chorgod to tho 551 units so 

that tho ultimate rate to tho 551 borrowor doos not at any timo 

exceed tho ratus charged to other borrowors. 

4.10.6 In tho caS8 of RRBs in viow of thoir pro sent stage of 

GUARANTEE FEE FOR 
REGIONAL RURAL BANKS 

devolopm~nt ond sp3ciQl ro18 thoy aro requirod 

to play in regard to extension of credit to 

tho weakor sections of tho community, guarantoo faa is collectod 

at a concossional rato of 1/4% for the initial poriod of 5 yoars 

in ruspoct of thoir 3dv3nces to non-industri~l soctor. Thus, RRBs 

aro allowod to pay a concassi~nal rata of 1/4% p.o. for a maximu. 

poriod of 5 yoars from 1 July 1979 or from the data of thoir joining 

the Small Loans Gu~ranto3 Schomo,1971 whichovur is latur, aftar 

which thoy ara requirod to pay faa at the normal ratos. Tho 
, 

concosslon31 rata is not , howuvar, availablo in raspict of 

advances of RRBs to SSI Soctor. 
t 

4.10.7 Tho Committeo considored whother RRBs should be, rogardlass 

of poriod, chargod only u roduced rat~ of guaranteo fee. The data 

in rospect of guaranteod advancos, guarantoo foo receipts and 

claims rocoipts of RRBs during tho pJriod 1984-1986 aro given below: 

(Ie. in lakha) 
Year GuarantoQd . Guarantuo foo Claims recl3ipts 

advancos - - --- .' ..... - --
1984 . 70, 4,~5 .00 176.00 202.68 
1985 104,891.00 262.00 653.16 
1986 134,857.00 j)7.00 '1267.33 
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4.10.8 It will be seen from the above data th3t 

claims h.;:ve started outstripping the fe·'3 receipts. frOli! 1984. In 

the circumstances and since the work~ng of RRBs i8 

expected to be stabllised OV3r a period of 5 ye.=trs, it 

'is felt th~t the preS2?t concession of 5 years may not 

be further liberalised. On the other hand, 3S the 

Corporation's liability is the s~rne in respect of 

advances mdde b" RRBs as in the c.?SC of comrnerci al 

banks and 3FCs th~re is a C2S3, in tho interest of 

viebility of op2rations of the Corporation, to ~har~e 

the full guarantee fee, with ·]ov~rnment rmd NABARD 

subsidising the RRBs towards the r~lcvant part of the 

guarantee fees. This sugyestion may be actively 

explorad. 

4.10.9 Th~ Corrrnittee examined whether the, guarantee 

W/:IVER OF GU: R,u.NTEE 
F£E IN RESPECT OF 
ADVI',NCES TO WC~·KER. 
SECTION 

fee in raspeceof advances to 

weaker sections should be waived. 

The consideration'for ext~nsion 

of guarantee cover is payment of gUnrante~ f~e at the 

stipul.1t-:d rate. 'l'he guarantee f2e is the only source 

of income for the Corporation to mc,':t tha claims. The 

largest number of clai~ lodged with the Corporation arc 

in the cas.;.; of weaker sections. Against this background 

thd que~tion of any waivar by the Corporation of the 
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guarontuu fuu can hardly bu considurud. As at tho 

und of Jun~ 1986, thu outstanding odvcncus of public 

suctor bonks to wuakor suctions stood at ~. 5,382 

cror~s which constitutud 10.6% of thu nut bank crudit. 

Tho Rusurvo Bonk has olr~cdy iss~ud instructions that 

thu guorantuQ fuu chorgud in ruspuct of odvancus not 

uxcuoding ~. 25,000 should bu borne by tho banks 

thums~lvus. The Corporation has, at present, ~tes~ribed 

e lowor ratu of guarontJu fOd at 0.50 pur cont p.o. 

in ruspuct of advancus grontud to borrowurs for 

amounts not uxcuuding ~.25,000. Taking into account 

thu total financu involvud in this catugory and as 

thu f~u prus~ntly chorgud is at a concussional rata 

wu do not consider it oppropriat~ to woivu thu 

gucrantuo fuu oltoguthor. 

4.10.10. An alliud issuu considurod by tho 

Committuu was wh~thur thu guarontuu fuu in ruspuct 

WAIVER OF 
GUAnANTEE FEE 
O~ ADVANCES 
TO SICK UNITS 

of credit facilities granted 

to a unit which has been declared 

sick may be waived from the date 

of its declaration as sick and the credit 

institution allowed to invoke the guarantee 



: 96 : 

in respect of the. unit in the event of advance turning 

bad or doubtful of recc;>very wi thout being required to 

pay further guarantee fae from the date the unit is 

declared sick till the date of invocation of guaranteeG 

The data regarding sickness of 88I units during the 

period 1982 to 1985 is given below 

(Rs in crores) 

Year ~nded No. of sick 88I Bank credi t out-

December units st~nding against 
sick 58I units 

1982 58,551 568.E6 

1983 78,363 728.99 

1984 91,450 879.69 

1985 1,17,783 1,070.67 

, 
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4.10.11 It will be sean from the above data that the number 

of sick units and the amount outstanding against such units 

shows a rining trend. If the Corporation waives guarantee 

foe on tho advances to sick units, it will furthBr cut into 

tho viability of the schc~mo, IIIhich is already under strain. 

Tho loss in guarant88 feo will b6 considerable as would be 

seen from the following dDtu~ 

Year 

1982 

1983 

1984 

1985 

Outstanding b~lanc8 
in respsct of Sick 
SSI units ---.-.' ... -• .• ,JJ',....,_ -. _. -..... _ ....... . 

568.66 

728.99 

879.69 

1,070.67 

(Rs.in crores) 

Amount of guarante8 fe8 
loss (at tho averago rate 
of 0.6 }.!....P..!-a.,J.. ..•. ____ _ 

3.58 

4.59 

5.54 

6.75 

4.10.12 As tho loss to the Corporation by way of guarantee f08 

would be substantial and 82 in the event of failure of nursing 

programmes, if implemented by banks. tho claim liability will 

also devolve on the Corporation it may not bo feasible 

for the Corporation to forgo the guarante~ fee in ruspuct of sick 

units. In this connection it may be stated that the Committee 

on rehabilitation of sick l'nits set up by the Reserve Bank in 

February 1986 under the Chairmanship of Shri A.Hasib, the 

then Executive Diractor of tho Roserve Bank, to considor 

various aspocts of rohabilitation of sick small-scale 

industrial units and make suitable rocommendations 

for thoir .rehabilitation, has recommended that the guarantee 

fOEl payable to the Corporation in resp(;lct of guarantee cover for 
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ad~ances to sick 551 unite ehould be borne by the banks/financial 

instltutibns themselves during the period of the rehabilitation 

programme. 50me of the credit institutions are even now be~ring 

the guarantee fee themselves in respect of sick units. We have 

. elsewh,ere .alr.e,ady, 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 In the light of all the foregoing, we recommend that 

the following rates of guarantee fee may be adopted 

EXISTING 
( 1 ) 

(8) 0.50% p.a. for aggregate 
credit facilities upto 
Rs 25,000/-

(b) 0.75% p.a. for aggregate 
credit facilities over 
Rs 25,000/-

PROPOSED -rz) 
i) 0.50% p.a. for aggregate 

credit facilities upto 
R; 25,000/-

ii) 0.75% p.a. for aggregate 
credit facilities over 
R; 25,000/- and upto 
Rs 5 lakhs. 

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

(c) 0.25% p.a. for RHBs upto iv) 
a period of 5 years from 

0.25% p.a. for RRBs upto a 
period of 5 years from the 
date of their joining the 
Scheme. This concessional 
rate of 9uarantee fee may not 
be applicable to S5I 

1 July 1979 or from the 
date of RRB joining the 
Scheme, whichever is 
later. This concessional 
rate of fee is not, 
however, applicable for 
SSI Scheme. 

Scheme as hitherto 

4.11.1. The number and amount of claims lodged variuG widely as 
SURCHARGE/REBATE IN between credit institutions. It may not be 
GUARANTEE FEE equitable to equate credit institutions 
with a good record and low number of claims with banks 
which lodge a large number of claimso • 
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In this context the Com~i ttee examined '?'hetl1er a surch2.:rge can be 

pr es cri bed by tl1e 0orporati on depending on i t3 e:cpeli ence reGardinG 

lodgement of claims. It uill be observed from paragraph 5.5.4 of 

chapter V th~-~ ,-!l1ile tl1e nomal e,uarantee fee p;,ya;Jle by (;:19 creeli"" 

in8ti"~ution is O.75~-o, there ~re a. feH credit inE! ti tU-GiC111b whose 

claims "';0 guara.nteed a.dvances percentage exceeds even 1.50. At present 

banks ~lhich are l2.x stand to gain at -(;:1e C-03 t of oC:tnl~s "\-lhic!l have 

tightened their machinery • On the othe:::.' hand, levy of a penol ty 

-:IJ.2.y act as an ef:':ective lever to goad the banks to improve their 

credit appraisal tec:miCiues snd more closely mont tor trJe lendings, 

besic.es ma!dng allout efforts for recove:,,'ies. 

4.11.2 \ie have considered all -i;hesE: aspects but feel that at the 

present junc-~ure , it uill not be d eisra ble to consider any specifi c 

~ut-off )oint for levying a penal fee. It is expected -C:l a-i:; credi t 

ins ti tu ti ons ~-rill make maximum efforts for recovery of dues and 

will keep dO'1lll their claims to tile Corpora-aon to the mintr:lum. 

however, it is understood tha.t there are SO:Gl€ ba.n~;:s vTlu.ch have 

a good record of 10~1 submitlsion of claims 0 VIe feel th8:i: banks 

lThose lodgemen-~ of claims is le~s than half -~he guarantee fee paid 

over a continuous period of 3 years cay be given a rebate by way

of reducti on of 20% of the guaran te e fees payable in the following 

ye a 1 (i. E: • 4 th ye ar ) • 

4.12.1 'Ihe erst'\olhile Credit Guarantee Corporation of India Ltd.. 

'1: I i .. JE LI.-:iB_' ~v R lfl.lAP.A 1:-; l' :JE 
COV~{ JLliiJ n~VC'C~-.l.ICn O~' 
G lU-. !.Ali;- -1: BE 

un~er its Small Loans Guarantee 

Sche:.l e, 1971, had prescri bed 

that on the e~piry of not more 

than eight financial years 

following the year in :which the credi t facility was first 

av~iled of by the bOrrOl-Ter the Corporation's liability 

on account of tl;.e credit facili ty Sllould be terUlinated 



: 100 ~ 

absolut~ly and unconditionally. As thl? s.t.i}J·I.~lc.1tion of 

maximum period of 8 years for aVF.;ilabili ty of Corporation·.3 
f' 

guarante~ cover was restrictive, the provision was dclcted as 

a ml.!ssure of l!ber.slisation so that thl.: credit institution 

could avail thcms~lves of the b0ncfit of ~le Corporation's 

guarant..;c:, \-ii thout &'y limitation as to the pcriorl for whic~l it 

will bL: in force. Furthl.:r, it \'laS &.leo \~;~2cted tilat t:1C c:cedi t 

institutions would avail of tIle; facility to I'4ci t!~l...r nurse tho !3!cl~ 

un! ts where poss~ble or malw maximum efforts for rccovory of 
). 

loans. Thc object! Vi..: of the Corpor ation I s SCh2((10 is not that a 

guaral1.t~c "be available only during the ~c~tation period of an 

uni t, but that of replenL.1hint; funds as e..J."ld wi.!on the dues are 

locked up in defaulted 10311s. Such dof8.ul ts .·nay occur at any 

time and not nuc8ssarily 'Htllin t~w first 8 Y"':Clrs. W e arc of '. 
the vio~:I, therefore, that th2 I]xisting provision is salutnry 

and no change should be made th..;reon. 

4.12.2 R~gardin6 the 4ucstion of fixation of a minimum , 
period wi thin which the Corporation's gu::trantC!C! C2l1110t. be 

invoked, however" it is w1derstood that, in qui to a few 

cases, particularly in respc:ct of adv8I1ccs t;r4ntcd to small-

scale indu~trics, the guar.:nt .. c is bt:int; invoked soon aJter 

the grant of loans. Various rea~Qns are adduced for such invocation. 
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8uch 88 r;,ln~aonal ditferancas among tha partners, 

non-ava~lability of raw materials, non-obtention or power 

conne·.etlan, etc. There are complaints, on the other hand, 

frC".An 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 general feeling is that credit 

institutions should exhibit a more sympathetic attitude and 

sh~uld not take precipitate action, but inst~ad 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 l~ged within a span of 

time ranging from 1 t" 2 years o,t grant of the advance. 

This is not a healthy feature and defeats the entire objective 

of grant of loans to small borrowers, viz.,provlding them 

with funds for productive endeavour so as to generate income 

and employment. 

4.12.4 In the circumstances stated above it is desirable 

to fix a lock-in periQd for invoking guarantee. We feel 

that such", lock-in period could be fixed at, say 3 years J 

and no credit institution should be allowed to invoke tt1e 

guarantee within this period. , ", 



102 

4.13.1 As per the provisions of the Small Loans (Small 

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

ISSUA1~CE· OF NOTIFICATION 
U~"DER MULTIPLE FINANCE 

financed b~ more than one cr€~it 

institution and a claim is 

lodged by one of them, the 

Corporation has to notify all the eligible credit institu-

tions about the invacation of guarantee by the first credit 

institution. The credit 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 the 

claim of the first claimant institution is repaid in full 

to the Corporation. 

4.13.2 It has been brought to ~ur notice that it is very 

difficult for certain credit in~titut1ons to comply with the 
\ 

basic r~quirements for invocation of guarantee such as 

(e) account should be recalled (b) dues should be treated as 

bad or doubtful of recovery etc. I 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 brigi-.t. 
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111) Relevant papers are not available due to 

prolonged litigation etc. 

4.13.3 While SFCs grant term loans, banks grant both term 

loan's and other credit facilities. There are cases where a 

5FC has invoked the guarantee but the commercial bank 

does not invoke the guarantee on the ground ~at it is 
~. 

contemplatinqLnursing programme. As per the recommendations 

of the Bhide Committee both SFCs and banks should come together 

and decide about the nursing programma. 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 5FCs/other banks concerned 

about the above irregularity and caution them. 

4.13.4 The Hasib Committee on ~ehabilitation of sick 

55I 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 them, and that the rehabilitation p~ckage has also 

to be drawn up by the financing agency/agencies. 
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4.13.5 ~le we endorse the recommendations-of the 

abovc two Committaes and are of ·th~-view·that the closest 

possibl~ co-ordination snould exist b~tween the SFCs and the 

banks in not only financing of. the borrowe~. but in supervision 

and also in recovery of d~s, we fc~l that in view of the 
\ 

, 
a~uinistrativc difficultius involv~d in the jvint settl~m~nt 

of claims, this may':1ot be insistc<l upon. We h~v(; t.:lsuwhere 

rc:co,Q£IlE.nuGd that th~r'J should au 3epClr~tc ,nonlJt€'..ry ceilir'Ge 

for t~rln loa~1 and oth~r crud"! t facilities. Tl1l.:: concerned 

institutions may be perl!lit'i:ed to :.:IIJ9.:r£.tely involw the claims 

for tt:riil lO3.ns and oth ... r crcd1 t .:.:. acili ti~B but the Cor~orEltion 

may suitably notify th~ oth",r cre(.I.! t insti tuti?ns as and when 

they do so. tiowcvl:!r, in CQS~ of grant of tLirm loan by more 

tna.n one cr..::di t i~-;~ti tUtiO:1, tlH.: claim, 11 pr'(..~ L:rl'l:!d, may 

be paid. on a pro rata basis if t11c c(:iling of Rs, 1 0 lal<hs 

is attracted. ;;)imil·.rly if oth.:r ,eredi t f acili ties arc 

proyid~d by .nor~ tnffil one bank, th~ cluim may 1J~ paid on 

s. pro rat':i basis if tho :la10Ui1t l.mcccG.s i!,20 lakhs. 



C HAP T E R V ----------------

FINANCIAL IMPLICATIOHS OF 
CREDIT GUARANtEE SCHEMES --------------------------

5~1 The need for continuance of the Credit 

Guarantee Schemes and rationalisation of the level 

and structure of guarantee fea and scope of guarantee 

cover and other inter-related issuuahavo boon disoussed 

in Chaptor IV. Tho Committuu exeminus in ~his Chaptor, 

tho financial implications of various rucommondations 

and in th~ contoxt of thu constraints on any stuop 

incruas~ in guarantoo fwe ratus, suggusts various 

. 
moasuros for augmonting tho rusourcos of tho Corporation. 

5.2 Tho Corporation is at prosunt opurating 6 crudit 

SCHEMES 
IN 
OPERATIOH 

guarantuu sch~mus rulating to 

non-industrial suctor (5 schumos) 

and SSI Soctor (1 Sch~mu). Th~ position with rugard 

to guarantuud advancus of all thu schumos ruforrod to 

abovu as on )0 Jun~ 1986 is givon ovorloaf: 



- 106 -

(Rs. in crorea) .. -.-.~.-.-.-.~.-.-.-.-.-.-.-.-.~.~.-.-.-.-.-.-.-.-.-. -.-.-.-.-
.. 

Name of the Scheme'· 

Total 
Guaranteed 
advances 

% to tot .. al 
guarariteed 
advances 
in respect 

'of non':'SSI 

% to total 
guaranteed 
advancea 
(55!. and 
non':'S.SI) 

---------------------------------------------~-----------~~----1 2 3 4 -... -.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-~-.-.-.-.-.-.-. -.-.-.-.-

5. 

Small Loans Guarantee 10,345.10 
Scheme, 1971 

Small Loana(Financial 
Corporations) 85.19 
Guarantee Schema,1971 

Service Co-operative 
Societies Guarantee 0.72 
Scheme, 1971 

Small Loana(Co-op. 
8anka)Guarantee 14.96 
Scheme, 1984 

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

0~82 

0.01 0.01 

0.14 0.08 

- -
---.~~---------------"'-----"------

Total .~ \P,445.97 100.00 58.21 

6. Small Loana(SSI) 
Guarantee Scheme,1981 7,497.46 - 41.79 

. ------------------------------~-~ 
G.rand Total •• 100.00 __ a ____________ •• _. ______ • ____ ___ 

-.-.-.~.-.-.-.-~-.-.-.-.~.~.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-
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Although the Schema relating to tha co-operative 

'~Qtor was lntroduced·f~om 1 Januery 19BJ, eo fa~'no 

ellg-ltrlS . 'PACS/PLOB hee joined it. 

5.J The consideration for extension of the Corporation's 

GUARANTE£ 
F'EE 

guarantee. (mhich ia on automatJo, . . I. . .. , .... ." • 

bul:j( coverage baaia) for theae 

advances 18 tha payment of guarantee fae by participating 

~redit institutions .t tha undarnoted rates oalculatad 

on the balanca outsta~ding in tha gucrantead aocounts 

and paid half-yearly in advanoa: 

(.) Non-induatrial 
sactor schemaa 
-~----------.. 

. (1) for cradi t inati tutlon' 
other then Regional: 
Rural Benks, PACS., 
PLOB~/btanchea of SLOB. 

