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CHAPTER I

INTRODUGTION

1.1 Till nationalisation of the major‘comr»nercial banks in
July 1969, the main contenders for bank credit w}ere large and
medium scale private 1hdustry and internal and e#ternal traae.
Very little credit’went to small industry, the selﬁ-employed anc;
agriculture, or to the public sector, apart from,the ;ssistance
given by a few Ba.i;ks. ﬂiere has never been and there still is no

tradition of bank lending for personal consumntion. -

1.2 Nationalisation of the major commercial banks, following
upon social control, called for a new policy, both for deposit
mobilisa;tion through accelerated branch expansion and for

equitable di‘s:‘bursal of credit. The banking system was asked to

adopt a new-approach as a credit aéency, based on developmen_tA

and potential rather than on security only, to assist the weaker sectors
of society and, later, to lend to the public sector also. Significant
sectors of fhe economy, which were once outside the scope of bank
lending, have now been broupght within its ambit. Whil.e aésié_tance

to the new credit users has gone up substantially since nationalisation,
the bulk of bank credit confinues to go to organised industry,

although its share as a percentage of total c.fedit has now sémewhat

diminished.



1.3 Indian industry has not always made the best use of
resources. Traditionally ch'eap labour, <':heap money and a
sheltéred market have not been conducive to efficient resource
employment. Few I.Jorrowbers planned their credit needs and, until
recentiy, few bémks ;_Slanned their resource: fnobilisa;tion and credit

disbursal.

1.4 A world-wide flare up of prices and stagnation n our
agricu.ltlurai and industrial production recently, fuelied an un-
precedented rise in prices and, in turn, led to & rise in demand
f.or credit. The unprecedented inflation has Been, in fact, a
phenomenon of the past two to three years, Alongside, ménetary
policy raisea'liquidity requirements of banks. Pressure on ﬁank

resources thus developed over the recent years.

1.5 To fit in with prevailing economic compulsions, the Reserve
Bank has used selective credit controls, differential interest rates

and varying liquidity requirements as part of monetary. policy.

1.6 | In 1973, when déma‘nd for éredit rose steeply at a time
when production was not rising,  the Reserve Bank imposed certain
credit restraints.. 4 Léter in 1974, when inﬂétion touched the unpre=
cedented level of 31 %, a pé.ckage of measufes aimed at curbing it
was introduced. Both steps, along with other fiscal measures,

proved effective.
eees 3



1.7 Along with these steps, it was felt that the time was opportune
to bring about other reforms in the bank credit system, so that it
could be geared to fulfil a developmental.role in the economy in

the coming years.

1.8 It was against this background that the Reserve Bank
constituted, in July 1974, the Study Group to :fi'-ame: guidelines for

follow-up of bank credit.
1.9 Its terms of reference were :

i) To suggest guidelines for commercial banks
-0 follow-up and supervise credit from the
soint of view of ensuring proper end-use ol
funds and keeping a watch on the safety of the
advances and to suggest the type of opera.tmna.]
data and other information that may be
sbtained by banks perlodmally from such
borrowers and by the Reserve Bank of India’
from the lending banks,

ii_) To make recommendations for obtaining
perlodical forecasts from borrowers of
(a) business/production plans, and (b) credit
needs,

iii)  To make suggestions for prescribing inventory
norms for different mdustnes both in the
private and public sectors and indicate the
broad criteria for deviating from these norms,

iv) To suggest criteria regarding satisfactory
capital structure and sound financial basis
in relation to borrowings,



vi)

vil)

To make recommendations regarding the
sources for financing the minimum working
capital requirements,

To make recommendations as to whether

the existing pattern of financing working
capital requirements by cash credit/overdraft
system etc., requires to be modified, if so,
to suggest suitable modifications, and

To make recommendations on any other

related matter as the Group may consider.
germane to the subject of enquiry or any
other allied matter which may be specifically

.referred to it by the Reserve Bank of India,

1.10 - The members of the Group were :

i)

ii)

iii)

iv)

v)

vi)v

Shri Prakash Tandon, : Chairman .
Chairman,

Punjab National Bank,
NEW DELHL.

Prof, S. K. Bhattacharyya, Member
Indian Institute of Management,
AHMEDABAD

Shri P. P, Dhir, "

Director (Finance),
Mmerals and Metals Trading

Corporation of India Ltd.,
NEW DELHI

Shri A. Ghosh, "
General Manager ,

Allahabad Bank,

CALCUTTA

Shri T.S. Kannan, "
Managing Director,

Richardson & Cruddas (1972) Ltd.,
BOMBAY

Shri R.C. Maheshwarj, -
General Manager,

Texmaco Ltd.,
CALCUTTA.,

....5



vii)

viii)

ix)

xi)

xii)

xiii)*

Dr. P. B. Medhora,
Joint Managing Director,
Industrial Credit and Investment

Corporation of l’ndia‘Ltd. ’
BOMBAY.

Shri P. K. Nanda,

Managing Director, »
Metal Box Company of India Ltd.,
CALCUTTA.

Shri S. Padmanabhan,

Chief Officer, .

Commercial and Institutional Banking,
State Bank of India, '
Central Office,

BOMEAY.

Prof, Sampat P. Singh,

Faculty Member, v

National Institute of Bank Management,
BOMBAY,

Shri Y.V. Sivaramakrishnayya,

Assistant General Manager, -
(C & I Advances),

Bank of Baroda,

Central Office

BOMBAY.

Shri A. K. Bhuchar,

Joint Chief Officer,

Department of Banking Operations
and Development,

Reserve Bank of India,

Central Office,

BOMEAY,

Shri P. J. Fernandes,
Additional Secretary and
Director General,

. Bureau of Public Enterprises, '

Ministry of finance,
Government of India,
NEW DELHI.

Member

'Mem'be.,r.-Se'cretary

Member
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xiv)**

xv)*

%* .

*ok

Shri N. Rajan, Member
Adviser (Finance),

Bureau-of Public Enterprises,

Ministry of Finance,

Government of India,

NEW DELHI.

Dr. N.C. B. Nath,

Director (Commercial),

Steel Authority of India Ltd.,
NEW DELHI,

Later co-opted.

Alternate to Shri P.J. Fernandes

To assist the Stucy Group, the Reserve Bank provided the Secretariat

comprising :

i)
' ii)
iii)

iv)

Shri T. K. K. Bhagavat,
Deputy Chief Officer.

Shri M. K. Desai,
Assistant Chief Officer,

Shri A. D. Navaneethan,
Banking Officer.

Shri A. Qavi,
Staff Officer.

all attached to its Department of Banking Operations and Development,

Central Office, Bombay.
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1.11 Dr. R. K. Hazari, Deputy Governor, Reserve Bank of
India, initiating the deliberations of the Group on the 6th August 1974,
observed that various omnibus issues relating to credit were referred
to one Group as it was necessary to take an integrated view of thek
several 'proble'ms in fram._ing-the guidelines for supervision and |
follow-up of bank credit, Réiérrixﬁg to norms for inventories, he
said that there was a conflict of infer’est between corporate policy, -
which would aim at maximum profits by enlarging inventories, and
economic policy in the present situation and that, therefore, any
tendency towards speculative hoarding had to be curbed, in tix-e overa)l-

interest and to prevent = maldistribution of credit and other resources.

1.12 Tg-ychihg upon the subject of information system which
provided the. basis of communication between the borrower, the
operating agency of the bank, the bank's head §ff1ce and the Réserve
Bank, Dr. Hazari said that it should be so @évised that it took care
'ofv.the 6bjective of credit supervision and al_so"improvecri the
responsiveness of the banking system to policy changes introduced

from time to time.

1.13 For detailed preparatory examination of the issues
referred to us, we set up three sub-groups; one on the subject
of norms for current assets, another covering credit policy issuesv

and the third for devising a suitable information system. .

ll'..s



1.14 As a firgt step, we were asked by the Reserve Bank to
submit an Interim Repbrt on invehtory norms for the 1974-75'
'busy season'. Although it wa.s'appreciated that ‘the' time was
short, it was felt ‘by.the‘ Résetve Bank that some guidance in this

regard from the Group would be helpful. An Interim Report wag

=

acco,rdi‘ngly'submitted in October 1974 (discussed later - paragraphs

5.4 and 5.5) which was accepted by the Reserve Bank.

1.15 .~ We decided to pre-test some of our suggestions, like
information requirements from the customers. As the induction
of a credit planning, assessment and supervision system required
the training.of banks' staff, it was felt by us, and the Reserve Bank
agreed, that an experimental set of statem.ents for obtai.ning
information from customers of the banks should be prepare;ﬂ and
launched at a bankers' seminar., We submiltt.ed to ‘the Reserve Bank
our second Interim Report covering this subject (discussed later -
paragraph 6. 27) in December 1974; .On the léih January 1975,
senior credit executives of 34'banks with ceposits of ¥ 50 crores
and above were invited to the Reserve Bank's Bankers Training
-College, Bombay for a seminar and at the end of the day's
discuésion,: .eac;.h participating bank was asked to intrq’c'lu.ce the
forms devised by us in the case. of a miriimum of five to ten customers,

on an experimental basis. As a follow-up, a second seminar was

ceees- 9



held on the 22nd April 1975, attended by the same banks, to discuss
their experiences, in order to help us crystallise our views for

purposes of our final recommmendations.

1.16 It is worth mentioning here that the Reserve Bank has

been gratifyingly quick to react to our interim recommendations :

‘It introduced, in November 1 974, the norms
suggested by us for the 'busy season' of
1974-75 which helped the banks, industry and
our Group to gain a whole season's experience,
It introduced, ‘on a trial basis, the informatioh_
system, that we had tentatively drawa up,
among 34 banks, all with deposits of R¢ 50 crores
and above. The results of the test run have -
helped ug to simplify the forms,
1.17 ,The Reserve Bank has also taken an important step in
appointing a Committee of Direction (discussed later - paragraph
13.6) for a frequent, oanoing, review of our recommendations
to take forward the work do;ie by the Group, The Reserve Bank .

has also_advised the banks with deposits of R¥. 50 crores and

above to set up similar committees at their end,

1.18 "~ We had the opportunity of meeting 2 wide ¢cross-section
of industry, private and public, chambers of comme-{r.sg;?, industry

associations, bankers, industrialists, business executives and

1 gﬁsao 10



academicians., The list of questions sent out is given in Annexure 1,
A liast of those’whom the Group and sub-groups invited for discuszlionsg
is furnished in Annexure Il. The response from all of them was

good and has assisted us in finalising our views.



CHAPTER 2
OUR TASK
2.1 From the terms of reference given to the Group, we have
identified the following tasks as we saw them :

- What constitutes working capital require-
ments of industry which banks should
finance and what is the end-use of credit? -

- How is the quantum of bank advance to be
determined? '
- Can norms be evolved for build-up of

current assets and for debt-equity ratio
to ensure minimal dependence on bank
finance?

- Can the current manner and style of
lending be improved?

- Can an adequate planning, assessment and
information system be evolved, to ensure
a disciplined flow of credit to meet
genuine production needs and its proper
supervision?
2.2 We have attempted to answer these questions; we have also
spelt out the operational tasks involved in implementing our

recommendations and have suggested suitable systems, forms and

progedures for banks to follow.

2.3 We would state that our recommendations relate only to
financing of industry, and in that to working capital finance, as
distinct from project finance.

...Olz



CHAPTER 3

EVALUATION OF THE* PRESENT SYSTEM

3.1 In the early years, bank lending in India was mostly
'directied to financing i_)f mé_vemént of agricultural prodice from the
grower to the trader, the task of
Review financing foreign trade being handled
mostly by foreign banks. Advances were
sanctioned against the. security éf vstock's pledged or hypothecated to
the banks,. ' Based on English banking practice, the purpose of
commercial bank lending in India has traditionally been seen as the

provision of short term finance for business.

3.2 With the growth of industrialisation, the same system of
bank lending continued with minor changes, and the banker saw his
‘function as meeting also the industry's need for short term funds.
Working capital finance was made available ostensibly for acquisi-
tion of current assets and as the advances were made available in
cé.'sh cfedit accounts, ‘repayable on demand,- they were considered
sho‘rt-‘ter'm in nature and self-liquidating in character. As
industrialisation in India was largely promoted by the managing
agency houses, the banker sought the guarantee‘of the managing
agents, as an earnest of good management, in addition to the

security of the current assets of the borrowing company; security-
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cum-guarantee advances thus became the pattern of lending to
industry. The security-oriented system tended to favour borrowers
with strong financial resources, irrespective of their economic -

function.

3.3 With the advent of planning for economic development and
a giowing_social awareness of the role of bank credit in the economy,

it was felt that the prevailing commercial bank lending system had

little social content and that it aided concentration of economic power. .

It was felt too that the system was unresponsive to the needs of the
~weaker sectors of the economy, small industry and agriculture and
concentrated instead on security-cum-guarantee-oriented lending to

large customers.

3.4 The security-cum-guarantee s‘ystem of lending was found
inadequate alsé_ w1th fjhe termination® of the managing agency system.
With the de-linking of industrial units from the managing agency
houses, the erstwhile guarantors sought terminatior; of the guarantee
obligations. The entry of new entrepreneurs into industry, with
technical knowledge but lacking'ﬁnancial backing and managerial

background, also called for a new approach to lending by banks.

3.5 The purpose and direction of commercial bank lending in

the country was questioned by the National Credit Council's Study

14
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Group No. 2 (NCC Study Group) appointed in October 1968 to
examine the extent to which‘.cr'edit needs of industry and tfade
were likely to be infléted and how such trends could be checked.
Its report commented extensively on the shortcomings of the
,preva.lent,systgm of lending to industry and came to the conclu-
sion that the security-oriented approach to lending ixa.d led to
'over-ffm'ancing of industry in relation to production trends as also
with reference to inventory in industry. The NCC Study Group
recommended, inter alia, that the banking system should turn to
financing of industry on the basis of a total study of the borrower's

. operations rather than on security considerations alone.’

3.6 Nationalisation of the major commercial banks in 1969
raised ekpectations of a new sense of direction in bank lending,
and indeed advances to new claimants
_ SuEElz of -
“and demand of credit, and especially to small
for funds '
industry and agriculture, have since

gone up. The following table presents the changing picture of

utilisation of bank credit :

eees 15
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SECTORAL UTILISATION OF CREDIT

Industry
- Large & Medium

- Small Sca.le
Agricultural & Allied Act4i'vi.t-:ibes
Food P;ocuretn_ent A_évanceé :
6ther Ir‘xteirna._l 'I'z%dg
Otheré

- Services‘
- Personal Loans

- Miscellane‘dué '

 Total't.

Ma.réh June
1968 1974
(R crores)

12068 ‘4511

_1857' 3506
| (188.7)
211 - 1005
- (476.3)

67 749
(1117.9)

109 523
A479. 8)

479 869
(181.4)

341 1347
(395.0)

N.A. 461
N.A. 288
N.A. 598
3064 7999
‘ (261.1)

Maréh » June

1968

1974

~(% of total cred

56.4

60.6 . 43.8
6.9 - 12.6
2.2 9.4
3.5 . 6.5

15,7 10,9
1.1 16.8
N.A. 5.8
N.A. 3.5
N.A. ~ 1.5
100.0

100.0

Note @ Figures in brackets. md1cate the ratios of the levels of
-credit in June 1974 to the correspondmc level of credit

in March 1968.

3.7 The public sector too has emerged as an important user of credit

in recent years, due both to its

growing dominance ang its turning

increasingly to commercial banks for its working capital finance instead of

relying on Government. Its share in total bank credit has increased

v eoa
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from 9.7% in June 1969 to 16.7% in June 1974 and this demand from

public sector will continue to grow.

3.8 Another new source of demand is the growing awareness of

the need to achieve an equita.b_lg geographical develqpment of industry,
and in its wake. the distribution of credit. Many States, where advances
é.s a percentage of deposits'are low, are insisting upon a greater utilisa-
tion of the deposits coliécted_ from within the States for grant of addi-

tional advances in those States.

3.9 | - On the supply side, the resources available to the bankin~
syétem for advances to the new credit claimants are only the
increme‘ntai deposits generated every year, after providing for
statutory 1iqpidify reqﬁirements, because thevllv:ulk.of its .existing
re’soﬁrées is already locked up with the existing borroweré._ The

statutory liquidity requirements have also risen over the years.

3.10 Banks are major mobilisers of savings and would be
looked upon to finance a i'ange of- diverse productivé and viable
activities in the economy. In the last six or seven years, industrial
production has risen at a slow’ pace; but the call on bank credit,

' essentially for maintaining inventories even at the same level, has
gone up with incre;sing prices. If the growth process is resuméd -

as indeed it has begun to do - then perforce the volume of inventory

a e s e 17
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required to maintain a higher level of production will increase and |
.correspon&ingly fhe 'de‘in‘and fof’bé,nk crverdit. | B.anks will thus have |
to operate ibnya context in which demand for bank credit for grvowth,‘ |
r’equi:gments will be large and, to raise the métching resource s,"
"they will have to adopt some aggressive deposit mobilisation échémes

and systenis.

3. li . The banking syétem has no doubt recovered somewhat from

the situation of 1973—74 busy sea;cxon when seve%al banks had to freeze‘ <
credit ab;-"uptly, ‘and the‘ démand for funds 1n the busy season of 1974-7'5’;
: .lfvxas' been"'r‘eésoﬁéblsa' met, é,ided negatively, though, by slack ag‘ribctfxlturai,l
va‘n.a .indﬁ.strié.l’p:’ro‘vd4uction‘ dﬁﬁr;.g 1973 an& 1974 But the system should
get prepa"r‘ed fOl\" the ‘yea’:g 1 9-7'5;-76 and onwards. When proéuction énd '
in%restmér;f pi‘ck ‘ué :c\na dexﬁazéd for c':_rédit ‘yises, we wili'hav;a ’to'.be '

careful not to let recent history repeat itself, -

3.12  The problem of potential imbalance in demand for and supply -
of funds is accen‘t'uated by‘ the manner in ‘which banks exténgl credit

under the present cash credit system of
Present o e : , o
Style of - lending, where a banker sanctions a
Credit - - o REEEES
maximum limit within which the borrowe:
can draw at his will. Under this procedure, the level of advané‘es in

a bank is determined not by how much a banker can lend at a particular

point of time but by the borrower's decision to borrow at that time.

- 18
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When the borrower's need for funds is low, the banker is faced with
the problem of large unutilised funds, and when the borrower!s need
for funas ‘Tises, the banker faces the problem of meeting the demand
Qithout notice. In fact, availability of funds with the banks and the
customers' needs .do not always rhat."ch-. - For example, during the
'busy® winter months, the ;ustomers'need‘ more, while the banks

have less lendable resources in relation to the demand.

3.13 This state of affairs caused no problem in the years when

the cr‘edit-dep0si.t ratio in the bénking system wa; low}an‘di a sudden
spurt in credit demand could easily b'e' takén care of and access to
refinance from the Reserve Bank was easy. CWith‘ control on monetary
expansion as part of anti-.inflationéry pollicy and a riée ?'.n demand for
funds - both from the old and the_new_claimants - the existing' system
of bank lending has come under considerable strain and :he fundamental

weakness of the system has been exposed

3.14 It is not realised widely that the total limits sanctioned by

the banking systerﬁ exceed even fhe total de.pbsits, without taking

into account the liquidity requireménts. As at end June 1974, deposits
of scheduled comrr;ercial banks ax;nounted to RE 10706 crores. As
against this, the credit limits sanctioned aggregated R¥ 12880 crores,
but the actual utilisation of credit limits granted was only 57%;

thus, in effect, 43%. of the credit limits sanctioned had remained
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unutilised, With even a small incrdeaae. in the percentage of
~utilisation, the entire system can be thrown out of gear; and this
indeed was what happened at the end of 1973, when, as mentioned
earlier, under a fear of credit shortage, everyone wanted to use
his limits to the full and several banks were unable to meet the
demand for funds u_ﬁdei' the limits they had sanctioned and were

forced to resort to freezing of adva.nce‘s arbitrarily.

" 3.15 | The weakness of the cash credit system can be .
illustrated by taking the following example of a borrower's .
financial position :

"~ Weakness of the
Cash Credit System -

Current liabilities Current assets
Bank borrowings R ?5, 000 Inventory ¢ 1,00, 000
Other current o Other current _
liabilities R 10,000 ‘assets 2 - 10,000
‘RS, 85, 000 - R$1,10,000
' 3.16 Let us agsume that the 'éntrepre'r;eur has raised equity and

term loans for covering the cost of fixed assets as well as a portion

of current assets. The banker's function is perceived as providing
funds required for carrying the balance of the current assets. Agé.inst
the total inventory of RS 1, OO, bOO, “an advance of ’§ 75, 000 is sanctioned
by way of cash credit. The advance is secured by a charge ovgr_

- inventory with an appropriate rﬁargiﬁ - in fhis; case 25% --the rr;a'rgiq
representing the borrowerts C§nt£ib’ﬁti'§n. to carry the current assets.

eves 20



3.17 So long as there is security, which is declared in the
pericdical stock stateménts, the borrower is permitted to draw
up to the drawing limit, computgd on the basis of the value of
stocks less stipulated margin, or the sanctioned limit, whichever

is lower.

3.18 Under this system, it is possible" for a borrower to draw

against available security and utilise the funds for purposes other
than increasing his current assets or repaying his other current
liabilities; he éan, for instance, use the funds for'acquiring fixed

or non-current assets, as the following example illustrates :

" Current liabilities - " Current assets
Creditors for = A Inventory R#E1,00,000
purchases R&¢ 50, 000 o

' Other current
Bank borrowings R® 75,000 assets _RE 10,000
Other current
liabilities - R 10,000
R 1,35,000 R 1, 10,000
3.19 Inventory of the value of 2 1,00,000 is carried to the extent
of Rs 50,000 by creditors for purchases; but the borrower is enabled

to borrow upto R 75,000, on the security of stocks worth % 1, 00, 000

less the prescribed margin of 25%, the drawing limit being R¢ 75, 000.

Had the customer drawn genuinely for meeting his current assets

requirements only, his maximum eligibility (assuming nil contribution
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from him to carry the current a'ssgts) would have been RS 50, 000; the
excess of R¥ 25,000 he can divert to non-approved uses without the

banker's knowledge. :

3. 20 This weakeness was highlighted by the NCC Study Gro.up
wbich came to the cor}l‘cluslion’ tixat_: such fiiverlsion of .bank funds was made
' possible by the banker's fixation on
NCC Study security under the cash credit lending
Group : - ' ,
Report - system. Analysing the function of bank
Lending, the NCC Study G;oup felt that |
while theoretically commercial bank iending was for short term |
purposes, in actual practice it was not so. According to the NCC
| Study Groﬁp Report, a large part of bank 1endiné was reaily long term
in charact.-er a‘né"was répé.yé.ble;on demand onl;; in néme. To the extent ‘
that out'standings'in a cash c;re‘dit‘;.ac.:'cov.int never fell below a c‘e'rté.in‘
level during the c':oﬁfs‘e‘.of a;rear, ‘itvhe‘ré was an ele.men;t of what is

cé._lled a 'hard core' borrowing which was in reality a quasi-permanent

lock-up of bank f‘t';pgﬁs__in'thé: Bvo.x'_roxﬂavg';:!s,busjng §§ "}1?he NC_AC Stpdy
‘Groupl thought tha;t; thi:sv"hé'rd é_or‘e' Eanrdxﬁi'ngfs'hquld be repé;d by‘

the borrowers as eai-ljr as ét.:)s's_.iblé.i. This re"c‘Omme’nda'tivon, however,
remained unimplemeflted.. .I"r-esu'.mavbly, the stéte of the-- capital market,
available facilitie‘s to ‘raise_' term loans and the earnings of the

borrowers were thought to be inadequate to p_rovide funds to repay

the large quantum éf the 'hard core'. The people whom we met were

Cee e 22
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of the opinion that even the present state of the capital market

was such that they did not cpnsider it feasible that_ the 'hard core_'
pa;t of the current asset s requirements as identified by the NCC
Study Grpup. could be financed by indp.stry out of equity in the fore-
seeable future and that the scop‘e t§ plough back earnings for the
p\irpos,e'was also limited. During our discussions vs-/ith repre-
.sentatives of ti'}e-term financial institutions also, we were tola thav
they could not uhderf.ake the fesp&néibi_lity of pi‘oviding fur;dvs for
the 'h_ard cox.'.e",‘ for they felt t.hé.tl: t_hié would only mean further |
financiné of old ﬁni_ts, ‘inéteadv of-‘fipa"ncing the promotion of nerw

‘industrial activity.

3,21 -Most banks in the past"'generé.lly had a. sYétem of super-
vision and follow-up of the credit ,théy disbursed which was
-primarily concerned with the safety

Bankers' of the funds lent and keeping the
Involvement

account in order. Competition
amamg banks was not conducive ‘to a bank taking a close look into

the affairs of the customer for fear of upsétting and losing him.

3.22 The time is now opportune to review the existing system
and effect changes. It has to be'borne in mind that in the current
context of shortages, bank credit, if not properly supervised, may
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be utilised for an undue build-up of stocks, which, w'hile proving -
_profitable to some, will result in misallocation of resources among

4 .
~all. (Bank credit has thus a crucial

Need for Change role in allocation of resources to

prevent such a chase of scarce
materials which fuels inflation§ - The process of change has already
set in since the NCC Study Group's findings in this regard and many
banks.have, in fact, toned up their credit appraisal and follow-up
procedures. . This trend was given a further iinpetus by the changes
effeéted in the Credit Authorisation Scheme of the Reserve Bank in
mid-1970. However, in the context of the need,
- to meet larger credit demands arising
from growth requirements in future, keeping
in view also certain priorities laid down by
Government and the Reserve Bank, from
time to time,
- to curb, at the same time, any tendency on
the part of borrowers to build up undue

inventories or to misdirect credit, and

- to modify the style of credit so as to make
credit planning effective,

the process of change has to be taken even further.

3.23 = Any new system should, in particular,

- make a customer plan his credit needs
in advance and observe a discipline in its use,
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indicate to the banker the likely demand
for credit and thus enable him to plan
his own deposit-credit function,

assure finance to industry for its genuine
production needs, and

having provided finance, enable the banker
to receive from the customer adequate
flow of information on the use of credit,
but with in-built flexibility to suit changes
" in circumstances. ' '



CHAPTER 4

RATIONALE OF OUR PROPOSALS

4.1 A borrower needs funds for his operation mainly to buy
and stock necessary quantities of raw materials and stores and to

stock necessary quantities of finished

Need for Funds go_eds. If it is the market praetice to
give credit on sales, he would need funds
for carrying his receivables too. He may also make a.dvance pay-

ments for goods and services. All these consntute his needs for

funds, to carry cu:rent asSets. '

4.2 Inventory and recewables compnse t.he bulk of the
current assets. The different types of inventory may. be described :
as follows %*

Different Types
of Gurrent Assets

- Flabby inventory, comprising finished
goods, raw materials and stores held because ‘
of poor working capital management and
inefficient dxstnbutxon. -

- Profit-making mventory, representxng stocks
of raw materials and finished goods held for.
realising stock profit. : :

- Safety inventory, providing for failures in

supplies, unexpected spurt in demand, etc.;
in effect, an insurance cover.

qoe.o.26
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Normal inventory, based on a production plan,
lead time of supplies and economic ordering
levels. Normal inventories will flustuate
primarily with change in production plan.
Normal inventory also includes reasonable
factor of safety. '

4.3 - There could be yet another type of inventory, viz.

excessive inventory, which even an efficient management may be

compelled to build up for reasons beyond its control, as in the

case of a strategic import or as a measure of Government price

_support of a commaodity.

4.4 _"V'Fltab‘by' inventory should not 'be‘permitted, and-

‘profit-making' inventory ought to be positively. discouraged -

both are selfish and an inequitable and inefficient use of resources;

as 'rega'.rds' 'séfety',, inventory, good management should bring it
dOvvn‘.to w}‘hat discip}ined experiénce, suiajected to periédical
s_ﬁtisﬁc_ai checks. will justify. Carrying inventory in excess
of‘the normal inventory, which inciﬁdes.reaso_nable factor of
safety, is but an avoidable luxury which the banker should not

encourage.

4.5 If one were to analyse the normal inventory further,
ti'xis is of two parts - one which fluctuates and the other steady.
In the ste#dy part also, there is a furthc;r ‘core! which is a'
iixeé element; this ‘core! represents the absolute minimum
level of rﬁw ma.terials,b process stock, finished goods and

stores which are in the pipe line, so to speak, to ensure

e s e
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a continuity of production. Funds invested in core inventofie
cbmbrising proceéa stock plus mini‘mum_ra.w materials and
finished goods and stores, are therefore blocked, on long térm
basis, arising out of technological and business.considerations,
as 1s__thi_= investment in fixgd assets such as machinery and

‘buildings.

4.6 . There are three fa.c‘t"or‘s"vivr‘iﬂ;.xénci'ng the ltevelfpfr
receivables, viz.; ftheti‘:p’jx'fméil. k::?di._tf mtunewith }hg A'.borrov'ver's
and his industry's market practices, deliberate elongation of
credit, and slow billing/collection procedures. Theoretically
soeaking. there is no irreducible minimum in receivables as
these can be brought even'to zero. Receivables not in tune
with the unit's and its industry's practices should not pe

financed by the banker.

4.7 - There is no uniformity in approach am_o‘ng' banks in .
assessing working capital ' - requirements,. especially with

regard to inventories.. This
Reasonable ‘
Levels of divergence is also sometimes
Current Assets o '

found within the same §ank. If

- bank credit is to be viewed as av tool of resour-cg allocation in

the econorhy, ‘one cannot get away from the need to defvine‘norms .
for reasonable levels of im)ento_riés (including safety s'toc_k)A

and receivables in each industry. Orievof our terms of reference,

therefore, appropriately requires us to make suggestions for
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prescribing inventory norms for different industries, both in the
private and in the public sectors, and to indicate the broad

criteria for any deviations from these norms,

4,8 In the new context, the main function of a2 banker as a
lender is to supplement the borrower's resources to carry an
acceptable level of current assets. The

‘Purpose _
of Bank implications are two fold; one, the level

Lending o ‘
~ of current agsets must be reasonable
and based on norms; two, a part of the fund requirements for -
carrying current assets must be found from long term funds

"comprising"(ﬁwned funds and term borrowings including other

non-current liabilities.



