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PART IIT : BANK LENDING TO INDUSTRY

/ N
Section III.1 Background and Main Feaétig{es of the[ New/Bank
N N >
Lending System - w\ < [ =
M M/ ; /

The Iinmbalance between demand foqE}and supply of bank credit

/

and the felt-need for reform in the lending system of banks
) o
led to the appointment of tudy Group in July 1974 to

frame guidelines for the follow-up of bank Credit. The Study

Group submitted its Interim Report in November, 1974, in
which it suggested norms for holding current assets in
respect of major industries. The Reserve Bank. of India
accepted the interim recommendati §>and directed the banks to
implement the recommendations with immediate effect. The
final eport was submitted in mid<1975 which was, by and
large, accepted by the R.B.I. for implementation with effect
from August 1975. The present system of bank lending called

PRSI

in this study the New Bank Lending System (NBLS) is
T e e

essentially based on the recommendations of the Study Group

with some procedural changes introduced over a period of

time.
Main Feature

The operative part of the New Bank Lending System (NBLS) may

be understood under the following heads :

o

(i) Norms:;
\Q\(ii) Rules for Lending: and

(iii) Follow-up System
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o 1

Norms are applicable to t industrial borrowers whose limits

for working capital findnce from the banking system exceed

Rs.10 1lacs. The ({ Committe laid down norms only for 15
T

industries.

Subsequently, the Marathe Committee constituted in November

1982 recommended that industry- wise subrcommittes be formed

to review the existing inventory norms and prescribe norms

for more industries.

Accordingly, over a period of time, the Reserve Bank of India
constituted various industry-wise sub-committees and their
recomandations were adopted by the Committee of Direction.

OD)| of the RBI and banks were accordingly advised.

entory norms prescribed so faf r 41 segments/groups

der various types of industries,‘Yas corrected upto June

1989, are given below!—
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Table 1111

o)
N

NORMS FOR CHARGEABLE CURREMT ASSETS //
o

5t Industry Raw materials including stores Stocks in Process Finisheiigg?égx Receivables
No and other iteas used in the {Honth’s cost of {Honth's Tust of {Month’s sales)

process of sanufacture production) sales)

tMonths Consusption)
{1 {2} £3) 4) {5} {6)
R TEXTILES

{ Cotton/Blended Textile
Rills

2 8ilk & Art silk Testile
Mills

3 Hoollen Rills

4 Man aade/Synthetic Fibre

Industry
3 Jute Textiles

B RUBBER & TYRES
& Rubber products
7 Type

£ FERTILIZERS
8 a) For Witrogenwous

b} Single Super
Phosphates (G5P)

c) Compley Fertilizers

i) Rag cotton
Boshay & Ahaedabad
Eastern Region
Other Areas
i) Syathetic Fibre/Yarn
iii) Cloth
Processing Mills
iy} Other raw materials
i} Synthetic Yarn
ii} Cloth
{Processing Nills)
{ii) Other Materials
{Inclusive of stores
and consuzable itess)
1} Ras Yool
ii) Ranges % Hastage
111}Syathetic Fibre/Yara
v} Other Materials
{Inclusive of stores
and consusable itess)
1.3

2.3

2

2

{Inclusive of hoth 1spert

% indihkenuous)

i} Units near refinery
11} Units away fros
refipary

1) Units port areas
1) Units away fore
part areas

i) Units pert areas

i1} Units away fros
port areas
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1} Composite Mill
ii) Spining Rill
iii) Processing

Nills

n
&
3

N

3
1.5
0.3

1 1) Heaving Hills
0.5

iilProcesing Hills
2 {Including cozposite

Hills % others)

P

0.75  MNegligible

1.5

3

Negligible

tued

Negiigible

Ld r3

1.3 1} Cosposite Hills

8.5 [ 3 1
0.75 ii} Processing Hills & others
[ 2.5 1
0.3 1) Heaving Mills
[ 1.3 )
ii}Procesing Mills
{Including composite Mills %
0.75 others [ WG 1
i)} D season
{April-Septeaber, peak periad)
14 4 1

ii) Busy seasen

{Dctober-March, non peak perind)

[ 3 1
0.5 [ 2 1
i} For dosestic sales 1.0
i) For Exporis 1.5
[ 1.75 -
I 2
i) Busy season 1.5 i} Busy zeason 1.2%
{Oct-Fehi {Bck-Fah)
11} Bff season 2.00 i1) OFF spason 1,50
{Harch-Sept) {March-Seph?
i) Busy season 1.5 1) Busy season 1.00
{Bct-Feh) {Oct-Feh)
i1) Off season 2.00 i) OHf seazen 4,25
{Harch-Septl {March-Sept!
1} Busy season 1.75 i) Busy season .40
{0ct-Feb) {fct~Feb)
11} Off season 2.23 1) OFf season  1.50



Table I11.1

NORHS FOR CHARGEABLE CURRENT ASSETS {coatd. 2)

5t Industry

Raw aaterials lincluding stores Stocks in Process

Finished godds

Receivables

Ko and other itess used in the {Honth's cost of {Honth’s Cost of {Honth’s sales)
process of manufacture) production sales)
{Honths Consumption)
fi) 3 {31 {4 {5 {4}
I CHENICALS
7 Drugs % Pharaacesticals 1 0.75 13 1.5
10 Dyes and Dyestufis i} isporied/canalised 2.5 1 I Sed
{Dye Interpediaies) ii} Indigenuous non- .23
canalised
11 Pesticides and weedicides .73 0.75 2,00 1.50
12 Paints and varnishes 2.5 0.5 1.30 2,00
13 Petrocheaicals 1.5 ¢.30 1,00 1,50
14 a) Speciality Chemicals 1.5 ¢.73 1,50 2.00
b} Inorganic Chesicals
other than fertilizers 2 0.3 1.00 2.00
E VERITABLE OILS
15 Vegi*able % Hydrogeperated
Dils i Hegligible [ 0.75 ]
F PAPER
16 2ape-, A IMPROVED
i} Pulp, wasle paper i
Cuttings eic.
ii)Felis and =ires &
B INDIGENQUS
ital Basboo,wonc,bagasse &
siras etc.
b)¥aste paper rags 3
1sads etc.
i} Cheaicals 2
iii)Coal 2 7 days HR] 2.00
{+2 zonths for sills L 2 ]
usin3 hagasse as rag sateriall
iv) Feits and wires 3
E CEMENT
17 Cesent 3% Bypsua 2.5
1i! Lisesione 1.25 0.5 { 2.5 3
iiiiCpal 2
iv] Packing saterials 1.3
H ELECTRIALS
18 Bulbs, Flwroscenl Tubes it Iaspories 0,50 [--- 3 1
ad Ory Cell Battries i} Indegenous .4 L.
19 Storage hatiries 2V Isported i 4 f- 3 1

)
o

i1) Indegenous
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Table II1.1

NORMS FOR CHARGERBLE CURRENT ASSETS(coald. Z.)

St Industry Raw materials {including stores OStocks in Process Finished godds Receiyvables
o and other iteas used in the Honth's cost of {%oath’s Lost of {Month’s sales)
arocess of sanufacturel production sales)
(Haat@ﬂunsuaptiﬁn)
w 2 {3 {4) {5) {&)
20 Fans i) Isporied I 0,50 [ 4 ]
ii} Indegensus { For off season
[ 2.5 1
During season
2t Transforaers import & Indegeneous 2.5 2.0 1.5 2.0
22 Bmitchgears Isport & Indegeneous 2.5 0.5 1.3 2.0

I ENGINEERING

23 Engineering : Custoser 2 0.7 [ 2.3 1
Jurables :

24 Four sheelars and Indigenous .25 0,73 4 2.5 1
Commercial Vehicals

25 Tuo wheelars and 2,25 8.73 [ 2.3 ]
futor ickshaws

& ricuitural Hechanan; Py wig L

26 Agricuitural Hechanary 2,25 0.75 [ 2.5 ]

27 Bacillary Isdustries 2. W H 1.5

')?A 'I!aytdl ')25 {)B' 4 F }

28 ¥achinary other than 2,75 1.5 H 5 ]
Electrizal Machinary

29 Electrical Machinary .75 1.25 [ 3.3 :

3¢ Hachine Tools 275 1.25 I 3.3 1

31 Electrical Cables, wires, =tc. 2 0.73 H 2,75 ]

32 Steel, tubes, pipes, mut 2 0.73 { 2.5 1
bolds, bars stc.

I3 Bearnings 3 1.00 [ 3 1

34 Other Engsneering 2.25 0.73 { 2.3 1
industries Erxcluding heavy Engineeringl

3 LEATHER

23 Lather Manufacturers { 3.5 ] H 2.3 1
{1.2. these engaged :a Combained levell {Cosbined lessl)
processing of raw Hides
and skins inte finished
lather and its products?

¥ BLASS & CREAMICS

5 Blass 2.5 Nil [ 3.25 3
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TABLE IIL.1

RORMS FOR CHARGEABLE CURRENT ASSETS{conid. 4.)

&t Industry Raw aaterials lincluding stores Stocks in Process Finished godds Receivables
Nao ang other itess used in the {Hoath’s cost of tHonth’s Lost of {Honth’s sales)
process of sanufacturs) production sales)
{Vonths Consusption)
{1) {2) {3} {4} {5 {8)
37 Creasics 3
al Insulatars I 1.00 1.3 ]
b} Other iteas 3 4.5 1.00 1,00
L BREWERIES & DESTILLERIES
38 Bremeries i) Hops 3 0.5 0,75 1.00
11} Ralt, other raw materials
Y packaging materials 2 1.00 1.00
2% Distilleries 3 0.25 1.04 1.00
{If allotsenl of aclasses iz on smonthly
basis, the norss should be suitably
recuced, say o one aonth)
¥ FDOD PRODUCTS
4¢ a) Flour Hills 1 Nil 6.25 1.04
b} Bisceils and Bakery i 7 days 8.5 4,50
Products
N DIAHOND
4} Diasond Exporters S IR 1 1,50 .00

{Cosbined Level}

Source : Obtained fros the reserve Banl of India, Roabay.
e s N
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Apart from the above,.norms have also been prescribed for

determination of Maximum Permissible Bank Finance (MPBF)} in

respect of :

(a) Computer software industry

A\

(i) Programming services i MPBF based on the gaps in the

{ii) Customised application i cash flows and matching limit
development contract i against receivables.

(iii)Package softyrware products:

(b) Leasing

(i) Maximum permissible limit for bank lending

Lending to leasing concerns should be, inter alia, linked to

their net owned funds (NOF) and it should not exceed three

times their NOF within the prescribed overall ceiling of ten

times their NOF for their total external bhorrowings.

(ii) Computation of maximum permissible bank finance (MPBF)

'Receivables' of leasing concerns consist of 'lease rentals’

which are in the nature of outstanding credits.

MPBF is calculated as under :

(a) Outstanding credit for a period of

years for each lease trashsection

Lease renrals due during next 5 years

------------------------------- 7~~~ X Cost of the assets
Total rentals due under the trans fons leased
{(Note : 1lease rentals fallen du but not collected are

excluded while computing outstanding credits')

s
(b) Drawing limit
While the outstanding credi is to be arrived at on the

above base , the drawing power within the credit limit has to
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be worked out by deducting margin which should be less than

25 per cent.

e

(i) Maximum permissible 1limit for bank lending as applicable

(c) Hire purchase

to leasing.
(ii) Computation of MPBF

HP concerns show stock on hire under HP agreements at full
value under current assets and unmatured finance charges

(UFC) under current liabilities.

.\-—‘M\_\"\

Net current asset - SOH - UFC
MPBF - Net current asset less
Net working capital ~

- 75 per cent of net current assets.

Notes
{i) Raw materials are expressed as so many months'
consumption. They include stores and other items used in

the process of manufacture.

(ii) {(a) Stocks-in~process are expressed as so many months’
cost of production.

{(b) In individual cases, the bank may deviate from the

norm fog stocks~ ' in-process if it is satisfied

that the actual oprocess time involved in may
particular unit, say, in view of the nature of

production, past experience and technology employed,

is more than the norm suggested.
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{iii) (a) Finished goods and receivables are expressed as so

Norms
i

(b)

many months, cost of sales and sales respectively.
This figures represent only the average levels.
Individual items of finished goods and receivables
could be for different periods which could exceeds
the indicated norms so long as the overall average
level of finished goods and receivables do not
exceed the amounts as determined in term of the
norm.

The norm prescribed for the receivables relates
only to inland bills on short term basis (i.e.
excluding receivables arising out of deferred

payment sales and exports).

relate to Chargeable Current Assets (CCA) comprising

inventory and receivables as given below.

CCA = TCA - OCA, or
=1 + R,
vhere,
I =RM & CS + WIP + FG + Sp in which
RM & CS = Raw Materials and Consumable Stores
WIP = Work in Process

FG

fi

Finished Goods Stock

it

Sp Spares
R = Receivable of book debts arising out of credits

given/credit sales.

In order to ensure that industrial units hold inventories and

receivables ouly necessary for their operations so that dead

slow

noving, speculative and flabby inventories are
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eliminated, certain rules to calculate the acceptable level
of chargeable Current Assets (CCA) which the borrower may be

permitted to carry, have been framed, as given below (14)

(1) The past practice of the bgrrower must be
ascertained by calculating the holding of raw
materials, work-in—process, finished goods and ‘the
level of receivables from the past, financial data
in relation to consumption of raw materials, cost

of production, cost f sales and gross sales,

respectively.

{2) The past holding ared to the norms to
identify t NOrms were

the

upper

inventory an

Banker has to consider the past practice or
norms, whichever is lower. This rule is meant for
determining the maximum holding of inventory and
level of rveceivables which is allowable for the

next year.

While computing the norms for inventories and receivables,
banks are expected to take note of the following facts (15)
{1} So far as the norms for receivables are concerned,

these are only for receivables arising out of

inland, short—-term sales and not for receivables
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(2)

(3)

(4)

(3)

relating to deferred sales and export sales.

In the individual cases, the bank may deviate from

the norms for Stocks in process, if it is satisfied

"that the actual process time involved in any

particular wunit is more than the norms suggested
especially in the view of the nature of production,

past practice and the technology employed.

>

In case of imported materials, comprising a major
portion of raw material requirement, deviations may
be allowed after considering factors. such as
volume, frequency of import, past levels etc. This
deviation should be restricted only to raw
materials imported directly by the borrower under

his actual user's License.

The accepted level of stock of spares should be
either the expected consumption of spares for the
projected year or 5 per cent of the accepted 1level
of inventory, whichever is lower. Any excess of
spares over and above this level will have to be

treated as non-current assets.

Clubbed norms for more than one item of chargeable
current assets in case of some industries have

been presentod.

Deviation from Norms

Norms

for inventories and receivables cannot be changed for
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individual ©borrowers. They can be changed for the entire
industry; but only by the Committee of Direction of the
Reserve Bank of India. This committee can change the norms on
the basis of representations made by either the Bank or the
Industry’'s representatives,.

In the following six cases deviations are permitted for ‘a
short period of time (16) :

{1) Bunched receipts of ravw materials including
imports.

(2) Power-cuts, strikes and other unavoidable
interruptions in the process of production which
will effect raw material stock.

{3} Transport delay and bottlenecks which will affect
finished stock.

(4) Accumulation -of finishe& goods due to non-—
availability of shipping space for export or other
disruptions in sales, but not under circumstances
where -a sales stimulation i3 needed through
reduction in prices.

(3) Built-up stock of finished goods such as machinery,
due to failure on the part of purchaser, for whom
these were specifically made, to take delivery: and

{(6) Need to cover full or substantial requirements of
raw materials for specific import contract of short
duration provided there is no escalation clause in
the contract.

The above deviations are permitted only for temporary

periods. The units are expected to carry the normal levels of
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CCA as so00

Thus norms
in-process

units are

n as these circumstances get over.

are prescribed separately for raw materials, stock
, finished goods and receivables and all borrowed

expected to comply with each of the norms.

Interchangability of norms within the total sanctioned 1limit,

in the se

nse of permitting holding of higher level of say,

raw materials, because of lower levels of finished goods,

etc. is not allowed.

Rules for

Lending

The following two rules for lending are followed under NBLS:

(i)

(ii)

Subject to certain listed exceptions, the maximum
¢
permissible levels of inventory and receivables

should be equal to the norms or, past practice,

which ever is lower, and it{also, that the
current ratio of the firm will be higher in case of
he second method, compared to the first. The

implication of this method is that the ratio of

Bank Credit to CCA will be lower in the case of the

!

second method.
Each borrowal unit must have a positive net working
capital 'WC).
It mea a part of the current assets must be

financed by Lhe borrower for his long-term funds.