Rate o'·"'e 
--~--------

;% p.a. for 
edvence. u~to 
Ra.25,OaO/-(ln 
the aggregete' 
~,!r borrower) 
~ p.a. for' 
other •• 

Remarks ----------

Thl. two-tier rate 
haa been introduced 
from 1.July 1980. 
Prior to thia date~ 
tha rata of faB 
wea ;% p.a. for all 
advances. 
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(iii) 

(b) 
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for Regional Rural 
Banks 

Co-operative Cr~dit 
GU:'1rant eo Schemo, 
P~CS, PLDB /brRnches 
of SLD:Bs. 

Small Set-Ie Industries 
§£heme ___________ _ 

Rate of Fe€! 

1/4% poa .. 

0.65~ p.a o 

J{20j0 p.a, for 
ad V'':lnc es upto 
1G.25,000( in 
the agJr8gato 
per borr ower) 

3/4% p.a o for 
others 

Remarks -'-
For first ~ years 
fro:" 1 .Tuly 1979 or 
the d~ta of Regional 
Rur~l Bank's joining 
tho 5 chemE: whicht.:ver 
date is la t~r; 
thereafter at normal 
rates as above 

Not yet joined by 
any eligi ble PACS/ 
PLDC3 • 

These rntes are 
prescribud from the 
d~tc thG scheme has 
been introduced 
vi z., 1 i.pri 1 1981 .. 
Th:j If reme. in 
unchanged. 

The foes so collected are crtdited to thL Crodit Guarant~e 

Fund which' is utilised solely for mec;ting credit guarantee 

claims lodged under the Schemes" 

5 .4.1 The Corporation has, from time to time, b~_.n revi~wing 

VIABILITY - A. 
PERSPECTIVE 

tho vi~bility of its schemes and h~s buen 

modifying tho scope of its gu8.rantee cover 

and Ie vel of' gu?rant ve fees 0 Thus, following the rE:view of 

the viability of its schom&s (viz., 3 non-industrial schemes) 

"duriIlB the year 1979, it was observed that the amount of foes 

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

Tho following mensur6S were then taken to i~prove the 

vi~bility of thQ Jchem~s: 

(a) Fixing of overall monutary ceilings on the Corporation's 
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Claim liC'.b'; lity in respe ct of th~! ndv~nc(;s to transport 

opGr<='tors upto a m~xi:mum ceiling of hs.75,OOO I?!nd professionals 

and self ·enploycd persons U,iJto ,~.50,OOO/-. This WE\S mRdc 

effective from 1 .... ·lly, 1980 .. 

(b) Replacement of tho th&n ~xisting one-tier fae r8te by. 

n two-tier·onG i • ..3 •. , 112"/0 p.o.. on r'dvo.nces upto Rs.23,000 and 

3/4~ p.a: for othars with affect from 1 July 1980. 's a 

result ofthcse m~£I'eurcs, the total guarantee fee receipts 

were enough to cover th~ claims ruceipt till the end of 

Dacen b€r 1983 only. 

(c) A similar posit1on was obtaini~ in rospoct of th~ SSI 

Schems 1981 which wes introdu ced by the Co:cpor!"'tion from 1 

~pr11 1981. In 1985, th~refore, th~ oxtent of ~uarantee 

cover was reduced from 75~ to 60~ in resptct of advances 

grantGd by the credit institutions to small borrow~rs and 

SSI borrowers enjoying cr;;:dit limits upto lis. 2 lakhs •. 

5.4.2 Lately, tho claims lodged with tho Corporfltion have 

shown a phenomnnal increase both under the industrial 

end non-induetriel sector schem~s. A statement showing 

total claims receivod, disposod, paid, withdrawn, rejocted 

and pending for the l?st 5 yeflrs ending 1986 is given 
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below : 
(lis. in cror ef! ) 

-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-. 
Dur 1 ng Cle_ i IDf! 
period recc:ived 

Claj'.rna Of the c1aimf! di spos ed Clr.;ills Hecl)v (eiL' S 

dispof!ed of pend- in claims 
of TIIaiIi16--a1iims-m:2.l~- inl1 paid A/c. 

pa1.U Wl.1iU- r(;;:Jl;cted 
dra'tln 

- • - • - • - • - • - • - • - • - • - • - § - • - • - ...... - ••• -. - .... ( - .. & • - .. - • - • - • - • - • - • - • - •• - • - • - '" - • 

_. 2. j. 1. 5. 6. 7. 8. -.-.-.-.-.-.- .. -.-.-.- .. -....... .1-.- .... -.- ...... -.... -.-.- .-.-.-.-.-.-.-.-..,-.-. 

1982 

1983 

1984 

1985 

1986 

1982 

1983 

1984 

1985 

1986 

24.71 
(150926) 

27.84 
(147474) 

61.71 
(254692) 

114.91 
(453722) 

140 .94 
(630365) 

9.40 
(4013 ) 

32.5? 
(9325) 

53.98 
(~:300) 

71.99 
(22048) 

104.92 
(33723) 

14.50 
( , 05 r -; 7-' __ _:J _ )) 

~ J..9. ~<L 
(12 77: 4) 

32 ,.O~ 
(236G25 ) 

2MJ.-i,t ~.~('_t) W, <.?f. ~ .. _. __ . __ .... _. ____ 0'._ .•. 

12.l9 C.51 
C'.0214J~· C-~69) 

~.7 c 94 0.52 
(:"232C;:) (1643) 

~-)().99 0.22 
(228419) (741) 

1.4"5 36.19 1.89 
(2003) (14545~,) 

1,18 44,39 2.J5 
(2869) (163214) 

0.88 74.01 3.71 
(7465) (181281) 

114.4~ 71.80 ,41.97* 0.68 74.47 5.93 
(4666Jl) (336663)(119770) (10178) (168392) 

176.39 85.86 37.18* 2.35 39.02 11.69 
(644090) (484852)(147419) (11819) (154667) 

2.13 
(3105) 

12.93 
'---J' \ , J'- J 

0.37 1.72 0.04 
(1342) (15]7) (26) 

9.01 
(2216) 

3.43 9.00 0.5~ 28.66 
(51. ... .',) (2C~C~ ~ ~J) (4213) 

0.08 

13.7~ 
(9522 ) 

9.91 2.92 0.90 6$.91 0.43 
(7855)(1610) (57) (12991) 

• 25.09 12.06 11.61· 1.41 115.82 
(22791) (18264) (4116) (411)-(12248) 

0.81 

• 67.07 24.10 40.30 2.61153.67 1.58 
(30299) (19695) (10261) (343) (15672) 

Note: Bracketed figurcf! dGnote numb~r of cl~1ms. 
* Include c12. ims retur nod :lor no n·-receipt of cl~rj .pica ti ons from 

credit institution as under: 
1985 Small Borr owerf! 40.73 (lJ.5 311), SS1 4 .41 (1911) 
1986 : SQall Borrowers: 87.08(146999), S81-29.81(6889) 

-.-.-.-.-.-.-.~.-.-.---.-.-.-.-.-.-.-.-.. -.-.-.-.-.-.- .-.-.-.-.-.-.-.-. 
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It will be seen from the above statanent that the claims 

rzccipts' undl3r Non-SSI and SSI schemes inCi" :.asE::d from 1.5') 

lakhs inlJ'cb;:!.r,::; ~~.3\.:'1 crore2 L1 tIlt:. :i~2.r 1932 to 6.64 lak118 

involving fls.245.8'; crores in the y£.;a_· 1986. l)urin-:; this 

peri od, tht. Corpcra tiol1 has b·_ n able to proce2s a large 

n umber of th ese cla .LITle c. s would be:: SG\.:n from th.> fi,~urp. s of 

claims disposed. aO\'Jev~r, th~ tots.l cl':.ime th..,t were paid 

were of a lower order be C:luee a 12 r~E:: n~mber of thGse clRims 

required clarific~tiotlz. In view of the considerable delay 

in submission of clarifications by the banks, early in the 

year 1985 a decision was taken by the Corporation to return 

cl'1ms wh~re clarifications were not received within a 

reasonable period of time. These claim:: have not be-en included 

in the pending claims at the end of th& year but those 

claims will be relodged shortly and the Corporation will 

hs.ve to take cognisance of the same. 
, 

5.4.3 'l'he 3t:..t~r.;"r .. ~ ,;iv"n bE::low indicc.tes det2.ils of guar8ntEc 

fee r8cGipts, oth(;:;.' accruals to the Credit GU2..rc.ntoc Fund 

by way of int&rest on investments and recov~ri~s tn claims 

paid accounts durin~ the last fiva years vis-a-vis the 

claims lodgl3d and paid under the Cr~ di t Guarant ee Scheme. 
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(In crores of rUP8es) 

-.-- Guarantee -:-:=JLt_h:Eij-: ac~7uaill~~·--Total·-"·H------< Claims 
Year. fee Income from Amount other Total Re-c-e7 Paid 

receipts investment recovered accruals (2+5) ived 
of Credit in respect to Credit 
Guarantee of paid Guarantee 

~ ___ ~ __ L~_IJ.Q.~. ______ ..£.!.a i ms ----1"...!:!.r:ld (3 +4J r--'-'-~~~ ~ __ 

..-L. __ ~._L._ _ __ }4 ... _ ·_4.., ___ --...--._ .• ~ ...... _ .. 5 __ ~_ ..... --.-.7--.... ____ ~. _ 

1982 57.67 7.93 1.89 9.82 67.49 34.11 12.87 

1983 71 .17 13.60 2.64 16.24 87.41 60.42 21 .28 

1984 87.91 2 O. 85 4.14 24.99 112.90 11 5.69 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 

-.-.....-- .. - .--- -..- ... _--_ ...... ----_ .. ---. ..--- .. _-. -.... _. --...--_-"---
As the claims paid have been less than the guarantee fee receipts 

in the respective years, the Corporation has been able to aprropriate 

subst~ntial amounts to the Credit Guarantee Fund every year. The 

Corporation earns some 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 ~ 88.76 crores in 1982 to ~ 187.76 crores in 1986. A decision 

has now been taken by the Corporation not to return claims a~ far 

as possible for want of clarifications but to await the same. 

Simultaneously, various measures are being taken by the Corporation 

and have been recommended in the Report to further expedite 

settlement of claims. As a result thereof, it is expected that 

all claims lodged less those ~ithdrawn by the credit institutions 

themselves will be .paid by the Corporation with the exception 

of certain claims which may necessarily have to be rejected. 
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'In th'e circumstances, any a~sessrnent of viability will hays to 

be worked out with reference to the 'claims lodged' making dUB 

adjustments for the average amount of claims withdrawn' by credit 

in3titutiomt thf;!",selv9s, "claims rejected' and 'recoveries 

received in claims settled accounbl by the Corporation. 

5.5.1 T~8 feB receipts and claim receipts a~ percentages 

NON-INDUSTRIAL SECTOR 
SCHEMES - AN ANALYSIS of guaranteed advances are 

worked out hereunder 

SMALL BORROWERS .. _. __ ... ---- ...... _ ... 
(Rs in crores) 

~ranteed Guarantee -~-circOi. Guara-iit8'8-,rOf Col. 5 
Advances fee recai- 1 to Claims guaranteed 

Vear pts and guaranteed lod ged advancaa 
recoveries advances less with-
in claims drawn 
sattled A/c. and 

to 

--- __ .:.._f.-ej8~.ted __ .'. ____ , 2 )r- 4 5 6 

1977 1322.80 6.71 0.51 4.19 0.32 

1978 1706.29 6.75 O. ,\0 8.45 0.50 

1979 2154.45 11.31 0.52 10.04 0.47 

1980 2789.13 15.89 0.57 14.20 0.51 

1981 3558.A5 26.02 0.73 14.20 0.40 

1982 4839.88 32.47 0.67 22.69 0.47 

1983 5'773.83 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 ~he p8r~antage 

~f"~~ r~c~ipts togathor ~ith recoveries to gunrantoed 

advances ~fell short of the Pdrc~ntage of claim receipts 

excluding withdrawals an~ rejections to guaranteed 

advances for that year thareby neee~9itating a ~elook 

at the fi~ancial viability of tho Schemes. As stated 

above certain remedial measures were introducedrin 

1980 as a rosult of which feo receipt,s .during 1980, 

1981, 1982 ~nd 1983 improvod and had beon higher than 

the corraapbnding percentages of claim receipts. 

SUbstantial'increases in claim ~ecei~ts h~vo again 

jeopardised the vinbility of thu schames from 1984 

6nwards Bsmey be seon from the rol~tivo percantages for 

the corresponding years nocassitating an in-depth. 

r~viQw of schemes. 



NON-VIABLE CATEGORIES -
SECTOR-WISE ~NLLY~SI=S~_ 
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5,5.3 As at thu end of 1986, ~6.3% of the total amount 
" . 

bf claims at ~.140.87 crores were accounted for by 

farmers and a:t:;ri cu 1 turi sts (55.5%), transport opera tors 

(15.0~), and retail traders (15~8%) under Small Loans 

Guarant ee Scheme, 1971. ,A widedispari ty betwee:n the percent

-egos of ,~i3rantee fee (GF) to guaranteed advances (GA) 
\ 

and claims lodge:d (01) to e;uarant',tJc:d advanc es (G.\) has been 
" L~ 

noticed since 1984 in the case of cattigorics as, indicnted 

below : 

-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.~.-.-.-.-.-.-.-.~.-. 
Year/ per cfmtage,'" Farmers & Tran sport Retail 

A0ricul-' operators traders 
turists 

-.-.-.-.-.-.-.-.~.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.~.-.-.~. 

1978 GF to GA 0.33 0.62 0.40 
CL to GA 0.46 0.84 0.55 

1979 GF to Gl~ 0.37 1.12 0.52 
CL to GA 0.39 1 1.18 0.55 

1980 GF to GI. 0.45 0.86 0.72 
CL to Gl .. 0.44 0_86 0.72 

1981 GF to G.:~ 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 GA 0.60 0.57 0.61 
CL to GA 0.43 0.48 0.77 

1984 GF to G!. 0.64 0.65 0.65 
CL to G' .. I. 0.81 0.78 1.46 

19t35 GF to GL 0.65 0.65 0.65 
CL to GA 1.19 1.47 1,091 

1986 GF to GJ. 0.65 0.65 0.65 
OL to GA, 1.30 1:;;31 1088 
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·Olaims lodged una..err·thc: rbsidual catoeory of DRI Scheme 

till '1984 were"withl~ the &u£rante.c ff;e recLipts but 

,t~ee. cl,aiPls. hav.C'· .brJen rising at a faet 'rate and far 

excc:dod the guarantee fees in 1985 and 1986. The 

relative percentages are given below: 

Resid ual cate~ory unde.r 
~Sc~~ ________ __ 

1985 

1986 

G'~ to GA 

0.65 

0.65 

CL to GA 

1.01 

2.32 

The Corporation does not maintain any separate record of 

claims under various .lloverty ~lleviation pro(~r9.mmQs 
.. . . - . .' 

launched by the Government but if-the increase in the 

receipt of claims for amounts below ~.10,000/- is any 

. indicator, it would appear that such claims have accele

ra:ted in the: la·st few years. It is pertinent to mEmtion 

here that .as .~Bflinst .claimstotalling 14,832 invo lying 
" ' '. . 

amouftte of ~.4~42 crores received dur~ng the year 1977, 

'the Corporation ~ceived as many as 6,30,303 claims for . 

•• 140.87 crores ih the year 1986 under the Small Loans 

Guarant~e Scheme, 1971. 



:1'.,. : 
Institution-wise lodgement 
2f-clai~ _____________ __ 

5.5.4 An analysis by broad groups of banks showed the 

position as under: 

-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.~.-.-.-.-.-.-.y.-. 
Group of No of banks fallin3 wlthin claims to euaranteod 
Banks advances ran~_o_f __ ' ________ _ 

O.to .75 0.76 to 1 1.01 to Above 
1.50 :!..51 

-~-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.~.-.-.-.-.-.-.-.-.-.-.~.-.-.-. 

BBI and 
Aesocia te 
banks 

Nationalised 
banke 

Oth~r 
Scheduled 
banks 

Non- 3chtduled 
banks 

Ragional 
Rural Banks 

1984 
1985 
1986 

1984 
1985 
1986 

1984 
1985 
1986 

1984 
1985 
1986 

1984 
1985 
1986 

5 

1 

9 
7 
7 

22 
24 
12 

1 

24 
41 
30 

2 
1 

5 
1 
2 

1 

4 

1 
3 
5 

2 
2 
'3 

... 
5 
3 

1 
1 
6 

5 
3 

12 

.' 

0 

1 
4 
3 

6 
7 
8 

2 
4 
5 

.-
2 

16 
21 

-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-. -.-.-.~.-.: 

~pk Group-wiee Ratio Analysis' 
claims 

5.5.5 ThC3 percentages of' L receipt!guarantee feo t'o guaranteed 
advances in rosp~ct of broad groupe of banks for the years 

1984-1986 were as under : 
-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-. 
Group Claim receipt to Guarantee fee to 

Guaranteed advances ~aranteed advances 
1984 1 a 1 86 84 1985 '1 86 _._._ .. _._._._._._._._._._._ .2 .S ._._.2 ._._. _:._._ ._. _._._ .2._._. 

Sta to Bank of India 0.73 1.19 1.49 0.68 0.64" 0.65 
& Associate BankB 
Nationalised Banks '-1.16 1.29 1.34 0.74 0.72 0.75 
Other schedule d 0.07 0.93 1.02 0.08 0.64 .0.59 
banks 

Non-schedu led banks 0'~16 - 0.71 
Regional Rural Banks 0.33 0.76 0.98 0.22 0.46 0.50 . 
Fore ig n ban ks No Claim - 0.83 
-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.~.-.-.-.-.-.-.~ ... 
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It may be seen from the foregoing that the percentages or claims 

·to guaranteed cldvances are significantly high in respect of 

State Bank of InCia and Associate banks and nationalised 

bcSnks. 

Region-wise gBrcentag.~~~lysis 

5.5.6 Por the yeur 1985, the region.wise ana17sis of 

small lo.:.ms dlsclosea a position as under 
l ------.------.---.. ---~~~~------~--RZ8ION 

R A', '1' I _O _______ -;;;,.B-o.-m-,lt;-a-. 'Y'-_-""c-a"'l";;'cu;'-';::t;"'t~a ___ ~~~ D~hi Mad ras 

GUarantee fee to gu~rante~d 
advances 

C laims l()(.~ge9. to 
guaranteeo ~~vances 

0.65 

1.94 

0.65 0.65 

1.86 0.99 

5 .. 6 From 1984 onwards as may be seen from Annexure VI. 

S;3I SECTOR ,JCHE!·';E -
AN ::"Lt.LY~IS 

claims excluding withdraw,)l and 

rejection under this Scheme also 

h:;ve exceeded the guarar.tee fee recai"ts plus recoveries 

thereby in1iceting the 1ncre,~sinl;, sickness and higher 

mortality rate f~r such lOGns. The exp~rience of the 

0.65 

1.61 

Governm~nt of India in re3['ect of their scheme for 531 sector 

(\Y'i ich was in ol.'erhtion from 1960 to 1981) had been e~ually 

unsatisf~cto~"'1. r~ ~.·iainst the total fee recei .. ::>t.s 

ag'Jre,]<:.ting :~ 46~ 50 crores during this c;>::riod, the amount 

of cl~ 1ms r~c'3j,v'3d wes of the order of ;'.:; 124.93 crores. 

Fee receipts tog~ther ~(ith r.;coverius and claim recei:,>ts 

rr.inus \o/i ti1":'raw<lls and rej sctions as a percent~~ge of 

guarant~ed advances for the Corporation's SdI ~cheme are 

given ~~ beAo:-W. 



