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Dear Sir, 
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Study Group on Non-Banking Companies 

I have pleasure in presenting herewith the Report 

of the Study Group constituted by the Reserve Bank of 

India in June 1974 for examining in depth the provisions 

of Chapter IIIB of the Reserve Bank of India Act, 1934 

and the directions issued thereunder, in order to assess 

their adequacy in the context of ensuring the efficacy 

o~ the monetary and credit policy of the country and 

affording a degree of protection to the interests of 

the depositors who place their savings 1,1i th non-banking 

companies. 

2. With a view to el~citing public opinion on the 

various aspects of its terms of reference, the Group 

addressed suitable letters to certain individuals, 

bankers and representative organisations of trade, 

industry and commerce. It also visited ~ few 

important centres like New Delhi, Calcutta and Madras 

for the purpose of holding discussions \-;i th certain 

individuals/representatives of organisations. Having 

taken into account the views expressed in the 

written memoranda submitted to it and the discussions, 

the Group has made its reco~endations on the various 

issues which ~rose for its consideration. A summary 

of m~jor conclusions and recommendations is given 

in Ch~pter 8 of the Report. 
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3. It will be seen from the Eeport that the Group 

has made various suggestions - legislativu, 

organisational and procedural - to re~edy the 

deficiencies observod by it in the present regulations 

governing deposit-acceptance activities of non-banking 

companies. It has also taken note of the developments 

subsequent to the constitution of the Group, viz., 

the insertion of two new sections 58A and 58B in the 

Companies Act, 1956 by the Companies (Amendment) 

Act, 1974 which empower Government to regulate 

deposit-acceptnnce activities of non-financial 

companies and the making of the Companies (Acceptance 

of Deposits) Rules, 1975 thereunder which came into 

force with effect·from February 3, 1975. 

4. The consensus of opinion as put forward before 

the Group was that the present situation in which 

there has been a spurt in deposits with non-banking 

companies is an abnormal one brought about by a 

combination of temporary factors like credit control 

measures and restrictions on declaration of dividends 

paid by companies. In making its recommendations, 

the Group has, therefore, been guided by two main 

considerations. First, while the aie should certainly 

be to ensure that the measures proposed to regulate 

deposits and the activities of nO:-:1-banking companies 

should be more effective than hitherto, they should 

not be so stringent or rigid as adversely to affect 

production cr investment. Seccndly, the Group has 

givun due weightage to the administrative feasibility 

of the proposals; wherever the choice ~ms between 

a solution which was theoretically perfect but 

not quite practicable and another which was 

theoretically less perfect but administratively more 
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feasible, it has chosen the latter. The Group has 

recommend&d strengthening of the administrative 

organisation within the Reserve Bank for effective 

enforcement of the· rogu12.tory measures proposed by it. 

5. The major recommendation of the Group is that 

while the acceptance of deposits by non-billiking 

non-financial companies may not be prohibited 

altogether, it should be discourageu and reduced 

in due course. An inportant e~ement in the scheme 

of regulation suggested by the Group is, therefore, 

to limit and reduce over a period of time the quantum 

of deposits so that they cease to be a significant 

source of finance for industry and trade; this would 

indirectly reduce to some extent the risk to depOSitors. 

The Group has also recommended that non-banking 

non-financial companies should keep a portion of the 

deposits maturing during the course of the year 

in liquid assets and should, in their advertisements, 

present their financial position in a more 

informative manner. 

6. So far as non-banking fin~ncial companies are 

concerned, the Group has taken the view that 

considering the nature of their operations they should 

be regulated broadly on the sama lines as banks 

and should be under the close surveillance of the 

Reserve Bank. Also, their activities have to be 

justified by reference to the geographical or 

functional gaps thut exist in the financial system. 

Thus, a selective approach has been adoptcJ to 

different types of non-banking financial companies. 

The Group has net recoomended any ceilings on deposits 

with nidhis ~hich deal only with their ~embers as 

also en deT)o~:i.t~ ,·~t;h housing finance companies \'lhich, 



4 

in the present circumstances, deserve to be encouraged. 

As for hire-purchase finance companies, there is no 

ceiling at present on the deposits accepted by then. 

A ceiling has now been suggested mainly with the 

object of introducing a measure of discipline among 

the companies and affording a degree of protection 

to the depositors' interests. In the case of loan 

companies, the Group has suggested ceilings on 

deposits higher than those which are currently 

operative, taking into account the need for making 

them viable units. Further, it is possible that 

as a result of debarring sole proprietorships and 

partnership firms from accepting deposits, some of 

these financial institutions (e.g., "Finance 

Corporations" of the type operating in Bangalore and 

some other places in South India) may convert 

theIllsel ves into hire-purchase finance or loan 

companies. So far as investment companies are 

concerned, the Group has recommended the continu~ce 

of the ceilings on their deposits as at present 

(with a progressive reduction as in the case of 

non-banking non-financial companies) taking into 

account the sources of their funds and the nature 

of their operations. It may be added that the 

Group's recommendations in regard to ceilings on 

deposits with financial companies have to be viewed 

in conjunction with its suggestions on the 

prescription of minimum level of paid-up capital and 

reserves, maintenance of liquid assets and other 

regulatory measures. 

7. As regards niscellaneous non-banking companies, 

the Group has recoffiQended that the activities of 

companies conducting priae chit/benefit schemes 

should be banned. as for conventional chit funds, 
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it has already furnished its cornnents to the Res erV6 

Bank on the draft model Bill for regulating their 

working. 

8. On behe_~_f :,~: the: Group and of I:lyself, I would 

like to express our gratitude to the Reserve Bank for 

the confidence rep,)sed by the BEmk in 6ntrusting the 

work to us. I trust that the Bank 1'1uuld finJ. the 

recommendations made by the Group of some use in 

formulating its policiea in regard to deposit­

acceptance and other related activities of non-banking 

companies. 

Yours fc'ithfully, 

Sd/-
(J .S. Raj) 
Chail'o8Il 

Study Group on Non-Banking 
Conpanies 
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CHAPTER 1 

IN TRODUC T..QB! 

GDNESIS OF THE STUDY GROUP 

1 .1 The Banking Commission constituted by the Guvernment 

of India to renew. inter al~l-.a.. "the role of various 

classes of non-banking financial intemediaries~ to enquire 

into their structure and methods of operation and re~cmmend 

measures for their orderly growth" made c€rtain reccmmenda-

tions in this regard in its report submitted to ~h'3 GO·V'·:~I11.­

ment in January 1972. Tl:e.s.e recom'1endatiann 'WTJ1.'€ eXaI:l.'UJo.d 

by the Reserve Bank of India. In the J,.igb:t of th3 -viu't-ls 

expressed by the ReSflr'V'G Bank. thereol1.~ tho G-oveT~~er.';; 0:: 

India decided that the relative prov,i.sions or the R6se~""V~ 

Bank Of India Act, 1931 a..'ld the dire~tion:: 1SS'1~~. '~~le;:\,.)'tU}a8_r. 

to non-banking compa~ies may be revip,wed to plub 

loopholes, if any, which ~~re being taken cavantnge 

particularly by priVE.te limited companic8 .. 

_ J' 

U t, 

1.2 With a view to examining this matter in all 5.t.J F-31).€-';.:tS,. 

the Reserve Bank of India by an order issu'9d on Jur...e 1:'1 

1974*, (as modified by its orders dated June '17, 1974 r''.l .. G. 

January 30, 1975) consti tU'ced the prebent Study Group. 

Its composition was as follows: 

1. Shri James S. Raj, 
Chairman, 
Unit ?rust of India, 
Bombay. 

2. Shri K.B. Chore, 
Joint Chief Officer, 
Department of Banking 

Operations & Development, 
Reserve Bank of India, 
Bombay. 

3. Shri V.G. Hegde, 
Joint Legal Adviser, 
Reserve Bank of India, 
Bombay. 

* See Appendix I 

Chairmall 

11emb3r 

Member 



4. Shri A. Hasib~ 
Director~ 

2 

Divisio!J. of Fisca.l .Analysis, 
Economic Department. 
Reserve Bank of India, 
Bombay. 

5. Shri D.N. Sukthankar, 
Director, 
Depa.rtm~nt of B~~king, 
Ministry of Finance, 
Government of India, 
New Delhi. 

6. Shri R.N. Bansal,* 
Additional Director of 

Inspection & Investigation g 

Department of C~mpany Affairs, 
Government of India, 
New Delhi. 

7. Shri v. Subramani~, 
Chi€.f Officer, 
Departmen-~of J:iior..-Banking 

Compa.'1ies J 

Reserve Bank 0= India, 
Calcutta. 

8. Shri B.N. Chikar!llane,@ 
Assistant Chief Officer, 
Department of Non-Banking 

Companies, 
Reserve Bank of India, 
Calcutta. 

r-'lember 

~lember 

r~€mber 

Jl-1em'ber 

1 .3 Shri D.D. Ehargava, the tlwYL Crtli cf C:':fice:c-, 

Department of Non-Banking Compa!!ies, Reserve Bank of Incii&, 
. 

Calcutta, served on the Study Group ~rom Juno ;7, 1974 

till January 30, 1975 when Shri 11. Subramar_ian was 

appointed as ~ Member of the Group after he took over as 

the Chief Offncer of the Departmt;nt. 

TE~lS OF REFERENCE 

1 .4 The terms of reference of the Group·were as 

follows: 

I. To examine the l-·elative provisions of the Resent..: 

Bank of India Act J 1934, the Non-Bank~;_ng Fina..."'1cial Cor.:pani.;':l 

* At present Regional Director, Company Law B'Jc.rc_, 
Southern Region, Madras. 

@ At pre~ent posted ~n Bombay. 



(L3S orv'G Bank) D:i.T'6ction3 p 19£6, anc.l tha t·:iscella:.180US ~~cp.-, 

~rovit:;~o:ns $,-').f) 

depositA; inv6stiIler:::t;.u, ler..d:.i.r.G Op6ratjons r etc., subserv2 

policilJL cf the cr';"u'!ltl.jT bpi:1i.d.es 3:?fording a degree of 

(A.) tlle nO:::T::: lv-hie}· naj' r;c :· . .l.o~:~eu. :'Il ;:L;':::.?,c"t 0-:: "::j.;? 

~o.pi tal st !uc'm:':~c an::1. .l <:.1""G·-t:;qu:i.::y .{;.;:.-~ic the.. t -;;.;-:.y 
:~e mf'.Jn~2j.n~d "by t!":6 "':!a.~io~'"c: ~J.iE'2·31'~ of 1:0:"1.,-

b ~",k4 ''"'rr cr-m .. ·'..., ..... .;·e~ '-'ovc-",,-,,~ '",' ~-"'e ..... r·~,.;: r'-' ,...,,(; ..... ; L"", q .'. ,,~.. ....u OJ Z'~..J. ~ "'" _ \",.,.~ """,' w.......... ~ __ .. _u \..c, .... _ \.,; "'~~ '-~'-' ~ 

.f:~iC·· ,~-r_.ten~ +'0 -.l""·l'.(!-n "l":l ..L.';:.. 1 '~'-"'1 OlIn 4-'" •.• 1,r'J-,·:· C~'l ___~" _ _ !J.. c. •. , __ ,-".<:'; .J" ......• J ... \.} ..... d.A.. ... 

SilCLl CO:JP811ie~ .Ttay ':')or=~'~" ~)~r "t:T.,,! O~ ~'~J:OSj"~:I/' 
unscc~red loe.n3 a:..'lc. t.~..:: CI:ur!":1.~,ctl)nS_ J.t .:U1y~ t8 
CG made i;i-~-:jw(;ell pi.,;bl:"c: 3l~d. lJrj"v·~~tc L~mi t~d. 
co:n!laLL~ ef) for ';~hj,s p·,1.rpO flO ~ 

(d) thG ncri.ls;ihie:n !T'&Y be :::.(".optf'-~ :.:11 rC2:"leC'G of +':10 
ra".;es of ill~;f.?rest i)ayatlf. 'by f·"J.~~l (;0.::':P:lli.i~'s en 
their L'J l"'l·C;';v:!.J.~:?~' b~r Uf'.y i.)' d ~.J.'),)!=-: j:, 8 /"':~1 S (;; 02'0. "(':;6, 
loaas a::l( al.so thou e whic:. Iliil:'{ 12 C:~.L,;:',;~.il ,):;'1 
l08.n:;:o al1tl ad7s:!H!H:! mad e t;v t~12:.1; 

(e) ~~h'J ~';,AtK'lt tc ilJ.lic1 ... 'L1.~:T of 7j'~'1 .~ ct:i_vj'-:-::~.'~::' (:[.Tc~:::".:;d 
onry th9se corn.pan.ies '~ilroi:?;rl t. ~:'):~; ~ l.:r.bl{~i~ .. :.·~~,,-,-::: 
~an or sl'l.ou,ld. be cont:cc:LJ.81":. ~ 
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risk assets to be acquired or loans to be 
granted by the companies; 

(g) the restrictions, if any, on the grant of loans 
to dir~ctors and their friends and relations 
and companies in which they are interested; 

(h) the manner in which the l.oophol·es,· if any, in 
the existing directions taken advantage of by 
private limited companies in the context of 
certain concessions enjoyed by such companies 
under the provisions of the Companies Act, 1956, 
could be plugged; and 

(i) need to empower the Bank to apply for compulsory 
winding up of non-banking financial coopanies 
under certain circumstances. 

II. To make recommendations on any other related t.opic 

which the Study Group may consider germane to the subj ect 

matter of the enquiry. 

1.5 As per the order of the Reserve Bank of India 

dated June 12, 1974 referred to above, an examination of 

the relative provisions of the Non-Banking Non-Financial 

Companies (Reserve Bank) Directions, 1966, did not full 

within the purview of the terms of reference of the Study 

G-roup. Subsequent.ly, however, in -partial-modifi.cation-.of 

the orde.r, t.M R89crve Bank 1.Asned another orner on 

September 4, ·1974* extending the acopo of the enquiry-to 

include companies covered by the above diroctions. 

METHODOLOGY ADOPT~D BY THE GROUP 
AND THE ME~TINGS HElD BY IT 

1.6 The study Group issued a circular lot~~ nAtcd 

September 11, 1974 to certain bankers, economists and 

individuals having intimate knowledge of the deposit-

acceptance activities of non-banking companies as well as 

to representative organisations of trade, industry and 

commerce and requested them to furnish it with detailed 

. __ ._.----------------
* See Appendix I. 
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memoranda on the matters referred to in the terms of 

reference and more particularly on the points specified 

in Annexure F thereto*. On the basis of the memoranda 

submitted by the respondents, the Group had discussions 

w~~b eom~ o~ ~b.~ a. ~ •• o o~~.~. who b~4 no~ .~~=~~t.4 An, 
memoranda. :F'or this purpose, the Group ~J'isited important 

centres, viz., Ahmedabad, Bangalore, Calcutta, Cochin, 

Mad ras and n err Delhi. At its meetings in Bombay and 

els ewhere, the Group also held discussions with sorne 

officials of the Central and State Governments. The 

1'1ember-Secretary of the Group visited Hyderabad and 

Trivandrum for the purpose of eliciting the views of the 

Governments of Andhra Pradesh and Kerala on certain 

aspects relating to regulation of chit funds. A list 

each of the individuals and representatives of organisatio!ld 

who submitted the memoranda and with uhom the members of 

the Group had discussions on the various aspects relating 

to the terms of reference is appended@. 

1.7 The Study Group met at different centres as under: 

Place Dates of the meetings 

1- Bombay July 5 and 6, 1974 

2. Bombay August 30 and 31 , 1974 

3. Ahmedabad November 1 and 2, 1974 

4. l'iew Delhi November 16, 18 and 19, 

5. Ca.lcutta November 30 and 
Decemb 8r 2, 1974 

6. Bangalorc December 19, 1974 

7. Cochin December 20 and 21 , 1974 

* See Appe~dix II. 
@ See Append~ces III and IV. 

1974 
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8. Madras JanuarJ 20 and 21,1975 

9. Bombay February 13, 14 and 15, 1975 

10. Bombay IoJIarch 6 and 7, 1975 

11 • Bocbay March 24 e.nd. 25, 1975 

12. Bombay May 14 and 15, 1975 

13. Bombay May 23 and 24, 1975 

14. Bocbay June 17 and 18, 1975 

15. Bombay July 14, 1975 

SCHEME OF THE REPORT 

1.8 The subject matter of the terms of reference has been 

dealt with broadly under five heads, viz., (i) Evolut~on of 

the regulations; (ii) Non-Bankjng Nan-Financial Companies; 

(~ii) Non-Banking Financial Companies; (iv) Miscellaneous 

Non-Banking Companies and (v) Ad:n.inistr8.tive arrangements. 

After dealing with the general approach to the problem and 

analysing it from the quantitative as also qualitative points 

of view in Chapt€r 2, the evolution of the present regula­

tions governing acceptance of deposits by non-banking 

companies is traced in Chapter 3. This che.pter further 

sets out the important aspects of the statutory provisions 

in Chapter IIlB of the Reserve Bank of India Act, 1934, as 

amended up to date, which deals ~dth the regulation of 

activities of non-banking institutions receiving deposits 

and of financial institutions. Alsc included in this 

chapter is a discussion of the salient features of the three 

sets of directions issued by the Reserve Bank to non­

banking financial and non-financial, and miscellaneous 

non-banking coopanies,and of the statutory returns prescribed 

under the said directions~ Chapter 4 exaoines the 

deposit-acceptance activities of non-banking non-financial 

conpani€s in the context of certain issues such as 

protection of the depositors' interests, period of deposits 
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and rates of interest pa~able on deposits. In view 01' 

the coming into force of the Companies (Acceptance of 

Deposits) Rules, 1975 with effect from February 3, 1975 

regula ting the acceptance of deposits by non-financial 

companies, the broad features of these rules are also 

analysed in this chapter and certain suggestions are 

made for amending them. Chapter 5 deals with the various 

taoets of regula~1on of depoe1t-aoeeptanoe a~t1v1t1es 

and other related aspects of business of non-banking 

financial companies. Chapter 6 covers miscellaneous 

non-banking companies, i. e., companies conducti.ng what 

are commonly known as prize chits/benefit schemes/ 

lucky d raws as als 0 companies condu cting conventi.oDa.l 

ty~ ~f chits~ In the context of the recommendations 

made by the Banking Commission in regard to regulati.ng 

the acti vi ties of non-banking f'inanc:18,l :tntermed1ar:L.ee, 

the Central Government had, inter alia, decided that a 

model law to regulate chit fund business may be formulated 

by the Reserve Bank for adoption by all the States which 

have no such legislation. Pursuant to the said decisDn, 

the Res-erve Bank drafted a model· Bill and sought the 

views o~ the Study Group on certain poli.cy aspects 

arising .from lihc V.1'O vl;:jio'l~ }'.l"VI O:"1~r1 -to 'be i nGo~-'p"".LO;l;cu 

therein. 'rhe views of the Group in this regard, which 

have since been conveyed to the Reserve Bank, are 

also included in Ghapter .6. The Group envisages that 

a reorientation and strengthening of the administrative 

set-up of the Department of Non-Banking Companies in 

the Reserve Bank ~~ll have to be considered so as to 

ensure that such of its recommendations as are found 

acceptable are promptly implemented and effectively 

enforced. All these aspects are discussed in Chapter 7. 
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Finally, a summary of the major conclusions and 

recommendations of the Group is given in the last chapter 

of the Report. 

AChN 0 vl1EDG EIVIENT 

1.9 The work of the Study Group could not have been 

completed without the co-operation 0 f institutions and 

1ndiw1duals who submitted memoranda to the Group~and gave 

1t the genef1t of th&1r vLewa ~ the oourae of the 

discussions. The Group is grateful to all of them. 

1 .10 The Study Group owes a special debt of gratitude 

to its Member-Secretary, Shri B.N. Chikarmane. Apart 

from organising the work of the Group, he collected useful 

information from Indian and foreign institutions, undertook 

thoughtful studies and prepared the preliminary draft 

report of the Group. His intimate knowledge of the 

regulations of non-banking companies in India was of 

consid erable help in facilitating the work of the Group. 

Sarvashri M.V. Vengsarkar, V. Srinivasan, B.B. Das and 

other members of the staff of the Department of 

Non~Banking Companies assisted the Member-Secretary in the 

discharge of his arduous duti os • Dhri r.. ct. Shah of the 

Department of St~ti .~tj (,fI, HP~(>l'VC Bank of I:n(Ha, rendered 

useful service to the Group by compilin& str-ttiRt.i(,r-l.l OAt.B. 

1.11 The Econo~ic Department of the Reoerve Bank 

carried out some useful field studies for the Group; 

Shri P.D.N. Hao prepared a study relating to the ope rat ions 

of "Finance Corporations" in Bangalore, and Sarvashri 

P. V. Narasimha.m and N. Y. Khan undertook a survey of the 

activities of Finance Companies in Delhi. Dr. M. Saravane 

was good enough to edit the Report. The 

Group wishes to express its thanks to all of them. 
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CHAPTER 2 

APPROACH TO THE PROBLEM -
QUill~TITATIVE M~D QUALITATIVE 

ASPECTS 

INTRODUCTION 

2.1 In examining the question of regulating the 

aogeptange gf ~epo81t8 g¥ Uo~-~ank~n~ Compan1e8 (NBCe), the 

major issues which arise are the nature and magnitude of 

such deposits and the role that they play in the economy, 

particularly by infl~encing the quantum and pattern of 

savings and investment. Two important aspects of these 

questions are the effect of the acceptance of deposits by 

NIWs on th.e efficacy of mone·tary and Qrsc;i;i.t polj.0iY am.ci tb.. 

degree ot: risk to the depositors in placing their savings 

with such companies. The specific aspects of these issues 

in relation to different kinds of NBCs will be considered 

in the relevant chapters of the Report. In this chapter we 

shall discuss the broad aspects of these issues and 

enunciate the general approach adopted by the Study Group 

in making its recommendations. 

TYPES OF NBCs 

2.2 As pointed out by the Banking Commission in its 

R8port*, undertakings accepting deposits may be divided 

into three categories, viz., 

(i) those accepting chequeable deposits; 

(ii) those accepting non-chequeable deposits for the 

purpose of lending or investment; ffild 

(iii) those acce~ting non-chequeable deposits for 

financing their own business such as manufacture 

or trade. 

* Governccnt of India, Report of the 
Banking COQmission (1972); paragraph 19.26 
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Undert2kings falling in category (i) ~bove ere t~rmcd 

as banks, those in (ii) as non-b~nking financing institutions 

and those in (iii) ~s deposit receiving institutions. In 

accordance with its terms of reference, the Study Group is 

concerned with the institutions of the types mentioned in 

(ii) and (iii) above and that too only with compcnies 

incorporated under the Cumpanies Act, 1956. It may be pointed 

out at the outset that there is a difference between the 

classification of NBCs adopted by the Cor::;.pany Ln.vl authorities 

and the Department of Non-Banking Companies of the Reserve 

Bank of India. Wnile the Company Law authorities classify 

companies at the time of their registration on the basis 

of the main objects as projected in their Memorandum of 

Association, the ReServe Bank categorises companies only 

after they have functioned for some time and on the basis of 

the pattern of assets and principal sources of income as 

disclosed in their balance sheets -:md profit and loss 

accounts. Moreover, under the directions issued by the 

Reserve Bank, companies in liquidation are excluded. 

The Study Group has used the definitionffiadopted by the 

Reserve Bank for the purpose of C!lHRsification of NBCs 

mainly because more detailed statistics have been compiled 

by the Bank from the returns submitted by NBCs. 

NATURE AND MAGNITUDE OF DEPOSITS* 

2.3 The Table below shovTs the growth of deposi ts with 

NBCs in relation to growth of depusi ts with scheduled 

commercial banks since 1963 (Table 2.1). 

2.4 Owing to the failure of some companies to submit 

the prescribed returns, there "lOuld always be an element 

of underestimation in the figures of total deposits with 

NBCs compiled from such returns received by the Reserve 

*Throughout this report, the figures of deposits include 
exempted loans unless otherwise stated. 
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Bank. iilso, due to the amendments effected from time 

to time in the directions issued by the Reserve Bank 

and variations in the number of companies submitting 

returns, the figures of deposits cannot be taken as 

strictly comparable over the years. 

TABLE 2.1 - GROWTH IN DEPOSITS WITH SCHEDULED 
COMMERC IAL BJ:u."ifKS fu"ifD NON-BANKING 
CORPORATE SECTOR - 1963-1972 

(Amounts in crores of 
rupees) 

AS at 
the 
end of 
March 

( 1 ) 

1963 

1964 

1965 

1966 

1967 

1968 

1969 

1970 

1971 

1972 

All scheduled 
co~ercial banks 

lmcunt Percentage 
rate of 
growth 
over the 
previous 
year 

(2) (3) 

2042.3 6.3 

2285.1 11 .9 

2583.3 13.0 

2949.8 14.2 

3425.5 16.1 

3856.0 12.6 

4338.2 12.5 

5028.2 15.9 

5906.2 17.5 

7105.9 20.3 

Non-banking Col.4 as 
cOD12anies percent-

.fu:lount Percent- age oJ: 
col. 2 age rate 

of growth 
over the 
previou.s 
year 

(4) ( 5) (6) 

153.9 13.6 7.5 

185.9 20.8 8.1 

209.1 12.5 e c. 1 

283.4 35ft5 9.6-

338.5 19.4 9.9 
(430.5) 

398.3 
(477.9) 

17.7 10.3 

472.1 18.5 10.9 
(593.7) 

(6~5:~) 7.0 10.0 

~68.7 12.5 9.6 
( 44.9) 

691 .8 21 .7 9.7 

Note: Figures for the period 1963 to 1966 and those 
in brackets fron 1967 to 1971 represent 
deposits including foreign loans. 

Source: Article on "GrovTth of DGposi ts with 
Non-Banking Conpanies, 1971-72"; 
Reserve B9.nk of India Bulletin, Jipril 1975, 
pp. 235-246. 
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2.5 The latest survey of deposits with NBCs relating to 

end March 1972 reveals that the total deposits (excLuding 

foreign loans) held in the non-banking corporate sector by 

3155 reporting companies (921 financial and 2234 non-financial 

companies) aggregated ~ 691.8 crores showing an increase of 

~ 123.1 crores over the quantum of such deposits on the 

corresponding date of the previous year~ Of the aggregate 

deposits of ~ 691.8 crores, ~ 480.8 crores were accounted 

for by non-financial companies and the remaining ~ 211.0 

crores by financial companies. In other words, the deposits 

with non-banking non-financial companies constituted 

69.5 per cent of the total deposits in the non-banking 

corporate sector. A major portion of deposits accepted 

and held in the non-bankL~g corporate sector was accounted 

for by companies having deposits of more than ~ 25 lakhs 

each as on March 31, 1972. Thus, out of 3155 reporting 

companies, 490 companies (15.5 per cent) accounted for 

78.2 per cent of tne outstanding deposits. There is 

evidence to show that the dependence of non-financial 

companies on deposits has tended to increase, and at the 

same time, the liquidity of these companies in relation to the 

amount of deposits accepted by them hno tended to np.r.linp.. 

A sample study of selected 163 non-financial companies 

showed that deposits as a percentage of equity increased 

from 15.7 as at the end of March 1972 to 16.4 as at the end 

of March 1973. Likewise, the proportion of deposits to 

total capital employed (i.e., total liabilities net of 

depreciation) increased from 5.9 per cent to 6.1 per cent 

and the proportion of deposits to inventories went up from 

19.3 per cent to 19.9 per cent. While the deposits tended 

to increase, the liquid assets of these companies as a 

proportion of doposits declined from 59.1 per cent to 

48.9 per cent. 

*See Reserve Bank of India Bulletin April, 1975 
pp. 233-24'. 
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1971-72 

1972-73 
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TABLE 2.2 - VARIOUS RATIOS OF SELECTED 163 
NON-FIN~i.NCIAL COMPANIES ACCEPTING 
DEPOSITS FROM THE PUBLIC 

Deposits as Deposits as Liquid Deposits 
percentage percentage Assets as as per-
of Equity of Total percentage centage 

Capital of Deposits of Inven-
Employed tories 

~2) (:2) ~~) , 2) 

15,,7 5.9 59.1 19.3 

16.4 6.1 48.9 19.9 

2.6 AS the data relating to the deposits of NBCs for 

the pest 1972-73 period, based on the returns have not 

yet become available, an estimate of such deposits has 

been made in the following manner. Based on the rate 

of growth of those depositG in the recent past and a 

quick survey of deposits covoring companies holding 

deposits of more than Rs 25 lakhs., the Quantum of these 

deposits is estimated at ~ 1080 crores at the end of 

June 1974. It ~s also estimated that NBCs might have 

accepted further d~posi. t;:j Lv Lhn ~x beu: to or ~ ::>()() ,.;.1 V.l.'t,;O 

during the period July 1974 to March 1975. Thus, on a 

rough basis, the aggregate deposits held by the non-bRnking 

corporate sector at the end of March 1975 may be assessed 

at around ~ 1300 crores. At this level, the percentage 

of these deposits to the doposits of scheduled commercial 

banks may be estimated around 11 as against 9.7 at the 

end of March 1972. 

2.7 A comparison of tho growth rate of deposits of 

commercial b&nkswith that of NBCs leads us to the question 

of the basic differences between these two types of 

deposits. The major advantages which commercial bank 

deposi ts have over NBC deposits are the follow·ing. 

First, cheque facilities are offered on demand deposits 
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and certain types of savings deposits of. commercial banks 

whereas no such fC1.cilities are available in the case of 

deposits with NBCs because UBCs are not allow~d to accept 

chequeable deposits. Secondly, deposits with commercial 

banks are insured to the extent of ~ 10,000 per account, 

whereas deposits with NBes are not covered by insurance. 

Thirdly, the interest on comme~cial bank deposits along 

with the return on other eligible savlllgs is exempt from 

income-tax to the extent of ~ 3,000; the corpus of such 

deposits along with other eligible investments in financial 

assets is also exempt from wealth tax to the extent of 
such 

~ 1.5 lakhs. There are noLtax concessions or exemptions 

in the case of deposits with NBCs. 

2.8 Deposits with NBCs have, however, grown in spite of 

the fact that there are certain advantages attached to 

commercial bank deposits which are not ~vailable in the 

other case. The growth of deposits with NBCs cannot be 

attributed to the absence of banking facilities. The available 

data on the State-wise distribution of deposits of NBCs show 

that a preponderant proportion of tho tota1 depos~ts ~s 

helc1 by c(\TTlp::l.n;p.~ in i,h ... )~<.: SLc.d .. uo whil"!h,. on +'h~ wr,oln. Fl."rn 

well served by commercial bank offices. Also, commercial 

bankR h::wtI (lcVjAPo v:='It'iOllA ;RavineA sl"!hp.mps to suit the 

preferences of various categories of deposit·ors. The bA.s1c 

reason, therefore, for the growth of deposits of KBCs is 

that these companies pay interest rates higher than those 

paid by commercial banks. The differential in interest 

rates paid on deposits by coomercial banks and NBCs of 

good reputation has definitely increased since July 1974. 

Also, the new companies which solicit deposits fro~ the 

public have found it necessary to offer even higher interest 

rates than those offered by tho existing companies. '~ile 

the interest rates on deposits of commercial banks are 
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regulated by the Reserve Bank, there is no direct regula­

tion of tho rates of interest paid by NBCs on deposits 

raised by them. 

2.9 The acceptance of deposits by NBCs is not an 

entirely new phenomenon in the country. Historically, 

textile mills, particularly in ~~edabad and COimbatore, 

financed even a part 01 their fixed oapita1 ae8e~8 b7 

recourse to acceptance of dcrosits from the public.. Since 

banking facilities and habits were rather undeveloped at 

the time, the public found in these deposits a convenient 

means of putting their savings and earning interest. 

Later, with the spread of oomoercial banking system,. the 

growth of deposits with banks was quite rapid. However, 

an active monetary policy adopted by the Reserve Bank 

from the late fifties and recourse in particular to 

selective credit controls resulted in more companies 

solic:tting deposits directly from the public. As will be 

discussed in the next chapter, the growth of deposits 

with NBCs during that period was the imoediate cause 

for the regulation of deposits by the Reserve Bank. 

2.10 The more recent spurt in these deposits is. 

however, due to a combination of factors. First, the 

very rapid rise in prices and the consequent decline in 

the purchasing power of money D~de the relatively 

higher interest yielding depcsits of NBCs more attractive 

to the savers. In other words, the differential in 

interest rates paid ~ by NBCs and by banks to the 

depositors was wide enough to offset the element of 

greater risk involved in putting savings with the 

former. Aggressive advertising cnnpaign, both by 

coopanies and brokers, has also played a part in 

attracting savings of the household sector to NBCs. 
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Some members of the public seem to have been misled about 

the degree uf risk involved in keeping deposits with NBCs 

under the mistaken belief that regulation of these deposits 

by the Reserve Bank was tantaoount to an assurance that 

they are safe. Secondly, the anti-inflationary measures 

undertaken by the GovernTIent and the Reserve Bank, particularly 

since the middle of 1974, had the double effect of oaking 

deposits with NBCs more attractive to certain savers and 

making it more profitable for deposit_accepting companies 

to supplewent their resources by having recourse to such 

deposits. The restrictions placed on the declaration of 

dividends conbined with rapiuly falling purchasing power 

of money has resulted in an observed shift from the 

savings media like shares and debentures of companies and 

units of the Unit Trust of India to deposits with NBCs. 

It was also suggested to the Study Group that the chances of 

being able to evade the payment of incone-tax on interest 

on deposits with NBCs were greater than in the case of 

income from other savings media. The companies also 

faced a situation under which not only the cost of borrowll~g 

from cOr:lD.ercial banks went up frOD f,bvu t 1 ~-1::5 J:>or I..iuu. [; 

to as much as 16-18 per cent, but they 1vere subjocted to 

greater financinl dis~ipl;ne in the r:1.AnR£eDent of their 

inventories, etc., because of the credit restraint 

measures introduced by the Reserve Bank over the cOOQercial 

banks. As a result, whereas the depositors of NBCs currently 

get an interest rate which is higher by 3-4 per cent 

than that offered by banks, the cODuanies too pay 

interest on these deposits at a rate which is 3-4 per cent 

lower than what they have to pay to the cOQOercial banks 

on their borrowings. 

2.11 The above discussion shows that although the 

magnitude of deposits with NBCs in relation to the total 
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bank deposits and other savings media is still limited, 

there is enough evidence of the acceleration in the 

growth of these deposits. The question, therefore, arises 

as to the effect of this phenomenon on the economy. 

ROLE OF NBC DEPOSITS IN THE PROCESS 
OF SAVINGS AND INVEST~rnNT 

2.12 The impact of the accelerated growth of deposits 

with NBCs on the economy can be analysed in terms of its 

effect on the quantum and pattern of savings and investment. 

This is because the development of the economy depends to 

a large extent on the increase in the rate of savings in 

relation to national income and the use of these' savings 

for productive purposes in accordance with social 

objectives. According to the latest figures available, the 

proportion of net domestic capital formation financed by 

net domestic savings in 1972-73 was.94.5 per cent. In other 

words, about five per cent of net investment had to be 

financed by foreign savings. The hcusehold sector which is 

the net saving sector in the economy and whose savings are 

used by the other two sectors in the economy, namely, 

Government and private corporate business, has, therefore, 

to be induced to increase its savings. Hence, savings 

media have to be created to suit the preferences of savers 

particularly in the household sector. These preferences 

depend on varying considerations such as liquidity, return, 

maturity and safety. To the extent that the savings are 

in forms like bank deposits, provident funds and insurance 

policies , it is easier to regulate their flow in planned 

directions. 

2.13 As observed earlier, savers' preferences have 

recently been changing in favour of deposits with NBCs. 

The first question is whether this development will raise 

the total quantum of savings in the economy. Although no 
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firm empirical evidence is available one way or the other, 

it will,by and large, be difficult to sustain the argument 

that the total level of savings of the household sector is 

responsive to changes in interest rates under Indian 

conditions. It has also been observed that structural 

changes in the Indian society have, over the last few 

years, produced a tendency towards higher consumption, at 

least among certain sections of the population. Among 

the important factors which have contributed to this trend 

are the increasing avenues of consumption and the impact 

of demonstration effect. The rapid erosion of purchasing 

power of money has put a further premium on current 

consumption. In the present state of rising prices, the 

level of interest rates prevailing in the organised sector 

of the economy is not adequate eV8n to maintain the real 

value of investments in financial assets. It is, therefore, 

unlikely that even the comparatively high interest rates 

offered by companies on deposits "Till tempt the household 

sector to curtail its consumption expenditure and add to 

its savings. Apart from· tho relatively higher r8turn, 

deposits with NBCs do not possess any other special 

characteristi ~R wh; "h m:::\y ; nnlH't" +.h f) hOllA"ho 1 n I'l Lu go in 

for them by reducing their levol of consumption e,Xpnnn; blrn. 

Therefore, the acceptance of deposits by NBCs iSillllikely 

under existing circuIDstances,to increase the total level of 

savings of the household sector. 

2.14 ThiS, however, docs not imply that the structure of 

interest rates does not influence imx the distribution of 

savings among different instruments of savings. With the 

exception of life policies and provident funds which are 

contractual savings, deposits with NBCs compete with other 

financial assGts in the portfolio of tho households. Of 

greater importance is the relovance of deposits with NBCs 
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as a near-substitute for cash and bank deposits. To the 

extent that there is shift from cash as an asset in the 

portfolio of the household sector to deposits with NBCs, 

savings will be put probably to more productive uses. In 

the course of its discussio~s "lith v~rious experts 

including some bank ors, the Stu.dy GrDup \qas informed that 

there is evid~nce to show that recently there has been a 

shift from bank deposits to deposits with NBCs; in 

particular, new savings are tending to flow more to NBCs 

than to banks. This does not necessarily mean that, as a 

result, the growth of bank deposits would be slackened over 

a period. When bank deposits are shifted to NBCs, a change 

in the ownership structure of deposits with banks occurs. 

The companies use these deposits for meeting their 

expenditure or reducing their indebtedness by drawing on 

their bank accounts to which the deposits accepted from the 

public are also credited. In this process, it is quite 

likely that over a puriod the level of deposits of the 

b~nking system may remain almost unchnnged or may be 

reduced negligibly by tho amount of cash in hand that 

these companies might wish to keep. As pointed out by a 

Study Group* appointed by the National Credit Council, 

these company deposits would find their way into the 

banking system via tax,payments, payments to creditors 

or as working balances of companies; the diversion, 

if any, could not be morc than the share of currency in 

the total monetary resources. In other words, while 

there would be some diversion, it would not be correct to 

regard the total magnitude of non-banking deposits as being 

lost to the banking system. If anything, therefore, to the 

extent that such deposits nctiviscd a currency hoard, they 

tend to increase the overall resources of the banking 

* Report of the Study Group on Deposit Mobilisation by 
Commercial and Co-operativE Banks (1969); 
paragraph 35 
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system". A similar view has been expressed in the Report 

of the Banking Commission*. Thus, while the total level 

of savings is unlikely to increase on account of,the 

deposits flowing to NBCs, the pattern of savings would 

undergo a change. There will ~ilsc, be a shift in the 

ownership of bank dGPosits from the household sector to the 

corporate sector. 

2.15 

HIPLICATIONS FOR MONETARY AND 
CREDIT POLICY 

This change in the mmership pattern of bank 

deposits has important implications for the monetary and 

credit policy of the Reserve Bank. Assuming that the 

deposi ts vTi th NBCs take the form only of a shift from bank 

deposits, thore "Till be hardly any increase in the total 

expenditure in the 8conomy. The expenditure, however, will 

increase if the cash holdings of the household sector are 

placed as deposits with NECs. The growing volume of 

deposits with these compClnies affects the operation of 

monetary and credit policy to the extent that it involves a 

loss of direct c::mtrol on the use of these funds. If the 

companies borrow from commercial banks or other 18nding 

institutions in the organised sector, they have to satisfy 

the requirements laid dovm by the lenders. ThesQ 

requiroments arc governed by consid8rations of credit 

policy as well as the safety of f~~ds lont out by the 

institutions. Honc8, a scrutiny of the plans for expansion 

or inv(:mtories and financial performance of the borrower 

is usually undertaken, firstly by tho banks and in the case 

of largcraccounts by the Reserve Bank under the Credit 

Authorisation Scheme. NBCs do not have to satisfy any such 

requirements when they approach the publio for deposits. 

For instance, deposits from tho public cay make it possible 

* See Report of the Banking Commission (1972); 
paragraph 6.46. 
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for a company to hold for a time st ocks higher than 1-That 

the monetary authorities allow through their control over 

bank lend ing. The; efficacy of the s elective credit 

rontrols is diluted if the companies are enabled to meet 

the margin requirements for borrowings from commercial 

banks through the d~posits accopted from the public. 

Non-,banking financial intermediaries (NBFls) may also give 

loans to borrorTers dealing in commodities covered by 

selective credit controls. 

2.16 So fa.r as th8 effect of the acceptance of deposJ.ts 

by the corporate sector on the pattern of.investment is 

concerned, it .... Tould depend upon (a) the distribution of 

the incremontal d(;posits between the various non-banking 

non-financial companies and non-banking financial companies, 

(b) the inter-company distribution of deposits, and (c) the 

lending pattern of NBFls. 

2.17 What emerges from the above discussion is that 

although the tot:).l savings in the ecc,nomy are not likely to 

increase on account of increased d eposi ts vTi th NBCs, the 

pattern of savings and investment in the economy is likely 

to undergo ~hRngcs. So f~r as tho t££oct of these deposits 

on the working of monetary and credit policy is con~erned, 

while the total expenditure may not increase much on 

account of the acceptance of deposits by NBCs, tho pattern 

of expenditure may be somewhat different from th6 dGsired 

directions. On th0 other hand, it is possiblo to overstate 

the dilution of monetary pc-licy on account of the 

acceptance of doposits by NBCs. First, as pointed out 

earlier, the magnitude of these deposits is still not very 

large in comparison with bank deposits. Secondly, if 

commercial banks take into consideration the deposits 

ace ept ed by non-financial companio8 1',hi1G d et crmining 

their credit limits, the total effect on expenditure may be 
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negligible. 
companies 

So far as non-banking financialLlNBFCs) are 

concerned, the ultimate destination of their funds is even 

more difficult to ascertain than in the case of non-

financial cOr.lpanies. Whe:reas in thE: case of the latter, 

the borrowerwise destination of deposits is known, it is 

not easy to ascertain it in the case of loans given by the 

former. Hence, therE: is a greater likelihood of the dilution 

of monetary policy through the operations of NBFIs than the 

acceptance of deposits by non-financial companies. Finally, 

in making a judgement about the desirability or otherwise 

of the acceptance of deposits by NBCs, due weightage has to 

be given to difficulties faced by companies in carrying out 

their normal productive operations. It would no doubt be 

ideal to have a system under which banks and other financial 

institutions fully satisfy the verying saver and borrower 

preferences and operate in consonance with social 

objectives. However, in the evidence tendered before the 

Study Group even by bankers, it was agreed that this ideal 

situation is still to be achieved. Also nothing should be 

done which will worsen the investment climate. Hence, in 

the view of the Group, the current situation calls for a 

regulation but not prohibition of the acceptance of deposits 

by NBCs. Nevertheless, the long run objective should be to 

bring about a progressivG reduction in the quantum of 

deposits with non-b~nking non-financial companies. 

2.18 The approach to NBFCs which accept deposits for 

making loans and advances will have, however, to be 

different because these institutions are like banks. Since 

commercial banks are spreading their branches extensively 

and are introducing schemes to cater to the requiromen ts 

of even tho neglected sectors of the community, the 

usefulness of NBFCs in the economy will have to be 

carefully examined. Since these institutions vary greatly 

in the nature of their operations, the Study Group has 



examined important types of N3FCs separately and taken a 

selective approach to the regulation of their activities. 

REGULATION OF DEPOSITS iVITH NBCs 
AND PROTECTION OF DEPOSITORS' 

IN'H:RESTS 

2.19 While the primary object of reb~l~tion of acceptance of 

deposits by NBCs is to keep the magnitude of these deposits 

within limits and to encourage their flew into desired 

chrulnels, the protection of depositors' funds is also 

important. In the course of evidence tendered before the 

Group, a number of cases were pointed out where the 

depoei tors had lost their s9.vings by placing th6m as 

t!.epoei~e with N~Oe. The main. reason tor the dctaul.'t! in 

repayment of deposits by NBCe was that they had accepted 

deposits out of proportion to their capacity to repay them 

at maturity. In several cases, short-term deposits were 

used for the purpose of fixed capital formation. Although 

quantification of the magnitude of defaults is difficult, 

judged by' the number of complaints received in recent 

years, there i8 no doubt that the incidence of defaults has 

iDO •••••• w~.. ••. , ...•..• 4ft •• 1 ~ .. , •• ,e .o.~ __ , •• 
soliciting deposits as also in the mngnitude of deposits. 

a reg~lar source of finance earlier, have entered the field 

in recent months. As already pointed out, the lure of high 

interest rat0s comblned with aggressive canvassing by 

brokers on behalf of the companies has induced many 

depositors to put their moneys with NBCs. Some of the 

~scrupulous NBCE have taken full advantage of the 

'ituation and overtraded with the d€;posits that they 

)ilisod from the public. 

The major Gl(:,[1cnt in tIl(: regulation of deposits 

.om ths viewpoint of saf3gu~rding the interests of the 

depositors has so far been to make it obligatory on the 



part of thed epo.sit..,.accept ing compalli es to (ii,clu ;;;c 
abou~ 

relevant information L their management and financial 

position in their advertisements. The rationale of the 

philosophy of disclosure has been that the depositors would 

be able, on the basis of this information, to assess the 

risk attached to these deposits with NEes. However, there 

is a general feeling that the disclosure of information by 

NBCs has not been sufficient to protect depositors' 

interests mainly because not all the depositors are aole to 

appreciate the implications of the information furnished to 

them. Strong representations were, therefore, made to the 

Group to consider more effective measures to ensure -t he 

safety of deposits with NBes. In the view of the Group, 

however, the safety of deposits with NBC~ cannot be put at 

par with that of commercial banks. The high interest rates 

paid by NBCs to the depositors reflect the greater risk 

attached to such deposits. Ordinarily the lower the risk, 

the lower is the return on savings and vice versa. The 

point is that it is the varying mis of maturity, yield, 

return and risk which differentiates bet ..... reen different 

savings media. Moreover, the element of risk attached to 

different savings media. cannot be brought to an .absolute 

parity. Vlithin those limitations, the recommendations made 

by the Group seek to minimise the risk attached to deposits 

ld th NBes. 

2.21 In making its recommendations, the Group has 

examined the existing regulations pertaining to the 

activities of NBCs in selected foreign countries. The 

information* collected by the Group relates particularly to 

NBFIs. By and large, following are the main features of 

the regulations: 

(i) For acceptance of deposits, licence from the 

authority is required. 

* See Appendix V 
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(ii) The issue of advertisements is regulated. 

(iii) A minimum period for acceptance of deposits is 

prescribed. 

(iv) A minimum amount of paid-up capital and /or a 

minimum ratio between owned funds and total 

liabili tj.es is/are prescribed. 

(v) Authori tics are empo1'Tered to make rules prescribing 

rates of interest to be paid by NBFIs on ~ublic 

deposits. In a few countries, the policy has been to 

keep the return on Government securities attractive 

to the public and interest rates payable on bank 

deposits competitive with those offered by NBFIs; 

(vi) The proportion of liquid assets and risk assets to 

the total is regulated. 

(vii) There is a coiling on unsecured advances to 

individual customers and the granting of loans to 

directors is prohibited, 

(Viii) Provision is made for the nomination of directors on 

the Boards of NBFIs. 

(ix) Powers are vested in the authorities for compulsory 

winding up of NBFIs. 

2.22 In making its recommendations on regulating the 

acceptance of deposits by NBCs, the Group has made a 

distinction between non-banking non-financial companies and 

NBFCa. The reason, as explained earlier, is that the latter 

are para banks whose activities consist of accepting 

deposits for the purpose of making loans and advances, 

unlike the manufacturing and trading companies which 

normally accept deposits for use in their own business. 