CHAPTER 5

NORMS FOR INVENTORY AND RECEIVABLES

5.1 The rationale of norms and the need to link credit with
production requirements is to us thus fairly clear; and we envisage

that eventually the entire system of credit

Need for Norms planning will be dovetailed with production
planning, both to make good use of bank
credit and also to create better management of i:ash,f ma.teriéls and

recelvables.

5.2 | Industry representatives in their discussions with us’
generally agreed. that it was necessary to: prgscribe some horms
but they were doubtfui about our ability to fit the wide spectrum of
indus.try adequately i;xto what we lay doﬁvn; Theix; s'oiutién was that

the norms should be applied flexibly.

5.>3 ‘While we réa.iise that norms will have to be applied
flexibly and not rigidly, ’responsive to any ‘niajdrcha'nge in
gnvironmentAand wiﬂiin t'he-. ihdustry,_ we are unable to a(:c;ept

that uncertainti‘es can-bé regarded as a reason for‘not laying
down Aorms, an argmhent that some, happj.ly not many, placedA
before us. Iﬁ fact, the grea.tler the uncgrtainties, the more is the

need for planning.
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5.4 'Our first attempt at norms was in our Interim Report to
the Reserve Bank. We suggested norms for inventbry and receivables

for ten major industries. The objective

Interim Re_gort‘ ‘ was to introduce a ciscipline and improve-~
ment in the maintenance of reasonable
inventory and -'receivables levels consistent with ’encouragement of
productioﬁ on the basis of a helpful relationship between the banker

and the customer.

5.5.. "~ The Reserve Bank accepted the suggested norms and

advised all scheduled commercial banks to apply the norms in

respect of these ten industries, both to the existing and new borrowers,
on én experimental basis, and to furnish it with a feed-back of the
experience. A cépy of the Intgrim Report and the Rese_rvé Eank

circular letter are furnished in Annexures III anc IV.

5.6 The approach for prescribing norms for inventory and
receivables bristles with a variety of problems. We are, therefore,

anxious that there should be an uncer-
Approach to

Norms - standing of the total problem and a firm
but lielpfu_l_ approach built into the suggested norms and their

implementation.
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5.7 We have now suggested norms taking into account the-

following :-

i) - company finance studies made by the Reserve
Bank,
ii) Process period in the different industries;
iii) = discussions with experts in the industries
concerned, ' -
iv) general discussions »'With thei'indu'stx_'y interests,
v) need for ensuring smooth production, depend
ing upon the availability of the materials,
seasonality, - etc., and
vi) reactions and feed-back on Interim Report.
5.8 We have extended our exercise to a total of 15.major .

induﬁtries. covering abqut one half of industrial advances of banks,
and certain norms earlier _sugg:e_stle"d:

Suggested norms “have been revised in the iiglittzbf the "

feed-back received. : ‘The norms
represent the maximum levels for holding inventory and receiv--
.ables in each industry. Borrowers are not expéétgd to hold more.
than thes.e'.levels. Neither is the norm an entitlement_té hold
inventoz:ies or receival:-)les- upto this level, ‘If a _bdf;ower»has
managed With l_ess in the pa.ét. he silould coﬁtinue to .doso.' The

suggested norms are as under :

. 1‘0 . 32
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SUGGESTED NORMS FOR INVENTORY AND RECEIVABLES

Industry. Raw materials =  Stocks- Finished - Receivables*
‘ (including stores in- goods and bills

and other items = process purchased and

used in the . . discount -

process of

manufacture)

(1) (2) (3) (4)- (5)
i} Cotton and , Cotton
Synthetic -2 (Bombay and 3/4 (Com- / 2.1/4 /
Textiles Ahmedabad . posite ‘ -
' areas) ' textile
' mills) -
- 3 (Eastern 1/2 (Other

areas - mills)
Bihar,

- Orissa,
West
Bengal
and
Assam)

2.1/2 (Other
than the
above
areas)

2 Other raw
materials

ii)Man-made 1.1/2 1/2 / 1.3/4 /
Fibre '
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\
.

(1) (2) (3) (4) ()
jii) Jute 2.1/2 1/4 1 (For 1.1/2
- - Textiles : : ‘Domes- . o
tic o
sales)
and
1.1/2 (For
. exports)’
iv)Rubber 2 1/4 ] 1.3]a_ /
Products ' ) ’
v) Fertilisers -
a) For nitro- 3/4 (Units;- ‘Negli- ‘1 (Where 1.1/4
genous near re- - gible - stocks
plants finer'y)_ ~'.:are--i9' o
- - plant site)
1.1/2 (Units = 1.1/2 (Where.
away from stocks are in
refinery) upcountry . -
' centres)
b) For phos- 2 (Units in _ "'Négli- 1 (Where Cla1/4
phatic port areas) gible - stocks
plants o ' ‘are in. N
' * plant site) .
3 (Units . 1.1]2_(Wh'er.e~"
away from stocks are
port areas) alsoinups . -
R country centres)
vi) Pharma- 2.3/4 1/2 2 1.1/4 -
ceuticals R e
/i) Dyes and 2.1/4 1 - 3/4 2.1/4
Dyestuffs L '
iii) Basic 2.3/4 1/4 1 1.3/4
Industrial R
Chemicals

;) 8 8 e e
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(1) (2) (3) (4) (5)
ix) Vegetable and 1 . Negli- / 3/4
Hydrogenated - gible
Oils
x) Paper’ 2-6 Bamboo 1 (For 3/4
and Wood ) con-
(To be : trolled
built up in : sales)
stages from
November and
to May and : 1/4 (For
thereafter © {ree
to be brought ‘ " sales)
down) ' '

2. 1/4 Cheml'
cals

xi) Cement 2.1/4 Gypsum 1/2 ! 1

1.1/4 Lime-
stone

3/4 Coal A

1.1/2 Packing
ma_.tjeria.ls

xii} Engineering -

Automobiles : 7
and ancillaries 2.1/4 3/4 / 2.1/2 ;

xiii) Engineering -

Consumer S 2 3/4 / 2.1/2
Durables

xiv) Engineering -

Ancillaries 2 3/4 / 2.1/2

(other than
Automobile
Ancillaries) and
Component
Suppliers
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o e e e ()

xv) Engineering -

Machinery 2.3/4 1.1/4 1 3z
Manufacturers - : - ' .

and other

Capital Equip-

ment Suppliers

(other than Heavy
Engineering)**

D T I R R L L L L R X T R T T I

Notes : 1) ~

i) a

iv)

w*ky)

'Raw materials are expressed as so many months' consump- :

‘tion.”” They include stores and other items. used in the
 process of manufacture.

a) . .Stocks.-in-process are expressed as so many months
- cost of production.

b). * In individual cases, the bank may deviate from the
' norm for stocks-in- process if it is satisfied that the
a.ctual process time involved in any particular umt
say, in view of the nature of production, pa.st expenence
and technology employed, - is.more than the norm
: s‘sgg_estl:ed;_

a)  Finished goods and receivables are expressed as so
' many months' cost of sales and sales respectlvely.

These f1gures represent only the averarfe levels, .
Individual 1tems of finished goods and receivables
could be for different penods whxch could exceed the
"indicated norms -so- long as the. overall average level
of finished goods and recewables does not exceed the
amounts as: determmec in terms of the norm.

b) The norm presecnbed for receivables- relates only to
inland sales on short term basis (1. e. exclumna AR
receivables arising out of deferred payment sales and
exparts).

‘Stocks of spares are not included for norms, - since in finan-

cial terms they are not significant in many industries. Banks
will ascertain requirements-of spares for individual units.:
They should, however, keep a watchiql eye if spares exceed
5% of total inventories.

- Heavy Engineering will inslude supply of whole or substan -

tial plants involving long manufacturmg period, i.e. sugar, -

'cement. steel and textile plants . seae 36
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5.9 - We have not suggested norms for the heavy engineering
industry, as it has certain special c}iaracteristica. The engineering

industry ie diversified not only in terms

Heavy

Engineering of the product range but also in technology

Industry-

va.nd size. We have attempted to classify
some of the engineering units under four groups, vidé'items (xii),
(xiii), (xiv) and (xv) in fhe above paragraph. During recent years,
the heavy engineering sector has growri cbrisiderably, parti-
culérly’ in the public si_ecto:. - Though it nriajr be diificult to attempt
a precise definition of th‘evlie-avy engineefing uni.ts, their main
distinguishing féatlires are (i) manufacturing; izeé.vy capital eqiii;if
ment fbr other industries, (ii) iechnélogy-bzised manufacture of
equipment fo suit sp;‘c':ial_iéed proceéses and- specific énd.—uses, and
(iii) considerable lead time in d_e-sign,'. manuifactufe, supply and
éommiséioning -v’of etl:;uipment-. .' Héavy engineei'ing industry is thus
commonly_ \-'m.de:rstood to include umts manufa_cturii:g heavy
,structurals,-‘ , cvranés, ré.il_way wagons, c;oaches, other heavy
equipment for ‘rail,way'.s, hela\'ryb electrical equip.r-nent including
transformers, generétor.s‘,l i)i'es.sure vessels, heat excha.ngefs

and chemical equipment, boilers, steel plant equipment, mining
machinery, ei:c. Mucix of the equipment manufactured in the

heavy engineering sector is supplied to the core
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gectors of the economy which are predominantly Governrnerxt
projects, both in the Central and in the State sectors. The
. commercial terms are, theref'pr'e, re_»;éted to the _policies. laid

down by the various Government aqthélriti’es from time to time..

5. 10 ) By its very nature,. the process time for completlon

‘of. any particular contract or constructirn of any aingle equixrment
ta.kes a long period - in some cr.ses. .aa long a8 two to threo yeara.
Often, at variotrr stages of manufacture, thej use ‘not the
standard components. which are available on tap, but those whlch
have to be tailor ma.de. There is also conslderable difficulty in
this induatry in malntaining standa.rd inventones, as the produc-
tion pattern and product mix vary in reséonse to the changmg |
wneeds of the usgr industries. ' It is, therefore, difﬁcult to Iay

: down norma fur different components of imrentory and receivables
i.e. for raw materials, work-in-prOgresr, finished goods and

receivables_in the ga;g of the heavy engu:eering tndustr‘y.

5.11 'The system of financing chrking'ca‘pit‘al.vvarziea in the’
heav'yvengine'ering in&ustr); from unit to unit. ‘In somé taser;
principal raw materials hke steel are supphed by ‘the purchasern.

In rnany caaes, advance payments are made by the purchaura

against orders as well as agamst procurement of component:. A

---J;_3§



Progress payments are also made against despatch of part
equipment. Even so, the quantum of tie-up of funds in

current assets in this indﬁstry, by virtue of the nature of ity
operations. is véry large and the banking system rmay find 1t
difﬂcult to cope with the industry! s demand for funds in itg
entirety. One solution to the problem could be that the
funding pattern of the industry itseli ‘should be dlfferent from
that in _th,e other -industries, so as to take care of not only the

| céméentional Amaz’-gin moneir réquiremetits for working capital
but #lao soixizgihing sv’.bstantia‘ny more, to meet the funds needs.
stemming !_'r'-om_bthe inﬂuétfyis largé build-ﬁp of current assets,
In that case, however, the capital strqcture will have to be

so massive, to fiﬁance the very large néed, that, in effect,

it will be éupw‘rtiﬁg the buyeré of the manufacturing unit in
their purchasea and not the unit's infra-structure for which
itis meanﬁ. The correct course will be that the buyer should
pay for ﬂie pnrchasga, .not on dehvery, but in progressive
stages of manufacture. The_banking system camnot take

upon itself the responsibility of financing goods which re.ma'm
in process over t.oo‘lo.ng a period. This is so because, largely,
the production is neither competitive nor market-oriented, but
cﬁatomotailofed. Therefore, it is only appropriate that the
buyer should take ﬁpon himself the responsibility of financing

to a substantial extent what is produced for him specifically.
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This shoul§-be feasible as the heavy engineering industry
supplies capital and other equipment to user iﬁdustries which
would have, at aﬁy rafe, placed orders for the block a.ss‘efs
only after a prop;t ti'e-fup»l gf financial a}rrangémehts for their
projects/exp.a‘msion. sch'em‘es.i However, Afo'r financing of
inventory r'equirémenfg in rgséect of iteﬁs thch are not
tailor-made or thoé.e with sh'o;-t p_rc'>cess. period for which,
consequently, no p_rég'res; .II).aYments‘ ‘x:'.na';.r.be forthcoming,
banks may extend:.‘s‘ﬁppd‘i"t toa reason.abl‘e‘ exfent. ‘Workin.g
‘cap—'ital_‘ réqu'i‘rém‘enths oftt}.xé:heévy engmeermg sec;tof, should,
theréfore! be';ssé_ésed‘t.a.kilng :;_mto ac?:ounf éhe foregoiég
fact'ors, v'a‘md the el:':tgnt. td;w.hich banks x'nay meet the Vwo‘rking

capital needs may be determined, ‘case bjr 'caée, on merits.

5.12 Ndrms_cénnot be absolute or rigid, Allowance will -
‘have to be made for so,in_é, f_lexibility under circumstances

Deviations justifying a need for re-examination;
from Norms ' - S

‘thus, deviations from norms may be
visualiéed_ under the following ci"rcurh.stag;ice_s :
- " bunched :re_ceipt of raw materials including
imports,

- power-cuts, strikes and other unavoidable
~ interruptions in the process of production,

: LA N 3 40



- 40 -

- transport delays and bottlenecks,

- accumulation of finished goods due to non-
availability of shipping space for exports
or other disruptions in sdles but not under
circumstances 'vhere a sales stimulation
is needed through reduction in prices,

- build-up of stocks of finished goods such as
machinery, due to failure on the part of
purchasers for whom these were specifically
manufactured to take delivery, and

- need to' cover full or substantial requirement
of raw materials for specific export contract
of short duration.

5.13 . It was represented to us that Government and its agencies
delay payments and that sometimes large units in the private
sector also do not pay proinptly, particularly to the small
ancillary suppliers, "It was, therefore, svuséeystgd that such -
dgiaye’d pé;ymen_ts'also should be treated as circumstances
warranting deviation from norms for receivables as there was
need for the banks to give credit till such dues were realised.

We feel that the matter should be tackled at the sources rather
than throwing upon the banking system the burden of providing
credit which, in effect, would amount to under-writing the delays.
The Reserve Bank should discuss the matter with Government
agencies and the Bureau of Public Enterprises to overcome such

delays while in the case of private firms, the banker should put

pressure upon the customers by insisting that they recover their
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dues in .time, and should not encourage such dela_vs by merely
extending further credit facilities. We wonld add that the
Reserve Bank should follow this up with the Governrn_ent agencies’
vigorously and we are confident that Government and ‘publi'c

- -enterprises would, no doubt, seta good example to the others.

5.14 The criteria for deviating from the norms need to be:
applied with great care, especially to prevent i_nd\istry. f_rorri
taking them for: granted and expec‘tihg eoncesslons'as a x_natter‘ N
of course with very little econoxnie function, For- instance.-. the
' lead time required for obtaining supplies of materials. was .
often given as a reason for high inventories. This is apt to be
overstated. Regular supplies can be arranged and high inventories
avoided by careful planning in placing orders, allowing for the
lead time, though it is ‘not denied tb.at at times some allowance
'n.xay have to.be made i'or exceptional circums_ta_nces sueli_'as. those

we have visualised above.:

5.15 . We reiterate that the criterla for deviations must be

~fully justified. The deviations should be for known specific -
circumstances and situations (which should be recorded) and -
allowed for. agreed periods which should be relatively short.

- and there should be a return to norms when conditions revert:
"to normal. It is important that fl_exlnilitv in inventories and

receivables should be both ways,

oee 42



5.16 To start with, these norms should apply to all industrial

borrowers, including small scale industries, with aggregate limits
from the banking system in excéss of
Coverage

of Norms Rf 10 lakhs and extended to smaller

borrowers progressively as early

as possible.

5.17 In industrigs not covered by ué, it should not be'$ssumed
that no norms will apély #pd that the borrower is e#empt from the
discipline of norms, -In suﬁh c.a>ses, ba'n»ks should i(eep in' view the
purp(;se ‘and spirit behind the norms when ext ending credit

facilities.

5.18 We believe that norms for inventories and receivables
should, in principle, be extended progressivély to cover the
entire spectrum of industry, both in the private sector and in
the public sector. The list may, therefo}re, be eictended wifh
experience, The Committee of Diréction may cqx{side: t}.xis.

task as at specified intervals.

5.19 Further, the principles should be uniform for all like
industries, both in the privéteAand in the ‘publi'c sectors, although

for certain industries, and some
Norms and Public B

Sector

borrowers, by virtue of their special
nature, separate considerations

may be justifiable.
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5.20  We suggest that 'a.l‘l requests for 'en‘l_zlanceme‘n.t of credit
limits may be coneidered in the'light of the suggested norms. As
for exiﬂing accounts, where no enhancements in limits are,
required, the banker should examine
'AEE' lication the existing levels of inventory and
of Norms _ o o ' |
' receivables and seek a reduction in
levels where they are excessive. Itis importa.nt that all ' banks:
shoul*d apply the norms uniformly. To the extent that mventory
and receivables levels could be brought down, the outstandmg
dues to the bank and/or the other creditors should alse . go down.
As regards_ the data to be bb;:ained and th'.é" rate of-inte_reet- to lb;ev
charged to’ ensure 1mp1ementation of the norms, we rez.terate
what has been sa;d by us in paragraphs 16 to 18 of our lnte;xm
Report (Annexure II).. . But even charging of a.highe:,' rate ot
; intei‘est should not ;gi've"Aa' permanent imm}uni.t};r to the‘-!cus__tgm@:r
. .ﬁfvo'm:c.én'formi‘ng to'nbrnjé a_t_ld‘__s'ome_'lfuri;her:a'bcitiop. should be
".conslifder_ed. We heve _no"-dbuI.;tf'thé..vt tv.h_‘e.bbf_.x:o.w‘e.; wi:ll ﬁo_t wzsh
' to jeopardise his ,aea;'mgs with the bank if he realises that the -
bank means business.
5. Zl - Study‘ and pre’scription of qorins,-‘ éhqu_ld }‘:}@Aa"nb;n—gbipg
éroeese, _ektending_to cover the a'reba> of ilnd.us_t._x_':iel; ;a‘.c;i.v'i,ty not
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covered by us and also searching to identify homogeneous group

of units in different industries where

Keview of an industry does not respond to a’
Norms
S single norm. We guggest that the

norms should be kept}unde'r constant review.



" CHAPTER 6

OUR PROPOSED APPROACH TO LENDING

6.1 Ag discussed in Chapter 4, a banker's main role, as a
lender, will be to supplement the borrower's resources in carrying

: a reasonable level of current assets
- Working Capital

Gap and Bank in relation to his production require-
Finance

ments.

6.2 Stated differently, we would expect the borrower to hold

only a .reasonable level of ix'ﬁr-entory and receivables, according
to nofms. The total current assets will be carried partl} .by a
certain level of credit for pmchéses and other current I'nbilities".‘
Funds required to carry the remaining current assets may be
called the working cépita;_ gap which can be bridged partly from
the borrower's owned funds_and long term borrowings and pé;rtly

by bank borrowings.

6.3 In the context of the above approach, there are three
alternatives for working out the maximum permissible level of

bank borrowings :

i) Bank can work out the working capital gap,
i.e. total current assets less current
liabilities other than bank borrowings and
finance a maximum of 75% of the gap; the
balance to come out of long-term funds, i.e.
owned funds and term borrowings. -

ii) Borrower to provide for 2 minimum of 25%
of total current assets out of long term funds,
i.e. owhed funds plus term borrowings. A
certain level of credit for purchases and
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other current liabilites will be available and
the bank will provide the balance. Total
current liabilities inclusive of bank borrowingg-
will not exceed 75% of current agsets.

i11) Same as (ii) above, but excluding core current
assets from total current agsets on the
- theory that core current assets should be
financed out of long term funds, i.e. owred
funds plus term borrowing.
6.4 _The three alternatives may be illustrated by taking the

following example of a Bo‘rrower's’ financial position, projected

as at the end of the next year.

Current liabilities _ Current agsets*
Creditors for purchases 100 Raw materials 200
Other current liabilities 50 Stocks-in-process 20

‘ ' 150

Bank borrowings, includ- ' Finished goods 90

ing bills discounted " with .

bankers ) ' 200 Receivables, including
bills discounted with
b_ankers’ S 50
Other current assets 10

350 - 370

'As p‘er suggested norms or past practice,
whichever is lower, in relation to projected
production for the next year.
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1st Method
Total current _ _
assets " 370 assets 370
Less current lia- 25% of above
bilities other than from long term
bank borrowings 150 sources - 92
: S ' 278
Working capital - .
gap . 220 Less current
- - liabilities other
25% of above _ than bank =
from long term  borrowings’ 150
sources - _55 _}_EE
Maximum bank Working capital :
borrowings . - gap.. 220
permissible 165 . ' L o
o ‘ Maximum bank
borrowings . s
' permissible T 128
Excess Excess. -
borrowing ’ 35 borrowing - T2
Current ratio 1.17:1 1,33:1 -

6.5

assets over current Iiébilities) exceeds 25% of the wdrking capital gap

- 47 -

2nd Method

Totai current

3rd Method

Totrl current

(in 18t method) or 25% of total current assets/real"'c'urr.e'nt assets

(in 2nd and 3rd methods), ‘the contribution from long term sources

cee.. 48

a_.sSets‘ 379
Less core o
current assets
- (illustrative
" figure) from
long term :
sources 95
. Real current .
assets 275
25% of above
“from long term '
.| sources ' 69
: 206
- Less cvui'r,em’:
- Tiabilities other
. than bank |
borrowings . 150
- 56
Working capital
- gap - 220
"'Max'imum bank
borrowings
: p'ermissible 56
Excéss
borrowing 144
1.79:1

In case the existing net working capital (i.e. excess of current



will ordinarily be to the extent of the already eiisting net

working capital.

6.6 .__Tke Ist Méthod would‘mean the banke/r"'ﬁna.ncing_*up‘to a
maximum of 75% of fheﬂ working capi_tél g‘aé of 220, i.e. 165 and the
bo%rower.providiﬁ_g ét iea'st 5% odt of hié léng terrﬁ funds, i.e.
o@néd ,furlnd's pius léng te.ll'nl‘x borrowings. This method will give

a minimum current ratio of 1:1.

-6-7_' ' The 'lznd‘ Method@o(;id rﬁean the borrower financing a
mipimurﬂ of 25‘% ofr't'ot'a-l,éurrent assbet.s' (92) through ang'term
furigi‘s..a‘xi_d the gap, 1i. e maximum of 128 (278 -,"_fx,so), will be

| p&oii_éeq’ _by:th'ebl'aahk, . This will givé a current ratio of at least

103:10

6.8 _ The 3rd _,Mgfhod'would mean a furth_er‘ reduction in bank

borrowing a‘nd‘_lstrehg'thenir‘xg of the current ratio,

6. 9. It is _(_imp’orta__pt to note that in an exercise like this for
cofnpﬁting the level_ t;f ba;nklfinance,..the :cla;s.iﬁcat‘ion of current
asséfs and cﬁ;rent liabili£iéé should be madé as per the usually
accepted abproach of bankers and not aé per defi_nitiéns in the
Companies Ac£. For instance, instalments of term loans payable
within 12 months from the date of balance sheet are cla.ssiﬁéd by
the bankér as curren.t liabilities while it-is not so in the balance

sheet prepared in accordance with the requirements of the
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Companies Act. These differences in classification have been
brought out in the form for analysis of balance sheet preséribed‘

by the Reserve Bank under its Credit Authorisation Scheme.

6.10 We feel that the 3rd Method is an ideal to reach as it

will provide the largest multiplier of bank finance; fhe next

best method from this aspect is the second one, followed by the
first. However, to avoid hardship 'to borrowers, we recommend
that we should make a ll:.)"éginning wifh the 1st Meth§d iand then move
to the 2nd an& the 3rd Methods. It is necessary, théugh, tq have
a time-bound pr§gfamme; ané we suggest that B;anks éhoﬁld
initiate immediate acéion to piace a;i borrowex;‘s,r | say, thbsé'

having credit limits in excess of & 10 lakh‘s;_from:the banking system,

[
poe

on the 1st Method, vbeg‘irrminé with the borz;o{ﬁers rhav'i.ng weak finan-
cial position, »‘as vea;'i-ly' as po-s.sible, ‘say, withina perio’d of about
one yeéf. At that stage, ,tixe_ Rese;ve Ba;lk nfxaybrevieviv the system
and chalk- out a further prégrﬁmme for switch over to the 2nd

and 3rd Methods, in stages, in the light of circumstances then

prevailing,

6.11 As regards the proposed prOgrafnme of cha»n.ge, the
Chairmen of banks, whom we met under the auspices of the Indian

Banks'! Association, were actually in favour of the banks straightway
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switching over to the 2nd Method for the reason that some of the
borrowers already fulfil the ;equ?rement of the 1st Method.
Although most of them accepted the concept underlying the 3r¢
Method, they pointed out that much ground work would be -
necessary to work out core current aséets for various industries,
which would require detailed studies béforé this method could be
accepted. We suggest that the Indian Banks! As,.soci'ation fnay
consider setting up a Wo‘rking Group to deterrﬁine the core current

assets in the different industries.

6.12 We also feel that lendinly up to 75% of the working
capital gap as in the 1st Method is liberal but it is our view that
this should be ‘considered as the upper limit. The limit of 75%
has been suggested as the first step, particularly to facilitate
financial structuring of new companies, setting up grojects in
backward areas and also for ﬂexibility in re-structuring of
existing companies with a weak financial ba;se. A§ mentioned
earlier, we.reiterate that starting with the 1st Metﬁod banks
should gradually reach the ideal of the third. It should be
understood that the aim should be to move forwara and borrowers
who already fall in the third or the second category should not
increase their dependence on bank borrowings and revert tt;

the second or first category, respectively. That is to say,
their existing current rstio shoulc not be im‘paircd. Also, if

the credit needs of such borrowers increase in future, they

. % e .
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should not be allowed to slip back from a higher to a lower

category.

6.13 Like all _(:hange.s, our proposals will involve some hardship
to. thos.e who are b'eneﬁdarieg under the existiﬁg sirstem. 'So;ne
time is n‘;et._ied by the_m to adjust thems‘elves ‘t;a the'(liiSCipliné -o‘f. .‘
the nev& apprpach. 'Itv is desi_fable f;)r a bank'e; to recog.ni.se the_
positic;n_. .of hi§ bo‘rrow.evr '.;n‘d_ guide hxm tow.;.‘ra.x'é_'s norms .an;d ,i:he
péw system of lendiﬁg within a reasﬂonabl-e; time. The b;x;ks will
'Work c;‘utA thg positmn of 'tl;e existiﬁg c-ustc;me_'rs and aﬁf‘ excess
over tfle finance, fo‘ lwhich':a Eofrower.;w'ould" be eligiﬁle gr_xdef the
new formula, will ‘havg to be ltéc'iucéd progrAes»sively ‘by transfer-
ing the ek.ét;_s's 'to‘;.. tglrnfxmloan,.'to be aﬁfmc.-)"rtiAsed ove‘r.a suitable
perio.d',“ d’eééﬁdiﬁg \;éqn& his 'éa;};. generatﬂxé czx‘paciAty, 'ability to.b
rai“se ac]lditiéﬁa“l‘“eQuity,‘ .et_c. The amount,’tvo be_ amortisé:d jlill
stand at ,a. highef lévél’in' t.he.t.:ase c;f a bo‘rroys.le_;.r havmg .a.
negati§e virorking‘ capital (i.e. a working capital dc_e‘bt), 'asﬂ'viithe'
already éxiéfiﬁg deficit in working cvapif.al will also have to be -

made \ip by him,

6.14 The concept of bank credit forming only a portion of

the-ngking capital gap could algo be used va.sb an instfument

Aligning Credit with for influencing the directional
Priority Industries '

flow of credit. It should be

nossible for the concerned authorities to define from time to t';me
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the order of priorities in the economy for different indus‘ries
and .we visuaiiee monetary .authorities laying down different
scales of financing, as percentage of the working capital gap

for the different classes of industries as an important instrument
of economic policy, for aligning credit ﬁvlith the priorities for
indu'stries. Thus, the relevant percentage could be comparatively
Mlow for the l-qw-pri‘ority induétrie s. Also, when a manufacturer
has reé.ched a stable.level of production for a reasonable number
of years, 'théré is no reason why bank finance should continue

to be fnadé aﬁailéble "to 'him on the same scale, Because, ifa
portion of ltlk';vg:ﬁ.nance eailiér' made availgble cogld be withdrawn
k from him, su;:h fpnds would be ‘a\_ra.ilable.for promotion of new
ecoAnonf;ici aétivity. It i.s fhus,’ posélible fo envisage 'pé.rt of the
wofking capif:al bank finance also as an assistance for a limited
.p-‘e;'ivb.d- only, in the sam.e. manner as term loans for initial

investment,

6.l5 The question arises whether there should be a reason-
able relationship between the equity and total term loans (i.e.
those from the financial

Funded Debt-Equity :
Relationship institutions and banks). The

term lending institutions insist upon a certain relationship between
funded debt and equity according to certain accepted norms and

also see that the long term funds are adequate to provide for a
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margin for woi_-king capital purposes. No change is stiggested

in this practice. However, ‘in future, whilzlei -fundiﬁg ‘the new.
projects, the termv ien&ing institutions mav..y. proﬂée fof margins
on thé.basis qf ox;r propOS.a.i.s.: It will b.e@ée.ful ifAt_l-m‘e bank which
is to fina.nzée the wo'z-kih‘g ~cépitéi rg(iuif‘ém.en.t; .is.:.'.avvs',‘s;ciéted

at thi.s .stage in dete‘.fmi?xihgv'.th”e: workmgcapitala.nd margm
reqmrements. L‘.'thls ‘i‘s_ﬂ done, there -Qi‘il _‘be ,.x‘_x.cA neé&' 'té- deviate
from the "s_t.aunaa";»a sofrela.txonsth betweenfu.nded debt and equity,
\which the term lending institutions normally follow,
6.16." " In the case of old units, it may be necessary to’
‘transfer, as mentioned earlier, a part of the present cash
"‘r':'z"edit borrowing to.a term loan repayable over a period in-
“order to. briny financing in line with our propesals. In some of
these cases, the funded debt and equity relationship may not
immediately conform to the norms laid down by the term lending
‘institutions and the borrowers may have ta be given time to bring
the position .tp normal o'yleilr' a per1od " The ba.nks :will,: however, |
have to ensure that, in'sdch.‘éase_é, the _tbta.l ogtside Iiab'ilities

to owned funds relationship is acceptable to them.

e s e
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6.17 Another question to be considered is as to how to take

care of a request for additional credit from a borrower who already

has an excess borrowing under any of
Additional 4
Requirement the above methods. Such a need for
of Credit '

additional credit will normall} arise with

an increase in production activity. We would expect that if the

additional fund needs are on a revgular basis, the borrower should

bring a matching contribution required under the relevant method

of lending. He could do this by retained earnings or by raising
additional equity or by issuing debentures or“by bringing in m'or.e
funds in any other suitable manner for the purpose. In very
—exceptional cases, where the borrower is not able to raise the
requisite funds immediately in the aforesaid manner, the banks
may consider giving a term loan to a reasonablé extent provided
the cash generation capacity of the borrower is sufficiently good
to take care of the amortisation of the existing term obligations
as already stipﬁlated as also the proposed additional loan within
a short period acceptable to the bank. Where, however, the
additional fﬁnd need is for a short duration (e.g. for executing
a-large export order or a Government contract) and cannot be
met from the existing credit arrangement, it .should be pos sible
to consider additional credit for such needs without necessarily

insisting on matching contribution, only to enable completion of

* v o
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the specific transactions/contracts, on the clear understanding
that the borrower would return to the stage as in the relevant

method of lending within the stipulated éeriod.