119 

(Rupoes in croros) 

-- _ ..... - .... -... .. -- . ---_ .... &_---.---- '_.~._----..-..---.-. -- -.---,-,...,.~ 

Yoar 

1 

GUClr3nteed 
advaDces 

2 --.-..----- ' .... _-----
1981 3716.43 

1982 3822.13 

1983 4153.73 

1984 4890.86 

1985 5843.69 

1986 7497.46 

GuarClnto8 
feo 
roceipts 
plus 
recoveries 
in claims 
settled 
accoun"ts 

3' .---.... -----
21'161 

26.94 

35.28 

40.11 

47.16 

58.41 

-- - ....... _---- ............. -.--~. ~- . .--..--

% of Col.3 Claims 
to gu~rant- lodged 
eGd advancBs minus 

4 

with-
drawn 
and 
rojected 

5 - --.. -......-.....---.--

0.58 1.74 

0,.70 7.64 

0.85 . 23.08 

0.82 50.16 

0.81 63.38 

0.78 91.82 

. --- ,... ..... 

% of Col.S 
to gua.rant
God 
advancas 

6 

0 .. 05 

0.20 

0.56 

1.03 

1.08 

1.22 

..... __ .• r ..... 

5.7 In Ch apter IV on Credit Guar3ntGo'Scheme, th8 Committee 

RATIONALISATION 
OF TERr-iS ANi) 
CONDITIONS UNDER 
THE CORPORATION'S 
SCHEMES 

has made various rocommondntions for 

rationalisation of the terms and conditions 

undur tho Corporation's Sch~m~s. As 

pointed out there, the scope for raising tho guaranteo. fee 

is limited ~nd crodit in~~itutions may not be amanabla to any 

sUbstantinl incroase theroof. To. suit tho 

roquirdmonts of the credit institutions 
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and particularly the ~rcs the Commitle8 has [Rcommenderl 

that the guarantee fee may be levied not on the total 

leans riutstandings against 551 units but only upto a 

particular level of outstandings, viz., Rs 20 lakhs for 

term loan and Rs 40 lakhs for other credit facilities. 

Keeping in view the existing disparity between term loan 

and working capital loans, we have suggested that the 

monetary ceiling may be fixed at Rs 10 lakhs for term loan 

and ~ 20 lakhs for other credit facilities. This is 

against the present combined ceiling of Rs 10 lakhs per 

borrower. Further, for loans upto Rs 25,000, the Committee 

has recommended a guerantee cover of 70% as against 

the existing cover of 60%. In .the cag~ of backward 

d~stricts, 70% coverage will now be available upto 

~ 2 lakhs and 60% coverage for loans betwaen Rs 2 lakhs 

and Rs 5 lakhs. Besides, the Committee has agreed to 

enhance the monetary ceilings from Rs 2,500 to Rs 10,000 

In the case of crop loans to farmers and agriculturists, 

from Rs 10,000 to Rs 20,000 for developmental activities 

for agriculture and from ~ 75,000 to Rs 1,50,000 for 

transport operators. 

5.8.1 The financial implications of the various 

FINANCIAL 
IMPLICATIONS 

recommendations for rationalising 

the te~m9 and conditions of the 

Schemes are examined below: The projections of 
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priority sector aovances, claims to be paid, withdrawals/ 

rejections, guarantee fee recairts, recoveries and the 

surplus/deficit are given in the statement below for 

the years 1987 to 1990 separately for Non-55! and 55r 

Schemes. While working out projections in respect of 

claims to be paid, time-discipline, for settlement of 

claims a3 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 

S5I advances comprise advances granted by ·the banking sector 

as well as those of srcs. (~ in crores) 

----P7rOr i ty Claims to be -Guarantee fee --[riffers"':: 
sector paid during plus recoveries Deficit nCB 
advances the year in claims SBtt~ between 

, led accounts, col. (B) 
Year 

'=E-x~i-s-:-'t--~R=-e-vrSed Ex"is t- RavTsed- ExTst-"'1fBV1.":' and (7) 
,_. _______ .,,-~ n q in 9 i n9 sed 

1 2 3 .4 c; 6 7 8 9 -..;-...--_ ...... __ ....... __ ....... ------.- , ... _-_ ..... ,-.-.---
NON .. 5S..! 

1987 1870B.90 244~46 288.46 150.24 

1938 22076.51 290.18 

~~89 26050.27 362.98 

1990 30739.32 449.09 

~Q~7 12380.89 225.00 

1988 14609.45 183.92 

~9fi9 17239.15 228.24 

1990 20342.20 279.69 

342.41 177.48 

428.32 211.84 

529.93 252.40 

55! -
258.01' 103.48 

. ',\. 

210.90 117.)5 

261.72 1)9.13 

320.72 164.78 

155.)~ 94.22 133.07 )8.B5 

18).60 112.70 15B.81 46.11 

219.49 151.14 208.8) 57.69 

261.86 196.69 268.07 71.)B 

10).54 121.52 154.47 12.95 

116.73 66.57 94~17 27.60 

138.49 89.11 ~12).23 34.12 

164~12 114.91 156.60 41.69 
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1989 

1990 
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Total (No_n-SSI ·r. §§l.) 

31089.79 469.46 546.47 253.72 258.93 215.74 287.54 71.80 

36685.96 474.10 553.31 294.83 300.33 179.27 252. 9,~ 73.71 

43289.42 591.22 690.04 350.97 357.98 240.25 332.06 91.81 

51081.52 728.78 e50.65 417.18 425.98 311.60 424.67 113.07 

---

~s shown in the statement given in pcragraph 5.4.3 the 

total accruals to the Credit Gu~rantee Fund other than 

the guarantee fee receipts in the year ·1986 amounted to 

b 49.44 crores. Even if this amount were to be adjusted 

against the defici t, there would still -~e a shortfall of 

~ 238.10 crores 1n 1987 and ~ 375.23 crores in 1990. 

5.8.2 AS the Funds will be under great 9ressure, it 

will be necessary to consider ways c:(nd means of 

augmenting the resources of the Corporation -:lnd the 

Committee would suggest til~t the following measuras may 

be t~lken._ 

a{i) The authorised share capital of ~ 50 crores 

h-?s been fully ::.-ubscribed and p::dd up by the Reserve 

:!.Uf}HlNT.;:TIm~ 

OF SHt'.R-:!: 
CAJ:>IT1\.L 

Bank. In view of the 

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 Committee 

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 th~t.the Corporation may con~inue:to be a wholly-owned 
~~bsidiary of the. Reserve Bank for the present. The - . 
Committee recommends' that th~ Corporation's authorised share 
capital may be raised to an amount of atleast ~ 200 crores and 

the additional share capital be contributed by the Resorve Bank. 

(ii) Augmentation of share tapital would strengthen the GenBial 

fund which could be temporarily drawn upon-to meet the deficit 

in the Credit Gua~antee fund in times of need. Provision already 

Bxists in the OICGC Act for transfers among the funds with the 

approval of Reserve Bank. Strengthening of the capital and thereby 

the General fund will, therefore, enable the Corporation to meet 

contingencies and impart a certain degroe of manoeuvrability. 

b (1) The total amount to the credit ~F the Deposit Insurance fund 

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

DEPOSIT 
INSUr(ANCE 
FUND 

failures of banks have, no doubt, been few and 

far between, as has been seen in the recent past, 

the drain on the fund has been and could bo sudden and substantial 

in the event of merger/amalgamation. The fund constitutes 0.45% 

of insured deposits aa 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 an amount of ~ 40 crores., We'recommend 

that the Reserve Bank and the Government of India may 

make outright grants to this extent to strengthen the 

Fund. It is further necessary that the amount to the 

credit 0: the Fund should not be allowed to fall below 

a particular level of say~ ~. 250 crores. If at any 

time, due to heavy claim psyments, the Fund is reduced 

to all amollnt below Rg.225 crores, the participating 

institutions may be required to contribute toward the 

gap by way of a special pramiumin proportion to the 

insurance premium paid by them. A figure of ~~225 

crores has been suggested so that calls from the 

participant institutions need be made only in the 

DVGnt of sizeablo deficits exceeding ~.25 crores so 

that they noed not be required to contribute small 

emounts at frequent int8rv~ls. 

(e) (i) As discussed sc~lier, there are likely to be. 

sizeablo shortfalls in the guarentee feo recaipts ae 

CREDIT GUARANTEE 
FUND 

compared with tho numbor 

and emount of claims to bo 

settled. Hays and 'means will have to be explorod 

as to hOllJ those dofici ts could bo madu good. In this 

connoction, ~o would maku thu following rocommundatlonea 
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(ii) The Committee notes that the Corporation has 

been entrusted with the work of settlement of chlims 

under the cancelled Scheme on beh.::.~lf of Government of 

India. The Government has b-3e,n making budgetary 

provision ev~~r year for payrnent of claims and the 

Corpor~tion is being reimbursed the amount 6f claims 

actually paid every year. D:uring the -Seventh .~lan 

peri cd, the Government have mCide ;:.;' provts ion oflls 150 

crores fo~ payment of claims on its behalf. Till the 

end of March 1987, a sum of Rs.30 crores out of the above 

budgetary allocation has be\3n utilised. j\s on 31 l'1~rch 

-
1987 cloi~ amounting to ~ 24.17 crores were ~~ndin~ 

under the Government Scheme. ::~ccounts in default 

amounted to Rs 232.02 crores as on 31 i-i::lrch 1981 besides 

pending claims of P.s 98.18 crores. 1.s agains t this, the 
1 

COr?or-,tion dis?osed of Itc; 124.17 crores worth of claims 

·(ei ther paid or rejected) u~to harch 1987. This leaves 

a balance claim liability of ~ 148.02 crores. There 

is no time limit :Eor invoc"'Ition of gu'''rantec and as 

such annual budgetary provisions are required to be 

made for this ;>urpose by ti113 Government. The aforesaid 

procedure of Q~""~aining ',reimbursement fran time to t-J.m-= 

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 ~ 120 crores in 

one.1umpsum 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 its liabilities in respect of the 

Government Scheme (since cancelled). 

(ili) If, however, despite strengthening of the 

Fund by the abovementioned measure, at any time 

in future. the Fund is depleted to a level below 

~ 150 crores and the Corporation faces difficulties 

in meeting ongoing eeaa~~ ~~~ 

~kM~~~_~~~k 

~~ ~ ~ ~ ~ lleMl9': ~ 

~ _lO:w<J' .~ ~ .JtZa ~ 
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commitments, the participating credit institutions may 

be obliged to bring it 'upto the minimum level of 
. . 

~.150 croros by making contributions on pro rata basis 

by way of an additional guarantee foe. 

(iv) In viow of the drain on the Credit Guarantoe 

Fund owing to the rising claims, tho Committee is of 

tho view that the financial position of tho 

Corporation should bo reviewed at periodical intervals 

say once ovory 2 or 3 yoars and necessary measures 

considered to maintain the viability of tho Schemes. 

(d) Section 25 of the Deposit Insurance and Credit GuaranteB 

Cor~oration Act, 1961 requires that all moniBs bolonging 

CHANGES I~ 
INVESTMENT 
POLICY 

to Doposit Insurance Fund or 

Credit Guarantoo Fund or the 
, 

'Goneral Fund which may not for the time baing be 

required by the Corporation shall be invested in 
.~ 

promissory notes, stocks or s~curities of the Central 

Govemmont. In order to m08t its ever increQsing 

claim liability, the Corporation has been exploring 

various means to raiso resources which includes 

the changing of tho existing invostmont ~attern. As 
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per the <Juidelines issued by the '30v.~rnment of IncJ1c.l, 

the investrn.::nt p<':tt.3rn of the GIC, LIC cL·:l Np.uj~f'Jj 

proviCles for iov8.· tments at about 25%" of profi tsl 

controlled funds in share¢1e0entures, ~tc. to obtain 

e better yield, whllethe remi'ining amount has to be 

inv~ster: in sociCllly-ori(:;1'1 t:ed sectors including 

Corporation if a~~owec1 the Idtitud~ to inv~st 25% of 

surplus funds in -the .form of. safe investments other than 
. 

Central Government securities, the Corpor . .;<tion could 

earn an ~dditional incon~e. The Committee i~, concerned 

?l)out the fin~ncial strains on the C·orpor~.tion and 

the need to ;. u,:-;loont its resou.rc.3!S Ero--l~ 311 ~,ossiblt3 

;~venu'3s. 'rhe Committee, therefore, recommends that 

the Cor,;)oration m.::,y be permitted to invest a certain 

portion of its Funds in goc,d high-yie·lding secur;i ti 8S. 

The ·":;ovarnmant of Ind.ia m'.'y have to be movedEor 

emending S:ction 25 of tha DrCGC Act to enobl~ the 

Cor:?or.-:tion to invest il1 forms of inv~stments oth-:r 

th~n Ccntr~l Gov~rnment secu.rities. 

(.) In t(;rms of Sccticm 27 of the ~:,ct ibid, provision 

LeANS to'ROh 
RES ::;qVE .: ·H~, OF 
Il~':" If. 

th:..;: F • .:s.;:I:VC 3ank 

exists for .:,(Jvances upto 

an CWlOunt of Ro; 5 crores by 

to the Corporation for the 

purpose. of ~eposi t Insurance ~'und or Credi t Guarantee 
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~'und. As mentioned, the defici ts in f,.:"!e rr:~ceipts are 

expacted to be ('If 'a sizeable order and the ?bi 1 i ty 

of the Corporation to meet its liabiliti.;.!s mi':.y be 

impair;:d. Pending the raising of resourc.,;s through 

~lt9rn~tc means such as contributions by pr:::rticipMting 

crcodi tins ti tu tions, contingencies may, the r.2fore, nr1.s 8 

when the Corpor~tion may requ:lrl3 sizeable funds for 

meetin',; its contlli tm.:::nts. ~!G wou Id, therefore, 

recommend th~t a provision for making of advances upto 

an a~ount of b lOOcrores may be made to meet any 

eventual! ties. !(eE:},Ji'ng in view the laudable objectives 

of the Corpor?tion, such loans should be interest-free. 

The Oepos it Insurance nnd Credit GuarcmttJe Corporatir;n 

~ct may be amended accordingly. 

(f) 'The Corporation has be2n continuously pursuing the 

EXE!l~TI01: 

PRav; I:;COZE
TAX 

, 
question of grunt of a 

permanent exemption from 

income-tax with the Government of India. 

Instead of acceding to this demand, the Corporation has 

now been advised that it will no longer be exempted 

fr.om tC'x from the ye:;r 1987. On d notional b;)sis, the 

Corpor:-,ticn' s tax li':1bi Ii ty on the incoilh~ for 1986 

would' work out tc .3 coloss",:, 1 sum of Rs 51. 29 crores. 
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.. The Corporation is· essentially a service insti tution 

whiCh ·op'~rates on a 'no -profit' bi"lsis. Any income 

which the Corpor.:,tion ~arns is 'notional' in as 

much <;,.S tha entir(~ surplus~s ;::ire ap;,)ropril'tcd to';/ards 

builGing up of the Deposit Insurance Fund and the 

Credi t Gu.c:xuntee Fund. C;ven the est:-:blishment expendi tur~ 

is being met from the income on the share capital of 

··Rs 50 crores' contributed by the Reserve Bank. The 

Corporation does not declare any dlvide~d on such 

share c~pital. The Deposit Insurance Corporation set up 

as,'far back as in 1961 was conceived with the idea of 

infusing confidence and mobilising savings of smilll 

de90s i tors with ;:) vie'iJ to channa lising the resources 

in avenues which coulC be de,."!med as na-cion~l prioritjies. 

Simil"'rly, the Creai t Gu,-:rantee OrJ'anis<:,tion was· thought 

of in ti1;;! wa;,-e of nationalis;)tion .of ban1<,.s and t.he need 

for providing incC:'!itives to commercial banKs to lend to 

the hitherto neglected sectors which were higher risk 

9ro?os i ti ons. In other words, the Corporation has been 

working sole ly fo~ attainment of n;-.ti.:mal objectives. 

Judged by the increas~ in deposits over the yeors and 

the stetdy ii·.crease in lend inCjs to priori ty sectors, 

tha objectives with which the Corporatinn W~D estobl~shed 

have been fulfilled in <:.iood measure. In the context of 
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merg2r of wec.lk banks and also the launchintJ of various 

special programmes.of financing for wC"lker sections 

there is a need for continu~nce of the Corporation's 

activities. ;·\S p~st experience has shown, it is 

difficult to anticipcte as to when demonds may be made 

on the Deposit Insur<:tncG S'l1.nc. for rre·~ting cIa ims of . 
de?osi tors in the c;::se o~E merger/liquid:::,tion cf ban·l<s. 

:eurther, claims hdve been steadily rising from y~~r 

to ye-:.r und-ar the credit gu~\r;mtee schemes ;:m("~ as 

discussed e:··rlier, since the year 1984, the gu::~ra.ntee 

fee recei?ts have faller. far short of the claim amount.s. 

As discussed earliar, thc~ is likely to ~e a huge 

deficit in th~ ~~erantee fee receipts vis-a-vis claim 

receipts <.md we h. va sug':!ested various m:.:!,~sures to meet 

th~ Shortfall. 'rhis e:nvis.:.ges, among (' thers, agumentation 

of shara capit?l by the Reserve Bank and the grant 

of funes by Gov .~rnment of India to strengthen the 

Credi t Guarantee .~ und.- In the face of this, levy of 

a t3X on thtil Corportion"s income \-lill be totally 

counter-productive. The GovlO:rnment of In(:i2 may 

be moved to inunediately grant permon'::nt exem9tion to 

the Corporetipn fram payment of tax. 

v 



CHAPTER VI 

PROCEDURAL ASPECtS AND 
OPERATIONAlLPRDBlEMS 

6a1 With a view tosimpllfylng and streamlining the 

INTRO"oUCTORY procedures adopted by the Corporation 

and for ensuring prompt payment of 

insurance premium/guarantee fee by crodit institutions 

and expeditious settlemont of claims recoived by 

the Corporation, a Sub-Group undor the Chairmanship of 

Shri B.D.Dikshit, Deputy Managing Director, State Bank 

of India was appointed. The Committee al~o received 

suggestions on these aspocts from participating credit 

institutions. The rocommendations made by the Sub-Group 

are at Annoxure II. The main issues that arise for 

consideration relate to the following : 

Deposit In~ranco Scheme 

(i) Insur~nce premium - Computation, payment 

(ii) Periodical rot urns 

Credit Guarantee Schemes ---_. - --
(i) Guarant90 fee - Calculation and payment of 

(ii) Guaranteed advances - Exclusion of certain 

categories of advances from tho purview of 

tho Scheme . 
(iii) Invocation of guarantee 
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(iv) Settlement of claims procedure 

(v) Remittance of recoveries in claims .paid accounts 

(vi) Delegation of pow~rs . .fQr .wa.:i.v~rpf · .. le.gal action, 

Write off etc. 

Tbese issues are discusseo in. t.he following 

paragraphs' 
, , 

6.2.1 ·:.11 amounts which are in the nature of deposits, 

CO~L?UT~·~TIC·:\j OF 
f REr-1IUi'·~ -
SIMPL!FIC.:':'TI01'! 

wheth2r reflected in deposit accounts 

or not, are to be treated ~s deposits for 

the purpose of payment of insur~nce premium viz. 
I 

(a) Credit balance in c~sh credit accounts 

(b) r"wli'lrgins he Id against L/Cs guarantees, bills 

purchased etc, if these amounts are held in an 

CI.ccount of the depositor marking mer.ely a lien 

or instructions .:\5 to disposal. 