Since NBFCs belong to the genre of commercial banks, their 

activities haVE; to be regulated broadly on the same lines 

as those of commercial banks. 
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2.~3 To sum up, the Study Group has made its 

recommendations for the r8gulation of deposits with NBCs 

with a view to ensur~that while their magnitude is kept 

within reason[-l.blc lirn~ ts, they subscrve the obj ecti ves of 

monetary and credit policy and that a larger degree of 

protection is afforded to the depositors' interest. The 

Group has also given weightage to the administrative 

feasibility of the suggestions made by it. 
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CHAPTER 3 

EVOLUTION OF THE REGULATIONS GOVERNING 
ACCEP~4NCEOF DEPOSITS BY NBC3 

GENESIS OF THE R"EGULATIONS 

).1 With the spurt in the tempo of economic dcvelopm~n~ 

in the country since the fifties as a result of the 

launching of the Five-Year Plans and in particular thl 

Second Five-Year Plan, it was observed that the activit: 

of NBCs had increased and that they had commenced accepting 

deppsits from the PUblicl~ffering attrp.ctive rates of -

interest to finance their business. Since commercial banks 

did not cater to the needs of some sections of the community 

such as small transport operators and retail trade and did 

not .'xtend credit to certain types of household expenditure, 

financial companies stepped up their activities in these 

fields. Further, due to the general policy of credit 

restraint and the enforcement of selective credit control 

measures by the Reserve Bank, NBCs found it advantageous to 

meet part of their requirements for funds by mobilising 

deposits from members of the public. In the absence of any 

regulation of acceptance of deposits by NBCs, several 

unhealthy features ca~e to the surface in the sixties when 

a sharp increase in the volume of deposits held by such 

companies was also noticed. Non-financial companies and 

later, financial companies began to issue advertisements 

soliciting deposits from the public, offering lucrative 

rates of interest ~ut without giving any particulars 

regarding their financial position and management. 

Such unfet-tered growth of deposits outside the banking 

system and the proliferat;i..on of institutions, both 

financial and non-financial, depending mainly or wholly 

on deposits from the p'.lblic were viewed \n. th concern 

by the authorities. In the interests of depositors also, 
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it was considered desirable -tilat the~e institutions should 

not have uU.l.iJJ.ite.tl and unrestricted access to public funds • 

.AMENDMENT OF THE RESERVE BANK OF 
INDIA liCT, 1934 

3.2 against this backgr0und, it was felt necessary 

by the authorities to have statutory control OVBr 

acceptance of deposits by non-banking institutions and to 

vest the Reserve Bank, as the custodian of tharJ.onetary and 

credit syste.m. of the coun-try t '\rTi th certain powers enabling 

it to effectively supervise, control and regulate the 

deposit-acceptance activities of such institutions. 

Accordingly, the Reserve Bank of India Act, 1934 was 

amended by the Banking Laws (Miscellaneous Provisions) 

Act, 1963 whereby a nevI Chapter IIIB containing "Provisions 

relating to non-banking institutions receiving deposits 

and financial institutions" was inserted in the principal 

Act. 

OBJFJCTI"v'BS UNDERLYING THE 
LbGISLA1:ION 

3 .. 3 In the Statement of Objects and ':.easons appended 

to the Banking Laws (Miscellaneous Provisions) Bill, 1963 

it was stated as under: 

"The existing enactments relating to banks 
do not provide for any control over companios 
or institutions, which, although they are not 
treated as banks, accept deposits from the 
general public or carryon other business which 
is allied to bankL~. For ensuring a more 
effective supervision and management of the 
monetary and credit system by the Reserve 
Bank , it is desirable that the Reserve Bank 
should be enabled to regulate tho conditions 
on which deposits may be accepted by these 
non-banking companies or institutions. 
The ReserVB Bank should also be empowered 
to give to any financial institution or 
institutions directions in respect of matters 
in which the Reserve Bank, as the central 
banking institution of the country, may be 
interested from the point of view:)f the control 
of credit policy ..... " 
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While moving the said Bill in the Lok Sabha* 

on December 19, 1963, the then Hon'ble Minister of 

Planning observed as follows: 

" ••• deposits which are now received and handled 
outside the banking system, should be controlled, 
not only in thE interests of the dep\..)si tors 
themselves, but also in the general and wider 
public interest. We also intond that the ~.ctivi­
ties of loan, investment and hire-purchaso 
companies or firms, or other financial institutions, 
,V'hich grant loans and advances for a vari~ty of 
purposes, or to purchase securities or shares and 
thereby influence or affo'ct the money and capital 
markets, should be controlled by the central 
bank of the country, so far as these activities 
are concerned •••• " 

The Hon'ble Minister also stated in the course 

of his speech in the Rajya Sabha@ on December 23, 

1963, as under. 

" ••• Central banking traditions, or any othQr 
traditions for that matter, cannot be rigid; and in a 
country in which the commercial banking system is 
not sufficient~y developed or important, we cannot 
obviously be wedded to conservative British traditions 
as they were evolved several years ago. We havo to 
take into account local needs and cll' cUI:lstances, 
and if it becomes necessary to contrul d2I1osits 
outside the banking' system' or the loans, invest-
ments or other allied bUsiness of non-banking 
institutions; we may be failing in our duty, 
if we do not bring our laws or enactments up to 
date. 

As far as the control of non-banking d€posits 
is concerned, this Bill, Sir, ccntains no 
provision which, I think, will not be found in the 
Protection of Depositors Act, 1963, which was 
recently brought into force in the United Kingdon. 
Broadly, what we are aiming at is that apart 
from individual money-lenders, who are governed 
by the various State enactments relating to 
money-lending, and co-operative societies, wh~ch 
are a class by themselves, all persons or 
institutions accepting deposits from the public 
will have the obligation to comply with the 
regulations, which will be made for this purpose 
by the Reserve Bank. It is not our intention to 
harass the small firms or partnerships, and 
firms with a subscribed capital which is not in 
excess of·a lakh of rupees, have been exempted . 
as a result of an amendment which we have accepted 
in the other House. 

* See pp. 5681-2 of Lok Se.bha Debates, Third 
Series - Vol. 24 - Dec .. 16-21, 1963. 

@ See.pp. 4771-2 of Rajya Sabha Debates, -
Vol. 45 - Dec. ~-/~_ 1a~~ 
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As regards other persons or institutions, we hope 
that the Reserve Bank will be able to prevent mal­
practices, if any, to stop unhealthy competition 
for deposits, and to prescribe and enforce reasonable 
conditions, including realistio rates of interest, 
disclosure of o.n.y inforIilatioll or particulars in 
which the depositors.may be interested, provision 
for returning the money to then in certain contin­
gencies, and other relevant matters. 

As regards loan, investoent and hire-purchase 
companies, or corporations or firms carrying 011 
si.IJ.ilar activities, we are proposing that the 
Reserve Bank should be in a position to get a 
fuller and more comprehensive picture of their 
activi ties than is now possible, to l:::y down 
certain uniform rules and standards as regards 
rates of interest on which loans may be granted 
or investments may be made and to give special 
directions regarding the functions and operations 
of these financial institutions, in so far as this 
may be necessary for the better regulation of 
the country's credit policy. Here again, we have 
accepted a clarificatory amendcent of the definition 
of a financial institution in clause 5 of the 
Bill, so as to nake it clear that we intend to 
control only those institutions which handle. money 
or securities or other titles to !!loney. In an 
undeveloped country, in which the nor~al cethods 
of controlling or liberalising credit through the 
established cornnercial banks are not effective, 
the central bank has to be granted this specific 
authority, and I have no doubt that ultimately 
the results will justify this extension of the 
Reserye B1:".nk' G jurisdiction and functions." 

3.4 From the foregoing, and other re10vant factors 

Iilentioned earlier, it would be evident that the scheme of 

control over acceptance of deposits by NBCs from the public 

was conceived mainly as an adjunct to tho oonetary and 

credit policy of the country while affording a degree of 

protection to the depositors' funds. 

GIST OF THE PROVISIONS OF CHAPTER IIIB 
OF THE RESERVE B.H.NK OF INDIA .AC T, 1934 

3.5 It may now be useful to deal briefly with the 

provisions of. Chapter IIIE of the Reserve Bank of India 

Act, 1934, which came into force.with effect fron 

February 1, 1964. A non-banking institution was defined 

as a company, corporation, co-oper3tive society or a firo 
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as defined in the Indian Partnership Act, 1932, of which 

the capital subscribed by its partners exceeds one lakh 

of rupees. By virtue of the aforesaid provisions, 

the Reserve Bank has been vested, inter alia, with the 

following powers -

(i) To regulate or prohibit the issue of any 

prospectus or advertisement by any non-banking institution 

soliciting deposits of money from the public. 

(ii) To call for statements, information or 

particulars from non-banking institutions relating to or 

connected with deposits accepted by them, including rates 

of interest payable, the purpos~and periods for which, 

and other terms and conditions on which deposits may be 

received. 

(iii) To give directions, if the Bank considers 

necessary in the public interest so to do, to non-banking 

institutions either generally or to any non-banking 

institution or group of non-banking institutions in 

particular, in respect of any matters relating to or 

connected with the receipt of deposi 1::3, including the rates 

of interest payable on such deposits, and the periods 

for which depOsits may be received. 

(iv) To prohibit any non-banking institution from 

accepting deposits if it fails to comply with any direction 

given by the Bank, referred to above. 

(v) To compel a non-banking institution receiving 

deposits, if so required by the Bank and ~~thin such 

time as the Bank may specify, to send a copy of its 

annual balance sheet and profit and loss account or other 

annual accounts to every person from whom the non-banking 

institution holds as on the last dute of the year to 

which the accounts relate, deposits higher than such sum 

as may be specified by the Bank. 
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(vi) To call for information/statecents from financial 

institutions relating to their business, including 

inforoaticm]b:1respect of their paid-up capital, 

reserves a..."'1d other liabilities, investments made and 

advances granted and the terms and conditions including 

rates of interest, on which the advances are granted. 

(vii) To give to financial institutions either 

generally or to any such institution in particular, directinns 

relating to the conduct of business, having due regard to 

the conditions in which, and the objects for which, 

the institution has been established, its statutory 

responsibilities, if any, and the effect which its business 

is likely to have on trends in the money_and capital markets. 

(viii) To inspect any non-banking institution for 

certain specified purposes. 

(ix) To prosecute institutions and/or persons concerned, 

for failure to comply with the directions issued by the 

Reserve Bank and/or {~ilful submission of incorrect or 

incomplete information. 

3.6 It will be seen from the foregoing that the 

prOvisions contained in Chapter IIIE of the Reserve Bank of 

India .ii.ct empowered the Bank for the first time to regulate 

acceptance of deposits by NBCs, corporations, co-op~rative 

societies and partnership firms with subscribed capital 

exceeding ~ 1 lakh. However, for administrative reasons, 

the directions issued by the Bank cover only co~panies 

as defined in section 3 of the Companies .Act, 1 956 

including foreign companies within the meaning of 

section 591 of the said Act. 

ISSUE OF ORDERS/DIRECTIONS 

3.7 With a view to evolving appropriate regulatory 

measures, the Reserve Bank issued certain orders in 
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May 1964 and 1965 respectively requiring NBCs tc furnish 

it in the prescribed forms with certain information 

relating to or connected with their deposits frow the 

public and other business allied to b<:.r,king. On the basis 

of the information collected, the Bank issued certaL~ 

directions in January 1966, in the first instance, to non-

financial and hire-purchase finance companies. These 

directions were replaced by two sets of new directions 

issued on October 29, 1966 to financial and non-financial 

companies, called the Non-Banking Financial Companies (Reserve 

Bank) Directions, 1966 and the Non-Banking Non-Financial 

Companies (Reserve Bank) Directions, 1966* respectively which 

came into force from January 1, 1967. 

3.8 Of late. there has been a large increase in the 

number of companies collecting funds from the public by way 

of subscriptions to the various prize chit or benefit 

schemes floated by them and holding lucky dra"Ts. Since it 

was found that cases of such type of companies had not been 

adequately covered by the existing directions issued to 

financial companies, the Reserve Bank issued a new set of 

directions called the Miscellaneous Non-Banking Companies 

(Reserve Bank) Directions, 1973 on lI.ugust 23, 1973 which 

was brought into force from September 1 , 1973. 

SALIENT FEATURES OF THE 
DIRECTIONS 

3.9 A tabulated statement outlining the salient features 

of the three sets of directions issued by the Reserve 

Bank to financial, non-financial and miscellaneous non-

banking companies respectively, as amended up to 

January 27, 1975 is appended@. It will be seen therefrom 

* These d~rections issued to non-financial comp~nies were 
withdrawn by the Reserve Bank with effect from 
June 3, 1975 in view of thetroriing of the Companies 
(hcceptance of Doposits) Rules,1975 - see paragraph 3.aJ. 

@ See Appendix'VI. 
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that the directions, besides exempting certain types of 
their 

moneys received by NBCs fronLpurview, provide for the 

follov:ing: 

(i) they prohibit acceptance of short-term deposits 

by NBCs for periods of less than six months. (Non-nanking 

non-financial companies were, however, allowed to accept 

d8posits by way of unsecured loans guaranteed by directors, 
of 

shareholders' deposits, etc.Jfor periodSLPot less than three 

months to the extent of 10 per cent of their net owned 

funds to meet their seasonal requirements for funds); 

(ii) they restrict acceptance of deposits and 

unsecured loans to two ceilings of 25 and 15 per cent 

respectively of the net owned funds in r€spect of two 

categories of depOSits, viz., conventional deposits and 

unsecured loans guaranteed by directors, deposits from 

shareholders, etc., in the case of a~l NBCs except two 

types of NBFCs, viz., hire-purchase finance and housing 

finance companies. These two categories of NBFCs are, 

however, required to ~aintain a ninim~ percentage of liquid 

assets (by vtay of cash vlith themselves or in current 

or any other deposit accounts ·with scheduled banks free 

from any charge or lien or in unencucbered securities of 

the Central Government or of a state Government or in 

other unencumbered securities in Which a trustee is 

authorised to invest trust money) of not less than 10 per 

cent of the deposits outstanding in the books of the 

companies concerned on any day; further, hire-purchase 

finance cOUlpanies have to ensure that hire-purchase debts 

are collected within a reasonable period in the manner 

stipulated in the relative provisions of the directions; 

(iii) NBCs are required to disclose particulars 

regarding their managenent, business, profits/losses, 
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dividends, etc., in any advertisement soliciting deposits 

and in the application forms for acceptance, renewal or 

conve:L'8ion of deposllis; 

(iv) NBCs have to furnish proper receipts for deposits 

to the depositors and maintain registers in regard to 

deposits with certain prescribed particulars; 

(v) NBCs are required to include in their ~nnual 

reports certain specified particulars regarding oVBrdue 

ueposits; if such overdue deposits are, in the aggregate, 

in excess of ~ 5 lakhs, a stateDent on the steps taken or 

proposed to betaken by the Board of Directors for payment 

of the amounts due to the depositors and remEiningunclaimed 

or undistursed has to be included in the annual report; 

and 

(vi) NBCs have to sub::u.it their balance sheets and 

the profit and loss accounts as also returns in the 

prescribed schedules to the Reserve B8nk within the tiwe 

stipulated in this behalf. All NBCs are also required to 

furnish to the Bank '\d thin the specified tiDe, certain 

other particulars such as the names and designations of therr 

principal officers, the n2.LleS and residential addresses 

of their directors, and also intimate the changes, if 

any, in this regard. 

AMENm~ENTS TO THE DlREC TIONS 

3.10 The directions referred to above have been amended 

from time to tiae with a view to plugging certain loop­

holes which came to the Bank's notice durlllg the course 

of the adninistration of the directions, and also to 

relax certain provisions thereof where they were 

considered to be unduly restrictive. Thus, unsecured 

loans raised by companies a.eai.nst the guaranteesgivnn by 
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their directors, which had earlier been excluded froe the 

purview of the directions were, with effect froQ January 1, 

1972, subjected to the sane ceiling restrictions ns 

applicable to deposits when it was found that the exemption 

was being abused. On thQ other hand, inter-conpany 

deposits and deposits received by private cor:.pe.nics frow 

their shareholders were, subject to cert~in conditions, 

exenpted from the purview of tho directions with effect 

from January 1, 1973. Deposits secured by mortgage, pledge 

or hypothecation, etc., of the assets of a conpany were, 

till the end of August 1973, cOIJpletely exeept froe the 

directions. However, with effect from September 1, 1973, 

such deposits have been made eligible for exeIJption only 

from the ceiling restrictions if certain conditions regarding 

the nature of security and cargin are fulfilled; in other 

respects such as advertisements, the comnanies are 

required to COIJply with the relative directions. 

3.11 r·IJ:cntion oay also be nade at this stage of the recent 

amendments made to the above three sets of directions. 

Under the directions issued to non-banking non-financial 

and financial companies, which came into force froIJ 

January 1, 1967, such companies could accept deposits 

to the extent of 25 per cent of their paid-up capital 

and free reserves - subsequently, clarified as 25 per 

cent of the paid-up capital and free reserves as 

diminished by the balance of accuoulated loss, if any 

(net owned funds). However, deposits in the fo~ of 

unsecured loans guaranteed by dirGctors, deposits raised 

from shareholders, etc., were exeupt fron the purview 

of the drrections. With effect froe JRnuary 1, 1972, 

the latter category of unsecured loans/deposits was 

also brought vdthin the purview of the directions and a 

separc~te ceiling of 25 per. cent offue net owned funds 
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was prescribed in respect thereof. Companies holding the 

latter cntegory of deposits in excess of 25 per cent were 

required to wipe off such excess as on the date of coming 

into operation of the amendment in a ph2sed manner before 

April 1, 1 975. 

3.1 2 Effective ~0tD. Je.nuary 27, 1975, the ceiling of 

25 per cent in respect of deposits in the form of 

unsecured loans guaranteed by directors, deposits raised 

from shareholders, etc., has been reduced to 15 per cent 

of the net owned funds of the company. Non-banking non­

financial and £inancial companies holding deposits in excess 

of 15 per cent of their net owned funds are required to 

wipe off the excess by December 31, 1975. Miscellaneous 

non-banking companies conducting prize chits, benefit/ 

savings schemes/lucky draws as also those conducting 

conventional chits, which have been allowed time up to 

September 30, 1976 under the l~lative directions to wipe 

off the excess, if ~ny, of the aforesaid types of loans 

over the existing ceiling of 25 per cent, are noVl required 

to bring down their outstandings in respect of such 

guaranteed loans, shareholders 1 deposits, etc., within the 

reduced ceiling of 15 per cent by December 31, 1976. 

3.13 Thus the current position in regard to ceiling 

restriction on deposits accepted by NBCs is as follows. 

No NBC can accept deposits exceeding 40 per cent of its 

paid-up capital and free reserves less balance of 

accumulated loss, if any. Within the ceiling of 40 per 

cent, it can accept 25 per cent from the public and 

15 per cent from shareholders or by way of deposits 

guaranteed by directors, etc. There are no ceilings on 

deposits accepted by hira-pwrchase and hOUSing fil~ce co~panies. 
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SALIENT FEATURES OF THE STATuTORY 
RETURNS PRESCRIBED UNDER THE 

DIRECTIONS 

The directions issued to non-banking non-financial, 

financial and miscellC'''1eous non-banking companies make it 

obligatory on them to submit returns containing the required 

information to the Reserve Bank in the prescribed forms 

applicable to them. A non-banking non-financial company 

which holds deposits as on March 31 in any year has to 

submit the return to the Bank by June 30 with reference to 

its position as on March 31. HOl-lever, a non-banking 

financial company has to furnish the return in the form 

applicable to it irrespective of the fact whether it holds 

any deposits or not. A miscellaneous non-banking company 

has to submit the return twice a year before June 30 and 

December 31 with reference to its position as on March 31 

and Sep~ember 30 irrespective of the fact whether it holds 

an¥ depOSits or not. 

3.15 The information required to be furnished in the 

prescribed returns relates to deposits outstanding in respect 

of the relative ceilings referred to earlier and exempted 

borrowings and receipts, e.g., security deposits, which do 

not fall within the purview of the tieiinition of the terr:l 

"deposit". Perio.Q..~w1se break up of deposits, the rates 

of interest thereon and the number of accounts in respect 

of each category of deposits are also required to be 

given. Financial companies have to give additional 

information relating to their loans and advances outstanding, 

classified by types of borrowers, by security and by 

purpose of the advances. Further, particulars l'egarding 

investments classified by status of borrowers, investments 

in shares, debentures and other securities have also 

to be furnished. Hire-purchase finance and housing 

finance companies have to give particulars regarding the 
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liquid assets maintained by them and hire-purchase finance 

companies have to give information about the recoveries of 

hire-purchase debts for the purpose of compliance with the 

directions. 

3.16 The purpose of prescribing the statutory returns 

is two-fold. First, it enables the Reserve Bank to 

verify how far the companies concerned comply 't<Ti th the 

directions and take necessary action if there is a contra-

vention thereof. Secondly, it enables the Bank to watch 

the trend of deposits and take suitable action either for 

tightening the provisions of the directions or for 

relaxing them as the circumstances warrant. The information 

collected through the surveys is analysed and an article 

based on the analysis is published annually in the Reserve 

Bank Bulletin. 

3.17 

FURTHER AMENDMENTS TO THE RESERVE 
Bli.NK OF INDL~ ACT, 1934 

The provisions of Chapter IIIB of the Act were 

further amended by the Reserve Bank of India (~~endment) 

Act, 1974 with a view to plugging certain loopholes 

in the existing provisions thereof, vesting the Reserve 

Bank with Jetter powers to exercise control over non­

banking institutions receiving deposits. The important 

prOvisions of the .. \mending Il.ct, w'hich came int 0 force 

with effect from December 13, 1974, relate to the under-

noted matters: 

(i) The term 'deposit' has now been defined 

in the principal Act itself as incl,uding and "deemed 

always to have included, Qny money received by a non­

banldng institution by way of deposit, or loan or in any 

other form, but shall not include amounts raised by way 

of share co.pit8.l or contributed as capital by partners 



40 

of a firm". Further, the existing definition of the term 

'financial institution' has been amplified to mnke it more 

comprehensive and precise. 

(ii) It has l~CCll made statutorily obligatory on the 

part of the auditor of a non-banking ir..s ti tu tion to enquire 

whether or not it has furnished. to the Reserve Bank returns 

and other information required to be furnished lli~dGr the 

directions issued by the Bank and in case a non-banking 

institution has failed to do so, to m2ke a report to the 

Bank giving the aggregate amount of such deposits held 

by the non-banking institution. 

(iii) The powers of the Reserve Bank for conducting 

inspections of non-banking institutions have been widened; 

under the amended provisions, the Bank can inspect a non­

banking financial institution whenever such an inspection 

is considered by it 'necessary or expedient'. 

(iv) .A new section inserted in the principal .Act 

seeks to prohibit circumvention by brokers of the existing 

prOvisions relating to the particulars to be specified in 

prospectuses or advertisements soliciting deposits from the 

public and to make it compulsory not only for th~ companies 

but also for the brokers to disclose full particulars and 

information about non-banking institutio~concerned while 

canvassing for deposits. 

(v) Enhanced penalties have been provided for 

contravention of the relative provisions of the .Act and 

the directions issued thereunder to non-banking institutions. 

3.18 

MIlENmmNTS TO THE C OMPb.NIES 
i~CT, 1956 

The Companies U:.mendment) fi..ct, 1974 has come into 

force "Ii th effect from February 1, 1975. This Act has 

introduced, inter alia, two new sections in the prinCipal 
------
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Act which empower the Central Government to regulate 

acceptance of deposits by NBCs in consultation with the 

Resfrve Bank. Prior to the said amendments, the deposit", 

acceptance activities of all types of NBCs - whether 

non-fin.m.cial, financial or miscellaneous non-banking -

were regulated by the respective set of directions* issued to them 

by the Reserve Bank in~exercise of the powers vested under 

Chapter IIIB of the Reserve Bank of India Act, 1934. 

However, with the coming into operation of the said 

Amendment Act, the acceptance of deposits by non-banking 

non-financial companies from the public or from their 

members is regulated by sections 58A alld 58B and the rules 

made in this behalf. 

3.19 Section 58A stipulates, inter alia, that. the Central 

Government may, in consul tation .... Tith thchescrve Bank, 

prescribe the limits up to which, the manner in which, and 

the conditions subject to which, deposits may be invited 

or accepte4 by a company either from the public or from 

its members. Besides, no company C2.n invite or allow any 

other person to invite any deposit unless the invitation 

for such deposits is in accordance with the rules nade 

under the section and unless an advertisement including 

therein a statement showing the financial position of the 

company has been issued by the company in the form and 

manner prescribed by the rules. The section also casts 

an obligation on the company to repay on or before April 1, 

1975 the deposits accepted in violation of the directions 

issued by the l-(eserve Bank and those ace epted in violation 

of the rules, within thirty days from the date of 

* See Appendix VI 
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acceptance or such extended time not exceeding thirty days 

as may be allowed by the Central Government. It has also 

been provided that deposits accepted in conformity with 

the Reserve Bank directions shall be repaid in accordance 

with the terms of such deposits unless renewed in accordance 

with the rules. The section further prescribes deterrent 

penaJt1ee for non-repayment of deposits accepted in 

contravention of the Reserve Bank directions or the rules 

and also for invitation or acceptance of deposits in 

contraventi~n of the rules. In terms of section 58B, 

the provisions of the princip~l Act relating to a prospectus 

shall, so far as nay be, apply to an advertisement referrad 

to in section 58A ibid. 

3.20 Pursuant to the said section 58A read with 

section 642 of the Companies il.ct, 1956, the Central 

Government has made rules called the Companies (Acceptance 

of Deposits) Rules, 1975 which have been brought into force 

with effect from February 3, 1975. The rules broadly 

follow the pattern of directions issued by th8 Reserve Bank 

to non-financial companies*. The salient points of 

difference between the said directions and the rules and 

our suggestions for further amendment of the zules in the 

context of our recommendations are indicated in tho 

next chapter. 

3.21 With the coming into operation of the Companies 

(Acceptance of Deposits) Rules, 1975, an element of 

dichotomy has been introduced in this regard inasmuch 

as the acceptance of deposits by non-banking non­

financial companies is regulated by the said Rules by 

the Company La'<1 authorities whereas the regulation of 

deposit-acceptance activities of non-banking financial 

* See column 2 of ~l..pPG:1dix VI 
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companies and miscellaneous non-banking companies is the 

responsibility of the Reserve Bank. The question of 

co-ordination between the tw'o authorities in the exercise of 

their powers in this regard is discussed in Chapter 7. 
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CHAPTER 4 

NON-BliNKING NON-FINANCIAL COMPllliIES 

INTRODUCTION 

4.1 In this chapter, we propose to deal with the various 

aspects of the deposit-acceptance activit~es of non-banking 

non-finan~ia1 companies. Deposits wLth non-financial 

companies· account for nearly two-thirds of the total 

deposi ts hel-d in the non-banking cO'rpo,rate sector. The 

term "non-banking non-financial companyll had been defined 

in the Non-Ba~king Non-Financial Companies (Reserve Bank) 

Directions, 1966,to mean any company which is not a hire­

purchase finance, housing finance, insurance, investment, 

loan, miscellcneous financial, mutual benefit financial, 

stock exchange or stock-broking company. In other words, 

0.11 cocpanies which were not financial companies were 

treated as non-financial companies far the purposes of 'ne 

directions. We propose to treat the term "non-financial 

company" in the saDe connotation in which it had been 

used in the directions referred to above. In popular 

parlance, the term "non-financial cOIJ.pany" would cover 

industrial, wd.m:..-t...::.c·curlng and trading conpanies. 

DBPOSITS AS RESOURCES FOR 
NON-FINJiliCIAL OOMP1~IES 

4.2 In n broad sense, there are five recognised 

cen.ns of raiSing finance by companies. These are-

(a) issue of equity nnd preference shares, 

(b) issue of debentures secured or clean, 

(c) borrowings from banks und other financial 
institutions, 

(d) issue of convertible bonds, and 

(e) n.ccoptance of deposits froD. the public 
(including directors, shareholders, c·lc.). 
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Of these, the first four are subject to varying degre~ 

of control .qnd discipline of authorities such a s the 

Controller of C~pital Issues, comcercial banks and/~r 

tcrc-len(1mg institutions; the control takes the foro 

of prior. sCrut~.~lY of the feasibility/viability of the 

prGl'i)G:~2.~,:, fi:_-!<.~- ;i8.l position of the cocpaniel:::l concerned, 

etc. In the co.:;)'.} of deposi t-acceptnnce, the directions 

issuqd by the Res8rvc Bank or the Conpnnies (Acceptance 

of Deposits) Rul~s, 1975 regulate only certain aspects 

of the acceptance of depusits by inposing restrictions 

en the total qunntuc of deposits which cay be accepted, 

requiring the cJnpanios to disclose certain particulars 

in their advertiseD.onts, etc; there is, however, no 

scrutiny of thE) financial position or the need-based 

requirecents of thG deposit-accepting coopnnies by the 

authorities. 

4.3 Regarding the jUstification for acceptance of 

d eposi ts byNBCs, it. w:'.S cen tended bo fore tho Group by 

the vnricus Ch~~b0rs of Cocoerce and Industry as also 

certain other organisations representing trade and 

industry tho.t eCCel)trulce of doposi ts by cccpanies to 

SUppJ;.cLwnt -cheir needs and requircccnts of working 

capit~l hGs b09ll a trnditional source of finance in 

our country. They were of the view that in so far as 

these dep-.si ts pronate the basic purpose of inducing 

lo.rger savings nnd directing thectowards productiv.e 

activity, they serve the lfrrger policy objective 

of no.xioising production. It was further pointed out 

by then th~t deposits have played a prollinent role 

oven in the fin ..... ncing of fixed assets in scce cases 

r.md t hat the textile industry in lilirJ.edabad and CoinbC'.tore 

owes its prescnt position to the financing ef the 
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industry ~y way of deposits taken froD the public. Certain 

other nc.vc.;.ntagcs in regard to the accept£lXLce of deposits 

by n():ri-financi~l cO;.J.panies froo the public stresse( befo're 

the Group are o:".uwern ted below: 

(i) Ths londers get what the borrowers. pay. 

l\he rc'.~ar:' :fer fin(~ncial interoediaries is elioinated, 

this being s'lC1rc~'l by the creditor and the debtor. 

Tho r<;sul t:::"n:: h.lcher rates o"f interest on deposits 

enc :;ur8.Ge savings. 

(ii) The cODpanies get easy and tiDely credit at 

rate s lo,,;or th:-.n. those chc..:;rged by banks. 

(iii) Tho doposits find ir::J.r::J.ediate ~pplication; 

production bottlD-n.-cks for want of liquid fUIlds are 

(iv) Since deposits with coopanies have no ooney­

cr':)C tine p'Jwer, they will not have the effect of expanding 

o c-n(;y sUl.-'ply thruc;h the pyraDiding process. 

4.4 It ,·ms stc..ted in the evidence suboitted to the 

Group that the I.:mcrnc;us increase in tL8 cost of raw 

oaterinld l7~U(] t.) iaflation in the econoDY, and the 

innbili tJ.' .. f the '::lanking systen to neet the entire credit 

requireoents of the industry and trade, left oanufacturing 

and trading cODr>~nies with no optL:n but to raobilise 

deposits i_1 !l big wc.y during the last few r:wnths, 

i.e., fron nbcut the Diddle of 1974 onwards. Due to 

the rcstricticns on payoent of dividends under the 

Coopanies (TeDpcrary Restrictions en Dividends) Act,1974. 

the oarket for ne".; issues n;f equity capital has been reduced 

to a stato of near paralysis and it is iopossible for 

even prosperous conpnnies with a good dividend record 

to aUb~ent thoir resources by way of equity capital. 
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The narket for new issues of preference capital nas in 

any case been sUPl"Jorted during the last ~ew years only 

by fi~ancial institutions. Furthemore,since the 

tero-lending institutions are facing resource constraints, 

long-tern bc::crowing is also becooing difficult. This 

si tu~-"ti.~n lw .. 3 cOir.cided with a steep increase in the 

rat8s of interest charged by the connercial banks on the 

nc'rnal borrowings for working capital purposes; 

the r8quisite ancunt of funds is not avnilable evon at 

high rates ·o:f interost of 16 to 18 per cent per annun. 

It was pointed out to tho Group by several-orcanisations 

that in these circunstances the Do1;)ilisation of deposits 

diroctly fron the public was relatively cheaper f'or the 

conpanies and offered a way out of the current difficulties 

of raising funds by other neans. It was also subnittod 

tho. t under ncr:~lal cc'ndi tions, trade and industry would 

clnsider crecit facilities fron banks as a nore 

depenc1able source of finance for nectinc thoir require­

nents than raisinG finance by way of deposits, which nay 

pose prublcns of their cwn. Vlhile banks could be 

expected to be syopath8tic in the recovery of their 

adVEnces, ~dverso working results of a conpany in any 

particul[~r year due to circunstances beyond its cDntrol 

nicht cause a scare anang the depositors and there could 

be a rush for repayoent of the deposits. Further, 

the adverse working results would sinuJJtnnAl1llRly in:DA.1 Y' 

the ability cf a conpany to borrow by way of deposits 

by bringinG down the aGgregate of its net owned funds, 

thus naking it eligible cnly for ~ reduced ceiling or 

rendering it ineliGible to borrow by way of deposits. 

However, it is only in such eventualities that the 

conpany would be nore in need of funds than when its 

financial positi...:.n wclS better. 
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~ •• 5 The opp'.)si te point of view which was urged before 

the Group by some organisations and individuals was that 

mL'bilisatit.~r.. at" deposits by non-financial companies should 

be regarded as ui"desirr:tble. In their vievr, such 

mobilis;,ticn leaa3 to a diversion of deposits from the 

organ1..sed banking sector. Instances of such diversion were. 

cited bt;1'vre us. It t-TaS also stated that the funds. so rai~ed 

were often utili.··:ed b,Y companies for meeting margin. :~".:; 

requirements stipulated by banks on their advances, thus 

defeating tho purpt>se underlying the credit c'ontrol measUres. 

Furthermore, it was contended that public deposits were 

being used, particularly by trading companies, for speculative 

hoarding of COD'lillodi ties, which caus ed inflationary pressures; 

since the ond-use of such funds cannot be easily controlled, 

they are likely to 'be diverted. into non-priority sectors and 

used for unproductive purposes. 

4.6 While the arguments advanced for and against the 

necessity aY"lc. justification for acceptance of deposits by 

non-financial companies have merits of their own, the 

ecnsonsus of opinion ~s put forward before the Group was 

that the. present situation in which there has hppn a slJurL 

in the soliciting of deposits from the putlic is an 

abnormal one brough"t: 2.bcut by a combination of temporary 

factors. It is evident that in the present abnormal 

conditions in the economy, non-f'inancial companies 

are, to some extunt, not getting sufficient D]n~D £r~n 

'banks to ID8ct their working capitA-l neeCls. There is 

also some force i~ the point made out by a few 

orgar..isations that deposit mobilisation by non-financial 

companies represents to some extent an 3ctivisation of 
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iCle CQsh. It would not, therefore, be correct to reGard 

the entire ml'Junt of deposits oobilised by NBCs as a 

diversion froD b~nks. 

4.7 L.s reg2.rc1s its broad approach to the problens 

posed ;)y public c1.eposi ts with non-financial coopanies, 

partic~.lI8.rly tho increase in their oa.cni tude recently, 

tho Study Group is of the view that neasures in regard 

to those d0pcsits oust be desiGned to ensure the 

efficacy cf none;tnry and credit policy and to avoid 

(~isrui")t icn of the productive process, consistent with the 

need to safeguard, to the extent possible, the c1eposi tors 1 

interests. Lt the sruce tine, the ultioate o~jective 

sh;lUld be to dis courace the further growth of these deposits 

and to roll then back Gradually so that they would cease to 

be a significant source of finance for industry and trade. 

In tho short TIln, seoe tolerance of public deposits is 

inevi t8.:jlc, but CCl.re should be taken to see that the 

interests :-'f cloL~csitors are reascnably well protected. 

4.8 Keopinc t'le above objectives in nind, we Day now 

turn to cQn.:;i(~LJr certainspocific aspects of the reculation 

of these de~csits. 

Sl .. :B'ETY OF THE DEPOSITORS' FUNDS 

4.9 'rhe :les t :b.portunt factors for ensurine tho su1'ety 

of depositors' funds are the soundness of the conpany 

and tho qu~lity (md integrity of its oonncenent. 

Tho reGulntory ~onsures coverninG acceptance of deposits 

such as ceilinc; en tho quantuo of deposits, requirenont 

as to disclosure of relevant particulars in the advertisc­

ne nts 801ici tine deposits and in the application foms to 

be filled in by the depositors, have been conceived to 

afford an indirect protection to the depositors 
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by providing in-built safeguards and also te· enable the 

prospective depositors to rrake an assessment of the financial 

position and management of the compa;ny with which they 

intend investing their funds. Yet they are not a complete 

answer in themselves in regard tu the safety of the 

depositors' funds. In this con,text, the Group gave 

serious c0nsideration to the question whether some sort of 

insurance cover on the lines of the cover offered by the 

Deposit Insurance Corporation in respect of d eposi ts with 

commercial banks could be given in the case of deposits 

accepted by NBCs. In fact, a suggestion to this effect 

was canvassed by a good number of individuals/organisations. 

The Group is not in favour of the suggestion, partly 

because the risks to be insured \-,ould differ widely as 

between companies, some being in effect uninsurable, and 

partly because it would be conceptually ".'lrong to confer 

on unsecured company deposits the same protected status 

as has been conferred on bank deposits. A degree of risk 

is an inevitable cancomi tant of higher rates of :;".Itter£st 

offered oncoInpany deposits. \'le have discussed these 

aspects in greater detail in the next chapter while doc:.ling 

with the question of extending insurance cover to deposits 

with financial companies. 

PERIOD OF DEPOSITS 

4.10 Under the directions issued by the Reserve Bank 

to non-financial, f:.J..llarlcial and miscellaneous non-. 

banking companiesresp.ectively as also under the Companies 

(Acceptance of Deposits) Rules, 1975, the minimum period 

for acceptance of deposits is six months. Non-financial 

companies have, however, been allowed to accept deposits 

to the extent of 10 p'er cent of their net owned funds 
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for a period of not less than three months for meeting 

their short-term requirements, by way of unsecured 10ana 

guaranteed by directors, depo8its from shareholders, etc., 

with~~ th' Cnil·:: . .::, (·\·~1~ p0:r" cent in respect of such 

deposi ts. One view put forward before us W8.S that the 

minimum period should be of a longer duration of, say, 

even two years; such a step would encourage a more careful 

planning of resources by companies, besides entailing 

"a little more conscientious judgement" on the part of 

depositors. It was further urged that this would emphasise 

the fact that acceptance of short-term deposits must 

essentially remai~ a function of the banking system. 

While the above arguments are prima facie valid, in our 

view, deposits should be used only to meet the short-term 

working capital requirements of non-financial companies 

and the prescription of a longer minimun period would 

induce the borrowing companies to invest such ~unds in 

fixed assets. It may be added that cost of the respondents 

agreeu taat aeposits accepted by NBCs fron the public should 

be used only for working capital purposes. 

4.11 Another point which nny be noted in this connection 

is that under the directions issued to financial and 

non-financial compcnies as they stood prior to Jnnuary 1, 

1973, the DiniDun period prescribed for acceptance of 

depcsits was twelve nontha in the case of all types of 

oocpanies except hire-purchase finance and housing 

finance coopanies in whose casre the oiniouo period was 

six ocnths. However, in view of the representations 

received by the Reserve Bank that the borrowing cODpnnies 

we re put to an avcidable los s ~Jn account of -pnyccn t 

of interest on deposits held for a durntion longer than 

what was required for oeeting their scnsonal require­

Dents. this nini"",,"'" T' ~"!';()d was reduced with e ffoct fron 
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January 1, 1973 to six oonths in the case of all types 

of coopanies (and in the case of non-financial coopanios, 

to a period of not less than three oonths in respect 

of deposits accepted by way of unsecured loans guaranteed 

by directors, shareholders' deposits, etc., up to 

10 per cent of the net owned funds within the prescribed 

ceiling of 15 per cent). We are, therefore, of the view 

that the status. quo in respect of the oiniDuo period 

of deposits eay be caintained. 

4.12 As regards the oaxiouo period of deposits, it was 

ccntended before us that no ceiling should be prescribed 

and thnt it should be left to the discretion of the 

borrowing coopanies. We are unable to accept this 

suggestion. As stated earlier, the finnnce raised by 

way of deposits is in the nature of short-tere finance 

for oeeting the working capital requireoents of coopanies; 

as such, the oaxiDuo duration of deposits sh(;uld not, 

in our view, exceed three years. Such a ceiling would be 

desirable both in tho interests of the borrowing coopanies 

as also the depositors. While the borrowing coopanies 

would, in the event of earlier eaturity of the deposit 

liabilities, be vigilant to ensure sooe liquidity of 

funds for oeeting their obligations, the depositors 

would be able to plan their investoents to suit changing 

conditions. This would also ensure that the fUnds raised 

by way of deposits would neither nssuoe the characteristics 

of deoand deposits nor those of long-tere finance 

obtained by other oethods such cs by issue of debentures 

or by way of tern loans fron fine..ncial institutions. 

RATES OF INTEREST PAYABLE ON DEPOSITS 

4.13 In the context of the recent aggressive oobilisa­

tion of deposits by non-financial conpanies by offering 
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attractive rates of interest, it was strongly. advocated 

by a section of the bankers that there should b0 a ceiling 

on the rates of interest which NBCs could pay on the 

depoEits ~cc0;t0~ ~~JU and that these rates should not 

be Dore than 1 Y2 to 2 per cent over the interest rates 

offered by banks on deposits for corresponding periods. 

It was pointed out that attractive rates of interest 

offered by NBCs result in a diversion of deposits fron the 

banking systeo or at le~st a flow of new deposits to NBCs, 

which would have otherwise CODe to banks. According to 

this view, since restraints on extension of credit 2..S e:.lso 

en the rates of interest un depe,si ts are placed on 

cOD.D.ercial banks, it was nCJt justifiable th~t NBCs shculd 

hnve [\. free hand in the Datter of the rates of interest offered "J,/ 

theD on deposits. A contrary view was expressec to the 

effect that the divergent inter~st ratos,apart frOD ~.rying 

with the period of deposits, nlso reflect the distinct 

characteristics of the conp~ni8s an~ that oven bnnks nako 

a distinction between the vnrious classes of borrowers in 

d eteroining their len:~::.ng r:'~ to s. 

4.14 In considering the above points , it Dr-:y be noted 

t hat if our suggesticn to prescribe a DaxioUD period ot 3 yep,rs 

for acceptance of cloposi t s is io~)L~lJ.cn ted, the in teres t 

rates offered by non-financial cODpanies on Goposits 

weuld decline froD the high lovels presentlY::Jffered by 

theD on deposits of longer raaturity. Also, since 

interest roceivedQy" adopositor en conpany dop:::sits is 

not eligible for tnx c~ncessi~ns (viue pcragrn)h 2.7), 

the nctual return en such clep2-sits to hLl L1~y be 

less than the neninal rnte of interest, the difference 

depending on his tax stntus. An:,ther point which Day be 

nct8d in this connecticn is the ch~nce oado by the 

Finance Act. 197r:) . .;'" +1r,,-- T"1.ethC'G of c.~8c_ucting tax at 
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source. The previous position was that under section 194A 

of the Incooe-tax Act, any person not being an individual 

or Hindu undivided faoily was required to deduct incooc­

tax at source fron c.ny interest (other than "Int-;r0st on 

securities") paid or credited to any person resi':~ent in 

India, where the aoount paid or credited at anyone tiDe 

exceeded ~ 400. Tax-payers were f~und to circUDvent 

this provision by so arranging their affairs that interest 

incone received by then at anyone tiDe did not exceed 

Rs 400 by splitting up the deposits or by receiving 

interest at periodical intervals. With a view to plugging 

this loophCile, the Finance Act. 1975 provides that tax 

will be deducted at source fron such incone where the 

incooe credited or paid Gr likely to be crediteu or paid 

to the ~ayee in any finnncial year exceeds ~ 1000. 

Al thcugh the possibility of circunventL:m of this 

provision by spreading deposits over a nuober of conpanies 

cannot be ruled out, it oay havo a disincentive effect 

on the growth of deposits with cdopanies. 

4.15 There is yet another aspect which has to be taken 

into account. Although the interest rates paid by 

companies on deposits arc not controlled directly, they 

generally vary within a range between the oaxiDun 

rates of interest allowed by banks on dep8sits and the 

nin1cun l8nding rates charg0d by banks depending on 

the fi~nncial position, nanageoent and reputation of 

the conpany concerned. L-The interest rates on public 

deposits offered by NBCs currently (May 1975) vary fron 

9Y2 to 12 per cent for one year, 10 to 13 per cent for 

two years and 11 to 16 per cent for three years and over, 

wi th dePoe:it/loans fran shc.rehc!ldcrs or eoployees earning 

generally Y2 per cent ocre_7. In fact, the rates 
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of interest allowed by banks act as a barometer for the 

rates offered by NBes. Even if we were to suggest 

ceilings on rates of interest to be allowed by NBCs on 

their deposits, such ceilings could be circumvented by 

companies by offering other incentives such as prizes, 

bonus or even cash compensation through brokers or 

otherwis e. In fact, one of the brokers ,-Tho tendered 

evidence before us stated that out of the commission of 

2 per cent received by him from companies, he has been 

making over Y2 to 1 per cent to the depositors in cash 

by way of an additional incentive. 

4.16 In the Finance Act, 1975, a provision has been 

made for the first time to the effect that 15 per cent of 

the expenditure by way of interest paid by non-financial 

companies on deposits received from the public will be 

disallowed in computing their taxable income. This will 

put up the cost of deposits accopted by non-financial 

companies. If, therefore, it is considsred that the 

higher rates of interest offered by non-financial 

compani es on their dc.posi ts adversely affect tho st ructure 

of interest rates in the economy or the monetary and 

credit policy laid down by the authoritios, tho solution 

would appear to lie in similar fiscal measures intended 

to make borrowings by ''lay of d(;posi ts more costly and 

less attractive as a source of finance. In any case, one 

of the main objects of the suggestion of prel::!cribing 

maximum interest rates payable on deposits by non-banking 

non-financial companies, viz., to keep the quantum of 

such deposits within reasonable limits, will bo 

served by our recommendation (see paragraphs 4.36 and 

4.37) for fixing ceilings on such deposits and their 
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reduction over 8. pericd of tine. Such ceilincss on 

deposits would also indirectly help in protecting the 

depositors' interests. 

4.17 Taking an overall view of the D~.tter in tho 

context of the present circunstancest the Group is not 

in f~vour of prescribing any ceiling on the rates of 

in t.erest offered by non-~anking non-finr:.ncial conpe..nies 

en deposits received fron the public. 

NORMS TO BT:; Plli::SCHlBED IN RESPECT 
OF CAPITAL REQUIREMENTS, BORROWINGS, ETC. 

4.18 The requirenents of non-financial conpanies by 

way of capital, borrowings, etc., would vary froD industry 

tc industry depending on the nature of the industry and 

other relevant factors. Moreover, the teros of reference 

of the Study Group set up by tho Reserve Bank under the 

chairoanship of Shri P.L. Tanc-on for exanininL' tho 

various aspects relating to follow-up p.nd supervisi;Jn 

by banks of the credit extended by then, inter alia, 

ro quire the Group "to sUbGcst criteria rei.~arding 

satisfactc.ry capital structure L',nd scund fir,l.:lncinl basis 

in relation to borrowings" and nlso "to on-ke recclIlenda-

tions reGarding the sources for financing the oinioUD 

we rking capital re quironen ts" • We do not, therefore, 

propose to deal with these aspects so far as th.e 

non-financial coopanies are c(',ncerned; our rccOl':lflendations 

in re(~ard to finnncial cOD.panies arc r;i ven in Chapter 5. 

4.19 

il.SSESSMENT OF CR8DIT P.EQUIR"'JM3NTS OF 
NON-·FINANC IAL COMPANIES BY Bl~KS 

Tho present practice in recnrd to banks taking 

in to acccunt the qUFl.lltun of fin[',nce raisecl by conpanies 

by way of deposits while assessinG their overall credit 
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re quirenents is not uniforD.. Sone ~ankers c;" nt enc1cd 

before us that they did take into acco~~t the qunntuo 

of de~osits at the ti~0 of sanctiuning the credit linits. 

Others Gave us to understand that it was neither 

feasible nor practicable to do this because there was 

nothinG to prevent a conpany fren raisinG (~eposi ts after 

the credit linits had been sanctioned by the bank. We 

are unable to appreciate the force of the latter 

argunent. In our view, a lendinG bank should invariably 

take int 0 account the quantun of deposits received by the 

borrowing conpany while sanctioning/renewing credit 

facilities to it and also stipulate that the borrowing 

coopany should advise the bank about the qua~tuo. of 

deposits proposed to be raised by it; when such deposits 

are in fact raised, the lending bank should no.ke necessary 

adjustnents in the credit linits sanctioned to the ccnpany. 

Such a step would go a long way in enforcing financial 

discipline on tho borrowing conpnny, besides D8ing 

cunducive to a better enforcenent of the credit policy 

laid down fron tL""J.e to tine by the Reserve Bank. 

