¢ f-

o,

B pubte. Deprts

public deposits refer to the unsecured deposits invited by companies from the public mainly to
finance working capital needs. A company wishing to invite public deposits makes an
advertisement in the newspapers. |

Any member of the public can fill up the prescribed form and deposit the money with the company.
The company in return issues a deposit receipt. This receipt is én acknowledgement of debt by the
company. The terms and conditions of the deposit are printed on the back of the receipt. The rate
of interest on public deposits depends on the period of deposit and reputation of the company.
Public deposits of a company cannot exceed 25 per cent of its share capital and free reserves. As
these deposits are unsecured, the company having public deposits is required to set aside 10 per
cent of deposits maturing by the end of the year. The amount so set aside can be used only for
paying such deposits. :

Thus, public deposits refer to the deposits received by a company from the public as unsecured
debt. Companies prefer public deposits because these deposits are cheaper than bank loans. The
public prefers to deposit money with well-established companies because the rate of interest on
public deposits is higher than.on bank deposits. Now public sector companies also invite public
deposits. Public deposits have become a populér source of industrial finance in [ndia.

Merits of Public Deposits: '

1. Simplicity:

Public deposits are a very convenient source of business finance. No cumbersome legal formalities
are involved. The company raising deposits has to simply give an advertisement and issue a receipt
to each depositor.

2. Economy: _
Interest paid on public deposits is lower than that paid on debentures and bank loans. Moreover,

no underwriting commission, brokerage, etc. has to be paid. Interest paid on public deposits is tax

deductible which reduces tax liability. Therefore, public deposits are a cheaper source of finance.

JNo Charge on Assets: _ :
Public deposits are unsecured and, therefore, do not create any 'charge or mortgage on the

company’s assets. The company can raise loans in future against the security of its assets.

4. Flexibility: ' . :

Public deposits can be raised during the season to buy raw materials in bulk and for other short-
term needs. They can be returned when the need is over. Therefore, public deposits introduce
flexibility in the company’s financial structure.

ADVERTISEMENTS:

5. Trading on Equity:

Interest on public deposits is paid at a fixed rate. This enables a company to declare higher rates
of dividend to equity sharcholders during periods of good earnings.

6. No Dilution of Control:
There is no dilution of shareholders’ control because the depositors have no voting rights.

7. Wide Contacts:
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Public deposi ;
€posits enable a company to build up contacts with a wider public. These contacts Prove

helpful in the sale
of Shares and deb .
Demerits of Public Deposits: U

1. Uncertainty:

Public deposits are an uncertain and unreliable source of finance. The depositors may not respond
when economic conditions are uncertain. Moreover, they may withdraw their deposits whenever
they fe.el shaky about the financial health of the company.

Depositors are entitled to withdraw their deposits at any time after giving
company. During times of financial tightness or distress the depositors may g€
to withdraw their deposits.

Moreover, if a large number of depositors simultaneously withdra
the company may find it difficult to repay a huge sum at once. T
described as fair weather friends’. ;

2. Limited Funds: ' : '

A limited amount of funds can be raised through public deposits due to legal restrictions.
ADVERTISEMENTS: '

3. Temporary Finance: )

The maturity period of public deposits is short. The company cannot depend upon public deposits
for meeting long-term financial needs. ]

prior notice to the
t panicky and wish

w their deposits during slump,
herefore, public deposits are

. Speculation: : 4 it 1 _

As public deposits can be raised easily and quickly, a company may be tempted to raise more funds
than it can profitably use. It may keep idle money to meet future contingencies. The management
of the company may indulge in over-trading and speculz{tion which exercise harmful effects on the
business. : T :

5. Hindrance to Growth of Capital Market:

Public deposits hamper the growth of a healthy capital market in the country. Widespread use of '
public deposits creates a shortage of industrial securities. ' 4
6. Limited Appeal: ' ST L . ; _
Public deposits do not appeal as a mode of investment to bold investors who wanf capital gams I_
Conservative investors may also not like these deposits in the absence of proper security. AR
7 Unsuitable for New Concerns: R ‘ |
New'companies !ackin gin s?und credit stanc!ing cannot depend upon public deposits. Investors do
not like to deposit money with such companies. p e .

What Is Intercorporate Investment?

Intercorporate investment.can occur when a company makes any investment in another
company. These types of investments can be accounted for in a few different ways d e
on the investment. _ _ ys depending

Generally, the broadest and most comprehensive 'wlay‘ to achOUn i .
) ; : t for these t .
is by the percentage of ownership stake. ypes of investments
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Undcrstandi

ng Intcrcorporatc Investments
Interco rporat

: ¢ investment occurs when a company makes an investment in another company.
Bloadly, there can be three categories for classifying an intercorporate investment, which can
he-lp t(} guide and dictate the accounting treatment used. The three categories generally include:
minority passive (less than 20% ownership), minority active (20%-50% ownership),

and controlling interest (over 50% ownership). These classifications are general divisions, but
companies should also consult Accounting Standards Codification (ASC), specifically ASC
805, which details the Generally Accepted Accounting Principles for business

combinations.! Companies may be able to deviate from the three major classifications
depending on'participation controls.

here can be a variety of ways a company can choose to make an intercorporate investment. It
could be through the purchase of shares of a publicly traded company on a public exchange or a
privately negotiated deal for a share of a company that is not publicly traded. The investment may
also involve buying the debt of another company, publicly traded or otherwise. The controlling
interest of a company will commonly come from a merger or acquisition.

Types of Intercorporate Investments

Below are some additional details on each of the three classifications for intercorporate
investments:

Minority passive: Minority passive includes investments that lead to less than 20% ownership
in a company. This can cover a broad range of investments, including debt, because ownership
and voting rights are not typically offered with debt investments. When a minority passive
interest is taken, the investment is basicall y treated the same as other securities owned by the
company for investment purposes.