6.18 = Apart from the excess borrowing under any of the
methods of lending, there,rhay be excesbs_borrbwirig representing |
the excess of inventory and receivables vis-a-vis the relative

norms. In such cases, we do not.visualise grant of additional

credit facilities on a regular basis until such time as the ™

current assets levels are brought down to the required levels.
Grant of additional facilities _ori purely. temporai;y basis, however,
could be considered but only as an exception, _sayvfor purposes

like execution of an export order, etc.

6.19 - Once the quantum of bark funds to finance a reasonable

‘level of current assets is é.:gr,eed‘ to, there is also need to change

Proposed S’tyie of Credit -  the stylé of extending bank
credit, .
6.20 The drawbacks of the cash credit system of lending are.

well known but may be rei_té;'ated T

A bank has no control over the level of
advances in the cash credit accounts. No
notice is required for drawing under limits
that may remain unutilised for long periods.
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- A bank is thus in no position to foresee
demand for credit. This hampers its
credit planning. ’
- The 'cost' of the operation of the system
to the banker, on account of the attendant
uncertainties, is high because whatever
chances he may take in 'overselling' credit,
there will always be a limit to how far he
will 'oversell'. And this was indeed what
happened in the 1973-74 'credit crisis' when
some banks found themselves heavily 'oversold',
6.21 It has been found in practice that the level of borrowings by
industrial units during the course of a year fluctuates from month
to month depending on the scheduling of purchases of raw materials
and despatch of finished goods. It has also been observed that the
outstandings in a cash credit account, partic»ula.rly‘ inAnon-seaso:vlal

industries; do not fall below a certain level which represent the

-stable fund requirement during the 'year.

6.22 We sugge‘st that instead of making available the entire
credit limit as a cash credit for a yeé.vr, it nﬁa’y be bifurcated into

a loan' and a demand cash credit, which will be reviewed annually.

6.23 The loan component Qould comprise the minimum level
of borrowing which the borrc;v'ver expects to use throughout the
year, while the cash credit part could take care of hiks fluctuating
requirements, As the loan would carry interest throughout the

year, it will induce a discipline in the customer to plan his need
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carefully to ensure that as little of it'as possible lies idle -

ideally none.

6. 24 Non-seas;-onal industries as well as most agro-basged.
induétr‘ies:with some degree of seasonality éan conform to the
sugge sted sysfem "withéut difﬁcuity. In the case of industries with
a very hlgh degree of seasonality, assessment of bank fmance,
i.e. the overall credit limlt, may have to be dcr;e on the basxs
of,monthly c’ash bud gets, a;s i‘s being do’ne at present for the,
sugar industry by certain banks and thereafter also drawmgs will

be regulated by up-dated monthly cash budgets.

6.25 As the intention of introducing the new concept is

to bring in a discipline in the system, we suggest that the
demand cash credit shduld be ch#iged a »slightlf highér rate of
interest than the loan cc‘)m_poneht.v This 'appr(‘)ach will give thé ‘
borrower an incentive for Vgood-fplannving.' The cv:}ash'zcrbeditv.

in ahy"Case s involves ’additional cv:ost'and.'uncertaihtf to tfxe

" banker and, thereiore, a shghﬂy h1gher rate is not a penalty
The term loan representing the excess borrowmg, to be
amortised, as mentioned'earl’ier, sh‘ovuld also be at a slightly’

higher rate than the cash credit rate. '

6.26  In order ’té'eﬁ'sure» that euétome;rsdé not use the
. Proposed Information AEI | “‘new c¢ash credit facility
- System RV

in an unplanned manner and

"l . X
: : in an UNPlaRuacy s e e —e

‘e w0 s
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thus create the same problems as are faced in the present
system, we recommend that the financing should be placed on

a quarterly budgeting-reporting system for operational purposes.,

6.27 The customer will submit a quarterly budget to the
banker.;: The system and. the forms eavrliez'" envi‘sag.ed for the
i)uprse Qére outlined m our Intvérin.'x Réport .(Ahxiexure V). On

the basis of thé gxpei‘ience gainéé a.ﬁd th.'e' feed-ba‘cl_cvreceived

from bankers ana_the Sdrierr s‘,' o:l wh‘om they were tried out,

we have simpliﬂed thelm éonsiderably; t'h‘ev rci-:vxlfised'fbrr'ns: are given

in Annexure VI.

6.28 It would be worthwhile mentioning here about the .
feed-back on forms rece{ived by us from bo_rrowers. The points
made wére méinly in regard to the secrecy.é.s‘pecAt, xlxon-aw}ailability
of auditéd finan;ial statements, periodicity of the statements,
inadequacy of sysfems a_na staff for the p‘urpqée in borrower's -
6rganisation and need for s.implification}éf the forms. We are

of the view thét so long éxs haAnkvs ‘pr‘oyide.d‘, t.h_'e. bulk o'f &xe fiur.xds
for running-the indﬁstry, tf:eré‘ shopld bevn:o 'he_sitatiouon the

part of the b,or_rowefs f.o fgrril'ish'_'tg Banks. éhe. infc;rfn;tic;n required
by them. The plrlop;sed 'syété@ ‘er;visa.;ge,é .c;hly ‘uxvi-'a.udi-t'ed
information excép; for ba_laﬁce sheet at the year-end, though we

would add that given a streai'nblined.accounting system, one would
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not expect much diver gence between audited and un-audited
figures. As regards the periodicity of the data, as the forms
_are to be used on a roll-over basis, to eoable the borrower

and the banker to learn from the prevlous experience, it la _
only appropriate that the periodicity ahould not be longer than _
a quarter. We also expect that the larger borrowere of banka
(say, those en;oying total credit limits of RE1 crore and above)
do have the organiaatlonal set-up to furnish the information anci
if they do not have it, they should, in any case, be able to build
up the required systema in their organisations w1th1n a
relatively short period, Let us add that, during -O\rr dxs\'cuasiona';
both banka and 1ndustries agreed with the quarterly mforma.troo
system in principle but only asked for 1t to be as-sxmple as

possibie. '

6.29 - We would also like to sound a note of caution to banks
in regard to the borrowers" eoneerrx about tfre eeorecy.and‘
sensitive natnre of the informatxoxr prooosed to be eaned for
ironr them. It may be argued that borrowera have been

furrxi shi’ng to banks pro;ected data even now; th.ough not on

quarterly basis. Even so, we can appreclate thelr anxiety

and we expect banks to take due notice of the;r apprehension.

6.30 There is an advantage in a.horterx,i.ﬁg', the transaction
cycle and we should consider moving to a 'cash and carry"
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system which is already being followed by some. However, a
further detailed study of its implications may be necessary. While
this could, therefore, be the direction

Bill Finance of change, sometimes it may become

necessary for manufacturing units to

extend credit to maintain sales. In such cases, apart from loan and

demand cash credit, a part of the total credit requirement, within the

overall eligibility, could also -be prbvided by way of bill limits to
finance receivables. It is desirable that, as far as p.os'sible,
receivables should be ﬁnar:xced.by way of bills rather than cash
credit agaiﬂs£ book debts, though we dé appreéiate tha’t, the

latter cannot be altogether eliminated, particula-rly when the
period of'c’:r'edit is short and the amount is smil.' ThéSe bills
could be on a demand basis or on a usance basis d‘epenAding on

the marketing practice'in- tixe industry. - Some of the éd'vantagés of
a bill arising out of sale of goods ove;' the céasllx credit agaiﬁst

book debts are :

- the transaction is easily identifiable,"
- there is a definite date of repayment,

- the bill will carry more than one signature
if it is on usance basis,

- it represents an easily shiftable asset, and
- when goods are sold on credit to a wholesaler

instead of to a user-industry, bank finance
for the transaction would in effect be credit

. 6l
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for trading purposes; in such cases, bank

finance by way of bill discounts would make-

for improvement in the quality of statistics

in regard to financing of trade. From the’

stand -point of monetary policy also, such an

arrangement would lend itself to better control.
6.31 We are also of the view that, to the extent' .feasible, the
banking syatem should rnove towards fina.ncmg the purcha.ser, who
is in fact the debtor, rather than the seller, who is the credttor.
In other words, the seller will be pa1d off immedmtely after the
sale and bank credzt w111 be extended only to the purcha.ser. As
regards finahctng_ of the pnr_cha‘ser, however, there are two‘ different
points of'view._- One view is that purcha‘ees’ sho'uld a_i'so,'x‘a's far as

possible, be on the basis of bilis,‘ 'for, the following reasons : -

v

‘the amount will be drawn only at the time of
actual need,

- the end-use of credit is automatically taken
care-of,
- credit to purchaser is directly related to his

actual need, which is not the case with the
seller's bills, where credit is extended as a
measure of sales promotion, irrespective of
the purchaser's ability to pay or his need for
credit,

- a bill enables discipline to be imposed in
respect of payments for purchases - it ensures
timely payment to suppliers, which a system
of book entries does not always ensure.

LI 62



- 62 -

It is argued on the other side th;tt undelj the revised system pro-
- posed by us, the cash credit mode of financing is superior to
bill financing in respect of the borrower's purchase operations
for the following reasons :

-  drawals for non‘approved purposes will be
detected by the new information system pro-
posed and by scrutiny of chqeus; end-use
of credit will be effectively taken care 6i by the
proposed information system,

- the cost of operations to the borrower and
the banker will be high; borrower will have
to pay more for cost of stamp duty while the
banker's administrative cost will go up because
of ‘additional paper work without the assistance
of mechanisation or computerisation, and

- the advantages of centralised borrowing by

~ way of a close watch over aggregate outstand-
ings, debit and credit surimations and
borrowing trends would be lost,
In view of the foregoing, without attempting a definitive view on
the subject, we would suggest that each bank may take its own
decision, in consultation with the borrower, having regard'to

the size of his operations, the individual transactions and the

administrative set up obta‘ining' in the bank.

6.32 We recommend that the proposed approach to 1ending‘
and thevstyle of credit be extended to all borrowers having credit

Coverage of the . limits in excess of R¥ 10 lakhs from the
Proposed Approach

banking system as per the schedule

suggesied in paragraph 6.10. As regards the proposed
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information system, however, we suggest that, to start with,
it may be introduced in :respe;:t of borrowers with ;imits of
RE 1 crore and above from the entire ’bank‘ing systerﬁ.
Progressively, ban:ks_ should exéend_ this system, vfirst to
bt‘)rrower\a‘with limifq of Ré 50 lakhs ‘to R 1 _éroré and next to

those enjoying limits of Rf 10.lakhs to R§ SQ iakhs.



.CHAPTER 7

OUR RECOMMENDED SCHEME

7.1 The mechanics of lending in the framework we havé

suggested so far will be as under :

1)

i1)

ii1)

iv)

As a banker should be concerned with a
‘borrower's total operations and not merely
inventories or receivables, examination of
the borrower's operational plan for the next
year assumes special significance. Itis
in the customer!s own interest to plan his
operations, if he is to be assured by the
banker of adequate credit to meet his
genuine production needs. '

Financial analysis will cover examination

of the borrower's past and current financial
position, profitability, production operations
for the next year and projected financial
position at the end of the next year.

"The borrower should, therefore, furnish an
‘operating statement and a funds flow statement.
for the whole year (i.e. the next year) as also
a projected balance sheet as at the end of the
next year, alongwith the application for advance

‘or renewal. Any assumptions underlying the

statements should be explained to and examined
by the banker.

The current asset position will be examined to .
ensure conformity with inventory and receiv-
ables norms in relation to the projected production.

The working capital gap will be computed, the
extent of bank firance will be arrived at and the
overall credit limit will be fixed on the basis
indicated in Chapter 6; fixation of a total

‘limit will be necessary for purposes of registra-
‘tion of charge with the Registrar of Companies,

icrecit authorisation from the Reserve Bank,
documentation,etc. -
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v)

vi)

vii)

viii)
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In gettling the quantum of bank finance, the
operating, funds flow and projected financial
statements provided by the customer may have
to be amended.

This will lead to an understanding between the

banker and customer on the financial needs aris-~

ing from the next year's operations, covering
both long term and short term finance, as well
as projected ' disposition of the resources generated,

In respect of existing advanée's, ‘excess finance
over and above the permissible level should be
identified and placed on a repayment basis, to be
adjusted over a period .of time, taking into account
customer's cash accruals and obligations and his
capacity to raise additional equity.

The agreed quantum of bank finance will be made’
available in separate accounts; the minimum fund
requirements during the year by way of a fixed
loan for 12 months and the balance, by way of
cash credit and/or bills.

Thet® should be no rigidity, but a flexibility,

in the matter of bifurcation of the limit between -
loan and cash credit, guided by the customer's
past plans, how they compared with the actual
pattern of drawings, and the expectation for the
next year. For purposes of credit authorisation
from the Reserve Bank, the banker will apply
only for the total limit and not for the two limits
separately. ) "

Quarterly budget and performance data will be
furnished in the prescribed forms. The quarterly
operating statement and funds flow statement

will constitute a-segment of the annual plan
submitted earlier, and the banker will see whether
the quarterly plan is more or less in line with’
earlier expectations. Fund needs, not directly
linked to production needs such as for investments’
in - or loans to subsidiary firms or other
companies, etc., will be evident from the quarterly
funds flow statement, and the banker will have to
take a view on what-is not permissible.
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Actual drawings within the sanctioned limit
will be determined by the customer's inflow
of funds and outflow of funds as reflected in
the quarterly funds flow statement. The
deficit in cash during the quarter will be the
level of additional demand cash credit bank
borrowings required in the quarter. ‘

The permissible level of drawing in any
quarter within the sanctioned limit will thus
be the level as at the end of the previous
quarter plus or minus the deficit or surplus
shown in the funds flow statement. It must be
borne in mind that the peak requirement within
the quarter can conceivably be greater than
what is shown in the funds flow statement,
which will only show movement of funds
between two dates. If so, the borrower will
have to specifically indicate the peak reqmre-
ment to the banker.

Within the overall permissible level of drawing,
the day-to-day operations in the account will be
regulated on the basis of drawing power (subject
to the margins stipulated by the banker against
the different components of inventory and =
receivables) as per monthly stock statements,
which will continue to be submitted. The
drawing power remaining after providing for -
the fixed loan - vide item (vi) above (and excess
finance, if any, placed on repayment basis -
vide item (v) above) will be the drawing power
available for the demand cash credit account/
bills on account of purchases.

No budget or plan, however, carefully compiled
can always be correct. Variances are bound to
arise and it is suggested that there should be
flexibility in permitting drawings. Variance to
the extent of say + 10% should be permissible,
and beyond this, the bankcer and customer
should discuss the reasons.
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EEDN

7.2 - The system suggested ia but an‘aid td a 'b'étiér under-
Btanding of the customer 8 acceptable requirements. g There‘

‘ would still be need for banker 8 Judgement. e

7 3 ‘ It may be stateﬂ that we view tmr recammenﬁations
"regarding hWentoryf receivables norms and the mechanics of - ,f‘: ‘
-iending as a package. it is an integrated scheme and .the

berrower is expected to. sub;ect hxmself to the entire discipline

| "envisagedsby us.‘ o



CHAPTER 8

FOLLOW-UP, SUPERVISION AND CONTROL

8.1 '' A bank has to follow-up and:supervise the use of credit
to verify first, whether the assumptions on which the lending

decision was taken continue to hold
Testing the _ :
Assumptions good, both in regard to the borrower's

of Lending'

operations and the environment and
second, whether the end-use is according to the purpose for
which the credit was given. A banker will, therefore, need to

know &

OEerations

- - Have the terms and conditions stipulated
for the advance been observed?.

- Is the borrower keeping to the original plan
of operations, and are costs, sales, profits
and funds flow according to plan?

- Is the security in order?

- Are there any danger signals and, if so,
what remedial action can be taken to cover
the deficiencies and restore operations to

normal health?

Managenaent

- Is the company properly' managed?

- JHave there been any changes in the ownership
or management pattern?



Environment

- Have there been any changes in the business
environment or in Governmental laws and
regulations affecting the customer or the
banker ?

- - Any other considerations which may adversely
affect the bank's position in future; for example,
whether there are arrears of payment to cane
growers in the case of sugar mills (Reserve
‘Bank has already suggested to banks a detailed
procedure to watch this position) or whether
adequate provision has been made for dues to
employees, etc. .

8.2 Some of these responsibilities aésumed by a banker are-
sometimes viewed as transgression of a customer's right but,
is it realiy s0? In borrowing from the p‘oc';l of phblic funds for
which the:e-_a:e competing claimants, the éustome,r’ cannot ]
argue that so long as the banker's money is safe, he should
remain content. A bank today, and a nation_a.liée'\d ba'nkA at‘"_tha_t.
‘cannot evade its social responsibility to ensure that the credit
user, who has accegs to 'scarce national,;e's_oui"ces, ‘makes
proper and efficient use of the funds, which will bring about

a multiplier effect in the .eCohdmy. In fa‘ct,' the customer
should deem it a privilege ._that,,he receives a share _ofAthe
scarce national resources, and he has, therefox_"e,_‘t'o} j\'.lstify>
'both' its ‘need and its end-use.. Moreover, the discipline

expected of the customer is as muéh in his own interest as
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the banker's; besides, both the customer and the banker
are instruments in the same national develoPmenf and growth

process.

8.3  The terms and conditions stipulated by the commercial
banker ;t Present are generally limited to mainteﬁance of security,
margin, insurance arrangements and
Terms and " ,
Conditions rate of interest. With some exceptions
in speéial cases, it has not been
customary to stipulate conditions in areas such as maintenance
-of a satisfactory financial status or plough back of earnings or
_curtailment of dividends, nor has the banker suggested sirengthening
manageijiél competence - these are areas where term lending

‘inatitutions take active interest as a matter of course.

- 8,4 We feel that if the banker wants to get away from
security-oriented lending to production-felateci credit with
"security serving a subsidiary but necessary role, he will
have to keep in close touch with his borrower's operations.
For instance, if the b_anker decides to lend on certain assump-
fions, then these will h_avé to be stated, examined and followed up.
Wheré a borrowé‘r s‘tates in the annual plan that acquisition‘of
I?.xed assets will be restricted to rogtine additions and
replacemenfs, a decision to go in for substantial expansion

during the course of the year should not be taken without

-l
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consulting the banker, for it will affect the borrower's funds
flow. Equally, the original fuﬁds flow eatimate‘s‘ might have
been baged on’a certain dividend level. If profits were to fall
much"short of expectations during the year; éa.yment of diﬁdends
at the original level will 5£fect t;he‘fu_nds flow adversely and,
under these circumstances, the banker should be consulted.

A change in funds flow;vl not only h5§ an impac;t on the finincial
position of the borrb'wer but could .also léad t6 # need for larger
borroWings from the sankér for which he sl;ouid be consulted

and satisfied.

8.5 . The problem can be approached from several angles.
One 'way,_would be to stipulate, as certain foreign banks do,
that the borrower shall Vmaintain. during tb.e' cﬁrren;y'of his
borrowings, a debt-equit&* ratio‘ éhﬂ_ éﬁrré-ixt-r‘a.tip. or net
wb-rking. §5.pital"(i; e. e_xcespiof c‘urr'ent'_a'_sa:_e‘ts over current
liabilities) as the case ma.}f.ﬁe, at aéréed iévels. A 'negative'
lien is also taken v&hérevbvyl' ltil.xe _b?yrfowef :.;'greels- not t§ éie#fe

a charge on his vasse-tsvit-l £a.vour,‘of_. third éarties. This afrange- :
ment gives’ fréedorr‘i 'to‘t.he Boxv-..i;ow}ver t;) take deéisi§ns withoﬁll:‘
seeking the banker's agreemexvlt.v Another ﬁay'of tﬁeeting the
situation would be to make no stipulatipns at all and leave it to .

the borrower to apprbach the banker for é.ny changes from the
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original annual plan as agreed to beforehand with the banker.
A third alternative would be to épell out 'in'specific termsg
what type of deviations ffom the original plan would require
prior consultation with the banker. These alternatives can
be flexibly examined, butAwhateirer is decided upon, there has
to be some understaﬁding reached between the banker and the
borrower to rhake the information flow and its appraisal

meaningful,

8>.6. - Barring exceptional cases, we would not suggest

that commercial banks should go to the length of adopting

all the terms and conditions stipulated by the tei‘m lending
institutions; For example, it is‘ not normally necessary for
b;.nks to have a say in appdintments of the exeéutives of the
compan.y, or in prescrii)ing norms or guidelines for selling
and purchasing arrangements. It will suffice if the terms and
condiﬁons stipulated by the banker cover areas whi;h will have
a material impact on the funds "ﬂow of the borrower, and which
are direct\ly relevant to the- banker's commitment. We may add
that since the proj@acted funds flow‘ statement would form the
i:»asis for determining the line of credit, a banker would be
jusvtiﬁed in laying down a condition that any material change,

gay around 10% of the figure projected earlier, would require
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his prior approval. ng suggest that for normal cases certain
minimum terms and c‘onditioris could be etipulat_ed‘. J‘{Thus'. the
bank could stipulate that the borrower shouid conéult it

sufficiently in advance tpr give it vanvopp'_ortunity to examine its

own position, in the followi‘ngv matters :

- ' making other borrowing arrangements,

- taking up new projects or large scale
expansion, )
- making investments in or loans to subsidiaries,

agsociate concerns, individuals or other =
companies, other than loans to employees under
welfare schemes,

- effecting mergers and acquisitions,

- paying dividends other than out of current
‘ year's earnings, after making due provisions,

-~  giving guarantees on behalf of thi*d parties,

- disposal of the whole or substantially the whole
of the undertaking, and

- premature repayment of loans and discharge of
' - other liabilities:
8.7 So long as the borrower operates within the original -
plan accepted by the banker, there would be no problem.
Variances are only to be expecte'& in all plaﬁniqg;" and';—the

quarterly review should take care of these variances. Once
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the system qf planning and appraisal is stabilised, stipulaticn
of specific terms and conditions may diminish in importance,
or even be no longer necessary; but we have some way to go

yet in that direction,

8.8 The qua'rterly forms we have recommended for larger
advances provide the basic framework of financial follow-up.
Once the annual plan- of operations

Financial Follow-up and year' end financial posgition are

accepted by the baﬁker, the presumption
is that the interveniAngvfundsb_ flow will also ipso. facto be acceptable.
Whé,t the banker will be’concerned'with, during the course of the
year, is the extent to which actual operational results conform
to earlier expe(.:tations and siéns_, if any, of significant divergence
reading as red signals‘ to both the banker and. the customer. We
reiterate that va'riance of..'say, + lb% may be treated as normal,
but anythiﬂg beyond it §vi11 need examination, with particular

- attention paid to how it is going to affect profitability.

8.9 In addition to the quarteﬂy data, we would .suggest
submission of a half-yearly pro-forma balance sheet and
profit and loss account within two months from the end of the

half-year for borrowers with cre_dit limits of RE 1 crore and

-1
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speed among the customers.- We, therefore, suggest
extensive training facilities in credit appraisal for bank
staff at all levels, with particular emphasis on the
information system suggested by us and handling of

inventory and receivables norms.



of financial reporting by. the borrowers, i_tvig essg_ntial that
the valuation in the stock statem‘gnt shbqld' be conjruent with
that adopted for the fir{anciail statement. In operafionél térms.
the borrower will be asked to value stocks in the stock state-
.men_tiin t};é éame manpef and 'adopti';ig the same principlés

as for the financial statement.

8.13 A further improvement we would suggest is recon-
ciliatioﬁ of stocks fron; mOnih .té rr;oﬁth, s-o that the opening
.;_to§k§ é.nd ‘cl'osin’g stocks are r'.‘econci'led on the follﬁwing' Aline’s.
b#éed 6; the eﬁca.inple 6f a textile mill :

. No. of
bales Value

Opening stocks of c‘ottvon' ‘
in bales at the beginning
of the month., o

lssued to the factory
during the month

Purchases during the
month

Closing stocks of cotton in
balas at the end of the month.
In the case of finished goods, the reconciliation would be as

follows :



No, of A .
bales Value

Opening stocks of ﬁnished goods
in bales at the beginning of the
month

Recei\red from the falctory
during the month

Soldlde spatched during the
month

Closing stocks .of Imishe
goods in bales at the end qf
the month

',“Inl the case of stocka—in process, thls type of reconciliatmn is

m&t pm;sible and what thze banker wcuId 1ook for is a steady pattem

‘:fmm manth to month, (ather thinga being equal.

8, 14» 'I‘he advantage in the abave procedure is, ﬂrsuy, ;, ‘

check on the ﬁnanctal;d tta.fjthrough the fig\n‘es furmshed in the
.isi:ock statement.” Secoﬁdly, the reconcihation suggested by us
4wm*ald facihtate in the inspection of sto«:ks\by the bank'
A;i?.n\s'pgjc’t;ng o\f‘f,i‘c’ifa‘lbs. .'

8. ilS" Stock inspection poées éroblems particularly in large
iziggiﬁgt‘;ies.: Excepting perhaps the éué;r industry, yerificatlon

el s of quahty and quantxty of -

\ Stock Inspectioné
o ' S stocks weuld be d1fficult,
e.g, asg in the éngiﬁee}r‘ing‘ induéti:y. In heavy machxne~‘ bmldmg
‘and structurals, in particular, ‘where the value/of work-in-progres

“will be considerable extending over: 'seve‘ralzﬂménth‘s' production,



verification of stocks by the banker can be an ineffective exercise.
In such cases, there is no alternative to depending on financial
follow-up, and the systems suggested by us should make the

task mz;nagable. What is more important than inspection in

such cases is a system of plant visits by the ba.nker,. where
opportunity is taken to talk to management on current problems
and look at figures, Where a })anh:er feels for special reasons .
that a detailed stock ver'iﬁcat,ion is called for, a regular stock
-audit may ﬁave to be arranged with the aaéiatance of outside
consultants. Such insiance'a.would, however, be few and

restricted to difficult account s.

8.16 If the stock inspections were.to»disclose a shortfall
in stocks, thé proble'm,is Qeriou;. There arevtwo possibili;iea;
first, the fi.gures. f\ifxﬂzéhed by the b‘or‘.roWe:.are incorrect and |
the‘cor:npany's fih«‘a.x;cial vbbs'i_t‘ioh and pioﬁtabﬂity are worse than
what have been dia_cloﬁed; | aecvon‘d,:.'since submission of tixg last
quarterly budg;ef, tile;'e has bbé:en.a' serious turn of eveptb.leading
to lower profitability or l_qssé s-.. ';rebsulting ih a lower level of
current aqséfzs. In either‘eve.nt', the situation calls for serious

notice being taken by the banker.
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8.17 Managerial competence is an important factor in the

efficiency of operations, reflected in profitability and working

capital and financial mandgement,

Management Asgessment of managerial
Efficiency and '
Inter-firm Comparison efficiency is a detailed subject

in iteelf and while we weuld not
wish to enter into an in- depth ‘dlscussion in this area. we wonld
suggest that it would be advisnble fox the banker tg keep ln mind
that appralsal of management rnay be eesential, particularly as
we place a new emphasia o‘nvia‘: bihty and development rather than.
on security alode.' Further, eh.mges in‘ewn T’hiP °1' managerial-

pattern may also- have to be watcl‘:ed, where cirénmstaneea warrant.

8,18 Inter-fi;m and ipdustryzwise .compiri“ns_‘.- wg,fe ;hGy.
are. available, constitu‘te-a ‘good (way OZ ‘a;gu;six;g efficiency‘,l
Company finance studies published periodically by the Reserve
Bank are useful- It would be .of - added advantage if companies in
the same industry could be\g’:ouped under three or four categories,
say according to ' . size of gales and:the grogp-wise financial |
ratios compiled by the Ftegserve Bank. These may be made

available to banks rergularly.

8.19 Industrie.s too have a responsibility to strengthen the
data-base in the. country and we would like to see iﬁdbu"stry»

organisations themselves collecting data from their members
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that a detailed stock ve;r'ificati‘on ig called for, a regular stock
audit may ﬁave to be arranged with the assistance of outside

consultants. Such instances would, however, be few and

restricted to difficult accounts.