Methods of ascertianing PBF

There are two methods of calculating the permissible bank
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finance under the new system which are explained below:
First Method
«-——;.——————-\\
Under the first method, the banks should first calgute

Working Capital Gap (WCG), as given by,

WCG = TCA - OCL

Where,
WCG = Working Capital Gap:; -
TCA = Total Current Assets arrived at by

TCA = TCA + OCA,

/ .
/’ﬁﬂw Where,
4% CCA = RM + WIP + FG + Sp + R,
? X\‘\’ Each symbol means 9
WA y '
))Y/;ﬂﬁ RM = Raw Materials + Consumable jtores,
I'd ?
&fy Qirwfgﬁ WIP = Work-In Progress/Process,
\%Q \}"}/ FG = Finished Goods Stock,
\

%\{ Sp = Spare Parts Kept In Inventory,

=
i

Other Current Assets, Such as Cash,

C‘F&,J ‘ Advance,etc.
ﬁ&bqy /;//-OQLI: Other Current Liabilities, Computed by

g‘” \gngﬁ;% - TcL - BB,

Y " - - - nt. s
" Ny TCL Total Current Liabilities

\i;%* Book Debts of Receivables,

S_

5
rd
H]

\f arrived at by TL - LTL,

Whet ¢,

TL = Total Liabilities, and
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LTL = Long Term Liabilities

BB = Bank Borrowings
After calculating the WCG,the banks should
calculate the permissible bank finance by ,

PBF = 0.75 (CCA + OCA - OCL)

¥Where,
PBF = Permissible Bank Finance and the other
limits of credit
CCA = Chargable Current Assets and,
OCL. = Other Current Liabilities

T

Thus, under the first method, the borrowver is supposed to
finance 25 per cent of the WCG out of long term funds, called
Match{;g Contribution (MC). Banks are expected to provide the
balance of 75 per cent in different forms as per the needs of
the borrowing firm.

SECOND METHOD
Under the Second Method, bor£owers should provide 25 per cent
of the total current assets (TCA) as matching contribution

(MC) and from the ‘remainder ' so 1left, other current
liabilities (OCL) should be deducted.

The Dbalance would be the maximum permissible bank (PBF), as
given by,
PBF = 0.75 (CCA + 0OCA) - COL,

Thus, under the second method the matching contribution is

higher than in case 'of the first method.

In the beginning the borrowers, who had weak financial

&
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position with credit limits of Rs. 10 lacs or more from the

banking system, were required to be covered as early as
TN

possible, not exceeding the period of one year. The aim was

to ensure .that, the borrowers move from the first to the

N TN
/

second method as early as possible, and those who are already
in the second Category, not increase their dependence on bank
borrowings. ’;
The rationale behind these methods of lending is that there
must be a favourable relationship between current assets and
current liabilities and that the borrower's contribution (Net
Working Capital) for supporting the current assets must
increase in due course, so that over a period of time the

borrovwer's dependence on bank finance may come down.
«

At the time when the NBLS wii,i&EEQQpced’ it wvas felt that
some time was needed by the borrowers to adjust themselves to
the discipline of the new approach. The banks were supposed
to work oult the existing customers and any excess of the
finance was to be converted into Working Capital Term Loan
{WCTL), which was to be paid by the borrowers in due course,
depending upon their cash generating capacity, ability to
raise additional equity, etc. It was felt that needa for
additional credit will arise with an increase in the level of
production. For that, the boriower should bring a matching
contribution required uédel the relevant method of lending.In
case of excess borrowving,representing the excess of inventory
and receivables, credit facilities should not be given until

the current asset levels are brought down to the required
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levels.

Follow—up Systen

— T

A comprehensive information system for proper financial follow-up
of the bank credit is an integral part of the NBLS, wmainly to

ensure the safety of bank credit, and its proper end-use.

The Information System

From the angle of submission of periodical statements,

borrowers are grouped under the following categories. (17)

(1) Borrowers enjoying a rking Capital limit of Rs,
10 lacs and more.
(2) Big borrowers who enjoy a working capital 1imit of

Rs. 1 crore or more at the beginning of the NBLS.

—_—

Both the categories of borrowers are required to submit the

following three statements (18)

{1) Past and projected balance sheets and projected

peak-level balance sheet (once a year)

(2) Past, present and projected operating statements

{(once a year), and
(3) Stock~-statements in revised forms (once every
nonth)
In addition to these, borrowers listed in the second category

are required to submit the following quarterly statements.
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{1) Statements of current assets and liabilities
giving actuals of past quarter and projected for

the current.

{2) Funds Flow Statement , giving actuals for the
preceding quarter and projected for the current

one;

(3) Operating statement on quarterly basis, giving
actuals for the past guarter and projected for the

current; and

(4) Half-yearly pro-forma Balance Sheet and profit &

Loss A/c, within two months.

Interpretation of Various Statements

The information system had been so designed that it is be&ing
used in three ways to evaluate the operations of the
borrower. Firstly, the past performance is evaluated to
asses the financial position and viability of the borrover.
Secondly, projections are evaluated to check 1if the
planned future operations were acceptable to the banker; and
thirdly, the actual‘achievements could be compared with the
plans to identify the variances of up to 10 per cent of the
estimates which are permitted. But variances beyond 10 per

cent are enquired into by the banker.

-

The other things that are being seen in the stock statements
as per the guidelines are that the statement should show the

entire stock of CCA belonging to the business, including
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stocks which might not have been pledged or hypothecated to
the bank. Stocks shown in the staigment are valued
consistently on the same basis on which they are valued for
balance sheet purpose. The banker is permitted to charge 2
per cent penal rate of interest on excess borrowings on
account of excess holding of_CCA,if it is felt that the party

is not cooperating in bringing down the excess stock in

accordance with the agregd)\programme.

(2) Quarterly/funds/flow.statements

Quarterly funds flow statements show the total sources and

uses of funds for a given guarter. If during a particular
r—
gquarter the sources side exceeds the uses side, the unit will
_—TT ST S~—
be surplus to that extent and the bank borrowings must come
«
_ down - accordingly. On the contrary, if sources side falls
short of the uses side, the bank borrowings will go to the
extent of this net deficit by the end of the quarter (20).
Thus, quarterly funds flow statement is meant for assessing

the permissible quarterly levels of drawings.
{3) Quarterly Statement of CA/CL

This statement which is a brief report of the current assets

and liabilities at the end of the past quarter is also to be

submitted, in the beginning of each gquarter. Generally, three
points are being checked carefully from this statement

{a) What is the net working capital (CA-CL) of the

unit, as at the end of the end of the past quarter

and how does this compare with the NWC projected
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for the current quarter? If the projection shows
any deterioration in the NWC, it should be

examined.

(b) At the end of a quarter, the actual statement of
CA/CL should be compared with the projected one
submitted in the beginning of the quarter. Any
significant variance should be noted and

investigated.

{c)} It should be ensured that the current assets shown
in the projected statements (1b) are within the
permittted levels. Similarly, the current assets at
the end of the quarter should tally with the stock
statement of that month, besides being within the

permitted levels.
(4) Quarterly operating statements

Big borrowers,where (working capital 1limit is of Rs. 1 crore
and more) are required to submit a quarterly operating
statement - both actuals for the past quarter and projected
for the current quarter. This is one of the most dependable
sources of ascertaining the continued vialibility of the

borrowing unit.

Operating statement provides data on the following
{1) Sales

(2) Cost of production
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{3) Cost of sales

(4) Gross profit

{(5) Operating profit

The banker is expected to study these figures and examine the

stafj?z?y/from the following angles :
1} How projections for the next quarter, with

2y

(3

references to sales, cost of production, cost of
sales, gross profit, operating profit margin ratio,
turnover ratio amnd return on investment, gtc..
compare - with-that of the previous quarter of the
same quarter of the last year. It should also be
seen that the quarterly statements are consistent
with the annual projected, operating statement and
the proposed business plan. Another important point
is to ascertain whether projections °~ are in
conformity with the past or is there any sharp
break- upward of downward 7 If the projected
figures are very different from the comparable
ratios and figures of the past, the reasons must be
ascertained.

On receipt of the aétual quarterly operating
statement the banker is expected to look for any
significance difference(s) between the. projected

and the actual figures. If such a comparison is

unfavorable,preventive action is taken by the banker.

Quarterly Operating Statement, both projected and
actual, is the basis of operating (i) Quarterly

funds flow statement, and (ii) the quarterly
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statement of CA/CL. The banker must examine the
consistency of these three statements and suggest

corrective actions wherever needed.

The main features of the New Bank Lending System, introduced
in 1975, have got slightly modified , on the recommendations
of the Chore Committee, which was appointed by the RBI to
review the system of cash credit. Also, the inventory norms
in respect of certain industries have been revised by the RBI

during the period of this study. :

4. The following table shows the interest rate schedyle for
advances to industries, effective from 10th oct:
W
INTEREST RATE SCHEDULE FOR ADVANCES TO INDUSTRIES WITH EFFECT FROM 10th OCT: 19
INTEREST RATE SCHEDULE FIR-ADVANCE
T8 INDUSTRIES AITH EFFECT i
FROM 107TH DCTOBER 1788
Categety.e¥ Fate ot interast j1a1) Otwer areas with Limits 14,0
Advance percent per annus zzieeding N5, 25 lalns
; {33 perasties by 1DRD

3
1
1
1

1. Small Scale Industries

1 Ters loan for unils 1n 1o Short tery advances with
- i liaeils, '
1}V Backuard zreas 1Y Unto and inciesive of
FE=T ;1t 12,5 } o Bs.2 lalhs 2.5-14.8
pthars N & 10 11} Over Rs, 7 lakhe and up
vote 22,05 labnz 14,0-15.2
11Y Diher areas with limbe 15,8 tiirdver Rs, 25 labhs 1h.3
Lptc Rs. 25 labhs : tminiaunt
11, Mediue & large scale industriesiilI, Exports
:
1. All term loans 5.8 i1, Pre shiprent credit
{aimaum 41th |
effect fros 5tk 13} Uple 1B days 1S
October 199% 1100 Ahc.2 189 daye and uplo
2. A1l shert term advances 1.0 10 270 days with RBI approval 9.5
{miniaus) |
2. Post shipmeat credit 8.45

-
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{minimum) |

12. Post shipment credit B.55
3. Advances against bills i -

discountad 3. Export credit not otherwise
1} 14 balls drawn under t classified 15,90
New Bill Market scheme 15.5 H
1i) Others 16,0 1
{ain1aug) }

Source: RBI circulars.

SOME RECENT DEVELOPMENTS

Timely Sanctions of working capital limits

A

(i) Decentralization of credit decision of branch level.

_(ii) Issue of acknowledgment for loan applications received.

(iii) Discussions with the applications, if necessary, on agﬂ

definite date.

(iv) Disposal of application within 8-9 weeks from the data
—

of receipt of application. ‘

(v) Maintenance of proper records, review of disﬁosal of

applicatiog at regional level and review of 16n3

pending "~ applications on a quarterly basis at the board

level.

Adequacy of working capital sanctions by banks

(i) Sanctions of full need based and capacity related 1limits
at the time of commencement.

(ii) Sanction with a contigency provision of 10 per cent to
take care of unforeseen circumstances.

(iii) Flexible and realistig permission for operation of
}imits at the branch level.

(iv) Allowing automatic increase in drawal related to

increase in the level of operations.
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(v) Disposal of requests for increase within six weeks.
{(vi) Rejection of results for fresh/increased 1limits and
reduction in limits to be reported to next higher authority

for concurrence.

Financing of marketing expenses of SSI units

(i) While appraising new SSI projects marketing expéﬁses should
be taken intoc account.

(ii) Normal marketing expenses should be included in the cost of
finished goods/value of receivables and taken into account

while arriving at working capital requirements.

Periodical reports to the boards of banks with respect to credit

assistance to SSI sector —

(i) A critical review of statewise, industrywise applications
receiveﬁ disposed off and pending by the boards of banks on
a half yearly basis, should be done.

(ii) Zonal/r;;;;;;Iww;aEhorities should be entrusted with the
responsibility of compliance with the guidelines.

(iii) Serious view and appropriate action should be taken for non
observance of guidelines/instructions by field level
functionaries.

(iv) The RBI nominee director should monitor the progress.

Coordination between 932&5_329~§ECS

>

(i) Banks should simultaneously/jointly appraise projects of
accept SFCs appraisal.

(ii) Working capital assistance should be sanctioned four months
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before an unit goes on strean.

(iii) Monitoring system devised should be incorporated in annual
action plan of banks.

(iv) Periodical joint meetings for review of cases should be held.

(v) Cases where SFC assisted units are not able to get bank

finance should be reviewed at state level inter
institutional committee meeting (SLIC}.

Common loan application forms

Banks, SFCs, SIDC should use the common loan application forms for

881 borrowers categorized according to total advance/assistance.

(i) Up to Rs. 50,000 (including composite loans).

{(ii) Above Rs. 50,000 and upto Rs. 2 Lakhs.

{(iii) Above Rs. 10 Lakhs.

-

Changes in guarantee scheme operated by DICGC

N

The extent of guarantee cover-with new monitoring ceiling in

respect to SS8I units effective from 1lst April 1989 is:

Units/Category Guarantee cover
{i) Units in backward areas 60 per cent if the amount
T of default of Rs. 20

lakhs, whichever is lower.
{ii) Units in other areas with 60 per cent of the amount
aggregate credit facilities default.
per borrower not exceeding
Rs. 2 lakhs.

(iii)Units in other areas with 50 per cent of the amount

aggregate credit facilities of default of Rs. 20 lakhs.
-exceeding Rs. 2 lakhs. Whichever is lower.
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The maximum guarantee cover available is Rs. 10 1lakhs each

for term loan and working capital facilities.

The procedure for collection of guarantee fee is simplified
and payable at the rate of 1.5 % per annum with effect from

st April 1989,

In case of advances where banks charge interest of 16 per
cent or more banks will have to absorb the guarantee fees. In
all other cases banks should ensure that the lending rate as
stipulated together with guarantee .fee irrespective of
whether it is levied separately or not does not exceed 16 per

———
cent.

RBI guidelines to banks in IDBI's single window scheme (SWS)

o
for financing of fixed assets and working capital to tiny &
SST units. ’ -
As per theé IDBI's single window scheme,SFSa/SIDCs have been
permitted to assist t;;;;;;;m;;;;s by providing working
capital 1loans upto Rs. 2.5 lakhs along with term 1loans for
units with project cost up to Rs. 5 lakhs. As per the RBI
guidelines banks can extend fund based and non-fund based
facilities to such units in consultation with and with the
consent oEﬁSFC'S(g}DCs.
Nationall quity{%i;d f%heme of IDBI

Y

Launched! joint by the Government of India and the TDBI in
1981&88, th cheme is aimed at providing equity type support
for tiny and SSI units engaged in manufacturing activity with

project cost upto Rs. 5 lakhs 1located at centers with
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population not exceeding 5 lakhs. Assistance under the scheme
is available upto a maximum of Rs. 75,000 per project at
normal service charge of 1 per cent per annum and

administrated through all the 28 public sector banks.

GOI/IDBI/IBA/RBI periodically review the progress of the
scheme and exhort banks to make earnest efforts to ensure
that the 1limits allocated to banks by the IDBI are fully
utilised.

RBI's modified definition of sick units

N N
A small scale unit should be considered as seé€k if it has at

the end of any accounting year, accumulated losses equal to
or exceeding 50 per cent of its peak net worth in the
immediately preceding five accounting vyears. The new
definition is effective from June 1989,

Rehabilitation,of sick units

(i) Exped us/time bound completion of viability study of

all classified =xick units.
(ii) Pericdical review of progress by the boards of banks.

(iii)Periodical reporting to RBI - RPCD.

Delays 1in settlements of dues of small scale industrial units

by large scale borrowers

In order to ensure that the large scale Dborrowers do not
exploit the small scale units by delaying payment to then,
the Reserve Bank of India has advised banks that in proposals

submitted to the RBI under CMA, banks should specifically
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e

indicate whether the large scale borrowers have adhered to
minimum ievel of credit sales through drawee bills and credit
purchases through bills acceptances and if not, the steps

taken towards compliances.
\

Ownership of units

The RBI advised banks in February 1989 that where aggregate
investment in plant and machinery of related units under the
same ownership/management exceeds the prescribed limit, they
should be taken out the purview of the definition of SSI
category and they‘will not be eligible to be classified as
priority sector advances.

Women entrepreneur’'s enterprises

PR

The RBI advised banks that the definitions of some

entrepreneurs’ enterprises adopted by banks\ for extend
financial assistance to women entrepreneurs' is:

"An enterprise owned and administered by a woman
entrepreneur, having a minimum interest of 51 per cent of the
share capital and giving at least 50 per cent of employment

generated in the enterprise to women”

In the case of firms and joint ventures of professionals/seii/\
employed persons, the benefits of concessional rates of
interest prescribed in the RBI directive for professional and
self employed women should be given only if the firm/joint

tisfies the above definition.

Tactoring services
M
The‘Kalyanasundarém Committee of the RBI has recommended the
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India. The RBI has

are being worked

out for setting up various regional/national level
organisations. Factoring services can alleviate the
difficulties experienced by SSI units is collecting payments
for supplies made by them to various purchasers belonging to

both, public and private sector.