Minority active: Minority active encompasses investments that lead t0 20%-50% of ownership.
In this segment companies usually use the equity method. This is an important segment because
many companies make a significant ownership investment in another company but may not
necessarily want to consolidate the business with consolidated financial statements as is requireq
with a controlling interest. Taking an ownership stake of 20%-50% offers many Opportunitie
things like joint ventures as well as off-balance sheet reporting, ]
Controlling interest: Companies that have a 50% or more ownership stake in another company
are generally required to use the consolidation method. The consolidation methdd"‘requires
companies to combine their financial reporting and Ieport consolidated financia]
the top level, this requires a :
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comprehensive balance sheet, income statement, and cash flow statement with integrated re

Accounting for Intercorporate Investments
The ownership stake of an intercorporate investment helps to provide general guidance for the
methodology used in accounting for the investment on a company’s financials. Ovcral.l, tners
are three main methodologics that corresponded with the three broad investment claSSIﬁCﬂllons'
Keep in mind that debt investments usually don’t come with an ownership stake or voting
rights.

cost Method

The cost method can be widely used because it encompasses a v
tied to an ownership stake of less than 20%. Intercorporate debt investments are typically
accounted for using the cost method because debt does not often come with ownership rights or

voling power.

ast array of investments that are

Within the cost method. there can also be some further delineation of investments. Generally,
these investments will basically be treated the same as other securities owned by the company
for investment purposes. The securities may be designated as held to maturity (bonds), held for
trading (bonds and stocks), available for sale (bonds and stocks), or strictly held on the balance
sheet at the designated fair value. -

Equity Mcthod
In the eauity method of accounting, the initial investment in the target company is recorded on

the balance sheet. The value of the investment is adjusted based on the percentage of profit or
loss for the owner. Dividends are not recorded as income. Rather, dividends increase cash and

reduce the value of the investment for the investor.

Goodwill may also be associated with investments when the equity method is used. If the
investor pays more than the carrying value of the investment, the target company may recognize

goodwill for the difference.

Consolidation

Holding a 50% or more ownership stake in another company generally requires the
consolidation method. With the consolidation method, companies must combine their financials
into consolidated financial statements. The consolidation method is common after a merger

or acquisition.
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MANAGEMENT OF LOANS AND ADVANCES
1. Backgroung :

14 nt | | i :
he context of rapid growth of primary (urban) co-op. banks (PCBs), qualitative aspects of lending, such
as adequacy of lending to mest credit requirements of their

' _ borrowers and effective supervision and
monitoring of advances have assumed considerable importance.

Previously working capital finance provided

by the banks to trade and industry was regulated by the Reserve Bank of India through a series of

guidelines/instructions issued. There were various quantitative and qualitative restrictions on bank’s lending.
The banks were also expected to ensure conformity with the basic financial disciplines prescribed by the RBI
from time to time under Credit Authorisation Scheme (CAS).

1.2 However, consistent with the policy .of liberalisation and financial sector reforms, several indirect
measures to regulate bank credit such as exposure norms for lending to individual/group borrowers,
prudential norms fqr income recoghition, asset classification and provisioning for advances, capital adequacy
ratios, etc. were fntroduéed by RBI and greater: operational freedom has been provided to banks in
dispensation of credit, | '

1.3 Banks are now are expected to lay down, through their boards, fransparent policies and guidelines for
credit dispensation, in respect of each broad categbry of economic activity, keeping in view the credit
exposure norms and various other guidelines issued by the Reserve Bank of India from time to time. Some
of the currently applicable guidelines are detailed in the following paragraphs.

2. Working Capital requirements UPTO Rs. 1 crore

2.1 The assessment of working cépital requirement of borrowers, other than SSI units, requiring fund based
working capital limits upto Rs.1.00 crore and SSI units requiring fund based working capital limits upto to
Rs.5.00 crore from the banking system may be made on the basis of their projected annual turn over.

2.2 In accordance with these gui_clelines, the working capital requirement is to be assessed at 25% of the
projected turnover to be shared between the bOrrOWer_and_thefbank, viz. borrower.contributing 5% of the
turnover as net working capital (NWC) and bank providing finance at a minimum .of 20% of the turnover.
2.3 The banks may, at their discretion, carryout the 'assessment based on projected turnpver basis or the
traditional method. If the credit requirement based on traditional productionfprocgssing cycle is higher than
jected turnover basis, the same may be sanctioned, as borrower must be financed

the one assessed on pro

to the extent of minimum 20 per cent of their projected annual turnover.
upto

The banks may satisfy themselves about the reasonableness of the projected annual turnover of the
2.4 The ba .

1



“PPlicants, poy, for new as well as existing units, on the basis of annual statements of accounts or any other
documens Such as returns filed with sales-tax/revenue authorities and also ensure that the estimated growth
2.5 The borrowers would be required to bring in 5 per cent of their annual turnover as margin money. In other

Words, 25 per cent of the Output value should be computed as working capital requirement, of which at least
four-fifth should be provided by the bankin

g sector, the balance one-fifth representing the borrower's
contribution towards margin for the working ¢

le, in
,» the working capital requirement will be

of which Rs. 12 lakh (j.e, 20%) may be provided by the ban.king system,

while Rs. 3.00 lakh (. 5 %) should be borrower's contribution towards margin money.

2.6 Drawals against the limits should, however, be allowed against the usual safeguards so as to ensure that

2.7 In regard to thg above, few clarifications to some of the issues raised by banks are given in Annexure |.
3. Working Capital Requirements ABOVE Rs.1 crore

3.1 Method of Assessment

3.1.1 The revised guidelines in respect of borrowers other than SS| units, requiring working capital limits

above Rs.1 crore and for SSI units requiring fund based working capital limits above Rs.5 crore, from the
banking system bestow greater level of flexibility to the primary (urban) co-operative banks in their day-to-
day operations without diluting the prudential norms for lending as prescribed by Reserve Bank of India.
3.1.2 The earlier prescription regarding Maximum Permissible Bank Finance (MPBF), based on a minimum
current ratio of 1.33:1, recommended by Tandon Working Group has been withdrawn. Banks are now free to
decide on the minimum current ratio and' determine the working‘ capital requirements according to their
perception of the borrowers and their credit needs. " |

3.1.3 Banks may evolve an apprqpriate system for assessing the working capital credit needs of borrowers
whose requirement are above Rs.1 crore. Banks may adopt any of the under-noted methods for arriving at

the working capital requirement of such borrowers.



a) The turnove
r method, as preval i
: ent for small borrowers may be used as a tool of assessment for this
segment as well, y be used a

b) Since maj
Mmajor corporates have adopted cash budgeting as a tool of funds management, banks may follow

cash budget system for assessing the working capital finance in respect of large borrowers.