4.20 imether view which was expressed before us in 

this connection was that conpanies nay bo allowed to 

accept depc:sits only up to the linits to be deterIlined 

and specified by their bankers when they work out 

periodic ally the overall financial requirenents of the 

coopanies. We are una~le to accept this sUbcesticn 

as it would be tantaoount to vestinG the connercial banks 

with the indirect authority to re~r;ulate the deposit­

acceptance activities of non-financial cocpanies. Further, 

acceptance of this sugGestion Day create an iopression 

that the bank concerned vouchsafes the financial 

soundness of the coopnny and its a~ility to repay the 

deposits en oaturity. 
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MAIN~I:liniJ~I.NCB OF LIQUID ASSETS 

4 "''0 .. £., In cur vie~T, liquidity of at leas+' a pc'rtion of 

a co~)any: s funds for oe0t)_ng the] iabilities to depositors 

as end when thG depo~~ts oa~~re ~O~ re~aJDent is one of 

the inportan t factor~ which a cocpany has "r.o ta!:c L'l"cO 

account; for th:Ls purpoRe, the borrowing cO!.lp!:.ny should 

~lfln it s depnsi t -accept8...'>1ce :i.r. such a Danner t!l.n.'t tr ... e 

oaturi ty p&tte:rT.. of deposits does not cast an il!ldue 

preSSilre on it at any poin·~ of tir::!3" W'.aile 800e of the 

repr(~se~t9.ti v~ ')rgan:i"::::atio~"s agreed that d.ue provision 

should be c.aC:e ty cOL'-~Janlcc to ueat their o3.turing 

liabilities in respect of depoEits, there were varying 

upin:i..O!lS as to the Q8.nner in wh~ch this could 08· dO:&.1e .. 

One vie~.,. W3.U that cocpD.Il.ies accol'tinc deposi"~s nay bo 

required to .oainta~".a. J-lt all tines a oargin equivalent to 

5 per cent of t.he t:;taJ. deposit lip:oili ties in the 

draw'ing Ibi"~s aV'clilable to t.hen frow their bpnke:o:-s .. 

ree.dily c.vailable wiJGh a cOt:..p~ny in tr.8 foro of lit:,l:.:!.d 

On due cor...side~ation of the oe.tte:c, we reccn:"Jenc1 that 

non-fir..nncial CCD:9anieG should be required ~o of'.i:"..tain 

in. curren t accoun.ts or ~.~ other (I,oposi t acco"unts 

'vi th ocheduled ~2.~l:S froe froe [my charge or lien or in 

unencunbered sec'J.!'i ~ieG of the Central or of 3t3:G0 

GoveI'IIDcnW n~~L no"~ enroarkcd fOI· any specif~"c I'1..l:r'poso 

or in other unencUD'oerod sccuriti()s in vThi cll a t~""!fltCG 

is authorised to j.nvcs-t trust Doney (3u~h fY)C'll!'tt i.ae; 

1)sinG valued at their oarkot value :f:'')r tho tiaCJ beil1[;) 

o!' partly in such account9 or partly in 8UC~1 securities r 

:l SUD which shall not I)C l83:- t!-.nn ; () per ~cnt of the i1' 
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depcsit li::bilitics naturing during the course of the 

year. In [laking the above recocnendation, 'ue have 

delir-nrately ocitted "cash in hand" since unlike in the 

case of banks, large cash balance in hand Day not be 

necessary for non-financial cocpanics. 

LEGISLATIVE MB.~SURES 

4.22 AS stated in the preceding chapter, an elecent of 

dichotooy has been introduced in the catter of reLrulation 

of dcposit-accep~ancu activities of NBCs with the cooinG 

into ope ration of t~le Conpn:'1ies (Acceptance of Deposits) 

Rules, 1975, nado und0.r section 58A read with section 642 

of the CCDpanies ~\.ct, 1956, with. effect frOD February 3, 1975. 

4.23 We havG cxnninedihc aforesaid Rules, since the 

terns of reference of tho Group require it to exaoinc 

tr..e provisions of the Non-Banking Ncn-Finnncial Conpnnies 

(Reserve Bank) Directions, 1966 in tho sane Danner as 

the dJ.rections issued to financial and niccellaneous 

non-banking conpanies Vis-a-vis the terns of reference. 

Moreover, section 5811 of the CODp~nies ..::..ct, 1956 

c (·ntenplateo the up-king of rules for the purpose of that 

section in ccnsultntion with the Reserve Bank. The Group, 

therefore , felt that its recoD.:lendatir:1ns relating to the 

vnricus aspects of rCGulat:"un of deposit-acceptance by 

non-fin~ncial conpanies under the Rules would be useful 

to the Bank in discharginG its advisory role and also 

in the foroulation of Donetary and credit policy. 

4.24 The provisions in the Rule:] broadly follow 

the pattern of the directions oontBinod in 

the Non-Banking Non-Financial Coopc.nic.3 (Reserve Bank) 

Directions, 1966 which have since been wi thdr['.W!l. by 

the Reserve Bank. The oain I-oints of difference ht~ve 
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been set ont in .:l.ppendix VII. The More important aspects 

of some of the provisions in the Rules have been examined 

in tIL. follo1'd.:'J.g paragraphs. 

4.25 

EXEMP?ION OP THE DEPOSITE RECEIVB~ FRO~ 
SHl'JtEHOL:9RRS 0:::' PRIV.ATE COlYIPJ.NIES l~~TD 

DIP.ECTORS (;~ -'l.LL OOMPA1IIES 

J:~"'1Y money recei vee. by a non-financial cO!llpany 

from a persoll who, at the time of receipt of the I:iloney 

lias or is a director of th0 company, or any Iilon.ey 

receivod befo:;,"e Aj;lril :J~ 1970 fron persons, 'Tffho, at the 

time of the recei~t of the money were managing ~ents 

or secretaries a"'1d treasnrers of +'he company or any 

money received by a pri~te comp~y from its shareholda~s 

W!lS exempt from the term "deposi tit HS defined .in "the 

relative directions issued by the Reserve Ba~. I~~~de 

paragraph 2(1) (~) (vii)J. However, sucil cr,neys are no~ Sf' 

exempt under the It'.lles, iiJorecve:;:o f ~T!1ile cl.e.ube (i) of 

EPlb-T'_:le (2) of Rule 3 stipulates 8. ~eili1lg restriction 

o£ 15 per cent of the aggreg£.te of the paid-up share capital 

and free rese~ves in respect of' certain types of deposits 

which incluJe, j..n-:jELali~, doposi ts from the shareholders 

of the mnpan;r other than a pri,,"'ate conpany, the use 

of the "TOrdS "any othe!" d.eposit" in clo.use (ii) of 

the said sub-rule, in the absence of the exeI:ilption 

clause, would Bean that deposits of directors as also 

tho se of shareholdors of n private COI:ilpallY v~o1.l1d be 

subject to a ceiling restriction of 25 per cent of the 

net owned funds. In our view, deposits received fruc 

directom of nll cocpanies as well aG froo the shareholders 

of a private conpany should continue to be exoBpted 

as under tne Roserve Bank I s dirccti~'ns SO that there ar'e 

no restrictions on these persons br~~ging in their own 

funds thereby incroc.sing their stake in the bUE!~leSS of 
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the cCDlJ2.ny; in the case cf doposits roceiv8d fr·::o su.ch 

persens, the qUQsticn of snfety of the doposi ts fron 

the; point of view :If the public interest docs not also ['.rise. 

4.26 

D'SPOSI'rs R~C::IV:;D J?ROI'i SH.LREHOLDERS 
OF' PRIV..:~TE COlVI.P .. ..NDJJ D3ENED TO ~ 
PUBLIC UNDc~R SIWTIlh- 431 .. OF TID] 

COMP • .NIE S 4~CT, 1956 

Pursu2nt to the provisions contained in section 

431 .. of tho Ccnpanies Act, 1956, !lS 8.w.ended by the 

Conpanios (.~~end.l21ent) .L·~ct, 1974, which cane into force 

wi th effect frc;r.l Febru.2.ry 1, 1975, a private c-:)opany, 

irr8spoctive of its paid-up sh;-.:.re c2.pital, bec,Jmes a 

public conpany, if such c"!:l'ps.ny hns an avcr~,go onnual 

turnover of net less them rupees ~me crore over a period 

ef three consecutive financinl ye2.rs or where nC'!t less 

than 25 per cent of the lmid-up share capital of a public 

c,~;~J. Tlany, h,j.ving share ce.pi tal, is he lcl by a private 

c ~,;:;lIlany. In vie"T of these provisions, the concess;Lon 

available to pri va. te coopenies under the rules in respect 

of accept~ce of deposits froQ the sharehold~rs without 

any ceiling restricti'Jns, would 'ue deniod to such of the 

privnte conpanios as ~re doened to b~ public by virtue of 

the nforGsaid section 43A. Pri vate compnnie s are units, 

whose shares are usually held by perS'.ms within a lini ted 

periphery, either related to or otherwise known to the 

pruooters or directors of the cOwpanies concerned • 

.i~S such, there is no reaSGn why private companies should 

not be ::ll101'led to 2,ccep-~ depcsi t s 1d:thout any lini t 

froD their shareholders, especially When the share-

holders kee.iJing d2posi ts have to oake a declaration 

under the Rules that the aL10unts Fl.re not being depo.sited 

out of the fWlds secured by thew by borrowing or 

accepting deposits frOD any other person. In any event, 
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the n~ber of shareholders in the cnse of private 

cGolJanies cannot exceed fifty,and if it does, the 

c(;opanies concerned cease to be private co;npc:mies and the 

applicability of the said section would not arise. 

Moreover, the question of safety of deposits fro@ the 

point of view of public interest would not, by e~d large, 

arise in such cases. Section 43,,1 ibid i3 in fact a 

"deeoing,1I provisi,m and the nnture of relationship between 

a cCLl.:?any and it s· shareho'lders will not, ips 0 facto, 

changc by virtue of the operation of the section. vie, 

therefore, recoD8Gnd that thc deposits of shareholders 

of priva~B companies de€wcd to be public co~panies by 

virtue of section 43.h. of the Coopanies Act, 1956 should 

be given the S[\.D.e treatoent as thoBe of shareholders 

of other private co~panies, as recoLlWended in the 

previous paragraph. 

EXE~JI1lTION IN CASES OF HiJillSHIP 

4.27 Clause (ii) of s~b-section (7) of scction 58A of 

the Coopanies Act, 1956 provides that nothing contained 

in that sectio~ shall apply to such other coopany as the 

Central Governoent :'~8..y, after consultation with the Reserve 

Bank, specify in this behalf. This provision does not 

appear to eo.-pouer GovernlJ.cmt to grant Imi ted exeDption 

in fnvour of a non-financial coc)any when the need for 

such exeoption aris8s. Neither is there any other provision 

in the Act~or in the Rules, on the lines of paragraph 14 

of the Non-Banking Non-Financial Coopanies (Reserve 

Bank) Directions, 1966,under which the Governoent could, 
ror 

for avoiding hnrdship orLany other just and sufficient 

reason, grant extension of ti!:lc to conply "rith, or exeopt 

any conp8.lly or class of c08-;:>[.nies froD, all or any o,f 

the provisions of the R~lGS either generally or for 

any specified period and subject to such conditions as 



63 

the Governwent -;;J.ay i:!J.pose. \/e feel that Go""/"erru:l.ent Bay, by 

sui tably enending the ..:·~ct, aSSUIle powers. in this behalf, 

since unqualified cOBplience with the pro\~sions of the 

mles may not be possible for all cOr::lpanies at all tines. 

INTER-COMPl.NY DEPOSITS 

4.28 In terms of ff~b-clause (iv) of clause (b) of Rule 2, 

the tere 'deposit', as defined in the clause, does not 

include any aoount received by a cOQpany from any other 

company. It was contended before us that if inter-conpany 

deposits are exempted fron the purview of the rules~ it 

would give rise to ::lalpractices, since a company, whose 

financial position pGrwits acceptance of deposits, might 

accept deposits and then divert them to a~other cocpany 

,\,lhich nay be in need of funds and "Those financial position 

does not pernit acceptance of deposits either due to the 

ceiling limits already having been reachea or due to 

losses having been incurred in its wO'rking, thus putting 

the interests of the depositors of the former company 

in jeopardy. While there is sooe force behind this 

argu!:lent, we feel that inter-cowp;:-my deposits nay be 

exeopted from the purview of the definition of the tem 

'd8posit,~' suhjcct to cc.rtain ('()T).ilitinnR. It r.lR.y be 

pointed: cut that when ne1'; ventures are started, it is not 

unusual for financial institutions to sti~ulate that the 

proDoters should bring in a specified portion of the 

funds of their own for financing the projects. In such 

cases, if the capital market is shy and/or the capital 

raised by the new coopany is in conforni tywi·~h the usual 

norms having regard to the ncture of the industry, the 

proDoters, in order to couply with the stipulation of 

the financial institutions, ;:.ay advance ;:J.onoys by way 

of de.t--.Jsits froo their cOL1panies which are in a position 
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to lend fro~ their surplus resources to the coopany which 

starts new proj8cts. Since inter-coopany deposits thus 

have a proootional role to play, it would not be desirable 

that this exe~ption should be totally withdrawn. However, 

the relative provision in the rules cay be suitably 

aoended to the effect that the exeeption in respect 

of inter-coopany deposits would be adniesible only where 

the reCipient CGopany is a new company, i.e., a coopany 

which has not gone into cOlJlIlercial production, and also 

does not accept any deposits on its own frOD the public. 
~ ~~ ~L &""Ltif 4t!?U-~';"'" 