Section II1.Z2 Analysis of Industrial Advances
Industr) né%%%}huge investment for establishment. In the

modern world banks are one of the financial institutions
N

providing financial assistance to industry. However, '/ Bapnks

have advanced substantial amount of funds to industrial

sector as depicted in the table III.2 below: c

A

The gross bank credit was Rs.85,678 crores in 1989 as
compared to Rs.10015 crores in 1975, while industrial
advances accounted for Rs. 45,285 crores in the year 1989.
The percentage of industrial advances to total gross advances
has decreased from 63 per cent in 1970 to 53 per cent in
1989. However it is clearly evident that industrial advances
after 1986 show consistent improvement although marginally in
terms of percentage of industrial advances to gross bank
credit. i

The table II1.3 below shows the distribution of bank credit

to industry according to occupation which has been taken up

for growth analysis.
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TABLE IIL.2

Industrial Finance by Scheduled Cosmercial Banks

{Rs. 1n Crores)

Warch znd Industry broszs Bank 4 Share of

Credit Industrial

Advances
1978 231 4108 £3.53
1973 5569 10015 5416
1980 10904 21235 51,37
1985 2255 47954 47.92
1934 26238 55013 47.52
1987 M 42554 8.7
1988 w09 51,45
1049 45285 85478 52.85

dourcer 5
{

1

wh- 1T T.nt
tatistical Tabl

ssupe!

es Relating ic Banks in India- RBI
varipus 133ues) and RBI Annual Report 'various
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Table 111.3

Distribution of Scheduled Commercial Bank’s Credit ¥ to Industry According to Occupation

{Amount 1n crores of Rupees)

INDUSTRY

Decanber

1975

Decesher 1980 December 1985 December 1984

No. of  Credit
fccounts  limit
{Rs. 1R
crores)

Credit Asount Mo. of Credit Amount  No. of Credit Apount
limit  out  Accounts limt  out Accounts limt out

{Rs. in -standing {(Rs. 1n -standing {Rs. 11 -standing
crores! {Rs. 1p rrores) (Rs. 1n crores) {Rs, in
craras) croraes) crores)

ining and Ruarrying

a0d Manufacturing
Praceszing

average and Tobacco
avtile

aper,Paper

roducts & Printing
sather ¥ Leather Product
ubber & Pubber Products
heaical &

hegical Products
anufacture of

asic WineFals
azent
as1c Betal

Hetal Products
ng1NeEr Ing
shicles, Yehicle Parts !
ranznort Equipwent
lectricity -
Generation
Tranamissior &
Bistribution

truction

rs

8
E

b

1985 183.32

12289 £90.99
2379 150.83
31457 161874
10103 255.03
2471 91.29
3330 145.28
20827 932,74
754 209.37

213 7549
7482 10701

27082 1847.%%

8s1e 432,30

1450 174,38

5477 96,08
5376 E9LLL07

.73 1912 5579 425,47 G063 5292 509.4% 420,09
173681 994.75 42074 2967.01 1927.95 44429 3074.28 2271.98

167,33 180.07 3255 450.49 314.84 4569 533,74 419,58
2943.41 1983.00  G99R0 4422.57 3387.71 59581 5277.96  A2%%
330.28 416,62 23901 1017 B2E.94 25565 1209.28 1012.5%
7.1 158.9 5086 425.58 335.58 5411 54G.04 449.57
19.51 24471 7608 571,31 4109 £094 580,29 479.27
A75.77 1310,1 43910 355,74 2557.%8 51801 4310,29 155,82
167,69 584,83 1886 429.45 254.8 012 3L 1L

0883 12492 4821 45035 a0 5310 37h.67 SOL.A4
196195 102435 G0816 7180.B4 2577.92 ° 58809 150,44 279R.92

JA58.38 208R.93  GIT0T 3782.47 4055 54774 £524.B 008,43
SE.49 SRO.14 0 1471 1587.49 990,69 22413 157923 1253

221,37 15 1724 5127 T35 1954 550,04 3724

229.51 1B0.IT 16467 S9L.IR 4%h.65 17194 ARE.09 HAR.TS .
T AAL0Y 70716 2282.17 1790.ST  T7SIBT 2857.79 11004

053G 1444801

199000 8955,77

HEGESS I S O

29780.48 20720.9 154852T 5303.6 40992.1 1717429 57884.9 4428
16975.48 11431 424770 28451.9 21132.1

LN
449573 32049.7 1584127

26U TS79.R1 2TIRLTT 294475 TOOT,R7 SA43.17 2007pT 745,80 5097
- 4 i e Ui

lote 1 ¥ Relating to accownts with credit limat over Rs. 25,000/-

iource : Banking Statistics - Basic Statistical Rerturns - RBI{various issues).
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The table 1II1.3 shows a declining' trend for the total
industrial a&vances outstanding. Expressed as a percentage of
total bank credit was 63.50 percent, 56.50 percent and 55
percent for 1975, 1980 and 1986 years respectively.
Engineering, basic metal and metal prodcts and textile
industries appear as major borrowers. In other words, these
industries occupy major chunk of industrial advances. In

total bank credit small scale industries account for one

fourth.
/

Scheduled Comercial banks havel landed large amount of funds

i

iven below bank loans and

to industry. In the table III.
advances by scheduled commercial banks according to
different sizes of credit limit and their classification is

«

presented.
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Table I11.8
Classification of Industrial Loms and Advances of Schedulad comaercial Banks Accordieg to
fifferent Sizes of Credit Limst
{Amount 1p crores of Rupees)

Industry Dec, g oto 1 lzhh o laths 10 .aths 05 lakhs 50 Is*he I crore 10 crores composite
group End te to ta to io to to A himits Total
1l 5 lavhs 19 laths 25 lakhs 350 lakhs ! crore 10 crores above  unclassified
Yiniag and 1780 9BR.9% 16,43 iy 21,8 18.4 LIS a0.82 30,06 R34 1.2
fluarrying ’ 178 18,92 1809 16.57 .37 3.9 .6 1T 104,09 - 420,09
Focd manufacturiag § 1980 79,04 158,39 108.°% 14508 121,56 17.2 189.23 8.73 1,63 954735
Processing 198 9L 20,07 N2 A 11ATT 305.95 612,12 95.41 - 22931.98
Beverage and 1980 B8.54 20.9 14,45 .73 3.1 ! 50.92 4,62 0.18  180.07
Tehacco 1984 10.4 21.7% 21.5 M3 35.88 61,09 185.79 3.8 ° 77 £19.58
Teztile 1930 119,54 220,89 18547 WA 287.8 08,7 8052 29.83 .2 1983.05
1985 178,54 LI ¥4 13RAT 0 3RR.%s 409,98 1727t 0.7 - 4235
Paper Paper 1980 49,55 74.19 7.7 55.07 45.79 3572 10638 1.09 .13 416,32
Products ¥ Printing 1985 772 15377 gr.hy 1Gs 1 179,95 fya - - 1012.56
Leathar § 1egn 10,74 28.73 a5 AR 23,75 20,72 5.2 - 9,9 168.9
Leather Products 1936 1795 30,97 DEN: 4 5.2 £3.1 81.5 NI 18.72 - 129,57
Fubner & 198 17,3 27.08 15,43 nrw 25.8 45,3 87.12 - .14 M
Rubker Products 1985 19.84 55,04 N 0T 47.5% 53,27 205,09 1,94 - 479,77
[heaycal {930 107,48 208,77 L 1TIAT 0 1589 175,68 315,57 55.48 AT 1301
Chemical Produrts 172 1178 i 23T MLE LT SVCS S U V54 225,15 - 1356.82
Harufacture of 1950 2.8 .3 - 2.2 7.45 18,41 18571 153,64 .12 544.83
Hesir Minerals 1eat 1.87 12.97 7.7 1T.A7 12.98 17,71 21,037 31,18 - 191,77
{eaen 1egs 7.5 12.55 1,583 RN 12,44 17,85 50,04 ~ 0.7 2
R 20 T 9.4 19,15 T30 54,52 PEN: ) A A - - 507,64
Beeic Metal and R W 202,01 ULTT ARy 1579 156,77 05,322 172,15 17T 1TIATE
¥etal Products 198k 1THA4 786,95 230 TERLAT O TETLER TR TERLA 198.14 - 72,92
Enginszlng fteg 1L 23275 Tals LT TR LT TIALER 302,62 TR ReeR
1386 154,93 429,42 28045 LLTT LY 518,45 194778 630,72 ~ 008,47
Yehicles, vehicle Partz 1980 TE\TF 57,15 P 5.9 57.95 S99 AT 21,85 .17 =551
and Tramsport Souipsent 1986 57,29 133,01 8.7 12,05 11 120,58 49149 156.51 - e
Electricaty-bereration 1980 HA 254 1.5 1.5 12,28 19,22 55.01 1.1 475 15,2
Transmizsion & 1924 7.2 6,77 3,59 1834 55,28 257 150,46 A7 - 772,81
Mstribution
Construction e LI 4,57 23.57 25.4 15,25 15,81 75,12 - 0.26 180,17
1794 80t 1.7 A 70,98 87,87 2.7 120.9 12.19 - 535.75
fitz-z P A S 15,28 7 €522 83,74 e,an 5h. 48 878 32 75718
1Rt 108123 385,70 82,7 U5 14 278,17 4755 18 - 31877
Total 1780 1947.7% 1457.99 BRTLER 1TRDUAE 1T02.1B 133247 13494 991,56 2965 154
1935 ZIRE.8%  2914.11 1TT8.sB 2826.%R IRASA.9T 23094 880700 1847.5 ~ 2852522
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The above table II1.4 shows loans and advances Scﬁeduled
- \__ﬂ———‘—‘——f:ZE::FE;::—ﬁ
Commercial Banks by different size of credit 1limi

._.‘————ﬂ“"“""*““'”"“"““‘*—«-~u“_~‘

different industries. In 1980, among total advances, /| loges
L et N

under one 1lakh and one to ten crores accounted for 16

cent and 25 per cent reduced to 8 per cent while one to ten

crores increased to 33 per cent.

ei below table }II.S depicts outstanding credit of Scheduled

Comme al Banks to industry lending to population group and

branches between 1980 to 198§T/////7 :

Table 1113

Dutstanding Credit of Scheduled Compercial Banks to Industry
{According to Popalation broup of Erarches)

Dex. 1780 Dac, 178! Bzc, 1982 Dec. 1983 Dec, 1982 Dec, 1993 Dec.1984%
SURAL )
Mo, of Accounts 190484 2570 aieegn 7158325 792502 1478884 1316072
Credit LipiiiRe, 1n Lakhs) 77043 92079 101488 IR 5414 137042 180974 16533
feount Dutsanding !Rs. in lalhs) 51803 51158 75298 98174 gl 115427 {38777
SEMT URBAN
N, of Accounts 878788 207818 218878 179979 P oaen0R 704977
Cremt Limit'Ps, 1 labhs) 2N e 2894007 TTE s 77957 M
Amqupt Dutsandipg (B3, in lakhs! 14585 R LA KM i 554 25047 2epize
LRDAN
Mz, of Aczounts 205080 209044 281509 294152 353485 L 131097
Sradit Lisit'Rs, s Lzbhs) 3A6T7 4080564 25599 529079 £2007 702449 728
Amount Dutsanding Rz, in labhs) 249347 IR 321087 kel 355975 546580 529774
METROPOLITAR
N5 of Booousiz H:EA A 178557 181577 S UM A L) nangET
fredit Loniiifs, 10 cathe) 1990543 I79SASE 1882990 1501893 1SEIIED TSIOGE DRIATTS
Amount Detzasding 'Pz. i labhs! 77783 ELAL 1015552 127018 ingy 1282427 1587244
TOTAL
Yo. of Accounts 83 956284 1079627 . LEST70T0 FEI el 230009 2804452
Credit LimitiRs, 1p Laths! P2 %34 2078512 547372 2490171 254052 2976174 324706
fmount Du-iacding (Rs. ig labhs! 1155509 1404775 1477530 1T39745 1910735 2191405 2545522
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above II1.5 table showJ@red%t outstanding per account in
; lakhs and reduced to 0.94 lakhs by 1986.
However, in rural areas per account credit outstanding
reduced from 0.27 lakhs to 10 thousand but in the remaining
areas on the other hand it shows improvement. The much
improvement visible in metropolitan areas i.e. 4.24 lakhs per

account in 1980 to 6.51 lakhs per account in 1986,
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Table I11.6
Distribution of Scheduled Commercial Bank’s Credit Y to Industry According to Dccupation

{Agount 1n crores of Rupees)

December 1975 Decesber 1980 Decapher 1983 December 19854
n1on No. of Lredit fsount  No. of Credit fmoust  No. of Credit fAmount  No. of Credit  Amount
torieg frecunts limat sut Accounts lisit  out fccounts himit et fccounts limat  out

‘Rs. 1n -standing {Rs. 1n -standing {Rs, 1n -standing {Rs. 1 -stand:
crores) {Ps. 1n crores) {Rs, 1n crores) {(Rs. o crores) {Rs. u
‘ crores) rraras) croras) rrores’
195
HEA O S IR . 2ABS 179.8 LW 00T 790.75  A25.54 2082 B80.04 718.4
desh 1294 6.4 201 3527 W LA 24795 94,7 79.47 26612 118.73 992
pir £680 5.8 2.9 956 7.8 32,01 30942 9544 BAL%% 35076 121,73 107.1
28116 286.98 1£9.42 4100 540,25 T49.47 £9190 993.94  747.4 B5444 11B4.45 92B.0
D047 163.06 98,34 WA O3K0,35 257,35 104795 A8R.07 513,463 124798 712,97 549.7
2255 1447 10.89 154 53,88 I9.51 3322 136,85 105,997 C I779C195.14 145.7
19305 434,42 281,12 23021 1068.87 728,75 39227 2090.74 150783 41344 2014.52 1459.2
n .
5774 47,97 73,18 9238 155.49 104.54 3351 482,88 IR 43752 38076 2B4.6
897 0,82 4.5 892 1.9 1.2 M8 541 5.8 97 172 13
4 19 1.1 755 .53 1,78 4T 2% AR 2704 1902 15,4
37 =73 8.4 508 2,58 1.8t 186t 18,05 12,72 1811 20.39  15.9
< - 52 003 0.01 481 2,44 2,18 53 L7 1.
g2 103 6.8 A SN SR ¥ | 11827 17.%  15.48 20795 3.0t 1Bt
adesh L1 6.8 0.59 g7 2,88 1,17 SO JN: P TR 5. 54 &0 1431 11
& 007 802 5 0,9% 1.2 1178 2.2 LR 1957 10,37 7.7
)
19555 4184 TAT.E4 TO2BT SR Z34.BS 1R1AA1 6AD,72 SGRSZ 2M1720 5T9.47 RAL1.3
O B L L ) 9048 1SS0 9057 1D11%& 287,33 ZATLIC 148710 A04.4% 3R9.9
23958 1078.88 113 50953 1974,42 179055 209587 019,56 Z2OT.AF IT7HOS 740,77 3085.2
cohar Isl, 186 0.'8 2.1 BS 4,38 008 J441 2 Iw e 58 2.8
1an
ish POt O SO - JO0AS 372,05 ZET.TT O 150290 91T.17 ABR.0Y 19474% 1041.85 BOA.L
sh §1789 592,29 475,98 BLS32 108209 491,49 207479 1901.1h 145740 T01919 19411 15907
it .
S2AR1 724,00 AR 9 L8992 1571,79 975,78 119090 21565.47 15913 130335 2508.94 1993.9
115471 258,97 181508 BTOA7 476404 3161,27 159548 7ALT1 SEAT.AD 149597 P749.38 4078.C
i Uayell 89 06,57 8,47 4 2,75 1,89 e LI £.09 935 7.45 5.F
LY A A L na82  [e.g3 82,14 Sii0 1457 120,09 5737 1ER.ET 14T
ji0a-
gsh 45717 478,59 25,9 9570 87,81 SI1.2 0 270849 1559.45 113504 2SR9TH {997.54 {SE7.9

81002 597.4% 24,77 §0586 929.B0 704,53 152811 2005.28 1S02.21 190782 302,71 1878,
42570 253.47 152.81 50240 SH4.4% 3B5.9 109943 101A.17 TALED 140144 {050,088 832.:
71312 99543 4715 102853 177,47 1135.91  1BATa4 2779.9 2007.65  2T1918 3528.58 2728.°
170000 3T 0,000 0,001 1§ T B 8 N NG A B |
0734 1547 1828 2982 23S 1874 2077 T2 4879 2493 78,

571429 9578.91 &2iM! PO I7123,5 11554.9 2292382 29061.7 TI9M1.0 280442 T3470.4 24445,

Oaaking Statistirs Basic Statistizal Raturns-REI,



The interest rate structure was fixed for all types of loans
and advances to industries as seen f;om the above table III1.6 -
The interest rate for term loan to Small Scale Units ranges
from 12.5 percent Per annum to 14.0 per cent Per annum; while
incase- of Medium and large scale industries range from 15.0
percent to 16.0 percent Per annum.

On the other hand<%?case of export finance the interest rate

varies from 7.5 percent to 15.50 pe;kent for the specified

period of time (see table).