©) The banks may even retain the concept of the MPBF with necessary modifications.

3.2 Norms for Inventory/Receivables

3.2.1 In order to provide flexibility in the assessment of credtt reqmrements of borrowers based on a fotal
study of borrowers' business operations, i.e., takmg into account the production/processing cycle of the
industry as well as the financial and other relevant parameters of the borrower, the banks have also been
permitted to decide the levels of holding of each item of inventory as also of receivables, which in their view
would represent a reasonable build-up of current assets for being supported by bank finance.

3.2.2 Reserve Bank of India no longer prescribes detailed norms for each item of inventory as also of
receivables.

3.3 Classification of Current Assets and Current Liabilities

3.3.1 With the withdrawal of MPBF, inventory norms and minimum current ratio, the classification of current
assets and current liabilities ceases to be mandatory. The banks may decide on their own as to which items
should be included for consideration as current assets or current liabilities.

3.3.2 Banks may also consider evolving suitable internal guidelines for accepting the projections made by
their borrowers relating to the item 'Sundry Creditors (Goods)' appearing as an item under 'Other Current

Liabilities' in the balance sheet.

3.4 Bills Dlsclplme _
In respect of borrowers enjoying fund-based worklng capital credit limits of Rs. 5 crore and more from the

banking system, the banks are required to ensure that the book-debt finance does not exceed 75 per cent of
the limits sanctioned to borrowers for financing inland credit sales. The remaining 25 per cent of the credit

sales may be financed through bills to ensure greater use of bills for financing sales.

3.5 Grant of Ad hoc Limits

To meet the contingencies, banks may decide on the quantum and period for granting ad hoc limits to the
borrowers based on their commercial judgement and merits of individual cases. While granting the ad hoc
limits the banks must ensure that the aggregate credit limits (inclusive of ad hoc limits) do not exceed the
prescribed exposure celllng

3.6 Commitment Charge



the 'diséretion of the financing banks/

wn guidelines in_lregard to commitment

The levy of commitment charge is not mandatory and it Js g0
consortium/syndicate. Accordingly, banks are free t0 evolve their 0
charge for ensuring credit discipline.

3.7 Consortium Arrangement

The mandatory requirement of formation of consortium for ex

tending working capital finance under multiple
banking arrangements has been withdrawn. ' '- J
3.8 Syndication of Credit : i1
The syndication of loans is an internationally practised model for financing credit requirements. The banks

if the arrangement suits

are free to adopt syndication route, irrespective of the quantum of credit involved,
the borrower and the financing banks. : i
3.9 Loan System for Delivery of Bank Credit

3.9.1 Background _ :
about an element of discipline in the utilisation of bank credit by large borrowe
d for borrowers

In order to bring rs, instill

efficiency in funds 'management, Joan system for delivery of bank r;redit was been introduce

enjoying working capital credit limits of Rs.10 crore and above from the banking system and the minimum

level of loan component for such borrowers was fixed at 80 per cent. These gu
term investment opportunities available to both the corporate

idelines have been revised by

RBI, in the light of current environment of short-
and the banks. In case any primafy (urban) co-operative bank is having borrowers with MPBF of Rs. 10 crore

and above where it has participated under consortium/syndication, it should ensure strict compliance with the

under-noted guidelines.

3.9.2 Loan Component and Cash Credit Component |

(i) Banks may change the composition of working capital by incfeasing the cash credit component beyond

ponent beyond 80 per cent, as the case may be, if they so desire.

20 per cent or to increase the loan com
f the two components of working capital finance, taking

(i) Banks are egpected to approp_riately price each 0
t of such decisions on their cash and liquidity management.

into account the impac
d by the bank; this would entalil

(iii) If a borrower SO desires, higher loan component can be grante

corresponding pro-rata reduction in the cash credit component of the limit. .
(iv) In the case of borrowers with working capital (fund based) credit limit of less than Rs. .10 crore, banks
persuade them to go in for the Loan System by offering an incentive In the form of lower rate of interest
loan component' as compared to the \cash credit component' The actual percentage of ‘loan
y the bank with its borrower clients.

may

on the
component' in these cases may be settled b



ture or have inherent volatility,
ks, may with the approval
t from the loan system of

(V) In respec ; . |
the stri tp vokcerizl bjaiiess activities which are cyclical and seasonal inna

strict anplicati /
Hiton oflonr system may create difficulties for the borrowers. Ban

of thei i ;
r respective Boards, identify such business activities which may be exemp
credit delivery,©

3.9.3 Ad hoc Credit Limit

The ad hocladditiona! credit for meeting temporary requirements may be considered by the financing bank
only after the borrower has fully utilised/exhausted the existing limit.

3.9.4 Sharing of Working Capital Finance

The ground rules for sharing of cash credit and loan components may be laid down by the consortur,

wherever formed, subject to the stipulations contained in Para. 3.9.2 above.
The level of individual bank's share shall be governed by the norm for single / group DOTTOWETS credit

exposure.
3.9.5 Rate of Interest
Banks are allowed to fix separate lending rates for 'loan component' and ‘cash credit component.

3.9.6 Period of Loan
The minimum period of the loan for working capital purpoées may be fixed by banks in consultation with

borrowers. Banks may decide to split the loan component according to the need of the borrower with different
maturity bases for each segment and allow roll over.

3.9.7 Security
In regard to security, sharing of charge, documentation, etc., banks may themselves decide on the

requirements, if necessary, in consultation with the other participant banks.