8.16 If the stock inspections were to disclose a shortfall

in stoéks, thé problem_isvscriou‘s:. There are two poaaibilit}es;
first, the flgures f\irr;h'.',hed >by the bvor'roﬁve‘r.are incorrect ‘and
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notice being taken by the banker.
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8.17 Managerial competence is an important factor in the

efficiency of operations, reflected in i)rofitebillty and working

capital and financial mandgemen*

Management | Asge ssment of managerial
Efficiency and '
Inter-firm Comparison efficiency is a detailed subject

in 1teelf an@ while we would not
wish to enter into a.n in—depth ‘idi.‘ecuseio'n in this a.rea.' .we'would
suggest that it would be adviaable £ox the banker tg keep in mind |
that appraisal of management rnay be esaentia.l, particularly as
we place a new emphasia on via bihty énd development rather thau
~on security alorxe. Further, chnnges in own ruhiP 01' managerial

pattern may also have to be watcl‘led, where. circum‘.“._ances, warrant.

8,‘18 Inter-firm and industry wiae comparisons. where &hey"
are available, c°nat1tutea good way of a,guasing efﬁciency.
Company finance studies published periodically by the Reserve
Bank are useful- It would be .of - added advantage if companies in
the same industry could .be‘g':ouped under.three or four categoriee,
say according to " size of, "selea end'ﬂie group-wise financial |
ratios combiled by'the -":(e_servle Bank. These may be maée"

available to banks rergularly.

8.19 Industri’e.,s too have a responsibility to strengthen the .
data-base in the. country and we would like to seé'iﬁdu'stry

organisations themselves collecting data from their members
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and publishing whole-industry balance sheets, profit and lose

accounts and relevant ratios,

8.20 - In making inter-firm comparisons, banks have been
accustomed to examining fiﬁancial and operating ratios. We
recommend that productivity' also be exa;nined tobdetiermine
efficiency in use of resourpes - men, money, machines and
materialys. A banker can choose his 'iown cfiteria., but some

useful ones are :

‘Labour efficiency
, S'fi’_lbes per worker
Value added per worker

Capitai employed,pe'r worker

Capital efficiency

Sales divided by capital employed
Percentage -of profit before tax to capital employed

Value added divided by bank borrowings

Fixed assets efficiency
Value added divided by gross fixed assets

Sales divided by gross fixed assets.
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8.21 The level of profitability is one index of managerial
competence. Profitability can, however, be affected by changes
in busine.ss enviroﬁment, competition, product obsolescence and
change in demand pattern,‘ lack of resear'él'; and development oe '
even loss of key.executiires. Expressed differently,. .‘_current ‘ |
p'rofitabiliq} does _ixot hold' the key to future profitability, Profits
in the future will be conditiened byv the capacity of the menagemeef
to think ahead, to anticipal'te chaﬁges in bﬁsines s. environment and
to plan and act 'accordinglj.. Many sﬁccessful companies.of
yesterday are sick today for want of such foresight. The banke;'

has to keep these aspects in view.

8.22 - .For purposes of better control, it is our view that there
should be a system of borrower classification in each Bank. within

a credit-rating scale. To

Classification
of Customers

- illustrate, there could be a

five-point scale in which borrowers
could be classified as Excellent Good, Average, Below-Average
or Unsatlsfactory, an alphabetical range would do equally well.
Such a system of clasuﬁcatmn accordmg to cred1t risk, will
facihtate ‘easy identﬁiceti.on‘of the berrowex; whose e.ffaxrs
require to be watched w1.thv more thap ordivna.ry care. An mcidental

advantage of such classification will 'bve ihe'formuiation of a ratxonal
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base for purpose of fixing the rates of interest for the respective
borrowers. For instance, borrowers who conform to the
digci‘pline suggested by us could be given an incentive by way

of a lower rate of interest as their credit-rating will improve.

8.23 To sum up, the appraisal-cum-follow-up drill will be
as under :
- detailed credit analysis at the time of
sanction of advance, with suitable terms
and conditions,
- . monthly stock statement in the revised form,
- periodical stock inspection,

- quarterly performance/budget information,

- half-yearly proforma balance sheet and proht
- and loss account within 60 days,

- annual audited accounts within 3 months,

- annual review-cum-detailed credit appraisal
and

- a system of borrower classification,

8.24 We may now proceed to discuss the question of ensuring
the end-use of bank credit. Verification of end-use of bank
End-use advances poses no problem
of Credit
where loans are granted for

financing trade. It becomes somewhat blurred in industrial

finance if the level of the advance is directly linked to availability
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of security, without taking into account the other current assets

" and other current liabilities.

8.25 In the revised schemg suggested by us, all current
assets and current liabilities of:her »tha.,r‘x bank'i)brrowihgs are
taken into account in arriving at the working cé.pital g?.p, of which
the banker's share should not exéeed.a séeciﬁed.percentége. |
Consequently, a part of thé }wOrkingvcap.ite'tl gap wi_li always be
met by the borrower ‘out-of lor;g; terr;l funds, i; e; Ov;z_ned fufnds
plus term borrowing. In this manner, oné can ensure tha.p

f.he bank advance gdes to:support only a reasonable level of
current assets. With the paséage of time, béifrower‘s:shafre

supporting current assets should increase.

8. 26 A question is sometimes raised whéther‘ paymgnt of
cheques for wages, .po{ner’, .tax_g.s; ,dlix;iae'ﬁd été. K t‘bbyb a bahker
from a cash credif'accouﬁf 'wéu‘lvd.be ;;:oéer e'n.d-us.e»_of funds
ienf. If all transa.c'tionjsj bf ’t]}:_x'.e aAf;resfaid. r“ia‘tur'g ‘ais é.léq thel '
sales realisations ér'e 'put thio;igh the cash ciedit a;:céﬁnt,. it’
wouid be unrealistic for the banker t; diffe;'ehtiate‘ l;etwéen .'the
purpose of oﬁe drawing and a;hot’he:l in 'thé.aCCéuzit'. ,-_.The_énl'y -.

feasiblé manner in which hé can satisfy himself in regérd to
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end-use of funds would, therefore, be to examine the relationship
of the borrower's current assets to current liabilities from time
to time. So long as the current ratio and the respective shares

of the bank and the borrower's long term funds in meetfng the
working capital gap do not change adversely, the conclusion would
bé that bank finance has gone towards build-up of current assets,
A more meaningful appreciation of thev borrower's financial
position and current operatiohs coqld be made if the bank can

call for appropriate operational data and figures relating to
financial position at periodical intervals. These are incorporated

in the information system recommended by us.
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CHAPTER 9

NORMS FOR CAPITAL STRUCTURE

9.1 The two basic fmanc1a1 ratios which a banker wil]
always look to-are the debt- equity ratio (z.e. total outside
liabilities to equity) and the »c’urren.t ratio._ Our proposed
approach to lending discusseé'iiz Chalﬁtei; 6 :wili take c"ai'e of
the aspect of a 'saiiefactor\‘}‘-eux;reﬁi fé.tio. "'.We’ha.v.e‘ialso to
consider whether norms- could be established for the relation-i

ship of debt- -equity in an industriai organisation

9.2 The experience of other countriea in this matter may
‘not be of much ass;.stance‘tc‘) us.in fofm\ilatiixé guidelmes in

the Indian cgntext. We lia.ve‘the ca.ee of American companiea
on the one hand whose finan"c__:v‘ialv p‘oaitio.n is s}tro‘n‘g and it Would.»
obviously be unreeiistic to ._seelftisugh‘ .s'ta‘.n.cla‘.l;dstin Ixidiai, at; tiiis
stage. In contiest, we al.s‘o‘ ha.ve_ihe e#a.qiple oi Jeé.én ‘where-' |
higher debt-e;;uity ratios ere- exieounter_ed‘biﬂ‘: tii.&'again‘car‘inet

constitute a model for us.

9.3 Without entering into a discussion bp monetary and
fiscal policy or drawing a parallel with other countries, we
would stress that the debt-equity,zfelation'ship _ie a relative

concept that depends on several factors and circumstances such
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as the state of the capital market at any one time, Government

policy on created money, the need to maintain current assets
, Y ' . . .

at a specific level (which again is contingent on other factors),

marginal efficiency of capital or the opportunity cost, etc.

9.4 The‘ concépt of debt-equity ratio in itself can be viewed
f;oni differeﬁt angles. A w.idely-held appfoa.ch - and adopted by
the Confrolier o»vaapi‘tal Issues and the leading term lending
‘institutions - i.s that of relatmg IOng term or funded debt to
eqmty. . The banker, besides looking to thxs rdtxo, sees, in
additib’n, : the relationshxp of total outside liabilities of a
borrower to eqﬁxty. bankers in other countries also look to

this relationsh1p. | The debt-eQuity rafio can élso be yiewed from
*'a divffel"ez‘:thsta_nd poii;t as the #elationship of net worth to total
assets of thAeiv‘t.:_o;er.any, the purpose being to ascertain the owner's
stake in the Bﬁginegé. In disucssing norms for capital strucfure,
we theréib:“é have to ‘kvé.‘ep in mind both the relationships -

long term debt to equity and total outside liabilities to equity,

9.5 , The'i@pact of taxation in considering this subject is
also i'mportz.a,nt .lfor,"ﬁndér the tax structure, itis éd?antageous
to trade as much as possible on borrowed capital to maximise
earnings per share. The higher the level of borrowings, or the

leverage, the greater is the advantage; in view of this and
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coupled with the cheap money policy till recently, there has
been limited incentive to the borrower for efficient management
of funds. This position has changed somewhat of late with the

introduction of higher interest rates in the banking' system,

9.6 .On the other side, the lending banker likes to see as high
an equity stake as possible because it makes his advaxice safer and

in times of credit shbr‘tage,' makes available bank funds go'fufther.

9.7 In resolving this dichotomy of interest between the banker
and the borrower; bne Cat;nqkt_-lgbse sight of _th’e, nééa to promote the
capital ma;rket. the"ul,tima.te goal being lto» a"'ss'isvt‘ to méximise
investment.and prbdu;tidn. If Athééx{md-prod‘uct of indt;stry has to be
sold at a cheap_é’;- price and édéqﬁéte dividends ;r'e also to be
: give-n to make equity‘attra‘c'tive’.t‘é the in_irestor_, no company can
afford, even if it weré"ﬁdﬁéi’blé, :t'o trédé énti;ély on owned ’fu;xd.s.
nor rely too heévily on bor:'ro‘w‘“ed'fﬁrrxds.' "I'hez"e: has thus to bé a
balance between the two - ;hat thle compény préx}ides and wl;xat ‘

it borrows.

9.8 We have had the benefit of the statistics furnished by
the Reserve Bank on the .financia.‘llposition of 130_3 companies
for three years, vig. , 1970-71, 1971-72 and 1972-73. The
data have been tatéulated industry-wise for 16 industries,

separately for public and private limited companies and is
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furnished in Annexure VII. These dutz zhouid Lz
periodically. Each industry growp is vaors ¢ le37 hemegonous
Long term debt-net worth and tutal 2otuide Uabllities~net wores
ratios relate to capital structure avd are of enecial ivdrent *»
the lending banker. In each case, three ratioz for lites:

three years have been provided. Median represerts 2

average and quartiles one and three provide the vange -vithin wii

the normal cases fall. Extremes of top and bottom (25 fer cont

vy

each) cases have been excluded. While theso figires carnct,

or total outside liabilities-net werth ratics for the industry, thev

¢o provide a benchmark of comparisen for the hanker and the

borrower.
9.9 Where a company's long term debi-nct worth and tomnd
outside liabilities-net worth ratics are worse than the madians,

the banker would endeavour to persuide the borrow.r to strenzthen

his equity base as early as posszible. We consider that tils wolla
be a more practical approach [or tae banker than attem
legislate absolute standards of ivng term debt-iot woerth arnd
total outside liabilities-net worth ratios for all industries or
even industry by industry. We do not expect a peroopuitle

iniprovement within a short period., Do, the borreoors widse

ratios are worsa than the mali

R T N to v P T
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median on the basis of the dots un-dated Ly tle dosoryve o owr



CHAPTER 10

IMPACT ON BANKS' INTERNAL WORKING

10.1 The propesals we have made in the preceding chapters
constitute a major depature ‘from the existing appreach and
practicee. It i.e necessa‘r‘y,‘that'the 'chang.eg-over.ehould be
effected with a minimum of ineonver-u'.‘e:‘zce te th'e‘ban.ker and -

the customer,

10.2 Lendihg is a dyr\ie;hi»c acti.vity‘a;id thefbanking system
m‘us‘t always be reaely to eaapt‘ 1tse1f th ?:he. Ehallenge'e..of Aew.
situatiohs. : b.Orlxe ok tl;e .I;oints' -reaae by r.r;:)st.?bei'rowers ‘whom we
met was Ian apprehensmn thatvunless benks .re onentee themselvee
both in tefms of thexr attituoes'anu theu' woe-kieg, | the new‘ system,
.'however Qell'fhought of Qes hkely te be a fruitless exercwe.
They partxcularly ment;orted the vanous levels throug‘h which a
propoaal had to go before it was sanctioned. | They pleaoed

_that these tiers should be reduced and deciswns given quickly.
lThi_s is a matter ‘fqr each‘bank to e‘xarmne.in relauon to ;ts

own administrative systems and proc.edui'es'aﬁd'take‘-appx_’g;

priate action.

10.3 ‘These and related topics were discussed in _t'h'e‘two
bank seminars organis'ed by the Reserve Bank :\whei'e the -forms
for credit appraisal and follow-up of ban'k. credit were pre-tested, ‘

Several senior officials dealing with advances expressed the view
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that the staff resources available with their banks were
inadequate to do justice to the job., Ve do rea.l»iae tﬁe
difficulties faced by bank managements in providing

adet.luate and competent staff in all'departménts; nonetheless
lending is a crucial areé. andvfayil‘ures vﬁll seﬂously affect
bank profitability, besides the loss of national resources.

It will be necessary to keep this in mind in examining

requests for additional staff. ,

10.4 - More importantly, we would like to emphasise
that the new é?st_em cannot succeed without't;h,e_total commit-

ment of the top management in each bank to the new approach.

10.5 While we advocate the acceptahce of dis¢ipline |

within the indﬁstry, public or private, govérnméﬁt_ and-iits
agencies, '\;ve ‘céx;no.t over-émphasieé the néed for the Bénking
system also to practise re}--'orie.ntat_iqﬁ. From th-e> hea{c} office
to branch level, some re-ec‘iucation‘i.n the new systems vw'il_l

be necessary, and also a chanée in thekexisting"-s‘)"stems to
make them speedier and smm')ther in dealing with the customer.
In fact, banks could exercise a far-réach‘mg ipﬂuencé through
their own discipline on the diécipline of the customers.

Speed in apprai‘sal. decision-making and flexible handling of

the new system on the part of bank will also induce a corresponding
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speed among the customers. We, therefore, suggest
extensive training facilities in credit appraisal for bank
staff at all levels,- with_ particular emphasis on the
information system suggested by us arnd handling of

inventory and receivables norms.



CHAPTER 11
BANKER-CUSTOMER RELATIONSHIP-

il."l Three steps can distinguish the attitudes of banks
towards their borrower‘customers :

i) The protective attitude - concern primarily
with the bank's protection,

ii) - The constructive attitude - a more intelligent,
exacting analysis by which salient trends are
brought out and future events prophesied
with greater accuracy, and

iii) The creative attitude - informing the customer
of these trends and helping him to avoid
unfavourable contingencies.

11.2 Indian banking has passed the first stage and could now
be considered to be in the second stage. While the 'adversary
relatioﬁship' between the banker and the customer may be on
the way out, we have .definitely not reached the'stage of

mutual confidence as between the banker and the .customer.

~ On the customer's side, 4t‘he feeling still persists that having
given security, there is no need for him to furnish what he
considers unnecessary data to the banker who can make no
ptifposeful use of the information; worse, the information might
even be used by the banker against him to cut down the level of
credit or otherwise. In our discussions with representatives

of industry, the point was also frequently made that no matter

what information the industry may furnish, the existing level
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of competence in the banking system might not be adequate

tc assimilate and analyse the information.

11.3 Perhaps this may be an overstatement, but we are not
sure whether the banking system itself is nof conscious of the

. need for general improvement. The securit*-orlented épproéch
‘uhtil recently was not such as to énco}ura’.ge the cus.tom'ér;to go 'tbl
the banker with his prqbiems for.iadvice; and .caées,w}xere the
banker has taken a deep, ls;;%xpatheti.c and c‘orlxst‘rbuctiire interest

in extending such advice could not have been the rule.

11.4 It is essential to realise that there are rights and
obligatioﬁs on both sides. Thebanker as the’lép.dér_.is entitled
to information which he deems 'ngégssa:y for hie appraisgl and
follow-up. The banker also has a éuty in gurn té appreciate.that
vicissitudes in 1nduatry'é fofti;ne‘s ‘are not uncémm(;n.' with
'problemé in thé.ecqnomy a.limndar‘xt; and it _wouid be short
sighted to insist on the boz"rower‘ sAtrengtfx'enin.g his .securipy
wheﬁ he is passing through difficult times. _Og the borr»c_)wer
side too, the right to obtain bank finance for ’his operationé
goes hand in hand with the obligatiOn to.furni'sh adequate
information to the baﬁker and the borrower cannot rest content

merely with furnishing security., Under the new system, that
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we suggest, the customer owes it to his banker to develop
an accountability and the benefit he should receive in turn

ig flexibility and understanding on the banker's part,



CHAFPTER 12

SOME RELATED ISSUES

12.1 We have also considered certain related isgpes and

our views are as followe @

Issuesirelating:tol Nogiid

12.2 ° Tradeis highly diversified, and where it is handled

byJ small:traders (outsiée thé"corpdrafe“sector)’, we reaj{[se the
alfﬁcﬁlty “of” hx(i'v“fr?agggory

Norme;for: Trade: ' .norms_ fo; t}_ze lar‘geam_;mbervof

.commodities-tradéd-in:. Never-
thetless,qhanld credi"tf«éaﬁﬁot be made avazlable to trade thhout
s’.onstraint,e th:u‘s’ena.bhﬂg R’ffo" hafd‘ﬁdd&s\m any Tnanner ahd to
arny; rextmit myadéb‘{ré‘a BEmeé findfeing trade; ban’k‘s"must keep
in v1ew, inter alxaal‘-thélex’tﬁfﬂ: §f %Wned unds*of the. "borrower in
relation to the credlt limzts granted, .annual turno§er. ;pos sible
diversion to other units Qf'use'svaz_xd how much is being ploughed
back from profits into the b’hsiness. Normally. the total outside
liabilities should bear a reasonable propnxhbmt&uvineé-funds
of the borrower, so that the creditors also may have a satis-

factory margin. Goods which have alreédy“been obtained on

credit should not be financed by the bank.
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12.3 Since holding of large inventories with the aid of bank
credit needs'curbing. we appreciate the supplemental selective
credit approach of the Reserve Bank, by which credit is
controlled in r'espect of certai'n commodities by fixing of
éuantuxﬁ of credit.b margins and rates of intereét. taking into

account the market pdsitiqn. subject to periodical reviews. -

>

12.4 In industries like cotton and jute textiles, the
respective Government authorities prescribe inventory levels,
sometimes to support the market

Statutory Authorities
"and Norms and sometimes to prevent

speculative holding., To the
extent. these may cut across the relative norms for inventory
~holding, it will be useful if these authorities consult the Reserve

Bank before prescribing the stock levels.

12.5  Efficlent transportation and availability of wagons
.a_re necessary. A question was often asked whether railways

: should not assume some liability
Transport delays

for undue delays as a part of
their own discipline, as they do for damages in transit at

railway risk. We see considerable foirce in this.
12.6 There was much comment on supplies made to industry
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through the canalising agencies; the industry averred that -

supplies were often bunched,

Supplies from Canalising “while the canalising \agéncleb
Agencies and Public S :
Sector Producers =~ pointed out that industry did

not aiwajra honour all its
»comm'itménta made ‘to‘tﬁéfn; A similar p-éi«nt wag madé
regarding supplies of itéms like steel which, accort‘iin'g"to
'indusfry, aue‘_vta ifregular distribﬁtibﬁ‘proc‘ed-ui-es,‘ ﬁ«xeant
custome‘rs‘\ cari'yihjg,'ial;’gé 'stécks of ini.-’s.-ma{tcixeci items, thﬁs

locking up bank funds. |

2.7 The canalising agencies pninted out. that the bnild up

of inventory with them was due to poor off- take by the customers. | .

/.
; H

The oi_f-ta-ke since then is reported« to have improved.’ Whiie :
these a‘g'e‘ncies. must be aware of their problems anddnhave
their an Iimitétioﬂé, thére is also ;\ tendency or’:'t‘he{ p;rlt’éf

the cu’syt';’omers to aver-inéent their requirements. The canalising
agencie’s assured us that they have rationalised their érqcedures
inasmuch as sufficient' advance notice of supplies is béing given
to their cu.stomers to enable the latter to make arrangements for
neéessary' finange. We aléo understand that as far as steel is
coﬁcerned, there have been attempts to change the ;;rm':_ed‘urea

so that consumer iﬁdustrywil‘l be able to hold minimum

necesaary stocks, while the producers wikl hoid inventories
for them in their stocks. We suggest that the canalising agencies

and public sector producefa; may review,\from time to time,
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their distribution procedures, so as to prevent urproductive

lock up of bank funds.

12.8 Delay in payment of bills for supplies effected to
Government departments and public sector has been commented

upon most widely in the past.

Government Purchases The industry representatives

mentioned to us that there had
been no material improvement in the situation. Liké the
public sector, Government purchase agencies are the biggest
buyers in the country. Tardy payments by Government and
public sector will only increase the level of receivables of
tndustry and consequently the vgorkjng capital requirements from
banks for unproductive purposes. Working capital management
cannot yield best results if receivables remain high due to
such delays in payments. A little understanding and a little
disciplir.xe would bfing about economies to the purchasers and
also the industry. Government departments have already been
fol\lowing the accepted commercial practices in respect of their
purchase; from foreign suppliers but there seems to have
been a reluctance on their part to follow similar procedures

in respect of their internal purchases. It would be useful if -
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the Reserve Bank could initiate discussions2 on this matter.
We also feel that Government should, pending streamlining
ite procedures, égree to pay interest on egtablished delayed

payments.

12.9 The prevailing shortages in various sectors do ndt,
in fact, justify sales on credit terms. While the émphaais

of the monetary policy is on

Shift to Cash Sales restraint in the 'n.se of credit,
delayed' pé‘j(ment by purchaser -
results in the purchaser forcing credit out 'of_ seller and the

latter needing more credit from the banking system; in the

process, the entire transaction cjrcle 'a.lso gét,s elongated.' Further,

the purchaser may a_l'so, uﬁless the bank is yigi]a,nt.’-ob:tain_ credit
from the seller as also - th'eA bahk for car‘ryi-'n.g the ’aatﬁe stock.
The present éystem fhus dilutes monefary 'po,iicy.- We are,
thereior;:, éf the view that there slhould. be a rbr.na.jorr change in

the procedures of selling. We feel, as mentioned earlier; that
there is a virtue in an efficient ahorfe,ning of the transaction’
cycle, both in the private and'publvimc sectors, and wherever
possible, a system of 'cash and carry' shouid be introduced,
though after a detailed study, or at least credi.t pex}iod allowed
by sellers should be progressively reduced. Banks could

facilitate this shift to the 'cash and carry* system by extending
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the necessary credit line to the purchaser industry to pay
off the suppliers on delivery. This would enable bank funds

to achieve a larger multiplier.

Issues affecting Banks

12.10 In the case of consortium advances, or where the
borrower is financed by more than one bank, the concerned banks
should evolve a procedure to

Consortium Advances ensure a uniform handling of the

accounts in conformity with the
inventory and receivables norms and the financial discipline
suggested. The initiative for appraisal and review might be

taken by a bank nominated as leader for the purpose.

12.11 As we see it, the benefits of the new system are not
one-sided and the advantage to industry is considerable. For
one thing, submission of a mass

Banker's Leverage of unrelated data at irregular

intervals and for indeterminate
purposes would now be substituted by an orderly information
system that would be of even greater value to the borrowers
themselves. Equally, if not more important, we can also visualise
a responsibility cast on the banker, as the system stabilises, to
provide the required funds to the borrower on the basis of a

periodic dialogue, in consonance with the overall credit policy.
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The most important advantage will be a convergence in the
approach ;)f the banker and the borrower which would iead to

a better appreciation and understanding of the l;qrrdwer's'
problems, enabling the banker to stand by the borrower in times |
of ﬁeed.' ‘We are confident, the.r‘e.fore;-"that the‘m.utual‘ adw}antagea
will soon be 'rAealis_ed_'and’ the ne.c'esaz.ir.y ;:o—ope-xfation. wou'Id be

forthcoming Irorh industry. .

12, iz While there can be no problem with progressive bor»r_vowera.
we have considered how the banker woul_a be in § position to

enforce the ngj:w ;y"s‘tem with-the noAt-.so‘-;.n'aogressi've customers.
There could be a few“ ca?ea‘ wh.e-ré boh"éwe_r'b may réfuse‘ to

compiy with tire In;w réq'uiretivtents.v Wé see‘tio‘ ‘al‘ternative in such
cases for the banker .but to take ﬁrst a holai.rxg action i)y“l.'ar.isinlg the
rate of interest until i;zch- tlme ';u;s 'vt:helre’quirevrﬁ,enta are fulfiiled;
but if this fails, thé'!.aavnke'r will have no -opiioﬁ bu.'t.to stop opera-
tions in the account-é,l _although we feel tl;mt such cﬁnt in_géncies

may not arise often.

12.13 It has been observed that sticky advances follow a particular -
pattern, Few aévancés are bad ab iﬁitlo§ they = were all gooci to
begin with. With a steady erosion

Sticky Advances of p'rofitabilitf, ‘unnoticed by the

banker, the borrower's liquidity

declines and the first sign of difficulty is delayed payments to
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creditors, leading ultimately to default. With further deterioraticn
in profitability, followed b} losses, current‘liabiiitiea exceed
current assets or, in other words, a net working capital surplus
becomes a ﬁet wo.rking'capital deficit, At this stage, cages are
not unknown where a borrower may be tempted to furnish incorrect
stock statements in the fear that disclosure of the true state of
affairs would precipitate bank action. The banker may be vaguely
awaré that the borrower is facing some problems, but feels
reagsured by the fact that fhe étock‘étatements show his security
intact  and is lulled into’complacency. When the borrower's |
activities finally begin to waver, the banker attempts a detailed

stock-taking, only to find large shortfalls in current assets, and

ultirhatel& a loss to the bank.

12.14 It is not that danger signals do not become available in
;dvance, but what is more important is evolving a system of
feed-back on the borrower's operations, or to appraise what
information is available. Timely examination and - discussion

of the problem areas by the bankers with the borrowers would save
many borrowing cﬁncerns from becoming sick. A customer has no
longer an inherent right to conduct business in a manner which
will end up in sickness if national funds have ultimately to bale

out the operation.

12.15 It is true that even the best of systems cannot altogether
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- prevent poor performance and sticky advances caxmot entirely
“ibe avoided. However, once danger signals are thrown up and
,"'jsigns of d1fﬁculty emerge. speedy action is called for on the

f;-fpart of. the banker and timely and ﬁrm handiing are of eaeence.

4 In deahng with large induetrial advaneee inv ’particular, the banker‘

f“""intereste are best served not by eale and recovery of the eecurity

charged to- the bank, Lbut by eeeking implementation of appropriate

: ‘meaauree to overcome the inmpient difﬁcultiee.

12 16 In such cases. a ma;ar inhibiting factor has been the -
_ reluctance of the banker to offer advice to industry on what eteps

:kto take to restore health or to intervene fxrmly to improve manage- i

k_:’men n. specxﬁ i:ar> as of deﬁcxency, or even to remove undesirablef
pa t cempetition has made banks heeitant in g

and rather than lose an account. they‘ have hoped Ior the

’best eﬁvd"kept,r.the'ir fmgers roesed The consequential. delay

if that is neceeea_‘ry, in the

‘. intervené even in managemen_t,

The banker does notv” i

- ';":iinterests of all concerned and the publlc

:‘r;}?:'have to diagnese th‘ ailment by h mself. He canjgo to a con—ff\,"_,

sultant, ‘and can then arrange for aetion, inclu_'ding‘ a fi'nancial

- % Bmtant, .ana Can tnen d.rrd.ugc J.Ul. GLLLUIL, TAIC LSRRI RS AR AL R A
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or structural reorganisation, We particularly astress this point
because of the past record of many sticky advances where the
bank_érk'ts main anxiety was how his security coulld he strengthened
or realised. And the sufferers in the exld"yere both the‘ba‘sr‘xker and

the society at large.

12.18 We feel that 2 body like the Indian Banks' Association
has an important role to play in a study of the environment and

Environment ' particularly the impact of regulations

and enactments on the working of banks. Its contribution would be
particularly advantageous to the smaller banks, some of whom

cannot afford to arrange such facilities within their organisation,

12.19  Expertise has also to be built up in the banking system

in orgépising .in'dustry-wise studies. A point wés frequently made
by repreaer.xtati'ves of indhstry that = bank managers in India were
not sufficiently aware of 'conditioﬁs in industfy and ‘were excessively
pre-c;ctupied with security. There is no doubt a clear ﬁeed for
5ankeré to keep themselves fully informed of conditions in each
industry in which they are inter.ested, its problems and prospects.
Such studies .should necessarily be on an onegoing basis and shogld
serve as a frame of reference for decision-making in regard to

"individual cases.

s o ¢ 0 105



12.20 In the light of the new responsibilities that we have
envisaged for the banking system, it was suggested that lnstead

of every bank attempting to make

 Lead Banks for detailed studies of all the major
Industry L -

industries and spreading its limited

capabilities too widely, it WOuld. Vbe beneficial if éome Vselected'banks .