The table III.7 given below shows the classification of
ST ey
industrial 1oan$ and advances of scheduled Commercial bank's

according to interest range.
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Table I11.57

Llassifrcation of Industrizl Loans and Advances of Scheduled Commercial Banbs According to Int
Range {fmount Oubstanding)
{Amount 1n lakhs of Rupees)

INTEREST RATERANGE

Industry Dac. fis MUt Mt MYt ISite 18Nte 171 im 187 Total
End  and 104 171 = Y 17 18] ang

¥inig and 1780 88 278 et H 115! Kt 728 Sond £205 17854
Quarrying i9E 2ig 2441 8474 5824 5547 917 131 I3 637 TM2
Food ranufacturing 3 1987 747 1477 1A39R 9R.08 B542 ey 100%s 8939 24153 BT
Processing 1986 677 5813 138A1 218AL 1IG38 9344 2507 BmiES 98 20047

Beverage and feg0 43 13 1993 1678 1324 943 355 701 §221 15745
Tobacco 986 24 1582 322 358 e 976 5520 18399 1806 74532

Taztile 1990 819 REATURG £ I 1 11042 Ba%s 13402 11353 52227 144497
1986 750 ML 15902 39S 23844 19078 54243 141420 735 TT8E87

Paper, Paper {280 184 979 3843 100942 st 2258 37 1935 5887 15578
Products % Printing. 1986 122 450 474%  Ime1 13RAT 870 10352 0780 2201 87940
Leather & 1980 32 222 5384 1159 957 52 789 {141 1" 11544
Leather Products 18 27 HW 5045 a8 W 1264 2184 8796 480 70687
Rubher 1989 257 {04 113 4252 2780 11 2194 a0g 7577 22999
Rubber Products 1986 41 407 1114 10a7d S0£2 2569 8198 125i8 591 41749
Chegical & 1983 485 129 14598 TRA9L 27775 9718 13363 13177 1A 1ncH4
fhepiral Pepducts 1984 454 5217 A5 ATADS O 2TTIL 17425 EDISH 0 12B750 TAE1 2EB74R
Mznufacture of 1987 51 75 714 1454 57 500 P BAE T 1798 5072
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The scheduled commercial banks over the 80's advanced
substantial amount of funds and the outstanding amount over
the same period showed an increasing trend. Eowever,

outstanding credit by states from 1975 to 1980 is presented

Q

in the appe i
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In 1975 the credit outstanding in Mahara a.Tgmil Nadu and
Uttar Pradesh accountéd for Rs. 1615 crgres, Rs. 647 crores
and Rs. 426 crores pespectively. However, in 1986 the first
position of Maharagtra has not changed withthe credit
outstanding of Rs. 6338 crores. The next positioh we shared
by West Bengal, Tamil Nadu, Gujarat and Delhi with! advances
of Rs. 3045 crores, Rs. 2725 crores, Rs. 1994 crores and Rs.

1659 crores respectively. Th eriod of 11 years the

distribution of advances of|évery/states shoved a significant

shift.

Section II1.3 Bank Lending and Industrial Sickness

Concept and Process of Sickness

There are a number of definitions for industrial sickness

which are based on different norms, viz., liquidity,
solvancy, / rrosion of equity, cash 1losses, amount of
R T—— r R e RN

irregularity 1in bank accounts, etc. However, the survival
and continued ability of an industrial unit to serve the
community is determined by its capacity to generate surplus
on a continuiﬁéhbasis. Therefore, any unit which fails to
generate internal surplus on a continuing basis and depends
for 1its survival on frequent infusion of external funds can -
be calle%ﬁgwfiEEwgyit. To have uniformity, the RBI has given

the following definition which is being followed by the

banking industry-:

"A sick unit is that which has incurred cash 1loss for
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)

/
)jé\ the 1last year and, im the judgement of the ©bank is

%

i

11ke1y to continue incurring cash losses for the current

e,

year as well as in the following year and has imbalance
in its financial structure so as tQ make the current
ratio less than one and that there is a worsening t?end
in the ratio of total outside liabilities to the net
worth”.

The RBI has further clarified that sick wunits would

invariably have“deficits in their accounts which they are not

in a post to adjust. These units will require a
comprehensive rehabilitation programme and intensive care
over a period. They should be distinguished from those units
which merely indicate signs of incipient sickness calling for
a close watch and remedial measures on the part of banks.

We would also 1like to mention here that term lending
institutions have their own norms. They classify the units

as sick when they notice the following symptoms

1. Continuance of cash losses for a period of two years
or continued erosion of net worth by 50 per cent,

2. Mounting arrears on account of statutory and other
liabilities for, say, a period of one to two years.

PROCESS OF SICKNESS

Sickness 1is an organic process. The following exhibit
piieR . st
depict onta the process of how a healthy unit turns into

a sick unit :
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P refers to the stage where prevention of sickness
is feasible. If prevention is undertaken then the
unit will revert to the stage ‘of financial
viability.

C refers to the stage where curative action is
feasible and if it is undertaken, the financial
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viability of the unit can be resﬁored.

(3) C7 1mplies that at this stage cure may not be
feasible.

The stages of sickness defined in the exhibit may be

understood as follows

1. Unit Tending towards sickness
This is the stage when the performance in one of the areas
of production, marketing, finance and personnel starts
deteriorating in different degrees and assumes a

continuing nature leading to weakening of financial

——

viability.

Incipient Sickness
Incipient Sickness is a stage when unit has incurred cash
Ay

losses, net working oapital has become negative and net

worth is very small or /megligible.

Sickness
This is a stage when the continuance of cash loss results in
negative net worth resulting in the extinction of financial

vaibility. The unit is also likely to incur cash losses in

—

years to come.

Chronic Sickness .
This is a stage vhen the intensity of sickness varies with

the quantum of cash losses incurred and the exten o vwhich

net working capital and net worth becom r negative.
Sickness becomes chronic if the potency of casual factors is
not checked in time.

¢
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Complete Sickness
Finally in the absence of rehabilitation measures, sickness,
will become terminal resulting in the winding up of the

unit.

Concept and Process of Sickness

Extent and Magnifude of Sickness in India

There has been a rapid growth of industrialisation in this

country during post undependence period. It is rather

lironical to note that simultaneously quite a good number of

industrial units have fallen sick. The phenomenon of
industrial sickness, both in "medium & large” and "small-
scale"industrial sectors has become increasingly common
during the last few years and has been causing considerable
concern to the Government, financial institutions & Banks.
The common effects of such sickness are locking up of
financial resources, wastage of capital assets, loss of

production and decrease in employment.

Industry - wise spread of sick units and the bank credit

involved is Tevealed he tablesg given below:
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Table. II1.9

Industrial Sickness in India and bank credit involved
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The tables are self explanatory and " clearly indicate the
extent and magnitude of the'problems of industrial sickness
in India and its adverse consequences on the further lending
capacity and financial health of the banks. It is, therefore,
necessary to ascertain the causes of sickness and take
appropriate measures to arrest the trend hof industrial

sickness and rehabilitate the already sick units if their

is not essential on techno-economic~

closure

exit of

managerial and financial grounds.

_ CAUSES OF SICKNESS

(i)

10

The causes of sickness are many and often several factors
work simultaneously to push the unit in the track of

"‘\-»—-W—
sickness, as follows : ¢

-

Internal Causes

base and inadequate financial resources to meet

Lack of project planning and market research.

Diversion of funds to their allied units.

Absence of manpower p1aﬁ%;:;>i§§§;§£§;;gggggggg:>
Inefficient working capital management and absence of
costing.

Wrong selection of site and/or plant and machinery.

Improper finance-mix and under-utilisatjon of assets.
Lack of financial planning and budgeting.

Lack of expertise and technical knowhow.

Inadequate supply of inputs.
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(ii)

10

11

Inaccurate demand forecasting and adoption of unremunerative

product-mix.

External Causes

Changes in Government policies with regard to import and
purchase etc.

Changes in international market conditions.

Non-availability of skilled personnel in the area.

Restrainﬁ on lending g;f;;;;;m;;;”;;nancial’institutions and
poor inves?ment climate.

Natural calamities like floods, cyclones, earthquakes etc.
Shortage of inputs like raw material, power, fuel etc.,
which are controllable by the Government.

Dependence on a few buyers and delay in payments by
purchasers. ‘

Restraints on diversification and expansion imposed by the
Government.

Liberalised 1licensing for a single product resulting in
excessive supply and unhealthy competition.

General labour unrest in the area and inter-union rivalries.

High turnover of labour and staff.

REVIVAL OF SICK INDUST

It may be emphasised/here that only those units. which. have
potential viability Sgould.be taken up for rehabilitation. If
the management is of doubtful integrity or the project is not

viable, there is no justification for banks to take up

99



rehabilitation as it would amount to wasting good money for
recovery of bad money.
Taking a Nursing/Rehabilitation Decision
After identifying the units as sick, the banks are in dilemma
P—

as to whether they should rehabilitate it or initiate action

for recovery of their dues. This is a hard decision as they
are not sure vwhether they can recover the/ bad money,) by

investing more/good money.yBut then, the decision cannot be
delayed as it would make the task even more difficult. It is,

therefore, essential that the decision is taken

expeditiously.

Before taking a rehabilitation decision it is most
imprtant to make an in-depth study of the unit covering its
past history, reasons for sickness, technical aspects 1like
suitability and capacity of plant and machinery, availability
of inputs and other infra-structural facilities. Economic

aspects like ability to generate adequate profits

to service its debts after rehabilitation, etc. marketing
aspects-viz, market potential, position of competitors,

positign_ of substitutes, pending order position, terms of

énd assessment of managerial capabilities of the

N i etc. Such studies should preferably be undertaken by a
team consisting of bank officials with a%-«a@:ring and
finance background and the branch manager. Where term lending
institutions are involved, such studies should be undertaken

jointly by banks and term lending institutions. These studies

should be entrusted to outside consultancy organisations

0
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where banks do not have the required technical expertise,

These viability reports may generally lead to the following

three types of conclusions:

(i) The unit is techniéally and economically viable and

can come up with an additional dose of financial

assistance.

(ii) The unit is not viable under existing conditions

but it has potential viability-and can come up if

some concessions and reliefs. are extended along—

with additional financial assistance.

diii) The unit has not heen found wviabl and fhe

management does not have the experitiese as well .as,

business integrity.

A bank can take a favourable decision with regard to

rehabilitation of those units which fall under the first two

categories.

unit$ is considered potentially viable if.it can

service

its debts at a reasonable rate of inteprest which should be

concesX¥onal but not below the minimum lending rate or
the cost of funds to the bank. The unit should be
position to pay its debts within a period of 8 to 10

-

and the management should be keen about revival of the

101
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The bank can also consider favourably the rahabilitation of a
sick unit where the existing management, although weak. has
e
no objection to induction of professional managers for
running of the unit. It is, however, felt that no
W e
rehabilitation plan and revival effort can succeed if the
existing management does not have business integrity and
morality, In such situations, change of management is the

-

only solution.

In those cases where the rehabilitation is to be undertaken
on social considerations, the bank should see that other
agencies and persons connected with the unit like promoters,
creditors, labour/staff, etc, also make sacrifices and share

the burden.

Various Aspects of Viability Reports

Finance Function C

Finance is a ey area and requiréQ\ to be critically
examined. The main source of information is the balance sheet

and profit and loss account published by the unit every year.

An anélysis of the latest year's financial statements

would show (a) if the un;;~;;;*;;;; enough profit (b) if its
inventory is too high and (c) -if it isoo much of
credit. It will also reveal the pos on of outside
borrowings and the financial soundness. A study o inancial

tatements over a period, say last three years, may prove to
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Vg
be more useful since it would tell us about the unit’'s

performance over period of time. It would help in

predicting the unit's future from past trends with a fair
degree of accuracy. This amalysis can be more useful when
the financial ratios are worked out and studied over a pefiod
along with the reasons of changes that took place. These
ratios tell us broadly about the wunit's 1liquidity, the
management's stake in the business and its efficiency to run

the unit well etc.

Y —

Some of the useful ratios which are classified under main

categories namely, Liquidity, Leverage, Activity and
_— e
Profitability Ratios are discussed below:

————— - — - - ], -~ - - o - - " 1 "’ V. - " Won"-, o~ - o~ " o W oo_ . "y, o -, ok W -~ V> oo ;o oo’ s o T, oo o, " - - " - ——"— > - - - - -

(1) Liquidity Ratio

(a) Current Ratio B e e e
Current lLiabilities.

{b) Quick or acid test Current Assets-Inventory
ratio = oo — e
Current Liabilities

(2) Leverage Ratio
Total Debt _/
(c) Debt to total assets I
Total Assets

Income available for meeting
(d) Fixed charge coverage = fixed charges

Fixed charges

(3) Activity Ratio

’ Sales /£

(e) Inventory turnover = —————
Inventory
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(4)

Receivable

(f) Average collection B e ————
period Sales per day
Sales
(g) Fixed assets turnover = —==—=-

Fixed assets

Sales
(h) Total assets turnover = =—=—=—-—
Total assets

Profitability Ratio
Net Profit after taxes
(i) Profit margin on sale = —==———————————c—————

Net Profit after taxes

W

(i) Return on total assets
Total assets

. Net Profit after taxes
(k) Return on net worth et

A better financial appraisal.can be made by tracing change in
material cost, labour cost, manufacturing expenses; seliing
and‘ distribution and'other administrative expenses, when
compared to the value of production and /or sales in
percentage terms. A detailed analysis should be undertaken
where adverse trends are noticed in the classification of

major cost items.

However, the ratio analysis method for determining the health
of a unit may not be satisfacfory now and a new analytical

technique, viz., tiple Discriminant Analy should be

A simple linear multiple discriminant model can be built for

M

each type of industry. This model can be built for each type

of Industry and can be presented as:

104



Z=a X +a x +a X =—--—a X

- 1 1 2 2 3 2 n n
Where Z is the simple composite indicator while
X X == X are the finacial ratios and a a
1 2 n 1 2
--- a are the constant weights. The value of 2
n

would determine the unit’'s health when compared

to other units in the same field.

The study of financial statements and ratios work well in

analysing a unit's strengths and weeknesses. However, for

small firms

break-even point and viable level of production
T

should also be looked into.

"Production Function

The study of
1.

2.

the function may evolve the following areas:
Product specifications and its application.
Process of manufacture, machines used~their
caﬁécity ;nd suitability.

Plant 1layout and availability of material
handling facilities.

Plant maintanance schemes i.e. running and

break-even system of maintenance.

. Quality control covering stage and final

inspection procedure and facilities available.
Production plahning and inventory control
methods .

System of settihg of perfgrmance standards by
adopting work study techniques.

Product Mix adopted by the unit.
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Marketing Functions

Many units (particularly so in S.S8.1.) get into difficulties

not because they cannot produce goods of gquality becuse they

face problems

in marketing these at reasonable price. For

this function, the evaluator should look into féllowing:

1.

Unit's past sale achievements in terms of
guantity and value.

Pattern of product-mix adopted and whether the
trends are towards the more remunerative side
or otherwise.

The share of market, held by the unit and how

s

family it is shoXg@ing this
Customers' acceptability regarding the unit'’s
products, . i.e. good/just acceptable{not
acceptable?

Is the market as a whole expanding or
const ting and at what rate?
The position of the new . substitutes for the
product.

What competitive trends are loping, i.e.

competitions, technology and pricing etc.

8. The position of pending order and the rate with

. 10.

which the orders are being received.
The delivery period and reaction of the
customers.

Channels of distribution adopted, i.e.
stockists, retailers and/or original equipment

manufacturers?
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Personnel and Corporate Management
The effectiveness of the management is equally essential
along with the viability of any iﬁéps 'zg} unit. Industrial
business is an integratiom of functions which are bound
together by an organisation and management. The management
consists of functions 1like planning, organising and
controlling all thefgggustrial activities namely production,
purchase, inventory/store keepin%/finance and personnel and
marketin%;;ghe study should be made to ?ékéfi ﬂ&%%e
effectiveness of the group, e people managin the
business. Also it is most important~ for a rehabilitation

programme, that the management is honest, and of high

business integrity and charact%f}ig:y

Environment
The evaluator should examine the external environment
influencing the industry as a whole. These may be related to
changes in economic, social, political and legislative
policies and/or international market conditions. These
changes can influence any of the unit's functional areas like
finance, production, mgrketing and per nal/%ﬁgwﬂ;anagement.
Some of such factorsléﬁé\listed below:
1. Credit restraint measures adopted by financial
institutions and unfavourable investmeni climate,
2. Govermment control on pricing and cost of
basic inputs. X

-3. Import restrictions resulting in shortage of

basic raw-materials. In addition, other inputs
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like power, coal, fuel etc. may also be in short
supply.

4, Charges in international marketing scene and
lack of export incentives offered by the
government.

oy

5. Restraint onuggvernment bulk purchases.

6. Liberal 1icen;}ng of projects relating to a
particular industry which in turn may influence
the market and selling rates.

- /
In conclusion, it can be stated that a viability study cannot

be considered as complete till it goes into detail 3£;£hé:éii
the functional areas as well as the external environments)

The idea is to identify the strengt@m;s? and the
-opportun es and threats under which the unit (has to

operate. . A _judicious consideration of all the above issues

would ultimately help in making the rehabilitation decision.

The viability study should be made for all the functional
areas and external environments to identify the areas and
ext nl environments to identify the areas of strengtgvf‘
weaknes and the opportunities and threats under which the
unit has to operate.

Rehabilitation Plan

Once it is decided to rehabilitate the unit, thdn information
on fellowing lines be obtained anq‘processed for preparing a
rehabitation plan:

L 1. Present position of the accounts and that of

securities, i.e. their quality and va ion to
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determine the exact deficit in the accounts.

. Unit's latest financial position along with the

audited balance sheets and profit and loss
accounts for the last three years. If the latest
financial position is not supported by audited
statements, unaudited ones must be obtained and

checked from the qnit's books of accounts.