3.0.8 Export Credit

Export credit limit would be allowed In the form hitherto granted. The bifurcation of the working capital limit
into loan and cash credit components, as stated In paragraph 3.9.2 (i) above, would be effected after
excluding the export credit limts (pre-shipment and post-shipment).

3,0.0 Bills Limit k- .

Bllls limit for Inland sales may be fully carved out of the 'loan component, Bills limit also includes limits for
purchaso of third party (outstation) chequos/bank drafts. Banks must salisfy themselves that the bills limit is
not mis-utllised.

3.0,10 Ronowal/Roll-ovor of Loan Componont



owever, banks may lay

The loan co - ver at the request of the borrower H
mponent , may be renewed/rolled 0 i b AL

down policy guidelines for periodical review of the working capital limit and the same
adhered to.

3.9.11 Provision for Investing Short Term Surplus Funds of Borrowers

The banks, at their discretion, may permit the borrowers o invest their short term/temporary Surpluses in
short-term money market instruments like Commercial Paper (CP), Certificates of Deposit (CDs) and in Term
Deposit with banks, etc,

3.9.12 Applicability _

The loan system would be applicable to borrowal aécounts classified as 'standard' or 'sub-standard'.

4 Credit Administration i

4.1 No Objection Certificate

The primary (urban) co-operative banks should not finance a borrower already availing credit facility from

another bank without obtaining a 'No Objection Certificate' from the existing financing bank.

4.2 Opening of Current Accounts .

Before permitting the parties to open current accounts/sanctioning post-sale limits, the banks should

invariably obtain the concurrence of the banks which have sanctioried main limits.

4.3 Certification of Accounts of Non-Corporate Bofrowers by Chartered Accountants

As per the income Tax Act, 1961, filing of audited balance sheet and profit & loss account is mandatory for
certain types of non-corporate entities. Therefore, the banks must insist on the audited financial statements
from the borrowers enjoying large limits; since' such borrowers ﬁvould in any case, be submitting audit
certificate to the income-tax authorities, based on audit of their books of accounts by a Chartered Accountant.

4.4 Defaults in Payment of Statutory Dues by Borrowers

4.4.1 It has been observed that many of the borrowers enjoying credit facilities from primary (urban) co-
operative banks default in payment of Provident Fund, Employees State Insurance and other statutory dues.

Despite this, such borrowers continue to carry on operations with the assistance of bank finance without

meeting their statutory, obligations.
4.4.2 In the case of insolvency/winding up of a borrowing employer, under the law, there are certain priorities

in regard to the recovery of statutory dues e.g., employees contribution towards provident fund deducted

from wages of the employee members for a period of more than six months and not paid to the Commissioner,

are a first charge on the assets of borrowers.




443 i !
the’ef::efhi?;:j:n:etj;cs?ibt,he banks should safeguard their interest vis-a-vis such statutory dues anfi,
- € for the banks to ensure that provident funds and similar other dues are paid
Y the borrowers Promptly. For the purpose, the banks should incorporate an appropriate declaration in their
application forms for grant/renewal/ enh | itfacil the position regarding
lhe -y dues o e|n ancement of credit facilities so as to ensure that the pos
isclosed therein.
4.4.4 Where warranted, banks should satisfy themselves about genuineness of the party's declaration in this
regard. Thus, the sanction/renewal/ enhancement of credit facilities can be utilised by banks as a leverage
for enforcing necessary discipline on the part of their borrowers.
4.4.5 In respect of the corporate borrowers and non-corporate borrowers, the amount of statutory dues should
normally be reflected in their annual accounts which should be duly certified by the auditors, and hence, the
banks should have no difficulty in ascertaining the position ‘of their statutory dues. Nonetheless, in addition
toduly audited annual accounts, banks should also obtain a specific certificate from the Chartered Accountant
as regards the bosition of Statutofy dues, if the audited accounts do not clearly indicate the position.
4.4.6 After ascertaining the quantum of statutory dues, the banks should ensure that these are cleared by
the borrowers within a reasonable period and that too through internal generation of funds. The non-payment
of statutory dues is one of the symptoms of incipient sickness of an industrial unit. Therefore, it is in the
interest of both the lender and borrower to give high priority to the clearance of these dues. Apart from
insisting the borrowers to indicate a definite programme for clearance of arrears, banks may consider suitable
restrictions on the outflow of funds by way of dividends, repayment of loans from promoters or their friends,

relatives or inter-corporate borrowings efc., till the overdue statutory liabilities are cleared.

4.5 Sanction of Advances

4.5.1 Irreqularities/ Deficiencies in Credit Sanction
Banks should, take suitable precautions to avoid irregular practices such as sanctioning of advances beyond

discretionary powers and/or without proper credit appraisal in order to minimise chances of frauds.

4.5.2 Delegation of Powers
(i) The Board of Directors should delegate specific powers to the Branch Managers and other functionaries

at the Head Office level as also to the Chairman in the matter of sanction of advances and expenditure. A
system should also be introduced fo ensure that powers are exercised within the limits prescribed and any
transgressions are immediately reported to Head Office.

(i) The internal inspectors should examine during the course of Inspection of branches whether powers have
been exercised properly and any unauthorised exercise of powers should immediately be brought to the
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wers by the Chairman, Chief Executive

s beyond discretionary po
to the Board of Directors.

notice of Head Office. similarly, sanction
ffice should also be reported

Officer and other executives at the Head O

4.5.3 Oral Sanction
The higher authorities at various level s

hould desist from the unhealthy practice of conveying sanction of

advances orally or on telephone.
4.5.4 Proper Record of Deviations ;
nctions are made on telephone/oral instructions of higher functionaries or

to be resorted to, the following steps should be taken:
bursing authorities

(i) Only in exigencies, where sa
sanctions beyond discretionary powers have
(a) Record of such instructions/sanctions should be maintained by the sanctioning/dis

explaining the circumstances under which sanctions were made.