‘_ we would call them 'lead banks fpr industry' in this limited context -

, i concentrate on one’or two industries each for which they may be‘

best fitted to study by virtue of their locational advanta.ge or

large involvement or for other specxal reasons. By such

.s pecialisation and division of labour, the quality of the studies

would be greatly improved and the results could be made avail~

able to the other Jl:uanks as also to the Reserve Bank. In course of ..

time, sufficmnt expertise will thus be built up in the. entire banking'

system, covering all major industrles. which 'can .be_ uti_lised_ to

the:miutual‘ advantage of the bankiné s_yetem I'a.e well as the industry.

' l’h’e- would, 'ho‘weve.rv, ‘state _in this context, thatiby 'lead bank for

industry' we do not mean that the:bankv‘concerned will deal

exclusively or predominantly i'n that indu."st:ry; we only mean

that the bank concerned will have a normal portfolio .but in.an

industry in.'which it happens t.ob hav_e a pred\ominant role m lending,'

it‘will' use the knowledge it gain‘s for‘cond.ucting studies for the

benefit of others.
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12.21 We .ﬁnd considerable xr;erit‘in this suggestion and

the benefits flowing from such a pooling of reeeurces are
obvious, It would nathrali,y not absolve the individual' be,nks,
particularly the larger ones, of the responsibility of carrying
out their own studies in the industries in which the,r are
_invqlved. ‘Indeed, such 'atuches could help the 1jead banks

-for tnd_ustry . A .question was-re.lsed about the confidentialness
of informatmn. but the ‘lead banks for mdustry would not

provide firm- Wise in.forma.tion and data, but only industrylwise

aggregates.

Other Issues

12.22 ' Delays in taking credit decisions referred to earlier
could alsp'~be occasioned by the credit authorisation requirements

of the Reserve Bank, 'although they
Credit : L
Authorisation - arise largely out of non-submission
Scheme ' ' ' SR

6f comp_lete 1nformat10n to it in the
first place. Be that as it may, itis opp"o‘rtune. tove:_c.amine whether
the .lirni.t‘s 'fqr credit authorisatien should not be Jrai‘s‘ed. The value

of the rupee haa’altered sin.ce_.introdu.ction oflthe ‘Credit Authorisation
Scheme in November 1965 and the borrowiné limit reeuired for a
given level of operations has gone ué; As mentioned earlier,

there has already been a qualitative improvement in the approach
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of commercial banks and their lending skills. which will
improve further under the system we are suggesting in this

Report.

12. 23 We had the opportunity to discuss credit problems of
public sector units with their rnanugements. Firxaneing publlc
sector industry. though relatwely

, Public Sector Industry new to banks, should pose no

special problems. As sta.ted
earlier, public sector mdustry should conform to the same norms.
as are applicable to comparable pnvate industry.' ) 1;; our diacussions,
public sector managers were ineiatent that their style of mana.ge-
_ment 'neceseitated larger inventones;and receivebles' It is
possitxle that in special ca.ses norms rrxay txaye to be reiaxed
but only after a study in. depth. We feel tha.t 1t would be inappro
priate for ba.nks to ta.ke on themselves pro_;ects whxch are not

obviously banka.ble.

12.24 One of the terms of reference given to us relates to
‘the fiow of information frorn the lending bank to the Reserve Bank.
‘The type of information required

Flow of Information _ o
to the Reserve Bank ‘by the Reserve Bank and the

periodicity of .such mformation flow would largely depend on the

requirements of the Cred:.t Authonsa.txon Scheme on the one hand and

e ees



- 108

credit!planhing-onc:thelothersi>The inférmation furnished to the
Reserve:Bank:at present comprises data embodied in the‘-a'ppli-_
cations i:?r credit authorisation, state‘menta of analysis of advances,
seasonal data furnished for the purpose of credit planning and
certain other special statements called for frqm time to ti@e.
Besides, the Basic Statistical Returns also furnish a good data
base. What specific changes should be introduced in the matter

of information pertaining to borrowers would depend on the ;hanges
contemplated in the Credit Authorisation SCheme and in credit
planning., We have suggested an information system for banks

for obtaining data from their borrowers. The Reserve Bank may
consider »what'_'part of the information it :eéuires.-and the
periodicity thereof, VSu'ch_ information flow from banks to the
Reserve Bank may include data in regard to each industry indicat-
ing how invégtory norms are being implemented, circumstances
under which deviations have been made and also the progress

ma_de in Asw’itching over to the new sysfem recommended by us.

If -Weaha.'V’é%:refra‘ihedvfx:bm.fofiei-ing'idetaiied suggestions in thia
tarea;despitéithe fertn of reference; it is.: because .of our feeling

‘that:decisiongdh:this dmpartant area should await a detailed study.
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CHAPTER 13

THE NEXT STEP

13.1 We are confident that, as we go along, withbthe
implementetion ofA the package of the systems recomﬁended by
ue,‘ the preaeure enA the ba.hking sjstem from the borrowezfs
will ease considerably, enabling bette.r re-allocation of credit

in the economy.

13. 2 We suggest that the inventory and receivables norms
should be given effe’c;t to'i?nmediately (subject to observations

in Chapter 5)..‘whi1e'ae§ioin' should be initiated to implement the
new approach to 1ending wiih a time-Bduhd schedule as proposed
in Cha;pter‘6(.: It should.h’dwéve_;:'; ee nofed that, in all cases
where borrowefs seek ‘edditional credit faciiities on ajrecular
-basis, §vh11e él’;e lirmta will b‘e fixed on the basis of norms (or
the past practxce, whxchever is 10wer), the fmancmg pattern
should also be simultaneously brought in line with the 1st Method

of lending and the excess finance to be amortised should be

identified and placed on a repayment basis,

13,3 Alengs_ide. steps ehould be taken to introduce the
information system euggeéted by us, for all industrial
borrowers with limits aggregating R¢ 1 crore and above from

the banking system, and the process completed within six
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months. The borrowers who have the information system
should commence submitting the quarterly data stréightway,
while the intervening period of six months will be utilised by
the borrowers who do not have the requisite information
syste}n to build up such a systemm. DBanks, on their pa}t,
will utilise this period for conducting training sessions for

their operating officials.

13.4 | We suggest thét special courses should be organised

by th.e Nationalllmtitute of Bank Management and the Bankers
Training College. 'i'hese insti;utions should also éqncehtrate,

to start with, on fraininé -the irainers so that these trained
instructors in turn coulé carry out extensive training
programmes in fheir. an training institutesg the process of
phange over to the neQ-system would then be speedier, smooth
and fruitful. These institutions may also helb hanks in preparing
opeg-ational manuals based on our recommendations and assist
banks in bringing about the necessary changes in their systems

and procedures.

13.5 We also suggest that each bank should conduct banker-
borrower gseminars to create an understanding between the
operating officials in the respective banks and their customers

so that a better appreciation of each other's problems and points
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of view could be gained. After six months, a bankera' seminar
.ould be convened in the Bankers Training College wherekoperat-
Lné ofﬁciaia can compare notee'and attempt to find solutions to
he operational proi;lems that might have been thrown up in the

i3. 6"‘. Follows-up and supervision ofi bank. credit and ensuring
that borrovver‘s take effective laetion to itnprove their.finan-cial
_atrength-ie a continuous exerciee. v In thie, the ‘role of the
Committee of Direction already appointed l;y the Reserve Ba.nk,
':with which are also associated eome commercial bankere, _wili
}he wide and varied. : But its prime contribution will be to take
forwa.rd the work of the Study Group to a continuing i‘unction of

a diaiogue with industry and banke, to make sure that the new
'eyetem suggest:d by us runs srnoothiy and ‘ohan.gea in-thevenviron-
kment warranting any revieion are picked up dmckly and 'er:arnined..
VIt could also aasist the Reserve Banlr m iormulating its poiiciee
‘in this regard. We reiterate tlae value of aettiné up this Committee,

pa.rticulariy as it will place the work of the Study Group on to a.

‘dy_namic _basis.
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CHAPTE i 15

SUMMARY OF OBSERVATIONS AND RECOMMENDATIONS

1. Till nationalisation of the major commercial banks in
July 1969, the main contenders for bank credit were large and
medium scale private indu_ts.try and internal and external trade,
Nationalisation callled fof a new poliéy and the banking system
was asked to adopt a new approach as a credit agency, based

on develdpment and .potentiél rafhér than on sec{xrity only, to
assist the weakex; sectorbs of ghe sbciéty, and later to lend to

the public sector alszPa.ra.graphs 1.1 and 1. 2).

2. (In the early years, bank lending in India was mosfly

directed to financing of movement of agricultural produce

from the grower to the trader. Advances were sanctioned against

the security of stockisvcha.f'ge‘d to the banks.)‘ With the}growth of
indusfrialisafion, thé same isystem of Bankjlending continued

with minor changés, the general pattern of lending to industry
being security-cum-guarantee advances. The security-oriented
system tended to fé.vour borrov?ers with strong financial resources,
irrespective of their economic function. This system aided

concentration of economic power (Paragraphs 3.1 to 3. 3).

3. Since nationalisation, there has been a new sense of

direction in bank lending and indeed advances to new claimants of

115



- 115 -

credit, and especially to small industry and agriculture, have'
since gone .up.) The pdblic sector too has emerged as an important
user of credit in recent years. ~Another?i1ewfsource of demand ig**
‘the growing awareness of the ne’ed to achieve an equitable
geOgraphical development of industry,' f.~ ‘and'. in .its' wa;kev.the

distribution of c¢redit. (Paragraphs‘ 3.6'to3.8).}

4. . In the last six or seven years, industrial production

._ hae risen at a slow pace but the cali on ba.nk cred:.t, essentially
.for mein_tainlrig inventories‘e\ren at the‘ same level;r- has’ gonef up:
witli 1nerea‘siAnlg p‘riees‘.—'-_..-li t>h‘e fgrowih. p:‘-oeess- is resemed . as

' indeed it has begun to'do « then perforce the volume' of inventory
required to mamtein a higher levei of: productioniwill increase
and correspo’ndmgly the demand. for bank vc"redit._v (Banks Will'thus
have to operate in a context in which-demand for bank credir for

growth requirements will be laxge|(Paragraph 3.10).

5. @he‘ proi:leni bof‘petentiel in"x.bala:r:ce in de-mand for and;
suppiy .of funds is accentuated by ‘thé.‘manner in which banks
e:rt;end ’credit‘ under the pres"etlxt cash eredit systern- of 1ending})

- Under this s?st’erﬁ,*jthe-level"iof advances iri a tiank is de.ter_minea.:
not by how rnuch a iaanker can lend at a pertieular peint‘ of time

but by the borrower's decision to borrow at. that time. . This makes
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credit planning difficult in banks. (A,lxm, cash credit advances
are repayable on demand only in name. To the extex-zt that out-
standings in thé cash credit account never fell below a certzin
level during the course of a year, there is an element of what
is called a'hard core! borrowing which is in reality a quasi-
permanent lock up of bank funds in the borrower's business)

(Paragraphs 3.12 to 3. 20).

6. In the light of the foregoing, time is now opportune
to review the existing system and effect changes in such a way
that [\mder the new system .the borrower would plan his credit
needs and. the banker also would be able tq plan, having known

il.e borrower's credit requirements7 (Paragraphs 3.22 and 3. 23).

7. A borrower needs funds for the operation, mainly to
carry current assets required for the purpose. Inventory and
receivables comprise the bulk of the current assets. There is
no uniformity in approach among banks in assessing working
capital requirements, especially with regard to inventories.

Jf bank credit is to be viewed as a tool of resource allocation

in the economy, one cannot get away from the problem cof defining
reasonable levels of inventories {including safety stock) and
receivables in eacl.l industry and hence the need for norms fozr

these current assets\(Paragraphs 4,1, 4.2 and 4.7).
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8. [In the new context, the main function of a banker as a
lender is to supplement the borrower's resources to carry an
acceptabie level of current aee.etjs." The implications are two-
fold. one. the level ‘of current aseets must be reasonabie and.
based on norms; trvo. a part ‘of the fund requirements for
carrying cur’rent assets must,be found from long term funds
comprising owned funds and term borrowmgs including other

non-current lxabxlitiea) (Paragraph 4.8).

9. ‘ (Norme ha_ve been suggested for 15 major industries;
taking into account; | inter alia, company finance studies made

by .the Reserve Bank,'.process’period in .the different industriee.'
eiscusaions wrth the industry experts and feed- baclr received on
the Interim Report. . .Tire'norms proposed represent' the manimnm
levels for 'holdiug inirento~ry a.nd receirabiesvin eacn indusrr);.'

1, howeve‘r.,v a borrower has managed vr'ith less in the past -he

should continue to do so (Paragraphe 5.7 and 5, 8)

: 10f “{ In vi‘e.w.of the 'snie_c:iai ‘characteris‘tics of the heavy
engineering i‘ndn’stry,-‘ ;‘)articu‘l_ariy the -iarge tie-up"of funds
‘ in cdrrent as s_ete," the banking 'syatem.'m‘a}.r find it difficult
to cope with the indn‘etry'.e dernand ’for‘ funds in its entireiy.
The working capital reqmrements of the heavy engineering

sector should therefore. be assessed takmg into account the

LI A 2 118



- 118 -

alternative ways of financing the needs and the extent to which
banks may meet them may be determined, case by case, cn

merits) (Paragraphs 5.9 to 5.11).

11. \Norms cannot be absolute or rigid. Deviations from

norms may be visualised under certain circumstances, e.g.

bunched receipt of raw materials, power cuts,strikes, transport

delays etc,, However, delayeci payments by Government agencies

é.nd sometimes by large units in.the private sector cannot be
treated as circumstances wé.rranting deviations and the matter
should be tackled at the sources rathér than throwing upon the
banking sysiem the burden of providing additional credit. The
Reserve Bank should discuss the matter with Government
agencies and the Bureau of Public Enterprises; Government
and public enterprises should set an example in prompt

payments (Paragraphs 5.12 and 5.13).

12, Concessions under the criteria for deviating from
norms shbuld not be expected as a matter of course but must
be fully justified. Deviations should be for known specific
circumstanceé a.nd situations (which should be recorded) and
allowed for agreed Aperiods which should be relatively short;
and the‘re should be a return to norms when conditions revert

to normal (Paragraphs 5.14 and 5.15).
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13, Norms should apply to all industrial borrowers, includ-
ing small scale industries, with aggregate limits from th_é banking
system in excess of R¢ 10 lakhs and extended to smaller borrowers’

progressively as early as possible (Paragraph 5.16).

14. ‘.ln the case of_ industries not covéred by norms at present, »
the purbose and spirit behind the norms should be kept in view

when extending credit facilitied (Paragraph 5. 17).

15, \The list of industries covered by norms should be extendevd
with g:‘cpéri'ehCe. | Norms should be kept under constant review

(Paragraphs 5.18 and 5. 21). |

16. The principles should be uniform for all like industries,
_both in the priva.te __an'd'pt'xb.lic s‘ectta.:_s." Thus, public sector
lnduétry shoul&v.cAor‘xf.o;nj; to thé éame nor;iis' as are bapplicable. ‘

to com‘parable privaté industrsr, though in épeéial cases, nor;né
may héig to be ?elaxed., but after a svtudy-ih_ depth (I?a;'agraphs
5.19 and 12 23').

17. All credit limits, whether enhaz;c'emie_nt is godgh_t for |
therein or not, should be considefed in fhe light of the. norms
and where the levels of inventory and receivables ;re excessive,
they should be reduced, bringing down also the dues to the

bank and/or other creditors {Paragraph 5. 20).
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18, The process of adjustment of inventories and receiv-
ables should be completed in about two months, other things
being equal. In the event of default, as a first step, the

bank should charge a higher rate of interest.” But even charging
of a higher rate of interest should not give a permanent immunity
to ‘thé‘custqmer from conforming to norms and some further

action should be considered (Paragraph 5. 20).

19. The working capital gap,/ viz. the borrower's require-
ment of _fixiance ‘to carry current asgsets (based on norms) other
than those financed out of his other current liabilities, (could

be Bridged partly from his an funds and long term borrowings

and partly by bank borrowings (Paragraph 6. 2).

20. - The maximum permissible level o-f‘ba.nk borrowings

could be worked out in three ways. In the 1st Method, the
borrower will have to contribute a minimum of 25% of the working
capital gap from long term funds,’ i. e. owned funds and term
borrowings; this will give a minimum current ratio of 1:1. In

‘the 2nd Method, the borrower will have to provide a min‘imﬁm of
25% of to‘tél current assets from long term funds; this will giv;:

a current ratié of at least 1.3:1. ‘In the 3rd Method, the borrower's

contribution from long term funds will be to the extent of the
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entire core current ‘assets;tas-défined; > and & ‘minimim of
25% of the balance current-asbets)  flius Ftrengthéning thé ¢uirent

ratio fu!ther./(Pa.ra'g'raphg)bﬁ 3ito 618

21, The classification of current assets and current
liabihties for computing the permissxble level of bank ﬁnance
should be-made.d soperitheshs (AITP accepted spprodci df bankels

(Pirag'raphxbi' 9):

22. % The 3rd Method will brovide the largest multiplier of

bank finance{ however, to avoid hardship to bor’rdwers. a beginning
may be made with the 1st Method, placing all borrowers in’thiAs.,
method within a period of about.one year, _é.nd the_idé_al 6f‘the ,

3rd Method may be reached in stages. \The liberal approach

under the 1st Method has been suggested as the first step, .
particularly to facilitate financial structuring of new companies,
setting up projects in backward areas and also for flexibility

in restructuring of exiating companies with a weak financial

base' (Paragraphs 6.10 and 6"?2) mbriu't shdw .s;uju; al .3S

23. \The aim should be to move forward and borrowezs in" l
the third or second category should not revert to the second or
first category respectively Ab'y. increasing the'i';' dependence on
bank borrowings. Also, when credit needs increase, the

borrower should not slip back from a higher to a lower category

(Paragraph 6.12).
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24. Banks will work out the position of existing customersg
ar}d any excess over the finance, to which a borrower would be
eligible under the new formula will have to be reduced progressively,
by txja!nsferring the excess to a term loan, amortised over a suitable

period (Paragraph 6.13).

25. \'The\concept of bank credit forming only a poriion of the
Qorking capital gap ;ould .allso be used aé an ihs;rument for in-
fluencing the directional flow_of credit, according to the pfiofitieé
for ihd&strieé‘ ind‘ic;:atéd. ﬁy the.‘a.uth;)rities.: concerned from timé

to fitné ‘by‘varying, the s:c‘avtle's' ofﬁ fi’x‘x'va;xce.k ﬂAls‘o, w'hven‘ a ﬁarﬁufacthrer
has reac.:hé‘d a étbablvér‘lev;evl of bx‘;yoductio;x» for_é. r%agonablé ’xz;nx;xber

of yesars, ftl.mei'ev is z‘1>c‘>:ré;‘so.n why génk vf‘inanc;a éhoﬁidlcontinug to

e m'ad.)e: va'va.ill“»ablé: to him c;n’the sa.me’ -scaicie, b‘ekcv:aﬁisé if a portion

of i:he fi’naricé' made ;;railé.l:‘»iext.d ‘him‘ .could.v be withdfawn, such |
fund;w!oi.xld b:e"a;é.i.lal.t‘)ie‘.f'_.or. p'rorhbtion"of new eéénorrﬁc é.é:tivity

(Paragraph 6.14).

26. In future, while funding new projects, the term lending
institutions may provide for margins on the basis of the recommended
prbposalé an;l_ the bankwhich is t<'>> finance'tiﬁe w.or}'dng capital
requirlerﬁenté s’vho}u’l_é b‘e ;s‘;s.c;c‘iated at fhis sfage iﬁ deterrxﬁning the
workin'g capital andvmargi»n reﬁuirénﬁen.ts. In the case of old units,
where a pé.rt 6f thg ér'esehf c#sh credit borrowing is transferred to

a term loan, it'o bring the borfowifxgs in line with\the recommended

proposals, the funded debt and equity relationship may not immediately

~
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conform to the norms of the term lending institutions. Iq these
cases, borrowers may have to be given time to bring the posi-
tion to normal, but th.é total outsi'dc‘slliabilit‘iet fo owned funds
relationship will have to be acceptable to the banks (Paragraphs

6.15 and 6. 16).

- 217. LA request for édditfﬁ_nal credi.t,_von"a regular basis from

a borrowgr wfxo a.lréady has_ani gxceSE borx;:wi‘ng{under any of

the three methods rriay be cqnsiderea 'éyévided the B@f?ower
brings in maltching f:.;)mribuv!':i.é'n req}xi_;"e.d" ﬁhﬁef’:thé .x;elevér;t
method of lending) In ver.y ex;éPtiohél ‘éa.ges..".jh'éwever. if the
cash gener#ting capa;ity of tﬁe borfq@er is suffici.c.antly‘ good,
barnks may grant a tefm Vlo.a.n .for' .the‘purpose té a .féaégna;bie.
extent for a shor'_t_ period #ccepfable f§ ih‘e bank.; If, ho_wéve’r.,’ the
additional'fﬁndinered is for ai shért_ duration for specific
transactipné/ contiac.ts, the ‘bank,“may consider giving additional
‘credit for such needs. v&ithbut insisfiﬁg on matching contribgtion,'
on the ciear ﬁndérétanding that fhe -borrov.vers- Wouid return to

the ‘stage as in't};e relevar‘mt‘ mgthod }ofl }‘ending" withiq the stipulafed
period. Borrowers having ekce.ss borx;talwingA.i.r;.r’glna-t;on to
inventory norms will not be eligible .foxlf additioﬁal lix‘rx'iit'ex ona
regular basis until such time.‘aé th.e:c.u.rr.‘ent‘ éssgts éré Bfought

down to the required levels (Para.'grapha-bv. 17 and 6.18).
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24. Banks will work out the position of existing customers
and any excess over the finance, to which a borrower would be
eligible under the new formula will have to be reduced progressively,
by transferring the excess to a term loan, amortised over a guitable

period (Paragraph 6.13).

25. \'The‘concept of bank credit forming only a poriion of the
Qorking capital gap ;ould Aal_so be used aé an ins;rument for in-
fluencing the directional flow of credit, according to the pfioritiea
for industries| indicated By the‘a_uth‘oritieé concerned from time

to timé by varyingi the s:caleh of finé.;xcé; .‘Also, Whén a manufacturer
has reachéd a éytablev“l‘ev;l of pi;bductio;x for a rgasonabl;a ﬁurﬁber

of yzars, | tl'lere' is tlio{re;son why gaﬂ‘f:inéncle s‘hou‘ld’ ;;ontinue to

Le madéVa'vaillvable to him on the sa'mev.scéie. b‘ebcaruse ifé portion

of the finance riiaée .c’wa.ilé.l:bniextb him could be withdziawn, such

funds would be available for promotion of new economiic activity |

(Faragraph 6.14).

26. In future, while funding new projects, the term lending
institutions may provide for margins on the basis of the recommended
proposals; an& the bank which i§ t(‘) fibnance'the working capital
requir;aments sho'u.ld be :a.séociated at this stage iﬁ aetrermining the
workin'g capital and.margi.ﬁ re.quir‘errvlents. In the case of old units,
where a part of thg pbrlesent‘ cash credit borrowing is transferred to

a term loan, to bringb thé borfowings in line with the recommended

proposals, the funded debt and equity relationship may not immediately
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conform to the norms of the ter@ lending institutions, Ix; these
cases, borrowers. may havé to be giv'e’n. time to bring the posi-
tion to normal, but the tpﬁal outside liabilities to owned fuﬁda

_ relationshié wili‘ have to be ac‘cept‘able to t.heb banks (Paragraphs

6.15 and 6.16).

- 27. LA request for additi§nal credi't__on"a. regular basis from

a borrower who already has an éxcess borrowing under any of

the three methods i'riay Ee considered'érévi&ed the Boffower
brings in matching t;:ontributio.n req.ui_red" undei"-the relevant
method of lending In very ex;éptioriail .éa.ses.".lkx'éwever, if the
cash gener#ting capacity of thé borrower is sufficiéntly good,
barks may grant a term loan for the purpose tﬁ'é 'feaégha;ble.
extent for a shorf»period acceptable t§ f.he bank.: If, howéve’r.‘ the
additional fund need is for a shdrt duration for specific
transactions/contracts, the bank_.may consider giving additional
credit for such needs withbut insistiﬁg on matching lcontribgtion, |
on the ciear uhdérétandlng that the borrowers. would return to

the ‘stage as in tﬁe relevant method .of lending withip the stipula'ted
period. Borrowers having exce'ss borrc;win_gni'n_'rgl'a;:ion to
inventory norms will not be eligible »foz." additiox;al lix.xlxit's; on a
regular basis until such time‘.as thé .curr'ent agsets are b'rought'

down to the required levels (Pax"a'graphs» 6.. 17 and 6.18).
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28. The annual credit limit may be bifurcated intp a loan,
which would comprise the minimum level‘of borrowing
throughout the year, and a demand cash credit,, which would
take care of the fluctuating requirements, both to be reviewed
annually. There should, however, be no rigidity in the matter
of bifurcation of the overall credit limit between loan and cash

credit (Paragraphg 6.22,6.23 and 7.1

29. In the case of industries with a very high degree of
seasonality, assessment of bank finance may have to be

done on the basis of monthly cash budgets (Paragraph 6. 24).

30. The demand cash credit should be charged a slightly
higher interest rate than the loan component This approach
willvgive the borrower an incentive for good planning. The
term loan representing the excess borrowing to be amortised
should also be at a slightly higher rate than the cash credit

rate (Paragraph 6. 25).

31.. In order to ensure that customers do not use the new
cash credit facility in an unplanned manner, the financing
should be placed on a quarterly budgeting\- reporting system
for operational purposes, as in the suggested forms (Paragraphs

6.26 and  6.27).
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32. The borrowers expressed concern about the éecrecy
and sensitiveness of the information proposed to be called for
from them. Banks are Aexpéct ed to take due notice of their

apprehension (Paragraph 6.29).

33. _LApart from loan and.‘c_:ash credit, a part of t};e total . -
‘credit fequireﬁnent, wit.hin",t‘he oiféfail_ bél_i‘gibility could also be
provided by wa.yl of billj.lir'r'ﬂt's tc;~finan<‘:lé.sé1‘1‘e:1'"s 'i'ecve.iva_blebg.

It is desirable that as far as po's'si.ble,‘- ieéqilirag,l;lé‘s;shoﬁidvbev
financed by way of pills réﬁ_:thgr than cash credit against book

debts. As .régards th é ﬁpestiori W};e‘vth_er ‘lvmrchases‘ fnéy be

financed 5y way of cash c.redit'ror bills, ‘eaéh bank :"nay .té.ke its own
decision in consiultatiron with lt'h'e borrowe‘r,‘ keeping in view the

size of his operations, the individual _transa’étioh and the administra-

tive set up obtaining in the bank (Paragraphs 6. 30 and 6. 31).

34, The proposed system of _léhding_an& t_he[ st‘yle of Credit

may be extended to all borrowers having credit limits in excess of

H

R¢ 10 lakhs from the banking system, while the information system

may be introduced, to start with, in respect of borrowers with.
limits of RE 1 crore and a.'b'ove.f,ro'rvn th‘e‘ entii‘e_- banking system and

then extended progressively to others)(Paragraph 6. 32).

35, The mechaniés.'of lending suggested covers examination

of the borrower's total .operationa.l plan as also his past and current
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financial position, The borrower should, therefore, furnish to
the banker an operating statement and funds flow statement for
the whole year (i.e. the next year) as also projected balance sheet
as at the end of the next year, along with the application for
advance or renewal, for fixation of the §vera11 credit limit

(Paragraph 7.1)

36. The working capital gap will be computed, the extent of
bank finance will be a‘r:ived at and the overall credit limit will

be fixed, on the basis indicated in Chapter 6 (Paragi'aph 7.1).

37. Actual drawings within 'the_: sanctioned limit will be
determined by the customer's ixﬁloW .and”outﬁow of fu%ads as
reflected in the quaritierly funds; .flow sta’terlx‘xv'ent and the permissible
level of drawing will ‘be tﬁé level a‘.s é.t the ehd of the:previous
éuarter plus or minus the_deﬁcit or surpius shown in the funds

flow statement (Paragraph 7.1).

- 38. Wiithin the overall permissible level of drawing, the
day—to—day.«operations' in the account will be regulated on the
basié of drawing power (si}bject to the margins stipulated by
the banker algainst the different ﬁomponents of inventory and
receivables:), ‘es per the monthly stock statements, which will

continue to be submitted}(Paragraph 7.1).

39. Variances are bound to arise in any budget or plan;

e e o2
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variances to the extent of say X 10% should be permiéaible and
beyond this, the banker and customer should discuss the reasons

(Paragraph 7.1).

40, The recommendations regarding inventory/receivables
norms and the mechanics of lending are to be viewed as a package;
it is an integrated scheme and the borrower is ‘expectéd to subject

himself to the entire discipline envisaged (Para.graph'7. 3).

41. (A bank has to follow up and supervise the use of credit
to verify first, whethef the ‘a.'ssumptio‘ns of lending in regard to

borrower's operations éontinue to hold good and second, w.hethq.r
the e;nd-use is according to the purposé for which the cr‘edit was"

ziven) (Paragraph 8.1).

42. \If the banker ig to get away from’sequxfityooriented lending
to productionfrelated \c1;edit with security serving a sp_bsidiary but
necessary role, he will have to be in close touch with the
borrower’s. opefitions.) Since projected funds flow statement would
form the basis for determining the line of predit . a‘ banker would
be justified in laying down a condition that any materfal change,
say around 1’0'% of the figure pfojected e#rlier, would require his '
prior approval., Thus, the banker fnay stipulate' certain mir'ximujm
terms ana conditions reléting té matters having a material impact

on the funds flow bf the borrower (Paragraphs 8.4 to 8, 6).

43, From the quarterly forms, the banker will verify whether
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the operational results conform to earlier expectations and

whether there is any divergence reading as red signals; however,

variance of, say around 10%, may be trgated as normalj(Paragraph &.

44, (In addition to the quarterly data, -the larger borrowers
should submit a half-yearly proforma balance sheet and profit
and loss account within two months of the end of the half-year)

(Paragraph 8. 9).