In other cases, it 08.1 be stipulated that,( the ~ "'f.c...~e...r-

cODpany should obtain the prior approval of the 

Central GovernLient. ~ ~ ~ ~ 

~~~¥ 

D·[;l~LZRSHIP DEPOSITS 

4.29 4my aoount received by a ncn-financial conpany 

by way of security or as an advance fron any purchasing 

agent, selling agent, or other agents in the course of, 

or for the purposes of, the business of the co:w.pany or 

any a.dvan~e :rf")~p.i.VGd neai.-nRt. orders .for the supply of 

goods or properties or for the rend2ring of any service 

is E)xer.'lpt fron the t.p.rm 'cl8pnQ; t' 1111clf"~T" Rllh-~' ~llRP (vi.) 

of clause (b) of Rule 2. Of 18.to, the propriety of 

excupting such aoounts fron the purview of tho tern 

'deposit' has b8ccce a subject Datter of controversy. 

i"i. view has been expressed that the provisions of the 

%Ules regarding ceili~g restrictions, etc., could be 

circUllvented by companies by accepting nonoys under 

the guise of security/dealership deposits. 

4.30 The Reserve Bank had recently called for 

particulars froo certain conpanies holding security/ 

dealership deposits of ~ 10 lakhs and above with a view 
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to examining the matter in depth. From the information 

furnished by them, it was observ8d that companies had 

generally received such deposits to cover, in part, 

financial risks involved in the due performance and 
the 

observance of the terms ofLagreemants entered into with 

the agents. The ~~ount deposited was either a fixed 

amount or it varied according to the extent of the 

purchases made by the dee.lers. One of the terms of the 

deposits usually provided that in the case of default in 

payment, the deposits were liable to be adjusted against 

overduE; bills; on termination of the agency, 

these deposits were liable to be refunded after making 

necessary adjustments. The rates of interest allo'ttTed 

on such deposits varied from 3 to 13 per cent per annum. 

In the case of certain companies, no interest was 

allowed on theso deposits. Some companies had also 

taken money from various customers/stockists, etc., 

as advances/trade deposits against orders placed/goods 

supplied to augment the funds for working capital. 

By and large, the deposits appeared to have arisen out 

of business transactions and no abnormal f08:t.ures were 

noticed to concluno that dcposilis, other than 

'dealership' depcslts.hHo boen ir0.11ldpd under that 

head wi th a vieu to taking advantage of the exemption. 

4.31 In view of the foregoing, we feel that while 

circumvention of the provision cannot be altogether 

ruled out, cases of this type ,\,iill be rare. 

Further, the aggregate ['.mount accepted by way of 

dealership deposits by companies is also not sizeable. 

l'1.s against a total amount of deposits of Rs 480.8 crores 

with non-banking non-financial companies or Rs 691.8 

crores with the non-banking corporate sector as on 
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rllarch 31, 1972, the amount raised by cc:;npanies by way 

of security/dealership deposits WclS oLlly Rs 30.5 .:n.'ores~ 

o rdin:lr:..ly , the amount of ,-~ealership cleposi ts is f5.xed 

by the manufacturing companies :'1aving rega:>:'d to t;he 

turnover of their products sold through the ,lealer8. 

Another acpect is that so~e dealers may not be 

able to offer bank guarantees for tnt::; required amount 

since banks rr..ay not gj_ va such guaran tee8 wi th~ut 

cash deposits being made 't'Ti th them. Since -~he C!.ealE:rs 

keep such deposits on th8ir o't-m, having re3nrd to the 

profits tbat they wonld be able to make by saie of 

manufactured Goods. the question of safeguarding the 

depositors' intereswi8 not relevant in thIs case. 

Hence, 1:{ e do not think that there is any just :_fication 

for doing away ~-ri th the exeoption in respect (:1' 

security/dealership deposits which are accApted by 

manufacturing cor..panies as a -''';1-aditio:1Ul businHEs 

practice. 

D.:m·1PTION O}, CONVBLTIBLE DE.3rN~R3S/ 
BONDS FRor~1 '£Ke PUP. ':IE'd CF TE-S ;Y~ml 

'DEPCSIT' 

4.32 '.rhe exempted categories of deposits spe(!ifiea 

in Rule 2 (b) do not include rr.c'nf~y ~{'ecei ved -.:>:- issi.1~ 

of convertible nebentures/bonds 3..!,.d su~:n amou.nts are 

subject to thG ceiling of 15 per cent o~ tho· net 

owned funds of a company, as specified in c:ause (i) 

of sub-rule (2) of Rule 3. It may be menticne'i in 

this connection th2..t under the directio::1.s iss'U.'3c. by 

the Reserve Bank to the non-banking financial as "!'31l 

as non-financial companies in Octo~er 1 9F.6, 11hic:1 

came into force with effect from January 1, ~9r.7, 

"any loanc; raised on terms involving ~he :,ss~le of 

debentures issued by companies, "..,hethcr th6:.r are De~1A.re(i. 

or not" were out side the purvie~'J of the cE:iling of 
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25 per cent of the paid-up capital and free reserves. 

However, with effect from January 1, 1972,unsecured 

loans accepted by companies against the guarantees of 

directn~s, shareholders' deposits, etc., were brought 

within the purviel'l of a separate aciditional ceiling of 

25 per cent (since reduced to 15 per cent) of the net 

owned funds. SirmltanerJUsly, with the' said awendr:18nt, 

the ReSeI"'le Bank w:i. thdrew the exemption t hcn availabl e 

to cOIilpo.nies in respect of moneysraised on unsecured 

debentures issued by them ru1d such money,syere also brought 

within the purview of the sa~e ce~ling. It was felt that 

the p08ition of an unsecured debenture holder was in no 
that of 

way different fronLany other unsecured creditor/depositor 

of a company and, therefore, such borrowings through 
also 

the issue of debenturos by a company shouldLbe kept within 

a reasonable limit as a proportiop of its net owned funds. 

4.33 In our view, vlhile the bringing of mon:e~s raised 

by issue of unsecured debentur~s/bonds within the pu~-iew 

of a separate ceiling as mentioned ~bove was not ~~justifieJ, 

the desirability of exempting IlCtlE'y~ raised by such issues 

from the purview of the term 'deposit' merits consideration 

particularly in the context of certain recent 

developments. 

to convert the whole or part of thc aoount into equity 

at a stated priCE; during thespc:cificd pGriod subje~t 

to the terws and conditions of the issue stand on a 

different footing. The main advantages which these 

instruments offer to the issuing co~pany 8,re: 

(a) lower cost of financing since the rate of 

interest offered on such debentures or bonds is 
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generally 10vTer than that on conventional d eoen-Gur·es; 

(b) increased flexibility of capital struc~~re; and 

(c) broad-basing of tre share holdings. 

From the point of view of the investor, the ill.vestraent 

in convertible debentures/bonds besidee ensurir~ a 

return on his investment, gives him an option to convert 

his holdings into equity shares at a later st~ee. 

The period is usually so fixed as to give th3 j.nycstor 

an idea of the company I s future prospects after the new/ 

expansion projec.t goes into full prcd'\.~cti()n. il.. person 

investing in such acbentures/bonds invariably looks to 

the general reputation and credi tvrorthine£!S of the 

company, the character of its management ana. tho 

prospects of its future earnings. It would also be 

pertinent to note that only companies with u sound 

financial position and re.,Ju tation and progressively 

increaSing earning :power can resort to this for!..L of 

borl.Jwing. Convertible bunds, ¥Thich jn fac'~ art) ~ 

deferred issue of 8h8.r-e ce.pi tal, arc a-~tracti ve because 

of the inherent strene;th of the underlying eCluity of th-.: 

undertaking. Besides imparting £..n additional s trcn2~th 

to the financi~l position of the issuing company, they 

also c(;nsti tute a convenient node to fi:nan(~ial i.nsti liuti8nG 

to participate in the capital structure of companies 

prcmoting new v(;ntures. The quest ion of exempting 

con vertiblG dcbuntu:!'es/bonds from the term t deposit I 

a~sunes added significance in the context of the 

stagnant state of the capital market due to the; 

restrictions en dividend payments and other factors. 

i"l.nother a~pect ,ihich can~ot be l08t sight of ia that 

whi10 public deposits are generally utilised by companies 

for meeting their w'orkinG capital req"..lircments, borrowir~[';3 
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by way of convertible debentures/bonds are utilised mainly 

for the expansion/diversification of a company's business 

in the same way as moneys obtained through secured debentures. 

4.34 There are also other reasons for treating convertible 

debentures/bonds on a special footing. In the first place, 

the man~gement of a company has to place the proposal for 

their issue before the shareholders in a general meeting and 

Bet their approval to the terms and conditions of the issue. 

The company has, thereafter, to obtain the sanction of the 

Controller of Capi ta,l Issues, if -che quantum of the issue 

is over the limit exempted under the Capital Issues(Exemption) 

Order, 1969. Under proviso (a) to sub-section (3) of 

section 81 of the Companies Act, 1956, the company has also 

to obtain the approval of the CentIlal Government for issue 

of such debentures/bonds and while deterQining the terms 
of suclJ. issues, 

and conditionsLGovernment is required to have due regard to 

the financial position of the compary, the terms of issue, 

the rate of interest payable thereon, the capital of the 

company, its loan liabilities, its reserves, its proiit:: 

during the preceding five yeil1'R 8.n.i thA current m::l.rket 

price of its shares, us per the provisions of sub-sp.ction (5) 

of that section. Moreover, the inherent strength or 

marketability of such issues is generally indicated in the 

willingness of finnncial institutions or brokers to 

underwrite them. For these reasonc and also in view of 

the fact that this type of financing strengthens the financial 

position/equity base of an undertaking, we recommend that 

convertible debentures/bonds may be exempted from the term 

'deposit' under the Companies (Accept~nce of D8pcsits) 

R.ules, 1975. 

CEILINGS ON DEPOSITS 

4.35 Vie may now examine the question whether it would 

be in order to prescribe the ceiling in respect of the 
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deposits 'which may bo he::ld by a company, as a proportion 

of its paid-up capital and froe reserves (less the balance 

of accumulated loss, deferred revenue expenditure and 

other intanGible assets, if any) a~ contemplated under 

Rule 3(2) of the Companies (ii.CCeptance of Deposits) Rules, 

1975 or whether any other norm in this regard would be 

more appropriate. In this connection, it was urged before 

the Group that the linking of the quantum of deposits to 

the net owned funds of a company is not a very useful 

criterion from the point of view of depositors' interests. 

AccordinG to this view, the safety of deposits depends 

not so much on the quantum of deposits that a company can 
as 

acceptLon good man0gcment and prudent employment of the 

available resources. Thus, even in a case where the 

company is oper2.ting ;iith a relatively small amount of 

public deposits, the interests of the deposi tors may be 

jeopardised if it is not properly managed. On the other 

hand, it is equally possible that ~ company, despite 

a high component of public deposits, would be in a position 

to meet its cOIDr::::titments if its fu....'1.d3 are employed 

prudently. Hence,iL was f;llgeested that the extent 

should not be related to its net wortn but to a norm 

indica tive of sound financiA.l man8.£ement, such as 

availability of assets which would be realised to meet 

t he obligatiOns as they mature. \1hile, f!'o:.:o. a theoretical 

point of view, there is some force in the argument put 

for¥ard in support of a criterion for regulating the 

quantum of deposits based on the ratio of current 

r( assets to current liabilities as a substitute for the 

,~xisting norm linked with the net owned funds, it will 

~ot be practicable to relate the ceiling on deposits 
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to a fluc-~uating and variable base. It '\-ras also argued 

that a company which had borrowed ooneys by way of 

public deposits according to the ceilin~prescribed under 

the r~les may find at a subsequent stage that due to 

ad verse working results, the q'J.antum of deposits accepted 

by it had exceeded the prescribed ceiling and it would 

be required to bring down its deposits in a situation 

where it would be actually in need of further deposits. 

However, the remedy in such a situation would be not to 

encourage the company to raise deposits from the 

public but to nurse the company by providing lon~­

term and working capital finance with the assistance 

of banks, term-lending institutions and other expert 

bodies, which would also be in a position to impose the 

necessary financial discipline anu bring about desirable 

oanageIDent changes. We feel that all noms other than 

that of net worth are of a fluctuating neture and even 

the classification of s orne of tr.e items '\'Which way ce 

taken into account for -the purpoDe of deciding the 

na ture of the assets or the liabilit;ies rdeht turn 0Ut. to 

be controversial. On tho contrary, the present norm 

of fixing tho qllRn-hlr:1 or d-=pon; t.c ;1'1 :rpl~d;;()l.1 1;0 a 

company's net owned funds is, by nnd largo, steady 

in the course of the accounting year of a company an.d 

also administratively feasible • We are·, therofore, 

of tho view that the present criterion of relating the 

quantum of deposits to the net owned funds of a company 

is by far the most dependable in tho circumstances. 

4.36 We now ~urn to consider whether the ceiling 

linits presently in force are adequate or Whether they 

require any modification. Ls pointed out 0arlier, 

under the directions operative from January 1,1967, 

companies could accept deposits to the extent of 25 per C3~t 
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of the paid-up capital and free reserves - subscuqently 

clarified as 25 per cent of the paid-up capital and 

free reserves, as diminished by balDnce of accumulated 

loss, if any. However, deposits in the form of 

unsecured loans guaranteed by directors, deposits from 

shareholders, etc. were exempt from the purview of the 

dir~ctions. With effect from January 1, 1972, the 

latter category of ~secured loans/deposits was also 

brought wi thin -l;flO purview of the term I deposit' and 

a separate ceiling of 25 per cent in respect thereof was 

prescribed when it was observed that there was a marked 

shift from conventional fixed deposits to the category 

of unsGcured loans/depoSits of the type referred to 

ab ove. thus, indicat ing that the companies were abusing 
then 

the exoeption which wasLavailable in respect of the 

latter category of deposits. vie understand that the 

original intention was to bring this category of 

unsecured loans/deposits wi thin the then existing ceilillg 

of 25 per cent of the net owned flUld.s in respect of the 

category of conYentional fixed deposits; hm'lever, a separate 

ceiling of 25 per cent was prescrihed because it would have 

otherwise caused undue hardship to companies which had 

already accepted sizeable amounts by way of unsecured 

loans guaranteed by directors, shareholders' deposits,etc. 

Under the directions as amended, companies holding 

deposits in this category in excess of 25 per cent were 

required to '\-ripe off the excess as on thG date of 

coming into operation of the amenJment in a phased 

manner by April 1, 1975. This ceiling was reduced 

to 15 per cent with effect from January 271 1975 and 

n on-banking non-financial e.nd financial companies 

having duposi ts of thi s category in excess of 1 5 per 

cent of their net owned funQS were required to liquidate 



the excess by December 31, 1975. Companies conducting 

prize chits/lucky draws/savin5s schemes as also those con­

ducting conventional type of chits which are governed by 

the Miscellaneous Non-Banking Companies (Reserve Bank) 

Directions, 1973 and w'hich have been alloweci time upto the 

end of September 1976 to wipe off any excess of the guaranteed 

loans, shareholders' deposits, etc., over the then existing 

ceiling of 25 per cent are now required to bring do~m their 

outstandings in respect of such unsecured loans loTi thin the 

reduced ceiling of 15 per cent by December 31, 1976. 

4.37 Notwithstanding the recent reduction of the ceiling 

in respect of unsecured loans guaranteed by directors, 

etc., to 15 per cent of the net o\med funds of a company 

with effect from January 27, 1975, we feel that even this 

reduced ceiling is somewhat on the liberal side. So far 

as non-financial companies are concerned, we are of the 

view that in the context of the effective inplementation 

of the monetary end credit policy as alao for reducing 

the reliance of these companies on this form of borrowing 

which unlike other forms of borrowings, is not subject to 

any financial discipline, the ceilings available to such 

companies should be reduced further. With this end in 

view, we recommend that the ceiling of 15 per cent in 

respect of unsecured loans Luaranteed by directors, share­

holders' deposits, etc., may be reliuced by another 5 per 

cent with effect from January 1, 1977 and the balance of 

10 per cent may also be completely withdrawn \'1i th effect 

from January 1, 1978. Thereafter, non-financial companies 

way be allowed to borrow all types of deposits (whether 

by wny of conventional deposits cr unsecured loans guar­

anteed by directors, shareholders' deposits, etc., con­

templated under the existing two ceilings) within the 

overall ceiling of 25 per cent of their net owned funds. 
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Companies holding unsecured loa~s guaranteed by directors, 

shareholders' deposits, etc., in excess of the limit con-· 

sequent on the reduction of the ceiling, may be given one 

year's time from the date of comjng into operation of tne 

respective amendments for regularising the position. ~18 

er.pect that the total wit~drawal of the cp,iling in resplJct 

of unsecured loans, etc., 1-ri th effect from January 1, 1978 

would allow sufficient time to the companies to adjuct 

their financial needs by 1'ridening their cap5.tal baa€) and/ 

or finding alternativE: sources of finance fer I:leetin~ 

their ~equirenents. 

SECURED DEPOSITS 

In ter;;lS of ExpJ_anat ion 1 to Rule 3 p 'deposit I fer.' 

the purpose of that rule shall not j.n~lude &i.y 10311 f:lec~re d 

by the creation of a mortgage, charge or pl r;G.ge o~ any of 

the assets of a company or part thereof, if tho 8.r'_O\ .. '.n·~ 

of such loan does not exceed 25 per cent of the market 

value of the assets which constitute the security for the 

loan. SUch sec'...'!.red loans do not, therefore p come 'vi thiYl 

the purvievl of the ceiling rastrictions. It 1f'o1).ld, 

however, be relevant to consider whether it is ut a2.1 

desirable to create this catego::c'y of I socu:'.~cd' deposits 

so as to take them cut of the pu:rview' of the ceil:'ng 

restrictions prescribed under the ~Qles. I-!:; may be noted 

that, prior to the amendnen t of the directi ons ::"sS\led to 

non-financial and financial companies in Augus t 1973, 

coneys raised by such companies. on terns i:170l-,ing 

mortgage. pledge, charge or lien o:~ tt.e Esse-r.s ·.Nora 

execpted from the terril 'deposit'. It was cbser-,rcd -I;ba-: 

companies were soliciting deposits throue;l1 c:.diTt'rtis€'Jlontr.-: 

wi thou t gi vinf:.; the particulc- rs of their fir ... a.1cial 
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position, management, etc., on the pretext that such 

deposits were exempt from the purview of the directions. 

With d view to removing this lacuna, the directions were 

suitably amended effective tzom Septeober 1, 1973, 

whereunder loans and deposits received from the publ~c 

would be exempt only from the ceiling restrictions p~c-

vided they are secured in the manner referrIJd to earlie)'.'. 

Companies accepting such deposits would, hONever, be 

required to comply with the other provisioIH~ of the 

directions relating to advertisements, retu~s, etc. 

4.39 We are, hO'\'lever, of the view that the special 

treatment given to 'secured' deposits is frqught with 

dangerous consequences and the exemption gran"ce(l to 

such deposits from the ceiling restrictions sho'.lld be 

wi thdrawn for the following reasoJ.:"s: 

(a) The fixed and other aS88T-S of a CCI!1paiW ;..1.!'8 

ordinarily charged by it to banks or other fiJ:~ancial 

institutions for obtaining credit facilities frow tlu'~ 

and the creation of a further charge on such assets on 

the basis of their market value 18 not desirable from 

the point of view of the depositors' interestS. If the 
chqrged a 

securi tYL were to be enforced byLc'l.istross sale or o"~her 

wise, the sale proceeds may not be sufficien"t to satis=y 

the claims of the lending bank or financial instituGiur~" 

having the first charge and also of tl:e dE~positors. 

Thus, the secu.ri ty for the deposits would ultima teJ..y 

turn out to be illusory. 

(b) If companies are allov,ed to bO!"J-:'ow by ,\ia~r 

of deposits by securing them against tneir assets. it 

would be tantamount to allowing a further ceili'3.g licit 

to the companies besides the ceiling alr8hG.y e.vailab:i..e 

in lJSpect of deposits/unsecured loans under tl:e Conp2.niv8 

(Acceptance of Deposits) Rules, '1975. 
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(c) The r'.uI'gin "tvhich may be available in respect 0:(' 

the assets charged to the lending bank· /financial institu­

tion offers a cushion from the view-point of -G!J.e safety 

of the depositors' funds. If, hOl1ever~ such aSHets are also 

charged to another category of depositors, the unsecured 

deposi tors will be lef'~ wi th virtually nl) secur:l ty i·The.tsce-';~j.:..~ 

in case the company faces a financial crisis or g08S into 

liquidation. 

4.40 In view of tho foregoing, we recommen1 "total t,J":!:i.·h.dr2.l;~:: 

of the facility availablE; to companies of re~ei vir.!.~ ':3ecured: 

deposits by suitably amending the relative provi8io~s. 

Companies which have already raised deposits in thi3 ID.e..!lr.81' 

may be allowed a period of three years ~roLl the date of i;llc 

coming into operation of the ame::1dment for rJ:")aY1!'9::1.t of 

such deposits or for regularising the posj tiOll in any ~)th;:;:­

manner. 

ADVERTISEMENTS 

4.41 Sub-rule (2) of Rule 4 which 3pecif i8S 1:;1:8 1;arti.-· 

culars to be mentioned in the advertisements, r3c;i'..lires c: 

company to :Curn.iRh, inter alia, in:C(H-lllatiull uuuu.L its 

prufi ts before and nfter making prC)vision for tc.X for the 

three financial years immediately precedin~ the d~to of the 

advertisement. Sub-rule (,) of R~le 4 pr?scrines tc~~ ~l 

ad vertisemen t issued shall be valid only up to the Emd of 

the financial year in which it is issued ane. ::l. fresh advl}:.c­

tisemcnt shall be made in each succeeding ij.nancicl yeaor: 

for acceptance of deposits during that financial year. I~ 

appears to us that the aforesaid pro~sions would creat~ 

certain practical difficulties to compani8s. For eXaIJ):ie) 

if a company's financial year ends o~ March 31, teen any 

adveri:isement issued in that year "tdll expire on that L~at~~ 
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and a fresh advertisement would be necessary on or after 

April 1, for the succeeding year. If the company desires 

to give an advertisement say, on April 1, or soon thereafter, 

it would be impossible for it to indicate the profits of 

the company for the three financial years immediately 

preceding the date of the advertisement as also the dividends 
_ (f) and 

declared in respect of the said years {Vide clausesL(g) of 

sub-rule (2) of Rule 47 since the requisite particulars in 

this regard would be available only after soee time when 

the audit of the accounts is compl0ted. We, therefore, 

recommend that the above provisions may be suitably amended 

to allow a company to give the figures of profits for the 

preceding three years in respect of which shareholders have 

passed the audited accounts. The period of validity of 

advertisement may also be made to expire not at the end of 

the financial year but six months after the close of that 

year or such extended time as may be allowed by the Registrar 

of Companies for holding the annual general meeting in terms 

of the second proviso to section 166(1) of the Companies 

Act, 1956. 

4.42 Incidentally, it may be pOinted out that under sub-

rule (1) of Rale 4, it is obligatory on every company 

intending to accept deposits from the public ot.aer than 

fron its directors~ to issue an advertisement in a 18ading 

English newspaper and in a vernacular newspaper circulating 

in the state in which the registered office of the company 

is situate. Since a number of cocpanies restrict accept-

ance of deposits to their directors, shareholders and 

employees, we feel that the compulsory issue of advertise­

ments in the case of these companies mi~ht cast an undue 

financial burden on them. \le, therefore, recoffiJend that 

the issue of advertisements by companies accepting deposits 

only froe their shareholders and eoployees beSides directors 
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may not be Dade obligatory. HO'l'lever, such companie'3 r:..ay b8 

required to file, with the Registr2r of Companies concel'nod 

a statement, in lieu of an advertisement, containing particula:;,'.::; 

which would have been included in the advertisenent; th8y 

may also be requir3d to furnish the requisite particulars 

in the application forms for acceptance or renewal of 3uch 

deposits. 

4.43 The nain intention in requiring cODpanies soliciting 

deposits froD the public to fUrnish certain p3.rticulars in 

their advertisewents as also in the application form9 for 

acceptance or renewal of deposits is to enable the praspecti-vc 

depositors to have a fair knowledge/assossrne~lt of the bu:;,j.nEsf; 

of the company, the character of its management and its fir--

ancial position. While the particulars rec;,uired to be 

given pursuant to sub-rule (2) of Rule 4 are Zairly C0~prG-

hensivc, vIe feol that a company srnuld be rAqu,ired to giv3 

some wure particulars in the advertisements and applicatior-

forms so that prospective depositors could have u clearer 

picture of its sta~e of affairs over a period a~ alse the 

legal implications arising out of keGping deposits with it. 

These are -

(a) a sQ~~ariRod balance sheet position of the 

C0lillH:l.llY :f<.H' L ho -lihr0<;; }Jro(~cil :inr-- A_~~"llnt ine ycc-.1.J:O ITh i t=I MH-:{ bG 
it erJs( i) t 0 ~ v ) 0 f 

prescritod in 2.ieu of the particulars mentioned inlclause 

(h) of sub-rule (2) of Rule 4, item (vi) of the clause 

being given f1.S clDuse (i) in Bub-rule (2)J; 

(b) a;::.ount of deposits which the cOr.lpany can 

accept under thG ce:ilings and the a.r:lounts actually recei V6C~ 

as on a recent ja~e; 

(c) aoount of oVBrdue dep0sits other th~ unc:aiwcC' 

deposits; and 
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(d) a declaration to the effect that -

(i) the company has complied 1With th(. provisions of 

the Conpanies (Acceptance of Deposits) Rules, 1975; 

(ii) compliance with the said Rules does not imply 

that the repayoent of the deposits is guaranteed by the 

Central Government; and 

(iii) the deposits accepted by the coopany erc unsecured 

ranking pari passu with other unsecured liabilities. 

It was obsorved that the advertisements given by some 

companies/their brokers pursuant to the Reserve Bank's 

directicns cont ained legEmds such as "As por Reserve Bank 

Dire ctions", "Complied with the Reserve Bank's Dire cti ves" , 

etc., giving an impression to unwary depositors that the 

companies were accepting deposits with the prior approval 

of the Reserve Bank. In order to forestall a si~ilar 

impression being given by non-financial c08panies/their 

brokers while advertising pursuant to the aforesaid Rulee~ 

a prOvision as in item (d)(ii) above has been suggested. 

4.44 

PROVISIONS REIJtTING TO PREiJIATURE REPAYMENT 
OF DEPOSITS 

In terms of sub-rule (1) of Rule 8, where a company 

~akes repayment of a deposit after the expiry of a period 

of six mr.mths from the date of such dope-sit but before 

the expiry of the period for which such deposit was 

accepted by the comp~y, the rate of interest payable by 

the company on such deposit shall be reduced by one per 

cent fro~ the contracted rate and tho company shall not 

pay interest at any rate higher than the rate as so reduced. 

With a view to ensuring that the provisions relating to the 
~It,.. .... "., ..:.~ ........ 

premature repayoent of deposits are ~~~ with the 
1\ 
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directives iEsued by the Reserve Bank to s che;c.ulod cOTI1.':lcrcial 

banks (vide circular DEOD No.Sch.BC.66/C.347-74 dated July 22, 

1974 as modified by DBOD.No.Dir.BC.4/C.347-75 cated January 

14, 1975*), vIC suggest that where a company makes D. repayment 

of a deposit after the expiry of six months fro~ the date of 

deposit but before the expiry of the period of deposit agreed 

upon a~ the time of deposit, the rate of interest payable on 

such depo8it shell be 2 per cent lower than the rclativ8 
for w-hich the deposit has run or is a00ut 

rate for the period nearer to the completed yeal'Lto run. For 

example, if a thre e-YLar deposit is prOD[\. tur(:l.>T repairl at 

the end of i4 n::.onths, the:: rate of interest. payable will 

be the rate applicable for one- ye3r depos~t less _2 per 

cent; if such deposit is repaid at -the end of 18 rJonths, 

the rate of int(;rest payable will be as for a two-year 

deposit less 2 per cent. We also recommend that a 

provision may be wade in the sub-rule that this conpulsory 

reduction by two per cent will not be applicable in the 

cas~ of a deposit which is repaid bsfore DRturity in order 

to cOr::J..tJly with the CODpa:nies (A8copta!lce of Deposits) 

Rules, 1975. 

4.45 Sub-rule (2) cf Rule 8 provides that in respect 

of any deposit ~'lhich is repaid ui~Ghin perions ranging 

between fourteen days a.nd six r:J.onths frow the d ate of 

receipt, there shall he paid interest not e~ceeding the 

rates specified in the said sub-rule. The proviso to the 

rule also states that nothing in that rule shall app~y 

to a deposit, the terms and conditions of wh~ch provide 

for earlier rep~YDe~t of the deposit at the option of the 

co:npany and t:r~e deposit is repaid earlier in pursuance of 

such option. ~'le arc not able to appreciate the s ignificano€ 

of the provisions just referred. The underlying intention 

of sub-rule (1) J-~referred to earlier is to ensure that 

* See pp. 1265-68 of Reser7e Bank of Ir~dia Bulletin 
July -1974 and pp. 32-33 of Reserve Bank of :!:ndia 
Bulletin - Janu~ry 1975 
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r:o:n.-banking non-financial c ocpanies do :'lot accept depcs its 

fo~ a period less than six nonths (ezcept to a linited 

extent - see paragraph 4.11). Hc,wever, t~e effec-t of 

su.b-rule (2) of Rule 8 would be to allow compar.:.ies to 

accopt dep:,si ts for a specified period and then repay such 

depo8its after the expiry of a shorter period thus converting 

tir:J.e deposits into short-terr:::/denand deposi-;~s, the 

acceptance of ~'lhich is a legi tiDate function of banks. 

vic, tharefore, recol.J!:ie~d that sub-rule (2) of Rule 8 as 

also the proviso to that ~ule be d~leted. 

RETURN OF DEPOSITS TO BE FILED \.11TH THI' 
IillGISTl~ 

In terns of Rule 10, every coopany to which the 

rules apply shall, in each year, file with the Registra~ 

of aonpanies within thirty days fron the last day of its 

financial year, a return containing certain pa:-ticula.!"S 

Rpecified therein. Since the fint:.llcial years of cOlJ.~)aniE;;:: 

differ i there will be :1.0 unifor--'-.li~y in the date ,-6th 

reference to which the position of all conpanies in reg[-l.l'd 

to the deposit-acceptance activitiec ~o~~d be watched, 

especially in respect of conplianco with the requirenents 

of the provisions relating to ceilings on dep~sitc. It 

would not also be possible in such circuDstanccs to nakG 

a conprehensive study of the quantlli~ of deposits held by 

non-financial coopanies at any given point of tine. We, 

therefore, recoonend that the particulars nentioned in 

Rule 10 :lay be standardised in a prescribed fern on the 
the return in' 

lines ofLForD D which had been p~escribed under tho 

Resorve Bank directions issued to non-banking 11on-

financial conpanies; the particulars to bo furnisheu by 

a c oDpany:U:rt:ha ea.1d..ret-i.lItl should be duly certified by 

its statutory auditors and Day relate to a speCified 

date, viz., Harch 31, of each year~ wh:.ch was a.lso -~lle 
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date specified in the Reserve Bank directions. Further, 

the feasibility of auending Part I of Schedule VI to the 

Coopanies Act 1956 requiring cO;J.panies to disclose the 

regulated deposits as a separate j.teD on the liabilities 

side of the balance sheet nay be (~xa:;nined. This would cast 

an obligation on the statutory audit 0 rs to verify compliance 

by :canpanies with the ceilings on deposits prescribed under 

the r.ules. With a view to enabling a qualitative study 

cf the doposits held in the non-bankir~ corporate sector, 

non-financial coupanies nay also be required to send 

simultaneously a copy of the return to the Reserve Bank by 

Junf:' 30,. as had been provided in its directions. This 

would faci·litato c.;arrying out of surveys of deposits held 

by coopanies in the non-banking corporate sect.or. 
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CHiU>TER 5 

NON-BANKING FINiiliCIAL COMP1.NIES 

INTRODUCTION 

5.1 NBFCe incorporated under the Oompanies Act, 

1956 belong to the species of what are commonly known 

as NBFls. In a very broad sense, NBFIs would include 

even financial institutions like insurance companies, 

Life Insuranoe Corporation of India, Unit Trust of 

India, Industrial Dovelopnent Bank of India, Industrial 

Credit and Investment Corporation of India Ltd., 

Industrial Finance· Corporation of India and Industrial. 

Jl.OOIl.~NO~1on CoZ':por .. t~"n Of India Ltd •• air UBO 

state Financial Corporations. But for the purpose of 

our present study, the scope of the term is confined to 

the types of financial companies 8nuoerated in clause 

(p) of paragraph 2(1) of th~ Non-Banking Financial 

Companies (Reserve Ba~k) Directions, 1966.wbich mobilise 

savings of the community by way of deposits or otherwise 

Thus the NBFCs that we shall discuss in this chapter 

are hire-purchase finance, housing finance, investment, 

loan, cisccllaneous fj.nancial or nutual benefi t financial 

conpc.nies but excluding insurance, stock exchange or 

stock-broking cenpanics. 

~I.GNITUD:C OF DEPOSITS WITH NBFCs 

5.2 The a:.:J.ount of deposits with NBFCs as at the 

end of March 1972 (the latest date for which data are 

available) wns Rs. 211 crores and constituted about 

onD-third of total deposits of NBCs (Table 5.1) 
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TABLE 5.1 - GROWTH OF DEPOSITS OF FINPlICIAL 
COMPANIES DURING 1970-1972 

(Amounts in crores of Rupees) 

Type 01' 
company 

March 31. l~ J,lar.c.h 31, J9~~ 
No. of To a No. of Total 

Mar ch_:3l s J.9r~ 
No. of' Tota of 

compa- of de- compa- of de- compa- deposi ts 
nies posits nies posits riies r~ and· ex-
report- and ex-report- c~nd ex- porting empted 
ir.g de- empt ed ing de- erupted depo- loans 
posit s* lor-ns posij;s* loans sits* 

Eire-pu:rchas e 112 17.5 137 22.7 140 51.5 
Finance Com- (16.6) (14.7) (17.8) (15.2) (15.2) (24.4) 
pan5.es 

Loan Companies 165 6'7.1 179 86.2 216 84.6 
(24.4) (56.4) (23.4) (57 .6) (23.5) (40.:0 

Investment 179 14.2 205 16.0 228 17.3 
Companies (26.5) (12.0) (26.7) (10.7) (24.7) ( 8.2) 

HO'.lsing Finance 1 0.5 1 0.5 3 0.6 
Comp ani es (0. J) (0.4) (0. ]) (0.3) (0.3) (0.3) 

Mutual Benefit 64 13.6 63 15.0 65 15.8 
Financial Com- (9.5) (11.4) (8.2) (10.0) (7.1) (7.5) 
panics 

Chit FUnd 100 1.9 117 2.7 189 3.6 
Companies (14.8) ( 1.6) (15.2) ( 1.8) (2°.5) ( 1.7) 

Miscellaneous 55 4.2 66 6.6 80 37,6 
Fin3.ncial ( 8.J) (3.5) (8.6) (4.4) (8.7) (17.8) 
Companies 

Total 576 1]9 ~O 768 149.7 921 211.0 

Notes: 1. Figures in brackets indicate percentages to the 
cJrresponding totals. 

2. L::>ans obtained from fo::>reign sources though treated 
as dcposits'l:l.p--OO the end of the year 1971, have 
been excludc(~ t:) facilitate c)mpar is:m of data. 

* Includes c0mpanie3 which have submitted returns 
bTl t do not hold c1eposi ts/ exempted loans or other 
recelpts. 

Sourc.!e: Rcserv.e Bank of India Bulletin - September 
1973 (pp 7) and April 1975 (pp -235-246) 
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AmClng the ~IDFCs, two types Jf companies, viz., loan 

companies and hiT e-purchase finance cClmpanies accounted for 

about 65 per cent of the total deposits of NBFCs, the 

prop0J,'tion of deposits with the forme:c tCl the total bei~ 

40 per cent and that with the latter 25 per cent. Although 

figures after March 1972 are not available, it is fairly 

certai n that the numb e1' of NBFCs a!ld the deposits with them, 

particularl~.r with loan companies and hire-purchase finance 

cClmpanies, have continued to grow. While the magnitude of 

deposits with NBFCs as compared tCl the deposits of cClllmercial 

banks may appe~r to be small, considering the absolute amount 

and the large nUITib€:, of depositors involveo. as \>1611 as the 

incidence of malpractices in these companies, effective 

regulation of their activities merits careful consideration. 

DISTINCTION BET~fflEN 
BANKS AND flBFIs 

5.3 The d.istinctlon between banks and NBFIs' is mainly in 

the n~ture of the liabilitiss of the two and, to some extent, 

in the structure of their assets. While the liabilities 

of comoercial banks usually con3ist Clf denand and time 

deposits, thos e of NBFI s d·] not ordinarily includ.e demand 

dep'Jsit s, the mutual benefi t financial companies, cOOHDJnly 

knJwn as nidhis, being notable exceptions. Since demand 

deposits which are withdrmfc.ble by cheque are considered 

to be a component of rmoneyr, it is the degree of rmoneyness' 

of the liabilitiesClf the two types of institutions which 

constitutes a maj-Jr difference between the two. From the 

pClint of view of assets held, it may be said th~t commarcial 

banks hold a wide variety ranging from short-terrr. and 

medium-term to long-term credits and they also use varioUS 

credit instruments like overdrafts, ca.sh credits, bills, 

etc. On the other h~nd, the asset~ ')f NBFIs are more 
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specialised. For instance, hire-pu:t'chase finn.nce companies 
financing of 

confine their operatiJns mainly to +.he L tran~port operators 

and consumer credit while housing finance compantes make loans 

for housing purpose. It may, however, be stated that the 

difference in the nature of assets held by commercial banks 

on the one hand ~~d those held by ~~FIs on the oth~r ~oe9 not 

clearly demarcate the respective fields of the two because 

oommercial banks ar e also, of late, maJring advCl.I'!ces in fields 

like transport and consumer credit, which were earlier 

c.)nsidered as out of their purview*. 

5.4 NBFIs like banks and other financial inst!tutlons act 

as intermediaries between the ultimate savers and the ultimate 

borrowers. The ratL:nale of their existence derives frorJ the 

taot tna.t in an eaonolZr)" th8:L"8 .Z08 .U~pltls u.n1t~ "rhiQh sa.ve 

and deficit units which ara in need of such savings and a 

mechanism is needed to bring the two togethar. ~~rplus 

units (savers) can lend to thE. defici'::; unit:.; (bo:rr-owElr-s) 

directly. This, however, is normally inconvenienc to both 

the savers and borrowers and is certainly not the most 

ef'f1.c.ient means of flow of funds between the units. With 

ction in the degree of risks invvlved clnd therl.J is ~l S0 

a more efficient utilisat i::lDJf the resc)urce s in the 

economy. Financial intermediaries can provide a more 

economical service b~causc of the economies of scale, 

their pr ofessi ~.Jn:tl expertise and their aoili ty ·to spread 

the risk over 3. lo.rgs number 'Jf unj.ts. Thus, their opera­

tions give to the s:tver the combined benefits of higher 

return' , lowe r risk Jllc1 liquidity. The bOrl'OW€I'S on the 

* Se e the Repor t :)f the Study Gr:Jup :In N on-Danking Financic:..l 
Intermediarie s, Banking Gommissi:)n (Gover nment of India) 1 

197" - paragralJhs 2.2 tlnd 2.,3 
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other hand also get a wider choice on account of intermedia­

tion of financial institutions. It may be ofrel·evance to note 

that while the loans granted by commercial banks are, by aHd 

large, for industrial, commercial ~~d agricultural purposes, 

those granted by NBFIs are generally for transpcrt, trading. 

acquisi tion of durable consumer goods, purchase a:tld repair 

of houses or just for plain consw:::pt~Lon. Since tneir ecti­

vities are not controlled by monetary 6.uthorities to the same 

extent as those of corrnnercial baaks, "';he credit e:{tendcd. b;r 

NBFIs may not nGcessarily be in consonance wi tr.. n3.tional 

objectives and priorities. 

5.5 As st a ted earlier, the maj or function of fina:cci al 

intermediaries is to transfer the savings 01 surplus units 

to deficit units; hencc,they can playa useful role in the 

economy of tho country. To the extent that they help ill 

monetising the economy and transferring Ullproductive financ;sJ 

assets into productive assets, th€y contribute to the 

country's ec onor::lic deyelopmen t. In fac~, the net ure ano. 

diversity of financial instituti0ns thec3elv8s havG b8c0~e 

nensures of econonic development of ~ country. 

APPROA~rl TO THE PROBLEM 

5.6 r10st of NBFCs are insti tutioru::l "'t.inose f'u..""1ctioni..Tl.g 

in the ~obilisntion of deposits aTl.d investment of fund8 

by wuy of advances or otherwise is akin to banking. The 

necessity of determining the nature of controls whi ch 

could be ir::lposed O!l t"'1.es e cOLlpanies fOlr the purpose of 

bettor enfo rcement of nonetary and credi t policy of the 

country as also for affording a degree of p:'otection to the 

interests of de:!?ositors, hns assuned added significance 

due to the repot'ted progressive deterioration. in the 

rnanagenent and financial posi tion of certain financial 

companies and their ultinate failurec On the basis of the 

infon). ation colle cted by the G--:-oup during "Ghe course of 
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its discussi ons ·wi th individuals/representatives of 

organisations at various centres, the study on the finance 

and chit fund conpani es in the Delhi area conducted by the 

Econonic Departnent of the Reserve Bank and the data cade 

available to the Group by the Departoent of COw¥any Affairs 

of the Governoent of India, the failure of such financial 

conpanies could be nainly attributed to one or wore of the 

following factors: 

(i) non-viability of the coopanies due to tho soallness 
of their operntions; 

(ii) inadequate capital base, paucity of liquid funds and 
heavy relirulcc on borrowed funds; 

(iii) dishonesty a."ld lack of integrity of the pro::lOters 
and directors -in the oanageoE!l1 t of t,ho c onpanies; 

(i v) gr8.n t of unse cured advances to directors or their 
relatives or the firos in which they are interested 
at noninal rates of interest or even wi thout 
interest though funds wight have been borrowed by 
way of deposits or oth8rwise at high rates of 
interest; 

(v) extravagant establishDent expenses on i tens such as 
naintcn ance of luxurious offi cc pr ooiso s, pl.lblici ty, 
payoent of high salaries to sooe of the nenbers of 
the staff out of. proportion to the t~nover or 
nagnitude of the conpany's bUSiness; and 

(Vi) perpetration of frauds either ~y nisappropriating 
the Don eys re cei ved by "'tray of deposits and not 
accounting theo in the books of account or by oaking 
advances in the naDGS of fictitious parties. 

Fron the foregoing, it 'toTould be evident that if such 

deficjencies ur nAlpractices in their working are to bo 

Dininised,if not elininFlted, it would be necessArY to 

devis c stri cter types of cO!ltro 1 s on the dep osit-acceptance 

activities of the conpanies and to regulate other aspects 

of their :oanageIjent. Also, the nature of controls should 

be such th8.t the lmaker units could be weeded out, and 

where necessary, stronger units could be fon!ed by nergers. 

Further, the regulatory oeasures should ensure that tho 

functioning of the conpanies 'is broadly in tune with the 

national objoctives and priorities and is not detrinental 
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to the interests of the depositors. In short, 

NDFCs should he subjected, by and large, to 

the s~e type of controls as banks under the Banking 

Regulat ion Act, 1949. 

5.7 In the course of discussions which the Group had 

in Bangalore with certain individuals (including an 

association representing depositcrs), it was represented 

that the 'Finance Corporations' operating in Bangalore 

and other places (which, being partnership firos with a 

capital invcsto8nt of less than~. 1 lakh or 8018 

proprietorships, are no~ presently covered by the regulatory 

neasures of the Res8rve Bank) accept deposits fren the 

public out of all proportion to their owned funds and invest 

the funds in the ventures of the choice of the partne.rs 

which cover such activities as file production, hotel 

business, construction and +he usual nanufacturing and 

trading acti vi ties. A naj CI[' portion of their funds is 

reported to have been invested in the c~nstruction of 

inposing buildings. Such buildings which also house the 

offices of the corporations concerned create a favourable 

inpre ssion in the mnds of the gullible public and they 

are often led to keep deposits with these· corporations. 

On the other hanel, the corporations are tenpted to borrow 

to the hilt and lock up the funds by investing then in 

illiquid and risky assets. If for any reason, the business 

cones to a standstill, as recently happened in tho case of 

one fin?.nce corporation, the depositors becone the ultinate 

losers. It is gathered that the partners in sone corporations 

in practice consider the deposits as their share in 

proportion to their c(mtribution crld use or lend the 

forner in any nanner they dceD fit. It was, therefore, 

sugge steel thnt regulation of their acti vi ties by 

inposition of a ceiling on borrowing and also the Danner 

of ut:i.:i..isation of fun~ls was necessary. 
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5.8 As regards brir-ging the ncti-viticf: of ~h€ cboye 

~yp8S of fi:;.--ns withi..."1 the;.a.nb:.t of t~e regulG.to: .... :i necsures!' 

it nay be nen tioned that Governn8nt has al Y'uQ.c y takcrl a 

dec~si~~ to prohibit acce~t~~~e of depo~it9 by dll 

~'nincorfora~~ed non-banking inst:Ltu~ions find. le,gislativo 

::len:::v.r8S to give cff.;;ct ~o this clo(!i:3io:'J. ac:,o on tho anvil. 

~':hcn the .'1.(;)Cesba:I·~{ legislation is enacted, the finance 

corporf-1.tionA l'rill ei thE"~r have to stop accept8.:.1.cc of do:{:osits 

0:>:' con":Tc:et t~1.eLlselvus into corporate bodies. 

.- () 
:J. _' Defore we proceed to make detqiled recoccen6ations 

')n the regula"Gi0n of N:CFC~ , it ~<io"'lld be uS2f'ul to :poin t O~. C 

a 8~ecial aspect of the probleo, Yiz., lin~s ~8twoon 

financiru companios and co~nercial banks. 

5.10 In advanced cou-lJ.tries l.ike U.K. and C.S.il .• , 

existence of a substa..lJ.tial non-':>anking [)ecto:~ hc .... [; i-lOt 

eaused a Llajor problem tc the none-':::3. ... ·;y r.1.:~l:lo~~itios partly 

beCF..'.l".l'38 al:" n.or.-~anking institutions " :"'I')cl'.lding finarlci'l.J_ 

Sy~:tOD or have nth 81' lit~k3 with cV:l:~c!'ci8.::'" bC\l1.ks ~:-i ~h the 

!'es~l t thc.t Llone'tary a..."1d (~r(di t policy C<:w.l b c effe,~ti \r\J1y 

c~forced ";,;hrough tho cont:'cl of COLll"'!lercial banks and. pn.:::-tly 

b(;Ca-..lS8 i:rldcpond'3i.1~ ~Le6islaJ~ion for ucc~ling wi"th institutions 

li~e building societies, houso nortgage corporat~on3, 

hirer-liurc~la88 finance compar..ies ~ trustee savings ban~\:H 

and nu-j;-u.2.:i. b cncii-:; societies, :u:_s b eon enacted w::..d i8 b.;;i::l.!~ 

eflfcrced i::'1 accordanc8 with the r'_)L~ulati0ns l:hich go into 

cerJ~'3.i:n sDecialLj8C_ j_nstitutions l5.ke: TJnj.t Trust of 

India., Ir!'7_1.1.8 ~:::'ia.i Finance C:>rporatioi;' 0;:- State f:""'1ancic.l 

C;O:CPO:"n.tiO:13, -Ch8::'C is i1.0 coraprchensi"e legi~lfltior. jn 

India to ceve:2 t:-~c activi 7,j_cs of V'c.rious t:TPt 8 of" :;"inm~ci8J_ 

int o:::'":Jedic:::,ies::. 

*Ar.. Act (Hil'e-:Purcha~e Act. 'iS72) h~s bOOl: passed by 
Parliamont 1,)'.l"t has not ;,/e:c beon brought :'nto fo::.~co. 
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:5 .1-: As a result of tho iupleuent ation of OU1' recor:nenda-

tlO!::"S 3l1c1 onac~wont of conpreho~sive 18gislat~;.on*, it IJay 

be eX!;,0ctod that financial conpcJ.n:Les would, in (1';.0 COU:-SG,' 

C::18rgc. as strcne; and viable UT.l.i ts. T~is pI'OCefJf. v;l.::il "we 

:f~.cili tated. ii' the acti "rit ies of f inanc:i.al cor:rpUl.ll~s cr/J.ld 

b8 l~_~koG. vjth '~hosc 0:: cO!Tlcrcie.l ~a.c .. ':'w. 3uc1. li:"lkillg 
by 

~ould. 08 cstabJ.iGhecl b;r tho 'ba:::lksL oi'feril".g refj..r.ence t'al'1.1:1:·J~_eH'J 

of hiro-purchase, hou...9ing and/or other fields 1'l:r.iC~l fall 

':r~.'.;~.!.iD thE: i'rio'.~ity or neglectp.J sectors. If thes8 lin):}, 

["Y'e eRc.abl~.s~10cl, ba:i.lks could ir..itidlly subject the borrowing 

coc::?ar:ies ~o fLlanc.:i.aJ.. dj.Gcipl~_r.e and ~ght even appoint th..ei:" 

noni-noes 011 tllo E08rd of Directors. The dOV8tailing of the 

~c~l v~_ t iPl' o?: the f~.nancial conpanies wi th t~C's~ of banl-:s 

wouJ.d nQi; o~ly (:Jll?Ure b'Jt tor safety of ths depo[lj torR' fUl1c!~ 

but uot'.l<l also fac j .iitate b8t~_ or direction of t'1E'nOncta:ry 

and credit poli'~y by tnG hese:-ve B8..L.l.k cnforcsd -c-hrough 

of NBFCs ~ it would be desirp.ble to n;)Jr:G a d~.stL1c·~ion beii .... ~cn 

fj.l1ancial conpanies which are run pu:::-cly crl cOIJ.TJercial 

consid0rations such as hire-purchase finance 1 housing 

fir..anc e, invcstJ:lellt, loan ond tlis~ell aneous :f:_na..':.cia 1 

conpanics on the on0 hc>.l1d and conpanies which r.~Q :r1.~i. 

for the :.J.utunl bellefi t of their Dencers, viz., cuopc.nica 

conductine only conventional typo of chits and QuJ~u[ll 

b ~ . t ... . 1 . (. ~ h· ) . .j.. • .L" d b +' ene..:.l. 1l.nanCU1._ conpan~·es nl.C 18 nC",L .. l.C y ..,n'3 

Central Govomnent under section 620A of the COD"Ja:rLi.o2 

Act, 1956. Having regard to thQ nature of opc;ra-, .. io~E anc 

clientele served by the In.tter cG.tegor;r of c'Jr.:.P:J.!!iC8 

whi ch function purely :i.n the nutue.::' i:..:..terest of t~lGi:.~ 

* See paragraph 5.56 
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c8cbe:.~p, the n[.'.tu~:-o of controls on than need not be the 

c.s of the fo roer categm .... y of conpanics. 

5.13 

~m.bccri::.:>t:'on8 rer;eived b:" cowparJ.i ea;'m!&.!'ds conventional 

.1.:;1: e :f)1.L-.:'7i Ov; 0 f th e ·~e rw. 'c1 ep os iii' in t e ::'ns 0 f S' 1 b··claus e 

(i) af (;l?u~(' (d) of peragrap;l 3( 1) of '~he 1Vl.i.~cel.lan~o11c 

/l Non-ED.:!~king C;oLlpanio s (Reeer-.re Ba"1.~) DJ.rc::.:tior.s, '1973; /' 
 as su&.., onJ.y deposits acceptied by theG8 cOIJpanicEi cone 

l:-e !lave reCOLil(~ndGd in. the next chapter* thc.;~ aC~J!?t~ce 

rf dep 08i t:; by chit fUlle. in~ti tutions other then clepositc..: 

ke~)t wi th then by subscribers as p.cvance paYDcr:c of 

subscriptions or by prized sulJscribers b~r way of f)ecurit~{ 

~o~ paynent of thoir future ins·GalDen~~s, sLould. be prohibit ei 

uad er the proposed legislation regulating chit i"1.1r .. ds. 

1"1.S roge.n"is nidhis, £ll1y noney reco::' yerl by thOD :i:'!'on 

t::.eir ...J.anbers is e:-::cluded :rro[2·i;h'3.purvj.ow of i:;t.~ t3:..n 

'depoRj.t~ in terns of sub-~la'~8o (viii; of claub~ (f) of 

( , pare.g:r-aph ?,1 J 0:1' ~he 1:on-3c.nking Finan,::ial Conp9.nios 

re coi vedoy such ccnpanias fron their nenbcrs nro OXOLlpt 

f!'liLl ·~h() res trict ions contonpla ted by th a c1irect::'0ns such 

as :;>eriu<l of deposits, cellings on the qUc'lntuo .)f deposits, 

"tc.. T~::sc ccr::pLr .. i.es r.D-Ve a rcstrictecl cliei1.telc e.n<'\. 

!:J;;"\n~.c r. Sil~CU ttl (; perforoanc0 of nidr ... is is, by ~.d lC.J:'go ~ 

3a·:;isfo.ctOl'Y)I ~.,e reccDDond -Chat tho stf~tlJ.S qu£. i'l~ respec ~ 

of 1;~;'(;Se coopanics as l)btr...ining under tno l'!'C)f4cu .... .; d:i.rectio:").s 

::lay be calntained. T'hus, except a.:: otherwise 6pocificully 

st£~"'jr:;r"1, tho '3C'c.pe of our re~o:.m8nda~ion3 in regard to 

flr:rmcic.~l conpnnies will l~()t extend -GO n:i.c,hi3. 

------------------------------------------------------------
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5.15 In Chr..pt0r 4, we have analysed the conflicting view-

pOints in regard to the deposit-acceptance activities of 

nen-financial conpanics presented before us in the course 

of th~ discussions with cer~~in individuals, representatives 

of Chanbers of Coooerce and Indu3try, etc. and also in the 

written nenoranda suboitted to us. Much of the evidence 

tendered before us related to acceptance of deposits by 

non-financial cODpanies whose vigorous drive for deposit 

nobilisation has attracted considerable public attention. 

Our observations and conclusions on the need for effective 

regulation of acceptance of depos its by non-financial 

conpanies apply with suitable cbanges to sinilar activities 

of financial coopanies; honce only the bread distinguishing 

features ane. further elucidations where required, as also 

our reconoencations in regard to financial conpanies have 

been given in the succeeding paragraphs. 

SAFE TY OF DEPOSIT ORS' FUNDS 

5.16 Unlike in the case of deposits accepted by non-

financial conpanies, which are used gen.erally for their 

own business, bor~owed funds constitute the 'raw naterial' 

of finan cial conpanieG. Since these funds are utilised by 

financ io.l conpanies for tho purpose of lending or investnent, 

it beccnes ioperative that the lending aspects of these 

coopanies are also regulatec~ wi th a viow to ensuring the 

safety of depositors' funds to the extent possible. 

Further, in view of the risks involved in regard to the 

advances Dado by financial conpe.nics, the quol:ition whether 

their deposits should be covered by deposit iasurance 

schone assunos added significance. It Day, however, be 

1lertinent to note that insurance cover was extended to 

bank deposi ts after a lepse of nearly twelve years of the 

bri..ncing into force of the BankinG R8[Sulation Act, 1949. 
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As a result of th~ enforcooont of the provisions of the Act, 

t'he nethods of operation of cornercial banks were considerably 

toned up and standardised; the process of weeding out weaker 

units l:Jy amalgamatio::'1 of unitE; was aloO set in motion, which 

led to consolidation of the banking system in the country. 

It would, therefore, be obvious that bank deposits were 

covered under deposit insurance scheme only after the 

ra tionalisation and (.onsolidation of the banking system had 

been achieved to a large extent. Further, the working of 

commercial banks is under the close surveillance of the 

Reserve BanK through inspections, obtention of the various 

statutory returns, prior approval in regard to appointment 

of Chief Executive Officer, and nomination of directors 

or. observers on the Boards of Directors of banks. 

5.17 In the case of NBFCs, none of these factors is 

obtaining at present. In the circumstances, before the 

question of extor.ding insurance cover to financial 

companies could oe considered, it will have to be ensured 

that their methods of operation are standardised, weaker 

uni ts are weeded out by amnlgama tion or otheTlN'ise and their 

working is, by and large, put on sound footing. This can 

be A.r.hicved onl.y OVL:J.· n lwri()n ( • .f t;-imr> by knuping n ~trict 

wat ch over the acti vi ties of' finnnc i8.1 companies through 

inspections, etc. In c.ny event, j.f deposit insurance cover 

were to be extended to deposits of non-banking financial 

companies, it would obviously resul t in a large scale 

diversion of deposits from the banking to the non-banking 

sector, in view of the neutralisation of the risks involved 

and the bettor return by way of interest on deposits with 

financial companies. This is not f'. desirable prospect 

in the present context since credit extended by NBFCs 

does not necess~rily conform to c".ccepted social objectives. 
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In the circumstances, extension of insurance cover to 