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

has accrued and become pLlyable to the depositors. 

(d) i'';ai lite leg rFiphic transfers from one deposi t account 

to another. 

(e) Amount received for credit of a deposit account 

but held in suspense, pending receipt of 

particulars or com?liance with some formalities. 

I.S per the t"lccounting procedure followed by b2lnks tbe 200ve 

i terns which, tho1Jgh in the nr.:tture of deposi ts, are not 

categorised as such in the books and the amount pertaining 
. 

to these items is not re"dily available. Data p~rtaining 
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to these items are compiled for the specific pur;>ose of the 

Deposi t Ir:surance Scheme at 1.cesent. The cc.dpi lation of 

assessnble depos:Ltp is, therefore, del'yea. This amount 

',-:...:.lparec with the total deposits of the bunks is negligible 

• and the expendi tur" and lnbour involved in compil'3tion of 

the f1rnoun·t :s not commensur,;l',:.e wi th the addi ti onal rremtum . 
income of the. C:or;?oration. 

6.2.2 As per the existing procedure, every insured bank 
\ 

has to pay a premium on the assessable deposits as on 

the last fridoy of the preceding h2lf-year in advance within 

one month of the commencement of the half-year. If the 

insured bank is not i3ble, on account of circumstances beyond 

its control, to determine the figures of its total deposits, 

it has to provisionally calculate the amount of premium 

payable by it i:md subsequently make an adjustm.3nt in the , 
. figure of deposits. The existing procedures appear to be 

unnecessarily cornpliccted involving a large number of 

, ~. ~C"J.lations which result in considerable waste of time 

;md 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 it.?m 2 (a) (i) and (ii) of fOrTn2t IAI submitted 

to the Reserve Bank under Section 42 of Reserve Bank of 

India kCt fer mf,intzn,-:lDce of C:'~i( 2.nd SLR. These items 
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pertain to the aggregate demand and time deposi ~s of b-3.nks 

(other t""s.n from banks) in India. However, demand deposits 

. includ~ current a.e·'osi ts, demand portj ':In· of savings bank 

c2posits, margins held against Les/guarantees, balances 

in overdue fixed deposits, cash certificates, cumulative/ 

recurring depos its, outstanding ti:.~ ley .raphic/mai 1 transfers, 

demand drafts, credit balances in the c?sh crsdit accounts. 

Time deposits, on t.'1e other hand, include fixed d2posits l 

cash certificvtes, 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 a1.so include items 

like outstanding mail/teleg=aphic transfers and demand 

drafts which may not necessarily pertain to deposit accounts. 

Although the items exclude deposits from banks, the other 

exer;1pted category of deposits i. e. deposi ts of Central/ 

State, Foreign Gov(:rnmentR are not excluded fror .. the 

li~bilities shown under the return and the banks may have 

to work them out sep~rately. 

6.2.4 A better alt2rnative would be to compute insurance 

premium on the basi3 of the deposit figur~ appearing in 

the balance sheet of the credit institution and remitting 

the premium to the Cor!;)oration once on an annual basis. 

Although it may ~ntail some loss to the Corporation we 

suggest that the Corporution may henceforth charg~ premium on 
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the b3sis of tho deposits figuro as appearing in tho audited 

balance sheet of tho credit institution excluding deposits 

representing roreign/Central/State Governments and inter.bank 

deposits. 80th the Corporation ond banks·wo~ld be benofited 

as there would be a similarity in the base for calculating 

premium instead of the present system of pa~ing advance 

premium and then making subsequent adjustments. There may 

not olso be any need for verification of returns by the 

Corporation as the base data is audited by statutory 

auditors. While the inter-bank deposit figure should be 

rgadily available in the balance sheet the rigures of other 

deposits may not be separately available. A certificate may 

be obtained 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 

once in a year instead of twice in a year as at present. , 
Rogul~tion 19 of the Corporation's General Regulations 

may have to be amended to give effect to this recommendation. 

6.3 In view of our recommendation contained in paragraph 

GRACE PERIOD 
rOR PAYMENT 
or PREMIUM 

6.2.4 regarding computation of premium 

liability of an insured bank on the basis or 
the audited ann~al. balance sheet, we rDcommbnd~that insurod banks 

may be required to pay 1nsurance premium as haretofo~e 

wit~in 30 days of tho f8ceipt of the audited balan~ sheet. 
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Under the Banking Regul~tion Act, 1949 and the RegiGnal 

Rural Banks Act, 1976 the audited balance sheet is required 

to be placed before and approved by the, Board of Directors 

'within 3 months of the close of accounting year. the 

commercial banks and RRSI obiorve the calendar year as 

their accounting year while co-operative banks observe 
, "I '0 • ,. ,. 

July-June as their accounting year. ThLH9' th's commercial ' 

banks and RRBs will be required to remit the insurance premium 

before )0 April of the following year and co-operative banka 

by 31 October of that year. It is possible that there may 

be a delay in submission of the audited balance sheet. In 

that Dvent~ on a previsional basis; re~ittaDce may be made 

of insurance premium within 4 months of the close of the 

accounting year. The further remittance together with 

interest at Bank Rote may be made within )0 days of reoeipt 

of tho audited balance sheet. A penal rate of 2% over 

Bank Rate may be charged to dissuade and disoourage the 

insured banks from delayed su~misaion of returns and 

remittance of premium. Tha rate of penal interast may alao 

continuo u~changed. 

,CREDIT GUARANTEE SCHEMES 

6.4.1 Dna of tho otber points for con~ideration is 

CALCULATION AND PAYMENT 
OF' GUARANTEE fEE 

whother periodicity 

of paymont of guarantae faa also should ba 
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changed from half-yearly basis to ye3rly basis. At present, 

the guarantee fee,is calculated on the outstanding balanc~s 

in th~ borrower's account as on the last Friday of the 

pr~ceding hn If ye?r at the rates stipulated in the schemes. 

"rhe guarantee fee so calculated is required to be paid 

right from ti"le time the fn.ci Ii ty becomes eligible for the 

guarantee and lJpto the ht If-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 is 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 considered the question has 

suggested in p·3ra 5 (v) of their report that the guarantee 
.. 

fee should be collected preferably once in a year on the 
, 

basis of figures readily ;:jvailable in the annual audited 

balance shee~ of the credit institution. It is also 

suggested that the loans and advances in respect of which 

cl~ims h?ve ~lready been lodged should be excluded from the 

balance sheet figures for calculation of guarantee fe~. 

6.4.2Je ulso endorse the suggestion for calculation of 

the gu~rantee fee on the besis of loans outstanding of a 

cradit institution on an annual basis. ~e have in Chapter· 

IV recommend·ed t~at all priority sector lendings mc.y b~ 

brought unde~ the purvieW of the creditgudrantee cover 
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of the Corporation. In the case of SSI units, we have recommended 

that the guarantee fee may be charged upto a particular level of 

the loans outstanding against the unit. At present, any guarantee 
• 

other than a performance guarantee granted or issued in India by 

a crodit institution is covered by the Corporation's Scheme and 

guarantoe foo is collectod thoreon. Such guarantee may continue 

to bo covorod under tho Schemo. Data relating to tho total 

priority soctor landings is given in thG Annual Report submitted 
----------~. 

alongwith tho auditud balance shuot of the banks. Siric8 the 
~- . -------. ------...-- -.----------
priori ty sector londings ars t.o form the basis for lavy of 

guarant:)e foe, it '»ill be n::;cessary to placo submission of the 

r~lativQ data on a formal basis and stipulate a specific timo 

limit for its submission. A st~tumunt rugerding guarantoed 

advanc8s' (including outstanding financial guarantees) may bo 

submitted ~ithin the timu proscrib~d for submission of tho 

auditod balanco she~ts. In tho avant of any dulay. provisional 

pBym~nt of guarantoo fous may bo mado by thu crodit institutions 

within 4 months from tha closu of thu accounting yoar. Furthur 

rumittancus toguthur with thu inturust at th~ Bank Ratti may 

bu madu within 30 days of roc~ipt of auditud balancu shuot. 

Wh~r~ banks fail to maku provisional romittancus or r~mit 

tho difforuncus thuruaftor thu Corporation would bu.justifiod 

in levying penal inturast at 2% abovo thu Bank Rata •. 
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G.~.3 Further the Sub-Group h"'ls recorrunended th~t while 

c:"lcul'1ting the guar")ntee fee, ;=.,iv;1nces ir. respect of 

which the c1r:3ims hz.ve a1reed~r been ~re:Eerred on the 

Corpor-'tion may be €:xc1udeG. from the figures. \-oe have 

9i von t.ho'.:ght to this issue. 'fhe entir·: idee'\ is th2t the 

exis tit".;:, ~')roccdure~·: shou 10 be streiJm1inGu. ;-Je hive 

~ccordin;ly sU9gested th.:-t even at loss to the Corporation 

the insurance c::remium cmd ~"'Uarantee fe·.~ m~y be c=llcu1ated 

wi th refc::rence to the ba1-·nce::! sheet figures or the annual 

d'lta ra1ating to pr.iori tI sector lendin'Js. Ded,1ction of 

claims lodg~d wou.lC' again ant;)il con!)id~r:,:b1e administrative 

work of cm'solidation of dat~ b; e~th b~nk regarding claims 

invokso,\'Iithdrawn, c:>aid etc. by its offices. On balance, 

in the interest of simplification, it is felt that the 

ba7"ks m';JY P3S the guarantee f~e on the basis of the annual 

f1.Jurcs .... rithout making any detaile.:.· calclllations for 
, 

eAclusion of certain cl::dms. '1'he diffarence in the 

9u~rar.tee faes paid on th~se accounts will in any case be 

of a nomina 1 or6.'~r. 

6.5.1 I-motr.·.;:r issuo 'to b~ c()nclckred is whether the 

Gu .. ,rV .. ~:T.c:8D iillV~ •• '~CES -
EXC L 'J'.J I CI:~ OF CS !1rr:- IN 
AJ...vc~CS~ FEO.: '.~';i.E :. u';VI.;'~H 
0;' TH: GU!'R NT..:!:" S(:HEl-1E 

following types of advances 

may b..: exclud _.d from th~ 

~1JrvL..:\\' of thtJ Sch,-~m\3 : 



141 

(a) Advances which have become eligible for cover 

consequent on redefinition of 551 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 etc. 

6.5.2 Consequent on redefinition of 55! units wi~h 

regard to the investment in plant and machinery by 

Government of India all units which are satisfying the 

criterion are automatically covered under the Scheme" and 

the credit institutions have to rQPort these units in 

the statement of guaranteed advances and remit guarantee 

fee thereon •. 

PROVIDED --
(a) dues in respect of these units have not 

already become bad or doubtful of recovery; 

(bj unit has not ceased its business ~ctivity or 

the activity has not been suspended; 

(c) credit ~acility has not partly or wholly been 

utilised for adjustment of any bad or doubtful 

debt. 

One view that could be held is that advances which have 

been granted onl y af ter the da te on which 'the def ini tion 

of 551 urit is altered should be covereq. 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 

and include advances granted only after upward revision 

of the SS! 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 \'Ie 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. \'Jhen credit insurance was introduced 

in 1960 for SSI units, participating ~redit institutions 

had the option to cover under guarantee scheme or exclude 

therefrom any particular credit fa~ility depending 

upon the degree of risk involved. The Guarantee Organisation 

then extended guarantee cover only after satisfying 

itself about the soundness or the project. ' 
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This procedure has undergone a complete revision. 

The Corporation is at present operating all its 

~chemes on an automatic and bulk coverage basis 

under which the Corporation offers its guarantee 

cover for all the credit fa~ilities 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 

per~tted to exclude any credit facility from the coverage 

of the_scheme .on .. the ground.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 ~roper to exclude advances which are 

fully secured or in respect of which there is no 

risJ( involved from the purview of the lJu,3rantee 

cover and, therefore, we are of the opinion that 

the existing procedure reg3rding coverage of advances 

need not be changed and all eligible -advances' 

covered thereunder. 

6.6.1 The :omrnittee has also considered 

CONDITIONS FOR 
INVOCATIO;-~ OF 
GUARANT2E 

the issue of Whether 

treating the adv~ncesas , 
bad or doubtful of recovery and/or making a 

provision in the books of credit institutions should . 
be a ?r~conditicn for invoking guarantee and 

realisaticn of security should not be insisted 

upon before 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 : 

6.6.3 

i) The adv~nce 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 borrower1 

ii) 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. 

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 Corporatisn. The Sub-Group has, in paragraph 

S(ix) of its report, obsarved that providi~g for dues 

·and their accounting in the books of the credit 

institution as bad and doubtful is not always possible/ 

practicable. State Financi ~l Corporatio~ in particu lar 

find it difficult to comply with the c~nditions 
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due to their shifting to tha cash system of accounting. 

Tho Sub-Group has suggested that the Corporation should 
. . 

accept a certific3te fu~nished by either internal.or 

external auditors in the case of SFCs without insisting on 

~rovision or accounting as prescribed in the schames. In 

the case of banks which havo a large network of branches. 

Q certificate of the Regional Manager/Zonal Managor, it 1s 

suggested, may be accepted. Whilu the Committee agrees with 
• 

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 bad or doubtful prior to 

invocation of the guarantee and that it has been provided 

or accountod for as such 1n the books of the bank as the 

case may be. This may be the responsibility of the 

officer-in-charge of the controlling office through which 

tho claim is routed. In tho case of SfCs which follow , 
the cash systsm of accounting the bad and doubtful nature 

of tho debt should be suitably certifiod. 

6.6.4 Unlike Government's Scheme (since cancelled) which 

had an elomont of refinance and was more in the nature of 

a guarantee against dofault. the new scheme is a loss 

insurance schame. It is, therefore, expected that credit 

institutions will make necessary efforts to realise 

whatevor amounts possible from tho borrowers/sureties and 

will not havorecourse to the Corporation immediatoly a 

loan is dofaultod. Howover, inatitution 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 

settling claims on their invocC'ltion "It th a view to pIecing 

the bank.s in liquid funds. ~~hi Ie the presen t procedure 

may 'be r2vie\,Ted, we WCl' 1d exi~ort th-:lt credit ins ti tutions 

should make time ly and vigorous efforts to recover the 

;overdues and k.eer do'~n tbeir claims on the Corporation to 

the minimum possi0le levels. 

6.7.1 i'ie have also considered the following ~ 

SETTI.Er'1ZNT OF 
'CLAI1J'.s 

(a) Simplification of the proceaure 

for settlement of claims 3nd in this 

context, disc,:::mtinu,-nce cf 0Clta rel~ting to 

brief history, ledger Gxtract, gu~r2ntec fee 

particul~rs, etc. for amounts exc~eding ~ 10,000 

under Small Loans '3u()rante2 .:5cheme, 1971. 

b) ~ihether claims U&'to r.,; 25, 000 milY be computerised 

to evoid del~y in settlem8nt 

c) v~hether a time schedL:le m2Y be prescribed for 

settlement of claims 

d) ~'!hether there shouid bo'':' a F.pc"'ellate authority in 

the c -,sa of rejection of claims. 

6.7.2 The Su;'-Group t}as, in paragrQph 5(xi) of its 

report, observed that the: credit insti tu,tions have to 

sendalongwith the claim applicetion forms (a) auditor's 

certificete tre?':lti:1q the dues as bad or doubtful of 

recoverT' (b) transcri,;>t of borro,·,er I s account for last 
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two years and (c) details of legal expenses, etc. The 

information does not serve any purpose for settlement of 

·claims. Further, the claims settlement is also not held up 

for non-submission 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 
. 

inspection 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 debits 
, 

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 

a decision taken regarding the essentiality of such data. 

The Committee endorses these suggostions and would recommend 
, 
I 

that thu Corporation may dispense with the same if it is not 

strictly necessary in consultation with their auditors. 

As for the suggostion that ~ll claims upto ~.25,OOO 

should be computerised to avoid delay in settlement, it is 

observed that the Corpor~tion has computerised all claims 

under Small Loans Guarantee Scheme, 1971, irrespective of 

amount. However, to ensure that tho 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 oertain claims may be 

subjected to manual scrutiny also. For this purpose the 



149 

cut-off point was initially fixed at R'3 2,500/- per claim; 

which was relaxed to 1'1'; ·5,000/- per claim from January, 1986. 

This limit h;:;1s further been raised to R.'1 10,000/-. The 

claims upto p..3 10,000 account for .:bout 98.70% of claims 

rec~ived. The Sub-Group of Expert Committee has also 

recom.ncntled in paragraph 5 (vi) that the existing ceiling 

is adequate. We have revie'tled the position and are of thevi9'l{ that 

the Corporation should consi~er computerisation of 

settlement of claims upto an amount of even ~ 25,000 so 

that any delay ariSing from manual scrutiny can bG obvi.ated. 

6.7.4 :·le note that the Corporation has taken' adequate 

steps to expedite the settlement of claims which include 

computerisation of claims settlement proced.ures under Small 

Loans Guarantee Scheme, 1971 due to which time gap between 

lodgement ·of claim and its disposal has now been redu~ed 

,to a period of 8 to 10 weeks. Similorly, under SSI Scheme p 

the settlement of claims upto ,:s 25, 000 is now done on the 

~ b~sis of ,c.:rtificates furn1o;hed by the credit insti tution. 

·V',hile, no doubt, the claims settlement has definitely 

improved, ?s mrly be seen from the data given in Anne}:ure VI 

there ~r~ a large number of claims particularly under 

55! Scheme which are pending for fairly long periods of time. 
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The Corporation has since liberalised procedures 

end scrutiny norms and claims ere now being 

settled more expeditious If. The Sub-Group of the 'Expert 

:.Comrni~tee hbs loade specific propos~ls to f'icilitate speedier 

disposal of claims. These include (i) limit for sattlement 

of claims on the basis of certificates issued by credit 

institutions should be raised from ~ 25,000 to ~ 1 l~kh 

and (ii) increasing the. delegation 'of pow·~rs to officials 

at various levels in the Heed Office/Regional Office of 

the Corporation. The Board of the' Corporation, it is 

understood, has already approved the proposal to delegate 

powers to Managers at the bran-::h offices to settle claims 

Upto ~ 3 lakhs and to the Deputy General Manager and 

. General Hanagar Clt ~-Iead Office to sanction claims upto 

p., 5 lakhs. We f~el that computrrisation of all clc-ims 

upto P.s 1 lakb would further ex~ditf:! settlement and 

w~ \,lould suggest that the Cor;>orction shou.ld actively 

consider this. The Corpor~tion should have, moreover, a 

time-bound progra~~ for dis?osal of claims and claims 

should be settled within the periods stipulated by 

us hereunder : 
Amoun~ 

Upto Ps 25,000 

Upto as 1 lakh 

·Above Rs 1 lakh 

Period 

1 month 

3 months 

6 months 
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The Corporation should suitably goal' up 'its machinury and 

.effoct what~vor chang~s it deume necu~sary to ensure prompt 

sottlumant ~f claims' within the periods recommanded above. 

At_the seml::l time, the credit institutions"should furnish 

what over clarifications aro raqulr~d by the Corporation 

as ~uickly as possible and within a period of not mora 

than thrdu months. 

6.7.5 Yet anotner qUClstion that hos boan considorod by 

us is that of whuthar any appual should lio to a highor 

authority in thu case of claims rajuctud by tho Corporation. 