(b) Written confirmation of the competent sanctioning authority should be obtained by the disbursing authority

| official within @ week/fortnight. ]

(c) Sanctions within discretionary powers should aiso be reported to Head Office within a stipulated time and
Head Office should meticulously follow up receipt of such returns.

(d) Head Ofﬁcevshould diligently scrutinise the statements/ returns and should initiate stringent action against
ering functionary(ies) if he/they is/are found to have ih_dul'ged in unauthorised sanctioning.

(i) Officials should exercise powers delegated to therh judiciously and should not exceed their discretionary
powers for granting loans and advances. Violation, if any, in this regard should be viewed seriously and the
guilty should be punished suitably.

4.6 Monitoring Operations in Loan Accounts

4.6.1 Diversion of Funds

Some of the bank clients are known to be making large cash withdrawals. It is quite possible that such cash
withdrawals may be used by the account holders for undesirable or illegal activities. While cash withdrawals
cannot be refused, banks should keep a proper vigil over réquests .of their clients for cash withdrawals from
their accounts for large amounts..

4.6.2 Post-Sanction Monitoring )

(i) It is the primary responsibility of banks to be vigilant and ensure proper end use of bank funds /monitor
the funds flow. It is, therefore, necessary for banks to evolve such arrangements as may be considered
necessary to ensure that drawals from cash credit/overdraft accounts are strictly for the purpose for which
the credit limits are sanctioned by them. There should be no diversion of working capital finance for

acquisition of fixed assets, investments in associate companies/subsidiaries, and acquisition of shares



debentures, yn;
» Units I :
of Unit Trust of India and other mutual funds, and other investments in the capital market.

This has to b
es - : :
O, evenif there is sufficlent drawing power/undrawn limit for the purpose of effecting drawals

from ,
the cash cregit account.
e so as to ensuré that the security

(ii) Post sanci
anction follow-up of loans and advances should be effectiv
dare

obtained
from borrowers by way of hypothecation, pledge, etc. are not tampered with in any manneran

adequate.

il ; ; ; '
(iif) Drawals against clearing cheques should be sanctioned only in respect of first class customers and even

in such cases the extent of limits and the need therefor should be subjected to thorough scrutiny and

periodical review. Banks should not issue banker's cheques/pay orders/deman
credited to the account of the party.

issued by debit to cash credit /over

d drafts against instruments

presented for clearing, unless the proceeds thereof are collected and

Further, banker's cheques /pay orders/ demand drafts, should not be
ely to be overdrawn with the issue of such instruments.

draft accounts which are already overdrawn or lik
ment

(iv) Drawals against clearing instruments should be normally confined to bank drafts and govern
cheques and only to a limited extent against third party cheques.

(v) Cheques against which drawals are allowed should represent genuine trade transactions and strict

vigilance should be observed against assisting kite-flying operations.
not be permitted and the facility of drawal

(vi) Drawals against cheques of allied /sister concerns should
re and should not be allowed on a regular

against clearing cheques should normally be of temporary natu
basis without pr‘opér scrutiny and appraisal. _
(vii) Bills of accommodation nature should never be purchased and the officials responsible for purchaée of
such bills should be punished suitably. '

(viii) In case a borrower is found to have diverted finance
s so diverted. In addition, banks may charge penal interest on the amount

for the purposes, other than for which it was granted,

banks must recall the amount

diverted.
(ix) Where borrowers fail to repay the amounts diverted from cash credit accounts for uses other than for

which the limit was sanctioned, banks should reduce the limits to the extent of amount diverted. The above

aspects relating to safe guards are only illustrative in nature and not exhaustive.

4.6.3 Responsibility

(i) The primary reqponsibIlity for preventing misuse of funds rests with the management of banks. For the
purpose, higheét standards of intégrity and efficiency are imperative in urban banks which are the trustees
y. The banks should, therefore, take appropriate steps to review and tighten their internal

of public mone



and

administration and control measures so as {0 eliminate the

Malpractices. and other malpractices

(i) Banks should take serious view of instances of misus i vl
s members should be give ’

ged by the members of staff and erring staff o ghbiies i
nks and award of deterrent

terest in these

o of power, cormupion

Seriousness of the irregularity. Light punishments such as issue of warning,
etc. may not prove a deterrent in all cases. Quick disposal of enquiries by the ba
Punishment would be necessary in all such cases, The Board should take more active in
matters. :

4.7 Annual Rewew of Advances
For an effective monlton ng of the advances, it is imperative for the banks to undertake an exercise for review

of the advances on a regular basis. Apart from the usual objective of such a review of assessing the quality
of operation, safety of funds, etc. the review should specifically attempt to make an assessment of the working
capital requirements of the borrower based on the latest data available, whether limits continue to be within
the need-based requirements and according to the bank's prescribed lending norms. '

5. Other Guidelines

5.1 Relief Meashi'es to Persons Affected by Natural Calamities

5.1.1 The primary (urban) co-qpérative banks are expected to provide relief and rehabilitation assistance, in

their area of operation to people affected by natural calamities such as droughts, floods, cyclones, etc.
5.1.2 The Government of India has evolved, in consultation with the RBI and the IBA, a set of broad guidelines
(Standing Guidelines) indicaﬁng the steps to be taken by the banks in calamity affected areas. The Standing

Guidelines, duly modified, are given in Annexure II.

5.1.3 In order to avoid delay in taking relief measures on thé occurrence of natural calamity, banks should
evolve a suitable policy framework with the approval of the Board of Directors. An element of flexibility may
be provided in the measures so as to synchronise the same with the measures which could be appropriate
in a given situation in a particular State or District and parameters, in this regard, may be decided in
consultation with SLBC/DCC, as the case may be.