45, In the new system, it is in the borrower's own interest
. that audited balance sheets are produced as early as possible, say,
in three months, and he should take positive steps in this direction

(Paragrarph 8.10).

46. \LAfte_r the close of each year, detailed credit analysis
" should be done as in respect of new advaﬁces> when the
banker will re-examine the terms and conditions and make

necessary changes (Paragraph 8.11).

47. LStock statements will continue to be submitted but

they need to be improved. The basis of valuation in the stock
statements and the balance sheet should be uniform. The stocks
should be reconciled in the stock statements, showing the opening
and closing stocks, quantity-wise and value—wiseyparagraphs

8.12 and 8.13).

1)
/1
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48. @tock inspection poses problems particularly in large
industries. In such cases, there is no alternative to depending

on financial follow-up) Where a bénker feels, for special reasons,
that a detailed stoék verification is called for,(a r.egular stock
audit may have to be arranged with the assistance of outside

conaultants) (Paragraph 8.16).

49. Q&anagerial competence is an important factor in the
efficiency of operations) reflected in 'profitability and working
capital and finaﬁcial mané.éement. Ba‘nk_e.r should keep in mind
that.appraisal of mvana.g_em.en‘t ma.y be essential particx;larly as we
‘placbe a new emphasis: on viability aﬁd developfnent ratl'lxer thaﬁ

on security alone)(Paré.graph' 8.17).

50.~ (To facilitate inter-firm and industry-wise comparisons
for ag.vseissing egficienc.y, it Would be ‘oifbadvantage if companies
in the 'same_inéustry could be‘_érouped under three or four
categories, say, acc_ordin'gAto.siie of sales a.n‘d. the group-wise
financial ratios compi}ed by the Reserve Bank-for furnishing to

banky (Paragraph 8.18).

51. Gndustry organisations should also collect data from
their members and publish whole-incdustry balance sheets, profit

and loss accounts and relevant ratio% (Paragraph 8.19).
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52. {In making inter-firm comparisons, besicdes examining
financial and operating ratios, certain productivity ratios raay
also be examined to determine labour efficiency, capital efficiency |

and fixed assets efficiency)(Paragraph 8.20).

53. &For the purpose of better control, there should be a system
of borrbwer c‘las sification in each bank.) This will facilitate easy
identification of the borrowers whose affairs re;quire to be watched
with more than brdlna'.ry care and will also provide a rationai base
fd.x" purposes Qf fixing rates of interest for the respective borrowers

(Paragraph 8. 22).

54, The only feasible manner in which the banker can

satiéfy himéelf in regard to end-use of funds would be to ensure,

by calling for appropriate operationai data and figures relating to
financial position at periodical intervals, that the borrower's current
ratio and the respective shares of bank finance and borrower's long
term funds in meeting his working capital gap do not change
adversely; if the position in this r;:gard does not change adversely,
the conclus‘ion would be that bank finance has gone towards

build-up of current assets (Paragraph 8. 26).

55. (Apart from the current ratio, the bank will look to the
debt-equity ratio,) which may be looked at as funded debt-equity

relationship or total outside liabilities-equity relationship. It is
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not practicable to legislate absolute standards for th'eee ratios.
Where the debt—equity ratios of a borrower are worse than the
'median for his industry, the .banker would endeavour to persuade
: the borrower' to strengthen hu equity an early as posa-ible and
the latter should pursue to reach the median on the. basis of

the data up-dated by the Reserve Bank (Paragrapha 9. l to 9.9).

56. - QI'__he change-over recommended should be effected with
a minimum of inconvenience to the banker and the customer)
,Borrowere suggested that bankslshould reduce tiers and take quicker

decieiona. This is a matter for each bank to examine in relation

to its own admmistratwe syatems a.nd procedures and take appro

i
b

priate a.ction. _ There should be total commitrnent of the top manage-
s

_ment in each bank to the new approach. @xtensive traming iaciiities

An credit appraisal should be provided for bank staff at au levels)

with particular emphasis on the suggested information system and.

handling o£ inventory and recezvables norms (Paragraphs 10, l to 10 5) _

:5'{..' . '.KA cuetomer" can no longer ‘t-ak’e a -stand that having given
aecurity, there is no necessxty for him to give any data to banks-
.There are nghts and obligatii ns on both sides) The- banker as the
‘-~1ender is entitied to iniormation which he deems neces sary for

. 'hia apprai'531 and follow;u;i and also has a duty in turnrtowards

. the borrower to apprecxate his difficult extuations.'-v On the same

' basis, the customer should also deVeiop an accou-xtabihty to his

banke’r (Para.graphs 11. 2 to 11.4).‘
| | ie. 132
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58. LWhile financing trade, banks should keep in view,

intér alia, the extent of owned funds of the borrower in relation
to the credit limits granted, the annual turnover, pcassible
diversion to other units or uses and how much is being ploughed
back from profits into the business. They should avoid ficcncing

of goods which have already been obtained on credit) (Paragraph 12. 2).

59. [It will be useful if Governme;nt authorities like the
Textile Commissioner 91". Jute Commisgioner consult the Reserve
Bank before prescribing stqck levels for the industries concernsd
to the extent these may cut’acrou the relative norms for

inventory holding (Paragraph 12.4).

60. In view of the need for efficient transportation and avail-
ability of wagons, railways should assume some liability for undue
cielays as a part of their own diécipli:ne. as they do for damages

in transit at railway risk (Paragraph 12.5).

61. The canalising agencies and publi¢ sector producers
may review, from time to time, their distribution procedures
80 a8 .to prevent unproductive 16ck’-up of bank funds (Paragraphs

12.6 and 12.7).

62. Government and the public sector are the biggest buyers

in the country and tardy payments by them will only increase the
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level of receivables and, consequently, the need for bank credit,
Governrent departments have al_ready been fo\'lewkng the-accepted
commercial practices in respect of their purchases from foreigﬁ
suppliers but not in respect of their internal purchaaen. It Will

be useful if the Reserve Bank could lnitiate dlscuulenl on this
matter. Further, Government sheuld,: pfendlng ntreamlining its
procedures, agree to pay interest on eutabllshed delayed payments

(Paragraph 12. 8).

) 63._ ' The pé-z.muuy of aw;ltc:’hiqg over from c_r__edit sales te
cash sales, vgl;erever poseible.. be‘th in &Q‘.- private and: the .
public sectors; ahoui_d be eiaﬁﬁeed.. o‘r,at leaet'cx‘-"edlt. perleci'
allowed by sellers should be prngresllvely reduced in order to
shorten the transaction cycle and enable bank funds to achieve

a la:ger multiplier (Parag;aph iZ..,"),'

64, In the case of consortium a&vanee‘s; or where a borrower
is financed by t.nOre than Qme bank. f_he concerned banks _eheuld:
evolve a érocedure to ensure a'unif“ei_'m__l"xiﬁdling of the itcclo’unt in
conformity with the inventory hnci reéelvgb‘le_'s,ﬁelrmu and the

financial discipline suggested (Parag:aph,l'z.il,'O)

65. If a borrower refuses to comply with the new requirements,
there will be no alternative to the banker but to take first a holding
action by raising the rate of interest until such time as the require-

ments are fulfilled; but if this fails, the banker will have no option
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but to stop coperations in the account (Paragraphs 12.11 and

12.12).

66. Once danger signals are thrown up in the case of a
‘borrower and signs ‘_of difficulty emerge, speedy action is

called for on the part of the 4banker and timely and firm handling
are of essence. In such cases, the banker may intervene even
in management, ‘lf thaf is necessary, in the interests of all
concerned and the public. To diagnose the ailment, the banker
can go to a consultant and can then arrange for action, including

a financial or structural reorganisation (Paragraphs 12.13 to 12.17).

67. The Indian Banks' Association has an important role to
play in a study of the environment and particularly the impact
of regulations and enactments on the working of banks

(Paragraph 12.18).

68. (Expertise has to be built up in the banking system in
organising industryQWise studies, on an on-going basis, which
should serve as a frame of reference for decision-making in

regard to individual cases‘)(Paragraph 12.19).

69. {Instead of every bank attempting to make detailed

studies of all the major indus-tries it would be beneficial if some
selected banks concentrate on one or two industries each, for which
they may be best ﬁtted to study; the results of their study could

be made available to the other banks as also the Reserve Bank \

(Paragraph 12.20). UEET
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'70‘ ‘ (It is opportune to examine whether the limlts for the .
‘. credit authonsation requirements of the Reserve Bank should\
not be raised in view of the aitered value of the rnpee since
;‘ the introduction of the Credit Authorisation Scheme and the ‘
qualitative improvement in the lending skuls of commercial

: banks) (Paragraph 12, ZZ)

71 ' Inuentory/receivables norms should be given effect

to immedzately, while action should be initiated to implement' g

’,’_the new approach to Iending within the time bou.n& schedule as

'Jproposed in Chapter 6 (Paragraph 13 Z) |

72 Steps should be taken simul‘taneously to introduce the

suggested infcrmation system for an industria.l borrowers with :

' ylimits aggregating R§ I crore and above frvom the bankmg system and '

I

_"the process completed within six months (Paragraph 13 3)

73, Banks should utﬂise this transitory period of six months
for conducting traming seasions for their operating 0f£ic1als

: ;(Paragraph 1,3.3).1‘ : ) TR o |

‘.:"‘-7'43:" {"» Special courses should be orgamsed by the Natlonal
Institute of Bank Management and the Bankers Trammg College '
- for trammg the banks operating ofﬁcials. These lnstltutions o

_ may also help banks in trainlng the tramers, preparing operational |

manuals, and in‘bringing about ehange's in their systems and-:

i proCedure& (Paragraph 13.»4).
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75. Each bank should conduct banker - borrower seminary -
to create an understanding between the operating officials in

the respective banks and their customers {(Paragraph 13.5).

76,  After six months, a bankers' seminar may be convened
in the Bankers Training College where operating cfﬂ“clalla can
. find solutions to any operatiohal ’problems that might have been

thrown up in the interim (Paragraph 13. 5). ‘

77. The prime contribution of the Committee of Direction
appbipted by thevﬁeseﬁ%e Evvat.zkk«w’iuv be to take forward the work
of thvg;Stud_yr’.Gv;oup to a co#tinuing function of a dialogue with |
'lhdt‘u'i:;-y and i:_én)@g .t'o éna"ure Qﬁoofh running of the new system

and to take care of the need fo'r' any revision '(Péragraph'l 3.6).

Prakasgh Tandon

Chairman
5.K. Bhattacharyya P.P. Dhir
A ‘Gh-osh o . T.S. Kannan
R.C. Maheshwarl - P.B. Medhora
f’.K. ,Nax:'lc"ia | N. C.B._ Nath
lS.i Pacimanabhan Nf Rajan
Sampat P. Singh Y. V. Si\;aramakrlshnay?a

A K. Bhuchar
Member-Secretary.

BOMBAY
August Y, 1975
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ANNEXURES

LIST OF QUESTIONS

NAMES OF PARTIES WHO MET THE STUDY GROUP/
SUB-GROUPS '

INTERIM REPORT ON INVENTORY NORMS

COPY OF RESERVE BANK'S CIRCULAR LETTER
DBOD. NO, CAS, BC.113/C., 446-74 DATED THE

8TH NOVEMBER 1974 REGARDING THE INTERIM
REPORT ON INVENTORY NORMS - |

INTERIM REPORT ON FOLLOW.-UP OF BANK CREDIT

FORMS RECOMMENDED FOR THE QUARTERLY
INFORMA TION SYSTEM |

IMPORTANT FINANCIAL RATIOS IN CERTAIN
INDUSTRIES '



1.

2.

3.

4,

ANNEXURE I

LIST OF QUESTIONS

What are the broad categories of principal raw materials
required by your unit and what are the main prodncts'

manufactured by it?

What are the key conaiéerationa tha.t shape management

decisions relatmg to inventory in an induatrial organisation
C }
and your unit in pa,rticul_a.r.?

~ What are the main variablel affecting inventory levels

(raw materials, stocks-in-proceaa, finished goods and
consuntable stores) in your industry and your unit in‘

particular ?

What are the uspal levels of inventories / under various

' catégoriea, exprésaed in térms of nnmber of days'/

months! consumption (raw materials and stores)/produc-
tion (stocks-in-process)l aales (finished gooda) [ for your
industry and your unit in particular, the basis on which

they have been determined and tho circumstanogs under |

which there are departures from t'lie usual levels?



5.

What do you consgider to be the criteria for determining
safe minimum ievels of the different categoﬂes of
inventories for your induétry/unit? If the minimum
levels of inventory are governed by seasonal factors,
pleaqe indvicat‘e the minimum safe levels that will have
to be.m‘ai'nta.ined during the differ ent periods of j:he year
(expressed in térma of the number of days'!/months!

consumption/production/sales).

What is the cycle of production in your indust’ry/unit?-

If you are manufacturing more than one ite.'.m, ‘thé cycles.
for the major items may be indicated, together with the
relative importance (in percentages) of those items in the
total production. What is the relationship between your

cycle of production and your holding of raw maierials?

What is the procurement system and the nature of
inventory control in your industry/unit and what

improvements can be made therein?

What afe the mgthods of carrying inventories? Is there
a practi;e of letting others carry stocks on behalf of
your indugtry/unit on payment of interest/commission
etc. ? What is the proportion of inventories carried by

others for you?



9.

10,

11,

12,

13,

14, .

2.8

How to achieve smoother. produc;ion without abnormal
inventory build up? What are your specific problems in

inventory management, but for which, perhaps, you could

" have carried on with much lower levels of inventories?

In particular, what are 'jrour' suggestions for improving
the methods of supplying ndéter_ials by agencies auch as

MMTC, STC, SAlL,etc. and obtaining imports?.
What is the usual credit given by your suppliers?

What portion of your sales is on credit basis? What is

the period of crédit allowed by you or the general trade

practice in your ixidustry in this _fegard_? How are the

crédit. sales financed?

What is the system of receivables management in ‘ypu'r’

unit and what are the specific pi:bblemé faced in fhis.regard

Is there a system of fqrecasth;g production/business plan
for your l:}ni_t‘?l 1f s‘;)-, oﬁ what basis and at wilat interwfalé.

.it is drawn ué ?._ How is the I'n;lsihes"s; élé.i_i'qiox"related with
the fi_néncial af:énéeﬁ;ehts? A vs:pt:e.cimen‘ s;tfof ;'h'e'. forms

used for the purpoae-BY the unit may pleaée be furnished.

What are the various sources from which your industry/ -

unit meets its working capital finance and the relative

shares of these sources? The difficulties, if any,



15,

16,

experienced and suggestions for improvement in the

pattern of financing may be given.

What are your views on replacing the cash credit/
overdraft system of financing working capital by banks

by a mix of fixed loansg, bills and cash credit?

What should, in your opinion, be a suitable credit

policy for financing inventories by banks?



ANNEXURE U

NAMES OF PARTIES WHO MET THE
STUDY GROUP/SUB-GROUPS

Chambers of Commerce and Industry

1.

10.
11.
12,
13.

14,

15.

Andhra Chamber of Commerce and Industry, Hyderabad
Bengal Chamber of Commerce and .In;iustry, Calcutta

Bengal Na;ional'Chamber of Commerce and Iﬂdust;y, Calcutt
Bharat Charhber of Commerce, Calcutta

Blhar Chamber of C'c;mmerce and Industry, Patna

Bombay Chamber of Commerce and Indu.stry,‘ Bombay

Fedération of Andhra Pradesh Chambers of Commerce and .
Industry, Hyderabad

Federation of Indian Chambers of Commerce and Indxistry,
New Delki

Gujarat Chamber of Commerce and Industry, Ahmedabad .
Indian Chamber of Commerce, Calcutfa

Indian Chamber of Commerce, Cochin

Indian Merchants Chamber, Bombay"'

Maharashtra Chamber of Commerce, ‘Bombay

Punjab Haryana and Delhi Chamber-of Commerce and
Industry, New Delhi C

South Indian Chamber of Commerce, Madras



Industry Associations

10.
11i.
12.
13,
14,
15,

16.

Ahmedabad Mill Owners' Association, Ahmedabad

All India Manufacturers' Organisation, Bombay

All India Rubber Industries Association, Bombay
Association of Indian Engineering Indus-t:-ry, Calcutta
Federation of .Co-Op‘erative Sugar Factories, New Deihi
Fertiliser Association of India, New Delhi

Indian Cotton Mills" Federation, Bombay

“Indian Electrical Manufacturers' Association, Bombay

Indian Jute Mills' Association, Calcutta

Indian Paper Mills' Association, Calcutta

Indian Sugar Mills' Association, New Delhi

Indian Tobacco Association, Guntur

Mill Owners' Association, Bombay

Organisation of Pharmaceutical Producers of India, Bombay

Silk and Art Silk Mills' Associaticn, Bombay

- Vanaspati Manufacturers' Association of India, Bombay

Management Institute

National Institute of Bank Management, Bombay

Bankers! Association

Indian Banks' Association, Bombay



Individuals

1.
2,

3.

8.
9,

10.

11,

12,

13,
14.
15.
16-.
17.

18,

19.

Shri Praful Anubhai

Shri A.M. M, Arunachalam

Shri C, Balakrishnan

Shri T.V. 'Béian

" Shri M. G. Balasubramanlan

Shri N.. Balasdbra;na’njéni o

Shri S. C. ‘:Bax.xatwa.l_a

Dr. A.K. Banérj,ee

Shri Brij Berry

Shri R. M. Bhandari

Shri N. S. Bhat; ,

Shri M. V. Bhatt

Dr. H.C. Bhatt

vShrlS K. Birla

Mr, C.J.T. Blease_

‘Mr, M,V, Bourcier

Shri S.. P. Chandavarkar

Shri Asit Chandmal

Shri D.K. Chakravorty

Rustom Jehangir Vakil Mills Ltd.
Tube Inve stmentv of India Ltd, .-

Aasociated Chambers of Commerce
and Industry of India

Aasociated Cement Compinieb Ltd.

Department of Banking, Government
of India

'Coromandel Fertilizers Ltd,
‘Glaxo Labqr;ﬁor_iek (I) Ltd.
~Unit i‘ruét of"In_d'.h
_ Vazif. S(»u'l-tan;_’l'_qba_ccd C.o.z Ltd.

' Controller of Capital Iasues,

- Government of India

Associated Chambers of Commerce,
and Industry of India

Hindustaﬂ an'st;uctiqn’Co. Ltd,

Unit Trust of India

Kesoram Indﬁstries Ltd.

| Dunlop Incdia Ltd.

Mettur Bealjd'sell Ltd.

' Union Banks'o{ Ihdia'

Tata Engmeering & Locomotive
Co. Ltd."

" Bureau of Public Enterprises,

Government of India



20.

2l.

22,

23,

24.

25.
26.
27.

28.
29.
30.
31,
32,
33,
34.
35.
36.
37.
38.
39.

40.

Shri V.V, Chari
Dr. A.C. Chatrapati

Shri A.Nagappa Chettiar
Shri R, N, Chopra
Shri M. G. Damani

Dr. S.A. Dave
Dr. R. Dhar
Shri O. P. Dhir

Shri Arun Desgi

Shri §.V. Desai

Shri C.K. Doraivelan
Shri D. Y. vGaitonde
Shri S.K. Ghosh
Shri D.P. Goenka

Shri R.A. Gulmohamed
Shri I. K. Gupta

Shri R.S. Gupta

Shri P.P.S. Hariprasad
Shri C.K. Hazari

Shri NL Hingorani

Shri S.H. Jain

Industrial Development Bank of
India

Vanaspati Manufacturers! Aggocia-
tion of India

India Leather Corporation
Hoechst Pharmaceuticals Ltd.
Simplex Mills Ltd.

Industrial Development Bark of
India

National Institute of Bank
Management

Engineering Construction Gorpora-
tion Ltd.

Hindustan Lever Ltd.

Amar Dye Chem Ltd.

Leather Export Promotion Council
Century iEnk:a Ltd.

Bird & Co. '(P) Ltd.

Octavius Steel Co. Ltd.

Dena Bank

Indian Telephone Industries Ltd.
Fertiliser Cérporation of India
Madras Fertilisers Ltd.

Escorts Ltd.

National Institute of Bank Management

Bharat Heavy Electricals Ltd.



41.

42,
43,
44,
45.
46.
47.

48.

49.

50.

51.

52.

53.

54.

55.

56.

57.

58.

59.

60.

Shri M. N. Kale

Shri M.V. Kamath

Shri Shrenik Kasturbhdi
Shri A. M. Khadiresan

Shri C.D. Khanna
Shri O.M. Khosla

Shri D.C. Kothari

Shri S.. Kumara s;mda ram

Shril. Malhotra

Shri K. M, Mammen
Mapillai

Shri Paul Mampilly
§ l‘.‘ :
Shri C.V. Mariwala

Dr. N.C. Mehta

Shri S.S. Mehta

Shri J.P. Mishra
Shri Mohd. Fazél
Shri A.R. Motafram

Prof.' V.L. Mote

Shri R. Monani

Dr. Shishir K. Mukherjee

5.

Industrial Development Bank of indl'a

Tube Investment of India Ltd.

 Arvind Mills Ltd.

Indian Overseas Bank

Industrial Finance Corporation of
India

Electric Construction and Equip-
ment Co. Ltd.

Kothari (Madraé)_ Ltd.

Industrial Credit & Investment
Corporation of India Ltd.

Madura Coats Ltd.

Madras Rubber Factoz_'y_L'td.‘

Indian Ipstztute of Management,
Ahmedabad '

Vanaspati Manufa.cturers‘ Aasocia-
- tion of India

Natlonal Institute of Bank ’Management

Industrial Credit & Investment Corpor:
tion of India Limited

Orient Paper Mills Ltd.
Engineering Projects (I) Ltd.

Merck Sharp & Dhome of India Ltd.

‘Indian Institute of Management,

Ahmedabad
I, T. C. Ltd.

Indian Institute of Management,
Ahmedabad
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ANNEXURE II11

INTERIM REPORT ON INVENTORY NORMS

BACKGROUND

1. For examining the issues invo_ivea, ‘the Study .Gioup' N
set up two sﬁb-Cofnmitteea. . One Sﬁb_—Co_nrim’itteé exaiﬁined ir.ldﬁs_tr.y-'
wise requirements 6f iﬁyedtdfy while tlvxe.t-:vthef. lo;ked into fﬁeu . .‘

_ ﬁa;nkér's .a.pproac'h' :to short ternﬁ finé.n'chlzg‘o‘f industry; Both Sub-
Committees met a fr.é;‘n.'e éex‘lta..ti\’r'e' cross- section. of leé;iers of indthry,
_indusfrial 'o‘r’g:ani's‘_a'tisnsréé welll_;s .a.ejveral 'proflejssio'uai.s'; Data bla’.céd
before Qs. Sy'.éev;‘-t%iinvi:,ndm-nst}i.g:s:;'co.iim'xittee ; rhéi;xser~é.én& the Sttzid'y |

' Group's vSeérétari.ét'» ‘have :ailéd been examined.

COMPONENTS OF INVENTORY

2, Im_rentor'y could be in three parts;
(a) MinimumA lé'vel: of i:tiv;antory'in flai;t based on techni-
cal r_equi_feﬁients.
(b) Addftional inventdry‘ for strategic reéébné to fnaigtain ‘
~uninterrupted cycle of production and sa_le_s.
(c) Exceﬁa inventory. either for _rea'soné of at’o;k profit or

conservative policv or inefficient management.

NORMS
3. The minimum level of ihventofy in plant gle’pend'g on

technological requirements and ‘nor_ms could be.thoughtiqf in this area.



Inventory for strategic reasons also could conform to norms. Inventcry

in excess of these requirements will have to be considered excessive.

4, The case for norms is fairly clear., To the extent that

- some units have access to more resources than others, imbalance
develops in the system. As current assets are largel‘y supported by
bank finance, distortions in allocation of bank credit can also arise.
Nox_'ms of inventory holding fbr major industries woﬁld'ensure more

equitable distribution of resources and, therefore, better allocation of

credit for production.

DIFFICULTIES ENCOUNTERED

E. However, our examination and discusgsions reveal certain

problem areas in establishing norms. These are as under :

(a) Certain industries such as Heavy Engineering
do not have a sufficiently large sample for

deriving conclusions.

(b) Geographical diversity results in diversified needs

(c) Producbt—mix of units in several industries differ
materially.

(a) Inadequacies in areas such as transportation systems,

licensing for imports and purchase and selling trade

channels result in wide swings in inventory levels.



(e) Bunching of canalised and imported 'supbl.ﬁles“also

cause distortions in tnventbry levels. -

6. In view of these iactot's;. establishment of.horn.xe r,eqhires
considerable study at the tmit leveflza.'.tid asse'knbling' ;nd a'nai'lv’sls‘.of
data. The time at our disoosel wae-too short to hﬁdertak:e:eueh

detailed sta’ff work. Eveo ihd.u:'s:ttjiailf‘re'p.re.sehtative"e who were ;,expected
to furnish meentngfﬁ.l. da'ta.. .;cohlt!' '.not.:do' so - Iu sox'he iz‘zs‘tanees.’,e; ’
industry represehtati\ree were not in a positmn even to ’g‘tve geheral
guidelines on the fa.ctors..having a bea.ring on inventory levels m their

indust_ry.

STUDY GROUP'S VIEWS

7. Under these circumstances, the members feel that
in-depth studies should be undertaken industry-wxse and that we. should
approach some consultants to dxacuss the methodolooy of this study. |
We would therefore, 1ike to defer our recommendatxons on norms
until completion of these etudiee. ' It is, however. understood that o
Reserve Bank of Indza w111 stilt like to have our preliminary vxewe on
the basis of.the data we bat've“c'olllected‘ and the d.lsc'ussxons'we. have
had with induetr‘y represent'ative.-s‘}so-'far‘ We are, a.ccordmgly',.

, attaching a statement suggestmg certam general gmdelmes industry-
wise. We would stress tha.t these guidehnes are batsed on a study

of the limited material availa.ble to us and should be viewed more as



flexible guidelines than ag rigid norms. Variations would be

permissible under the following circumstances |

(a)
(v)

(c)
(d)

(e)

(f) .

Bunched receipts of raw materials,

Power cut, strikes and other unavoid:..ble
interruptions in the process of production.‘
Transport bottlenecks.

Accumulgtions of finished goods due to non-
availability -of shipping ¢pace for exporvt‘s or other
disruptions in séles.

Build-up of stoéks of finished goods such as
'machixier}'r, due to ‘fa.ilure on the part of purchasers -
for whom these were specifically manufactured -
to take delivery. .

Necessity to cover full requirements of raw materials

for specific export contracts of short duration.

SUGGESTED NORMS

8.

- A statement is attached suggesting norms of inventories

and receivables for the following industries :

(a)
(b)

(c)

Cotton textiies
Synthetic textiles

Jute textiles



(£) Fertilisers

(g) Vanaspati

(n) Paper
(i) Light engineering
() Medium engineering
9. It will be noted that stocks-in-process and stores have

been left out. This is 'beéausé of the wide ‘divérge‘n»cejb'etween unit
and unit. It can be left to the banker to ascertain the actual process
time and stores requirements for each borrowing unit, which should

not be difficult.

10. . Heavy engineering has been left out. This industry
covers heavy 'structurals and heavy machi'né building units which
1} B
are not many in number. The requiremgnts of this sector cannot
be generalised. The banker will have tq exa.miné eaph cése'
éeparatgly on merits taking iqto account the extent of financing the
unit has to do at various stagés of prod’uction,. ‘the';va;ila.bility of :
advances, 'on account! pajments, clients' raw material, etc.‘ One
interesting observation which has been méde in this.éontéxt ié
that the Heavy Engineering units® tie-up in net curr'efxt a.ss.ets
(inventories plué rece'ivable's &iinus‘advaﬁces receivea and creditors

for purchases) should not normally exceed 50% of value of annual

production, This will be examined further by us.

11, We have also not dealt with the sugar industry. The norms



being suggested by us are for holding of inventory by each industry,
Sugar industry being entirely seasonal, the stocks of sugar - which
is the main item of inventory - will'be determined entirely by the

LY , ,
availability of cane on the one hand and Government's release

policy on the other. Therefore, no norms need be suggested for

this industry.

12. Raw material levels have been expressed as to many
months' consumption of raw materials required to support planned
operations in the ensuing year. Finished goods and receivables are

" expressed in terms of so many months' sales.

APPLICATION OF NORMS

13, ~ The norms reprevseht reasonable levels of holding of
'inventovry and receivables i'n'eac}.1 industry. In assessing working
f:apital requirements, 'the.ba'nker Will take these levels as what:

| should reasonably bé held by the borrower concerned. If any
borrower were to'hold higher levels of inventory, the banker would
assume that the ekcéss inventory should be off-loaded, except where
circumsténees warrant ot‘herwis.e for s;Secial Teasons; excess

receivables will also be realised.

14. In dealing with fresh requests for advances or for
enhancements in limits, the banker should ask for the relative

data in the usual manner. While computing current asset levels,



the suggested norms will be taken as the maximum levels (subject
to flexibility as indicated) and the gap in resources to be financed

by bank borrowings work,éd out.

15. - As for existing accounts where no enha}nce‘nients in limits
are required, our ex‘pectaltion is that‘.the banker _wj.ll e.xamine the
existing lelvels of ‘inv‘entory and receivables and seek a redﬁction in
the levels where they:ar~e exéessive. To .'th'e extent that ir;{rentory |
an& receivables levels could vbe'.brought down, the outstanding dues to

the bank should also go down.

16. ' Our suggestion is that existing borrowers should be asked

to furnish the following additional data along with their stock

statements :
Last Current =~ Projected for .
month =~ month - current year
Sales
Production
Consumption of raw
materials
17. Where the stock _stateménts represent only a part of the

total stocks of ti’xe borrower, a summary of the total ‘stocks (inclusive
of stocks not shown in the stock statement) should be called for along

with the stock statexhent, classified into raw materials, stocks-~in-process,



finished goods, stores and spares and book debts including bills

discounted.