. Data regarding requirement of need-based funds

for rehabilitation. This should include funds

) —

needded for renovation, balancing of plant and
machinery and for meeting additional working

capital for smooth functioning.

. The next requirement is of information relating

to sources of funds. The sources include:
\‘/'—'\

i} Capital contribution from the borrowers

~

and friendsy’

ii) disposal of excessive stocks and assets;

iii) rapid collection of outstanding bills.

iv) internal generations;

e
v} enhancement and readjustment of limits and
amendment of terms and conditions of a sanction

like rate of interest, margin and repayment etc.

. The expected generation based on achievable

plant capacity and a suitable product -mix

should be worked out. The items of cost and
other input should be reasonable for arriving at
the surplus generation. Thereafter funds flow

for the next 5 years or so should be prepared.

109



It should be ensured that adequate provision is
made for subsistance of the entrepreneurs. Any -
éver optimjsm in fixing repayment programme
which is not adherable in future, may again lead

to mis—trust between the bank and the part& and,

in turn, failure of the rehabilitation

programme.

After taking a decision to rehabilitate, the programme should
be finalised quickly and the implementation should also be
speedy. Any dela& may aggravate the position and re;ival may
beconme a distant goal. Furthen@implementation of the
programnme <§E§E§E§E§”ﬁﬁﬁf“§1§g//§;oparadise efforts to
rehabilitate the unit s;nce the unit may not be able to
operate about brea%ﬁsyen point till need:ﬁbased funds are
released in full. The unit may continue-incurring cash losses
and additional working fﬁnds may also be wiped out to meet

such losses.

Rehabilitation Information Required?
e e

In case it is found that the unit is potentially viable and

the management is keen for its revival, a detailed proposal

P

should be prepared and sent to[/concerned sanctioning

authority. While submitting rehabilitation proposal, it
should be ensured that the following aspects are covered

properly:

-

(i) Latest position of the account and that of the

securities; i.e. quality, quantity, valuation etc. for
%

determinghg the exact deficit in the accounts.
W



(ii) Unit's 1latest financial position along with audited
balance sheet, profit and loss acco for the last

/ <
three /ﬁears. In case the latest financial statements

are not available. proforma/provisional StaEEESEE/”Qan

be supplied after ;ié(éfication from the ©books of
accounéz

(iii) Requirements of additional facilities and justification
for the same.

{iv) Expected generation at proposed/achievable plant

capacity. This should be realistic and achievable under

the normal conditions.
LIy |

(v) Financial contribution from the management an addi

securities being provided by them for rehabiiitatin
the unit. ’

(vi)~Tﬂé concessions, if any, required for improving the
unit's wviability should also be iﬁdicated along with
the reasoning.

{(vii) A detailed wviability report covering technical,

economic, financial and marketing aspects.
e e ™

Industrial Sickness and BIFR : A Survey

The Board for Industrial and Financial Reconstruction set up
under the provisions of the Sick Industrial Companies
{Special Provisions) Act, has completed four years of

o «———__—.—____4
effective functioning. It has dealt conclusively with the

R o
majority of the cases registered-with it and the time is,
therefore, appropriate to ?5} to the general notice of the

interested public, the main features of the individual sick
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industrial companies dealt with by it. It is proposed in
this and succeeding volumes to delineate the main features of
the sickness afflicting each company, the attempts made to
rehabilitate it, the main features of the rehabilitation
schemes and the reliefs and concessions extended by various
organisations to facilitate such rehabilitation. Where
rehabilitation has not been found possible, winding up has
been an inevitable result. As a result of the large number

of cases dealt with by BIFR, certain broad conclusions stand

out; it is proposed in this Action BIFR, to deal with the
e
salient features of the functioning of the problems
T

encountered by it, the efforts made to streamline its

functioning and the steps required to make the rehabilitation

o

process more effective as also to reduce the incidence of

industrial sickness.

Objectives and Scope of BIFR

The principal objectives of the BIFR briefly are : ' \
(a) To evaluate the techno-economic viability of sick
industrial companies with a view to either

rehabilitating them or to c¢losing them down.

{b) To stop continued drain of public and private '

Jyésources.

(c) VYTo protect employment, as far as is practicable.
Its objectives can best be described by quoting the preamble
to the Sick Industrial Companies (Special Provisions) Act.
"An Act to make in the public interest, special provisions
with a view to securing ‘he timely éetection of sick and

e .
potentially sick companies owing industrial undertakings, the
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speedy determination by a Board of experts of the preventive,
remedial and other measures which need to be taken with
respect to such companies and the expeditious enforcements of
the measures so determined and for natters connected

therewith or incidental thereto.”

Scope of BIFR

At the outset it must be pointed out that the scope of the

BIFR is rather restricted. It covers only large and medium

and large scale companies in industries included in the First

Schedule to the Industries (Development and Regulation) Act,
N

1951. It is resluded there from considering the shipping

./\

industry and the public sector companies. Even within this
embit, it is not as though all sick industrial companies come
under its jurisdiction. lThe «f contains a rather
restrictive -definition of a sick ihdustrial unit for the
purposes of the BIFR. The IDR Act itself enumerates only
industries which were known at the time when the /éét was
first formulated.,—d~e—imm 19517 No attempt has been made so
far to systematically update and enlarge the entries in the
First. Schedule. It will be readily conceded that both
extensively as well as in depth, the industrial structure of
the company has developed‘in complexity but that is not
~— T .
adequately reflected in the enumeration of the industries in
the First Schedule. This has presented some difficulties
when the BIFR has had to refuse dealing with industrial units
which probably or from a common sense point of view should be

so treated by, for the simple reason that they do not figure

113



in the First Schedule to the act. A company has to be
regarded as sick when its net worth has compietely been wiped
out. However, Two further restrictions are imposed in
determining which companies come within the BIFR's
Jurisdiction. These are ‘

{a) The company should have been in existence for not

less than 7 years and
(b} It should have suffered cash losses in the two

immediately preceeding years, i.e. preceeding its

registration.
The practical efféct of these qualifications is that even if
a company has eroded its entire net worth, if the required
period of 7 years from registration has not been completed
the BIFR is precluded from dealing with it. This is a matter
of ~ particular concern, because 1in capital _—intensive
industries where the incidents of depreciation is guite heavy
in the initial years, it quite possible for a company to
erode its net worth %etely in less than 7 years. We have

i)

had instances where|we fused registration of companies on
this ground. The condition of cash losses in two successive
years also implies that only after the company has reached a

stage of critical sickness, can it seek registration with the

BIFR. A company can continue to have cash surpluses even
while suffering accounting losses. The natural outcome of
this definition is that m;st of the sick industrial companies
which are registered with the BIFR have their net worth
e;oded 10 to 20 times over. The significance of this

restrictive definition is that the problem of e
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rehabilitating these companies becomes all the more
difficult. In fact, an appreciable proportion of the
companies registered with the BIFR have ceased the operations
for quite some time, extending in certain cases to two or
three years. It could, therefore, be gquite r‘Eﬁfﬂy said that
.a good number of the cases referred to the BIFR are virtually
mortuary cases. It is essential that industrial sickness is
recognised and tackled at a sufficiently early stage. This
is an aspect which will be dealt with later when considering
the steps required to be taken to make thg BIFR a more
effectiXS*igggggggggg;igz_ggighig_is.
Extent'of Sickness
The latest ﬁeserve Bank of India statistics indicate that the
number of sick large and medium industrial companies as at
the end of December 1988 was 1241 ; the amount of bank and
financial institutions funds 1locked up in these 'sick
industrial companies was Rs. 3387.30 crores. This, however,
does not give the complete picture. There are various other
types of defaults such as statutory dues, workers" dues,
extended tradé.credits etc. If EZ;E_EEEEE£~§re also taken
into account, the amount of funds both private and public
GﬂL{ﬁvalved in sick industrial companies would be very much

—

.
F%rger than theg figures kited by the RBI. It has already
, . B —

een stated earlier that the coverage of 8Sick Industrial

*

Companies (Special Provisions) Act is restricted only to

large and medium industrial units

iguring in Schedule I of

©

es small scale industries and

of India fig {iiuifiy that
' )
115 (\{W (o
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2,440,573 units in this category are sick and the amount of
institutional dues tied up in %hem is Rs. 2141 crores.. The
problem of sickness in small scale and ancillary units in a
way vrendered more intractable beg@use of "the very large
number of units involved. A different set of Tiga ities will
have to be evolved to tackle the phenomenon sickness in small
scale and ancillary units in an effective manner. It thas
suggested from £§E€“Eo time that a BIFR type mechanism should
be set up to deal with them. But considering the smallness
of their operation, their;g}ééger financial strength and

their number, the practicability of replicating the BIFR to
\deal with® them is open to serious doubt. A different and

?/;informal and decentralised procedure/ mechénism will have to
be evolved‘ to deal with them rather than a formal and
judicial one. .

Powers of BIFR

The process of evolving a rehabilitation package is a complex
one. Apart from the fact that an indepth techno-economic
study with a deta{led financial analysis of prospects and
that too over a future period of 10 to 12 years has to be
carried out, the prepaxltion of a revival scheme involves the

participation of a number of organisations. Thes:

financial institutions at Ail India and State levels,

oo

State and Central Goverments, 1labour, creditors and
promotors. If the techno-economic study shows that after
taking appropriate steps such as inducting additional working
capital and / or installing balancing équipment or expanding

the unit of diversifying a product line, the unit can earn
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operational surpluses, the "question to be considered is
whether the operational surpluses over the projected
rehabilitation period, which can stretch to maximum of 10
years, would be adequate to liquidate the accumulated
financial 1liabilities, various reliefs and concessions are
required to be provided by the institution involved. 1If,
within the frame work of reliefs and concessions that the
variou institutions involved are agreeable to, the
re ted liabilities can be 1liquidated within the
rehabilitation period by the anticipated operating surpluses,

-

the company ﬁas to judged unviable and its winding up

ordered.

SICA 1lays down the framework within which the BIFR has to
operate. It also lays down its powers and the limitations on
its powers. When a sick indﬁst;iai company is registered with
the BIFR, it is dealt with the following stages. In the
first stage, an enquiry has to be held to determine whether
the unit is sick. If so determined, the BIFR ha to
ascertain whether the company can make its networth posifive

through its own efforts. If that is not possible, then MNa

finding has to be recorded as to whether it is in the public

ey
interest to attem to rehabilitate the company. The
measures which the BIFR can take are outlined in SICA. The

rehabilitation effort commences by commissioning an Operating
Agency to prepare a techno - economic viability report.

Operating Agencies comprise. the "All India Financial

Institutions and selected banks, the latter on the basis of
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RBI's advice. Based on the viability report and such other
measures (such as merger, change of management) as may be
appropriate, BIFR can proceed to draw a draft scheme of
rehabilitation. Such scheme has to be agreed to by the
parties which are called upon to give reliefs and concessions

in respect of past liabilitdes and to give fresh funds by way

of 1long term capital or working capital. It is advertised

——

inviting comments and objections. Thereafter, the scheme can

e

L~be sanctioned with or without modifications by the BIFR.

¥

}/gg/considering the functioning of the BIFR one salient point
has to be kept in mind. While the BIFR has far reaching
powers vis-a-vis management, it has virtually no powers vis-
a~-vis Governments, banks and financial institutions. It can

- L
;7change mana§i§§§ffy order the transfer of shares at prices

fixed by it, order financial restructuring, impose on

promo ds and quantum of funds that this should ©bring in,

determine changes in the wmanagement structure etc. but
M

“MEqizncial reliefs and concessions from State and Central

Governments, banks and financial institutions can be given

only with their concurrence. Tf the decline, then the scheme

— eI e
which the BIFR might dvaft fails and the inevitable follows,

namely winding up. It must be emphasized here that the BIFR
has no mandatory powers in respect of ensuring flow of funds
either of working . capital or term loans from banks and

financial ins tions.

Statistics of performance

The experience of the BIFR is unlike that of many other
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quasi-judicial tribunals. While it is a fairly common
experience that quasi-judicial tribunals set up for the
purpose of expending disposal of cases have accumulated a
substantial backlog, the BxFR has been able to reduce to
manageable proportions the number of cases it is currently
concerned with so that decisions can be taken about either
revival or their winding up within a reasonable span of time.
The figuresm relating to number of cases registered in

successive years upto 30th June, 1991 are as follows:
e -....._>-A

Number of Cases Registered

L T e e T e el T T U ESp———

. Dismissed as Effective
not maintain- . Registra-
Year Registered able tion
1987 311 43 268
1988 298 80 218
1989 202 33 169
1990 151 20 131
1991 73 4 69
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The cases registered have been disposed of in the following
manner :

Registration of

o — " — G - — —— — o > _— — S T o S Ok W S Y S T S T T ] T W T D T T o T ) SO ) Sl S S s i MUY e e S T

o — . o . des oz Pl . Wi T e Yot A Tt S S e

Approved Accorded

u/s 17{(2) 36 36 40 15 1 128
Schemes sanctioned ’ ..
u/s 18(4) 109 66 25 3 - 203
Winding up

recommended

u/s 20(1) 63 55 15 4 - 137
Sale ordered

u/s 20(4) 1 - - - - 1
Referehcé«from

Courts disposed 1 - 1 - - 2
Draft Schemes

circulated

as on 30.6.91 9 14 14 6 - 43

Winding up notices -
issued as on 30.6.91 . 27 - 22 11 J§//’ - 65

Y S o W (= " (o Vet Yo el ok il i W S A S S S M Yo o St Yt . o it ) P o B St s s o S i ks 4o s S s e Ak SR A T e S S . . W

1 579

i e . T i o " T S 1o S o S T o T . B

Though this might give some satisfaction, it is a mixed type

of satisfaction, BIFR could have dealt with substantially
T —

more had the quality of cooperation been better particularly

from the onoters of industrial companies and State

Governments. There have been ve considerabl

in comjiag to

decisions on matters within ﬁ%eir fa?Tsﬁitffgn relating to
reliefs and concessions. There have also been delays in far
too many cases on the part of promoters in fhrn{éhing their
rehabilitation 'propésals and in fulfulling their fipancial

commitments.
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Streamling of Working of Govts., Banks etc.

Ji——
It would be appropriate to review the state of affairs that

existed at the time that the BIFR commenced functioning.
Practically no State Government had a clearcut policy laying
down reliefs and concessions of fiscai, financial and
administrE;J r nature that it would be prepared to extend to
sick industrral units; there were no worthwhile concessions
from the Central Government. Each industrial company had to
depend for funds on its consortium of banks which generally
pulled in different directions and did not follow the lead
bank; the \state Governments also generally took the view that
rehabilitation was primacly be the responsibility of-;BXéii
financial institutions. It was only the Fls which acted with
a satisfactory degree of coordinatijion. The BIFR, therefore,
“tried to set about bringing some order and some rationality
in to this state of affairs. The first step .that it took was
to imprQEEMMEEEEWEEate Governments the need to lay down a
detailed policy relating to reliefs and concessions in the
same wmanner as they have policies in regard to the forms of
assistance that could be givern by thém to new industrial
units. Most State Governments have by now laid down these
policies so that decision making on their part in regard to
reliefs and cong;;;;g;;‘~;§bected of them in particular
revival schemes becomes easier and less time consuming unlike
in the past‘wheﬂ every case had ment. The content of policy
covers a wide spectrum ranging from very liberal concessions
to rather modest ones. 8So far as Central Governmeﬁt is

concerned it has devolved on the BIFR powers to . grant a

121



variety of reliefs in the field of direct taxation including
the power to grant tax reliefs in cases of merger. It thas
recently, after some prodding by the BIFR, evolved a 1liberal

policy of interest-free /excise\ loans repayable over an
e T

T

extendéd period of time. as, however, not delegated
povers to the BIFR to sanction such loans; these can only be
recommended and placed before a C; ittee of middle ranking
officers of the Central Government, which evidently leads to

avoidable delays in disbursement. Efforts by the BIFR to

have the power of sanction delegates have come to a naught.

The Central Goverenment, however, has so fa¥ declined to
exempt from capital gains tax, sale proceeds of surplus
assets even when such sale is part of the revival scheme
.sanctioned by the BIFR and even though the proceeds are
required to be employed wholly in the rehabilitation of the
company. Since the rate of capital gains tax is quite high
it bears rather heavily on the sick industrial company. It
{is rather ironical that a sick industrial company should be
required to pay taxes on internal resourceé generated by sale
of _surplus assets even though such internal resources
are to be deployed fully on revival of “the company in
juxtaposition with sacrifices expected of all other

organisation.