5.1.4 Banks should get the documentation settled as per revised guidelines in consultation with their legal
departments, taking into account the relevant provisions of the Contract Act and the Limitations Act and may
issue appropriate instructions to their offices in respect ofldocumgntation in relation to cases covered by

these guidelines.
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5.1.5 Whene
Ver required, RB| advi
. ) a
riots and disturbances dvises the banks to follow these guidelines in respect of persons affected by

5.2 Disclosur .

5.21The Res:‘r::;;:l:;?:::i?aohh Reipltig B?rrowers of Banks and Financial Institutions |
accounts of scheduled commen TS been collecting information regarding defaulting borrowers and suit ﬁl?d
insttuions to put them on f:a bf:\nks and financial institutions for circulation among banks and financial
9.2.2 Similar ihformation hguar T |

e e e ‘aS also to be collected from scheduled primary (urban) co-operative banks. These

- , required to submit to the Reserve Bank of India as at the end of September and March

every year, the details of the borrowal accounts which have been classified as doubtful, loss or suit filed with
Ol.ltstanding (both under funded and non-funded limits) aggregating Rs. 1 crore and above as per the format
given in Annexure lll.

592 3 The Reserve Bank of India is circulating to the banks and financial institutions the information on the
defaulters (i.e., advances classified as doubtful and loss). The banks and financial institutions may make use
of the information while considering the merits of the requests for new or additional credit limits by existing
and new constiiuents. | !

5.2.4 The Reserve Bank of India has also been publishing 4 list of borrowal accounts against which Banks
and Financial Institutions have filed suits for recovery of advances (outstanding aggregating Rs.1.00 crore
rmation furnished by scheduled commercial banks and financial institutions. Such

and above) based on info

list published as on 31 March each year in Compact Disc (CD) form and updated on quarterly basis is

available with RBI, Publications Division at the following address:

Sales Section
Division of Reports, Review - and Publications
Reserve Bank WHE of India
Amar Building, ' Ground ! Floor
P.B. Road, . P.B. No. 1036

Fort, Mumbai 400 001. .
d its quarterly up dates are also placed on RBI's Website (www.rbi.org.in)

The said listan
he borrowers named in the list of suit filed accounts may approach the scheduled

5.2.51tis likely that some of t

primary (urban) co-operative banks for th
ed CD will be of immense use fo scheduled primary (urban) co-operative banks, while considering

The banks can verify the list to ensure that the defaulting borrowing

eir credit requirements. The information available in the above

mention
.~aniasts for fresh/additional credit limits.



filed accounts, either

d list of suit-
o stended further

units as also th amed in the publ
eir proprietors/partners/ directors etc. n ted are note

in their own names or in the names of other units with which they are associa

credit facilities. it
cial institution. -

5.2.6 The banks may make enquiry, if any, about the defau!lers from the reporting bank/ finan _

6 MONITORING OF WILFUL DEFAULTERS i
ove

6.1 Collection and dissemination of information on cases of wilful default of Rs. 25.00 lakh and a

6.1.1 Pursuant to the instructions of the Central Vigilance Commission for collection of information on wilful

defaulters by RBI and dissemination to the reporting banks and financial institutions, a scheme has been
framed under which the banks and financial institutions will be required to submit the details of the wilful
defaulters. The scheduled primary (urban) co-operative banks have also been brought within the ambit of the

scheme.

6.1.2 The details of the scheme are given below:
(i) The scheme has come into force with effect from 1st April 1999, Accordingly, scheduled primary (urban)

co-operative banks are required to report on a.quarterly basis, all cases of wilful defaults which occurred, or

are detected after 31st March 1999 in the proforma given in Annexure V.
(i) The scheme covers all non-performing borrowal accounts with outstanding (funded facilities and such

non-funded facilities which are converted into funded facilities) aggregating to Rs. 25.00 lakh and above.
6.2 Wilful Default

'A wilful default would be deemed to have occurred, if :
(a) The unit has defaulted in meeting its payment / repayment obligations to the lender even when it has the

capacity to honour the said obligations.

OR
The unit has defaulted in meeting its payment / repayment obligations to the lender and has not utilised the

finance from the lender for the specific purposes for which finance was availed of but has diverted the funds

for other purposes.

OR
(c) The unit haé defaulted in meeting its payment / repayment obligations to the lender and has siphoned off

the funds so that the funds have not been utilised for the spéciﬁc purpose for which finance was availed of,
nor the funds are available with the unit in the form of other assets.

6.3 Diversion and siphoning of funds
6.3.1 Diversion of funds would be construed to include any one of the under-noted occurrences:
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(a) utilisation of 2 ; ' ;
shrt-term working capital funds for long-term purposes not in conformity with the terms of

sanctlions;
(b) deployin ‘
Ying borrowed funds for purposes / activilies or crealion of assets other than those for which the

loan was sanctioned;
dalities;

c) transferri v
(c) ring funds to the subsidiaries / group companies or other corporates by whatever mo

d i ) :
(d) routing of funds through any bank other than the lender bank or members of consortium without prior

permission of the lender;
(e) investment in other companies by way of acquiring equities / debt instruments without approval of lenders;
eing

(f) short fall in deployment of funds vis-a-vis the amounts disbursed / drawn and the difference not b

accounted for.

6.3.2 Siphoning of funds should be construed tohave occur if any funds borrowed are utilised for purposes

unrelated to the operations of the borrower, to the detriment of the financial health of the entity or of the
s to siphoning of funds would have to be a

lender. The decision as to whether a particular instance amount
judgement of the lenders based on objective facts and circumstances of the case.

6.4 Cut-off limits
While the penal measures normally be attracted by all the borrowers identified as wilful defaulters or the
keeping in view the present limit of Rs.25 lakh fixed by

promoters involved in diversion / siphoning of funds,
the Central Vigilance Commission for reporting of cases of wilful default by scheduled banks to RBI, any wilful

defaulter with an outstanding balance of Rs.25 lakh or more would attract the penal measure stipulated at
para 6.6 below. The limit of Rs.25 lakh may also be applied for the purpose of taking congnisance of the

instances of “siphoning '/ “diversion' of funds.