In this conn~ction it is obsorvod that tho Corporation has 

alr~ady issuad instructions to th~ branch~s to b~ libural 

in th~ir a~~~6ach. It .has also instructed that claims 

nuud not bo roj~ctod on mor~ tochnical grounds and that 

only gross negliguncu or connivance by branch officials 

should b~ -takon noto of. In its londing oporations cradit 
I 

institutions aro expuctod to uxorcise tho sam~ caro and 

diligoncu, normal procautions and safuguards, otc. as 

if thoro was no guarantoo. If duo to nog1igoncu on tho 

part of credit institutiona,t~o intarusts of the Corporation 

are adversely affucted it will be justified in rejecting 

such claims. 'Wo also nota that higher valuoclaims 

under 55I schomo ar~ now ruforrod to the Claims 

Commltteo comprising of roprosantativas drawn from 
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public sector ban 1-:5, Industl-ia 1 Deve l00m..:mt ::"nnk of 

1nd1::l, Ch;-'rterc0 l\ccountants, etc. This is a 

aur fic1ently hi'Jh :JCJl10rec. Committee com!Joseo of 

repr~sentati Vt"~S f ro:n credi t ir,~3 ti tutio'fls th':!'lIS ('.lves • There 

is no neE::d f.."r r::.ny furti1'?r body to cons iderr-ejectp.':'), 

claimc;. In :>ny c,~se tile r~j~ctions ,3re no::} s.T,,0111 in 

number. 

REC'JV,SR1ES IN CI ~1H P/-\1D ACCQU1:J'fS -
WAIVER Of LEGAL ACTION - :,ndTE OFF ETC. 

6.8. jl,t present, the pcj,rticipc tin';, cr~di t insti tutions 

:(!::~.ITTAnCE 01' 
R~COVE:Rn~S ONCE 
IN 1\ YE_~ P. IN 
TABULA'r~0 }i'ORM 

are required to remit recoveries 

received/effected in claim 

paid accounts after deducting 

therefrom, expens~s ir,curred therefor, if. ?ny, within 

three ilIo:1ths from the actual date of recovery llnd~r 

Small Locins 3uarantee Scheme, 19V1 and within one month 

under the Small. LO;=:tn'3 (351) Guarante~; Scheme, 1981. The 

bany.s are re'~uin~d to remit all recoveries a~, .:,nd when 

effected wh ich resu Its in reoceipt of innum;~rable C;"lc:iU0S 

for small nmounts in c.ribl-:!ts froiTI ec.ch credit institution 

in the Corporation increasing its ... mrkload. r.L'he 

Sub-Group h~s already recornmended in paragrap:l 5 (ii) 

that a uniform ::; treaml Lied procedure might be evolved for 

;·11 the schemes. Accordillgly te: simpltfy the procedure 

vi.:! are of the viaw that the credit insti tuti0ns mc.y be 
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a 110lIJed to remit ttl,:! recoveries effected in the. c LJ im pa id 

account 6.uring ,- quc;rter in a consolid~ted {onn \dthin 

a p(3rio-:l of one monU, from the 6.i~te of ex ir'/ of th~ 

qU'3rter. The statement should be submi tte.:::' by ·the 

controlling office/~onal/~-~e<.:rional C·ffice. lor 0el ('~; in 

remi ttin':1 the recoveries beyond the prec-·c rib2(~ )eriod pena 1 

interest as per the exi~ting provisions may be .ch~rged. 

6.9.1 A q\.~estion considered by us 1s '1hether wr.>iver of 

DELEGA·TION or' POWERS fOR 
WAIVER OP LZG",L .a.CTION 
~.GAIN 3T TI-C 80RRO~:f ~RS, 

SC.<~LL:·.·: Li 0:"; 1" 0E' D.i:'~T.s, ·.,2ITE 
O.i!l OF DUES, RELEf.,,'..>!!: UF 
SECuRITY/sm-"::TY 

legal 8ction against the 

borrowers, write-off of 6ues 

and scaling down of ~ues 

on compromise proposals may 

be enh~nced or power deleg-1ted in full and the Corporation 

should not ins ist on prior approval in respect of the 

a··~ove c"ses. At present in order to reduce the worklood 

at credit institutions .:s well as at Corpor:::ltion's level 

dele::;ations oE .-:)o ... ers h;,v.~t>C:!engiven to cr'di t institutions 

upto cert.:::in limi t.S ,jS under 

Waivsr of leg~l action 

Scaling down of debts 

\t~ ri te of f of dues 

Rele;;!se of Security/Surety 

Rc; 25,000 

:!s 10,000 

Rs 10,000 

!::i 10, 000 

~~ 2 I 500 

Rs 5,000 

!:o limit 1f the security 
is not effect,:..d • 

. ----------------.--
The cases falling under the ~bove category are not re~uired 

to be ap~)rovcd in advLnce by the Corpor.3tion. However, 
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credit institutions are requir:d to re~ort to the 

Corporatj0n ·:::11 SUCi .... C 3ses in the he.l f..'y.:oar 1 .. ' statement/ 

computerise~ form~ts. 

6.9. 2 The above limits are in oger-tion since 1~81 ,nd 

there "':23 no occasi-::>n to call back the clc'im amoun·ts or 

·to rej ect· :my- of ti"ie )rOi;lOsRls referred to by the cr-.:}c.i t 

institutions. Thes.:! :;>ropos:~ls are duly ;Jpproved by the 

competent ;:Iuth,'"'rities of the credit institutions. In the 

context of l~.rge nUllll',:,o;r of branches of tanks and :;>henomenal 

increase in number of accounts and amount of advances to 

eligible borrowers there will be an inc:CeMsing number of 

c'-'.ses where legal action may have to be w:ived or the 

dues scaled Gown or written-of·E. ,sickness in industrial 

units is also increasing and it may become necess?ry -to 

nurse the units under ~ rehabilitation ';>rogrc?mme involvin.; 

a compromise or scaling down of the dues. For such nursing 

programme, Corpor:otiori's'prior apjroval is not necessary. 

Since the credit institutions also have e financial stake, 

there is no reason to. 'believe that thel will i~discrirni

ni.'tely resort to write-off, sCi;)liny aown etc. ,jince the 

crecit institut~on is the best jud~e of th~ circuwstances 

it will be proper to leave it to the credit. institution 

to decide sach cases and take action Jt thair discretion. 
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6.9.3 In ... "ie:,,; or the <,~bove, we ore of tile O~')::"11i.)n th.=:1t 

credit in..,titlJtion~ '1' .... :. 08 ;,llmlet::' to us~:::'"cI:1ir di.scretion 

in matters relCltin~ to wr.:iver of legal action, 5c;ilin'~; down 

of debts, writing-off cf dues etc. i~res~ective of the 

amount involveci and no prior <1p)ro'!a 1 of the Corporation 

should be taken. However, they should repo~t such cases 

in th"e half-yearly statement as ;Jresently done in cases 

where the discretion has been allowed to the credit 

institution. The Corporation will have the right to inspect/ 

verify the accounts (~nd ensure that bank is acti n,;; in a 

proper manner. 

GENSRAL 

6.10.1 We have also considered "the fo-llowtng 

(i) hll advances u~to ~ 25,000 or ~ 50,000 m~y 

be covered I:nder Sm;::ll Locms Guarantee 

Schema, 1 )71 

(i1) r~epa~Tffien .:.pe rioo for crop h:"ns for 9i~eapi:"le, 

banan."": e"tc." rn'3Y ::-e raisec.; upwards. 

(iii) L:'r~sh 8c1\-ances ,;;:anted to oJ borrower in respect 

of wr.o:n a claim h·;s already ~)een .);:'io by the 

Corpora'tion but the same has not been repaid in 

full to the Corporation, should be made eligible 

for yU::1 rantea c~ver, since it is difficult to 

keep record of such defall1ting borrowers 

either by the credit institution or Corporation. 
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6.10. 2 Activities covered under the Sm3l1 Lo 0 ns GU3rantee 

Scheme, 1971 Clre non-industrial in n-=tture .jlile those 

cove~ed under 53! ~cheme arc those reI ting to m~nufacturing, 

process ing or pr~scrv8tion of goods or units functioning as 

servicing or repair wor)<shops 011 speci fied lines or as 

CUStOill service uni ts ;'Ind which ;)re small-sc."lle industrial 

units. However, some of the activities such as those of 

self-cmplo','e(l. persons; business enterPrises etc. Jre 

such that the~' could be cL~ssified under both non-industrial 

or industrial categories. Credit institutions, ther2fore, 

find it difficult to cover such t:'pes of a;~vt=.lnces under 

the :p)ropriate scheme ,)nd a lot of ~voidable corres;>ondl'mce 

i3 exchanged between credit institutions and the' Corporation 

on the subject. 

6.10.3 T8king into consideration the diffici.,l ti03S 

'. 
experienc~d by the cr.ecit institutions ~nc tc DJle out any 

flmbi,~uity or over!.::) and make the posi t::'on abund;:nt~y clear 

we recommend th2.t ;:)11 'adv~nces g,:antad u . ..:to Rs 25,000 may 

be covered under Jmall Loans Guarantee ~cheme, 1971 

irrespective of the nature of activity in which the 

borrower is engaged. 

6.10.4 J.t present the Corpor<::tion has prescribed tr.e 

n;:;~F'flw1..sNT 

?l'.:rlIOD 
maximum ~paymcnt p~riods in respect 

0-: credit f:"cilities 'Jrr.:ntco by 

partici!?ating credit institlJtions to farmers and 
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Agrjculturists for th2ir s~~sonal a}ricultu~al oper~tions 

:'.nd development c3c'tivities. If t1J8 r.=p-::'1T, nt rsriod 

prescribed by the C Jrpor"'ltion is ~xceel ~Q by ble creeli t 

institution the claims ere liable for rejection. Und2r 

the Scheme I the rep,.;:n"'lent ~eriod for pineap~"les is 40 

months I for sugarc,'ne 24: months ,:lno. for a 11 oth:~r crops 

15 months. :t-"or d2velopmerltal ()ctivi ties the repayment 

period is 15 YS':irs. tie suggest th3t the Corpor;)tion may 

so amend tha a:")ov8 cl-:Juse of Small Loans CUClrantee .:icheme, . 

1971 50 th:t the repayment period for any kind of credit 

facilit.ies granted to farmers and agriculturists sho\.1.1d 

be in alitJnment with the mC1ximum pariod prescribed, if any, 

by NABARD/RBI in this reg&rd. The Corporation need not separately 

stipul,3te these. vvh~re ~L 13Af'...D/R31 has not prescribe(l any 

repayment period, the !?criod prescribed by tl-.e Corporation 

should be accepted. 

6.10.5 ;-:.5 regards ~ligibility of cove-- for fr2sh finance 

to a borrowar whose claim has be;~n :.)aid by the Corporfltion 

as per tha presGnt provisions of the Scheme a borrower 

who has defaulted \<lith one credit institution will not be 

e li.;ible for fr:=sh faci Ii ties ti 11 the amount of. cl·:1im 

paid by the Corpor:':.·tion is repaid in full. This position 

will be known to the credit institution only when 

infortn"tion re.:larding :?.:oym~nt of cl:jims to cr~di t 
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institutions ·:md wh3ther claim flmount is recovered in 

full borrc.,. .... er-wise, 1s m:~c1e -- vai lC'ble to them. Such 

type of list W'5 enrlier circulated by :-rstwhi1e Credit 

'.:iua rante:~ 0rganis ati on Clnd Creeli t Guarantee Cor!;"lor€ot.ion of . 
• Indiu Ltd. However, due to emph.,.sis l;d~ on sr;e~dy 

diso05al of clviil1s ;015 e\lso increase in the number of .. . 
claim!> loc'l;ed with the Corporf.ltion it is understood it 

became difficult to circL,late such a list and, therefore, 

this pr,"lctice WeS discontinued. Even if such a li~t is 

published by the Corporstion the credit institutions may 

find it dlfficult to circulo?te the ScHOO to ~ll its br~nches. 

6.10.6 It is fOUDCl that defaultin-;: borrowers h;-,ve 

recourse to other credit institutions and are able to 

secure ~re8h fin~nce. ~hile it may not be possible for 

the Corporation to circ\ll'-Jte uetails of all claims 

settled, ·t:le fin .. ;ncin0 institution"'s shc~'ld m· .. ke further 

en'_,uiries ':Jefore gr· '1ting fin··,nce. It ,.,ill not be ap,,::ropri1'lte 

ior the Corror~tion to entertain fresh clai~s in respect 

of borrowers n.;,ainst \-ThoT;"! claims paid are outstand.ing. If 

sllch a borrower is financct·;, the fin.:'ncing instituti·on 

will h,-,ve to do so ~;ithol.1t the benefits of the Corporation'. 
cover. 

6.11 The Sub-Grou~ has recommended that the Corpor·at..i.on 

Chj.';·GZS I:~ ~C!-~l"£':;, should review and m;~ke 
F':-.\I{iV~ .TS, .?rmCE:J)U~~E3 r:'rc. 

ap?ropriate changes in 

the scheme~. ;y.~ocedures, fOl:TTl")ts, etc. once- in a year 
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ana that these changes should be notified well in aGvance 

to enrble the credit institutions to ge,r u) their 

m.::ch,inery '..nd <:;dapt to t.he ne\., ch.:nge. yJc en(',ors~ these 

recommend (':tions. 

'l'her~ is a need for simplifica'tion of 

SIMPl.n"IC',.TIO~\' 

O~., :C'Jf~TS 

form3ts. We feel th~t sev(2~.·al of our 

recommend;.:,tions will go a long way in 

streamlining the procedures and reducing del<:ys.. 'rhe 

Sub-Group has also made several recommendations. The 

Corporation may make a detaileu review of .~ll the formets 

etc. in the light of these recommendations. 

v 
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C H.A PTE R VII 

SUm~M,Y OF COr,]ClUSIONS 
AND RECOMM~NDATIO~S 

7.1 The Deposit Insurance Scheme has contributed to 

the growth of the bankinQ system over the years. 

Availability of insuranco cover has provided an 

inducement to the depositing public to retain their 

savings with the banking system. In the highly competitive 

environment with lucrative alternate avenues of 

investment such as post office savings, ~ational Saving 

Certifjcates, public sector bonds, etc. there is a 

need for continuing such incentive. ConSidering 

the low percentage of the Deposit Insurance Fund 

to tho insured depOSits, need for strengthening the 

sa~e and oschuwing discriminatio~b~t~uan banks the 

Schuma in its dxisting form should bu continued for all 

b~~king institutions including puhlic suctor banks~ 

(paragraph 3.3.2) /' 
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7~2 ITh~ Schumo is dusignod to provide protoction 

primarily to-rolativuly smallur dopositors whosu numbur 

, 
is very largu and to whom a bank failuro would constitute 

B sovoro blow. Covuragu to thu uxtont of 100% of tho 

doposits may bo impractical and costly. Howuvar, taking 

into account the inflation rata and thu fact that tho 

lastravision was mado in thu yuar 1980, tho insurancu 

cover may be rais~d from ~ 30,000 to ~ , lakh. This 

cOVJraga would bu for 011 duposits in thu sarno right 

and capacity of a dupositor in uach ins urad bank. 

(paragraph 3.4) J 

,"1 7.3 , Thu premium incomu will fall sharply in caso 

tho premium rata is brought down and charged only on 

insurud duposits inst~ad of on aggrogato assussablo 

doposits. In viow of thu nuud for building up the 

Duposit Insuranco Fun~ to muutunforesoen contiguncios, 

no changu is callod for oithur in thu prumium rata or 

the basu(assussablo and not insured) for charging promium. 

(paragraph 3.5) 
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" The control of the Reserve Bank over non-banking 

institutions whic~ are sizeable in number can hardly 

be deemed as adequate. In the case of non-banking 

non-financial companies, the power of regulation and 

control is vested with the Registrar of Companies. 

Conduct of inspections of non-banking financial 

companiQs by the Reserve Bank does not give it the 

needed insight into the working of the institution, 

particularly its funds management which is essential 

for any extension of deposit insurance cover. Insurance 

of depo~its of non-banking companies without adequate 

control ~over their overall operations would, therefore, 

be fraught with grave risk and may not be feasible 
1 

at present. (paragraph 3.6.8) v 

7.5 Crodit Guarant~u Sch~mos of thd Corporation wero 

introducod to inducu banks to takG 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 

certain amount of hesitance in regard to financing of 

the smaller segment of the 55! sector. There would 

appear to be an even greater need for continuance of 

credit guarantee 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 Corporation not only 

shares the risks but also places banks in possession 

of funds pending recovery. Taking the foregoing into 

considorat~on the credit guarantee sch~mes may be 

continued. (paragraph 4.4.2) v 

7.6 Cradit Guarantee schemes can be viable only 

when th~ risk is sproad and divursifiod as much as 

possible and all cr~dit institutions should participato 

in tho 5chumus.(paragraph 4.4.4) / 

J 
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7.7 The Corporation is ~perating 6 credit guarantee 

~chemes~ The ~ulk of the total gua~anteed advances 
, , 

are eccounted for by t~e two schemes viz. (a)Small 
I 

Loans Guarantee Scheme, 1971 and (b) Small Loans 

(551) Guarantee Schema, 1981. The Service Co-operative 

Societies Guarante~ Scheme, 1971 has limited 

applicability. The Small Loans (Co-operative Credit 

Societies) Guarantee Scheme, 1982 has not attracted 

any credit institutions. These two schemes may be 

discontinued. ( paragraph '4.5.2) / 

The provisions contained in the other three 

non-industrial cr&dit guarantuo schamas , viz. Small 
J 

Loans Guarant~u Schumu, 1971, Small Losns (Financial 

Corporations) GuarantuJ Sch~mu, 1971 and Smell Loans 

(Co-o~orativo Banks) Guarant~~ Schumu, 1984 aru 

similar and h~ncu thJy may bu murgud into onu schumo. 

Thu Small Loons (55I) Guarantuu Sch~mu, 1981 may bu 

continuud as a suparatu 9chumu. (parograph 4.~3) 
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7.8 The priority gector definition ae given by the 

Reserve Bank including eligibility criteria of borrowers 

under the categories may be adopted by the Corporation. 
'- ' 

" Exclusion of certain activitie9 from the priority 

sector, may be considered after referring the matter 

to Reserve Bank. (paragraph 4.6,4) 

7.9 The existing monetary ceilings on claim liability 

1n respect of advances to small borrowers are somewhat 

low and these may be revised, as under, in the context 

of thG1'o.commDntlation for ad.option of tho Rs eer-vl3 Bank 

dofinition of 'priority soctor'. 

Activity Proeont monotary Revieud monetary 

---------- ~2l~~Q~~ ____ ~___ ~2~~~Ua ________ _ 

1) farmiJrs and 
agriculturists 

Rs 

- Crop loan 2,500 

- Dovelopmont 10,000 
activitios 

- Convorsion loans 7,500 

Ovorall cuiling for 
farmGrs and agri- 37,500 
culturists in ruspuct 
of main as wull as 
subsidiary activitiu8 

10,000 

20,000 

-30,000 

No ovaroll 
coiling 



Activity 

Trensport 
,Operators 

Retail Traders 

Small Scale 
Industry 
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Present monetary Ravised monetAry 
~!~~~~2 __ ~_~_~_~ £!~~~~a __ ~ _____ _ 

~~ ~. 