It is the practice in the banking system for each industrial
company to be serviced by a §22;2¥<E§/;f banks, eagh of vwhich
meets a certain defined portlon he workxng capital
required. While considering a revival scheme, entailing
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concessions from them as also fresh funds, each bank used to
take an independent line and seek separate sanction of an
hierarchy of officials and its Board of Directors. The
practice of following the lead bank was virtually non-
existent. With the help of the Reserve Bank of India, a
convention was evolved that the lead bank and the bank with
the 1largest exposure in the sick industrial company would
actively participate in the consideration and formulation of
a revival package and that once they agree to it the other
banks in the consortium would follow suit and not subject it
" to their own independent and time consuming examination. The
servicing of the financial needs of company by its consortium
of banks also creates difficulties in post sanction
implementation of the scheme. It has been our experience -
that considerable amount of time is spent in '@E;;;;;;;;ifj:?\
the documentation varying from bank to bank. Further, money

R e

required to be released as fresh working capital funds is

released only in driblets at different points of time and the
amounts therefore often amount to subscritial levels in the

sense that the amounts released are often too small to enable

the company to raise its production to the level of atleast
cash breakeven. It is for this reason that the BIFR has for
quite a long time bDeen exhorting the banking system

.

especially the RBI to introduce a system of single window

clearance for fresh funds, the 1lead .bank taking the
R W

responsibilities 5% assessing working capital requirements

both fund and nonfund based and of releasing the same with

the proportionate amounts being distributed in due course to
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o

the other participating banks. It is a matter of some
satisfaction that in April of this year Reserve Bank of India

and the banking system have accept this concept. It is to

. be hoped that implementation be prompt. Insofar as the

financial institutions are cbncerned they generally function

)

stitutions do not, on

in coordination and have present erious problems except

that insofar as schemes involving IRBI are concerned, we have

found that the other financia

occasion, acggﬁt their proportionate liabilities in regard to
the flow of fresh funds but seem to insist on their own
independent assessment. This presents difficulties since the
IRBI's funds are very limited as are its powers of sanction.
Causes of Industrial Sickness

Prevention is better than.cure. It is, therefore, necessary
to touch upon, briefly, the principal causes of industrial
sickness as have come to notice in the course of examination
of the cases reported to us. Broadly speaking, these can be

placed in the_following broad categories:

.
lfpﬂéﬁhﬂdﬁ 1) Incomn/etint and / or dishonest
management . ——
u);w/w

2) State and Central Government policies
and

3) Unexpected adverse developments in the
external environment.

It is, howeveg‘necessary to deal with specifics relating to
each of these categories. This will be done in brief in
order to subsequently highlight the measures which, in our
opinion, should be taken to minimise the incidence of

industrial sickness.
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We have found that the preparation of detailed
project reports involving indepth techno - economic
analysis of all the factors bearing wupon and
relevant to the success of a proposed project is
generally not resorted to by Indian entrepreneurs.
Nor apparently are such detailed project reports
insfgﬁe _on by the financial institutions which
are required to appraise the projects. Projects
seem to be started more on hunches and some very
broad assessment of future prospects rather than
on detailed studies of relevant factors. This is
true even of leading industrial houses. In some

cases when we enquired as to why expansion

projects were undertaken whic /)to grief and

-

wvhether these were preceded detailed market
studies ‘of demand we wvere told by the concerned
entrepr ers that they had gone on the basis of
the Planning Commission’'s Five Year Plan
projections. We would like to mention here the
factors which, in our opinion, are crucial to thea/

success of a project and which we have found/ are

generally neglected.

The first is an assessement of market demand for

the proposed product vis—a-vis capacity. This

assessment, which in itself is a complex exercise,
will have to be in terms of the economic marketing

zone of the proposed project. Detailed market
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studies are, however, conspicuous by their
ab§ence. Indian entrepreneurs have displa&ed a

fffé/' hérd mantality by numbers of them taking up
e simultaneously projects for making goods, for
" which an euphoria develops. Cases in point are

'\'N{/u’-————)
mini cement and paper plants, light commercial

vehicles, two-wheelers, TVs, and now sponge iron
plants, steel-making units, consumer durables
fami}iarly referred to as white goods. Waves of
optimism relating to demand growth periodically
surge through the economy and a rash of
investments ensues, leading to capacities far in
excess of demand. The onset of sickness is
particularly rapid in capital intensive
industries. The second factor is miﬁimum economic
size of plant and the wuse of appropriate
technology. It is because of failure to adhere to

(-

/Q%ff“m this criterion that a large number of mini aper
W/

Id TN

\-

l and mini cement plants have become /a g%%ble. Not
T s

xﬁﬂQQVjﬁL:HLﬁkﬁgly that, we found that in case of 'mini paper

(% -
) %wa\ plants Government gave permission for the import

L

Nﬁﬂﬁﬁ _for 70 and 80 year-old machinery which obviously

S— 3

wvas responsible for lack of versatility in the

Qmachines and poor productivity. The third factor
is identification and use of proven technology.
Likewise, it has been found that a detailed study

of availability of raw materials and transporting

them to the factory site is not done. Vague
o o MR O CSERRvrr 2
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ii)

iii)

impressions are formed of the availability of the
raw materials without proper study of the cost of
raising/acquiring and assembling and transporting
the raw material.

The next factor, and this is true particularly of
power © intensive units such as mini steel plants,
is the non—availability of power. Far too many
units have come to grief because of erratic supply
of power and the failure of the entrepreneuer to
provide adequate captive generation capacity. At
the time of setting up units State Electricity

Boards freely give assurances of availability of

power. Once the project is set up they are
s;ggéc;ed to heavy power cuts and even when power
is available the quality of power 1eave§ much to:
be desired. Another factor is the -wide difference
in tarrifs as between one State and another. When
an industry is located in several ngates. those
units which are located in States having
relatively-much higher power tarrifs than another
State straightaway run into losses, especially

—

when power costs constitute an appreciable

percentage of total costs.

Insofar as industries like jute and textiles are
concerned, their sickness is largely attributable
to failure to modernise their equipment, raise
pfoductivity and to move into higher value.—added

products and shed certain lines of production.
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The continuation of losses over a long period
leads to discharge even if modernisation were to
be now attempted because the anticipated operating

(‘7“‘
surpluses are not adequate to cope with the

restructed 1liabilities. These units are also
characterised by large manpower and low
productivity.

iv) We have also come across numerous cases where

exhorbitant trade union demands leading to wages
much - above 1levels of wages prevailing in the
region have had to be paid leading to 1losses to
the undertaking particularly when such high wage
levels are unaccompanied by corresponding
increases in productivity or by willingness to
rationalise the ‘labour force.

v) -,The sort of skills required of management in

tﬁwﬁindustrial units are quite different from those

required in trading or agricultural activities.

pe

p&g- Persons engaged tradionally in trade and in
&%)uﬂﬁé\% agriculture sometimes venture into industry. They

& A%A' do not realise that industry requires a different

qwib/u‘%;§} type of management style entailing particularly

the employment of professionals at different

levels of management 1inglud top managene

including top management and adequate delegationQ
of decisisonf/;;king.powers. Ignorance coupled
with attempts to keep all decision making even in

respect of petty matters in the hands of
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- entrepreneuer leads directly to sickness of the
.Q¢/%é, unit. Failure of management by\ it self,/ i.e.

incompetence of top management is responsible for

sickness. When appraising a project, financial
institutions should ensure that the entrepreneur
will be able to make a success of the enterprise.
We realise that it is a somewhat difficult
situation in which the financial institutions are
placed, because they are required to encourage new
entéepreneurs. Competent management and an
adequate management structure are as vital to
success of an industrial undertaking as capital,
W technology and skilled labour. ﬁore often than

&14/> not the qpsucessful managements are of E_Jééggg§>

type//and do not believe in professionlism and

ciegition of authority. This is compounded by
quarrels among the family members. Greater
attention to the background of the entrepreneur

and to the formulation of a strong management

structure has to be emphasised by the
institutions.
vi) When a _new project is commenced certain

o,

assumptions are made about the cost, capital cosf
and about the‘time it will take to complete the
project. it is also endemic to find CQEE,ESEMEAPQ
overruns. These overruns, if within margins

provided for, would not materially affect the
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success of the undertaking but very often the
overruns are so substantial as to upset the
initially conceived economics of the project. The
problen is cé@hééied by -~ the difficulties
experienced by “the entpkeneurs in finding the
resources for meeting the Jcost overruns. Apart
from his own want of resources if he spplies to
the financial institutions, the latter take their
own time to provide supplementary finance. 1In the
meaq\Mtime, with the project having attained an
advanced level, to bring all construction activity
.to a haltFEE“31§9~2SE—B£§S§15391e. Therefore, it
is quite common for entrepreneurs to divert the
“working capital which they would have obtained
from the banks for meeting the capital cost,.
Subsequently, when they ﬁave to start up the
project and again approach the banks for further
working capital, the latter quite natural;y refuse
to oblige on the ground that they have already
provided what the enterprise require by way of
working capital funds. It is, therefore,

necessary to provide for this situation by
adopting specially speedy means of reappraising

the project and settling the manner of financing

the cost overruns. Diversion of working capital

has fatal results for the undertaking. There are
also cases of though use by managements of

short term working capital-readily provided by
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vii)

ix)

banks when the unit is experiencing/ halcyon |days-
for 1long termhcapital investment a 'when the
external, i.e. demand and price environment ch‘
adversely, the onset of sickness is both swift and

devastating.

We have already commented upon the failure of
electricity boards for power. State Governments

—— e
are often tardy in releasing promised funds, even

- (”/—\
though such funds are in consonance with the

declared policy of%t;;;;entives for new
undertakings. There are also cases where State
Governments which have control over raw material
resources, are tardy in releasing such resources,
as especially forest resources, leading to
grevioué shortfalls in éhe availability of raw

materials.

Central Government also sonet imes follows

inappfopriate import g?d tariff policies both

—_—f _ ,
internal and external. | Rectificatory steps are

e N

slow in materialising. Smuggling also poses a
poteﬂi threat pecially when the product is so
small that ié‘can be easily transported without .
fear of detection in large quantities across

international borders. . . -

Decision' making to remove the factors that cause

sickness in an industrial company attributable to
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Governmental policies is very slow. Desire to
revive sick industrial undertakings is not matched
by prompt action at the State and Central
Government levels despite representations to them
at the highest lewvel.

We would also 1like to comment on [what /other

curious phenomenon which we have found. It is

common for State Governments to provide number of

incentives to industrial units - to  locate
s/ in backward areas. These areas lack
in infrastructure. But even more significant is
the fact that the labour available in those areas
is not accustomed to industrial(f%%f%%?)lt is not
easy to attract managgriél and skilled/staff. At
the same time, bulk(éi%?the labour which has to be
recruited from the area is not attuned to industry
or industrial discipline. The result is that the
industrial wunit is characterised by very poor
productivity of labour, for which labour cannot be
blamed, in the initial years and it takes two or

o
three or even more years for the necessary skills

to be developed by them. The result is that in

these 1initial vyears heavy 1os§es are sustained

which cripple the undertaking. Effective means
will have to be adopted to ensure reasonable level
of prodictivity right from the first stage. This
can be ensured if the required labour is assembled

sufficiently in advance of the date of
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0&\»commencement of production and subejected to

rtraining either in nearby ITIs or in other
factories. The cost of training of labour which

J| is qggggggigmedwxg)industry should be recognised

as much an element of capital cost as machinery or

land. Comparatively speaking, the cost of such
training would be small if one were to take into
account the benefits that would accrue from having

a trained 1labour force. Likevwise, facilities
would have to be provided to attract managerial
and skilled labour of the required calibre from

iZ( other areas. It is, :;;;;;;;;T—;;;;;\\considering

€)<§:; whethe the package of incentives now offered

-
/" Ncapdot be enlarged to include subsidisation of

\éﬂ Q'Uﬁc pre-production training of labour in the backward

\)}/> areas.

c./
%SF These then are some of the factors which we have
found responsible for industrial sickness. It
————‘——"‘”’——’_—”‘a‘.‘——— .
would be observed from the preceding{recital ) that

a proper project appraisal could identify these
shortcomings while project appraisal is a field in
vhich financial institutions have accumulated
enough expertise, it 1s sometimes difficult to
resist the impression that some of the key factors
like market demand, availabi}ity of raw material,
competence of managemept, hvailability of power,
size of plant etc. are n subjected to rigorous

N
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xX1i)

scrutiny. It is also difficult to resist the
impression that approval of the project is taken
as axiomatic merely because a letter of intent or
a licence has been given by the licensing
authority. Obtaining of a'ZZEESZS"E§€£¥€§~?§“'€he
entrepreneurs’'’ mind and possibly in the mind of
the “;;;;;;;;;;’M;;;;;y, the ’mpressioﬁ” that
Governemnt is satisfied that adiequate demand
exists for the proposed production. Possibly if
licensing were to be discontinued, entrepreneurs

will then do more home work before starting new

ventures.

The revival of sick units is rendered more
difficul; because of the conspicuous absence of
monitoring of producing units by the banks. The
banks have adequaté access to information from the
producing units. .§3§,ﬂ2£233§12,—9~ meaningful

analysis of the returns submitted by them?z/
especially when the financial position is not
satisfaSngz;ﬂ~i§w§glgggﬁgytempted. The result is
that there is a continued flow of funds from the

banks even when the unit make:/}géses and for that

matter even when it is making cash losses and
,.4-—»-—-—--"—’—"*"‘-—_‘—"/

working capital funds are diverted to meeting

those losses. When we questioned the banks as to

why they have continued to release funds without

calling a stop at some point of time and insisting
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on an appraisal of the reasons for sickness and
the remedial steps to be taken on the part of thé
parties concerned, banks justify their action by
referring to holding operations. ﬁolding
operations are all very well but they have to be
simultaneously accompanied by hard appraisal of
the wviability of the undertaking. It is our

impression that banks do not have necessary

expertise to undertake such appraisal though they

can o¢obtain from the company all the' material
required to obtain from the company all the
material required to do so. Financial performance
reflected in bank overdues irregularities in cash
credit accounts, abnormal levels of creditors and
arrearg in paymeﬁt'of statqto;y, including workers
‘PF & ESI dues should p£ovide adequate signals to
banks about the company’s health. It is for this

reason and in addﬂtion the stretching out and non-

payment of trade crkdits or non-payments of

statutory dues that networ is eroded by 15 to 30
times. It is this factor which accounts for the
fairly large incidence of winding up of industrial

- rv—"—"-"'
units in our total performance because even if

remedial steps are take?’iffigiifflz the operating
surpluses expected are taken immediately the
operating surpluses expected are just not able to
take care of the restructured liability within the

prescribed rehabilitation period.
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j
Difficulties Encountered by\ BIFR

We will now deal with the principal difficulties which the
9

BIFR has to | with the different organisations which are

required to cooperate in formulating a rehabilitation scheme.

{1) Promoters

{a) Delay in Submitting Revival Plans .

The promoters of sick industrial companies show
great anxiety in getting their units registered as
sick industrial units by the BIFR. Once that has

- been done often considerable delays are

encountered iQE;Bréining proposals of the techgg/f

economic vii}/ﬁliiy scheme by the Operating

Agency. The Operating Agency has to conform to
\_,‘\’7

the time limit of 3 months from the date of laying

down;§i delines by the BIFR for the formulation of

the revival scheme. Promoters are anxious to get

their units registered because once such

registration has been effected and the process of

e
enquiry into their sickness started, their

companies get protection from rt proceedings
initiated by creditors. The commenceément of an

iC exclusion of

% ‘enquiry by BIFR results in
jurisdiction of the comp oncerned. To

counter this tendency BI ow lays down time

limits within which promoters should submit their
oot oo ——

rehabilitation proposals failing which the

operating agencies are directed to submit their

viability reports on the basis of available data.
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(b) /Non-induction of Promoters' Contribution

L

A rehabilitation/fsggmg\has an essential component

the amount of fu Efngiph the promoter will ©bring

in as his contribution. Much the greater part of

=

QQ % th fund as to be provided by the financial

bﬁ}%ézyr } syste&. Therre have been instances where the banks
ZrV‘%ﬁ'% have implgmented their part of the scheme and have
released additional funds without compliagce by

promoters with their obligations. The repsult is
V&that process of revival gets delayed/ and bank
v e et

funds are put in jeopardy. Banks are, therefore,

X becoming strict, and _rightly so, about promoters
W So. 2%

%dé’b - \bringing in their| promised funds before releasing

funds of their own. The practice has, therefore,
«-———-——-»—a-"'/.’

now been evolved of BIFR laying down the time
schedule for bringing in e funds by the ‘
promoters and wunless they do so the banks have
been directed not to release their portion of

rehabilitation funds.

(1) Sick units & large industrial houses ¥

Many sick units belong to large industrial %;uses. These
industrial %Qﬁées have numeriQus other units which are
healthy and have considerable resources. A peculiar
phenomenon that has been noticed is the tendency on their

part to neglect their sick units and to dependfor their

.,

revival on large reliefs and concessions from banks,

financial institutions, Governmens etc. and additional funds
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d\l“U" ’U\ry'
b, V)
from them. Simultaneously they formulate proposals for new

proig¢s entailing very substantial outlays which again are

posed o the financial institutions for assistance. We have

not pged nuyé}iéus instances where(hundreds of crores) of

e

rupees of banks and institutional funds are locked up in sick

e
o ———

units of such industrial houses while simultaneously the FIs
sanction and finance new projects, entailing very large
outlays by them. In the case of such industrial houses, while

At
considering the cases of their revival BIFR has consistently

required that they should bear much the greater part of the
s S SRR
responsibility of reviving these sick units. BIFR insists on
-a.f/zf"

their bringing in much larger proportion of  the

rehabilitation funds required than 20% and normally does not
agree to reliefs and concessions beyshd RBI guidelines., It

would be correct to say bdt the banks _and he financial

institutions, especially the latter, exert as much

pressure as they are in a position to do o tHese industrial

houses to set right affairs in their sick units. Often, these

units are sick more because of internay mismanagement rather
M
than any adverse external factors. Sofar as the banks are

concerned, these industrial houses take full advantage of
/’_M,

the fact that different banks or consortia of banks finance

different companies in thkeir group. And all these banks

function independently without any attempt at either

exchanging inforffaion among themselves about the state health

of the group's compahies or attempting a coordinated approach

SO~
towards the financial requirements of the @ o To some

extentithis is due to the multiplicity of banks involved but
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the same cannot be said of the financial institdions. They
are in aﬂ(%???)better position to dispipline the large houses
because theyihave a system of close /knit coordination among
themselves and it is to them that ;hese industrial Thouses
turn for financing sickness could be reduced and the
sacrifice of public funds lessened if these industrial groups

eithr realised or were made to realise their responbility

towards sick companies in their groups.