6.5 End-use of Funds
In cases of project financing, banks should seek to ensure end use of funds by, inter alia, obtaining

certification from the Chartered Accountants for the purpose. In case of short-term corporate / clean loans,
such an approach ought to be supplemented by “due diligence' on the part of lenders themselves, and to the
extent possible, such loans should be limited to only those borrowers whose integrity and reliability were
above board. Scheduled pcbs, therefore, should not depend entirely on the certificates issued by the
Chartered Accountants but strengthen their internal controls and the credit risk management system to
enhance the quality of their loan portfolid. Needless to say, ensuring end-use of funds by banks should form

a part of their loan policy document for which appropriate measures should be put in place.
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wherever necessary.
to put in place a transparent

(i) Wherever possible, the banks should adopt a proactive appr

wilfully defaulting borrower unit. It would be imperative on the part of the banks
mech
anism for the entire process so that the penal provisions are not misused and the scope of such
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retiona
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6.7 Treatment of Group
While d i
ile dealing with wilful default of a single borrowing company in a group, the bank
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in cases where a le | nee e
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anks, such Qroup

behalf of the wi
wilful .
ly defaulllng units are not honoured when invoked by scheduled b

SR uld also be reckoned as wilful d
0 Role of Auditors ul defaullers.
6.
| 8.1 In case any falsific y banks, they should
odge a fo ’ f India
(ICAI) if i .rmal €omplaint against the auditors of the borrowets, wilh Institute 0 d Accountanlt: e
[
'S Observed that the auditors were negligent or deficient in conducting the audit to enable the
a specific certification from

;‘:;avrz;;e :ntf fix accountability of the auditors. '

boowere au:ew to monitoring the end-use of funds, If the lenders desire S
itors regarding diversion / siphoning of funds by the borrower, the lender shou

ditors scheduled

orated to enable

Separate mandate o the auditors for the purpose. To facilitate such certification by the au
Pcbs will also need to ensure that appropriate covenants in the loan agreements are incorp

ation of accounts on the part of the borrowers is observed b
f Chartere

award of such a mandate by the lenders to the borrowers / auditors.

6.9 Filing of Suits to Recover Dues from Wilful Defaulters

6.9.1 There are few cases where the amount outstanding is substantial but

the banks have not initiated any
legal action against the defaulting borrowers. It may be noted that the cases of wilful defaults have an element

of fraud and cheating and therefore, should be viewed differ'ently.
6.9.2 Scheduled pcbs should examine all cases of wilful defaults of Rs. 1.00 crore and above and file suits

in such cases, if not already done. Banks should also examine whether in such cases of wilful defaults, there
are instances of cheating/fraud by the defaulting borrowers and if so, they should also file criminal cases
against those borrowers. In other cases involving amounts below Rs. 1.00 crore, banks should take

appropriate action, including legal action, against the defaulting borrowers.

7. GUIDELINES FOR REHABILITATION OF SICK SMALL SCALE INDUSTRIAL UNITS
The Reserve Bank of India, had constituted a Working Group on Rehabilitation of Sick SSI units, under the

Chairmanship of Shri S. S. Kohli, to review the existing guidelines in regard to rehabilitation of sick small
scale units and to recommend the revision of the guidelines for rehabilitation of currently sick and potentially

viable SSI units, making them transparent and non-discretionary. The revised guidelines are detailed in

Annexure V. Reserve Bank of India has accepted all the major recommendations of the Group.
(i) The emphasis of the rehabilitation effort in case of SSI .units is on early detection of signs of incipien

sickness, adequate and intensive relief measures and their speedy application rather than giving a long spa

of time to the units for
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rehabilitation, 4 strive for rehabilitah
(iii) The banks should take a symp
Sector, particularly wherever the sickn
entreprencurs. Banks are also advised to lake a

rehabilitation of small scale units, which are affected by
her units.

¢ and \or resort 10

against supplies made by them to large scale and ot

ettlemen
, ould try for 8¢
(iv) In the case of units which are not applicable of revival, banks sh

ing financed
other recovery measures expeditiously. | units which weré pbeind fi

(v) It may be noted that the enclosed guidelines are applicable t0 induslri'a\ pected 10 e
by the bank before they turned into sick units. Primary (urban) co-operalive in view of the
over financing of sick industrial units, particularly, those financed by commercial ban :
risks involved.
8. SPECIFIC LENDING ACTIVITIES
8.1 Bridge Loans/Interim Finance ; { )
8.1.1 The grant of bridge loan/interim finance by pcbs to any company (including firafca conPe
prohibited. 7 b

banks are not ex
ks earlier,

nies) is totally

8.1.2 The ban on sanction of bridgé loans/interim ﬁnéncé is _a!so' applicable in respect of Euro issues. .
8.1.3 The banké should ndt circurﬁvent these instructions by'burport and/or intent by sanction of credit under
a different nomenclature like unsecured negotiable nqteé, ﬂoéting'réie interest bonds, etc. as also short-term
loans, the repayment of which is proposéd/expect_ed'to be 'made out-of fﬂnds to be or likely to be mobilised
from external/other sources. and Ino't out of the surbius generated by the use of the asset(s).

8.1.4 If any bank has sanctioned and disbursed any bridge 'lrjan!interim_ finance, it should report the same to
the concered Regional Office of the Ur_ba'n Banks Department with full particulars and certifying that the
loans are utilised strictly for the 'purp'ose for which. the public issue andlor market borrowing was intended.
Thereafter, the concerned banks should imme_diately take steps to ensure timely repayment of such'br'\dge
loans/interim finance already sanctioned and disbursed and under no circumstances, should the banks liow

extension of time for repayment of existing bridge loans/interim finance.