75,000 1,50,000 

~o,ooo 25,000· 

10,00,000 
Combined for 
Term Loan and 
other ,credl t 
facilities 

(paragraph 4.8) 

10,00,000 Term 
Loan 

20,00,000 Other 
cred it 

facilities 

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

7.10 As the existing procedure of a combined ceiling and 

pro rata payment has beRn somewhat dis8dv~ntageous to srCe 

,~nd since the loans of the srCe erA hetter securod, separato 

monotary ceilings ~ay be fixed for term loans 8nd other credit 

facilities (Paragraph 4.9.3) 

7,11 All SSI units may be brought undor the provision of 

the Sch.)ma as it would not t1:1 in ordGf to u)(cludo SSI units 

which havu buon dofin~d 8S such by thu GovuT'nmunt of India 
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Guarantee fee may be paid upto B specific level 

of loans outstanding as a multipln of the Corporation's 

maximum claim liability. It may be levied upto a maximum 

'of'~.20 lakhs for term loans and upto a maximum of \ J~ 
~;40 ~18khs for other credit facilities. (paragraph 4.9.5) 

Tha following changes in the terms and conditions 

of tha Corporation's Schemes are recommended: 

Guarantee cover may be raised from the existing 

1 aval 8S under: 

i) 60% of the amount in default to 70% of the 

amount in default in respect of credit 

facilities not exceeding ~.25,OOO/-(~.2 lakhs 

in respect of units locatad in the backward 

districts). 

ii) 60% of the amount in default in respect of 

borrowers who have been granted credit 

facilities above ~.25,000 and upto ~.2 lakha 

(above ~.2 lakhs and u~to ~.5 lakhs in 

respoct of units located in the backward 

districts). 

lil) 50~ of the amount in .d~fault in respect of 
credit facilities above ~.2 lakhs (above 

~.5 lakhs in respect of units in backward 

.3:raaa). 
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Provided that the maximum ceiling on ·claim 

.·li8~ility in each 0' the above categories in respect 

of 'term loan and other credit facilities does not 

exceed ~.10 lakhs ~nd ~.20 lakh~ respectively per 

borrower (paragraph 4.9.6) 

In the context of recommp.ndations for enlarging 

of gua~antoB covor, lovy of guarantoe foe only wpto 

spocific limits and raising tho m~net8ry ceiling~ 

undor varioua schemes, it may not be f8asib~e ~o r~duce 

the guarantee foo to 0.50% from the existing leval of 
, 

0.75%. In vioW of thD liboralisations affected i~ 

gUI8~antoeliabiJ.ities for 551 tlnits, the guarafltoo foo 

for adv8'ncos above Rs.5 lakha may bo fJnhanced to 1~~ p.a. 

(paragraph 4.10.1 and 4.10.2}. ~ 

In view of substantial liboralisations proposed 

by. way of separato cdiling for t~rm loans and lovy of 

guarantua fao upto a particular luv.::.l. any furth;lr 

concussion for charging a lowor guarentuu foo on torm 

loans on thu grounds that thoso ero bottor su~ured. 
I 

may not bo considurod (paragraph 4.10.3) ~ 
7.16 It is inoquitabl~ for thJ cr~dit institutions 

which aro th~ u~n~ficiari~s to pas~ on guarantuo fuo 

burdun to borrowurs. Guarantu0 faD should in 

futuro bo abaorb~d by tho credit in~titutions themselvea. 
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Interest rates may be so structured by the Reserve Bank/ 

lOBI taking into account the incidence of guarantee fee 

oh··credit institutions. (paragraph 4.10.4 and 4.10.5). 

7.17 Since the claims lodged by RRBs have started 

outstripping the guarantee fee paid by them and since 
, ., 

the working of the RRBs is expected to be stabilized 

over a period of 5 years, the concessional rate of t% 
p.a. payable by them in respect of advances to small 

borrowers may not be extended beyond the existing 

period or 5 years. Furth6rmore, in the interest of the 

viability of the schemes, the question of charging 

full guarantee fee to RRBs by the Corporation end the grant of 

e subsidy by Government and NABARD towards.the, difference 

between exieting and full rates for guarantee fee may be 

actively explored (paragra~h 4~'0.8) i 

Taking into account the quantum of finance to 

weaker sections and aS,the' fee presently char~~d is at 

a concessionel rate, it is not. conside~ed appropriate 

to waive guarantee fee altogether in respect of these 

advances (paragraph 4.10.9) ~ 



170 

7.19 The suggestion for waiving the guarantee fee by 

the Corporation in respect of credit facilities granted 

to sick SST units cannot be acceded to as the 10s8 to the 

Corporation would be substantial. However, the question 

of passing on of guar8ntee fee to sick units will not 

arisa"as the guarantee fee is to be borne by the oredit 

institutions henceforth. (paragraph 4.10.12) /' 

The following rates of guarantee fee are recommended 

keeping in v ie l.!} the various lib eral isat iona proposed 

. earlier and the viability of the schemes. 

i) 0.50~ p.a. for aggregate credit facilities 
upto' r,a.25, 000/-

ii) 0.75~ p.a. for aggregate credit facilities 

over ~.25,OOO/- and upto ~.5 lakhs. 

iii) '.OO~ p.a. for aggrogata credit facilities 

over ~.5 lekh~ subject to a ceiling of 

~.20 lakhs in the cas& bf torm loans and 

~.40 lakhs in the caoe of·all other credit 

facilitil3s. 

iv) 0.25~ p.a. for ARBs upto a period of 5 ~Gars 

from tho data of thoir joining the Scheme. 

This concessional rate of guarant~e fes is 

not applicable to 5SI Scheme as hitherto. 

(paragraph 4.10.13). 

7.21 The charging of 0 pon~l g.uar3ntuo. filo 1n· tho 

form of surcharge t~ the credit institutions whose 

1./ 
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claims to guaranteed advances ratio exceeds a stipulated 

level is not considered desirable at the present stage. 

However, such credit institutions as have a good record 

of low Submission of claims may be given a rebate in 

g~er8nt8e fae. Thus, credit institutions whose lodgement 

of claims is less than hsl f' the guarantee fee paid over 

e continuou~ period of 3 years may be given a bonus by 

wsy of reduct ion of 2 ct% of the guarant ee faos paya'b 10 in 

thu following year i.e. 4th year (paragraph 4.11.2). / 

7.22 It is not desirable to stipulate any maximum 

perio~'o~ ,th~ expiry of which the·Co~poration's' liability 

on account of the credit fatiilit~' should be terminated 

(paragraph 4.12.1) ./ 

In view of the tertdency 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 with!n" 1 or 

2 years defeats the very objective of such loans, a lock-in 

period of 3 years may be fixed 
/ 

/ (paragraph 4.12.4) / 

for invocation of guarantee. 

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 other concernad credit institutions. In , 
case of grant of term loan finance by more than one 

credit institution, the. claim if preferred may be paid 

on a pro rata basis if a ceiling of ~ 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 ~.20-13khs. 

(paragrap 4.13.5) / 
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Lately, the claima lodged with the Corporation 

h8V~ shown a phenomenal increase both under the 

industrial and non-industrial schemes. The recoveries 

in respect of claims settled accounts as also the claims 

rejected have been nominal. Various measures have been 

taken by the Corporation to expedite settlement of 

claims. As a result thereof, 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 assessment 
... , i 

of viability will have to be worked out with reference 

to the claims lodged making due adjustments for the 

average &~ounts of claims withdrawn by credit institution 

themselves, claims rejected and recoveries received in ~ 

claims settled accounts by the Corporatio~ (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 ~ 133.07 crores between guarantee fees and 

recoveries vis-a-via claims to be paid in respect of 

Non-55I loans in the year 1987 rising to ~ 268.07 crores in 

the yeai 1990. Similarly, there would be a deficit of 
I 

~ 154.47 crores in 1987 in respect of 55I louns increasing 

to ~ 156.60 crores in 1990 and making an aggregate deficit 
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of ~ 287.54 crores in 1987 and ~ 424.67 crorss in 1990 in 

tespect of both Non-55! and 551 loans. Even after 

adjustment of other accruals to the Credit Guarantee 

Fund their would still be B shortfall of ~ 23B.10 crores 

in 19B7 and ~ 375.23 crores in the year 1990. (paragraph 5.8.1) 

7.27 The following measures for augmenting the 

resourcea of the Corporation to meet the deficits are 

suggested :. 

(a) Augmentation of 
share captt~t--

The Corporation may c~ntlnue to remain a wholly-owned 

subSidiary of the Reserve Bank. The authorised capital of 

~ 50 crorea of-the Corporation ~ay be raised to an amount of atle •• t 
~ 200 crores. Strengthening of the capital will 

enable the Corporation to meet contingencies -such as 

deficits in the Credit Guarantee Fund and will impa~t 

manoeuvrability. (paragraph 5.8.2a) 
, 

(b) Deposit Insurance F~ 

The Deposit Insurance Fund at ~ 284 crores 

constitutes 0.45% of insured deposits. It is necessary 

to maintain the Fund at a minimum leval at 0.50% of 

insured deposits which would involve augmenting the Fund by 

~ 40 crores. For this purpose both the Government of India 

and Reserve Bonk may provide adequate grants to the Corporation. 

The Fund should not be allowed to fall below . 
~ 250 crores. If the balance goes below ~ 225 crores, 

the p~rticipatihg 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) . £!:!.c!it Guarantee Fu~ 

(1) The Corporation's claim liability under the 

Government's SSI scheme amounted to ~ 148.02 crores. 

There is no time limit f6r invocation of guarantee. Th. 

"existing procedur~ requires obtaining reimbursement 

from G~vernment of India through .. Bnnual b~dgetar~ 
;,. ." I· "" '" 

provisions. This procedure could be done away'with if 

the Government makes available to the Corporation the 
~'t 

bslance amount of provision in the Seventh Plan 
(C-

of .y 
'). ~. 

~ 120 crores in one lumpsum 

as a one-time me~sure in full settlemen~ 

of the existing and futur~ liabilities thereunder. 

The Gov~rnment may also allow the Corporation 

to retain the recoveries in claim paid accounts. 

This measure.will enable the Corpora1;ion to immediately 

strengthen the, Credit Guarantee Fund. The Government 

may thus be tOt"ally absolved of its liabilities 

in respe ct of the Gove rnment Scheme (since 
, 

cane elled). (paragraph 5.8.2 0 11). 

.. 

" 
,.--, 

I' " 
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(ii) The Credit Guarantee Fund should be maintained 

at a level of not less than ~ 150 crores. If at any 

time 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 guarantee fee. 

(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) 

Cd) Changes in 
.!r,-~~~e n t £..Q.!.!.~.:t. 

On the lines of provisions in the lD BI/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 Central Government 

securities to obtain a better yield. (paragraph 5.8.2d) 

Section 27 of the DICGC Act provides for advances 

upto an amount of ~ 5 crores from Reserve Bank to the 

Corporation For the purpose of augmenting the Deposit 

Insurance Fund or Credit Guarantee 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 other means, to enable the 

Corporation to meet such eventualities, the ~ct may 

be amended to provide for interest free borrowings upto an 

amount of ~ 100 crores from the Reserve Bank. (paragraph 

(f) Exemption from 
L~Eome-Tax 

The Corporation has bean 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 entire 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 

perm~nent exemption to the Corporation from payment 

of income-tax. (paragra~h 5.8.2f) 

The Corporation m~y henceforth charge premium on the 

basis of the deposits figure as ap~earing in the audited 

balance sheet excluding deposits representing foreign/ 

~ Central/State Government and inter-bank deposits. 

Premium may be collected onceln 0 yo~r instead of half

yearly as at present (paragraph 6.2.4) 
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" 
~19 Thu banks will btJ requirod to rumi t thu insurancu 

promium within on~ month of thu submission of tho auditod 

bolanc~ ahuJt i.u. by 30 April for commurcial banks and 

R~a8, ond by 31 October for co-oporativu banks. In caso 

of dolay in finelisation end submission of thu audltud 
. 

belanctJ shuut within thu prJscribud puriod, rtJmittanco of 

insurencu pr"mium may bu mado on Q 'provisional basis wi thin 
I . 

four months of thu closu of accounting yoar. Thu furthur 

rumittancu toguthur with int~rust at Bank Ratu may be 

mado wit bin 30 days of ruouipt of tho euditud balanco shuut. 

A ponal rota of 2% Qvur Bonk Ratu may continuo to bu 

chargJd to dissuade and discouragu thu insurud banks from 

dolayod romittanco of premium. (Paragraph 6.3) 

7.)0(1) Guoaonteu fo~ should bu coll~ct~d oncu in a yuar. 

Sincu thu priority s~ctor l~ndings ara to form tho 

basis for lUvy of guarantuu faa, it ~ill bu necessary 

to place submission of thu rulativu data on a formalbasie. The data 

regard1ng gualBntaad advances should bs ssnt alongwitN the Annual 

Ruport and bolancu shout within thu st1puletud poriod 

of 4 months from thu closd of thu accounting yoar. 
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In caBe the data is not compiled within this period a 
I: , . 

provisional payment of guarantee fee may be made.rinal 

remittances together with interest at Bank Rate may 

be~'made within 30 dayeof rucllipt of auditud be1encu 8h~CJt. 

Wh..,t';J' .b3n'ks fell to maku provisional rumi ttonc08 or romi t 

tho diffurJncup thur00ftur pun~l inturust ~ 2% abovu Bank 

R{lto may bu loviud. (Pora'grcph 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 without makin~ any detailed 

calculatione by exclusion of claims lodged, withdrawn, 

paid etc.~a9 the difference in the guarantee fees paid 

on these accounts will in any case bo of a nominal order. 

(paragraph 6.4.3) ~ 

7.31 The Corporotion's scheme provides continuing 

4guarantee cover on an automDtic basis to all eligible 
"..I I' r .. , 

credit facilities. Hence, all units satisfying the 

definition will come under its purview and units 

where investment i~ plant and machinery exceeds the 

specified amount owing to subsequent additions etc. 

will have to be excluded from the benefit of the 

Scheme. (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 
I 

degree of risk involved in regard to any particular 

credit facility or facilities or absence of such risk. 

Theref~re. the exclusion of advances which are fully 

secured or in respect of which there is no risk involved 

from the purview of the s~heme may not be considered. 

(paragraph 6.5.3) / 

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 

Cdse of SfCs which are following a cash system of 

accounting, the bad or doubtful nature of loan should 

be 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 to lodgement 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 

/ (paragraph 6.6.4) possible level. 

7.35 The procedure for settlement of claims may be 

reviewed as indicated by thu Sub-Group in p~rcgraph S(xi) 

of its report and it moy b~ consid ;r_d·wh~thur th~ submission 

of vorlous docum_nts with clcim 6pplic:bions~euld 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 ~ 1U,000 are 

V processed and settled without manual scrutiny. To 

obviate delay in settlement of claims duo to manual 

scrutiny claims upto an amount of ~ 25,000/- may be / 
processed and settled on the computer. (paragraph 6.7.3) 
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IJ 7.37 To facilitate speedier disposal of claims, the 

Corporation should raise the present limit for Bettlement 

of claims on the basis of certificates issued by credit 

institution from ~ 25,000 to ~ 1.00 lakh and also 

consider computerisation of all the claims upto ~ 1.00 

lakh. Moreove~ a time bound programme for quick disposal 

of claims may be drawn up D8rocommdnd~d 1n paragraph 6.7.4 

of the Report. To enable the Corpor3tion to adhere to 

the time schedule the credit institutions should furnish 

to the 'Corporation the required clar if i cations wi thin a . 
per iod of not mor e than three months. (par'.3gr aph 6.7.4) -.,./ 

7.38 Higher value claims under 55! scheme are 

referred to a Claims Committee consisting of representatives 

drawn from public sector banks, lOBI, Chartered Accountants, 

etc. which is a sufficiently High~Powered Committee. There 

is IICJ need for any Appellato authority to consider the 

rejected claims. (paragraph 6.7.5) 

7.39 At present the credit institutions are required ., 
to remit all recoveries as and when effected. The 

credit institutions may be allowed to remit recoveries 

effected in the claims paid accounts during a quarter 

in a consolidated form within a period of one month 

from the date of expiry of the qUQrt.~r. The statement 
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may be submitted by the Controlling/Zonal/RAgional 

Office. For delay in remitting recoveries within 

," the prescribed period, penal interest as per the 

existing provisions may be charged. (paragraph 6.8) 

7.40 Credit institlJtiuns may be allowed to use their 

discretion in matters relating to waiver of legal action, 

scaling down of debts, writing~off of due3, etc. 

irrespective of the amount involven nnd no prior approval 

of the Corporation need be taken. However, they should 

report such cases in the h~lr-ye8rly 3tatement as 

presently done. (paragraph 6.9.3) 

In view of the difficulties experienced by the 

credit in~titutions and to rule out any ambiguity or 

overlap and make the position abundantly clear, it is 

suggestsd that all advances granted upto ~ 25,000/" 

may be covered under Small Loans Guarantoe Scheme, 1971 

irrespectivD of tho nature of activity in which the 

borrower is engagec. (paragraph 6.10.3) ~ 
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7.42 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 rogard. (paragraph 6.10.4) 

7.43 Since it will not be possible for the 

Corporation to circulate qetails of all 

claims settled by it, the financing bank 

should make adequate enquiri8s before granting 

finance to defaulting borrowers. It will ~ot 

be appropriate for the Corporation to , 
entertain fresh claims in respect of borrowers 

against whom claims paid ara outstanding. 

If such a borrower is financed, the benefit 

of the C~~poration's cover will not bo available 

to the credit institution. (paragraph 6.'10.6) 
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7.44 The Corporation may make changes in the 

9ch~me. procedures, formats, etc. once in a year 

and these changes should be notified well in advance 

to anable the credit institutions to gear up their 

machinery and adapt to the now change. (paragraph 6.11) 

7.45 Th~ Corporation may make a detailed review 

of all the formats etc. in the light of the foregoing , 
recommendations. (paragraph 6.12) 

sd/
U.K. Sarma 

(l"lember) 

sd/
Dr.S.A. Dave 

(Member) 

sd/
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(Member) 
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Sd/-
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sd/-
L.P. 8har9ava 

(Member) 
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(Mambo~Socrotary) 



ANNEXURE I 

DEPOSIT INSURANCE AND CREDIT GUARANTEE CORPORl' .. TIO!i 

HEAD OFFICE, BOMBAY 
14 July 1986 

l'1EMORANDUM 

It has been decided to constitute an 8xpert Committee to 

. review the Depo's it Insurance Scheme .:'\nd the various Credit 

Guarantee Schemes oper.:lted by the Corpor-"\tion and keeping the 

overall object;ivE;!s of the Schemes in mind tc make recommend~-

tions wherever necessary to improve the operaticnal efficienc', 

in this respect. The compositi:'.n of the Committee .qnd its 

terms of reference are : 

1. Shri M.N. Goiporia, 
Chairman, 
Incian Banks' 
Association, 
Bombay. 

2. Shri U.K. Sarma, 
Executive Director, 
Reserve Bank of India, 
Bombny. 

3. Shri B.D. Dikshit, 
Dy.Manuging Director, 
State Bank of India, , 
B:;rnoay. 

4. Shri A.K. Agarwal, 
Jcint Secretary, 
GovcrnrnGnt of India, 
Ministry of Finance, 
Department of 
Ec:.mornic Affairs, 
(Banking Division), 

N;'JW De::lhi. 

5. Dr. 'S .A. Dave, 
Executive Directcr, 
Industrial Development 
Bank of India, 
BombilY. 

Chainnan 

M~~rnber 

Nember 

M'='!rn.ber 

Kamber 

• •• 2/-



6. Shri Ashok Goenka; 
Chail:lTlan, 
General ~nsur~nGe 
Corporation of India, 
Bombay. 

7. Shri L.P. Bhargava, 
Advocate, 

. Ujjain. 