/

Coming to the financial institutionsand the banks in - their

(2)Banks & Fls as Operating Agency !

N

role as Operating Age?fies, our experience with financial

institutions is dquite

.

economic viability ‘reports is commendable. The same cannot be

that the quality of their techm;rw

S T
said about khe banks. Several banks have been recognised as

{ ) .
Operating encies. Most of them display shyness when asked

o paae——’
to take up t chnngg;nomic viability studies. They would
=

rather prefer to leave them to the financial institutions. It

[ —

is not enough for the banks to get recognition a Operating

Agencies; they have also to equip themselves to undertake

technoseconomic studies eithgr in house Jor by supplementing
g

their own efforts by calling in suitablé// consultancy

agencies. The preparation of a technd//;;;nomic viability
o

study requires a multi- disciplinary approach encompassing

-

market study, technology study, raw material availability,

state of egquipment etc. At present most of the banks are ill-

equiped for this work. As for the IRBI its problem is that it
' M
LY e e
is compgively mnot as well equipped in terms of staff or
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experience as the other financial institutions. The burden
placed upon it in the matter of preparation of feasibility
studies has, hovever, been disproportionately larger, a

/\
factor(ﬁgzéﬁjfs in process of correction. %f ;;%( .
JQ

\}gg"gﬁﬂp

(3) Inadequate cooperation by:

(a) State-level Financial Institutions

{b) Foreign &/@%ivate banks

/é}often. the BIFR encounters diffculties created by tate-

financial institutioms - State Finance Corpdrations
i

1éve
and Industrial Development Corpérations in evolving revival
schemes. They, quite unreasonably, refuse to agree to even

minor reliefs, even though their financial sacrifices are of
\—ﬁw

a much lesser order compared to banks, insisting for example
.
on levying penal interest when this is waived as a matter of

course by all else concerned. Another example is refusal to

lower interest rates on the sperious plea that their

N

assistance has been refinanced by IDBI and that, therefore,

unless the latter agrees, to correspondingly reduce the

/
refinapce interest raé%*{they will be put to 1losses. They

forge7&hat if the unit gdgk o the wall, they will lose not
- - -
only ! interest but also ringjpa&?ETﬁﬂﬁaaTtiQ\ nd this is
A 4/2

particularly true of Stdte Industrial /gggggr ions, though

they are substantial>shareholders in joint venture companies, -

they decline to chip in with their share of additional funds.

The IDCs & SFCs do hardly any worthwhile project appraisal;

their whole anxiety is to sanctionAﬁiingggy projects. —as—
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possible and when some of the latter start showing signs of
distress, get into a panic and show greater eagerness to

close the units than an attempt their revival.

Coming to banks, the foreigam banks often do not participate
in revival schemes. E;ggfiiefer‘to write off a large portion
of their dues, the more so because of the comparatively
higher rates of taxation on their profits. Even if a revival
scheme is eminently feasible, the BIFR finds itself at a loss
to inmplement if since the foreign banks - and this is all the
more so if they are the sole bankers - choose to walk out.

M
The problem then becomes one of locating alternative

Indiaéranks. which is not easy for a sick éompany. Foreign

banks \also, as ule, do not accept the wviability studies

.adopted .by BIFR; they maintain that it is against their
principals policies to attempt to revive sick companies. The

RBI generally has been unable to help in this si tion; its

ability to influénce foreign banks to fall in tHe ,ine with

the national policy embodied in SICA is very limifkted. Indian

entrepreneurs are learning the hard way that forei banks

are fair/weather friends; nationalised Indian banks, whatever

their shortcomings, are prepared to stand by them in thei
mwwm

difficulties.
LI
Coming to oprivate Indian banks, their behaviour is only a

shade better than of the foreign banks. Once the unit falls
— T 2

sick, they generally decline to participate in revival

schenmes, pleading over—exposure. In such events, BIFR has to

request RBI to make alternative arrangements by making the
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nationalised banks take up their shares: we feel that RBI
should not permit the private banks to shirk their

responbilities.

{(4) Delays by Stde Governments -

It has been éent'oned that most of the State Governm ts
have by now laid down cleayéut policies in regard o the
fiscal, financial and administrative reliefs and concessions
that they are willing to offer to sick industrial companies;
that they are williné to offer to sick ingustrial companies;
the content of their policies varies signif%cantly from State

to State. Serveral of the State Governments, and ironically

P

this is parti true of the less indusf?fgiised ones, do

not cooperate the required degree. Tﬁey repeatedly seek

adjourneents because of’ inability to >take decisions on

matters relating to them. They also generally do not send
senior representatives with whom the BIFR c¢an have a
meaningful dialogue, to the hearings. Sometimes they do not
send their representatives at all. Thatlis the main reason
why séf ral cases have been lingering on before the BIFR. It
is now‘pro sed to allow them much less leeway than Has been

M
done so far.

(5)

Coming to labour, since the worke e the most affected by

closure of a sick industrial company, ey are generally very

cooperative. They are by and large ready t agree %

measures of rationalisation which pf course are accompanied

— 3 =— / \&’;;\ , MM(\« (\)l
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by commitant compensation amounts. BIFR generally insists
onif 2 ce téin degree of sacr;;;zg/in the form of a wage freeze
and/or rationalisation to be embodied in long -~ term
agreements, for a period of not 1less than *;;;;;i*;;;;;i
between them‘Ngga—hgﬁgmggﬁgggﬁéﬁff_“\Compared to intrinsic
capacity, labour is the one party which gakes the maximum
sacrifices. However, a tendency has been noticed of late in
some cases for labour to gégggfj;n their agreements and to
raise demands for hikes in wages, as soon as the process of
recovery and improvement-in financial condition begins. This
is a tendency that needs to be SE£§QS§;;discouraged because
it will only result in gains being made by one party at the

expense of the other parties which have made sacrifices,

apart from Jjeopardising the prospect of revival.

ively 1less sacrifice is the promoter himself. As a
I
matter of fact when RBIFR started functioning promoters come

compa

l

Amoni>&?llv the parties involved, the party which makes

to it with the expectation that there will be 1liberal thand
it

outs to them. In course of time, however, they have come to
N

accept BIFR's insistence on their participating in a
substantial way financially in the revival scheme; if rights

e

of ownership or management are claimed, correspondingly

financial responbility should also be acknowledged. BIFR has

been able to bring home this factor to the promoters to a

greater extent than in pre-BIFR days.

Mergers & Management changes

There are certain fea{yers in the functioning of BIFR whhich
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need to be pinpointed or underlined. The first is that in

\ )
¥

good number of cases - in 23 BIFR had effected changes of

management and in 28 cases approved mergers of hea nits

with sick units. We are satisfied that merg of a healtp%

T > :

it with a sick unit isya potent means of securing speedy
-W)

nd certain revival. The alternative managements selected or

managements of the healthy units to take over sick units
generally have strong financial resources and proven track
SRR
record in successful management of industrial enterprises.
These two methods which in many cases are applied -together
are the only way of reviving large sick units with very heavy
accunulated los s. Merger enables healthy units with 1large
taxable profits to gain by setting of losses of the égggég:)
6;;%‘ units against, their tax %iab’ ities. Till receptly it

/
Nﬂ__/‘)
was 1left to the Operating Age s to 1locate alternative

-

manageﬁents. The BIFR has begun to resort to the method of

with a view to casting the net wider and

evoking b esponse from potential alternate managements.

Were more than one party is interested in taking over a sick

unit the procedure followed is to obtain detailed offers from
e e =

the competing parties and to take into account wvarious

factors otéer/tk;ﬂ/;;nancial such as their management track

record, synkrgy, the degree of their dominance in the

industry etc.\An alternative method is to frame a scheme of
rehabilitation and invite publicly interested parties to put

in their offers.
-.’/W\
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There seems to be inckasing interest on the part of healthy
companies in takin over sick units. wheather by way of
synergy or vertical ints;g ation or diversification. The BIFR
route avoids the needvto apply for letters of intent and
Indust%ial’ Liﬁences, eliminates gestation periods and makes
available production facilities at historical cost. Merger
with the tax paying company offers rsubstantial tax

Y

concessions, provided, of course[that an amount not less than
the tax saving is invested in the sick companies. BIFR itself
is competent to- approve mergers - which it does much faster

than Courts - and sanction tax reliefs. Especially were large

—_— 2
sick wunits are involved, this should be the preferred route
w ,m_______w-——/

for revival, as the healthy company normally has considerable

financial and managerial resources.

a

Sale of njts - powers to FlIs & Banks

BIFR %As also power to effect sale of industrial units.
The standard criticism of winding up orders is that the
process of liquidation of a sick industrial company becomes a
very long drawn out process. If the sale of an industrial
unit can be effected as a going concern, production capacity
can be protected since in mos¥tt cases the unit‘is non-viable
only because of the burdéﬁ of past 1liabilities and would

require the purchaser only to pay for thé value of the

assets. Sales of industrial units as going concerns, if

undrtaken by the BIFR, could lead to much quicker results
e e e
than if left to the official liquidator. The problem that we

~——

have encountered, however, iswthat the erstwhile owners do
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not cooperate and place all sorts of obstacles in the path of
interested parties on some pretext or the other. It is in
this context that is necessary for Government to seriously
consider vesting in the all India financial institutions and
banks powers similar to those conferred on State Financial

e et
Corporations under section 29 of the SFC Act which empowers

them to také physical p?£;§§£§; of the assets which they
have financed when the units are unable to fulfil their
. repayment obligations. The SFCs are empowered to organise
their sale to interested parties, It is not clear why a
being effected only on the orders of the BIFR, it could be
provided that the sale proceeds would be deposited with the

High Courts for distribution among those concerned in

?
P

accordance with the provisions of the Companies Act. This is

a matter that requires urgent consideraion.

Sale of Surplus Assets - land
There is one important aspect of the rehabiliation problem
which needs to be commented upon. An important means of

raising resources is the sale of surplus assets. The most

valuable asset in m

-

of sickness is

repolitan cities is{ land! The incidence

. ¥
heaviest. in the traditiional /7 industries
i

namely, Jjute and iles. The liabilities of ¢ of these

sick units are enormous couspared to their earning “potential.
There is no way most of them can be made viable even after
modernisation and rationalisation of labour unless te

*

restructured 1liabilities could be drastically reduced. The
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only way of doing so is for them to be e le to sell the
land that is surplus to their requirements. Almost all of"
them have large areas of real estate which they do not need
and considering the prices of real estate in Bombay, Calcutta
Madras etc. hansome amounts can be fetched for ploughing back

\-——»-mw/“”)
into them if only permission is given by the State
N/'_\

Governments to do so. This is a matter which has repeatedily
come up for discussion between the BIFR and the State
Goverrnments. For a variety of reasons State Governments have
not found it possible to agree to freely permit disposal of
surplus lands, even though to freely permit disposal of

surplus lands, even though it has been mentioned tg them that

adequate‘ precautions would be taken to ensure (a) tthat the
t valves and
(b) the ampounts so0 realised are ploughed back into the

price realised is in conformiy with current marke
id

revival schém under the supervision of the BIFR. If such

o

permission could be given most of the sick units in the large
cities c¢an be revived and modernised. If such permission is
not given, as is presently the case, there 1s no alternative

—

but to wind them up. In this context it is necessary to

—
mention also that the BIFR has not succeeded in its -efforts

to make the Central Government agreé to waive Capital Gains

Tax on the sale proceeds of surplus of sick

industrial companiesi The incidence of capital gains tax is

quite heavy; it is counter-productive rather to seek to

e

profit from a sick industrial company. It is to be hoped that

. %
the Central Government will review its decisionin this matter.
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BIFR & Losses to Banks
Eminent personalities in the banking system and editopialists
have from time to time, from a public platform or ’interviews

in the news media, charged BIFR with causi losses to the

banks required to _finance i 7 (;gz;
disinformation an motivated L3 . This

disinformation and motivated . camp%ign would notmally be
treated by us as @’but for th@ith which
it is repeated. If a'iie is repeated mahy.times, it comes to
be perceived as the truth. It is, therefore, proposed to deal
with this criticism.

IT has been pointed out that the sick companies referred to

BIFR generally e their net worth eroded several times er.

Their losses, fia ced among others by banks and financial

institutions "in the éhape of unpaid principal of loans and
" e -
interesf\ amount to 20 to 30 times and even more than the

shareholdetrs funds. /The RBI's statistics as of December, 1988
s

indicate that Rs.3387 crores of Qénﬁg/aqu~El§ﬂ\funds are

locked wup in sick units in in

try, mest of it on large

scale units. We hope that barfkers will concede that BIFR has
had nothing to do with coming into existence of this state of

affairs.

What is po 1y meant to be gégzgzggﬂi§~that the banks will
suffer heavy 1Osses because of the fresh flow of funds from
them and the ‘reliefs and concessions in respect of past
liabilities envisaged in BIFR's revival schemes. In Ehe first

Pt

place, nothing relating to banks can be included in a scheme
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unless they give their written concurrence. BIFR has no

e e s ewiae D oam e B Dl A

" powers to comﬁéi them to 3iVé'réiiéfs’ér*to'ﬁbanction fresh

funds. They participate fully in the .viability schemes_
prepared by the Operating Agencies, comprising Banks & ‘
i (/"“
and have full freedom to accept or reject them. It would also
be pertinent to recall that banks do not have a charge’ on
fixed assets; their ch ge is only on floa "f assets which
in a sick company would be virtually non-existent. This is a
state of affairs which the banks ae negligent in forestalling
despite their having the right to do stock audits etc. 1If,
("/_“‘_
therefore, a sick industrial company is liquidated, the banks

being in the same position as unsecured creditors, would lose

—

all the moneys advanced.
T

BIFR's revival schemes would éﬁgg;; banks to recover most of

their dues, including ‘4@» est, which they would have

otherwise lost. If the schemes are promptly implemented by
all concerned, the company would stand a better than n !
ld

chance of restoration to health with attendant benefits to

“all its creditors. 1t is,therefore, in the banks own interest

to fully and speedily implement their partt of revival

schemes. It has been pointed out ~subsequently that among

others, banks have proved ext dilatory in implementing
their responbilities with the result they stand to lose
by their own inaction. For this, they can only blame

themselves and not the BIFR. In a few cases, the schemes

-

might fail. Pérfection cannot be expected in an imperfect

dynamic environment. But the consequent losses would be
c’._..———-”‘“"""‘r————"""’\,
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miniscule compared to the gains for them and to the economy

of successful revivals. q

Extraordinary concessions
PR AN

It must also be poi ed out that BIFR has come across cases

where banks and Fls have given efE;g fmary concessions and d

—

written of large amounts of their dues, beyond ‘anything which

BIFR has agreed to so far.
A —————

The following illustrationg~are revealing:

In the case of Indus ial Gfoup '‘C', the accumulated 1losses

{approximately) f sick companies is Rs.115 crores. Dues to
ey ——
banks amount Rs.67 crores (fund based) and Rs.23 crores (non

Ja—

fund based) This group has systematically gone about ac rihg

P ——

sick companies on the presumption that large reliefs &
concessions would be forthcoming, including major part of the
funds required for rehhdabiliation, even though it has other

large companies earning sizeable profits.

In the case of industrial house 'M' which has 4 sick

—

companigs, ith accumulated losses of Rs. 635 crores, the

exposure of the principal bank is Rs.161 crores. Several new
S ket

projects have been apgggzgg\for this group by FlIs, with

capital 3;§(i/;ggregating .830 crores, the greater part of

which would be met by "institutions.

In the case of Group 'P’' with 2 large sick companies, one of
which has been ordered to be liquidated, the aggregate of FIs
and Banks\g;;;T;;;;;Z“¥SM§§T§7"E?5F€§T“ However, additional
funds have been sanctioned by a Bank which has now 1lost

(,_,._______..;
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Industrial Group 'B’' has a sick unit with accumulated loss of

latter.

Rs.35 crores. FIfME_Eiﬂggmiggps & intergffﬂggiiﬂgggregate to
Rs.136 ctores, \a substantial part of which is in arrears.
This Group's cash profits from other healthy companies runs
ta over Rs.100 crores every year. Fls have sanctioned during
the period of default by the sick comﬁany loans amounting to
Rs.559 crores for new projects. The group has been séeking
large reliefs & concessions from banks & FIs and Government
for the sick unit. The above is not comprehensive ag BIFR
does not have access to full data relating to all sick
companies of industridl houses, in view of the fact tthat not

s

all sick units come within its jurisdiction.