18, | The banker should examine the existing stock position
and level of receivables in relation to the norms on'receipt of the
next stock statement. Where the current assets are excessive, the
matter will be taken up with the borrower. A dialogue should be
established with the borrower and a prografnme for phasged
reduction in levels worked out; rheahwhile, the operations in the
borrowers' accounts may not be stopped. The position will be
watched in the next stock sta.tement and we would expect the process
of adjustment to be completed in about 2 mohths. Whére asset
levels continue to be high atv thev-end of 2 months, our suggestion is
that the banker may charge a rate of interest higher by 2% on that
part of the borrowings which'w§uld be considered excessive. The
excess borrowings will be the value of exces-s stocks/ receivables
carried by the borrower on the reasoning tha.t had the asset levels
been brought down — other fund-flows remaining unaffected ~—

borrowings from the bank would have gone down to that extent.

It should be reiterated that the objective is to introduce
a discipline and improvement in the use of working capital,
especially in the maintenance of reasonable inventory levels
consistent with encouragement of production and maintenance of

usual working relationship between banker and customer.



19, . As we hayfe provided for different contingeﬁcies in which
reléxations woula be ‘permitted, there is room for eufficlent

flexibillity in operating the norms.

' CONCLUSION

20. As,' mentidned earlier, our intention is to preceed with
further studies mdustry—wxse and the norme suggested by us are
only an mtenm measu:e. W’e’exkpec‘t to get valuable feed back £rom_
indt.zstr'y Aané banks inj th:e__-next few months on ,the appli’eatmn of these ~

norms. This will'assist us in finalising our views. .

21, We have examined whether the norms should be applied
to all mdustrial Iqqrrowers. While this could be left to the banker:
to deci@e, our own vi_ew, is that, to start with, norms could be'
applied to'lafge industrial Borrqwers with aggregete limits in
excess of Rf 10 lz;cs and .extended to even smaller borrowers as

early as possible.

A WORD ABOUT COTTON & JUTE TEXTILE INDUSTRIES -

22. Although these are seasonal, we have not provided for
higher stock levels for the season. This is on the reasoning that
it is not the function of industry to carry stocks in excess of what

is required for current operations, as otherwise, industry will be



10

taking over the functions of the trader. We are also not taking
into account the need or otherwise of price-support operations
and buffer stock operations. We presume that the Reserve Bank
would také‘ into acco{mt these faétors é.nd decide how and by whom

the marketed stocks of raw cotton and jute should be financed.

23, In regard to the textile industry in particular, while we
have adopted the norms stipulated bf the '_I’extilé Commissioner,
we have not included the e;é.niptibtiw.g.ive.n by him. On what
grounds fhe Textile Commiésidné; 'h;s pfo?id.ed-ior~exemptions

is nct clear. Here a.gain,A we Q’ouidl IA‘ea;r.é if_tol the Reéerve Bank of

India to decide whether these exemptions shduld also Be e.xtended.

GENERAL

24, Norms have been suggest.ec.l by us 6nly for some of the
major industries., As regards iﬁdustries not covéred by norms,
we would expect the banks to observe the purpose and spirit behind
the norms while dealing with their pfopoéalé.' It is also needless
for us to streés thaf the banks should be on.their guard against
any attempts to défeat the p'u‘rpoée of the norms in one way or

the other as, for example, by,bverfestimation of production or

undervaluation/understatement of stocks.

Bombay, 26th October 1974.



SUGGESTED INVENTORY NORMS

Receivables and inland bill

Raw materials Finished goods discounts (exclusive of
. foreign bill discounts)
(1) (2) __(3)
1. Cotton textiles 1.1/2 (Bombay & Ahmedabad
areas) / L2 ‘ /

2.1/2 (Eastern areas -
-Bihar, Orissa,
“West Bengal and
As sam) ‘

2 (Other than the above)

2. Synthetic textiles | 1-1. 1/2 | 1yztol 1/4
3. Jute téxtilesk 2 - 2 1/2 1 (for oomestlc o 1
. ' . sale) '

1.1/2 (for export)

4. Pharmaceuticals 2 -2.1/2 2 : -1
5. Rubber products 2 - 1/2 | l_IZ
6. Fertilisers : - . . ’
(i) for nitrogenous 1/2 - 3/4 (near th_ 3/4 -1 (where stocks 1/2 - 1
plants . refinery) - , "are in plant site) :
1 -1.1/2 (for inland 1.1/2 (where stocks- are
units) =~ : also in upcountry .
centres) _
(ii) for phosphatic . 2 - (for units in port - - do - _ - do -
plants : . areas) . ’
3 - (for inland units)

7. Vanaspati 1 Joo 1/2 : /



(1) @ (3)

8. Paper : ' _ )

(i) Bamboo and wood 4 - 8 (to be built up in (i) Controlled sales 3/4 1/2
stages from November (ii) Free sales 1/4 -do-
to May and thereafter ) :

‘ : to be brought down)
(ii) Chemicals 2.1/2
9. Light engineering - 3 _ ' 1 : 2
10. Medium engineering .3 o B ' . - do -
Note : 1. Raw maferials are expressed as so many months! consumption.

2. Finished goods and receivables are expressed as so many months' sales.
These figures represent only the average levels. Individual items of finished
goods and receivables could be for different periods which could exceed the
indicated norms so long as the overall average level of finished goods and
receivables does not exceed the amounts as determined in terms of the norm.



ANNEXURE 1IV.

TELEGRAMS : RESERVE BANK OF INDIA Post Box

RESERVBANK" CENTRAL OFFICE ‘ No. 1030
BOMBAY ' DEPARTMENT OF BANKING OPERA’I‘IONS' '
AND  DEVELOPMENT
‘BOMBAY -1
Confidential
Ref. DBOD. NO, CAS.BC.113/C.446-74 November 8, 1974

Kartika 17, 1896 (Sak

To :

All Scheduled Commercial Banks,

Dear Sirs :

Study Group to frame guidelines for
follow-up of bank credit — Inventory’
norms for financing of industries by -
commercial banks

Please refer to paragraph 9 of Governor's circﬁl'a.r‘let.te'r _
DBOD. No. Dir. BC.109/C.96-74 dated the 29th October 1974, We now
enclose for your information and nevcessary action 5 co'py. of the interi;n |
note on invenfory'nofms furnished to the Reser_vé Ba‘nk by the abqve
Study Group. 'i‘he Reserve Bank ha§ accepted the tentative suggestions

of the Group.

2. Norms have been suggésted by the Group only fox; certain
major industries. These norms are “to be applied in respect of both
the existing and new borrowers. All fresh proposals (inclruding those
from existing borrowers seeking enhanced credit'facilities) r'nay-now be
assessed in the light of the norms suggested by the Study Group. In the

case of all existing borrowers (whether or not they have sought for



enhancement in credit limits), if the levels of inventories and receiv-
a;bles are excessive on thé basis of the suggested norms, a dialogue
should be.esﬁtlablished with them and a programme for a phased reduc-
tion therein wc.)rked out. In case the excess level bersists without
justification, while the banks may not abruptly stop operations in the
borrower's accounts which may upset his normal functi;)ning, they may,
as suggested in paragraph 18 of the interim note of the Group, consider
after a reasonable period, say about 2 months; whether they should
cha~rge a higher rate of interest on the po‘rtion vof borrowings considered
as excessive in the light of. the norms suggested by the Groué. To keep
a watch in this regard, banks may call for additional information as
suggested in paragraph 16 of the noté.. .The control should, however, be
exercised with due flexibility and pnderstanding of the circumstances
which may warrant deviation from the norms, for temporary periods, as

mentioned in the Group's interim note.

3. As regards stocks-in-process and stores etc., no norms
have been suggested by the Group. In fixing credit limits, banks
should, however, carefully ascertain the actual process time involved
in the case of each borrowing unit and arrive at the value of the
process stocks. As regards stores and spares, banks should normally
finance consumable stores, the leQel of which should not be out of tune

with the past trends.



4. Although norms have been suggested by the Groug only for
some of the major industries, itiis expected- that as i'egards other

industries, banks would'endeavour to observe fk;eléurpos_e.end spirit
behind the norms sugqealted iri"the note while appeeising fhe relative

credit proposals.

5. It may be clanﬁed that the norms suggested by the Study
Grodp will be subJect to the Reserve Bank’s selectwe credit control
directives wherever apélecable.‘ .Also, in \reepeet of cetten and jute,
the stock l;xoldmg of wh1ch is reéMated by the Textﬁ.e Commlssmner
and Jute Comrmssioner respecnvely, whxle the actual mamtenance ef
stocks by the borrowe‘r would be eubject to &e ievels that ma)-r be » |
1nd1cated by the conc.ereed authonty, the-credlt | hmlt extended by the
s

bank should be broadly related to the norms suggested by the Study

Group, unless otherwxse specxﬁcally adv:.sed by us..

6. It should be noted that the norms suggested by the Group
are at this stage in the nature of en expenment. The Group expect=
to get valuable feedback from mdusﬁxes and baeks in the next few
months on the appiication of these norms. 'I'he Group hopes that
this feedback information willlass;ist it in fmahsmg_ its- views when it
submits its final reporf. We would, therefo'::e,.'reci.;xe‘st fhe banks to
submit a report to us furnishing comments', industriw’vise, ?'.n regard

to their experience in applying the norms, together with suggestions,



if any, for improvement. In order to enable the Group to make its

final recommendations expeditiously, 1t would be helpful if the banks
. A ]

could arrange to send this report so as to reach us not later than the

end of February 1975.

7. We may also mention that in‘view of the restrictions
placed on the distfibution_of di\'r.idends by companies under the
Companies (Temporary Reét?i?tipns on Dividends) Act, 1974, to.the
extent these pro_visions rve'sullt in‘the retention of a.ila.rger share of
profits within therlbu.sin.ess, ‘tljxe bor‘rvowin'gl companies'.dependence on
ocutside bqrirowi_x;gs‘ wo>u.1.‘<‘1 be rédpcéd and t};iﬁ should result in
reducing the denﬁhﬁ for bank 'c‘r:_édit. ﬁanké will n.o' doubt keep this

aspect in mind while asseésing the credit needs of borrowers.
8. Please acknowledge receipt.

Yours faithfully,
Saf-

(R. K. Hazari)
Deputy Governer.



ANNEXURE V

INTERIM REPORT ON FOLLOW-UP OF BANK CREDI’

1. INTRODUCTION

1.1 One of the tasks of the Study GrOup is to suggest guidelines .
for commercial banks';c;ollow up and supervise credit from the point
of view of ensuring proper end -use of funds and keeping a watch on the
safety of the advances and to suggest the type of Operational data and

other 1nformation that may be obtained by banks periodically from

borrowers.

1.2 - In this context. the Group is attempting to suggest a new .
approach to appraisal and follow -up of bank credit with a view to
gearing bank ox.'edit to the borrower 8 production plan and the anti-
cipated gap in his res’ouroes for itnplementing the plan, and introduc.-

ing a system of review of t_he performance o‘fth'e borrowers at

shorter intervals..

1.3 lWhile the Group is examining the subjeot in detail and
from different angles, and will suggest an.i'n_tegrated scheme in the
. . . , _ ' ,
mairi report, c'onsidering.the:,importance' of the "subjeict. it has -
prepared this interim note and oevised th'e'enclo.se'd forms in regard

to the operational andiinancial' data which may- be obtained by banks

from borrowers.,. .



2. COVERAGE

2.1 " The Group has .considerqd the question of the coverage of
the new follow-up scheme and has come to the conclusion that it is
not feasible to introduce the proposéd system immediately in respect

of all or even larger accounts for the following reasons :

(a) Discussions.émongst 'm_ernber.s and Qith the senior
operating offiéialq in some banks re\_feal thai |
celv'tain:‘bjasivc diff';culties of ‘the banking system -
willlha..ve to bev- ;éckpned with, Theopera.ting‘ staff
dena‘.ling with édvépces will require to be'trainec_l in
é.drhinisferihg tile ne\;v systém, if this has to be |
'effective.' "I"l-lere is aiso need for evolving suitable
opgratiﬁg instructions to enable the -st.aff to
utilisé the fo.rms being recommended by the Group

to the ma.jcirnum benefit.

(b) There is need for ﬁnderstanding the concepts
involved from the borrowers! side too. Used as -
they are to the long established practice.of
submitting stock statements and certain other
.minimal information, the borrowers may require
some time to switch over to the more meaningful

system the Group has in view.



(c) The Group's discussions have revealed some -
other problem areas in administering the new
system as, for e_xample. in dealing with multi-

product and mﬁlti—locational companies.

(@) The organisational structure to administer
credit differ‘s from bank to bank, énd the léveis
at which these forms will'have to be received '
and examined vary v':id.ely. P;ocedures‘will !
have to be evolved in each bank to suit its
requifements fﬁr proéer implémentation of the

new system.

2.2 The Grc;ﬁp, ‘therefore, suggest s that the ap'p‘raisal'afnd»'
follow-up on the basi; of the data proposed to be obtainéd in tl;ése
forms n;xay be tried out in the first instance on an e#perimental basis
~on certain selectea bor.rowers. This would enagle the' Group to
take care of any unforeseen problems which r'night'be thrown up

before finalising the forms for introduction on a wider scale.

2.3 While in the long run the data would form the basis for
determining the credit needs and regulating the drawings, in the
experimental stage the objective should be limited to testing the - |
feasibility of obtaining and processing the data and identifying the

problems that may arise both at the borrowers' and the bankers'



levels in switching over to the new system. The system maf be
tried out on at least five to ten borrowers in each bank with deposits

]

of R 50 crores and above. The aim should also be to monitor the

operation of this system in order to meet problems as and when

they arise.

z.4 In designing forms fqri appraising bank credit and follow-

up, the objective has been to obtain data wﬁich would ensure that the
amount of credit requested is realistic in relation to the needé of
business -operations and is used for approved purposes. Consequently,A
having regard to. the many variables in the current business environment,
the Study Group has come to the conclusion that it will be more
practicable to relate suéh needs to a period for which the borrowers!
0peratioﬁa1 pla.n.s (in tgr.ms of production, sales, inventories, costs
and profits) could be projected mofe precisely. The Group has,
fherefore, forrﬁulated its recommendations in terms of a scheme
which requires ti)e t;orrower to furnish detailed oéerational plans

for a quarter rather than at longer intervals. This would also
facilitate reviews of bank credit in relation to such short term pro-
jections. The proposed system provides for a self-disciplining
mechanism for the borrower as he will have to furnish explanations

for variations between projections and actuals for each quarter.



3. SUGGESTED FORMS

3.1 It is suggéstédfhat the fpliowing forms, which are a pétrt
of an integréted, scheme for reviéw"of bank credit and follow-up, 'méay

be introduced at this stage, '6n an éxperimental basis

Form I - Prpje(_:‘ted qug.rterly ope‘_ra.tioﬁal pla."n :
and estimates of current assets and
current liabilities.

Form I - Projected quarterly funds-flow.

3.2 The two 'form_’sk (I and a‘II) shopld normally be 'su_fficient

for the puﬁSOSe ih view; Howévér, tﬁefe ma.y be cases of difficult

accountg calling fof a close.r monitoring. In such cases.,. it m#y be~
advisable also to call for cash ﬂow statements thh onthlz pro_;ec;

tions. The forms which may be used for the purpose [Form III) is

also attached,

4. IMPLEMENTATION -

1

4.1 The forms could be tried out by all banks with deposits
of k¢ 50 crores and above. It_: would be wbrth;while to involve the

major foreign banks also in this exercise.

4.2 As the intention is to test the forms on an experimental

basis, banks could choose those borrowers who would earnestly



co-operate. Incidentally, several in industry whom the Group has

met thought that compiling sucﬁ formé would be quite feasible. The
S

expectatlo_n also is that, inasmuch as the exercise would lead to a

bétt_er undergtandin_g on the paft of the ba.nicer of fhe credit‘needs

of the bérrowgr, it would also help the latter in gefting the neceslsary

credit suppért and induce hiin to readily furnish the data to banics in

the proposed forms.

4,3 In selecting customers, banks should aim at a coverage
of different industries as also a good crogs-section comprising

the ve'xfy large, large and medium-sized borrowers.

5. PREPARATORY STEPS

Having regard to the importance of the matter, itis
necessary to ensure that adequate preparatory steps are taken to
ensure a smooth change over to the new system. The following

suggestions are made in this regard :

. (a) The Reserve Bank should conduct a seminar in
the Bénkers Training College at Bombay for
briefing one official from each participating bark
regarding the scope and content of the suggested

forms and interpretation of the data repurted therein.

(b) Five members of the Study Group could guide the

deliberations of the proposed seminar.



(c) The part1c1patmg banks may be asked to nominate an

official, who would be charged thh the responsxbility
of introducing the proposed system in the bank, to

partitipate in the seminar.

(d)  The officials concerned should thereafter brief, in
tthe tespectiye ‘ha.nks.. the ‘other chficials who wopld
be involved in the irhplementstien of the schet'ne»of
bringing into ﬁée’ | the neQ forms.

(e) ,'The compos1t1on of the samples selected by the banlts
w111 also be dlsctlssed and dependmg upon the reaction

the exact number of accounts tha.t each bank will test

‘will alsd be decided.

6. EVALUATION

The evaluation of the e:tperience gained b}t banks in
introducing the forms on a pilot basis in the_ case of the selected
‘borrowers may be made in the last week of March or first week
of April 1975. For this purpose, another seminar may be
organised by the Reserve Bank of India in the Bankers Training
College at two levels, viz., the senior management'level and the

operating level. The consensus arrived at the seminar will be a



“valuable feedback to the Study Group, which will be taken ini:o

account for, the Groupv's final recommendations.



FORM 1

QUARTERLY OPERATING STATEMENT £ (000's omitted)

Actuals Projec- Previous Current Next Subsequent
for pre- tions for quarter quarter quar- quarter
vious current - . ending.... ending ter ending....
account- account- Budget Actuals Vari- ....... ending
ing year - ing year @ ance ceeeas
(Whole year). (Whole year) - .
’ o+ < : . - ## :
Part A : . ‘ Actuals/ Budget Budget
, _ ‘ - Estimate. . - '
1) _(2) (3) 4)  _(5) __(6) ) _(8)

L. Sales
2.. Less Excié-e dﬁﬁy L

3. Net sales (Item 1 -
Item 2)

4., Cost of sales -

.(a) Raw materials

" . consumption

(b) Power and fuel

(c) Salaries and wages

(d) Consumable stores .
(e) Repairs & maintenance
(f) Other manufacturing

_ " expenses ‘

(g) Depreciation

S ub-Total )



(1) (2) (3)

(5)

(6)

(7)

-~ (8)

Sub-Total
Add Opening stocks-in-process
and finished goods

(3).

Sub-Total _
Deduct Closing stocks-in-process
- and finished goods '

Total cost of sales

5. Gross profit (item 3 -
itemn 4)

6. Other overheads
(a) Interest _
(b) Selling, general and
administrative expcnase

7. -Operating profit (item 5 -
item 6).

8, Other income/expences

Net @'_)

9.. Profit before tax
(Item 7 + item 8)



. Previous Current Next Subsequent
Part B - quarter quarter quarter quarter
ended..... . ending ending ending....
Budget  Actuals Variance = ....... ceeens
@ L .
' - .. Actuals/ Budget Budget
o L - . Estimate
| (1) @ @) - () (). (6)
CURRENT ASSETS
I Inventory
i) Raw materia.ls* - Imported

i) Stocks-ln-process*"'
1ii) Finished goods***
iv) 'Consuma.ble stores®

u

1v

Indlgenoul

Receivables***

~ (including bills dlscounted with

bankeu)ﬂ-

Advances to suppliera of raw
materials and stores ‘

Other current as sets ,

Total current assets _

esea 4



(1)

CURRENT LIABILITIES

A%

Vi

via

VIII

IX

Short term bank borrowings
(including bills discounted with
banker.S?@@

S+t

AO.C......OI..I‘.lI.....O.
B..II.".I‘...I..'.‘.I.Il'l

c.nc.olc.o.l.o...o.....oto

Creditors for purchases of raw
materials and storest+t

Advances from customers
Accrued expenses
Statutory liabilities

Other current liabilities

(2)

(3)

(4)

(5)

(6)

Total current liabilities

ceeeed



@)

(i)
(iii) A

- 5 -'

Information in this form is to be furnished for each line of activity/ unit separately as
also for the company as a whole and where any particular line of activity/unit is financed
by more than one bank, the activity/ unit-wjse data and data relatmg to the whole company

- should be furnished to each financmg bank.

Where estimates have been given under the head "actuals", reasons may be given.

As the form has to be furmshed during t.he current quarter, vide note below, the actuals
would not be available for the whole quarter. For the period actuals are not available,
estimates may be taken into account for arriving at the figure to be furnished in column 6

- of Part A and column 4 of Pa.rt B

“In columns (l), (2), (4), (5) and (6) in Part B of the statement, also indicate, within
 brackets, under each figures (against items I(i), (ii), "(iii), "(iv) and I1), how many months'

' . consumption*/cost of productwn**/sales*** the relative item represents in relation to

) | |
(vi) -

(vii)

(viii)

_the annual projected productxonlsaies. Further, if the budgeted levels of inventory/
receivables (columns 5 and 6 in part B) are ‘higher than the norms indicated by the bank

reasons may.be gwen in an annexure. _
Out‘taudmgs with d_ifferent banks should be g_iven separately. _‘

In case audited balance sheet and profit and loss account for the previous dccounting:-

'year are not available, estlma.ted/provxsmnal figures for the previous year may be

furnished in column (1) and the figures for the preceding year based on audited balance
sheet should be given in an additional column before column (1) :

“Amount of bilis discounted w1th bankers, mcluded in 1tem II of Part B should be indi-

cated separately.

~Amount of bills discounted w1th ba.nkers in respect of purchases. included in item Vor

item- VI of Part B should be indicated separately. :

NOTE : DA'I’A IN THE FORMS SHOULD BE SUBMITTED AT LEAST ONE 'WEEK
: BEFORE THE COMMENCEMENT OF THE NEXT QUARTER."



Sale of fixed assets

QUARTEIL.Y FUNDS FLOW STATEMENT

FORM I1

(000*s omitted)

~(#)/Loss (-)$

Depreciation -

‘Sub-Total =~
‘(ite.m 1+ item 2).

Actuals Project- Previous Current Next Subsequent
for pre- tions for quarter quarter quar- quarter
vious current : —ending........ ending ter ending....
account- account- Budget Actuals Variance ....... ending
ing year ing year  _ @ Actuals/ ......

(Whole (Whole - g Estimate :
year)  year) _ ¥ Budget Budget
| R R R B 2 NN @ 0 (a)
SOURCES - |
Long term :
. Profit before tax:

Cap'intal issue - -

Term loans/debentures/

- deferred crediAt,s -

Public deposits

- Others (specify)*

Sub-Total (item 3 to 8)



W @

(3)

(4)

(5)

(

)

(1) -

(8)

Short term :

10.

11'

12.

13.

Decrease in current assets :

(a) Inventory

(b) Receivables (including bills
discounted with bankers)

(c) Others (specify)* - :

Increase in current liabilities :

(a) Creditors for purchases
of raw materials and gtorea
(b) Short-term bank borrowings
(including bills discounted
with bankers)
(c) Other short term payables
(d) Others (specify)*

Sub-Total (item 10 +
item 11)

Grand Total (itermn 9 +
item 12)




USES

(1)

()

(3)

{4)

(s)

(6)

()

(8)

Long term :

14.

15.

16,

17.

- 18,

19.

20.

21,

22,

‘Sub-Total (item 14 ta Zl)

Additions to fixed assets

Repayment: of term loans/
debentures/deferred credits

Repayment of public depoiits

Investmeants in subsidia.nes
and affiliates

Advancea to subndxa.ries and
affilxates

Payment of taxes

Dividends

' Others (specxfy)"'




W @ 6

(4) |

)

(6)

(7)

()

Short-term :

23,

24.

25.

26.

27.

28,
29.

Increase in current assets

(a) Inventory

(b) Receivables (including bills
discounted with bankers)

(c) Others (specify)* .

Decrease in current liabilities

(a) Creditors for purchase of
raw materials and stores -

(b) Short-term bapk borrowings
(including bills discounted
with bankers)

(c) Other short term payables

(¢) Others (specify)*

Sub-Total (item 23 + item 24)

Grand Total (item 22 + item 25).

Balance (item 13 - item 26):
Surplus {(+)/Ehortfali(-)

Opening cash and bank balance

Closing cash and bank balance
(item 27 + {tem 28)



(1)
(i)-

(iii)

(iv)

=5 -
Where estimates have been given under the head."actuals"”, reasons may be given.

As the form has to be furnished during the current quarter, vide note appended to
Form I, the actuals would not be a.va.xlable for the whole quarter.. For the period
actuals are not available, estimates ma.y be taken into account £or arrwing at

the figures to be furnxshed in column 6, : :

If any significant amount/.s is/are included in this item. parti.cnlara thereof. may be
furmshed separately. :

The figure should tally with item (9) in'P;a:# A of Form L.



CASH INFLOWS :

QUARTERLY CASH FLOW STATEMENT
(000's omitted)

FORM III

Opening cash/bank balance

Realisation from sales-

Advances from customers

~ Term locans/debentures

Previous ' Current Next quarter Subsequent
quarter : quarter ending......... quarter
ended..... ending. .. Budget ending....
Budget Actuals Variance = Actuals/ Month Month - Month
' @ Estimate I I 11 Budget
' #
(1) @) = - (3 4. () (6) (7) (8)

Payments to suppliers
of raw materials and

Advances to suppliers

Salaries, wages and bonus

Power, fuel and other manu- -

facturing/miscellaneous
operating expenses

1.

2.

3.

4. Capital issue

&, Puklic deposits

7 Oihers (specify)¥
3. Total (item 1 to 7)
CASII CTUTILOWS

Sl3l¢Es

10.

11.

lz.

13,

Excise duty and sales tax



14.

15.
16.
17.

18.
19.

20,
21,

22,
23,

24,

25.

Previous quarter
ended. coceeeens

Actuals

@
(1) (2)

Budget

Variance

(3)

Current Next quarter Subst quent
quarter ending. ....e.e.. quartoer
ending. .. Budget endir ...,
Actuals/ # Month Month Month Bu et
Estimate I II LIl o

(4) (5) 6)  .07) (&

Interest and other
financial charges.

Income tax
Capital expenditure

Repayment of term loans/
debentures/deferred credits

Repayment of public deposits
Dividends
Closing cash/bank balance

Others (specify)*

Total (item 9 to 21)

Cash deficit(-)/surplus (+)
(item 8 - item 22)

Opening short term bank
borrowings (including bills
discounted with bankers)

Closing short term bank
borrowings @@

(including bills discounted
with bankers)

(item 23 + item 24)



ee

(i)

(ii)

(iii)

(iv)

Where estimates have been given under the head "actuals", reasons
may be given.

As the form has to be furnished during the current quarter, vide note
appended to Form I, the actuals would not be available for the whole quarter.

‘For the period actuals are not available, estimates may be taken into account

for arriving at the figure to be furnished in ¢olumn 4.

If any significant amount/s is/are included in this item, particulars thereof
may be furnished separately. ‘ ‘

Peak requirements in each month may be indicated, within brackets, against
item 25 under columns 5 to 7.



ANNEXURE VI

FORMS FOR QUARTERLY INFORMATION SYSTEM

QUARTERLY OPERATING STATEMENT FORM I
- {000's omitted) ‘

Last Current Previous quarter - ' Current

4,

year  Jyear ended...ees000s . quarter
Actuals Budget e X ending
~ + ’ . . ‘ ‘. o s ev e e
- o © Estimate Actuals ~ Estimate
PART A (1)  L2) ) I ) DR )
1. Sales
2. l.ess : Excise duty
3, Net sales '
- (ftem 1 - Item 2)
Cost of sales

a) Raw materials
_consumption

b3

b) Stores and sparéo ﬁ

: consumption _

- c) Salaries and wages

d) 000:0'-...’..'.,.‘.-:'. .

A e) Other :mandfacturhigf

expenses, including
depreciation

Sub-Total :

LI N z

( PLEASE SEE PAGE 7 FOR NOTES)



(PLEASE SEE PAGE 7 #fOR NOTES)

) (2) (3) (4) (5)
Sub-Total :
Add : Opening stocks-in-
process and finished
goods o
Sub-Total :
Deduct : Closing stocks-in-
process and finished
goods
Total cost of sales
5.  Gross profit (Item 3 -
It_em 4)
.6.‘ :Ihtere'st and other
"overheads
7. . Other income/expenses
Net .
8. Profit before tax
'~ fitem 5 -~ Items (6 + 71/
.o 3



Previous quarter Carrent
endedscinssnes quarter
- , . ending. .,
"PART B ** Estimate Actuals Estimate

(1) {2y (3)
CURRENT ASSETS , .- -

1. Inventory .
i) Raw materials

ay Imported £
(months' consumption)@

b) Indigenous £
(months consumption)@ ‘

ii) Stocks-in-process (months'
cost of production)@

iii) Figishéd goods {months*
cost of sales)@

iv) Consumable stores
{months' cpnsmnptio:x)@

II. Receivables - ixicluding bills
discounted with bankers'H‘ s
(months’' sales)@

III. Advances to supphers of raw
" materials and stores

IV. Other current assets‘includ-
ing cash and bank balance

.‘Total current assets

C : . ’ ' EX 4
(PLEASE SEE PAGE 7 FOR NOTES)



) @)

- CURRENT LIABILITIES

V. Short term bank borrowings
including bills discounted with
bankers t+++

o't.t-_lol.oiuuo‘-n-nlooo Bank
;bft‘c.-u.-fnncnuo...nudc Baﬂk
VI. Creditors for purchases of raw
materials and stores t+++
(months' purchases)@
_VIL. Advances from customers -
VHI.Accrued expensges
IX. Statutory liabilities

X. Other current liabilifies

Total current liabilities

(PLEASE SEE PAGE 7 FOR NOTES)



FORM 1I

QUARTERLY FUNDS FLOW STATEMENT

Last
year

Actualst Budget

(1)

(000's omitted)

Current
year

(2)

Previous quarter
ended....ovanen

Estimate  Actuals

) ()

Currcnt
quarter
‘ended

(R K]

. Estimate.