8.1.5 These instructions are issued by the Reserve Bank of India in exercise of powers conferred by f
>ections 21 and 35A read with section 56 of the 'Bahking Regulation Act, 1949,
.2 Advances to Builders/Contractors
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821 The builg
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ros ; \ Wl]o
::ompt:ctwo buyers o from thoso ¢ ey foquire, hugo funds, take advanco payments from tho
1l roquire bank finance for 4 " Whoso boha construction Is undortaken and, therefore, may not
10 purpose, Any financlal agslstanco oxtended to them by hanks may

result in dug| f
hancing, The b
\ ‘ anks
to this category of borrowers Should, theroforo, normaly refraln from sanctioning loans and advances

8.22 Ho
“&e However, whe
) re contr. i
actors undertake comparalively small construction work on their own, (i.e. when

NO advance

assistance top:f::?:a?nr:trlize:ved by them for the purpose), the banks may consider extending financial

are in accordance with the by-| ypothecation of construction materlals, provided such loans and advances

8.2.3 The banks | y-laws of the bank, :

real estate loans SSTOUId frame comprehensive prudential norms relating to the ceiling on the total amount of
. , single/aggregate exposure limit for such loans, margins, security, repayment schedule and

Sably of supplementary finance taking into account guidefines issued by RBI and the policy should be

approved by the bank's Board.
8.2.4 Banks should undertake a proper scrutiny of the relevant loan applications, and satisfy themselves,

among other things, about the genuineness of the purpose, the quantum of financial assistance required,
creditworthiness of the borrower, his repayment capacity, etc. and also observe the usual safeguards, such
as, obtaining periodical stock statements, carrying out periodical inspections, determining drawing power
strictly on the basis of the stock held, maintaining a margin of not less than 40 to 50 percent, efc. They should
also ensure that materials used up in the construction work are not included in the stock statements for the

purpose of determining the drawing power.
8.2.5 The banks may also take collateral security, wherever available. As the construction work progresses

the contractors will get paid and such payments should be applied to reduce the balance in the borrowal
e banks, could perhaps enter into a tripartite agreement-with the borrower and his

accounts. If possible, th
collateral securities are available for such advances. Thus, the banks should

clients, particularly when no
ensure that bank credit is used for productive construction activity and not for activity connected with

speculation in-real estate,
8.3 Financing of Leasing/Hire Purchase Companies

9.3.1 Enrolment of Financial Companies as Members

(i) Primary (urban) co-operative banks are normally not expected to enroll non-banking financial institutions
like investment and financial companies as their members since it would be in contravention of the State Co-
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conformity ;
) of non-

; ot bei
operative Societies Act concerned and will also

recommended for adoption, by all banks. ks are notp
(ii) Therefore, the primary (urban) co-operative banks

financial companies ( NBFCs).

8.3.2 Norms for financing Leaslng/Hire Purchases Companios { non-banking financi

(i) As in the case of finance and investment companies, admissionoi N be contrary to ;
s members may 4 {o above. 1t will,

are not engaged exclusively in leasing/hire purchase business a e No.O referre
. . O e ™ . 1 )
contained in the state co-operative societies act concerned and m ! Registrar of Co-operalive

, d
therefore, be necessary for banks to obtain prior approval of the concerme

Societies before admitting them as members. | . five banks on a large
(i) Even financing the leasing/hire purchase companies by primary (urban) co-operat irad to cater to the
scale is not favoured by the Reserve Bank of India, since the banks are basically required 10

credit needs of the people of small means. . by
: 2
(iii) Presently banks with working capital funds aggregating to Rs. 25 crore and above, only are permi

take up the financing of leasing/hire purchase companies that too only in consortium with other scheduled

commercial banks. The banks should observe the following norms, while financing such companies :
(a) The level of finance to leasing/hire purcha_se companies depends on the net owned funds of the

companies, subject to the overall ceiling on their bbrrowings upto ten times of their owned funds.

(b) Bank credit to companies exclusively engaged. in equipmer'ﬁ leasing and hire purchases and such
leasing/hire purchase companies which are predominantly engaged in’ equipment leasing/hire purchase
business (i.e., at least 75 per cent of assets are in e'qUipmenf leasing/hire purchase and 75 per cent of their
gross income is derived from these two types of activities as per,their last audited balance sheet) may be
extended within the ceiling of three times of the net owned funds within the overall ceiling of their borrowings
Upto ten times of net owned funds. | " '

(¢) In the case of other equipment leasing/hire purchases companies (i.e. companies whose assets in
equipment leasing/hire purchase business are less than 75 per cent and whose gross income derived from
these two types of activities as per the last audited balance sheet s less than 75 per cent of its gross income),

the credit limit has to be within two times of their net owned funds from the present level of four times.

8.4 Working Capital Finance to Information Technology (IT) and Software Industry

8.4.1 Banks are permitted to decide on their own the loan policy and the manner of esﬁmaﬁng the working

capital finance based on MPBF method or any other method to be annraven hu thair Raned ~f Ataioo. =
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S DeIng a relatively new area of credit deployment, primary (urban) co-operative banks may take
adequate steps to develop expertise in this area. Besides other measures which banks might take, the need
for training staff for developing them in acquiring skills of project appraisal in this new area of activity need
not be over-emphasised. It has to be ensured that the concerned staff is well aware of the requirements of
the industry anq remain in tune with the latest developments so that the higher standards of project appraisal
can be maintained before extending the working capital finance to Information Technology and software

industries.
9. DISCOUNTING / REDISCOUNTING OF BILLS BY BANKS
Banks may adhere to the following guidelines while purchasing / discounting / negotiating / rediscounting of

genuine commercial / trade bills:
i_ Since banks have already been given freedom to decide their own guidelines for assessing | sanctioning

working capital limits of borrowers, they may sanction working capital limit as also bills limit to borrowers after
and in accordance with the loan policy as approved by their Board of

proper appraisal of their credit needs

Directors.
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discounted. Services sector bills shoylq not pe eligible for rediscounting. Further, providing Lt
o ogainst discounting of services sector bijs may be treated as unsécured advang::‘e and th:erefore, should be
within the limits- prescribed by UBD for sanction of unsecured advances.

xi. In order to promote payment discipline which would to a certain extent encourage acceptance of bill, &l
corporate and other constituent borrowers having turnover above threshold level as fixed by the bank's Board
of Directors should be mandated to disclose ‘aging schedule' of their overdue payables in their periodical
returns submitted to banks.

iii. Banks should not enter into Repo transactions using bills discounted / rediscounted as collateral.