deposits with financial coopanies is neither feasible nor 

desirable for the present but can be a long-tern objective. 

PERIOD OF DEPOSITS 

5.18 The niniDUD period for acceptance of deposits by 

financial companies may remain at aix oonths as at present 

for the reasons given in paragraph 4.10. As regards the 

waxioUD period, we arc of the view that it should be fixed 

at throe years as rcco~ended in paragra~h 4.12, in the 

case of hire-purchnse finance, investment, loan and 

miscellaneous finana&!companios. As regards housin€ finance 

companies, it may be pointed out that their investments are 

generally in long-term assets such as mortgages of house 

properties. Therefore, the maximum period of deposits in 

the case of housing finance companies which are exclusively 

doing the businoss of financing the acquisition or 

construction of houses, including acquisition or developoent 

of plots of land in connection therewith, may be five years. 

In tho case of nidhis which accept deposits only from their 

members, we have already pointed out in paragrapha'5.12 and 

5.14 that since they are mutual benofit institutions and 

their working has boen found, by and large, to be sati~f~.ctory, 

we have reco:mmencied that the status .fLuo in rel51Jcc(; uf thpGC 

companies as obtaining under the present directions may be 

maintained. Hence, the question of prescription of a 

maximum period on deposit-acceptance by them does not arise. 

5.19 

RATES OF INTEREST ON DEPOSITS AND 
ADVANCES 

-/PIt'lt 
In paragrapru 4.13~we have explained why we arc not 

in favour of prescribing ceilings on interest rates payable 

all deposits by l1on-f'in~mciR.l compani os. 1'1t.; art.) vi th8 

view that most of the reasons advanced in that context 
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apply with cqunl force in reg~rd to NBFCs. ConSidering the 

f2..ct thE'.t crudi t extended by NBFCs is, in a signif icant 

measure to sectorG which ere low in the scale of social 
interest 

pri :)ri ties, the pr8scription of 8. coiling on Lr:'lt 6S on advances 

would not be desire..b Ie. In any c E'.SO, thes e r:).t (;8 

~re subject to the ceiling prescribed in most of the Stetes 

und or thu relr'.ti ve pr ovi sions of th~; money--lol1ding Act\s 

in fo rce. In the case of hire-purchr .. se finance companies, 

section 7 of the Hire-Purchase Act, 1972 pl~ces a limita­

tion on the hire-purchase charges (which include interest) 

which th e owner may charge. When this Act is br ought into 

fo rce, the interest chRrgeable by the comp::mies will also 

be regulated in terms of the above provision. H8nce we 

are of the view that interest~ rates payable by NBFCs on 

deposits end also those chargoable on advances need not 

be regulated at least under the present conditions. 

5.20 

CEII,IlJGS OE DE?OSITS ~O~:1.l1.0WINC; S 
BY c:h.-{ 0:':' ui~Si:,CUJ.lBD 10.Al~·S 

Before we discuss the quest ion of prescribing 

ceilings on deposi -I; s accepted by i-JRecs it would be 

useful to take a look at the experience of commercial 

bc:..nks in thts regFl't'd. 1..s wi Ll be; spen :Cruu lJ::trn.eraph 

12.66 of the Report of the Benking COl:JDission, tht: 1'8. tto 

of paid-up capital and free reserves to aggregate deposits 

of 10 per cent was considered ideal in the CJS e of banks 

in the early stages. But it was mOdified as 6 p or cent 

subsequently. In other words, commercial bunks could 

accept deposits up to about 17 times their net owned 

funds. Tho rapid increase in depQsits in recent years 

has brought down the ratio of owned funds to deposits 

to 1. 3 per cen t as at tho en~t of r·larch 1974 in sp i te 

of the fJ:ct that banks are required to transfer 20 per 

cent of their 0.eclnred profits to reserves every ye8X. 
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5.21 O~~ed funds of finRncial institutions strengthen 

their financial posit ion and viability by providing a 

cushion against -..l.nforeseen eventualities; they are also 

a source of funds for fixed assets like buildings. The 

question is whether the ratio between owned funds and 

deposits considered ideal or normal for commercial banks 

should be equally applicable to NBFCs. As has been 

pointed out ec::.rlier, the comnercial banking system is 

at presen t well integr-at ed whereas the NBFCs vary greatly 

in th eir operations. 11oreover, the nature of operations 

of differen t kinds of NB:5'Cs also calls for a differentia­

tion in the ratio that may be appropriate for detennining 

th e ceilings on deposits which they may accept. It 

would. therefore. b. US e:ful to disQusl!I theee Q,l.'\.estlons 

in the context of the activities of various kinds of 

NBFCs. 

5.22 As for hire-purchase finance co~panies, the 

present directions issued to financial companies do not 

lay down any ceilings on the quantum of deposits which 

they may accept. These cor.panies are, howe,.rer, required 

to maintain by way of liquid assets a minimum of 10 

per cent of the dep os its outstand ing in the ir books 

on any day. Furthe~ these companies have to ensure that 

hire-purchase debts are collected within a reasonable 

period in the marillcr stipulated in the directions~ 

5.23 Three r,1aj or points h2.ve to be t2.ken into 

account in considering the question of prescribing 

ceilings on deposits accepted by hire-purchase finance 

companies. First, thGre is a continuing need for 

encouraging the operations of well-mane.ged hire­

purchase. finance companies because they satisfy the 

credit requir~e~ts of trans?ort oper~tors who belong 
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to th e pri ori ty sect or of bon-owe r s. Acc ording to the 

earlier studies as well as the one undertaken for the Group 

by the ~conomic Department of the Reserv-e Bank into the 

wo rki~6 0 f hire-purchase and uther finance companies in 

Delhi, many transp ort ope rat ors pre ferred hire-purchase 

finance companies tc commercial b~nks on account of the 

info~ality of arrangements and the reluc~nce of commercial 

banks to extend finance on second-hand vehicles. Secondly, 

there is a wide variation in the operations of different 

hire-purchase companies working in the country. \,lhile 

the southern region is relatively well-served by hire­

purchase finance companies, other ~egion8, in pa~ticular 

the eastern region, are relatively neglected in this 

regard. In the north, although the number of hire-

purchase finance companies has tendad to increase, there 

are a number of weak units among them. The study referred 

to above shows clearly that many of the hire-p'.lrchase 

finance companies in Delhi failed because of the 

dishonesty of managemer..t as ,\,1ell as low stake of the 

owners in thG concerns. This leads us to the third point, 

vi z., the re lianc e of hire-purchase finance companies 

on deposits and bor:i.~owings. Since thei:i.~ major business 

is to finance the purchnsc uf veh;.~les, they have to 

borrow from the public as veIl as other finan~i::t.l in::; lii­

tutions. Here also 7 thGre is a 1'Tide varia tion between 

differ8l1t companies. By and largo, the majority of 

well-::::.an[~ged hire-purchase finance cOI!lpaniGs has been 

able to work w'i-~h a total amount of deposits which yTas 

less than 5 times thei~ owned resources; in the case 

of the weak ?~d snall co~panies, the f~re came, 

in most caSGS~ to 10-15 times and in one case to as Duch 

as 32 tiDes. 



5.24 The above dis cussion points out the necessity of 

protecting the depositors' interest by increasing the stake 

of the owners of hire-purchase finance companies in their 

business. It has been observed that several of these 

companies nei~~er maintained the stipulated percentage 

of liquid asset s nor effe ct ed re cove ry of !!ire-purcha3 e 

debts in the manner prescribed in the directions. The 

Hire-Purchase Act, 1972, (Which has not been brought into 

force so far) rrakes provisions for protecting the interest9 

of the parties to hire-purchase transactions hut it does 

not provide for effective regula tion of the diff8rent 

aspects of working of these companies, such as cepital 

requirements and extent of borro~~ngs which would ensure 

protection of the interests of the depositors-

5.25 In view of the above considerations, we fee~ 

that a ceiling should be prescri bed on the total amOl1nt 

of deposits of hire-purchase financ8 companies in relation 

to their net owned funds,i.e., paic.-up capj.tal a'1.d fre8 

reserves less all intangi ble assets. A'c. the sa.me time, 

the ceiling should be such as to leave acope for expansion 

of business of \'Jell-managed existing companies and provide 

scope for new companies. Taking into account the data 

relating to individual hire-purchase finance cOTupanies, 

we suggest that deposits of hire-purchase finance 

companies should not exceed 10 times their net owned 

funds. While imparting a measure of prot8ction to 

deposi tors, the pre scri. pti on of the ceiling would als 0 

mean that weaker units will have to increas~ their 

owned funds or merge with stronger units. This will 

tend to make the hire-purchase finallce system stronger. 

5.26 Housing finance companies are,like hire-

purchase financ e companies, presentl;)r exempt from the 
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ceiling reatrictions on deposits placed on otherNDFCs. 

These companies resort to borrowings by way of deposits or 

otherwise in order to lend to clients for the purchase or 

constru~tion of houses and develo~ment of plota. Therefore, 

their assets are generally secured by mortgage8 of iIillIlovable 

properties. Considering the fact that the value of real 

estate has been going up, there would be an element of 

in-built cushion for the depositor's' funds. In addition, 

housing finance companies serve a major priority need of 

the community because there is an acute shortage of housing 

in the country. In view of these conSiderations, the 

present exemption in the case of housing financa companies 

in so far as the ceilings on deposits is concerned, may 

continue. 

5.27 Other types of financial companies comprise lo~~ 

companies, investment companies, and what are called 

miscellaneous financial companies, i.e., those carrying 

on two or more classes of financial business. All th8se 

types of companies are at present permitted to borrol" up 

to 25 per centef their paid-up capital and free reserves 

as diminished by the balance of accumulated loss? if any, 

by way of conventionp.l d8posits and up to another 15 per 

cent, as unsecured loans guaranteed by directors J 

shareholders' deposits, etc. The Group has consic.c.ceci thE; 

types af business done by each of the 2.bovo categorios and 

makes fhe following reco~mendations in regard to thee. 

5.28 As for loan companies, as already pointed out, 

their operations arc 8Jlalogous to those of banks. In 

other words, they depend baSically on the oargins between 

their deposit and advance rates for their profits and 

their viability. The Group feels that sinco these 

companies arc similar to banks, tho ratio of n£-t \wrt.h 

to dc~osits should be 1 : 10 which would give them a 
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reasonable chance of profitable working. The ratio suggested 

is the sarn~ as the one recommended in the case of hire-

purchase companies. 

e.29 So f~r ae investment Qompaniea are eoneerned, meet 

of them are already working within th~ ceilir~s on deposits 

vvhich are currently in force. Yfuile this may be due 

partly to their observance of law, they do not need d§p~eit~ 

in the same manner as loan co~pan1es because their assets 

ggn.i.t mQ.~l~ Q& abar •• an~ Q.g8n~~~8. wh~Qh oan 8aa~ly 

bo pledged. wj th be.nks to raise funds as and v.hen required. 

BeSides, it would not be easy for them to meet Maturing 
J..'a.{1.J.. . .fj~ C!l- ~.t5 .kc~ f,..-I·\.;t~ 7f-..<Jy ~ c.~ 
..... r. ...................... _~ ""l .. _.Ii ... s:u ••• '''Sill. 

easily be realis ed, it would mean a loss of income annually 

produced by the se assets. Many of the se investment 

companies are holding companies associated ~uth large 

industrial houses. For these reasons, we do not consider 

rmy spe cial concession to be justified in their case and 

we, therefore. reco~~end that the existing ceilings on 

the ir d eposi ts should co ntinue for the time being. 

However, as re commend ed by us in the case of non-financial 

cOMpanies (see peragraph 4.37), the ceiling of 15 per cent 

in respect of unsecured l~ns guaranteed by directors, 

ehllllH"'" n' r'I ~ ~, I!I f'!l>' 0'" Il im. fill t. ,.. _ .. ",If),~ hi" ;L • 4 n (,v'" '" J ~- .l'..... "-. ~ To 

rer cent may also be completely withdrawn with effect 

from January 1, 1978. Thereafter, investment companies 

may be allowed to borrow all types of deposits (whether 

by way of conventi onal deposits or unsecured loans 

guaranteed by directors, shareholders' deposits. etc., 

contemplated in the existing two ceilings) within the 

overall ceiling of 25 per cent of their net owned funds. 

~s ~ "1iH3~ ~.alEr+Jeed ~~ 

~~ret..0.. ~AOCe~t'11:' ~~ 
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Co~panies holding unsecured loans guaranteed by directors, 

shareholders' deposits, etc., in excess of the liQit 

consequent on the reduction of tho ceiling, may be given 

one year's tiDe from the date of cOwing into operation of 

the respective aoendmonts, for regularising the position. 

We expect that the total withdrawal of the aforesaid oeiling 

of 15 per cent with effect from January 1, 1978 will allow 

sufficient tiQe to investment coopanies to adjust their 

financial requirements and that they will be in a position 

to work within the overall coiling of 25 per cent without 

any difficulty after that date. 

5.30 "'ith respect to miscellaneous financial companies, 
that 

since they would be of a mixod type, we would suggestLthey be 

identifiod as falling in anyone or other categories. of 

hire-purchase finance companies, loan companies and investment 

companies and the ceilings applicable to then should be 

determined accordingly. 

5.31 As rege.rds nidhis, moneys recei ved from their member-s 

are excluded fro~the tern 'deposit' as defined in the 

directions; as such, the ceilings on deposits are not 

5.32 Our rocomD1('<nclpti ClY\A rnl n.ting tv (;he rutio b~LV'lVCJl 

net worth and deposits should be takon in conjunction with 

those relating to increase in paid-up capital and reserves 

(soo paragro.ph 5.36). The two taken together will 

strengthen the financial position of NBFCs. 

DFPosrrs RBCEIVED FH01\1 SHAREHOLDERS OF PRIYIl.TE 
COMPLNIES DEEI"mD TO HI!: PUBLIC COMPANIES UNDER 

SECTION 43A OF THE COMPj~NIES ACT, 1956 

5.33 In paragraph 4.26, we hayc explained why privnte 
conpan~os 

companies dOOI:led t() bo publicLby virtue of section 4311. of 

the C~Ilp['mies j~ct, 1956 should riot bE:: so deened in SO far 



as the exemption from ceilj.ng restrictions in respect of 

the quantum of deposits which private companies can accept 

from their sharehold eI'S is concerned. The same rea sons 

hold go od in the case of pri vate financial companies as 

well. We, therefore, recomnend that the deposits of 

shareholders of private financial compani'es deemed to be 

public comranies by virtue of the Fl.bove section should be 

given the sa.me treatI!1€nt as thoSE:: of other private compani es • 

This would, however, be subject' to our recommendation in 

paragraph S.43to the effect that if a private company 

issues any advertisement soliciting deposits, it shall be 

deemed to be a public company for the purpose of certain 

secti ons .of the Companies Act, 1956, specified in the said 

paragraph. 

NORMS REGARDING CAPITAL REQUIREMENTS 

5.34 As stated earlier, a significant characteristic 

of several financial companies is their low capital base. 

A study of the capital structure of 89 companies in the 

Delhi area revealed the following position of the size 

of their paid-up capital : 

Paid-up capital 

Upto Rs. 5, noo 
Between lb. f5,OOl 

Between Rs.10,001 

Between Rs.25,OOl 

ann R~. 1 (). 000 

and Rs. 25,000 

and Rs. 50,000 

Between Rs.50,001 and Rs. 1,00,000 

Between Rs.1,00,001 and Rs. 5,OO,0()() 

Between Rs.5,00,001 and Rs.1O,OO,OOO 

Over Rs. 10 lakhs 

No. of companies 

7 

12 

12 

15 

29 

6 

2 

89 

It will be observed from the foregoing that the capital 

funds of the bulk of these bornpanies were below Rs.5 lakhs. 



Further, the free reserves of these companies were either 

negligi ble or very low. Some of them also carried forward 

balances of accumulated loss. The proportion of paid-up 

capital to total liabilities varied between 5 to 10 per 

cent in the case of most of these companies. We ~'fere. given to 
I 
;underst~nd that financial companies are hesitant to raise 

!their capital resources mainly because the promoters or 

dire ~tors of these companies pre fer to borrow by way of 

deposits rather than increase their capital, since it is 

, easier and less costly to service deposits than equity 

capital. However, as state d earl ie r, capital re sources 

provide a cushion to the depositors end other creditors 

besides affording viability to a company and as such the 

necessity of a sound capital base for companies cannot be 

und er-estiIIl9. ted. More over ,it is desirable that mushroom 

growth of financial companies should be discouraged by 

ensuring that the promoters or directors bring in a 

reasonable ~~ount by way of capital funds and do not 

trade ma.i nly on public funds by noat-in:g~ 9r:'-cofill.lll"Ctii..mlg 

companie s wi. th nominal pai d -up c api tal·'. 

5.35 It may be pointed out that in the case of 

commercial banks, the criteri& of minimum paid-up capital 

and reserves differ between banking companies which 

commenced business for the first time after the Banking 

Companies (Amendment) Act, 1962 came into forcff and 

those which were functionir~ prior to the date of the 

commencement of that Act. Section 11(3) of the Banking 

Regulati on Act, 1949 lays down different criteria in. 

regard to the aggre gate value (i. e., real or exchangeable 

value and not the .. nominal value mich may be shov-n in 

the books of the banking company) of the paid-up capital 

and reserves, depending upon whether a bank is a unit 

bank (J.e a bank having branches in a single State or more 
---------_.-.-_._. -_._--_ .. _-----

* This Act c~me into forcs on SGpte~ber 16, 1962 



than one State, etc. Thus, the aggregate value of the 

paid-up capital and reserves of a bank if it has only one 

place of business Which is not situated either in Bombay 

or Calmltta is Rs. 50,000. If it has places of business 

in more than one state, the minimum required is ~. 5 lakhs 

and if su('h pla ce or pla ces of business is or are situated 

in the city of Bombay or Calcutta or both, ~.10 lakbs; if 

it has all its pla ces of business in one State none of 

which is si tuated in the city of Bombay or Calcltta, fis.1 

lakh in respect of its principal place of busih8ss plus 

Rs.l0,000 in respect of each of its other pl.aces of business 

situated in the same district in which it has its principal 

place of business plus Rs. 25,000 in respect of each place 

of business situated elsemere in the State otherwise than 

in the same district subject to an overall ceiling of 

Rs.5 lakhs. Further, if it has all its places of business 

in one State, one or more of v..hich is or are situated in 

the ci ty of Bomba.y or Cal cut ta., Rs.5 lakhs plus Rs. 25, 000 

in respect of each place of business situated outside the 

city of Bombay or Calcutta as the case rm.y be and subject 

to an overall ceiling of Rs.l0 lakhs. In the (~ase of 

banking compE!.nies which commence hA.nking business for the 

first time R.fter thA corninp: into operA. ti.nn of the Rnnking 

Companies (.Amendl~el1t) Act, 1962, the value of the paid-up 

capital is required to be riot less than Rs.5 lakhs. 

Moreover j section 17 of the Banking Regulation Act, 1949 

requires every banking company to transfer every year 

to n reserve fund a sum not less than 20 per cent of 

its net profit. As a result of consolidation of the 

banking system by amalgamation or otherwise, there are, 

at present, very few banks in the country Whose aggregate 

value of the PGid-u~ capital and reserves is less than 

fIs. 5 ldkhs. 
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5.36 As regards financial companies, we may adopt similar 

criteria with suitable changes. Taking into account the 

factors menti oned earl ier including their via bili ty, we 

recommend that every financial company other than a nidhi, 

which commences business after the regulatory measures 

proposed by us come into force, shall have a paid-up capital 

of not less than ~.5 lakhs; if such company conducts business 

only at one place with a population of less than five lakhs, 

the paid-up capital shall ~ot be less than ~. 2 lakhs. As 

regards an existing company other than a nidhi, its net 

worth (i.e. paid-up capital plus free reserves less the 

balance of accumulated loss and other intangible assets, if 

any, as appearing in its latest audited balance sheet) 

shall not be less thnn ~.2 lakhs, if it conducts its business 

at only one place with a popuh~tion of less than five lakhs; 

in any other case, its net worth shall not be less than 

~.5 lakhs. Such of the cOMpanies as do not comply with 

the above requiremen~ may be allowed time up to three years 

for regularising the position; the Reserve Bank may also be 

authorised to grant further extension of time not exceeding 

two years for complying with the above requirements. 

CREATION OF RESERVE FU1lD AND RESTRlCTIONS 
ON PA TI,'£NT OF DIVIDENDS 

5.37 In view of the risks involved in respect of their 

loans and advances, we are of the view that financial 

companies should build up adequate reserves to provide f0r 

contingencies such as bad debts, etc. We, therefore, 

recommend that all types of financial companies, (including 

nidhis) should be required to transfer to the reserve fund 

a sum equivalent to not less than 20 per cent of their 

annual net profit before declaring any dividend till such 

time as the amount in the reserve fund is 18ss than 

the paid-up cap i tal of the co:r.rpany. 
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5.38 Further, a financial company (including a nidhi) 

should be prohibited from paying any dividend on its shares 

until all capitalised expenses (including preliminary 

expenses, organisational expenses, share-selling commission, 

brokerage, amounts of losses incurred dnd any other item of 

expenditl.:re not representE:d by tangible assets) have been 

completely written off. Exception may, however, be made in 

regard to: 

(a) depreciatiun, if any, in the value of its investments 

in approved securities (i.e., securities in which a trustee 

may invest money under claus.es (a), (b), (bb), (c) or (d) of 

section 20 of the Indian Trusts Act, 1882) in any case where 

such depreCiation has not actually been capitalised or 

otherwise accounted for as a loss; 

(b) depreciation, if any, in the value of its investments 

in shares, debentures or bonds (other than approved securities) 

in any case where adequate provision for such depreciation 

has been made to the satisfaction of the auditor of the 

company; and 

(c) bad debts, if any, in any case ,oJ'here ad.equate 

provision for such debts has been made to the satisfaction 

of the audi to":' of tl~ 9 company. 

5.39 

lYIAINTENANCE OF LIQUID ASSE'IS/ 
CASH RESERVES 

In order to ensure that financial companies are 

in a position to meet their liabilities as and when they 

accrue, it is desirable that they should maintain 

at all times a percentage of their deposit liabilities 

in the form. of liquid assets. With this end in view, 

we recommend that all financial companies (including 

nidhis) may be required to maintain in a current account 

or in a~ly other deposit account "tvi th a scheduled bank 

free from any charge or lien, or in unencumbered 



108 

securities of the Central Government or of a State Government 

or in other unencumbered securities in which a trustee is 

authorised to invest trust money (such ,securities beinG 

valued at their market value for the time being) or partly 

in such account or partly in such securities, a sum which 

shall not, at the close of business on any day be less than 

10 per cent of the deposits received by the company and 

outstanding in its books on that day. In making the above 

recommendati,on, w'e have deliberately omitted I cash in hand I 

as one of the items constituting liquid assets for the 

purpose because unlike in the case of banks which accept 

demand deposits and hence find it necessary to keep cash 

balances in hand, large amounts of cash in hand will not 

be necessary for financial companies. In view of our above 

recommendation, we do not think that there is any necessit! 

of presc'ribing maintenance of cash reserves by such c omp an 1. es • 

5.40 We also recommend that the lieserve Bank may be 

authorised to vary the liquid assets ratio of NBFCs in 

accordance with its monetary and credit policy. This will 

facilitate co-ordination of the direction of credit 

policies of coremercial banks and NBFCs. 

PARTICT.JLARS TO BE PRESCllIBED IN 
ADVERTIbEIV1BNTS 

5.41 The main intention in requiring a company 

soliciting deposits from the public to disclose certain 

particulars in the advertisements issued by it as also in 

the application forms for acceptance or renewal of deposits 

is to enablo thG prospective depositors to have a fair 

knowledge and assessment of the business of the company, 

its management and financial position. Having r8gard to 

the particulars required to be given in the adv6rtisements 
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as spe cified in paragraph L of the Non-Benking Financial 

Companies (Reserve Bank) Directions, 1966, WG ore of 

the view thc..t every NJFC SC:J.C ,,-..- ......... 
~' ... J...t.;.,; 

particulars in the advertis ements as 8lso in the ",.pplication 

forms for acceptance, renewal or convGrsion of df,posits, 

as detailed below: 

(a) In lieu of the particulars presently referred tc 

in clause (f) of sub-paragraph (1) of paragraph 5, :D3FC 

may be require d to give its sum:m2.ris ed bc:.lance s118e t 

posi ti on for the three preceding accourlting years. 

(b) It may also be required to disclose th0 amount 

Which it can borrow under the propose& ceiling .:lnd t.he 

aggregate amount which it has actually borrowed as on £1. 

recent date. 

(c) Statement to the effect that as on the date of 

the advertisement, it ms no overdue deposits other th~n 

unclaimed deposi ts nay Dt3 ~)ublishe~.; if thor,,- ~r(; ::.ny. 

oV(Jrdue< ~~eposits, tho 8.DOunt ,-.5f such dGP~8its r:.':-:'-Y b~; Given. 

(d) Every advE.rtis em8n t shall contain E1. d eclf.ir .. ~ti on 

to the effect that -

( i) the company has COI!!pli(Jd with tho prOVl.f.3l.ons of 
the .Non-~anking Financial Ccmp~l.nies (Reserve B2l1k) 
Dire cti ons, 1966; 

compliance with the said directions does not 
imply that repayment of deposits is guaranteed 
by the Reserve Bank; and 

the deposi ts accepted by the compe..ny are unsecured 
ranking ~ passu \nth other ullS8cured liabilities. 

It was observed from the advertisements given by 

some companies/their brokers that they cont..':l.ined legends such 

as 'As per Reserve Bank's Directions', 'Complied vvith the 

Reserve Bank's Directives', etc. giving an impression to t:w 

unwary deposi tors that the cocpanies were accepting deposits 

with th e pri or approval of th c Reserve Bank. In ord er to 

obviate such misJ.eading impres8ion being created in the 



11 0 

minds of the public by financial compani EEl and/ or their 

bro kers in the advertis emen ts issued by them, the: provision 

as in item. (d)(ii) above has beGn suggested. 

5.42 With a view to bringing the provisions of the 

directions on!l p2.r with some of tht: provisions in the 

Companies (Acceptance of Deposits) Rules 1975, we recommend 

that the directions may be suitably amende<1 to provide that -

(i) every NBFC intendinc to solicit 

deposits from the public (other thrul deposits- from its 

dire ctors, shareholders or employees) shall issue ~ 

advertis ement for the purpose in a leading English news-

paper and in one verna cular newspaper cir cula ting in the 

Sta te in which thE.: re gist ered offic e of the company is 

si tua t e; 

(ii) an advertis ement so issued shall be vFllid for a 

period not exceeding six months after the close of the 

financial year of the company or such extend ed time as 
ccn9crned 

I:l2.J be allowed by the Registrar of Companies Lfor holding 

the annual general meeting in terms of the second proviso 

to section 166(1) of the Companies Act, 1956; 

(iii) no advertis ement shall be issued by or on behalf 

of a company unless on or before the date of its issue, 

there bas been delivered to th e Reserve Bank a copy thereof 

sign8d by the Chief Executive Officer of the company under 

the authority of its Board Gf Directors; and 

(iv) every change in the particulars contained in the 

advertis ement of which a copy has been filed with the 

Reserve Bank, shall also be notified to the 3nnk 

wi t.hin thirty days from the date on which such change 

occurs. 

5.43 In t errns of s e cti on 4 of th e Pro te cti on of 

Depositor::; Act, 1963 of the Unit ed KingdoIJ, private 

limited companies issuing advertisements for soliciting 



111 

deposits arc deemed to be public limited companies for the 

purpos e of certain provisi.ons of the Companies Act of 

U.K. Since, in the case of a priv~te limited cODp~ny, ita 

articlf:s of asso ci 'l.t icy, (a.) restrict tho right to transfer 

its shares, (b) licit the number of its Lismbers to fifty 

excluding its ecployees and (c) prohibit p.ny invitation to 

the public to subscribe for any shares or deb~ntures of the 

company , its spher€: of opcrat ions is naturally rest rict ed. 

Further, the copies of its b2.1ance shett and profit 8nd loss 

account are filed separately with the Registrar of Companies 

and no person other than a member can insp8ct the profit rend 

loss account of the co~pany. In the circUDstances, it is 

but reasonable that if a privatc limited company is to 

solicit deposits through advertis(:ments, it should be deemed 

to be a public limited conpany for the purpose of certain 

sections of the Companies Act, 1956. Uc, therofore, recor.unend 
'-'~~~ 1"'~,v..'J ~14"h-6;~""o,../" 

that if a private company issues any advcrtisement soliciting 
11 

deposits, it shall be: deemed to be a pUblic conpnny for the 

purposes of sections '198, 220( 1 ) II 372 and 373 of tho 

Companies Act, 1956. 

5.44 In ter~s of clause (b) of SUb-section (7) of 

section 58A of the Comp::mies Act, 1956, eXcE;,pt the provisions 

relating to Ildvertisencnt contr,ined in clause (b) of 

sub-section (2), nothing in thet s(:;ction shall apply to 

such classes of financinl cocp':mies e.s the Central 

Government may, after conSUltation with the Res8rve Bank, 

specify in this behalf; Clause (b) of sub-section (2) of 

that section provides that no conpany shall invite, or 

::tllow any othor person to invite or C'1.use to be invit8d 

on its bf:half, any d€:posit unless an advertisement, 

including therein a st'1ter.1Cnt showing the financial 

position of tho company, h~s been issued by the company 

in such form and in such mannor as me.y be prescrib8d. 
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The cumulative effect of these provisions is that advertise­

ments issued by NBFCs will be regulated by the rules made by 

the Central Government und er secti on 58A and not under th~ 

dire ctions issued by the Reserve Bank. It w:Lll, therefore, 

be necessary to withdraw paragraph 5 of the l~on-Banking 

Financial Companies (Reserve Bank) Dire ctioJ::s, 1966 and 

extend Rule 4 of the Companies (Acceptance of Deposits) 

Rules, 1975 to NBFCs. Sinre, however, our recornmendntions 

in regard to advertisements by NBFCs contain certain minor 

variati ons from the provisi ons in Rule 4 ~bid, the question 

of prescribing a separate rule under section 58A(2)(b) of 

the Companies Act for regulating the is sue of advertisements 

by NBFCs may be considered. 

5.45 It is not, however, clear to us why in the case 

of NBFCs, the power to regulate advertisements issued by them 

rns been reserved by the Cent:rn~ Government, while in other 

respects, the Reserve Bank ~s the competent 8.uthority for 

regulating the deposit-acceptance activities of such 

companies. If the ihtenti on is to ensure uniformity in the 

matte~ of regulation of advertisements soliciting deposits 

issued by ?J..I types of NBCs, this could have been achieved 

by making identical provisions in the Compnnies (Acceptance 

of Deposits) Rules, 1975 and the relative directions by 

mutual consultations. In fact, we have stressed elsewhere 

the need to ensure close co-ordination between the Department 

of Company Affairs and the Reserve Bank in regulating the 

deposit-acceptance activities of non-banking non-financial 

and non-banking financial companies respectively. We, 

there fore, re commend tha t the words "except the provisi ons 

relating to advertisement contained in Claus6 (b) of sub­

section (2)" .:..C'CUrringin Clause (b) of section 58A(?) of 

the Comp?"nies Act, 1956 may be d ole ted so thr'.t the Reserve 

Bank shall h"l,ve '!')owerfl to re gulr>te tho activities of IffiFCs 

i~cluding the issue of ~dvertiscments by them under the 

relative provisions of the Reserve B81lk of India Act, 1934. 



113 

SECURED DEPOSITS 

For the reasons given in pp~ragraph 4.3't, -;vC 

recommend that, by suitably ar,lCnding the diroctions, the 

facility pres(;ntl:y aV'ali.lable to NBFCs of receiving 'secured' 

deposits without any restriction should 1):3 t ot3.11y 

withdrawn. Companies which have D.lready raised such 

deposits may be allowed n period of three ye8.r~:3 from the 

date of coming into operation of the aI!lcndmer ... t, for repayment 

of such deposits and/or regul3.risation of the position in 

any other manner. 

RISK ASSETS TO BE HELD BY NBFCs 

5.47 We do not feel that it is nE:cessary to lc:.y dO\lTn a 

norm prescribing the extent to \'lhich risk assets lLay be 

held by NBFCs. The liquidity ratio as also the lioi t on 

borrowings by way of deposits recommended by us would act 

as an automatic constraint on the extent to which risk 

assets may be held by th6o. 

LOANS AND ADVANCES TO DIRECTORS, ETC. 

5.48 As mentioned earlier, one of thE: features observed 

in the case of several NBFCs,especially priv"lte linitcd 

companies, was that loans and advances h&d bC0n granted 

to directors and firms in which they W0re interested as 

partners, mrulagers, etc. This is not n desirable feature. 

We, therefore, recornnend that no NBFC shall -

(a) enter into any commitment for granting any loan 

or advance to or on behalf of -

(i) any of its dirE:ctors; or 

(fi) any firm in which any of its directors is 
interested as partner, manager, employee or 
guarantor; or 
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[ny COL.t'"">l'lY ':-:lot hp-j -,,_ . .., 8,;'1-.'0:·- :i1~1··-. - -.• _-, 
.6 \ .. _ •• \.,,-I..J~'_ •. • _:, ... (.~ • 

cornpan;y- r(jgJ :Jtered unu",- "';ction ;~5 oj:'- th~. 
Coopanl.es Act, \')';6 vr a Govelnr.ient C·Or.1l';J.r.y)' 
of which 'any of the directors o£ vIa; .'.' 

financial com.pany is a director, Q8.Il3ger, 
e·mplcyee or guarantor or in wbich he h(~:lds 
a ·subst811ti3.1· interest; or 

(iv) any individual in reerpeot of ""'hem ~ny c'f 
its dir€ctors is 3. pl:trtncr or gu~rantcr; 01' 

(b) gl'ant any loans cr ndvances on ,the security of its 

own shares. 

N'BFCs which have allcwed any of the [:_bCVG types of 

facilities may, however, be allowed c. pe:;ri.od of one y:...:"_'" 

for recovery of such outst~l.nding lQ3Ils or for r8G-.ilar~_sinb 

the position in any other manner. 

5.49 

DISTINCTION TO BE I,LADE DETvlEEN PUBLIC AND 
PRIVATE CO!vlPANIES FOR THE PURPOSE OF PERIOD 

OF DEPOSITS AND CEILINGS 

One of the terns of reference r8quircs us to 

exaoine and recoIll!-n.end l>Thether any distinction shc..uld b0 

made between a public and priv'1tc lioit.::d cOI!lpany for tho 

purpose of determining the extent to which LU1d the periods 

fer ~{hich NBCs f.2":!.Y bcrrc'\'l by wrj,Y of dGposi ts. We art: not 

in favour of making any dist'inctiol1 between private and 

public limited companies. whether nen-fin<3.ncial or fi.nanrdr-ll, 

in regard to the period of deposits. Under the Gxist~ng 

directions, any money rec&ived by a privatt; COL'1pany fron 

its shareholders is exempt from the purview of the term 

'd(;posi t' provided that the person from '\'lhom the noncy is 

recE'·ived furnishes to the company a declaration in ,'lri ting 

that the noncy has not becn given by such person out of 

funds acquired by hiI:l by borrowing or accepting dc;;posits 

from another person. We have already reccr:lfJended (sGe 

paragraph 5.33) that deposits of shareholders of private 

financial companies deenod to be public by virtue of 

section 43A of the Companies Act, 1956 shculd be siven 

the same tre2.trJent as those of other privC'..te conpanics. 
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ACT 3.: VI 'rIES CARRIED ON THROUGH SUBSIDIARIES 

5.50 Another tern of reference requires us to make 

recommendations regr-.rdingthe extent to which any of the 

activities carried Oyl by l'J""BCs ~hr(j llgh th~ir subsidiaries 

can or should "be controlled. If a finar Lal company has a 

subsidiar~T cf:lrrving on business different from that of the 

parent company, this ~y mean locking up of funds of the 

fimn cial comp:tny ['.!ld _nay prove to be harmful to the interests 

of the depositors of the pc'J.rent company. Also, financial 

business by its very nature is of a specialised type. For 

these reasons and following the principle laid down in 

section 19 of the B2nking Regulation Act, 1949, we are of 

the view that no NBFC other th-m an invest!!le!li..tr, . ...,t··.,:t 

company but incl uding a nidh1 should be allowed to fom a 

subsidiary company except for the purpose of carrying on 

the same line of business as thE'. t of the holding 

OOI!l.pr.:ny. Furth8r, no NEFC shG)uld ~€C!.J;.1:ow0"d to ct<::r'.l, 

dire ctl ~ or indirectly, in bu:"ng or selling of goode: except 

in connection vi. th th,; I'E.alisa tion of security given to or 

held by it. An exception may, however, be made in the case 
fLlallC8 ~"r J......t. , . ...1A ... cw .... +"., 

of hire-purcnnG8Lcompanies vmicht. ae lr8 ~ ~ 

trade in goods in which they also cieal on hire-purchase basis. 

5.51 We h.'1 ve excluded inve stment comp!Ulies (8..:-holding 

company is also classified as an investment company for the 

purpose of the directions) from the rcstrit;ttnnR euul;uHllI1al.o.l 

allove, in vib-N of the provisions contained in sectiC'n 372 of 

the Compnnies Act, 1956. This section provides that the 

Board of Directors of a company shall be entitled to invest 

in any shares or debentures of another body corporate up to 
the 

10 per cent of the subscribed capital ofLlnttcr, provided 

that -
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(~.) the aggregate of such investments made in all other 

bodies corporate shall not exceed 30 per cent of the 

subscribeJ capital of the investing company; and 

(ii) the aggregate of such investments made in all other 

bodi0s corp ora te in the same group as the investing 

company shall not exce ed 20 per cent of th~ subscribed 

Cdj,ii-:';cll u':' til e i:nve sting co mpany. 
G'.t (i \ 

The limit of 30 ptr cent referred toLabove is not, however, 

applicable to an investment company. Also, the restrictions 

laid down in section 372 j.blg are not applicable to invest­

ments by a holding company in its subsidiary. The present 

posit i on I!1?.y conti nue • 

DEALERSHIP DEPOSITS 

5.52. Among the NBFCs, dealership deposits are taken only 

by hire-purchase finance companies. In paragraphs 4.29 to 

4.31, WC' have explained in detail vlny, in our view the 

exemption granted in respect of security/dealership deposits 

una. or tl~e Corrpp,:.ic S (.~ cceptan(;~ of Deposits) Rules, .... J75 may 

continue. The same reasons hold good in regard to security/ 

dealership deposits accepted by hire-purchase finance 

c')mpanie s. Vie, there fore, re commend that the exemption 

in respect of such depo~its available to NBFCs under the 

directions may also continue. 

EXEMPTIOK OF CONVERTIBLE DEBENTURES/ 
BONDS FROM THE PURVIEW OF 'rIlE TERM 

'DEPOSIT' 

5.53 The exempted categories of deposits specified 

in clause (f) of paragraph 2(1) of the Non-Banking 

Financial Companies (Reserve Bank) Directions, 1966 do not 

incl ude moneys raised by is sue of co nverti ble debentures/ 

bonds end such moneys come within the purvi ew of the 

ceiling of 15 per cent of the n~t owned funds of a company 
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referred to in sub-clause (i) of clause (d) of paragraph 

3(1) ibid as 8mended on Jnnuary 27, 1975. For the reasons 

d staile d in pe.ragrapbs 4.321 to 4.34. which also hold good in 

the car,:; of NBFCs, W8 recommt~, that non.eys raised b~ issue of 

conY~ r-ti b::'e deber- t1D:'8S /bonds may be exempted from the purvi ew 

of thE term 'd.E'pc. ::i.t' under the above directions. 

5.54 

:::;NA C:r~rGl:? OF PRO VISIO 1\'18 ON THE LINES OF 
C.m:rAIN ;3bCTIONS OF THE BANKI~jG REGULATION 

ACT, 1949 

As stated earl ier, most of th E: financial companies 

~re para ba~king institutions which accept deposits for the 

purp os c of lendi ng a"1d / or investment. As such, the acti vi ti es 

of th cae comfanies in regard to deposi ts, lo::'...ns and 
E:tc. , 

n1vances.,Lshould be re gulat ed broadly on the lines of the 

provisions cont~ined in the B?~king Regulation Act, 1949. 

Vl1lilt:.: making O:lr r€ cornrnendati ons in regard to cap i tal funds, 

mainte~nnce of liquid assets, advances to directors, 

declaration of dividends, etc., we have kept the relevant 

provisiuns of the ~hOV8 Act L~ view. \7-: .-:.:-e fu~ther Jf the 
thE, 

opinion tha t ~;-~()r.!. effe cti ve re gulati on of th e acti viti es of 

fil'Encial cornpan"Les, the Reserve Bank should be vested with 

powers on the lines of the follmving sections of the Banking 

Regulftion Act: 

(i) Section 21: Powers of the Reserve Bank to control 

advances b3T banking companies 

(ii) Section 23: Restrictions on the opening of new 

offi ces and trans fer of existing places of business 

(1ii) Section 27(2): Power to call for returns and other 

inforIlBti on 

(iv) Section 28: Power to publish information 

(v) Section 35A: Power of th,e Reserve Bank to give 

dire ctions urn er certain circumstances such as preventing 
b""'..11king 

the affairs of a /company being conducted in a manner 



118 

detrimental to the interests of the depositurs or in a 

oanner prejuclici£l to the interests of the coopany, or to 

secure the prupGr m~nagemGnt of any banking company 

cenere=.lY· 

(vi) Section 35B; Powers regarQing appointment and 

l"'couneration cf the Chief EX6cuti \Te Ofi .... cer; 

(vii) 0.J.o-cu-.::tiuH ~1) of section 36 excluding clau3e (c) 

thereof nn:1 sub-s.::ction (3) ibid: Further powers and 

functions of thl:: Reservo Dank. These include, inter alia, 

power to -

a) cauticm or prohibit banking compEmies generally 

or any banking company in particular again~t 

entering into any particular transaction or 

closs of transactions and generally give any 

p..dvicG to any banking company; 

(b) 8.ssist the companies conc...:Tned. as l.lJ.t.v ... •· __ ·'.;..,.".~r 

or otherwise in proposals for amalgamation of 

S'J.ch c oL1p'::l.ni GS ; 

(c) :"'(,'ll'j_-~":'" br-mkinc company to C~}l, .~. mee' ... ng of 

its ~ircctors for the purpose of considering any 

natter or require an officer of the company to 

~iscuss any such matter with an officer of the 

'!:{esorvc Bank; 

(d) .:l.cputu one or more officers to watch the 

procccd~gs at any meeting of the Board of 

Direotors of the banking company or ofmany 

committee constituteu by it; 

(e) appoint one or Dore of its of fi (~(:;"'A +u e>bserve 

the manner in which the nffairs of the oompany 

or of its offices are being conducted; and 

(f) require the compe:.ny to make, within such time 

as m[~y be spc;cified in the orC,cr, such changes 

in the w?"nftgemEmt as the Reserve Bank may 
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(v:2.ii) S ecti0n :58: Powers to crp proa ch til.8 High Cc,urt for 

(Or.1pulsory w:i.:lding up of a b2.nkil'"'..g cOIDlJany. 

TL13 grr)unds for ['~.p pron chiy ... g the High Court· 

fo!' th:..' cQrrplJ.Lsory "". nding '.lr of r:t rffiFC r 

"j i"; :.ll or· c"ny. one: of the fo 110v.1. r:g, vi z. 

(2,) tnat 'the company is uIJ,oY;,:,le to 'Pay t~~esums 

pay such sur..s only b:r ° bt c:':'ning aidl tio p3.1 d eposi}s 

or by defnulting in its obli{:'~ti.cn.3 to its othe!" 

cre di to r!J; or 

e b) 'thqt the .val uc~ :-of tl:.e CO?lpr.my 1 EJ as sets 

(excluding intangible assets) is ::'''';.)S than the 

amount of its liabilities i or 

(c) that the' company hc-:.s persistently defaulted 

in co nplying with any pI'ovisj_ on of the; Reserve 

Bar~k of India .h.ct, 1934 .and lor the direc-r,j.ons 

annual Ft.ccounts, filing of statutory :r-eturns or has 

co r7'l it +, '.6 ~c Y',~ 1"8. ven .;:'- on 0 f 

the directions; or 

"d) t~'lat thecompary has beCl'l prohibited from 

accepting further d ep cBi t s in terms of ~:rl.lb-s ectior ... 

(4) of SE;ct~ on 45K of the Recerva BaL'l£ 0f. :LnCia 

Act j 1934; C'r-

e 8) tr...at, in the opinion of the Reserve Be.nk, thE:-

continuance of the company is detri!Ilental to the' 

interests of its, depositoT's. 

(ix) Section 44A: Procedure for amalgama.tio:a o~ banking 

companies. Sinc~2~f the objectives of having better 

dontrol OVL·r NBFCs i :1:"s .". to, 'strengthen their financial 

posi ti on, vin. bili ty, et c. , it may be CCr'le ne cessary to bring 

about arrn1 gcrn2-ci on of. cornpnn'i(;s on 3. voluntary basis in 

suitablE:; cases. For this purpose, n self-contained procedure 
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for amalgam.tion of NBFCs; o.n tll(Jl:i.ne.~ of lio'cticjn ~:4A may 

be pr-:> vid ec. fer. 

5.55 

~'D-BMISSION OF'jro;TURI~'S lul\ffi THEIR 
PERI. )ICITY 

For the purpose of veri~ying h' far 
N"BFC-s eom~ly wi th the vari O'l.\S provisi ons of +.he new 

regulatory mer:su=(;s "that oould be foi'rnul~to,d in the lig·ht 

cf our recomm,:;na.a:Lions, it might be ne.cessa.~ to p:-Gscribe 

suitable forrr..s of returns tn be submitted QY them. 

!F'u:rther~ tho periodfci ty ~ocr; ~J;rt; ~:ubm1issiom.of '. . f 

s')n-.e cf the returns will also have ~o be. :made more f.r~aquent. 

Dapending upon which of the re commendat~ol1S m~de by us are 

E"ecuplA.ble to the Reserve Bank, it may prescribe the n~ce~.sary 

f'J:rJ1'ls for su bmissi on of the requisite stR.t;lstical data I3lld 

other informatioYl at specified intervals for watch:l~ 

co mpliance wi -4:;:1. the vari ous provisions. 

ENACTI'1E:JT OF SEP1:..Rl .. TE LZGISLATION 

5.56 It will be seen from the foregoing that ~e have 

ma.de a number of recor.lIllenda tions for tit;.-_tening up of the 

opcratioml aSPQc'cs ('If the ·working of NBFC;:t. 'L1". view of the 

substantive rtC u.re of the recomnendations and also tile fact 

that the deposit-acceptanc.e acti viti.es of non-financial 

companies are no longer under the control o:f the Reserve. 

Ba..'1.k, we feel that it would be desirabl-e to enact separate· 

c.JI7J.preh<"msive legislation in the place of Chapter lIIE of 

tl1.e Res €rV'e Bank of lnd 1a Act, 1934 for gt ving eife ct to the 

recommendations. Pending enactmen'ti of such legislation, the 

existing provisi ons of Chapter lIlB ibid may b~ invoked for 

issuing dire ctjons in resper.t of such of the recommendations 

afl could be impler'icmted without waiting for the enactment of 
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Group does not consider it necess8.ry to make :=my 

recomnendations at this stage for ur:J.ending the provisiClns 

of Chapter lIlB of the Reserve Dank of India Act J tB 34,0 

LT'lE~JI)MEI':'rS TO TH_ DIRECTICNS ISSUED TO _ -,FCs 

5.57 Apc:.rt j:'l'cm the amendments which may have to be made 

to the Non-Banking ]j'inancia~ C{)lnpanies (Re,s.:erllt!t Ban.kJ 
Directions, 1966 ;.n the light of our re(!omrnfmLli.lt ions. we 

feel th~.t c6!"tain further amendments would alsd be 

necessary. Thes~ are detailed below:. 

(i) The intontion in making th6 provision as in the 

Explanation to paragraph 4 of the directions for deducting 

the balance of carried furward loss, if any, as appearing 

ill the balF'.nce shE",et of a compqny from it s paid-up capital 

8.nd fr8G reserves is te· ensure that only i Top: l1t':t owned funds 

arc taken intc account for the purpose of working out the 

ceilings f'.vailable to N13FC in regard tc t,hc quantum of 

depcsits which it may accept. It is observed that 

companies sosctim':)s carry in their books other intangible 

assets such as gocdwill and defbrrGd r0V~D~e ej~enditure. 
to 

It would be ~~r8a:istic notLtake these 'ictitious assets 

also into c.ccQunt for the purpose of. arriving at the not 

owned f'un~ls cf 8. company 0 .Hence, the words 'go·c:.will 

deferred revenue expenGiture and other intangihle assets' 

may be ir:scrted after the words 'accumulatert balance of 

loss' occurring in the Explanation to paragraph 4 of the 
• 

directions. This ~.u::1endrnent would ~.lso b-ring the provision 

in the directions on par with Explanaticn 2 to Rul8 3 of 

the: Cotlp8.nies (AcCcr:JtCLnce of Deposits) liulos, 1975; 

(ii)(e.) \lith a view to ensuring that the provisions 

relatine; to thG preoature repaym0nt of d<p osi,ts rr::;~ 
~ with the directives* issued by the Roserve Bank 

to cOI:lnerci::>.l banks, clA.uSO (a) of parngr?.ph 9 of the 
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directi()n~ may be amended to pr.oVide that in'-t'es~'C1i,"ofanY 

depo'sit which is repaidbe-f~~e the date on:whfcli~'ilis due:, 
"'-"',f," / .. ' 

for repaymeT't 'hut ,oI:l"pr a:fw.z;.. the expiz:-y of B:L~' m.pn:Vhs, .. ::t'ro'!:rl 

the da 'oe of rece-'opt· o"(such',-:':::posi t " the rate bf"i~-' : ,*(t~'t-> 

payahl~, b;v: NB:pr; en IB~ch d~posit •. shall. " be· 2 . 
• .i • .1 ; • ,. ,I 

pe.~. C\l:~ 10w€~ t:~.~~ .tb~~'i~,,~'~,i~~i ~a,te for th~:J:r:.r~~a.~~.~~~ 
to, the c'" : .Lc·"j.Jd year .:f.o~ w~Ch.:t~e ~ePQ~~l:ia.e, ~,~ f~:: ~'t' 

abO\:t 10 r ~. For e'X~tl~, if a ·tJ!ee-ye~;,rp~f,il'~i~" 
pr\~m=J.turely israid at t~~: end of 14'~onth·slfh;:.:::~te.",'f 
in terest paY'B~~f! '\o?i'll'be. ,;the rate,apPlfcab;e foi~.( on~~1~~,r~ 

, , ' , "\ ' ·1 
deposit less 2 ,er cent; lif such depo:;Sit ~i~s·rep~L~d. ~,t.;~he~ 

.' . ~. :" •. ' It . ;/":'" ,~,.I "':. 
end of 18 mo~ths, ;the rate of interest pay,:,ble;....ti1Jt b~fasij 

for a two';;'year··dep.osit lees ~ per cent. 

(b) Clause (b) of pai-agraph 9 of the d'ire·ctd:icm.s 

prov,ides that in respecl; OI ~ny deposit which is !~~i)~j]d 

",vi thin periods 'r~nging betwEfen fourteen d~ys;' :In.d s~~ 'm;onths 

from the date' of r(~ceipt, there shall be paj.d ;in~,e~e~t: not 
. . 

exceeding the rates specified thcre:i;.n. :Un Iterms:' otathe 
thereto, , 

proviso Lnothing c(Jntained in pE.._ae;:..-:..l.' •. f;J ',.'Hi::I...Ir..L., al1l'ly 1w'ht:~ 

the terms and 'cond.itions governing the 'epbsi t· prov:ltJie, 'for 

earlier repayment of the depo~it ~t the.' optio~ of' th~ 

financial company and the deposit is paid{ea~lier pursuant 

to such optiorh SincD the intention und~ilyingt clause (a) 
paragraph 9 

of Libid of ensuring tha:t financial :,companie.s d.o Ifctt' 

accept deposits for periods less than Sixmpn:1ihs would be 

negatived by the provision in .clause (b)i and enable 

companies to convert time deposits intoehort~te:rm/'demand 

deposi ts (the acceptance of, which is i·the legitimate 

function of banks), it is suggested that clause (b) of 

paragraph as also the proviso thereto' ma:y be 

deleted. 
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CONVERSION OF CERTAIN TYEEB OF 
FINANCIIlL CONPANIES INTO BLliKS 

Loan companies and nidhis are t incil1icnt I banm 

and there is hardly any distinction in their methods of 

operation and those of cOllilercial banks, In fact, c~y of 

the loan coopanies ''lere fUllctioning as :-~'.nks till a couple 

of decadc.s ago. However, with the cnact~~nt of the Banking 

Regulation Act in 19~·9, these ccn:.panies found i t difficult 

to comply with the restrictions imposed upon them and/or 

were refused licence to carryon banking business and 

consequently converted themselves into rIDCs. With the 

pl'crpoeed enactcent of comprehensive legislation to regulate 

the working of NBFCs, their functioning 1-Tould, in due course. 

come on par with that of banks. In that eventuality, such 

of the companies as are in a position to comply with the 

requirements laid down by the Reserve Bank should be enabled 

to convert themselves into full-fledged commercial banks. 

Such a step would ensure strengthening of the financial 

syst em of the country. 1.[8, ther·:fore, Sugg8St that sui t3.ble 

pruvisions should be rn~de in the proposed leGislation to 

enable the abovo types of companies to convert themselves 

into commercial or co-operative banks subject to such 

conditions as the Res8rvo Bank may impose. 

5.59 

AUTHORITY FOR ADMINISTERING THE 
DIRECTIONS/PROPOSED LEGISLATION 

Another question which needs to be considered is 

whether the various proviSions of the directions or of the 

comprehensive legislation regulating the working of NBFCs, 

when enacted, should be adninist~red by the Roserve Dank or 

whether a separate authority should be constituted for the 

purpose. According to our recoInIrienc1at ions, th0 werking of 

NDFCs is proposed to be reGulated by making suitRble 
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provisions on the lines of those contained in the 

Banking Regulation Act, 1949 which is being administered 

by the Reserve Bank. During tha course of the enforcenent 

of that Act, the Rc·sc.;rv8 Bank bas built up consiCerable 

expertise in the !!latter of regulation of the nctivities 

of banking companies. Moreover, NBFCs accepting deposits 

are, by and large, counterparts of banks in tho non-banking 

sector and their activities will, in the ligll"~ of our 

recommendations, have to be regulated broadly in the 

same mnne r as thos e of ban king co mpanies. The mni n 

obje cti ves of regulating the working of NBFCs are to ensure 

that their activities are in tune with the monetary and 

credit policy laid down by the Reserve Bank and also to 

afford a degree of protection to the depositors' funds. Since 

the Reserve Bank is already discharging these functions in 

regard to commer cial and co-operative banks, we are of the 

vie w that the ap pro pria t e auth ori ty fo r regula ti ng the 

activities of NBFCs should also be the Reserve Bru1k. The 

administrative arrangements which will have tu be ~'"1de for 

implementing our recommendations have beon outlined in 

6hapter 7. 
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CE..li.PTER 6 

MISCELLANEOUS NON-BAFKING 
COii1P'ANIES 

PTTRODUCTION 

6.1 Miscellaneous non-banking companies covered by the 

Miscellaneous Non-Banking Companies (Reserve Bank) 

Directions. 1973 are of two types,viz.,-

(a) those conducting prizG chits, benefit/savings 

schemes, lucky draws, etc; the mgdus operandi of the types 

of schemes conducted by these companies has been set out 

in a subsequent paragraph; and 

(b) those conducting conventional or customary chit funds 

whereunder the foremen companies enter into agreements with 

a specified number of sUDscribers that everyone of them 

shall subscribe a certain sum in instalments over a definite 

period and that everyone of such subscriber shall in his 

tU'rn, as determined by lot 01,btuction or by tender or in 

such other manner as may be provided for in the agreements, 

be entitled to the "prize amount". This prize amount is 

arrived at by deduction from out of tho total qmount 

subscribed at each instalment by all subscribers, (i) the 

commission charged by the company or sGrvice chp:.rges as 3. 

promoter ora foreman or an agent and (ii) discount, i. e., any 

sum which a subscriber agrees to forgo, from out of the total 

subscriptions of each instalwent in consideratiop of tho 

balance being paid to him. The saving and credit aspects 

of chit funds have been discussed later. 

GENESIS OF THE MISCELLANEOUS NON­
BANKING CmJIPlu~IES (RESBRVE Bl-.NK) 

DIRECTIOr'i S, 1973 

6.2 Prior to the amendment of the Non-Banking Financial 

COMpanies (ReservG Bank) Directions, 1966 in November 1972 

and August 1973 respectively, companies conducting prize 



126 

chits/benefit schemes as also those conducting conventional 

chits used to be classified for the purpose of the said 

directions either as chit fund or loan or mutual benefit 

financial or miscellaneous financial companies as the case 

may be, having regard to the pattern of their assets and 

