REPORT OF THE
STUDY GROUP TO FRAME GUIDELINES
FOR
FOLLOV/—UP OF BANK CREDIT



‘REPORT OF THE
STUDY GROUP TO FRAME GUIDELINES
FOR

FOLLOW-UP OF BANK CREDIT

RESERVE BANK OF INDIA
BOMBAY

1975



CONTENTS

Chapter
1 INTRODUCTION
2 OUR TASK
3 EVALUATION OF THE PRESENT SYSTEM

Review -~ Supply of and Demand for Funds - Present
Style of Credit - Weakness of the Cash Credit system
National Credit Council's Study Group Report - -
Bankers' Involvement - Need for Change. -

RATIONALE OF OUR PROPOSALS

Need for Funds. - Different Types of Current Assets.
Reasonable Levels of Current Agsets - Purpose of
Bank Lending.

NORMS FOR INVENTORY AND RECEIVABLES

Need for Norms - Interim Report - Approach to

Norms - Suggested Norms - Heavy Engineering

Industry - Deviations from Norms - Coverage of
Norms -'‘Norms and Public Sector - Application

of Norms - Review of Norms.

OUR PROPOSED APPROACH TO LENDING.

Working Capital Gap and Bank Finance - Aligning

Credit with Priority Industries - Funded Debt-Equity
Relationship - Additional Requirement of Credit -
Proposed Style of Credit - Proposed Information,
System - Bill Finance - Coverage of the Proposed
Approach.

OUR RECOMMENDED SCHEME
FOLLOW-UP, SUPERVISION AND CONTROL

Testing the Assumptions of Lending - Terms and

Conditions - Financial Follow-up - Stock State-
ments - Stock Inspections - Management, Efficiency
and Inter-firm Comparison - Classification of

Customers - Ende~use of Credit.



10
11

12

13
14

15

NORMS FOR CAPITAL STRUCTURE
IMPACT ON BANK'S»INTERNAL WORKING
BANKER -CUSTOMER RELATIONSHIP
SOME RELATED ISSUES

Issues relating'to Norms

Norms for Trade - Statutory Authorities

and Norms - Transport Delays - Supplies
from Canalising Agencies and Public Sector
Producers - Government Purchases - Shift

to Cash Sales.

Issues affecting Banks :
Consortium Advances - Banker's Leverage -
Sticky Advances - Environment - Lead Banks

for Industry.

Other Issues :

- €redit Authorisation Scheme - Public Sector
Industry - Flow of Information to the Reserve
Bank. : '

THE NEXT STEP
ACKNOWLEDGEMENTS
SUMMARY OF OBSERVATIONS AND RECOMMENDATIONS

ANNEXURES

85
89
92

95

109
112

114