(5)

SOURCES
Profit before tax

Depreciation

Funds generateid
from operations

Increase in - capital
- TL/Deb/
D. P. Liab,
~ public
deposits

Decrease in intercorpo-
rate investments and
advances ' o
Increase in short term
bank borrowings (includ--
ing bills discounted)

Increase in other current -

liabilities
Decrease in inventory

Deciease in receivables
(including bills discounted)

Decrease in other assets

Total funds available

(PLEASE SEE PAGE 7 FOR NO TES)

cess 6



n @

(3)

2

(5)

USES

Increase in fixed assets
Decrease in TL/Deb/D. P. Liab,
Decrease in public deposits

Increase in inter-corporate
investments and advances

Decrease in short term bank
borrowings (including bills

discounted)

Decrease in other current
liabilities :

Increase in inventory

Increase in receivables
(including bills discounted)

Increage in other assets
Payment of taxes

Dividends

Total uses of funds

Surplus(t+)/deficit(-)
Opening cash and bank balances

Closing cash and bank balances.

(PLEASE SEE PAGE 7 for NOTES)

-J



NOTES :

(11)

(iii)

(iv)

()

(vi)‘

(vii)

(viii)

(ix)

(x)

e

- 7 -

Data in these fornjis should be submitted not later thana
fortnight from the commencement of the current quarter.

Information in these forms is to be furnished for each lirn

of activity/unit separately as also for the company as a wholi
and where the different activities/units are financed by
different banks, the concerned activity/unit-wise data and
data relating to the whole _company should be furnished to
each financmg bank.

The valuation of current assets or current liabilities.

and recording of income and expenses in these forms should
be on the same basis as adopted for the . statutory balance
sheet, and should be applied on a consistent basis.

In case audited balance sheet and proﬁ.t and loss account

for the previous accounting year are not available,
estxmated/provlsxonal figures for the previous year may .

be furnished in column (1) of Forms I (Part A) and II and-

the figures for the preceding year based on audited balance -

sheet should be g1ven in an additional column before o

column (1)

Any 1tem of expehd1ture which forms a significant propor-
tion, say 15% or more, of the total cost of production or
has special significance otherwise, e.g., power in the

case of aluminium industry, the mformatmn may be-

furmshed separately, under appropna.te heads.

The penod is “to be shown in relatmn to the annual projec-
tion for the relative item, .If the levels of inventory/
recewables are. hlgher than the norms indcated by the
bank, reasons may be given. "

If the canalised items form a significant part of raw
materials inventory, they may be shown separately.

Amount; of bills discounted with bankers, included in item II
of Part B in Form'l, should be indicated separately.

Amount of bills discounted with bankers in respect of
purchases, included in item V or item VI of Part B in
Form I, should be indicated separately.

. The classification of current assets or current liabilities

should be made as’ per the usually-accepted approach of
bankers and not as per definitions in the Companies Act.
instalment of term loans payable within 12 months from
the date of balance sheet should be classxfxed as current
liabilities). ' :
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14.
15.

16.

ANNEXURE VII

IMPORTANT FINANCIAL RATICS

. IN.CERTAIN INDUSTRIES

Cotton Textiles

Silk and- Ra_yoxi Textiles

Juté Téxtﬁes. |

Rubber and Rubber: Producté
Chemical 'Ferfjilfiser 8 |
Phafmaéeﬁiicals :

Ipduétriﬁl 4I_Cher;'»1i¢a1's ‘
Vegetable a‘?!d Hyd_:ro.ge;x;é:.tcrafi oil,
P}ap-er'.ax»xd'- P.';zper Produc':ts._- :
M01‘:0r Vgﬁicles

O}thér 'i‘ran_sporf Eqiﬁpmernt

Electrical Mathinefy. Appax_-'a.tus,
Appliances, etc.

Foundries and Engineering ,W:o_x'kshogis
Ferr_dus- and an-Fe'r_i'ous Metal Products

Miscellaneous Machinery .

 Construction’

Notes

‘Pa’ge

10

11

12
13
14
15
16

17



1. COTTON TEXTILES

IMPORTANT FINANCIAL RATIOS

---------------------------------------------------------------------------

Category of Public limited companies - Private limited companies
companies
Year 1970-71 1971-72 1972-73 1970-71 1971-72 1972-73
No. of companies 270 o 270 270 '53 53 - 53
Current assets/ QI 1.37  1.33 1,40  1.15 1.15  1.16
Current liabilities . : S o , '
| M  1.10 1.09 1.16  0.88  0.91 0.92
Q3 0.82 . 0.85 . 0.91  0.72  0.68 10.70
Long term debt/ Q1 0.16 - 0.15 ~ 0.15 - - 0.15
Net worth e - o o ’ :
M - 0.39 0.3¢ -0.3¢  0.10 0.19 0.34
Q3 0.81  0.74  0.67  0.51  0.55 0,67
Total outside . Q1  1.3%6 - 1.53 - 1.44  1.68  1.68 1.42
liabilities/Net - : | | S o e
worth . M L9 212 215 224 2,60 - 2.32
Q3 " 3,30 3.39 3.26  3.08 3.7 3.79
Net sales/Net Q1 . . 5.77 -6.14  6.56 5,16 - 552  6.53°
fixed assets ' _ - e T - v ' :
M 3.71  3.84  4.47  © 3.63  3.92 4.06"
Q3 . 2.23 . 2.47 . 2.81 . 2,75 2.88  3.02
Net sales/ QI 3.04 3.1z 3.02 3.29  3.43  3.34
Current assets - T
M 2.3 2.3z 2,33 2.58 2714 .2.59
Q3 1.87  1.81 1.9  1.87 2,04 . 1.9

LI Y Y 2



- 2 -
2. SILK AND RAYON TEXTILES

IMPORTANT FINANCIAL RATIOS.

[ 0 o e e e W m Ge 9 D am A wm e v A Ve e e e e e G e S R R A TR Re M W A W e e G v GR R A M NP P WD D GE B8 W G e G e D P TR T W W MR W D W W WA B

Category of : .
companies Public limited companies Private limited comparies

Year 1970 7 1971 72 1972-73  1970-71 1971-72 1972-73
No. of‘companies, .18 18 18 20 20 20
Current assets/ QI 1.47  1.67  1.84 1.30  1.27 1. 34
Current liabilities : :
M 1.22 1,31 1.33 1,17 1.16 1.14
Q3 0.99 0,97  1.09 1.03 1,02 1.03
‘Long term debt/ Q1 0.09 0.09 0.07 - - -
Net worth ' ‘
M 0,13 0.18  0.20 0.04  0.07 0.03
Q3 0,29 0.31 0.29 0.17  0.22 0.16
Total outside = QI 0.77  0.75  0.77 1.63  1.78 1.55
liabilities/ =~ : 4
Net worth M 1.31 1.13 1.15 2.17 2.22 2.37
Q3 1.89 1,70 1.97 2.52 3.24 4,59
Net sales/ = Q1 5.11 © 4,80 5.97 7.59 11.06 10.71
Net fixed assets oo ‘
M 3.68  3.54 3.62 5.17 5,28 6. 04
Q3 2.32 2.37 . 2.53 3.36 3.49 2.5
Net sales/ . Qi '2.65 2.68  2.94 1.73 2.05 1.8
Current assets ' :
M 2.04 1.83 2.02 1.55 1,61 1.49
Q3 1.65  1.48 1,61 1.25 1,25 1.18

O'.¢3



IMPORTANT FINANCIAL RATIOS

-3 -

3. JUTE TEXTILES

--------------------- '--—--------.-yn---'--p--—---..--.n---‘w-i-.*..---.--.----.

Category of
companies’

Public limited companies

, Priﬁ.te ‘Mimited coh{‘paniee

- S Un M G e TV G T UD T W N A AR R L W G TE W Ey P W R R e L ) q-y--..hq-...-q-....--- ----------

Year

11970-71 1971 72 1972-73

l970 7)°1971-.72

1972-.73

P L L X L O I R I SN I R A b owwwen .--.-..-OA---.‘b—-t-.-..d—---------
. . .

No. of companies

Current assets/ = Q1 -
Current liabilities

M

QS-'

Long term debtl Q1
Net worth =~ =

Q3 .
Total outside Ql L
" liabilities/ P

- Net worth . M

Qs

Net sales/ Ql

Net fix_ed B
assets ' M

Q3

Net sales/. Q1
Current assets ’

Q3 -

43

- 43

3

3

P EE e ® Eraerec T e TR AR R R E TR PO RN EE, R R e E eSS ® e .-

| ;i.z?i'
1.09
' 0.90
0,07
0.31
..6144 7'
',1;82* ”'
;z.3iy
3,60
.36
5.4z
o
261

'z.zg

1.72

- .0.07

-. 0.24

2,72

2,20 .

1,35,
L1

0,99

 3;22'T
'950;5;;
! 6:39
)4;é§ ';

2.99 .

e
B }_Jo 99
?’o o7f;;g'
70531:  o
:;ii;gg. |
‘73;62 f." 
s.81
613
55
T
ERTI

2,31

Sn0

»'vl .“09__» . _

2,42

1.16

2,93

sase 4



AUNDER & RUBKRER PRODUCTS

IMPORTANT FINANCIAL RATIOS

______________ "B e e e e e = = e v = = s = - . = ——————— - -
Category of :
companies ) Public limited companies Private limited companies
Year 1970-71 1971-72 1972-73 1970-71 1971-72 1972-73
No. of companies 15 15 15 13 13 13
Current assets/ QI 1.78 - 1.57° 1.71  1.25 117 = 1.18
-Current liabilitiee ' T _
M 1.52  1.43  1.46 1.12  1.05 0.99
Q3 1.03 1.16 . 1.25 ~ 0.96 1.00  0.90
Long term debt/ Q1 = 0.18  0.09 . 0.12 - - -
Net worth : _ o :
| M 0.44 0.41  0.39  0.31  0.24 0.38
Q3 0.70 0.74 0.89  0.65  0.77 0.70
Total outside Ql “1.10 1.14 0.83 1.65 1.88 1.73
liabilities/ - . :
Net worth M 1.34  1.47  1.10 1.84  2.21 2.61
Q3 1.98 2.21 2.7 3.04  2.69 2.97
‘Net sales/ Qi 4.71  4.47  6.00  7.51  6.29 5.24
Net fixed ‘ ,
" assgets 0 M 3.65 3.77 3.52 4.19  5.37 3.64
Q3 1.71  2.00 1.6l 3.37  2.65 2.16
Net sales/ Q1 2.40 2.03  2.41  2.78  3.19 2.71
Current
assets M 2.12 1.91 2.25 2.42 2.49 2.44

Q3 1.28 1.43 1.76 2.26 1.91 1.77

-0-.5



IMPORTANT FINANCIAL RATIOS

5.

5

CHEMICAL FERTILISERS

e e m > > i > = v o as T e e R R e e e e e e e e T e e e e e S S S T e e e T e e ..

Category of
companies

Public limited companie 8

Private i mited compahies

--.‘-----------—-...—------------—_------—----------------------------------

‘No. of companies

Current assets/

Current liabilities-:

Long terrﬁ debt/
Net worth

Total 6utsid'r.*
liabilities/
Net worth

Net sales/
Net fixed assgets

Net sales/
Current assets

Q3

a1

Q3

Qi
Q3

Q1

Q3.

Q1

Q3

1.47

1970-71 1971-72 1972-73 1970-71 1971-72 1972.7:
" No. of companies - . 15 15 ) s - o

1.50 1.56  1.75 -

.15 112 1.19 -

‘0.94i- 0. 64 0.74 -

0.01 0.0l - -

0.19 0.18  0.11 -

0.84 1.20 . 0.90 .

1.15 1.13  0.75 -

1.86  1.65 1.4l .

2,60 2,58 1.64 .

4.56. 4.13  3.85 -

2.21 235 2.65 -

0.69  0.86 0.92 -

2,03 2.30 2.6l -

168 1.90  2.33 -

1.50  1.47 -

00'06



6. PHARMACEUTICALS

IMPORTANT FINANCIAL RATIOS

———————————— . ——»'-—---‘--'--'—"—-—-——-———--—»c—-\-----..--...._-_____---_..-_’---_-_
Category of
companies . - Public limited companies Private limited companies
Year 1970-71 1971-72 1972-73 1970-71 1971-72  1972-73
‘No. of companies 42 -42 42 - 21 21 . 21
‘Current assets/ Q1 1.82 . 1.68  1.69  1.27 1,22 1,22
. Current liabilities = - : : :
Q3 1.18 1,16  1.13 0,77  0.89 0.88
Long term debt/ QI - - - - - -
Net worth = » .
A M - 0.02 0.01 - - -
Q3 0.32  0.27  0.24 0.04 0,06 0.28
Total outside Q1  0.92 0.95 0.95 1.54  1:58 1.87
liabilities/ |
Net worth M 1.29 1.38 . 1.54 2.52 2,41 2.42
Q3 2.16 - 2.15 2.19 4.38 3.83 4.09
Net sales/ Q1 5.63  6.68 6.19 9.24 9.75 11.36
- Net fixed assets _
M 4,20 4,73 4,79 6.64 6.70 7.18
Q3 2.79 2.71 3.00 2,09 2.70 2.28
Net sales/ Ql 2.26 2.09 2.12 2.19 2.25 1.93
Current assets
' M 1.79 1.78 1.87 1.82 1.80 1.75
Q3 1.33 1.48 1.48 1.48 1.57 1.48



Category of
companies

7.

INDUSTRIAL CHEMICALS

-7 -

IMPORTANT FII}.IANCIAL RATIOS

Public limite:d companies

Private limited companies

--------------------------------------------------------------- -----------

No. of companies

Current assets/

0)§

Current liabilities

Long terrﬁ debt/_
" Net worth

Total outside -
liabilities/
Net worth

Net sales/
Net fixed assets

Net sales/
Current agsets

Q3

ar

Q3

Q1

i
Q3
Q1

Q3

Qi

1970-71 1971-72 1972-73 1970-71 1971-72  1972-73
No. of companies 5555 ss T 15 18
1.86  1.99 1.98  1.46  1.45  1.65
140 141 1.53_ 1,18 1.14 109
1.09° 1.08 1.07°  0.93 0.8 0.9
o021 0.6 0.19 - - -
0.68 0.60 0.72: -}b.sx :~fo.38‘ 0. 36
0.82 0.77 0.6z 0.79 0.9 0.8
.31 1.09 1z ner 1.5 1.55
2,02 1.40  1.79 3,49 '_5.97', 3.99
2,94 2.80 © 3.85. . 4.95 442 489
1.55  1.87  1.86 3,11  3.44 3.3l
0.89  0.94 1.0 .01 1.11 1,22
1.95  2.02  2.16  1.91 1.6l  1.88
163 - 170 172 . 1.62 136 167
.11 118 1.25 0.99 0.9 1.07

Q3

....8 .
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8. VEGETATLY & YD O7rIIATED OILS

IMPORTANT FINANCIAL RATIOS

[ e R R R R R R R R R R R
-an -

Category of

companies ’ Public limited companies Private llfnited comnanies
Year o 1970-71 1971-72 1972.73  1970-71 1970-72 197273
No. of companies 14 14 14 21 21 21
Current assets/ Q1 1.27  '1.21 1.22 1.27  1.20 = 1.31
Current liabilitiee ' : - o -
M 1,14 1.06 ~ 1.06 1,10 1.04 . 1,11
Q3 0.88  0.80  0.81 0.81  0.77 0.83
Long term debt/ Q1 - - 0.01 - - ' -
Net worth. - : _
' M 0.23 0.26  0.23. - - -
Q3 0 0.37  0.41  0.34 0.22 0.34  0.33
Total outside QI 1.48  1.92  1.99 1.23  1.23 1.51
liabilities/ : | '
Net worth - M 2.15 2.61 3,17 2,60 2,30 2.98
Q3 3.05 4.03  5.09 3.81 4.8l 4.00
Net sales/ Q1 24,40 20.93 20.09  23.95 23.00  24.77
. Net fixed assets ' :
M 17.46 13,72 14.54 14,27 10.16 12.70
Q3 8.16 6.86  8.91 6.78 5.97 8.23
Net sales/ Q1 6.95 6,67  6.18 713 7.79 5. 87
Current assets :
M 6.32 5.45 5.43 5.19 5.77 5,26
Q3 4,33 3.33 3.21 3,22 3,67 3.66

lcotg



Category of
companies .

No. of companies

Current a@sets[ :
Cur rent liabilities

Léng term debt/

Net worth

Total outside -
liabilities/
Net worth

Net sales/

Net fixed agsets .

Net sales/
Current assets

9 -

9. PAPER AND PAPER PRODUCTS

IMPORTANT FINANCIAL RATIOS

Public limited companies APrlvate limited cc;mpénies

-------------------------------------------------------

1970-71 1971-72 1972-73 1970 71 1971-72 1972-73

-------------_.—---o---—-‘. -------------- u---‘--. -----------

36 3% 3% 10 .10 10
QL399 L& 145 - - .
M '»"»fp'.9s‘f:'-' o.;_§4' 093 1.23 116 1.12
‘63»4-_ ‘ }_0.6,3'  0.69  0..69  - - .
ar 013 v_ohl.~l..8_ Toas - - ]

. M 053 | '0;48"_; 0.39 - .- . ) .’ .15
a Q3 101 o.’74' 0.70  ." . . | -
el Lo 088 0.89 .. ]

| M 212 1.68 st 1.52  1.20 - 104
Qs a8z -"'z'.'ss_'".- 00 - oo -

a 2,35 221 206 - - -

M "1.'4,8 166 158 3.10 - 3.50 2.52
Q3 o.82 'o..s‘.sv 0,95 - - -
Q1 z'._ssi 2.82 2,45 - - . )
M 1,95  2.04  2.08 1.97 2.23 2.0l
Q3  1.53 1.45  1.50 . - -

LI I lo
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10. MOTOR VEHICLES

IMPOR I'AlT FINANCIAL RATIOS

e e el e e e e e e cmmmememeemeemmmmeemmeeeecemeeccemcame———-
Category of
companies Public limited cormmpanies Private limited companies
Year | 1970-71 1971-72 1972-%3 1970-71 1971-72 1972-73
No. of companies 32 32 32 21 21 21
Current assets/ QI 1.76 1.78 1.85 1.61 1.55 1.75
Current liabilities : : | _

M 1.22 - 1.31  1.23 1.29 1.32 1.17

Q3 0.92 1.03  1.02 - 0.96 0.99 " 1.01
Long term debt/ QI - 0.04 - - - -
Net worth .

M 0.23 0.23 0. 20 - 0.01 0.04

Q3 0.49 0.42 0.46 0.22  0.27 0.26
Total outside Q1 1.09° 0.80 0.83 0.84 1.12 1.0%
liabilities/ - ' '
Net worth M - 1.57 1.47 1.59 1.69 1.91 2.11

Q3 2.86  2.33 2.36 2.93 2.87 3.19
Net sales/ - Q1 3.75 _ 4.51°  4.97 4.64 6.61 6.32
Net fixed assets '

M 2.89 3.15 3. 39 3.92 1.09 4.91

Q3 1.86 1.98  2.53 2.06  2.71 2.97
Net sales/ Q1 1.75 1.71  1.92 2.18  2.04 1.88
Current assets ‘

M 1.53 1.51 1.63 1.45 1.38 1.57

Q3 1.14 1.16 1.28 1.09 1.10 1.05

anes 11
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11. OTHER TRANSPORT EQUIPMENT

IMPORTANT FINANCIAL RATIOS

Category of , . , . X
companies Public_limited companies ~ Private limited companies‘

P L L L ER P PR P E R L AR L R R R I R R R R o N N L Lk T Ur ey

Year . - 1970-71 1971- 72 1972-73 '1970- 71 1971 72 1972-73

-----—------—--n---------------------—--o-- -------------------------------

No. of companies 12 12 12 6 6 6

Current assets/ - Ql 1.53 - 1.60 " 1.49 o . - C -
Current liabilities T S S S :
M 1.14 1,03 1.16..  1.13 1.10 1.08"
Q3 0.84  0.88  0.80 . - - = i}
Long term debtl Q1 e - ‘:: o 0.03 o - ' S . | =
Net worth ‘ . e e .. Y
| M 0.14° . 0.09 007  0.35 0,24 . 0.17
Q3 0.32 046 IOl . - . - -
Total outside g 0.90 0.95 1.30 DR »i - -;
liabilities/ AR IR TR I A e S
Net worth . M 2,07 - 3.51. 2.87 . 2.51 ‘2z.22 2.06
Q3 5,08  7.65 . 8.04 - - . -
Net sales/ * Q1 | .5.:52-' 4.92 _ 5.74 - - . -
Net fixed assets B L T .
: o M 4'.’03 -3 4.10 3,83 4.31 o 3.81
Q3 _ 1.98 1.85- 1.98 .. - - -
'Net sales/ Q1 1.88 . 1.84  L.14 . - = =
Current assets ‘ o ' LT '

M 1.39 - 1.33° "1.36 . 2.371 - 2.14 2.17

Q3 0.95 0.78. 1.12 - - = o
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12. ELECTRICAL MACHINERY, APPARATUS, APPLIANCES, ETC.

IMPORTANT FINANCIAL RATIOS

‘Category of

companies ‘ Public limited éompanies Private limited co'mpanies
Year 1970-71 1971-72 1972-73 1970-71 1971-72 1972-73
NO.-OE comp;nives ) 108 10-8 --.1-0.8.---.----4.5 ...... ‘; £ ------- ;-Z---
Current assets/ Q1 1.42  1.45  1.42  1.25 - 1.25. 1.16
Current liabilities _ : o
M 1.17 . 1.20 1.19  1.11  1.09 1.03
Q3  0.99 ' 1.03 1.00 - 0.84 = 0.89 0.89
Long term débt/ Q1 0.02  0.04 - - -
Net worth - D ' e :
' M 0.22 ~0.24 0.18 - 0,10  0.08 -
Q3 0.57 . 0.48  0.44 0.42  0.29 0.27
Total outside QI 1.28  .1.25 1.23 1,20 1.17 1.61
liabilities/ ‘ e :
Net worth M 1,99 2,15 2,19 2.42  2.62 2.36
Q3 . 3.16  3.13 2.97 4.80  3.88 4.16
Net sales/ Q1 . 5.33 6,01  6.02 7.62  8.34  8.75
Net fixed agsets - ' ' , S
- M .  3.03 3.90 3.86  3.78  4.37 .  4.83
Q3 1.62 2.17 2.19  1.74 1.72 2.47
Net sales/ Q1 - 1.66 1.76 1.74 2,30  2.20 2,27
Current assets . ' S '
M 1.36  1.48  1.45 1.55  1.44 1.55

Q3  .1.02 1.07 1.05 0.87 - 0.97 0.86
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13, FOUNDRIES & ENGINEERING WORKSHOPS

IMPORTANT FINANCIAL RATIOS

--------------------------------------------------------- L R L L

Category of

companies - Public limited companies Private limited companies
Year | o709t YoTro7s 19ies  19r0-T1 TerioTs T 1eraies
No. of companies 45 45 45 43 43 43
Current assets/ Ql - 1.47  2.00 1.48  1.55. 1.52 _ -1.35
Current liabilities : o - L : _
M 1.04 1.14 1.07  1.19  1.19 1.20

Q3 0.74 . 0.77  0.80 1.04  1.05 1.07
Long term cebt/ Q1 0,05  0.05  0.10 - - -
Net worth : o ‘ E o

M 0.45 0.38 0.43 . 0.03 0.03 ~ 0.03

Q3 1.01 0.61 1.28 0.22 . 0.23 0.25
Tctal outside Qi, 0.90 1.00° 1.14 0.8  1.01 - 1,13
liabilities/ | : _ o | -
Net worth M 1.77 1.64 1.83 . 1,39 1.33 ~ 1.44

Q3 2.29 2.00 2.94  2.08 -2.20  2.65
Net sales/ Q1 2.76 3.31 3.63 7.51 6.50 8.87
Net fixed assets C ' _ N . ‘

M 1.56 1.56 - 1.60 4,25 3.75 5. 46

Q3 0.78  1.03  1.07 2.30  2.11 2.69
Net sales/ Q1 2,07 1.84 1.87 3.28 ° 2.58 3.18
Current assets v

M 1.43 1.47 1.47 2.07 . 2.04 2.49

Q3 1.07 1.13 1.05 1.61  1.47 1.81

o8 @ 14
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14. FERROUS & NON-FERROUS METAL PRODUCTS

IMPCRTANT FINANCIAL RATIOS

S T e I I I I e Il R e I R

Category of .,

companies Public limited c¢ompanies Private limited coro- -
Year \ 1970-71 1971-72 1972-73  1S70-71 1571-72 157:
No. of companies 72 72 72 :':8. i "-5_5‘”“‘“‘3.1
- Current assets/ QI 1.58  1.59 2.68 1.41 1.29
Current liabilities- .
K M 1.26 1.22 1.24 1.13 1,67
Q3 0.96 0.97 1.01 0.6C 0.8
Long term debt/ QI - - - - -
Net worth '
M 0.16 0.14 0.18 0. 04 0.C3
Q3 0. 46 0.46 0.49 0.42 2.35
Total outside Q1 - 0.87 0.95 0.87 .94 1.14
liabilities/ - |
Net worth M 1.66 1.67 . 1.72 1.89 2.0z
Q3 2.30 2.42 2.49 2.95 3.15
Net sales/ Ql 4.16  5.24, 5.75 6.62  £.53
Net fixed assets ;
‘ M 2.85 3,26 - 3.75 -, 3.25 3.732
f. - N
v 5 .
Q3 1.22 - 1.45 1.67 1715y 175
Net sales/ Q1 1.87 1.95 2.11 2,51 2. 27
Current as'sets )
M 1.41 1.4% 1.60 2.03 1,87

[
°
-

Q3 1.19 1.06  1.14 1.23
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15. MISCELLANEOUS M~ SHINERY

IMPORTANT FINANCIAL RATIOS

Category of ' . ";-'“"‘ )
companies Public_limited ccinranies Private limited combanies
Year 1970-71 1971-72 1772-13 1970-71 197172 - 1972-73
No. of companies 122 122 122 35 . 55 -"z’,;“-
Current assets/ Ql 1.53  1.43  1.52 1.45  1.37 - 1,39
Current liabilities - : - o - LT o
M L18° 1.19 118 113 1.10 1.10
Q3 1.02 1.0z - 1.00  0.97 0.96 1,00
Long term debt/ . Q1 . - - oL o
Net worth : o . . '
M 0.25 0.19 0.19  0.14  0.08 0.09
Q3 - 0.47 0.45  0.40 0.37  0.29  0.24
Total outside Q1  1.20  1.16 .1.18  1.26 1.25  1.07
liabilities/ - S T B
Net worth. M 2,04 2,07 2.07 2,20 2.14 2141
Q3 3.3¢  3.49 313 4.7l 3.56 3.65
Net sales/ Q1 4,70 558 500 553 - 6.95  .7.08
Net fixed assets T ERE R
- M 2.78  2.91 - 3.40 3,31  3.67 4,44
Q3 1.57  1.73- 1.87. - 1.74  2.33  2.57
Net sales/ a1 1.39 . 1.44 1.47 1,59  1.70 180
Current assets : - : B e
M 1.09 1.14  1.22 1.23 1.3l 1.31

Q3 0.8  0.79  0.91 0.97  1.05 1.0l
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16. CONSTRUCTION

IMPORTANT FINANCIAL RATIOS

Category of CoTTTTTTTTTTTmemee
companiee Public limited companies Private limited comparies
Year T 1970-71 1971-72 1972-73 1970-71 1971-72 197273
No. of companies BT 2 2 Y A" ST S 23
Current assets/ ..Ql; N 1.14 1,15  1.09 - 1.19 1.18 1,21
Current liabilities 4 ‘ ‘ ' . . SR
» M 1.04 -~ 1.04  1.02 1.00  1.00  0.99
Q3 0.97 0.95 0.94  0.90 - 0.88 0.9
Long term debtl_‘ Q1 - - - - - -
Net worth ‘ S o . - .
M - 0,01  0/06 0.03 - - s .
Q3. 0.31 0.3z  0.29 - 0.37 019  0.08
Total outside Q1 - 1.59  1.68  2.44  1.65  1.81  2.45
liabilities/ -~ - B - '
Networth . M - 3.17 3.72. 3.8  2.93 3.7 3.31
Q3 . 8.17 14.38 10.76 ~  8.57  7.35 - 10.72
Net sales/ Ql . 13.52 ° 6.25  4.99 7.86 10,33  9.32
Net fixed assets . : ‘ : ,
| M - 3.58  3.08 3.40 4.40  4.13 4.99
Q3 1.23  1.29  1.44 1.51 2,09  2.37
Net sales/ = Q1 1.56 1.49 1.07  2.55 2.28  2.33
Current assets ' ‘ ' » '
- M . 1.24 0.99 0.9 1.23  1.56 i.48
Qs3 0.29 0.12  0.22 0.83  0.66 0.53

L3 17
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NOTES : 1) Individual units make the industry and their performance is

the pefform'ance of the industry. Depending .upon their efficiency, the unite

Begt ratio

4 o
Y
1 a3

Worst ratio -

2) -

Q3

show different perf_ortnancé‘which is indicated

by different values of ratios. If these va.luec'ar_é

. arranged in a descending order of ';fa;vou‘rablene‘sd

" from the point.of yiew of the lending banker, the

rangé shdws different s_héd'e's. For éasy :

~'comparison. 1t can be divided into fonr quartiles
'as shown in the hgure alongside. so that the best

- 25% ratio values fall'above Ql and the worst 25%'

below-Q3; M being the median value of the .

» indﬁstry. The unitslshowing.the‘ ratio v.allues
above Ql iévei can be graded as} class A, 'tl‘.xose :
: between‘Ql and M levels. as cla.as B those |
'between M and Q3 levels, as class C. and those
‘below Q3 :levels,- as clas‘s D. Thes_e t_hree

~quartile values of 5 important financial ratios

in respect of 16 industries for 1970-71,

1971-72 and 1972-73 are shown in the above

' tableé.

First Quartile
Median

Third Quartile