the nature of income derived by them. Subscriptions 

received by conventional chit fund companies under the 

schemes conducted by th em as also deposits accepted by 

mutual benefit financial companies did not come within the 

purview of the directions and were thus not subject to any 

ceiling restrictions. It was observed that several 

companies conducting prize chits, benefit or savings 

sche~es or lucky draws claimed themselves to be either 

mutual benefit financial companies (by enrolling subscribers 

as 'associate' members under the directions as they stood 

prior to January 1, 1973) or as chit fund companies and thus 

contended that the subscript~ons collected by them were not 

'deposits' as defined in the directions and hence not 

subject to any ceiling restrictions. ~1fith a vim'l to putting 

the matter beyond doubt ant since it was observed that this 

type of companies had not been adequately covered by the 

directions issued to financial companies, the Reserve Bank 

issued on August 23, 1973 a new s~t of directions known as 

the Miscellaneous Non-Banking Companies (Reserve Bank) 

Directions, 1973 which came into force from September 1, 

1973. These directions, as st2ted e2rlier, are applicable 

to companies conducting what are cOQIDonly known as prize 

chit schemes/benefit or savings schemes or lucky draws and 

also to thoso conducting conventional type of chits or 

those conducting any other form of chits/kuris which are 

differ8nt from those referred to above or engaged in or 

executing any other business similar to the types of 

busintss mentioned above. 
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MODUS OPERANDI OF PRIZE CHITS/ 
BENEFIT OR SAVINGS SCHEMES OR 

LUCKY DRAWS 

6.3 Co~panies conducting the nbove types of schc~es are 

cooparatively of a recent origin and of late, thc~e has been 

a Dushrooa growth of such conpanies which are doinG brisk 

business in several parts of the country, especially in big 

cities like Ahnedabad, Bangalore, Bonbay, Calcutta and Delhi. 

They have also established branches in various States. 

These conpnnies float scheoes for collecting Doney froD the 

public and the ~odus operandi of such scheoes is generally 

as described below: 

The oonpany acts as the forenan or proDoter and 
.. l~ J~ 4'-. 

collects 5ubscript.ions. in -one L Donthly 

instalments spread over a specified period froE! the 

subscribers to the schenes. Periodically, the nunbers 

allotted to me~bers holding the tickets or units are put to 

a draw and the Do~ber holding tho lucky ticket gets the 

prize either in cash or in tb.G forn of an article of utility, 

such as a no~or aar, scooter, etc. Once a person gets the 

prize, he is very often not required to ~ay further 

instaloents and his naBe is deleted froD further draws. 

The schemes usually provide Ior tho return of subscriptions 

paid by the members with or without an additional SUI] by 

way of bonus or }premium at the end of the stipulated 

peri·od in case they do not get any prize. The principal 

iteos of incone of these conpanies are interest earned on 

loan·s given to the subscribers against the security of the 

subs·criptions paid or on an uns ecured bas~s as also loaJ'ls 

to other parties, service charges and me~bership fees 

collected from the subscribers at the tioe of adDission to 

the oembership of the scheoes. The oajo~ heads of 

expenditure are prizes given in accordance with the rules 

and regulations of the schemes, advertise8ents and publicity 
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expenses and reL1uneration and other perquisites to the 

directors. 

6.4 It oay,at this stag€,bc useful to exaoine the 

financial inplications of the scheoes conducted by prize 

chit companies. One typical schenc* is·as follows: 

There are 10,000 menbers each contributing ~ 15 per 

mensem for a period of 25 r.J.onths. The schOJ:!lO is of a 

duration of 70 nonths during which period the cOIJpany will 

disburse prizes totalling ~ 3.80 lakhs to the lucky prizo 

winners at tho periodical draws. After 70 months, all tho 

members will get back their subscriptions of ~ 375 each 

cUDulatively anounting to ~ 37.5 lakhs. The tablo given 

below shows thc details regarding the generation of int~rest 

on the monthly collections: 

TABLE 6.1 - GENERATION OF INTEREST 
IN 11. BENEFI T SCHEl\m 

LASTING FOR 70 MONTHS 

Instalnent Period for Collection Sir:ple Cuoul3.tive 
No. calculation fron 10000 int~rest bal3.l1.ce with 

of interest L1€I:lbers earned thcpror.lOt or 
(nontbs) (lls lakhs) during thc excluding 

tho schene int8rcst 
@ 12% p.a. 
(Rs lakhs) 

(Rs lakbs) 

~fJ ~2) ~3) ~4) (5 J 

1 69 1 .5 1.04 1 .5 

2 68 1 .5 1.02 3.0 

3 67 1 .5 1 .01 4.5 

4 66 1 .5 0.99 6.0 

5 65 1 .5 0.98 7.5 

6 64 1 .5 0.96 9.0 

7 63 1 .5 0.94 10.5 

8 .62 1 .5 0.93 12.0 

9 61 1 .5 0.92 13.5 

* Source: Paper entitled 'Chit Funds and Lottery Chit 
Schemes: Relovance ~nd Scope' presentod by 
Dr. C.P.S. Nayar at th8 scninar on Chit Funds and 
Finance Companies/CnrporQtions hel~ in Madras in 
OCl,ober 1974 under "the auspices of the Institute 
for Financial Managencnt n.nd Research. 
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11 

12 

13 

14 

1 5 

16 

17 

18 

19 

20 

21 

22 

23 

24 

25 

(2 ) 

60 

59 

57 

54 

53 

52 

51 

50 

49 

.f8 

47 

46· 

45 
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1.5 

1.5 

1.5 

1 .5 

1.5 

1 .5 

1.5 

1 .5 

1 ~-. ; 

( 4) 

0.90 

0.88 

0.87 

0.:36 

0.84 

0.82 

0.81 

0.80 

0.78 

0.76 

0.75 

0.74 

0.72 

0.70 

0.69 

0.68 

15.0 

16.5 

18.0 

19.5 

21.0 

22.5 

24.0 

25.5 

27.0 

28.5 

30.0 

31.5 

33.0 

34.5 

36.0 

::57.5 

During thE;: course of the schJ'J8, "':;hcproLotor conpany is 

thus able to collect ~ 21.39 la.khs by W;P..y of intereGt r:.t an 

assumed ainple rate of 12 por cent per annuo on the Donthly 

balances left with it. After disb~sing prizes worth 

~ 3.80 lakhs, it will be left with a surplus of 

Rs 17.59 lakhs. 

6.5 The above eXA.J:1ple if3 based on the as sunption th2. t tho 

schene is fully subscribed and all Denbcrs continue to pay 

their sUbscriptions for the entire period of" "25 months. 

Even if the cocp:my offers sone anount by W2.y of bonus or 

preoiuD to the subscribers at the tine of refund of their 

subscriptions -and allowing for reasonable eX:Jcnditure on 

publicity, corJr.lission to agents, etc., a sizeable 
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balance will still be left with the conp~ny. This is 

exclusive of the anounts which the compcmy niGht be 

collecting by way of meobership fees and s~rvicG charges 

fron the subscribers and also of the ruJounts which it 

might be appropriatin6 in respect of the subscriptions on 

forfeited tickets:ax1x: on which there will be no future 

liabil~ty for refund to the Denbors at the end of the 

schene. It will thus be obvious fron the foregoing that 

such schemes confer monetary benefit only on a few nembers 

and on the pronoter companies. 

WEAKNESSES OF PRIZE CHIT COMPliliIES 

6.6 Mdst of these institutions are private limited 

companies with a very low capital base anounting to a few 

thousand rupees, contributed by the proDotors/directors or 

their close relatives. A study conducted by the Reserve 

Bank of 71 prize chit companies whcJsc balance sheets (the-ugh 

of different dates) were available, revealed that as against 

their agGregate paid-up capital and reserves anounting to 

~ 41.9 lakhs, the balance of tho carried ferward less 

amounted to ~ 90.8 lakhs. Tho subscriptions cGllected by 

these companies for the various schemes ~Gnducted by thcn 

aggregated ~ 1647.2 lakhs. It would thus be seen that not 

only the paid-up capital and reserves had been completely 

wiped off but also the. subscriptions agbregating Rs 48.9 

lakhs had been eroded. The coopanies thus had absolutely 

nc stake of their own in the business and were solely 

dependent on public funds. This was nainly due to the 

high expenditure incurred by the conpanies on advertiseocnts 

and conoission paid to the agents. Tho insp8ctiln of a 

few cOI:1panies ccnducting prize chit/benefit schemes,carriod 

out by the Reserve Bank revealed, inter ~, tho 

following features: 

, advanced sizeable a,moWlte"":J ts 
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to the directors er their relatives or firns in which they 

were interested as partners, directors or as cocmission 

agents and there were practically no repayments of 

the loans; 

(b) the books of account had not been oaintained 

satisfactorily; 

(c) close relatives of the directors had teen cnployed 

in the companies as DeDbers of the st~ff or as aGents on 

high salaries; 

(d) in one case, it was observed that a scheDe announced 

by a cOIJpany in which collections had been nade was withdrawn 

subsequently without notice to the subscribers and no refunds 

of the subscriptions already received had been nade to the 

subscribers. Prize mon~s. had not boen paid to all the 

subscribers who had won the prizos; and 

(e) subscriptions were shol-ffi to have been refunded in 

the books of account of a company but doubts hav0 been 

expressed by the Inspectinb Officor about the genuineness 

of the paynents in vin·! of certain attendant circUIJstances. 

There ha.ve aloo been a.l1egatinns tho.t some companies 

had resorted to certain nalpractices in drawing the names 

of prize winners. 

NATURE OF THE SUBSCRIPTIONS RECEIVED 
IN PRIZE CHIT/BENEFIT SCHEMES JiliD 

FUTURE OF SUCH SCHEMES 

6.7 Subscriptions accepted in the various types of prize 

chit schemes are 'deposits' under the Miscollaneous 

Non-Banking Companies (Rese~Te Bank) Directions, 1973 and 

are consequently subject to the coilinG restrictions 

prescribed in paraGraph 4 of the directions. Since nost 

of the cOIJpanies hav€ exceeded the coiling on account of 

carried forward balances of accur:1Ulat cd 1::. ss, they arc not 

in a position to accept further subscriptions. Seno of 
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the coopani es are stated to have contended: that "subscriptions 

received in their schemes are not 'dEposits' as defined in 

the directions. Apart froo the question whether or not 

this contention is tenable, it nay be pointe:"':. out thnt a 

new definition of the tero 'deposit' has been inserted as 

clause (bb) in section 451 of the Res8rve Bank of India 

Act ,1934 by the Reserve Bank of India (ADcndr;18nt ) Act, 

1974. The tero 'deposit' as now defined. includes "and shall 

be deeDed to have always included, any Doney received by a 

non-banking institution by way of deposit, or loan or in any 

other forn,but shall not include aDounts raised by way of 

share capital or contributod as cnpital' by partne'rs 

of a firm". 

6.8 It nay be mentioned that the Bnnking COnflission 

}J.asl"..po'inted out (see pa;ra.grap.lit"tt7,.44} that the runninG of 

prize chits amounts to commission of an offence of running 

a lottery under section 294A of the Indian Penal Code; 

however, the police regard this as a civil transaction and 

the offence reoains ':'.. non-cognizable ono. Tho Ccuoission 

has further'observedthnt ,as tho law prohibits running of 

prize chits, what could be considered is only the adequacy 

of the oachinery for effective enforcenerit of the legal bar 

against prizo chits and that this is necessary in the public 

interest and in the interest ·of those who participate in tho 

prize chit schenos. As prize chits are conducted on a 

fairly large scale, the COIJI:lission has recOl:mended that 

appropriate leGislative measures should be taken in 

respect of them and also that tho offonce under section 294A 

ibid should be oade a cognizable ono. 

6.9 Besides section 294A of the Indinn PennI Code, SODe 

States have enacted or are conteoplating to enact 

legislationsof their own for dealinG with lotteries and 

scheces of the type under consideration. For exaople, the 

Bocbay Lotteries (Control and Tax) aIle: Prize Conpetition 
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(Tax) Act, 1958 enacted in the erstwhile Boobay State, 

which, inter alia, ~peals section 294A of the Indian Penal 

Code,.(in its application to Maharashtra and Gujarat States) is 

presently in force in the States of Maharashtnl Rnd 

GUjarat. Hence,the probleo seems to be one· of vigorous 

ehforcement of the existing provisions of the law. We, 

however, understand that sone criminal courts have taken 

the view that prize chit/benefit schemes are not in tho 

nature of lotteries. But in the absence of any 

authoritative judicial pronounceoent on the subject, we are 

not sure whether the activities of co~panies conducting 

prize chits, etc., are clearly prohibit ed by the existing 

legisla.tions. 

6.10 It has been rp~orted that th0 resourceS of prize 

chits are used for wasteful spending and hoarding 

CODDodities and that these scheoes "enable certain persons 

to convert tax~vaded incooe into accounted ~oney. The 

persons concerned pay a premium to the promoters in return 

for the f['.cility". It has also been stated th2.t "there are 

a nUIlber of agents who go about contacting persons who n.re 

likely to face the problem of saving their inc.ome from the 

tax authorities. The prize chit pass books issue1 to then 

under different names becooe their passports for travelling 

froD black muney territory to the white ~oney area - the 

easiest and surest way of using illgotten wealth. Besides. 

by their misleading names and campaigns tho prize chit 

companies divert private savings into their personal drains, 

thus disrupting the national economy"*. 

6.11 From the foreboing discussion, it woulj be obvious 

that prize chits or benefit sche:mes benefit primarily the 

promoters anrl do not serve any social purpose. On the 

contrary, they are prejudicial to the public int crest anrI 
tl).e 

also adversely affect @fficacy of fiscal and Donetary policy. 

----* Source: K.B.a1akrishna - "Prize Chit Racket", 
Economic Times dated June 30, 1974. 
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There has also been a public cla~our for bann~ng of such 

scheoes; this stens largely fron the nalpractices indulged 

in by the pronoters and also the possible exploitation of 

such schenes by unscrupulous elenents to their own 

advantage. We are, therefore, of the view that the conduot 

of prize chits or benefit scheoesby whatever naoe 

called should be totally banned in the larger interests 

of the public and that suitable legislative Deasures should 

be taken for the purpose if the provisions of the existing 

enactments are considered inadequate. Coopanies 

conducting prize chits , benefit s chenes, etc., nay be 

allowed a period of three years which nay be extended by 

one oore year to wind up their business in respect of such 

schenes and/or switch over to any other type of business 

peroissible under the law. 

CONVENTION/ili CHIT FUNDS 

6.12 We nay now turn our attention to what are cODDonly 

known as conventional chit funds or kuris. These can be 

broadly classified into two categories, viz., (i) SiDple 

chits and (ii) Auction chits. 1m-a sinple chi t, the total 

contribution Dade by the neobers at each draw is given as a 

prize to one of the participatinti oenbers drawn by lot. 

On the other hand, in an auction chit, the total aoount 

collected at each draw is put to auction and the oeQber 

who is prepared to forgo the hibhest abount of discount 

(which is usually subject to a ceiling) is entitled to the 

prize aoount. The aoount thus forgone, which represents 

the difference between the total subscriptions of each 

instaloent ruld the aoount of the bid, is distributed 

runong the prized and/or non-priz~d subscribers (dopending 

on the relative provision, if any, in the chit legislation 
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or in the chit agreeoent) after deducting the foreoan's 

coonission and expenses of conducting the chit. Chit funds 

are. indigenous institutions., which are popular in the 

Southern States of Kerala, Tar.~l Nadu and l~dhra Pradesh; 

they pre-date the spread of nod ern banking and are now 

spreading to other parts of the country alse. Their 

popularity does nbt s eeo to have in any "TtTay r"l:l.oinished 

despite the spread of banking. 

6.13 Chit funds constit~te convenient instTI10ents 

coobining saving and borrowin€. The nechanisD of chit fund 

schenes involves (a) the pooling of resources of a group of 

individuals (savers), (b) the loaning out of the aoounts 

thus collected either by drawing of lots or by auction to cue 

of the cecbers (borrower) of the group, and (c) the 

continuance of this process of collection and distribution 

till the teroination of the stipulated period of the scheoes. 

The rationale of chit funds is that they bring the borrowing 

class directly in contact with the lending class. The 

borrowers ~ni the i~v83tcrs Dect to fix the rate of interest 

(which is represented by the ruJount.of discount agreed to 

be forgone by the bidder in consideration of h~s receiving 

the prize aoount) and since there could be core than one 

bidder at each draw, a qoopetitive rate of interest (i.e., 
filed 

discount offered subject to the naxioUD, if anY,Lby the 
is Offered. 

law or under the chit agreeoent) The coopetition ~s, 

however, confined to the cenbers of a group and the 

benefits of the s Ct18De are shared only by such nenbers. 

In other words, in the case of chit funds, the savers 

as well as the borrowers are put together end they are 

allowed to save or borrow for a pre-deternincd tero, the 

rates of int crest being fixed on the prinCiple of deoand 

for and supply of funds in the sanG group. Chit fund 

schenes are of a s elf-liquido.ting nature and partake tho 
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character of nutual benefit schenes. 

6.14 On the question of end-use of funds disbursed as 
• 

prize anounts, there are conflicting views. The Banking 

Con~ission has CODe to the conclusion that the like~ood 

of the prize conies being put to productive use is snaIl, 

since a "prospective producer would not dcpE:nd on the 

uncertainties involved in a chit fund"*. Whatever be the 

position, the fact re~ains that the savings nobilised by 

chi t funds and disbursed by then by way of prize aoounts 

do satisfy the felt needs of a section of the cODnunity. 

Since chit funds as institutions have cone to stay and 

have shown increasing .popularity, wnys and Deans have 

to be found to regulate their working so as to ensure 

that they function on sound lines and the nalprnctices, 

usually observed ir .. the conduct of chits are obvi:-tted 

to the extent possible. 

6.15 

NEED FOR REGULATORY Jl.lEASURES l~D THE 
PRESENT POSITION OF CHIT LEGISLATION 

Chit funds are open to abuse by the foreman who nay 

resort to unfair nathods for securing illegal gnins. Such 

unfair methods include enroloent of fictitious ~~nbers to 

conplete the required nunber of r:lCIlbers in 3. chit series. 

Similarly, a needy non-prized oember nay be exploited so 

that he gets the prize only at the oaxinun discount. 

Delaying tactics Day be adopted by the foreman in 

disbursing the prize aDount to prized subscriber on the 

ground that the security offered by hi~ is not accertable 

or adequate. Me,~while, the forenan nay use the prize 

Doney interest-free. If he succeeds in delaying paynent 

till the succeeding draw, the earlier prize winner can be 

given the prize out of the collections of the succeeding 

draw. Thus, one instalnent cnn always remain in the hands 

of the foreman to be utilised in any w~y'he likes. The 

* Government of India, RelJort of the Banking 
Coonission (1972); Par3.graph 17.41. 
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above oalpracticeS are only of, an illustrative natur0?-nci 

while franing the reb'ulatory i:.1eaSUres, such rialpractices will 

have to be kept in view so as to oininise their occun-ence. 

6.16 Regulation of chit funds is generallyconsic1ered as 

a state sub j ect and pursu2nt to this positio'n, Str:>,t os like 

TruJ.il Nadu and lU1rlhra Pradesh have enact0.:,1 the necessary 

le-.:.;islaticn. The Tanil Nall.l Chit Fv-n.;-ls l:"ct, i 961 has been 

adopted in the Union Territory of Delhi with c~rtQin 

nodificatic;ns vTi th effect froD July 5, 1064. In Kcra.I2., the 

Travancorc Chi ttis L.ct, 19t~5 ane the Cochin Kuris Rt);.,ulatL)ns, 

1932 are in force in the erstTvhile Trav,mcore e.nd Cochin 

states aroas respectively, out the :r.'lal2..bar 2.rG[>:' has no chit 

le~islation. The Rerala Chittis ~ill, 1972, a consolidating 

oeasurc, which will ext en::. to the ~'lhole of Kc:rala has 

recently been passed by the Stat e L~()isla':~ure. Chit £uncl 

legislation has also been enacted by the Union Territory 

of Goa, DaDan &: Diu. In Ili12harashtra, a Jill to re<-;ulC'",te 

chit funds has been passer: by the St=?.te LeCisl8..tur8 2nd 

·cert ain st:;,t es like I~?rnataka, Gujar"l.t, .Punj2.b an.~ Utt:::r 

Pradesh have drafted the nec~ss~ry Dills. 

NEED FOil UNIFOliN CHIT LEGISLLTION 

6.17 It will be s€en fror.J the foregoinG th8.t chit fund 

legislation has been enacted only in a fevl Statt::s/Unicm 

Territories. There is also a liversity of the rc . .::,ulatory 

provisions lJ.?cle in the vurious cnactncnts. It is not, 

therefore, unlikely th2.t unscrupulous proLloters or chit 

coopanies night explcli t the situation by conductinb chits 

in such of the Stntes as have no chit le~islRtion ~r in 

States where the provisions of such leGisl~tion are less 

rit.jorous. In fact, it ;,vas brouGht tc the notice of th(; 

Group d.urinG" the course of its d.iscussicns in New Delhi 
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;hat a nunber of chit fund conpanies had shifted their 

registered offices fron the Delhi area to the nearby places 

in Haryana (where there is no chit legislation) with a 

view to avoiding conpliance with the provisions of the 

Tanil Nadu Chit Funds Act, 1961 as extended to the Union 

Territory of Delhi. In the circunstances, the need for 

enactnent of a uniforn legislation applicable to chit 

~~ fund insti tutiohs the country cCllllot 

be underestimated. 

6.18 In the context of the reconnendations of the 

Banking CocBission in regard to regulating the activities 

of non-banking financial internediaries, the Central 

Governnent has, inter alia, decided that a nodel l~w to 

regulate mhit business nay be fOrDulated for adoption by 

all the states which have no such, legislation. It has 

also, decided that the question of oaking it a requirenent 

of law that only public lioited conpanies should run 

chit funds should be exanined. Pursuant to the above 

decisions, the Reser"rc: :~?nk has, at the instance of the 

Central Governnent, drafted a Model Bill which was referred 

to the Group for its coooents in October 1974. The draft 

Bill is generally on the lines of tho lUldhra Pradesh Chit 

Funds Act, 1971 (which itself follows the pattern of the 

Tanil Nadu Chit Funds Act, 1961) and the Rerala Chittis 

Bill, 1972 as reported by the Select CODLlittee. Besides the 

usual provisions found in the existing State enactLlents, 

certain additional provisions havo been o~de thorein. 

We have exacined the provisions of the Model Dill and 

after taking into account the opinions expressed by the 

representatives of SODe of the State Governnents which 

have enacted legislation regulating chit funds in their 

respective States as also certain individuals having 

intinate knowled'ge of the runnint; of chits, our views in 
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this regard have already been conveyed to the Reserve Bank 

by a letter dated June 30, 1975* addressed bJ the Chaiman 

of the Group to Shri S. S. Shiralkar, Deputy G·:)verncr of 

the Reserve Dank of India. It will be seen thorefrco that 

the nain reconnendations of the Study Group nre ~s under: 

(a) Since the legal opinion is that Parliaoent is 

OODpetent to enact the chit legislation in view of the 

provisio~ contained in Entry 7 of List III (Concurrent List) 

of Schedule VII to the Constitution of India, tho proposed 

Dill should be enacted as a Centrc.l legislation! Such a 

step would, besides ensuring uniforoity in tho provisions 

applicable to chit fund institutions throughout the 

country, also prevent such institutions fron t8.king undue 

advantage either of the absence of any law governing chit 

funds in any State or exploit benefits of any lacur.La or 

relnxation in any State law by extGnding their activities 

to such States; 

(b) while the Dill should be enactec. as a Contral Act, 

its adr:inictr::1.tic;!i [,::;,(-,,-1<1 bE; left to the state Goyornnents 

concerned which, in turn, Day set:k the advice of the 

Reserve Dank on policy natters~ jjor the purpose of tend.ering 

advice to the Central or State Governoents .the jies€rve Dank 

nay bpve to inspect chit fund instituticns on ~ selective 

basis to have an idea of their workinG including their 

Dethods of operati·on. Chit funds are "financial institutions" 

as defined in clause (c) of section 451 of the Reserve Dank 

of India Act, 1934. Hence, it would be open to tho Roservo 

Bank to undertake inspections of chit fund insti tutions 

whenever deeoed necessary in exercise of t he powers vest cd 

in it under section 45N ibid7; -
(c) as regards the question whether only public lioited 

conpanies should be allowed to conduct chit funds, tho 

* See Appendix VIII 
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Group is of the view that th8re should be no objection, in 

principle, to chits being conducted by private linited 

conpanies also, and on a linited scale, even by 

unincorporated bodies such as individuals/sole 

proprietorshipa/partnership fims. It night be of relGvance 

to note in this connection that thE enactnents regulatinG 

chi t funds in force in certain states do not prchibit chit 

funds being conducted by unincorporated bcdies; and 

(d) having regard to the nature of their business, thete 

is no necessity for chit fund institutions to borrow fron the 

public by way of deposits and as such they nay be prohibited 

fron accepting deposits except as adv~ncc paynent of 

subscriptions or deposi teifrom prized subscribers by 't'lay of 

SQcuri ty towards paYment of their future 1nstalments. 

6.19 The views of the Group on certain other issues which 

arose for consideratiGn are Given in the Annexuro to tho abovE. 

letter dated June 30, 1975*. These are sUI.1!1arised below -

(i) Conduct of other business by chit fund'instituticns: 

Chit fUnd instituticns nay be prohibited froQ conducting any 

other type of business except ~hit business or granting 

of loans to subscribers against their paid-up subscripti(ms. 

(ii) Utilisation of funds: Chit fund institutions should 

utilise t heir surplus funds only for E;iving leans or 

advances to non-prized subscribers against the security of 

the subscriptions paid by then or inv~sting in trustee 

securities or in deposits with the approved banks. 

(iii) Restriction on the openinE':: of new places of busine ss: 

Chit fund coopanies should obtnin the prior ~pproval of 

the Director of Chits within whose jurisdiction their 

re·gistered offices are situated. The Director of Chits 

should take certain criteria into account before granting 

peroission for the opening of offices. Unincorporated 

bodies should not be allowed to conduct~ business at more 

than one p..1.ace. 

* See Appendix VIII 
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(iv) Maxinun duration of chits: The duratiGn of chits 

should not ordinarily exceed five years; but chits of a 

longer duration up to ten years nay be started in very 

special cases only by chit fund conpanies/banks with the prior 

approval of the State Governnent concernej which should 

take into account factors such as the financial position 

and oethods of operaticn of the conpany in qU3stion, 

interests of the prospective subscribers, requirunents as 

to security,etc. (ThE; security deposit to be kept by the 

foreman conpany in the case of chits of longer duration Day 

be proportionately higher). 

(v) Mode of settlenent of disputes: The nachinery for 

.settlenont of disputes arising between the forenan and the 

subscribers relating to the adequacy of security offered 

by prized subscribers to the forenan for paynent of future 

ins talDents, sUbstitution of subscribers in case of default, 

etc., should be self-contained, cheap and expeditious on 

the lines of the oachinery prescribed und€r the State 

co-op erati ve laws for scttleocnt of disputes by ::'l.rbi trt'.tion. 

(vi) Coilinga in respect of the aGcroGate amount of 

chits that may be conducted at any point of tine: 

The aggregate amount of chits conducted by 2 chit 

fund conpany at any point of tine nay not exceed 50 per cent 

of the net worth of conpany i.e. tUG paid-up capital plus 

free reserves less the balance of acc~~ulated loss and other 

intangible assets such as deferred revonue expen(!iture",~l 

goodwill, if any. In the case of CODT1ercial banks conducting 

chit funds, no coiling on the aggregate amount of ohits 

that nay be conducted at any point of tine need 'be prescribed 

since these chits are subject to the close scrutiny of the 

Reserve Dank. As rei--:ards chit funds conduct ed by 

unincorporated bodies· such as individuals, sole 

proprietorships and partnerships, the aggregate amount 
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of chits sh:~uld not,at any ~Juint of tiIlc,8xceed reS 10,000. 

(vii) ~1inilJ.u!-l cnpit::.l requirCr:lEmts CL'Ylc1 the cruttion of 2. 

reserve fund: The ninir.lU'::: p?:.i~.-up cc:=q:;i tal efchi t fund 

conpanies incorpor8.tec~ un(h,r tho COLlp~ics Jict, 1 S 56, 

whether priv:?.te or public, should be Ps 1 lnkh. Ccnv'nies 

havinG pnirl-up c?pital of less th~"1 Rs 1 Ll.kh :x:.y 1)0 n.llowul 

tine up to three years to incre2.se their p".iJ-urJ c?.pi t2.1 

to tho IJ.ininun referrerl tc 3.DOve. '1'118 st ~te Gov(.rr;i~...;nt 

concerne:l ;_~l'2.y be: authoriser', to gr?llt extcmsicn c·f tii'1e 

for a period not exccoJinG two years in nppropri~te cases. 

These conpanies shoulJ ~lso bL roquire~ to cre1it 20 per 

cent of their annual net prDfits to 8. ri:;servc :fund. 

6.20 \'Ii th the eno.ctnent of sui table lecisl8.t ion 

incorporatino the necessary provisiuns in the light of 

the views expressed by the Group , it lJ.ay 'bu expecte~~ thCtt 

the calpractices inc!'uIGec1 in by forenen wouhl, by rul'(l larce , 

be obvi~ted. 

CONCLUSIOF 

6.21 It will be Been 'fro;:] the fors{;oini:; that the Group 

has recor.m end er'. that the cenJ.uct of :priz~ chits by wh~tever 

n8.De called should be totally brmne:l in the lnrGer interests 

of the public and that sui table IE.;~:->is12tivo r.lO~sures should 

be taken for the purpose if the previsiuns of the existinG 

enactnents 8.re considered ina'':'equate. 

6.22 Under the present ,:lirections, subscrir·tions received 

by conpnnies con:::~u~tinb conventLn2..l chits [-'.re €XeDlJt and 

only deposits accepted by such c On1)~i(;s Clro subject to 

the ceiling restrictions. We have, hO'\1over, recoor:wndec' 

th~t institutions conductin~ convention~l chit funds 

should be prohibited froD ~cc~ptinG deposits except 2S 

~dvance paynont of subscriptivns or deposits 
by way of security 

froD prized subscribersLtowards pnyoent of their future 

instn.lL10nt",. If thi"" :.:'€co;-:lenJntion is nccE:pted, chit 
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funds will go out of the purview of the directions issued 

by the Reserve Bank. In view thereof and since the 

Miscellaneous Non-Banking Conpanies (Reserve Bank) 

Directions, 1973 seek to regulate the deposit-acceptance 

activities of CO:::lpanies conductinG prize chit, bonefit or 

s~vings schenes and also conventional chits, we have not 

exaoined the provisions of the s r:>.id directj_ons. It nay, 

however, be pointed out that since these directions 

generally follow the pattern of the Non-Banking Financial 

CODpanies (ReServe Bank) Directions, 1966, our suggestions 

for ~aking further aoendnents to the directions issued 

to fi.'1aIlcial coopanies would, with !.:1inor changes, hold 

good in the case of the directions issued to Discellaneous 

non-banking Qoopanics. Pendir-£ decision on the 

recornnendations ~nd enact:::lent of legislation in regard 

to prize chits and conventional chit funds, the desirability 

of suitably 8.I:londing the i·'liscellanoous Non-Banking 

Coopanies (Reserve Bank) Directions, 1973 Day be considered 

by the Reserve Bank. 
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CHAPTER 7 

ADM~ I ST RAT lYE ARRANG E!-1ENTS 

INTRODUCTION 

7.1 In this chapter we propose to deal with the 

measures that may have to be taken to strengthen tho 

administrative arrangements for implementing the 

recommendations made by us. In the context of the 

bifurcation of responsibility between the Reserve Banlt and 

Central Government in rE::gard to the exercise of control 

over deposit-acceptance activities of NBCs, it would also 

be ~s.Slaryt9 have a close liaison bet\veert the two 

authorities. We propose to consider in the first instance 

the administrative arrangements that would have to be made 

by the Reserve Bank for the exercise of effectivo supervision 

over the working of the financial companies so that they 

operate as an integral part of the crodit system. In regard 

to non-financial companies, the Reserve Bank is expected to 

playa consultative rolo in tho ma~ing of rulos under 

section 58A of the Companies Act, 1956; it would, therefore, 

have to keep itself apprised of the trend of deposits 

with non-financial companies and its inpact on the monetary 

and credit policy. Before considering the question of the 

administrative measures to be taken by it for effectively 

discharging the functions that would continue to vest with 

it and those additiGnally devolving on it, it would be 

relevant to review the existing arrangeoents in the 

Department of Non-Banking Comparlies (DNBC) of the Reserve 

Bank in this regard. 

SETTING UP OF DNBC 

7.2 DNBC was created in March 1966 with its Central 

Office in Calcutta as a nucleus for the development of n 

full-fledged d~partm~nt for administering the provisions of 
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Chapter rIIB of the Reserve Bank of India .. "ct, 1934 and the 

directions issued thereunder. It had till recently no 

regional office. However, a Cell was op(:;ned in Bomb?y since 

October 1974, for attending to certain sulected items 0f 

work. 

~JNCTIONS ~SSIGNED TO DNBC 

7.3 When the Department was initially set up, thc} ri~ain 

functions assigned to it were:-

(i) to study and analyse balance sheets as well as the 

returns filed by individual comp:J.nies in the 

non-banking sector and to locate companies ~evealing 

a generally unsatisfactory position; 

(ii) to establish an inspection wing to carry out 

inspections of the financial affairs of companies 

whenever found necessary and to ini ti8.te appro priate 

measures from time to time vis-a-vis tho individual 

companies; 

(iii) to conduct evnry half-year surveys of deposits with 

NBCs, scrutinise the.: returns receivod in this 

connection, carry on correspon~0nce in respoct of 
or 

inadequately filledLinaccurnte returns ~nd secure 

a tabulation of the data; 

(iv) to make a study of tho trends revcalod by tho 

working of NBCs on the basis of bal~ncc sheets 

received from them and, in the light of these, 

modify the existing controls or introduce new ones; 

(V) to have a gener.':l.l liaison with the Department of 

Company Affairs to achieve co-ordinatiC'n; 

(vi) to study operations of NBFIs in other countries and 

also the measuros for their regulation to provide 

an adequate backgrcund; and 

(vii) to consider the feasibility of extending control 

over registc.T(xl firMS (Nith capital of Rs 1 lakh and 

over) aftor the pr escnt control over the non-banking 

corporate sector is made effcctiYe. 
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7.4 DNBC also tenders advice in regard to leGisla.tion or 

amendments to the existing legislation regulating chit funds 

and money-lending activities and obt3.in.~' lnforIDF:.tion from 

the various state Governments on the administration of thoir 

local money-lending enactnents. 

ADMINISTRaTIVE SET-UP OF DNEC AND 
THE FUNCTIONS PRESENTLY PERFOIU.nm BY IT 

7.5 The Central Office of DEBC is di videc1 into six 

sections as undcr:-

(i) Non-Financial Institutions Section 

(ii) Financial Institutions Section 

(iii) Co-ordination, Legislation and Statistics Section 

(iv) Inspection Section 

(v) Proseoution Section 

(vi) Administration Section 

7.6 The first two sectiDns are concerned with the scrutiny 

of returns received from non-financi~l and financial companies 

respectivL:ly,2 .. nd clc< 1 viith thl;; correspondence enanating from 

such scrutiny. BeSides, they attend to queri~·s from 

companies seeking clarificuti.on in rceard. to the llirectLJns 

and process the applic9..tions received fror:: cOJTlpanies for 

exemption/extension of time for complying with the directions. 

Advertisements/application forms issued by cOL1panics 

soliciting deposits are also scrutinised by these sect-ions. 

7.7 Tho Co-ordination Section attends to the work 

relating to consolidation of the returns end publication 

of the results of the survey with reference to the position 

of deposits held by companies as on March 31, every y~ar. 

In addition, the section deals with matters relating to the 

interpretation of the provisions of the directicns 

administered by the Departnent and study of the chit fQ~d 

and money-lending enactm8nts of various States. 
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7.8 The Inspection Be~tion processes the repcrts on the 

inspections of NBFOs carried out by the Bank Rnd takes 

necessary follow-up action. Wo understand thnt it h~s, 

however, not been able to undertake insp8ctions on a rcgul~J.r 

and continuing basis and that tho inspoctic.ms QGnducted so 

far have generally been done by officers deputed by the 

Department of Banking OperatiDns ~d Dove lopmcn t ;) f the 

Bank and occasionally by deploying nfficcrs· from DUBC ~-,n em 

ad hoc basis. The section also dcals vii th conplaints --
received from depositors alleging non-payment of their 

deposits/interest due thereon. Howcv8r, tho sCope of the 

control administered by the Reserve Bank is c(;nfined to 

protecting the interests of depositors only in an indirect 

manner by restricting the acceptance of deposits vrithin thE.: 

prescribed ceilings and by ensuring that infGrmation 

regarding management and financic'tl position is rlCl.de available 

by the companies to the intending depositors. The Reserve Bank 

has taken the view that the acceptance of deposits by a 

company and their ropc..yQcnt ctre matters of contrnct betw00n 

the depositor and the d8positee coopnny and in case of any 

breach of contract therenedy open to tho depositur is to 

enforce his rights through a court of lnw; hence it 

cannot compel repayQent 'of the dues but can cr:J.ploy only 

persuasive methods by taking up the:: non-payment wi th tho 

company concerned. 

7.9 We were told that since many companies were not aware 

of their statutory obligations about filing tho returns and 

balance sheets with Rescrv~ B~k, the Department's offorts 

were initially directed towards educating the companies in 

this regard. Since, oven after six years of the cooing 

into force of the scheme of control, the response was not 

to the desired extent, the nucleus· of a Prosecution Section 

was set up in DeceI:lber 1972 with a Vi01v to prc;sGcuting such 

of those comp~nies ab ndd not subwitted tho rcturns/bal~ce 
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sheets or had contravened th~ provisicns rel~ting to 

ceiling restrictions, tenure of deposits, a.dvertisements, etc. 

7.10 The Administration Secti0n deals with rDutine 

matters relating to the administration of the Derartment 

and its staff. 

7.11 The Department is under the cvc,n'.ll ch3.rGC:: of g, 

Chief Officer wh(; is assist8d by two Assist2.nt Chief Officers 

at the Central Office and. another Assistant Chief Officer 

in charge of the recional Cell in Bombay. The particulars 

of the staff position of tho DepartD~nt are Given in 

Appendix IX. 

ASSESSMENT OF IT S PEH.FOillifANCE 

7.12 Wh~n DNBC started functioning in ¥~rch 1966, it 

had only about 3,000 companies (both financial. and non­

financial) on its mailing list. The nunber h~s since 

increased to 4,090 non-financial ~nd 1,576 financi~l 

companies of which 2,376 and. 797 r(;spectively, have 

subrJ.ittcd the pruscriucG. returns as on IvIarch 31, 1974. 

As the number of non-financi3.1 o.n-:.1 fin(nci~1.1 comp~!lies 

(excluding bankinG and insur~nce ccmpRnies) according to 

the classification adopted by the Department of Company 

Affairs was 34,367 !'1.nd 3,711 respectively, 'l.S on IJI?.rch 31, 

1974, thore was a wide gap between the numbGr of 

companies on the mailing list cf the Dank and those 

registered with thu Department of Company ~ffairs. This 

gnp, in so far as non-financial companies are con'~(;rned, 

could, in a large measure, be attributed to the following 

factor. Since, in terms of the dirccti:)ns, only such of 

those non-financial cO!!lpanies as were holding Jeposits 

were required to submit the returns/balance sheets to the 

Reserve Bank, its control could be extonded only to 

those companies which were either voluntarily suboitting 

the returns/balance sheets or these which 
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otherwise came to its nctice as receiving deposits. It wns 

stated that except for the infoITJation given by the 

Department of Comp8.llY Affairs on the basis of the inspoctions 

carried out by it or complaints receivc~ from th~ public, 

DNBC had, till recently, no rop..dy method of fin:1ing out 

whether a non-financial company had f3.ilccl to ccnply ",ith 

its statutory obligations. Howover, s ection 45~1.i"l. of the 

Reserve Bank of India Act, 1934, as inserted by tho 

Araendment Act, 1974 which came into force wi th effect frora 

December 13, 1974 now casts Qn obligation on the st~tutory 

auditors to make an enquiry during their audit and report 

to the Reserve Bank non-compliance in the sUQmission cf the 

returns. The provisions of section 45MA of the R(;servc: 

Bank of India Act, 1934 in so far as non-financial companies 

are concerned, have become in-operative with the withdrnwal 

on June 3, 1975, of tho Reserve Bank's directions issued 

to these companies consequent upon the COwing into force of 

the Companies (Acceptance of Deposits) Rules, 1975 with 

effect from Feb runry 3, 1975. In view of tho f::lCt th8.t 

these companies, irrespective of whether they accept 

doposits or not, arc required to file with the; Rogistrar 

of Companies their balance sheets, it may bo oxpected 

that the Departm8nt of Company Affairs , with the other data 

available with it, will be able to ensure that the non­

financial companies comply with the statutory obligations 

in tho matter of acceptance of deposits. 

7.13 As regards financial companies, the number on the 

oa.1.li.ng list of the Reserve Bank is stated to be, only IS-)(; 

~li8!i as against 3,711 c.lassified as such by the Department 

of Company Affairs and eVen out of those id8ntified by the 

Reserve Bank, only about 800 are submitting the prescribed 

returns to it. It Day be noted that illllikc non-financial 

companies which were required to submit returns only if 
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they held deposits as on March 31 of any yC8.r, .it is 

mandatory on the part of financial companies to submit 

their annual returns and balance sheets to the Reserve 

Bank irrespective of whether they hold deposits or not. 

Further, the miscellaneous non-banldng cOI:1panies falling 

within the purview of the directions issued in AuguBt 1973 

are required to submit th0ir returns half-yearly. In the 

circumstances, the variation could be due to either the 

difference in the mod8 of classification adopted by the 
~ 

Department of Company Affairs /..~ that by the R8serve 

Bank or the fact thut some of the financial companies, 

despite their being functioning on~s, have failed to 

submit the proscribed returns. As the gap is sizeable, 

vigorous steps would have to be taken by the Dopartmcnt 

tl!> bring all functioning financial companies vTi thin tho 

purview of the scheme of contrcl administE.;rec1 by the 
the 

Reserve Bank by close co-ordiaation withLCompany Law 

authorities. 

7.14 The Departm8nt, which was set up in 1966, has so 

far been in a process of evolution. Dur:::..ng its form3.tivc 

stages, c0rtain fuctors appeared to have operated as 

constraints on its working. Thus, apart from tho 

limitations in extending the coverage, the directions 

themselves had to be modified from tine to time in the 

light of th~ experience gained with a view to plugging 

the loop~oles in the scheme of control. Furthor, in 

view of the impending transfer of control over non-financial 

companies to the Department of Company Affairs, as decided 

upon a few years back, it could not perhaps make long­

term administrative ~rrangem8nts for fully discharging 

its functions. 

7.15 Certain other factors which impeded the effective 

enforcemen~ of the directions were also mentioned in 
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t~:iG COl1t,-X-:;. 

p~ttiQAlN:Y centralised in Calcutta, it 'to18.S difficult for 

the DepartI'!lent to keep a watch over the deposito-acceptance 

activities of the steadily growing nunber of NBCs spread 

over the entire country. Another factor was stated to be 

the absence of an inspection wing for carrying out 

inspections on a regular and continuous basis. In terns 

of the working arrangement with the Department of Com~any 

Affairs, the inspection of non-financial companies was to 

be carried out by the Directorate of Inspection and 

Investigation of the Departnent of Company Affairs while 

that of financial companies was to be undertnken by the 

Reserve Bank. We understand that DNBC could, however, so 

far carry out the inspection of only 35 financial companies 

mainly with the assistance of officers from another 

department of the Bank. It was also pointed out in this 

context that until the recent amendwents to the Reserve 

Bank cf India Act, 1934, the Bank had l~ited powers for 

taking u:! inspectio: it could carry out inspections only 

for the purpose of verifying the correctnoss or conpleteness 

of any statement, information or particulars furnished to 

it or for the purpose of obtaining any inforrjution which 

the companies failed to furni sh on being called upon t (> 

Ido so. The Bank has~ now been empowered to take up the 

inspection of any financial company if it is considered 

necessary or expedient to inspect that company. 

7.16 We were also given to understand that so~e of the 

functions assigned to DNBC when it was initially set up 

could not, in its formative stages, either be taken up 

or pursued on a continuous basis. Thus, the Department 

could not take up a st'..ldy and analysis of balance sheets 

of individual cOI'!lpanies even on a selective basis for 
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identifying such of the companies as were revealing an 

unsatisfactory position. Further, in view of the magnitude 

of the probleD involved in scrutinisin5 the rctUTI1S 

received fro~ a large number of compan~Gs, it could not 

effectively folloltl up the non-ccDplianc e Hi th the directions 

by many 0 f these compani es nor could it ensure rCbrul8r 

submission of returns by th8 other comp~nics on its mailing 

list. The delay dill scrutiny in turn held up proopt 

compilation of the data and publication of the annual 

survey of deposits in the non-banking corporate sector 

which could also not be made as comprehensive in coverage 

and scope as originally envisaged. The survey, while 

presenting informative data, is limited at pres(;nt to a 

study of distribution of deposits (including exempted loans) 

of the reporting companies according to thei r status 

(private or public), category (non-financial or difforent 

classes of financial companies), the states in which they 

are locat€d and sources of deposits. It woulc be useful if 

the survey could be 8xtcn,led to cover some nore aspects such 

as classification of companies according to thoir net owned 

funds and size of deposits, interest-wise bre~k up of deposits 

and certain facets of the advances portfolio in the case 

of financial companies. 

7.17 In view of the fact that regulation of the acceptance 

of deposits by non-financial companies has since beon 

transferred to the Department of Company Affairs, the time 

is now opportune to review the working of DNBC and evolve 

measures to strengthen the administrative arrangements to 

that it could effectively concentrate on the areas retained 

with it for supervision. 

7.18 

ASSESSMENT OF THE EUTURE 
FUNCTIONS OF DNBC 

The primary function of the Department will 

hereafter relate to the administration of the scheme of 



153 

control over the working of the financial companies 8.S 

envisaged by us. The task sot before it will be to achieve 

the ultimate objectives of the new regulatory ceasurGs, viz., 

to bring these companies within the orbit of;. wc.ll­

int:egrated and sound financial system so that thQ interosts 

of the depositors are protected anJ their s~vinGB, as f~r 

as possible, are channelled into productive inv8st~ent in 

tune with national priorities. The scope of control, 

therefore, will not b8 restricted as hitherto but will be 

ap.preciably widened and, to a large extent, akin to th2.t 

now exercised by tho Bank over the banking syateg. When 

fino.ncil:'..l coopanies not presently on its list are brought 

within the scheme of control, the nUrJ.ber of existinG 

coopanies (exclucling those in liquidation, the conventional 

chit fund comp~ies and nutunl benefit financinl companies) 

may be expected to be about 1,500 to 2,000. However, in the 

course of administration of the nm"' provisions, m2..ny of the 

companies whose working is not vi~blc or is Jetrimcnt~.1.l to 

the interests of the depositors or vThich f9.il to con:foro 

to the new requirCffi(mts may hr>.v(; to be 'TCode::1. out. It may 

be expected that by this prccLss the n1ID.bcr of companiGs 

would Bpprechtbly como dc:nm. In the ITler-mt iLIG. the Dank may 

have to prescribe returns to be suboitted by tho comp2nies 

at appropriate intervClls nnd nakc nccess0"ry arrnn{;oocnts 

for scrutiniSing the returns with n view to "-rat ching 

compliance with the new regul8. tic;ns. It will 8.1so have to 

carry out inspections but it will be sufficient if such 

inspections are initially conducted on a selective basiS, 

priority being given in respGct of the companies with 

sizeable deposits or ab~inst whose working comp12ints have 

been recGivec.o In the light eJf the experienco gninod, 

the Department may build up an adequate machinery 

for widening the coverage of inspecticJlls of the financinl 

compani os in orO. c r t(: ensure th:::. t their working 

is satisfactory 2.n1 continues to be in conforr.lity 
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with the regulations in force. Considoring the scale 

of operations of such companies as cO::'lpa r cd with banks 

having a large nunber of branches, the task may not be 

administratively OlH:l"'GUS. 

7.19 It may be added that sinCE: it is proposed to 

prohibit the acceptance of deposits by unincC'!'por2.ted 

bodies, it' is not 1,illlikely that Dany indivic.hmls/ 

partnership firms now carryinG on para bankine;: activities 
it..C ~..k. -~ I~£'-' 

might convert theLlsclvesL~~l~*a;.:.,t:mdFt+'i)!lQand would 

thus come within the ~mbit of the new r0gulations. In 

such an eventuality, the adoinistrative arrangcmGnts would 

have to be further strengthened suitably. 

7.20 Apart from its primary function, the Departr:lent will 

be required to perform certain other functions which 

will be statistical or ~dvisory in nature. Thus, it will 

have to work in close liaison with the Department 

of Company Affairs for reviewing the adequacy or 
e 0 ~:rpqp.~ e s 

other1'risc s'f th:,:: r~6u2-c.tL::,nG governing the activitios o1:'LJ.n 

__ he non-banking sector to ensure thr'.t the twin objectives 

of serving as an adjunct to tho Qcnetary ~nd credit 

policy and se.feguarding the interl-sts of the clcpositors 

are achieved. It will also be rO(d.uired to collect 

and consolidate the data relRting to beth finc.ncial 

and non-financial companies althcugh it will no longer 

be directly conee. med in tho administration of the 

scheme of ~ontrol over the latter. Besides, the 

Department would have to keep itself in close touch with 

the state Governments in regard to the administration of 

the chit fund and nonE;y-lending legislat icn. 1 .. liaison 

with the state Governments would enable the Reserve 

Bank to tender advice on policy matters as also aDondmerrts 

to be made as and wh8n deeDed nccess3.ry. 
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FUTURE SET-UP OF THE DEPARTr-ffiNT 

7.21 It appears to us that for an effective implementation 

of the proposed regulatory measures , it "Till be ne cessary to 

decentralise the fun-::tions of the Department so that the 

impediments now faced unde:r a centralis(Jd set-up are removed 

and in the process, augment the staff at various levels 

consistent with the workload that may devolve on the central 

and regional offices. The distribution of fin~lcial companies 

presently on its mailing list Ivould suggest that besides the 

Regional Cell in Bombay, which may have to be converted into 

a full-fledged Regional Office , it vlould be necessary to set 

up rBgional offices in Calcutta and Delhi as also one in the 

Southern. Region ei ther in iYladras or Bangalore. \..je understand 

that a decision in this regard has already been taken by the . 
Bank sometime ago. ~fuile the regional offices may be delegated 

with the functions of supervision over the working of financial 

companies operating in the area of their juriqdiction and 

vested with sufficiently wide powers and appropriate status, 

the overall policy in the matter of administration of the 

regulatory measures and inspection may be laid dOiffi by the 

Central Office. 

7.22 The regional offices may be provided with an 

inspection wing so that the inspections, at least on a 

selective basis in the first instance, could be carried 

out and necessary follow-up uction taken ex~editiously. 

Since the nature and scope of such inspections would be 
those of 

different frowZthe inspections of banks presently carried 

out by the Department of Banking Operations and Development 

of the Bank, it would be necessary to compile a sclf-c..ontain.ed 

manual prescribing the guidelines for such inspections. 

Apart from such regular inspections covering various 

aspects of the working of financial companies, it would 

be desirable for tho ~~Dartment to ~ndertake quick 
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inspections covering specific aspects such as verification 

of the cor"otn •• e of the 1l'\:fIo~tl.'U.el\ !tIll"!\!l!hed 'by a finan.,j,al 

company, compliance with the provisions reg~rding maintonance 

of liquid [~8sCtS or ,-~cl·_~tiny of the complaints alleging 

irregularitie8 in the working of companins. 

7.23 

ADMINISTRATIVE ARRANGEI'-~ENTS IN RESPECT OF 
NON-FINA~~CIAL COilfLPANIES 

In so far as non-financial companies ~~e concerned, 

the Department of Company li.ffairs h2-iJ already a decem tralis ed 

set-up with Regional Dir£ctors in Bombay, Calcutta, Madras 

and Kanpur and also Registrars of Comp~~ies in oach Stat8 

with necessary statutory powers. It has also a Diroctorate 

of Inspection and Investigation with regional wings/units 

to carry out inspection of books of account and rocords of 

companies under section 209A of the Companies Act, 1956. 

We are, therefore, of the view that the additional 

responsibilities devolving on the Department of Company 

Affairs may be discharged within the existing ad:ninistrative 

framework with such augmentation of staff as mn.y be necessary 

at the regional levels to cope up with the incroased work-

load involved in the implementation of the prQ~:isions of 

section 58A of the Act and the Rules made thoreunder, 

particularly in the processing of;teturne and scrut:iJ::y of 

ad vertisements and in taking follow-up action in 

respect of defaulting companies. 

7.24 

CO-ORDINATION BETWEEN l'HE DEPARTI·'IENT 
OF COMPANY AFFAIRS 1-~D RESERVE BANK 

As stated earlier, the Department of Company Affairs 

and DNBC would have to work in close liaison for the 

effective implementation of the objectives. Certain aspects 

in respect of which consultation and co-ordinatiou would 

be necessary arc indicated in the following paragraphs. 