%Sff(g;;ltion Monitoring

Delayed implementation by Banks & ﬁfate Goyernpens
54«\/&»"

~

It is now necessary tp run the post sanction’ scenario.
— =
The Act does not specifically call upon the Board to monitor
the implementation of its sanctioned schemes. It does enjoin
on all concerned to implement sanctioned schemeé\_zgiling
which the would be subject to penal action. The Act also
provides t the Operating Agencies can report to the BIFR
any modificabions in the revival schemes which they consider
necessary in the light of their actual . working. However,

- T
right from the beginning, the BIFR has felt that unless it
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actively monitors the implementation of the schemes it would

be operating in the dark and would not know whether the
t_,___.,.._-———-"‘3
revival schemes remain only on paper or whether they face any

-difficulties ' in implementation. BIFR has, therefore, been

actively monitoring the implementation of its sanctioned
schemes., It has found, to 'its utter surprise, that there
are%remendous delays in the implementation of the schemes.
Parties who are primarily responsible for such delays are the

[ —

banks and the State Governments. It takes anything upto a y

for the banks to release funds. Six months or more are taken
up in meticulous documentation. Thereafter different banks in
the conzortium release both fund and non—fund based 1imit7éf
working capital in driblets at different points of time. More
often than not, the ig}ﬁﬁfi/;re of Su34§;;;ical amounts, that
is, éhe unit continues to operate 'i/below breakeven levels.
In most of the cases of revival the sick industrial units do
not have any working capital funds, these having been
consumed in financing cash losses. Build up of capP€ity to
breakeven levels and beyond, therefore, requires
immediate infusion of substantial-Eggiziggilﬁzgfﬁi?g capital.
This requirement is not adequately recognised by the %banking
system. Dé\ ed releases of funﬁs for working capital purpyses
and” thal too In driblets hurt them more than it hurts anybod

else because the result of continuing cash losses is shifting

. h ”~ >
of the commencement date for the rehabiltation period and the

funding of additional amounts of 1liabilitties during the

post—-sanction period till cash breakeven levyels are re hgd.

bk




There does not seem to be a conscious realisation by the
banks that they are placing their own funds in jeopagdy by
suchdelayed implementation of sanctioned schemes. We have
also’ found cases where the banks do not adhere to the scheme
of application of funds laid down by the BIFR. The scheme
provides for orderly repéymént over a perioé of time of the
banks' dues. Instead when some amounts are realised by the
companies, for example, by sale of surplus assests, which are
intended to be ploughed back into the company they are forth-~"
withseized by the banks prematurely to extinguish some of
their liabilities. This phenomenon of delayed implementation
has been repeatedly brought to the notice of the Reserve Bank
of India which, in turn, has strongly urged the banks to act
with a greater sense of responsibility. One problem is that

tne banks, general speaking, do not have strong centrally

located monitg setups for oversgding the " implementation

of BIFR schemes for sick industrial units. It is hoped that
there will be greater realisation in future of the need to be

expeditious.

The State Governments have also a considerable role to play
in the implementation of the schemes. Numerous cases have
been noticed where the State Governments d le in
implementing schemes. Repeated efforts on the part of the
BIFR to get them to expedite action have not met with uniform
success . BIFR is in the process of strengthening its
monitoring system. But already, as a result of the

monitoring that it has instituted, it has taken . the
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initiative to review the vorki its sanctioned schemes.
Increasingly its workload noiconsists of such reviews.
Review meetings are held only when the written reports

disclose holdups as some points or the other or performaz:%é?&/i,

{24

late remedial measures. BIFR would like to

by the company to the certain why performance failures

place and to for

—

straightway concede that it is not happy with the status of

implementation. ?

Monitoring Statistics .

The following statistics in this regard are revealing:

17(2) 18(4) Total
Cases Cases (As in Jan'91)
(1) (2) (3)

i)No. of Schemes which have =iedes 32 30 62
prospects
.
i} No. of Schemes which have 32 30 62

succeeded or have prospectis
of sucess

ii} Those which have failed .or 25 25 50
show signs of failure
iii) No. of cases where it is 61 100 161
too early to judge success/
failure ———— ————— —-——

118 155 273

Amending to SICA

From the pro ing recital of the BIFR's functioning certain

conclusions. 1t is quite'éleé§ﬂthat some major amendments in
the SICA are required. The main amgndments_are as follows:

First re1a€€§f¥3“§§;”;;;;;;;;§n of sici industrial company.
It has %é;;mn;;;;;;;;—ﬁzggzkngg*—gﬁndition of 7 yvears
registration of the company should be reduced to 5 years and

e
the condition of cash losses for two successive vyears
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deleted. This will ensure that the sick industrial company

reports to the BIFR as soon as its networth is wiped out.

Certain limited powers have also %g;h sought in respect of
those companies whose networth has been eroded to the exten
of 50%. At present, the BIFR has no function in respect of
such companies except to emsure that they call a special
general body meeting to which they report the fact of erosion
of net®k@th to the extent of 50% or wmore. The intention
behin the® present provision is that shareholde;s would
guestion the management about the rea;ons for erosion of
networth and compel instituting of appropriate measures for
wiping out the losses. It is not the intention of the BIFR
to <§35352¥“E£€;;/;;;panies to the comprehensive treatm?EE//

prescribed in the Act. Briefly the limited powers’sought are
T e e

(a) issuepotice to the company calling for information as
to the steps already taken or contemplated to be

taken for checking further erosion or its networth or

reversing the process of erosion:
| —

{b)give directions to the company Central
Government, public financial institutions, scheduled
banks etc. to take spec1fied measures such as giving
of reliefs, concessions or sacrifices, making of
viability studies, preparation of a rehabilitation
packa;é *etc. which may help in improving the

-

performance of the company under a reasoned order:
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(C)call upon the company to furnish periodical reports

from the company as to its performance,

In other words, the intentiomn is that the BIFR will act as a
sort éf catalyst to get all the concerned parties together in
the case of the companies and try to ?ﬁy dite the process of
finding a solution %o the difficulties responsible for the
losses. We had tried this on a very limited scale and have
been happy to find that the intervention of BIFR has been

welcomed by such companies and that such intervention has led
to positive results. d&”lk%;xg

is necessary for the BIFR to have powers to

issue {directions

to companies during the period that the
company’s case isgﬁnde;";onsidertion and before a revival
scheme is drawn up. Certain measures have been found in
practice to be necessary during the interim period. We have
found c;sés vhere while the matter is under consideration the
company ;esorts to sale of its assets without the permission
of the BIFR and also instances where.erstwhile promoters sell
off their shares at a favourable price to some other set of

N .
persons. Sale of assets should not be permissible except

with tm of the BIFR nor should changes of

management take place surreptitiously and at prices which do

not have the approval of BIFR.

-

The BIFR should not be constrained by the need to obtain the
approval of banks and financial institutions to reliefs and

concessions which are thought to be necessary. The
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financial system applies rather narrow financial criteria.

To  our mind certairf other aspects are of equal importance.
1

Thefirst is cost of rehabilitation as compared to the cost to

the economy of setting up identical production capacity at a

grass@/root ealthy unit. If the cost of creating new
”~

equivalent Capacity at a different site there is
justification for going beyond the guidelines of reliefs and
concessions banks and the institutions are not willing to do

e
so the BIFR's judgement must prevail: of course, ample

opportunity being given to the former to represent their
cases. (If dissatisfied with BIFR's decision, they can
appeal to thé AAIFR). "Such instances will not be many and
would obv(g;sly apply ?i>and large to important industries

producing basic goods, /or to those cases vwhere a very

e

considerable amount of indirect employmeﬁt is also involved.
For éxample, there could be a case of a jute mill which not

onl nploys labour directly but which obtains its raw

masrials from the thinterland from a large number of

.cultivators and whose closure would, therefore, adversely

affect n only the directly employed workers but also he
o

WM—“\
surrounding farming community. Another consideration to be

kept in is whether in the banks and financial

Lnstitui}mn

their dues.

to recover their dues and if so what portion  of
The banks aféfparticularly vulnerable because
they have no cover for their liabilities. The FIs atleast

have a charge on the fixed assets of the §ick units.

The Reserve Bank of India has now given freedom to the banks

to decide the exlent of reliefs and concessions they are
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willing to give without needing to secure the prior consent
of the Reserve Bank of India, if they go beyond he parameters
laid down by the RBI. Even within the guidelines of the
parameters, specific consent ' of the banks and financial
institut;;;;V\is requiréamzo be taken by the BIFR. In order
that the process of formulation of revival packages is
completed w;th the utmost expedition it is suggested that
banks, financial institutions, State and Central Governments

—
should give full powers to BIFR without having to obtain

their consent so long as the reliefs and concessions
sanctioned by BIFR are within the parameters laid down by the
RBI or within the policy parameters of the Central and State
Governments. Anything beyond these, except for the banks and
financial institutions, would require the specific consent of
the State and Central éovernments. Having created a body for
exclusively dealing with the problem of industrial sickness(i
is necessary that all the éoncerned parties shed some of
their powers so that BIFR does not become the fifth wheel in
the coach and render the process of revival dilatory. The
speed of BIFR is today determined by the speed of response of
the concerned parties. Even if one party delays its
response, however, expeditious qthers may be, the whole

process gets stalled and stalemate ensues.

Workers' Cooperatives

e -

R f-—- -
Mention neednga\ﬁé made about workers' cooperatives. The
'/—__—?‘—‘.f —*

Act énjoins BIFR to promote, wherever possible, workers

_cooperatives. We havelggcceeded in formulating schemes of



workers cooperatives in three or four cases. The best known

among these is Kamani Tubes where the BIFR scheme was unhgld
[~ —

against objections of he erstwhile promotors by the Supreme
Court. There could have been many more cases of successful
promotion of workers cooperatives. Unfortunately, some of

the State Governments to whom suggestions were made in

particular cases, ere the environment was favourable, to

take the initiative to support formation of workers

cooperatives, /did not respond and proved to be cold to our

suggestions! It is an eloguent commentary on Governements
which profess keen interest in workers' welfare and champion
| a3
the cause of workers/participation that they do not find it
—

possible to support workers cooperatives even where the BIFR

finds such schemes eminently feasible. At the instance of
{ BIFR, the Iggzﬁgas also set up a f;;d of Rs. 10 croreé for
iving advances to~workersrcooperatives on soft terms to
nable them to su;;;;;;;q*;;“ the equity of the new

cooperatives. There are certain preconditions to be
satisfied; first as far as possible there should be only one

union.

Secondly, instrinsically the‘un{t should be viable.

Thirdly, th;NEZ;;;*EGGEFﬁment should be prepared to make  a
financial contribution to the equity and to support he
) efforts of the wo;kers.

Fourth; workers should be ready to accept professionalisation
of maﬁagements and a Dbroad \based Board of Directors,

including their representatives.
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We hope that State Governmements will prove to be more
enthusiastic in their response than has been the case far.
m
Reduction of Sickness :
w
Before passing on to consider an alternative mechanism for
tackling the problem of industrial sickness, from the

foregoing analysis it is possible to me of the

steps that could be taken by different agencies which would

~—

have as their objective, reduction in the incidence of

industrial sickness. These briefly are :
e

i) Preparation of detailed techno—economic project
reports and rigorous appraisal especially of such
aspects as demand, market, raw materials, size of
plant, availaggzgz;—ﬁggﬁjghfrastructural‘ inputs,
traine& labour fq¥ce, technology etp.

ii) .Insistence on propef- quaiity of managenment,
delegation of authority within the organisation
and professionalism.

iii) Adequate margins to be provided for capital cost
overruns.

iv} Close monitoring of performance by banks and
financial institutions.

v) Insisting on industrial groups to play a larger

role in the rehabilitation of their sick

industrial units.

vi} Promotion of workers cboperatives with additional

reliefs and concessions being granted over and
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vii)

above vwhatever is granted to the  erstwhile

promotors.

At present, when workers even agree to
rationalisaion of the compensation payments are

financed through loans from banks and financial

institutions. Though~ in the medium term such
rationalisation 1leads to savings it cannot be
gainsaid that assumption of further loans imposes
additional interest burdenm on an already siék
unit. A better solution would be to institute a
small cess on all industrial production units and
with the proceeds to set up a fund from which

disbursements could be made to retrenched workers.

Thege disbursements will cover unpaid provident

nd, gratuity and compensation for 1loss of
employment. The fund could also finance
retraining and relocation schemes for the
retrenched workers. This measure would lessen the
resistence of workers to rationalisation and
tackle a human probiem in humane manner. It will
also lessen the burden on particular sick
industrial companies. This suggestion was made by
BIFR wore than a:year back to Government but we
are not aware as to whether any action has been
taken _by Government. The suggestion is not that
revolutionary becausé it only seeks to exltend the

application of the Textile Workers Rehabilitation
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Fund to all other industries.

viii)In order to conserve as going units whichever

ix)

industrial units are viable, without the past
burden of their liabilities and to avoid the time
consuming pProcesses 6f liquidation and possible
cannibalized sale of assets by the official
ligquidator, financial institutions and the banks
should be vested with the same povers to
physically - seize assets and sell off industrial
units which fail to meet their liabilities on the
analogy of section 29 of the State Financial

Corporation Act.

The Act contains certain —sl provisions to deal
ce ~and nonfeaSance.
of the Act™has proved t be

difficult to apply becausé it is necessary to have
satisfactory documentory evidence. Often the
banks do state in evidence that there has been
diversion of funds, sale of assets and
appropriation of funds by the promoters etc. but
apart from making such statements they are ,unable
to back them up with hard evidence. Such evidence
could be found by ordering detailed investigations
by auditors and/or technical persons.

W
Unfortunately, banks do not generally order such

investigations. It has been impressed upon’ them

" that they should take care of this aspect and

submit adequate evidence to the BIFR so that the
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latter can institute proceedings-under section 24

of the Act. It cannot be ere are

dishonest managements. If System provides for
progit and summary punishment of such delinquents,
M

incidence of industrial sickness could be

drastically reduced. Today, as ha et Il
— e
it is the promoter who makes le

t sacrifiée.

Often dishonest promoters alsorggf\away with their
ill-gotten gains and so long as these two features
persist there will be a positive incentive to make
industrial unis sick. In fact, it is significant
that while promoters are anxious to get .their
units registered they are in no hurry to submit
rehabilitation proposals or voluntarily give up
their  sick industrial units to new managements
unless, of course, they get a very satisfactory
deal officialy or unoffically. The judicial system
and the financial system of the country do not-
rovide for exemplary and summary punishment to
uch persons and so long as that is absent the
asic groblem of industrial sickness will continue

to a much greater degree than it need be.

A New Mechanism

Single Agency to deal with Sick units ) .

In the preceding analysis, suggestions have been made at
various points for making the existing machinism- of

rehabilitation of sick industries much more effective with a
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view to minimising sacrifices of public and private funds and

with a view to expenditure decision making process as to

S

whether a unit can be revived or will be found up and if

wound up try and preserve the industrial unit, if the demand

for its product can lead to profitable operations shorn of
)

past liabiliies. Today all the financial instit™dosns and
the Dbanks deai with sick industrial units.
-
experience we feXl that the time has come to consider an
alternative and more streamlined mechanism. A separate
appraisal — cum~banking institution should be created to deai
with all cases of industrial sickness in large and medium
industries. In other words, the existing banks and financial
institutiom be divested of this respowBility. A1l
industrial companies whose networth has been erq@e by 50% or
more would come within the ambit of this Organisation. This
Organisation will have the following functions:
1. A strong multi-disciplinary professional group for
diagnosis _and for drawing up techng%gg;nomic viability

3

studies. [ Outside consultancy firms would be also made
use of>
2. If it

coming y this organisation should assume

is felt that unit can operate at a profit in the

responsibility \for the past liabilities by effecting a

one time settlement of the es\\ of financial
L S —

institutions & Banks. " In one tim settlement the

financial system is generally willing to write off all
i .

" interest 1liabilities provided the principal is paid.

Since the interest burden of sick units is quite
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substantial a one time settlement of a major portion of
the principal, if not of the entire priﬁcipal, should be
the guiding criter;igi_ﬂggwgii>;;“/2tautory dues and
workers dues are concerned,- the reliefs and concessions
offered by the State and Central Governments will be
taken into account. This 6rganisation will also locate—

alternative managements and explore possibilities of

nerge of sick units with healthy units. For this

prupose it will resort to large scale publicity. Once
the IFR determines that the unit is viable and can be
revived- and draws up a scheme of revival this new
ofgnanisation would be responsible for providing both
fresh termloans as well as fresh working capital to the

of -BIFR also monitor the implementation of the schene.

Where a viable solution taking iﬁto account restructured
past liabilities is not possible it will carry out sale
of assets for which it should be vested with the

necessary powers, and deposit the sale proceeds in

: | "Court so that the official 1liquidator can
; distri te proceeds to all the creditors in a manner
wn in

laid do

he Companies Act. This organisation will

function close cooperation with the BIFR. If the

principle jis accepted, a detailed scheme could be worked

out. e State and Central Governments should agree on

-~

their pa that their concurrence would not be required

.

S

to reliefs and concessiqns_xéxﬁected of them fid

N N ”
incorporated in the rehabilitation schemes vides

these are within pqelicy parameters.

S .
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