8. Shri P.N. Shah, 
Chartered Accountant, 
Bombay. 

9. Shri R.C. Suneja, 
Chairman, 
New Bank of India, 
New· Delhi. 

10. General Manager, 
Deposit Insurance and 
Credi t Guarantee 
Corpclr~ticn, 

,Bombay. 

-I 2 1-

Member 

Member 

Member 

Member -
.Secretary • 

2. The terms of reference of the Committee are as follows 1-

i) to examine the terms and conditions on-which deposit 

insurance/credit guarantee cover is provided by the 

Corporation under its various schemesand to make 

sugg~Jtions for rationalising the same, 

i1) to examine the ~xisting procedures and t~ suggest 

simplifications, if necessary, for ensuring prompt 

payment of insurance premium/guarantee fee by credit , 

1nstitutions and expeditious disposal of c~aims by 

the Corporation1 

1ii) to examine, in the light of the growing claim 

liabilities, the adequ~cy of the Corp~ration's Funds 

and to make sugg~stions, if necessary, for 

rationa}ising the level and structure of guarantee fee 

.... 3/-
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and the scope of guarantee cover so as to make 

the schemes viablel 

1v) to examine the operati2na.l problems, if <:lIlY, 

experienced by the participating credi t in~)ti tuti0ns 

and make suggestions for impr8ving the same; and 

v) to examin.; any other related matter ::lno to make 

reocmraendat1. r ms in re:spect the reef • 

3. The Committee"is expected tc submit its report within 

a period of six months. 

4. The Secretariat :::.f the Expert CommitteL will be provided 

by the Deposit Insur2nce and Credit Guarentee Corporation. 

Sd/-

(P.o. Ojha ) 
Chairman. 

dks. 

1 



ANNEXURE II 

DEPOSIT INSURANCE ~~ CREDIT GUARANTEE CORPORATION 

Head Office BOMBAY 

Report of the Sub-Group of thE': 
Expert Committee to review the 
proceduJ:<3s of the Corporati,n 

In accordance with the decision taken <'it the first 

meeting of the Expert Committee held on Septr~mber 25, 1986, 

it was decided to cansti tute a Sub-Group tmdE:r the CL;-; innansi:ip 

of Shri B.D-. Dikshit, Deputy Managing Director, Stat€: Bank-::f 

India, Bo~ay (also a member of the Expert Committee) to examine 

the procedures followed by the Corporation for oper8ting its 

various schemes and recommend modifications, if any, for 

streamlining them. The other members of the Sub-Group were 

(1) Shri S.H. Khan 
Executive Director 
Industrial Development 

Bank of India 
Bombay 

(11) Shri N.S.S. Rao 
General Manager 
(Priori~y Sector Advances) 
Central Bank of India 
Bombay 

(iii) Shri A.B. Chakravarty 

Member 

Member 

t-1ember 
Chief Officer 
(SI & SB Banking) 
~tate Bank of India 
Bombay 

(co-opti:ld on 20-11-1986) 

(iv) Shri M.L. Seth 
Deputy General Manager 
Deposit Insurance and Credit , 

Guarantee Corporntion 
Bombay 

Member-Secr~tary 

•• 2/-
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2. The terms of reference of the Sub-Group wer~ as under 

(i) to examine the-procedu~es and suggest 

simplifications for ensuring prompt payrlkmt 

of insurance ~""eLia/guarantee fee b) credit 

insti~~tions and expeditious disposal of 

claims by the Corporation, 

(ii) to ex~nine th~ operational problems, if any, 

experienced by the participating credit 

institutions and make suggestions for improving 

the same and 

(iii) to examine any other related matter and to make 

recommendations in respect thereof. 

3. ·While reviewing the procedures and making recornrnen~ations 

the Sub-Group was required to keep in mind the following aspects 

(1) The Expert Comm! ttee may rna1<·~ recornrn~ndations 

for structural changes in the CorporA·tion I s 

Scheme, as a result of which it may be 

necessary to evolve a completely new procedure/ 

set of formats. 

(ii) Changes to be suggested should be compatible 

wb .. h the compUt.erised tiystem pres~ntl)' in 

vogue in the Corporation. 

4. 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 schemes 

of the Corporation ~d thei~ utility in the prese~ context. 

The Corpora~ion is, at pre3ent, operating the six 

credit guar~ntee schemes in the industrial and non-industrial 

.• 3/-
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sectors as mantton~d below: 

(1) Small Loans Guar~ntee Scheme, 1971 

(11) Small Loans (Financi31 Corporations) 
Guarantee Scheme, 1971 

(lii) Service Co-operative Societies Gu~rantee 
Scheme, 1971 

(iv) Small Loans (Co-operative Credit S,icieties) 
Guar~ntee Scheme, 1982 

(v) Small Loans (5Sr) Guarantee Scher.te, 1981 

(vt) Small Loans (Co-operative Banks) 
Guarantee· Scheme, 1984 

After detailed deliberutions, the Sub-Group recommends i'lS under: 

(i) Only the sche\TlE~s which are be ing avai le::d of by credit 

institutions on a sizeable scale may be continued and those 

scbemes which ar~ practically defunct may either be discontunued 

or merged Witll other schemes. The major portion of total 

quarnnteed advances and claims was accounted for by two schemes, 

viz., Small Loans Guarantee Scheme, 1971 and Small Loans (55r) 

Guarantee Scl1em~, 1981, as may be seen from A.ppendlx-I 
As SUCh, the question of discontinuance/m~rging of other schemes 

may be considered. 

(ii) As the procedure in matters relating to payment of fe8s, 

submissi0n of clatms, sharing of lIec(")veriF.!s, write-off etc. 

adopted by the Ccrooration in respect of all the schemes 

is broadly the same, it is suggested that one uniform stream

lined procedure should be evolved fer all tOG schemes • 

• • 4/-
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(iii) The definition of priority sector (retail trade, 

transport operators etc.) as laid down b" +:rlC R,;;sc;rve Bank of 

India, including e.:.igib:llity criteria 'Jf bcrrc/wer3 in V('lriO'13 

catego,ries, should be adopted by the Corpor1.ti(..ln and there 

~hould, not be separate criteria for decic:ing the eligibili·ty 
; 

under .the Corporation I s Schemes. This is neccssu.ry to cbviate 

any confl1sion while classifying the activities under the 

appropriate Scheme. 

(iv) The Corporation should not effect changes in the claim 

fonnats frl:::::quently. Review of schemes and changes in the 

fonnats etc. should be made only 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 credit institutions 

from the month of J anuart next. 

(v) At present, the guarantee fee is calculated and 

paid every half year on the balances outstRLding on aacoount· 

of eligible credit facilities provide'" by the credit 

institution-as on the last Friday of the preceGing half y~ar. 

The rate of guarantee fee and the time limit for its payment 

are as under: 

•• 5/-



Sr. Scheme 
No. 

1~ . Small Loans 
Guarantee 
Scheme, 1971 

2. Small Loans 
(Financial 
Corporations) 
Guar~mtee 
Screme, 1971 

3. Service Co-

-I 5 :-

Rate Qf guarantee fee 

For a borrower who has in the 
aggr.:!gate been granted eligible 
credit facilities not exceeding 
Rs.25,100/- chargeable on the 
outstanding balance 
for a borrower who has in 
the aggregate been granted 
eligible credit facilitie~ 
exceeding Rs.25,JOO/- -
chargeable on the outstanding 
balance 

-do-

operative Societies . -do-
Guarantee 
Scheme 1971 

4. Small Loans 
(Co-operatj ve -do-
Banks) GURrantee 
Scheme, 1984 

5. Small Loans , 
(Small SC2.1e Industries) -do-" 
Guarantee 
Scheme, 1981 

Time limit for 
payment of 

. guarantee fee 

-do-

-do-

-00-

-do-

Wi thin 'a 
period 
of 30 days 
(from the 
commencement 
of the 
half-year for 
which it 
is payable) 

-do-

-do-

Within a 
period of 
2 months. 

-do-

6. Small Loans Fe~ is chargeable on 1"\.65% -do-
(Co-operuti ve the outstanding balance 
Credit 
30cietie:s) 
Guarantee Scheme, 1982 

•• 6/-
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The Sub-Group feels that the gu'lrrmte,~ fee should be collected 

preferably once a year on the bas is of figures readi ly <Jv·3.i l;:lb I.: 

in the annual audited balance sheet. While calculFlting 

quar~ntee fee, the loans and advances in respect of which a 

clalm has already been lodged should be excluded. An uniform 

~ate of fee phaulc be charged in respect of all advances to 

f?cilitate easy c9.lculation. Similarly, th0 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.l0,000/- for non-industrial sector on the basis of 

computerised output which accounts for 98.70% of claims 

received, no further enhancement in this limit .is ccmsiderE:!d 

necessary Gt the prescnt juncture but the positi~n may be 

reviewed, if necessary, at a later date. 

(vii) The present cej.llngs prescribed un,]er ncn-industrial 

Credi t Guarantee Scheme (as given in the Appendix II) should be 

suitably rais.3d in view of the fact that th.:..se W.3re fixed 

several years back, to t~ke care of the escalation in amount of 

loans. 

(viii) At present, provisions contained in the SSI scheme 

regarding issuance of notification in cas~s where multiple 

finance is involved, requires reconsideration as it delays 

settlement of claims. To overcome the delay, the following 

two alternntive procedures may be considered for adoption : 

•• 7/-
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(a) The Corporation may prescribe s~parate 

ceilings for working capital and term loans 

~nd the ceiling on c le-im lL)bi Ii ty should 

be per institution instead of per borrower 

as t'lt present. 

(b) The first claimant credit insti tuti·:~>n while 

preferring the claim should obtr.:dn <1 cert.i

ficnte from oth~financing institutio~s 

regarding their outstanding b~lancc 3nd 

furnish the same to DICGC. The Corpor~tion 

sh8uld examine whether the ceiling on claim 

liability is attracted and if not, the claim 

should be sattled immediately. 

(ix) One of the conditions laid down for invocation of guar~tee 

is that the dues have been treated as bad or doubtful of recovery 

and have been provided for as suc~ in the books 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 c~sh system of accounting. In view of this, the 

Corporation should accept the certifi~~te furnished by either 

internal or external auditor without insisti~~ on provision 0r 

accounting as prescribed and make necessary cnang0s in the fcnn 

of the certific2te. Furthennor2, in the c?sc of banks which 

have a large branch network, instead of auditor's certificate, 

a certificate given by the Regional/Zonal Manager (i.e. by an 

authority higher in rank and not directly connected with the 

sanction/conduct of the accounts) may be acc~pted. 

• ·8/-
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(x) There are a large number of pending oL:dms under SSI 

and th~ re is, therefore, a need for dGvising m,j,sures to sct.tl(~ 

these clnims wi thin the shortest timG: IV)ssE:-le. A m'lXimum 

time limit of one yeur should be prescribed for settlement of 

claims. In this connection, it is f::lt th.::!t to f·3cilitate 

speedier disposal of cl~im9, it sh~uld suffice if credit insti-

tutions ware to certify, at l..:ast for low~;r v:'lluc claims, that 

tha claims preferr2d were in ccnformity with th2 rules of DICGC. 

Accordingly, the pr~sent ceiling for settlement of claims upto 

Rs.25,OOO/- on the baDis of certificates issued by the credit 

institutions should be r~ised to Rs. 1 lakh. 

Further, the powers delegated to officials at various 

levels of the Corporation for settlerrent of claims' were· 

somewhat low (as given below). 

Staff Officer Grode 'B' Upto Rs.25,OOO/-
i.e. certificate casus. 

Staff Officer Grade 'c' Upta Rs.50,OOO/-

Staff Officer Grade 'D' Upto Rs.2,"O,OOO/-
i.e. Manager of Branch 

Claims above Rs.2,OOiOO-/- are settled by the Claims Committee. 

Further de legation of powers at Regional Off ice/He ac1. Office, 3.S 

undar, may be considered by the Corporation. 

Claims upto Deleg3tion of powers 

(i) Ra.l lakh Regional Offices shculd settle the cl~ims 
on the basis of certificates furnished by 
credit institutions and no detailed scru
tiny should be made. 

(ii) Over Re.l lakh 
and upto Rs. 4 
lakhs 

Regional Office at Manager's level. 

•••• 9/-
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Claims upto Deiegation of powers 

(iii) Above Rs. 4 lakhs Deputy General Manager ~t Head Office. 
and upto Rs. 5 lakhs 

(iv) 

(v) 

Above Rs. 5 lakhs 
and upto Rs. 7~ 
lakhs 

Above Rs. 7~ lakhs 

General Manager 

Claims Committee 

(No l~lpection to be carried out for claims upto Rs, 4 lakhs) 

Regional Officee may be given discretionery powers t8 inspect 

claims between Rs. 4 and 5 lakhs, wherever necess~ry, ~nd f0r 

claims over Rs. 5 lakhs, insp~ctions should be cOmpulsory. 

(xi) The erea1t institutions have to send "ilong with the claim 

application formats (a) Auditor's certificate tre:"(ting the dues 

as bad or doubtful of recovery, (b) transcript of borrower's 

account for last two years, (c) details of legal expenses etc. 

This information does not serve any purpose in settlement. of 

claims. The claim settlement is not he ld up because of nc,n--

submission of auditor's certificate as the bank, in any case, 

gives an undertaking to the effect that the same w:'>u ld be 

'. 
furnished after the inspec~on/audit. This certificate is to be 

verified by the Inspecting Officer at the time .:)£ inspection • 
• 

DrCGC is 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, it m~y be stated that this information does not 

also serve any purpose as generally only debits on account of 

••• 10/-



-I 10 1-

interest/other charges would be recorded. ~hus, uti Ii ty of 

obtaining such ledger extracts may be rec0nsidcred'by conducting 

a sample check during inspections and a decision be taken 

regarding obtention of this information. A similar view may be 

taken in respect ,·f details of legi"l.l expenses etc. which are 

required to be furnished along wlth the claim applicrttion, in 

the context ,- f computerisation ,6f claims. 

(xii) 'rhe format prescribed by OICGC f:)r invocation of 

guarantee in respect of claims over Rs.25,OOO/- under SSI Scheme 

(SSl Cr-l format) 'contains a lot of unnecessary information. 

Only essential items of information maGe use of by the , 

Corporation may be called for 3S considerable time and labour 
.. 

is expended by credit institutions in filling up the cletaih.:d - , -
formats. Wherever'considered necessary, the Officers of the 

Corporation when they go for inspection may lo~k into extra 

items warranting such attention. 

(xiii) The proeedure fo~19wed under Non-SSl Scheme with 

regard to payment of settled claim~ through a designated branch 
'. . 

of the credit institution by a consolid'ated cheque in respect 

of all its branches may be followed in respect of the ssr 

Scheme also. 

• .11/-
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(xiv) As credit institutions are resorting to greater 

. decentralisation and delegation, the CorporCltion may deal 

in all matters with Regional Offices directly instead of only 

through Head Office or a limited number of "authorised". 

0.ffices. 

Sd/
(S.H.Khan) 
Member 

Sd/-
(A.B. Chakravarty) 

Member 

Sd/-
(8.0. Oikshi t) 

Chairman 

Sd/-
(N • S • S • Pao) 

Member 

Sd/-
(H. L. Seth) 

Member-Secretery 

, 
Bombay I dated : January 31, 1987. 

dlcs. 



Sr. 
No. 

Apoerl9ix ... I 
Statement showing the position of 

claims rece.ived under credit 

Scheme Gueranteed Advances 
(As on 30-6-1986) 
Amount % 

guaranteed advances and 
guarantee schemes 

(In crores of rupees) 

Claims received during 1985 
No. % Amount % 

1. Small Loans 
Guarantee 
Scheme, 1971 

10,048.79 56.94 4,53,622 95.34 114.39 61;20 

2. ·Small Loans 
(Financial 
Corporations) 
Guarantee 
Scheme, 1971 

85.19 

3. Service Co- 0.72 
operative Societies 
Guarantee 
Scheme, 1971 

4. Small Lo3ns 
(Co-operative 
Cr.edi t. Societies) 
G.s. 1 ~82 

5. Small Loans 16.32 
(Co-op~r3.tive 
B~nks) G'.larantee 
Sc heme, 1984 

6. Small Loans 
(Small Scal< 
Industries) 
Guarantee 
Scheme, 1981 

7,497.46 

Grand Tutal: 17,6~8.4~ 

0.48 100 0.02 0.53 0.28 

0.01 

0.09 

42.48 22,048 4.64 71.99 38.52 

100.00 ',75,770 100.00 186.91 100.00 
=============================================.=====~ 



Activity 

Farmers & Agriculturists 

Para 15 (1) (a) (i) 

1) Seasonal agricultural operations 

Para 15 (1) (a) (ii) 

Recl03mation or improvPnlant Of land, constructicn 
or deepening of irrig?tion wells, inetallaticn of 
pumpsets for drawing w~ter, purchase of cattle, 
machinery or equip~2nt or the acquisition of any 
other capital assets (or for repairs to these 
assets) 
Para 15 (1) (a) (iii) 

Ccnversion of facility granted for financing of 
seasonal agricultural operations due to famine, 
flood etc. into a t~rm or instalment credit 

Para 15 (1) (a) (iv) 

(a) Pisciculture 
(b) Sericu 1 ture 
(c) Animal husbandry 
(d) Poultry farming 
(e) Dairy f t'lrming 

Para 15 (1) (a) (v) 

• • 
• • 
• • 
• • 
• • 

For acquiring sh2res in any co-operative 
society or in any other body corporate eng.1ged 
in the manufacture of sugar or in any 
processing activity 

Para 15(1) (a) cnd cne more of 
sub-clauses b,c,d & e 

Para "15 (A) - B~)rrowers under Differential 
Rate of Interest'. Scheme 

Ceiling on 
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 in 
default 
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Para 15 (B) 

Credit"fLcilities for 
c~nsumption needs 

Hedical ex~nses 

Education expenses 

-I 2· r-

Expenses on marr~ages 

Expenses Dn funerals & births 

Expenses on oti1er religious ceremonies 

General consumption 

Paragraph 10 

Transport Operators 

Paragraph 11 

Retai 1 traders 

Paragraph 13 

Professional & Self-employed Persons 

Paragraph 14 

Business Enterprises 

*.* •• ** 

dks. 

~ 
) 
) 
) 
) 

) 60% of the .:tmount 
) in 1efaul t 
) 
) 
) 
) 

75,000 

50,000 

50,000 

50,000 



ANNEXURE III 

w u ~ S T ION N A IRE -------_ ... _------------..--

PAHT - I --_ ... _ ..... -

1, Is there \iu~tiiic~tion for continuin.~ the Deposit 

Insurance ScJ.1eiile? If so, please fur.nish the reasons. 

2. Is there any case for exer.1pting the deposits of 

rt\blic Sector banlcs from Deposi~ Insurance'? 

3. Is t~1ere a case for increasing the present limit of 

insurance cover from H,:;.30.000/-? If so, "that is the 

limit you consider appropriate? 

4. Should premium be ch"rsed on the cntil""2 depasi t or 
only upto tae ceiling of insurance cover provided? 

5. Do you have any other sU3gestion/s regarding the 

Scheme/procedures? 

PAHT II - ......... _ .. -
1. 

Cree 1 t Ciu.lr2.ntee Scne;ne:~ ... _ ... . _---.. _.--------.... -----
6. Do you t.i.ink t:l::t Cre(i t Gua:CL.:.n~ee '::>C~H~mes shoUld 

cO~ltinue'l Pl(:QSC support your re91y with reasons. 