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REVIEW OF PROVISIONS RELi~TING TO L.CCEPT.lu'JCE 
OF DEPOSITS, .. illVERTIS~MENT, Eirc. . 

7.25 S~ction 58A of the Companies Act provides that the 

Central Government may, in consultation with the Roserve 

Bank, make Rules r~garding tho acceptance of d~posits and 

issue of advertisement by compa~ies. l~part from making such 

amendments to the Rules applicable to non-financi al companies 

and directions issued by tho Reserve Bank to financial 

companies in the light of our recommendations, it will be 

desirable that the position is reviewed periodically by the 

two authorities to ensure evolution of a uniform policy and 

settlement by mutual consultation of any issues that might 

crop up. 

CLhSSIFICli.TION OF COI'JIPANIES 

7.26 We have: stated elsewhere that there is a wide gnp 

between the number of financinl companies registerod vIi th 

the Company Law authorities and that on the mailing list of 

the Reserve Bank. While the variation is, to some extent, 

due to the differing modes of classification, it is apparent 

that many functioning companies havG not been brought within 

the fold of the existing scheme of control of the Roserve 

Bank. We understand that in the past, officials of DNBC 

had been deputed to the offices of some of the Registrars 

of Companies for bringing the list up to date in an 

expeditious manner, and that attempts are also being made 

by it to extend its control by obtaining a complete list 

of financial companies from the Company Law authorities. 

Under th.e existing arrangements, the periodical additions 

and deletions to the list arc also advised to the Bank. 

On the basis of the scrutiny of the list, th~ Bank calls 

for the lVIemorandum and Articles of i..ssociation and the; 

latest audited balance sheet and, on receipt of tho 

documents, it categorises the financial companies into 
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different classes. For the purpose of keeping its list up 

to dat~ it ~~ll be necessary for DNBC to evol\~ a suitable 

working arrangement in this r~gard nnd periodically review 

the posi t ion in cunS"!.).l t2. t ion with the Department of COLl"I)a:q.y 

Affairs. 

7.27 imother aspect that requires mention is that the 
ado:pted 

normsL~or classifiCO,tion of financial companies by the two 

authori ties are somewhat different. \Vhile the DepartmE::nt of 

Company l~ffnirs classifies such c ompani GS int 0 loan, investment 

and trust and other financial companies, they are classified 

by the Reserve Hank into six broad categories depending on 

the type of business, the returns prescribed varying according 

to the category in ·which they are placed. Such detailed 

clas sification may CE;ase to be of iLlporto.noo when the exempt ion 
available 

Lto hire-purchase finance companies from ceilir-grestrictions 

is withdrawn and uniform regulatory measures are introduced 

for financial companies other than chit funds and mutual 

benefit financial companies. Hm-rcver, for purposes of 

analysis and interpretation of data, and as the Bank, in 

the absence of other means, has to depend On the lists 

furnished by the Department of Company iiffairs, it would 

be useful if tho classification is made on a uniforq basis. 

Further, it is observed that a few companies treated by the 

Company Law authorities as non-financi~l or fin~ncinl at 

the time of their registration on tho basis of the principal 

obj ects clauses as specified in the Hemorandun of i:..ssociation 

hnve been categorised differently by the Reserve Bank on 

the basis of the pattern of assets and principal sources of 

income. &~s this might give rise to 00nflict of jurisdiction, 

suitable norms mp.y have to be cvolved by the two authorities 

for classifying companies. 
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SUhVEY OF DEPOSITS IN THE 
NON-B.i~KING S'SCrOR 

As it nay 'be necessary to revieiv fron tine to tbe 

the trend of doposi t8 in the non-banking sector, it ivould 

be useful if the two authorities exch~nge inforDation and 

also periodically consult each other with a view to 

reviewing the efficacy of the controls in force and 

oodifications that Day be required in the liGht of the 

experience gained. Apart fron the conpilation of the 

statistical data relating to non-fir..e.ncial coopanies , it 

would also be useful if the annual surveys could cover the 

progress Dade in enforcing the regulatory ocasures. As 

regards financial coopanies i:n particular, the surveys rrr:'I f 
cover the various aspects of their working ;::md 

ioplenentation of the regUlatory oeasures. 

7.29 

NEED FOR UNDERTll.KING RESEl.RCH 
ON THE \rlOmUNG OF NBFIs 

Finally, we would like to stress the need for 

research in the inportant field of NBFIs. In foreign 

countries, in-depth studies have been Dade to assess the 

place of such institutions in the econooy, their role 

in the savings-investnent process, the ioplications of 

their operations for Donetary and credit policy and the 

relationship between these institutions and ~he banking 

systeo. In India, only ad hoc studies relnting to NBFIs 

in general or to particular types of NBFIs have been 

made. It is necessary to undertake studios on the 

operations of NBFIs on a continuous basis to provide 

a solid base for policy foroulation. We, therefore, 

recomnend that the Reserve Bank bay consider naking 

arrangenents for undertaking research on the vTOrking 

of NBFIs and related aspects in the Econonic 

Department of the Bank. 
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CHAPTER 8 

SUMMARY OF MAJOR CONCLUSIONS 
AND RECOMIvIENDATIONS 

8.1 While giving a summary of our conclusions and 

recommendations, i~ is not proposed to restate the 

full context in which they are made as th3 analysis 

and the arguments on i'lhich they are based have been 

fully explained In the preceding chapters. The numbers 

of the relevant paragraphs of the chapters relating to 

the conclusions/recommendations have been indicated 

within brackets to facilitate ready reference. 

APPROACH TO THE PROBLEM -
QUANTITATIVE AND QUALITATIVE 

ASPECTS 

8.2 There is evidence to show that the dependence of 

non-financial companies on deposits has tended to 

increase, and at the same time, the liquidity of these 

companies in relation to the amoUL~t of deposits 

by them has tended to decline. (2.5) 

Deposits wit.~ NBCs have grown in spite of the 

fact that there are certain advantages attached to 

commercial bank deposits which are not available in the 

other case. The basic reason for the growth of deposits 

of NBCs is that these companies pay interest rates 

higher than those paid by commercial banks. (2.8) 

8.4 The more recent spurt in deposits with NBCs is 

due to a combination of factors such as the very 

rapid rise in prices and the consequent decline in the 

purchasing power of money, aggressive advertising 

campaign, both by companies and brokers, anti-inflationary 

measures undertaken by the Government and the Reserve 

Bank, particularly since the middle of 1974 and 

the restrictions placed on the declaration of dividends. 
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Although the magnitude of deposits with NBCs in relation 

to the total bank deposits and other savings media is 

still limited, there is enough e~ndence of the accelera­

tion in the growth of those deposits. (2.10 and 2.11) 

8.5 While the total level of savings is unlikely to 

increase on account of the deposits flowing to NBCs, 

the pattern of sa~.ngs would undergo a chango. Thore 

will also be a shift in the ownership of bank deposits 

from the household sector to the corporate sector. 

It is likely that over a period the level of deposits of 

the banking system may remain almost unchanged or may be 

reduced negligihly by the amount of cash in hand that 

these companies might wish to keep. The growing volume 

of deposits with these companies affects the operation 

of monetary and credit policy to the extent that it 

involTes loss of direct control on the use of these funds. 

The current situation,therefore,calls for a regulation 

but not prohibition of the acceptance of deposits by 

NBCs. Nevertheless, the long run objective should be 

to bring about a progressive reduction in the quantum 

of deposits with non-banking non-financial 

companies. (2.14 to 2.17) 

8.6 J.. selective approach will have to be t::tken in 

regard to the regulation of the activities of NBFCs 

since these institutions vary greatly in the nature of 

their operations. In naking reco~1endations on 

regulating the acceptance of deposits by NBCs, 

a distinction has to be made between non-banking non­

financial companies and NBFCs. The reason is that the 

latter are para banks whose activities consist of 

accepting deposits for the purpose of making loans and 

advances, unlike the manufacturing and trading companies 

which normally accept deposits for use in their own 

business. (2.18 and 2.22) 
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8.7 In regulating deposits vrith NBCs, it should be 

ensured that 'Nhi'le their magnitude is kept wi thin 

reasonable limits, they subserve the objecti7es of 

monetary and credit policy and that a larger degree 

of protection is af,forded to the depositors' 

interests. (2.23) 

NON-BANKING NON-FINANCIAL 
COMPAlHES 

8.8 While arguments advanced for and against the 

necessity and justification for acceptance of deposits 

by non-financial companies have m€rits of their own, 

the consensus of opinion as put forward before the Group 

was that the present situation in which there has been 

a spurt in the soliciting of deposits from the public is 

an abnormal one brought about by a combination of 

temporary factors. (4.6) 

8.9 The broad approach to the problems posed by public 

deposits with non-financial companies should be such 

that measures must be designed to ensure the efficacy 

of monetary and credit policy and to avoid disruption 

of the productive process, consistent with the need to 

safeguard, to the extent possible, the depositors' 

interests. At the same time, the ultimate objective 

should be to discourage the further growth of those 

deposits and to roll them back gradually so that 

they cease 110 be asignificant source of finance for 

industry and trade. (4.7) 

8.10 The Group is not in favour of giving insurance cover to 

deposita with NB~e on the lines of the cover offered by the 

Deposit Insurance Corporation in the case of deposits 

accepted by banks because the risks to be insured vlould 

differ widely as betvreen companies and partly because 
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it 'would be conceptually 't'1rong to confer on unsecured 

company depcsits the SaQ0 protected status as has 

been conferred on bank deposits. A degree of risk is an 

inevit2.ble ccnc;c::dtnnt of higher interest ra-t;··s 

offered Oll. company deposits. (4.·9) 

8.11 The status guo in r€spect of the miniwUD period 

of deposits (i.e. six months) may be maintained while 

the maximum duration of deposits should not exceed 

three years. (4.11 and 4.12) 

8.12 The Group is neither in favour of prescribing 

any ceiling on the rates of interest offered by non­

banking non-financial and financial companies on 

deposits received from the public nor on interest 

rates chargeable on advances by financial companies. 

(4.13 to 4.17 and 5.19) 

8.13 A lending bank should invariably take into 

account the quantum of deposits received by the 

borrDwing ccopany \"T~ile sanctioning/renewing credit 

facilities to it and also stipulate that the borrowing 

company sho~ld advise the bank about the quantun of 

deposits proposed to be raised by it. (4.19) 

8.14 Non-banking non-financial companies should be 

required to maintain in the fo~ of liquid assets 

(excluding cash in hand), a sun which shall not be 

less than 10 per cent of their deposit liabilities 

maturing during the course of the year. (4.21) 

8.15 The deposits received from dirGctors of all 

companies as well as from the shareholders of a 

private company should continue to be exempted 

so that there are no restrictions on these persons 

bringing in their own funds and increasing their 

stake in the business of 'the company. (4.25) 
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8.16 The deposits of shareholders of private companies, 

both non-financial and financial, deemed to be public 

companies by virtue of sectien 43A of the Companies 

Act, 1956, should be given the same treattlont as those 

of shareholders of other private coopanies. (4.26 and 5.33) 

8.17 The Central Government nay, by suitably a;':lending 

the Cotlpanies Act, 1956,ass·~e powers to gr2~t 

extension of time to coeply with or excnpt any coopany 

or class of conpanies frotl, all or any of the provisions 

of the Companies (Acceptance of Deposits) Rules, 1975. 

(4.27) 

8.18 It would not be desirable to withdraw entirely 

theexe:clpticn of inter-company deposits currently 

available under th8 Rules. However, the relative 

provisions in the Rules may be nnended to provide 

that the exenption would be adoissible only where the 

recipient company is a new companY,i.e.,a co~pany 

whic1".. h3.8 not gc·n:.~ ':':~.:.to cO!Ilcrcir.l production and it 

does ne:t also accept any d eposi ts on its ("''in fron the 
k ~ ",L ~L;-~'f "1- ~~-h~ -t'J..L. ~(';P,,.J 

pub'lic. In ::ther cases,,('th9 ~ compar._y nay be 

required to obtain the prior approval of th~ Central 

Govcrnnent. ~ ~ ~ w.iMi-~ 

~ (4.28) 

8.19 There is no justification for ·doing 8.way with 

the exeeption in respect of security/dealership 

deposits which are ~ccepted by :clanufacturing 

companies as a traditicnal business practice.(4.31) 

8. 20 Cvnvert~ debentures/bonds may be exe~J?ted 

freD the tero ' deposit' under th8 RLlles and the 

Directions. (4.32 to 4.34 ~nd 5.53) 

8.21 The present critericn of relating the quentuo 

by far the :clust d'Jpondable since it is reL:.tivcly 



165 

stable in the course of the accounting year of a 

company and is also administratively feasible. (4.35) 

8.22 Notwithstanding the recent reduction of the 

ceiling in respect of unsecured loans guaran~eed by 

directors, shareholders' deposits, etc.,freD 25 to 

15 per cent of the net owned funds of a conpany, 

the Group feels that even the reduced ceiling is soce­

what on the liberal side. Hence, the aforesaid ceiling 

of 15 per cent Day be reduced by another 5 per cent with 

effect from January 1, 1977 and the balance of 10 per 

cent cay also be co~pletely withdrawn with effect from 

January 1, 1978. (4.37) 

8.23 The exeDption fro~ the ceiling restrictions available 

to companies - both non-financial and financial -

in respect of deposits secured by the creation of 

mortgage, charge or pledge vf any of their assets is 

fr~ught "d·th dangerous consequences and hence, tho 

exemption shoulil ... 0 ... .i."i:;hdrawn. (4.38 to 4.40 and 5.46) 

8.24 Besides suggesting certain anendoents to the 

prOvisions relating to advertisements issued by non-

banking non-financial and financial companies, the Group 

has also reccnnended furnishing of certain additional 

particulars in the advertisements/application foros 

so that the prospective depositors could have a 

clearer picture of the state of affairs of a conpany 

over a period as also the legal implications ariSing 

out of keeping deposits with the conpany. 
~ p:""~",.-1 t?'y ~_ ~:"_-.-<A.~ 

If a private compan~Lissues any advertisement soliciting 

deposits, it shall be deeDed to bo a public conpany 

for the purpose of sections 198, 220(1), 372 and 373 

of the Companies Act, 1956. (4.41 to 4.43 and 5.41 

to 5.43) 
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NON-BANKING It'INANCI AL COMPANIES 

8.25 "\1hile the oagn1tudc of deposits with NBFCs as 

c:n~j~:..rcc~ to t:l0 depcsi ts with cODLlercial banks !lay 

appe~r to be SQall, considering the absolute amount and 

the large nunber of depositors involved as well as the 

inc i:~,Gnce c,f Ll8.1practices in these conpanies , effective 

regulati:m of their activities Deri ts careful considera­

t ion. NBPCs 8hr',ulc~ be subj ected, by and large, to the 

sane t;'{r J of c':,ntr;:;ls as banks under the Banking 

RegulatL.'ll Act, 1949. (5.2 and 5.6) 

8.26 In order to decide upcn the nature of regulation 

of NBFCs, tho Group has Dade a distinctien between 

fin2.ncial ccopanies which are run purely en commercial 

cc.nsiderati:_'ns such n.s hire-purchase finance, hcusing 

finr..neiS, investLlerit, loan and ciscellaneous financial 

ccnpanies en the one hand and companies which are run 

for the QU tual benefit of the members, viz., conpE'.nies 

c(lnducting only conventional types of chits and !lutual 

benefit fin~ncial c"O!1panies (nidhis), on the other. (5.12) 

8.27 The extensi..,n of insurunce cover to deposits 

wi th NBFC.1 is TIC i thor feasi~le nor desirable for the 

present but cGn be a long-te~ 0bjective. Before 

the questi~ cf oxtend~g insur?~ce cover to NBFCs 

is considered, it will ha~e to be ensured that their 

cethods of operati::n are standardised, woaker units 

are weeded out by onalgao.ation or (:therwise and their 

werking is generally put en scund focting. (5.17) 

8.28 The Ilini;J.lUl period for acceptance of deposits 

1Jy r;BFCs I..ay rC:::'"2ain at siX D~ nths as at present. 

As regc..rc:.s the D~xi:J,UD period, it sh!",uld be fixed at 

3 years in the case of hire-~urchase finance, investoent, 
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loan,and I1iscellanecus financial conpanies and 5 years 

in the case of h~)using finance coopanies. In the 

case ,)f r..idh~:.s, the present position under the 

c1i:::'E:cti: £ ... ;:.' ~-{:':::h C' :~ot lay down f''Yly niniuUD or 

naxir:;LE1 )c~'L:,d f:-r acceptance of deprsits cay be 

Co a in t a in e d. (5. 1 e ) 

8.29 Der-,:-:si t[' (f hire-purchase finance and loan 

c_'Lipanies shc-uld net exceod 10 ti:Jes their net owned 

funds. As '!'e(;Erds investnent conpanies, the existing 

ceilings en tllE:ir deposits should continue for the 

t i::J.e being but the ceiling of 1 5 per cent of the net 

owned funds in respect of unsecured loans guaranteed 

by directors, shareholders I deposits, etc., cay be 

reduced by 5 per cent with effect fron January 1, 1977 

end the balance of 10,per cent Day also be cODpletely 

,\,li thdrawn with effect fro!!l January 1, 1978. 

~Iiscellcmeous financial conpanies nay bo identified as 

faLdng in one or the othc~~-' of the above categori::s 

and the ceilings applicable to them should be 

deternined acco:cdingly. (5.25, 5.28 to 5.30) 

8. 30 i~ho ;rcscnt exollption in the case of he,using 

finance c :I!~'c:mi cs in so far as the ceilings on 

d cpcsi ts a::-c C' ncerned nay continue. AS regards 

nidhis, L~:_ neys received frGD their cenbers are 

excluded fren the tere 'deposit!; as such,the ceilings 

('n dopC'sits are net applicable to then and the 

status guo Day be naintained. (5.26 and 5.31) 

8.31 The Group has suggested that every NBFC other 

than a nidhi which COlliJenCeS business after the 

pr"'posed regul3.tory measures are brcught into force 

shall have E~ paid-up capital of not less than 

Rs 5 lakhs; i:l: such c,)Dpany, conducts business only at 
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~:ne place i\'iJch a. po:)ulaticn ef less than five lakhs, 

the ~)aid-up cari-~8.l shall not be less than Rs 2 lakhs. 

A3 regards an exis-'cing cODpany other than a nidhi, its 

net "!C'rt~L (i, c .' :'!c-;.id-up c . .flital )1'.1;) free reseriiLS 

lesf! b2.Ji:ln~:e c'f accu:'lulatccl less and other intangible 

assets, if any, £1·S appearing in its l'ltest audited 

balance she.::t) shall not be less than'Rs 2 lakhs if it 

conducts its business at only one place with a popula­

ticm of less than five lakhs~ in any other case, its 

net worth shall net be less than ~ 5 lakhs. NBFCs 

(includi~g nidhis) should be required to transfer to the 

Reserve Fund a sun equivalent to not less than 20 per 

cent cf -their annual profits before declaring any 

dividend till such ti8e as the aoount in the Reserve 

Fund is less than the paid-up capital of the 

ccnpany. (5.36 ~d 5.37) 

8.32 NBFCs (including nidhis) shall,at all tioes, 

oaintain liquid assets which s'hall not be less thp:!1 

10 per cent of tne depcsits received by thec and 

ou tstanding in their books. The Res, -'ve Bank cay 

be nuth()ris8c~ tco v~r'y the liquid assets ratio of NBFCs 

in accc..rd2~1ce with its monetary anc,l credit policy. 

(5.39 and 5.40) 

8.33 Loans ~nd advances by NBFCs to their directors 

and firns in which they are interested as partners, 

oanagcrs, etc., sh0uld be prohibited. (5.48) 

8.34 No NBFC ,other than an investment company, but 

including a nidhi, should be allowed to fcro any 

su~sidiary, except for the purpose of carrying on the 

saDe line of business as that of the holding company. 

An excepticr:. Day be D~de in the c aseof hire-purche.se 

financo companiGs.(5.50 and 5.51). 



8.35 For the effect~ve regulaticn of NBFCs, the Reserve 

B"'nk should be vested with po.wers on the lines of 

ce rtain provisi:::.ns of the Banking Regulation Act, 

1 9.49 • ( 5 • 54 ) 

8.36 It would be c1e3irable to enact a separate 

c vmprehensive legislat~on L'Yl the place of Chapter IIIB 

of the .Reserve Bank of· India Act, .1934 f'or giving effect 

to the recu::lnendaticns. Peneling onactr:l8nt of such 

~egislation, -~- :r.c existing provi siens of Chapter IIIB 

ill£. uay be invoked for issuing directions in respect 

of such of the recoOLJ.endations as ct)uld be ioplemented. 

( 5.56) 

8.37 The Gre·up :LS of the view that the Reserve Bank of 

India is the appropriate authority for regulating the 

activities of NBFCs. (5.59) 

NISCELL1JmOUS NON-BANKING. COMPANIES 

6.36 Prize chit /benefit/saving schemes, etc., benefit 

pr imarily thE.. ];Jl'v~::"Cq; 6rs and 9-0 nc t 8.:: Tve any s.ocia.l 

purpose. On the contrary, they are prejudicial to the 

public interest and also adversely affec~ the 

efficacy of fiscal and !Jonetary policy. Such scheces, 

by whatever name called, should be totally banned in the 

larger interests of the public and suitable legislative 

oeasures shc~ld be taken for the purpose if the 

provisions cf the existing cnactcents are considered 

ina.de~uate .( 6 :11 ) 

8.;9 As·regards conven~ional chit funds, the Group, 

't':hile for~oJ"arding it s COI:lDen ts to the Reserve Bank on 

the Model Bill drafted by the latter at the instance of 

the Central Govcrncent, has made certain recommendations, 
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t·~c I:h")re ir::pcrtant of which arc the followings 

(1) the Bill should be enacted as a Central Act 

by ParliaLlent c.sthis step, besides ensuring unifonaity 

in ~:~e p!'.:,visi :..J..J Ql~:plicable to chit fund institutions 

thrc.ugholCt tl::,~ oountry, would also prevent such 

in~ -::i tut i ;ns ';':tC'r::rtaking undue advantage either of the 

gbt- ,:mco ' .. )1' an~,: law, ,governing chit funds in any state 

or 'n:pl(~:.t t'c,: henefit of any lacuna or relaxation in 

any State ~:.JC',",; ~oy extending their acti vi ties to such 

St8.tcs; 

(2) the cd~inistration of the proposed legislation 

sh:.uld be left to the State Governoents concerned which, 

in turn. ElEq seok the advice of the Re-serve Bank on 

) "licy oatters; 

(3) pri",rate liI:dted coopanies as also unincorporated 

~)oc,ios, the l~'.tter ()n a restricted scale, cay continue 

t> be 8.llow'eJ t () run chits; and 

(4) chit ftITid instituti~ns may be prohibited from 

acceptir~s depo,.,::its except as aJ.vance pay-wont of 

subsc~ipt L'ns cr depcs its froD the pri~ed subscribers 

by vmy::,f SGcu'i ty to'vmrds paynent \,)f their future 

in s -Ca:::'.::loJY,- -t ,J. (6 • 1 8) 

il.DMINISTRATlVE ARRlu'IGEMENTS 

8.40 The Dep::~rtwent of Non-Banking Ccmpanies of the 

Reserve £..:.,':11::: ",dll have to wcrk in close liaison with 

the Depr!.rtiJ.cnt of Coopany Affairs. For an effective 

i::::lple:'acn tati,~ of the proposed regulatory oeasures, 

DNBC will require t(~ be strengthened ana reorganised. 

Fer this pUr?0SC, it will be necessary to decentralise 

its functijns Sf. that the iopoc1ioents new faced under 

a centralised f,:;G-Up are reooved. (7.20 and 7.21) 
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8.41 The a~ditional responsi~ilities devolving on the 

Department of Company Affairs may be discharged within 

the existing C1.c.m.inistra ti ve framework loTi th such 

aUi=,. ~Gntation of staff as m..ay be necessary at the 

region2.1 levels to cope up with the increased work­

load in ';01 vec1 in the implementation of the provisions 

of GS (; uion JEL.l of the Companies Act, 1956 and the 

Rules m2.:j e th,:., rounder. (7.23) 

8.42 The ReseJ:'vG Ba.nk may consider making arrangements 

for unc.ertnking rcs\32,rch ')n a continuous basis on 

the working of NBFls and· related aspects in the 

Economic Department of the Bank. (7.29) 

BOMBAY 
July 1 4, 1 975 

J .S. Raj 
Chairman 

K.B. Chore. 

V.G. Hegde 

A. Hasib 

D .1'!. Sukthankar 

R.N. BE'.nsal 

V. Subramanian 

B.N. Chikarmane 
Member-Secretary 



APPENDIX I 

ORDERS ISSUED BY THE RESERVE BANK OF INDIA 
CONSTITUTING THE STUDY GROUP, MODIFICATION 

OF THE TERMS OF REFERENCE;~, ETC. 

RESERVE BANK OF INDIA 
DEPARTlviENT OF-_ NON-BANKING COMPANIES 

CENTRAL OFFICE 
15, NETAJI SUBHAS ROAD 

POST BOX NO. 571 
CALCUTTA-700 001 

Ref.No.DNBC.29/DG(S)-74 June 12, 1974 
Jyaistha 22, 1896(S) 

The Banking Commission constituted by the Government 
of India to review, inter alia, "the role of various classes 
of non-banking financia,l intermediar-ies, to enquire into 
their structure and methods of operations and recommend 
measures for their orderly growth" made certain recommenda­
tions in this regard in its report submitted to Goverriment 
in January 1972. These recommendations were e·xamined by 
the Reserve Bank of India and its views thereon were con­
veyed to Government. The Government have broadly concurred 
with the views expressed by the Reserve Bank and have, 
inter alia, decided that the relative provisions of the 
Reserve Bank of India Act, 1934 and the directions issued 
to non-banking companies thereunder may be tightened to plug 
loop-holes, -if any, which are being taken advantage of, 
particularly by private limited companies. With a view to 
examining this matter in depth, it has been d~cided to set 
up a Study Group consisting of the following persons:-

1. Shri James S. Raj, 
Chairn: -1l1 ~ 
Unit Trust of India, 
Bombay. 

Chairman 

2. Shri K.B. Chore, r·iember 
Joint Chief Officer, 
Department of Banking 

Operations & Development, 
Reserve Bank of India, 
Bombay. 

3. Shri V.G. Hegde, Member 
Joint Legal Adviser, 
Reserve Bank of India, 
Bombay. 

4. Shri A. Hasib, Member 
Director, 
Division of Fiscal AnalYSis, 
Economic Department, 
Reserve Bank of India, 
Bombay. 

5. Shri D.M. Sukthankar, Member 
Director, 
Department of Banking, 
Ministry of Finance, 
Government of India, 
New Delhi. 
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~ 6. Shrl-R.N. Bansal, Member 
Addi tiQ.nal Director' 0 f 

Inspection & InvE.-stigation, 
Depa..rtm.ent'~ Company Affairs, 
Ministry of Law, Justice and 

Company Affairs. 
Government of India, 
l'J ew Delhi. 

7. Shri B.N. Chikarmane, 
Assistant Chief Officer, 
Department of Non-Banking 

Companies, 
Reserve Bank of India, 
Calcutta. 

Nember-Secretary 

2. The terms of reference of the Study Group will be as 
." folJ..owti:-., . / 

~.' .. ;/, I) To examine the relative proviSions of the Reserve ~ '<.11 Bank of India Act, 1934, the Non-Banlting Financial Companies 
'(Reserve Bank) Directions, 1966 and the Miscellaneous Non­
Banking Companies (Reserve Bank) Directions, 1973, with a 
view to asseSSing their adequacy in regulat~ng the conduct 
of business by non-banking companies covered by the said 
directions in the context of the monetary and, credit policies 
laid down by the Reserve Bank from time to time; to suggest 
measures for further tightening up the provisions so as to 
ensure that the activities of such companies, in so far as 
they pertain to the acceptance of depOSits, inv8stmonts, 
lending operations etc. subserve the national interest and 
serVe more effectively as an adjunct to thE.- regulation of 
the monetary and credit policies of the country besides 
affording a degree of protection to the depositors' monies. 
In this connection, the Study Group may examine and make 
recommendations for regulating the conduct of the business 
of non-banking oO:rlpanics governed by the above sets of 
directions generally, and in particular, in regard to -

(a) the norms which may be adopted in resPect of the 
capital structure and debt-equity ratio th~t may be maintained 
by the various classes of non-banking companies covered by the 
said directions; 

(b) the extent to which nnd the periods for which 
such companies may borrow by way of deposits/unsecured loans 
and the distinctions, if 'any, to be made between public and 
private limited companies for this purpose; 

(c) the maintenance of cash reserves and/or a 
percentage of their deposit liabilities in the forD of 
liquid assets by such companies; 

(d) the norms which may be adopted· in respect of the 
rates of interest payable by such companies on their borrow­
ings by way of depOSits/unsecured loans and also those which 
may be charged on loans and advances Qadeby them; 

(e) the extent to which any of thG activities carried 
on by these companies through thE.-ir subsidiaries can or 
should be controlled; 

(f) the need for the imposition of a ceiling on risk 
assets to be acquired or loans to be granted by the companies; 

(g) the restrictions, if any, on the grant of loans 
to directcl"'s ~_nd:'h8ir i'~iends and relations and companies 
in which they are interested; 

cont'd . . . 
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(h) the manner in which the loop-holes, if any, in 
the existing directions taken advantage of by private l~mited 
companies in the context of certain concessions enjoyetl by 
such companies under the provisions of the Companies Act, 
1956 could be plugged; and 

(i) need to empower the Bank to apply for compulsory 
winding up of n>D. ~·._~::~:cing financial companies under certain 
circumstances. 

II. To make recoQrnendations on any other related topic 
which-the Study Gruup m~y consider germane to the subject 
matter of the enquir

Sd/­
(S.S.SHIRALKAR) 
DEPUTY GOVERNOR 

RESERVE BANK OF INDIA 
DEPARTMENT OF NON-BANKING COMPANIES 

CENTRl-ili OFFICE 
15, NETAJI SUBHAS ROAD 

POST BOX NO.571 
CALCUTTA-700 001 

Ref.No.DNBC.30/DG(S)-74 June 17, 1974 
Jyaistha 27, 1896(S) 

In partial modification of the order No.DNBC.29/ 
DG(S)-74 dated the 12th June 1974, it has been decided that 
Shri D.D. Bhargava, Chief Officer, Departmant of Non-Banking 
Companies, Reserve Bank of India, Calcutta, should also be 
a m(;I .. b c::.. c.'f t:J.G S" .... ..:." Jroup. 

Sd/-
( S • S • SHIR1I.LKAR ) 
DEPUTY GOVBRNOR 

RESERVE BANK OF INDIA 
DEPARTMENT OF NON-BANKING COIVIPANIES 

CENTRAL OFFICE 
15, NETAJI SUBHAS ROlill 

POST BOX NO. 571 
CALCUTTA-700 001 

Ref.No.DNBC.31/DG(S)-74 September 4, 1974 
Bhadra 13, 1896(Saka) 

In partial modification of the order No.DNBC.29/ 
DG(S)-74 dated the 12th June 1974, it has been decided that 
the Study Group shall also exanine the relative provisions 
of the Non-Banking Non-Financial Companies (Reserve Bank) 
Directions, 1966; all references to non-banking companies 
covered by the Non-Banking Financial Coopanies (Reserve 
Bank) Directions, 1966 and the Miscellaneous Non-Banking 

cont'd . . . 
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Companies (Reserve Bank) Directions, 1973 referred to 
in paragraph 2 of the said order shall also be deemed 

to· refer to Companies covered by the Non-Banking Non­
Financial Companies (Reserve Bank) Directions', 1966. 

Sd/­
(S.~.SHIR.ALKAR) 

DEPUTY GOVERNOR 

RESERVE BANK OF INDIA 
DEPARTMENT OF NON-BANKING COMPANIES 

CENTRAL OFFICE 
15, NETAJI SUBH~S ROAD 

POST BOX NO. 571 
CALCUTTA-700 001 

Ref.No.DNBC.35!DG(S)-75 January 30, 1975 
Magha 10, 1896(Saka) 

In partial modification of the order No.D~~C.30/ 
DG(S)-74 dated the 17th June 1974 and consequent on his 
appointment as the Chief Officer, Department of Non-Banking 
Companies, Reserve Bank of India, Calcutta, Shri V.Subrananian 
is hereby appointed as a member of the Study Group on Non­
Banking Companies ~ Shri D.D. Bhargava, transferred to 
the Department of Banking Operations & DeveloPQent, Calcutta. 

yk. 

Sd/-
(S.S. SHIRALKAR) 
DEPUTY GOVERNOR 



APPENDIX - II 

SPECIFIC POINTS OF THE TERMS OF HEFERENCE OF THE 
STUDY GROUP, ON \lmICH THE DETAILED i'1EMORANDli 1lfERE 
CALLED FOR FROM CEB.TL.IN BANKERS, REPR.ESENTl~TIVES 
OF TR1~DE, INDUSTRY AND COMriIERCIAL ORG.ANISATIO~, ETC. 

1 • Effect of acceptance of deposits by non-banking companies on 
sa7ings, patt';;ITI uf- Davings, investments and pattern of 
investmcn ts. 

2. Whether the provisions of Chapter IIIB of the Reserve Bank of 
India Act, 1934 read with the provisions of the liInending Bill 
are ad e quat e for the purpose of regule,ting the deposi t-acc eptance 
activities of non-tanking companies from the point of view of 
effectively serving as an adjunct to monetary and credit policy 
of the country besides affording a degree of protection to the 
depositors' funds. Specific respects in which the provisions 
of the Act could be fUrther amended for fulfilling the objec­
tives in view. 

3. Whether th~ Non-Banking Financial Companies (Reserve Bank) 
Directions, 1966, the Non-Banking Non-Financial Companies 
(Reserve Bank) Directions, 1966 and the Miscellaneous Non­
Banking Companies (lieserve Bank) Directions, 1973 issued by 
the Bank fulfil the objectives referred to in the preCeding 
item. Specific respects in which these may be further aoended. 

4. Specific sugg8stions for regulating the conduct of business of 
non-banking financial and miscellaneous noon-banking coopanies 
covered by the relative sets of directions. 

5. -Suggestions regarding the noms which may be prescribed in 
respect of the capital structure and debt-equity ratio for 
the various Classes of non-banking companies covered by the 
three sets of directions. 

6. Paragr~ph 2( 1) (f) ,)f the Non-Danking Financial_ CorJ.panies 
('Reserve Bank) Directions, 1966 and the Non-Banking Non­
Financial COLlpanies (Reserve Bank) ilircctions, 1966 and para­
graph 3(1)(d) of the Niscellaneous Non-Banking Conpanies 
(Heserve Bank) Directions, 1973 exclude certai-~.categories of 
ooniEJs acc'epted by the types of ,conpanies conccrn.ed from. the 
purvi.ew of the term 'deposit' as defined in th'€; said dire­
ctions. Suggestions for addine; to or -deleting fron, the 
categories of exempted deposits refcrr8d- to in the said 
paragraphs. 

7. Loans secured in the manner specified in the first proviso 
to paragraph 3(1)(d) of the Non-Banking Financial Companies 
(Heserve Bank) Directions, 1966, paragraph 3(2) of the Non­
Banking Non-Financial Cocpanies (Reserve Dank) Directions, 
1966 and paragraph 4 of the ~tiscellanoous Non-Banking Coo­
panies (Reserve Bank) Directions, 1973 are not considered 
as 'deposits' for the purpose of the ceiling restrictions 
prescribed under the said paragraphs. Is this exenption 
necessary or desirable from the point of view of the obje­
ctives referred to in iten 2 above? 

8. Suggestions regarding the extent to which and the periods 
for which non-banking cOEpanios may borrow by way of deposits 
and/or unsecured loans Lviz., those received from oembers 
(not being deposits received by a private limited coopany 
from its cambers under a specified type of declaration), 
unsecured debentures, depcsits guaranteed by directors in 
their individual capacity and unsecured loansguaran"teed by 
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10. 

11. 

12. 

13. 
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15. 

16. 

17. 
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the former managing agents or secr8taries and treasure~s7 
and the distinctions which may be r::l8.de between public and 
private limited companies for this purpose. Would it be 
desirable to combine the ceilings prescribed in respect~ of 
the two categories of deposits refGrred to above into one? 

Norms which may be prescribed in respect of L1aintcnance of 
c~sh res ~rvcs and/or '..Ji.' 3. perc€:nta,ze of deposit liabili ti es 
in the form of liquid assets by such companies. 

Norms which may be prescribed in respect of the rates of 
-interest payable by non-banking companies on their borrowings 
by way of deposits and/or unsecured loans and ilso those which 
may be charged on loan,S and advances made by non-banking fin­
ancial and ciscellaneous non-banking cocpanics. 

Suggestions regarding the extent tG which any of tho activities 
carried on by non-banking companies throueh thGir subsidia­
ries Can or should be controlled. 

Suggestions for regulating the utilisation of funds borrowed 
by non-banking companies by way of deposits. 

Suggestions, if any, for inproving the quality of advances 
made by non-banking financial and r.liscellaneous non-banking 

companies and recovery-performance of th0 advances. 

The need, if any, for imposition of a ceiling un the risk 
assets to be held or on the leans granted by non-banking 
financial and miscellaneous non-bankine; companies. 

In the context of certain concessions enjoyed by private 
limited companies under the provisions of the Companies Act, 
1956, do you feel that there are any ioopholes in the Reserve 
Bank of India Act or in th,e three sets of directions referred 
to in item 3 above which are being taken advantaec of by 
the conpanies covcre,~ bj:' the said directions and which requ:ir e 
to be plugged? 

Whether there is any need for eLlpcwerinc the R8uer-ve Dank 
of India to apply to an appropriate Court for the cOL1pulsory 
winding up of a non-banking financial conpany or ~ TIisce­
llaneous non-banking company. If so, the circUDstancGS in 
which the Bank may beenpowered to approach the Court for 
the purpose. 

Suggestion(s) on any other relevant topiC which is con­
sidered germane to the subject-natter of the enquiry 
presently being conducted by the Study Group. 



UPENDIX III 

LIST OF INDIVIDUALS/COMPANIES/ASSOCIATIONS/ 
INSTITUTIONS ETC. WHO SUBMITTED r-TElvIORANDA . 
ON THE VARIOUS ASPECTS RELiTING TO THE WORK 
___________ O~F~T~HE STUDY GROUP 

I. BANKS 

1 • Bank of Baroda, Bombay 
2. Canara Bank, Bangalo re 
3. Federal Bank Ltd., Alwaye 
4. Indian Bank, Madras 
5. Indian Overseas Bank, l\Iadras 
6. State Bank of Mysore, Bangalore 
7. United Commercial Bank, Calc],ltta 

II. INDIAN BANKS ASSOCIATION, BOMBAY 

III. INSTITUTE OF CHARTERED ACCOUNTANTS OF INDIA, 
NEVi DELHI 

IV. CHIT FUNDS/FINANCE CORPORATIONS 

1. Coimbatore South Indian Chit Funds Ltd., Coimbatore 
2. Jupiter Chit Fund Pvt. Ltd., Kanpur 
3. Karnataka Finance Corporation, Bangalore 
4. Margadarsi Chit Fund Pvt. Ltd. , Hyderabad 
5. Mayavaram Financial Corporation. Ltd., Mayavaram 
6. Triplicane Permanent Fund Ltd., Madras 

V. ASSOCIATIONS OF CHIT FUNDS/NIDHIS 

1. Associated Body of Nidhis, Madras 
2. Incorporated Chit Fund Companies Association, 

Mayavaram 
3. Kuri Foreman's Association, Trichur 
4. Tamilnad Chit Fund Companies Association, 

Tirunelveli 

VI. COMPANIES 

1. Associated Traders & Engineers Pvt. Ltd., New D6lhi 
2. Bajaj Capital Investm6nt Centre (p) Ltd., New Delhi 
3. Dalal Engineering Pvt. Ltd., Bombay 
4. Hind Finance, Industries and Investment Ltd., Nagpur 

VII. CHAMBER OF COMrJiERCE AND INDUSTRY! ASSOCIATIONS ETC. 

1. Ahmedabad Mill Owners' Association, lilimedabad 
2. Association of Investors in Non-Banking Compnnies, 

Bangalore 
3. Cochin Chamber of Cowncrce & Industry, Cochin 
4. Federation of imdhra Pradesh Chan:bcrs of Commerce 

& Industry , Hyderabad 
5. Federation of Indian Chamber of Commerce & Industry, 

New Delhi 
6. Federation of Karnataka Chamber of Commerce & 

Industry, Bangalore 
7. Indian Merchants' Ch?~ber, Bombay 
8. Mahratta Chamber of Commerce & Industries, Poona 
9. Market Research & Development Council, Bombay 
10. Mill Owners' Association, Bombay 
11 • Native Residents' Association of IvIadrns City, Madras 
12. Punjab & Haryana Finance Companies Lssr}ciat ion, 

Jullundur City 
13. Southern India Chamber of Commerce & Industry, Madras 
14. Southern India Mill O,mcrs Association, Coimbatore 



- 2 -

VIII. illIVIDUALS 

1 • Shri Bipin S. Acharya, Ahmedabad 
2. Shri K.M. Balavenkataraman, Manager, Salem Srce 

B.tI.l!IIn"'1.l. Company frivate Ltd., Salem 
3. Shri A.R. Bhat, Poona 
4. Shri R.S. Bhatt, Ch2.irman, India InvestI!lEnt Centre, 

New Delhi 
5. Shri M.R. Bhide, Executive Chairman, Voltas Ltd., 

Bombay 
6. Shri S. Bhoothalingarn, Director, National Council 

of Applied Economic Research, New Delhi 
7. Shri A.B. Bilimoria, DirEctor-in-charge, Tata 

Consultancy Services, BOITLbay 
8. Shri K.S. Chakrapani, Chief Officer, Department of 

Banking Operations & Developoent; Reserve Bank 
of India, Bombay 

9.. Shri Darnodarlal Daga, Calcutta 
10. Dr. L.C. Gupta, c/o Xavier Labour. Relations 

Institute, Jamshedpur 
11. Shri D.R. Joshi, Executive Director, M. Visvesvaraya 

Industrial Research and Development Centre, Bombay 
12. Shri fl..R. Khare, Joint Regional Director, Cor.1pany 

Law Board, Bombay 
13. Shri R. Satyanarayan Kulur, Calic'l.lt 
14. Shri T.V. Narayana Marar, BangaloI'e 
15. Dr. C.P.S. Nayar, Bombay 
16. Dr. T.M.A. Pai, Manipal 
17. ~.~ V.K."R.V. Rao, Director, Institute for Social 

and Econooic Change, Bangalore 
18. Shri R.G. Saraiya, Bombay 
19. ).r~ M. Saravane, Research Officer, Division of 

Fiscal l'.nalysis, EconornicDepartnent, Rcserv8 Bank 
of India, Bombay 

20. Shri Narottam Shah, Coomerce Research Bureau, Donbay 
21. Shri N.K. Thingalaya, EconoDist, Syndicate Bank, 

Manip~l 
22. Shri Parnanand Uttanchand, c/o. Ochiram Parmanand, 

Shroffs, Madras 
23. Shri M.G. Varughese, Menber, A.I.C.C., Gujarat 



A??ENDIX IV 

LIST OF INDIVIDU ALS/COM?ANIES/ ASS()CIliTICN S/ 
INSTITUTIONS ETC. yJITH "'HOH THE HEr>1JERS OF 
THE STUDY G ROUl? 1Li~) IJlSCUSSION S ON THD V f:Jl.li..'US 
liSJ?ECTS RELATING TO THE WO.i.tK Ot' THE STU:JY GROUP 

(arranGed in tho chronoloGical ordor of meetinG them) 

I. AID~19i.~ 

1. Shri Pannalnl Jhnveri, Hon. Secretary, Gujarat 
Sadachar Samiti, ~hmedab~d. 

2. Shri IC.:;:). Dudha, R(:,~~istrar of Co-oper:ltivc 
Societies A GUjarat. 

3. Shri S.R. Dnstikar, SccrGt~ry ~~d F~n~ncial 
Controller, iLhmedabad M~.mufacturin:3 & C'llico 
Prin t inC Co. Ltd., Ahmcdab:J.cl. 

4. Shri Niranjan VYD.S, Assistant Secretary, Gujarat 
State ConGress (R) Cora.r:litt(;o. 

5. lillmedabad Mill Owners' ~ssociQtion. 
6. Shri Dipin S. Acharya. 
7. Shri M.G. Varughese, Member, d.I.C.C., Gujarat. 
8. Shri J.G. Gatha, ~cGistrar of Companies, GUjarat. 
9. Shri J.N. Thakkar, Chartered :l.ccountant, l..hmedabad. 
10. Shri S.S. Sahani, Chicf Gener~l M~nD.ger, State 

Dank of India, L.H.O., l~Dedabad. 
11. Shri H.S. Majumdar, Manacins ~irector, State Dank 

of Saurashtra, DhavnaGar. 

I I. NEvi DELHI 

12. Shri P.L. Tandon, Chairman & ManaGinG Director, 
Punj~b Natienal Dank, New ~elhi. 

13. Shri S. B.atnam, Cont roller, Delhi. Cloth & General 
Mills Ltd., New Delhi. 

14. Shri S. DhcothalinGam, Director, !;atiunal Council 
of Applied Economic Research, New ilelhi. 

15. Shri A.K. Sen Gupta, Dean, Institute of Chartered 
Accountante of Indin., New Dt:'lhi. 

16. Shri S. Lurnar, iie0istrar of Companies, Delhi 
& Haryana. 

17. Dharat Dhushan & Co" Share-brokers, No1,v Delhi. 
18. Shri T.e. Mitla, Ori(;ntal Bank of Comrwrcc Ltd., 

New Delhi. 
19. Shri K.K. Dajaj, Managing ~irector, Dajaj Capital 

Investment Centre (i)) Ltd., New Delhi. 
19A. Shri D.N. Ghosh, Joint Secretary, Department of 

Danking, Ministry of Finance, Government of India, 
New·Delhi. 

III. CALCUTTi;. 

20. Prof. Kshitinohan Mukherji, vean, Faculty of 
Commerce, C~lcuttn University, Calcutta. 

21. Shri l'.K. Sen, General I~ano.GGr, United Dank of 
India, Calcutta. 

22. Shri D.K. Puri, Group Chief Accountant, Macneill 
Darry & Co. Ltd., Calcutta. 

23. Dr • ..:'..lok Ghc,sh, Calcutta University, Calcutta. 
24. :!Jr. Dhabatosh Datta, .Jirector, Reserve Dank of India. 
25. Shri PaIDodarlal ~~~a, Calcutta. 
26. Shri n.c. Maheshwari, Gc:n8ral M:-maccr, Texnaco,Calcutta. 
27. Shri .i~.K. Go.nculy, Editor, The CarJit8.l, ·Cc.lcutta. 
28. Prof. J.K. Sen Gupta, ~irector, Indian Institute of 

ManaGeDcnt, Calcutt8.. 
29. Dencal Chamber of COI!lI:lerce ~:~ Industry, Calcutta. 
30. Den,.~al National ChnDber of Conracrce & Industry, 

Calcutta. 
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31. Indian Chamber of Conoerce, Calcutta. 
32. Jupit er Chit Fund (p). Ltd., lCanpur. 
33. Shri H.K. Mohta, Director, Gem Savings Unit 

Pvt. Ltd.,Calcutta. 
34. Shri·V.R. Desai, ChairIilan & Managing Director, 

United Commercial Bank, Calcutta. 

IV. ;a-ANGAlnjJB 

35. Fe<ieration of Finance Corporat'ions, Bangalore. 
36. Federation of Karnataka Chu.mber 0 f COr::lD.e:r:ce .& 

Industry. 
37. Shri H.N. Rao, General Manager, Syndicate Bank, 

Manipal. 
38. Shri C.S. Hubli, Deputy Secretary, Deve10pment, 

Housing, Panchayat Raj & Co-operation Departoent~ 
Goue±n!+~nt of Karnataka, Bangalo.re. 

39. Shri C.E. Kamath, Chairman & Managing Director, 
Cana:r:-a Bank, Bangalore. 

40. Shri.K.N. SubraI:laniaIil,. Editor, Southern l!:conomist, 
Bangalore. 

41. Shri N.D. Raman an , Planning Manager, State Bank of 
Mysore, Bangalore. 

42. ~hri M.P. Prabhu,I~anaging Partner, Karnataka 
Finance Corporation, Bangalore. 

43. :Shri V. Srinivasan, President, Association of 
Investors in Non-Banking Companies, Bangalore. 

V. COCHIN 

44. Cochin Chamber of Co~erce & Industry, Cochin. 
45. Kuri ForeDen's Association, Trichur. 
46. Shri R.S. Kalur, Calicut. 
47. Shri P.V. Unnikrishnan, Secretary, Kerala State 

Financial Enterprises Ltd •• Trichur. 
48. Shri K.P. Cherian. 
49. The Southern India Mill Owners Association, 

CO~ll1Uat0n~ • 
50. Shri Anwar, Registrar of Companies, Kerala. 

VI. &DRAS 

51. Jouthern India Chaober of Conmerce, Madras. 
52. Shri L. Kris~an, Chairman, Bank of Madura Ltd., 

Madurai. 
53. Shri S.V.Sundaran,General Manager, Indian Overseas 

Bank, Madras. 
54. Shri K.P. Romis, Chairnan, Federal Bank Ltd., 

Alwaye. 
55. Shri R.R. Dalavai, Secretary, Native:Residents' 

Association of Madras City, Madras. 
56. Shri A.G. Sirsi, Registrar of COI:lpanies, Tamil Nadu. 
57. Shri D.F. Kantharaj, Deputy Secretary to the state 

Government of Tamil Nadu, Revenue Depart~ent, Madras. 
58. Shri T.S. Santhanam, Chairman,Sundaram Finance Ltd., 

Madras. 
59. Shri K. Venkatraoa Iyer, General Manager, Indian 

Bank, Madras. 
60. Associated Body of Nidhis, Madras. 
61. Egmore Benefit Society Ltd., Ma.dras. 
62. Triplicane Peroanent Fund Ltd., Madras. 
63. Mylapore Hindu Permanent Fund Ltd., Madras. 
64. TamilnaduChit Fund· Cocpanies Association, 

Tirunelveli. 
65 •. Incorporated Chit Fund tompanies Association, 

Mayavaram. 
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VII. BOMBAY 

66. Shri M.R. Dhide, Executive Chairman, Voltas Ltd., 
Bombay. 

67. Dornbay Chamber of Coonerce and Industry. 
68. Shri M.P. Chitale, Director, Reserve Bank of India. 
69. The Mill Owners 'Association, Bombay. 
70. l1aharashtra Chanber of Co:or:lerce. 
71. Shri ~.R. Khare, Joint ~ Director, Company 

Law Doard, Bombay. 
72. Institute of Chartered Accountants 01 India. 
73. Shri V.M. TIhide, Chairman and Managing Director, 

Bank of Maharashtra, Poona. 
74. Indian Merchants' Chamber, Donbay. 
75. Indian Danks Association, Bomb~y. 
76. i~ll India Manufacturers Organisation, Boobay. 
77. Shri S. Jagannathan, Governor, Reserve Bank 

of Tndia, Bombay. 
78. Dr. R.K. Haz£l.ri, Deputy Governor, Reserve Bank 

of India, Bombuy. 
79. Shri S.S. Shiralknr, Deputy Governor, Reserve 

Bank of India, Bombay. 
80. Shri R.K. Seshadri, Deputy Governor, Reserve 

Bank of India, Bombay. 
81. Dr~~ K.S. Krishnaswnmy, Executive Director, 

Reserve Bank of India, Bombay. 



APPEl-J'1HX V 

REGULATION OF THE AC'rIVITIES OF NON­
BANKING FIN'J.NC LiL INTERMEDIARIES (NBFIs) 

IN SELECTED COUNTRIES 

A summary of the important statutory prov~s~ons 
regulating the activities of Non-Bnnking Financial 
Intermediaries in twelve foreign countries is given below: 

AUSTRALIA 

The Australian Financial system includes n wide range 
of financial intermediaries. The non-banking financial 
intermediaries include building societies, unit trusts, life 
assurance offices, pastoral finance, companies, instalment 
credit companies, development finance institutions (including 
merchant banking-type companies) and credit unions. 

The Financial Corporations Act, 1974 r~quires a wide 
range of financial corporations whose assets exceed 
$ 1 Million to register ,.,.i th the Reserve Bank and to provide 
certain information about their activities. These Non­
Banking Financial Institutions whose assets exceed $ 5 r,Ullion 
are subject to regulation of assets ratios, lending, and 
interest rates. The collection of information from NBFIs 
is a 'policy objective in Australia so that the regulations 
can be tailored to suit' the requirements of particular types 
of financial institutions. Stress is al'S~ gi van to the 
need for consulting NBFIs and seeking their co~operation 
for voluntary restraint. 

There is also, at the State level, money-lending 
legislation "1hich imposes conditions on the act i vi ties of 
money-lenders including the form in which they may advertise 
for public deposits. 

CANADA 

In Canada, there are institutions other than banks 
which accept deposits from and make loans to the public. 
Some of these institutions such as trust companies, loan 
companies, money-lenders and credit unions operate under 
certain special federal or provincial government laws. 
Others, such as finance and investment companies are 
incorporated under the general federal or provincial 
company legislation. The deposits with all the provincial 
trust and loan companies are insured with the Canada 
Deposit Insurance Corporation - a federal institution 
with regulatory powers. 

A loan c,ompany in Canada may accept deposits 
but the amount so held should not exceed the aggregate 
amount of its paid-up and unimpaired capital stock 
and of its cash actually in hand or deposited in any 
Chartered Bank in Canada. The auditor of a loan company 
has to submit annual reports to the Superintendent, 
Depar.tment of Insurance. The investments of a loan' 
company (receiving deposit or borrowing money) in common 
shares of capital stock shall not exceed 25 per cent 
of, the company's total funds. Granting of loans to a 
director cr offi~Gr of the company or to a spouse or 
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child of a director or to ~ Corporation in which a director 
is interested is prohi bi ted. 1 .. loan cou,pany has to main­
tain 20 per cent of the d8posits in liquid assets or in 
fully secured loans repayable on demand. The value of 
real estate required for its actual use ~md reasonably 
re quired for natural expansion of its business should not 
exceed 35 per cent of the company's unimpaired capital, 
surplus and r-ese£Vt;O. 

Small loan companies 2.re covered by the Swdll Loans 
Act. They are authorisGd to lend money on prowissory notes 
or other personal security aIld on chattel mortgages but 
are not allowed to accept money on deposit. 

A trust company may receive ~oney on deposit and 
allow interest thereon at such rate as a6 reed upon and 
also advance moneys to protect any est2te, trust or property 
entrusted to it; it has to maintain at all times, reserves 
at an aggregate at at least 25 per cent of the amount of 
funds received for guaranteed investment repayable on 
demand or becoming due in less than one hundred days. It 
can borrow upon the credit of the company or against the 
hypothecation, pledge or mortgage of its property on the 
authority of its General Body meeting by a resolution 
passed by shareholders holding 2/3rds of its share capital, 
but only up to 12Y2 times the ex~ess of the assets of the 
company over its liabilities. A trust company cannot, 
however, borrow by issue of bonds or debentures. 

FRANCE 

The jurisdiction of the National Credit Council 
which is entrusted with the enforcement of the regulution 
of banking has been extended to two categories, viz., banks 
and fL"Ylancial instjtut~rns. Institutions other than banks 
cannot accept public deposits repayable on demand or on 
notice for less than two years. Financic..l institutions 
have been defined as enterprises which, without receiving 
public funds, carry out one or several of the following 
operations :-

(i) Effect short or medium-term credit operations 
and exchange operations; 

(ii) Discount, take as security or collect bills 
of exchange, Cheques and public securities; 

(iii) Serve as commission agents, brokers or 
intermediaries in the operations concerning 
securities and funds of the state, bills 
of ex~hange and public securities. 

il.S in the case of banks, these institutions are also 
required to be registered with the National Credit 
Council and to maintain a minimum amount of paid-up 
capital as prescribed by the law. The financial insti­
tutions are not classified into legal categories. 
However, the National Credit Council imposes upon them 
a de facto specialisation in strictly limiting their 
acti vi t.";f.S to specific types of operations which the 
institutions declare in their application for registration. 
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This specialisation p8rmits categorisation of financial 
institutions under the following heads: 

(i) 
(ii) 

(iii) 
(iv) 
(v) 

(vi) 
(vii) 

Group finance companies, 
Houses 'of securities, 
Houses· for·financinghir€: purchasu, 
Loan societi'es or real estat e societies, 
Societies fer J case (movable or immovable property), 
Miller Unions, and 
Miscellaneous. 

The Commission of Control of Banks in France may 
strike out the name of a company from the list for non­
adherance to the advices issued by the Cor:mission. 

JAPAN 

In a breader sense, NBFls in Japan include finnncial 
institutions i.e. mutual loan and savings banks, credit 
associations, credit co-operatives and financial 
insti tutions for "agriculture,. in addition to the insurance 
companies and government institutions ~ncluding financial 
agencies and the postal savings system. Monetary policy 
in Japan was traditionally centred on commercial banks, 
especially city banks. However, certain monetary measures 
have recently been extended to NBFls. The reserve deposit 
requirements' which were lim~ted only to banks have since 
1963 been extended to mutual loe.n and savings banks and 
credit associations holding deposits of over # 20 billion. 
In 1969, the Central Co-operative Bank for Agriculture and 
Forestery was also brought :under control. Lat8r, with a 
revision of the law in 1972, the reserve requirement was 
made applicable also to life insurance companies, where 
necessa'ry. Thus, the scope of the monetary policy of the 
Bank of Jan~,n has been ext ended from time to time to cover 
various ca:Cegories of financial institutions as chcmging 
conditionsand·the monetary environment demanded. So far 
as the supervision dfNBFls is concerned, it is the 
responsibi+i ty of t he Ministry of Finance. In practice, 
however, NEFls and specialised financial institutions, 
are placed under the guidance and superVision of different 
Government agencies and the Bank of Japan carries out the 
supervisory examination of these institutions on its own. 

MALAYSIA 

The provisions of the Borrowing Companies Act, 1969 
regulate the activities of non-banking financial 
intermediaries in Malaysia. The term 'borrowing business' 
has been defined to mean acceptance of any money on 
deposit or loan by a person from more than ten persons 
wherein the borrower is under a liability to repay the 
money to those persons and is subjected to restriction 
on the lending or investment of such funds. Subject to 
the provisi.ons of~ the above Act and notwithstanding the 
provisions of the Companies Act, 1965, no person shall 
'carryon borrowing business unless it is (a) a public 
company (b) a licensed borrowing company; a licensed 
borrowing company shall not carryon any kind of business 
other than borrowing business. Only public companies 
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with a paid-up capital of Malaysian $ 10,00,000 (about 
~ 34 lakhs) can get a licence from the Central Bank of 
Malaysia. The licensed borrowing companies ~ay accept 
deposi ts or loans for such r:lini..r:lum period as may be 
prescribed by the Central Bank from time to time and such 
deposits should not 'Je ropayable on de:lland by ch0que. 
The Central Bank is empowered to cake rules prescribing the 
rates of interest to be allowed by Non-Banking Companies on 
public deposits. The borro""ling companies are :r-equired to 
maintain a reserve fund. Restrictions on payuent of dividend 
are also provided for in the Act. Besides maintenance of a 
minimum amount of liquid assets, as prescribed by the Central 
Bank from time to time, no licensed borrowing conpany shall 