7. Do you t~1i111';, that v~ious Crecl! t (iu·::r,::mte(.; Scher.les now 

in op~:rntion s.lould b~ merged into one or two 5c~1eincs? 

If ~o. please 6ive d~tuils. 



- 2 -

8. Credit institutions experience difficultieo in 

classifying advonces under the eppropriatl!- schemes, 

a.s () result of which thcy often misclassify 

advc.nces. Please furnis!l sugge.3tions for avoiding 

t~1is difficulty. 

9. Do you httve '.I.11Y sugGestion for C!xtelldin~ the sch2me 

. etc. not presently covered? 3imilnrl], do you h;:~.vE: 

any sw~gestion for axcluLiing activicies etc. 

presently coverad? If so, pleas~ give dctails. 

GUAfU~'d~ F&:; _ ... _-_ ...... _-_ .... -.. 

10. 3hould the tirr:e limit pl"cscribed for remi ttc:mce of 

gunrGntE!e fee l.l:lder vnrious scherflLs be stnndc.rdisedi' 

11. Do you have any su~gest~on rcgardinJ rat0 of 

guar~lt~e fee cur~~ntly charged? 

12. Should. guo.rc:.ntee fee be charg~d on the outstanding 

balances a.s ._~t pres<:!nt or on the basis of the 

I,laxirnum claim ceiling'? 

13. Do you feel th£'t tll:~ concessional rr:JcG of gU8.rc:ntee 

fea should be ch~r~~d in certnin cn~c8j If so, 

give details. 

14. Do you think differenti~_l rate of gu:.r,~:nt\..e fee 

should bE: ch..:rB~c1 for diff~rent cr(~(a t in;jti tutions/ 

typas of cr~(!i t f;:cili ties~areas etc. depc:nding on 
the clnim 2x!?<:rienc8"1 

•• 3 
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15. ~'/hat penal ties would you suggest for non·"p.J.yment of 

gu::!.rantee fee in time, np~rt from penal interest? 

INCOVA'rI0N & CL.lIIH ~~':"i'L:;IlZNT -----------------------------
16. Please indic~-'.te wha~ :"~lould be the point of invoc<.' ciam 

v;z.,whether datu of recall, datu of treating the 

advance as ~ad or doubtful, date of approval by 

cO)1lpi..:'tent authority in the credit institution of 

wri-Gu off or any other (~ate (to be specified). 

17. \'lhat changes woulc~ yo,,! like to su[';gest in the extent 

of gu.:r;:mtee COver cmd claim ceilings? 

18. Whc.t cl:l2.Ilges would you lilte to suggest in the: claim 

forcllat and the procedur~s for {m~urini~ :.:;~)~edy 

settlem~nt of claims? 

19. Would you like any chClllges in the present procedure 

for :;ettl~m~nt of claims where multi.pl<.: finuncing by 

s~veral cr~dit institutions is involved? If so, 

furnish detCl.ils. 

PO,sT-CLJlli!3 3E1",i,'LEi"JE1:T P.WCLWr~S --------.. _------------------------. 
20. olhould 'the tirlle limit prescribed for rOllli ttanc~ of 

recov~rie5 b~ st~d&rdised? 

21. \'/0111d you lib~ to GUtc1~st any changes in the existing 

procedures fer tho gr8J1t of Co rp0 J."'o.t1on 's pcrnission 

for waiver of legel ::.ction, wc:.iv:.:r of security, etc? 

22. If you hav~ any su~gestion regarding any aspect of 

any of the Credit Guarc.t.ntee Sch~mes or thl:: p'rocedures 

followed thcreunJer, please furnish full details thereof. 



ANNEXURE IV 

DEPOSIT INSURANCE FUND _ PREMIUM RECEIVED, INCOME FROM INVESTI€NTS, 
RECOVERIES RECEIVED IN RESPECT OF CLAIMS, CLAIM PAID AND .JALANCE (Amounts in lakhs of rupee,,; 

INC 0 M 

Premium received from 
Year Commer- Coopera- Regional Total 

cial tive Rural 
banks banks Banks 

1962 

1963 

1964 

1965 

1966 

1967 

1968 

1969 

1970 
1971 

1972 

1973 

93.78 

103.19 

117.63 

135.71 

158.30 

178.41 

199.87 

230.73 

266.70 

296.29 

301.64 

366.26 

1974 436.19 

1975 502.36 

1976 611.97 

1977 760.45 

1978 933.07 

1979 1149.71 

1980 1361.61 

1981 1658.59 

1982 1868.81 

1983 2251.51 

1984 2615.97 

1985 3052.79 

1986 3884.98 

6.63 

13.37 

16.64 

19.30 

23.73 

30.00 

43.69 

52.04 

81.47 

119.50 

154.47 

182.56 

214.62 

253.73 

295.76 

362.00 

0.07 

0.64 

1.89 

3.66 

6.82 

9.99 

15.08 

19.77 

27.55 

38.46 

53.00 

93.78 

103.19 

117.63 

135.71 

158.30 

178.41 

199.87 

230.73 

266.70 

302.92 

315.01 

382.90 

455.49 

526.09 

642.04 

804.78 

987.00 

1234.84 

1487.93 

1823.05 

2066.45 

2485.90 

2897.25 

3387.01 

4299.98 

E 

Income 
from 
Invest
ments 

2.05 

5.47 

10.53 

10.24 

23.36 

32.66 

55.76 

71.75 

82.30 

59.05 

126.10 

154.16 

188.75 

227.77 

274.42 

341.94 

422.33 

520.04 

588.93 

853. 3 

.1096.70 

1482.66 

1916.08 

2471.39 

3155.68 

23536.52 1569.51 176.93 25582.96 14173.55 

Repayments received In 
respect of claims of Total 

incone 

Claims paid in 
resoect of 

Commer- Coopera- Total Commer- Coop
cial era
banks tive 

cial tlve 
banks banks 

0.83 

9.76 

3.35 

13.92 

5.12 

2.69 

1.82 

0.48 

12.20 

2.85 

7.40 

7.40 

2.58 

2.28 

1.22 

1.98 

1.70 

2.28 

8.27 

0.18 

9.05 

2.08 

2.29 

4.11 

2.62 

0.97 

8.05 

95.83 

0.83 109.49 

9.76 137.92 

3.35 149.30 

13.92 195.58 

5.12 216.19 

2.69 258.32 

302.48 

1.82 350.82 

0.48 362.45 

12.20 453.31 

2.85 539.91 

7.40 651.64 

7.40 761.26 

2.58 919.04 

2.28 1149.00 

1409.33 

1.22 1756.10 

11.03 2087.89 

3.78 2680.26 

12.06 

26.40 

0.12 

18.25 

0.18 

56.01 

banks 

5.73 

4.62 

57.75 

28.95 

2.30 

4.57 3167.72 91.31 

12.38 3980.94 

2.62 4815.95 18.51 

1.15 5859.55 16.70 

8.05 7463.71 1162.78 22.85 

Provision* Total 
made in res- of 
pect of claims claims 
received not paid & 
admitted provi
Commer- Coop- sion 
cial" era- made 
banks tlve 

banks 

12.06 

26.40 

0.72 

18.25 

0.18 

56.01 

5.73 

4.62 

57.75 

28.95 

2.30 

Provi
sion 
for 
Depre
ciation 
in 
invest
ments 

20.00 

245.00 

99.00 

340.00 

1274.85 

2730.00 

91.31 340.60 

958.27 

18.51 608.29 

1291.55 1625.19 

3915.63 12.12 

88.31 29.17 117.4839873.991275.80 248.72 4004.85 5529.97 4248.47 

* claim/s received have been provided for in full since 1984. 

Surplus 
trallS
ferred 
to DI 
Fund 

92.84 

109.86 

117.97 

145.96 

181.66 

211.08 

Balance 
in DI 
Fund 

92.84 

202.70 

320.67 

466.63 

648.29 

859.37 

254.12 . 1113.49 

300.98 1414.47 

316.80 1731.27 

365.57 2096.84 

444.51 2541.35 

521.97 3063.32 

398.44 

749.46 

915.53 

1146.38 

1314.51 

1668.73 

1706.19 

2338.06 

2103.06 

2295.83 

4189.17 

2965.51 

3535.96 

3461.76 

4211.22 

5126.75 

6273.13 

7587.64 

9356.37 

10962.56 

13300.62 

15403.68 

17699.51 

21888.68 

24845.19 

28381.15 



}Jlil ::-:uai:: - V 

Cato",ory-r;1so t.'u."11";'lItee<1 Allv~lIe·~s, CAlill';tlltce Fco ClnJ Clnlms rece1vc.od du.rifl(; the ye:..r.ll977-a6 
~n~.ll Loan:] Guar:m toe Sch!: .. ~c, 1971 and 
~nll lonns (::3::31) t.'U:U:i'ntca ~h(."'c, 1 ~1 _ 

tIn crora. or rupees) 

CAr :>.x>JY ITEIIS 1977 1918 1919 1900 1901 1902 1983 1984 198~ 1986 

1. Farmers and (a) Guaranteed hivaJlces 045.64 1051. 04 1345.CO 1796.10 2267.52 3041.59 3594.64 4161.se 5057.75 6020.34 
A.:;riculturiah ib) Quarnntee Fee ,1.23 3.53 4.56 8.02 13.30 17.59 21.12 26.97 32.88 39.13 

0) Claims Received • 4.81 5.20 7.97 B.n 14.22 15.53 33.69 59.98 78.16 

2. Trunsport (0.) G\.I&\runte~d Advanoes 2<l?25 202.66 310.54 368.50 477.56 7}1.31 931.68 1239.58 1510.21 16a5.00 
Operators ~b ~ Guarantoe }'ee 1.01 1.74 3.<8 3.18 4.17 4.64 5.33 8.C(; 9.62 10.44 

o Claims Received • 2.3B 3.65 3.16 2·74 3.92 4.50 9.61 22.14 21.07 

3.-ttaU (a) ()Jarmtecd Ju:h anees 1)8.00 170.92 251.39 316.65 3~.06 511.03 514.60 109.64 972.45 1191.65 
&AUS (b) Guarantee Fee 0.(;9 0.12 1. ~4 2.2tJ j.94 4.;0 3.51 4.61 6.32 1.15 

(0) Claima lteceived * 0.98 1.41 2.27 2.59 3.41 4.40 10.34 18.62 22.38 

4. Professiona& (0.) Guaronteed Advances 69.72 87.96 100.11 127.09 165.66 199.12 240.76 326.94 484.M 656.56 
Solf-aoployeci ~b~ Guarantee Fee 0.35 0.33 0.61 1.00 1.90 1.96 1.50 2.12 3.15 4.27 

o Claims Received * 0.45 0.64 1.00 1.31 1.58 1.79 3.2B 6.12 8.39 
5. Business t) Cuaranr.t:eu. AuV<ll1oes 46.C3 60.C] 92.10 116.64 150.09 20').70 239.62 322.,1 473.42 6C9.51 

Ehterprises b) Cllari'ntee Fee 0.23 0.11 0.34 O.~O 1.09 1.10 1.46 2.'0 3.00 3.% 
c)· Claims Heed ved * 0.14 0.~6 0.<0 0.12 0.89 0.93 2.e4 4.45 4.C4 

6. R~3idual Cate~~ry (a.) Cu<!xantt:cd ALlvance3 20.)6 31.64 40.4~ 64.15 86.56 126.22 148.14 264.53 343.58 260.84 
und er DiU ticheme ~b) CunrC'ntee Fee 0.10 0.03 0.10 0.24 0.79 C.94 1.72 2.2; 1·10 

c) Claim3 Jeceive<l * •• 0.04 0.10 0.16 0.63 0.63 1.12 3.48 6.05 
7.TOTAL (a) Cuar;>Jltccd hlv:lncea 13:':> .00 ,., ex;. 29 2154.4) 2'O').1~ 3)1\6.24 4019.71 5136.44 7°45.30 0042.29 10345.10 

( 1 to 6 ) (b) QJnrantee Io'eo 6.61 6.43 10.76 14.C)O 21\·13 50.50 34.46 45.58 57.48 61.25 
(c) Claim(J ilooeived 1t./,2 8.16 11.30 14.90 16.25 24·11 21.03 61.68 114.79 1.)0.81 

6. ::3:Jl Borro\ver s (a.) Guaranteed. /ldvMces 3116.43 3022.13 4153.73 4090.86 5843.69 1491.-16 
::l-oall Loans (.iSI) (b) QJnrantee Fee 21.61 26.94 35.20 39.68 46.35 56.63 
Cllaxantee ::>cheme 15e1 (c) Claims Jeeeived. 1.14 9.40 32.58 53.98 71.99 104·92 

* FiL~es are not available 

•• Ir.eans negligible • 
Fi~'\ll"es ao-olnst :jSl Dorr 0 l'Ier s for 1 se1 pertO?.in to the periou fron Apr! 1 to Dece .,bcr 1901. 



ANliEXURE :}fJ. 

Receipt and Disposal or Claims and amount recovered in respect of settled claims under .. the. __ 
.Corporation's Crotlit Guarantee ~cilem08 relatin,,; to Small Borrowers and Small Scale IndustI'ies 

(A~ount in croreB of rupees) _L_ e _____________ .... ____ • _______ e ___________________ e_. ______ "'--._._. ___ ._._._._. ___ ._. ___ • ___ ._ -- e_ --.- -- e_ ._ .- e ___ ._._._ e_ e _____ e_._._ e_ 

CLAlJoiS CLAII·IS OF TIlE CLAmS lJISPOSED OF CLAIMS PENDING AT ·AMOUNT 
runoo' RECEIVED DISPOSED OF CLAlHS PAID CLAII;:> \.fITI!DRi.WN CLAIHS REJECTED THE Elm OF THE . . 

YEAR REeD. W 

._ ._._ ._._._._._ ~~~:~ ._.~~~:_._ ~~~::._ .~~~~~;_ ._l:~;~~:= ._.~~~~:_ ._I.I~~~:~._.~~~~: _._~I~E:=._.!.o:~~~:_.!!~~!:_.~~~~_._ ._._~tijl;S.T_:1 
1. 2. 3. 4. 5. 6. 7. 8. 9. 10. 11. 12. 13. 14~ .-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-. 

Upto 
ilnd of 1976 
During 1977 
lJuring 1978 
Durin;; 1979 
wring 1980 
wring 1981 
During 1982 
During 1983 
During 1984 
During 1985 
During 1986 

l' 0 TAL 

to Dec. 1981 
to Dec. 1982 
to Dec. 1983 
to Dec. 1984 
to Dec. 1985 
to Dec. 1986 

TOT A L 

·6806 
14832 
29925 
36535 
83557 

100669 
150926 
147474 
254692 
453722 
630365 

1909503 

1308 
4013 
9325 

18300 
22048 

33723 

88717 

2.28 
4.42 
8.76 

11.30 
14.90 
16.25 
24.71 
27.84 
61.71 

114.91 
140.94 

2529 
9881 

14623 
25739 
47461 
74030 

105513 
127714 
236625 
466611 
644090 

428.02 1754836 

1.74 
9.40 

32.58 
53.98 
71.99 

104.92 

274.61 

3105 
7328 
9522 

22791 

30299 

73045 

0.70 
2.60 
3.34 
6.95 
7·20 

11.14 
14.50 
19.64 
32.09 

114.45 
176.39 

SHALL BORRO~.'EnS 

2137 
9469 

13825 
23930 
54303 
72216 

102141 
123202 
228419 
336663 
484652 

0.58 
2.36 
3.03 
5.69 
6.50 
9.08 

12.49 
17.94 
30.99 
71.80 
86.86 

230 
193 
407 

1054 
214 
582 

1369 
1643 

741 
119710 
147419 

389.00 1442157 247.32 273622 

2.13 
12.93 
13.73 
25.08 
67.07 

120.94 

SHALL ~CALE Il/lJUS'rIUES 

1542 
5184 
7855 

18264 

19695 

52540 

0.37 
3.43 
9.91 

12.06 

24.10 

49.87 

1537 
2066 
1610 

4116 
10261 

19590 

0.06 
0.07 
0.07 
0.41 
0.08 
0.28 
0.59 
0.52 
0.22 

41.97 
87.18 

162 
219 
391 
755 

1964 
1232 
2003 
2869 
7<165 

10178 
11819 

131.45 39057 

1. 72 
9.00 
2.92 

11.61 

40.30 

65.55 

26 
78 

57 
411 

343 

915 

0.07 
0.16 
0.24 
0.85 
0.62 
1.77 
1.43 
1.18 
0.88 
0.68 
2.35 

4271 
9228 

24530 
35326 
71402 
98041 

143454 
163214 
181281 
168392 
154667 

1.56 
3.40 
8.82 

13.17 
20.87 
25.98 
36.19 
44.39 
74.01 
74.47 
39.02 

10.23 154687 39.02 

0.04 
0.50 
0.90 
1.41 
2.61 

5·52 

1306 
2216 
4213 

12991 

1.74 
9.0, 

28.66 
68.91 

12248 115.62 

15672 153.67 

15672 153.67 

0.03 
0.10 
0.32 
0.55 
0.91 
1.29 
1.89 
2.55 
3.71 
5.93 

11.69 

28.97 

0.08 
0.43 
0.81 

1.58 

2.90 

.. -.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-.-. 
!*!*I*!*I*I*! 

T T T T T T 



ANflEXURE - VIr 
CREDIT GUARANTEE FUND - GUARANTEE FEE RECEIPTS, INCOME FROM INVESTMENTS, 
RECOVERIES IN CLAIMS PAID ACCOU~T5, GUARANTEE CLAIMS PAID,PROVISIONS AND 

8';LArJCE 

(Rupees in Crores) 

Year Guarantee Fee Receipt Income Amount Total Guarantee Claims paid EsUma- Total Provision Net accre- Balance 
Small Total from recov- 3ccru- 551 Total SSI inves- ered in Small 
Borro- als to 

tment respect Crodit Borro-
wers 

of of paid Guaran- wers 
Credit claims tee 
Guaran- Fund 
tee (4+5+6) fund 

ted lia- Claims for Dep- tions in Credit 
bility in paid reciation trans fe- Guaran-
respoct· and in invest- rred to toe 
of claims provi- man ts in Credit Fund 
lodged but ded Credit Guaran-
not sott- for Guaran- tee 
led-non- (10+11) tee fund 
SSI @ Fund 
+ 551 

~1) ~2 } P} ~4} t5 } ~61 ~7l ~O } , 9 l ~ 10} ~ 11} ~ 12l ~ 13} ~ 14 ~ ~ 1 5l 

1971 0.04 0.04 0.11 0.15 0.04· 
1972 0.95 0.95 0.11 1.06 .;. 0.37· 
1973 1.56 1.56 0.22 1.78 -!. -£. 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 3.7B 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 B.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 2.01 0.55 13 .32 5.69 5.69 5.69 0.50 7.13 33.79 
1900 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 9.0B 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 ,,0.46 64.24 104.70 7.21 0.99 11 B .01, 
1985 59.14 46.52 105.66 29.55 6.73 141.94 71.00 9.75 01 .55 3?67 121.22 13.42 7.30 125.34 
1986 70.42 56.83 127.25 36.17 13.27 176;.69 B6.86 21.83 100.69 5.50 114.27 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 modo from tho accounting year 1982 onwards 
• Transferred to Reserve for Unexpired Guarantee Risks after adjustments like provision for taxztion etc. 
£. negligible 
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