hold risk assets (i.~. assets other than liquid assets and 
the reserve held with the Central Bank) in excess of ten 
times of its paid-up capital and reserves. Unsecured loans 
in excess of Malaysian $ 5,000 (about Rs 17,000) to gny person 
and granting of loans to directors have been prohibited. 
Hire-purchase loans are required to be granted in accordance 
wi th the provis ions of the Hire Purchase ,Act, 1967, a law 
mainly designed to protect the righ4 s of cons~ers. Certain 
restrictions on the types of investments which could be 
made by a licensed borrowing company have also been laid 
down. No licensed borrowing company in Malaysia may 
acquire (1) shares in any corporation,(2) immovable property, 
or (3) any beneficial interest in any fire except with the 
consent of the Central Bank. Monthly returns in respect 
of loans/other credit facilities have to be submitted to 
the Central Bank and if it appears to that Bank that any 
advanc~s are being granted to the detriment of the 'interests 
of the depositors, the bank may prohibit the company from 
making further advances/impose restrictions on grant of 
advances/secure repayment of the advances within sUch time 
and to such e~tent as may be directed. Licensed borrowing 
companies are inen pct8d by the Central Bank from time to 
time. . The (;entral. Bank may file a petition in the High 
Court for winding up of a borrowing cOnllmny :ifthe company 
is likely to fail to meet its obligat ions ',Clr is carrying on 
its business in a manner detri.r!J.ental to the interests of its 
depositors. Under certain circUDstances, it may assume 
control of and carryon the business of a ,licensed borrowing 
company or appoint a person to advise the licensed borrowing 
company in the proper conduct of its business. 

The powers of tho Reserve D8.llk of New .zealan(~ to 
exercise control over non;..banlcing financial intercediaries 
have been considerably strengthened with the passing of 
the Reserve Bank (Amendment) Act, 1973. One of the ~ain 
objectives of this legislation was to bring all financial 
institutions within the sphere of monetary policy and thus 
enable the Bank to exercise uniform supervision over both 
banking and non-banking financial institutions. Since the 
coming into force of this logislation, it is stated that 
there has been a better co-ordination of policy; closer 
contact has been made with the various sections of the 
financial market and working relations ""Ji th the various 
groups of' institutions have been improved. 

Under the 'voluntary' investment arrangement, every 
finance company has to hold Governoent stock to the extent 
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of 10 per cent of its borrowings. 

The Interest on Deposit Regulations specify ~aximum 
deposit rates fot various te~s for deposit-taking 
institutions. The Governnent nay also require financial 
institutions to hold specified assets. The Bank has the 
authority tore;quire infor:Jlation from any financial insti.;. 
tutions as to the assets and liabilities of its business. 
The power of the Reserve Bank to inspect the books of 
account and other 'records of trading banks h2S been 
extended to apply to other financial institutions. 
The Reserve Bank may make recoIillIlendations or give directives 
to any class of financial institutions in respect of their 
business; it may also give directions as to the policy to 
be followed in relation to lending and investments. 

Under the Moneylenders Act, ,1908, every noney~lBrlder 
is required to be registered with the concerned authority 
and obtain annual licence. ,Moneylending c.dvertisemcnts and 
payment of compound interest by the Doneylenders are 
prohibited. 

NETHERLANDS 

The problem of 'regulating the activitie;s of I near-
banking' institutions functioning in the country has 
necessitated,the Government to draft a Bill for e.wending 
the Supervis ibn of the Credit 'Syste!il l~ct, 1952. When the 
Bill is enacted, it is.expected to bring the near-banking 
insti tut ions under '-social-economic I, i .. e monetary 
supervision.. Each . credit insti tutionBhall have to 
maintain amin1mum amoimt of capital as provided for in the 
prop osed law.. Companies not be ing credit inst i tu t ions will 
be prohibitedfro,m accepting monies withdrawable on demand 
o.rat a notice of two years or less, unless certain require­
ments pertaining to resources, control and publication of 
the annual statement of accounts have been-fulfilled. 
The regulations ,will provide for issue of directions 
regarding the maximU!il amoUnt of all or any lending and 
investment. The proposed amendmnts will also er.1pO\";rer 
the Netherlands Bank to file a petition with the court 
for a 'receiying order ' if the institution is unable to 
pay its debts. 

PHILIPPINTIS 

The investment houses, i.e. enterprises which are 
engaged in underwriting of securities of other corpora­
tions are subject to the provisions of the Investment 
Houses Law. These Houses cannot engage in banking 
operations. 

The Central Bank .Act provides that the financ ial 
institutions should maintain reserves against their 
deposit liabilities. The Monetary Board may also fix 
the maximum rates of interest which other financial 
institutions may pay on deposits. 
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SWITZERLAND 

The problems arising out of acceptance of de:posi ts 
by non-banking companies necessitated a revision of the 
Swiss Banking Law in 1971. The controlled activity now 
covers all industrial ,conmercial and finance companies 
which, appear on the public capital market with a view to 
accep/ting deposits from other-- companies or pers ons • With 
the exception of Investment Funds which are rebulated by 
the,. Federal Law on Investment Funds of 1966, all other 
financial institutions (including banks) are being 
controll,ed by the Federal Law on Banks and Savings Banks 
of 1934, the provisions of which extend to financial 
insti tutions and individual firms of 'banking nature I • 

Non-Banking institutions cannot accept savings deposits. 
advertisements soliciting/inv~ting deposits may be 
issued only in accordance with the rules prescribed by 
the concerne d· authorities in this behalf. The ceiling 
and margin on loans are fixed by law. Deposits cannot 
be invested except in Government.. securities and in 
immovable properties. More than 7Y2 per cent of the 
investible funds cannot ~lso be invested in one firm. 
There should be a proportion between owned funds and total 
liabilities. THe oinimun paid-up capital has been fixed 
for each institution at 20. francs (about ~ 37.91 lakhs). 
The Commission of Banks which is the main authority of 
supe~vision can depute an expert in the capacity of 
an observer to a financial institution (including a bank) 
whose creditors seem to be seriously threatened by grave 
and persistent irregularities. This observer watches 
the activities of the institution and, ih particular, 
the execution of the meaSUres imposed by the COJ:ltlission 
of Banks. . The authorities can dissel vean invostment 
company, if necessary. An improvement of the relationship 
between the institution of audit and the authority of 
superVision has contributed to a quicker conmunication of 
the irregularities to the latter; this enables th~ .' 
authorities to intervene sufficiently in advance. If the 
auditors discover, during the course of their audit, 
contraventions of the legal prOvisions or other 
irregularities, the financial institutions are asked 
to take corrective action within certain stipulated tine. 
In case of failure to do so, the matter is referred to 
the Commission of Banks. Grave irregularities observed 
during the course of audit are, however, immediately 
brought to the notice of the Commission. 

UNITED STATES OF AMEBIC.!. 

There are two major federal regulatory agencie~ ¥iz., 
The Federal Home Loan Bank Board and the Federal Deposit 
Insurance Corporation which supervise Qany of the 
nation's savings and loan associations and mutual 
savings banks.. The meobers of the Federal Home Loan 
Bank Board are Building and Loan Associa tions, Savings 
and Loan Associations, Co-operative Banks, Hor:iestead 
Associations, Insurance Companies or Savings Banks. 

The main business of D.U tual savings banks :Ls 
collecting and channelling savings of small investors 
into mortgages and other typos of loans, Government Bonds, 
etc. They do not generally accept demand deposits and 
hence, cannot conduct many ordinary commercial banking 
opera-cio:"lS. Most : ........... -.:;s permit ButUal savings banks 1)0 
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invest only in an approvod list of securities prepared by 
the State legislature or the State agency supervising the 
banks. 

Sales finance companies are active in the field of 
direct consuner len.:line. and many consumer finance 
companies are expanding into conSUI!ler durables and cocmerc:ia.l 
financing. In a nuober of States, sales finance co~panies 
are regulated by State laws governing instalment selling. 
State laws usually regulate insurance coverage, terms of 
rebate, finance charges, and the like 2~d provide that the 
written contract must set forth the te~s of agree~en~. 
Consumer finance comppnies operate under State small lo~m 
laws which set r.linimum cnpitalisation for companies and 
specify the necessary records, essential foros, percissible 
rates, loan licits, etc. 

Rates of interest, cOITlI!lission, etc. to be charged 
are subject to certain restrictions under the Home Loan 
Bank Act. Each cember is requirGd to maintain liquid 
assets which may not be less than 4 per cent cr oore than 
10 per cent of its obligations on withdrawable accounts and 
borrowings repayable on demand. The payment a~d advertise­
Il6nt of interest or dividend. on deposits, shares, etc. is 
also subject to the rules prescribed by the authority. 
The cin~num capital of each Federal Houe Loan Bank shall 
not be less than the amount prescribed and they have to 
carry to a 'Reserve'account every half-year an amount 
e qual to 20 per cent of its net earnings until tne .. Reserve' 
account is equal to paid-up capital and thereafter 5 per 
cent. The Federal Home Loan Bank Board supervises the 
activities of the Federal Home Loan Banke. 

Investment companies which are eOVBrned by the 
Investoent COJ;l,pany flct of 1940 are required to be registered 
with the 'Securities and Exchange COOflission'. They are 
prohibited from naking any transactions in the nature of 
trading in securities and the Act prescribes the oaxiouo 
amount which can be invested in a particular company 
or in a company in the same group. Substitution of the 
holdings is subject to the prior approval of the Co~ission. 
Payment of dividend fron any source other than from the 
company's undistrib~ted income is prohibited. 

UNITED KINGDOM 

The Protection of Depositors' ilCt, 1963 regulates 
the issue of advertisements soliciting depOSits, cakes 
special provision with respect to the accounts to be 
delivered by and the supervision of companies which issue 
such advertisements. Fraudulent inducements of persons 
by false promises or forecast or by dishonest conceal­
ment of material facts or by reckless making of any 
misleading, false or deceptive statements are liable 
on conviction, to imprisonnent or fine or both. The Board 
of Trade may make regulations prescribing the matters 
which oust or must not be included in any such advertise­
ment. Before issuing any advertisement for deposits, 
a company has to deliver to the Registrar of Companies 
and the Board of Trade a balance-sheet and profit and 
loss account in regard to the accounting period as 
prescribed in the Act. The authorities nay require 
finance companies to Droduce their books etc. If a private 
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company issues advertisement soliciting doposits, the 
coopany shall not be dee~ed to be a private company for 
certain provisions of the Conpanies Act, 1948 (of the 
U.K.), the most ioportant of which is the prohibition 
of granting loans to directors. The Court may, on a petition 
presen ~ed Dy -(;he Boal-d of Trade, wind up any cOLlpany under 
the Companies Act, 1948, if it is unable to pay its 
depositors or if the value of the coopany's assets is less 
than the amount of its liabilities or it has defaulted in 
complying with any requirement of the Act in so far as it 
relates to the delivery of accounts. 

WE S T G EffiVIJiliY 

The main concern of the authorities in the Federal 
Republic of GerLlany as to money transactions of non­
banking cOLlpanies' is to prevent abuses in the Doney Darket 
and especially to save the dGpositors fron loss. With this 
end in view, certain transactions are subject to State 
supervision essentially with regard to the acceptance of 
deposits and taking of Lloney froLl third parties as loans 
and granting of advances. Acceptance of deposits by a 
non-banking company aoounts to conducting banking 
transactions which, in principle, are generally pOTQissible. 
If, however, its volume requires a co~ercially organised 
business enterprise, the deposit receiving cOLlpany is 
considered a credit institution and as such it is subject 
to bank supervision under the regulations applicable to 
banking business. Deposits can be accepted in this case 
only with the pernission of the Federal Suporvisory 
Office. Credit institutions are required to observe 
certain requirements of equity capital and- maintenance 
of liquidity as proBsr<.bed by the Authority. Th0Y arc to 
in vest their fUnds in such a way so as to safeguard 
'adequate solvency' at all t~es. Credits granted to 
anyone borrower in excess of 15 per cent of the crodit 
institution's 'liable funds' are to be reported to the 
Central Bank. Further, large credits shDuld not exceed 
in the aggregate 50 per cent of the total londings and 
a single credit should not exceed the total liable funds; 
hire-purchase companies are, however, exempted fron these 
restrictions. There are also certain restrictions on 
the grant of loans to directors. Investigation of non­
b,anking companies may be carried out by the concerned 
authorities. 



APPENDIX V.I 

STL.TEf.1ENT SHO\IING THE SALIENT FEATURES OF THE THREE SET S OF 
DIEECTIONS ISSUEL BY THE RESERVE DANK OF INDIA TO NON-:3iiNKING 

C0I"lP ANIES (POSITION AS ON JilNUARY 27. 19752 

--------~.----------------------------------------------------------------------------------------------------------------
Non-DankinG Financial Companies (Reserve 
Dank) Pirections, 1966 containe~ in ~ 
Notification No.DNDC.1/E:C(S)-66 dated 
October 29, 1966 as a~end€~ upto 
January 27, 1975 

Non-Dankin9 Non-Financial 
Companies ~Reserve Dank) 
Directions, 1966 contained 
in ~~ Notification No. 
DNBC.2/EI'(S)-66 c1lJ.ted 
October 29, 1966* as amend­
ed upto Janunryf7. 1975 

Miscellaneous Non-BankinG COMpani~s 
(Reserve Dank) Directions, 1973 contained 
in Notification No.DNDC.21/DG(S)-73 date~ 
AUGust 23, 1973 as aQended upto 
,January 27, 1975 

( 1 ) . ( 2) TIl 
------------------------------------------------------------------------------------------------------------~~-----------

I. Date of corillaence~ent of the directions 

January 1, 1967 January 1, 1967 Septenber 1, 1973 

II. Types of non-bankin,,; companies covered 

(Banking, insurance and stock exchange or stock-broking conpanies are excludec.. from the purview of all 
the three sets of directions) 

i) Hire-Purchase Finance Companies -
,Companies carrying on as their 

principal business hire-purchase 
transactions or the i'inancinG of 
such transactions. 

ii) Housing Finan~e Companies -
Companies the principal business of 

which is the financing of the acqusi­
tion or construction of houses, 
including the acquisition or develop­
ment of plots of land in connection 
therewith 

All industrial, t:,-'c;dinc; 
and other companies which 
are not financial or 
miscellaneous non-banking 
conpanies. 

* ~li thdrawn with effect 
from June 3, 1975. 

All non-banking cOElpanies which carryon 
any of the following types of business: 

( 1 ) 

(a) 

collecting whether .as a proIi1oter, foJ' eI'lan, 
agent or in any other capacity, monic-3 in 
lucp sum or in instalments by way of ~on­
tributions, or Bubscriptions or by sale of 
units, certificates or other instrumelts or 
in any other manner or as membership fees 
or admission fees or service charges -':0 or 
in respect of any savinGs, mutual benJfit, 
thrift, or any other scheme or arrangement 
by whatever name called, and utilising the 
monies so collected or any part thereof or 
the income accruing from investment or 
other use of such monies for all or any of 
the following purposes: 
giving or awardinG periodically or 
otherwise to a Bpeci~ied nUDber of 
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( 1 ) (2) (3) 

------------------------------------------------------------------------------------------------------------------------
iii) Investment Companies - Companies 

carrying on as their principal business 
the acquisition 0 f s ecuri ties, viz., shares, 
stock, bonds, debentures, debenture stock 
or securities issued by Government or by 
a local authority or other marketable 
securities of a like nature. 

iv) Loan Companies - Companies carrying on 
as their prinCipal business the provid­
i-ng of finance whether by making loans or 
advances or otherwise but excluding hire­
purchase, housing finance, industrial 
and trading companies. 

v) Mutual B?nefit Financial Companies -
Companies the principal business of which 
is the acceptance of deposits from their 
members and which are notified by the 
Central Government under Section 620A 
of the Companies .Act, 1956. 

vi) Miscellaneous .Fin8:ncial Companies -
Companies carrying on as a part of their 
business but not as their principal busi­
ness, two or more classes of financial 
business as referred to at items (i) to 
(v) above. 

subscribers as determined by lot, draw 
or in any other manner, prizes or gifts 
in cash or in kind, whether or not the 
recipient of the prize 0r_ gift is urrl er 
a liability. to make any further pay­
ment in res,tJect of such schemes or 
arrangement; 

b) refunding to the subscribers Qr suoh of 
them as haVE: not won any prize dl. gift, 
the whole or part of the subscriptiom, 
contributions or other monies c ollecte d , 
with or without any bonus, premium, 
interest or other advantage, howsoever 

(2) 

called, ·on the termination of the s cIDm e 
or arrangement, or on or after the 
expiry of the period stipulated 
therein; 

managing, conducting or supervising ~s 
a promoter, foreman or agent of any 
transaction or arrangement by which 
the company enters into an agreement 
with a specified number of subscribers 
that E:very one of ;them shall subscribe 
a certain sum in instalments over a 
definite period and that everyone of 
such subscriber shall in his turn, as 
determined by lot or by auction or by 
tender or in such other manner as may 
be provided for in the agreement be 
entitled to the prize amount; 
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( 1 ) (2) (3) 
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III. Definition 01 the term 'deposit' 

For the purpose of the directions 
the term 'de~osit' means any deposit 
of money with, and includes any 
amount borro~. 3d by a non-banking 
financial cor..:pany b"),lt does not 
include certain types of borrowings 
such as, money received from or 
guaranteed by Central or State 
Governments, local authorities 

Same as in column (1) 
except that any money 
received by a non­
banking non-financial 
company from the Unit 
Trust of India by way 
of bridging accomnoda­
tion is also not trea­
ted as 'deposit'. 

Explanation: 

For the purpos es of this sub-paragraph, the 
expression 'prize amount' shall mean the 
amount, by whatever name it be called, arrived 
at by deduction from out of the total anount 
subf'c~ibcd at each instalment by all subscri­
bers, Ca) the commission charged by the 
company or service charges as a promoter or 
a foreman or an agent and (b) any sum which 
a subscriber agrees to forgo, from out of 
the total subscriptions of each instalments, 
in consideration of the balance being paid 
to him. 

(3) conducting any other form of chit or kuri 
which is different from the type of busi­
ness referred to in sub-paragraph (2) 
above; . 

(4) undertaking or carrying on or engaging 
in or executing any other business similar 
to the business referred to in sub-paragrap:r.~s 
( 1) to (3). 

Same as in column 1 except that any money 
received or collected under a chit transa­
ction or arrangement referred to in sub­
paragraphJ2} of paragraph 2 of the Noti­
fication LVide item II(2) abov~7 is not 
treated as deposit; dealership deposits 
etc. or monies received in trust or monies 
in transit are also not exempt (vide para­
graph 3(1)(d) of the Notification). 



or from foreign sources, borrow­
ings from commercial banks or 
specified financial institutions, 
inter-company borrowings, money 
received frow directors or by 
private companies from their 
sharGholders under fl. d~claration 
that money lent to the company has 
not been acquired by them by borrowing 
or accepting dcpo3its from another 
person, security deposits from 
e~ployeGs, dealership deposits/ 
advauces received against orders 
for goode, properties or services, 
subscriptions to any shares.etc., 
calls in advance (subject to certain 
conditions) and money received in 
trust or money in transit (vide 
paragraph 2(1 '(f) of the Notifica­
tion) • 

Note: (i) Monies l)ceived by a mutual 
benefit ;:inancial company vide 
item II(f) above from its mem­
bers (sh~reholders) are not 
treatedls deposits. 

(ii) By the.R:serve Bank of India 
(Anlendme1!t) Act 51 of 1974 'ilhich 
came int .. force with effect from 
December 13, 1974, the term 'deposit' 
has been definea. in clause (bbj in 
section 45-I of t~e principal Act, 
as under: 
'i(bb) 'deposit' shall include, and shall 

be dee:'led always to have included, 
any money received by a non...:b.9nki.nc'" 
institution by way of deposit. 
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or 10anLin any other form, but 
shall not include aoounts rais?d, 
hy w2y of share capita~ or 
contributec as capital by 
purtncrs 0 f a firr.:". 

IV, PeriOd of dcpq,sits 

Mini~um ycriod prescribed under the 
diroctions for the accGptance of 
deposit is six months. Acceptance of 
deposit repayable on deDand or on 
notice is prohibited. 

Note: Mutual B(;ncfit financial companies 
are, however, permitted to accopt 
deposits from their ID8mbersfor any 
periods. 

v. Ceiling on ~GPosits 

.Prior to January 27, 1975, non­
banking fin~ncial companies wera 
pernitt8d to accGpt, deposits upto 
the ceiling limits .of 25 percent of 
the paid-up capital and. free' reserves 
(as reduced by accumulated balance 
of loss, if ~ny), hereinafter referred 
to as 'net owned funds in respect of 
each of the following ~ca-te-go:ties 
~eposits, namely -

Sane as in colunn 1 
excGPt that non-bankinc non­
financial companies can accept 
certain types of deposits 
(i. e. deposits fron r.wrJbers, 
deposits guaranteed by directors 
and unsecured debentures) for a 
period of three mcnths upto 
10% of their net owned funds 
within the overall ceiling linit 
mentioned at itEm V(A) below for 
meeting their seasonal requirements 
of funds. 

Sane as in the case of non­
b,anking financial companies -
vide column 1. 

Sane as in column 1. 

Same as in coluon 1 except 
that for the purpose of computing 
category - I, loans guarante~d 
by the former canaging agents or 
secretaries and treasurers are 
not to .be included. 



Category - I 

(A) (i) deposits"including unsecured loans 
from members (shareholders) (not 
being deposits received by a private 
company Irom its members); 

(ii) unsecured debentures; 

(iii) deposits inCluding unsecured loans 
guaranteed by directors in their 
individual capacity; and 

(iv) unsecured loans guaranteed by the 
former managing agents or secretaries 
and treasurers. 

Category - II 

(B) - All other deposits: 

With effect from January 27, 1975, 
ceiling in respect of deposits in the form 
of unsecured loans guaranteed by directors, 
deposits from shareholders etc. LVide item 
(A) above7 has been reduced from 25 per cent 
to 15 per cent of the net owned funds. 

Note: The ceiling restrictions do not apply to 
hire-purchase finance and housing finance 
companies. 

Any loan secured by the creation of a 
mortgage or pledge of the assets of the company 
or any part thereof shall not be taken into 
account for the purpose of the ceilings mentioned 
above provided: 
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------------------------------------------------------------------------------------------------------------------------

a) there is a 
2$ per cent 
of the ass8ts 
for the loan; 

margin of at least 
of the market value 

·oharg ed as s ecuri ty 
and 

b) in case more than twenty persons are 
given the same assets as security 
for the loan, r-~urtgage or pledge, as the 
case may be, is also created in favour 
of a trustee, which should be ei~her 
a scheduled commercial bank or an 
executor and trustee company which is a 
subsidiary of such scheduled commercial 
bank and the company has executed.a 
trust deed in favour of snch,etiheduled 
coomercial bank ~r its subsidiary. 

If the Reserve Bank is satisfied 
that a mortgage or a pledge created by 
a company is not in the public interest, 
it may declare that the deposit sought 
to be stcured by such mortgage or pledge 
shall still be deemed to be deposits and 
shall not be entitled to the above benefit. 

VI. Regularisation of deposits held 
in excess of ceiling limits 

(i) Excess deposits of the kinds mentioned 
at item V{A) above, as at the 
commencerJent of business on January 1, 
1972 were to be reduced in a phased 
manner before April 1, 1975 - at 
least one third of the excess, before 
April 1, 1973, at least another one 
third before April 1, 1974 and the 
balance before April 1, 1975. 

Same as in column 1, 
except that ite~ (iv) is 
not applicable to non­
banking non-financial 
companies. 

(i) »eposits held in excess of the tvo 
ceiling limits as at the commencement 
of business on September 1, 1973 have 
to be adjusted in a phased manner 
before October 1, 1976 i~~. at least 
one-third before October 1, 1974, at 
least another on~-third before 
October 1, 1975 and the balance 
before October 1, 1976. 
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( 1 ) (2) (3 ) 
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(ii) COI!lpanies holding deposits of the 
kinds mentioned at item veAl above 
in excess of 15 per cent of their 
owned funds as on January 27, 1975 
are required, to wipe off such excess 
before DCCe[lber 31, 1975. This is 
wi thout prejudic e to the requirement 
nentioned in item (i) above4 

(iii) Excess deposits of the type mentioned 
at item V (B) 8 .. bove solely as a result 
of deduction of balance of loss fron 
the owned funds were to be regularised 
before April 1, 1973. 

(iv) Consequent upon the withdrawal of the 
exemption relating to deposits received 
by rnutunl benefit financial conpanies 
from their associate meobers with 
effect from January 1,1973, osuch deposits 
in excess of 25 per cent of the not owned 
funds of tho company were required to be 
regularis":',d"before January 1, 1974. 

VII. Re~larisntion of deposits for periods of 
less than the minimum period prescribed 

(i) Every non-banking financial company 
which,as at the corJDencenent of 
business em January·1, 1972 held~ 
any deposits of one or ~ore of the 
four kinds referred to at item veAl 
above and repayable on demand or 
on notice or after a period of less 
than six months fron the ~te of 
receipt of such deposits is required 
to regularise such deposits (i) 

Sa~e as in colUDn 1 
except that as stated 
earlier, non-banking non­
financial companies are also 
permitted to accept deposits 
for three months, upto a 
certain limit prescribed in 
the directions 

(ii) Conpanies holding depOSits of the 
kind mentioned at item VeAl of 
column 1 in excess of 15 per cent 
of their owned funds as·on Jan1ll8.~ 27, 
1975 are required to wipe off suoh 
excess before December 31, 1976. 
This is without prejudico to 'the 
resuirernent mentioned in iteI!l 
(i) above. 

Every miscellaneous non-banking 
cocpany whi ch, as at the commencement 0 f 
business on September 1, 1973 held~ 
any d~posits of one or more of the kinds 
referred to at items veAl & (B) of 

column 1, and repayable on demand or on 
notice or after a period of less than 
six months from the date of receipt of 
such deposits :i.s'"'t-equired to regularis e 
such irregular deposits; (i) before 
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before April 1, 19.73 if total amount 
of irregular deposits .ttr'hot in 
excess of 25 per cent of the 
company's net owned furL"lS; ii) if 
the total amount of irre:~~l1lar 
deposits ~in excess of 25 per . 
cent of the company's net owne1 funds; 

(a) at least such deposits equal to 25 
per cent of the net owned funds 
before April 1, 1973; 

(b) at least one-half of the balance 
before April 1, 1974; anu 

(c) the remaining portion before 
April 1, 1975. 

VIII. Advertise~ents soliciting deposits 

(a) Advertisenents issuej by non­
banking financial companies 
soliciting deposits from the 
public should contain cert~in 
prescriber': particulars regarding . 
their ~?n~Gernent, business, financial 
position, etc. 

(b) Every non-banking financial company 
is require~, with effect from April 1, 
197:5, to accept, renew- or convert 
any deposit on a written application by 
the depositor on the form to be Bupplied 

(a) and (b) Ba~c as in 
column 1. 

by the company, which form~should contain 
all particulars referre~ to in item (a) above. 

October 1, 1974 if the total acount 
of the deposits ~not in excess 
of 25 per cent of the company's net 
owned funds; (ii) if the total amount 
of irregular deposits ~~n excess 
of 25 per cent of the company's net 
owned funds, it should be regularise~ 
in the following manner: 

(a) at least such deposits equal to 
25 per cent of the net owned fund 
before the October 1, 1974; 

(b) at least one half of the balance 
before October 1, 1975; and 

(c) the remaining portion before 
October 1, 1976. 

(a) Same as in column 1. 

(b) Same as in column 1, except that 
the relevant provision is effective 
froD January 1, 1974. 
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IX. Furnishing, of receipts to depositors 

Every non-banking financial company 
is required to furnish to every dopositor, 
a ,receipt containing certain particulars 
prescribed in the relative direction. 

X. Register of deposits 

Every non.;;ban:king financial company 
is required to n1;3.intain one or more 
registers for recording certain specified 
particulars in the case, of aa.cb depositor. 
The registers are required to be kept at 

the registered office of the company and 
preserved in good order for eight calender 
years following,the financial year in which 
the latest entry is made of the repayoent 
or renew·al of any deposit of which 
~articulars are contained in the register. 
(The relativ~ direction also requires the 
company to d·liver a copy of the notice 
filed with t13 Registrar under the proviso tc 
section 209(1) of the COIJpanies Act, 1956 
to the Reseyve Bank within seven days of 
such filing, in case the company keeps its 
books at any ~lace other than its 
~egistered office). 

XI. Informationt j.. -he included in the 
Board's repelI;;..j _~ __ , _____ _ 

Certain particulars of unclaimed/ 
unpaid deposits are required to be . 
included in every report of the Board 
of Directors laid before a company in 
its general meeting under section 217(1) 

Same as in colunn 1. Same as in column 1 • 

Same as in column 1. S8.l!le as in column. 1. 
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of the Companies Act, 1956 and, 
in case such deposits exceed 
~ 5 lakhs, the company should 
also indic~te the steps taken 
or proposed to be taken by the 
Board for payocnt of the anounts 
due to the depositors and 
rE;Ilaining unclo.ir:!ed or undisbursed.. 

XII. Repayment of deposits before maturity 

In respect of any deposit which 
is repaid before the date on which it 
is due for repayment but on or after 
the expiry of six flonths from the 
date of receipt of such deposit, no 
non-banking financial company shall pay 
interest at the rate exceeding the 
contracted rate per annuo less one 
per cent 2nd, in the case of repayment 
of deposits Defore the expiry of six 
Donths, at 7ne rates prescribed .in the 
directions. rhe provision is, however, 
not applicaLle where the terns and 
conditions coverning the deposits 
provide for earlier repayoent of -the 
deposit by such company at its option. 

XIII. Ma1ntenanccl of a minimum per­
centade'.o£ liauid assets 

Same as in Colurm 1. 

Hire-pu:chase and housing finance No such provisiun. 
companies are required to maintain 
liquid assets in the form of cash, 
bank deposits or unencunbered Government 
securities which should not be less 
than 10 per cent of the deposits 'J"ebe-ived."by the company 
-and'outstanding oh the-- bo_oks, ~()f t_Jle-~~~tlpany on any day. 

No such provision. 

No such provision. 
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XIV. Roccverios of hirG-purchnso debts 

Hire-furchase coopanies and ,other 
financial cODpnnies carrying on hire­
purch,~se: tr::'.:!lsC'.ctL.ms ure required to 
rQcover nuring each of the two half­
yc)ars of tile financi,~l year, their 
hir8-purchQ,se debts which, should Dot 
be l6ss,thnn25 per cent of such debts 
outstanding 3.t tho clos€ of tl1c previous 
year. 

xv. SuboissiJn of balance sheet 
. 
Every non-bankinG financial conpany 

whether it holds deposits or not is 
requirGcl to furnish to tho '.Reserve Bank 
a copy each of its balance sheet and 
profits and loss account within 15 days 
of the gene:rcl oeeting in which the 
annual accounts are passed. 

iIon-finnncic.l co[:panies 
e~gBged in hiro-rurch~se 
business are ~Ll:: (. required 
to adhere tc tho stipulntion 
nen tionec1 in culur.:l..'». 1. 

i) The provlslon as oentioned 
in colur.:.n 1 is applicable 
to non-financial cOrlpany 
only when it retains 
deposit during any period 
in any financia.l year; 

ii) Before any non··financial 
conpany issues any advor­
tisenent soliciting deposits 
frou tho public, it is 
required to deliver to the 
Reserve Bank a copy of the 
balance sheet dated not 
Dore than 15 Donths before 
the date on which the 
advertisenent is issued. 

No such provision 

Sane as in colunn 1. 
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XVI. Submission of returns 

i) Non-banking financial cor:lpanies 
irrespective of whether they hold 
deposits or not nrG rcquirGd to 
submit to the Reserve Bank a return 
before June 30, with refercnce to 
their position as on March 31 cf 
every year in the s,::!hedule applicable 
to thct). furnishi.ng inforoation speci­
fied in such schedule. 

ii) Particulars of principal officers and 
directors p·'ld speciIllcn signatures of 
the officer: authorised to sign on 
behalf of t: .. c coopany, returns speci­
fie.d in i t·e.! (:1) above are required 
to be fu~nibhed to the Bank within 
one month 01 the coming into operation 
of the relative direction, viz., 
January. 1, ·i973 or within one oonth 
of the occurrence of the change. 

XVII 'Exemptions 

The Reserve Bank of India,DUQf, if 1 t 
considers it necessary for avoiding 
any hardship or for any other just 
and sufficient reason, grant exten­
sions of time to COI!lply with, or 

a) Non-banking nen-financial 
coopanies have to subeli t the 
prescribed r8turn beforb June 
30, of any year provided they 
hold deposits as on March 31, 
of that year. 

b) Non-banking non-fin:;"Lcial 
conpanics carrying on hire~ 
purchase business are also 
required to SUb::li t return in 
the Second Schedule to the 
directions furnishing parti­
culars of hiro-purchasc tran­
sactions in a~dition to the 
return at iteo (a) above. 

Same as in colur:1 1. 

Sane as in column 1. 

i) Miscellaneous non-banking COQ­
panies irrespective of whether 
they hold deposits or not ~re 
rcquired to suboit'to the Reserve 
Bank a return twicc a year cefore 
June 30, and Deceober 31, with 
reference to their positicn as 
on March 31, and SepteQbcr 30, 
respectively. 

ii) Sane as in column 1 except that 
the particulars ~re to be fur­
nished to the Reserve Bank with:'} 
onc month of the coning into 
operation of the directions viz. 
Soptenbcr 1, 1973 or within one 
nonth of the occurrence of the 
change. 

Same as in colunn 1. 
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exenpt any non-bD.nkini~ financial 
company or class of such conpanies 
fron, all or any of the provisions 
of th~ dir0ctions cithor generally 
or for any specified period subject 
to such conditions as the Bank Day 
inposc. 

XVIII. Non-applicability of certain other 
directions 

No such provision 

yk. 

No such provision The provisions of the Non-banking 
Financial Coopanies (Reserve Bank) 
Directions, 1966 or the Non-Banking 
Non-Financial Companies (Reserve 
Bank) Directions, 1966 are not 
applicable to miscellaneous non­
banking conpanies covered by the 
Miscellaneous Non-Banking Conpanies 
(Reserve Bank) Directions, 1973, 



APPENDIX VII 

MAIN POINTS OF DIFFERENCE BETWEEN THE DIRECTIONS 
CONTAINED IN THE NON-BANKING NON-FINANCIAL COMPANIES 

RESERVE 'BANK) DIRECTIONS, 1966 AND THE COMPANIES 
ACCEPTANCE OF DEPOSITS RULES 1 75 

The Non-Banking Non-Financial 
Companies (Reserye Bank) Directions, 

1 966 .~. 

(a) 

(1) 

anies 

Foreign companies within the 
meaning of section 591 of the 
Companies Act, 1956 are also 
covered by the directions. 

(b) Declaration to be furnished by 
depositors 
L;ide paragraph 2(1)(f)(viill 

A declaration by a depositor to 
the effect that the money has not 
been given by him out of funds acquired 
by him by borrowing or accepting depo-
sits from another person is necessary 
only in the case of money received 
from a person, who at the time of the 
receipt of the money was Or is a 
director of the company or any mohey 
received before April 3, 1970 from. 
persons, who at the tine of receipt 
of the money were managing ageni;$ or 
secretaries and treasurers of the 
company or in respect of any money 
feceived by a private company from 
its ·shareholders. 

(c ) Deposits received from the directors 
LVide paragraph 2(1)(f)(vii17 

The Companies (Acceptance 
of Deposits) Rules, 1975 

.( 2) 

The Rules do not cover 
foreign companies. 

A declaration to the effect 
that the amount is not b~inc 
deposited out of the fu.."YJ.d .. :; 
acquired by the depositor' 
by borrowing or acceptin.g 
deposits from any other por­
son has to be nade by cV0ry 
~erson making the depo~it 
tv id e Rul e 5). 

Deposits receiv~d from the dire- No such provJ.sJ.on has been 
ctors are exempted from the provisions made in the Rules. 
of the directions subject to the mak-
ing of a declaration referred to in 
item (b) above. 

(d) Acceptance of deposits by private 
companies from their shareholders 
LYide paragraph 2(1)(f)(vii17 

Deposits received by private 
companies from their shareholders 
are exempt from the purview of the 
directions, provided a·declaration 
of the type referred to in ite8 (b) 
above is made by the shareholders 
concerned. 

-

Though clause (i) of Rule 
3(2) seeks to exclude depo­
sits accepted by private 
companies fro8'their share­
holders, a doubt has been 
raised whether such deposits 
would fall within the ceil­
ing of 25 per cent prescri­
bed in clause (ll.) of the 
sane liule. 

/ ......... ..L 
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(e) Loan secured by ~he creation of 
a mortgage or pledge of assets 
of the company (which is exem~t 
from the ceiling.restrictions) 
LYide first proviso to paragraph 
3 (2)( ii17 
(1) A margin of at least 25 per 
cent,of .the market value' of-the 
assetscharged'as' security for, 
the loan is required to be main­
tained; 

(2) 

(i) In the case of a loan 
seeured by the creation of a 
mortgage, charge. __ 9rpledg.e o·f 
any' of the assets of the coo­
pany, the amount of such loan 
should not exc eed 25 per cent 
of the market value of the 
security .LVide Explanation 
1 to Rule "27. 
(ii) No such provision has 
been made in the Rules. 

(ii) In case more than 20 persons 
are given the same assets as secu­
rity for the loan,the Dortgage or 
pledge as the case may be has to 
be created in favour of a trustee 
which should be eitherLcommercial 
bank or·its subsidiary and a trust 
deed~ ·has ·to be execut edin favour 
of such scheduled bank or its 
subsidiary as the case may be. 

La scheduled 

(f) Aggregate of the paid-up capital 
and free reserves for the purpose 
of ceilings etc. ". 
(vide Explanation to paragraph 4) 

In arriving at the net owned 
funds for the purpose of working 
out ceilings, etc., only the accu­
mulated balance of loss, if any, 
as appearing in the balance sheet 
of the company, is required to be 
deducted from the aggregate of its 
paid-up capital and free reserves. 

(g) Particulars tc be specified in 
advertisement soliciting deposits 
(vide paragraph 5) 

Certain requirements, as pres­
cribed in the Rules, have not been 
provided for in the directions. The 
directions provide for the informa­
tion to be published in the adver­
tisement soliciting deposits but 
the issue of advertisement is not 
compulsory. Paragraph',11 of the 
directions also provides that 
before making any such advertise­
ment, a non-banking non-financial 
company shall delivor to the Reserve 
Bank an audited balance sh8et dated 
not ~ore than fifteen nonths before 
the date on which the advertisement 
is isEl. ... :...:. 

Apart from the balance of 
accumulated loss, the balance 
of deferred revenue expendi­
ture and other int~ngible 
assets, if any, as disclosed 
in the balance sheet of a 
.conpany,· are'required to be 
deducted froe the 8ggr.egate 
of its paid-up capital and 
free reserves (vide Explana~ 
tion 2 to Rule 3). 

It is compulsory on the part 
of the co~panies intending to 
invite or accept deposits to 
advertise in a leading Englis~i. 
newspaper and in one verna­
cular newspaper Circulating 
in the state in which the 
registered office bf the co~­
pany is situate except in the 
case of acceptance of deposits 
froD directors. Certain parti­
culars (in addition to those 
prescribed in the directions) 
such as an account of the pro­
posed utilisation of the depo­
sits have to be given in the 

cont'd ... 



(h) Sub~ission of returns 
(vide paragraph 12) 

-3-

The return to be subnitted 
to the Reserve Bank should relate 
to the period ending March 31 
of each year irrespective of 
the financial year of the com­
pany concerned. 

(i) Penalties 

The penalties for contraven­
tion of the provisions of the 
directions have been provided 
for in sections 58B and 58C of 
the Reserve Bank of India Act, 
1934 itself. 

(j) Special provisions relating to 
non-financial companies accepting 
deposits and financing hire­
purchase transactions in addition 
to any other business 
(vide paragraph 10) 

(2) 

advertisement and a copy thereof 
to be filed with the Registrar 
of Co~panies concerned on or 
bEfore the date of its issue; 
furthernore, the validity period 
of the advertisement is restri­
cted to the financial year in 
which it is issued (vide Rule 4). 

A return is to be filed with 
the Registrar of Companies in 
each year, within thirty days 
fron the last day of its 
financial year containing 
certain particulars specified 
in Hule 10. 

The penalties for contravon­
tion of the Rules for which 
no provision has been ~ade 
in the Companies Act, 1956 
havebeon speCified in Rule 11. 

Non-financial companies which No such provision in the 
accept deposits and which are Rules. 
also engaged in hire-purchase 
business are required to recover, 
during each of the two half-years 
of the financial year their hire­
purchase debts which should not 
be less than 25 per cent of such 
debts outstanding at the close of 
business of the previous year. 

(k) Granting exemption from or exten­
sion of time for complying with 
all or any of the provisions 
(vide Rule 14) 

yk. 

For avoiding hardship or for 
any other just and sufficient 
reason, the Reserve Bank is em­
powered to grant exenption 
or extension of time in deserv­
ing cases. 

Similar provlsl0n has not b00L 
made in the Rules. However, 
nothing contained in section 
58A of the Companies ii-Ct, 195E~ 
shall apply to any company as 
may be specified by the Cent~~l 
Government after consultation 
with the Reserve Bank. 



APPENDIX VIII 

COPY OF LETTER DATED JUNE 30. 1.215 FROM SHRI J.S .IU.J , 
CH1~IRM..ili OF THE STUDY G ROUP TO eRRI S. S • SHIRA.LKAR I 

DEPUTY GOVERJ.~OR, RESERVE BANK 
OF INDIA 

Study Group on Non-Banking Companies - Model 
Legislation for regull}.ting chit funds 

As you are aware, the draft Bill on Chit Funds 
prepared by the Reserve Bank in its Department of Non­
Banking Companies had been referred to the Study Group 
for its comments, more particularly in regard to the policy 
aspects of certain new provisions incorporated in the Bill. 
The Group has had discussions in this regard at two of its 
meetings. Before finalising its views, the Group took into 
account the opinions expressed by the representatives of 
some of the State Governments which have enacted legislation 
regulating chit funds in their respective States as also 
certain individuals hnving an intimate knowledge of the 
running of chits. The Group's views on the various aspects 
have been given in the Annexure. The more icportant aspects 
are dealt with in the following paragraphs~ 

2. Before considering the provisions of the Bill, the 
main question which arose for the Group's consideration was 
whether the' Bill should be enacted as a Central ~~ctby 
Parliament or whether it should be forwarded by the Central 
Government to all State Governments which have no such 
legislation, to be adopted by them; further, if it is to be 
enacted as Central legislation, who should be the ad~inister­
ing authority. In this connection, the Group was unanimously 
of the view that the Bill should be enacted as Central 
legislation as such a step, besides ensuring uniformitY'in 
the previsions applic:::ble to chit fund institutions throughout 
the country, would also prevent such institutions from taking 
undue advantage either of the absence of any law governing 
chit funds in any State or exploit benefits of any lacuna or 
relaxation in any State law by extending their activities to 
such states. The Group was given to understand that 
Parliament is competent to enact the nocessary law in view 
of the provisions contained in Entry 7 of List III 
(Concurrent List) of Schedule VII to the Constitution of 
India. As regards the appropriate authority for ad.minister­
ing the proposed legislation, the consensus was that, while 
logically, policy fOl~ulation as also control of chit funds 
should vest in the Reserve Bank as in the case of other 
financial companies, since chit fund institutions arc quite 
numercoua3 and spread allover the country, it 't-Tould not be 
administratively feasible for the Reserve Bank to exercise 
effective control over the functioning of these companies 
by means of regular inspections or otherwise. Furtheroore, 
under the enactments in force in States such as Taoil Nadu 
and Kerala, provision has already been made for inspection 
of such institutions by their own officers and it nay not 
be necessary or desirable for th8 Reserve Bank tG duplicate 
these functions. The Group was, therefore, of the view 
that the administration of the proposed lugislation should 
be left to the state Governments conceTILed which, L~ turn, 
could seek the advice and assistrulce of-the Reserve Bank 
on policy matters. 

3. Another aspect which engaged tho attention of the 
Group relates to the r',l,estion whother it should be made a 
requirement of law vo.a"t only public liDitec1 c(,mpanies 



should be allowed to conduct chit funds. Since the 
subscriptions accepted by conventional chit funds stand on 
a different footing and chit schomes are of a sclf­
liquidating nature which partake the character of mutual 
benefit schenes, the Group felt that there should be no 
objection, in principle, to chits being conductod by 
private liQited conpanies and on a lioited scale, even by 
unincorporated bodies such as individuals/sule proprietor­
ships/partnership -firrils. ·J:t ·-is observed that private 
limited conpanies and unincorporated bodies which have 
played a traditional role in tlopping up savinGs of the 
QOI!lIiluni.ty, are dOing ·a sizeable anount of :chit business 
t3.pd·cserving as asout-ce of livelih00d/employn€mt to· a good 
number of rural population. The info~mation collected 
from sone of the State Governments does not also indicate 
that malpractices indulged in/offences con~itted by these 
institutions are on a larger scale than those by public 
limited companies. The Group was, therefore, of the view 
that private linited companies and unincorporated bodies 
may also be allowed to run chits, the latter on a restricted 
scale as indicated against items 3 and 9 of the annex~e. 
The Group felt that the question, in the ultioate analysis, 
was one of making adequate provisions in the logislation 
to safeguard the interests of the subscribers and thus 
reducing, to the extent possible, the scope for the 
commission of oalpractices. 

4. Having regard to the nature of business transacted 
by chit fund institutions, the Group was of the vi8W that 
there was no necessity for these institutions to borrow 
funds fron the public by way of doposi ts and as such the;y­
may be prohibited from acc8pting deposits excopt as advance 
payment of subscription~deposits from prized subscribers 
by ~dy of security towaras paJ~ent of future instalncnts. 

5. In the light (of the fe-regoing observaticm.f:, the 
Reserve Bank Day like to give its further consideration 
to the matter and recast the; relative provisi011S of the 
Bill, if deemed necessary. 

With kind regards, 



AiWElJJRE 

Issues for consideration 
CD 

1. Whether institutions conduct­
ing chit funds should be pro­
hibited from doing any other 
tYPd of business? If so, the 
period that may he allowed to 
such companies to diva~t 
themselves of non-chit busi­
ness. 

2. Utilisation of funds 

3. Opening of offices/branches 

Views of the studY Group 
(2) 

Companies as also unincorporated 
bodies such as individuals/sole 
prJprietorships/partnership 
firms conducting chits may be 
prohibited from dOing any other 
type of business except chit 
business or granting of loans 
to sub scribers against their 
pM,dloi·\1P subscript·ions. If 
tbey are currently oonducting 
non- e.a:l. t "b'.181.n8 8 B, ~h. Y may 'be 
allowed time not exceeding three 
Y Jars or such extended pe riod 
Dot exceeding three years as 
[!lay be allowed by the state 
GovGrnment for d.!vesting 
themselves of non- chi t 15usiness • 
During web period, they may 
be allowed to carryon non- chit 
... "' ... "... ..... Ii,. II .... )\ .... 40 '",,-. 
winding up of such bus1n~ss :is 
proposed in clause 5 of the 
Bill. Further, if the insti­
tution conducting chits is an 
incorporated body, it shall use 
as part of its name any of the·· 
words I chit', 'chit fund-· I or 
'kuri' and no company shall 
carryon the business of chit 
funds unless it uses as part 
of its name at least one of 
such words. 

Institutions co"nducting chits 
may be perrn:1tted to utilise 
their funds Clnly in the manner 
contemplated in clause 6 of 
the Bill. Those holding 
investiTI(:mts of the type other 
than those mentioned in the 
said ~~ause may be r3quired 
to regularise them within a 
period of three years from 
the date of coming intCl 
operation of the Act or such 
extended period not exceeding 
three years as the State 
Government may allow. 

The Group is in agreement 
with the proposal that chit 
fund companiEs may be prohi­
bited from opening new places 
of busi ness ,,,i thou t obtaining 
the prior approval of the 
Director of Chits wi thin whose 
jurisdiction the registered 
offices of the companies are 
situated. Before granting 
such ~pproval, the DIrector 
of Chits may take into account 
the criteria laid down in 
cJ 1LS.' 7 j~ 
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4. Par-.i .. iculars to be given by 
chit fund c''Jmpanies in the 
adve rtisements to be is sued 
by them invit ing/ solici ting 
sub script iOilS from the 
public to their schemes. 

5. Maximum duraticm of chits 

L be 

6. Period of preservation of 
chit records. 

7. Mode of settlement of 
disputes 

·2· 

clause 7 (·2) of the Bill. 
Unincorporated ·bodies should 
not be allowed to conduct 
business at more than one 
place. 

It does not appear necessary 
that the particulars speci­
fied in clause 9, should be 
given in the udvertisernents 
iss~ed on each occasion when 
new schemes are started sincel 
it would prove to be very 
expensive to the companies. 
Instead, suc..'1 particulars 
may be given in the application 
forms for enlisting members 
for each chit. 

The duration of chits 'should 
not ordinarily exceed five 
years, but chits of·~onger 
duration up to ten year s may 
be started in very special 
cases only by chit. fund com­
panies/banks -wi th- the pr.ior appro­
val of the state Gov€Tnment 
concerned which should take 
into account factors such as 
the financial position of the 
cot:J.pany in question and its 
methods of ope ration., interests 
of the pro spective subscribers, 
requirements as to security 
etc. (The ~ecurity deposit to 
be kept by foreman in the case-
of chits of longer duration 
shouldLproportionately higher) ~ 

This may be six years from th€ 
date of the terminatior.. of 
chits, as proposed in clause 
40 of the Bill. 

The machinery fo r settlement 
of disputes arising between 
the foreman and the subscri­
bers relating to adequacy of 
security offered by prized 
subscribers to the foreman 
for ~yr::af1ll'b~~f future instal­
ments, substitution of sub­
cribers incase of default, 
etc. should be self-contained, 
cheap and expeditious on the 
lines of the m~chinery pres­
cribed under the state 00-
operllt1ve l·llwS for settlement 
of disputes by arbitration. 
For this purpose, the provi­
sions in Chapt ers IX and XIII 
of the Maharnshtra state co­
oper'ltive Societies Act, 1960 
may be co ns idered. 



8. Uniformity in the presen­
tation of annual accounts 
by chit fund institutions. 

9. Ceiling in resp ect of the 
aggregate amount of chits 
that may be conducted at 
any point of time. 

10. Mini~urn capital require­
ments and creation of a 
reserve fund. 

11 •• Cognizability of offences 

3 

(2) 

The Dill may prescribe a 
profoI'I:1a of the baJ.unce sheet 
and. profit and less '·lCCOunt in 
which chit fund institutions cay 
be reguircd-to'prescnt th0ir 
cnnu~l acccunts. 
The aggregate amount of chits 
conducted by a chit fund com­
pany at any point of tine may 
not exceed 50 per ctnt of the 
net worth of the CO[;lpany i. e. 
the paid-up c£!.;i te..l plus free 
reSt;;rv€-s loss bal2.nc£ of 
accurnulate~ loss, and other 
intangible aS8~)ts such ['.s 
deferred revenue expenditure, 
goodwill, etc., if any ~vide 
clause 8(6) 7. In th~ case of 
COr:1mercial banks conducting 
chit funds, no ceiling on the 
aggregate amount of chits that 
mny be conducted ~t any point 
of t irile need be prescribed, since 
chits conducteu by commercial 
banks are subject to the close 
scrutiny of the ReSeI'"'Te Dank. 

As regards the chit funds 
conducted by 1mincorporated 
bodies such as indivi~uals, sole 
proprietorships an~ partnerships, 
the aggregate amount of chits 
should not at any point of time 
exceed ~ 10,000/-. They are 
prohibited frOLl opening branches 
(vide item 3 abovo). 

The minimum paid-up c:cpital of 
chi t fund C omp2..Ylies i!lCOrpOra t cd 
under the Cor.:l:2.nit':o Act - whether 
priv~te or public - sLould b0 
Rs 1 lakh. 00npr.'.niLs having 
paid-up capital of less than 
Rc; 1 lakh may be alloi'Tvd time 
up to three years to increase their 
paid-up capital to the minimum 
ref0rrod to above. The State 
Government concerned may be 
authorised to grant extension of 
time for a period not exceeding 
two years in appropriate cases. 
Such companies may also be required 
to credit 20 per cent of their 
annual net profits to a roserve 
fund. 

Certain offences of u serious 
nature undor the proposed 
legislation may be made 
cognizable. 



APPEI~DIX I X 

STATENE1'i!T SHOI'lING STAFF POSITION OF DNBC 
AS ON 31ST llAY 1975 

I. Central Office, Calcutta 

Staff strength 

Chief Officer 

Assistant Chief Officer 

Staff Officers Gr. I 

Staff Officers Gr.II 

Clerks Gr. I 

Clerks Gr.Il 

Stenographer Gr. I 

-do-

Typist 

Subedar Gr. II 

Duftry 

Peon 

Gr.II 

'Total 

II. Regional Cell, Bombay 

Sanctioned ----....;;;.:: 
Permanent Temporary Total 

1 

1 

7 

7 

9 

29 

1 

1 

5 

1 

2 

5 

69 

1 

2 

2 

3 

8 

2 

18 

1 

2 

9 

9 

12 

37 

1 

1 

5 

1 

2 

7 

87 

Staff strength 

Actu~ 

1 

2 

9 

9 

14 

35 

1 

1 

5 

1 

2 

7 

87 

Sanctioned Actual 

Assistant Chief Officer 

Staff Officer Gr. I 

Staff Officer Gr.II 

Clerk Gr. I 

Clerk Gr.II 

Stenographer Gr.II 

Typist 

Duftry 

Peon 

Total 

1 

2 

2 

2 

·1 

1 

1 

1 

2 

13 

1 

2 

2 

1 

1 

1 

1 

9 
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